
 

 

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

www.confluenceinvestment.com 

 1 

 
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 29, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

0.3% from its prior close.  Chinese markets were higher, with the Shanghai Composite up 2.1% 

from the prior close and the Shenzhen Composite up 2.9%.  U.S. equity index futures are 

signaling a higher open.  With 162 companies having reported, the S&P 500 Q2 earnings stand at 

$24.30, higher than the $23.72 forecast for the quarter.  The forecast reflects a 43.8% decrease 

from Q2 2019 earnings.  Thus far this quarter, 81.5% of the companies have reported earnings 

above forecast, while 16.0% have reported earnings below forecast.   
 

Investors today are hoping for more clarity on future monetary policy after the Federal Reserve 

finishes its latest policy meeting.  Also in Washington, top tech firm executives are being grilled 

remotely by a House antitrust committee regarding the market dominance of their online 

platforms.  Finally, we note signs that both the EU and Japan may be swinging toward the U.S. 

administration’s “Tough on China” policy, which could have a significant impact on global stock 

markets in the coming years.  After reviewing the latest coronavirus news, we examine these 

developments and others below. 

 

COVID-19:  Official data show confirmed cases have risen to 16,762,605 worldwide, with 

661,012 deaths and 9,771,236 recoveries.  In the United States, confirmed cases rose to 

4,352,304, with 149,260 deaths and 1,355,363 recoveries.  Here is the interactive chart from the 

Financial Times that allows you to compare cases and deaths among countries, scaled by 

population. 

 

Virology 

• Pfizer, Inc. (PFE, 39.02) said it expects global demand for coronavirus vaccines, 

including the one it’s developing, to last at least into 2022, while booster shots may be 

needed annually or every few years if the new virus becomes a seasonal or long-term 

health concern.  Although the multiple vaccines under development have helped convince 

many investors that the disease is likely to be brought under control eventually, the long 

time frame mentioned by Pfizer is a reminder that getting the world’s population 

vaccinated will likely be a long, drawn-out affair. 

• Echoing the likely need for future booster shots, the chairwoman of the British 

government’s vaccine task force has warned that scientists are unlikely to develop a 

“silver bullet” vaccine that provides lifetime immunity against COVID-19.  According to 
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the chairwoman, it’s more likely that scientists will only be able to develop a vaccine that 

provides one year of immunity or one that only mitigates the symptoms of the virus. 

• Tech companies and medical researchers are reportedly investigating whether wearable 

devices can spot COVID-19 and function as a personal early-detection system to contain 

the virus.  The systems under investigation would collect wearable sensor data from both 

healthy people and those afflicted by the disease, compare and look for patterns in the 

data, and then create artificial intelligence that could alert others whose data patterns 

point to a possible infection. 

• Meanwhile, against a plateauing of total new confirmed cases in the U.S., many states 

and some other foreign countries continue to see a resurgence in infections after recently 

easing their lockdowns and as people tire of mask wearing and social distancing.  In 

Europe, public health officials are sounding the alarm over rebounding cases in Spain, 

Germany, eastern Europe, and the Balkans. 

o The U.K. has imposed quarantine on people returning from Spain, while Germany 

and France have ordered mandatory testing for travelers from high-risk areas. 

o Belgium moved on Monday to toughen social distancing and urge teleworking 

after a spike around the city of Antwerp, where a curfew has been imposed. 

• Illustrating the extensive spread of the coronavirus in many large, resource-poor 

developing countries, a study has found that more than half of residents in several of 

Mumbai’s slums may have been infected.  The study suggests the spread of the virus in 

India could be far greater than previously thought. 

• Separately, after Maltese officials succumbed to outside political pressure and rescued 

almost 100 immigrants adrift in the Mediterranean Sea, tests showed 65 of the migrants 

were infected with the coronavirus.  Not only will that number raise the risk of a 

significant epidemic within Malta’s small population, but it threatens to rekindle the 

European migration crisis and again empower right-wing populists throughout the EU. 

• Illustrating the threat of disinformation regarding the pandemic, U.S. officials have 

identified three English-language websites that they say Russian intelligence services are 

using to spread disinformation about the coronavirus and complicate the U.S. struggle to 

contain the outbreak. 

U.S. Policy Response 

• The Federal Reserve will wrap up its latest policy meeting today, but there is little 

expectation that it will announce any significant change in monetary policy.  Rather, 

speculation centers on what clues may be offered in the post-meeting statement or Chair 

Powell’s press conference regarding additional monetary stimulus in the future.  We note 

that yesterday the Fed extended all seven of its emergency coronavirus lending programs 

that had been set to expire in September.  That brings to eight the programs that will last 

through December, while one is set to expire at the end of next March. 

• As congressional leaders prepare to negotiate over the next round of virus relief spending, 

much of the debate is focusing on the supplemental federal unemployment benefit of 

$600 per week and the extent that it may be discouraging employees from going back to 

work.  Although many business owners say the benefit is making it unattractive for 

workers to go back to their jobs, some economists say the data shows that workers with 

https://www.wsj.com/articles/could-you-have-covid-19-soon-your-smartwatch-or-smart-ring-might-tell-you-11595949072?mod=hp_lead_pos5
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https://www.wsj.com/articles/could-you-have-covid-19-soon-your-smartwatch-or-smart-ring-might-tell-you-11595949072?mod=hp_lead_pos5
https://www.wsj.com/articles/coronavirus-latest-news-07-29-2020-11596011647?tesla=y
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https://www.ft.com/content/5cfb2253-40ec-4ef3-9c1a-94b8a7bf2307
https://www.ft.com/content/5cfb2253-40ec-4ef3-9c1a-94b8a7bf2307
https://in.reuters.com/article/europe-migrants-malta/malta-rescues-95-migrants-from-sinking-dinghy-idINKCN24T1R7?utm_source=POLITICO.EU&utm_campaign=ba1c946bbf-EMAIL_CAMPAIGN_2020_07_29_05_06&utm_medium=email&utm_term=0_10959edeb5-ba1c946bbf-190480045
https://in.reuters.com/article/europe-migrants-malta/malta-rescues-95-migrants-from-sinking-dinghy-idINKCN24T1R7?utm_source=POLITICO.EU&utm_campaign=ba1c946bbf-EMAIL_CAMPAIGN_2020_07_29_05_06&utm_medium=email&utm_term=0_10959edeb5-ba1c946bbf-190480045
https://www.rferl.org/a/russia-election-us-coronavirus-disinformation/30754370.html
https://www.rferl.org/a/russia-election-us-coronavirus-disinformation/30754370.html
https://www.rferl.org/a/russia-election-us-coronavirus-disinformation/30754370.html
https://www.wsj.com/articles/fed-meeting-to-deliberate-on-how-when-to-roll-out-policy-details-11596015001?mod=hp_lead_pos6
https://www.wsj.com/articles/fed-extends-lending-programs-through-dec-31-11595943188
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https://www.wsj.com/articles/is-600-a-week-in-extra-unemployment-aid-deterring-people-from-seeking-work-11596015000?mod=hp_lead_pos5
https://www.wsj.com/articles/is-600-a-week-in-extra-unemployment-aid-deterring-people-from-seeking-work-11596015000?mod=hp_lead_pos5
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more generous jobless benefits didn’t experience larger employment declines when the 

benefits took effect and that they have returned to their previous jobs at similar rates as 

others. 

• In a sign of how the coronavirus crisis is playing into major economic trends that existed 

even before the pandemic hit, Eastman Kodak (KODK, 7.94) won a $765 million 

government loan under the Defense Production Act to help it develop U.S. production 

capacity for “active pharmaceutical ingredients” and other pharmaceutical chemicals.  

The goal of the loan, which is meant to leverage Kodak’s century-old expertise in 

chemicals, is to reduce U.S. dependency on ingredients from China and other countries.  

Similar moves to bring home pharmaceutical and medical equipment production are also 

being seen in Europe, especially in France. 

European Union-China:  The EU announced it will impose sanctions on China over the new 

security law it has imposed on Hong Kong.  The sanctions include limiting exports of equipment 

that China could use for repression and reassessing extradition arrangements with Beijing.  The 

move is notable because EU governments have sometimes been reluctant to put their Chinese 

export markets at risk.  If EU governments are now becoming more convinced of China’s 

geopolitical, military, and economic threats, they may eventually adopt a “Tough on China” 

policy like the one developing in the U.S.  If such a conflict arises between the broader West and 

China, new anti-China capital regulations and other measures could be especially negative for 

Chinese assets. 
 

Japan-China:  Adding to the evidence that the developed democracies could be coalescing 

around a “Tough on China” policy, China hawks in Japan also appear to be gaining influence 

and are pushing Prime Minister Abe to take a harder line on Beijing. 
 

China-Hong Kong:  Prominent pro-democracy campaigner Benny Tai was fired from his job as 

an associate law professor at the University of Hong Kong based on his participation in a 2014 

protest.  The move illustrates how academic freedoms in the city are becoming constricted as 

China asserts its authority.  Separately, Hong Kong officials drew a rebuke from the U.S., the 

U.K., and Australia after they said they may postpone their September legislative elections for up 

to one year due to the city’s recent rebound in coronavirus cases.   
 

United States:  The chief executives of several major U.S. technology firms including 

Amazon.com (AMZN, 3,000.33), Apple (AAPL, 373.01), Facebook (FB, 230.12), and Google 

(GOOG, 1,500.34) are being hauled before the House Antitrust Subcommittee today to be grilled 

on the market dominance of their online platforms.  With politicians across the political spectrum 

signaling their displeasure with the companies, for various reasons, there is a risk that tough 

questioning of the CEOs could spook investors in the tech sector. 
 

United States:  Presumptive Democratic nominee for president Joe Biden issued a plan to tackle 

racial inequality that would include pushing the Federal Reserve to monitor and target gaps in 

employment, wage rates, and wealth.  The proposal would “require the Fed to regularly report on 

current data and trends in racial economic gaps—and what actions the Fed is taking through its 

monetary and regulatory policies to close these gaps.”  However, the plan stops short of calling 

for the Fed to directly target the unemployment rates of Black and Hispanic communities, 

https://www.wsj.com/articles/kodak-lands-765-million-u-s-loan-in-start-of-medical-supply-chain-fix-11595930400?mod=hp_lead_pos3
https://www.wsj.com/articles/kodak-lands-765-million-u-s-loan-in-start-of-medical-supply-chain-fix-11595930400?mod=hp_lead_pos3
https://www.wsj.com/articles/kodak-lands-765-million-u-s-loan-in-start-of-medical-supply-chain-fix-11595930400?mod=hp_lead_pos3
https://www.ft.com/content/80a4836b-ca25-48e0-996d-458186e968dc
https://www.ft.com/content/80a4836b-ca25-48e0-996d-458186e968dc
https://www.wsj.com/articles/eu-countries-sanction-china-over-hong-kong-security-law-11595957097
https://www.wsj.com/articles/eu-countries-sanction-china-over-hong-kong-security-law-11595957097
https://www.japantimes.co.jp/news/2020/07/29/national/politics-diplomacy/china-hawks-ldp-lawmakers/
https://www.wsj.com/articles/hong-kong-university-fires-democracy-advocate-as-china-clamps-down-11595954251
https://www.wsj.com/articles/hong-kong-university-fires-democracy-advocate-as-china-clamps-down-11595954251
https://www.wsj.com/articles/hong-kong-university-fires-democracy-advocate-as-china-clamps-down-11595954251
https://www.japantimes.co.jp/news/2020/07/29/asia-pacific/us-uk-hong-kong-election-delay/
https://www.japantimes.co.jp/news/2020/07/29/asia-pacific/us-uk-hong-kong-election-delay/
https://www.wsj.com/articles/big-tech-to-appear-before-congress-on-wednesday-11595962801
https://www.ft.com/content/77a1c19b-efe3-4e8f-8684-6d06948add0b
https://www.ft.com/content/77a1c19b-efe3-4e8f-8684-6d06948add0b
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instead of the U.S. average, as has been backed by some economists (including Jared Bernstein, 

one of Biden’s economic advisers while he served as vice president). 
 

U.S. Economic Releases  
 

For the week ending July 24, mortgage applications fell 0.8% from the prior week, according to 

the Mortgage Bankers Association.  Applications for home purchases and refinancing fell 1.5% 

and 0.4%, respectively.  Meanwhile, the average 30-year fixed rate mortgage remained 

unchanged at 3.2%. 
 

In June, the trade deficit in goods narrowed unexpectedly from $75.3B to $70.6B.  This month’s 

report came in below expectations of a rise of $75.4B, largely due to the rise in exports 

outweighing the rise in imports. 
 

 
 

The chart above shows the trade balance in goods.  The rise in exports is likely the result of a 

weaker dollar making U.S. exports more competitive. 
 

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

EDT Indicator Expected Prior Rating

10:00 Pending Home Sales m/m Jun 15.0% 44.2% **

10:00 Pending Home Sales y/y Jun 2.2% -10.4% **

Speaker or event

13:00 FOMC Rate Decision

District or position

Federal Reserve Board

Fed Speakers or Events

Economic Releases

 
 

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 
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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 CPI y/y 2Q -0.3% 2.2% -0.5% *** Equity and bond neutral

Europe

Germany Import Price Index m/m Jun 0.6% 0.3% 0.5% ** Equity and bond neutral

France Consumer Confidence m/m Jul 94.0 97.0 99.0 *** Equity bearish, bond bullish

Italy PPI m/m Jun 0.7% -0.3% ** Equity bearish, bond bullish

Hourly Wages m/m Jun 0.1% 0.1% ** Equity and bond neutral

UK Net Consumer Credit m/m Jun -0.1b -4.6b -2.0b ** Equity bullish, bond bearish

Net Lending Sec. on Dwellings m/m Jun 1.9b 1.2b 1.5b ** Equity bullish, bond bearish

Mortgage Approvals m/m Jun 40.0k 9.3k 35.0k ** Equity bullish, bond bearish

Money Supply M4 m/m Jun 1.0% 2.0% ** Equity bullish, bond bearish

Switzerland Credit Suisse Survey Expectations m/m Jul 42.4 48.7 ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 24-Jul $192.292b $191.468b * Equity and bond neutral

Brazil Current Account Balance m/m Jun $2235m $1326m $3800m ** Equity and bond neutral

Foreign Direct Investment m/m Jun $4754m $2552m $3500m ** Equity and bond neutral

Formal Job Creation Total m/m Jun -10984 -331901 -220000 *** 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) 27 25 2 Down

3-mo T-bill yield (bps) 10 10 0 Neutral

TED spread (bps) 17 14 3 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 0.59 0.58 0.01 Neutral

Euribor/OIS spread (bps) -45 -46 1 Neutral

EUR/USD 3-mo swap (bps) 5 6 -1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Down Up

pound Up Down

franc Flat Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 0.250% 0.250% On forecast

FOMC Rate Decision (Lower Bound) 0.000% 0.000% On forecast

Interest Rate on Excess Reserves 0.100% 0.100% On forecast   
 

 



 

 

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

www.confluenceinvestment.com 

 6 

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 $43.81 $43.22 1.37% Bullish API report

WTI $41.51 $41.04 1.15%

Natural Gas $1.79 $1.80 -0.67%

Crack Spread $10.79 $10.73 0.59%

12-mo strip crack $10.48 $10.35 1.22%

Ethanol rack $1.49 $1.48 0.02%

Gold $1,955.31 $1,958.43 -0.16%

Silver $24.26 $24.40 -0.57%

Copper contract $292.45 $291.75 0.24%

Corn contract 329.75$       330.00$       -0.08%

Wheat contract 530.25$       523.50$       1.29%

Soybeans contract 887.00$       887.50$       -0.06%

Baltic Dry Freight 1264 1293 -29

Actual Expected Difference

Crude (mb) 1.0

Gasoline (mb) -2.0

Distillates (mb) 1.0

Refinery run rates (%) 0.45%

Natural gas (bcf) 23.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country, 

with cooler temps in the Midwest and Mid-Atlantic regions.  Wet conditions are expected 

throughout the East Coast.  There is some cyclone formation north of the Leeward Islands.  It is 

highly probable the cyclone will develop into a tropical storm within the next five days, but it is 

unlikely to make its way into the Gulf of Mexico. 
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Asset Allocation Weekly 
 

Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis. We report asset allocation thoughts on a weekly basis, updating this 

section every Friday. Note that this report is also offered as a separate document on our website. 
 

July 24, 2020 
 

In the Federal Reserve’s 107-year history, it has used a number of different methods to manage 

monetary policy.  In its early years, it relied on the discount rate and reserve requirement 

adjustments as policy tools.  During WWII, it managed the yield curve to a specific interest rate 

to support Treasury borrowing to fund the war effort.  In the early 1950s, monetary policy 

became independent of government borrowing.  From this period into the late 1970s, the Fed 

managed monetary policy by setting a target rate for fed funds.  Chair Volcker moved to target 

the money supply in a bid to bring down inflation; monetary targeting ended by 1987.  From 

1987 until 2008, the primary tool of monetary policy was the fed funds policy rate.  If the 

banking system was oversupplied with reserves, the fed funds rate would decline below target.  

The Fed would engage in open market operations to reduce the level of reserves to lift the 

effective fed funds rate.  Under conditions of an undersupplied market, banks would be bidding 

up rates to acquire reserves; the Fed would inject money into the banking system to prevent the 

effective fed funds rate from overshooting the target rate.  During the Great Financial Crisis, the 

U.S. central bank flooded the banking system with reserves to ensure ample liquidity; this action 

led to a massive level of bank reserves rendering the traditional fed funds rate management 

impossible.   The level of reserves would have anchored the fed funds rate at zero.  To allow for 

rate flexibility, the Fed began paying interest on reserves. 
 

In March, when the pandemic triggered financial stress, the FOMC responded quickly.  Not only 

were rates cut but the Fed announced a series of actions designed to provide liquidity to various 

parts of the financial system.  In an unprecedented step, the central bank bought corporate bonds, 

including some that were below investment grade.  It purchased municipal bonds.  It also offered 

broad support for money markets and commercial paper.  And, it increased and broadened swap 

lines with foreign central banks to provide global dollar liquidity.  All these actions led to a 

massive rise in the Fed’s balance sheet. 
 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This chart shows the Federal Reserve’s balance sheet relative to nominal GDP.  Note that the 

current level of the balance sheet is at all-time highs. 
 

Recently, the Fed’s balance sheet has contracted; this change has raised concerns that the central 

bank may be withdrawing stimulus which would be bearish for the economy and financial 

markets. 
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This fear is misplaced, but understandable.  This chart shows the balance sheet along with the 

Chicago FRB’s National Financial Conditions Index.  A rising index number indicates increasing 

financial system stress.  We have shaded three periods of quantitative easing.  It is notable that 

the first two cycles had specific levels of asset purchases.  In other words, a given level of buying 

and a definitive end date was established.  The third cycle was more open ended in time but 

initially fixed in terms of purchases. 
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The recent rise in the balance sheet is less about supporting the economy and more about 

suppressing financial stress.  And so, as the level of stress has declined, the demand for Fed 

support has as well, leading to a decline in the balance sheet.  This isn’t due to the Fed 

withdrawing support; it is, in fact, evidence of the Fed’s success.  It should be noted, however, 

that the facilities remain in place.  If stress rises, the Fed has policies in place to suppress it.   
 

The central bank’s next step will likely be to add accommodation.  In other words, additional 

actions will likely be necessary to encourage economic recovery.  Potential policies might entail 

yield curve control, “QE for people,” or direct payment from the Fed to households.  The 

important point is that one should not mistake the recent decline in the balance sheet as a sign of 

tightening.      
 

 

 

 

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.  

https://www.marketwatch.com/story/feds-brainard-eyeing-weak-recovery-says-new-policy-tools-may-be-needed-2020-07-14
https://www.marketwatch.com/story/feds-brainard-eyeing-weak-recovery-says-new-policy-tools-may-be-needed-2020-07-14
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Data Section 
 

U.S. Equity Markets – (as of 7/28/2020 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. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 7/28/2020 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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Based on our methodology,1 the current P/E is 28.1x, up 0.6x from last week.  The rise in the 

multiple is due to the continued lift in the index and steady earnings forecasts. 

 

 
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. 


