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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 21, 2019—9:30 AM EST] Global equity markets are lower this morning.  

The EuroStoxx 50 is down 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

down 1.2%.  Chinese markets were lower, with the Shanghai composite down 0.3% and the 

Shenzhen index down 0.2% from the prior close.  U.S. equity index futures are signaling a lower 

open.  With 467 companies having reported, the S&P 500 Q3 earnings stand at $42.60, higher 

than the $41.08 forecast for the quarter.  The forecast reflects a 4.0% decrease from Q3 2018 

earnings.  Thus far this quarter, 75.8% of the companies reported earnings above forecast, while 

17.3% reported earnings below forecast.   

 

Episode #3 of our Confluence of Ideas podcast is now available.   

 

Financial markets this morning can best be described as “becalmed.”  Not much is moving   We 

cover the Fed minutes and the recent gyrations with trade.  OECD downgrades 2020 growth.  

Yesterday’s energy data is recapped.  Here are the details.   

 

Fed minutes:  The minutes had no discernible impact on financial markets.  Here are the general 

takeaways from the report: 

 

1. Policymakers are signaling that they think the current policy rate is appropriate.  At 

the same time, there is ample evidence to suggest that the preponderance of risks is to 

the downside.  Thus, we can conclude that the next move is most likely for lower, not 

higher rates.   

2. Even this rate cut was not easy.  Although the majority apparently supported it, there 

were two official dissents.  Additionally, seven presidents don’t vote each year.  The 

minutes suggested that at least a couple of members vied this cut as a “close call.”  

This adds to evidence that additional reductions in rates will require clear evidence of 

slowing. 

3. Global economic concerns, including trade, continue to dominate the Fed’s thinking. 

4. One of the unknowns about the labor market is if the modest slowdown in payroll 

growth is due to a weakening economy, or the natural consequence of near full 

employment.  The minutes suggested the members are leaning toward the latter 

explanation.  If they are wrong, and the slowing is an early sign of weakness, the odds 

of a policy mistake are increased. 

5. In the review of recent money market turmoil, it isn’t obvious if the Fed really 

understands what has occurred.  Perhaps the best analysis of this issue can be found 
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here.  If Zoltan Pozsar is correct, the Fed really hasn’t solved the problem.  We might 

see a repeat of the September problem at year’s end.  One issue is that the discount 

window, which allows banks to borrow directly from the Fed if they are short on 

reserves, is no longer used on fears of creating reputational risk.  This development is 

forcing banks to hold excess reserves.   

6. In discussions, the FOMC is cool to negative nominal rates, instead planning on 

forward guidance and balance sheet expansion if the zero lower bound is touched 

again.  Our concern is that the Fed’s apparent “success” with these tools in the past 

has led them to overconfidence.   

So, overall, probably not more rate cuts this year, but the odds of a hike are very low.   

 

Trade:  Reports surfaced yesterday that the trade talks could go into next year.  This sent 

equities lower although the major indices did recover from the worst levels of the session.  If it 

turns out the trade deal isn’t going to happen, what will be the outcome for equities? 

 

Here is a technical assessment of the potential decline: 

 

 
(Source:  Bloomberg) 

 

This is the S&P 500 from the summer of 2017.  With a couple of violations, the index has moved 

in a broad upsloping channel since the initial peak after the tax cut passed.  Clearly, last year 

there was a serious violation of the channel; another one occurred recently.  If the trade talks are 

doomed, a pullback to the September lows is likely, or a bit more than 10% from the recent high.  

Falling to the lower line of the channel would put the index around 2800.  That’s probably a 

reasonable set of parameters for the market over this issue. 

 

https://www.bloomberg.com/news/audio/2019-11-08/why-the-repo-markets-went-crazy-podcast
https://www.wsj.com/articles/how-the-discount-window-became-a-pain-in-the-repo-market-11574337601?shareToken=stb2d4f68d255c40e39bcd7dee1703a58e
https://www.reuters.com/article/us-usa-trade-china-timing/phase-one-u-s-china-trade-deal-may-not-be-completed-this-year-trade-sources-idUSKBN1XU2C7
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Here are the most recent developments on trade.  There is breaking news that the U.S. may not 

implement tariffs scheduled for Dec. 15th if the Phase I talks fail.  The White House has not 

confirmed this report.  This decision, if true, would suggest that the White House realizes that 

adding tariffs to all Chinese imports will affect consumer goods and may be rather unpopular.  If 

so, this might mean that the last leg of tariffs may never be implemented and thus tariffs have 

become a less potent threat.  China has invited the U.S. negotiating team to Beijing for new talks; 

the U.S. is reluctant to go without clear evidence China is willing to meet U.S. demands.  

President Trump has blamed China for the lack of progress on trade.  China is promoting 

continued talks.  In a warning, former Secretary of State Kissinger warned that if the U.S./China 

trade conflict isn’t brought under control, the potential exists for it to spiral into a scenario 

similar to WWI; we would agree with this assessment.   

 

On Dec. 10th, the WTO appeals courts will stop functioning due to the lack of judges.  The U.S. 

has prevented new appointments, effectively ending the WTO’s ability to resolve trade disputes.  

If the WTO collapses, it will likely mark the end of the post-WWII (but especially the post-Cold 

War variant) globalization.   

 

Hong Kong:  The House has passed the Senate’s Hong Kong bill;  given the overwhelming 

support in Congress, the president is expected to sign the bill and then deal with the fallout from 

China.  China is warning that this measure will weaken relations.  About 100 protestors remain 

holed up at the Hong Kong Polytechnical University.  Although there has been speculation that 

Hong Kong could evolve into another Tiananmen-style outcome, what we are seeing instead is a 

steady militarization of the Hong Kong police and a rising escalation of violence on both sides.  

It appears Beijing is content to allow the local authorities to do what is necessary to quell the 

violence, but the PRC does not want to use the PLA to secure the city.  This doesn’t mean that 

eventually the military doesn’t move in but there is clear reluctance to do so.    

 

Global growth:  The OECD is warning that the world is heading toward a low growth rut due to 

trade disputes and low investment rates.  It is projecting 2.9% GDP growth for the world in 

2020; any level under 3% is generally considered a recession.   
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https://www.reuters.com/article/us-usa-stocks/stock-futures-erase-losses-on-report-of-likely-u-s-tariff-delay-idUSKBN1XV1GM
https://www.reuters.com/article/us-usa-stocks/stock-futures-erase-losses-on-report-of-likely-u-s-tariff-delay-idUSKBN1XV1GM
https://www.wsj.com/articles/china-invites-u-s-trade-negotiators-for-more-talks-11574330869?shareToken=st818d6ece62314404af249be6a0c84e06
https://www.wsj.com/articles/trump-says-he-is-looking-at-exempting-apple-from-china-tariffs-11574288711?shareToken=st0c704998e3e24f75a7d59716a3bd55ef
https://www.reuters.com/article/us-usa-trade-china/china-says-it-will-strive-to-reach-phase-one-trade-deal-with-us-idUSKBN1XV0OI
https://www.reuters.com/article/us-usa-trade-china/china-says-it-will-strive-to-reach-phase-one-trade-deal-with-us-idUSKBN1XV0OI
https://markets.businessinsider.com/news/stocks/henry-kissinger-trump-china-trade-dispute-in-foothills-of-a-cold-war-2019-11-1028707181
https://www.scmp.com/economy/china-economy/article/3038697/donald-trumps-block-wto-judges-creates-doomsday-scenario
https://www.scmp.com/news/china/diplomacy/article/3038684/us-house-approves-hong-kong-rights-bill-sends-measure-donald
https://www.straitstimes.com/world/united-states/trump-expected-to-sign-hong-kong-human-rights-bill-despite-china-warnings
https://www.scmp.com/news/china/diplomacy/article/3038789/us-hong-kong-democracy-act-slanders-china-level-close-madness
https://www.scmp.com/news/china/diplomacy/article/3038789/us-hong-kong-democracy-act-slanders-china-level-close-madness
https://www.washingtonpost.com/world/asia-pacific/hong-kong-moves-to-center-stage-of-us-china-showdown/2019/11/21/517aa47e-0bd8-11ea-8054-289aef6e38a3_story.html
https://www.reuters.com/article/us-hongkong-protests/protesters-stay-holed-up-on-hong-kong-campus-surrounded-by-riot-police-idUSKBN1XV0DS
https://www.reuters.com/article/us-hongkong-protests/protesters-stay-holed-up-on-hong-kong-campus-surrounded-by-riot-police-idUSKBN1XV0DS
https://www.wsj.com/articles/beijings-hong-kong-protest-strategy-let-em-fight-it-out-11574332204?shareToken=st44b9e780f3464b5d8baf37281e5abc76
https://www.wsj.com/articles/beijings-hong-kong-protest-strategy-let-em-fight-it-out-11574332204?shareToken=st44b9e780f3464b5d8baf37281e5abc76
https://www.wsj.com/articles/global-economy-to-stagnate-if-trade-uncertainty-persists-oecd-warns-11574330400?shareToken=st146e349f787846da94e4001643bd5892
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United Kingdom:  The Labor Party released its most radical policy program in a generation, 

including massive nationalizations, higher taxes on businesses, huge borrowing for public 

investment, and increased spending on public health and other social services.  The lurch to the 

left has soured many Britons on the party ahead of the December election, but the policies may 

even be too much for the workers the Labor Party embraces.  Union leaders and some Labor 

insiders have reportedly pushed back internally against a proposed windfall profits tax on oil 

companies operating in the North Sea, fearing the tax would cost union jobs. 

 

Japan:  Prime Minister Abe’s push to amend the country’s pacifist constitution to allow a 

stronger military hit a roadblock, as parliament members agreed to cancel a discussion of a 

required change in Japan’s referendum law.  With only two weeks left in the parliamentary 

session, the move basically prevents any movement on the issue for the rest of the year. 

 

Canada:  Prime Minister Trudeau has announced a significant shake-up to his cabinet.  Most 

important, Foreign Affairs Minister Chrystia Freeland, who led the country’s negotiating team 

during the recent U.S.-Mexico-Canada trade deal, has been elevated to the role of deputy prime 

minister in charge of provincial and territorial affairs.  That could help Trudeau overcome the 

nascent separatist sentiment in Alberta and Saskatchewan that has developed in response to his 

national carbon tax and other environmentalist policies.  By developing Freeland’s expertise in 

domestic issues, it should also help set her up for a run at the prime minister’s role in the future. 

 

Colombia:  While political protests have burgeoned in Chile, Bolivia, and Ecuador, and as 

political and economic problems have intensified in Venezuela, Brazil, and Argentina, it seemed 

Colombia was a bastion of stability.  Today, however, unions and anti-government protestors 

have launched a massive national strike to protest some of the same issues that have caused 

unrest elsewhere in South America, i.e., corruption, inequality, and political rigidity.  The spread 

of the unrest to Colombia, and the potential for a violent government response will be negative 

for South American assets going forward.   

 

Energy update:  Crude oil inventories rose 1.4 mb compared to an expected build of 1.5 mb. 
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In the details, U.S. crude oil production is unchanged at 12.8 mbpd.  Exports rose 0.4 mbpd 

while imports rose 0.2 mbpd.  The rise in stockpiles was mostly in line with expectations.   

https://www.ft.com/content/067c164a-0c43-11ea-b2d6-9bf4d1957a67
https://www.ft.com/content/1092dfcc-0bb4-11ea-b2d6-9bf4d1957a67
https://www.ft.com/content/1092dfcc-0bb4-11ea-b2d6-9bf4d1957a67
https://www.japantimes.co.jp/news/2019/11/21/national/politics-diplomacy/abe-constitution-hits-roadblock/#.XdaYHldKiUk
https://www.ft.com/content/0900536a-0bab-11ea-bb52-34c8d9dc6d84
https://www.eltiempo.com/vida/educacion/paro-nacional-21-de-noviembre-en-colombia-siga-en-vivo-la-jornada-de-marchas-435814
https://www.wsj.com/articles/colombia-girds-for-mass-protests-with-an-eye-toward-chiles-instability-11574283963?mod=searchresults&page=1&pos=1


 

 

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

www.confluenceinvestment.com 

 5 

 
(Sources:  DOE, CIM) 

 

This chart shows the annual seasonal pattern for crude oil inventories.  We are approaching the 

end of the autumn build season, which implies we will see a modest drop during the month of 

December before the usual seasonal rise in Q1. 

 

We continue to monitor the autumn refinery maintenance season. 

 

 
(Sources:  DOE, CIM) 
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This week’s rise is normal, but utilization remains below average.  Run rates should continue to 

rise into the new year.   
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Based on our oil inventory/price model, fair value is $56.79; using the euro/price model, fair 

value is $49.14.  The combined model, a broader analysis of the oil price, generates a fair value 

of $51.12.   We are seeing the divergence between dollar and oil inventories narrow as the dollar 

weakens and oil stocks rise.  We expect the Saudi IPO process to support oil and any positive 

news on the trade front would be supportive for oil prices as well.   

 

U.S. Economic Releases 

 

Initial jobless claims came in above expectations at 227k compared to the forecast of 218k.   

  

100

200

300

400

500

600

700

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

FOUR-WEEK AVERAGE OF 

INITIAL CLAIMS

TH
O

U
S

A
N

D
S

Sources:  BLS, CIM  



 

 

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

www.confluenceinvestment.com 

 7 

 

The chart above shows the four-week moving average for initial claims.  The four-week moving 

average rose from 217.50k to 221.00k.   

 

The Philadelphia FRB Business Outlook Index came in well above expectations at 10.4 

compared to estimates of 6.0.   
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We smoothed the data on the above chart with a six-month moving average.  The current reading 

is well above the recession signal of -10.  What makes this index important, is that it measures 

business sentiment for the Mid-Atlantic region, where most of the Fed governors work and live, 

at least part of the time.  No matter how data-sensitive one is, the economic activity that one 

directly observes will tend to affect one’s outlook.  Thus, a robust local economy in the Mid-

Atlantic region could lead Fed governors to lean hawkish even if the rest of the nation’s 

economy is less robust, and vice versa.   

 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m 17-Nov 58.0 ***

9:45 Bloomberg Economic Expectations m/m nov 49.0 **

10:00 Leading Index m/m oct -0.1% -0.1% ***

10:00 Existing Homes m/m oct 5.49 Mil 5.38 Mil ***

10:00 Existing Homes Sales m/m oct 2.0% 2.2% **

Speaker or event

10:10 Neel Kashkari Speaks in Bloomington, Minnesota President of Federal Reserve Bank of Minneapolis

Fed Speakers or Events

Economic Releases

District or position
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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 Swift Global Payments CNY m/m oct 1.7% 2.0% ** Equity and bond neutral

Japan All Industry Activity Index y/y sep 1.5% 0.0% 1.5% ** Equity and bond neutral

Supermarket Sales y/y oct -4.1% 2.8% ** Equity and bond bearish

New Zealand Credit Card Spending m/m oct -1.5% -0.1% ** Equity and bond bearish

EUROPE

France Business Confidence m/m nov 105 105 105 ** Equity and bond neutral

Manufacturing Confidence m/m nov 100 99 100 ** Equity and bond neutral

Production Outlook Indicator m/m nov -3 -1 0 ** Equity and bond bearish

Own-Company Production m/m nov 1 4 4 ** Equity bearish, bond bullish

UK Public Finances m/m oct 0.400 Bil 2.700 Bil ** Equity and bond neutral

Central Government NCR m/m oct 0.100 Bil 14.800 Bil ** Equity and bond neutral

Public Sector Net Borrowing m/m oct 10.500 Bil 8.700 Bil 8.600 Bil ** Equity and bond neutral

PSNB ex Banking Groups m/m oct 11.200 Bil 9.400 Bil 9.300 Bil ** Equity and bond neutral

Switzerland Industry and Construction Output y/y 3q 6.3% 3.6% ** Equity and bond neutral

Industrial Output y/y 3q 8.0% 4.8% 3.5% ** Equity bullish, bond bearish

Money Supply M3 y/y oct 1.8% 2.6% *** Equity and bond neutral

Russia Real Wages y/y sep 3.1% 2.4% 2.9% *** Equity bullish, bond bearish

Retail Sales Real y/y oct 1.6% 0.7% 1.0% *** Equity bullish, bond bearish

Unemployment Rate m/m oct 4.6% 4.5% 4.5% *** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 15-Nov $180.567 Bil $180.278 Bil * Equity and bond neutral

Canada CNI Industrial Production m/m nov 62.5 59.3 *** 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) 189 190 -1 Down

3-mo T-bill yield (bps) 153 153 0 Neutral

TED spread (bps) 37 37 0 Neutral

U.S. Libor/OIS spread (bps) 154 154 0 Up

10-yr T-note (%) 1.75 1.75 0.00 Down

Euribor/OIS spread (bps) -41 -41 0 Neutral

EUR/USD 3-mo swap (bps) 14 14 0 Down

Currencies Direction

dollar Down Up

euro Up Down

yen Up Up

pound Up Down

franc Flat Down

Central Bank Action Current Prior Expected

RBA FX Transactions Market A$420 Mil A$602 Mil

RBA FX Transactions Government -A$483 Mil -A$683 Mil

RBA FX Transactions Other A$2.268 Bil -A$703 Mil  
 

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 $62.39 $62.40 -0.02%

WTI $57.02 $57.01 0.02%

Natural Gas $2.56 $2.56 0.16%

Crack Spread $15.57 $15.98 -2.54%

12-mo strip crack $17.91 $18.14 -1.26%

Ethanol rack $1.68 $1.68 0.06%

Gold $1,470.36 $1,471.61 -0.08%

Silver $17.09 $17.15 -0.36%

Copper contract $264.20 $266.05 -0.70%

Corn contract 378.00$       377.25$       0.20%

Wheat contract 520.00$       518.75$       0.24%

Soybeans contract 905.75$       905.00$       0.08%

Baltic Dry Freight 1260 1304 -44

Actual Expected Difference

Crude (mb) 1.4 1.5 -0.1

Gasoline (mb) 1.8 0.8 1.0

Distillates (mb) -1.0 -1.0 0.0

Refinery run rates (%) 1.70% 1.00% 0.70%

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather  
 

The 6-10 and 8-14 day forecasts are calling for colder-than-normal temperatures throughout the 

far West, with warmer-than-normal temperatures on the East Coast.  Wet conditions are expected 

for most of the country except for Texas.  
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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.  
 

November 15, 2019 
 

The yield curve has steepened since the FOMC started cutting rates, raising hope that a recession 

can be avoided.  In this report, we will examine whether these hopes make sense. 
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The above chart shows two recession indicators from two different regional Federal Reserve 

banks, Atlanta and New York.  The former is a GDP-based indicator and the latter is based on 

the yield curve.  The New York indicator is designed to signal economic activity a year into the 

future.  We like to combine the two indicators because the Atlanta indicator tends to give false 

positives.  However, in the past, when the New York indicator has moved above 30 followed by 

an Atlanta indicator rising above 40, a recession has been unavoidable. 

 

Fed funds show us that easing doesn’t necessarily protect the economy from a downturn.  Even 

though the FOMC has usually cut rates as the New York FRB indicator penetrated 30, it was not 

enough to fend off a downturn.  Thus, even with the recent rate cuts, the risk of recession 

remains elevated. 

 

The good news is that the Atlanta indicator is at a level where a recession isn’t imminent.  The 

bad news is that the New York indicator has signaled a downturn is coming.  Since the 1969-70 

recession, the average lead time from the New York recession indicator has been 10 months, 

with a range of five to 15 months.  Thus, by next spring, we could see evidence of a downturn.  

However, if we use the Atlanta indicator as a signal-confirming device, we should have a better 
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idea of when a recession is actually underway.  So, for now, investors should not become overly 

cautious but, by the end of Q1, increased vigilance will likely be warranted.   

 
 

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.  



 

 

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

www.confluenceinvestment.com 

 13 

Data Section 

 

U.S. Equity Markets – (as of 11/20/2019 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 11/20/2019 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 
 

November 21, 2019 
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P/E as of 11/20/2019 = 19.0x

 
 

Based on our methodology,1 the current P/E is 19.0x, up 0.5x from last week.  The rise in the P/E 

is due to the adjustment to Q3 earnings by shifting to Standard and Poor’s calculation of 

operating earnings from Thomson/Reuters, whose I/B/E/S provides earnings estimates. This 

event happens each quarter due to the divergence between the two series.   

 
 
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 (Q1, Q2 and Q3) and one estimate (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. 


