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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: June 5, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 1.8% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 1.0% 

from its prior close.  Chinese markets were higher, with the Shanghai Composite up 0.4% from 

the prior close and the Shenzhen Composite up 0.2%.  U.S. equity index futures are signaling a 

flat open. 

 

Our newest podcast episode, “The Long-Term Effects of COVID-19,” is available.  In this 

episode, we discuss how the COVID-19 pandemic will likely accelerate the reversal of the 

equality/efficiency cycle toward equality.  

 

Good morning and happy employment Friday!  We go into the details below, but the quick 

snapshot is that the numbers are much better than forecast and mostly confirm the ADP data 

from earlier in the week that was stronger than expected.  Global equities are mostly higher this 

morning as optimism over economic reopening and policy support continues.  China remains in 

the news.  As usual, we update what we know about COVID-19.  There was an Iranian prisoner 

swap.  This week’s Asset Allocation Weekly (AAW) is posted; this week’s report shows how the 

equity markets recover before the peak in unemployment.  Onward! 

 

China:   

• Although details are lacking, China is apparently considering a $28 billion backstop to 

the banking system.   

• Despite the ban on demonstrations, protestors in Hong Kong defied their government and 

turned out in force to remember the Tiananmen Square anniversary. 

• The Xi regime is apparently concluding that the costs of seeing the West isolate Hong 

Kong is worth bringing it under control.  This decision suggests Beijing may have been 

worried that its major cities might push for similar democratic measures if Hong Kong 

retained its degree of independence.  Given how much this move will likely cost China, 

either the government is underestimating how much it will cost or the government was 

very worried about Hong Kong’s defiance.  We suspect the latter is the case. 

o According to reports, the White House isn’t considering direct sanctions on 

President Xi over Hong Kong. 

o China is clearly making an attempt to separate the EU from the U.S. through trade 

and investment.  Although the U.K. has been remarkably aggressive in opposing 

Beijing’s policy changes in Hong Kong, the EU has been reluctant to criticize.   

 

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.wsj.com/articles/global-stock-markets-dow-update-06-05-2020-11591331442?shareToken=st82956fc0891d428da61939be3f37a0d1
https://www.wsj.com/articles/global-stock-markets-dow-update-06-05-2020-11591331442?shareToken=st82956fc0891d428da61939be3f37a0d1
https://www.nytimes.com/2020/06/05/world/coronavirus-updates.html
https://www.cnn.com/2020/06/04/asia/hong-kong-tiananmen-square-vigil-intl-hnk/index.html#:~:text=Hong%20Kong%20(CNN)%20Thousands%20of,of%20the%20Tiananmen%20Square%20massacre.
https://nyti.ms/2Y1SHfl
https://nyti.ms/2A06aMx
https://nyti.ms/2A06aMx
https://www.reuters.com/article/us-hongkong-protests-usa-trump-idUSKBN23A3FM
https://www.reuters.com/article/us-hongkong-protests-usa-trump-idUSKBN23A3FM
https://www.scmp.com/news/china/diplomacy/article/3087579/china-needs-win-over-europe-after-loss-trust-and-impact-us?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3087579
https://www.scmp.com/news/china/diplomacy/article/3087579/china-needs-win-over-europe-after-loss-trust-and-impact-us?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3087579
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• Secretary of State Pompeo praised NASDAQ (NDAQ, 117.93) rules on Chinese-listed 

companies, calling them a “model” for the rest of the world. 

• Facebook (FB, 226.29) is putting labels on state-controlled media pages, essentially 

putting a warning on feeds from such sources.   

• Recent data from the Peterson Institute makes it abundantly clear that China is nowhere 

close to meeting its Phase 1 commitments.  We believe that it is just a matter of time 

before the administration concludes that China is failing on the deal; it remains to be seen 

what reaction will occur.  However, as we have always said, watch USTR Lighthizer; if 

he leaves, it would suggest he believes the administration won’t follow through on 

changing the trade relationship with China. 
 

Foreign news:   

• The U.S. and Iran engineered a prisoner swap.  Iran released Michael White, a Navy 

veteran who had been detained while visiting Iran.  The U.S. deported Sirous Asgari, a 

scientist who was detained on charges of violating U.S. sanctions.  Although relations 

between Iran and the U.S. remain tense, the fact that this swap occurred does suggest 

backchannel contacts are operable. 

• One of our concerns with any administration is the problem of bandwidth.  A government 

can find itself under great strain due to multiple simultaneous problems.  That is what the 

Trump administration is facing currently.  The deteriorating relations with China, trade 

issues with the EU, civil unrest at home, the pandemic—it’s a lot happening in real time.  

It is under conditions of stress that foreign nations try to take advantage of the distraction 

in Washington.  We note that recently Iran and Venezuela jointly violated U.S. sanctions; 

so far, neither has seen any retaliation.  Expect more problems to develop in the coming 

weeks.  We are watching North Korea and Russia to see if they try to take advantage of 

the situation.   

• A major diesel fuel spill has occurred in Siberia.   

• When political systems fracture, fringe groups emerge.  The latest in Italy is dubbed the 

“orange jackets,” a movement with overtures to France’s “yellow jackets.”  This new 

movement is so extremely populist that the League party won’t affiliate with it.  

Although sympathizers with such political extremes always exist, it is during periods of 

turmoil that they can coalesce into political movements. 
 

COVID-19:  The number of reported cases is 6,658,334 with 391,588 deaths and 2,886,183 

recoveries.  In the U.S., there are 1,872,334 confirmed cases with 108,211 deaths and 485,002 

recoveries.  For those who like to keep score at home, the FT has created a nifty interactive chart 

that allows one to compare cases between countries, scaled by various variables. 
 

Policy news: 

• The expanded unemployment benefits of $600 per week expire at the end of July.  There 

is a debate on whether they should be extended.  The Congressional Budget Office has 

weighed in on the debate.  Its research suggests that over 80% of recipients would get 

more in benefits than they would earn working and that extending the benefits would 

likely lead to lower growth this year.  However, not extending the benefits will lead to 

https://www.reuters.com/article/us-usa-china-pompeo-stocks-exclusive/exclusive-pompeo-to-urge-stock-exchanges-globally-to-tighten-rules-for-chinese-companies-idUSKBN23B2UC
https://www.politico.eu/article/facebook-state-controlled-media-russia-china/
https://www.piie.com/research/piie-charts/us-china-phase-one-tracker-chinas-purchases-us-goods
https://www.washingtonpost.com/national-security/iran-releases-us-navy-veteran-held-for-two-years/2020/06/04/3d9bb1c6-a671-11ea-b619-3f9133bbb482_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/irans-zarif-says-iranian-scientist-deported-from-us/2020/06/02/e32f6684-a4d0-11ea-898e-b21b9a83f792_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2TVS7P5
https://nyti.ms/2TVS7P5
https://www.ft.com/content/4cf1a2d4-28d8-4280-b186-3abd63907556?emailId=5ed9b5ebf1b3d60004d2a3a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/3eSZO0v
https://www.politico.eu/article/italys-orange-jackets-want-power-to-the-people/?utm_source=POLITICO.EU&utm_campaign=7cdb08e1f6-EMAIL_CAMPAIGN_2020_06_05_04_49&utm_medium=email&utm_term=0_10959edeb5-7cdb08e1f6-190334489
https://www.ft.com/content/20798ad5-8b26-34c6-9e8b-e0f6036f9dbc?emailId=5ed9b5ebf1b3d60004d2a3a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=gbr&areas=usa&areas=bra&areas=swe&areas=mex&areasRegional=usny&areasRegional=usnj&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.cbo.gov/system/files/2020-06/56387-CBO-Grassley-Letter.pdf
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lower growth and employment in 2021, most likely because the growth and employment 

occurred in 2020.  Our read on the report likely means the expanded benefits probably 

won’t be extended.   

• Chile is asking the Fed to extend swap lines to the country and is asking the PBOC to 

increase the swap line with China.   
 

Economy news:   

• As we have been noting, the next area where we expect support to be provided is 

commercial real estate.  Businesses are not paying their rent and some landlords are 

taking legal action.  The uptick in business bankruptcies suggests that property owners 

are likely to see continued declines in rent payments and there is a chance this could 

cascade into lower property values and commercial mortgage defaults. 

• OPEC has agreed to meet and will likely extend production cuts at least another month.  

Oil prices rose on the news.   

 

U.S. Economic Releases 
 

The job report was much stronger than many anticipated as unemployment unexpectedly 

dropped and the payrolls added a record number of jobs for a given month.  This is likely a 

signal that the economy is on track to rebound in the upcoming quarter. 
 

In May, the nonfarm payrolls rose by 2.502 million compared to expectations of a 7.5 million 

decline.  The prior report was revised from a drop of 20.537 million to a decrease of 20.687 

million.  The change in private payrolls came in at 3.094 million compared to expectations of a 

6.750 million decline.  The prior report was revised downward from a drop of 19.557 million to a 

drop of 19.724 million.  The payrolls for manufacturing rose 0.225 million compared to 

expectations of a 0.400 million decline. 
 

 
 

https://www.elmostrador.cl/dia/2020/06/03/chile-busca-nuevas-lineas-de-financiacion-en-bancos-centrales-de-eeuu-y-china/
https://www.washingtonpost.com/business/2020/06/03/next-big-problem-businesses-cant-or-wont-pay-their-rent-its-setting-off-dangerous-chain-reaction/
https://therealdeal.com/2020/06/03/simon-property-group-sues-gap-for-66m-in-unpaid-rent/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://therealdeal.com/2020/06/03/simon-property-group-sues-gap-for-66m-in-unpaid-rent/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/u-s-business-bankruptcies-rose-48-in-may-11591308842?shareToken=st33cf7130c92e414f8573de223cc5a1ac
https://www.cnn.com/2020/06/05/investing/premarket-stocks-trading/index.html
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The chart above shows the annual change in payroll numbers.  Following a month of record job 

losses, May saw a record number of job gains.  The construction and the leisure and hospitality 

sectors saw the steepest rise in jobs, expanding 7% and 14%, respectively.  
 

The unemployment rate fell from 14.7% in the previous month to 13.3% in May, beating 

expectations of 19.0%.  The labor force participation rate increased from 60.2% to 60.8%, while 

the underemployment rate fell from 22.8% to 21.2%. 
 

 
 

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

that combining the two indicators will give us an idea about the level of slack in the labor 

market.  The unemployment rate fell by 1.4%, while the employment/population ratio rose by 

1.5%, rising 51.3% to 52.8%. 

The injection of new workers into the labor force weighed on earnings.  The average hourly 

earnings fell 1.0% from the prior month compared to expectations of a rise of 1.0%.  Meanwhile, 

weekly hours worked rose from 34.3 to 34.7. 
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The chart above shows the yearly change in hourly earnings for nonsupervisory and production 

workers.  Hourly earnings for nonsupervisory workers rose 6.75% from the prior year. 
 

The decline in the yearly change in wage growth is actually good news.  The chart below shows 

non-supervisory and production worker wage growth and the unemployment rate.  The only 

recession in history where wages and the unemployment rate rose was in 1973 when unions had 

cost of living clauses that lifted wages as inflation rose.  What we are seeing now is 

unprecedented and indicates the bifurcation of the labor force.  Higher paid workers have been 

able to stay employed by working at home, while lesser paid workers were off the job.  This led 

to a spike in wage growth.  Falling wage growth, paradoxically, suggests those lower paid 

workers are going back to work and is good news. 
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The other interesting item is that all age brackets, except those over 65, saw a rise in 

participation. 
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This decline is almost certaintly tied to the pandemic, which tends to be more fatal for the 

elderly.  One major change from the pandemic may be the end of the steady rise of older worker 

participation. 
 

In summary, the employment report is a strong signal about the state of the U.S. economy and 

will likely mean that the Fed, for now, does not need to intervene, although we would note that 

most of the Fed’s unconventional policies are designed to provide financial market liquidity and 

will likely stay in place.  This report could also put an additional hurdle in the next round of 

stimulus as senators still try to work out the details.  At the same time, we caution that 

employment data is subject to major revisions and we could see a less rosy picture when the data 

is looked at again in July and August.  Nevertheless, it is important to note just how much 

expectations have been adjusted; when was the last time we celebrated an unemployment rate of 

13.3%?   
 

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

EDT Indicator Expected Prior Rating

15:00 Consumer Credit m/m Apr -$20 Bil -$12 Bil ***

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

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 Household Spending m/m Apr -11.1% -6.0% -12.8% ** Equity and bond neutral

Official Reserve Assets m/m May $1.378 Tril $1.369 Tril ** Equity and bond neutral

Leading Indicators m/m Apr 76.2 84.7 76.3 ** Equity and bond neutral

Coincident Index m/m Apr 81.5 90.2 82.7 ** Equity and bond neutral

Australia AiG Performance of Services Index m/m May 31.6 27.1 ** Equity and bond neutral

Foreign Reserves m/m May A$60.8 Bil A$63.2 Bil ** Equity and bond neutral

Europe

Germany Factory Orders m/m Apr -25.8% -15.6% -19.9% *** Equity bearish, bond bullish

Italy Retail Sales m/m Apr -10.5% -20.5% -20.0% ** Equity and bond neutral

UK GfK Consumer Confidence m/m May -36 -34 -34 *** Equity and bond neutral

Switzerland Foreign Currency Reserves m/m May 816.3 Bil 799.9 Bil * Equity and bond neutral

Russia Gold amd Forex Reserves w/w 29-May 563.9 Bil 565.3 Bil * Equity and bond neutral

Money Supply Narrow Def w/w 29-May 12.38 Tril 12.39 Tril * Equity and bond neutral

AMERICAS

Mexico Gross Fixed Investment m/m Mar -11.0% -8.6% -10.5% *** Equity bullish, bond bearish

Vehicle Production m/m May 22119 3722 ** Equity and bond neutral

Vehicle Exports m/m May 15088 27889 ** Equity and bond neutral

Brazil FGV Inflation IGP-DI m/m May 1.07% 0.05% 0.62% *** Equity bearish, bond bullish  
 

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) 33 33 0 Down

3-mo T-bill yield (bps) 14 15 -1 Neutral

TED spread (bps) 19 19 0 Up

U.S. Libor/OIS spread (bps) 6 6 0 Up

10-yr T-note (%) 0.86 0.83 0.03 Neutral

Euribor/OIS spread (bps) -35 -34 -1 Neutral

EUR/USD 3-mo swap (bps) 12 12 0 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Down Up

pound Up Down

franc Flat Up

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% -0.500% On forecast   
 

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 $41.21 $39.99 3.05% Possible Production Cuts

WTI $38.31 $37.41 2.41%

Natural Gas $1.83 $1.82 0.33%

Crack Spread $10.37 $9.78 6.06%

12-mo strip crack $10.34 $9.89 4.52%

Ethanol rack $1.39 $1.38 0.61%

Gold $1,705.08 $1,714.01 -0.52%

Silver $17.64 $17.71 -0.42%

Copper contract $253.00 $248.95 1.63%

Corn contract 330.00$       329.00$       0.30%

Wheat contract 525.75$       523.75$       0.38%

Soybeans contract 870.25$       867.75$       0.29%

Baltic Dry Freight 632 592 40

Actual Expected Difference

Crude (mb) -2.1 3.0 -5.1

Gasoline (mb) 2.8 -0.4 3.1

Distillates (mb) 9.9 3.2 6.8

Refinery run rates (%) 0.50% 0.88% -0.38%

Natural gas (bcf) 102.0 109.0 -7.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with warm conditions expected in the Southwest and Rocky Mountain regions.  Precipitation is 

expected in most of the East Coast and states along the northwest coast, with dry conditions 

expected for the rest of the country.  Tropical Storm Cristobal has been downgraded to a 

Tropical Depression but is expected to move north across the Gulf of Mexico and will possibly 

touch down along the U.S. Gulf Coast as a tropical storm.
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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. 
 

June 5, 2020 
 

Last week, we discussed how equity markets, because of their anticipatory nature, tend to bottom 

in advance of the end of recessions.  Assuming that condition continues, if our expectations for a 

short recession (but probably a long recovery) are correct, it would make sense that the equity 

market would have already bottomed.  That historical pattern, coupled with extraordinarily 

supportive monetary policy, is supporting equity values.   

 

The view of the economy for most Americans is the job market.  In general, the common belief 

is that a good economy is one with a good job market.  Economists tend to take a broader view 

and assume that the economy is more than just jobs.  And so, when overall economic activity 

recovers, recessions are declared over.  However, there are numerous cases where the economy 

and equity markets are doing fine, while the labor markets are still sluggish. 
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This chart shows the S&P 500 with the unemployment rate.  We have placed black vertical lines 

at the trough of the equity index (using S&P 500 monthly averages) and a red line at the peak of 

unemployment.  Here is a table of the results. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This table shows that equities trough about seven months before the peak of the unemployment 

rate.  Thus, if the unemployment rate has peaked the turn in equity markets seen in recent weeks 

would be consistent with that pattern.  The full recovery in the labor markets will take much 

longer, but we do expect labor market conditions will steadily improve.  

 

 

 
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.  

EQUITY U=3

RECESSION TROUGH PEAK MONTHS

1948-49 6/1/1949 10/1/1949 4

1953-54 9/1/1953 8/1/1954 11

1957-58 12/1/1957 7/1/1958 8

1960-61 10/1/1960 5/1/1961 7

1970 6/1/1970 12/1/1970 6

1973-75 12/1/1974 5/1/1975 6

1980 4/1/1980 7/1/1980 3

1981-82 7/1/1982 12/1/1982 5

1990-91 10/1/1990 6/1/1992 20

2001 2/1/2003 6/1/2003 4

2007-09 3/1/2009 10/1/2009 7

2020

AVERAGE 7
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Data Section 
 

U.S. Equity Markets – (as of 6/4/2020 close)  
 

-40.0% -20.0% 0.0% 20.0%
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Industrials

Utilities
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Materials
S&P 500
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Real Estate

Technology

Healthcare
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Consumer Discretionary

Consumer Staples

S&P 500

Energy

Materials

Industrials

Financials

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 6/4/2020 close) 

 

-30.0% -20.0% -10.0% 0.0% 10.0% 20.0%

Commodities

Small Cap

Emerging Markets ($)

Real Estate

Mid Cap

Foreign Developed ($)

Foreign Developed (local currency)

Emerging Markets (local currency)

Large Cap

US High Yield

Cash

US Corporate Bond

US Government Bond
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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Based on our methodology,1 the current P/E is 23.4x, up 0.3x from last week.  Rising index 

values and falling earnings expectations for Q2 caused 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. 

 

 
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 three actual quarters (Q3, Q4 and Q1) and one estimate (Q2). 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. 


