
 

 

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

www.confluenceinvestment.com 

 1 

 

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 2, 2018—9:30 AM EDT]  Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 1.1% from the last close.  In Asia, the MSCI Asia Apex 50 

was down 1.9% from the prior close.  Chinese markets were down, with the Shanghai composite 

down 2.0% and the Shenzhen index down 2.4%.  U.S. equity index futures are signaling a lower 

open.  With 349 companies having reported, the S&P 500 Q2 earnings are above expectations at 

$40.60 compared to the $39.20 forecast for the quarter.  The forecast reflects a 19.9% increase 

from Q2 2017 earnings.  Thus far this quarter, 82.5% of the companies reported earnings above 

forecast, while 12.0% reported earnings below forecast. 

 

It’s a risk-off morning.  The news driving the weakness in equities appears to be related to 

escalating trade tensions with China.  Here is what we are watching this morning: 

 

Trade update: Yesterday, there were reports that the White House was considering increasing 

the tariff rate on $200 bn of Chinese goods from 10% to 25%.  Social media confirmed these 

reports later in the day.1  China has indicated it will retaliate in kind.  Although talks are 

continuing, there isn’t much evidence to suggest that progress is being made.  The CNY dipped 

on the news.2   

 

The key unknown with the administration’s trade policy is whether the tariff threats are simply a 

negotiating tactic or if the president really wants to move toward outright protectionism and 

autarky.  There is evidence for both positions.  For the former, the apparent progress with the EU 

and Mexico would suggest that the White House wants to adjust trade regimes but not end 

imports.  The positions taken with China suggest the latter.  The lack of clarity represents policy 

uncertainty.  President Trump seems to hold that one of his greatest strengths is his ability to 

negotiate and his style is one of free-wheeling, which means he avoids situations that restrain his 

ability to maneuver.  If true, it would mean that none of his statements are expressions of deeply 

held positions but are, instead, tools to engineer deals.  Thus, extreme statements and escalating 

tensions are part of his negotiating pattern, meaning if the other party refuses to budge the 

outcome will be an impasse or worse.   

 

                                                 
1 https://www.politico.com/story/2018/08/01/trump-tariffs-china-1715000 and 
https://www.nytimes.com/2018/08/01/business/china-tariffs-
trump.html?emc=edit_mbae_20180801&nl=&nlid=6067543320180801&te=1  
2 https://www.reuters.com/article/uk-china-yuan/chinas-yuan-weakens-on-renewed-sino-us-trade-tensions-
despite-firmer-fixing-idUSKBN1KN0FN  
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The financial markets are expecting someone to blink.  So far, Mexico and the EU appear to be 

conceding, although with the latter we may simply be seeing a stall to see how the mid-term 

elections go.  China, on the other hand, probably can’t concede without triggering a political 

crisis. 

 

China will be holding its annual CPC meetings sometime in the next two weeks.  These meetings 

are rather informal and secretive.  We expect trade to be a dominant issue at these meetings.  We 

have been hearing rumblings that Chairman Xi is facing internal criticism.  A recent vaccine 

scandal hasn’t helped.3  Xi is also being seen as not handling Trump effectively.4  All this leads 

us to believe that Xi cannot back down on trade without losing face; thus, escalation is probably 

a higher likelihood than the market currently expects.  Furthermore, the potential for greater 

volatility remains elevated. 

 

BOE: The BOE voted 9-0 to raise rates; although the outcome isn’t a shock, the unanimous vote 

was more hawkish than expected.  The consensus was 8-1, and some calling for 7-2, with the 

dissents wanting to keep rates steady.  However, in the press conference, Governor Carney’s 

guidance was for a very gradual rate increase, with Brexit perhaps leading to an even slower 

tightening.  The financial markets took the guidance as dovish; the GBP sold off and Gilts 

rallied.  We see none of this as necessarily surprising and believe the market reaction was more 

of a sale after the event.   

 

The Fed: The Fed also followed the expected script.  There were no changes in rates but the 

statement was upbeat, leaving little doubt that the current path of tightening will continue.  We 

have been seeing an uptick in implied LIBOR rates—the market is nearing a level (though it 

hasn’t quite reached it yet) that would imply a terminal rate of 3.25% for fed funds, which would 

mean three hikes, instead of two hikes, next year. 
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3 https://www.scmp.com/news/china/society/article/2157647/top-chinese-official-charge-immunisation-critical-
condition-after  
4 https://www.ft.com/content/f83b20e4-8e67-11e8-9609-3d3b945e78cf?desktop=true&segmentId=d8d3e364-
5197-20eb-17cf-2437841d178a#myft:notification:instant-email:content  

https://www.scmp.com/news/china/society/article/2157647/top-chinese-official-charge-immunisation-critical-condition-after
https://www.scmp.com/news/china/society/article/2157647/top-chinese-official-charge-immunisation-critical-condition-after
https://www.ft.com/content/f83b20e4-8e67-11e8-9609-3d3b945e78cf?desktop=true&segmentId=d8d3e364-5197-20eb-17cf-2437841d178a#myft:notification:instant-email:content
https://www.ft.com/content/f83b20e4-8e67-11e8-9609-3d3b945e78cf?desktop=true&segmentId=d8d3e364-5197-20eb-17cf-2437841d178a#myft:notification:instant-email:content
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The green line is the implied three-month LIBOR rate from the two-year deferred Eurodollar 

futures.  In other words, this is the market estimate of where the LIBOR rate will be in August 

2020.  History shows that the Fed tends to tighten until it reaches this rate and doesn’t usually 

raise rates much past that level.  Thus, investors should expect the Fed to stop raising rates once 

the target hits 3%, although the chances of a hike above that level are rising.   

 

Energy recap: U.S. crude oil inventories rose 3.8 mb compared to market expectations of a 3.0 

mb draw.   
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This chart shows current crude oil inventories, both over the long term and the last decade.  We 

have added the estimated level of lease stocks to maintain the consistency of the data.  As the 

chart shows, inventories remain historically high but have declined significantly since March 

2017.  We would consider the overhang closed if stocks fall under 400 mb.  This week’s 

unexpected increase occurred because of a sharp decline in oil exports which offset a recovery in 

refinery operations.  It is unclear if the drop in exports was a fluke or structural.  We are leaning 

toward the former.   

 

As the seasonal chart below shows, inventories are well into the seasonal withdrawal period.  

This week’s rise in stocks was inconsistent with seasonal patterns.  If the usual seasonal pattern 

plays out, mid-September inventories will be 406 mb. 

 

 
(Source: DOE, CIM) 
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Based on inventories alone, oil prices are near the fair value price of $71.32.  Meanwhile, the 

EUR/WTI model generates a fair value of $60.97.  Together (which is a more sound 

methodology), fair value is $64.16, meaning that current prices are above fair value.  Currently, 

the oil market is dealing with divergent fundamental factors.  Falling oil inventories are 

fundamentally bullish but the stronger dollar is a bearish factor.  It should be noted that a 406 mb 

number by September would put the oil inventory/WTI model in the range of low $80s per 

barrel.  Although dollar strength could dampen that price action, oil prices should remain 

elevated.   

   

U.S. Economic Releases 
 

The May Challenger job cuts report fell by 4.2% 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 in below expectations at 218k compared to the forecast of 220k.  
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The chart above shows the four-week moving average for initial claims.  The four week moving 

average fell from 218k to 214.5k. 

 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m jul 59.0 **

10:00 Factory Orders m/m jun 0.7% 0.4% **

10:00 Factory Orders ex Trans m/m jun 0.7% **

10:00 Durable Goods Orders m/m jun 1.0% **

10:00 Durable Goods Orders ex Transportation m/m jun 0.4% **

10:00 Cap Goods Orders Nondef Ex Air m/m jun 0.6% **

10:00 Cap Goods Ship Nondef Ex Air m/m jun 1.0% **

Economic Releases

No speakers or events scheduled

Fed speakers or events

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Monetary Base y/y jul 7.0% 7.4% ** Equity and bond neutral

Japan Buying Foreign Bonds y/y jul ¥526.5 bn -¥209.2 bn ** Equity and bond neutral

Japan Buying Foreign Stocks y/y jul ¥251.0 bn ¥151.9 bn ** Equity and bond neutral

Foreign Buying Japan Stocks y/y jul -¥63.4 bn ¥173.5 bn ** Equity and bond neutral

Foreign Buying Japan Bonds y/y jun ¥538.8 bn ¥69.2 bn ** Equity and bond neutral

Australia Trade Balance m/m jun A$1.873 bn A$827 bn A$900 bn ** Equity bullish, bond bearish

Commodity Index SDR y/y jul 7.6% 6.6% ** Equity and bond neutral

EUROPE

Eurozone PPI y/y jul 3.6% 3.0% 3.5% ** Equity bearish, bond bearish

U.K. Markit/CIPS UK Construction m/m jul 55.8 53.1 52.8 ** Equity bullish, bond bearish

Switzerland SECO Consumer Confidence m/m jul -7 2 2 ** Equity bearish, bond bullish

Retail Sales Real m/m jul 0.3% -0.1% 0.0% ** Equity bullish, bond bearish

PMI Manufacturing y/y jul 61.9 61.6 60.9 ** Equity bullish, bond bearish

AMERICAS

Mexico Markit Mexico PMI Mfg m/m 2q 52.1 52.1 ** Equity and bond neutral

IMEF Non-Manufacturing Index m/m jun 49.7 51.0 51.2 ** Equity bearish, bond bullish

IMEF Manufacturing Index m/m jun 50.0 52.6 52.4 ** Equity bearish, bond bullish

Brazil PPI manufacturing m/m jun 12.0% 9.7% ** Equity and bond neutral

Markit Brazil PMI Manufacturing m/m jun 50.5 49.8 ** Equity and bond neutral

Trade Balance Monthly m/m jul $4.227 bn $5.882 bn $5.700 bn ** Equity and bond neutral

Canada MLI Leading Indicator m/m jun 0.2% 0.2% ** Equity and bond neutral

Markit Canada Manufacturing PMI m/m jul 56.9 57.1 ** 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) 234 234 0 Up

3-mo T-bill yield (bps) 198 199 -1 Neutral

TED spread (bps) 36 36 0 Neutral

U.S. Libor/OIS spread (bps) 202 201 1 Up

10-yr T-note (%) 2.98 2.96 0.02 Up

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

EUR/USD 3-mo swap (bps) 5 6 -1 Down

Currencies Direction

dollar up Neutral

euro down Neutral

yen up Neutral

pound down Neutral

franc down Neutral

Central Bank Action Current Prior Expected

Bank of England Bank Rate 0.750% 0.500% 0.750% On forecast

BOE Asset Purchase Target 435 bn 435 bn 435 bn On forecast

BOE Corporate Bond Target 10 bn 10 bn 10 bn On forecast

Selic Rate 6.500% 6.500% 6.500% 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. 
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Price Prior Change Explanation

Brent $71.98 $72.39 -0.57% Bearish IEA Report

WTI $67.05 $67.66 -0.90%

Natural Gas $2.75 $2.76 -0.33%

Crack Spread $19.11 $18.97 0.75%

12-mo strip crack $19.51 $19.48 0.12%

Ethanol rack $1.57 $1.57 -0.11%

Gold $1,216.20 $1,215.96 0.02%

Silver $15.46 $15.38 0.48%

Copper contract $272.05 $274.75 -0.98%

Corn contract 382.50$       379.50$       0.79%

Wheat contract 566.75$       558.25$       1.52%

Soybeans contract 895.00$       901.75$       -0.75%

Baltic Dry Freight 1760 1747 13

Actual Expected Difference

Crude (mb) 3.8 -3.0 6.8

Gasoline (mb) -2.5 -2.1 -0.4

Distillates (mb) 3.0 -0.1 3.1

Refinery run rates (%) 2.30% 0.60% 1.7%

Natural gas (bcf) 42.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer to normal temperatures for most of the country.  

Precipitation is expected for the eastern half of the country. There are no tropical disturbances 

expected over the next 48 hours.  
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Asset Allocation Weekly Comment 
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 27, 2018 
 

Last week, in a wide-ranging interview on CNBC,5 President Trump ended a 25-year détente 

with the Federal Reserve, openly criticizing the current path of monetary policy.  The president 

followed up the interview with numerous social media tweets, further criticizing policy 

tightening.    

 

Although it’s been a long time since a president weighed in directly on the Federal Reserve’s 

monetary policy, such criticism is not at all unusual.  In fact, the détente is perhaps the outlier.  

There is a natural tension between a government in power and a central bank.  Political 

leadership, regardless of whether a country is a democracy or not, generally prefers lower 

interest rates.  In the U.S., the Federal Reserve became untethered from the Treasury in 1951 

when the White House, Congress and the Federal Reserve agreed to give the central bank 

independence in setting monetary policy.  Up until that point, the Federal Reserve was required 

to assist the Treasury in facilitating the management of Treasury debt.  However, it should be 

noted that President Truman was not comfortable with this change. 

 

As inflation rose in the late 1960s, chairs of the Federal Reserve faced increasing pressure from 

various administrations.  President Johnson criticized William Martin for not supporting his 

stimulus policies with monetary accommodation.6  Nixon tried to replace Martin after his 

election in 1968, offering to nominate him for treasury secretary.  There is speculation that 

Nixon blamed Martin for his loss to Kennedy in 19607 and wanted a more compliant Fed chair.  

When Martin refused to leave, Nixon eventually replaced him with Arthur Burns.  Nixon 

persistently browbeat Burns and, in order to ensure he would provide easy monetary policy, 

started a rumor that Burns was pressing for a raise when the Fed chair was publicly opposing 

wage increases.  Nixon then recruited Alan Greenspan to tell Burns that if he promised to keep 

policy accommodative, the White House would deny the rumors.8   

 

Reagan was not above criticizing the Fed; in 1980 his government issued a statement warning 

that the Fed’s independence “should not mean lack of accountability” and that Congress should 

“monitor the Fed’s performance.”9  Reagan strongly considered not reappointing Paul Volcker.10  

                                                 
5 https://www.cnbc.com/video/2018/07/20/watch-cnbcs-full-exclusive-interview-with-president-donald-
trump.html  
6 https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-
before-trump.html  
7 https://www.minneapolisfed.org/publications/the-region/remembering-william-mcchesney-martin-jr ; also, 
Mallaby, Sebastian. (2016). The Man Who Knew: The Life and Times of Alan Greenspan. New York, NY: Penguin 
Books, p. 134.   
8 Ibid., pp. 141-144 
9https://books.google.com/books?id=hclu1_TJ9K8C&pg=PA1976&lpg=PA1976&dq=coordinating+committee+on+e
conomic+policy+economic+strategy+of+the+Reagan+administration+november+16+1980&source=bl&ots=URIX4H
Ara8&sig=iBKs1W1J94qfuMmq5l8k-F-

https://www.cnbc.com/video/2018/07/20/watch-cnbcs-full-exclusive-interview-with-president-donald-trump.html
https://www.cnbc.com/video/2018/07/20/watch-cnbcs-full-exclusive-interview-with-president-donald-trump.html
https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-before-trump.html
https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-before-trump.html
https://www.minneapolisfed.org/publications/the-region/remembering-william-mcchesney-martin-jr
https://books.google.com/books?id=hclu1_TJ9K8C&pg=PA1976&lpg=PA1976&dq=coordinating+committee+on+economic+policy+economic+strategy+of+the+Reagan+administration+november+16+1980&source=bl&ots=URIX4HAra8&sig=iBKs1W1J94qfuMmq5l8k-F-DvEQ&hl=en&sa=X&ved=0ahUKEwjWn__Bwq7cAhUo54MKHZXmBdcQ6AEINDAD#v=onepage&q=coordinating%20committee%20on%20economic%20policy%20economic%20strategy%20of%20the%20Reagan%20administration%20november%2016%201980&f=false
https://books.google.com/books?id=hclu1_TJ9K8C&pg=PA1976&lpg=PA1976&dq=coordinating+committee+on+economic+policy+economic+strategy+of+the+Reagan+administration+november+16+1980&source=bl&ots=URIX4HAra8&sig=iBKs1W1J94qfuMmq5l8k-F-DvEQ&hl=en&sa=X&ved=0ahUKEwjWn__Bwq7cAhUo54MKHZXmBdcQ6AEINDAD#v=onepage&q=coordinating%20committee%20on%20economic%20policy%20economic%20strategy%20of%20the%20Reagan%20administration%20november%2016%201980&f=false
https://books.google.com/books?id=hclu1_TJ9K8C&pg=PA1976&lpg=PA1976&dq=coordinating+committee+on+economic+policy+economic+strategy+of+the+Reagan+administration+november+16+1980&source=bl&ots=URIX4HAra8&sig=iBKs1W1J94qfuMmq5l8k-F-DvEQ&hl=en&sa=X&ved=0ahUKEwjWn__Bwq7cAhUo54MKHZXmBdcQ6AEINDAD#v=onepage&q=coordinating%20committee%20on%20economic%20policy%20economic%20strategy%20of%20the%20Reagan%20administration%20november%2016%201980&f=false
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Volcker left the Fed in 1987, surrounded by governors appointed by President Reagan who were 

in the habit of dissenting with his decisions.   

 

Even Alan Greenspan, who for a period took on a persona of “the maestro,11” faced heavy 

criticism from the Bush administration as he refused to cut interest rates; he was even called 

“creepy.”12  George H.W. Bush blamed Greenspan for his defeat by Bill Clinton.13  The current 

détente between the Federal Reserve and the White House came when Robert Rubin, the director 

of the National Economic Council, convinced the president that the Fed’s policy decisions 

should not be questioned.14  Rubin argued that if the Fed could establish inflation-fighting 

credibility and reduce inflation expectations, then long-term interest rates would fall and the 

economy would prosper. 

 

President Trump has clearly ended that detente.  Does that mean anything in the very short run?  

Probably not.  We still expect four more rate hikes; the Eurodollar futures market hasn’t changed 

its assessment of the current policy path.  But, the criticism will likely increase with each rate 

hike and it will begin to affect policy at some point.  In fact, Chair Powell faces a difficult future.  

Every rate hike will prompt unfriendly comments from the White House.  Once easing starts, 

Powell could face charges of acquiescence to Trump.   

 

For markets, concern about the Fed eventually manifests itself in rising inflation expectations.  

Actual inflation is based on the intersection of aggregate supply and aggregate demand.  Since 

1978, deregulation and globalization have shifted the supply curve away from its origin and 

likely flattened this slope as well.  These factors have led to persistently low inflation.  The role 

of the central bank is more about managing inflation expectations.  Since Volcker, the Federal 

Reserve has made it clear that it won’t tolerate or accommodate sharply rising price levels.  The 

combination of credible monetary policy and rising productive capacity has led to disinflation 

and a steady decline in long-term interest rates.   

 

                                                                                                                                                             
DvEQ&hl=en&sa=X&ved=0ahUKEwjWn__Bwq7cAhUo54MKHZXmBdcQ6AEINDAD#v=onepage&q=coordinating%20
committee%20on%20economic%20policy%20economic%20strategy%20of%20the%20Reagan%20administration%
20november%2016%201980&f=false  
10 Op. cit., Mallaby, p. 286  
11 Woodward, Bob. (2000). Maestro: Greenspan’s Fed and the American Boom. New York, NY: Simon and Schuster. 
12 Op. cit., Mallaby, p. 415 
13 Ibid., p. 416 
14 https://www.wsj.com/articles/a-brief-history-of-the-federal-reserves-independence-1497346201  

https://books.google.com/books?id=hclu1_TJ9K8C&pg=PA1976&lpg=PA1976&dq=coordinating+committee+on+economic+policy+economic+strategy+of+the+Reagan+administration+november+16+1980&source=bl&ots=URIX4HAra8&sig=iBKs1W1J94qfuMmq5l8k-F-DvEQ&hl=en&sa=X&ved=0ahUKEwjWn__Bwq7cAhUo54MKHZXmBdcQ6AEINDAD#v=onepage&q=coordinating%20committee%20on%20economic%20policy%20economic%20strategy%20of%20the%20Reagan%20administration%20november%2016%201980&f=false
https://books.google.com/books?id=hclu1_TJ9K8C&pg=PA1976&lpg=PA1976&dq=coordinating+committee+on+economic+policy+economic+strategy+of+the+Reagan+administration+november+16+1980&source=bl&ots=URIX4HAra8&sig=iBKs1W1J94qfuMmq5l8k-F-DvEQ&hl=en&sa=X&ved=0ahUKEwjWn__Bwq7cAhUo54MKHZXmBdcQ6AEINDAD#v=onepage&q=coordinating%20committee%20on%20economic%20policy%20economic%20strategy%20of%20the%20Reagan%20administration%20november%2016%201980&f=false
https://books.google.com/books?id=hclu1_TJ9K8C&pg=PA1976&lpg=PA1976&dq=coordinating+committee+on+economic+policy+economic+strategy+of+the+Reagan+administration+november+16+1980&source=bl&ots=URIX4HAra8&sig=iBKs1W1J94qfuMmq5l8k-F-DvEQ&hl=en&sa=X&ved=0ahUKEwjWn__Bwq7cAhUo54MKHZXmBdcQ6AEINDAD#v=onepage&q=coordinating%20committee%20on%20economic%20policy%20economic%20strategy%20of%20the%20Reagan%20administration%20november%2016%201980&f=false
https://www.wsj.com/articles/a-brief-history-of-the-federal-reserves-independence-1497346201
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This chart shows a calculation of the term premium on 10-year T-notes.  The term premium 

measures how much more yield investors demand for holding longer term notes.  In other words, 

an investor could simply buy a one-year T-bill each year for 10 years or a 10-year T-note.  

Usually, the longer duration instrument carries a higher yield because there are risks that rates 

could rise in the future, lowering the price of the T-note.  Simply put, the term premium is an 

attempt to measure the market’s estimate of the riskiness of owning long-duration debt.  As the 

above chart shows, the current term premium is negative, suggesting investors would much 

rather own the long-duration instrument and are willing to accept a “discounted” rate. 

 

Undermining the Fed runs the risk of reversing this term premium, which would lead to a steeper 

yield curve and higher interest rates.  So far, that has not occurred.  There are a couple reasons 

for this lack of movement.  First, the deregulatory policies of the Trump administration are 

disinflationary. Thus, the inflationary impact from trade impediments may not be as large if the 

economy can still enjoy the unfettered introduction of new technology.  Second, the term 

premium is mostly a function of inflation expectations, which take a long time to evolve.  Milton 

Friedman argued that inflation expectations are set over decades.  Thus, for now, we don’t expect 

a major increase in long-term rates.  But, the potential risks are rising.  Investors should be wary 

of long-duration positions and consider bond laddering.     
 
 

 

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 8/1/2018 close) 
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(Source: Bloomberg) 

 

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. 

 

Asset Class Performance – (as of 8/1/2018 close) 
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Source: Bloomberg

  
 

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. 

 

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), 
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P/E Update 
 

August 2, 2018 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 8/1/2018 = 18.5x

 
 

Based on our methodology,15 the current P/E is 18.5, 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. 

                                                 
15 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 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. 


