Daily Comment
By Bill O’Grady, Thomas Wash, and
Patrick Fearon-Hernandez, CFA

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 20, 2020—9:30 AM EDT] Global equity markets are lower this morning. The
EuroStoxx 50 is down 1.3% from its last close. In Asia, the MSCI Asia Apex 50 closed down
1.5%. Chinese markets were lower, with the Shanghai Composite down 1.3% from the prior
close and the Shenzhen Composite down 1.2%. U.S. equity index futures are signaling a lower
open. With 463 companies having reported, the S&P 500 Q2 earnings stand at $27.70, higher
than the $23.72 forecast for the quarter. The forecast reflects a 43.8% decrease from Q2 2019
earnings. Thus far this quarter, 82.5% of the companies have reported earnings above forecast,
while 14.1% have reported earnings below forecast.
We are seeing some reversals of recent trends in the wake of the Fed minutes. Currently, equity
markets are lower this morning. Some of the weakness is being attributed to the lack of new
fiscal stimulus, but we think a better case can be made that the Fed disappointed, which we
discuss below. We update news on China, the pandemic and Belarus. And, being Thursday, the
Weekly Energy Update is available. Here are the details.
Fed policy: The Fed released the minutes of its July 28-29 meeting. Let’s get to the point—the
sentence that has roiled the market is this one: “Many participants judged that yield caps and
targets were not warranted in the current environment but should remain an option.” Financial
markets have been building in the idea that the Fed was going to engage in financial repression.
Specifically, the expected policy mix was fixing interest rates across the yield curve, a slow
reaction to rising inflation and continued policy accommodation. This has led to low Treasury
yields, higher gold and equity prices and narrowing credit spreads. As the above quote indicates,
there was a surprising degree of reluctance to embrace the idea. Some of this hesitancy was due
to the lack of upward pressure on interest rates (of course, part of the low rate situation is due to
market expectations of yield curve control). It was a decided minority (“a couple of
participants”) who seemed to express support for the idea. It won’t really be tested until rates
rise. But, in the end, it appears the FOMC is in a “wait and see mode,” keeping current policy in
place but seems unlikely to add additional stimulus unless there is a decided decline in economic
activity. This is not what financial markets wanted to hear. Our take is that Chair Powell is
supportive of the concept of yield curve control, but the lack of support suggests the rest of the
FOMC isn’t on board yet. At the same time, we think the market’s assessment of the Fed’s
future policy is correct; financial repression is likely. The continued process to avoid preemptive
rate hikes to quell inflation, the move to average inflation targeting and extensive forward
guidance are all part of this policy. It’s just that markets like clarity, and the Fed has little reason
to provide it when the financial markets are already enforcing that policy. The real test will be
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when there is a whiff of inflation; if long-end yields begin to rise, will the Fed tolerate it? We
doubt it will. But we don’t know for sure and, apparently, neither do FOMC members.
In the rest of the minutes, the assessment of financial markets and the economy suggested that
there was some improvement in economic and financial market conditions, although both were
said to be sensitive to pandemic developments. The staff economic outlook was generally
upbeat, expecting stronger GDP and higher inflation in 2021 and 2022. However, they did
express concerns about a slowdown in H2 2020. Participants were more guarded, noting the
unequal dispersion of economic weakness caused by COVID-19. They also expressed that the
economy’s path was still highly uncertain; it is not clear if this uncertainty was due to their own
analysis or from comments the regional presidents are hearing from their local business contacts.
They also expressed concern about the potential lack of fiscal support. The committee members
also noted continued risks to financial stability. Overall, this meeting’s tone was “wait and see.”
Markets rarely like such indecision.
China news:
• China’s flooding woes continue. Heavy rains have persistently pummeled southern and
central China, putting strain on dams, including the massive Three Gorges Dam.
Complicating matters is that Typhoon Higos is hitting the coastal areas. If the Three
Gorges Dam breaks, it would be a catastrophe and put severe pressure on the Xi
government.
• Apparently, Phase One trade talks are not off. When the president said he didn’t want to
talk to China, it wasn’t meant to signal that these specific talks were scuttled. Thus, they
are delayed for now, but they will occur.
• The U.S. has formally suspended its extradition treaty with Hong Kong in light of the
new National Security law.
• The U.S. is increasing the pressure on Chinese tech as the U.S. has essentially denied
Huawei (002502, CNY 2.99) access to U.S. semiconductors. Some are calling this a
“death sentence.” The sanctions will also adversely affect U.S. and other foreign
chipmakers as Huawei is (was) a major customer.
• It is apparent that China is trying to cool tensions. This may be due, in part, to hopes that
it will be dealing with a different president after January. In addition, Beijing may fear
that tensions could be used as an election issue, and thus is trying to avoid escalation. At
the same time, the U.S. is avoiding provocative actions in other areas. For example,
Taiwan was not invited to participate in recent large-scale military exercises. Taipei has
expressed interest in joining such events.
o At the same time, the drills were quite extensive. Nuclear capable B-2 bombers
participated, and the U.S. Navy sent a destroyer through the Taiwan Strait.
• Chinese students studying at major universities are being told when class material may
include items that are politically sensitive in China. This may be done to protect the
students from harassment from Chinese authorities, but the decision to engage in such
warnings has the appearance of “kowtowing” by U.S. higher education.
• U.S. regulators have warned college endowments to divest of Chinese equities that are at
risk of delisting.
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•

The WSJ reports on China’s global efforts to recruit scientists through a network of 600
recruitment stations.

COVID-19: The number of reported cases is 22,427,939 with 788,030 deaths and 14,349,696
recoveries. In the U.S., there are 5,530,247 confirmed cases with 173,193 deaths and 1,925,049
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.
• U.S. intelligence agencies have concluded that local officials in China purposely
circumvented reporting channels created after the SARS epidemic to prevent the central
government from receiving information about COVID-19.
• One of the key goals to reducing the impact of COVID-19 and returning the global
economy to some semblance of normal is the development of herd immunity.
Immunologists generally argue that if 70% of a population is immune, the risk to those
who are not immune is insignificant. Essentially, at the point of herd immunity, the virus
can’t find enough people to infect and it dies out. For older Americans, we saw this
firsthand with diseases like measles, mumps and chicken pox; our classmates tended to
lose class time in the early grades, but by fifth grade, enough people had suffered these
maladies that losing time to them was uncommon. New modeling work suggests that
herd immunity might be met with only 50% of the population immune. That may mean
we are close to herd immunity in some communities. For example, reports indicate that
about a third of people tested in the Bronx are carrying the antibody.
• Infection data from California shows that new cases are hitting the Central Valley, a key
agricultural area. Farm workers are adversely affected.
• We are seeing a surge in cases in a number of countries that had earlier reduced their case
count. The chart below shows new cases per million. Spain has seen a resurgence; South
Korea’s increase appears to be driven, in part, by religious services. Night clubs were
cited as well.

(Source: FT)
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•

The mask debate isn’t just a U.S. issue. The Scandinavian countries have provided very
loose guidelines for using masks, citing that the benefits from using them do not offset
the social issues of face coverings.

Economics and Markets
• As interest rates decline, it is becoming increasingly difficult for financial firms that
usually generate revenue from interest rate spreads to survive. They are increasingly
turning to extra fees and slow responses to rate declines. Although these actions support
their profitability, they undermine the power of monetary policy.
• For years, Warren Buffett and Charlie Munger have derided gold as an asset. In their
latest disclosure report, it turns out they have decided to purchase a position in gold
miners. This suggests that even long-time critics are seeing value in an asset designed, in
part, to offset currency debasement.
• The real estate industry is warning that it is facing a wave of rent delinquencies.
• Twenty-two percent of college students have decided to delay the start of their college
careers until campuses reopen. The declines in enrollment will put additional pressure on
cash-strapped colleges.
• Copper prices lifted to +$3.00 per pound on stronger Chinese demand, rising U.S.
housing activity and supply disruptions in South America tied to COVID-19.
Belarus: Although Lukashenko has lost the workers and urban dwellers, the security forces
remain loyal. There have been anecdotal reports of former security forces rejecting the leader,
but these rejections do not appear to be systemic at present. Lukashenko remains adamant that
he will remain in power. The EU is trying to walk a narrow diplomatic line; it wants to reject
Lukashenko’s actions but doesn’t want Putin to fear he will “lose” Belarus and militarize the
situation. Therefore, EU leaders have condemned Lukashenko’s actions, calling the elections a
sham, but have not called for a new vote. We could see targeted EU sanctions against
individuals in the Lukashenko government. President Putin has warned the EU against
“meddling” in Belarus, but Lukashenko should not take comfort that the Russian president wants
to keep him in power.
One interesting twist to the Belarus saga is that the country was a participant in China’s belt and
road project. Although investment levels were not all that large, China did arrange a line of
credit to Minsk. Lukashenko tried to diversify Belarus’s economy away from its deep
dependence on Russia and thus cultivated China’s interest. It isn’t clear if this investment will
be secure if Lukashenko is ousted.
Navalny poisoned: Russian opposition leader Alexei Navalny is in a coma after an apparent
poisoning. His condition appears grave. Poisoning is an oft-deployed tactic of Russian security
agencies against political enemies. There is always a risk that such a blatant attack will backfire
and lead to unrest; however, we believe that risk is low.
Coup in Mali: Mali has had its share of troubles in recent years. There has been a constant fight
against Islamist groups that has drained resources and displaced millions. And, the government
was seen as corrupt. Although President Ibrahim Boubacar Keita was elected to office twice, he
initially took control after a coup in 2012. Yesterday, elements of the armed forces staged a
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coup, and the president has left office. The coup leaders are promising to hold new elections
soon. Mali is Africa’s fourth largest gold producer; several gold mining companies with
operations in Mali suffered a selloff in light of the news.
Brexit: Although talks continue, negotiators are stuck on the degree to which British truck
drivers can traverse the EU and conduct business. The U.K. wants drivers to have the ability to
move across Europe and make multiple stops and deliveries. The EU sees that as too close to
being a member and wants to grant less freedom. Although this issue probably won’t completely
derail talks, it does suggest that a number of contentious issues remain; if talks fail, the GBP
could decline.
Going postal: No, this isn’t about the recent mail controversy. One of the proposals we have
seen circulate would be for the Fed to offer limited banking services to the general public. The
banking system appears incapable of providing basic banking services to low-income
households, leaving them to the tender mercies of payday check cashers and money orders. The
idea is that the Fed could provide basic services, but they would need a venue for such services.
In other countries, the venue has been post offices (Japan’s Postal Savings system is perhaps the
most famous). Of course, this would be a major expense for the Fed and perhaps for the USPS.
However, we note that JP Morgan (JPM, 98.55) has offered to install branch offices in postal
stations. This may be a way to head off the threat of competing directly with the Fed or it may
offer the Fed a path to providing basic services but use the infrastructure that JP Morgan would
provide. We will continue to monitor this idea.
Policy odds and ends: Treasury Secretary Mnuchin has indicated that talks remain stalled but
suggested the parties might resume negotiations because the House has returned to deal with the
USPS. Speaker Pelosi has suggested she would consider reducing the $3.0 trillion package
passed by the House. Republicans haven’t directly responded. Both parties remain divided on
the path forward on stimulus. Business leaders are indicating that they probably won’t
implement the payroll tax cut executive order because it only delays the tax, setting up a
situation where companies will have to send the tax to the Treasury early next year. The order is
being dubbed as “unworkable.”
U.S. Economic Releases
Manufacturing activity fell unexpectedly in August due to a slowdown in shipments and
purchases. The Philadelphia Fed outlook came in at 17.2, below expectations of 20.8.
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The chart above shows the six-month moving average of the Philly Fed Business Outlook Index.
For the week ending August 15, initial figures came in at 1.106MM, above expectations of
0.920MM. The prior report was revised upward from 0.963MM to 0.971MM.
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The chart above shows the four-week moving average of initial claims, falling from 1.253MM to
1.174MM.
For the week ending August 8, continuing claims came in at 14.844MM, below expectations of
15.000MM.
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Four-Week Average of
Continuing Claims by Region
6,000,000

5,000,000

4,000,000

3,000,000

2,000,000

1,000,000

0
27 10 24
Jan20

7

21

6

Feb20

20
Mar20

Northeast
Southwest

3

17

1

15 29 12 26 10 24

Apr20 May20
Southeast
W est

Jun20

7

Jul20

Midwest

Sources: BLS, CIM

The chart above shows the four-week average of initial claims by region.
The table below shows the Fed events scheduled for the rest of the day.
Economic Releases
No economic releases today
Fed Speakers or Events
Speaker or event
District or position
14:00 FOMC Rate Decision
Federal Reserve Board
15:00 Thomas Barkin Speaks at Virtual Meeting on Economy
President of the Federal Reserve Bank of Richmond

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
ASIA-PACIFIC
China
Swift Global Payments CNY
1-Year Loan Prime Rate
5-Year Loan Prime Rate
Japan
Japan Buying Foreign Bonds
Japan Buying Foreign Stocks
Foreign Buying Japan Bonds
Foreign Buying Japan Stocks
Tokyo Condominiums for Sale
Convenience Store Sales
Europe
Eurozone
Construction Output
Germany
PPI
UK
House Price Index
Switzerland Exports Real
Imports Real
Swiss Watch Exports
Industry & Construction Output WDA
Industrial Output WDA
PPI Input NSA
PPI Output NSA
PPI Output Core NSA
House Price Index
AMERICAS
Mexico
Consumer Confidence Telephone
Canada
Wholesale Trade Sales
CPI
Brazil
CNI Industrial Confidence

Current

Prior

Jul
20-Aug
20-Aug
w/w
w/w
w/w
w/w
y/y
y/y

m/m
w/w
w/w
14-Aug
14-Aug
14-Aug
14-Aug
Jul
Jul

1.9%
3.9%
4.7%
-¥182.2b
-¥1.8b
-¥895.2b
¥371.0b
7.8%
-7.4%

1.8%
3.9%
4.7%
¥1434.9b
-¥442.1b
¥87.6b
¥233.8b
-31.7%
-5.2%

y/y
y/y
y/y
m/m
m/m
y/y
y/y
y/y
y/y
y/y
y/y
y/y

Jun
Jul
Apr
Jul
Jul
Jul
2Q
2Q
Jul
Jul
Jul
Apr

-5.9%
-1.7%
2.6%
2.3%
1.1%
-17.0%
-7.7%
-8.6%
-5.7%
-0.9%
0.1%
2.6%

-11.9%
-1.8%
2.1%
7.9%
5.5%
-35.1%
0.8%
0.8%
-6.4%
-0.8%
0.5%
2.1%

m/m
m/m
y/y
m/m

Jul
Jun
Jul
Aug

34.4
18.5%
0.1%
57.0

32.0
5.7%
0.7%
47.6

Expected

3.9%
4.7%

-1.8%

-6.1%
-0.9%
0.3%

10.5%
0.5%

Rating Market Impact
**
**
**
*
*
*
*
**
**

Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity bullish, bond bearish
Equity and bond neutral

**
***
***
**
***
***
**
**
**
**
**
***

Equity and bond neutral
Equity and bond neutral
Equity bullish, bond bearish
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity bullish, bond bearish
Equity bullish, bond bearish
Equity bullish, bond bearish
Equity and bond neutral

**
***
***
**

Equity and bond neutral
Equity bearish, bond bullish
Equity and bond neutral
Equity bullish, bond bearish

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.
3-mo Libor yield (bps)
3-mo T-bill yield (bps)
TED spread (bps)
U.S. Libor/OIS spread (bps)
10-yr T-note (%)
Euribor/OIS spread (bps)
EUR/USD 3-mo swap (bps)
Currencies
dollar
euro
yen
pound
franc

Today
25
9
16
8
0.65
-49
1
Direction
Up
Flat
Up
Up
Up

Prior
27
10
17
8
0.68
-48
1

Change
-2
-1
-1
0
-0.03
-1
0

Trend
Down
Neutral
Up
Up
Neutral
Neutral
Down
Down
Up
Up
Down
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.
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Energy Markets
Brent
WTI
Natural Gas
Crack Spread
12-mo strip crack
Ethanol rack
Metals
Gold
Silver
Copper contract
Grains
Corn contract
Wheat contract
Soybeans contract
Shipping
Baltic Dry Freight
DOE inventory report

Price

Prior

$44.89
$42.59
$2.42
$10.44
$10.63
$1.48

$45.37
$42.93
$2.43
$10.66
$10.77
$1.48

-1.06% Demand Pessimism
-0.79%
-0.16%
-2.07%
-1.32%
-0.17%

$1,931.18
$26.79
$298.10

$1,928.98
$26.70
$303.80

0.11%
0.35%
-1.88%

$
$
$

336.75 $
516.25 $
906.00 $
1568

Actual
Crude (mb)
Gasoline (mb)
Distillates (mb)
Refinery run rates (%)
Natural gas (bcf)

-1.6
-3.3
0.2
-0.10%

Change

339.75
522.00
914.00
1586

Explanation

-0.88%
-1.10%
-0.88%
-18

Expected
Difference
-2.9
1.2
-1.2
-2.1
-1.3
1.5
0.30%
-0.40%
43.0

Weather
The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country.
Wet conditions are expected throughout most of the country, with dry conditions expected in the
Southwest. There is some cyclone formation in the Caribbean Sea, 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 “breakeven” inflation rate; in other words, this is the market’s expectation of future inflation.
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YIELDS ON 10-YR TREASURIES & TIPS
AND BREAKEVEN INFLATION RATE
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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 8/19/2020 close)

YTD Total Return

Prior Trading Day Total Return
Communication Services
Consumer Discretionary
Consumer Staples
Technology
S&P 500
Healthcare
Materials
Utilities
Real Estate
Industrials
Financials
Energy

Technology
Consumer Discretionary
Communication Services
Healthcare
S&P 500
Consumer Staples
Materials
Industrials
Utilities
Real Estate
Financials
Energy
-50.0%

0.0%

50.0%

-1.5% -1.0% -0.5% 0.0%

0.5%

1.0%

1.5%

(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.
These charts represent the new sectors following the 2018 sector reconfiguration.
Asset Class Performance – (as of 8/19/2020 close)
YTD Asset Class Total Return
US Government Bond
US Corporate Bond
Large Cap
Emerging Markets (local currency)
Emerging Markets ($)
Cash
US High Yield
Foreign Developed ($)

Small Cap
Mid Cap

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.

Foreign Developed (local currency)
Real Estate

Commodities
-20.0%

-10.0%

0.0%

10.0%

20.0%

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).
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P/E Update
August 20, 2020

LONG-TERM TRAILING P/E
30

25

P/E

20

15

10

5
P/E as of 8/20/2020 = 27.7x
0
70

80

90

00

10

20

30

40

4Q TRAILING P/E
-1 STANDARD DEVIATION

50

60

70

80

90

00

10

20

AVERAGE
+1 STANDARD DEVIATION

Sources: Robert Shiller, Haver Analytics, I/B/E/S, CIM

Based on our methodology,1 the current P/E is 27.7x, up 0.1x from last week. The rise in the
multiple is due to the continued rise in the index. Although it didn’t occur this week as we
expected, 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.
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