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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: November 16, 2018—9:30 AM EST]  Global equity markets are mixed this morning.  

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

0.1% from the prior close.  Chinese markets were higher, with the Shanghai composite up 0.4% 

and the Shenzhen index up 0.8%.  U.S. equity index futures are signaling a lower open.  With 

453 companies having reported, the S&P 500 Q3 earnings stand at $42.71, higher than the 

$40.50 forecast for the quarter.  The forecast reflects a 21.0% increase from Q3 2017 earnings.  

Thus far this quarter, 77.0% of the companies reported earnings above forecast, while 15.2% 

reported earnings below forecast. 

 
(NB: The Daily Comment will go on hiatus beginning Wednesday, November 21st, returning on Monday, 

November 26th.) 

 

Happy Friday!  After a strong close in equities yesterday, we are giving some of the gains back 

this morning.  Trade worries continue to dominate.  This is what we are watching this morning: 

 

Brexit: After yesterday’s high drama, things are remarkably calm this morning.  Hard Brexit 

Tories submitted no-confidence letters, the first step to trigger a leadership challenge to PM May.  

So far, their efforts are falling well short of what is required; a total of 48 formal letters are 

needed to bring a leadership challenge but the group only has 20 and can’t seem to generate 

further interest.  After a flurry of cabinet resignations, the rest of May’s cabinet seems to be 

sticking.  PM May’s political obituary has been written dozens of times in recent months,1 but 

she remains standing and, due to her ability to maintain composure and press on, she continues to 

survive.  Of course, part of her success is due to the fact that there isn’t an obvious replacement.  

The hard Brexit group is a set of difficult personalities that don’t seem to like each other much 

and all assume they are the natural leader of the group.  Although they are loud and get lots of 

press coverage, they don’t seem to be all that powerful.  Another factor helping May is that it 

isn’t clear if a better deal is possible.  As we have noted over the past two days, Britain’s 

bargaining position is weak and the prospect of sending the economy into a deep recession, even 

if it is short in duration, isn’t an attractive position.   

 

Still, there is no doubt that May doesn’t have the votes from her coalition to pass this measure.  

She has been calling for a “free vote”2 in Parliament.  Corbyn, hoping to bring down the 

                                                 
1 https://www.ft.com/content/64ab98da-e8d6-11e8-885c-
e64da4c0f981?emailId=5bee4e6ca4a2000004584734&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
2 A free vote occurs when party leaders allow MPs to vote without direction from the party leadership.   
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government and become the next PM, won’t likely agree.  But, he may not be able to discipline 

his backbenchers who may vote with May on the measure.   

 

What happens if the vote fails?3  There are five possible outcomes:  

1.  Hard Brexit: The U.K. leaves the EU without a deal and becomes severed from the 

continent.  We would expect a deep recession, a dramatic decline in British financial 

equities, a weaker GBP and higher Gilt yields.  However, we would not be surprised, in 

the midst of financial and economic turmoil, to see negotiators attempt to make specific 

agreements on immigration, border security, etc. 

2. Renegotiate: Although the EU has indicated it isn’t open to new talks, faced with hard 

Brexit, it may be open to new negotiations.  If this option is taken, look for the U.K. to 

join the European Free Trade Association in order to remain in the common market.  This 

isn’t a permanent solution (if one goes this direction, why leave?) but it could buy time. 

3. New general elections: This is the outcome that Corbyn is pressing for. Labour has been 

pushing for a soft Brexit, similar to what we would see with option #2.  However, 

financial markets would take a dim view of a Corbyn government and we would likely 

see a massive selloff in the GBP and much higher interest rates. 

4. Second referendum: Although there would be political obstacles, this outcome makes 

some sense.  The first vote was a decision between the EU with all its flaws and a 

“glorious” future outside the EU.  Now that it’s evident that there will be no glorious 

future, another vote would be a choice between more realistic alternatives. 

5. Accept the current deal: In the end, MPs may finally conclude that, after threats of 

failure, the May deal is the best they will get.  This is the TARP outcome; initially, the 

House voted against TARP but reconsidered when financial markets collapsed. 

In the end, we think the U.K. will avoid a hard Brexit and maintain ties to the EU.  It should be 

noted that there is widespread dissatisfaction with the EU across Europe and, at some point, we 

would not be shocked to see other nations expand their sovereignty at the expense of the broader 

union.  But, a hard Brexit would almost certainly lead to an immediate negative outcome that all 

involved would likely try to avoid. 

 

Trade truce: Equities rallied yesterday on hopes of a trade truce with China.4  Although we 

could see some sort of delay in tariff implementation, the anti-globalists within the 

administration do continue to have influence.5  We would not be surprised to see the president 

try to calm concerns over trade at the G-20, but we would not expect a major reversal.6  The WSJ 

has a good article about how President Trump’s views on trade have developed from his early 

                                                 
3 https://www.cer.eu/sites/default/files/insight_CG_16.11.18_0.pdf  
4 https://www.ft.com/content/a6a3cb08-e887-11e8-8a85-04b8afea6ea3  
5 https://www.reuters.com/article/us-china-economy-rates/weak-credit-growth-raises-odds-of-first-china-rate-
cut-in-years-idUSKCN1NL0XX  
6 https://www.reuters.com/article/us-usa-trade-china-exclusive/exclusive-china-offer-unlikely-to-spur-major-
trade-war-breakthrough-senior-u-s-official-idUSKCN1NK2UA  

https://www.cer.eu/sites/default/files/insight_CG_16.11.18_0.pdf
https://www.ft.com/content/a6a3cb08-e887-11e8-8a85-04b8afea6ea3
https://www.reuters.com/article/us-china-economy-rates/weak-credit-growth-raises-odds-of-first-china-rate-cut-in-years-idUSKCN1NL0XX
https://www.reuters.com/article/us-china-economy-rates/weak-credit-growth-raises-odds-of-first-china-rate-cut-in-years-idUSKCN1NL0XX
https://www.reuters.com/article/us-usa-trade-china-exclusive/exclusive-china-offer-unlikely-to-spur-major-trade-war-breakthrough-senior-u-s-official-idUSKCN1NK2UA
https://www.reuters.com/article/us-usa-trade-china-exclusive/exclusive-china-offer-unlikely-to-spur-major-trade-war-breakthrough-senior-u-s-official-idUSKCN1NK2UA
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years; his perception of trade as a “zero-sum” game are deep-rooted and we would not expect 

him to ever fully abandon them.7 

 

Port facilities are reporting a surge in imports,8 suggesting that firms are trying to beat the onset 

of tariffs by building critical inventories.  The chart below shows the contribution to GDP from 

goods imports and inventories.  Rising imports are a negative number in this calculation.  Note 

that in Q3 there was a surge in imports and a sharp rise in inventories.  We would expect a 

negative impact from inventory destocking, likely showing up in Q1 2019 GDP, but that would 

be partly offset by lower import numbers. 

 

 
 

Gulen extradited?  NBC is reporting that the White House is considering extraditing Fethullah 

Gulen to Turkey in a bid to placate Turkish President Erdogan and get him to stop pressing on 

MbS and the Saudis.9  This would be a significant move if the U.S. follows through, although it 

should be noted that career officials at the DOJ oppose the move.  Giving up Gulen would be 

significant, a signal to other high-profile foreign refugees that they might not be safe in the 

U.S.10 

 

Fed news: The Senate has confirmed Michelle Bowman as FOMC governor, taking the position 

reserved for community bankers.  This position tends to be a reliable voter with the chair as the 

position doesn’t usually attract candidates with strong monetary policy views.  Meanwhile, 

Nellie Liang and Marvin Goodfriend remain candidates for governorship.  Liang has been 

                                                 
7 https://www.wsj.com/articles/trump-forged-his-ideas-on-trade-in-the-1980sand-never-deviated-1542304508  
8 https://www.wsj.com/articles/imports-surge-at-u-s-ports-as-companies-brace-for-new-tariffs-1542310733  
9 https://www.nbcnews.com/politics/national-security/white-house-weighs-booting-erdogan-foe-u-s-appease-
turkey-n933996  
10 For background, see WGRs: The Turkish Coup, Part I (7/25/16); Part II (8/1/16); and Part III (8/8/16). 

https://www.wsj.com/articles/trump-forged-his-ideas-on-trade-in-the-1980sand-never-deviated-1542304508
https://www.wsj.com/articles/imports-surge-at-u-s-ports-as-companies-brace-for-new-tariffs-1542310733
https://www.nbcnews.com/politics/national-security/white-house-weighs-booting-erdogan-foe-u-s-appease-turkey-n933996
https://www.nbcnews.com/politics/national-security/white-house-weighs-booting-erdogan-foe-u-s-appease-turkey-n933996
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_07_25_2016.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_08_1_2016.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_08_8_2016.pdf
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criticized for not being a strong enough supporter of deregulation, while Goodfriend has pretty 

much disappeared even though the administration hasn’t removed his name from consideration.  

Goodfriend is something of a hawk on policy and thus we would not be surprised to see him 

replaced at some point.  President Trump has two vacancies remaining on the committee. 

 

Chair Powell is launching a broad review of monetary policy and communication at the Federal 

Reserve.  It isn’t exactly clear what he intends to accomplish but we fear it means greater 

transparency.11 

 

Foreign central bank news: The BOJ is sending persistent signals that it is concluding the costs 

of its unconventional monetary policy actions are outweighing the benefits.12  If the BOJ begins 

to reverse policy, the JPY could appreciate sharply.  In a speech yesterday, ECB President 

Draghi acknowledged that the Eurozone economy has been sluggish.  This may delay policy 

tightening further into the future.13  Finally, the PBOC is said to be considering its first rate cut in 

three years.14  Although the Chinese central bank has cut reserve requirements, it has avoided an 

actual rate cut, most likely to avoid currency weakness.  The fact that the PBOC is considering 

such measures suggests economic conditions are deteriorating. 

 

Energy update: Crude oil inventories rose a whopping 10.3 mb last week compared to the 

forecast rise of 3.1 mb. 
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The large build was due to continued sluggish refining activity, which only rose 0.1% compared 

to the 1.0% rise forecast, and a drop in oil exports, which fell 0.35 mbpd.  Production is also 

rising, hitting 11.7 mbpd, up 0.1 mbpd.  Although the report was clearly bearish on its face, the 

                                                 
11 https://www.ft.com/content/477eca46-e90a-11e8-885c-
e64da4c0f981?emailId=5bee4e6ca4a2000004584734&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
12 https://www.reuters.com/article/us-japan-economy-boj/boj-paper-identifies-flaws-of-negative-rates-as-debate-
on-stimulus-cost-brews-idUSKCN1NL0GP  
13 https://www.ecb.europa.eu/press/key/date/2018/html/ecb.sp181116.en.html  
14 https://www.reuters.com/article/us-china-economy-rates/weak-credit-growth-raises-odds-of-first-china-rate-
cut-in-years-idUSKCN1NL0XX  

https://www.ft.com/content/477eca46-e90a-11e8-885c-e64da4c0f981?emailId=5bee4e6ca4a2000004584734&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/477eca46-e90a-11e8-885c-e64da4c0f981?emailId=5bee4e6ca4a2000004584734&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-japan-economy-boj/boj-paper-identifies-flaws-of-negative-rates-as-debate-on-stimulus-cost-brews-idUSKCN1NL0GP
https://www.reuters.com/article/us-japan-economy-boj/boj-paper-identifies-flaws-of-negative-rates-as-debate-on-stimulus-cost-brews-idUSKCN1NL0GP
https://www.ecb.europa.eu/press/key/date/2018/html/ecb.sp181116.en.html
https://www.reuters.com/article/us-china-economy-rates/weak-credit-growth-raises-odds-of-first-china-rate-cut-in-years-idUSKCN1NL0XX
https://www.reuters.com/article/us-china-economy-rates/weak-credit-growth-raises-odds-of-first-china-rate-cut-in-years-idUSKCN1NL0XX
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product data was actually bullish; gasoline inventories fell 1.4 mb compared to an estimated rise 

of 0.5 mb and distillate inventories declined 3.6 mb compared to a 2.2 mb decline forecast. 

 

 
(Sources: DOE, CIM) 

 

This chart shows inventory levels compared to consumption, which yields how many days of 

stockpiles are available.  We are currently below 28 days compared to the normal level around 

32 days.  Note that this measure usually rises into the New Year, meaning refinery activity will 

need to rise soon to rebuild inventories.  That increase in consumption should act to put in a floor 

for oil prices, assuming OPEC does reduce output. 
 

 
(Source: DOE, CIM) 
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The seasonal chart suggests we are near the autumn inventory peak.  The rise in oil stocks this 

season has been quite impressive but, as noted above, we should see a pickup in demand that 

reduces stockpiles soon. 
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Based on oil inventories alone, fair value for crude oil is $60.33.  Based on the EUR, fair value is 

$54.31.  Using both independent variables, a more complete way of looking at the data, fair 

value is $55.69.  Thus, part of the reason oil prices may be stabilizing is simply because prices 

have fallen to a more reasonable level.   

 

Recent price volatility in both crude oil and natural gas has all the markings of large traders 

caught in the wrong positions.  The consensus trade all summer was long crude/short natural gas 

on the idea that natural gas production was rising as a byproduct of crude oil output.  Although 

the positioning was partially correct (natural gas production has been rising rapidly), the U.S. is 

now a net natural gas exporter through rising exports to Mexico and LNG, a historic 

development. 
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Couple that with outgoing supply, which prevented natural gas inventories from building 

significantly last summer, along with an early bout of cold weather and large bearish positioning, 

and one has the conditions for a massive rally in natural gas.  And, if these same traders were 

long oil, the violent drop in oil prices makes sense.   

 

It does appear we have likely addressed the positioning issue.  If so, volatility should decline and 

we should see some recovery in crude and a pull-back in natural gas.  We don’t know how long 

this adjustment will take, but we do believe it is underway.  We would look for crude oil to 

eventually make its way to $60, WTI, in the coming weeks. 
 

U.S. Economic Releases 
 

Industrial production from October came in weaker than forecast, rising 0.1% compared to the 

forecast rise of 0.2%.  Capacity utilization was 78.4%, which is above the 78.2% expected.  
 

 
 

The chart above shows the Industrial Production Index.  The current reading is 109.1, the highest 

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

EDT Indicator Expected Prior Rating

10:00 Kansas City Fed Manufacturing Activity m/m nov 11 8 ***

16:00 Total Net TIC Flows m/m sep $108.2 bn **

16:00 Net Long-term TIC Flows m/m sep $131.8 bn **

EST Speaker or event

11:30 Charles Evans Speaks at Fixed Income Forum Roundtable

District or position

Economic Releases

Fed speakers or events

President of the Federal Reserve Bank of Chicago  
 

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

India Trade Balance m/m oct -$17.130 bn -$13.978 bn -$16.000 bn ** Equity bearish, bond bullish

New Zealand BusinessNZ Manufacturing PMI m/m oct 53.5 51.7 ** Equity and bond neutral

Non Resident Bond Holdings m/m oct 57.1% 57.4% ** Equity and bond neutral

EUROPE

Eurozone CPI y/y oct 2.2% 2.2% 2.2% *** Equity and bond neutral

CPI core y/y oct 1.1% 1.1% 1.1% *** Equity and bond neutral

Germany Wholesale Price Index y/y oct 4.0% 3.5% ** Equity and bond neutral

Italy Industry Sales y/y oct 3.9% 3.2% ** Equity and bond neutral

Industry Orders y/y oct -2.9% 4.9% ** Equity and bond neutral

Trade Balance Total m/m sep 1.274 bn 2.564 bn ** Equity bearish, bond bullish

CPI EU Harmonized y/y oct 1.7% 1.7% 1.7% *** Equity and bond neutral

CPI core y/y oct 1.9% 1.9% 1.9% *** Equity and bond neutral

Russia Gold and Forex Reserve y/y oct 461.5 bn 459.7 bn ** Equity and bond neutral

Money Supply Narrow Def m/m oct 10.30 tn 10.27 tn ** Equity and bond neutral

AMERICAS

Mexico Formal Job Creation m/m oct 163.2k 129.5k ** 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) 263 262 1 Up

3-mo T-bill yield (bps) 231 231 0 Neutral

TED spread (bps) 32 30 2 Neutral

U.S. Libor/OIS spread (bps) 234 234 0 Up

10-yr T-note (%) 3.10 3.11 -0.01 Up

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

EUR/USD 3-mo swap (bps) 37 40 -3 Down

Currencies Direction

dollar up Neutral

euro up Neutral

yen up Neutral

pound up Neutral

franc down Neutral

Central Bank Action Current Prior Expected

Mexican Overnight Rate 8.000% 7.750% 8.000% 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 $67.68 $66.62 1.59% Prospective Production Cuts

WTI $57.24 $56.46 1.38%

Natural Gas $3.95 $4.04 -2.28%

Crack Spread $16.25 $16.16 0.52%

12-mo strip crack $18.38 $18.19 1.01%

Ethanol rack $1.41 $1.41 0.22%

Gold $1,216.32 $1,213.36 0.24%

Silver $14.27 $14.30 -0.18%

Copper contract $274.30 $274.65 -0.13%

Corn contract 378.50$       378.25$       0.07%

Wheat contract 512.00$       514.75$       -0.53%

Soybeans contract 887.50$       888.75$       -0.14%

Baltic Dry Freight 1020 1009 11

Actual Expected Difference

Crude (mb) 10.3 3.1 7.2

Gasoline (mb) -1.4 0.5 -1.9

Distillates (mb) -3.6 -2.2 -1.4

Refinery run rates (%) 0.10% 1.00% -0.90%

Natural gas (bcf) 39.0 32.0 7.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show cooler to normal temps for the eastern region and warmer 

temps for the rest of the country.  Precipitation is expected for most of the country. 
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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.  
 

November 16, 2018 
 

(NB: Due to the Thanksgiving holiday, the next report will be published on November 30.) 
 

Last year, we introduced an indicator of the basic health of the economy and added it to the 

many charts we monitor to gauge market conditions.  The indicator is constructed with 

commodity prices, initial claims and consumer confidence.  The thesis behind this indicator is 

that these three components should offer a simple and clear picture of the economy; in other 

words, rising initial claims coupled with falling commodity prices and consumer confidence is a 

warning that a downturn may be imminent.  The opposite condition should support further 

economic recovery.  In this report, we will update the indicator with October data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the economy is doing quite well.  We have placed vertical lines at certain points when 

the indicator falls below zero.  Although it works fairly well as a signal that equities are turning 

lower, there is a lag.  In other words, by the time this indicator suggests the economy is in 

trouble, the recession is likely near or underway and the equity markets have already begun their 

decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at -1.0.  This provides an earlier bearish signal and also eliminates the false positives that the 

zero threshold generates.  Notwithstanding, we will pay close attention when the 18-month 

change approaches zero.   

 

What does the indicator say now?  The economy is healthy and currently supportive for equity 

markets.  Thus, the recent weakness in equities is not due to the economy but other factors, 

including monetary and trade policy.  The good news is that if there is any reduction in concern 

over these issues then the economic data would likely support stronger equity prices.  The 

negative news is that there isn’t much evidence yet to expect a pause in Fed tightening or a 

systemic easing of trade tensions.  Thus, for the time being, equities will struggle to challenge 

recent highs.   

 

 

 
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 11/15/2018 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 11/15/2018 close) 
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Source: Bloomberg

  
 

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), 
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P/E Update 
 

November 15, 2018 
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P/E as of 11/14/2018 = 17.4x

 
 

Based on our methodology,15 the current P/E is 17.4x, down 0.1x from last week’s reading of 

17.5x.  The primary reason for the drop in the P/E is the continued correction in the S&P 500. 
 
 
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. 

                                                 
15 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 twi actual quarters (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


