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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 24, 2022—9:30 AM EDT] Global equity markets are mixed today.  In 

Europe, the Euro Stoxx 50 is currently up 0.6% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 4.0%. Chinese markets were lower, with the Shanghai Composite 

closing down 2.0% from its prior close and the Shenzhen Composite closing down 1.8%. U.S. 

equity index futures are signaling a flat open.  

 

With 92 companies having reported so far, S&P 500 earnings for Q3 are running at $55.80 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 72.8% 

have exceeded expectations while 20.8% have fallen short of expectations.  
 

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 (10/10/2022) (with associated podcast) “Europe’s New 

Right-Wing Leaders” 

• Weekly Energy Update (10/20/2022): In this week’s report we update the situation with 

the SPR and recap the weekly data.   

• Asset Allocation Quarterly – Q4 2022 (10/18/2022): Discussion of our asset allocation 

process, Q4 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (10/17/2022) (with associated podcast): “An Update on 

Bonds” 

 

Our Comment today opens with an update on the Russia-Ukraine war, including a new Russian 

misinformation campaign alleging that the Ukrainians are preparing to detonate a radioactive 

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

potential to affect the financial markets today, with a particular focus on the Chinese Communist 

Party’s big national congress, which wrapped up over the weekend by electing Xi Jinping to a 

precedent-breaking third term in power. 

 

Russia-Ukraine:  As Ukrainian forces slowly push the Russians back in the northeastern region 

of the Donbas and in the southern region around Kherson, Russian forces continue to stage 

missile, air, and kamikaze drone attacks against Ukraine’s civilian energy infrastructure.  Reports 

indicate that the Russians are also preparing to destroy a major dam on the Dnipro River 

upstream from Kherson to flood the region around the city and complicate Ukraine’s effort to 

recapture it.  Beyond that, the Russians are reportedly planning to retreat from Kherson in the 
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coming days.  Separately, Russian Defense Minister Shoigu held telephone calls yesterday with 

his counterparts in the U.S., U.K., France, and Turkey to warn them that the Ukrainian military 

was preparing to detonate a “dirty bomb” (a conventional bomb laced with radioactive material) 

in order to accuse Russia of using weapons of mass destruction.  The calls were probably aimed 

at intimidating the U.S. and its NATO allies in order to undermine their support for Ukraine. 

 

 
 

• Following the recent sabotage of the Nord Stream natural gas pipelines from Russia to 

Western Europe, along with other apparent sabotage of European communications and 

transportation infrastructure, governments around the world are placing more focus on 

the security of those facilities. 

• One country to watch in that regard is France, which earlier this year released a new 

“Seabed Warfare Strategy.”  Putting that strategy to work, France has recently signed a 

contract with a Norwegian firm for trial tests of a Hugin Superior Autonomous 

Unmanned Vehicle (AUV) which can operate in depths of down to 6,000 meters.  Deep-

https://breakingdefense.com/2022/10/at-euronaval-defense-firms-dive-deep-into-seabed-warfare-platforms/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://breakingdefense.com/2022/10/at-euronaval-defense-firms-dive-deep-into-seabed-warfare-platforms/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
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sea robotics could well be an important growth area as countries work to rebuild their 

military forces in response to Russia’s war in Ukraine. 

 

China:  As the Communist Party wrapped up its 20th National Congress over the weekend, Xi 

Jinping secured a norm-breaking third term as the party’s general secretary and replaced four of 

the seven members of the ruling politburo standing committee with his hand-picked allies.  

Among those replaced was Premier Li Keqiang, a former rival of Xi’s.  It appears he is being 

replaced by Shanghai party boss Li Qiang, whose loyalty to Xi evidently was enough to offset 

his bungled COVID lockdown in Shanghai earlier this year.  It also appears that Xi orchestrated 

a brutal kneecapping of his predecessor, Hu Jintao, who was hustled off the leadership rostrum 

on Saturday, ostensibly for “health” reasons.  Separately, the delegates also approved a new 

party constitution that enshrined “opposing and containing Taiwan’s independence” as a key 

task.  The new constitution also beefed up the party’s commitment to “common prosperity” and 

using state-owned enterprises to drive the economy. 

• Three People’s Liberation Army generals on the Central Military Commission were 

retired from the party’s Central Committee after reaching age 68, but an exception was 

made for General Zhang Youxia, aged 72.  Zhang, a close ally of President Xi, reportedly 

will become first vice-chairman of the Commission under Xi’s chairmanship. 

o Gen. Zhang is one of the few remaining Chinese military leaders with combat 

experience, having served as a company commander in China’s 1979 war with 

Vietnam. 

o Allowing Zhang to remain on the CMC could indicate that Xi is desperate to have 

a top military decisionmaker with the experience of combat.  Of course, having 

that kind of experience would be especially useful if Xi is contemplating some 

kind of military action around Taiwan. 

• If you think these Chinese political moves would have no immediate impact on the 

financial markets, think again.  Investors in mainland China and Hong Kong reacted to 

Xi’s tightening grip on the country and his failure to announce eased Zero-COVID 

restrictions by selling off stocks.  Hong Kong’s Hang Seng Index ended down 6.4%, 

marking its biggest decline since the Great Financial Crisis and ending at its lowest level 

since 2009. 

• Adding to the downward pressure on Chinese stocks, the government finally released its 

delayed data on economic growth.  Third-quarter gross domestic product was up 3.9% 

from the same period one year earlier, modestly beating expectations but still far below 

the government’s target of about 5.5% for 2022. 

 

European Union-China:  As Xi was preparing to win a third term in power, EU leaders 

reportedly held a secret discussion on China at their summit last Friday. Reports indicate that the 

three-hour discussion resulted in a broad agreement that Europe has become too dependent on 

the powerful autocracy in manufacturing supply chains and raw materials. 

• Nevertheless, some leaders, apparently including German Chancellor Scholz, continued 

to argue that Europe needs to keep engaging with China to tackle common problems. 

https://www.ft.com/content/fa7b9d68-7c73-4287-8ca7-78c8ddc8dc72
https://www.ft.com/content/fa7b9d68-7c73-4287-8ca7-78c8ddc8dc72
https://www.scmp.com/news/china/politics/article/3196640/how-revised-chinese-law-makes-shanghai-party-chief-hot-candidate-role-premier?module=inline&pgtype=article
https://www.scmp.com/news/china/politics/article/3196640/how-revised-chinese-law-makes-shanghai-party-chief-hot-candidate-role-premier?module=inline&pgtype=article
https://www.scmp.com/news/china/politics/article/3196895/chinas-communist-party-enshrines-opposition-taiwan-independence-its-constitution?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221023&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196907&article_id_list=3196896,3196911,3196909,3196885,3196827,3196904,3196903,3196868&tc=23&CMCampaignID=93715b6faa7c5969a2ebf43367212b3a
https://www.scmp.com/news/china/politics/article/3196895/chinas-communist-party-enshrines-opposition-taiwan-independence-its-constitution?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221023&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196907&article_id_list=3196896,3196911,3196909,3196885,3196827,3196904,3196903,3196868&tc=23&CMCampaignID=93715b6faa7c5969a2ebf43367212b3a
https://www.scmp.com/news/china/military/article/3196896/close-xi-jinping-ally-zhang-youxia-72-set-bigger-pla-command-role?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221023&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196911&article_id_list=3196896,3196911,3196909,3196885,3196827,3196904,3196903,3196868&tc=4&CMCampaignID=93715b6faa7c5969a2ebf43367212b3a
https://www.scmp.com/news/china/military/article/3196896/close-xi-jinping-ally-zhang-youxia-72-set-bigger-pla-command-role?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221023&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196911&article_id_list=3196896,3196911,3196909,3196885,3196827,3196904,3196903,3196868&tc=4&CMCampaignID=93715b6faa7c5969a2ebf43367212b3a
https://www.wsj.com/articles/hong-kong-stocks-dive-after-china-party-meeting-11666588451?mod=markets_lead_pos2
https://www.wsj.com/articles/hong-kong-stocks-dive-after-china-party-meeting-11666588451?mod=markets_lead_pos2
https://www.wsj.com/articles/hong-kong-stocks-dive-after-china-party-meeting-11666588451?mod=markets_lead_pos2
https://www.ft.com/content/2c14d583-d86b-4a08-b03a-f329c057c678
https://www.ft.com/content/2c14d583-d86b-4a08-b03a-f329c057c678
https://www.politico.eu/article/olaf-scholz-wont-dump-china-will-europe-ever-learn/?utm_source=POLITICO.EU&utm_campaign=d73c43b563-EMAIL_CAMPAIGN_2022_10_24_04_39&utm_medium=email&utm_term=0_10959edeb5-d73c43b563-190480045
https://www.politico.eu/article/olaf-scholz-wont-dump-china-will-europe-ever-learn/?utm_source=POLITICO.EU&utm_campaign=d73c43b563-EMAIL_CAMPAIGN_2022_10_24_04_39&utm_medium=email&utm_term=0_10959edeb5-d73c43b563-190480045
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• Driving home the point, next week Scholz will travel to China with a business delegation, 

raising fears that Germany is making the same mistake it did by getting too close to 

Putin’s Russia. 

 

France:  New regulatory filings indicate that many of France’s nuclear generating plants that 

were idled because of corroded piping are taking longer than expected to repair.  As a result, 26 

of the 56 nuclear plants in France are now offline for maintenance or repairs.  In addition, strikes 

at 18 reactors owned by EDF SA (EDF.PA, €11.94), France’s state-controlled power giant, have 

delayed their restart by several weeks.  The outages threaten to make it even more difficult for 

Europe to make up for the energy supply disruptions caused by Russia’s invasion of Ukraine. 

 

Italy:  Conservative Brothers of Italy Party leader Giorgia Meloni finished putting together her 

governing coalition and was sworn in as prime minister over the weekend.  While Meloni’s 

support for the U.S., NATO, and Ukraine is clear, all eyes will likely now be focused on how her 

government will work with the EU bureaucrats in Brussels.  A key challenge will be to balance 

Italy’s economic dependence on EU support with the Eurosceptic tendencies of Meloni’s right-

wing coalition partners. 

 

United Kingdom:  In the race to succeed Liz Truss as Conservative Party leader and prime 

minister, Former Chancellor Rishi Sunak has won a poll of support among the party’s members 

of parliament today after former Prime Minister Johnson pulled out of the race and challenger 

Penny Mordaunt struggled to win supporters.  That means Sunak will now become the U.K’s 

next prime minister. 

• Sunak, a wealthy Brit of Indian heritage, is widely seen as committed to sound economic 

management and orthodox economic policy. 

• As Sunak’s prospects for the prime minister’s job have improved, the pound, so far this 

morning, has risen approximately 0.3% to $1.1336.  Benchmark 10-year Gilts traded up, 

pushing the yield down to 3.81%. 

 

U.S. Military:  In its annual report on U.S. military power, the conservative Heritage Foundation 

assessed that the U.S. has only a “weak” ability to fight and win in a hypothetical crisis involving 

two simultaneous major regional wars.  The report assesses that the Marine Corps has retained 

“strong” capabilities for such a scenario, but it scores the Army as “marginal,” the Navy as 

“weak,” and the Air Force as “very weak.” 

• The weak scores stem in large part from what the Foundation sees as under-investment in 

modern equipment.  For example, it argues that the U.S. Navy needs a combat fleet of at 

least 400 manned ships, compared with the 298 currently available. 

• The report supports our view that China’s geopolitical aggressiveness and Russia’s 

invasion of Ukraine will likely spur the U.S. and its allies to reinvest enormous sums into 

their military forces in the coming years, eventually giving a big boost to defense 

industry firms. 

• Notably, the call for a stronger defensive effort from the Foundation is a reminder that the 

right wing of the political spectrum is still pro-defense, even if many right-wing 

https://www.wsj.com/articles/frances-nuclear-reactors-malfunction-as-energy-crisis-bites-11666517581?mod=lead_feature_below_a_pos1
https://www.ft.com/content/b5faa66b-1195-4af4-b1ac-049446f6a725
https://www.ft.com/content/f88e3e2a-0f58-49f8-ba68-a176ddaf8add
https://www.ft.com/content/f88e3e2a-0f58-49f8-ba68-a176ddaf8add
https://www.wsj.com/articles/who-is-rishi-sunak-uk-prime-minister-race-11666603463
https://www.ft.com/content/b4efc70a-c5b7-48f4-86a2-188f8f380ea7
https://www.defensenews.com/global/the-americas/2022/10/18/us-military-in-decline-threats-from-china-formidable-report-says/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.heritage.org/sites/default/files/2022-10/2023_IndexOfUSMilitaryStrength.pdf
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politicians are isolationist and want to ratchet back U.S. support for Ukraine and other 

allies.  As the isolationists realize that such support often means higher orders for U.S. 

defense firms, they may become more supportive of Ukraine and Europe as time goes on. 

 

U.S. Education System:  New data from the Education Department shows fourth- and eighth-

grade students’ math scores dropped by the largest amount ever this year.  The data also showed 

a nationwide plunge in reading scores that wiped out three decades of gains.  The declines are 

ascribed largely to the lingering effects of the COVID-19 pandemic. 

 

U.S. Economic Releases  

 

U.S. economic activity unexpectedly remained above its long-run historical trend in September.  

The Chicago Fed’s National Activity Index came in at +0.10 last month.  The reading was above 

consensus estimate of -0.10 and in line with the previous month’s revised figure of +0.10. A 

rebound in production and employment related indicators were the primary contributors to the 

positive report.  
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The chart above shows the Chicago Fed National Activity Index and its six-month moving 

average.  The moving average dipped in September from +0.045 to +0.03.  Although it is well 

above the recession indicator, it continues falling fast.  

 

https://www.wsj.com/articles/math-scores-dropped-in-every-state-during-pandemic-report-card-shows-11666584062
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The table below lists the economic releases and/or Federal Reserve events scheduled for the rest 

of 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 

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. 

 

 
 

EST Indicator Expected Prior Rating

9:45 S&P Manufacturing PMI m/m Oct P 51.0 52.0 ***

9:45 S&P Services PMI m/m Oct P 49.5 49.3 **

9:45 S&P Composite PMI m/m Oct P 49.3 49.5 **

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Manufacturing PMI m/m Oct P 53.0 52.2 *** Equity and bond neutral

Jibun Bank Services PMI m/m Oct P 51.7 51.0 ** Equity and bond neutral

Jibun bank Composite PMI m/m Oct P 50.7 50.8 * Equity and bond neutral

Australia S&P Manufacturing PMI m/m Oct P 52.8 53.5 *** Equity bearish, bond bullish

S&P Services PMI m/m Oct P 49.0 50.6 ** Equity bearish, bond bullish

S&P Composite PMI m/m Oct P 49.6 50.9 * Equity bearish, bond bullish

China Industrial Production y/y Sep 6.3% 4.2% 4.8% *** Equity bullish, bond bearish

Retail Sales y/y Sep 2.5% 5.4% 3.0% * Equity bearish, bond bullish

Trade Balance m/m Sep $84.74b $79.39b $80.30b *** Equity and bond neutral

Exports y/y Sep 5.7% 7.1% 4.0% ** Equity bullish, bond bearish

Imports y/y Sep 0.3% 0.3% 0.0% ** Equity and bond neutral

GDP y/y 3Q 3.9% 0.4% 3.3% *** Equity bullish, bond bearish

EUROPE

Eurozone S&P Global Eurozone Manufacturing PMI m/m Oct P 46.6 48.4 47.9 *** Equity bearish, bond bullish

S&P Global Eurozone Services PMI m/m Oct P 48.2 48.8 48.2 ** Equity and bond neutral

S&P Global Eurozone Composite PMI m/m Oct P 47.1 48.1 47.6 * Equity bearish, bond bullish

Consumer Confidence m/m Oct P -27.6 -28.8 -30.0 ** Equity bullish, bond bearish

Germany S&P Global/BME  Manufacturing PMI m/m Oct P 45.7 47.8 47.0 *** Equity bearish, bond bullish

S&P Global Services PMI m/m Oct P 44.9 45.0 44.9 ** Equity and bond neutral

S&P Global Composite PMI m/m Oct P 44.1 45.7 45.5 ** Equity bearish, bond bullish

France S&P Global Manufacturing PMI m/m Oct P 47.4 49.0 49.0 *** Equity bearish, bond bullish

S&P Global Services PMI m/m Oct P 51.3 57.4 56.5 ** Equity bearish, bond bullish

S&P Global Composite PMI m/m Oct P 50.0 56.3 55.0 ** Equity bearish, bond bullish

UK S&P Global/CIPS Manufacturing PMI m/m Oct P 45.8 48.4 48.0 *** Equity bearish, bond bullish

S&P Global/CIPS Services PMI m/m Oct P 47.5 50.0 49.0 ** Equity bearish, bond bullish

S&P Global/CIPS Composite PMI m/m Oct P 47.2 49.1 48.0 ** Equity bearish, bond bullish

Switzerland Domestic Sight Deposits CHF w/w 21-Oct 541.7b 555.4b * Equity and bond neutral

Total Sight Deposits CHF w/w 21-Oct 597.6b 619.8b * Equity and bond neutral

AMERICAS

Brazil Current Account Balance m/m Sep -5.678b -$3.040b ** Equity and bond neutral

Foreign Direct Investment m/m Sep $9.185b $4.900b ** Equity and bond neutral
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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. 

 
 

   
 

 

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) 436 432 4 Up

3-mo T-bill yield (bps) 387 389 -2 Up

TED spread (bps) 49 43 6 Widening

U.S. Sibor/OIS spread (bps) 403 402 1 Up

U.S. Libor/OIS spread (bps) 407 406 1 Up

10-yr T-note (%) 4.18 4.22 -0.04 Up

Euribor/OIS spread (bps) 154 150 4 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Flat Down

Franc Down Down

Price Prior Change Explanation

Brent $92.68 $93.50 -0.88%

WTI $83.97 $85.05 -1.27%

Natural Gas $4.82 $4.96 -2.84% Demand Pessimism

Crack Spread $33.97 $33.37 1.81%

12-mo strip crack $31.61 $31.16 1.44%

Ethanol rack $2.80 $2.79 0.22%

Metals

Gold $1,649.27 $1,657.69 -0.51%

Silver $19.20 $19.42 -1.14%

Copper contract $344.25 $347.45 -0.92%

Grains

Corn contract $680.50 $684.25 -0.55%

Wheat contract $844.50 $850.75 -0.73%

Soybeans contract $1,391.00 $1,404.50 -0.96%

Shipping

Baltic Dry Freight 1,819            1,837            -18

Energy Markets
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Weather 

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

most of country, with cooler-than-normal temperatures in most of the Pacific. Wetter-than-

normal conditions are anticipated for the Pacific, Great Plains, Midwest, and Mid-Atlantic, with 

drier-than-normal conditions in the Southwest.   
 

No tropical disturbances are expected in the coming days in the Gulf Coast, Caribbean, and 

Atlantic Ocean areas, in a sign that we are approaching the end of hurricane season.   
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Data Section 
 

U.S. Equity Markets – (as of 10/21/2022 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 10/21/2022 close) 
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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), 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 as of 10/19/2022 = 17.6x

 
 

Based on our methodology,1 the current P/E is 17.6x, unchanged 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 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. 


