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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: February 22, 2019—9:30 AM EST]  Global equity markets are generally higher this 

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

was up 0.4% from the prior close.  Chinese markets were higher, with the Shanghai composite 

up 1.9% and the Shenzhen index up 2.3%.  U.S. equity index futures are signaling a higher open.  

With 438 companies having reported, the S&P 500 Q4 earnings stand at $41.42, higher than the 

$40.86 forecast for the quarter.  The forecast reflects a 13.4% increase from Q4 2017 earnings.  

Thus far this quarter, 67.6% of the companies reported earnings above forecast, while 22.8% 

reported earnings below forecast. 
 

It’s a modest risk on day today in front of “mega Fed”—seven FOMC members will talk today.1 

Here is what we are watching this morning: 

 

Fed minutes follow-up:  Yesterday, we noted two quotes lifted from the Fed minutes. 

 

…several of the participants argued that rate increases might prove necessary 

only if inflation outcomes were higher than in their baseline outlook. 

 

Several others indicated that if the economy evolved as they expected, they would 

view it as appropriate to raise the target range for the fed funds target later this 

year. 

 

We argued that there appears to be a split on the board related to the relationship between 

inflation and growth.  Essentially, the two variables have become much less sensitive to each 

other.  Our take is that, due to globalization and deregulation, the aggregate supply curve has 

“flattened” or, technically speaking, has become more elastic, meaning that higher levels of 

output have only modest effects on price levels.  This change has made the conduct of monetary 

policy more difficult because the Fed no longer has a working model for the economy.  If supply 

constraints are less relevant, then the Fed has some difficult policy choices.  If faster growth 

doesn’t affect inflation significantly, then it would appear the Fed should only focus on inflation.  

In fact, there are other important central banks in the world that operate with a single inflation 

mandate; the ECB is the most prominent.  However, there is a risk to this plan.  Because inflation 

is low, the Fed could provide too much liquidity to the economy that, instead of finding its way 

into the goods markets, ends up in the financial markets, creating asset bubbles.  The FOMC 

doesn’t have the mandate to target equity markets, although we can make a case that policy has 

                                                 
1 https://finance.yahoo.com/news/fedspeak-frenzy-what-to-know-in-markets-friday-231055151.html  
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become increasingly sensitive to volatility.2  But, so far, policymakers have been reluctant to 

aggressively use financial asset prices to set monetary policy (imagine a Fed chair testifying 

before Congress that “we raised rates because the P/E was too high”; although a defensible 

proposition, it would likely cause a political backlash).   

 

At this juncture, we think there are three schools of thought developing at the Fed.  The first 

includes the diehard Phillips Curve advocates; they view the current low unemployment as a 

threat to price stability and argue for continued rate hikes.  They are only being pacified now due 

to recent economic weakness but would argue that the fed funds target should be around 3.5% to 

4.0%.  The second are actually Phillips Curve advocates as well but ones who suggest the 

relationship has changed and we should be “patient”until we know what the new one is and 

allow inflation to actually develop.  We think Chair Powell is in this camp.  The third group 

argues that the Phillips Curve relationship was spurious, an accident of history, and therefore the 

Fed should target inflation alone with an eye on financial markets, either making excuses to raise 

rates when financial markets are frothy or pressing for macroprudential actions (e.g., raising 

margin debt requirements) when necessary.  What is important for our analysis is that there is no 

real consensus on policy right now and thus predicting the path of the fed funds target has 

become much more difficult.  Two articles today on this topic are worth a read.3 

 

Venezuela: As noted yesterday, this weekend, the opposition is planning to move tons of 

donated aid across the Venezuelan borders.  Maduro has closed the border with Brazil4 along 

with the sea lanes from three Caribbean islands.5  There could be violence.6  If there is, we will 

be watching to see how the Trump administration reacts.7  In other news, Hugo Carvajal, the 

former head of intelligence, has turned against the Maduro regime.8 

 

Trade talks: President Trump will meet with China’s trade envoy, Liu He,9 this afternoon.10  As 

we noted yesterday, there are hopes that the Memorandum of Understanding (MOU) will come 

at the culmination of talks.11    

 

                                                 
2 See Asset Allocation Weekly, 1/11/2019. 
3 https://www.ft.com/content/66087f76-35f3-11e9-bd3a-8b2a211d90d5 and https://www.reuters.com/article/us-
usa-fed-pivot-insight/a-fed-pivot-born-of-volatility-missteps-and-new-economic-reality-idUSKCN1QB0IK  
4 https://www.nytimes.com/2019/02/21/world/americas/venezuela-aid-block-brazil.html  
5 https://www.nytimes.com/2019/02/20/world/americas/venezuela-borders-aid.html?module=inline  
6 https://www.axios.com/newsletters/axios-am-bc3c4888-ea2b-4248-9e96-63848bdf9912.html?chunk=6#story6 
and https://www.ft.com/content/8149fad0-34c2-11e9-bd3a-8b2a211d90d5 and 
https://www.crisisgroup.org/latin-america-caribbean/andes/venezuela/high-noon-over-humanitarian-aid-
venezuelas-border?utm_source=Sign+Up+to+Crisis+Group%27s+Email+Updates&utm_campaign=6f7a3251b7-
EMAIL_CAMPAIGN_2019_01_18_03_54_COPY_01&utm_medium=email&utm_term=0_1dab8c11ea-6f7a3251b7-
359779305  
7 https://www.nytimes.com/2019/02/18/world/americas/venezuela-guaido-maduro-trump.html?module=inline  
8 https://www.nytimes.com/2019/02/21/world/americas/hugo-carvajal-maduro-venezuela.html  
9 https://www.wsj.com/articles/u-s-bets-on-chinas-special-envoy-in-trade-talks-11550795104  
10 https://www.bloomberg.com/news/articles/2019-02-21/trump-is-said-to-plan-meeting-with-china-s-trade-
chief-on-friday  
11 https://www.scmp.com/news/china/diplomacy/article/2187195/new-round-us-china-trade-talks-begin-
washington-eye-toward  

https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_11_2019.pdf
https://www.ft.com/content/66087f76-35f3-11e9-bd3a-8b2a211d90d5
https://www.reuters.com/article/us-usa-fed-pivot-insight/a-fed-pivot-born-of-volatility-missteps-and-new-economic-reality-idUSKCN1QB0IK
https://www.reuters.com/article/us-usa-fed-pivot-insight/a-fed-pivot-born-of-volatility-missteps-and-new-economic-reality-idUSKCN1QB0IK
https://www.nytimes.com/2019/02/21/world/americas/venezuela-aid-block-brazil.html
https://www.nytimes.com/2019/02/20/world/americas/venezuela-borders-aid.html?module=inline
https://www.axios.com/newsletters/axios-am-bc3c4888-ea2b-4248-9e96-63848bdf9912.html?chunk=6#story6
https://www.ft.com/content/8149fad0-34c2-11e9-bd3a-8b2a211d90d5
https://www.crisisgroup.org/latin-america-caribbean/andes/venezuela/high-noon-over-humanitarian-aid-venezuelas-border?utm_source=Sign+Up+to+Crisis+Group%27s+Email+Updates&utm_campaign=6f7a3251b7-EMAIL_CAMPAIGN_2019_01_18_03_54_COPY_01&utm_medium=email&utm_term=0_1dab8c11ea-6f7a3251b7-359779305
https://www.crisisgroup.org/latin-america-caribbean/andes/venezuela/high-noon-over-humanitarian-aid-venezuelas-border?utm_source=Sign+Up+to+Crisis+Group%27s+Email+Updates&utm_campaign=6f7a3251b7-EMAIL_CAMPAIGN_2019_01_18_03_54_COPY_01&utm_medium=email&utm_term=0_1dab8c11ea-6f7a3251b7-359779305
https://www.crisisgroup.org/latin-america-caribbean/andes/venezuela/high-noon-over-humanitarian-aid-venezuelas-border?utm_source=Sign+Up+to+Crisis+Group%27s+Email+Updates&utm_campaign=6f7a3251b7-EMAIL_CAMPAIGN_2019_01_18_03_54_COPY_01&utm_medium=email&utm_term=0_1dab8c11ea-6f7a3251b7-359779305
https://www.crisisgroup.org/latin-america-caribbean/andes/venezuela/high-noon-over-humanitarian-aid-venezuelas-border?utm_source=Sign+Up+to+Crisis+Group%27s+Email+Updates&utm_campaign=6f7a3251b7-EMAIL_CAMPAIGN_2019_01_18_03_54_COPY_01&utm_medium=email&utm_term=0_1dab8c11ea-6f7a3251b7-359779305
https://www.nytimes.com/2019/02/18/world/americas/venezuela-guaido-maduro-trump.html?module=inline
https://www.nytimes.com/2019/02/21/world/americas/hugo-carvajal-maduro-venezuela.html
https://www.wsj.com/articles/u-s-bets-on-chinas-special-envoy-in-trade-talks-11550795104
https://www.bloomberg.com/news/articles/2019-02-21/trump-is-said-to-plan-meeting-with-china-s-trade-chief-on-friday
https://www.bloomberg.com/news/articles/2019-02-21/trump-is-said-to-plan-meeting-with-china-s-trade-chief-on-friday
https://www.scmp.com/news/china/diplomacy/article/2187195/new-round-us-china-trade-talks-begin-washington-eye-toward
https://www.scmp.com/news/china/diplomacy/article/2187195/new-round-us-china-trade-talks-begin-washington-eye-toward
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Brexit: PM May is trying to prevent other soft Brexit Conservatives from leaving her party to 

join the new centrist group.12  The departure of three MPs has complicated May’s ability to hold 

her coalition together; in some respects, the Tory Party is a bit more hard Brexit-leaning, 

especially since the DUP is critical to her majority.  As we have argued all along, May will likely 

have to decide if she either wants a soft Brexit and a generationally damaging split in the 

Conservative Party or a hard Brexit and party unity.  However, we may be wrong on this 

argument; May could end up losing both, ending up with a hard Brexit and the end of the 

Conservatives. 13  There are rumors the EU will give May a 90-day extension; we don’t see how 

that will make conditions better but it does suggest the EU is equally worried about a hard 

Brexit. 

 

Trouble down under: Yesterday, we discussed how China is putting pressure on both New 

Zealand and Australia.  There were reports that China’s Dalian port has banned Australian coal 

imports.14  China has indicated today that the ban news isn’t true.15  So, we will continue to 

watch this issue to see how it progresses. 

 

Elections in Spain: PM Pedro Sanchez16 has called for snap elections on April 28 after the 

Spanish Congress rejected his budget.17  However, the budget isn’t really the issue of this 

election—it’s Catalonia.  Sanchez tried a different tactic with Catalonian separatists compared to 

the previous conservative administration.  The latter used imprisonment to try to stop the 

movement; Sanchez tried negotiating.  Neither one worked.  This is the third election in Spain in 

three and a half years.  Spanish politics reflects what we are seeing across the West—parties and 

political alliances are fraying and new configurations are forming.  We doubt the upcoming 

elections will resolve these underlying tensions. 

 

Energy update: Crude oil inventories rose 3.7 mb last week compared to the forecast rise of 3.1 

mb. 

                                                 
12 https://www.ft.com/content/51712a20-35b9-11e9-bb0c-
42459962a812?emailId=5c6f6b5a71c75900040856cf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
13 https://www.ft.com/content/b662b452-35e7-11e9-bd3a-8b2a211d90d5  
14 https://www.reuters.com/article/us-china-australia-coal-exclusive/exclusive-chinas-dalian-port-bans-australian-
coal-imports-sets-2019-quota-source-idUSKCN1QA0F1  
15 https://www.reuters.com/article/us-china-australia-coal/china-says-australian-coal-imports-remain-normal-
canberra-seeks-to-calm-investors-idUSKCN1QA2US  
16 Not this Pedro Sanchez https://www.youtube.com/watch?v=BD5F7KFhZfA  
17 https://www.politico.eu/article/spains-sanchez-calls-snap-election-on-april-28/  

https://www.ft.com/content/51712a20-35b9-11e9-bb0c-42459962a812?emailId=5c6f6b5a71c75900040856cf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/51712a20-35b9-11e9-bb0c-42459962a812?emailId=5c6f6b5a71c75900040856cf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/b662b452-35e7-11e9-bd3a-8b2a211d90d5
https://www.reuters.com/article/us-china-australia-coal-exclusive/exclusive-chinas-dalian-port-bans-australian-coal-imports-sets-2019-quota-source-idUSKCN1QA0F1
https://www.reuters.com/article/us-china-australia-coal-exclusive/exclusive-chinas-dalian-port-bans-australian-coal-imports-sets-2019-quota-source-idUSKCN1QA0F1
https://www.reuters.com/article/us-china-australia-coal/china-says-australian-coal-imports-remain-normal-canberra-seeks-to-calm-investors-idUSKCN1QA2US
https://www.reuters.com/article/us-china-australia-coal/china-says-australian-coal-imports-remain-normal-canberra-seeks-to-calm-investors-idUSKCN1QA2US
https://www.youtube.com/watch?v=BD5F7KFhZfA
https://www.politico.eu/article/spains-sanchez-calls-snap-election-on-april-28/
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In the details, estimated U.S. production rose 0.1 mbpd, reaching a new record of 12.0 mbpd.  

Crude oil imports rose by 0.7 mbpd, while exports jumped 1.3 mbpd.  Refinery runs were 

unchanged, as forecast.   
 

 
(Source: DOE, CIM) 

 

This is the seasonal pattern chart for commercial crude oil inventories.  We would expect to see a 

steady increase in inventories that will peak in early May; the pattern coincides with refinery 

maintenance.  Note that inventories are rising at a slower pace than normal.  This is mostly due 

to crude oil exports.  If this slow pace continues, it would be a bullish factor for oil prices. 
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Based on oil inventories alone, fair value for crude oil is $57.10.   Based on the EUR, fair value 

is $53.97.  Using both independent variables, a more complete way of looking at the data, fair 

value is $54.22.  By all these measures, current oil prices are roughly in the area of fair value.  If 

inventories continue to rise, as the seasonal pattern would suggest, we might see oil prices 

correct modestly in the coming weeks.  But, we still look for $60 prices through the summer. 
 

U.S. Economic Releases 
 

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

EST Speaker or event

10:15 John Williams Speaks on Economic Outlook and Policy President of the Federal Reserve Bank of New York

12:00 Richard Clarida Speaks to Money Marketeers in  New York

12:30 Simon Potter Discusses Quantitative Tools New York Federal Reserve Executive

13:30 James Bullard Speaks at St. Cloud State University President of the Federal Reserve Bank of St. Louis

13:30 Patrick Harker Discusses Approaches to Leadership President of the Federal Reserve Bank of Philadelphia

13:30 Randal Quarles Speaks at Insurance Industry Forum  U.S. Federal Reserve Vice Chairman for Supervision

District or position

Economic Releases

 No economic releases today

Fed speakers or events

Vice Chairman of Board of Governors of Federal Reserve

 
 

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

a paragraph below if any development merits further explanation.  

 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China New Home Prices m/m jan 0.6% 0.8% ** Equity and bond neutral

FX Net Settlement m/m jan 103.1 bn -56.0 bn ** Equity and bond neutral

Japan National CPI y/y jan 0.2% 0.3% 0.2% ** Equity and bond neutral

National CPI ex Fresh Food y/y jan 0.8% 0.7% 0.8% ** Equity and bond neutral

National CPI ex Fresh Food, Energy y/y jan 0.4% 0.3% 0.4% ** Equity and bond neutral

New Zealand Credit Card Spending y/y jan 6.9% 4.5% ** Equity and bond neutral

EUROPE

Eurozone CPI Core y/y feb 1.1% 1.1% 1.1% *** Equity and bond neutral

CPI y/y feb 1.4% 1.4% 1.4% *** Equity and bond neutral

Germany GDP y/y 4q 0.9% 0.9% 0.9% *** Equity and bond neutral

Private Consumption q/q 4q 0.2% -0.3% 0.1% ** Equity and bond neutral

Government spending q/q 4q 1.6% 0.2% 0.6% ** Equity bullish, bond bearish

Capital Investment q/q 4q 0.9% 0.8% 0.7% ** Equity bullish, bond bearish

IFO Business Climate m/m feb 98.5 99.1 98.9 ** Equity and bond neutral

IFO Expectations m/m feb 93.8 94.2 94.3 ** Equity and bond neutral

IFO Current Assessment m/m feb 103.4 104.3 103.9 ** Equity and bond neutral

UK CBI Retailing Reported Sales m/m feb 0 0 5 ** Equity bearish, bond bullish

CBI Total Dist Reported Sales m/m feb 14 13 ** Equity and bond neutral

Switzerland Industry & Contruction Output y/y 4q 3.8% 1.1% ** Equity and bond neutral

Industrial Output y/y 4q 5.1% 1.4% *** Equity and bond neutral

Russia Money Supply Narrow Def w/w feb 10.30 tn 10.20 tn *** Equity and bond neutral

AMERICAS

Brazil FGV Consumer Confidence m/m feb 96.1 96.6 *** Equity and bond neutral

Canada Wholesale Trade Sales m/m dec 0.3% -1.0% -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) 266 264 2 Up

3-mo T-bill yield (bps) 239 240 -1 Neutral

TED spread (bps) 27 24 3 Neutral

U.S. Libor/OIS spread (bps) 241 241 0 Up

10-yr T-note (%) 2.68 2.69 -0.01 Neutral

Euribor/OIS spread (bps) -31 -31 0 Neutral

EUR/USD 3-mo swap (bps) 6 6 0 Down

Currencies Direction

dollar up Neutral

euro flat Up

yen down Neutral

pound up Neutral

franc flat 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 $67.44 $67.07 0.55%

WTI $57.46 $56.96 0.88%  

Natural Gas $2.68 $2.70 -0.48%  

Crack Spread $20.78 $20.95 -0.83%

12-mo strip crack $17.39 $17.52 -0.76%

Ethanol rack $1.45 $1.45 0.19%

Gold $1,323.52 $1,323.63 -0.01%

Silver $15.86 $15.81 0.29%

Copper contract $294.40 $289.85 1.57%

Corn contract 385.50$       384.25$       0.33%

Wheat contract 490.75$       491.00$       -0.05%

Soybeans contract 925.25$       924.25$       0.11%

Baltic Dry Freight 630 622 8

Actual Expected Difference

Crude (mb) 3.8 3.1 0.7

Gasoline (mb) -1.5 -0.9 -0.6

Distillates (mb) -1.5 -1.5 0.0

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

Natural gas (bcf) -177.0 -169.0 -8.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show cooler temperatures for most of the country, with warmer 

temps in the southeastern region and California.   
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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.  
 

February 22, 2019 
 

In 2017, we introduced an indicator of the basic health of the economy and added it to the many 

charts we monitor to gauge market conditions.  The indicator is constructed with commodity 

prices, initial claims and consumer confidence.  The thesis behind this indicator is that these 

three components should offer a simple and clear picture of the economy; in other words, rising 

initial claims coupled with falling commodity prices and consumer confidence is a warning that a 

downturn may be imminent.  The opposite condition should support further economic recovery.  

In this report, we will update the indicator with January data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the economy did slip late last year.  We have placed vertical lines at certain points 

when the indicator fell below zero.  Although it works fairly well as a signal that equities are 

turning lower, there is a lag.  In other words, by the time this indicator suggests the economy is 

in trouble, the recession is likely near or underway and the equity markets have already begun 

their decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at -1.0.  This provides an earlier bearish signal and also eliminates the false positives that the 

zero threshold generates.  Notwithstanding, we will pay close attention when the 18-month 

change approaches zero as it did in January.  

 

What does the indicator say now?  The economy has weakened but is not yet at a point where an 

investor should become defensive.  Breaking below the red line would be our signal to expect a 

broader downturn.  Most likely, we are going through a period similar to what we experienced in 

2016.  If so, and the economic data begins to improve, then we should see equities turn higher in 

the coming months.   

   

    

 
 

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 2/21/2019 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 2/21/2019 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 
 

February 21, 2019 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 2/20/2019 = 16.7x

 
 

Based on our methodology,18 the current P/E is 16.7x, up 0.1x from last week.  Rising index 

values led to the rise in the multiple.   
 
 
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. 

                                                 
18 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 (Q2 and Q3) and two estimates (Q4 and Q1). 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. 


