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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: May 19, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is down 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 1.5% from its prior close. Chinese markets were higher, with the Shanghai Composite 

up 0.8% from the prior close and the Shenzhen Composite up 1.3%.  U.S. equity index futures 

are signaling a flat open.  With 452 companies having reported, the S&P 500 Q1 earnings stand 

at $33.80, lower than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% decrease 

from Q1 2019 earnings.  Thus far this quarter, 66.6% of the companies have reported earnings 

above forecast, while 28.3% have reported earnings below forecast.   
 

The generally positive trend in risk markets today comes as coronavirus restrictions continue to 

be lifted around the world and scientists continue to make progress in understanding the virus, 

coming up with treatments and developing vaccines.  We review all the key news below. 
 

Additionally, our next podcast episode, “The Lessons of History,” is now available. This episode 

examines the economic, market and social effects of earlier pandemics.  Although the Black 

Death is mentioned, we focus on relatively recent events, including the Spanish influenza.  One 

of our themes has been an impending reversal in the equality/efficiency cycle; in this podcast we 

discuss the potential that the pandemic could accelerate the shift to an equality phase. 
 

COVID-19: Official data show confirmed cases have risen to 4,829,232 worldwide, with 

319,031 deaths and 1,801,461 recoveries.  In the United States, confirmed cases rose to 

1,508,957, with 90,369 deaths and 283,178 recoveries.  Here is the interactive chart from the 

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

population. 
 

Virology 

• As the aircraft carrier USS Theodore Roosevelt prepares to depart Guam following a 

two-week layover because of a COVID-19 outbreak, reports indicate some crew 

members have come down with the disease for a second time.  Defense officials didn’t 

know whether some of the tests had produced false negative readings, or whether the 

sailors had contracted the virus after spending two weeks in quarantine in Guam.  Either 

way, the news serves as a reminder that scientists still don’t know for sure whether being 

infected by the virus leads to future immunity. 

• On the other hand, South Korean health officials found that a group of patients who 

tested positive a second time for the coronavirus hadn’t passed the disease on to others, 
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https://www.wsj.com/articles/south-korean-research-boosts-theory-that-retesting-positive-for-covid-19-is-fluke-not-relapse-11589883871?mod=article_inline&mod=article_inline
https://www.wsj.com/articles/south-korean-research-boosts-theory-that-retesting-positive-for-covid-19-is-fluke-not-relapse-11589883871?mod=article_inline&mod=article_inline
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lending credence to the possibility that the suspected relapses were a fluke of testing 

rather than the re-emergence of an active infection. 
 

Real Economy 

• In an important sign that people are becoming less fearful of social interaction, a new 

Axios/Ipsos poll showed only 64% of Americans now see a risk to their health, or 

wellbeing from in-person gatherings of friends and family outside their immediate 

household.  That’s down from more than 80% in early April.  Since the poll suggests 

consumers may be more willing to go out and spend than they were previously, the news 

should be positive for stocks going forward. 

• In another positive note for the economy, the University of Notre Dame said it will not 

only bring its students back to campus for the fall semester, but it will also try to limit 

their travel exposure by starting the semester early on August 10th, ending it before 

Thanksgiving, and not starting the spring semester until January.  Sadly, the university 

offered no indication that the move would help the football team finally win a national 

championship again, as alumni like me (Patrick) have been waiting for.  GO IRISH! 

• Federal health regulators released revised guidelines for reopening U.S. nursing homes, 

offering additional details and more stringent testing requirements than in an earlier draft. 

• On a less positive note, New York said it is delaying payment of some $1.5 billion in 

grants and aid to the state’s counties, cities, colleges and schools because of the massive 

revenue decline caused by the coronavirus crisis.  According to Governor Cuomo and 

State Budget Director Mujica, the state would ultimately have to cut spending by $10 

billion unless federal financial aid is provided to help make up for the shortfall soon. 

• Many commercial property owners are complaining that many national restaurant and 

cafe operators are asking to renegotiate their leases or extend their rent deferrals on 

grounds that social-distancing guidelines restricting them to 25% to 50% capacity have 

forced them to cut expenses to stay in business. 

• In a survey of the chief executives and chairmen making up the European Round Table 

for Industry, more than 80% of respondents said the global economic recovery from the 

crisis will take between one and three years.  The respondents said the top cost-cutting 

measures they’re taking to get through the crisis include postponing planned investments, 

cutting travel and freezing recruitment. 
 

U.S. Policy Response 

• Federal Reserve Chairman Jerome Powell and Treasury Secretary Steven Mnuchin will 

appear by videoconference before the Senate Banking Committee on Tuesday to testify 

on how they are handling $500 billion in emergency lending programs.  The testimony 

could potentially include the announcement of new initiatives, or tweaks to the fiscal 

responses already put into place. 
 

Foreign Policy Response 

• German Chancellor Merkel and French President Macron proposed a new, €500-billion 

coronavirus recovery fund for the EU, boosting hopes for a coordinated European fiscal 

response to the pandemic.  The funds would be raised by the European Commission 

borrowing on capital markets — which to date has only been done on a relatively modest 

https://www.ipsos.com/en-us/news-polls/axios-ipsos-coronavirus-index?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ipsos.com/en-us/news-polls/axios-ipsos-coronavirus-index?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ipsos.com/en-us/news-polls/axios-ipsos-coronavirus-index?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/notre-dame-to-bring-students-back-to-campus-early-11589847687
https://www.wsj.com/articles/notre-dame-to-bring-students-back-to-campus-early-11589847687
https://www.wsj.com/articles/notre-dame-to-bring-students-back-to-campus-early-11589847687
https://www.wsj.com/articles/u-s-offers-guide-for-reopening-nursing-homes-11589849294?mod=hp_lista_pos2
https://www.wsj.com/articles/falling-revenue-prompts-new-york-to-freeze-more-than-1-billion-in-spending-11589840742?mod=hp_featst_pos1
https://www.wsj.com/articles/falling-revenue-prompts-new-york-to-freeze-more-than-1-billion-in-spending-11589840742?mod=hp_featst_pos1
https://www.wsj.com/articles/landlords-fume-as-starbucks-other-chains-seek-extended-rent-cuts-11589889601?mod=hp_featst_pos1
https://www.wsj.com/articles/landlords-fume-as-starbucks-other-chains-seek-extended-rent-cuts-11589889601?mod=hp_featst_pos1
https://www.wsj.com/articles/global-economic-recovery-might-take-up-to-3-years-say-european-bosses-11589832060
https://www.wsj.com/articles/global-economic-recovery-might-take-up-to-3-years-say-european-bosses-11589832060
https://www.wsj.com/articles/powell-mnuchin-set-to-face-lawmakers-over-crisis-lending-programs-11589880602?mod=hp_lead_pos2
https://www.wsj.com/articles/powell-mnuchin-set-to-face-lawmakers-over-crisis-lending-programs-11589880602?mod=hp_lead_pos2
https://www.wsj.com/articles/powell-mnuchin-set-to-face-lawmakers-over-crisis-lending-programs-11589880602?mod=hp_lead_pos2
https://www.ft.com/content/c23ebc5e-cbf3-4ad8-85aa-032b574d0562
https://www.ft.com/content/c23ebc5e-cbf3-4ad8-85aa-032b574d0562
https://www.ft.com/content/c23ebc5e-cbf3-4ad8-85aa-032b574d0562
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scale — and would be used to provide grants funneled through the EU budget rather than 

loans to national governments.  To be implemented, the plan would need to be approved 

by all 27 member states at an upcoming EU summit. 

o The plan would move the EU farther toward common debt obligations than it has 

ever gone before, but it still falls short of the massive grant program funded by 

joint “coronabonds” that some hard-hit countries in the south have demanded. 

o At the same time, the plan has already met resistance by some creditor nations 

north of the EU – including the Netherlands, Denmark and Sweden – who oppose 

any mutualization of debt and any reliance on grants instead of loans. 

o Despite the plan’s uncertain future, it should be a positive for European stocks 

and bonds.  Indeed, bonds issued by hard-hit, highly indebted countries such as 

Italy and Spain are rallying on the news so far today. 
 

Political Impact 

• U.S.-China tensions continue to worsen against the backdrop of the coronavirus crisis, 

highlighting the risk of renewed trade disruptions, political tensions, and further 

deglobalization like we’ve described many times in the past. 

o At the WHO’s online annual meeting yesterday, more than 100 countries, 

including China, agreed to support an independent inquiry into the source of the 

pandemic and the early response to it.  However, the resolution was far short of 

the intense scrutiny on China demanded by the Trump administration, as it 

omitted any reference to China and allowed for the inquiry to come only after the 

pandemic has been brought under control. 

o Responding to the U.S. demand for a China-focused inquiry and its threat to leave 

the WHO unless the organization shows it is independent of China, the Chinese 

foreign ministry accused the Trump administration of a “smear” campaign 

designed to shift blame for its own handling of the crisis.  In an effort to bolster its 

image, China also announced it would contribute an additional $1 billion to the 

WHO to support its work. 

o All the same, many U.S. firms continue to ramp up their exposure to the Chinese 

market in spite of the risk of further U.S.-China “decoupling.” 

• In Hungary, Prime Minister Orban is coming under fire for his response to the virus 

crisis.  A key issue is his government’s April requirement that hospitals free up 36,000 of 

their publicly funded beds for potential COVID-19 cases, forcing the early discharge of 

many gravely ill people.  Some of those people died, even as the total infections in 

Hungary has only reached about 3,500. 

 

U.S. Economic Releases 
 

Following steep declines in housing starts in the previous month, the report likely provided only 

a glimpse at the damage the pandemic has had on the economy as construction sites began 

closing toward the end of the month.  However, April’s housing start report likely provides a 

more comprehensive account as these sites were closed for the entire month. 

 

https://www.wsj.com/articles/chinas-president-pledges-2-billion-for-coronavirus-pandemic-11589802504
https://www.wsj.com/articles/chinas-president-pledges-2-billion-for-coronavirus-pandemic-11589802504
https://www.wsj.com/articles/coronavirus-latest-news-05-19-2020-11589883029?mod=article_inline
https://www.wsj.com/articles/coronavirus-latest-news-05-19-2020-11589883029?mod=article_inline
https://www.ft.com/content/3f04bdfa-bd82-38b8-95a4-c408374589bd
https://www.wsj.com/articles/neither-coronavirus-nor-trade-tensions-can-stop-u-s-companies-push-into-china-11589880603?mod=hp_lista_pos2
https://www.ft.com/content/9c107c3b-1ca9-4246-bb68-8ff64b111e91
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Housing starts expanded at an annualized pace of 891k compared to expectations of 900k.  The 

prior month’s reading of 1,216k was revised upward to 1,276k.  As a result, housing starts 

declined 30.2% from the prior month compared to expectations of a decline of 26.0%. 

Meanwhile, building permits expanded at an annualized pace of 1,074k compared to 

expectations of 1,000k.  The prior report’s reading of 1,353k was revised upward to 1,356k.  As 

a result, building permits declined 20.8% from the prior month compared to expectations of a 

drop of 25.9%. 
 

 
 

The chart above shows the annualized and seasonally adjusted levels of housing starts for 

multifamily and single-family units.  Despite the recent declines in housing starts, construction is 

expected to resume in the coming months as the industry has been given the green light to start 

the process of reopening. 
 

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

Speaker or event

10:00 Jerome Powell Testifies Before Senate Banking Committee Chairman of Board of Governors of Federal Reserve

10:00 Neel Kashkari Speaks on Economy President of Federal Reserve Bank of Minneapolis

14:00 Eric Rosengren Participation in Online Discussion President of the Federal Reserve Bank of Boston

Fed Speakers or Events

Economic Releases

District or position

 No economic releases today

 
 

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 Industrial Production y/y Mar -5.2% -5.2% *** Equity and bond neutral

Capacity Utilization m/m Mar -3.6% -1.8% *** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption w/w 17-May 92.3 90.3 ** Equity and bond neutral

New Zealand PPI Input q/q 1Q -0.3% 0.1% ** Equity and bond neutral

PPI Output q/q 1Q 0.1% 0.4% ** Equity and bond neutral

Non Resident Bond Holdings m/m Apr 51.3% 49.9% ** Equity and bond neutral

Europe

Eurozone EU27 New Car Registrations m/m Apr -76.3% -55.1% * Equity and bond neutral

Construction Output m/m Mar -14.1% -1.5% * Equity bearish, bond bullish

ZEW Survey Expectations m/m May 46.0 25.2 ** Equity bullish, bond bearish

Germany ZEW Survey Expectations m/m May 51.0 28.2 30.0 ** Equity bullish, bond bearish

ZEW Current Situation m/m May -93.5 -91.5 -86.6 ** Equity and bond neutral

UK Output Per Hour y/y 1Q -2.9% 0.3% ** Equity bearish, bond bullish

Claimant Count Rate m/m Apr 5.8% 3.5% *** Equity and bond neutral

Jobless Claims Change m/m Apr 856.5k 12.2k *** Equity and bond neutral

Average Weekly Earnings 3M y/y Mar 2.4% 2.8% 2.7% *** Equity and bond neutral

Weekly Earnings ex Bonus 3M y/y Mar 2.7% 2.9% 2.6% *** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m Mar 3.9% 4.0% 4.3% *** Equity and bond neutral

Employment Change 3M m/m Mar 210k 172k 30k *** Equity and bond neutral

AMERICAS

Brazil Trade Balance Weekly w/w 17-May $1.290 Bil $2.475 Bil ** 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) 38 39 -1 Down

3-mo T-bill yield (bps) 10 12 -2 Neutral

TED spread (bps) 28 27 1 Up

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

10-yr T-note (%) 0.71 0.73 -0.02 Neutral

Euribor/OIS spread (bps) -28 -27 -1 Neutral

EUR/USD 3-mo swap (bps) 11 9 2 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Down Up

pound Up Down

franc Flat Up  
 

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. 
 



 

 

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

www.confluenceinvestment.com 

 6 

Price Prior Change Explanation

Brent $34.69 $34.81 -0.34%

WTI $32.32 $31.82 1.57%

Natural Gas $1.77 $1.78 -0.67%

Crack Spread $10.38 $10.72 -3.13%

12-mo strip crack $10.41 $10.53 -1.06%

Ethanol rack $1.31 $1.30 0.62%

Gold $1,735.28 $1,732.55 0.16%

Silver $17.13 $16.97 0.94%

Copper contract $240.90 $240.40 0.21%

Corn contract 321.50$       320.75$       0.23%

Wheat contract 497.75$       497.00$       0.15%

Soybeans contract 844.25$       845.00$       -0.09%

Baltic Dry Freight 427 407 20

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -3.0

Distillates (mb) 1.0

Refinery run rates (%) 1.00%

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 cool conditions expected in Texas.  Precipitation is expected for most of the country, with 

dry conditions expected in the Northwest.  Tropical Storm Arthur is expected to turn away from 

the East Coast and dissipate in the Atlantic Ocean.
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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. 
 

May 15, 2020 
 

As the Federal Reserve expands its balance sheet and the federal deficit balloons, there is a 

legitimate concern about the potential for inflation.  In this week’s report, we will examine 

inflation from a theoretical perspective.   
 

There are two simple tools we use to discuss inflation, the equation of exchange and the 

intersection of aggregate supply and demand.  To start, this is the equation of exchange: 
 

MV=PQ 
 

M is the money supply and V represents the speed at which it is spent; on the other side of the 

equation is P, the price level, and Q, output.  In the calculation of the variables, the right side of 

the equation is nominal GDP and M is one of the various formulations of the money supply.  

However, the power of the equation, in our opinion, comes from what the variables represent.  

For example, Q is best thought of as the productive capacity of the economy, the ability of an 

economy to procure goods and services.  It would include not just actual production, but also 

excess capacity.  And V isn’t just a residual; it can tell us the effectiveness of money policy.   
 

The classical economists assumed that V and Q were fixed; V represented the institutional 

structure of money demand and thus only changed when spending and income patterns were 

adjusted.  Since prices were flexible, Q was always at full employment and thus didn’t change.  

If these assumptions were true, any increase in M would lead to a proportional rise in P.  

However, it turns out neither V nor Q were fixed; in some periods, increasing M led to higher 

price levels, but in others, it did not.   
 

In the last episode of the Federal Reserve balance sheet expansion, velocity fell, leaving prices 

and quantity mostly unchanged. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This chart shows calculated velocity and the Fed’s balance sheet.  The gray shaded areas indicate 

periods of official QE.  Note that there is a strong inverse correlation between velocity and the 

balance sheet expansion, suggesting that households and businesses are not demanding the funds 

being provided to the banking system.  Thus, the inflationary impact of expansionary monetary 

policy has been reduced.  Given current risks in the economy and markets, we would expect the 

current balance sheet expansion to lead to a similar result in the short run—another decline in 

velocity. 
 

The second tool is aggregate supply and aggregate demand.  Although neither of these can be 

calculated with any degree of confidence, we can use the tools for illustration.   
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The key point to this schematic lies in the supply curves, labeled S, S1 and S2.  The latter is what 

we believe is our current supply curve; demand has shifted from D to D1.  One of the 

consequences of COVID-19 is that we expect the trend toward deglobalization to accelerate, 

which would likely mean a shift in the supply curve from S2 to S1.  As deglobalization is 

eventually tied to reregulation of the economy, we will shift to S.  Of course, the key to rising 

prices will be the path of demand.  The longer it takes for demand to recover, the less likely it is 

that inflation will return with any significance.  However, when demand returns, we will likely 

see upward price pressures; if rising demand coincides with the eventual shift to the terminal 

supply curve S, the markets could be in for a notable inflation surprise.  We don’t expect this 

terminal shift to occur in the next three years, but it is highly likely in the latter half of the 

decade.   
 

Tying this back to the equation of exchange, the supply curves above are represented by Q.  So, 

as supply becomes increasingly constrained, velocity will need to fall further in order for prices 

to remain steady as the money supply rises.  If inflation expectations change, it would be 

reasonable to expect velocity to increase, which would tend to lead to higher inflation.  The key 

points from this analysis are that (a) Fed policy actions, in isolation, are not necessarily 

inflationary, and (b) constraining supply, which is an element of deglobalization, could lead to 

higher price levels once demand recovers.   

 

 

 
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 5/18/2020 close)  
 

-40.0% -20.0% 0.0% 20.0%

Energy
Financials

Industrials
Real Estate

Materials
Utilities

S&P 500
Consumer Staples

Consumer Discretionary
Communication Services

Healthcare
Technology

YTD Total Return

0.0% 2.0% 4.0% 6.0% 8.0% 10.0%

Healthcare

Consumer Staples

Communication Services

Technology

S&P 500

Consumer Discretionary

Utilities

Materials

Financials

Real Estate

Industrials

Energy

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 5/18/2020 close) 

 

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

Commodities

Real Estate

Small Cap

Mid Cap

Foreign Developed ($)

Emerging Markets ($)

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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P/E Update 

 

May 14, 2020 
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Based on our methodology,1 the current P/E is 20.4x, down 1.1x from last week.  The drop in the 

P/E was due to upward revisions to Q1 earnings.   

 

 
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 (Q3 and Q4) and two estimates (Q1). 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. 


