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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 23, 2020—9:30 AM EDT] Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is up 1.2% from its last close.  In Asia, the MSCI Asia Apex 50 

closed unchanged. Chinese markets were lower, with the Shanghai Composite down 1.0% from 

the prior close and the Shenzhen Composite down 1.9%.  U.S. equity index futures are signaling 

a higher open.  With 132 companies having reported, the S&P 500 Q3 earnings stand at $34.90, 

higher than the $33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease from Q3 

2019 earnings.  Thus far this quarter, 86.4% of the companies have reported earnings above 

forecast, while 12.1% have reported earnings below forecast.   

 

Good morning and happy Friday!  U.S. equity futures are modestly higher this morning.  The last 

presidential debate came and went; it was more orderly than the last one.  At this late date, we 

doubt it will have a significant effect on the race.  The response overnight from the betting sites 

suggests nothing has changed.  We lead off coverage today with the pandemic update—cases 

around the world continue to rise.  The news from China comes next.  Negotiations for further 

stimulus continue, but we still doubt there will be a deal before the election.  We close with odds 

and ends.  And, being Friday, there is a new Asset Allocation Weekly, along with the 

accompanying podcast and chart book.  Starting in January, in a bid to shorten this report, we 

will no longer publish the AAW at the bottom of the Daily.  It will be available only as a stand-

alone report but will be linked within the Daily Comment.  Here are the details:   

 

COVID-19:  The number of reported cases is 41,791,766 with 1,138,671.  In the U.S., there are 

8,411,262 confirmed cases with 223,059 deaths.  For illustration purposes, the FT has created an 

interactive chart that allows one to compare cases across nations using similar scaling metrics.  

The FT has also issued an economic tracker that looks across countries with high frequency data 

on various factors.  The Rt data show a deteriorating picture; only four states have a reading less 

than one.  Mississippi has the lowest infection rates, with New Jersey having the highest.   

 

Virology:   

• In light of rising infections, local lockdowns are starting to return.  Chicago is resorting to 

a curfew, and other upper Midwestern states are enforcing local restrictions to slow a 

trend of rising infections.   

• A similar pattern is emerging in Europe with similar responses.  Hospitalizations are 

rising in Europe, and there is evidence the surge in infections is beginning to affect the 

economy.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-10-23-2020-11603444149?st=h5arpjos9y6w6ew
https://www.predictit.org/markets/detail/3698
https://www.predictit.org/markets/detail/3698
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_23_2020.pdf
https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly-podcast-asset-allocation-reports/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.nytimes.com/live/2020/10/23/world/covid-19-coronavirus-updates
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://rt.live/
https://www.wsj.com/articles/coronavirus-latest-updates-10-23-2020-11603442326?st=4r4ek41bj6br19h
https://www.ft.com/content/60162f96-433d-4902-b2c4-9ad923fce7e1?emailId=5f924a5d6d4f040004866f32&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/60162f96-433d-4902-b2c4-9ad923fce7e1?emailId=5f924a5d6d4f040004866f32&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bbc.com/news/world-europe-54646533
https://www.nytimes.com/interactive/2020/10/22/world/europe/europe-hospitals-covid.html?campaign_id=51&emc=edit_NN_p_20201023&instance_id=23410&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=42014&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.nytimes.com/interactive/2020/10/22/world/europe/europe-hospitals-covid.html?campaign_id=51&emc=edit_NN_p_20201023&instance_id=23410&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=42014&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.wsj.com/articles/second-coronavirus-wave-destabilizes-european-recovery-11603443406?st=qu7pima7vcq6kjk
https://www.wsj.com/articles/second-coronavirus-wave-destabilizes-european-recovery-11603443406?st=qu7pima7vcq6kjk
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• There has been a debate about pandemic response, arguing for and against lockdowns.  

Those for lockdowns argue it is the only way to slow the spread of the disease.  Those 

arguing against them say that lockdowns are an overtly blunt tool, and the economic 

damage they cause is likely greater than the benefit of avoiding infections.  However, 

missing in this debate are the actions of individuals who may decide, even in the absence 

of mandatory lockdowns, to stay at home.  Some states never implemented a lockdown, 

but that didn’t prevent the economy from slowing.  Although lockdowns do have some 

impact, there is a growing body of research that suggests an individual’s fear is more 

important.  Therefore, easing restrictions may have a less positive impact on the 

economy; at the same time, this data likely signals that a working vaccine or improved 

antiviral treatments would probably have the most beneficial impact on the economy. 

• When making decisions about lockdowns, one of the factors policymakers must measure 

is how many lives will be saved from the virus compared to the potential economic loss.  

This calculus requires some forecast of fatalities and infections. Thus, a good forecasting 

model is critical.  The most reliable model emerging is the one that collects an ensemble 

of forecasts and generates a sort of “meta-forecast” from these models.   

 

China:  Two items are of note today.  First, the State Department approved a $1.8 billion arm 

sale to Taiwan.  We are seeing more analysis suggesting the U.S. will need to base missiles on 

land in the theater because of China’s improving missile systems that may deny access to aircraft 

carriers.  Missiles on Taiwan would be a potent threat to China, one they probably can’t counter.  

This deal would include two missile systems.  Second, there is a growing element of nationalism 

in China that is squelching internal criticism as unpatriotic.  This sort of behavior isn’t new in 

China; Mao tapped it during the Cultural Revolution.  In the modern version, social media is 

used to react to what appears to be legitimate criticism of local official’s actions.  Although such 

nationalism can be useful for a leader, it also prevents him from ever hearing anything contrary, 

and thus, hidden problems begin to fester.  This is one of the dangers of authoritarianism—how 

does the leader maintain control but also have an accurate picture of what is happening in the 

country?  In democracies, the press and the ballot box act as correctives.  Although technology 

and social media have the potential to provide something similar, these work only if dissent is 

allowed.   

 

Policy:  What continues to emerge about the stimulus talks is an odd “dance” involving three 

figures—Speaker Pelosi, Treasury Secretary Mnuchin, and Senate Majority leader McConnell.  

The odds of an agreement coming before the election in less than two weeks are very low and 

falling.  So, why are the talks continuing?  All three have an interest in the discussions, even if 

they have less interest in actually making a deal.  The Speaker probably doesn’t want a deal 

unless it clearly looks like she won on all counts.  Otherwise, she is giving a win to the White 

House.  The Treasury Secretary wants to avoid a market selloff that is more likely if talks break 

off.  So, even if the odds are long, keeping talks in place has value.  And, Majority Leader 

McConnell has no interest in a large spending package.  Most of the GOP Senate is right wing 

establishment (RWE) which supports balanced budgets and views the only legitimate fiscal 

stimulus as being (a) defense spending and (b) tax cuts.  Government spending outside of 

defense isn’t welcome.  In addition, McConnell is thinking past this election.  His goal is for 

https://nyti.ms/2HnH1Py
https://nyti.ms/2HnH1Py
https://www.wsj.com/articles/how-covid-19-death-rate-predictions-have-changed-since-march-11603445400?st=jzxrdtvokm97pxq
https://www.wsj.com/articles/how-covid-19-death-rate-predictions-have-changed-since-march-11603445400?st=jzxrdtvokm97pxq
https://uk.reuters.com/article/usa-taiwan-arms/u-s-state-department-approves-1-8-billion-in-potential-arms-sales-to-taiwan-pentagon-idUSKBN27706Y
https://uk.reuters.com/article/usa-taiwan-arms/u-s-state-department-approves-1-8-billion-in-potential-arms-sales-to-taiwan-pentagon-idUSKBN27706Y
https://www.wsj.com/articles/in-xi-jinpings-china-nationalism-takes-a-dark-turn-11603382993?st=b8v599qwaxyom4f
https://www.wsj.com/articles/negotiators-defend-continuing-talks-on-coronavirus-aid-deal-11603403198?st=s3qh6ign3acaxm7
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GOP control of the Senate, and a big spending package doesn’t really help that goal.  In fact, if 

the Senate remains in GOP hands but Biden wins the White House, he may obstruct any new 

spending.  So, the market’s expectations that future stimulus will come at some point aren’t as 

likely as generally held. 

 

Odds and ends:  Here is the list of individual “short stories” we are watching this morning: 

• The U.K. and Japan have reached a trade agreement, the first in the post-Brexit era.  

Although there isn’t anything necessarily novel in this deal, getting an agreement is a 

sign that Britain is adjusting to its new independence. 

• Chileans go to the polls on Sunday to vote on a referendum for a new constitution.  The 

current one, from the Pinochet era, is considered overly favorable to capital.  For 

investors, the process of forming a new constitution is a risk factor.  Chile has been a 

capital friendly standout in South America, and if a new constitution is coming, that 

status would be at risk.  Although we expect voters will opt for a new constitution, it is 

still uncertain what form it would actually take.  It is possible the new one would look 

more like a refresh than a revolution.  But, until the new constitution is approved, there 

is a new element of risk for Chilean investments.   

• We have been seeing a quiet rally in bitcoin recently. One of the factors supporting the 

cryptocurrency is currency turmoil in Turkey and Argentina.  As we noted yesterday, 

the Turkish lira plunged to new lows.  In Argentina, the government is implementing 

capital controls, and there is widespread fear of devaluation, leading Argentines to buy 

dollars, gold and bitcoin. 

• One of the more unappreciated elements of economics is the risk of investment.  Keynes 

was keenly aware of the issues surrounding investment, arguing that it was driven by 

“animal spirits.”  In our opinion, investment is the hardest task for an economy, 

regardless of how it is organized.  Why?  Because it always involves a prediction about 

the future.  A report about the shipping industry highlights this issue.  The shipping 

container industry decided that bigger boats were the wave of the future on the idea that 

globalization would continue to expand.  However, after the Great Financial Crisis, the 

trend in globalization flattened, and these vessels have proven to be completely 

inappropriate for the new world.  They sail too slowly; their size makes them hard to 

manage in ports, slowing logistics, and the industry would have been better off with 

smaller vessels.  We view this as a cautionary tale.   

 

U.S. Economic Releases  

There were no economic releases prior to the publication of this report nor are there any releases 

or Fed events scheduled for the day. 

 

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 

https://www.ft.com/content/520d6903-d3ec-48c1-aafa-e354c51878bd?emailId=5f924a5d6d4f040004866f32&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/e91d1335-78d6-46d2-95e9-b42f3d93aa17?emailId=5f924a5d6d4f040004866f32&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ibtimes.com/bitcoin-price-surges-13200-hits-record-high-brazil-argentina-turkey-3068006
https://www.ft.com/content/3ce88a16-2c1e-4f22-8e26-bf4cd3515b60
https://www.wsj.com/articles/the-megaships-that-broke-global-trade-11603384311?st=yrgokf104yiis2o
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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. 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Swift Global Payments CNY m/m Sep 2.0% 1.9% ** Equity and bond neutral

Japan Foreign Buying Japan Stocks w/w 16-Oct -¥94.0b ¥1421.0b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 16-Oct -¥162.8b ¥312.5b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 16-Oct ¥419.8b ¥1946.5b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 16-Oct ¥392.4b ¥781.5b * Equity and bond neutral

Nationwide Dept Sales y/y Sep -33.6% -22.0% * Equity bearish, bond bullish

Tokyo Dept Store Sales y/y Sep -35.0% -29.1% * Equity bearish, bond bullish

Europe

Eurozone Govt Debt/GDP Ratio y/y 11-Jul 84.0% 84.1% ** Equity bullish, bond bearish

Germany GfK Consumer Confidence m/m Nov -3.1 -1.6 -3.0 ** Equity bearish, bond bullish

France Business Confidence m/m Oct 90 92 92 ** Equity and bond neutral

Manufacturing Confidence m/m Oct 93 96 96 ** Equity and bond neutral

Production Outlook Indicator m/m Oct -12 -2 -4 ** Equity bearish, bond bullish

Own-Company Production Outlook m/m Oct 4 12 5 ** Equity and bond neutral

Business Survey Overall Demand m/m Oct 6 -45 ** Equity bullish, bond bearish

UK CBI Trends Total Orders m/m Oct -34 -48 -50 ** Equity and bond neutral

CBI Trends Selling Prices m/m Oct 4 -1 ** Equity and bond neutral

CBI Business Optimism m/m Oct 0 -1 -17 ** Equity and bond neutral

Russia CPI w/w 19-Oct 0.1% 0.1% *** Equity and bond neutral

AMERICAS

Brazil Tax Collections m/m Sep 119.825b 124.505b 119.700b * Equity and bond neutral

Canada Retail Sales m/m Aug 0.4% 0.6% 1.1% ** Equity bearish, bond bullish

Retail Sales Ex Auto m/m Aug 0.5% -0.4% 0.9% ** Equity bearish, bond bullish

CPI y/y Sep 0.5% 0.1% 0.5% *** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 21 22 -1 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 12 13 -1 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 0.86 0.86 0.00 Neutral

Euribor/OIS spread (bps) -51 -51 0 Neutral

EUR/USD 3-mo swap (bps) 13 13 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Flat Down

franc Up Up   
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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. 
 

Price Prior Change Explanation

Brent $42.72 $42.46 0.61%

WTI $40.86 $40.64 0.54%

Natural Gas $2.94 $3.01 -2.13%

Crack Spread $7.71 $7.76 -0.72%

12-mo strip crack $9.78 $9.82 -0.42%

Ethanol rack $1.63 $1.63 0.58%

Gold $1,911.02 $1,904.11 0.36%

Silver $24.78 $24.71 0.28%

Copper contract $315.45 $315.35 0.03%

Corn contract 418.00$       416.25$       0.42%

Wheat contract 629.25$       622.75$       1.04%

Soybeans contract 1,073.00$    1,072.25$   0.07%

Baltic Dry Freight 1401 1346 55

Actual Expected Difference

Crude (mb) -1.0 0.5 -1.5

Gasoline (mb) 1.9 -1.5 3.4

Distillates (mb) -3.8 -2.0 -1.8

Refinery run rates (%) -2.20% 0.90% -3.10%

Natural gas (bcf) 49.0 52.0 -3.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cooler temperatures for most of the country, 

with warmer temperatures on the East and West Coasts.  Wet conditions are expected for most of 

the country, with dry conditions expected in the West.  Today, Hurricane Epsilon is expected to 

touch down in Bermuda.  There is also some cyclone formation developing in the Caribbean Sea, 

but it is not expected to develop into a tropical storm.  The tropical season ends on Halloween; 

we will stop reporting on tropical events on a daily basis at that time but will note if any storms 

develop in November. 
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Asset Allocation Weekly 
 

Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis. We report asset allocation thoughts on a weekly basis, updating this 

section every Friday. Note that this report is also offered as a separate document on our website. 
 

October 23, 2020 
 

The measures adopted to combat the spread of COVID-19 caused one of the most unusual 

recessions in American economic history.  Although all recessions have their own unique 

characteristics, the recession that began in February was historically deep; it is likely already 

over too, making it one of the shortest on record.  To a great extent, this is because this recession 

was caused by the disruptions due to the pandemic, not by the more usual factors, such as 

geopolitical events or monetary policy error.  Business cycles are broken into three phases: 

recession, recovery, and expansion.  The onset of recession is defined as the peak of the 

economy.  The recession occurs during the decline in business activity and ends when the cycle 

troughs.  The recovery begins at this point and lasts until the previous peak in business activity is 

exceeded, starting the next expansion.  Given the deep initial decline in business activity, the 

recovery is now underway.  Accordingly, economic analysis is now focused on the path of 

recovery.  In this report, we are going to focus on how the pandemic has caused a services 

recession which will complicate the recovery.   
 

 
 

This chart shows the four-quarter sum of the contribution to GDP from services and goods 

consumption.  In the 11 recessions that have occurred since 1950, a negative contribution from 

goods consumption has occurred in all but two (1970, 2001).  A negative reading from services 

has only occurred twice, in the last two recessions.  But clearly this recession is unlike any in the 

postwar experience.  Goods consumption has turned negative, but barely so; the decline in 

services, on the other hand, is unprecedented. 
 

Because goods can be held in inventory, any lost sales in the near term can be facilitated in the 

future by providing the goods out of stockpiles.  Eventually, inventory is exhausted and will need 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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to be rebuilt.  Last week’s AAW addressed this issue directly.  One consistent factor we see in 

recoveries is that contribution from inventory, but services really can’t be inventoried.  A 

forgone haircut or an evening at a restaurant won’t be recouped in the future.  If one takes two 

cruises a year, it isn’t likely that one will take four in the first year of the vaccine; the two not 

taken will likely be lost consumption.  Another way to consider this issue is that inventory in 

services is labor.  Within the constraints of a restaurant, for example, the way one increases 

capacity is by hiring wait staff and cooks.  To adjust to less traffic, the way a firm would reduce 

inventory is through layoffs. 
 

At the same time, households are not just holding their savings; there has been a definite shift in 

spending—away from services and toward goods.   
 

 
 

After WWII, goods consumption was just over 60% of all consumption, while services was just 

under 40%.  By 1970, the two had equalized and, in Q4 2019, the divergence had made a new 

record—69.1% of consumption had gone to services and 30.9% to goods.  Since then, goods 

have risen to 33.3% and services has declined to 66.7%.  Although we would expect the secular 

trend to resume at some point, until a vaccine emerges and/or a reliable antiviral therapy is 

developed, the bias toward goods consumption will likely remain in place.   
 

Given the likely overcapacity in services (as seen in the job losses in services industries), we 

would expect that the lack of demand will tend to act as an overhang on the economy and lead to 

a slow recovery.  If we are correct in this assessment, it should keep monetary policy 

accommodative and inflation under control.  As we will also show in this report’s accompanying 

chartbook, restaurants, gasoline, and recreation have suffered tremendous losses that will be 

difficult to recover from, while housing is getting a significant boost due to changes in office 

attendance.   
 

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 10/22/2020 close) 
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S&P 500
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Energy

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

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

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

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

Asset Class Performance – (as of 10/22/2020 close) 

 

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

Real Estate

Commodities

Foreign Developed (local currency)

Foreign Developed ($)

Mid Cap

Small Cap

US High Yield

Cash

Emerging Markets ($)

Emerging Markets (local currency)

US Corporate Bond

Large Cap

US Government Bond
YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

October 22, 2020 
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Based on our methodology,1 the current P/E is 29.5x, down 0.4x from last week.  Better than 

expected earnings have reduced the multiple. 

 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (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. 


