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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 15, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is down 0.9% from the last close.  In Asia, the MSCI Asia Apex 50 closed down 

0.1%.  Chinese markets were higher, with the Shanghai composite up 0.3% and the Shenzhen 

index up 0.5% from the prior close.  U.S. equity index futures are signaling a higher 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. 
 

Equity futures have rebounded in the past hour, likely on news that President Trump and 

Chairman Xi are exchanging letters and talking on the phone.  Economic worries continue to 

dominate.  And, how will we remember the Hickenlooper campaign?  Here is what we are 

watching: 

 

Economy and markets: Equity markets took a beating yesterday, while interest rate markets 

enjoyed a strong rally and the 30-year T-bond dipped under 2% for the first time in history.  

Global equities continued to weaken overnight as China vowed to retaliate against U.S. tariff 

measures.  Adding to worries were vague comments from President Trump, who, for the first 

time, appeared to link the tensions in Hong Kong to trade talks.  Some of the president’s advisors 

have been pressing for a hardline reaction to China’s handling of the situation, but so far the 

president has resisted commenting strongly on this issue.  However, as we noted above, we have 

seen a rebound develop after it was revealed that the two leaders have been in contact.   

 

Equities have been slumping on worries about global growth.  There are reports noting that the 

growing trend of economic nationalism is playing havoc on global trading patterns.  Even the 

reliable WSJ editorial page is becoming critical of White House trade policy.   

 

However, the yield curve is front and center in market and media commentary as the two-

year/10-year spread inverted yesterday.  As we have noted, several other permutations of the 

yield curve have inverted already, including the fed funds/10-year, which is used by the 

Conference Board in calculating the leading economic indicators. 

 

Journalists, seeking clarity, correctly indicate that each recession has been preceded by an 

inversion of some sort.  This is true, as far as it goes.  However, it is rare for the media to delve 

into the notion of the “false positive,” a signal that isn’t followed by an event.  The yield curve is 
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a powerful indicator, one that should not be ignored.  However, it isn’t perfect and has been 

subject to false positives in the past. 
 

 
 

Let’s use the 10-year/fed funds measure as an example.  This indicator failed to invert for the 

1957 and 1961 recessions, but, since then, it has inverted prior to each downturn.  However, it 

also signaled two false positives, one in the mid-1960s and one in 1998.  In both those cases, a 

recession was avoided due to aggressive actions by the FOMC to cut interest rates.  So, if the Fed 

were to act aggressively, a recession might be avoided; simply put, it isn’t inevitable.  But, the 

odds of a downturn are elevated, and that fear has weighed on financial markets.   

 

We would not be surprised by an equity market recovery in the wake of yesterday’s drop.  As we 

see in this morning’s activity, glimmers of hope on trade are enough to trigger rebounds.  After 

all, as the above chart indicates, the inversion tends to predate the recession by a rather long 

period.  Nevertheless, it does make sense to be aware that the odds of recession are elevated. 

 

Japan-South Korea: In a speech today, South Korean President Moon Jae-in struck a 

conciliatory tone toward Japan, vowing to “join hands” with Japanese leaders if they choose 

dialogue to overcome the continuing dispute concerning Japanese-Korean relations before and 

during World War II.  This adds to evidence that the countries may be ready to step back from 

the dispute in which both sides have weaponized trade rules.  Reports yesterday said senior 

Japanese and South Korean officials will meet on the dispute in Guam on Friday and Saturday.  

Separately, Japanese Emperor Naruhito today repeated his father’s groundbreaking expression of 

“deep remorse” for Japan’s behavior in the 1930s and 1940s. 

 

Hong Kong: There are more reports of Chinese security personnel amassing near Hong Kong, 

with one article discussing how tens of thousands of Chinese military police are conducting drills 

in a large sports stadium in Shenzhen.  Satellite imagery shows over a hundred armored 

personnel carriers and other vehicles parked inside the facility.  Officials claimed that previous 

https://www.japantimes.co.jp/news/2019/08/15/national/politics-diplomacy/south-koreas-moon-jae-offers-join-hands-japan-tokyo-chooses-dialogue/#.XVVUbehKiUk
https://www.japantimes.co.jp/news/2019/08/15/national/politics-diplomacy/south-koreas-moon-jae-offers-join-hands-japan-tokyo-chooses-dialogue/#.XVVUbehKiUk
https://www.japantimes.co.jp/news/2019/08/14/national/japan-south-korea-officials-meet-guam-week-bid-ease-tensions/?utm_source=Daily+News+Updates&utm_campaign=bcee3ea86e-Thursday_email_updates15_08_2019&utm_medium=email&utm_term=0_c5a6080d40-bcee3ea86e-333514679#.XVVV825FyUl
https://www.japantimes.co.jp/news/2019/08/14/national/japan-south-korea-officials-meet-guam-week-bid-ease-tensions/?utm_source=Daily+News+Updates&utm_campaign=bcee3ea86e-Thursday_email_updates15_08_2019&utm_medium=email&utm_term=0_c5a6080d40-bcee3ea86e-333514679#.XVVV825FyUl
https://www.japantimes.co.jp/news/2019/08/15/national/emperor-naruhito-follows-fathers-lead-expressing-deep-remorse-world-war-ii-annual-memorial-service/#.XVVWRuhKiUk
https://www.ft.com/content/f52c298c-bf23-11e9-b350-db00d509634e
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drills were merely in preparation for the anniversary of the People’s Republic of China on 

October 1, but the apparent continuation of security deployments raises the prospect that Beijing 

is about to clamp down on anti-Chinese protestors in Hong Kong – a move that would probably 

have painful political and economic costs for China and further undermine global investor 

sentiment.  One especially important implication of a violent crackdown is that it would signal to 

the Taiwanese that they could be subject to the same treatment.  Taiwan is also becoming 

increasingly leery of China’s intentions under the nationalist policies of President Xi Jinping.  

Today, Taiwan’s government released a plan to boost its defense spending by 8.3% in 2020.  

That would be the island’s biggest defense budget boost since 2008. 

 

United Kingdom: Labour Party leader Jeremy Corbyn has released a plan to thwart Prime 

Minister Johnson’s apparent intention for a no-deal Brexit.  Under Corbyn’s plan, a coalition of 

opposition parties led by Labour would try to bring down the Johnson government via a no-

confidence vote in early September.  Labour would then try to form a temporary government 

whose mandate would be limited to asking the European Union to extend the current Brexit 

deadline of October 31 and call new elections.  In any such elections, Corbyn vowed that Labour 

would run on a platform of holding a new referendum on Brexit.  At least some opposition 

parties have already expressed reservations about the plan, especially due to its slant toward 

Labour, in general, and Corbyn, in particular. 

 

Canada: The government’s independent ethics watchdog said Prime Minister Trudeau violated 

conflict-of-interest laws when he pressured his former attorney general to settle a corruption case 

against the Canadian engineering company SNC-Lavalin (SNCAF, 12.99).  The controversy is 

old news, but the formal decision by the ethics board is likely to further undermine Trudeau’s 

position in the country’s October elections. 

 

United States-Iran: Just when the United Kingdom and Iran seemed ready to resolve their 

dispute over the Iranian oil tanker Grace 1, which Britain detained in Gibraltar last month, the 

U.S. Department of Justice today filed a motion in Gibraltar to seize the ship.  The British 

originally seized the ship for violating sanctions against Syria, but the legal basis for the U.S. 

motion isn’t clear. 

 

Argentina: President Macri has announced several emergency economic measures aimed at 

stopping the plunge in the Argentine currency and shoring up the economy.  The peso and the 

economy are in a tailspin after Macri’s poor performance in last weekend’s primary elections 

sparked concern that the populist, unorthodox Peronists will return to power.  However, the 

emergency measures, such as a hike in the minimum wage and a freeze on gasoline prices, may 

not be sufficient enough to make a difference. 

 

Cybersecurity: As we continue to see signs of a political shift toward increased economic 

sovereignty and higher regulation in at least some areas, it appears that cybersecurity may be one 

reason for a clampdown on the technology industry.  Reports today say the hacker who stole 

huge amounts of cloud-based data from Capital One (COF, 83.45) also broke into more than 30 

other firms’ cloud systems.  Democratic Senator Ron Wyden of Oregon is demanding that cloud 

service providers take further action to protect data. 

 

https://www.reuters.com/article/us-taiwan-china-defence/taiwan-sharply-boosts-defense-budget-amid-china-tension-idUSKCN1V50TZ?il=0
https://www.ft.com/content/8c2095ca-beb2-11e9-89e2-41e555e96722
https://www.ft.com/content/8c2095ca-beb2-11e9-89e2-41e555e96722
https://www.ft.com/content/8530eb0c-becb-11e9-89e2-41e555e96722
https://www.ft.com/content/4ec60932-bf37-11e9-89e2-41e555e96722
https://www.ft.com/content/56fca4e0-be96-11e9-b350-db00d509634e
https://www.wsj.com/articles/federal-prosecutors-accuse-capital-one-hacker-of-hitting-dozens-more-targets-11565812945?mod=hp_lista_pos2
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Energy update: Crude oil inventories unexpectedly rose 1.6 mb compared to an expected draw 

of 2.3 mb. 
 

250

300

350

400

450

500

550

600

05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

U.S. COMMERCIAL CRUDE OIL INVENTORIES

M
B

Sources:  DOE, CIM

100

200

300

400

500

600

20 30 40 50 60 70 80 90 00 10 20

U.S. COMMERCIAL CRUDE OIL INVENTORIES

M
B

Sources:  DOE, CIM

 

In the details, U.S. crude oil production was unchanged at 12.3 mbpd.  Exports rose 0.7 mbpd, 

while imports increased 0.6 mbpd.  Refinery operations fell 1.6%.   
 

 
(Sources: DOE, CIM) 

 

The above chart shows the annual seasonal pattern for crude oil inventories.  We are seeing a 

modest recovery in inventories after nearly two months of declines that put the level of 

inventories below the usual seasonal trough.  The summer driving season is rapidly coming to a 

close, but crude oil inventories usually don’t rise until late September. 
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Based on our oil inventory/price model, fair value is $60.84; using the euro/price model, fair 

value is $50.96.  The combined model, a broader analysis of the oil price, generates a fair value 

of $53.62.  We are seeing a clear divergence between the impact of the dollar and oil inventories.  

If President Trump is successful in bringing the dollar lower, it would be bullish for oil prices.  

Recession fears are acting as a bearish factor for oil prices as well, overcoming worries about 

geopolitical disruptions.   
 

U.S. Economic Releases 
 

Initial jobless claims came in above expectations at 220k compared to the forecast of 212k.  The 

prior report was revised upward from 209k to 211k. 
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The chart above shows the four-week moving average for initial claims.  The four-week moving 

average rose from 213.25k to 213.75k. 
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Empire manufacturing came in above expectations at 4.8 compared to the forecast of 2.0.   
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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 5.4. 

 

Non-farm productivity came in below expectations, rising 2.3% from the prior quarter compared 

to the forecast of 2.4%.  The prior report was revised upward from a gain of 3.4% to 3.5%.  Unit 

labor costs also came in above expectations, rising 2.4% from the prior quarter compared to the 

forecast rise of 1.4%.  The prior report was revised upward from a loss of 1.6% to a gain of 

5.5%. 
 

 
 

The chart above shows the yearly change of hours of all persons and real output.  The rise in 

productivity was the result of the hours of all persons decelerated at a faster rate than real output.   
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Unit labor costs rose to 2.5%; rising costs will weaken profit margins. 
 

 
 

The Philadelphia FRB Business Outlook Index came in well above expectations at 16.8 

compared to estimates of 9.5.   
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We smooth the data on the above chart with a six-month moving average.  The current reading is 

well above the recession signal of -10.  What makes this index important is that it measures 

business sentiment for the Mid-Atlantic region, where most of the Fed governors work and live, 

at least part of the time.  No matter how data-sensitive one is, the economic activity that one 

directly observes will tend to affect one’s outlook.  Thus, a robust local economy in the Mid-

Atlantic region could lead Fed governors to lean hawkish even if the rest of the nation’s 

economy is less robust, and vice versa.   
 

Advance retail sales came in above expectations, rising 0.7% from the prior month compared to 

the forecast rise of 0.3%.  The prior month’s gain was revised downward from 0.4% to a gain of 
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0.3%.  Retail sales ex-auto came in above expectations, rising 1.0% from the prior month 

compared to the forecast gain of 0.4%.  The prior month’s gain was revised downward from 

0.4% to 0.3%.  Retail sales ex-auto and gasoline came in above expectations, rising 0.9% from 

the prior month compared to the forecast rise of 0.5%.  The prior month’s report was revised 

downward from 0.6% to 0.7%.  The retail sales control group came in above expectations, rising 

1.0% from the prior month compared to the forecast gain of 0.4%.   
 

 
 

The chart above shows the year-over-year change in retail sales and core retail sales.  Annually, 

retail sales and core retail sales rose 4.2% and 3.5%, respectively. 
 

Industrial production came in weaker than forecast, falling 0.2% from the prior month compared 

to the forecast rise of 0.1%.  Capacity utilization was 77.5%, below the 77.8% expected.  
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The chart above shows the Industrial Production Index.  The current reading is 109.2.  Although 

the broader economy may be ok, one could argue we are seeing a recession in the industrial 

economy. 
 

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

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m 11-Aug 62.9 ***

10:00 NAHB Housing Market Index m/m aug 65 65 **

10:00 Business Inventories m/m jun 0.1% 0.3% **

16:00 Net Long-term TIC Flows m/m jun $3.5 Bil ***

16:00 Total Net TIC Flows m/m jun $32.9 Bil ***

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.  
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China New Home Prices m/m jul 0.6% 0.7% ** Equity and bond neutral

Japan Industrial Production m/m jun -3.8% -4.1% *** Equity and bond neutral

Capacity Utilization m/m jun -2.6% 1.7% *** Equity and bond bearish

Australia Consumer Inflation Expectations y/y jul 5.7% 5.8% 5.8% ** Equity and bond neutral

Employment Change m/m jul 41.1k 0.5k 14.0k ** Equity bullish, bond bearish

Unemployment Rate m/m jul 5.2% 5.2% 5.2% *** Equity and bond neutral

Retail Sales y/y jul 7.6% 9.8% 8.6% ** Equity and bond neutral

Surveyed Jobless Rate m/m jul 5.3% 5.1% *** Equity bearish, bond bullish

EUROPE

UK Retail Sales ex Auto Fuel y/y jul 2.9% 3.6% 2.3% ** Equity bullish, bond bearish

Retail Sales inc Auto Fuel y/y jul 3.3% 3.8% 2.5% ** Equity bullish, bond bearish

Switzerland Producer and Import Prices y/y jul -1.7% -1.4% -1.7% ** Equity and bond neutral

Russia CPI w/w 12-Aug -0.1% 0.0% *** Equity and bond neutral

Budget Balance YTD y/y jul 2.028 Tril. 1.561 Tril. ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 216 218 -2 Down

3-mo T-bill yield (bps) 187 190 -3 Neutral

TED spread (bps) 29 27 2 Neutral

U.S. Libor/OIS spread (bps) 186 188 -2 Up

10-yr T-note (%) 1.54 1.58 -0.04 down

Euribor/OIS spread (bps) -41 -40 -1 Neutral

EUR/USD 3-mo swap (bps) 16 14 2 Down

Currencies Direction

dollar down Neutral

euro up Up

yen flat Up

pound up Down

franc flat Neutral

Central Bank Action Current Prior Expected

RBA Transactions Market A$0.837 bn A$1.478 bn On forecast

RBA Transactions Government -A$0.961 bn -A$1.546 bn On forecast

RBA Transactions Other -A$4.377 bn A$3.845 bn On forecast

Mexican Overnight Rate 8.250% 8.250% On forecast  
 

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 $58.02 $59.48 -2.45% Bearish IEA report and global growth pessimism

WTI $54.19 $55.23 -1.88%  

Natural Gas $2.16 $2.14 0.79%  

Crack Spread $17.17 $17.44 -1.53%

12-mo strip crack $15.70 $15.79 -0.57%

Ethanol rack $1.56 $1.56 -0.21%

Gold $1,515.88 $1,516.36 -0.03%

Silver $17.22 $17.22 0.02%

Copper contract $258.20 $259.20 -0.39%

Corn contract 372.25$       370.25$       0.54%

Wheat contract 474.50$       478.25$       -0.78%

Soybeans contract 879.75$       878.00$       0.20%

Baltic Dry Freight 1950 1864 86

Actual Expected Difference

Crude (mb) 1.6 -2.3 3.9

Gasoline (mb) -1.4 0.6 -2.0

Distillates (mb) -1.9 1.0 -2.9

Refinery run rates (%) -1.60% 0.00% -1.60%

Natural gas (bcf) 55.0

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.  

Precipitation is expected primarily in the eastern region and in the Deep South.  No cyclonic 

activity is 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
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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.  
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Data Section 

 

U.S. Equity Markets – (as of 8/14/2019 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 8/14/2019 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 15, 2019  
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P/E as of 8/14/2019 = 19.0x

 
 

Based on our methodology,2 the current P/E is 19.0x, 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. 
 

                                                
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. 


