
 

 

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

www.confluenceinvestment.com 

 1 

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: October 4, 2022—9:30 AM EDT] Global equity markets are higher this morning. In 

Europe, the Euro Stoxx 50 is currently up 3.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 1.5%. Chinese markets are closed for National Day. U.S. equity index 

futures are signaling a higher open.  
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold:  
 

• Bi-Weekly Geopolitical Report (9/26/2022) (with associated podcast) “Updates on 

Russia-Ukraine and Armenia-Azerbaijan” 

• Weekly Energy Update (9/29/2022): In addition to our usual update of the weekly DOE 

data, we also cover the apparent sabotage of the Nord Stream pipeline system and the 

failure of Joe Manchin’s permitting bill.      

• Asset Allocation Quarterly – Q3 2022 (7/19/2022): Discussion of our asset allocation 

process, Q3 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Q3 2022 Rebalance Presentation (8/4/2022): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation strategies, 

recent portfolio changes, and the current macro environment 

• Asset Allocation Bi-Weekly (9/19/2022) (with associated podcast): “The Gold Paradox” 

• Confluence of Ideas podcast (8/9/2022): “The 2022 Outlook: Update #2” 

• Current Perspectives: “2022 Outlook: Update #2 – The Tails Become Fatter” 

(7/12/2022) 

 

Our Comment today opens with an update on the Russia-Ukraine war, where Ukrainian forces 

continue to make surprising progress in the counteroffensives in northeastern and southern 

Ukraine.  We next review a wide range of other international and U.S. developments with the 

potential to affect the financial markets today, including a new controversy over energy policy in 

the European Union and a discussion of what has been driving the rebound in the U.S. stock 

market yesterday and today. 

 

Russia-Ukraine:  The latest reporting indicates that Ukrainian forces continue to recapture 

significant amounts of territory not only in the northeastern Donbas region but also in the south 

around Kherson.  Notably, these gains have come at the expense of units that were considered to 

be among Russia’s finest before the war, which indicates that even Russia’s finest military units 

are now seriously degraded and have only limited combat forces available to them. 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_9_26_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_29_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_29_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_29_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_29_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_3_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update2_Jul2022.pdf
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-3
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-3
https://www.ft.com/content/f7e3420b-4443-4784-99a3-fa8658932de9
https://www.ft.com/content/f7e3420b-4443-4784-99a3-fa8658932de9
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• Ukraine’s reaccelerating military advances are risky, in that Ukrainian forces could over-

extend themselves and outrun their supply lines.  However, Kyiv has apparently accepted 

that as a calculated risk in order to make fast progress while Russia hits snafus and other 

obstacles with its recent mobilization order. 

• As we’ve mentioned before, Russia’s losses have the potential to push President Putin 

toward playing his nuclear card, most likely by detonating a relatively low-yield tactical 

nuclear weapon over Ukraine, the Black Sea, or perhaps the Baltic Sea.  Less noted is 

that Putin could also be subtly threatening to use strategic weapons.  For example, press 

reports indicate a Russian submarine designed to deliver a nuclear-armed drone has 

mysteriously left its normal operating area in the White Sea.  We’ve seen other reports of 

unusual deployments of Russian strategic bombers.   

 

European Union:  The chief technical officer of German electricity grid operator Amprion 

warned yesterday that Germany may have to reduce or temporarily halt power exports to France 

and other countries this winter to prevent bottlenecks and shortages across its power grid.  The 

alert shows that the energy crisis touched off by Russia’s invasion of Ukraine has reached the 

point where it is more seriously threatening the bloc’s unity. 

• Germany has already been criticized for its recently announced €200 billion plan to 

provide energy subsidies to domestic businesses and households. 

• Other EU states worry Germany’s energy subsidies will give it an unfair competitive 

advantage in the bloc’s marketplace because many countries can’t afford to give their 

firms and consumers similar help.  

 

United Kingdom:  Just a day after being forced to back down on her plan to cut income taxes 

for the U.K.’s richest citizens, Prime Minister Truss is facing a new rebellion from her own 

Conservative Party over her plan to boost social benefits next year by less than consumer price 

inflation currently about 10%.  Instead, she wants to hike those benefits only in line with average 

wage growth, or about 5%, in order to reduce public spending. 

• The Truss proposal has already prompted pushback by at least one cabinet member and 

several members of parliament. 

• As with the plan to cut taxes for the U.K. elites, the pushback against reining in pensions 

and other social benefits illustrates how populist policies are now ascendant in Britain’s 

Conservative Party, as they are in many right-wing and left-wing parties around the 

world.  Those populist priorities are often unfriendly to the interests of capital holders. 

 

Japan-North Korea:  Today, the North Korean military launched a ballistic missile directly 

over Japan for the first time since 2017.  The overflight forced Tokyo to issue a rare public alert 

for people to take cover and prompted condemnation from Japan and other countries.  North 

Korea’s recent missile launches are likely designed to draw the U.S. and its allies into new 

negotiations for security and economic concessions.  For investors, the provocations could raise 

risk premiums for Asian assets. 

 

https://www.wsj.com/articles/ukrainian-advance-outstrips-russian-efforts-to-mobilize-reinforcements-11664881851?mod=hp_lead_pos6
https://www.wsj.com/articles/ukrainian-advance-outstrips-russian-efforts-to-mobilize-reinforcements-11664881851?mod=hp_lead_pos6
https://www.foxnews.com/world/russian-nuclear-submarine-armed-doomsday-weapon-disappears-arctic-harbor-report
https://www.foxnews.com/world/russian-nuclear-submarine-armed-doomsday-weapon-disappears-arctic-harbor-report
https://www.ft.com/content/3871c752-3ae8-42b6-a4ca-2b0b44e9d1bc
https://www.ft.com/content/3871c752-3ae8-42b6-a4ca-2b0b44e9d1bc
https://www.ft.com/content/ed5ca191-c2c2-4472-9e5e-466bfd60f5d1
https://www.ft.com/content/ed5ca191-c2c2-4472-9e5e-466bfd60f5d1
https://www.ft.com/content/bf4582ad-b278-4591-b9d7-677fcb0893b2
https://www.ft.com/content/bf4582ad-b278-4591-b9d7-677fcb0893b2
https://www.ft.com/content/bf4582ad-b278-4591-b9d7-677fcb0893b2
https://www.japantimes.co.jp/news/2022/10/04/national/north-korea-appears-launch-ballistic-missile-japan/
https://www.japantimes.co.jp/news/2022/10/04/national/north-korea-appears-launch-ballistic-missile-japan/
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China-Taiwan-United States:  In an interview Sunday, U.S. Defense Secretary Austin said that 

the U.S. will help Taiwan “develop the capability to defend itself” against a Chinese invasion.  

Austin stopped short of repeating President Biden’s recent vow to send U.S. troops to help 

Taiwan resist an invasion, but he still seemed to strike a more bellicose stance than officials have 

typically done under the U.S. “strategic ambiguity” policy.  That fits the pattern of an 

increasingly fractious U.S.-China relationship that threatens to catch investors in the crossfire. 

 

United States-China:  A bipartisan group of 15 senators is planning to introduce legislation to 

create a “China Grand Strategy Commission,” which will be given two years to develop a whole-

of-government approach guiding Washington’s relationship with Beijing.  The goal will be to 

formulate a U.S. “grand strategy” on China that could avoid conflict while allowing the U.S. to 

continue pursuing its interests. 

 

U.S. Economy:  The Institute for Supply Management yesterday said its September ISM 

Manufacturing Index fell to a seasonally adjusted 50.9, compared with 52.8 in each of the 

previous two months.  The ISM indexes are designed so that a reading over 50 points to 

expanding activity, and therefore the report suggests that the U.S. factory sector is still growing, 

only slowly.  That is likely the kind of data the Federal Reserve policymakers want to see to be 

sure inflation pressures are coming down, even though New York FRB President Williams 

yesterday said price pressures are likely to remain sticky and will require a long period of high 

interest rates to combat them. 

• Indeed, the September subindex on supplier deliveries fell to its lowest level since 

December 2019, suggesting that supply bottlenecks have now eased considerably.  The 

September subindex on prices fell to its lowest level since June 2020. 

• The indication of cooling demand and moderating inflation was probably key to the stock 

market’s big jump yesterday.  Just as important, investors bid up bonds again, driving the 

yield on the benchmark 10-year Treasury note down to 3.650%. 

 

 
 

https://www.scmp.com/news/china/military/article/3194649/pentagon-chief-lloyd-austin-vows-us-will-help-taiwan-defend?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20221003&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3194647&article_id_list=3194640,3194650,3194658,3194656,3194649,3194647,3194691,3194684&tc=19&CMCampaignID=3e3c1e6b541e9bb3534baa085f6d4965
https://www.scmp.com/news/china/military/article/3194649/pentagon-chief-lloyd-austin-vows-us-will-help-taiwan-defend?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20221003&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3194647&article_id_list=3194640,3194650,3194658,3194656,3194649,3194647,3194691,3194684&tc=19&CMCampaignID=3e3c1e6b541e9bb3534baa085f6d4965
https://www.defensenews.com/congress/2022/09/30/senators-propose-china-grand-strategy-commission-to-guide-us-policy/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.defensenews.com/congress/2022/09/30/senators-propose-china-grand-strategy-commission-to-guide-us-policy/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/pmi/september/
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/pmi/september/
https://www.wsj.com/articles/top-fed-official-warns-of-more-persistent-price-pressures-11664824211
https://www.wsj.com/articles/top-fed-official-warns-of-more-persistent-price-pressures-11664824211
https://www.wsj.com/articles/global-stocks-markets-dow-update-10-03-2022-11664794052?mod=hp_lead_pos5
https://www.wsj.com/articles/global-stocks-markets-dow-update-10-03-2022-11664794052?mod=hp_lead_pos5
https://www.wsj.com/articles/global-stocks-markets-dow-update-10-04-2022-11664880612
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U.S. Supply Chains:  Apple (AAPL, $142.45) this week released data showing that 48 of its 

more than 180 suppliers had manufacturing sites in the U.S. as of September 2021, which is up 

from just 25 a year earlier.  The figures illustrate how U.S. firms are “re-shoring” or “near-

shoring” production back to the U.S. to ensure stable supplies as the world fractures into 

relatively separate geopolitical and economic blocs.  As we’ve written many times before, such 

shortened supply chains will likely be costlier and less efficient than fully globalized supply 

chains, raising inflation and interest rates going forward. 

• The U.S. government is also continuing to cut technology exports to China.  Reports 

indicate that the Biden administration is currently preparing new export controls on 

semiconductors and the machines to make them. 

• The new export controls could be announced as early as this week. 

 

U.S. Retail Real Estate:  Recent data suggests retail real estate is now performing strongly 

again for the first time in years, or even decades.  According to Cushman & Wakefield, U.S. 

retail vacancy fell to 6.1% in the second quarter, the lowest level in at least 15 years, while 

asking rents for U.S. shopping centers in the quarter were 16% higher than five years ago.  A 

separate analysis shows more stores opened than closed in the U.S. last year for the first time 

since 1995.  The improvements reflect a rebalancing of supply and demand after poor returns and 

high vacancies discouraged new building in recent years. 

 

U.S. Cryptocurrency Regulation:  Yesterday, the Financial Stability Oversight Council, 

chaired by Treasury Secretary Yellen issued a report saying that while the crypto industry 

remains small compared with the overall financial system, that could change quickly and 

exacerbate potential systemic risks.  Illustrating the growing regulatory risk for crypto assets, the 

report called on Congress to write rules covering the crypto industry in areas that don’t currently 

fall under regulation. 

 

U.S. Economic Releases  

There were no domestic releases prior to the publication of this report. The table below lists the 

economic releases and/or Federal Reserve events scheduled for the rest of the day. 

 

 
 

 

EST Indicator Expected Prior Rating

10:00 Factory Orders m/m Aug 0.2% -1.0% ***

10:00 Durable Goods Orders m/m Aug F -0.2% -0.2% ***

10:00 Durable Goods Orders Ex Transportation m/m Aug F 0.2% 0.2% **

10:00 Cap Goods Orders Nondef Ex Air m/m Aug F 0.013 **

10:00 Cap Goods Ship Nondef Ex Air m/m Aug F 0.003 **

10:00 JOLTS Job Openings m/m Aug 11.088m 11.239m **

EST Speaker or Event

9:00 Lorie Logan Gives Welcoming Remarks at Event on Technology New York Federal Reserve Executive Vice President

9:00 John Williams Gives Opening/Closing Remarks at Work Culture Event President of the Federal Reserve Bank of New York

9:15 Loretta Mester Speaks at Conference on Payment System President of the Federal Reserve Bank of Cleveland

11:45 Fed’s Jefferson Speaks at Conference Member of the Board of Governors

13:00 Mary Daly Speaks to the Council on Foreign Relations President of the Federal Reserve Bank of San Francisco

Economic Releases

Federal Reserve

District or Position

https://www.wsj.com/articles/apple-suppliers-add-manufacturing-sites-in-u-s-with-focus-on-california-11664884045?mod=hp_lead_pos12
https://www.wsj.com/articles/apple-suppliers-add-manufacturing-sites-in-u-s-with-focus-on-california-11664884045?mod=hp_lead_pos12
https://www.wsj.com/articles/u-s-seeks-to-further-restrict-cutting-edge-chip-exports-to-china-11664846407?mod=hp_featst_pos3
https://www.wsj.com/articles/retail-real-estate-is-enjoying-its-biggest-revival-in-years-11664875802
https://www.wsj.com/articles/retail-real-estate-is-enjoying-its-biggest-revival-in-years-11664875802
https://www.wsj.com/articles/crypto-could-threaten-financial-system-federal-risk-panel-warns-11664826496?mod=hp_lista_pos5
https://www.wsj.com/articles/crypto-could-threaten-financial-system-federal-risk-panel-warns-11664826496?mod=hp_lista_pos5
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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. 

 

 
 

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. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo CPI y/y Sep 2.8% 2.9% 2.8% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Sep 2.8% 2.6% 2.8% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food & Energy y/y Sep 2.8% 1.4% 1.6% * Equity and bond neutral

Monetary Base y/y Sep -3.3% 0.4% ** Equity and bond neutral

Monetary Base, End of Period m/m Sep ¥618.1t ¥645.0t * Equity and bond neutral

Australia ANZ Job Advertisements m/m Sep -0.5% 2.0% 1.5% *** Equity bearish, bond bullish

Building Approvals m/m Aug 28.1% -17.2% -18.2% *** Equity bullish, bond bearish

Commodity Index SDR y/y Sep 30.6% 21.7% 23.3% ** Equity and bond neutral

South Korea S&P Global Manufacturing PMI m/m Sep 47.3 47.6 *** Equity and bond neutral

EUROPE

Eurozone PPI y/y Aug 43.3% 37.9% 38.0% ** Equity bearish, bond bullish

AMERICAS

Canada S&P Global Canada Manufacturing PMI m/m Sep 49.8 48.7 *** Equity bullish, bond bearish

Mexico S&P Global Mexico Manufacturing PMI m/m Sep 50.3 48.5 *** Equity bullish, bond bearish

Brazil S&P Global Brazil Manufacturing PMI m/m Sep 51.1 51.9 *** Equity and bond neutral

Trade Balance m/m Sep $3.994b $4.165b $4.500b ** Equity and bond neutral

Exports m/m Sep $30.950b $30.840b $29.5620b * Equity and bond neutral

Imports m/m Sep $24.957b $26.675b $25.400b * Equity and bond neutral
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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. 

 
 

 
 

 

 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 375 374 1 Up

3-mo T-bill yield (bps) 326 328 -2 Up

TED spread (bps) 50 47 3 Widening

U.S. Sibor/OIS spread (bps) 362 361 1 Up

U.S. Libor/OIS spread (bps) 367 367 0 Up

10-yr T-note (%) 3.58 3.64 -0.06 Up

Euribor/OIS spread (bps) 119 117 2 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Down Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 2.600% 2.350% 2.850% Below Forecast

Price Prior Change Explanation

Brent $90.24 $88.86 1.55%

WTI $84.70 $83.63 1.28%

Natural Gas $6.40 $6.47 -1.07%

Crack Spread $35.57 $34.15 4.15%

12-mo strip crack $31.37 $30.56 2.63%

Ethanol rack $2.67 $2.68 -0.30%

Metals

Gold $1,704.81 $1,699.89 0.29%

Silver $20.78 $20.70 0.38%

Copper contract $342.30 $341.00 0.38%

Grains

Corn contract $681.25 $680.75 0.07%

Wheat contract $914.25 $912.00 0.25%

Soybeans contract $1,379.75 $1,374.00 0.42%

Shipping

Baltic Dry Freight 1,788            1,760            28

Actual Expected Difference

Crude (mb) 2.1

Gasoline (mb) -1.1

Distillates (mb) -1.5

Refinery run rates (%) -0.55%

Natural gas (bcf) 101

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures throughout 

the western half of the country with cooler-to-normal temperature only in the eastern third and 

most of the Midwest. Wetter-than-normal conditions are anticipated in the Southwest, with dry 

conditions expected for rest of the country. 
 

There are currently two tropical disturbances in the Gulf Coast, Caribbean, and Atlantic Ocean 

areas. One disturbance is located in the Central Atlantic Ocean, while the other is in the Eastern 

Tropical Atlantic Ocean. There is a 70% chance that the storm located in the Eastern Tropic 

could develop into a cyclonic formation within the next 48 hours, however the other storm only 

has a 20% possibility.  
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Data Section 
 

U.S. Equity Markets – (as of 10/3/2022 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. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 10/3/2022 close) 

 

-40% -30% -20% -10% 0% 10% 20%

Growth

Emerging Markets ($)

Real Estate

Foreign Developed ($)

Small Cap

Emerging Markets (local currency)

Large Cap

US Corporate Bond

Mid Cap

US Government Bond

Value

US High Yield

Foreign Developed (local currency)

Cash

Commodities

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), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

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 

 

September 29, 2022 
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P/E as of 9/28/2022 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, down 0.1 from last week.     
 

 

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 (Q4, Q1 and Q2) and one estimate (Q3). 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. 


