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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: August 17, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.5%.  

Chinese markets were higher, with the Shanghai Composite up 2.3% from the prior close and the 

Shenzhen Composite up 1.9%.  U.S. equity index futures are signaling a lower open.  With 455 

companies having reported, the S&P 500 Q2 earnings stand at $27.50, higher than the $23.72 

forecast for the quarter.  The forecast reflects a 43.8% decrease from Q2 2019 earnings.  Thus far 

this quarter, 82.4% of the companies have reported earnings above forecast, while 14.1% have 

reported earnings below forecast.   

 

Happy Monday.  Equity markets are higher this morning as the S&P 500 slowly trends toward a 

new high.  Foreign news leads off our comments this morning, with a special focus on Belarus.  

China news is next, followed by market and economic news.  We close with the pandemic 

update.  Here are the details. 

 

Foreign news: 

• The turmoil in Belarus continued over the weekend.  Here is what we are following: 

o There were massive protests over the weekend.  After last week’s elections, 

protesters were dealt with harshly, prompting the weekend’s gatherings.  In a 

worrisome development for Lukashenko, it appears he is losing the state-owned 

company workers.  They have joined the protesters and are threatening a general 

strike.  He may be losing support within his government as well; Igor 

Leshchenya, Belarus’s ambassador to Slovakia, announced he was supporting the 

protesters.  And, there are rumors that security forces are seeing defections to the 

protesters as well.  Historically, when the security services turn, a leader is in 

serious trouble. 

o Lukashenko has requested support from Putin.  The two nations have a mutual 

defense pact, which means they will defend each other against a foreign invader.  

Russia has indicated it was prepared to protect Belarus from outside influence, but 

Russia is not obligated to protect Lukashenko from his own people.  There are 

reports of military exercises on the Russian/Belarus frontier, but we doubt that 

Putin wants to directly intervene.  Unlike Ukraine, which was showing clear signs 

of leaning to the West, Lukashenko was constantly trying to extract resources 

from both sides.  In addition, there is little evidence in the protests that there is 

anger at Russia.  From Putin’s perspective, it is unlikely that Belarus will leave 
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Russia’s orbit with or without Lukashenko.  If a reasonable replacement is found, 

we suspect Putin will be fine with Lukashenko heading to retirement.   

o Meanwhile, NATO, the EU and the U.S. have been mostly quiet.  The EU is 

threatening sanctions, but we doubt the West will directly intervene. 

• Although U.S./Russian relations remain fraught, one thing remains the same.  Wealthy 

Russians still like being in assets other than rubles; so far this year, capital flight is up 

53%. 

• In the Middle East, the U.S. is preparing a new round of sanctions on Syria to prevent a 

return to normal relations between Syria and neighboring states.   

• Although the UN Security Council rejected a U.S. proposal to extend the five-year ban on 

the sale of conventional weapons to Iran, Washington is preparing to take unilateral 

action against Tehran.  The current weapons sale ban ends in October.   

• Thailand is seeing widespread protests against both the government and the king.  

Protests against the royal family are rare.  The former sovereign, King Bhumibol 

Adulyadej, was generally revered and was careful about his intervention into politics.  He 

died in 2016.  His son, Maha Vajiralongkorn, is not well liked.  Thailand has unusually 

strict lèse-majesté laws, which make it illegal to publicly criticize the king.  The 

protesters could be imprisoned under these laws.  There has been political tension 

between the city dwellers and rural voters for the past two decades.  The latter have 

supported the Shinawatra family, who were prime ministers in 2001-06 and 2011-14 and 

have been ousted by the royal family and the military.  The Shinawatra governments 

supported redistribution to the countryside.  They have been opposed by the established 

political power, which resides in the cities, the military and the royal family. 

China news: 

• The U.S. and its allies are conducting massive military exercises in the South China Sea 

this week.  Unfortunately, the Philippines won’t be participating; President Duterte is 

attempting to straddle the U.S. and China and wants to avoid a confrontation with 

Beijing.  Losing the Philippines makes containing China within the first island chain 

difficult.   

• Scheduled meetings to monitor the Phase One trade deal were postponed.  Although an 

official reason wasn’t proffered, it is “Beidaihe season” in China.  Beidaihe is a seaside 

resort in China where CPC leaders meet quietly every August to discuss policy matters.  

The resort was a favorite of Mao’s, and the tradition continues.  It does appear that 

Chinese leaders were preoccupied with these meetings, which is probably why there were 

delayed.  No new dates have been set.   

• President Trump indicated that additional Chinese companies could be subject to U.S. 

sanctions.  The focus continues to be on tech companies; the break between U.S. and 

China on technology continues to widen.   

• China’s bank regulator is warning that easy U.S. monetary policy could undermine global 

financial stability.  It isn’t clear what he would have Chair Powell do exactly (raising 

rates would certainly have a negative effect on the global economy), but he is correct that 

given the dollar’s widespread usage, low interest rates will tend to trigger a rise in world 

borrowing.   

https://www.ft.com/content/2b5d2e59-d50a-4a21-9708-605b1ddf90b1
https://twitter.com/HeikoMaas/status/1294992542510075904?utm_source=POLITICO.EU&utm_campaign=2c93d957dc-EMAIL_CAMPAIGN_2020_08_17_04_54&utm_medium=email&utm_term=0_10959edeb5-2c93d957dc-190334489
https://twitter.com/HeikoMaas/status/1294992542510075904?utm_source=POLITICO.EU&utm_campaign=2c93d957dc-EMAIL_CAMPAIGN_2020_08_17_04_54&utm_medium=email&utm_term=0_10959edeb5-2c93d957dc-190334489
https://www.kommersant.ru/doc/4451760
https://www.kommersant.ru/doc/4451760
https://www.wsj.com/articles/trump-administration-eyes-new-phase-of-syria-sanctions-11597570216?st=0eiy6rukms5dwi6
https://www.wsj.com/articles/u-n-security-council-rejects-u-s-bid-to-extend-conventional-arms-embargo-on-iran-11597445073?st=ups457tqw1liues
https://www.wsj.com/articles/trump-says-he-plans-to-move-next-week-to-snap-back-iran-sanctions-11597540941?st=bhsucftsl5js2pb
https://www.wsj.com/articles/trump-says-he-plans-to-move-next-week-to-snap-back-iran-sanctions-11597540941?st=bhsucftsl5js2pb
https://www.ft.com/content/53fd71b3-5ac7-4c88-85fe-1f109e461ed2
https://www.washingtonpost.com/world/asia_pacific/thailand-anti-government-protests/2020/08/16/36ad8440-db9e-11ea-b4f1-25b762cdbbf4_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/8537751f-2ffd-4d78-b6bb-2b3beb5230c3?emailId=5f3a075aed661a00043fd9a3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/8537751f-2ffd-4d78-b6bb-2b3beb5230c3?emailId=5f3a075aed661a00043fd9a3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-usa-trade-china-meeting-exclusive/exclusive-u-s-china-trade-deal-review-planned-for-saturday-postponed-sources-say-idUSKCN25A29Q?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/7b714fe4-cdb5-4ee6-966a-35ec2bbe1e92
https://www.ft.com/content/7b714fe4-cdb5-4ee6-966a-35ec2bbe1e92
https://www.axios.com/the-great-tech-decoupling-is-here-a98b2d78-c239-4267-b25b-159a21034ff9.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/the-great-tech-decoupling-is-here-a98b2d78-c239-4267-b25b-159a21034ff9.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://finance.yahoo.com/news/china-banking-watchdog-warns-fed-052227678.html
https://finance.yahoo.com/news/china-banking-watchdog-warns-fed-052227678.html
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Market and Economic news: 

• We have noted our concerns about state and local government spending.  Another area 

that could hurt the recovery is the continued problems of child care.  Providers are 

struggling to make day care safe.  Elementary and secondary schools are trying to decide 

if they can open to in-class participation or remain online.  In the middle are families 

trying to juggle taking care of children and the responsibilities of work.  If this problem 

can’t be resolved, it will reduce the number of available workers and undermine the 

recovery.   

• The economy continues to show signs of uneven growth.  On the one hand, for those who 

have remained employed and have benefited from stimulus spending, there has been a 

bump in savings that has started to translate into consumer durables spending.  Thus, car 

sales have been good, and home improvement is doing very well too.  Some of this 

spending is occurring because other areas, such as tourism, have been reduced.  At the 

same time, there is growing evidence that lower income households are struggling as 

food banks report strong demand, and there has been a rise in government food 

assistance.   

• China and Russia are increasingly using currencies other than the dollar to settle trade.  

The use of the dollar is now under 50%.  The EUR is now up to 30%, while national 

currencies represent 24%.  Both nations are facing U.S. sanctions.  Although this 

diversion could weaken dollar demand, it could also increase Moscow’s dependence on 

Beijing, something that history would suggest is a problem for Russia.  

• German anti-trust authorities are investigating the activities of Amazon (AMZN, 

3148.02). 

• It has been noted that gold prices have been rising.  Gold miners are doing well, but 

report that the costs of new mines are rising.  This increase in cost is leading companies 

to be cautious about projects, worried that future prices won’t support a high cost mine.  

Of course, this reluctance is bullish as it means less new gold will be on the markets even 

at historically high prices.   

• Worries about a disruptive election will likely lead to a higher VIX as we head into 

November. 

COVID-19:  The number of reported cases is 21,707,773 with 775,926 deaths and 13,690,055 

recoveries.  In the U.S., there are 5,404,115 confirmed cases with 170,052 deaths and 1,833,067 

recoveries.  For illustration purposes, the FT has created an interactive chart that allows one to 

compare cases across nations using similar scaling metrics.  The FT has also issued an economic 

tracker that looks across countries with high frequency data on various factors. 

• Novavax (NVAX 146.51) announced that its vaccine is beginning Phase 2 trials and 

could begin Phase 3 trials by late September.  The company will be conducting its trials 

in South Africa due to the surge of cases in that country.  In fact, for trials, a high rate of 

infection makes a country attractive.  Brazil, with high infection rates and a strong public 

health system, is increasingly looking like a good country for experimental treatments.   

• There is growing evidence that containing the virus once doesn’t mean the problem is 

resolved.  Both South Korea and New Zealand are reporting new outbreaks.   

• The FDA is reporting that surgical gowns, testing supplies and masks are in short supply. 

https://www.minneapolisfed.org/research/institute-working-papers/why-is-mommy-so-stressed-estimating-the-immediate-impact-of-the-covid-19-shock-on-parental-attachment-to-the-labor-market-and-the-double-bind-of-mothers
https://www.wsj.com/articles/working-parents-are-hitting-their-coronavirus-breaking-pointand-paying-for-it-11597483801
https://www.wsj.com/articles/working-parents-are-hitting-their-coronavirus-breaking-pointand-paying-for-it-11597483801
https://www.wsj.com/articles/boats-pools-and-home-furnishings-how-the-lockdown-transformed-our-spending-habits-11592323923
https://www.wsj.com/articles/boats-pools-and-home-furnishings-how-the-lockdown-transformed-our-spending-habits-11592323923
https://www.wsj.com/articles/more-americans-go-hungry-amid-coronavirus-pandemic-census-shows-11597570200?st=pjbmhleod3nr963
https://www.wsj.com/articles/more-americans-go-hungry-amid-coronavirus-pandemic-census-shows-11597570200?st=pjbmhleod3nr963
https://www.ft.com/content/8421b6a2-1dc6-4747-b2e9-1bbfb7277747?emailId=5f3a075aed661a00043fd9a3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-amazon-com-germany-competition-idUSKCN25C0LW?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/gold-is-flying-high-but-getting-harder-to-mine-11597579201?st=cnmuck3h0ikdcsj
https://www.wsj.com/articles/traders-brace-for-haywire-markets-around-presidential-election-11597570200?st=reu4ybfb6jeq0k4
https://www.ft.com/content/4a8cff4d-ebfc-335f-a5de-7b1732e35538
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/covid-19-vaccine-candidate-from-novavax-starts-midstage-trial-11597645503?st=7om4ujth6sho0xq
https://nyti.ms/2Y1WXfK
https://www.wsj.com/articles/south-korean-health-officials-concerned-over-rise-in-daily-coronavirus-infections-11597599041?st=pnglx9xxg7nht6t
https://www.wsj.com/articles/new-coronavirus-outbreak-prompts-new-zealand-to-postpone-election-11597636388?st=jv0miz2tkkvuhkr
https://www.politico.com/news/2020/08/14/coronavirus-supplies-ppe-shortage-fda-395560
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U.S. Economic Releases  
 

The housing market continues to show signs of strengthening as homebuilder optimism rises to 

its highest level since 1998.  The NAHB housing market index came in at 78, above the forecast 

of 74.  The rise in optimism is likely the result of lower rates boosting demand for new homes. 
 

 
 

The chart above shows the NAHB Market Index for the U.S. and the West.  Given the severity of 

the pandemic in California, the strong rebound in the West suggests there is growing confidence 

that the worst is behind us. 
 

A drop in orders resulted in a slowdown in manufacturing in the New York region.  The Empire 

Manufacturing Index came in at 3.4, well below expectations of 15.0. 
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The chart above shows the Empire State Index and its six-month average.  The six-month 

average fell from -19.7 to -21.3, well below the recession indicator of 0.  

 

The table below lists the economic releases and Fed events scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m Aug 74.0 72.0 **

10:00 Net Long-term TIC Flows m/m Jun $127.0b ***

10:00 Total Net TIC Flows m/m Jun -$4.5b **

10:00 Mortgage Delinquencies q/q 2Q 4.4% **

10:00 MBA Mortgage Foreclosures q/q 2Q 0.7% **

Speaker or event

12:00 Raphael Bostic Discusses Inclusive Innovation

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of Atlanta  
 

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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan GDP SA q/q 2Q -7.8% -0.6% -7.5% *** Equity and bond neutral

Industrial Production m/m Jun 1.9% 2.7% *** Equity and bond neutral

Capacity Utilization m/m Jun 6.2% -11.6% ** Equity bullish, bond bearish

New Zealand Performance Services Index m/m Jul 54.3 54.1 ** Equity and bond neutral

Europe

UK Rightmove House Prices m/m Aug 4.6% 3.7% *** Equity bullish, bond bearish

Switzerland Domestic Sight Deposits CHF w/w 14-Aug 632.4b 628.5b * Equity and bond neutral

Total Sight Deposits CHF w/w 14-Aug 698.6b 695.8b * Equity and bond neutral

AMERICAS

Canada Manufacturing Sales m/m Jun 20.7% 10.7% 16.4% ** Equity bullish, bond bearish

Brazil Economic Activity y/y Jun -7.1% -14.2% -7.0% *** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 27 28 -1 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 19 19 0 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 0.69 0.71 -0.02 Neutral

Euribor/OIS spread (bps) -48 -48 0 Neutral

EUR/USD 3-mo swap (bps) 1 0 1 Down

Currencies Direction

dollar Down Down

euro Flat Up

yen Up Up

pound Flat Down

franc Up Up   
 

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 $44.67 $44.80 -0.29%

WTI $41.95 $42.01 -0.14%

Natural Gas $2.36 $2.36 0.08%

Crack Spread $10.71 $10.14 5.61%

12-mo strip crack $10.74 $10.48 2.44%

Ethanol rack $1.46 $1.46 0.08%

Gold $1,954.45 $1,945.12 0.48%

Silver $26.98 $26.45 2.01%

Copper contract $290.05 $288.20 0.64%

Corn contract 341.50$       338.00$       1.04%

Wheat contract 514.25$       509.50$       0.93%

Soybeans contract 906.75$       898.75$       0.89%

Baltic Dry Freight 1595 1577 18

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country, 

with cooler temps in the eastern half of the country.  Wet conditions are expected throughout the 

southeastern region.  There is some cyclone formation east of the Windward Islands, but it is not 

expected to make its way to the U.S. 
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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. Note that this report is also offered as a separate document on our website. 
 

August 14, 2020 
 

Precious metals prices have risen recently, making new highs. 

 

 
(Source: Barchart.com) 

 

This is a monthly chart for the nearest gold futures contract.  As the chart shows, we have 

recently moved above the 2011 highs.  In this report, we will discuss two areas that have 

supported this rise—the prevalence of negative real interest rates and a potential short squeeze on 

the futures market. 

 

The Treasury Inflation Protected Securities (TIPS) are designed to provide protection against 

rising inflation.  The security has a component where its value rises when inflation increases.  It 

is possible to compare the Treasury yield relative to the TIPS yield to determine the “break-

even” inflation rate; in other words, this is the market’s expectation of future inflation.   

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Note that the 10-year TIPS yield is now negative and the nominal yield on the 10-year T-note is 

mostly steady.  To some extent, this suggests the market believes the Fed is already engaging in 

yield curve control.  The combination of a falling real yield and a steady nominal yield means 

inflation expectations are rising.  
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These charts show there is a close relationship between the real 10-year yield and gold prices.  In 

fact, they correlate at the -88.9% level.   

 

The second factor is a potential short squeeze in gold. 
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Recently, we have seen a rapid rise in gold delivery at the COMEX.  Perhaps the most 

sophisticated process of buying gold is to buy a futures contract and take delivery.  The buyer 

accepts a warehouse receipt at the COMEX exchange and pays a modest monthly fee for storage.  

The holder of the warehouse receipt can then short the futures and deliver the warehouse receipt 

back into the market when they decide to sell their holdings.  This process solves a persistent 

problem for precious metals buyers—the transaction spread is narrow and the prices are fully 

transparent.  The drawback for most investors is the 100 oz contract at the COMEX, which is a 

commitment beyond that of the small investor.  Swap dealers who make markets between 

physical gold and the futures markets are not accustomed to this level of delivery and may have 

been caught short; if so, they will need to buy gold to deliver gold on their short positions.  That 

may account for the recent strength we have seen in the market.         
 

 

 

 

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 8/14/2020 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 8/14/2020 close) 

 

-20.0% -10.0% 0.0% 10.0% 20.0%

Commodities

Real Estate

Foreign Developed (local currency)

Foreign Developed ($)

Small Cap

Mid Cap

US High Yield

Emerging Markets ($)

Cash

Emerging Markets (local currency)

Large Cap

US Corporate Bond

US Government Bond
YTD Asset Class Total Return

Source: Bloomberg

 
 

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 

 

August 13, 2020 
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Based on our methodology,1 the current P/E is 27.6x, up 0.2x from last week.  The rise in the 

multiple is due to the continued rise in the index.  Next week, we expect S&P to update its 

earnings numbers which tend to be lower than I/B/E/S, which is where we get our forecasts.  We 

expect to see a notable rise in the P/E.   

 

 
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. 

 
1 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 two actual quarters (Q4 and Q1) and two estimates (Q2 and 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. 


