
 

 

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

EuroStoxx 50 is down 2.6% from the last close.  In Asia, the MSCI Asia Apex 50 closed down 

2.1%.  Chinese markets were lower, with the Shanghai composite down 1.4% and the Shenzhen 

index down 1.5% from the prior close.  U.S. equity index futures are signaling a flat open. With 

375 companies having reported, the S&P 500 Q2 earnings stand at $41.98, higher than the 

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

Thus far this quarter, 73.9% of the companies reported earnings above forecast, while 18.4% 

reported earnings below forecast. 

 

Happy Friday employment day!  We cover the data in detail below but the snapshot is generally 

in line with expectations.  Payrolls were 164k, nearly bang on forecasts of 165k, although 

revisions lowered payrolls by a net 32k.  The unemployment rate was unchanged at 3.7% when a 

3.6% report was expected.   Wage growth was a bit stronger than expected (although the non-

supervisory growth was steady) and the participation rate rose to 63.0%, a bit stronger than the 

62.9% expected.  Here is what we are watching this morning: 

 

Trade:  So much for stability!  Midday yesterday, President Trump announced he would put a 

10% tariff on $300 bn of additional goods.  The reason given was that China had not purchased 

grain as promised and was continuing to send Fentanyl into the U.S. In a press conference later 

in the day, the president suggested these tariffs might be temporary, which may mean if China 

buys grain and cuts narcotics exports, he may lift them.  Here is our take: 

 

1. We doubt China will react well to this action.  The Xi government has already indicated 

that a deal has to include the removal of all tariffs, which is unlikely.  It’s important to 

note that Chairman Xi will be heading off to Beidaihe soon.   This seaside resort has been 

a long-time favorite of Chinese leaders going back to the Qing dynasty.  CPC leaders, 

both current and former, mingle and discuss issues.  We would expect Xi to find plenty of 

support to push back against the U.S.  After all, no nation likes to be bullied.  In addition, 

any criticism of Xi for poorly managing the relationship with the U.S. will likely be silent 

as Trump’s latest actions tend to confirm he is erratic and probably unmanageable. 

2. As we have noted in the past, trade wars, like kinetic ones, usually occur because both 

sides miscalculate the actions of their opponent.  We suspect President Trump is 

overestimating how damaging tariffs are to China and underestimating the impact on the 

U.S.  Chairman Xi is probably doing something similar.  In addition, we think President 
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Trump continues to hold the position that the incidence of tariffs is falling solely on 

Chinese exporters.  Although it is occurring to some degree, a weaker CNY is offsetting 

some of the pain.  Additionally, some of the tax is falling on U.S. consumers and, as we 

note below, that effect will likely increase.  However, if the president believes the 

incidence isn’t affecting American buyers, he will tend to view tariffs as a “free tax” and 

have no compunction about continuing to apply them to China and others.  It should also 

be noted that U.S. trade negotiators knew the president was considering additional tariff 

measures before their most recent meetings with Chinese trade officials.   

3. “Blinking” will be difficult for both leaders.  It is hard to see how either side backs down 

without losing face.  If President Trump backs down, it will be a campaign issue.  If 

Chairman Xi backs down, he will face criticism for caving into foreigners.   

4. China clearly can’t retaliate 1:1 simply because of the trade imbalance.  So, look for other 

retaliation measures, e.g., harassing American foreign investment in China, perhaps the 

arrest of Americans in China or other penalties for American firms (regulatory raids, 

etc.).  We could also see European firms given preferential treatment to harm U.S. 

competitors.  Look for the “unreliable entities list” to reemerge to pressure U.S. firms to 

show allegiance to China instead of the U.S.  And, the most simple action is to weaken 

the CNY, which is already occurring. 

5. There is another angle to the president’s surprise.  In Chair Powell’s press conference on 

Wednesday, he mentioned international economic weakness repeatedly.  The new tariffs 

will almost certainly increase pressure on the Fed to cut more aggressively.  In a sense, 

the tariff announcement may have more to do with affecting monetary policy than trade 

policy. 

6. Perhaps one of the unintended consequences of the additional tariffs is that the $300 bn 

of goods that will face the new tariffs are mostly consumer goods.  Previous tariffs were 

mostly on intermediate goods and thus the price impact was not obvious to consumers or 

did it appear in the inflation data.  However, the new tariffs will directly affect 

consumers.  Retailer stocks fell hard on the announcement and merchants have been 

critical of the announcement.   

7. And finally, there is one other issue to consider.  The president could be following the 

Mexican playbook and decide not to implement the tariffs on September 1st if China buys 

grain and cuts narcotics exports.  Since the tactic worked with Mexico, he may believe it 

will work with China as well.  Thus, there is a chance that nothing happens.   

The market effects were swift.  The following are intraday charts of various U.S. markets. 

 

https://www.ft.com/content/e2d668ec-b4c9-11e9-8cb2-799a3a8cf37b
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https://www.bloomberg.com/news/articles/2019-08-01/trump-ruled-out-mnuchin-proposal-to-warn-china-of-new-tariffs
https://finance.yahoo.com/news/trump-ratchets-trade-war-tariffs-174113273.html
https://www.ft.com/content/bfe23e12-b508-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/bfe23e12-b508-11e9-8cb2-799a3a8cf37b
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https://www.wsj.com/articles/chinese-yuan-skids-to-2019-low-as-trump-ramps-up-trade-conflict-11564739677?shareToken=st21cb3a1aee574b8384c4bed016734531
https://www.ft.com/content/a53b21d2-b49f-11e9-8cb2-799a3a8cf37b
https://www.wsj.com/articles/trump-china-and-the-fed-11564735291?shareToken=sta16884fcd0674068852f6a1720954aeb
https://finance.yahoo.com/news/new-trump-tariffs-would-affect-nearly-70-of-consumer-goods-165446628.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://finance.yahoo.com/news/new-trump-tariffs-would-affect-nearly-70-of-consumer-goods-165446628.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.dallasnews.com/business/retail/2019/08/01/jc-penney-drops-72-cents-share-tarriffs-put-pressure-retail-stocks?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-trade-china-retailers/u-s-retailers-blast-new-china-tariffs-say-move-will-raise-prices-further-hurt-jobs-idUSKCN1UR5KF
https://www.reuters.com/article/us-trade-china-retailers/u-s-retailers-blast-new-china-tariffs-say-move-will-raise-prices-further-hurt-jobs-idUSKCN1UR5KF
https://www.nytimes.com/2019/08/01/business/china-tariffs-donald-trump.html
https://www.wsj.com/articles/global-stocks-waver-on-fed-policy-outlook-11564647018?shareToken=stf8c6d3710c4848edabd75e853795b5ba
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(Source:  Bloomberg) 

 

The S&P 500 fell over 60 points. 

 

 
(Source:  Bloomberg) 

 

The 10-year T-note yield fell over 15 bps to decline under 1.90%. 
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(Source:  Bloomberg) 

 

The dollar weakened on ideas that a trade conflict would likely force the Fed to cut rates more 

aggressively. 

 

 
(Source:  Bloomberg) 

 

This chart shows the 2-year T-note yield.  Like it’s longer duration “cousin” that yield fell 

sharply, confirming the comment on the EUR above.  In fact, the yield curve modestly 

steepened.   
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(Source:  Bloomberg) 

 

On the other hand, oil prices plunged on fears that a trade war will harm global economic 

growth.  We are seeing some recovery in oil prices this morning.  

 

We also note that tensions between the U.S. and China remain high; SoS Pompeo criticized 

China at the ASEAN meetings in Bangkok, a clear indication of deteriorating relations.   

 

Tories lose:  In a by-election in Wales, the Liberal-Democrats won the seat, reducing the Tory-

DUP coalition to a single seat.   The loss increases the odds of snap elections.  Labour continues 

to struggle, as it didn’t perform all that well.  The Liberal-Democrats ran on a platform to 

Remain in a district that voted to leave.  Perhaps the signal for this election is that the most 

important issue is the “should I stay or should I go” decision and not the traditional issues of 

fiscal policy, foreign policy, etc.  The risk of new elections could be that there is a swift 

realignment of the parties, where Remainers in the Labour and Conservative Parties move to the 

Liberal-Democrats and the traditional parties fall to minority status.   

 

North Korea:  There were more missile launches by Pyongyang.  Clearly, the Young General is 

trying to get the world’s attention.  

 

United States-Russia:  Today is the day that the United States has officially withdrawn from the 

Intermediate-Range Nuclear Forces Treaty of 1987, in which Washington and Moscow agreed 

not to develop, test, or deploy certain ground-based nuclear missiles that were seen as 

particularly dangerous and destabilizing.  The move, announced in February, follows the Russian 

deployment of a ground-based cruise missile in violation of the accord.  That violation was real 

enough, but we note that the immediate U.S. response didn’t have to be a complete withdrawal 

from the pact.  The U.S. side is apparently gambling that in order to free its hands to develop its 

own new weapons to counter a rising China, it would be worthwhile to sacrifice stability in 

Europe.  As we’ve already seen in the U.S.-China trade dispute, the Western Europeans are the 

main losers, at least in the immediate term.  Separately, President Trump has belatedly imposed 

new financial sanctions against Russia for using the nerve agent novichok in its effort to 

https://www.reuters.com/article/us-asean-thailand/conciliatory-tone-as-top-diplomats-from-united-states-and-china-meet-idUSKCN1UR3Y7
https://www.reuters.com/article/us-asean-thailand/conciliatory-tone-as-top-diplomats-from-united-states-and-china-meet-idUSKCN1UR3Y7
https://www.nytimes.com/2019/08/01/world/europe/boris-johnson-special-election.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190802&section=topNews?campaign_id=51&instance_id=11352&segment_id=15798&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/a6f69fba-b4bd-11e9-8cb2-799a3a8cf37b?emailId=5d43b14b1ce3b300041e6286&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.youtube.com/watch?v=BN1WwnEDWAM
https://www.ft.com/content/5e679b78-b4a4-11e9-8cb2-799a3a8cf37b?emailId=5d43b14b1ce3b300041e6286&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2019/08/01/world/asia/north-korea-missile-launch.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190802&section=whatElse?campaign_id=51&instance_id=11352&segment_id=15798&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.ft.com/content/3417b426-b4f8-11e9-bec9-fdcab53d6959
https://www.ft.com/content/3417b426-b4f8-11e9-bec9-fdcab53d6959
https://www.ft.com/content/78dff816-b4f3-11e9-8cb2-799a3a8cf37b
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assassinate former double agent Sergei Skripal in England during March 2018.  Under law, the 

administration was required to impose those sanctions last year, but resisted until Congress 

recently raised pressure on it with a number of new Russia sanctions bills. 

 

Afghanistan withdrawal:  Due to an agreement with the Taliban, the U.S. will reduce its troop 

strength in Afghanistan by 5k.   

 

Russia-Japan:  In another provocative move, Russian Prime Minister Medvedev today visited 

an island in the Pacific Ocean that is claimed by both Russia and Japan, resulting in a strong 

diplomatic protest by Tokyo. 

 

United States-European Union:  As we mentioned yesterday, it’s important to remember that 

while the overall global trade picture continues to slide, there are smaller-scale improvements 

from time to time.  Today, for example, the United States and the European Union will sign an 

agreement giving U.S. beef producers more access to the EU market.  The deal is a direct result 

of the Rose Garden meeting last summer between President Trump and European Commission 

President Jean-Claude Juncker. 

 

International Monetary Fund:  The European Union’s finance ministers will vote today on 

their candidate to succeed Christine Lagarde as head of the IMF.  The Europeans traditionally 

name the IMF chief, while the United States names the head of the World Bank.  Frontrunners 

for the IMF job include former Dutch Finance Minister Dijsselbloem, Finnish Central Bank 

Governor Rehn, Spanish Finance Minister Calviño, and Bulgarian World Bank executive 

Georgieva.  The unusual need for a vote reflects disagreement between Europe’s more affluent 

northern countries and the less developed southern nations. 

 

U.S. Economic Releases 
 

The June trade deficit came in wider than expected at $55.2 bn compared to the forecast of $54.6 

bn.   

 

 

https://www.washingtonpost.com/world/national-security/us-preparing-to-withdraw-thousands-of-troops-from-afghanistan-in-initial-deal-with-taliban/2019/08/01/01e97126-b3ac-11e9-8f6c-7828e68cb15f_story.html?stream=top&utm_campaign=newsletter_axiosam&utm_medium=email&utm_source=newsletter&utm_term=.1c82087f1455
https://www.washingtonpost.com/world/national-security/us-preparing-to-withdraw-thousands-of-troops-from-afghanistan-in-initial-deal-with-taliban/2019/08/01/01e97126-b3ac-11e9-8f6c-7828e68cb15f_story.html?stream=top&utm_campaign=newsletter_axiosam&utm_medium=email&utm_source=newsletter&utm_term=.1c82087f1455
https://www.japantimes.co.jp/news/2019/08/02/national/russian-pm-dmitry-medvedev-visits-disputed-island-off-hokkaido-despite-protest-tokyo/#.XUQzzuhKhaQ
https://www.japantimes.co.jp/news/2019/08/02/national/russian-pm-dmitry-medvedev-visits-disputed-island-off-hokkaido-despite-protest-tokyo/#.XUQzzuhKhaQ
https://finance.yahoo.com/news/u-eu-announce-beef-deal-041504836.html
https://www.ft.com/content/90159264-b432-11e9-bec9-fdcab53d6959
https://www.ft.com/content/90159264-b432-11e9-bec9-fdcab53d6959
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The chart above shows the trade balance of goods and the advance trade balance.   

 

The change in non-farm payrolls for July came in slightly below expectations at 164k compared 

to the forecast of 165k.  The prior report was revised downward from 224k to 193k.  Therefore, 

the two-month payroll net revision fell by 41k.  The change in private payrolls came in below 

expectations at 148k compared to the forecast of 165k.  The prior report was revised downward 

from 191k to 179k.  The change in manufacturing payrolls was above expectations, rising by 16k 

compared to the forecast of a 5k gain.  The prior report was revised downward from 17k to 12k. 

  

 
 

The chart above shows the change in total private employment, which suggests the economic 

expansion continues.   
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The chart above shows the 12-month moving total of the change in non-farm payrolls; a dip 

under 1.5mm signals recession. 

 

The unemployment rate came in above expectations at 3.7% compared to the forecast of 3.6%.  

The labor force rose 370k while employment in the household survey increased 283k.  The labor 

force participation rate rose to 63.0%, while the U-6 unemployment rate fell to steady at 7.0%.   

 

 
 

The chart above shows the relationship between the unemployment rate and the employment/ 

population ratio.  The divergence of the two variables has been one of the defining factors of this 

recovery and argues that labor market slack still remains. 

   

Average hourly earnings for all workers came in above expectations, rising 0.3% from the prior 

month compared to the forecast of 0.2%. 
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The chart above shows the yearly change in overall wages for all workers along with production 

and non-supervisory workers.  Average hourly earnings for all workers rose 3.2% from the prior 

month with non-supervisory workers wage growth at 3.3%, unchanged from July. 

 

A couple of other interesting developments.  First, part time employment for economic reasons 

(workers who could not find full time work) fell to a cycle low of 2.4%. 

 

 
 

And, the average duration of unemployment also fell to a new cycle low of 19.6 weeks. 
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Although still elevated, the decline does indicate improvement in the labor markets. 

 

In total, the jobs report was relatively mild. A tightening labor market likely resulted in a boost 

to wages and an uptick in the unemployment rate. That said, this report will likely not have much 

of an impact on equities as it does not give the Fed evidence that it should be cutting rates, but it 

does quells fears of an imminent downturn.   

 

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

 

EDT Indicator Expected Prior Rating

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

10:00 Factory Orders ex Trans m/m jun 0.0 **

10:00 Durable Goods Orders m/m jun 2.0% **

10:00 Durable Goods Orders ex Transportation m/m jun 1.2% **

10:00 Cap Goods Orders Nondef Ex Air m/m jun 1.9% **

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

10:00 U. of Michigan Sentiment m/m jul 98.5 98.4 ***

10:00 U. of Michigan Current Conditions m/m jul 111.1 **

10:00 U. of Michigan Expectations m/m jul 90.1 **

10:00 U. of Michigan 1 yr Inflation m/m jul 2.6% **

10:00 U. of Michigan 5-10 Yr Inflation m/m jul 2.6% **

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 
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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

Japan Monetary Base y/y jul 3.7% 4.0% * Equity and bond neutral

Australia PPI y/y 2q 2.0% 1.9% ** Equity and bond neutral

Retail Sales m/m jun 0.4% 0.1% 0.3% ** Equity and bond neutral

Retail Sales ex Inflation q/q 2q 0.2% -0.1% 0.3% ** Equity and bond neutral

New Zealand ANZ Consumer Confidence m/m jul -5.1% 2.8% *** Equity and bond neutral

EUROPE

Eurozone PPI m/m jul -0.6% -0.1% -0.3% ** Equity bullish, bond bearish

Retail Sales m/m jul 2.6% 1.3% 1.3% ** Equity bullish, bond bearish

Italy Industrial Production y/y jun -1.2% -0.7% -0.8% *** Equity and bond bearish

Retail Sales y/y jun 1.3% -1.8% ** Equity bullish, bond bearish

Switzerland CPI y/y jul 0.3% 0.6% 0.5% *** Equity bullish, bond bearish

CPI Core y/y jul 0.4% 0.7% 0.6% *** Equity bullish, bond bearish

PMI Manufacturing m/m jul 44.7 47.7 47.5 ** Equity and bond bearish

Russia Gold and Forex Reserve w/w 26-Jul 519.9 bn 520.3 bn * Equity and bond neutral

AMERICAS

Mexico Markit Mexico PMI Mfg m/m jul 49.8 49.2 ** Equity and bond neutral

IMEF Non-Manufacturing Index m/m jul 47.1 47.7 47.8 ** Equity and bond neutral

IMEF Manufacturing Index m/m jul 49.6 49.0 46.8 ** Equity bearish, bond bullish

Vehicle Domestic Sales m/m jul 105699 106398 * Equity and bond neutral

Leading Indicators m/m jun 0.01 0.00 ** Equity and bond neutral

Brazil Industrial Production m/m jun -5.9% 7.1% -6.1% *** Equity and bond neutral

Markit Brazil PMI Manufacturing m/m jul 49.9 51.0 ** Equity and bond neutral

Canada MLI Leading Indicator m/m jun 0.3% 0.2% ** Equity and bond neutral

Markit Canada Manufacturing m/m jul 50.2 49.2 ** 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) 227 225 2 Down

3-mo T-bill yield (bps) 202 203 -1 Neutral

TED spread (bps) 25 22 3 Neutral

U.S. Libor/OIS spread (bps) 200 203 -3 Up

10-yr T-note (%) 1.86 1.89 -0.03 down

Euribor/OIS spread (bps) -38 -38 0 Neutral

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

Currencies Direction

dollar down Neutral

euro up Up

yen up Up

pound flat Neutral

franc up Neutral  
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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 $62.18 $60.50 2.78% Weaker dollar

WTI $55.29 $53.95 2.48%  

Natural Gas $2.15 $2.20 -2.23%  

Crack Spread $21.09 $20.98 0.51%

12-mo strip crack $18.03 $17.96 0.41%

Ethanol rack $1.64 $1.64 -0.35%

Gold $1,436.73 $1,445.18 -0.58%

Silver $16.20 $16.34 -0.86%

Copper contract $261.05 $266.55 -2.06%

Corn contract 405.75$       402.50$       0.81%

Wheat contract 479.50$       475.75$       0.79%

Soybeans contract 872.00$       865.25$       0.78%

Baltic Dry Freight 1812 1868 -56

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) 65.0 58.0 7.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

temperatures in the south and along the East Coast.  The forecast calls for precipitation over most 

of the country other than the coasts.  There is some cyclone formation in the Atlantic Ocean, 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.  
 

August 2, 2019 
 

As wages and other costs rise and pricing power appears constrained, there are reasonable 

worries about the path of corporate earnings.  We use purely top-down analysis to forecast 

earnings.  Essentially, we forecast the percentage of total S&P company earnings relative to 

GDP.  We use the nominal GDP forecast from the Philadelphia FRB’s Survey of Economists 

along with our earnings as a percentage of GDP forecast to arrive at our estimate; we do note that 

this estimate is for total earnings for all members of the S&P 500 and not the per share estimate. 
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Sources:  Haver Analytics, Philadelphia Fed, CIM  
 

We are currently expecting S&P earnings to equal around 6% of GDP.   
 

There are a large number of components in the model but the most statistically significant are net 

exports as a percentage of GDP, credit spreads, the dollar and oil prices.  The components 

suggest that margins will likely contract if the U.S. does move to reduce the trade deficit.  A 

weaker dollar will help lift margins, and higher oil prices will tend to lift margins as well.  

Narrow credit spreads tend to support margins.   
 

The process of getting to earnings per share is tied to the divisor of the index.  And, that has been 

steadily falling, which is lifting earnings per share. 
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The divisor adjusts the index by accounting for mergers, the exchange of new companies into the 

index, and share issuance and buybacks.  The persistence of share buybacks is clearly reducing 

the divisor which acts to boost earnings per share. 
 

Adjusting for all these factors, our current forecast for earnings this year is $157.20, which is 

down from $160.93 at the beginning of the year.  We do use Standard and Poor’s earnings data, 

which tends to be less than the more widely reported data from Thomson-Reuters; we use the 

former because we have a much longer history of that data.  The current difference is significant.  

Thomson-Reuters data is about 11% higher than what is reported by Standard and Poor’s.   
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Our conversion model suggests a Thomson-Reuters earnings number of $168.92, which is well 

above the current consensus of $165.21.  Given that we are working off a 3.8% nominal GDP 

growth rate (and so, 2% inflation would lead to a 1.8% GDP growth number), which seems 

achievable, the financial markets are probably too pessimistic on earnings for the rest of the year.  

If we are wrong, it’s probably due to margin contraction.  Although there are worries about 

future policy causing margins to fall, the policy effect probably occurs next year, not in 2019.      
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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 8/1/2019 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 8/1/2019 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 1, 2019  
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P/E as of 7/31/2019 = 19.1x

 
 

Based on our methodology,1 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. 
 

                                                 
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 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. 


