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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: August 13, 2019—9:30 AM EDT] Global equity markets are lower this morning.  The 

EuroStoxx 50 is down 0.3% from the last close.  In Asia, the MSCI Asia Apex 50 closed down 

1.5%.  Chinese markets were lower, with the Shanghai composite down 0.6% and the Shenzhen 

index down 1.7% from the prior close.  U.S. equity index futures are signaling a lower open. 

With 450 companies having reported, the S&P 500 Q2 earnings stand at $42.10, higher than the 

$40.70 forecast for the quarter.  The forecast reflects a 2.7% decrease from Q2 2018 earnings.  

Thus far this quarter, 74.2% of the companies reported earnings above forecast, while 18.4% 

reported earnings below forecast. 
 

It’s an August Tuesday.  Risk markets are falling again this morning.  Although there is a lot of 

news most of it is a continuation of recent events.  Here is what we are watching: 

 

Hong Kong:  Protests continue this morning; check-ins have been suspended but airport officials 

are trying to get some flights off the ground.  These airport protests are having a strong impact; 

they are keeping the unrest front and center on global media and the Communist Party of China 

(CPC) cannot ignore the tensions.  Beijing is dealing with the threat of separatism with Hong 

Kong, something that is a very sensitive issue for Chinese leadership.  Historically, in simple 

terms, China has tended to be poor but unified, or rich and divided.  When China turns inward, 

its economy is usually weak, but the country is politically unified. When it turns to the world, it 

prospers, but mostly from the coasts inward.  During prosperity, divisions develop and outsiders 

can use those divisions to dominate China.  The current unrest in Hong Kong has echoes of this 

pattern.  We note, for example, that CPC officials continue to blame outside forces for the unrest.  

On its face, this claim is weak; there is no evidence to suggest that foreign intelligence services 

are supporting the protestors.  However, there is an element of truth to the claim; the protestors 

are pressing for democracy, which is a Western concept and thus “foreign” to China’s view of 

governance.    

 

In her press conference today, Hong Kong Chief Executive Carrie Lam refused to say whether 

Beijing has ordered her to avoid making any concessions to the protestors, such as fully 

withdrawing the extradition bill that touched off the demonstrations.  At least one municipal 

legislator said that was tantamount to confirming Beijing is now running the city, and that Lam is 

now just a “puppet” governor. 

 

 

 

 

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/stocks-fall-amid-unrest-in-hong-kong-11565684791?shareToken=ste857343832ac4ac5a3f5eb4898def41a
https://www.wsj.com/articles/stocks-fall-amid-unrest-in-hong-kong-11565684791?shareToken=ste857343832ac4ac5a3f5eb4898def41a
https://www.ft.com/content/d42a6ea8-bd5a-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d42a6ea8-bd5a-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/hong-kong-protesters-overwhelm-airport-for-second-day-11565687274?shareToken=stca9d033d098b4f0fac1969b30b23a90b
https://www.wsj.com/articles/hong-kong-protesters-overwhelm-airport-for-second-day-11565687274?shareToken=stca9d033d098b4f0fac1969b30b23a90b
https://www.nytimes.com/2019/08/12/world/asia/hong-kong-protests-communist-party.html?action=click&module=Top%20Stories&pgtype=Homepage&te=1&nl=morning-briefing&emc=edit_MBE_p_20190813&section=topNews?campaign_id=51&instance_id=11603&segment_id=16105&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=56772670813&section=topNews
https://www.nytimes.com/2019/08/12/world/asia/hong-kong-protests-communist-party.html?action=click&module=Top%20Stories&pgtype=Homepage&te=1&nl=morning-briefing&emc=edit_MBE_p_20190813&section=topNews?campaign_id=51&instance_id=11603&segment_id=16105&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=56772670813&section=topNews
https://www.nytimes.com/2019/08/12/world/asia/hong-kong-protests-communist-party.html?action=click&module=Top%20Stories&pgtype=Homepage&te=1&nl=morning-briefing&emc=edit_MBE_p_20190813&section=topNews?campaign_id=51&instance_id=11603&segment_id=16105&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=56772670813&section=topNews
https://www.nytimes.com/2019/08/12/world/asia/hong-kong-protests-communist-party.html?action=click&module=Top%20Stories&pgtype=Homepage&te=1&nl=morning-briefing&emc=edit_MBE_p_20190813&section=topNews?campaign_id=51&instance_id=11603&segment_id=16105&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=56772670813&section=topNews
https://www.scmp.com/news/hong-kong/politics/article/3022536/hong-kong-leader-carrie-lam-fights-back-tears-she-warns
https://www.scmp.com/news/hong-kong/politics/article/3022536/hong-kong-leader-carrie-lam-fights-back-tears-she-warns
https://www.scmp.com/news/hong-kong/politics/article/3022536/hong-kong-leader-carrie-lam-fights-back-tears-she-warns
https://www.scmp.com/news/hong-kong/politics/article/3022536/hong-kong-leader-carrie-lam-fights-back-tears-she-warns
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We continue to watch to see how long Chairman Xi will tolerate these protests.  He should return 

later this week from the “summer camp” for CPC leaders.  The policy thus far has been to wait 

out the protestors.  However, the lessons learned from Tiananmen Square were that crackdowns 

end protests and the costs of Western reaction are manageable.  Perhaps the only issue keeping 

the PLA from moving into Hong Kong with tanks is that it would make it clear to Taiwan that 

there is no “two systems” model for China.  We note that China has been actively trying to sway 

public opinion in Taiwan using various media outlets.       

 

Crying for Argentina:  Argentine financial markets took a beating yesterday after the 

incumbent’s poor performance in primary elections.  The fear is that Peronists will return, 

bringing default, inflation and capital controls back to the country.  In a world of negative 

interest rates, Argentina stands out—one can get a +12% yield on Argentine “century bonds.”   

 

 
(Source:  Bloomberg) 

 

Fear rising:  Financial markets are signaling increasing levels of fear.  The VIX is up; yield 

curves are flattening and the U.S. 30-year T-bond yield is close to all-time lows.  Additionally, 

we are seeing a continued rise in money market funds. 

 

https://www.scmp.com/news/china/diplomacy/article/3022293/taiwan-president-tsai-ing-wen-warns-citizens-be-guard-against
https://www.scmp.com/news/china/diplomacy/article/3022293/taiwan-president-tsai-ing-wen-warns-citizens-be-guard-against
https://www.reuters.com/article/us-taiwan-china-media-insight/paid-news-china-using-taiwan-media-to-win-hearts-and-minds-on-island-sources-idUSKCN1UZ0I4
https://www.ft.com/content/e135af72-bcf1-11e9-89e2-41e555e96722?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.cnbc.com/2019/08/12/bond-market-close-to-sending-biggest-recession-signal-yet.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cnbc.com/2019/08/12/bond-market-close-to-sending-biggest-recession-signal-yet.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/a7867006-bd35-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a7867006-bd35-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a7867006-bd35-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a7867006-bd35-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bloomberg.com/news/articles/2019-08-12/u-s-30-year-yield-drops-to-fresh-2019-low-nearing-record-level?srnd=markets-vp
https://www.bloomberg.com/news/articles/2019-08-12/u-s-30-year-yield-drops-to-fresh-2019-low-nearing-record-level?srnd=markets-vp


 

 

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

www.confluenceinvestment.com 

 3 

800

900

1,000

1,100

1,200

1,300

1,400

1,500

500 

1,000 

1,500 

2,000 

2,500 

3,000 

3,500 

4,000 

07 08 09 10 11 12 13 14 15 16 17 18 19

RETAIL MMK S&P 500

RETAIL MMK AND S&P

M
M

K
, 

$
 b

n
S

&
P

Sources:  Haver Analytics, CIM  
 

This chart shows the weekly level of retail money market funds with the S&P 500.  The gray bar 

shows the recession, the amber bars show periods where money market funds fall below $920 

bn.  In this bull market, equities tended to stall when money market funds fell to around $920 bn.  

This suggests that equities ran out of liquidity, and had to retrench as households rebuilt cash 

levels.  As the trade war heated up in January 2018, households started aggressively building 

cash reserves.  Although equity markets did rise further, the path was far from smooth.  We view 

this chart as a measure of fear; households are showing a bias toward liquidity even though 

yields remain rather low.  If a catalyst for confidence was to emerge, there is enough liquidity 

available to boost equities significantly.  However, such a catalyst isn’t obvious.  If liquidity 

preference continues to rise, it will be difficult for equities to move higher. 

 

United Kingdom:  A lower-level Scottish court has accepted a petition to decide whether Prime 

Minister Johnson can suspend or “prorogue” parliament in order to force through a no-deal 

Brexit.  The court is scheduled to issue its decision on September 6.  Separately, the newspaper 

that Johnson previously worked for has released a poll claiming that more than half of Britons 

would support a suspension of parliament in order to force through Brexit, but the poll is being 

panned for how leading the questions were. 

 

As the U.K. careens toward a hard Brexit, one of the factors that PM Johnson is holding on to is 

a quick trade deal with the U.S.  We would expect the U.S. to be quite open to such a deal but the 

costs to Britain might be staggering.  From food to technology and beyond, the U.S. will likely 

turn the U.K. into a vassal state through trade.   

 

Italy:  The Italian Senate will meet later today to decide when to schedule the no-confidence 

vote demanded by Deputy Prime Minister Matteo Salvini.  The vote is expected to be scheduled 

for next Tuesday.  As we’ve discussed previously, we see the potential breakup of the current 

far-left/far-right government as a sign that such a “Nader” coalition is just too unstable to govern. 

https://www.ft.com/content/2fa898ec-bdb8-11e9-b350-db00d509634e
https://www.ft.com/content/2fa898ec-bdb8-11e9-b350-db00d509634e
https://www.telegraph.co.uk/politics/2019/08/12/boris-johnson-has-publics-support-shut-parliament-get-brexit/
https://www.telegraph.co.uk/politics/2019/08/12/boris-johnson-has-publics-support-shut-parliament-get-brexit/
https://www.ft.com/content/97f1966a-bd13-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/97f1966a-bd13-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d1e89502-b9e5-11e9-8a88-aa6628ac896c
https://www.ft.com/content/d1e89502-b9e5-11e9-8a88-aa6628ac896c
https://www.ft.com/content/4d2749d8-bd3e-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/4d2749d8-bd3e-11e9-b350-db00d509634e?emailId=5d522c6621ca4e00045000ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.theguardian.com/politics/2019/aug/12/us-and-britain-could-sign-sector-by-sector-trade-deals-says-bolton?wpisrc=nl_todayworld&wpmm=1
https://www.theguardian.com/politics/2019/aug/12/us-and-britain-could-sign-sector-by-sector-trade-deals-says-bolton?wpisrc=nl_todayworld&wpmm=1
https://www.politico.eu/article/mc-matteo-hits-the-decks/?utm_source=POLITICO.EU&utm_campaign=3446a4663b-EMAIL_CAMPAIGN_2019_08_09_04_27_COPY_01&utm_medium=email&utm_term=0_10959edeb5-3446a4663b-190480045
https://www.politico.eu/article/mc-matteo-hits-the-decks/?utm_source=POLITICO.EU&utm_campaign=3446a4663b-EMAIL_CAMPAIGN_2019_08_09_04_27_COPY_01&utm_medium=email&utm_term=0_10959edeb5-3446a4663b-190480045
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Congo:  In preliminary trials conducted since last November, two experimental anti-Ebola drugs 

were able to sharply cut the death rate from the disease.  When given early, one drug cut the 

death rate to just 10%, compared with 70% for untreated victims.  Although total deaths from 

Ebola have been relatively limited over the last decade, the disease has been a risk factor for the 

frontier markets of Africa.  More broadly, there has been concern about a widescale outbreak of 

the disease that spreads beyond Africa. 

 

U.S. Economic Releases 
 

NFIB Small Business Optimism came in below expectations at 104.7 compared to a forecast of 

104.9. 
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The chart above shows the historical trend of the NFIB Small Business Optimism. Although it is 

possible that trade concerns may have weighed on sentiment in the recent month, small business 

owners are still confident that the trade war will not adversely impact their businesses.  

 

CPI came in line with expectations, rising 0.3% from the prior month.  Core CPI came in above 

expectations, rising 0.3% from the prior month compared to the forecast of 0.2%. 

 

https://www.ft.com/content/e4b622c0-bdab-11e9-89e2-41e555e96722
https://www.ft.com/content/e4b622c0-bdab-11e9-89e2-41e555e96722
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The chart above shows the year-over-year change in headline CPI and core CPI.  Headline CPI 

and core CPI rose 1.8% and 2.2%, respectively.   

 

Based on the relationship between core CPI and the ISM manufacturing index, we will likely see 

further upside pressure on inflation. 

 

 
 

However, a core CPI above 2.5% over the coming year would be unlikely.   

 

Real average weekly earnings rose by 1.3% from the prior year, while real average hourly 

earnings rose 0.8% from the prior year for all workers and 1.6% for non-supervisory workers.  
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The chart above shows real average hourly earnings for production and non-supervisory workers.   
 

 

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

 

EDT Indicator Expected Prior Rating

10:00 Mortgage Delinquencies m/m 2q 4.4% **

10:00 MBA Mortgage Foreclosures m/m 2q 0.9% **

11:00 Q2 Household Debt and Credit Report President of the Federal Reserve Bank of New York

Fed speakers or events

Economic Releases

 
 

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

China Foreign Direct Investment y/y jul 7.3% 7.2% ** Equity and bond neutral

Japan Producer Price Index y/y jul -0.6% -0.1% -0.5% ** Equity bullish, bond bearish

Tertiary Industry Index m/m jun -0.1% 0.0% -0.1% ** Equity and bond neutral

New Zealand Food Price Index m/m jul 1.1% -0.7% 0.4% *** Equity bearish, bond bullish

Australia ANZ Business Confidence m/m jul 2 4 1 *** Equity and bond neutral

ANZ Business Conditions m/m jul 4 2 3 *** Equity and bond neutral

EUROPE

Eurozone ZEW Survey Current Situation y/y aug -43.6 -20.3 -21.7 ** Equity and bond bearish

Germany ZEW Survey Economic Sentiment m/m aug -44.1 -24.5 -28.5 ** Equity and bond bearish

ZEW Survey Current Situation m/m aug -13.5 7.0 -1.1 ** Equity and bond bearish

Whole Price Index y/y jul -0.1% 0.3% -1.0% ** Equity and bond neutral

CPI y/y jul 1.7% 1.7% 1.7% *** Equity and bond neutral

Harmonized CPI y/y jul 1.1% 1.1% 1.1% *** Equity and bond neutral

UK Average Earnings incl Bonus y/y jun 3.7% 3.5% 3.7% ** Equity and bond neutral

Average Earnings ex Bonus y/y jun 3.9% 3.6% 3.8% ** Equity bullish, bond bearish

ILO Unemployment Rate m/m jun 3.9% 3.8% 3.8% *** Equity bearish, bond bullish

Claimant Count Change m/m jul 28.0K 31.4K 32.0K ** 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) 218 218 0 Down

3-mo T-bill yield (bps) 194 193 1 Neutral

TED spread (bps) 24 25 -1 Neutral

U.S. Libor/OIS spread (bps) 191 190 1 Up

10-yr T-note (%) 1.65 1.65 0.00 down

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 17 14 3 Down

Currencies Direction

dollar down Neutral

euro flat Up

yen up Up

pound up Down

franc up 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 $58.30 $58.57 -0.46%

WTI $54.43 $54.93 -0.91%  

Natural Gas $2.13 $2.11 0.95%  

Crack Spread $17.20 $17.13 0.41%

12-mo strip crack $15.52 $15.47 0.34%

Ethanol rack $1.60 $1.61 -0.86%

Gold $1,521.15 $1,511.16 0.66%

Silver $17.37 $17.07 1.78%

Copper contract $257.95 $258.50 -0.21%

Corn contract 381.25$       392.75$       -2.93% Supply Optimism

Wheat contract 473.00$       476.25$       -0.68%

Soybeans contract 884.75$       879.25$       0.63%

Baltic Dry Freight 1774 1748 26

Actual Expected Difference

Crude (mb) -2.3

Gasoline (mb) 0.6

Distillates (mb) 1.0

Refinery run rates (%) 0.00%

Natural gas (bcf)

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer temperatures for most of the country, with cooler 

temps around Washington state and surrounding areas. Precipitation is expected for most of the 

country excluding Texas and states located in the Southwest.  There is no cyclone 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.  
 

August 9, 2019 
 

Since the end of WWII, there have generally been three factors that have caused recessions.  The 

first, and most important, is policy error.  Although fiscal tightening can cause recessions, major 

tax increases have become less common.  The usual source of policy error comes from the 

monetary side, where the central bank either raises rates too high or doesn’t move quickly 

enough to lower rates when business conditions weaken.  The second cause comes from 

geopolitical events.  The 1973-75 recession was triggered by the Arab Oil Embargo, a direct 

result of U.S. aid to Israel during the Yom Kippur War.  The 1990-91 recession was due to the 

Persian Gulf War.  The third cause is due to inventory mismanagement.  The third reason has 

become rare due to improved logistics technology.  Although inventory issues can affect sectors 

of the economy, it hasn’t led to a national downturn since the 1950s. 

 

As a result, currently, there are two factors we watch most closely to predict recessions, 

monetary policy and geopolitical issues.  Although predicting recessions is difficult, at least with 

monetary policy, there are consistent indicators, such as yield curves, financial stress indexes, 

volatility indexes, Phillips Curve measures, etc.  Obviously, timing is difficult, even when the 

indicators flash warning signs, but at least there are fairly consistent indicators one can monitor.   

 

Geopolitical indicators are far more idiosyncratic.  Global tensions are constant.  There are 

always geopolitical tensions so it is hard to parse the signal from the noise.  To some extent, this 

is always a problem with geopolitics.  It’s not that there is a lack of situations that could develop 

into a threat to the business cycle; it’s just that most don’t.   

 

Perhaps a better way to think about geopolitics and theory impact comes from the book, 

Ubiquity: Why Catastrophes Happen.1 In this book, Mark Buchanan makes the case that 

geopolitical events are much like sandpiles where grains rise steadily, making the structure 

increasingly unstable.  A final grain triggers a collapse and, due to the post hoc, egro propter hoc 

fallacy, that last “grain” becomes the “cause” of the collapse.  In reality, the structure had been 

losing stability for some time and the triggering event may not have led to the catastrophe under 

conditions of stability.   

 

For example, the Persian Gulf War occurred mostly because Saddam Hussein miscalculated the 

reaction of the world to his invasion of Kuwait.  He probably would not have invaded Kuwait if 

the Kuwaitis had been willing to reduce production to allow Iraq to have a greater market share 

of world oil markets, something that Iraq felt it was owed from the Persian Gulf states due to its 

prosecution of the war against Iran.  In addition, if the Soviet Union hadn’t collapsed, Moscow 

would have probably not supported the invasion by its client state.  The trigger to the war, the 

reports that Kuwait was using horizontal drilling to tap Iraq’s oil fields, was the proximate cause 

of the war.  But, the mere act of taking the oil may not, by itself, have triggered the invasion 

without the other factors in play. 

                                                 
1 Buchanan, Mark. (2000). Ubiquity: Why Catastrophes Happen. New York, NY: Three Rivers Press. 

https://archive.org/stream/GulfWarWiki41/Invasion%20of%20Kuwait_djvu.txt
https://archive.org/stream/GulfWarWiki41/Invasion%20of%20Kuwait_djvu.txt
https://archive.org/stream/GulfWarWiki41/Invasion%20of%20Kuwait_djvu.txt
https://archive.org/stream/GulfWarWiki41/Invasion%20of%20Kuwait_djvu.txt
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The current trade conflict with China has similar complicated characteristics.  The U.S. has been 

struggling to develop a consistent foreign policy since the end of the Cold War.  Policy toward 

China has mostly been to support its economic development on the idea that the richer it 

becomes, the more likely that it will democratize, following the path of other Asian nations.  

Unlike Japan, South Korea and Taiwan, however, China was not as reliant on American security.  

Those nations were directly protected by the U.S., whereas China only relied on America’s sea 

lane security.  In addition, China viewed its commitment to communism as something to be 

maintained.  The construct of the Trans-Pacific Partnership, which was designed to isolate China, 

showed that the U.S. was rethinking its relationship with China by 2008. 

 

Under President Trump, the relationship with China has become increasingly contentious.  The 

application of tariffs and continued negotiations have caused increasing equity market turmoil.  

Nevertheless, so far, the impact on the economy has been less dramatic.  However, we may be 

reaching the point where the trade conflict will begin to affect the economy.  The most recent 

decision by the Trump administration to apply 10% tariffs on $300 bn of imports, by itself, is 

probably not enough to trigger a downturn.  But, the culmination of earlier tariffs and the impact 

to technology restrictions may be creating conditions that lead to recession. 

 

History suggests that recessions induced by geopolitical events are difficult to avoid even with 

stimulative economic policies.  The unknown is whether we are near a point where geopolitical 

risks are great enough to trigger a downturn.   At this point, we are probably not at that level, but 

risks are escalating and the odds of a geopolitical mistake are rising.  Although it is probably too 

soon to position portfolios in a defensive manner, tactical planning is in order.   

  

 

   
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.  



 

 

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

www.confluenceinvestment.com 

 11 

Data Section 

 

U.S. Equity Markets – (as of 8/9/2019 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 8/9/2019 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 
 

August 8, 2019  
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 8/7/2019 = 19.0x

 
 

Based on our methodology,2 the current P/E is 19.0x, down 0.1x from last week.   

 

 
 
 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based 
upon sources and data believed to be accurate and reliable. Opinions and forward looking statements expressed are subject to 
change. This is not a solicitation or an offer to buy or sell any security. 
 

                                                 
2 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q4 and Q1) and two estimates (Q2 and 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. 


