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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 19, 2019—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is unchanged from the last close.  In Asia, the MSCI Asia Apex 50 

was up 2.5% from the prior close.  Chinese markets were higher, with the Shanghai composite 

up 1.0% and the Shenzhen index up 1.5% from prior close.  U.S. equity index futures are 

signaling a higher open.  

 

Happy Juneteenth!  After a wild day yesterday, all is quiet before the conclusion of the FOMC 

meeting.  Here is what we are watching today: 

 

The Fed: The Fed meeting concludes today.  We are expecting a hawkish tone, at least initially, 

from the statement and the dots.  This is based on our hawk/dove analysis. 
 

all 2019
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Daily Comment 
 

By Bill O’Grady and Thomas Wash 
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This is our hawk/dove table.  We rank members from 1 to 5, with 1 being most hawkish and 5 

most dovish.  We also note their leanings.  Moderates, doves and hawks all derive some 

guidance from the Phillips Curve structure, where doves use the structure to call for easing, 

while hawks call for tightening.  The moderates continue to use the structure but have less faith 

in it and are more willing to use discretion in deviating from it.  Our take is that the committee is 

dominated by moderates.  The financial-sensitive members follow the path laid by Jeremy Stein, 

former Fed governor and economics professor who has argued that the Fed needs to take 

financial markets into account when setting policy.  Fed policy since Greenspan has been to 

ignore bubbles, in theory, because they are too hard to determine either in advance or in real 

time, but, in practice, it’s because using monetary policy to end bubbles is politically fraught.  If 

a bubble occurs, the Fed should simply assist in the cleanup.  The financial sensitives argue that 

the costs of bubbles are too high to ignore; the rising equity market will tend to lead the financial 

sensitives to hold off on cutting rates.   

 

To move the dots chart median lower, we would need to see a minimum of eight members vote 

for a rate cut.  The March dot plot had 10 members vote for steady policy, with six looking for 

hikes.  It would be a huge reversal for any of those calling for a rate increase in March to shift to 

a cut in June, so it makes sense that we would need to see a minimum of eight members move 

from a steady posture to a cut in order to move the average dot lower.  That shift is unlikely.  We 

will see some move in this direction; Bullard, Kashkari and Daly will likely signal a cut.  Bostic 

might change due to his earlier discussions of the yield curve.  However, the moderates have 

mostly signaled steady.  We doubt Powell will tip his hand toward a cut.  The “financial 

sensitives” will worry that moving to cut rates will trigger a market bubble, so they will likely 

hold their fire as well.  Thus, the median dot may signal steady policy but not a cut. 

 

Now, let’s look at the actual voters.  We would expect all the moderates to vote for no change.  

The financial-sensitive voters will also likely vote for no change, worried about the behavior of 

the asset markets.  The traditional hawks won’t move either, so the only one to likely vote for a 

cut is Bullard.  We expect the Fed meeting to yield the removal of a rate hike from the dot plot, 

with no change in rates and one dissent for a rate cut.  Powell’s press conference will be more 

dovish than the materials offered.  Overall, the Fed will likely disappoint but the financial 

markets feel pretty confident that the economy is weakening, therefore we still expect risk-on 

assets to digest the bearish news without serious incident.   

 

A couple of new twists to the meeting occurred yesterday.  As we noted, ECB President Draghi 

indicated that, without a rise in inflation, the Eurozone bank is prepared to add stimulus.  This 

news caught the attention of President Trump, who suggested the easing was being done to 

deliberately weaken the currency.  Although establishment economists defended Draghi, the 

president isn’t wrong about his assessment; additional stimulus will likely weaken the EUR.  It 

may not have been Draghi’s intent but there is no doubt that additional stimulus would likely 

depress the currency.  We suspect the president is using Draghi’s speech to further pressure the 

FOMC to cut rates.  The second twist came from reports that the president had inquired about the 

legality of demoting or removing Chair Powell.  It’s clear the president is pressuring the Fed to 

cut rates to maintain the expansion; what isn’t clear is if the pressure will hurt or help his efforts.   

 

https://www.reuters.com/article/us-usa-fed/fed-likely-to-resist-pressure-to-cut-u-s-rates-this-week-idUSKCN1TI0DV
https://www.reuters.com/article/us-usa-fed/fed-likely-to-resist-pressure-to-cut-u-s-rates-this-week-idUSKCN1TI0DV
https://finance.yahoo.com/news/ecb-more-stimulus-inflation-doesnt-081300499.html
https://www.nytimes.com/2019/06/18/business/ecb-mario-draghi-stimulus.html
https://finance.yahoo.com/news/trump-ecb-fed-rate-cuts-180000199.html
https://finance.yahoo.com/news/trump-ecb-fed-rate-cuts-180000199.html
https://www.washingtonpost.com/business/2019/06/18/eve-critical-fed-meeting-trump-suggests-he-might-want-remove-chair-powell/?utm_term=.78712073911c&wpisrc=nl_todayworld&wpmm=1
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One issue that has surprised us thus far is that the president hasn’t used all the stimulus tools at 

his disposal; currency policy is set by the Treasury and he could demand that Mnuchin begin 

intervening in the currency markets to depress the dollar.  Although Fed cooperation would be 

helpful in this effort, it isn’t necessary.  So far, the president has avoided anything that would 

weaken the greenback; we remain mystified as to why he hasn’t taken this route. 

 

Trade talks: The other item that lifted risk assets yesterday were reports that Presidents Trump 

and Xi will meet at the G-20.  Although unconfirmed, China has suggested that “Trump made 

the call” suggesting the U.S. wants the deal more than China.  This has raised hopes that a deal 

might get done.  We have serious doubts this is possible, because trade policy has now become 

tied to national security policy.  We note reports from firms looking to move their supply chains 

from China as evidence that companies are viewing the relationship as irrevocably changed.    

 

Investor pessimism: A recent survey suggested that fund managers are unusually defensive, 

almost preparing for recession.  We have noted levels of retail cash consistent with recession or 

even financial crisis. 
 

800

900

1,000

1,100

1,200

1,300

1,400

1,500

0 

500 

1,000 

1,500 

2,000 

2,500 

3,000 

3,500 

07 08 09 10 11 12 13 14 15 16 17 18 19

RETAIL MMK S&P 500

RETAIL MMK AND S&P

M
M

K
, 

$
 b

n
S

&
P

Sources:  Haver Analytics, CIM  
 

This chart shows the S&P and the level of retail money market funds.  The latter has reached a 

new record for this business cycle.  The economy was in recession the last time money market 

funds were at this level.  This pessimism highlights the Fed’s problem, especially for FOMC 

members who are financial sensitives.  If the Fed cuts rates and it lifts investor sentiment, then a 

melt-up is possible, if for no other reason than there is ample liquidity and it might find its home 

in equities if confidence returns.   

 

Iran: The tensions between Iran and the U.S. are putting Europe in a bind.  The U.S. is pressing 

for the EU to adopt the U.S. sanctions regime, while Iran wants the EU to circumvent U.S. 

financial sanctions.  The EU realizes it does not want to fall afoul of U.S. financial sanctions.  It 

also hopes Iran doesn’t exceed the terms of the agreement on uranium enrichment; if the EU 

https://www.politico.com/story/2019/06/18/trump-xi-jinping-g20-1367212
https://twitter.com/realDonaldTrump/status/1140977371421564928?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://twitter.com/realDonaldTrump/status/1140977371421564928?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://www.cnbc.com/2019/06/19/blackstones-schwarzman-unlikely-trump-xi-meeting-will-lead-to-a-trade-deal.html
https://asia.nikkei.com/Economy/Trade-war/Apple-weighs-15-30-capacity-shift-out-of-China-amid-trade-war
https://asia.nikkei.com/Economy/Trade-war/Apple-weighs-15-30-capacity-shift-out-of-China-amid-trade-war
https://www.nytimes.com/2019/06/18/business/economy/global-economy-trade-war.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190619&section=topNews?campaign_id=51&instance_id=10317&segment_id=14433&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.axios.com/newsletters/axios-markets-5f342ac9-c970-4be0-bb44-95ef2a428ccb.html?chunk=4#story4
https://www.nytimes.com/2019/06/18/world/europe/iran-us-nuclear-europe.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190619&section=topNews?campaign_id=51&instance_id=10317&segment_id=14433&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
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finds that Iran is out of compliance, the JCPOA is dead.  In the end, we expect the EU to support 

the U.S. with great reluctance; the costs of siding with Iran are simply too great.   

 

Hong Kong: Carrie Lam has offered a formal apology, but it hasn’t been enough to placate the 

protestors.  Chairman Xi’s usual modus operandi would be a crackdown.  However, that may not 

be possible in the current environment.  We can only conclude that Beijing overplayed its hand 

with the extradition bill, mistakenly believing the specifics of the case that led to the bill would 

hide the underlying goal.  We would look for Xi to bide his time and a crackdown will come 

when it is more opportune.   

 

Facebook (FB, 187.01) into crypto: Facebook announced that it is creating a new token to 

facilitate payments in the social media platform.  The best analysis of this move we have seen is 

here and here.  We note that regulators are watching this with interest; it has attracted the 

attention of Congress as well.   

 

Brexit: After yesterday’s Tory MP vote, we are down to five PM candidates.  Boris Johnson 

continues to lead.  The biggest gainer was Rory Stewart, the only candidate still indicating he 

won’t support a no-deal Brexit.  Johnson did hint at snap elections if he wins, which is a risky 

strategy; however, to bring a deal, he needs a bigger majority and that might not be a bad plan 

given the divisions within the Labour Party.   

 

Odds and ends: The EU has delayed a decision on adding Albania and North Macedonia to the 

group.   There is growing fear of a budget crisis in September.  China’s home prices are surging, 

complicating stimulus plans.   

 

U.S. Economic Releases 

 

MBA applications fell 3.4% from the prior week.  Purchases and refinancing fell 3.5%.  The 

average 30-year fixed rate rose by 2 bps from 4.12% to 4.14%. 

 

The table below shows the Fed events scheduled for the rest of the day. 

 

Speaker or event

14:00 FOMC Rate Decision

Fed speakers or events

Economic Releases

District or position

 No economic releases today

Federal Reserve Board  
 

Foreign Economic News 
 

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

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

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

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

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

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

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

https://www.nytimes.com/2019/06/18/world/asia/hong-kong-carrie-lam-apology.html
https://www.ft.com/content/d0aa598a-90f2-11e9-b7ea-60e35ef678d2?emailId=5d09a7ca701bc4000404f5af&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/2019/06/18/hong-kong-chief-executive-carrie-lams-puzzling-apology-did-beijing-blink-if-so-why/?noredirect=on&utm_term=.797712e7b363&wpisrc=nl_todayworld&wpmm=1
https://finance.yahoo.com/news/facebook-crypto-calibra-libra-coin-2020-launch-090007870.html
https://ftalphaville.ft.com/2019/06/18/1560848403000/Zuckerberg--The-man-who-would-be-monetary-king/
https://ftalphaville.ft.com/2019/06/18/1560848464000/Alphaville-s-Libra-cheat-sheet/
https://www.politico.com/story/2019/06/17/facebooks-digital-currency-will-open-a-new-front-for-regulatory-trouble-1535283
https://www.politico.com/story/2019/06/18/maxine-waters-facebook-hearing-1539475
https://www.politico.com/story/2019/06/18/maxine-waters-facebook-hearing-1539475
https://www.ft.com/content/44f9fa76-91ce-11e9-b7ea-60e35ef678d2?emailId=5d09a7ca701bc4000404f5af&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/000fb312-91a4-11e9-b7ea-60e35ef678d2?emailId=5d09a7ca701bc4000404f5af&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2019/06/18/world/europe/boris-johnson-conservatives-prime-minister.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190619&section=topNews?campaign_id=51&instance_id=10317&segment_id=14433&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/7e630af8-91e4-11e9-aea1-2b1d33ac3271?emailId=5d09a7ca701bc4000404f5af&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.com/story/2019/06/18/budget-deal-trump-congress-1369841?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.reuters.com/article/us-china-economy-houseprices-idUSKCN1TJ04J
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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 Trade Balance m/m may -¥0.967 bn -¥0.060 btn -¥1.200tn ** Equity bullish, bond bearish

Australia Westpac Consumer Confidence m/m may -0.1% -0.1% *** Equity and bond neutral

Skilled Vacancies m/m may -0.7% -1.6% * Equity and bond neutral

New Zealand BoP Current Account Balance q/q 1q 0.675 bn -3.256 bn 0.160 bn ** Equity bullish, bond bearish

Current Account Balance GDP Ratio q/q 1q -3.6% -3.7% -3.5% ** Equity bearish, bond bullish

Non Resident Bond Holdings m/m may 53.7% 53.9% ** Equity and bond neutral

EUROPE

Eurozone Construction Output y/y apr 3.9% 6.3% ** Equity and bond neutral

ECB Current Account Balance y/y may 20.9 bn 24.7 bn ** Equity and bond neutral

Germany PPI y/y may 1.9% 2.5% 2.1% ** Equity and bond neutral

Italy Trade Balance Total m/m apr 2.885 bn 4.625 bn ** Equity and bond neutral

UK PPI Output Core NSA y/y may 2.0% 2.2% 2.0% ** Equity and bond neutral

House Price Index y/y apr 1.4% 1.4% 1.3% *** Equity and bond neutral

CBI Trends Total Orders m/m jun -15 -10 -11 ** Equity and bond bearish

CBI Trends Selling Prices y/y jun 4 -1 -3 ** Equity bullish, bond bearish

CPI y/y may 2.0% 2.1% 2.0% ** Equity and bond neutral

RPI y/y may 3.0% 3.0% 2.9% ** Equity and bond neutral

Russia GDP y/y 1q 0.5% 0.5% 0.5% *** Equity and bond neutral

Industrial Production y/y may 0.9% 4.9% 1.6% *** Equity and bond neutral

PPI y/y may 8.6% 10.7% 7.3% ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly m/m jun $178.299 bn $178.291 bn *** Equity and bond neutral

Canada Manufacturing Sales m/m apr -0.6% 2.1% 0.4% ** Equity and 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 242 240 2 Up

3-mo T-bill yield (bps) 215 217 -2 Neutral

TED spread (bps) 27 23 4 Neutral

U.S. Libor/OIS spread (bps) 221 222 -1 Up

10-yr T-note (%) 2.09 2.06 0.03 Neutral

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

EUR/USD 3-mo swap (bps) 13 16 -3 Down

Currencies Direction

dollar down Neutral

euro flat Up

yen up Neutral

pound up Neutral

franc flat Neutral

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Limit) 2.500% 2.500% On forecast

FOMC Rate Decision (Lower Limit) 2.250% 2.250% On forecast

Interest Rate on Excess Reserves 2.350% 2.350% On forecast  
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Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $61.78 $62.14 -0.58%

WTI $53.93 $53.90 0.06%  

Natural Gas $2.33 $2.33 -0.04%  

Crack Spread $19.64 $19.93 -1.49%

12-mo strip crack $16.66 $16.80 -0.83%

Ethanol rack $1.70 $1.70 0.15%

Gold $1,342.99 $1,346.61 -0.27%

Silver $14.95 $15.01 -0.41%

Copper contract $269.35 $270.25 -0.33%

Corn contract 458.50$       463.00$       -0.97%

Wheat contract 527.00$       535.50$       -1.59%

Soybeans contract 937.25$       940.25$       -0.32%

Baltic Dry Freight 1135 1093 42

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) 1.0

Distillates (mb) 0.7

Refinery run rates (%) 0.00%

Natural gas (bcf) 104.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

cooler temps in the western half of the country.  Precipitation is expected for most of the country.  

There is no tropical activity expected over the next 48 hours. 
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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.  
 

June 14, 2019 
 

Establishing when “the” yield curve inverts is a bit of guesswork as there are a plethora of 

permutations one can use to calculate the spread.  One yield curve we like is the same one the 

Conference Board uses in its index of Leading Economic Indicators, namely, the 10-year T-note 

less fed funds yield.  As we show below, this particular spread has inverted this month.  Because 

of the time it takes to fully accumulate all the data points in the leading indicators, the inverted 

yield curve won’t be in the index until August.  But, the inversion will start to act as a drag on 

the leading indicators and likely start signaling a slowdown in the economy. 

 

Here is a chart of the 10-year/fed funds yield curve. 
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This spread didn’t become a reliable indicator of the economy until the 1960s.  It isn’t perfect; it 

has had two false positives (shown as black lines on the above chart).  In the 1981-82 recession, 

the curve didn’t invert until the recession was underway.  We have shown the current inversion 

as a black line, but we will change this if, or when, the recession develops. 
 

INVERT RECESSION MONTHS

Apr-68 Dec-69 20

Mar-73 Nov-73 8

Sep-78 Jan-80 16

Feb-82 Jul-81 -7

Oct-80 Jul-81 9

Jan-89 Jul-90 18

May-00 Mar-01 10

Jul-06 Dec-07 17

Average 12  



 

 

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

www.confluenceinvestment.com 

 8 

This table shows the time period from the inversion to recession.  Although there is variation, the 

average is 12 months.  Using the range, a recession would be due at the earliest in February 2020 

or the latest at February 2021.   

 

So, with inversion, what should investors do? 
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These two charts show equities (the S&P 500) and long-duration bonds (10-year T-notes total 

return index), indexed to the yield curve inversion (shown as a vertical line on the chart).  We 

looked at the data 12 months before the inversion and 24 months after the inversion, excluding 

the 1982 inversion since the recession was already underway.  We also calculated the average for 

the seven events.  These calculations show that the financial markets don’t always treat 

inversions as bearish.  Under low inflation conditions, long-duration interest rates tend to 

perform well.  Equities decline about 10% or less after inversion the majority of the time; 

however, in three cases, they actually continued to rise.  Furthermore, during the 2005 inversion, 

the real bear market didn’t start until two years after the yield curve turned negative.   

 

There are two key issues for investors.  First, it is possible that the current inversion is a false 

positive.  If the FOMC moves quickly to cut the fed funds rate, the slope of the curve could 

return to positive so remaining fully invested is recommended.  Second, even if this inversion is 

a harbinger of recession, there were several events where equities performed quite well for some 

time after the inversion.  This is especially true when the inversion predated the recession by 

more than a year.  At the same time, investors are now on notice that if the Fed doesn’t react 

soon to unwind this inversion then the odds of recession are rising, thus it would be prudent to 

build a plan to become defensive.   

 

 
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 6/18/2019 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 6/18/2019 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 
 

June 13, 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 6/12/2019 = 18.5x

 
 

Based on our methodology,1 the current P/E is 18.5x, down 0.1x from last week.  The decline in 

the S&P index led to the modest multiple contraction. 

 

 

 
 
 
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. 


