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

EuroStoxx 50 is up 0.7% from the last close.  In Asia, the MSCI Asia Apex 50 closed up 1.0%.  

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

down 0.7% from the prior close.  U.S. equity index futures are signaling a higher open.  
 

It’s the last business day of “cultural summer” (the autumn equinox doesn’t occur until 

September 23), but the summer season generally ends with Labor Day.  Trade optimism 

continues to buoy equities.  There are elections in Germany over the weekend.  Hurricane Dorian 

is bearing down on the Atlantic Coast of Florida.  Here are the details and other items we are 

watching: 

 

China trade:  Optimism abounds but the evidence of progress is rather thin.  There are reports 

that trade negotiators are maintaining “effective communication” but it isn’t clear what exactly 

that means.  Both sides appear to be trying to look reasonable and seem to be seeking a way to 

reduce tensions.  However, underneath all the happy talk are increasingly long odds that the 

negative impact of the trade tensions can be avoided.  Here are few items of note: 

 

1. The CNY dropped sharply in August, its biggest monthly fall in 25 years.  Although the 

usual reaction to tariffs is currency depreciation, we expect the PBOC to resist further 

sharp declines.  First, Chinese firms are holding around $500 bn of dollar-denominated 

debt and CNY weakness increases the cost of debt service.  Second, fears of currency 

weakness tend to lead to capital flight in China; there are reports that authorities in China 

are increasing their efforts to contain outflows.   

2. There has been a timing problem with trade tensions.  Recall Q4 2018…equity markets 

were declining, in part on trade concerns, which led Presidents Xi and Trump to declare a 

temporary ceasefire.  One of the factors that led to this easing of tensions was that China 

had passed its party meetings.  China has informal meetings in August (which have just 

concluded) and major party gatherings in the first week of October.  It’s difficult for any 

Chinese leader to concede anything to foreigners until these meetings have passed.  This 

year is particularly sensitive because it is the 70th anniversary of the founding of the 

communist government on the mainland.  Chairman Xi is slated to give a major policy 

speech on October 1 to commemorate the event.  Giving that speech while making 

concessions to the U.S. is just about impossible.  Thus, we may have meetings between 

negotiators next month, but we would not expect any breakthroughs unless the U.S. 

completely caves, which looks highly improbable. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://beta.washingtonpost.com/business/2019/08/29/stock-futures-rise-sharply-after-china-says-its-opposed-further-escalation-trade-war/?wpisrc=nl_todayworld&wpmm=1
https://beta.washingtonpost.com/business/2019/08/29/stock-futures-rise-sharply-after-china-says-its-opposed-further-escalation-trade-war/?wpisrc=nl_todayworld&wpmm=1
https://www.wsj.com/articles/hurricane-dorian-heads-toward-florida-11567081892?shareToken=st528cc7e313b7475fa47374a84a47ddfc
https://www.wsj.com/articles/hurricane-dorian-heads-toward-florida-11567081892?shareToken=st528cc7e313b7475fa47374a84a47ddfc
https://www.reuters.com/article/us-usa-trade-china/china-u-s-trade-negotiating-teams-maintaining-effective-communication-china-idUSKCN1VK0OT
https://www.ft.com/content/ac42f33a-ca41-11e9-af46-b09e8bfe60c0?emailId=5d6892d589550e0004b63229&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://stats.bis.org/statx/srs/table/e2?m=USD
https://stats.bis.org/statx/srs/table/e2?m=USD
https://asia.nikkei.com/Business/Markets/Currencies/China-clamps-down-on-capital-flight-risk-as-yuan-weakens
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3. Although reports of contacts continue, both sides are preparing for more of the worst.  

China is said to be measuring its exposure to U.S. technology firms as it prepares a 

“blacklist” of unreliable U.S. trade partners.  The Trump administration is considering a 

plan to reduce taxes by the amount raised by the tariff levies.  If the U.S. were planning 

to pull back on tariffs, it would not need to create a mechanism to recycle the revenue.   

4. Nazak Nikakhtar, the acting chief of the Commerce Department bureau reviewing U.S. 

company license applications to trade with Chinese telecom firm Huawei (002502.SZ, 

3.06), has mysteriously resigned in order to return to the more junior position she 

previously held elsewhere in the department.  The licenses to trade with Huawei have 

become an important bargaining chip in the U.S.-China trade dispute.  As an inducement 

to China, President Trump has promised the licenses would be issued, but none have been 

granted to date.  Nikakhtar’s curious decision to step back to a lower-level role suggests 

there was something about the process that she found unpalatable. 

5. Pain from the trade war is rising.  U.S. businesses complain their Chinese operations have 

been adversely affected by the trade war and are warning that the conflict is hurting their 

overall business.  The Peterson Institute has a fine summary of the impact we have seen 

from the trade war.   

6. Although the process is slow, it does appear that some operations are moving out of 

China.  India is attempting to become a destination for this outflow.  However, there is 

scant evidence that production is coming back to the U.S., a goal of the administration.   

7. There is a risk that the trade war could trigger a financial event, most likely in China.  

Two items caught our attention, in addition to the aforementioned level of dollar debt 

held by Chinese firms.  First, the PBOC is trying to contain potential problems in smaller 

banks that could be at risk to the slowing economy.  Second, the Chinese youth, unlike 

their parents, are spending heavily and racking up debt to maintain their lifestyle.  They 

could be vulnerable to a decline in growth.  Although the Xi government would appear to 

be able to absorb more pain than the Trump administration, one must be careful not to 

overestimate Chinese resilience.  At the same time, as noted in point two, the odds of a 

deal before mid-October are very low. 

 

German local elections:  Germany will hold state elections in Brandenburg and Saxony on 

Sunday, 9/1.  The AfD is making a strong showing; if the CDU loses, it could undermine Merkel 

and her successor, AKK.  In addition, a poor showing might tempt the Social Democrats to exit 

the grand coalition and bring down the government.   

 

Hong Kong:  The municipal police have arrested several high-profile democracy activists on 

charges of instigating unlawful demonstrations.  Those arrested include Joshua Wong, a key 

leader of the “Umbrella Movement” in 2014, and Agnes Chow, a leader in Wong’s group, as 

well as two elected officials and the former head of a student union.  Wong and Chow were later 

released on bail, but the arrests are seen as a warning for anyone trying to organize further 

protests like those that have been going on all summer.  More ominously, two other well-known 

activists were attacked and beaten by masked assailants, suggesting the government could still be 

using organized crime figures – or at least their tactics – to intimidate demonstrators.  After the 

https://www.wsj.com/articles/china-studying-tech-companies-exposure-to-u-s-suppliers-11567078489?shareToken=stc21b779b5f6c46ae81827d9c60ee41c1
https://beta.washingtonpost.com/business/2019/08/29/white-house-mulls-rick-scott-idea-cut-taxes-by-amount-raised-tariffs-through-us-china-trade-war/
https://beta.washingtonpost.com/business/2019/08/29/white-house-mulls-rick-scott-idea-cut-taxes-by-amount-raised-tariffs-through-us-china-trade-war/
https://www.wsj.com/articles/u-s-official-involved-in-huawei-dispute-steps-down-11567113252?tesla=y&mod=article_inline
https://thehill.com/policy/finance/459338-us-companies-say-trade-war-has-harmed-business-in-china-survey
https://thehill.com/policy/finance/459338-us-companies-say-trade-war-has-harmed-business-in-china-survey
https://thehill.com/policy/finance/trade/459216-businesses-plead-with-trump-as-trade-war-pain-sets-in
https://thehill.com/policy/finance/trade/459216-businesses-plead-with-trump-as-trade-war-pain-sets-in
https://www.piie.com/blogs/trade-and-investment-policy-watch/us-china-trade-war-guns-august
https://www.bloomberg.com/news/features/2019-08-29/apple-iphone-amazon-echo-production-moving-from-china-to-india
https://www.cnbc.com/2019/08/29/india-to-woo-apple-other-firms-to-capitalize-on-us-china-trade-war.html
https://www.axios.com/us-companies-arent-leaving-china-for-america-despite-what-trump-says-bf443362-03fd-4292-ba79-223fc79fe2b2.html
https://www.nasdaq.com/article/china-considers-new-rules-for-smaller-banks-to-limit-risk-20190828-01046
https://www.nasdaq.com/article/china-considers-new-rules-for-smaller-banks-to-limit-risk-20190828-01046
https://www.wsj.com/articles/young-chinese-spend-like-americansand-take-on-worrisome-debt-11567093953?shareToken=st79c44ac6096b4370b9aa58d4d66dd45b
https://www.wsj.com/articles/young-chinese-spend-like-americansand-take-on-worrisome-debt-11567093953?shareToken=st79c44ac6096b4370b9aa58d4d66dd45b
https://www.ft.com/content/c6da76c2-ca3d-11e9-a1f4-3669401ba76f?emailId=5d6892d589550e0004b63229&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/german-vote-periphery-center-brandenburg/?utm_source=POLITICO.EU&utm_campaign=94c4408d88-EMAIL_CAMPAIGN_2019_08_30_05_01&utm_medium=email&utm_term=0_10959edeb5-94c4408d88-190334489
https://www.ft.com/content/3a1dd92c-cabf-11e9-a1f4-3669401ba76f
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Hong Kong government’s refusal yesterday to grant a permit for another big demonstration on 

Saturday, its organizers officially cancelled it, but other democracy and anti-China activists are 

calling for unsanctioned protests.  The potential for miscalculation and violence remains high, 

which will likely continue to be a cloud over the Hong Kong economy and assets. 

 

In a report that should dispel hopes that Beijing will make concessions to the Hong Kong 

protestors, Hong Kong Chief Executive Carrie Lam evidently proposed a formal withdrawal of 

her controversial extradition bill this summer, but Chinese officials rejected the idea. 

 

Brexit:  Courts in Scotland and Northern Ireland have both declined to issue an immediate 

injunction against Prime Minister Johnson’s plan to suspend Parliament in order to prevent 

legislation that would block a no-deal Brexit.  Instead, both courts have scheduled hearings on 

the matter next week, but legal experts suggest the suspension is a prerogative of the prime 

minister that is not subject to review.   

 

Otherwise, the game of chicken is on.  PM Johnson is pressing for talks with the EU to damp 

down the outrage over closing Parliament.  The opposition is considering a no-confidence vote, 

even picking up some Remain Tories, but that requires getting behind a caretaker government 

led by Jeremy Corbyn, a distasteful option.  The EU shows little sign of changing anything; 

Ireland remains upset with the U.K. over the backstop.  Again, as we noted yesterday, despite all 

the turmoil, the GBP is holding its own, suggesting that we may be seeing a short-term bottom in 

the currency.   

 

Japan:  In its budget request for the fiscal year starting April 1, the Defense Ministry proposed 

converting a destroyer into Japan’s first post-World War II aircraft carrier, and buying U.S.-

made F-35B jet fighters to arm it.  The proposal is consistent with Prime Minister Abe’s drive to 

revamp the country’s pacifist constitution and adopt a more muscular, independent approach to 

national defense.  As they continue to push for the U.S. to step back from its traditional role as 

global hegemon, President Trump and his administration will likely applaud the possibility that 

Japan could soon be able to shoulder more responsibility for its own defense.  However, it’s 

important to remember that a future carrier could also allow Japan to project power in ways that 

might be at odds with U.S. interests, such as pressuring South Korea over the disputed Dokdo 

islands. 

 

Iran:  There is apparently growing sentiment in Iran that it will be forced to acquiesce to talks 

with the U.S. because President Trump might win a second term and the Iranian economy 

probably won’t be able to withstand another five years of sanctions.  If this is the case, Iran will 

probably try to ramp up its disruptive actions in the Middle East to improve its bargaining 

position.  The risk, of course, is that it overreaches and triggers a military response.  Of course, 

hawks within the administration would support escalation; we note that Israel is uncomfortable 

with U.S. and Iranian talks.  This situation is bullish for oil until talks ensue.   

 

Odds and ends:  Ridesharing firms are deploying a massive lobbying effort to thwart attempts 

by legislators that would make it more difficult to treat their workers as independent contractors.  

There is evidence that wealthy Americans are cutting back their spending, perhaps signaling a 

loss of confidence.  Argentina suffered a three-notch downgrade by Standard and Poor’s.  The 

https://www.reuters.com/article/us-hongkong-protests-china-exclusive/exclusive-amid-crisis-china-rejected-hong-kong-plan-to-appease-protesters-sources-idUSKCN1VK0H6?feedType=RSS&feedName=topNews
https://www.ft.com/content/c9c3e030-42f5-325a-8990-742d5399f40d
https://www.ft.com/content/c9c3e030-42f5-325a-8990-742d5399f40d
https://www.ft.com/content/057a31c0-ca7e-11e9-a1f4-3669401ba76f
https://www.nytimes.com/2019/08/29/world/europe/boris-johnson-brexit-parliament-backlash.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190830&section=topNews?campaign_id=51&instance_id=12016&segment_id=16600&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/d75cbc18-ca7d-11e9-a1f4-3669401ba76f?emailId=5d6892d589550e0004b63229&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d75cbc18-ca7d-11e9-a1f4-3669401ba76f?emailId=5d6892d589550e0004b63229&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/18afe070-ca59-11e9-af46-b09e8bfe60c0?emailId=5d6892d589550e0004b63229&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-britain-eu-coveney/ireland-britain-dispute-existence-of-credible-brexit-backstop-plans-idUSKCN1VK0GG
https://www.wsj.com/articles/japan-to-beef-up-military-with-money-for-aircraft-carrier-u-s-jet-fighters-11567141391?mod=hp_lista_pos2
https://www.nytimes.com/2019/08/29/world/middleeast/iran-trump-talks.html
https://www.axios.com/scoop-netanyahu-tried-to-reach-trump-to-block-zarif-meeting-85a6a92d-51fa-4d55-bb79-e5163b0706ce.html
https://apnews.com/0ac87eaf24804ee98f88760cec11dd39?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cnbc.com/2019/08/28/the-rich-arent-spending-signaling-a-possible-recession-ahead.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-argentina-economy-debt/sp-slashes-argentinas-long-term-debt-three-notches-on-maturity-extension-plan-idUSKCN1VJ184
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country’s long-term foreign debt now carries a CCC rating.  ECB hawks are pushing back 

against Mario Draghi’s planned easing expected next month.  There are increasing reports that 

businesses are simply unable to find workers in some markets, a reflection of tight labor market 

conditions and a growing lack of mobility among American workers.   

 

U.S. Economic Releases 

 

Personal income came in below expectations, rising 0.1% from the prior month compared to the 

forecast rise of 0.3%.  The prior report was revised upward from 0.4% to 0.5%.  Personal 

spending rose 0.6% from the prior month.  Real personal spending came in above expectations, 

rising 0.4% from the prior month compared to the forecast of 0.3%.   

 

   
 

The chart above shows the year-over-year change in personal income.  Personal income rose 

4.6% from the prior year.  The trade war appears to have weighed on personal income as the only 

sectors to see losses in July were manufacturing and farming.  

 

The PCE deflator came in line with expectations, rising 0.2% from the prior month.  Core PCE 

was also in line with expectations, also rising 0.2% from the prior month. 

 

https://www.bloomberg.com/news/articles/2019-08-30/draghi-gets-warning-shots-from-ecb-hawks-as-stimulus-talks-near?srnd=markets-vp
https://www.axios.com/americas-worker-deserts-baa3ba5c-30a3-4d19-8899-461212d31fc2.html
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The chart above shows the year-over-year change in core PCE and core CPI.  The yearly changes 

in core PCE and core CPI rose 1.6% and 2.2%, respectively.   
 

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

EDT Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m aug 47.5 44.4 ***

10:00 U. of Michigan Sentiment m/m aug 92.3 92.1 ***

10:00 U. of Michigan Current Conditions m/m aug 107.4 **

10:00 U. of Michigan Expectations m/m aug 82.3 **

10:00 U. of Michigan 1 yr Inflation m/m aug 2.7% **

10:00 U. of Michigan 5-10 Yr Inflation m/m aug 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 

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

Jobless Rate m/m jul 2.2% 2.3% 2.3% *** Equity and bond neutral

Job-to-Applicant Ratio m/m jul 1.59 1.61 1.61 *** Equity and bond neutral

Tokyo CPI y/y aug 0.6% 0.9% 0.6% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y aug 0.7% 0.8% 0.7% *** Equity and bond neutral

Retail Sales y/y jul -2.0% 0.5% -0.7% ** Equity and bond bearish

Industrial Production y/y jul 0.7% -3.8% -0.6% *** Equity bullish, bond bearish

India Fiscal Deficit INR Crore m/m jul 115550 65898 ** Equity and bond neutral

Australia Building Approvals y/y jul -28.5% -25.6% -22.2% ** Equity and bond bearish

Private Sector Credit y/y jul 3.1% 3.3% 3.2% ** Equity and bond neutral

New Zealand ANZ Consumer Confidence m/m aug 1.5% -5.1% *** Equity and bond neutral

Building Permits y/y jul -1.3% -3.9% ** Equity and bond neutral

South Korea Industrial Production y/y jul 0.6% -2.9% -3.2% *** Equity bullish, bond bearish

EUROPE

Eurozone Unemployment Rate m/m aug 7.5% 7.5% 7.5% *** Equity and bond neutral

CPI Core y/y aug 0.9% 0.9% 1.0% *** Equity and bond neutral

CPI Estimate y/y aug 1.0% 1.1% 1.0% *** Equity and bond neutral

Italy CPI EU Harmonized m/m aug 0.0% -1.7% 0.0% *** Equity and bond neutral

CPI NIC incl. tobacco y/y aug 0.5% 0.3% 0.5% *** Equity and bond neutral

GDP y/y 2q -0.1% 0.0% 0.0% *** Equity bearish, bond bullish

Unemployment Rate m/m jul 9.9% 9.7% 9.6% *** Equity and bond bearish

Germany Retail Sales m/m jul -2.2% 3.5% -1.3% *** Equity and bond bearish

France Budget Balance m/m jul -109.7 Bil -77.3 Bil ** Equity and bond bearish

PPI m/m jul 0.0% 0.2% ** Equity and bond neutral

CPI m/m jul 1.1% 1.1% 1.0% *** Equity and bond neutral

UK Nationwide House Px y/y aug 0.6% 0.3% 0.7% ** Equity and bond neutral

Switzerland KOF LEI m/m aug 97.0 97.1 95.1 ** Equity and bond neutral

AMERICAS

Canada Current Account Balance q/q 2q -$6.38 Bil -$17.35 Bil -$9.75 Bil ** Equity bullish, bond bearish

Brazil GDP q/q 2q 1.0% 0.5% 0.8% ** Equity bullish, bond bearish

FGV Inflation IGPM m/m aug 5.0% 6.4% 5.0% ** 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) 212 212 0 Down

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

TED spread (bps) 19 17 2 Neutral

U.S. Libor/OIS spread (bps) 185 185 0 Up

10-yr T-note (%) 1.52 1.50 0.02 Down

Euribor/OIS spread (bps) -43 -42 -1 Neutral

EUR/USD 3-mo swap (bps) 14 14 0 Down

Currencies Direction

dollar Flat Up

euro Down Down

yen Up Up

pound Flat Down

franc Flat Up

Central Bank Action Current Prior Expected

Bank of Korea 7-day Repo Rate 1.500% 1.500% 1.500% On forecast  
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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 $60.81 $61.08 -0.44%

WTI $55.85 $56.71 -1.52%  

Natural Gas $2.28 $2.30 -0.61%  

Crack Spread $13.74 $13.62 0.93%

12-mo strip crack $16.09 $16.10 -0.07%

Ethanol rack $1.56 $1.56 0.03%

Gold $1,525.82 $1,527.63 -0.12%

Silver $18.37 $18.27 0.56%

Copper contract $257.40 $257.75 -0.14%

Corn contract 373.25$       371.25$       0.54%

Wheat contract 465.00$       472.75$       -1.64%

Soybeans contract 875.00$       868.50$       0.75%

Baltic Dry Freight 2277 2267 10

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%

Natural gas (bcf) 60.0 59.0 1.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

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, with dry conditions in the southwestern region.  Tropical Storm 

Dorian is making its way through the Bahamas today.  It will likely proceed 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 30, 2019 
 

As various permutations of the yield curve invert, projections of recession are increasing.  One of 

our favorites, the 10-year T-note/fed funds yield curve, has been inverted for three months.  
 

-8

-6

-4

-2

0

2

4

55 60 65 70 75 80 85 90 95 00 05 10 15 20 25

10-YEAR T-NOTE/

FED FUNDS YIELD CURVE

%

Sources:  Haver Analytics, CIM  
 

This chart shows the history of this yield curve; since 1960, every recession was preceded by an 

inversion of this indicator.  However, that isn’t to say that every inversion led to a recession. 

There were two false positives in the series, one in 1965 and another in 1998.  The former we 

consider a true false positive as the inversion lasted several months but a recession didn’t follow.  

The latter event only lasted one month and was tied to the financial turmoil of the Asian 

Economic Crisis, the collapse of Long-Term Capital Management and the Russian debt default.  

The fact that the inversion was short-lived weakens the case that it was a true inversion. 

 

If this signal of recession holds, when does it arrive?  Here is a look at the timing: 
 

RECESSION

YEARS INVERSION RECESSION MONTHS

1969-70 Apr-68 Dec-69 20

1973-75 Mar-73 Nov-73 8

1980 Sep-78 Jan-80 16

1981-82 Aug-80 Jul-81 11

1990-91 Jan-89 Jul-90 18

2001 Apr-00 Mar-01 11

2007-09 Jul-06 Dec-07 17

AVERAGE 15  
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On average, recessions occur 15 months after inversion; that would put the onset around next 

September.  The range is eight months to 18 months.  Using that range, the recession could begin 

as early as February 2020 or as late as February 2021.  Although this history offers some insight 

into timing, the reality is that the number of events is rather limited.  Thus, investors should treat 

the data as a guide.  The economic data remains mixed, but the preponderance of the evidence 

suggests that the U.S. economy is weakening but not in recession. 

 

As we have noted before, recessions tend to have two causal factors, policy error and 

geopolitical events.  The 1973-75 and 1990-91 recessions are considered to be partly due to 

geopolitical factors; the former was affected by the Arab Oil Embargo and the latter by the 

Persian Gulf War.  However, both also had yield curve inversions.  It is quite possible that the 

geopolitical events caused the recessions to occur faster than they might have otherwise in the 

absence of these events.   

 

We are watching the trade conflict with great interest because it might affect the timing of a 

downturn.  If the trade conflict worsens, lifting import prices and forcing the Fed to slow its path 

of lowering rates, the recession might occur sooner than it otherwise would.  A recession would 

certainly affect the 2020 elections; no incumbent has survived a recession since Calvin Coolidge.  

We will likely begin to prepare for a downturn next year.  If the trade conflict worsens, the 

timing may be accelerated.   

   

  

 

   
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 8/29/2019 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. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 8/29/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash
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US Government Bond
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Large Cap
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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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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


