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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: June 17, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.1% from the last close.  In Asia, the MSCI Asia Apex 50 was relatively 

unchanged from the prior close.  Chinese markets were mixed, with the Shanghai composite up 

0.2% and the Shenzhen index down 0.2% from prior close.  U.S. equity index futures are 

signaling a higher open.  

 

Happy Monday!  Tensions remain high with Iran, and protests expanded in Hong Kong. 

Meanwhile, it’s central bank week, with the Federal Reserve as the headliner.  Here is what we 

are watching today: 

 

Iran:  Hawks are calling for military strikes against Iran.  However, there is no evidence of the 

significant build-up that one would expect before a major operation.  For example, there is only 

one aircraft carrier group in the region; three would be required for 24/7 operations.  Meanwhile, 

Iran continues to hew to a belligerent tone, threatening to breach uranium limits of the Iran 

nuclear deal (JCPOA).  Another factor is the high level of skepticism surrounding the U.S. 

evidence of Iran’s mining of the tankers.  This skepticism is, in part, due to previous intelligence 

missteps, including the Bush administration allegations of an Iraqi nuclear program, which was 

never found.  The allegations were a major reason for the incursion into Iraq.  Even the video 

evidence has been called into question.     

 

To some extent, how this plays out is more a function of who has power within the Iranian 

regime and the Trump administration.  In the latter, SoS Pompeo and National Security Director 

Bolton are pressing the hawkish case; in Iran, the Islamic Revolutionary Guard Corps (IRGC) 

are likely pressing for confrontation.  President Trump has made it clear he doesn’t support a 

lengthy military involvement in the region and we suspect that, in the end, he will win out.  At 

the same time, the hawks in Iran can also make this calculation and try to force the U.S. into 

either (a) an unwanted escalation, or (b) backing down and looking weak.  Since President 

Trump is a Jacksonian, he won’t easily take option (b) so some sort of middle ground will be 

sought.  Our expectation is that the U.S. will begin escorting tankers in the Persian Gulf, and if 

Iran attacks those vessels then the U.S. will attack Iran’s naval facilities along the Persian Gulf.  

But, we don’t expect a full-scale attack on Iran’s nuclear facilities or against civilian targets.  

This assessment appears to be the oil market’s take too, as oil prices are lower this morning 

despite the tensions. 

 

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://twitter.com/FaceTheNation/status/1140269492259446784?wpisrc=nl_todayworld&wpmm=1
https://apnews.com/30353bd0f0494522b9f5753e23f3f9b9
https://www.reuters.com/article/us-mideast-attacks-germany-maas/germany-us-video-not-enough-to-attribute-blame-over-oil-tanker-attacks-idUSKCN1TF1SA?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/06/14/opinion/iran-tanker-attacks.html?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/06/14/opinion/iran-tanker-attacks.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/japanese-ship-owner-contradicts-us-account-of-how-tanker-was-attacked/2019/06/14/7ea347d0-8eba-11e9-b6f4-033356502dce_story.html?utm_term=.e54b85330969&wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/06/15/world/middleeast/trump-iran-hard-liners.html
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/061619-g20-ministers-urge-more-energy-security-cooperation-after-tanker-attacks?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
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Hong Kong: Mass protests continued over the weekend despite the Hong Kong government’s 

decision to postpone the vote on the extradition bill.  Even an apology didn’t ease tensions.  

Protestors have increased their demands, with some now calling for Carrie Lam, Hong Kong’s 

chief executive, to resign.  It is clear that Lam misjudged the reaction but so did Beijing.  We 

continue to watch how Chairman Xi reacts to these events.  The protests are a clear challenge to 

his authority. A massive crackdown, similar to Tiananmen Square, would lead to a major 

international reaction and force not just the U.S. but other western nations to apply economic 

sanctions on China, at a minimum.  We expect the authorities in Hong Kong and Beijing to try to 

wait out the protests; however, if Lam is forced to resign, it will create a very uncomfortable 

precedent for Beijing and President Xi. 

 

The Fed: Although the BOJ and BOE also meet this week, the real “big deal” is the FOMC 

meeting.  First, our expectations are for no rate cut, a decline in the dots chart to reflect no more 

rate hikes and a potential dissent if the vote is for no-action by the Fed.  Second, Chair Powell 

must navigate financial markets that are pressing for rather aggressive easing going forward.  

Fed funds futures have discounted an 87.9% chance of at least two rate cuts by year’s end.  In 

fact, the futures markets have an 85% chance of a cut at the July meeting.  By the October 

meeting, the odds of a target rate below 2% are 77.9%.  The analog being offered is 1995, one of 

the three soft landings engineered by the FOMC.    

 

For the Fed, there are two concerns.  First, rate cuts that avoid a recession would likely trigger an 

asset rally. 

 

 
 

This chart shows the P/E ratio and the Fed funds target.  The P/E was a rather pedestrian 15.6x 

when the “insurance” cut occurred.  By July 1998, the ratio had hit 25.4x; the rate cuts that 

occurred during the Long-Term Capital Management Crisis sent the multiple to 28.5x.  Simply 

put, rate cuts could trigger a flight to risk assets that would raise worries for the Fed, especially 

in an era of populism.  In other words, the rate cut may not help the average American very 

https://www.washingtonpost.com/world/large-scale-protests-return-to-hong-kong-despite-suspension-of-extradition-bill/2019/06/16/7ea7f9c6-8ee0-11e9-b6f4-033356502dce_story.html?utm_term=.6e34df8f6647&wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/06/15/world/asia/hong-kong-protests-extradition-law.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.nytimes.com/2019/06/16/world/asia/carrie-lam-hong-kong-protests.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190617&section=topNews?campaign_id=51&instance_id=10256&segment_id=14355&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.scmp.com/news/hong-kong/politics/article/3014736/when-its-hard-be-humble-carrie-lams-harsh-style-even-when
https://www.ft.com/content/fa2d606c-9017-11e9-aea1-2b1d33ac3271?emailId=5d06feaa1211400004b55992&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/fa2d606c-9017-11e9-aea1-2b1d33ac3271?emailId=5d06feaa1211400004b55992&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d5c4dc36-9009-11e9-aea1-2b1d33ac3271?emailId=5d06feaa1211400004b55992&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ab78b108-9015-11e9-aea1-2b1d33ac3271?emailId=5d06feaa1211400004b55992&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2019/06/16/world/asia/hong-kong-xi-jinping.html
https://www.wsj.com/articles/hong-kong-upheaval-puts-beijing-in-a-bind-11560733232?mod=hp_lead_pos5&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/case-for-cutting-rates-can-be-found-in-close-calls-of-the-1990s-11560715200?mod=hp_lead_pos7
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much, but it could be a boon for the wealthy. Second, the president has made it clear that his 

relentless criticism of the central bank will continue.  The worry for the Fed is that its 

independence would be questioned if it appears the central bank cut rates under duress.  That 

implication would raise serious concerns about the bank’s ability to make difficult rate decisions 

during inflation periods.  Thus, the Fed will be trying to “thread these needles” the rest of the 

year.   

 

China trade news: Commerce Secretary Ross made it clear that a trade deal won’t happen 

between China and the U.S. at this weekend’s G-20 meeting in Japan.  About the best one can 

hope for would be that a face-to-face meeting between the two leaders might restart talks.  

Meanwhile, there is a good bit of behind-the-scenes jockeying among political and business 

leaders.  We note that President Trump delayed a planned speech by VP Pence, likely concerned 

that a hostile presentation would undermine any chance of fostering better relations going into 

the G-20.  U.S. chipmakers, concerned about losing Chinese customers, are lobbying to ease the 

Huawei (002502, CNY 3.45) ban.  U.S. firms, especially retailers, are warning that another 

round of tariffs will be damaging for the U.S. economy.  At the same time, some Chinese firms, 

much like what Japanese firms did in the late 1980s, have started to move some operations to the 

U.S.  

 

Turkey news: This weekend, the redo of the mayoral elections in Istanbul will be held.  The 

candidates held a debate over the weekend, and the opposition candidate continues to hold a 

narrow lead in the polls.  Moody’s downgraded the country due to recent turmoil.   

 

OPEC: OPEC ministers continue to try to boost prices with promises to cut production in the 

second half of this year.  So far, the markets are more concerned about rising U.S. inventories 

and weakening global demand.   

 

Odds and ends:  Congressional leaders are continuing to meet to head off an autumn budget 

crisis.  So far, not much progress has been made.  There was a massive power outage in South 

America yesterday.  It isn’t clear what caused it, although cyber sabotage has not been ruled out.  

U.S. cyber officials have indicated they have infiltrated Russia’s power grid.  It isn’t completely 

clear why such information would be published.  The article made a point to mention that 

President Trump wasn’t told of the operation.  Volkswagen (VWAPY, 15.78) workers in 

Tennessee rejected an effort by the UAW to unionize the plant.  China is cracking down on the 

“underground railroad” that facilitates North Koreans who leave the Hermit Kingdom for China 

and beyond.  Chairman Xi is scheduled to make a visit to Pyongyang on Thursday, the first visit 

by a Chinese leader to North Korea in 14 years. 

 

U.S. Economic Releases 
 

Empire manufacturing fell to its lowest level since 2016 at -8.6 compared to the forecast of 11.0.  

The weakness in manufacturing was due to a sharp drop in new orders. 

  

https://www.apnews.com/e39653e4ea3a456aad54e44fdb512a37
https://finance.yahoo.com/news/fomc-preview-june-19-210618801.html
https://www.wsj.com/articles/wilbur-ross-tempers-expectations-of-u-s-china-trade-deal-at-g-20-11560701918?mod=hp_major_pos7&cx_testId=9&cx_testVariant=ctrl&cx_artPos=0
https://www.bloomberg.com/news/articles/2019-06-14/trump-delayed-pence-s-tiananmen-speech-in-hope-of-xi-meeting?srnd=premium
https://www.reuters.com/article/us-huawei-tech-usa-lobbying/u-s-chipmakers-quietly-lobby-to-ease-huawei-ban-sources-idUSKCN1TH0VA
https://www.wsj.com/articles/as-china-tariffs-loom-some-u-s-companies-say-buying-american-isnt-an-option-11560677402?mod=hp_lead_pos5
https://www.nytimes.com/2019/06/16/business/economy/trump-china-tariffs-retailers.html
https://www.nytimes.com/2019/06/16/business/economy/trump-china-tariffs-retailers.html
https://finance.yahoo.com/news/some-chinese-businesses-are-investing-in-the-us-to-dodge-tariffs-120000288.html
https://finance.yahoo.com/news/some-chinese-businesses-are-investing-in-the-us-to-dodge-tariffs-120000288.html
https://www.nytimes.com/2019/06/16/world/europe/istanbul-mayor-debate.html?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/06/16/world/europe/istanbul-mayor-debate.html?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/06/16/world/europe/istanbul-mayor-debate.html?wpisrc=nl_todayworld&wpmm=1
https://www.bloomberg.com/news/articles/2019-06-15/turkey-says-moody-s-downgrade-is-incompatible-with-fundamentals?srnd=premium
https://www.bloomberg.com/news/articles/2019-06-15/saudi-arabia-seeks-to-balance-global-crude-markets-before-2020?srnd=premium
https://www.reuters.com/article/us-g2-japan-energy-saudi/saudi-energy-minister-hopes-opec-agrees-to-extend-production-cut-early-july-idUSKCN1TH049
https://www.politico.com/story/2019/06/16/white-house-congress-leaders-spending-deal-1365905
https://www.nytimes.com/2019/06/16/world/americas/power-outage-argentina-uruguay.html
https://www.cnn.com/2019/06/17/world/power-restored-argentina-uruguay-paraguay-intl-hnk/index.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.nytimes.com/2019/06/15/us/politics/trump-cyber-russia-grid.html
https://www.nytimes.com/2019/06/14/business/economy/volkswagen-chattanooga-uaw-union.html
https://www.reuters.com/article/us-northkorea-china-defectors/chinese-raids-hit-north-korean-defectors-underground-railroad-idUSKCN1TH0VJ
https://www.washingtonpost.com/world/asia_pacific/chinas-xi-to-visit-north-korea-as-both-countries-lock-horns-with-united-states/2019/06/17/4777087c-90f5-11e9-b72d-d56510fa753e_story.html?utm_term=.a9434b377f5b
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The chart above shows the six-month moving average of the Empire State Business Conditions 

Index.  Currently, the six-month moving average is 6.0. 

 

The index suffered its sharpest decline since 2016 and bolsters the case for a rate cut.   

 

The table below shows the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m jun 67 66 **

10:00 Net Long-Term TIC Flows m/m apr -$28.4 bn **

10:00 Total Net TIC Flows m/m apr -$8.1 bn **

Fed speakers or events

Economic Releases

No speakers or events scheduled  
 

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.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo Condominium Sales m/m may -10.4% -39.3% *** Equity and bond neutral

India Trade Balance m/m may -$15.360 bn -$15.300 bn -$15.744 bn ** Equity bullish, bond bearish

New Zealand Performance Services Index m/m may 53.6 51.6 ** Equity and bond neutral

EUROPE

Eurozone Labour Costs y/y 1q 2.4% 2.3% *** Equity and bond neutral

Italy General Government Debt m/m apr 2.373 tn 2.358 tn ** Equity and bond neutral

Switzerland Total Sight Deposits w/w jun 578.5 bn 578.1 bn * Equity and bond neutral

Domestic Sight Deposits w/w jun 467.6 bn 469.1 bn * Equity and bond neutral

AMERICAS

Canada Existing Home Sales y/y may 1.9% 3.6% *** Equity bearish, bond bullish  
 

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) 240 241 -1 Up

3-mo T-bill yield (bps) 213 213 0 Neutral

TED spread (bps) 28 28 0 Neutral

U.S. Libor/OIS spread (bps) 224 223 1 Up

10-yr T-note (%) 2.11 2.08 0.03 Neutral

Euribor/OIS spread (bps) -32 -32 0 Neutral

EUR/USD 3-mo swap (bps) 16 15 1 Down

Currencies Direction

dollar down Neutral

euro up Up

yen down Neutral

pound down Neutral

franc flat Neutral  
 

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. 
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Price Prior Change Explanation

Brent $61.23 $62.01 -1.26% Global Growth Pessimism

WTI $51.85 $52.51 -1.26%  

Natural Gas $2.38 $2.39 -0.38%  

Crack Spread $21.31 $21.66 -1.58%

12-mo strip crack $17.48 $17.72 -1.39%

Ethanol rack $1.69 $1.67 1.54%

Gold $1,334.37 $1,341.70 -0.55%

Silver $14.80 $14.88 -0.56%

Copper contract $262.65 $263.10 -0.17%

Corn contract 472.25$       463.50$       1.89%

Wheat contract 552.00$       542.00$       1.85%

Soybeans contract 939.50$       923.50$       1.73%

Baltic Dry Freight 1085 1062 23

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer to normal temps for most of the country, with 

cooler temps in the western half of the country.  Precipitation is expected for most of the country.  

There is no tropical activity expected over the next 48 hours. 
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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.  
 

June 14, 2019 
 

Establishing when “the” yield curve inverts is a bit of guesswork as there are a plethora of 

permutations one can use to calculate the spread.  One yield curve we like is the same one the 

Conference Board uses in its index of Leading Economic Indicators, namely, the 10-year T-note 

less fed funds yield.  As we show below, this particular spread has inverted this month.  Because 

of the time it takes to fully accumulate all the data points in the leading indicators, the inverted 

yield curve won’t be in the index until August.  But, the inversion will start to act as a drag on 

the leading indicators and likely start signaling a slowdown in the economy. 

 

Here is a chart of the 10-year/fed funds yield curve. 
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Sources:  Haver Analytics, CIM  
 

This spread didn’t become a reliable indicator of the economy until the 1960s.  It isn’t perfect; it 

has had two false positives (shown as a black lines on the above chart).  In the 1981-82 

recession, the curve didn’t invert until the recession was underway.  We have shown the current 

inversion as a black line, but we will change this if, or when, the recession develops. 
 

INVERT RECESSION MONTHS

Apr-68 Dec-69 20

Mar-73 Nov-73 8

Sep-78 Jan-80 16

Feb-82 Jul-81 -7

Oct-80 Jul-81 9

Jan-89 Jul-90 18

May-00 Mar-01 10

Jul-06 Dec-07 17

Average 12  
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This table shows the time period from the inversion to recession.  Although there is variation, the 

average is 12 months.  Using the range, a recession would be due at the earliest in February 2020 

or the latest at February 2021.   

 

So, with inversion, what should investors do? 
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These two charts show equities (the S&P 500) and long-duration bonds (10-year T-notes total 

return index), indexed to the yield curve inversion (shown as a vertical line on the chart).  We 

looked at the data 12 months before the inversion and 24 months after the inversion, excluding 

the 1982 inversion since the recession was already underway.  We also calculated the average for 

the seven events.  These calculations show that the financial markets don’t always treat 

inversions as bearish.  Under low inflation conditions, long-duration interest rates tend to 

perform well.  Equities decline about 10% or less after inversion the majority of the time; 

however, in three cases, they actually continued to rise.  Furthermore, during the 2005 inversion, 

the real bear market didn’t start until two years after the yield curve turned negative.   

 

There are two key issues for investors.  First, it is possible that the current inversion is a false 

positive.  If the FOMC moves quickly to cut the fed funds rate, the slope of the curve could 

return to positive so remaining fully invested is recommended.  Second, even if this inversion is 

a harbinger of recession, there were several events where equities performed quite well for some 

time after the inversion.  This is especially true when the inversion predated the recession by 

more than a year.  At the same time, investors are now on notice that if the Fed doesn’t react 

soon to unwind this inversion then the odds of recession are rising, thus it would be prudent to 

build a plan to become defensive.   

 

 
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 6/14/2019 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 6/14/2019 close) 
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Cash

Commodities

Emerging Markets (local currency)

US Government Bond

Emerging Markets ($)

US High Yield

US Corporate Bond

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Mid Cap

Large Cap

Real Estate

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 
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P/E as of 6/12/2019 = 18.5x

 
 

Based on our methodology,1 the current P/E is 18.5x, down 0.1x from last week.  The decline in 

the S&P index led to the modest multiple contraction. 

 

 

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


