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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 29, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

0.2%.  Chinese markets were lower, with the Shanghai composite down 0.1% and the Shenzhen 

index down 0.2% from the prior close.  U.S. equity index futures are signaling a higher open.  
 

Risk-on has returned on trade optimism.  Italy has a government.  Brexit thoughts.  Fifty-year T-

bonds?  Here are the details and other items we are watching: 

 

China: Equity futures rebounded after China indicated that it would not retaliate against the 

latest U.S. tariff increases.  That news raised hopes that there may be a cooling in trade tensions.  

China also indicated it “hopes the U.S. will create conditions necessary for September talks.”   

We have our doubts that this lack of retaliation is a breakthrough.  China is running out of items 

to apply tariffs to and is probably considering measures other than trade to retaliate.    

 

For example, China indicated yesterday that it would extend its “social credit” system to monitor 

and manage foreign companies.  The social credit system is an evolving program in China that 

measures the behavior of Chinese citizens on a number of different scales and assigns them a 

number that can affect school entries, loans, government services, etc.  By moving to a similar 

system for companies, Beijing is working to structure a program where it can reward firms for 

doing what China wants, and punish them for bad behavior, on a systemic basis.  To some 

extent, all nations monitor firms that operate in their countries, both foreign and domestic.  

However, this overt scoring system has Orwellian overtones and is raising concerns among 

foreign firms operating in China.  In the current environment, it would be expected that China 

might reward U.S. firms that rebuff American government efforts to enforce trade sanctions. 

 

The Chinese government is reportedly studying the extent to which Chinese technology 

companies are dependent on U.S. suppliers.  The research apparently aims to gauge whether 

those firms could withstand further shocks from the U.S.-China trade war.  It could also be used 

to plan for weaning the companies off their dependence on U.S. technology.  In sum, it’s the 

kind of thing you would expect to see in an intensifying trade war and a splintering of the global 

economy into regional spheres. 

 

The Xi government is moving to adapt to a less integrated world by changing its focus on 

internal growth, especially emphasizing its major cities.  This is something of a reversal of the 

policies of recent years which tried to boost growth in China’s interior through direct investment 

and lending.  The tension between the faster growing and more cosmopolitan coastal regions and 
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the interior have been a feature of Chinese history for centuries.  Typically, China can be rich 

and divided or poor and united; this policy reversal will likely lead to the former.   

 

Hong Kong: The municipal police department has turned down a permit request for a major new 

anti-China protest on Saturday near the Chinese government’s liaison office.  The permit request 

was submitted by the Civil Human Rights Front, which has organized some of Hong Kong’s 

biggest protests over the last four months.  This event was to commemorate Hong Kong’s 

rejection of electoral restrictions that Beijing wanted to implement.  Although permit refusals 

aren’t unheard of in Hong Kong, this one has the potential to stoke anger and prompt an 

unsanctioned, violent demonstration over the coming weekend. 

 

Japan: Bank of Japan board member Hitoshi Suzuki warned in a speech today that any move by 

the central bank to cut interest rates further would do more harm than good.  Suzuki warned that 

financial institutions might try to mitigate the pain of lower rates by charging fees on household 

deposits, as has happened in Europe, and he said that could cool consumer sentiment.  He also 

said excessively low interest rates could discourage banks from lending, which would offset the 

benefit of any policy easing. 

 

South Korea: The finance ministry’s proposed budget for the next fiscal year would boost 

spending by a whopping 8%, even after considering the stimulatory supplementary spending 

added to this year’s budget.  The stimulus, which is its biggest since the Global Financial Crisis a 

decade ago, is designed to counter the headwinds from weaker economic growth abroad and the 

U.S.-China trade battle. 

 

United States-Japan-South Korea: In an exceedingly rare development, the South Korean 

government has summoned the U.S. ambassador in Seoul and demanded that the U.S. butt out of 

the Japan-South Korea dispute over Tokyo’s behavior before and during World War II.  That 

dispute itself is a symptom of the U.S. backing away from its traditional role as global hegemon.  

Along with Seoul’s failure to give the U.S. advance warning of its recent withdrawal from an 

intelligence-sharing program between Japan-South Korea, the castigation of the U.S. ambassador 

amounts to a significant slap in the face that would have been hard to imagine at the height of 

U.S. hegemony a couple of decades ago. 

 

Italy: We have a government!  President Sergio Mattarella offered Giuseppe Conte a renewed 

term as prime minister with the support of the center-left Democratic Party and the left-wing, 

anti-establishment Five Star Movement.  If Conte is confirmed by the parties, it would leave 

former Deputy Prime Minister Matteo Salvini and his right-wing populist League party out of 

power.  The move is positive for Italian assets, in particular, and European assets, in general, but 

we remain skeptical that the two new coalition partners can maintain peace among themselves 

for very long.  However, there was a clear relief rally in financial markets. 

 

https://www.wsj.com/articles/hong-kong-police-ban-huge-rally-aimed-at-chinas-liaison-office-11567062771?mod=hp_lista_pos3
https://www.japantimes.co.jp/news/2019/08/29/business/boj-policymaker-dangers-of-easing/#.XWfJkChKiUk
https://www.ft.com/content/5e813d5a-ca0a-11e9-a1f4-3669401ba76f
https://www.ft.com/content/5e813d5a-ca0a-11e9-a1f4-3669401ba76f
http://english.chosun.com/site/data/html_dir/2019/08/29/2019082900869.html
https://www.politico.eu/article/5stars-democratic-party-coalition-italy/?utm_source=POLITICO.EU&utm_campaign=b106d7d7d5-EMAIL_CAMPAIGN_2019_08_29_04_54&utm_medium=email&utm_term=0_10959edeb5-b106d7d7d5-190334489
https://www.ft.com/content/60d0773a-ca35-11e9-a1f4-3669401ba76f
https://www.ft.com/content/60d0773a-ca35-11e9-a1f4-3669401ba76f


 

 

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

www.confluenceinvestment.com 

 3 

 
(Source: Bloomberg) 
 

Italian bond yields fell sharply, and the spread against German bunds narrowed.  This news does 

reduce the risk of a Eurozone crisis emanating from Italy, at least for the time being. 
 

 
(Source: Bloomberg) 
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Brexit: Yesterday, we reported on Queen Elisabeth approving PM Johnson’s request to prorogue 

Parliament until mid-October in a bid to shorten the time between their return and the Brexit 

deadline.  This action will make it very difficult for Parliament to block the U.K. exit from the 

EU.  This move by the PM seems to increase the odds that there will be a “hard Brexit,” a 

crashing out of the EU.  To paraphrase Sherlock Holmes, the “dog that didn’t bark” is the GBP.  

It did weaken a bit but did not make new lows on the news.  There are a couple of reasons why.  

First, it’s possible the currency is so cheap that it may not have much room to decline further. 
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This chart shows our purchasing power parity model, which values exchange rates based on 

relative inflation.  As the chart shows, the pound is deeply undervalued, approaching two 

standard errors below fair value.  Although we have speculated that we might test the 1985 lows, 

putting the GBP around $1.09, the lack of selling on what should be bearish news may be 

signaling the worst is over.  Second, the markets may be taking a more nuanced view of Brexit; 

although there will be disruptions, they may not be as dire as predicted and being short here, at 

such a “cheap” level, could leave one vulnerable to a short-covering rally.  It’s still too early to 

tell, but if the exchange rate holds in the face of this current turmoil then we may be reaching a 

bottom. 

 

Argentina: With the country on the verge of its ninth sovereign default, Finance Minister 

Hernán Lacunza said the government will ask its creditors to accept delayed repayment on some 

$101 billion of debt.  The request would apply to approximately $7 billion of short-term local 

debt, $50 billion of long-term private debt held mostly by foreigners and $44 billion of debt from 

the IMF.  Lacunza claimed the move was driven merely by liquidity issues, rather than a 

solvency problem, but the debt may actually be untenable given the steep drop in the peso since 

President Macri’s primary election defeat in early August. 

 

 

 

https://www.nytimes.com/2019/08/28/world/europe/british-parliament-suspended.html?action=click&module=Top%20Stories&pgtype=Homepage&te=1&nl=morning-briefing&emc=edit_MBE_p_20190829&section=topNews?campaign_id=51&instance_id=11985&segment_id=16559&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=56772670829&section=topNews
https://www.ft.com/content/f138bffc-c96e-11e9-af46-b09e8bfe60c0?emailId=5d674180bb6c8f0004f104fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f138bffc-c96e-11e9-af46-b09e8bfe60c0?emailId=5d674180bb6c8f0004f104fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a57d658e-c97a-11e9-a1f4-3669401ba76f?emailId=5d674180bb6c8f0004f104fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a57d658e-c97a-11e9-a1f4-3669401ba76f?emailId=5d674180bb6c8f0004f104fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1792542c-ca2f-11e9-af46-b09e8bfe60c0
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Century bonds?  Treasury Secretary Mnuchin indicated yesterday that the Treasury is 

considering ultra-long bonds.  Given the low level of interest rates, issuing such bonds makes 

sense.  But, an added benefit from this move is that it would likely steepen the yield curve.   

 

Odds and ends: Mnuchin also indicated that his department is not considering dollar 

intervention at this time.  Chairman Xi is planning to deliver a major address in early October to 

mark the 70th anniversary of Mao’s takeover of mainland China.  GOP senators would like to 

open hearings on Bill Dudley’s op-ed to question whether the Fed is acting to affect election 

outcomes.  Recent polls suggest that more voters are seeing economic deterioration compared to 

expansion, an ominous sign for President Trump’s re-election.   

 

Energy update: Crude oil inventories fell 10.0 mb compared to an expected draw of 2.3 mb. 
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In the details, U.S. crude oil production rose to a new record, up 0.2 mbpd to 12.5 mbpd.  

Exports rose 0.2 mbpd, while imports declined 1.3 mbpd.  Refinery operations fell 0.7%.  The 

large drop in stockpiles was mostly due to the decline in imports. 
  

 
(Sources: DOE, CIM) 

https://www.bloomberg.com/news/articles/2019-08-28/mnuchin-says-ultra-long-bonds-under-very-serious-consideration?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.bloomberg.com/news/articles/2019-08-28/mnuchin-says-ultra-long-bonds-under-very-serious-consideration?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.bloomberg.com/news/articles/2019-08-28/mnuchin-says-u-s-doesn-t-intend-to-intervene-on-dollar-for-now
https://www.bloomberg.com/news/articles/2019-08-28/mnuchin-says-u-s-doesn-t-intend-to-intervene-on-dollar-for-now
https://www.bloomberg.com/news/articles/2019-08-29/xi-to-deliver-speech-as-pressure-builds-at-home-and-abroad
https://www.bloomberg.com/news/articles/2019-08-28/gop-senator-seeks-hearing-on-fed-independence-after-dudley-op-ed
https://www.bloomberg.com/news/articles/2019-08-28/gop-senator-seeks-hearing-on-fed-independence-after-dudley-op-ed
https://thehill.com/policy/finance/459112-more-voters-see-economy-fading-than-improving-blame-trump-poll
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This chart shows the annual seasonal pattern for crude oil inventories.  Seasonal factors clearly 

fell hard this week and are now well below the seasonal trough.  However, the summer driving 

season is rapidly coming to a close, so further inventory declines of significance are unlikely. 
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Based on our oil inventory/price model, fair value is $64.93; using the euro/price model, fair 

value is $50.22.  The combined model, a broader analysis of oil prices, generates a fair value of 

$54.51.  We are seeing a clear divergence between the impact of the dollar and oil inventories.  

Given that we are nearing the end of the summer driving season, the bullish impact of 

inventories will likely diminish in the coming weeks.  A sideways to lower price path is the most 

likely outcome. 

 

On the geopolitical front, there may be a division developing between President Trump and other 

members of his administration.  The president has indicated he wants to talk; SoS Pompeo 

doesn’t seem to be on the same page.  Neither does John Bolton.  Overall, we would bet on the 

president; his long-term goal is to avoid entanglements in the Middle East and he wants a new 

deal with Iran but not regime change.  Any thaw with Iran would tend to weaken oil prices.  At 

the same time, Israel is stepping up attacks on suspected Iranian proxies in a bid to prevent Iran 

from arming these groups.  These attacks carry the potential for escalation.   

 

President Andrés Manuel López Obrador is reportedly backtracking on his opposition to private-

sector participation in the country’s energy sector.  Next year, according to a senior official, the 

government will once again allow private companies to bid for energy exploration rights in the 

Gulf of Mexico, and the president will allow state oil company Pemex to resume joint ventures 

with private companies, as provided for in a 2013 energy reform that the president has criticized.  

Increased private-sector participation is probably essential to reversing Mexico’s continuing oil 

production decline, so the news is certainly positive.  However, López Obrador’s behavior to 

date still suggests some risk to property rights, the sanctity of contracts and private enterprise 

under his leadership. 

 

https://www.reuters.com/article/us-iran-nuclear-trump/trump-says-he-is-willing-to-talk-to-irans-leader-without-preconditions-idUSKBN1KK278?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonexaminer.com/opinion/trump-and-pompeo-diverge-on-iran?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonexaminer.com/opinion/trump-and-pompeo-diverge-on-iran?wpisrc=nl_todayworld&wpmm=1
https://theintercept.com/2018/03/23/heres-john-bolton-promising-regime-change-iran-end-2018/?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/08/28/world/middleeast/israel-iran-shadow-war.html
https://www.ft.com/content/b56bf25c-c9da-11e9-a1f4-3669401ba76f
https://www.ft.com/content/b56bf25c-c9da-11e9-a1f4-3669401ba76f
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U.S. Economic Releases 
 

The second reading of Q2 GDP came in line with expectations at an annualized pace of 2.0%.  

Personal consumption came in above expectations at 4.7% compared to the forecast of 4.3%.  

Core PCE rose 1.7% from the prior quarter.  The overall GDP price index rose in line with 

expectations at 2.4%. 
 

 
 

The chart above shows historical GDP.  Currently, GDP continues to grow at a solid pace.  
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Q2 2019 Prelim Reading Q2 2019 Prelim Reading Difference

GDP 2.0% 2.1% -0.1%

Consumption 3.1% 2.9% 0.3%

Investment -1.1% -1.0% -0.1%

Inventories -0.9% -0.9% -0.1%

Net Exports -0.7% -0.7% -0.1%

Government 0.8% 0.9% -0.1%  
 

The table above shows the contributions to GDP.  Aside from consumption, all sectors were 

revised downward. 
 

 
 

This chart shows the contributions graphically. Consumption was revised higher, but its impact 

on GDP was outweighed by downward revisions everywhere else.  We suspect the decline in 

investment in Q2 will not carry over to next quarter as firms look to boost their inventories.  
 

Initial jobless claims came in below expectations at 215k compared to the forecast of 218k.  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 fell from 215.00k to 214.50k. 
 

The advance July goods trade deficit came in narrower than expected at $72.3 bn compared to 

the forecast of $74.4 bn.   
 

 
 

The chart above shows the trade balance of goods and the advance trade balance.   
 

Wholesale inventories came in line with expectations, rising 0.2% from the prior month.  Retail 

inventories rose by 0.8% from the prior month. 
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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 25-Aug 61.5 **

10:00 Pending Home Sales m/m aug 0.0% 2.8% **

10:00 Pending Home Sales m/m aug 1.8% -0.6% **

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 Swift Global Payments CNY m/m jul 1.8% 2.0% * Equity and bond neutral

Japan Loans & Discounts Corp y/y jul 2.4% 2.7% * Equity and bond neutral

Consumer Confidence Index m/m aug 37.1 37.8 37.5 *** Equity and bond neutral

Australia Private Capital Expenditure q/q 2q -0.5% -1.7% 0.4% ** Equity bearish, bond bullish

New Zealand ANZ Activity Outlook m/m aug -0.5 5.0 ** Equity bearish, bond bullish

ANZ Business Confidence m/m aug -52.3 -44.3 ** Equity bearish, bond bullish

South Korea Business Survey Manufacturing Index m/m sep 72 71 ** Equity and bond neutral

Business Survey Non-Manufacturing Index m/m sep 72 71 ** Equity and bond neutral

EUROPE

Eurozone Economic Confidence m/m aug 103.1 102.7 102.3 *** Equity bullish, bond bearish

Business Climate Indicator m/m aug 0.11 -0.12 -0.14 ** Equity bullish, bond bearish

Industrial Confidence m/m aug -5.9 -7.4 -7.3 ** Equity and bond neutral

Services Confidence m/m aug 9.3 10.6 10.6 ** Equity bearish, bond bullish

Consumer Confidence m/m aug -7.1 -7.1 -7.1 *** Equity and bond neutral

France Consumer Spending y/y jul 0.1% -0.6% 0.1% *** Equity and bond neutral

GDP y/y 2q 1.4% 1.3% 1.3% *** Equity and bond neutral

Germany Unemployment Change m/m aug 4.0k 1.0k 4.0k *** Equity and bond neutral

Unemployment Claims Rate m/m aug 5.0% 5.0% 5.0% *** Equity and bond neutral

Italy Industrial Sales m/m jun -0.8% 0.3% ** Equity and bond neutral

Industrial Orders m/m jun -4.8% -2.5% ** Equity and bond neutral

PPI y/y jul -0.8% 1.1% ** Equity and bond neutral

AMERICAS

Canada CFIB Business Barometer m/m aug 60.6 57.8 ** Equity and bond neutral

Brazil Federal Debt Total m/m jul 3.993 Tril 3.978 Tril ** Equity and bond neutral

Outstanding Loans m/m jul 0.1% -0.2% 0.4% * Equity and bond neutral

Total Outstanding Loans m/m jul 3.290 Tril 3.296 Tril 3.299 Tril * Equity and bond neutral

Personal Loan Default Rate m/m jul 4.8% 4.8% 4.8% * Equity and bond neutral

FGV Inflation IGPM y/y aug 5.0% 6.4% 5.0% *** Equity and bond neutral  
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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) 212 214 -2 Down

3-mo T-bill yield (bps) 194 194 0 Neutral

TED spread (bps) 18 20 -2 Neutral

U.S. Libor/OIS spread (bps) 185 187 -2 Up

10-yr T-note (%) 1.49 1.48 0.01 Down

Euribor/OIS spread (bps) -42 -42 0 Neutral

EUR/USD 3-mo swap (bps) 15 15 0 Down

Currencies Direction

dollar Up Up

euro Flat Down

yen Down Up

pound Flat Down

franc Down Up  
 

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 $60.47 $60.49 -0.03%

WTI $56.20 $55.78 0.75%  

Natural Gas $2.24 $2.22 0.68%  

Crack Spread $13.95 $14.36 -2.86%

12-mo strip crack $16.15 $16.29 -0.81%

Ethanol rack $1.56 $1.56 -0.01%

Gold $1,536.05 $1,539.01 -0.19%

Silver $18.50 $18.36 0.79%

Copper contract $259.00 $256.45 0.99%

Corn contract 372.50$       371.00$       0.40%

Wheat contract 472.75$       475.25$       -0.53%

Soybeans contract 869.50$       865.75$       0.43%

Baltic Dry Freight 2267 2213 54

Actual Expected Difference

Crude (mb) -10.0 -2.3 -7.8

Gasoline (mb) -2.1 0.4 -2.5

Distillates (mb) -2.1 1.3 -3.3

Refinery run rates (%) -0.70% -0.40% -0.3%

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

The 6-10 and 8-14 day forecasts show below-normal temperatures in the Midwest and New 

England regions, with above-normal temperatures for the rest of the country.  Precipitation is 

expected for most of the country.  There are currently two tropical storms we are watching.  

Tropical Storm Erin has been downgraded to a post-tropical cyclone, while Tropical Storm 

Dorian is making its way through the Bahamas today.  It will likely make its way to Florida over 

the weekend. 
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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 23, 2019 
 

Recession worries have increased due to falling long-duration interest rates and the short-lived 

inversion of the two-year/10-year T-note spread.  Although this spread is important, it is merely 

one in a whole series of permutations of the yield curve.  Our preferred measure is the 10-

year/fed funds spread because it measures the long end of the yield curve to the policy rate and 

thus should provide a clearer picture of whether or not the central bank policy is too tight.  It is 

also the same spread the Conference Board uses in its leading economic indicators.   
 

 
 

This chart shows the aforementioned spread.  Since the 1970 recession, the spread has inverted 

before every recession.  It did have two false positives, one in 1966 and another in 1998.  The 

recent inversion could be a false positive as well, but it makes sense that investors should be 

concerned about a recession.  This is because equities often decline during recessions; in some 

cases, the drop is significant. 
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This chart shows the weekly Friday close for the S&P 500 on a log scale.  We have regressed a 

time trend through the data.  In nearly all recessions, some weakness in equities is observed, 

although often the decline in stocks predates the recession to some degree.   

 

This chart shows the performance of the S&P 500 around inversions of the 10-year T-Note/fed 

funds spread.  We took every inversion from 1966 forward, indexing the S&P to 100 at the 

month of inversion.   
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We added symbols to the 1966 and 1998 inversions as both were false positives for recession.  In 

the former case, equities fell in the first 10 months of inversion but rallied.  In 1998, there was a 

brief drop followed by a strong rally in stocks.  Generally speaking, false positives are buying 
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opportunities.  All the other events were eventually followed by recessions.  However, as the 

data shows, the dispersion is remarkably wide.  It’s hard to ascertain a clear message with this 

much noise, but, in general, a case can be made that a delayed recession after inversion tends to 

support equity values.  The other message is that valuations and inflation issues do matter around 

inversions.  The worst performing markets in the two years after an inversion was 1973, a bear 

market that suffered from falling margins and multiples, and 2000, which was a highly 

overvalued equity market.  Other than these lessons, the data tends to support the idea that panic 

around an inversion is probably unwise, which is what the average of all the events tends to 

suggest.  Each inversion has specific characteristics that affect equity market performance.  In 

the current environment, we would be most concerned about profit margins; if a recession 

occurs, we would expect margins to contract which would likely trigger a notable bear market.  

So far, margins have declined but remain historically elevated.  Margins will likely be the key to 

equity performance in the coming quarters.   

  

 

   
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 8/28/2019 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 8/28/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash

Emerging Markets ($)

Commodities

Emerging Markets (local currency)

Foreign Developed ($)

Small Cap

US High Yield

US Government Bond

Mid Cap

Foreign Developed (local currency)

Large Cap

US Corporate Bond

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 
 

August 29, 2019  
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P/E as of 8/28/2019 = 19.0x

 
 

Based on our methodology,1 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. 
 

                                                
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


