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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 7, 2020—9:30 AM EST] Global equity markets are mostly lower this 

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

closed down 0.8% from its prior close.  Chinese markets were slightly higher, with the Shanghai 

Composite up 0.3% and the Shenzhen Composite up 0.5% from the prior close.  U.S. equity 

index futures are signaling a lower open.  With 304 companies having reported, the S&P 500 Q4 

earnings stand at $41.80, higher than the $40.59 forecast for the quarter.  The forecast reflects a 

2.0% decrease from Q4 2018 earnings.  Thus far this quarter, 71.7% of the companies have 

reported earnings above forecast, while 19.7% have reported earnings below forecast.   
 

The newest episode of our Confluence of Ideas podcast series is now available. This episode 

discusses Confluence’s 2020 Outlook, titled “Storm Watch.” We explain the key points of our 

outlook, including three factors where our forecast could go awry, and also provide an update on 

developments since the report was published in December.   
 

It’s employment Friday!  We cover the data in detail below, but the quick take is that the data did 

come in a bit better than forecast.  However, the Bureau of Labor Statistics has conducted 

benchmark revisions and the changes suggest the labor market was much less robust than the 

initial data indicated.  Thus, a read on the report is difficult.  We have an update on the Wuhan 

virus.  There is German political turmoil in the midst of a renewed economic slump.  Irish 

elections are tomorrow.  Here are the details: 

 

Wuhan virus: The number of confirmed cases is now 31,532 with 638 fatalities.  Although 

equity markets have risen despite this event, we are seeing a modest pullback this morning.  

President Trump and General Secretary Xi had a phone call this week.  It doesn’t appear 

anything of substance was revealed; we are watching to see if China asks the U.S for additional 

time to meet its import promises as part of Phase One.  We expect China to ask, and it will be 

interesting if the USTR recommends giving Beijing time.  Chairman Xi is facing a potential 

political threat—a doctor who was arrested for trying to warn about the Wuhan virus has died 

from the illness.  We expect the propaganda machine in China to prevent his death from harming 

Xi, but it will take some manipulating.  Sometimes, a human story becomes hard to contain and 

the CPC looks bad with this one.  If the doctor’s warning had been heeded, containing the 

Wuhan virus would have been much easier.  In other virus news, China is testing an anti-viral 

that has shown some promise in combating the disease.  There is growing concern that the 

Chinese property market could be especially hard hit from this crisis and may reduce GDP by 

2%.  The PBOC is promising to support the economy.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/
https://www.nytimes.com/2020/02/07/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=storyline_menu
https://www.worldometers.info/coronavirus/
https://www.nytimes.com/2020/02/07/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=storyline_menu#link-28e46a17
https://www.washingtonpost.com/world/asia_pacific/chinese-doctor-who-tried-to-raise-alarm-on-coronavirus-in-wuhan-dies-from-disease/2020/02/06/8bf305a2-48f9-11ea-8a1f-de1597be6cbc_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/chinese-doctor-who-tried-to-raise-alarm-on-coronavirus-in-wuhan-dies-from-disease/2020/02/06/8bf305a2-48f9-11ea-8a1f-de1597be6cbc_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2H1Iqro
https://nyti.ms/2H1Iqro
https://www.ft.com/content/d9a6f6ec-48a8-11ea-aeb3-955839e06441?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-china-health-banks/chinas-central-bank-vows-to-step-up-support-for-virus-hit-economy-idUSKBN2010D5
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Germany: Yesterday, we reported that the AfD acted as “kingmaker” for the German state of 

Thuringia.  Chancellor Merkel has decided this outcome is intolerable and is calling for a 

different outcome.  The governor, Thomas Kemmerich of the Free Democrats, has offered to 

step down.  For the CDU, teaming up with the AfD has overtones of the center-right parties that 

tried to co-opt the Nazis in the early 1930s.  It is no surprise that Merkel has reacted so strongly; 

it is a mystery why her designated successor, AKK, did not.  Meanwhile, German industrial 

production has rolled over, seeing its largest monthly decline since 2009.   
 

 
 

A drop of this magnitude is usually consistent with recession.   

 

Irish elections: The current PM, Leo Varadkar, called for new elections in the wake of Brexit, 

assuming that his management of that issue would carry him to victory.  It appears that was a 

mistake.  Polls suggest it is quite likely he will lose on Saturday.  Sinn Fein, the political arm of 

the IRA, has been rising in the polls as it campaigned against the austerity that followed the 2008 

Financial Crisis.  The lack of housing has become a key issue.  We doubt Sinn Fein can form a 

government and don’t expect the centrist parties to invite it into a coalition.  But, the rise of Sinn 

Fein will likely force the mainstream parties to address the policy issues it is raising.  It also 

shows a generational issue; we are now far enough away from the Troubles that younger Irish 

voters have no experience of Sinn Fein’s ties to the IRA and simply view it as a leftist party that 

addresses their concerns. 

 

Huawei (002502, CNY 2.73): A couple items of note.  First, President Trump was apparently 

not happy with PM Johnson over the U.K.’s decision to use Huawei equipment.  For a country 

looking to make a free trade deal with the U.S., this isn’t a good sign.  Second, Attorney General 

Barr has suggested the U.S. government should make direct investments in order to gain 

controlling stakes of Ericsson (ERIC, 8.32) and Nokia (NOK, $4.20).  To some extent, this 

second item shows how far we have traveled down the road of opposing China.  Such 

intervention into private companies by the government smacks of the “military/industrial 

complex” of the 1950s. 

https://nyti.ms/374FUex'
https://nyti.ms/374FUex'
https://in.reuters.com/article/germany-economy-industrialoutput/german-industry-output-suffers-biggest-slump-since-2009-idINKBN2010S0
https://in.reuters.com/article/germany-economy-industrialoutput/german-industry-output-suffers-biggest-slump-since-2009-idINKBN2010S0
https://nyti.ms/2GZinRs
https://www.ft.com/content/35e4b574-48f5-11ea-aeb3-955839e06441?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/35e4b574-48f5-11ea-aeb3-955839e06441?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/8c13a8f8-46b4-11ea-aeb3-955839e06441?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2YUtcuK
https://www.ft.com/content/a70f9506-48f1-11ea-aee2-9ddbdc86190d?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a70f9506-48f1-11ea-aee2-9ddbdc86190d?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1aa61918-48fc-11ea-aeb3-955839e06441?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1aa61918-48fc-11ea-aeb3-955839e06441?emailId=5e3cd6762ac473000456b339&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/attorney-general-barr-suggests-u-s-firms-take-financial-interest-in-huawei-rivals-11581009569?shareToken=sta3a5f30a5558464998e70b8106a41eba
https://www.wsj.com/articles/attorney-general-barr-suggests-u-s-firms-take-financial-interest-in-huawei-rivals-11581009569?shareToken=sta3a5f30a5558464998e70b8106a41eba


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 3 

Odds and ends: The U.S. has reportedly killed the leader of al Qaeda in Yemen.  U.S. troops 

and Russian military contractors are coming into greater contact in Syria, raising the potential for 

an incident.  The Fed is indicating that leveraged loans and private equity will be a focus of 

upcoming stress tests.  The Fed is also considering allowing bank Treasury holdings to be part of 

reserves which, if allowed, would lift market liquidity.  China’s foreign reserves were essentially 

unchanged in January. 

 

U.S. Economic Releases 
 

The change in nonfarm payrolls came in above expectations at 225k compared to the forecast of 

165k.  The prior report was revised from 145k to 147k.  The two-month net revision was 7k.  

Change in private payrolls came in at 206k compared to the forecast of 155k.  The prior report 

was revised from 139k to 142k.  Manufacturing payrolls came in at -12k.  The prior report was 

revised from -12k to -5k. 

 

As noted above, the BLS made benchmark revisions.  The revisions show that hiring was less 

robust than initially reported. 
 

 
 

The line on the chart shows the initial data, with the bars showing the revision.  Overall, hiring 

was about 500k less over five years.  In February of last year, for example, the initial report was 

a 56k rise; it has been revised to 1k.  The new data probably explains why wage growth was so 

mild given apparent labor market tighteness; in reality, it wasn’t as tight as we thought. 
 

https://www.wsj.com/articles/u-s-operation-kills-qasim-al-raymi-leader-of-al-qaeda-in-yemen-11581034058?shareToken=st2aee28ea9c874b53ac379d2a2cf71bbb
https://www.wsj.com/articles/u-s-troops-in-standoffs-with-russian-military-contractors-in-syria-11580947976?shareToken=st8e2d7d59c28b4e9cbf069f6b7f382d93
https://www.wsj.com/articles/u-s-troops-in-standoffs-with-russian-military-contractors-in-syria-11580947976?shareToken=st8e2d7d59c28b4e9cbf069f6b7f382d93
https://www.wsj.com/articles/risky-corporate-debt-to-take-center-stage-in-2020-stress-tests-11581025458?shareToken=st4873c99a45d449ec88320c09eb1e92db
https://www.reuters.com/article/us-usa-fed-quarles/quarles-says-fed-could-better-align-treasuries-reserves-to-ease-repo-pressure-idUSKBN201011
https://www.reuters.com/article/us-usa-fed-quarles/quarles-says-fed-could-better-align-treasuries-reserves-to-ease-repo-pressure-idUSKBN201011
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The chart above shows the 12-month moving sum of nonfarm payrolls.  When the 12-month sum 

falls below 1.5 million the country is generally in recession.  The sum slowed slightly this month 

due to an even stronger payroll in January 2019.  
 

The unemployment rate came in above expectations at 3.6% compared to the forecast of 3.5%.  

The labor force participation came in at 63.4%, while the underemployment rate rose from 6.7% 

to 6.9%. 
 

 
 

The chart above shows the unemployment rate against the employment/population ratio.  We 

prefer this graph because it gives us an idea about the level of slack that remains in the labor 

market.  Given the level of employment, this graph suggests the employment/population ratio 

should be slightly above 64%.  In other words, there is still a lot of slack in the labor market. 
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Finally, the average hourly earnings rose 0.2% from the prior month compared to the forecast 

rise of 0.3%.  Meanwhile, average weekly hours came in at 34.3 hours. 
 

 
 

The chart above shows the annual change in the average hourly earnings for production and non-

supervisory workers and for all private workers.  Non-supervisory wages rose 3.3% from the 

prior year.  Overall wages rose 3.1%. 

 

In summary, the jobs report was supportive of equities.  The rise in the unemployment rate was 

likely due to workers entering the labor market and therefore not a concern.  The revisions 

should also calm the hawks on the FOMC who will need to worry less about an overheating 

labor market. 
 

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

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m dec -0.1% -0.1% **

10:00 Wholesale Trade Sales m/m dec 0.1% 1.5% **

15:00 Consumer Credit m/m dec $15.000 Bil $12.513 Bil **

Speaker or event

14:00 Semi-Annual Monetary Policy Report

Fed Speakers or Events

Economic Releases

District or position

Federal Reserve Board  
 

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 
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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 Labor Cash Earnings y/y dec 0.0% -0.2% -0.1% *** Equity and bond neutral

Real Cash Earnings y/y dec -0.9% -0.9% -0.9% ** Equity and bond neutral

Household Spending y/y dec -4.8% -0.2% -1.7% *** Equity and bond bearish

Leading Index CI m/m jan 91.6 90.8 91.3 ** Equity bullish, bond bearish

Australia AiG Performance Services Index m/m jan 47.4 48.7 ** Equity and bond neutral

Foreign Reserves m/m jan A$73.3 Bil A$83.3 Bil ** Equity bearish, bond bullish

New Zealand 2yr Inflation Expectations q/q 1q 1.9% 1.8% ** Equity and bond neutral

EUROPE

Germany Current Account Balance m/m dec 29.4 Bil 24.9 Bil 23.5 Bil ** Equity bullish, bond bearish

Industrial Production m/m dec -3.5% 1.1% -0.2% ** Equity and bond bearish

Trade Balance m/m dec 15.2 Bil 18.3 Bil 15.0 Bil * Equity bullish, bond bearish

France Private Sector Payrolls q/q 4q 0.2% 0.2% 0.2% ** Equity and bond neutral

Industrial Production m/m dec -2.8% 0.3% -0.3% ** Equity and bond bearish

Manufacturing Production m/m dec -3.2% 1.2% 1.2% ** Equity and bond bearish

Wages q/q 4q 0.2% 0.3% 0.3% ** Equity and bond neutral

Trade Balance m/m dec -4.053 Bil -5.584 Bil -5.150 Bil ** Equity bullish, bond bearish

Current Account Balance m/m dec -0.600 Bil 0.500 Bil ** Equity bearish, bond bullish

Italy Retail Sales y/y dec 0.9% 0.9% 1.0% * Equity and bond neutral

Switzerland Foreign Currency Reserves m/m jan $764.2 Bil $770.8 Bil ** Equity and bond neutral

Russia Money Supply Narrow Def w/w 31-Jan 10.61 Tril 10.67 Tril ** Equity and bond neutral

AMERICAS

Mexico CPI m/m jan 0.5% 0.6% 0.5% *** Equity and bond neutral

CPI Core m/m jan 0.3% 0.4% 0.4% *** Equity and bond neutral

Vehicle Production m/m jan 320405 208073 ** Equity and bond neutral

Vehicle Exports m/m jan 228184 229227 ** Equity and bond neutral

Brazil IBGE Inflation y/y jan 4.2% 4.3% 4.3% *** 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) 174 174 0 Up

3-mo T-bill yield (bps) 152 153 -1 Neutral

TED spread (bps) 22 21 1 Neutral

U.S. Libor/OIS spread (bps) 157 158 -1 Up

10-yr T-note (%) 1.61 1.64 -0.03 Neutral

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 5 4 1 Down

Currencies Direction

dollar Up Neutral

euro Down Down

yen Up Down

pound Flat Down

franc Down Down

Central Bank Action Current Prior Expected

Key Rate 6.000% 6.250% 6.000% On forecast  
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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 $54.68 $54.93 -0.46%

WTI $50.63 $50.95 -0.63%

Natural Gas $1.85 $1.86 -0.75%  

Crack Spread $14.81 $14.30 3.55%

12-mo strip crack $15.52 $15.41 0.76%

Ethanol rack $1.46 $1.46 -0.18%

Gold $1,566.63 $1,566.66 0.00%

Silver $17.74 $17.82 -0.45%

Copper contract $256.25 $259.30 -1.18%

Corn contract 380.75$       379.25$       0.40%

Wheat contract 555.50$       556.25$       -0.13%

Soybeans contract 880.50$       881.00$       -0.06%

Baltic Dry Freight 431 430 1

Actual Expected Difference

Crude (mb) 3.4 3.0 0.4

Gasoline (mb) -0.9 1.8 -2.7

Distillates (mb) -1.5 -0.2 -1.3

Refinery run rates (%) 0.20% 0.15% 0.05%

Natural gas (bcf) -137.0 -129.0 -8.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for colder-than-normal temperatures throughout 

the entire western half of the country, with warmer-than-normal temperatures in the eastern 

region.  Wet conditions are expected in virtually all regions except the Pacific Northwest and 

Florida.
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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.  
 

February 7, 2020 
 

The Commerce Department recently released its first iteration of Q4 GDP.  The overall growth 

rate, at 2.1%, was mostly on forecast but the composition of the growth showed some 

unexpected developments.  In this week’s report, we will examine the most interesting changes 

and what it may be telling us about future economic activity. 

 

To analyze the data, we focus on a set of statistics called “contributions to GDP growth.”  These 

datapoints show how much various parts of GDP contributed to overall growth.  Here is a chart 

of the data. 
 

 
 

The largest positive contributor to growth was net exports; although it is not unprecedented, 

outside of recessions, net exports are usually a drag on growth.  It is important to note that this 

data is looking at the rate of change of the change, so a smaller deficit will contribute positively 

to growth. 

 

Net exports are the sum contribution of gross imports and exports.  Usually, during expansions, 

the contribution from gross imports is negative.  But, during recessions or when growth falters, 

imports fall and contribute positively to growth.   
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This chart shows the four-quarter moving average of the contribution of gross imports to GDP.  

A positive contribution tends to be consistent with recession.  So, is that the case this time? 

 

It might be, but there are two reasons why this event might be a false positive.  First, the trade 

wars have probably had some impact on reducing imports.  Since WWII, the general trend in 

tariffs has been downward.  The recent reversal in this trend is a new factor that may be shifting 

consumption to domestic goods and away from imports.  In some respects, this is the goal of the 

administration’s trade policy.  Second, there is evidence that U.S. firms accumulated inventories 

in the months prior to the Phase One trade deal with China.  This was likely done to buy goods 

that might be the target of future tariffs.  As a deal was made, it would make sense for firms to 

reduce inventories.  The act of selling down inventories would reduce imports. 
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We will be watching the gross import data with great interest this year to see if (a) we are seeing 

a structural change in the economy where imports decline, or (b) we are on the cusp of a 

recession.  For now, the most likely explanation is that the swing in gross imports was affected 

by trade policy uncertainty.  But, if other economic data begins to corroborate the recession 

signal from gross imports, we would recommend that investors reduce portfolio risk.   

 

 

 
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 2/6/2019 close) 

 

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

Energy
Materials
Financials

Consumer Staples
Healthcare

Consumer Discretionary
Real Estate
Industrials

S&P 500
Communication Services

Utilities
Technology

YTD Total Return

-1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5%

Energy

Consumer Discretionary

Financials

Materials

Utilities

Healthcare

Consumer Staples

Industrials

Real Estate

S&P 500

Technology

Communication Services

Prior Trading Day Total Return

(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 2/6/2019 close) 

 

-10.0% -5.0% 0.0% 5.0%

Commodities

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Cash

Mid Cap

US High Yield

Small Cap

US Corporate Bond

Foreign Developed (local currency)

US Government Bond

Real Estate

Large Cap
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 

 

February 6, 2020 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 2/5/2020 = 20.3x

 
 

Based on our methodology,1 the current P/E is 20.3x, down 0.1x, as equity values fell due to the 

Wuhan virus and earnings rose in Q4.     

 

 
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 (Q2 and Q3) and two estimates (Q4 and Q1, 2020). 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. 


