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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: October 21, 2019—9:30 AM EDT] Global equity markets are generally flat this 

morning.  The EuroStoxx 50 is up 0.5% from the last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.1%.  Chinese markets were relatively unchanged, with the Shanghai composite up 

0.1% and the Shenzhen index down 0.1% from the prior close.  U.S. equity index futures are 

signaling a higher open.  With 74 companies having reported, the S&P 500 Q3 earnings stand at 

$41.30, higher than the $41.08 forecast for the quarter.  The forecast reflects a 4.0% decrease 

from Q3 2018 earnings.  Thus far this quarter, 81.1% of the companies reported earnings above 

forecast, while 14.9% reported earnings below forecast.   

 

Note: After a long hiatus, we have resumed podcasting.  Our new series, titled The 

Confluence of Ideas, begins with an overview of “Hegemonic Stability Theory” (the 

program title links to our podcast page).  Our plan is to record a new episode about every 

10 days, or three per month.  We hope you enjoy them—let us know what you think! 

 

Happy Monday!  An update on Brexit, and our thoughts on the drug cartels in Mexico.  Unrest is 

springing up all over the world and so are elections.  Here are the details: 

 

Brexit: The anticipated vote didn’t happen on Saturday.  Instead, Parliament passed a measure 

that forces PM Johnson to ask for an extension.  He sent an unsigned letter to Donald Tusk 

asking for the action.  Initially, this vote looked like a major blow for Johnson but, in reality, it 

appears the vote was to ensure that a hard Brexit won’t occur on Halloween.  Johnson intends to 

bring his bill up again this week and estimates of votes suggest he will get the 320 needed to 

pass.1  In other words, a slim majority has decided this is the best deal they are going to get and 

favor Johnson’s plan; they didn’t vote for it on Saturday, opting for the other measure, in order to 

prevent a hard Brexit.   

 

That being said, there is still a good bit of uncertainty.  Labour may attach a call for a second 

referendum, this time on Johnson’s bill.  This position might gain favor even if Johnson’s bill 

passes if the majority is narrow.  If a second referendum is held, there is a rising possibility that 

the U.K. stays in the EU.  Why?  Because of demographics.  Older voters support Brexit; 

younger voters don’t.  Over the past 30 months since Brexit started, older voters have died and 

more young people have become eligible to vote.  The GBP continues to swing based on 

sentiment toward Brexit; as the odds of a hard Brexit fade, the currency has been appreciating. 

                                                 
1 Although there are 650 seats in Parliament, the Commons Speaker and his three deputies don’t vote.  And, Sinn 
Fein has seven seats in Parliament but refuses to sit in the House of Commons.  That means there are effectively 
639 seats, so 320 will pass a measure. 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://podcasts.apple.com/us/podcast/confluence-podcasts/id1003363225
https://twitter.com/eucopresident/status/1185661904427143171?s=20&utm_source=POLITICO.EU&utm_campaign=6a85f86a21-EMAIL_CAMPAIGN_2019_10_21_05_09&utm_medium=email&utm_term=0_10959edeb5-6a85f86a21-190334489
https://www.ft.com/content/e02ad32a-f250-11e9-a79c-bc9acae3b654?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/e02ad32a-f250-11e9-a79c-bc9acae3b654?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/johnson-prepares-to-put-brexit-deal-to-vote-after-aborted-first-try-11571575635?shareToken=st8128a2124e014893813aaa9ff241850d
https://www.ft.com/content/513fddb4-f28b-11e9-a79c-bc9acae3b654
https://www.ft.com/content/513fddb4-f28b-11e9-a79c-bc9acae3b654
https://www.bbc.com/news/uk-politics-50115151?wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/d4cdb28c-f31c-11e9-a79c-bc9acae3b654?shareType=nongift
https://www.ft.com/content/d4cdb28c-f31c-11e9-a79c-bc9acae3b654?shareType=nongift
https://www.ft.com/content/2436dbb0-f349-11e9-b018-3ef8794b17c6?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2436dbb0-f349-11e9-b018-3ef8794b17c6?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/europe/a-second-brexit-referendum-london-protesters-keep-the-cry-alive/2019/10/19/421d8eee-f272-11e9-bb7e-d2026ee0c199_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/europe/a-second-brexit-referendum-london-protesters-keep-the-cry-alive/2019/10/19/421d8eee-f272-11e9-bb7e-d2026ee0c199_story.html?wpisrc=nl_todayworld&wpmm=1
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Mexico: Last week, in the city of Culiacan, there was a firefight between Mexican troops and 

gunmen associated with Joaquin Guzman, the son of “El Chapo,” the notorious drug lord.  After 

capturing the young Guzman, authorities returned him to his “associates” following the cartel’s 

threats to assassinate Federal officers in their control.  This situation is quite disturbing.  

Harkening back to Thomas Hobbes, we give the state a monopoly on violence to protect us from 

lawlessness.  A monopoly on violence, according to Max Weber, is one of the hallmarks of a 

nation.  The fact that drug cartels control much of Mexico weakens the government’s claim on 

sovereignty.  Although this doesn’t necessarily prevent investors from considering Mexico as a 

destination for funds, the tenuous nature of state control does have to be taken into account.   

 

Unrest spreading: We are seeing civil unrest spreading around the world.  There was another 

round of protests in Hong Kong on Sunday.  Protestors across the political spectrum came out 

against corruption in Lebanon.  Meanwhile, in Chile, protests against a fare hike for public 

transportation are expanding rapidly.  The Pinera government has rescinded the hike but unrest 

has continued, enough to trigger state-of-emergency declarations.  Eight people have reportedly 

been killed in the rioting.  Protests have emerged in other South American nations, including 

Argentina and Ecuador.  The common themes in these protests are opposition to corruption and a 

reaction against austerity.  We are continuing to monitor Hong Kong, although we suspect that, 

in the end, Beijing will bring things under control.  The unrest in Chile is escalating and the 

government’s reaction has been rather harsh.  Chile has been one of the most stable nations in the 

region, so civil disorder there does raise concerns.  Lebanon is divided, therefore small protests 

can spin into big ones relatively quickly.   

 

Elections: The Swiss held elections over the weekend, in which the Greens had the best 

showing.  The center-right will continue to dominate the government.  Vote counting continues 

in Bolivia.  It appears the vote will be inconclusive and a run-off will be necessary, although the 

fact that election officials stopped updating results has raised concerns of a “fix.”  Canadians go 

to the polls today in a race that is too close to call.  Argentina will hold its elections next week.   

 

Germany: The Bundesbank said the country’s economy may have contracted in the third 

quarter.  If so, it would mean Germany has entered its first recession in six years.  That confirms 

the view of most analysts, and it suggests continued weakness in the overall Eurozone economy 

and strong headwinds for Eurozone stocks. 

 

Global fiscal policy: At the annual meetings of the IMF and World Bank over the last week, 

multiple finance ministers and central bankers suggested the threat of further slowing in the 

global economy calls for increased fiscal stimulus.  The officials specifically noted that easy 

monetary policy is now probably at the limit of what it can do to support the economy. 

 

China trade: There was some optimism expressed by China on the progress of trade talks.  

However, there were no details offered.  The optimism is helping equities this morning. 

 

Syria: U.S. troops are decamping for western Iraq, although the administration is considering 

leaving a small contingent in Syria.  Kurdish forces have withdrawn from the border as part of 

the ceasefire agreement.   

 

https://nyti.ms/2J29kAY
https://nyti.ms/2VUeS5w
https://nyti.ms/2VUeS5w
https://www.washingtonpost.com/world/tens-of-thousands-protest-in-hong-kong-despite-police-ban-and-attack-on-key-organizer/2019/10/20/1fc07746-f2b6-11e9-bb7e-d2026ee0c199_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/tens-of-thousands-protest-in-hong-kong-despite-police-ban-and-attack-on-key-organizer/2019/10/20/1fc07746-f2b6-11e9-bb7e-d2026ee0c199_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.reuters.com/article/us-lebanon-protests-idUSKBN1WZ0AK
https://www.reuters.com/article/us-lebanon-protests-idUSKBN1WZ0AK
https://abcnews.go.com/International/wireStory/chile-protests-continue-govt-backs-fare-hike-66401897
https://www.reuters.com/article/us-chile-protests/chiles-pinera-extends-state-of-emergency-says-we-are-at-war-idUSKBN1WZ0EP?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-chile-protests/chiles-pinera-extends-state-of-emergency-says-we-are-at-war-idUSKBN1WZ0EP?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/protests-in-chile-leave-three-dead-five-provinces-under-state-of-emergency-11571617543?shareToken=st980364d8c1594a07aa1f922f951d6193
https://finance.yahoo.com/news/political-risk-alive-latin-america-194654362.html
https://www.srf.ch/news/wahlen-2019-resultate?utm_source=POLITICO.EU&utm_campaign=6a85f86a21-EMAIL_CAMPAIGN_2019_10_21_05_09&utm_medium=email&utm_term=0_10959edeb5-6a85f86a21-190334489
https://www.srf.ch/news/wahlen-2019-resultate?utm_source=POLITICO.EU&utm_campaign=6a85f86a21-EMAIL_CAMPAIGN_2019_10_21_05_09&utm_medium=email&utm_term=0_10959edeb5-6a85f86a21-190334489
https://www.politico.eu/article/green-parties-set-to-be-biggest-winners-in-swiss-election/?utm_source=POLITICO.EU&utm_campaign=6a85f86a21-EMAIL_CAMPAIGN_2019_10_21_05_09&utm_medium=email&utm_term=0_10959edeb5-6a85f86a21-190334489
https://www.ft.com/content/0398b78e-f3b7-11e9-b018-3ef8794b17c6?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/runoff-looks-likely-in-bolivian-presidential-race-11571632607?shareToken=stb0ffca824ea24a4496db4004d23975b4
https://www.ft.com/content/213cebce-f142-11e9-bfa4-b25f11f42901?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/213cebce-f142-11e9-bfa4-b25f11f42901?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/the_americas/former-sensation-justin-trudeau-fighting-for-his-political-life-in-canadas-election/2019/10/18/be96b00a-f037-11e9-bb7e-d2026ee0c199_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.reuters.com/article/us-argentina-election-rally-macri/argentinas-macri-appeals-to-angry-voters-at-massive-buenos-aires-rally-idUSKBN1WZ00T?wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/effc1c60-f3f3-11e9-b018-3ef8794b17c6
https://www.bloomberg.com/news/articles/2019-10-20/world-economy-chiefs-flirt-with-fiscal-imf-meeting-takeaways
https://www.gulf-times.com/story/644865/China-s-Liu-confirms-phase-1-of-US-trade-deal-is-i
https://www.afp.com/en/news/15/us-forces-withdraw-key-base-northern-syria-doc-1ll09m3?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/u-s-troops-cross-into-iraq-as-they-withdraw-from-syria-11571649101?shareToken=stcbca40e191af4d3cbf03221c445ee5e6
https://www.wsj.com/articles/trump-weighs-leaving-small-number-of-troops-in-syria-11571629949?shareToken=st342c39be59dc4cc7a15344186b4e2591
https://www.wsj.com/articles/kurds-blame-turkey-for-hindering-exit-from-syrian-border-area-11571566257?shareToken=stc6e0c41ae17a4c59ad4be2e1891d85d5
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Odds and ends: JP Morgan (JPM, 120.56) is announcing a new plan to reintroduce those with 

criminal backgrounds into the workforce.  Some of this is likely part of recent announcements by 

the Business Roundtable to move beyond mere shareholder interest in setting policy, but it is also 

possible that tight labor markets are prompting the move.  Although fears have eased, there are 

still worries about financial market liquidity.  One of the characteristics of cyberwar is that it can 

be difficult to determine the source of the attack.  Russia has taken this a step further, instigating 

attacks and making it appear that Iran was behind them.  It’s getting so hard to find financing in 

the shale oil patch that some firms are turning to directly securitizing wells.  This action 

effectively turns ownership of the well over to a special purpose vehicle which pays out 

production revenue to bondholders.  These bonds could have some interesting characteristics; 

rising oil prices might actually boost the value.  At the same time, it would shift a number of 

risks to bondholders, including faster decline rates and regulatory changes.  Mario Draghi 

presides over his last ECB meeting on Thursday.   

   

U.S. Economic Releases 

 

There were no economic releases or Fed events scheduled for 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 

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 New Home Prices y/y sep 0.5% 0.6% ** Equity and bond neutral

1-Year Loan Prime Rate m/m oct 4.2% 4.2% 4.2% ** Equity and bond neutral

5-Year Loan Prime Rate m/m oct 4.9% 4.9% 4.8% ** Equity and bond neutral

Japan Trade Balance y/y sep -¥123.0 Bil -¥136.3 Bil ¥54.0 Bil ** Equity and bond bearish

All Industry Activity Index m/m aug 0.0% 0.2% 0.1% *** Equity bearish, bond bullish

Convenience Store Sales y/y sep -1.1% 0.8% ** Equity and bond bearish

New Zealand Credit Card Spending y/y sep 4.8% 6.0% * Equity and bond neutral

EUROPE

Eurozone Government Debt/GDP Ratio y/y 2018 85.9% 85.1% ** Equity and bond neutral

Germany PPI y/y sep -0.1% 0.3% -0.2% ** Equity and bond neutral

Gold and Forex Reserves m/m 11-Oct 535.4 Bil 532.9 Bil * Equity and bond neutral

UK Rightmove House Prices y/y oct -0.2% 0.2% ** Equity and bond bearish

Switzerland Money Supply M3 y/y sep 2.6% 2.7% ** Equity and bond neutral

AMERICAS

Canada Teranet/National Bank HPI m/m sep 0.1% 0.4% ** Equity bearish, bond bullish

Brazil CNI Industrial Confidence m/m oct 59.3 59.4 ** Equity and bond neutral  
 

 

 

https://www.axios.com/newsletters/axios-am-7868e0cc-f0a8-4ec9-92e5-9a923a3c01c3.html?chunk=8#story8
https://www.axios.com/newsletters/axios-am-7868e0cc-f0a8-4ec9-92e5-9a923a3c01c3.html?chunk=8#story8
https://www.axios.com/ceos-business-roundtable-social-issues-corporate-purpose-7d6c1f35-5d07-4b35-981d-4f9c009bcef4.html
https://www.axios.com/liquidity-crisis-stock-market-united-states-4637a740-9ccb-4815-af5e-6513a101991a.html
https://www.ft.com/content/b947b46a-f342-11e9-a79c-bc9acae3b654?emailId=5dad1e570c5f4400044c26c9&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/frackers-float-shale-bonds-as-traditional-investors-flee-11571606865?shareToken=stc04061019a6544bcb3d21d4752d69de5
https://www.wsj.com/articles/prospect-of-president-warren-spooks-energy-investors-11571650201?shareToken=stad7c2fc8c7674af4907f55672acb59f3
https://www.reuters.com/article/cbusiness-us-eurozone-markets-ecb-graphi-idCAKBN1X00HR-OCABS
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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) 195 197 -2 Down

3-mo T-bill yield (bps) 163 163 0 Neutral

TED spread (bps) 33 33 0 Neutral

U.S. Libor/OIS spread (bps) 160 160 0 Up

10-yr T-note (%) 1.77 1.76 0.01 Down

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

EUR/USD 3-mo swap (bps) 22 20 2 Down

Currencies Direction

dollar Down Up

euro Flat Up

yen Down Down

pound Flat Up

franc Flat Down  
 

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 $58.81 $59.42 -1.03% Demand Pessimism

WTI $53.36 $53.78 -0.78%

Natural Gas $2.31 $2.32 -0.47%  

Crack Spread $18.64 $18.91 -1.41%

12-mo strip crack $18.59 $18.89 -1.61%

Ethanol rack $1.69 $1.69 -0.07%

Gold $1,489.99 $1,491.87 -0.13%

Silver $17.51 $17.55 -0.21%

Copper contract $261.00 $259.75 0.48%

Corn contract 392.50$       394.75$       -0.57%

Wheat contract 522.25$       525.50$       -0.62%

Soybeans contract 933.75$       931.50$       0.24%

Baltic Dry Freight 1861 1897 -36

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for cooler-than-normal temperatures for most of the 

country, with warmer temperatures on the southeast coast.  Wet conditions are expected for most 

of the country, with a dry spell in the western region.  There are no tropical storms expected 

within the next 48 hours.  Hurricane season usually ends November 1. 
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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.  
 

October 18, 2019 
 

In 2017, 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 using 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 September data. 

 

-6

-4

-2

0

2

4

6

400 

800 

1,200 

1,600 

2,000 

2,400 

2,800 

3,200 

96 98 00 02 04 06 08 10 12 14 16 18

INDICATOR SP500

ECONOMIC DATA/S&P INDICATOR

S
&

P
 5

0
0

IN
D

IC
A

T
O

R

Sources:  Haver Analytics, CIM  
 

This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the upward momentum in the economy slowed last year but it does remain well above 

zero.  We have placed vertical lines at certain points when the indicator fell below zero.  It works 

fairly well as a signal that equities are turning lower, but there is a lag.  In other words, by the 

time this indicator suggests the economy is in trouble, the recession is very near 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 minus 1.0.  This provides an earlier bearish signal and also eliminates the false positives that 

the zero threshold generates.  Nevertheless, the fact that this variation of the indicator is just 

below zero raises caution.    

 

What does the indicator say now?  The economy has decelerated but is not yet at a point where 

investors should become overly defensive.  At the same time, the 18-month change in the 

indicator has fallen below zero; in 2016, this situation led to several months of sideways market 

activity.  If we continue to see the lower chart hover around zero, the greater the likelihood that 

equities will flatten.  Thus, reducing equity risk by rebalancing for a more defensive equity 

sector exposure would be prudent.      

 

 

 

 
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 10/18/2019 close) 
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These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

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

 

Asset Class Performance – (as of 10/18/2019 close) 

 

0.0% 10.0% 20.0% 30.0% 40.0%

Cash

Commodities

Emerging Markets (local currency)

Emerging Markets ($)

US Government Bond

US High Yield
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Small Cap
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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 as of 10/16/2019 = 18.1x

 
 

Based on our methodology,2 the current P/E is 18.1x, up 0.1x 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. 
 

                                                 
2 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 (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. 


