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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 14, 2018—9:30 AM EDT]  Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.3% from the last close.  In Asia, the MSCI Asia Apex 50 

closed down 1.2% from the prior close.  Chinese markets were down, with the Shanghai 

composite down 0.2% and the Shenzhen index down 0.6%.  U.S. equity index futures are 

signaling a higher open.   

 

It’s ECB decision day!  The World Cup also begins today in Russia.  It’s also Flag Day and 

President Trump’s birthday.  The financial markets are trying to figure out if the Fed was 

hawkish or not.  Here is what we are watching today: 

 

ECB: The European Central Bank left rates unchanged, as expected, although did hint that rates 

may begin to rise by the end of summer 2019.  However, the big news is that the bank intends to 

taper its QE by €15 bn starting in October (from €30 bn) and end QE at the end of December.  

Thus, QE in the Eurozone is coming to an end…with caveats.  The word “intends” was not used 

for flourish but reflects the ECB’s position that it expects to taper but does want the flexibility to 

maintain asset purchases.  The markets took the statement as dovish.  The EUR initially rallied 

but fell sharply on the “intends” signal; in fact, the EUR is facing its biggest single-day drop 

since October 2017.  European equities moved from red to green on the dovish take. 

 

During the press conference, President Draghi emphasized that the central bank has “optionality” 

in its decision making, suggesting the path of policy tightening isn’t necessarily inevitable.  At 

the same time, he did note that the vote on today’s policy announcement was unanimous, which 

would suggest support for tightening is reasonably solid.  Overall, the market take on the ECB is 

very dovish. 

 

The Fed: The FOMC, as expected, moved to lift rates 25 bps, with a range of 1.75% to 2.00%.  

Effective fed funds usually trade around the mid-point.  The median dot plot is signaling two 

more hikes this year, although the average is signaling a year-end rate of 2.25%.  The average 

plot shows rates hitting 3.00% next year and peaking around 3.5% in 2020.  The dispersion did 

narrow, suggesting a consensus is developing among the members.   

 

The statement itself was a bit odd.  The “accommodation” language remained but Chair Powell 

indicated in the presser that the FOMC is approaching a neutral rate.  In addition, the phrase 

“warrant further gradual increases in the fed funds rate” was removed.  Equity markets slumped 

on the news (although the banks initially rallied), but the dollar failed to hold early gains and 

precious metals recovered.  In the press conference, Powell downplayed the potential for higher 
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inflation, which probably led to the dollar’s decline.  The other important item was that the chair 

will hold a press conference after every meeting, beginning next year.  This isn’t a big surprise 

but, as we noted yesterday, we see it as an unfortunate development.   

 

Financial markets continue to look for a rate two years from now around 3.10% for fed funds.   
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This chart shows the fed funds target with the implied three-month LIBOR rate, two years 

deferred from the Eurodollar futures market.  In general, the FOMC has tended to raise rates 

until the target moves above the implied LIBOR rates; such events are shown on the chart with 

vertical lines.  The Eurodollar futures are suggesting another 125 bps of tightening over the next 

eight quarters.   

 

The other factor we note in the aftermath of the meeting is that the yield curve is continuing to 

flatten.  The chart below shows the 10-year T-note less the two-year T-note spread.   

 

(Source: Bloomberg) 
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The curve is the flattest it’s been since 2007, just before the recession began.  The fact that the 

10-year yield is rising slower than the two-year does suggest long-duration investors remain 

confident that inflation will remain under control.  The flattening of the curve is a concern as 

inversion is a very reliable signal of recession.  At present, the vast majority of indicators are 

signaling little risk of recession but the continued narrowing of the yield curve could lead the 

FOMC to pause sooner than their comments yesterday would suggest.   

 

Brexit: Pressure on PM May remains high as she tries to weave a path between the “leavers” and 

“remainers” among the Tories.  However, Labour leader Corbyn faced a rebellion in his party 

yesterday.  The action was tied to the vote on an amendment that would have forced the 

government to negotiate staying within the European Economic Area (EEA, or the “Norway 

option).  Corbyn ordered Labour MPs to abstain from the vote.  Corbyn doesn’t like the EEA 

because it would have required the U.K. to abide by EU rules and immigration.  One shadow 

minister1 and five secretaries resigned after Corbyn’s order.  The amendment failed but Corbyn’s 

leadership took a serious hit, which is probably good news for the GBP.   

 

China tariffs: The administration is preparing for $50 bn of new tariffs on China,2 although the 

president hasn’t decided if he wants to delay the action.  So far, the markets are taking the move 

in stride.  Since trade policy does tend to vacillate from initial harsh announcements to a middle 

ground, the financial markets appear to be reacting less, waiting for the final decision.   

 

Energy recap: U.S. crude oil inventories fell 4.1 mb compared to market expectations of a 1.5 

mb draw.   
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This chart shows current crude oil inventories, both over the long term and the last decade.  We 

have added the estimated level of lease stocks to maintain the consistency of the data.  As the 

chart shows, inventories remain historically high but have declined significantly since March 

2017.  We would consider the overhang closed if stocks fall under 400 mb.   

                                                 
1 A shadow minister would take this role if the minority party were in power; thus, there is a shadow exchequer, 
for example.   
2 https://www.wsj.com/articles/u-s-preparing-to-proceed-with-tariffs-on-chinese-goods-1528915167  

https://www.wsj.com/articles/u-s-preparing-to-proceed-with-tariffs-on-chinese-goods-1528915167
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As the seasonal chart below shows, inventories are usually starting their seasonal decline this 

time of year.  This week’s decline is consistent with that pattern.  If the usual seasonal pattern 

plays out, mid-September inventories will be 424 mb. 

 

 
(Source: DOE, CIM) 
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Based on inventories alone, oil prices are overvalued with the fair value price of $63.60.  

Meanwhile, the EUR/WTI model generates a fair value of $62.17.  Together (which is a more 

sound methodology), fair value is $62.23, meaning that current prices are above fair value even 

with the recent pullback.  Although prices remain richly valued, the degree of overvaluation 



 

 

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

www.confluenceinvestment.com 

 5 

improved from last week as the dollar eased modestly and inventories fell.  Falling crude oil 

imports and strong refining activity offset the continued relentless increase in U.S. output.     

 

Meanwhile, Saudi CP Salman and Russian President Putin are meeting during the Saudi/Russian 

opening match at the World Cup.  Russia wants to resume full production.  Much of OPEC 

opposes any Saudi changes3 because they lack the spare capacity to boost output.  OPEC meets 

on June 22-23.   

  

Yemen: Saudi Arabia and the GCC coalition are launching an offensive4 on the port city of 

Hodeida.5  Controlled by Houthi rebels, the port is the main entry point for food and 

humanitarian aid in Houthi-controlled areas.  If Saudi forces are successful in capturing this city, 

it will cut off the Houthis from resources.  At the same time, it would also trigger a humanitarian 

crisis.  Although we don’t expect this offensive to affect oil supplies, it could trigger retaliatory 

missile attacks on Saudi infrastructure.  If successful, oil prices would likely rise. 

 

U.S. Economic Releases 

 

Advance retail sales came in above expectations, rising 0.8% from the prior month compared to 

the forecast of 0.4%.  The prior month’s report was revised upward from 0.3% to 0.4%.  Retail 

sales ex-auto came in above expectations, rising 0.9% from the prior month compared to the 

forecast of 0.5%.  The prior report’s gain was revised upward from 0.3% to 0.4%.  Retail sales 

ex-auto and gas came in above expectations, rising 0.8% from the prior month compared to the 

forecast of 0.4. The retail sales control group came in above expectations, rising 0.5% from the 

prior month compared to the forecast of 0.4%.  The prior month’s report was revised upward 

from 0.3% to 0.6%.   

                                                 
3 https://www.reuters.com/article/us-oil-opec-dissent/iran-other-dissenters-complicate-opec-oil-output-boost-
sources-idUSKBN1J9252  
4 https://www.washingtonpost.com/world/middle_east/saudi-arabia-led-military-coalition-launches-offensive-on-
yemen-port-city-of-hodeida/2018/06/13/eda3cf52-6ef8-11e8-9ab5-
d31a80fd1a05_story.html?utm_term=.40942aeb277a&wpisrc=nl_todayworld&wpmm=1  
5https://www.google.com/maps/place/Al+Hudaydah,+Yemen/@13.8291721,44.2364663,6.5z/data=!4m5!3m4!1s
0x16053be363aba37b:0x7aea559347f1b8a2!8m2!3d14.7909118!4d42.9708838  

https://www.reuters.com/article/us-oil-opec-dissent/iran-other-dissenters-complicate-opec-oil-output-boost-sources-idUSKBN1J9252
https://www.reuters.com/article/us-oil-opec-dissent/iran-other-dissenters-complicate-opec-oil-output-boost-sources-idUSKBN1J9252
https://www.washingtonpost.com/world/middle_east/saudi-arabia-led-military-coalition-launches-offensive-on-yemen-port-city-of-hodeida/2018/06/13/eda3cf52-6ef8-11e8-9ab5-d31a80fd1a05_story.html?utm_term=.40942aeb277a&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/saudi-arabia-led-military-coalition-launches-offensive-on-yemen-port-city-of-hodeida/2018/06/13/eda3cf52-6ef8-11e8-9ab5-d31a80fd1a05_story.html?utm_term=.40942aeb277a&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/saudi-arabia-led-military-coalition-launches-offensive-on-yemen-port-city-of-hodeida/2018/06/13/eda3cf52-6ef8-11e8-9ab5-d31a80fd1a05_story.html?utm_term=.40942aeb277a&wpisrc=nl_todayworld&wpmm=1
https://www.google.com/maps/place/Al+Hudaydah,+Yemen/@13.8291721,44.2364663,6.5z/data=!4m5!3m4!1s0x16053be363aba37b:0x7aea559347f1b8a2!8m2!3d14.7909118!4d42.9708838
https://www.google.com/maps/place/Al+Hudaydah,+Yemen/@13.8291721,44.2364663,6.5z/data=!4m5!3m4!1s0x16053be363aba37b:0x7aea559347f1b8a2!8m2!3d14.7909118!4d42.9708838
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The chart above shows the year-over-year change in retail sales and core retail sales. 

 

The retail numbers are very strong and will likely boost Q2 GDP forecasts for consumption.  

Although the dollar was strengthening on the back of a dovish take on the ECB decision (see 

above), the retail sales numbers also boosted the greenback.  Equities are quietly higher, too. 

 

The import price index came in above expectations, rising 0.6% from the prior month compared 

to the forecast gain of 0.5%.  The prior month’s gain was revised upward from 0.3% to 0.6%.  

The import price index excluding petroleum came in below expectations, rising 0.1% from the 

prior month compared to the forecast rise of 0.2%.  The export price index came in above 

expectations, rising 0.6% from the prior month compared to the forecast rise of 0.3%.   
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The chart above shows the year-over-year change in the import price and export price indexes. 

The import price and export price indexes rose 4.3% and 4.9%, respectively. 

 

Import prices tend to track overall CPI fairly closely. 

 

 
 

At the same time, import prices are sensitive to the dollar. 

 

 
 

As one would expect, a stronger dollar depresses import prices.  As a result, the recent recovery 

in the dollar should dampen import price growth in the coming months.  
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The table below shows the economic releases scheduled for the rest of the day.  

 

EDT Indicator Expected Prior Rating

9:45 Bloomber Consumer Comfort m/m jun 1732k 1741k ***

10:00 Business Inventories m/m apr 54.8 **

Economic Releases

No speakers or events scheduled

Fed speakers or events

 
 

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

China Surveyed Jobless Rate y/y may 4.8% 4.9% *** Equity and bond neutral

Retail Sales y/y apr 8.5% 9.4% 9.6% ** Equity bearish, bond bullish

Industrial Production y/y jun 6.8% 7.0% 7.0% *** Equity bearish, bond bullish

Japan Industrial Production m/m jun 0.5% 0.3% *** Equity and bond neutral

Capacity Utilization m/m may 1.8% 0.5% ** Equity and bond neutral

India Wholesale Prices m/m may 4.4% 4.0% 3.2% ** Equity bullish, bond bearish

Australia Employment Change m/m may 12.0k 22.6k 19.0k ** Equity and bond neutral

Unemployment Rate m/m may 5.4% 5.6% 5.5% *** Equity and bond neutral

Full Time Employment Change m/m may -20.6k 32.7k ** Equity and bond neutral

Participation Rate m/m may 65.5% 65.6% 65.6% ** Equity and bond neutral

New Zealand REINZ House Sales y/y may 1.3% 6.6% ** Equity and bond neutral

EUROPE

Germany CPI y/y may 2.2% 2.2% 2.2% *** Equity and bond neutral

CPI EU Harmonized y/y may 2.2% 2.2% 2.2% *** Equity and bond neutral

France CPI EU Harmonized m/m may 0.5% 0.4% 0.4% *** Equity bullish, bond bearish

CPI m/m may 2.0% 2.0% 2.0% *** Equity and bond neutral

U.K. Retail Sales ex Auto Fuel m/m may 1.3% 1.3% 0.3% ** Equity bullish, bond bearish

Retail Sales inc Auto Fuel m/m may 1.3% 1.6% 0.5% ** Equity bullish, bond bearish

AMERICAS

Canada Teranet/ National Bank HPI y/y may 4.5% 5.6% ** Equity and bond neutral

Brazil Retail Sales y/y apr 0.6% 6.5% -0.5% ** Equity bullish, bond bearish

Retail Sales Broad y/y apr 8.6% 7.8% 8.2% ** Equity bullish, bond bearish  
 

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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 234 233 1 Up

3-mo T-bill yield (bps) 189 189 0 Neutral

TED spread (bps) 45 44 1 Neutral

U.S. Libor/OIS spread (bps) 192 192 0 Up

10-yr T-note (%) 2.95 2.97 -0.02 Up

Euribor/OIS spread (bps) -32 -32 0 Neutral

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

Currencies Direction

dollar down Down

euro up Up

yen up Up

pound up Up

franc up Neutral

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 2.000% 1.750% 2.000% On forecast

FOMC Rate Decision (Lower Bound) 1.750% 1.500% 1.750% On forecast

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

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

ECB Deposit Facility Rate -0.400% -0.400% -0.400% 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. 
 

Price Prior Change Explanation

Brent $76.75 $76.74 0.01%

WTI $66.94 $66.64 0.45%

Natural Gas $2.95 $2.96 -0.61%

Crack Spread $22.79 $23.46 -2.86%

12-mo strip crack $21.66 $22.07 -1.85%

Ethanol rack $1.59 $1.59 0.00%

Gold $1,305.72 $1,299.31 0.49%

Silver $17.16 $17.04 0.71%

Copper contract $323.80 $325.40 -0.49%

Corn contract 393.75$       397.00$       -0.82%

Wheat contract 525.50$       532.75$       -1.36%

Soybeans contract 956.50$       958.75$       -0.23%

Baltic Dry Freight 1404 1390 14

Actual Expected Difference

Crude (mb) -4.1 -1.5 -2.6

Gasoline (mb) -2.3 1.0 -3.3

Distillates (mb) -2.1 0.5 -2.6

Refinery run rates (%) 0.30% -0.10% 0.4%

Natural gas (bcf) 89.0

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 temperatures in New Mexico and the surrounding areas.  Precipitation is expected for 

most of the country. There are no tropical storms expected over the next 48 hours. 
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Asset Allocation Weekly Comment 
Confluence Investment Management offers various asset allocation products which are managed using 

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

section every Friday.  
 

June 8, 2018 
 

This week, we examine commodities in our fourth installment on secular trends. 
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Commodity prices challenge the notion of “secular.”  This chart shows a trend model for real 

(inflation-adjusted) commodity prices, represented by the Commodity Research Bureau (CRB) 

commodity index, deflated by CPI.  We prefer this commodity index for its long history (over 

103 years) and the fact that it’s a balanced index, giving relatively equal weights to each major 

group.  As the chart shows, on a really long-term basis, commodity prices tend to decline 

relative to inflation.  This is one of the triumphs of capitalism; firms operating under markets 

have an incentive to constantly produce and use raw materials more efficiently.  This includes 

commodity producers themselves, who are always trying to improve their productivity.  So, over 

time, farmers, miners, drillers and ranchers are working to get more output with less input.  And, 

on the demand side, firms are constantly trying to use less raw materials in production.  And so, 

over time, commodity prices tend to lag overall consumer prices. 

 

The lower line on the chart de-trends the data and it’s worth noting that there have been four 

occasions when commodity prices were well above trend.  These coincide with war or periods of 

great financial distress.  Thus, we see a spike during WWI, WWII, Korea and the 1970s.  The 

first three events saw commodity prices jump due to the increase in wartime demand and supply 

interruptions.  War not only increases demand for wartime production, but it is not uncommon in 

mass mobilization war for combatants to try to deny their enemies key commodities.  Part of the 

reason Imperial Japan bombed Pearl Harbor was due to a U.S. oil embargo.  Japan decided to 
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invade the Dutch East Indies but needed to eliminate the U.S. Navy as a threat to these plans.  

Attacking supply chains leads to hoarding of key commodities and higher prices. 

 

The 1970s bull market was more due to a currency crisis.  The decision by President Nixon to 

close the gold window and the subsequent drop in the dollar’s exchange rate led to a rapid 

increase in inflation expectations.  These expectations were bolstered by a regulatory regime 

better suited for a Bretton Woods world.  Oil prices spiked due to the Arab Oil Embargo; 

regulations on pricing and job protection allowed firms to rapidly pass cost increases on to the 

final product.  Rising inflation led investors to search for inflation hedges and commodities were 

a popular option.  This commodity bull market collapsed in the face of Paul Volcker’s rapid 

increase in interest rates, which boosted the dollar and began the process of dampening inflation 

expectations. 

 

We did see a minor bull market in commodities from 2002 into 2007 that was almost completely 

caused by Chinese demand.  China was growing at a rapid clip and the impact was significant 

given the size of its economy.  However, compared to previous bull markets, the price increases 

were rather constrained.  The lack of mass mobilization war and expectations that deregulation 

and globalization would remain in place in the developed world, along with central bank policies 

that targeted manageable inflation, kept commodity prices mostly under control.  Chinese 

demand did buoy commodity prices after the 2008 Financial Crisis but only kept commodity 

prices on trend.  As China attempts to restructure, commodity prices have come under further 

pressure. 

 

As long as deregulation, globalization and central bank independence remain in place, it’s hard 

to make a case for a major inflation event.  However, the political consensus that has supported 

these societal trends is now coming under attack.  Rising populism in the West, which opposes 

globalization and is beginning to push back against the unfettered introduction of new 

technology, could weaken the disinflationary consensus that has dominated Western policy since 

the late 1970s.  If trade impediments are implemented and job-eliminating automation is 

curtailed then the central banks are the only bulwark against rising inflation.  And, as a matter of 

course, central banks are independent only with the consent of legislatures.  Under populist 

regimes, it isn’t hard to imagine central banks being forced to support growth and tolerate higher 

inflation. 

 

Although indicators suggest we are early in the process of reflation, populist governments are 

popping up in Europe, Brexit has occurred and populist parties are gaining strength even in 

nations where the establishment holds the government.  President Trump is clearly populist and 

is in the process of disrupting the global trading system.  Technology firms are becoming 

pariahs.  All these factors suggest that the Reagan/Thatcher policies that brought inflation under 

control are under threat.  As these trends play out, commodities should become increasingly 

attractive to investors.   The Asset Allocation Committee continues to monitor these trends.   
 
 

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 6/13/2018 close) 
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(Source: Bloomberg) 

 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

 

Asset Class Performance – (as of 6/13/2018 close) 
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Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD and 

local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond (iShares 

iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 Year 

Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date returns 

for various asset classes, updated daily.  

The asset classes are ranked by total 

return (including dividends), with green 

indicating positive and red indicating 

negative returns from the beginning of the 

year, as of prior close. 

 

Asset classes are defined as follows: 

Large Cap (S&P 500 Index), Mid Cap 

(S&P 400 Index), Small Cap (Russell 

2000 Index), Foreign Developed (MSCI 

EAFE (USD and local currency) Index), 



 

 

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

www.confluenceinvestment.com 

13 

 

P/E Update 
 

June 14, 2018 
 

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 6/13/2018 = 19.2x

 
 

Based on our methodology,6 the current P/E is 19.2x, up 0.2x from last week.  The increase was 

due to a rising S&P index. 
 
 
 
 
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. 

                                                 
6 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. 


