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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 22, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

0.7%.  Chinese markets were higher, with the Shanghai composite up 0.1% and the Shenzhen 

index up 0.4% from the prior close.  U.S. equity index futures are signaling a lower open.  
 

We cover the Fed minutes below!  The G-7 summit is this weekend.  Tensions between Japan 

and South Korea are rising.  Quietly, overnight, the CNY fell to an 11-year low.  Here is what we 

are watching: 

 

The Fed minutes: There were three points that emerged from the minutes: 

 

1. The members are divided.  Although the two dissents made it clear that divisions exist, 

the issues appear to run deeper.  We know for sure that two members officially wanted to 

keep rates unchanged, but the minutes indicate that “several” wanted to maintain the 

target.  This means that either some of the regular voters (governors plus NY FRB 

president) reluctantly went along with the rate cut decision as long as it was framed as a 

“mid-course adjustment” or the hawks are centered among the regional bank presidents.  

We suspect the former statement is probably more accurate.  At the same time, two 

participants wanted a 50 bps cut.  Given that Bullard came out favoring only 25 bps, we 

suspect Kashkari had a partner; if we had to guess, Daly probably wanted a larger cut.   

Overall, if the majority are going along reluctantly, future rate cuts may be harder to 

generate than the market expects. 

2. The financial stability faction is getting visibility.  In our taxonomy of FOMC members, 

we divide the group into traditional hawks, doves and moderates, with a fourth faction 

called financially sensitives.  The first three still maintain the Phillips Curve as their 

guide but shade policy toward either greater worry about inflation (the hawks) or 

unemployment (the doves), or they try to balance between the two (the moderates).  The 

financially sensitives are a new breed that worry about policy causing valuation issues in 

financial markets.  The committee is currently dominated by moderates; we estimate nine 

members are in that group.  There are four doves (including nominee Waller) and two 

hawks.  The financially sensitive group numbers three.  If our analysis is accurate, the 

financially sensitives are especially eloquent in their presentations because they received 

a rather high level of mention in the minutes.  Or, its membership is growing and we may 

be underestimating the size of this group.  If this group is getting larger, policy will tend 
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to become hawkish as equities rally (or, to put a finer point on it, when the VIX falls 

below 15). 

3. Another surprise emerged in the discussion of the balance sheet.  A “number” of 

participants suggested that QE worked so well it probably should have been deployed 

more aggressively.  It doesn’t appear this is a majority opinion, but it does look like this 

position was favored by a significant minority.  At the same time, the language seems to 

indicate that the FOMC has little interest in negative interest rates. 

Overall, market reaction was somewhat mixed.  Equity markets took the news in stride.  The 

most hawkish reaction probably came from the dollar, which rallied after the report.  Bond yields 

also rose on the report.  Our take is that the minutes were a bit hawkish but the FOMC did try to 

leave itself room to adjust in the future.  The bottom line, though, is that Powell has his work cut 

out for him if he wants to take the committee to a more aggressive easing stance. 

 

The financial markets have not changed their opinion in the wake of the report; the deferred 

Eurodollar futures are still signaling a serious inversion, and are projecting another 90 bps of 

easing over the next two years.   
 

0

2

4

6

8

10

-1 

0 

1 

2 

3 

4 

5 

90 92 94 96 98 00 02 04 06 08 10 12 14 16 18

SPREAD TO IMPLIED LIBOR

FED FUNDS TARGET

IMPLIED LIBOR RATE, 2-YEARS OUT

FED FUNDS AND IMPLIED LIBOR RATES

S
P

R
E

A
DR

A
T

E

Sources:  FRED, Bloomberg, CIM  
 

At the same time, the Mankiw Rule is suggesting that the last thing the Fed should be doing is 

cutting interest rates.  The Taylor Rule is designed to calculate the neutral policy rate given core 

inflation and the measure of slack in the economy.  John Taylor measured slack by using the 

difference between actual GDP and potential GDP.  The Taylor Rule assumes that the Fed 

should have an inflation target in its policy and should try to generate enough economic activity 

to maintain an economy near full utilization.  The rule will generate an estimate of the neutral 

policy rate; in theory, if the current fed funds target is below the calculated rate, then the central 

bank should raise rates.  Greg Mankiw, a former chair of the Council of Economic Advisors in 

https://www.bloomberg.com/news/articles/2019-08-21/traders-maintain-bets-on-2019-fed-easing-after-fomc-minutes?srnd=markets-vp
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the Bush White House and current Harvard professor, developed a similar measure that 

substitutes the unemployment rate for the difficult-to-observe potential GDP measure. 

 

We have taken the original Mankiw rule and created three other variations.  Specifically, our 

model uses core CPI and either the unemployment rate, the employment/population ratio, 

involuntary part-time employment and yearly wage growth for non-supervisory workers.  All 

four variations compare inflation and some measure of slack.  Here is the most recent data: 
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This month, the estimated target rates all rose substantially.  Not only did inflation rise but the 

labor markets showed strength.  Three of the models, the ones using the unemployment rate, 

wages and involuntary part-time employment, all rose 20 bps to 40 bps and suggest the last thing 

the FOMC needs to do is ease.  Even the most dovish model, the variation using the 

employment/population ratio, rose by 20 bps and is flirting with neutral.  This analysis explains 

why so many members of the committee are reluctant to support an aggressive easing stance; the 

basic model that the Fed has used for years is calling for tightening.  Thus, the potential for 

disappointing the financial markets is elevated.      

 

Jackson Hole: Now that the minutes are out of the way, the market’s focus will shift to the 

annual meeting in Wyoming.  Powell’s speech at Jackson Hole is scheduled for 10:00 EDT 

tomorrow, but the “festivities” begin today.  As our discussion of the minutes show, it will be 

very difficult to create a narrative for further easing that will sway the FOMC.  Greenspan would 

likely come up with some novel story to carry the day, but we can’t think of any other Fed chair 

who could pull this off.  Thus, the odds of disappointment are elevated. 

 

South Korea v. Japan: The current spat between these allies centers around the issue of 

reparations surrounding the colonial period and WWII.  Japan argues that its previous actions 
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have fully satisfied the responsibility for its past.  It’s unlikely that South Korea (or North Korea, 

for that matter) will ever fully absolve Japan for its past actions.  During the Cold War, the U.S. 

essentially forced these nations to work together as allies to contain communism.  However, with 

U.S. influence waning, old tensions are resurfacing.  South Korea has announced it will no 

longer share classified military information with Japan. 

 

G-7 and Brexit: PM Johnson met with Chancellor Merkel yesterday.  Essentially, Merkel didn’t 

offer Johnson much, which suggests she would like to see the backstop issue resolved but that it 

is up to the U.K. to do that.  Johnson will meet with Macron next.  We are starting to see a 

realization among the pundits that the U.S. will be more than happy to make a free-trade deal 

with the U.K. after Brexit, but the outcome will likely make Britain a vassal state of Washington.  

As noted yesterday, the G-7 won’t even try to issue a joint communiqué, an indication of the 

deep divisions within the world’s most significant democracies.   

 

Looming tariffs: Although most of the tariffs on China were delayed, some will go into effect 

September 1.  China warns that new tariffs will raise tensions and vows to retaliate.  The earlier 

mentioned drop in the CNY is likely part of the response.  In other China news, companies are 

reporting that pulling supply chains from China is apparently harder than it looks.   

 

Italy: Salvini’s attempts to force new elections may not work out.  For the next two weeks, 

parties will try to form a government to avoid fresh elections.  The center-left and populist-left 

parties are trying to form a coalition and elections will not be necessary if they are successful.   

 

The establishment strikes back: The left-wing establishment has never been on board with 

President Trump, while the right-wing establishment has had a mixed relationship.  Until 

February 2018, the president talked like a populist but his policies were in line with 

establishment goals—taxes were cut, especially on the upper income brackets, and there was a 

massive pullback in regulation.  However, since February of last year, the administration and the 

right-wing establishment have diverged on trade and immigration policy.  We are now seeing 

establishment “mouthpieces” becoming increasingly critical of trade and immigration policy.   

 

Trouble on the farm: My former colleague at A.G. Edwards, Bill Nelson, used to conduct a 

farm tour that moved through the Midwest corn belts and reported up close and personal on the 

condition of the crops.  It was an arduous task and fortunately for Bill he doesn’t have to do that 

anymore.  Pro Farmer is currently conducting a tour and is bringing some USDA officials along 

for the ride.  Farmers have been upset with the USDA, which has been rather optimistic about 

the prospects for this year’s crop despite damage caused by an unusually rainy spring and early 

summer.  These rosy estimates have depressed prices and apparently angered farmers to the point 

where government officials have been threatened.  Federal Protective Service agents have been 

dispatched to investigate the incidents.  Farmers are also upset with the administration’s decision 

to grant ethanol waivers to refiners which reduce demand for corn.   

 

Energy update: Crude oil inventories fell 2.7 mb compared to an expected draw of 1.4 mb. 
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In the details, U.S. crude oil production was unchanged at 12.3 mbpd.  Exports rose 0.1 mbpd, 

while imports increased 0.5 mbpd.  Refinery operations rose 1.1%.   

 

 
(Sources: DOE, CIM) 

 

This chart shows the annual seasonal pattern for crude oil inventories.  Seasonal stockpiles are 

stabilizing a bit below the usual seasonal trough.  The summer driving season is rapidly coming 

to a close, but crude oil inventories usually don’t rise until late September when refinery 

maintenance begins. 
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Based on our oil inventory/price model, fair value is $61.72; using the euro/price model, fair 

value is $50.45.  The combined model, a broader analysis of the oil price, generates a fair value 

of $53.60.  We are seeing a clear divergence between the impact of the dollar and oil inventories.  

Tensions in the Middle East have lessened and we are heading into a weaker demand period; 

thus, weaker oil prices in the short run are likely.  We do note that Alberta will continue to 

constrain oil production, although producers are being given a higher production ceiling.     

 

In other oil-related news, Russian oil companies are moving to price oil in euros.  Over the years, 

there have been nations that have attempted to move away from dollar pricing.  Both Iran and 

Iraq tried when they were under sanction.  Russia’s decision does make some sense; not using 

dollars might allow it to skirt U.S. sanctions, which tend to depend on intersections with the U.S. 

banking system.  However, we doubt this will begin a wholesale shift away from dollar pricing 

for oil simply because the purchasing power of the dollar is so strong now that not taking in 

dollars is expensive for most nations.  After Brexit, the U.K. will dramatically reduce its strategic 

oil reserve.  OECD nations are required to hold oil in reserve as part of a global strategic reserve 

system designed, in part, to weaken OPEC’s ability to embargo oil and drive the price higher.  

However, the EU has stricter rules than the OECD regarding the level of oil required to be held.  

When (if?) the U.K. leaves, it will reduce its strategic reserve to the OECD level, which will put 

around 50 mb out for bid.  This action could lead to lower Brent prices post-Brexit.  The U.S. 

and Venezuela have been engaged in backchannel talks.  According to reports, Diasdado Cabello 

has been leading the talks on the Venezuelan side.  A deal would be bearish for oil prices at some 

point, although it might take years before Venezuela’s oil industry recovers.  Sanctions on Iran 

are having an effect; reports indicate it is in the deepest recession since the Iran-Iraq War.   

 

U.S. Economic Releases 
 

Initial jobless claims came in above expectations at 209k compared to the forecast of 216k.  The 

prior report was revised upward from 220k to 221k. 
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https://www.reuters.com/article/us-russia-rosneft-tenders-euro/exclusive-russias-rosneft-to-switch-to-euros-in-oil-products-tenders-traders-idUSKCN1VB15J
https://www.ft.com/content/e634753c-c401-11e9-a8e9-296ca66511c9?emailId=5d5e02626743490004b535d9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/e634753c-c401-11e9-a8e9-296ca66511c9?emailId=5d5e02626743490004b535d9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/e634753c-c401-11e9-a8e9-296ca66511c9?emailId=5d5e02626743490004b535d9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/e634753c-c401-11e9-a8e9-296ca66511c9?emailId=5d5e02626743490004b535d9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/u-s-and-venezuela-hold-secret-talks-11566434509?shareToken=stfc453ef5c082452990c2dc6a741d598a
https://www.wsj.com/articles/u-s-and-venezuela-hold-secret-talks-11566434509?shareToken=stfc453ef5c082452990c2dc6a741d598a
https://www.ft.com/content/706bfc88-b9e5-11e9-96bd-8e884d3ea203?shareType=nongift
https://www.ft.com/content/706bfc88-b9e5-11e9-96bd-8e884d3ea203?shareType=nongift
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The chart above shows the four-week moving average for initial claims.  The four-week moving 

average rose from 214.00k to 214.50k. 

 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m aug 61.2 **

9:45 Bloomberg Economic Expectations m/m aug 55.0 **

9:45 Markit Manufacturing PMI m/m aug 50.5 50.4 ***

9:45 Markit Services PMI m/m aug 52.8 53.0 **

9:45 Markit Composite PMI m/m aug 52.6 **

10:00 Leading Index m/m jul 0.3% -0.3% ***

11:00 Kansas City Fed Manufacturing Activity m/m aug 1 -1 **

Speaker or event

16:30 Neel Kashkari Discusses Too Big to Fail President of Federal Reserve Bank of Minneapolis

21:00 Annual Federal Reserve Policy Symposium in Jackson Hole

Fed speakers or events

Economic Releases

Federal Reserve Board

District or position

 
 

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

ASIA-PACIFIC

Japan Jibun Bank Japan PMI Manufacturing y/y jul 49.5 49.4 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m jul 51.7 51.2 ** Equity bullish, bond bearish

Jibun Bank Japan PMI Services m/m jul 53.4 51.8 ** Equity bullish, bond bearish

All Industry Activity Index m/m jul -0.8% 0.3% -0.8% ** Equity and bond neutral

Machine Tool Orders m/m jul -33.0% -33.0% * Equity and bond neutral

South Korea South Korea Household Credit q/q 2q KR1556.1 Tril KR1540.0 Tril * Equity and bond neutral

Australia CBA Australia PMI Mfg m/m aug 51.3 51.6 ** Equity and bond neutral

CBA Australia PMI Services m/m aug 49.2 52.3 ** Equity and bond bearish

CBA Australia PMI Composite m/m aug 49.5 52.1 ** Equity and bond bearish

EUROPE

Eurozone Markit Eurozone Manufacturing m/m aug 47.0 46.5 46.5 ** Equity bearish, bond bullish

Markit Eurozone Services m/m aug 53.4 53.2 53.0 ** Equity bullish, bond bearish

Markit Eurozone Composite m/m aug 51.8 51.5 51.2 ** Equity bullish, bond bearish

Germany Markit/BME Germany Manufacturing m/m aug 43.6 43.2 43.0 ** Equity bearish, bond bullish

Markit Germany Services m/m aug 54.4 54.5 54.0 ** Equity bullish, bond bearish

Markit/BME Germany Composite m/m aug 51.4 50.9 46.2 ** Equity bullish, bond bearish

France Markit France Manufacturing PMI m/m aug 51.0 49.7 49.5 ** Equity bullish, bond bearish

Markit France Services PMI m/m aug 53.3 52.6 52.5 ** Equity bullish, bond bearish

Markit France Composite PMI m/m aug 52.7 51.9 51.8 ** Equity bullish, bond bearish

UK CBI Retailing Reported Sales m/m aug -49 -16 -15 ** Equity and bond bearish

CBI Total Distribution Reported Sales m/m aug -35 -11 ** Equity and bond bearish

Switzerland Industry & Construction Output q/q 2q 3.6% 3.7% ** Equity and bond neutral

Industrial Output q/q 2q 4.8% 4.3% ** Equity and bond neutral

AMERICAS

Brazil FGV Consumer Confidence m/m aug 89.2 88.1 *** Equity and bond neutral

Mexico Bi-Weekly CPI y/y 15-Aug 3.3% 3.7% 3.5% *** 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) 215 215 0 Down

3-mo T-bill yield (bps) 193 193 0 Neutral

TED spread (bps) 22 22 0 Neutral

U.S. Libor/OIS spread (bps) 188 189 -1 Up

10-yr T-note (%) 1.59 1.59 0.00 Down

Euribor/OIS spread (bps) -42 -42 0 Neutral

EUR/USD 3-mo swap (bps) 10 9 1 Down

Currencies Direction

dollar up Neutral

euro down Down

yen up Up

pound up Down

franc 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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Price Prior Change Explanation

Brent $60.63 $60.30 0.55%

WTI $56.00 $55.68 0.57%  

Natural Gas $2.15 $2.17 -0.74%  

Crack Spread $14.14 $14.00 0.98%

12-mo strip crack $16.23 $16.20 0.18%

Ethanol rack $1.57 $1.56 0.63%

Gold $1,496.65 $1,502.65 -0.40%

Silver $16.97 $17.12 -0.90%

Copper contract $256.55 $259.20 -1.02%

Corn contract 370.75$       370.25$       0.14%

Wheat contract 468.50$       468.00$       0.11%

Soybeans contract 873.75$       873.00$       0.09%

Baltic Dry Freight 2061 2059 2

Actual Expected Difference

Crude (mb) -2.7 -1.4 -1.3

Gasoline (mb) 0.3 0.2 0.2

Distillates (mb) 2.6 -0.3 3.0

Refinery run rates (%) 1.10% 0.00% 1.10%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show above-normal temperatures in New England, Florida and 

the far western region, with below-normal temperatures in the northern Great Plains.  Wet 

conditions are expected in the Midwest and eastern region.  There is currently a cyclone 

disturbance over the Bahamas and a tropical storm far out in the Atlantic Ocean, but neither is 

expected to reach the mainland in the coming days.
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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.  
 

August 16, 2019 
 

As the 10-year T-note yield tumbles, we are reaching a point where the market looks overvalued 

based on current fundamentals. 
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Our yield model uses fed funds and the 15-year average of the yearly change in CPI1 along with 

the JPY/USD exchange rate, oil prices, the yield on 10-year German bunds and the fiscal deficit 

as a percentage of GDP.  The current yield on the 10-year T-note, dipping below 1.70%, puts the 

deviation from fair value at nearly a standard error below fair value.  Not every deviation from 

fair value is resolved through higher interest rates; sometimes the fair value yield declines.  The 

last time we saw this sort of event occur was in 2012 during the Euro crisis and the U.S. 

Treasury downgrade.  That proved to be an unsustainable low in yields.  We also saw a dip in 

early 2008; that issue was resolved by falling T-note yields due to the financial crisis.   

 

Isolating fed funds and assuming the rest of the variables remain steady shows that the bond 

market has factored in a fed funds of 10 bps, or essentially a return to ZIRP.  To be fair, it is also 

possible that the financial markets are lowering estimates of inflation.  The 5-year/5-year TIPS 

calculation2 puts the forward inflation rate at 1.80%; our long-term average calculation is around 

2.08%.  Applying that inflation rate expectation into the model means the current T-bond yield 

has discounted a 50 bps fed funds rate. 

                                                 
1 This variable acts as a proxy for inflation expectations. 
2 This series is a measure of expected inflation (on average) over the five-year period that begins five years from 
today. 
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In any case the bond market is essentially making the case that a recession is likely.  If a 

recession is avoided, we would expect to see a significant rise in long-duration yields.  For now, 

the uncertainty surrounding trade and weakening global growth will probably continue to support 

a long-duration position.  But, given the mercurial nature of the trade discussions, a rapid 

reversal is not out of the question and thus requires close monitoring.   

  

 

   
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 8/21/2019 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 8/21/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Commodities

Cash

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed ($)

US Government Bond

US High Yield

Small Cap

Foreign Developed (local currency)

Mid Cap

US Corporate Bond

Large Cap

Real Estate
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 22, 2019  
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P/E as of 8/21/2019 = 19.1x

 
 

Based on our methodology,3 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. 
 

                                                 
3 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. 


