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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 2, 2019—9:30 AM EDT] Global equity markets are lower this morning.  The 

EuroStoxx 50 is down 1.4% from the last close.  In Asia, the MSCI Asia Apex 50 closed down 

0.8%.  Chinese markets were closed for National Day.  U.S. equity index futures are signaling a 

lower open.  
 

It’s another risk-off day so far this morning.  Residual worries about the economy continue to 

dominate.  Here is what we are watching this morning: 

 

Reviewing ISM manufacturing:  As you are all aware by now, the ISM manufacturing data for 

September came in quite weak.  Here is the chart that most caught our attention. 
 

 
 

The ISM asks purchasing managers a series of questions about the various parts of their business 

operations.  The group asks if conditions are better/the same/worse or higher/the same/lower on 

various aspects of their business.  The indexes that are printed are compilations of these 

questions.  However, the data about respondents is also available.  The above chart looks at 

export order responses.  Note the sharp rise in manufacturers reporting lower export orders and 

the plunge in firms reporting higher export orders.  This is a significant breakdown and puts the 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stocks-fall-amid-rising-fears-of-economic-slowdown-11570004904?shareToken=stcb903bf9d3a645459ec351ff45577ccd
https://www.wsj.com/articles/global-stocks-fall-amid-rising-fears-of-economic-slowdown-11570004904?shareToken=stcb903bf9d3a645459ec351ff45577ccd
https://www.wsj.com/articles/global-stocks-fall-amid-rising-fears-of-economic-slowdown-11570004904?shareToken=stcb903bf9d3a645459ec351ff45577ccd
https://www.wsj.com/articles/global-stocks-fall-amid-rising-fears-of-economic-slowdown-11570004904?shareToken=stcb903bf9d3a645459ec351ff45577ccd
https://www.wsj.com/articles/global-trade-set-for-weakest-year-since-crisis-11569924455?shareToken=st5db59f4f61164dea88507941aa642d32
https://www.wsj.com/articles/global-trade-set-for-weakest-year-since-crisis-11569924455?shareToken=st5db59f4f61164dea88507941aa642d32


 

 

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

www.confluenceinvestment.com 

 2 

export orders index at 41.0, the lowest level since April 2009.  The trade war is having an 

increasingly negative effect on the economy.   

 

The ISM data along with soft construction orders have taken the Atlanta FRB’s GDPNow 

forecast for Q3 GDP down 40 bps; the current forecast is 1.8%. 
 

 
 

Brexit:  PM Johnson is expected to reveal his Brexit proposal, his “final offer.”  Rumors suggest 

he will call for customs checks on each side of the border, but inland (thus avoiding the “border” 

itself), with a time limit that will give both sides four years to actually work out a trade 

agreement.  We don’t see the EU accepting the deal; so far, it has rejected anything that has 

border controls.  By framing it as a final offer, Johnson will try to blame a hard Brexit on the EU.  

We still think recent legislation will prevent a sudden Brexit, although it will require the EU to 

agree to another extension, which is likely to occur because the EU expects new elections and 

may hope that a new government might call off Article 50 altogether.  That scenario, however, is 

unlikely.  The most probable outcome is continued limbo; new elections probably don’t solve 

anything.  We expect that none of the parties would garner a majority in an election and any 

resulting government will be unstable.  The underlying problem is that the U.K. is nearly equally 

divided on this issue.  Remaining means a large part of the population believes they were denied 

their win in the first referendum, and leaving means that a large part of the population believes 

the country is making a huge mistake on a fairly small majority (at least considering the 

importance of Article 50).  In the meantime, we expect a stalemate—no exit on Halloween, new 

elections, inconclusive results.   

 

More on repo:  The Fed is starting to grapple with the regulatory thicket that has led to the need 

for repeated repo operations to keep the money markets functioning.  First, as we suspected, the 
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https://www.ft.com/content/45a9c196-e231-11e9-9743-db5a370481bc
https://www.ft.com/content/45a9c196-e231-11e9-9743-db5a370481bc


 

 

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

www.confluenceinvestment.com 

 3 

data shows that the large banks are holding the bulk of the cash in bank reserves.  The four 

largest banks in the U.S. held $377 bn of cash reserves at the end of Q2, well more than the 

remaining 21 banks in the top 25.  Large banks must meet a “liquidity coverage ratio” (LCR), 

assets that include cash and Treasuries.  However, the large banks are also required to meet 

intraday liquidity targets for which cash is the only asset that meets the regulation.  It looks like 

the requirements for safety have put a premium on cash and other liquid assets for the larger 

banks and the Fed has misjudged how much excess reserves the system needs to meet these 

requirements.  In other words, the repo crisis is starting to look like a regulation problem.  That 

doesn’t mean the regulations should be changed (after all, safety first, kids), but, given the 

regulations that are in place, the balance sheet needs to expand.  However, the Fed will likely be 

divided on expanding the balance sheet because it will appear to be another form of easing that 

may trigger an excessive response from the asset markets.  The other alternative is daily repo 

operations which is, at best, only a temporary solution.  We look for a balance sheet expansion 

but only after the Fed prepares the financial markets for the additional reserves. 

 

Zuckerberg strikes back:  Last April, Facebook’s (FB, 175.81) CEO and founder, Mark 

Zuckerberg, suggested that the populist-left wanted to break up his company.  In comments to 

employees, he indicated he would fight such measures.  Senator Warren was the explicit target; 

she responded sharply to the comment.  How this all plays out remains to be seen; Facebook is 

an important medium for political ads, and it is possible the company could “tip the scales” to 

candidates with less interest in anti-trust actions against the firm.  We do note that Silicon Valley 

is getting behind Warren as her poll numbers improve.   

 

Huawei:  Huawei (002502, CNY, 3.200) claims it has begun making 5G equipment without 

using U.S.-supplied components.  It is unclear how successful the firm has been with this action 

but if its claims are true then it would add to evidence that the tech world is dividing between 

China and the U.S., meaning nations will need to decide on which side they will ally.   

 

Germans will be Germans:  As the ECB prepares to restart its quantitative easing program in 

November, the head of Germany’s Bundesbank, Jens Weidmann, warned that he would oppose 

all attempts to lift the limits on bond buying.  Currently, the ECB has given itself a limit of 33% 

of asset purchases, meaning the bank can only buy up to that limit with respect to a country’s 

government debt as well as debt in supranational and non-bank private sector debt.  The rule is 

designed to maintain some level of fiscal responsibility among member countries.  

 

Mr. Weidmann’s comments highlight the growing dissent among central bankers in the 

Eurozone.  Rising trade tensions and sluggish growth have led a push for aggressive monetary 

easing to address these problems.  Ironically, Germany would likely benefit from monetary 

easing as the country has already contracted in two quarters within a year, and four quarters 

within the last five years.  Germany’s aversion to debt-fueled growth has added to market 

concerns of a prolonged slowdown, which have contributed to a drop in European equities. 

 

Despite its reluctance to accept expanded monetary stimulus from the ECB, the German 

government has begun drawing up plans for a fiscal stimulus package if the economy were to 

approach recession.  The plan involves the government investing in projects that are designed to 

improve efficiency and boost confidence as well as stimulus in the form of tax write-offs and 

https://www.ft.com/content/71849166-e02d-11e9-b112-9624ec9edc59
https://www.ft.com/content/dba9f10a-e125-11e9-9743-db5a370481bc
https://www.ft.com/content/dba9f10a-e125-11e9-9743-db5a370481bc
https://www.reuters.com/article/us-usa-repo-jpmorgan-analysis/too-big-to-lend-jpmorgan-cash-hit-fed-limits-roiling-us-repos-idUSKBN1WG439
https://www.reuters.com/article/us-usa-repo-jpmorgan-analysis/too-big-to-lend-jpmorgan-cash-hit-fed-limits-roiling-us-repos-idUSKBN1WG439
https://www.reuters.com/article/us-usa-repo-jpmorgan-analysis/too-big-to-lend-jpmorgan-cash-hit-fed-limits-roiling-us-repos-idUSKBN1WG439
https://www.reuters.com/article/us-usa-repo-jpmorgan-analysis/too-big-to-lend-jpmorgan-cash-hit-fed-limits-roiling-us-repos-idUSKBN1WG439
https://www.reuters.com/article/us-usa-repo-jpmorgan-analysis/too-big-to-lend-jpmorgan-cash-hit-fed-limits-roiling-us-repos-idUSKBN1WG439
https://www.reuters.com/article/us-usa-repo-jpmorgan-analysis/too-big-to-lend-jpmorgan-cash-hit-fed-limits-roiling-us-repos-idUSKBN1WG439
https://www.theverge.com/2019/10/1/20756701/mark-zuckerberg-facebook-leak-audio-ftc-antitrust-elizabeth-warren-tiktok-comments?mod=djem10point
https://www.theverge.com/2019/10/1/20756701/mark-zuckerberg-facebook-leak-audio-ftc-antitrust-elizabeth-warren-tiktok-comments?mod=djem10point
https://thehill.com/policy/technology/463803-elizabeth-warren-slams-facebook-in-response-to-zuckerberg-leaked-audio
https://thehill.com/policy/technology/463803-elizabeth-warren-slams-facebook-in-response-to-zuckerberg-leaked-audio
https://www.cnbc.com/2019/10/01/silicon-valley-ready-to-back-elizabeth-warren-despite-tech-break-up-plan.html
https://www.cnbc.com/2019/10/01/silicon-valley-ready-to-back-elizabeth-warren-despite-tech-break-up-plan.html
https://www.cnbc.com/2019/10/01/silicon-valley-ready-to-back-elizabeth-warren-despite-tech-break-up-plan.html
https://www.cnbc.com/2019/10/01/silicon-valley-ready-to-back-elizabeth-warren-despite-tech-break-up-plan.html
https://www.reuters.com/article/us-usa-china-huawei-tech/huawei-says-it-has-begun-producing-5g-base-stations-without-u-s-parts-idUSKBN1WB0YD?utm_source=Eurasia+Group+Signal&utm_campaign=4fb13a3aca-EMAIL_CAMPAIGN_2019_10_02_11_09&utm_medium=email&utm_term=0_e605619869-4fb13a3aca-134308033'
https://www.reuters.com/article/us-usa-china-huawei-tech/huawei-says-it-has-begun-producing-5g-base-stations-without-u-s-parts-idUSKBN1WB0YD?utm_source=Eurasia+Group+Signal&utm_campaign=4fb13a3aca-EMAIL_CAMPAIGN_2019_10_02_11_09&utm_medium=email&utm_term=0_e605619869-4fb13a3aca-134308033'
https://www.ft.com/content/27b0a5e2-dab6-11e9-8f9b-77216ebe1f17
https://www.ft.com/content/27b0a5e2-dab6-11e9-8f9b-77216ebe1f17
https://www.bloomberg.com/news/articles/2019-10-02/german-fiscal-stimulus-already-creeping-in-whatever-merkel-says
https://www.bloomberg.com/news/articles/2019-10-02/german-fiscal-stimulus-already-creeping-in-whatever-merkel-says


 

 

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

www.confluenceinvestment.com 

 4 

subsidies.  Although the stimulus plan is viewed as a safeguard in the event of a recession, it has 

been reported that parts of the plan have already been rolled out. 

 

North Korea fires another missile: The launch came a day after the U.S. and North Korea 

agreed to resume nuclear talks.  The missile launch highlights the level of impatience that North 

Korea has in getting an agreement that would lead to sanctions relief.  Previous discussions about 

sanctions relief stalled in February after the president refused to remove all sanctions.  The U.S. 

has described the launch as provocative but has not formally withdrawn from the meeting.   

 

Odds and ends:  Today marks the second anniversary of the Catalan independence referendum. 

In recognition of this day, thousands of protesters took to the streets to express their frustration.  

Peru appears to be without a government as the president dissolved the legislature and the 

legislature appointed a new president.  Finally, a lesson in central banking—don’t tell people, 

especially depositors, not to panic. 

 

U.S. Economic Releases 
 

MBA mortgage applications in the week ended September 27 rose 8.1%, erasing most of their 

10.1% decline in the previous week.  Applications for home purchase mortgages were up a 

modest 0.9%, but applications for refinancing mortgages jumped 14.2%.  The average interest 

rate on a 30-year, fixed-rate mortgage fell slightly to 3.99%. 

 

Separately, ADP private sector payrolls rose by a seasonally adjusted 135,000 in September, 

falling only slightly short of the consensus forecast of 140,000.  However, the August gain was 

revised sharply downward to 157,000 from the original figure of 195,000.  As shown in the chart 

below, this measure of employment growth has shown a noticeable deterioration since May.  

That decline could lower expectations for the September nonfarm payrolls data due out on 

Friday.  It will probably also weigh on equities and buoy bonds today. 
 

 
 

The chart above shows the monthly change in ADP private sector payrolls along with the six-

month moving average. 

https://www.nytimes.com/2019/10/01/world/asia/us-north-korea-nuclear-talks.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20191002&section=topNews?campaign_id=51&instance_id=12782&segment_id=17503&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2019/10/01/world/asia/us-north-korea-nuclear-talks.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20191002&section=topNews?campaign_id=51&instance_id=12782&segment_id=17503&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
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https://www.nytimes.com/2019/10/01/world/asia/us-north-korea-nuclear-talks.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20191002&section=topNews?campaign_id=51&instance_id=12782&segment_id=17503&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.wsj.com/articles/north-korea-fires-projectile-off-coast-11569976898?shareToken=st5cd8fdaeaaaf419883042ec056e37e73
https://www.wsj.com/articles/north-korea-fires-projectile-off-coast-11569976898?shareToken=st5cd8fdaeaaaf419883042ec056e37e73
https://www.washingtonpost.com/world/the_americas/perus-president-dissolved-congress-then-congress-suspended-the-president/2019/10/01/7b404cd6-e451-11e9-b0a6-3d03721b85ef_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/the_americas/perus-president-dissolved-congress-then-congress-suspended-the-president/2019/10/01/7b404cd6-e451-11e9-b0a6-3d03721b85ef_story.html?wpisrc=nl_todayworld&wpmm=1
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https://twitter.com/rbi/status/1178976194131185665?s=12


 

 

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

www.confluenceinvestment.com 

 5 

The table below lists the Fed events scheduled for today. 
 

Speaker or event

8:00 Thomas Barkin Speaks  at Conference on Rural Economy

9:00 Patrick Harker Speaks at Community Banking Conference President of the Federal Reserve Bank of Philadelphia

10:50 John Williams Speaks in San Diego President of the Federal Reserve Bank of New York

Fed Speakers or Events

Economic Releases

District or position

 No economic releases today

President of the Federal Reserve Bank of Richmond

 
 

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

Japan Monetary Base y/y aug 3.0% 2.8% ** Equity and bond neutral

Consumer Confidence m/m sep 35.6 37.1 36.5 * Equity bearish, bond bullish

EUROPE

UK Markit/CIPS UK Construction m/m sep 43.3 45.0 45.0 ** Equity bearish, bond bullish

Switzerland CPI y/y sep 0.1% 0.3% 0.3% *** Equity and bond bearish

CPI core y/y sep 0.4% 0.4% 0.4% *** Equity and bond neutral

AMERICAS

Mexico Leading Indicators m/m aug -0.03 -0.05 * Equity and bond neutral

Brazil FIPE CPI m/m sep 0.0% 0.3% 0.0% * 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) 209 210 -1 Down

3-mo T-bill yield (bps) 174 175 -1 Neutral

TED spread (bps) 34 35 -1 Neutral

U.S. Libor/OIS spread (bps) 170 172 -2 Up

10-yr T-note (%) 1.62 1.64 -0.02 Down

Euribor/OIS spread (bps) -43 -42 -1 Neutral

EUR/USD 3-mo swap (bps) 32 32 0 Down

Currencies Direction

dollar Up Up

euro Down Down

yen Up Down

pound Down Up

franc Down Down  
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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 $58.92 $58.89 0.05%

WTI $53.87 $53.62 0.47%

Natural Gas $2.30 $2.28 0.61%  

Crack Spread $16.79 $16.83 -0.22%

12-mo strip crack $17.98 $18.09 -0.65%

Ethanol rack $1.73 $1.72 0.16%

Gold $1,487.33 $1,479.14 0.55%

Silver $17.30 $17.24 0.40%

Copper contract $255.90 $256.05 -0.06%

Corn contract 388.75$       392.50$       -0.96%

Wheat contract 492.75$       498.75$       -1.20%

Soybeans contract 914.75$       919.50$       -0.52%

Baltic Dry Freight 1809 1823 -14

Actual Expected Difference

Crude (mb) 2.3

Gasoline (mb) 0.6

Distillates (mb) -2.0

Refinery run rates (%) -0.50%

Natural gas (bcf) 102.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

country, with normal or lower-than-normal temperatures only in the Pacific Northwest.  

Precipitation is expected in New England, the Southeast and the Pacific Northwest.  There is a 

disturbance in the Caribbean, but it is not expected to develop into a tropical storm.  Hurricane 

Lorenzo remains far out in the Atlantic, but rather than moving toward the United States it is 

moving northeast and is expected to make landfall tomorrow in Ireland (!).
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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.  
 

September 27, 2019 
 

Over the past few months, we have been on “recession watch.”  Our position is that the odds of a 

downturn are elevated but it is too soon to fully position for a downturn.   The inversion of yield 

curves is a reliable recession warning.  On the other hand, the economic data continues to signal 

a slow U.S. economy but not one seeing negative growth.  As long as the economy continues to 

expand, it does not make sense to underweight equities. 

 

However, there is another possibility to consider.  Investors appear to have become overly 

cautious recently. 
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This chart shows retail money market levels on a weekly basis along with the Friday closes of 

the S&P 500.  The gray bars show recessions, whereas the orange bars show periods when retail 

money markets (RMMK) fall below $920 bn.  In general, when RMMK fall to $920 bn or below, 

the uptrend in equities tends to stall.  It would seem there is a certain level of desired cash, and 

when that level falls below $920 bn, households try to rebuild cash by either slowing their 

purchases of equities or selling stocks to build liquidity.   

 

The chart shows that, in early 2018, households began to aggressively build RMMK, which 

would coincide with rising trade tensions.   
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This chart shows RMMK with the 12-month average of the Policy Uncertainty Index for trade 

policy.  The fit is rather obvious.  If the U.S. and China come to a short-term agreement that 

reduces trade worries, it might free up significant liquidity that would find its way into equities.  

The potential for such flows, coupled with the usual positive seasonal trend in Q4, could lead to 

a strong close in equities for 2019.  This doesn’t mean that investors should not continue to 

watch for recession signals, but de-risking portfolios too quickly may very well be 

counterproductive.    

   

    

   

  

 
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 10/1/2019 close) 

 

0.0% 20.0% 40.0%

Energy
Healthcare

Materials
Financials

S&P 500
Industrials

Communication Services
Consumer Discretionary

Consumer Staples
Utilities

Real Estate
Technology

YTD Total Return

-3.0% -2.0% -1.0% 0.0%

Industrials

Materials

Energy

Financials

S&P 500

Communication Services

Healthcare

Real Estate

Technology

Consumer Discretionary

Consumer Staples

Utilities

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 10/1/2019 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

September 26, 2019 
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P/E as of 9/25/2019 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, 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 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. 


