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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: July 17, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

0.5%.  Chinese markets were mixed, with the Shanghai composite down 0.2% and the Shenzhen 

index up 0.2% from the prior close.  U.S. equity index futures are signaling a flat open. With 24 

companies having reported, the S&P 500 Q2 earnings stand at $40.34, lower than the $40.44 

forecast for the quarter.  The forecast reflects a 2.7% decrease from Q2 2018 earnings.  Thus far 

this quarter, 83.3% of the companies reported earnings above forecast, while 16.7% reported 

earnings below forecast. 

 

Global markets are trading quietly this morning, consistent with mid-summer.  Here is what we 

are watching today: 

 

The EU vote:  Well, she won, but it was close.  Ursula von der Leyen received 383 votes, 

marginally more than the 374 she needed to win.  She will be the first German to hold this post 

since 1958.  Although the vote is anonymous, it does appear she had some backing of British 

MEPs, which means she may not have a working majority once Brexit occurs.  This outcome 

will likely create a weak EU Commission President which will likely be quietly preferred across 

the EU’s capitals.  In Germany, because Leyen resigned from her post as defense minister, the 

CDU leaker AKK will take over the position.  The pattern of the vote shows the dwindling 

power of the center-left and center-right and the rising power of single issue parties (e.g., 

Greens) and the extremes of the left-wing and right-wing. 

 

In related news, The European Union’s competition commission has launched a formal 

investigation into whether Amazon (AMZN, 2,009.90) is competing unfairly against the third-

party sellers using its website.  The investigation arises from Amazon’s dual role providing a 

marketplace for those sellers and also selling its own products in competition with them.  At 

issue is whether Amazon is unfairly using data collected from those third-party sellers in order to 

out-sell them.  The inquiry illustrates how data rights and data ownership have become so 

important to consumers and businesses alike.  It also broadens the EU’s scrutiny of big, 

dominant technology firms based largely in the United States, which is sure to draw the ire of 

President Trump and worsen U.S.-EU tensions.   

 

Iran:  Yesterday, oil prices plunged on reports that the U.S. and Iran might be open to 

negotiations.  However, this news comes in the midst of increasing tensions.  Contact with a 

UAE oil tanker has been lost in the Strait of Hormuz and it is possible that Iran has seized the 
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vessel.  Iran claims it “aided” the ship but that has not been confirmed by outside sources.  

Meanwhile, the tone coming out of Iranian leadership remains hostile.   What we may be seeing 

is a recalibration by the U.S.  It is possible the Trump administration thought Iran would 

capitulate quickly to a return of sanctions and make a new agreement, one that would preclude 

ever making a nuclear weapon.  Now that Iran has shown it won’t back down, a case could be 

made that the U.S. and its allies are not taking the Iranian bait to escalate hostilities.  There is 

another possibility.  Governments around the world are “gaming” the U.S. 2020 elections.  For 

example, the EU is clearly stalling on trade talks, hoping for a new government to end the 

current trade regime.  Iran may want a new U.S. president as well but wants to achieve that by 

drawing the U.S. into a war that will spike oil prices and probably push the U.S. into recession.  

Instead, the U.S. response is to avoid strong reactions to provocations and allow sanctions to 

continue to weaken the Iranian economy. In either case, Iran will likely continue to take bolder 

actions to eventually trigger a response.  Thus, yesterday’s decline probably overstates the 

degree of “thaw”. 

 

The EU is also downplaying Iran’s behavior, going along with U.S. efforts to prevent an 

escalation.  And, Iran is also trying to draw Europe into a conflict.  Judicial officials confirmed 

that Iran has arrested a French-Iranian scholar on unspecified charges, drawing demands for 

information and diplomatic access by France.  Such arrests of dual citizens have sometimes led 

to espionage charges.  If it comes to that this time, it would be a sign that France is having little 

success in its efforts to keep Iran in the 2015 nuclear deal in the face of renewed U.S. sanctions. 

 

Turkey:  President Trump has confirmed that the United States will stop any further sales of the 

F-35 fighter jet to Turkey, in response to Ankara’s purchase of Russia’s S-400 air defense 

system.  Not only does Turkey stand to lose the hefty down payment it has made for its F-35 

order, but the Pentagon has also taken steps to exclude Turkish firms from supplying parts for 

the plane.  Since Turkey reportedly produces approximately 6% of the value of every F-35, that 

could be a noticeable blow to Turkish industry. 

 

U.S.-China Trade:  In a decision that could play into the current U.S.-China trade dispute, the 

World Trade Organization (WTO) has issued a final ruling in a 2012 case in which China 

complained about U.S. import tariffs imposed in retaliation for China’s subsidizing of certain 

export firms.  On its face, the ruling went against the U.S. tariffs, in the sense that it said the 

tariffs were calculated incorrectly.  However, the ruling also confirmed that the subsidies really 

were giving the Chinese firms an unfair advantage, which could help harden the U.S. position in 

the current dispute. 

 

Taiwan:  Han Kuo-yu, the popular mayor of Taiwan’s second-biggest city, has won the 

opposition Kuomintang Party’s presidential primary, beating Terry Gou, the founder of Apple 

(AAPL, 204.50) supplier Foxconn (2354.TW, 66.80).  The China-friendly Han, with overt and 

covert support from Beijing, will compete against the independence-minded incumbent, Tsai 

Ing-wen, next January. 

 

A lift in GDP:  The Atlanta FRB GDPNow forecast increased to 1.6%, up 0.3%, after 

yesterday’s retail sales data. The 30 bps of growth came exclusively from increased 

consumption.   

https://www.nytimes.com/2019/07/17/world/middleeast/iran-tanker-uae.html
https://www.nytimes.com/2019/07/16/world/middleeast/iran-nuclear-khamenei-shipping.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190717&section=whatElse?campaign_id=51&instance_id=10955&segment_id=15274&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.politico.com/story/2019/07/17/trump-iran-deal-obama-1417801
https://www.washingtonpost.com/opinions/global-opinions/americas-immediate-challenge-in-the-persian-gulf/2019/07/16/fc99941e-a7f6-11e9-86dd-d7f0e60391e9_story.html?utm_term=.34d42c657731
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Here is the contribution table. 

 

 
 

The general strength of the economy does appear to be dividing the FOMC.  Dallas FRB 

President Kaplan seems to be leaning to only one cut, whereas Chicago FRB President Evans 

seems open to more.   Although economists remain divided on the path of the economy, some 

prominent money managers are looking for further weakness.  In an interview with the Financial 

Times, celebrated hedge fund manager Kyle Bass said he believes the U.S. economy will fall into 

a recession by mid-2020 and the Federal Reserve will be forced to cut its benchmark fed funds 

interest rate all the way to zero, where it will remain for the foreseeable future.  According to 

Bass, “As we have all learned, once an economy falls into the tractor beam of zero rates, it’s 

almost impossible to escape them.”  Although Bass seems to be focusing more on a broad 

economic slowdown, a recent report by FTI Consulting highlighted the fact that U.S. online 

retail sales have slowed for four straight quarters and may continue to slow as the industry 

matures. 

 

https://www.wsj.com/articles/fed-s-kaplan-says-rate-cut-could-be-warranted-based-on-bond-market-signals-11563293519?tesla=y&mod=article_inline
https://www.wsj.com/articles/fed-s-kaplan-says-rate-cut-could-be-warranted-based-on-bond-market-signals-11563293519?tesla=y&mod=article_inline
https://www.wsj.com/articles/feds-evans-rate-cuts-needed-to-defend-feds-inflation-target-11563306804
https://www.wsj.com/articles/feds-evans-rate-cuts-needed-to-defend-feds-inflation-target-11563306804
https://www.ft.com/content/fa8cfc36-a7d0-11e9-984c-fac8325aaa04
https://www.fticonsulting.com/insights/reports/2019-us-online-retail-forecast


 

 

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

www.confluenceinvestment.com 

 4 

 

Libra:  Facebook (FB, 203.81) was on Capitol Hill yesterday to discuss its new cryptocurrency 

with lawmakers.  Casual observation would suggest it didn’t go well.  Democrats seemed united 

against the idea; the GOP was divided.  One item to consider; the unofficial motto of Silicon 

Valley is “move fast and break things.”  It appears that the company didn’t fully consider all the 

issues surrounding the impact of Libra.  The history of the financial markets show the impact of 

innovations that go awry and given the reach of social media, an unexpected problem could have 

a global impact.   

 

A budget deal?  There are reports that House Democrats are close to an agreement with the 

Treasury over a two year budget deal.  Although there is still a chance that negotiations fail, this 

news does increase the odds that a debt ceiling crisis will be averted.   

 

A spat between Japan and South Korea:  One of our positions is that America’s success as a 

hegemon was through the “freezing” of historic friction points in Europe and Asia.  Specifically, 

the U.S. took over the security of Europe to resolve the German problem and demilitarized Japan 

to eliminate the island’s fear of being cut off from natural resources.  In both cases, nations that 

had previously dominated their regions became docile and prevented WWIII.  Now that the U.S. 

is questioning the need to maintain hegemony, these previously frozen conflict zones are 

showing signs of thawing.  A case in point is developing between South Korea and Japan.  The 

Korean peninsula has been an area of contention for centuries between China and Japan.  If 

China controlled the area, it was only a short boat ride away from invading Japan.  If Japan 

controlled the peninsula, it had a foothold into further encroachment into China.   

 

Needless to say, Koreans were never comfortable with the hegemonic designs of either China or 

Japan.  The U.S. forced South Korea and Japan to get along despite deep resentment of the 

Koreans over their treatment during Japanese occupation.  Over the years, both nations arranged 

to overcome latent hostility.  In 1965, both nations agreed to waive reparations.  But recently, 

South Korean courts have ruled that the 1965 agreement does not eliminate individual claims of 

reparations against Japan by individuals.  As a result, courts there have ordered the seizure of 

Japanese company assets.  Japan is retaliating by applying trade embargos on key technology 

components.  South Korea appears to be digging in for a longer fight.  The South Korean finance 

minister, Hong Nam-ki, said his government is working on a plan to reduce the country’s 

reliance on Japanese manufacturing inputs and make its own producers more independent.   

 

A key to peace in the region has been the ability of the U.S. to force cooperation among allies.  

However, as the U.S. signals withdrawal, old conflicts emerge which will divide former allies 

(albeit forced ones) and allow China to exploit these divisions to expand its power and 

undermine American influence in Asia.  An additional observation; this action adds to the 

growing use of protectionism and reduced globalization, which will have major implications for 

the global economy going forward 

 

Odds and ends:  It appears Spain’s PM Pedro Sanchez won’t be able to form a government.  

Sanchez’s Socialists won the most seats in elections last April but was 53 seats short of a 

majority.  He has, so far, been unable to find a coalition partner to form a majority government.  

If he cannot, he will either try to govern with his current minority or call new elections.  

https://www.reuters.com/article/us-facebook-cryptocurrency-senate/facebook-should-not-be-trusted-with-crazy-cryptocurrency-plan-senators-idUSKCN1UB174
https://www.politico.com/story/2019/07/16/libra-facebook-cryptocurrency-republicans-1594445
https://www.washingtonpost.com/technology/2019/07/16/facebook-privately-pitched-its-cryptocurrency-plan-last-month-regulators-they-were-left-even-more-scared/?utm_term=.671d27a20fd3
https://www.washingtonpost.com/technology/2019/07/16/facebook-privately-pitched-its-cryptocurrency-plan-last-month-regulators-they-were-left-even-more-scared/?utm_term=.671d27a20fd3
https://www.politico.com/story/2019/07/16/pelosi-mnuchin-budget-deal-1417975
https://treaties.un.org/doc/Publication/UNTS/Volume%20583/volume-583-I-8471-English.pdf
https://www.washingtonpost.com/opinions/global-opinions/theres-a-crisis-unfolding-in-asia-the-us-is-the-only-actor-that-can-fix-it/2019/07/15/3a6b48d2-a4e1-11e9-b8c8-75dae2607e60_story.html?utm_term=.cfd55d2002df&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/opinions/global-opinions/theres-a-crisis-unfolding-in-asia-the-us-is-the-only-actor-that-can-fix-it/2019/07/15/3a6b48d2-a4e1-11e9-b8c8-75dae2607e60_story.html?utm_term=.cfd55d2002df&wpisrc=nl_todayworld&wpmm=1
https://www.japantimes.co.jp/news/2019/07/17/business/south-korea-unveil-plans-ease-dependence-japanese-industries/#.XS8bhuhKhaQ
https://www.japantimes.co.jp/news/2019/07/17/business/south-korea-unveil-plans-ease-dependence-japanese-industries/#.XS8bhuhKhaQ
https://www.youtube.com/watch?v=kHL5iQJLvNU
https://www.ft.com/content/fb4236e4-a6ec-11e9-b6ee-3cdf3174eb89?emailId=5d2d409f5dea910004c5a8c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://uk.reuters.com/article/uk-spain-politics/spain-pms-talk-of-breakdown-raises-concern-of-repeat-election-idUKKCN1UA1YH
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Although Japan is known for its lack of immigration, there are signs that its rapidly aging 

population is leading the island nation to open up to foreigners.  The current foreign-born 

population in China is now 2.1% (the U.S. is around 15%). 

 

U.S. Economic Releases 

 

MBA Applications fell 1.1% from the prior week. Purchases fell 3.8% from the prior week, 

while refinancing rose 1.5%. The average 30-year fixed rate rose by 8 bps from 4.04% to 4.12%. 

 

June housing starts came in below expectations at 1.253 mm units compared to the forecast of 

1.260 mm.  The prior report was revised downward to 1.265 mm from 1.281mm units.  Permits 

were above forecast at an annual rate of 1.222 mm units compared to the forecast of 1.300mm 

units. 

 

 
 

The chart above shows the level of starts for both multi-family and single-family.  Single-family 

housing starts fell 0.9% from the prior year, while multi-family starts rose 24.5%.  Housing starts 

fell 9.6% in the West, while they rose 20.1% in the Midwest, 12.0% in the South and 4.8% in the 

Northeast. 
 

The table below lists the economic releases and Fed events scheduled for today.   
 

14:00 US Federal Reserve Releases Beige Book

Fed speakers or events

Economic Releases

Members of the Board of Governors

 No economic releases today

 
 

 

 

https://www.scmp.com/week-asia/society/article/3018660/japanese-population-shrinks-chinese-south-koreans-and-vietnamese?utm_source=Eurasia%20Group%20Signal&utm_campaign=e894724e0e-EMAIL_CAMPAIGN_2019_07_17_10_56&utm_medium=email&utm_term=0_e605619869-e894724e0e-134308033
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Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

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

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Westpac Leading Index m/m jun -0.1% -0.1% ** Equity and bond neutral

EUROPE

Eurozone Construction Output y/y may 2.0% 3.9% ** Equity bearish, bond bullish

CPI y/y jun 1.3% 1.2% 1.2% *** Equity and bond neutral

CPI Core y/y jun 1.1% 1.1% 1.1% *** Equity and bond neutral

EU27 New Car Registrations y/y jun -7.8% 0.1% ** Equity and bond bearish

Italy Industrial Sales y/y may 0.3% -0.7% ** Equity and bond neutral

Industrial Orders y/y may -2.5% -0.2% ** Equity and bond bearish

UK CPI y/y jun 2.0% 2.0% 2.0% *** Equity and bond neutral

CPI Core y/y jun 1.8% 1.7% 1.8% *** Equity and bond neutral

RPI m/m jun 2.9% 3.0% 2.9% *** Equity and bond neutral

PPI Input m/m jun -0.3% 1.3% 0.3% ** Equity and bond bearish

PPI Output m/m jun 1.6% 1.8% 1.7% ** Equity and bond neutral

House Price Index m/m may 1.2% 1.4% 1.3% *** Equity and bond neutral

Russia Industrial Production y/y jun 3.3% 0.9% 2.0% *** Equity bullish, bond bearish

PPI y/y jun 4.1% 8.6% 5.5% ** Equity bullish, bond bearish

AMERICAS

Mexico International Reserves Weekly m/m jul $178.755 bn $178.740 bn ** Equity and bond neutral

Canada International Securities Transactions m/m may 10.200 bn -12.800 bn ** 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) 230 232 -2 Down

3-mo T-bill yield (bps) 209 210 -1 Neutral

TED spread (bps) 21 22 -1 Neutral

U.S. Libor/OIS spread (bps) 206 208 -2 Up

10-yr T-note (%) 2.09 2.10 -0.01 down

Euribor/OIS spread (bps) -37 -36 -1 Neutral

EUR/USD 3-mo swap (bps) 16 17 -1 Down

Currencies Direction

dollar flat Neutral

euro flat Up

yen flat Up

pound flat Neutral

franc down Neutral  
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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 $64.97 $64.35 0.96% Rising Tensions in Trade and the Middle East

WTI $58.03 $57.62 0.71%  

Natural Gas $2.32 $2.31 0.65%  

Crack Spread $22.23 $22.04 0.85%

12-mo strip crack $18.31 $18.20 0.60%

Ethanol rack $1.70 $1.70 -0.27%

Gold $1,402.92 $1,406.23 -0.24%

Silver $15.63 $15.56 0.48%

Copper contract $268.60 $270.00 -0.52%

Corn contract 439.00$       441.25$       -0.51%

Wheat contract 502.75$       507.50$       -0.94%

Soybeans contract 905.25$       906.00$       -0.08%

Baltic Dry Freight 2011 1928 83

Actual Expected Difference

Crude (mb) -2.8

Gasoline (mb) -2.4

Distillates (mb) 1.0

Refinery run rates (%) -0.35%

Natural gas (bcf) 70.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with cooler temps in the Midwest and East Coast. Remnants of Barry have moved to Indiana and 

is expected to fully dissipate in the next few 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.  
 

July 12, 2019 
 

The recent testimony from Chair Powell to Congress made it quite clear that the U.S. central 

bank is likely to cut rates at the end of July.  For the equity markets, the key issue is whether the 

shift away from tightening to easing will be enough to avoid recession.  If the rate cut(s) in the 

coming months reduce the odds of recession, we could see the expansion continue and the Fed 

may have engineered a rare “soft landing.”  On the other hand, it is quite possible that monetary 

authorities have raised rates too much and have waited too long to ease policy; if so, then a 

recession may be unavoidable.   

 

 
 

This chart shows two business cycle indicators, one from the New York FRB and the other from 

the Atlanta FRB.  The former predicts the business cycle a year ahead and is based on the yield 

curve; the latter is coincident and based on GDP.  We overlay the two, using the New York 

number as a warning and the Atlanta index as confirmation.  The New York number has crossed 

the 30 threshold, which has been a signal of recession in the past with no false positives.  And, 

even rate cuts haven’t prevented recession once the 30 threshold has been crossed.  At the same 

time, we have not seen confirming data in the national accounts (GDP) data.  Thus, recession 

may be in the cards, although the risk isn’t imminent; the downturn may still be two years away 

and it is possible it could be avoided.  After all, every cycle is unique. 
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This chart shows the dilemma for equity investors.  In this chart we examine the average total 

return for the S&P 500 on a yearly basis, with the data indexed to the first rate cut, a year in 

advance of the cut and two years subsequent.  The data shows that equities tend to perform very 

well if recession is avoided, roughly earning 20% in the first year after the cut and nearly 50% 

over two years.  However, if a recession occurs, declines in excess of 20% are possible.   

 

Although the NY Fed’s indicator has a strong track record, each business cycle is different, and it 

is possible that a recession can be avoided.  This analysis does suggest caution, although most 

safety assets have performed very well already, thus it may be too soon to fully de-risk 

portfolios.  In the immediate term, however, there is little cause to exit the equity markets, but 

vigilance is clearly necessary.   

  

   

 
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 7/16/2019 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 7/16/2019 close) 
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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 
 

July 11, 2019  

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P/
E

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

P/E as of 7/11/2019 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, up 0.1x from last week.  The rising stock 

market has led to the multiple expansion. 

 

 
 
 
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. 


