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Looking for something to read?  See our Reading List; these books, separated by category, are 

ones we find interesting and insightful.  We will be adding to the list over time.   
 

[Posted: September 19, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.4% from the last close.  In Asia, the MSCI Asia Apex 50 closed down 

0.5%.  Chinese markets were higher, with the Shanghai composite up 0.5% and the Shenzhen 

index up 1.0% from the prior close.  However, U.S. equity index futures are signaling a lower 

open.  
 

The FOMC meeting turned out hawkish.  Other central banks were active today. Trade 

negotiators from China begin talks in the U.S. today.  Here is what we are watching this 

morning: 

 

Hawkish Fed:  The FOMC did cut rates by 25 bps but nearly everything else about the meeting 

was disappointing for the doves.  The dots plot suggests this will be the last easing that is 

consistent with the recent easing being more of a mid-course correction instead of being the 

beginning of an easing cycle.  The dots chart below suggests this will be the last rate cut, a 

position more in line with a correction than an easing cycle. In fact, based on the 2019 dots, 10 

members would either hold rates at the current level or increase them by 25 bps.  Additionally, 

next year, the board is nearly equally divided on one more cut or raising rates.  The divergence 

between the FOMC and the markets are stark, not to mention the goals and aspirations for 

monetary policy from the White House.   

 

 
 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.reuters.com/article/us-usa-trade-china/us-chinese-trade-deputies-face-off-in-washington-amid-deep-differences-idUSKBN1W40E1
https://www.wsj.com/articles/fed-cuts-rates-by-quarter-point-but-faces-growing-split-11568830081?shareToken=stef6473f9b953483d9688447061456f2e
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Perhaps even more disturbing is the increasing number of dissents. George (KC FRB) and 

Rosengren (Boston FRB) did not want to cut, while Bullard (STL FRB) wanted a 50 bps 

reduction (although no dot reflect that desire).  It is becoming clear that Chair Powell is unable to 

bring the committee to a consensus on policy.  This inability will make it difficult to move policy 

in either direction.  Simply put, additional easing will require strong evidence that the economy 

is weakening.  In the press conference, Powell expressed little concern about the repo problems, 

which is also a bit unsettling, especially since the NY FRB has conducted repo operations again 

this morning, making this the third consecutive day of such actions.     

 

Market reaction was swift; treasury yields, especially in the short end, jumped, flattening the 

yield curve.  The dollar appreciated and gold prices fell.  Equities did manage to rise, likely on a 

positive economic outlook from the FOMC.  The bottom line: the FOMC isn’t poised to 

aggressively cut rates unless the situation changes.  History tells us that by the time the evidence 

is clear that the situation has changed, it will be too late to avoid a recession.   

 

Other central banks:  The Bank of Japan kept its monetary policy unchanged, as expected, but 

Governor Kuroda promised to consider further loosening in October.  With the Fed and other 

major central banks loosening policy, Kuroda’s statement amounts to an effort to talk the yen 

down, but it doesn’t seem to be working.  So far today, the yen is up some 0.5% against the 

dollar.  Also, The Bank of England kept its benchmark interest rate unchanged at 0.75%, as 

anticipated.  It also warned rates could go either up or down in the event of a no-deal Brexit, but 

many policymakers say a cut to stimulate demand would be more likely than a hike to support 

the pound and reduce inflation pressure. 

 

U.S.-Japan Trade:  Economic Revitalization Minister Nishimura said the new U.S.-Japan trade 

deal will be ready to sign at month’s end.  In a sign of what the UK may face in any post-Brexit 

deal with the U.S., Nishimura admitted that the government would have to provide additional 

support to farmers and small businesses that would be impacted by the deal. 

 

Growth prospects downgraded:  The OECD has reduced its forecast for global growth, calling 

for growth in 2019 at 2.9%, the lowest since 2009.  The group warns that if trade tension remains 

high, sluggish growth will extend into 2020.   

 

Brexit:  There is some movement in addressing what may be the most contentious element of 

exiting the EU, the border with Northern Ireland.  PM Johnson is floating the idea of creating a 

special economic zone for Northern Ireland, which looks a lot like an early EU plan that would 

put the trade border on the Irish Sea.  More importantly, the Unionist parties appear to be 

softening their stance on this issue; previously, they had opposed such measures.  Creating a 

trading zone probably can’t be accomplished before Halloween, but the Leavers would probably 

accept an extension if a way forward can be made on the Irish border issue.   

 

Israel:  The elections failed to yield a path to a coalition, as a result we will have one of two 

outcomes.  Either we will see a “national unity government” where the two leading parties form 

a government, or new elections will be called.  So far, the opposition Blue and White Party has 

rejected forming a national unity government, meaning elections may be coming next.    

 

https://www.wsj.com/articles/fed-sees-three-dissents-at-meeting-for-first-time-since-2016-11568834067?shareToken=st66313a7d19694c8288d63b7dd7058ced
https://www.ft.com/content/d083653e-da60-11e9-8f9b-77216ebe1f17?emailId=5d82ef319bad5100043995cd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d083653e-da60-11e9-8f9b-77216ebe1f17?emailId=5d82ef319bad5100043995cd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/7416987a-da38-11e9-8f9b-77216ebe1f17?emailId=5d82ef319bad5100043995cd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/7416987a-da38-11e9-8f9b-77216ebe1f17?emailId=5d82ef319bad5100043995cd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.marketwatch.com/story/new-york-fed-plans-repo-operation-for-third-straight-day-2019-09-18
https://www.ft.com/content/bc4c2182-da88-11e9-8f9b-77216ebe1f17
https://www.ft.com/content/4a932110-dacb-11e9-8f9b-77216ebe1f17
https://www.japantimes.co.jp/news/2019/09/19/business/government-ready-back-japanese-farmers-small-businesses-trade-deal-u-s-new-minister-says/#.XYN6zGlKiUk
https://www.wsj.com/articles/global-growth-to-hit-decade-low-amid-u-s-china-trade-war-11568883600?shareToken=st47358bd9c9fe48cdb0c0713456a21ddf
https://www.ft.com/content/723ac4ce-d973-11e9-8f9b-77216ebe1f17?emailId=5d81a48af923270004565660&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/93ff1a64-da14-11e9-8f9b-77216ebe1f17?emailId=5d82ef319bad5100043995cd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/30ba45d0-da48-11e9-8f9b-77216ebe1f17?emailId=5d82ef319bad5100043995cd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/netanyahu-calls-for-unity-government-after-election-deadlock-11568881009?shareToken=st76026777b46f4c9e8061017451b861eb
https://apnews.com/d7cac2fa02a743098df4af7e869793aa
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Saudi Arabia:  SoS Pompeo made the strongest statement on this issue to date, calling the 

weekend’s missile and drone attack an “act of war.” The Saudis held a press conference 

yesterday and all but implicated Iran for the attack.  However, there is little evidence that 

President Trump has much interest in a military response.  The reaction thus far has been to 

increase sanctions against an already heavily sanctioned Iran. Pompeo is working to build a 

coalition against Iran and work within the auspices of the U.N.  Reports suggest the White House 

is analyzing other alternatives, but it does appear the appetite for kinetic action is quite low.   

 

President Trump campaigned changing America’s hegemonic role, offering to step back from 

being the “global policeman.”  The lack of a military response to this attack is clear evidence that 

he is doing what he said he would do.  However, the U.S. isn’t fully in control of the situation.  

Iran can continue to escalate; if the only response is sanctions, the mullahs will likely conclude 

they can act with impunity and engage in additional actions.   

 

Odds and ends:  Commercial land prices outside of Japan’s major cities have posted their first 

annual rise in 28 years. Congressional leaders reached a deal on a stopgap spending bill that 

would preclude a new government shutdown through late November. 

 

Energy update:  Crude oil inventories rose 1.1 mb compared to an expected draw of 2.0 mb. 
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In the details, U.S. crude oil production was unchanged at 12.4 mbpd.  Exports fell 0.1 mbpd 

while imports rose 0.3 mbpd.  The rise in stockpiles was mostly due to falling refinery demand 

(see below). 

https://www.nytimes.com/2019/09/18/world/middleeast/us-iran-saudi-arabia.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190919&section=topNews?campaign_id=51&instance_id=12484&segment_id=17141&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.wsj.com/articles/saudi-arabia-holds-iran-responsible-for-oil-attacks-11568820602?shareToken=staacbefed8a0c4574bc33c410a3654f7e
https://www.wsj.com/articles/saudi-arabia-holds-iran-responsible-for-oil-attacks-11568820602?shareToken=staacbefed8a0c4574bc33c410a3654f7e
https://www.wsj.com/articles/trump-orders-treasury-secretary-to-substantially-increase-sanctions-on-iran-11568816128?shareToken=st4ce5cfb455214d2d9f6be96d4524f2a3
https://www.wsj.com/articles/trump-steers-clear-of-war-footing-toward-iran-11568844304?shareToken=st593cf1306fd54c23a36800a2ca551ea3
https://www.wsj.com/articles/trump-steers-clear-of-war-footing-toward-iran-11568844304?shareToken=st593cf1306fd54c23a36800a2ca551ea3
https://www.nytimes.com/2019/09/18/us/politics/robert-obrien-security-adviser.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.reuters.com/article/us-saudi-aramco/u-s-and-gulf-allies-discuss-response-to-saudi-oil-attack-idUSKBN1W40VN
https://www.japantimes.co.jp/news/2019/09/19/business/japans-non-metro-commercial-land-prices-rise-first-time-28-years/#.XYN6RGlKiUk
https://www.japantimes.co.jp/news/2019/09/19/business/japans-non-metro-commercial-land-prices-rise-first-time-28-years/#.XYN6RGlKiUk
https://www.bloomberg.com/news/articles/2019-09-18/short-term-spending-agreement-reached-to-avert-oct-1-shutdown


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 4 

 
(Sources:  DOE, CIM) 

 

This chart shows the annual seasonal pattern for crude oil inventories.  As we approach the end 

of the spring/summer inventory withdrawal, we are starting the autumn rebuild period at a 

sizeable deficit.  Without aggressive increases in stockpiles, we will likely continue to lag 

seasonal patterns which, on its own, is bullish. 

 

The most important information from this week’s data is that we appear to be starting the autumn 

refinery maintenance season. 

 

 
(Sources:  DOE, CIM) 
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The drop in refinery utilization will likely continue for the next four weeks; utilization should 

begin to rise by mid-October.  During this period, inventories usually rise.  However, the usual 

seasonal rise will depend on Saudi production.   
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Based on our oil inventory/price model, fair value is $68.30; using the euro/price model, fair 

value is $48.23.  The combined model, a broader analysis of the oil price, generates a fair value 

of $54.54.  We are seeing a clear divergence between the impact of the dollar and oil inventories.  

Given that we are into the maintenance season, we would normally expect inventories to rise.  

However, with the Saudi outage, we may see inventories remain constrained, thus prices may 

find some support from constrained inventory growth.  We note that after claiming oil supplies 

will be restored by the end of the month, the KSA is seeking to import petroleum products from 

other nations and for customers it has promised to supply with oil, it is offering less valuable 

grades.  Oil prices rose on this report. We remain highly skeptical that Saudi Arabia will be back 

on line by month’s end. 

 

U.S. Economic Releases 

 

Initial jobless claims came in below expectations at 208k compared to the forecast of 213k.  The 

prior report was revised upward from 204k to 206k. 

 

https://www.wsj.com/articles/to-keep-exports-flowing-saudi-arabia-looks-to-import-oil-11568885401?shareToken=stacea0861274146639b6167b22a2451a2
https://www.wsj.com/articles/to-keep-exports-flowing-saudi-arabia-looks-to-import-oil-11568885401?shareToken=stacea0861274146639b6167b22a2451a2
https://www.wsj.com/articles/to-keep-exports-flowing-saudi-arabia-looks-to-import-oil-11568885401?shareToken=stacea0861274146639b6167b22a2451a2
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The chart above shows the four-week moving average for initial claims.  The four-week moving 

average fell from 212.75k to 212.00k. 

 

In Q2, the current account deficit came in wider than expected at $128.2 bn compared to the 

forecast of $127.4 bn.  The prior quarter’s deficit was revised from $130.4 bn to $136.2 bn. 

 

 
 

The chart above shows the current account balance and the current account balance as a 

percentage of GDP.  The current account deficit as a percentage of GDP narrowed by 18 bps 

from the prior quarter and is now -2.40%.   

 

The Philadelphia FRB Business Outlook Index came in well above expectations at 12.0 

compared to estimates of 10.5.   
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We smoothed the data on the above chart with a six-month moving average.  The current reading 

is well above the recession signal of -10.  What makes this index important, is that it measures 

business sentiment for the Mid-Atlantic region, where most of the Fed governors work and live, 

at least part of the time.  No matter how data-sensitive one is, the economic activity that one 

directly observes will tend to affect one’s outlook.  Thus, a robust local economy in the Mid-

Atlantic region could lead Fed governors to lean hawkish even if the rest of the nation’s 

economy is less robust, and vice versa.   

 

The table below shows the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m 15-Sep 63.2 **

9:45 Bloomberg Economic Expectations m/m sep 48.5 **

10:00 Leading Index m/m aug -0.1% 0.5% ***

10:00 Existing Home Sales m/m aug 5.38 Mil 5.42 Mil ***

10:00 Existing Home Sales m/m aug -0.7% 2.5% **

Fed speakers or events

Economic Releases

No speakers or events scheduled  
 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 
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also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Swift Global Payments CNY m/m aug 2.2% 1.8% ** Equity and bond neutral

FX Net Settlement- Clients CNY m/m aug -23.0 Bil -28.3 Bil ** Equity and bond neutral

Japan All Industry Activity Index m/m jul 0.2% -0.8% 0.2% ** Equity and bond neutral

Australia Employment Change m/m aug 34.7k 41.1k 15.0k *** Equity bullish, bond bearish

Unemployment Rate m/m aug 5.3% 5.2% 5.2% *** Equity and bond bearish

Full-Time Employment Change m/m aug -15.5k 34.5k ** Equity and bond bearish

Part-Time Employment Change m/m aug 50.2k 6.7k ** Equity and bond neutral

Participation Rate y/y aug 66.2% 66.1% 66.0% ** Equity bullish, bond bearish

New Zealand GDP y/y 2q 2.1% 2.5% 2.0% *** Equity bullish, bond bearish

EUROPE

Eurozone ECB Current Account m/m jul 20.5 Bil 18.4 Bil ** Equity bullish, bond bearish

Italy Current Account Balance m/m jul 8.421 Bil 5.047 Bil ** Equity bullish, bond bearish

UK Retail Sales ex Auto Fuel y/y aug 2.2% 2.9% 2.3% ** Equity bearish, bond bullish

Retail Sales inc Auto Fuel y/y aug 2.7% 3.3% 2.8% ** Equity bearish, bond bullish

Switzerland Exports Real y/y jul -4.4% -1.8% ** Equity and bond bearish

Import Real y/y jul 1.0% -0.5% ** Equity bullish, bond bearish

Swiss Watch Exports y/y jul 1.5% 4.3% * Equity and bond neutral

AMERICAS

Mexico Internation Reserves Weekly w/w 13-Sep $179.747 Bil $180.456 Bil ** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 216 215 1 Down

3-mo T-bill yield (bps) 187 189 -2 Neutral

TED spread (bps) 30 25 5 Neutral

U.S. Libor/OIS spread (bps) 181 184 -3 Up

10-yr T-note (%) 1.77 1.80 -0.03 Down

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 7 11 -4 Down

Currencies Direction

dollar Down Up

euro Up Down

yen Up Down

pound Flat Up

franc Up Down

Central Bank Action Current Prior Expected

BOJ Policy Balancy Rate -0.100% -0.100% -0.100% On forecast

BOJ 10-Yr Yield Target 0.000% 0.000% 0.000% On forecast

RBA Transactions Market A$0.608 bn A$0.837 bn On forecast

RBA Transactions Government -A$0.750 bn -A$0.961 bn On forecast

RBA Transactions Other A$0.531 bn -A$4.377 bn On forecast

BOE Asset Purchase Target 10 bn 10 bn 10 bn On forecast

BOE Corporate Bond Target 435 bn 435 bn 435 bn On forecast

Bank of England Bank Rate 0.750% 0.750% 0.750% On forecast

SNB Sight Deposits Interest rate 0.750% 0.750% 0.750% On forecast

SNB Policy Rate 0.750% 0.750% 0.750% On forecast

Selic Rate 5.500% 6.000% 5.500% On forecast  
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Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $65.03 $63.60 2.25% Doubts about Saudi Recovery

WTI $59.18 $58.11 1.84%

Natural Gas $2.63 $2.64 -0.38%  

Crack Spread $16.25 $15.74 3.23%

12-mo strip crack $18.00 $17.73 1.47%

Ethanol rack $1.56 $1.56 0.07%

Gold $1,499.98 $1,494.00 0.40%

Silver $17.78 $17.76 0.14%

Copper contract $260.65 $261.30 -0.25%

Corn contract 370.50$       371.25$       -0.20%

Wheat contract 491.00$       489.50$       0.31%

Soybeans contract 887.50$       888.75$       -0.14%

Baltic Dry Freight 2266 2283 -17

Actual Expected Difference

Crude (mb) 1.1 -2.0 3.1

Gasoline (mb) 0.8 -1.0 1.8

Distillates (mb) 0.4 0.2 0.2

Refinery run rates (%) -3.90% -0.50% -3.40%

Natural gas (bcf) 78.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for higher-than-normal temperatures for most of the 

country, with cooler temperatures in the Pacific region. Precipitation is expected for most of the 

country with the exception of the East Coast.  Hurricane Humberto has moved away from the 

Eastern Coastline. A tropical depression has moved ashore from the Gulf of Mexico into Texas, 

but it is probably not strong enough to cause major destruction.  However, it could be a 

“rainmaker” for the Houston area and could disrupt oil shipments temporarily.  Tropical Storm 

Jerry remains far out in the Atlantic.  Lastly, there is cyclone formation in the Caribbean Sea, but 

it isn’t expected to develop into a tropical storm.
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Asset Allocation Weekly 
Confluence Investment Management offers various asset allocation products which are managed using “top down,” 

or macro, analysis.  We report asset allocation thoughts on a weekly basis, updating this section every Friday.  
 

September 13, 2019 
 

In recent reports, we have discussed the yield curve and its value in signaling the business cycle.  

One of the problems for investors with using the various permutations of the yield curve as a 

signaling device is that it gives such early warnings that it may not be all that useful. 
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This chart shows the total return for the S&P 500; the vertical lines denote the inversions of the 

yield curve.  The red lines represent when the inversion preceded a recession.  The black lines 

are inversions that resulted in false positives.1  The data shows that exiting equities at the point of 

inversion would, in several cases, be premature.  It might make sense to reduce equity exposure, 

but a complete retreat would not be warranted.   

 

Labor market signals of recession tend to occur at or just before a downturn, but they also give 

us insight into when a recession may be imminent.  There are two indicators we like.  The first is 

the rolling 12-month sum of the monthly change in non-farm payrolls.  A reading of 1.5 million 

jobs is the indicator; falling below that level means a recession is near or underway. 

 

                                                 
1 We are treating the current inversion as a false positive until proven otherwise.   
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The current reading is 2.074 mm, meaning payrolls remain in expansion mode.  The second 

indicator is the two-year change in the unemployment rate. 
 

 
 

The current unemployment rate is 3.7%; in August 2017, it was 4.4%, meaning we still haven’t 

triggered a recession signal.  If the unemployment rate remains stable, we could be close to a 

recession signal in September 2020. 
 

The labor market data suggests a recession isn’t imminent, meaning investors should avoid 

becoming overly defensive at this juncture.  That doesn’t mean one should not be watchful, but 

overreacting to the yield curve would be imprudent for most investors.   
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Past performance is no guarantee of future results.  Information provided in this report is for educational and illustrative purposes only 

and should not be construed as individualized investment advice or a recommendation.  The investment or strategy discussed may not be 

suitable for all investors.  Investors must make their own decisions based on their specific investment objectives and financial 

circumstances.  Opinions expressed are current as of the date shown and are subject to change.  
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Data Section 

 

U.S. Equity Markets – (as of 9/18/2019 close) 
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These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 9/18/2019 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

September 19, 2019 
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P/E as of 9/18/2019 = 19.1x

 
 

Based on our methodology,2 the current P/E is 19.1x, up 0.1x from last week.   

 

 
 
 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based 
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to 
change. This is not a solicitation or an offer to buy or sell any security. 
 

                                                 
2 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


