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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 24, 2018—9:30 AM EDT]  Global equity markets were lower this 

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

was down 0.8% from the prior close.  Chinese markets were closed for the mid-autumn festival.  

U.S. equity index futures are signaling a lower open.   

 

There is a lot going on this week.  The FOMC meets, U.N. meetings are underway in New York 

and SCOTUS nominee Kavanaugh is facing new accusers.  Also, financial markets were closed 

today in Japan, mainland China, Taiwan and Korea for an autumn holiday.  Here is what we are 

watching today: 

 

BREAKING: DRAGHI EXPRESSES INFLATION FEARS, EUR RALLIES AND 

TREASURY YIELDS RISE. 

 

Trade: As $200 bn in new tariffs against China are put into place today,1 China has canceled 

military talks with the U.S. after the Trump administration implemented sanctions for China’s 

purchase of Russian military equipment.2  Trade talks were canceled as well.3  There are reports 

that the Trump administration is planning a major expansion of hostile policies toward China that 

will go beyond trade, including cyber.4  This news coincides with an announcement by National 

Security Director Bolton that the U.S. will engage in more offensive measures in the cyberwar 

theater.5  Meanwhile, on NAFTA, an important milestone date is set for September 30.  If a deal 

isn’t reached by that date then Mexican President-elect AMLO would be the one to sign the new 

deal.  Given his nationalist and populist proclivities, it would be easier politically for the current 

president to approve the measure.  At this juncture, we doubt a deal will be made by Sunday.  

Overall, the trade situation remains fluid; although many in the media continue to argue that 

equity markets have been unaffected, as our P/E chart below shows, we have lost about two turns 

in the multiple and we attribute that decline to trade uncertainty.  Thus, we have seen an adverse 

effect, but not a severe one quite yet. 

 

                                                 
1 https://apnews.com/62d23dfd2ad842e3bf46da4eb6817ab8/US,-China-hike-tariffs-as-trade-row-
intensifies?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top  
2 https://www.reuters.com/article/us-china-usa-sanctions/china-cancels-military-talks-with-u-s-in-protest-at-
sanctions-over-russia-military-equipment-idUSKCN1M20DQ?feedType=RSS&feedName=topNews  
3 https://www.wsj.com/articles/china-cancels-trade-talks-with-u-s-amid-escalation-of-tariff-threats-1537581226  
4 https://www.axios.com/trump-administration-anti-china-campaign-2c17776d-ad80-4a79-b6a7-
912927059833.html  
5 https://foreignpolicy.com/2018/09/21/trump-has-a-new-weapon-to-cause-the-cyber-mayhem/  
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No OPEC: OPEC+Russia ruled out any immediate increase in oil production over the weekend6; 

oil prices are up sharply this morning.  We note that Saudi Arabia is running short of its most 

prized oil, the light/sweet variety.7  The problem may be, simply, that Saudi Arabia and Russia 

do not have enough excess capacity to boost supplies significantly.  The loss of Iranian and 

Venezuelan crude oil is driving prices higher.  This is a victory for Iran, which opposed any 

increases, and a defeat for the U.S.  The Trump administration has been pressing for higher 

output, fearful that higher prices would weaken consumer sentiment going into the midterm 

elections.  The U.S. isn’t without resources in this area.  We would not be shocked to see an SPR 

release in a bid to push prices lower.  The risk of such a release is that if it fails to deliver lower 

prices then the only other tool left would be a major appreciation of the U.S. dollar, which would 

run counter to the administration’s trade policy.   

 

Adding to oil pressure was an attack on a military parade in Iran, allegedly by the Ahvaz 

National Resistance, although Islamic State has also claimed responsibility.  Twenty-five people 

were killed including 12 IRGC members.  Iran accused numerous actors of supporting the attack, 

including the Persian Gulf states and the U.S.  Tensions between Iran and the U.S. have been 

rising and will likely be expressed this week at the U.N. meetings.8 

 

We note that Venezuela is in the news as well.  First, China has sent its hospital ship, the Peace 

Ark, to Venezuela to offer basic medical care to Venezuelans.9  It joins the USNS Comfort, 

which is off the Colombia coast supporting Venezuelan refugees.  Second, the U.S. is reportedly 

considering “actions” against the Maduro regime.10  It is unclear what exactly is being 

considered.  And, finally, Spanish PM Pedro Suarez is coming under fire for his left-wing 

coalition’s ties to the Maduro government.11   

 

A deal for Pastor Brunson?  There are reports that the American pastor being held in Turkey 

might be released in the near future.  The pastor is scheduled to appear in court on October 12 

and there is some speculation he might be released at that appearance.12  If he is released, we 

would expect a knee-jerk rally in Turkish assets as it would likely lead to some easing of U.S. 

sanctions.  However, this action would not solve Turkey’s other problems, mainly excessive 

dollar-denominated debt. 

 

More on Brexit: There is growing talk in the U.K. about a second referendum.  Labour Party 

leader Corbyn has always been cool to the EU, fearful that German-inspired austerity and labor 

rules would undermine any radical Labour Party agenda.  At the same time, he is loath to support 

                                                 
6 https://www.reuters.com/article/us-oil-opec/opec-russia-rebuff-trumps-call-for-immediate-boost-to-oil-output-
idUSKCN1M30DK?feedType=RSS&feedName=topNews  
7 https://www.wsj.com/articles/saudi-arabia-worries-oil-crunch-could-push-up-prices-1537558373  
8 https://www.ft.com/content/6a5bc8a8-bdc1-11e8-94b2-17176fbf93f5?segmentId=a7371401-027d-d8bf-8a7f-
2a746e767d56  
9 https://apnews.com/4b085e2ff0ce46e2bd9ee6bd482fc3c4  
10 https://www.cnbc.com/2018/09/21/us-preparing-actions-against-venezuela-mike-pompeo.html  
11 https://www.politico.eu/article/spain-venezuelan-pedro-sanchez-nicolas-maduro-albert-rivera-pablo-iglesias-
podemos-paradox/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-
EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489  
12 https://www.wsj.com/articles/hopes-rise-for-release-of-u-s-pastor-being-held-in-turkey-1537742415  

https://www.reuters.com/article/us-oil-opec/opec-russia-rebuff-trumps-call-for-immediate-boost-to-oil-output-idUSKCN1M30DK?feedType=RSS&feedName=topNews
https://www.reuters.com/article/us-oil-opec/opec-russia-rebuff-trumps-call-for-immediate-boost-to-oil-output-idUSKCN1M30DK?feedType=RSS&feedName=topNews
https://www.wsj.com/articles/saudi-arabia-worries-oil-crunch-could-push-up-prices-1537558373
https://www.ft.com/content/6a5bc8a8-bdc1-11e8-94b2-17176fbf93f5?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://www.ft.com/content/6a5bc8a8-bdc1-11e8-94b2-17176fbf93f5?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://apnews.com/4b085e2ff0ce46e2bd9ee6bd482fc3c4
https://www.cnbc.com/2018/09/21/us-preparing-actions-against-venezuela-mike-pompeo.html
https://www.politico.eu/article/spain-venezuelan-pedro-sanchez-nicolas-maduro-albert-rivera-pablo-iglesias-podemos-paradox/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489
https://www.politico.eu/article/spain-venezuelan-pedro-sanchez-nicolas-maduro-albert-rivera-pablo-iglesias-podemos-paradox/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489
https://www.politico.eu/article/spain-venezuelan-pedro-sanchez-nicolas-maduro-albert-rivera-pablo-iglesias-podemos-paradox/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489
https://www.wsj.com/articles/hopes-rise-for-release-of-u-s-pastor-being-held-in-turkey-1537742415
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the hard-right Brexit camp.  Thus, over the weekend, Corbyn did offer some support for 

rethinking Brexit, but only in the context of a new government.13  In other words, Corbyn would 

prefer elections to remove the Tories from power and have Labour renegotiate the EU 

relationship.14  His fear is that a second referendum would change the U.K. stance on the EU and 

leave the Tories in power. 

 

Italian news: Elements within the Italian government have been issuing calming statements 

recently, suggesting that budget deficits will be well within EU guidelines.15  However, there are 

protests emerging from the more populist elements within the coalition.16  We view Italy as a 

major threat to the EU and the Eurozone as Italy needs more fiscal spending and a weaker 

currency to flourish.  It would be better off outside the Eurozone but the turmoil of leaving 

would be significant. 

 

Tech woes: President Trump is considering an executive order to open an anti-trust probe 

against the major tech firms.17  The administration’s concern is that social media firms introduce 

bias into their searches and platforms.  Meanwhile, European regulators are pressing against the 

firms for their data collection policies.18  Social media firms are vulnerable to both charges; if 

they are merely platforms, then it will be difficult for them to restrict any stories or language.  On 

the other hand, if they are media companies, then they will fall under the rules governing media 

which will make their data-gathering less effective because they will be restricted.   

 

And a couple of interesting items: Peking University is apparently threatening to close a 

student club called the “Marxist Society” for supporting low-level workers on campus.19  House 

GOP members are pushing to get out of town by week’s end to go campaign but the White 

House may still surprise and shut down the government for border wall funding.20  Finally, in an 

article that expresses our view of the withdrawal of U.S. hegemony, Robert Kagan discusses his 

new book and argues that “the jungle” is returning.21 

 

 

                                                 
13 https://www.mirror.co.uk/news/politics/jeremy-corbyn-back-second-referendum-
13292683.amp?__twitter_impression=true  
14 https://www.ft.com/content/f9683696-bf22-11e8-8d55-
54197280d3f7?emailId=5ba86b42a8f88d000417023b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
15 https://www.bloomberg.com/news/articles/2018-09-24/the-secret-plot-to-tie-the-hands-of-italy-s-populist-
government  
16 https://www.telegraph.co.uk/news/2018/09/23/leaked-recording-exposes-italian-governments-bitter-budget-
row/  
17 https://www.cnbc.com/2018/09/22/white-house-prepares-order-directing-antitrust-probe-of-tech-companies-
report.html  
18 https://www.politico.eu/article/competition-data-amazon-margrethe-vestager-
antitrust/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-
EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489  
19 https://www.ft.com/content/ccab09aa-bdc2-11e8-8274-
55b72926558f?emailId=5ba86b42a8f88d000417023b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
20 https://www.politico.com/story/2018/09/23/house-gop-adjourn-friday-837501  
21 https://www.nytimes.com/2018/09/22/world/europe/trump-american-foreign-policy-
europe.html?emc=edit_mbe_20180924&nl=morning-briefing-europe&nlid=567726720180924&te=1  

https://www.mirror.co.uk/news/politics/jeremy-corbyn-back-second-referendum-13292683.amp?__twitter_impression=true
https://www.mirror.co.uk/news/politics/jeremy-corbyn-back-second-referendum-13292683.amp?__twitter_impression=true
https://www.ft.com/content/f9683696-bf22-11e8-8d55-54197280d3f7?emailId=5ba86b42a8f88d000417023b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f9683696-bf22-11e8-8d55-54197280d3f7?emailId=5ba86b42a8f88d000417023b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bloomberg.com/news/articles/2018-09-24/the-secret-plot-to-tie-the-hands-of-italy-s-populist-government
https://www.bloomberg.com/news/articles/2018-09-24/the-secret-plot-to-tie-the-hands-of-italy-s-populist-government
https://www.telegraph.co.uk/news/2018/09/23/leaked-recording-exposes-italian-governments-bitter-budget-row/
https://www.telegraph.co.uk/news/2018/09/23/leaked-recording-exposes-italian-governments-bitter-budget-row/
https://www.cnbc.com/2018/09/22/white-house-prepares-order-directing-antitrust-probe-of-tech-companies-report.html
https://www.cnbc.com/2018/09/22/white-house-prepares-order-directing-antitrust-probe-of-tech-companies-report.html
https://www.politico.eu/article/competition-data-amazon-margrethe-vestager-antitrust/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489
https://www.politico.eu/article/competition-data-amazon-margrethe-vestager-antitrust/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489
https://www.politico.eu/article/competition-data-amazon-margrethe-vestager-antitrust/?utm_source=POLITICO.EU&utm_campaign=0feb6e8d15-EMAIL_CAMPAIGN_2018_09_24_04_34&utm_medium=email&utm_term=0_10959edeb5-0feb6e8d15-190334489
https://www.ft.com/content/ccab09aa-bdc2-11e8-8274-55b72926558f?emailId=5ba86b42a8f88d000417023b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ccab09aa-bdc2-11e8-8274-55b72926558f?emailId=5ba86b42a8f88d000417023b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.com/story/2018/09/23/house-gop-adjourn-friday-837501
https://www.nytimes.com/2018/09/22/world/europe/trump-american-foreign-policy-europe.html?emc=edit_mbe_20180924&nl=morning-briefing-europe&nlid=567726720180924&te=1
https://www.nytimes.com/2018/09/22/world/europe/trump-american-foreign-policy-europe.html?emc=edit_mbe_20180924&nl=morning-briefing-europe&nlid=567726720180924&te=1
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U.S. Economic Releases 

 

The Chicago Fed National Activity Index came in below expectations at +0.18 compared to the 

forecast of +0.20.  The prior month’s report was revised upward from +0.13 to +0.18. 
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The current smoothed reading is +0.19.  The index is constructed to show trend growth at zero, 

thus a reading above zero shows above-trend growth.  Casual observation would suggest this 

expansion has seen very modest growth, with much of the time spent below zero.   

 

The table below lists the economic releases scheduled for today. 

 

EDT Indicator Expected Prior Rating

10:30 Dallas Fed. Manufacturing Activity m/m sep 31.0 30.9 **

Economic Releases

No speakers or events scheduled

Fed speakers or events

 
 

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 

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.  
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Country Indicator Current Prior Expected Rating Market Impact

EUROPE

Eurozone IFO Business Climate m/m sep 103.7 103.8 103.2 ** Equity bullish, bond bearish

IFO Expectations m/m sep 101.0 101.2 100.5 ** Equity and bond neutral

IFO Current Assessment m/m sep 106.4 106.4 106.0 ** Equity bullish, bond bearish

U.K. CBI Trends Total Orders m/m sep -1 7 4 ** Equity bearish, bond bullish

CBI Trends Selling Prices m/m sep 13 15 ** Equity and bond neutral

Switzerland Total Sight Deposits CHF m/m sep 577.6 bn 577.1 bn * Equity and bond neutral

Domestic Sight Deposits CHF m/m sep 470.8 bn 474.7 bn * Equity and bond neutral

AMERICAS

Mexico Retail Sales y/y jul 4.2% 3.7% 2.8% ** Equity bullish, bond bearish

Canada Retail Sales m/m jul 0.3% -0.2% 0.3% ** Equity and bond neutral

Retail Sales ex Auto Fuel m/m jul 0.9% -0.1% 0.6% ** Equity bullish, bond bearish

CPI y/y aug 2.8% 3.0% 2.8% *** Equity and bond neutral

Brazil IBGE Inflation IPCA-15 m/m sep 0.1% 0.1% 0.2% *** 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) 237 237 0 Up

3-mo T-bill yield (bps) 213 213 0 Neutral

TED spread (bps) 25 24 1 Neutral

U.S. Libor/OIS spread (bps) 219 219 0 Up

10-yr T-note (%) 3.08 3.06 0.02 Up

Euribor/OIS spread (bps) -32 -32 0 Neutral

EUR/USD 3-mo swap (bps) 14 14 0 Down

Currencies Direction

dollar down Neutral

euro up Neutral

yen down Neutral

pound up Neutral

franc up Neutral  
 

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. 
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Price Prior Change Explanation

Brent $80.63 $78.80 2.32% Supply Pessimism

WTI $71.96 $70.78 1.67%

Natural Gas $2.98 $2.98 0.03%

Crack Spread $17.00 $16.40 3.65%

12-mo strip crack $20.47 $19.82 3.30%

Ethanol rack $1.39 $1.40 -0.14%

Gold $1,199.47 $1,200.04 -0.05%

Silver $14.34 $14.30 0.29%

Copper contract $284.35 $285.75 -0.49%

Corn contract 356.50$       357.25$       -0.21%

Wheat contract 524.25$       521.75$       0.48%

Soybeans contract 839.25$       847.25$       -0.94%

Baltic Dry Freight 1413 1396 17

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show cooler to normal temperatures for most of the northern 

half of the country.  Precipitation is expected for most of the country.  Hurricane Leslie has 

developed in the Atlantic Ocean but is not expected to make landfall anywhere.  
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Asset Allocation Weekly Comment 
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 21, 2018 
 

In this week’s report, we will focus on the U.S. economy.  Since the 1987 crash every major 

equity market decline has coincided with a recession.  Thus, we pay close attention to the 

economy with the goal of projecting the next recession.   

 

This expansion, which began in June 2009, is now the second longest in U.S. history.22 

 

 
(Source: NBER, CIM) 

 

If the expansion makes it another eight months, it will tie the longest expansion, which ended 

with the 2001 recession.  Business cycles have been lengthening in recent years. 

                                                 
22 The National Bureau of Economic Research is the arbiter of business cycles.  It began tracking business cycles in 
1854. 
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Since the Great Depression, expansions have been lengthening.  Moving off the gold standard 

has allowed for discretionary monetary policy which has tended to support longer expansions.  

However, the most important factor that has supported longer business cycles in the past forty 

years has been falling inflation.  As inflation declines, the Federal Reserve has less need to 

aggressively tighten credit which supports economic expansion.   
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This chart measures real fed funds (effective fed funds less yearly CPI).  Note that since the early 

1980s, each cycle has had a lower average real rate over the term of the recovery.  Much of this 

is because the Federal Reserve has successfully lowered inflation expectations.  With lowered 
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expectations of inflation, the U.S. central bank can keep rates lower for longer without triggering 

overheating.  The ability to keep rates low has allowed for longer business expansions. 

 

The current economy is doing quite well. 
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This chart shows the Chicago FRB National Activity Index, a broad-based index of economic 

indicators which are structured against trend.  When the reading is above zero, the economy is 

growing above trend and vice versa.  We smooth the data with a six-month moving average.  

Overall, the economy is running well above trend.   

 

The most interesting issue with the economy is potential growth.   
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This chart looks at the long-term pattern of real GDP; we have put the data on a log scale and 

regressed it against a time trend.  The deviation line on the lower part of the graph shows the 

deviation from the long-term trend.  We have only seen two periods of well below-trend growth, 

during the Great Depression and the current environment.  It is unknown whether or not the 

long-term trend still represents potential output.  If it does, not only will the economy easily 

absorb the stimulus without triggering inflation but the FOMC should be very careful about 

tightening monetary policy.  Note the dip in the deviation chart in 1937; that was due to 

premature fiscal and monetary tightening that led to a short but deep recession.  We tend to think 

there is more slack in the economy than generally thought.  Although the odds are rising that the 

FOMC will overtighten monetary policy, given the current path of policy, we probably won’t 

reach the point of concern until the middle of next year.   

 

 
 

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 9/21/2018 close) 
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(Source: Bloomberg) 

 

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. 

 

Asset Class Performance – (as of 9/21/2018 close) 
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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. 

 

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), 
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P/E Update 
 

September 20, 2018 
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P/E as of 9/19/2018 = 19.0x

 
 

Based on our methodology,23 the current P/E is 19.0, 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. 

                                                 
23 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. 


