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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 1, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.4% from the last close.  In Asia, the MSCI Asia Apex 50 closed down 

1.1%.  Chinese markets were lower, with the Shanghai composite down 0.8% and the Shenzhen 

index down 0.5% from the prior close.  U.S. equity index futures are signaling a flat open. With 

328 companies having reported, the S&P 500 Q2 earnings stand at $41.82, higher than the 

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

Thus far this quarter, 74.7% of the companies reported earnings above forecast, while 17.7% 

reported earnings below forecast. 

 

Good morning!   Markets are dealing with the aftermath of the Fed meeting.  China is slow-

walking trade. The BOE met today.  Osama bin Laden’s son is believed to have died.  The MLB 

trade deadline big winner was Houston, with Atlanta coming in a close second.  Here is what we 

are watching this morning: 

 

The Fed: The FOMC generally did what was expected—the fed funds target was reduced by 25 

bps and quantitative tightening has ended.  However, beyond that, the financial markets view the 

Fed’s action as relatively hawkish.  First, Chair Powell characterized the policy actions as “a 

mid-cycle adjustment.”  This comment, coupled with confirmation later in the press conference, 

suggests that this rate cut doesn’t signal a new rate cutting cycle.  Instead, to use a historical 

context, it is more like 1995.  Essentially, the Fed has admitted it moved rates too high and is 

adjusting rates to a level better suited to current conditions.  Powell did suggest that yesterday’s 

cut may not be enough for current conditions, but if the financial markets thought this was the 

beginning of 100 bps of easing into early next year, that probably isn’t the case.   

 

Powell did note that the rate cut was also tied to the perceived decline in “neutral rate” which 

does indicate the Phillips Curve model still has some influence on members of the FOMC.  He 

mentioned global concerns and the trade conflict as well.  Although these issues do offer a 

potential path for future easing (e.g., weaker overseas growth could trigger additional rate cuts), 

these factors probably are less important than they appear.  The dissents tend to undermine these 

other issues as having an effect on future rate moves. 

 

Specifically, there were two dissents.  KC FRB President George’s dissent was no surprise. She 

is a traditional hawk that would rely on the Phillips Curve for guidance.  Given that labor 

markets remain tight, it is consistent that she would oppose the action.  Boston FRB President 

Rosengren’s dissent is far more interesting.  He is what we would characterize a “financially 
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sensitive” voter; his opposition to a rate cut is based on the idea that it would lead to excessive 

risk taking in the financial markets.  We examined this class of voter in an earlier AAW.  In 

general, what we found was that when the 12-week moving average of the VIX was below 20, 

this class of voter tended to support rate hikes.  And so, the recent drop in the VIX probably 

explains Rosengren’s dissent, which was telegraphed.   With two dissents, the odds of further 

rate cuts will be challenging.   
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Financial markets reacted by treating the action as hawkish.  Gold prices fell, the dollar jumped, 

the yield curve flattened and equities slid.  To some extent, the reaction was probably a bit 

excessive but it is clear the financial markets wanted more and are now bringing back the risk of 

recession.   President Trump was critical of the easing, suggesting it was inadequate.   

 

Interestingly enough, the two-year deferred Eurodollar futures implied rate didn’t change.  

Although the spread compared to fed funds narrowed because of the cut, the projection of fed 

funds two years from now is still on pace for the 1.65% level (or a ceiling rate of 1.75%), 

meaning that three more rate cuts remain imbedded in financial markets.   
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In the final analysis, if Chair Powell wanted to move more than what we saw yesterday, he 

hasn’t convinced enough members of the committee to follow him.  There were two significant 

clues for the Fed from the actions of the financial markets.  The first is the yield curve.  If the 

financial markets viewed the easing as stimulative, the yield curve would have steepened.  The 

fact that it flattened is a clear indication the financial markets believe the Fed move and the 

consequent signaling was inadequate.  The second is strengthening of the dollar.  Given the 

dollar’s current high valuation, a policy change to easing should have led to a weaker greenback.  

The fact it rallied suggests the action was taken as non-stimulative.  We should also note that the 

Fed’s modest action is occurring in a backdrop where the ECB is considering more aggressive 

actions and the BOJ is looking at allowing the JGB’s to fall into deeper negative territory. 

 

The White House has been increasing its focus on the exchange rate markets, in our opinion, 

because the president has figured out that currency depreciation blunts the impact of tariffs.  

Although the Treasury has exchange rate policy in its mandate, it has limited tools to affect the 

rate.1  As we have been discussing, the White House appears, at least to us, to be moving toward 

undermining Fed independence in order to fix the dollar’s exchange rate lower.  Interestingly 

enough, now Congress is getting involved.  Senators Baldwin (D-WI) and Hawley (R-MO) have 

introduced a bill that calls for a weaker dollar.  It is starting to look a little like 1985 and the run-

up to the Plaza Accord. 

 

The BOE:  The Bank of England left policy rates unchanged but did reduce U.K. growth 

forecasts due to the uncertainty surrounding Brexit.   The GBP rose modestly on the news.   

 

Iran:  The U.S. has applied personal sanctions to Javad Zarif, Iran’s foreign minister.  This 

action will make it more difficult to begin negotiations.  However, the U.S. has also granted 

waivers to foreign nations participating in Iran’s civilian nuclear projects.  

 

Trade talks:  China’s negotiating tactics have shifted to stalling as it appears officials are 

considering the status quo to see if anything changes after the elections.  China isn’t pleased with 

this characterization.   The Trump administration is restraining comments on the situation in 

Hong Kong, fearing that siding with the protestors might set back trade talks.  China is 

apparently moving on grain purchases, preparing to import from the U.S.   

 

In what may be a new front in the U.S.-China trade dispute – or at least a new sore point – U.S. 

authorities have indicted a Chinese aluminum magnate on charges that he sidestepped anti-

dumping duties on millions of pallets of aluminum brought into the United States from 2011 to 

2014.  The U.S. attorney for the central district of California said Liu Zhongtian’s “rampant 

criminality” not only posed a threat to U.S. industry, livelihoods, and investments, but also 

artificially inflated the value of his Hong Kong listed China Zhongwang Holdings (1333.HK, 

                                                 
1 In reality, the Treasury’s mandate on forex is something of a holdover from the days of fixed exchange rates.  In 
that period, the Treasury, working on behalf of the executive branch, would manage negotiations with other 
nations on the level of the exchange rate and instruct the Fed to take actions to maintain the peg (in an earlier 
period, against gold, later against other pegged rates).  Under floating rates, the Treasury has limited tools to 
intervene to adjust the currency and can “jawbone.” However, monetary policy has a much larger impact. 

https://www.reuters.com/article/us-japan-economy-boj/bojs-deputy-governor-signals-central-bank-may-allow-yields-to-fall-more-idUSKCN1UR341
https://finance.yahoo.com/news/new-bill-aims-to-weaken-us-dollar-and-fight-back-against-currency-manipulation-102828031.html
https://www.ft.com/content/eaa4aeea-b44b-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/eaa4aeea-b44b-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/2868a8d0-7c28-351e-8b1b-d0cff84a400a
https://www.wsj.com/articles/u-s-sanctions-iran-foreign-minister-11564605737?shareToken=st40e65fe8032a45a28e2380de4f8cf63d
https://www.ft.com/content/e4b6ef40-b3d1-11e9-bec9-fdcab53d6959?emailId=5d425b5abd0488000454e3f4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/82cc689e-b3fb-11e9-8cb2-799a3a8cf37b?emailId=5d425b5abd0488000454e3f4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/82cc689e-b3fb-11e9-8cb2-799a3a8cf37b?emailId=5d425b5abd0488000454e3f4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/slow-progress-in-trade-talks-is-partly-a-result-of-chinas-new-tactic-to-wait-11564574957?shareToken=stc1dd8d3dfe594d22a112cab435ab6e4b
https://www.ft.com/content/c389b5f2-b36b-11e9-8cb2-799a3a8cf37b?emailId=5d425b5abd0488000454e3f4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c389b5f2-b36b-11e9-8cb2-799a3a8cf37b?emailId=5d425b5abd0488000454e3f4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/white-house-tells-officials-to-go-easy-on-china-over-hong-kong-11564607899?shareToken=st4013561b097a40d89add630ad1dba0e0
https://www.wsj.com/articles/white-house-tells-officials-to-go-easy-on-china-over-hong-kong-11564607899?shareToken=st4013561b097a40d89add630ad1dba0e0
https://www.politico.com/story/2019/07/31/china-buy-more-us-farm-goods-1629418
https://www.ft.com/content/7a7db298-b3af-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/7a7db298-b3af-11e9-8cb2-799a3a8cf37b
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3.44).  More broadly, the U.S.-China trade dispute continues to weigh on manufacturing 

throughout the Asia-Pacific region.  As shown below, the latest Markit purchasing managers’ 

indexes show factory activity continued to decline during July in Japan, South Korea and 

Taiwan. 

 

Hong Kong:  The commander of the Chinese military garrison in Hong Kong has warned that 

the city’s increasingly violent political protests are “absolutely impermissible.”  In addition, the 

People’s Liberation Army released a video showing how the Hong Kong garrison is training to 

suppress mass protests.  The speech and video are being taken as a warning to Hong Kong’s anti-

Chinese protestors that the military is itching to clamp down on them.  As a clamp down starts to 

look more and more likely, we would expect increasing economic disruption in Hong Kong and 

further headwinds for Chinese and Hong Kong assets. 

 

Japan-South Korea:  The Japanese government is preparing to take South Korea off its list of 

export destinations enjoying eased trade rules as early as tomorrow.  The move is in retaliation to 

South Korea’s continued legal maneuvering to gain compensation for its treatment by Japan 

before and during World War II.  The move would require Japanese exporters to obtain licenses 

before they export a wide range of chemicals and electronic goods to South Korea, compared 

with the controls that have already been imposed on just three chemicals.  No licenses have been 

granted for exports of those three chemicals, seriously crimping South Korean computer chip 

manufacturers. 

 

United States-Japan-Brazil:  In spite of the overall global trend toward protectionism and trade 

disputes, there are some small signs of cooperation, too.  For example, U.S. Trade Representative 

Lighthizer will meet today with Japanese Economic Revitalization Minister Toshimitsu Motegi 

to accelerate work on a U.S.-Japan free-trade deal.  Separately, Brazilian Economy Minister 

Paulo Guedes said yesterday that Brazil and the United States are now officially in negotiations 

for a deal. 

 

 

Where’s Boris?  He was in Northern Ireland yesterday.  Just like what we saw in Wales and 

Scotland, his reception was rather cool.  Northern Ireland hasn’t had a local government because 

none of the parties can form a government so the area’s affairs are being run from Westminster.  

Although Johnson’s coalition is dependent on the DUP for support, Johnson argued he would be 

an impartial arbitrator in establishing local government.  To a great extent, the Irish border is 

probably the most contentious issue with Brexit; if Ireland were unified, exiting the EU would be 

much easier.  The Republic of Ireland is considering plans to establish border controls on its soil 

to protect the EU’s trading area.   

 

Germany says nein:  The U.S. has asked Germany to participate in protecting Persian Gulf 

shipping.  Germany has indicated it won’t act unless it is an EU wide effort.  The U.S. isn’t 

pleased.   

 

 

 

 

https://www.ft.com/content/26632464-b3f4-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/9ea51dd6-b414-11e9-bec9-fdcab53d6959
https://www.ft.com/content/9ea51dd6-b414-11e9-bec9-fdcab53d6959
https://www.ft.com/content/a850700a-b42e-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/a850700a-b42e-11e9-8cb2-799a3a8cf37b
https://www.reuters.com/article/us-southkorea-japan-laborers-chip-analys/south-korean-chip-giants-face-strangling-from-japanese-export-curbs-idUSKCN1UR3LZ
https://www.wsj.com/articles/u-s-japan-edge-closer-to-limited-trade-pact-11564661734
https://www.wsj.com/articles/brazils-guedes-says-trade-talks-with-u-s-are-under-way-11564604203
https://www.washingtonpost.com/world/europe/northern-irelands-politicians-dont-agree-on-much-except-that-boris-johnsons-no-deal-brexit-would-be-a-disaster/2019/07/31/c209affa-b2eb-11e9-acc8-1d847bacca73_story.html?utm_term=.7932cec001f5&wpisrc=nl_todayworld&wpmm=1
https://www.politico.eu/article/uk-prime-minister-boris-johnson-promises-impartiality-in-talks-to-restore-northern-ireland-government/?utm_source=POLITICO.EU&utm_campaign=16b00e618f-EMAIL_CAMPAIGN_2019_08_01_04_44&utm_medium=email&utm_term=0_10959edeb5-16b00e618f-190334489
https://www.ft.com/content/59ce60ce-af9a-11e9-8030-530adfa879c2?emailId=5d425b5abd0488000454e3f4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/59ce60ce-af9a-11e9-8030-530adfa879c2?emailId=5d425b5abd0488000454e3f4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nato.int/cps/en/natohq/opinions_168139.htm?selectedLocale=en&utm_source=POLITICO.EU&utm_campaign=16b00e618f-EMAIL_CAMPAIGN_2019_08_01_04_44&utm_medium=email&utm_term=0_10959edeb5-16b00e618f-190334489
https://www.politico.eu/article/germany-heiko-maas-rejects-us-request-to-join-security-mission-in-persian-gulf/?utm_source=POLITICO.EU&utm_campaign=16b00e618f-EMAIL_CAMPAIGN_2019_08_01_04_44&utm_medium=email&utm_term=0_10959edeb5-16b00e618f-190334489
https://www.politico.eu/article/germany-heiko-maas-rejects-us-request-to-join-security-mission-in-persian-gulf/?utm_source=POLITICO.EU&utm_campaign=16b00e618f-EMAIL_CAMPAIGN_2019_08_01_04_44&utm_medium=email&utm_term=0_10959edeb5-16b00e618f-190334489
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Energy update:  Crude oil inventories fell 8.5 mb, well more than the 2.5 mb expected. 
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In the details, U.S. crude oil production rose 0.9 mbpd, recovering from the hurricane induced 

curtailment.  Exports fell 0.4 mbpd but import declined 0.7 mbpd.  Refinery operations fell 0.1 

mbpd.   

 

 
(Sources:  DOE, CIM) 

 

This chart shows the annual seasonal pattern for crude oil inventories.  The decline seen over the 

past few weeks now puts the level below the usual seasonal trough in September.  This decline in 

stockpiles is supportive for prices.   
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Based on our oil inventory/price model, fair value is $62.23; using the euro/price model, fair 

value is $51.84.  The combined model, a broader analysis of the oil price, generates a fair value 

of $54.73.   We are seeing a clear divergence between the impact of the dollar and oil 

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

prices.   

 

U.S. Economic Releases 
 

The July Challenger job cuts report rose by 43.2% from the prior year.  The index measures the 

number of announced job cuts by employers, which is a proxy for future layoffs but does not 

necessarily indicate the state of current layoffs. 

 

Initial jobless claims came in above expectations at 215k compared to the forecast of 214k. The 

prior report was revised upwards from 206k to 207k. 
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The chart above shows the four-week moving average for initial claims.  The four-week moving 

average fell from 213.75k to 212.00k. 

 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m jan 63.7 **

9:45 Markit US Manufacturing PMI m/m mar 50.1 50.0 ***

10:00 ISM Manufacturing m/m mar 52.0 51.7 ***

10:00 ISM Employment m/m mar 54.5 **

10:00 ISM Prices Paid m/m mar 49.0 47.9 **

10:00 ISM New Orders m/m mar 50.0 **

10:00 Construction Spending m/m may 0.3% -0.8% ***

Wards Total Vehicle Sales m/m jul 16.90 mn 17.30 mn **

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 Caixin China PMI mfg m/m jul 49.9 49.4 49.5 ** Equity and bond neutral

Japan Jibun Bank Japan PMI Mfg m/m jul 49.4 49.6 ** Equity and bond neutral

Vehicle Sales y/y jul 6.7% -0.9% * Equity and bond neutral

India Markit India PMI Mfg m/m jul 52.5 52.1 ** Equity bullish, bond bearish

Australia AiG Performance of Manufacturing Index m/m jul 51.3 49.4 ** Equity bullish, bond bearish

CBA Australia PMI Mfg m/m jul 51.6 51.4 ** Equity and bond neutral

CoreLogic House Px m/m jul 0.1% -0.1% *** Equity and bond neutral

Import Price Index q/q 2q 0.9% -0.5% 1.5% ** Equity bullish, bond bearish

Export Price Index q/q 2q 3.8% 4.5% 2.8% ** Equity bullish, bond bearish

Commodity Index SDR y/y jul 16.1% 13.0% ** Equity bullish, bond bearish

EUROPE

Eurozone Markit Eurozone Manufacturing m/m jul 46.5 46.4 46.4 ** Equity and bond neutral

Italy Markit Italy Manufacturing m/m jul 48.5 48.4 48.0 ** Equity bullish, bond bearish

France Markit France Manufacturing m/m jul 49.7 50.0 50.0 ** Equity and bond neutral

UK Markit UK PMI Manufacturing m/m jul 48.0 48.0 47.6 ** Equity bullish, bond bearish

Russia Markit Russia PMI Mfg m/m jul 49.3 48.6 49.6 ** Equity and bond neutral

AMERICAS

Brazil FGV CPI IPC w/w 23-Jul 0.3% 0.2% 0.3% ** Equity and bond neutral

Canada GDP m/m may 0.2% 0.3% 0.1% *** Equity bullish, bond bearish

Industrial Production m/m jun -1.4% 0.1% -0.2% *** Equity and bond bearish

Raw Material Price Index m/m jun -5.9% -2.3% -3.0% * Equity and bond bearish  
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Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 

 
Today Prior Change Trend

3-mo Libor yield (bps) 225 226 -1 Down

3-mo T-bill yield (bps) 202 202 0 Neutral

TED spread (bps) 23 23 0 Neutral

U.S. Libor/OIS spread (bps) 208 207 1 Up

10-yr T-note (%) 2.05 2.02 0.03 down

Euribor/OIS spread (bps) -38 -37 -1 Neutral

EUR/USD 3-mo swap (bps) 18 25 -7 Down

Currencies Direction

dollar up Neutral

euro down Up

yen down Up

pound down Neutral

franc down Neutral

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Limit) 2.250% 2.500% 2.250% On forecast

FOMC Rate Decision (Lower Limit) 2.000% 2.250% 2.000% On forecast

Interest Rate on Excess Reserves 2.100% 2.350% 2.100% On forecast

Bank of England Bank Rate 0.750% 0.750% 0.750% On forecast

BOE Asset Purchase Target 10 bn 10 bn 10 bn On forecast

BOE Corporate Bond Target 435 bn 435 bn 435 bn On forecast

Selic Rate 6.000% 6.500% 6.250% 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 $64.39 $65.05 -1.01% Bearish EIA Report

WTI $57.81 $58.58 -1.31%  

Natural Gas $2.24 $2.23 0.36%  

Crack Spread $20.92 $21.12 -0.96%

12-mo strip crack $17.91 $18.00 -0.47%

Ethanol rack $1.64 $1.65 -0.15%

Gold $1,406.48 $1,413.78 -0.52%

Silver $15.98 $16.26 -1.72%

Copper contract $265.70 $266.60 -0.34%

Corn contract 411.50$       410.00$       0.37%

Wheat contract 487.50$       487.25$       0.05%

Soybeans contract 881.25$       881.50$       -0.03%

Baltic Dry Freight 1868 1899 -31

Actual Expected Difference

Crude (mb) -8.5 -2.5 -6.0

Gasoline (mb) -1.8 -1.3 -0.5

Distillates (mb) -0.9 1.0 -1.9

Refinery run rates (%) -0.10% 0.70% -0.80%

Natural gas (bcf) 58.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

The 6-10 and 8-14 day forecasts show cooler temperatures for the Great Plains and Midwest, 

with warmer temperatures for most of the rest of the country.  The forecast calls for precipitation 

over most of the country other than the coasts.  There is some cyclone formation along the 

Caribbean Sea, but, at this time, it isn’t expected to develop into a tropical storm.
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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.  
 

July 26, 2019 
 

How much attention is the FOMC paying to international factors?  It appears to be quite a lot.  

We have documented that the financial markets are clamoring for a rate cut.  We have seen some 

of the more popular yield curves invert and the implied LIBOR rate from the Eurodollar futures 

market, two years deferred, has moved into easing territory. 
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The chart on the left shows the aforementioned implied LIBOR rate.  In Q3 last year, the implied 

rate was 3.30%; it has fallen to just above 1.60%, a decline of 170 bps.  The chart on the right 

compares the implied rate to the fed funds target.  When this implied rate falls below the target, it 

is a signal to policymakers that monetary policy is too tight.  The Bernanke Fed mostly ignored 

this indicator, unlike his predecessor, and Bernanke had to deal with the deep 2007-09 recession.  

This indicator is giving clear evidence that the Fed should be cutting rates aggressively. 
 

However, the signals from the domestic economy are not supporting a rate cut.  The ISM 

Manufacturing Index is well above 50; since the Federal Reserve began confirming the policy 

rate, it is rare to see rate cuts when the index is above 50. 
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We have indicated when the ISM index falls below the 50-expansion line with vertical lines.  

The only time we saw significant rate cuts without the ISM index below 50 was in 2007, when 

financial markets were under clear stress.  In May 2007, the Chicago FRB National Financial 

Conditions Index, an index of financial stress, was reading -0.67.2  By August, it had risen to -

0.13 and turned positive in November.   
 

In this cycle, international pressures seem to be guiding policymakers to act.   
 

 
 

                                                 
2 A reading under zero suggests low levels of stress. 
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This chart shows the fed funds target with the Global Economic Policy Index.  This index 

measures mentions of economic or policy uncertainty in 20 nations; the index is weighted by 

GDP, adjusted for purchase power parity.  A rising reading suggests increases in policy 

uncertainty.  This chart supports Chair Powell’s continued references to overseas issues when 

calling for easing.   
 

To some extent, there is a worry among market participants that the Fed is simply creating a 

narrative to allow it to ease, reducing pressure from the White House while maintaining some 

element of independence.  The third chart suggests the Fed does have good reasons for acting to 

lower rates.  With trade wars, the immigration crisis in Europe and the U.S., the potential for 

conflict in the Middle East and worries about a currency war, the level of global policy 

uncertainty is historically elevated.  This factor, we believe, reflected in the financial markets, is 

what is prompting the desire to cut rates.  We do expect a significant level of dissent among 

FOMC voters but, in the end, we look for two rate cuts this year, unless global stress levels 

unexpectedly diminish.      

   

  

   
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 7/31/2019 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 7/31/2019 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. 

 



 

 

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

www.confluenceinvestment.com 

14 

 

P/E Update 
 

August 1, 2019  
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P/E as of 7/31/2019 = 19.1x

 
 

Based on our methodology,3 the current P/E is 19.1x, 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. 
 

                                                 
3 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. 


