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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: December 3, 2019—9:30 AM EST] Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is up 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 0.4%.  Chinese markets were higher, with the Shanghai composite up 0.3% and the 

Shenzhen index up 0.6% from the prior close.  U.S. equity index futures are signaling a lower 

open.  With 487 companies having reported, the S&P 500 Q3 earnings stand at $42.60, higher 

than the $41.08 forecast for the quarter.  The forecast reflects a 4.0% decrease from Q3 2018 

earnings.  Thus far this quarter, 76.0% of the companies reported earnings above forecast, while 

16.8% reported earnings below forecast.   

 

Trade worries continue to weigh on equity markets.  NATO meeting starts tomorrow.  Here is 

what we are watching this morning: 

 

Trade:  The trade issue is getting increasingly messy and equity markets are falling.  Here are 

some of the issues: 

 

1. France and tech taxes:  The Macron government has applied a “digital services tax” 

primarily aimed at U.S. tech firms.  Based on the USTR recommendations, the U.S. is 

threatening to retaliate against champagne and cheese, and the retaliation being 

considered isn’t small; a tariff of 100% against $2.4 bn of French imports is on the line.  

France, through the EU,1 is vowing to retaliate.   

2. EU and aircraft:  The U.S. is threatening additional tariffs in a case against Airbus 

(EADSY, USD 36.02).  The WTO, earlier in the year, agreed with the U.S. position that 

state subsidies by the EU to Airbus violated trade laws and opened the door for U.S. trade 

sanctions.  Although the WTO gave the U.S. limits on the degree of retaliation, the USTR 

has indicated it may move beyond these limits.   

3. Brazil and Argentina:  As we noted yesterday, President Trump indicated that the U.S. 

would restore steel and aluminum tariffs on Brazil and Argentina in response to currency 

depreciation.  Both the Brazilian real and the Argentine peso weakened due to unrelated 

issues (overly easy monetary policy in the former, fears of bond default and a leftist 

swing in elections on the latter) but the president appears to be viewing currency 

weakness as a reason for applying tariffs.  This reasoning opens a new avenue for tariffs, 

although it may be a bit like using gasoline to douse a fire.  Under conditions of floating 

                                                 
1 France cannot implement trade actions by itself.  The digital services tax is a domestic tax structured to put the 
incidence on U.S. tech firms but it is not a trade action. For nations of the EU, trade rules are made at the EU level.   
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.washingtonpost.com/us-policy/2019/12/02/trump-announces-tariffs-steel-aluminum-brazil-argentina/?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://nyti.ms/2Lvi4kn
https://www.politico.com/news/2019/12/02/trump-trade-french-champagne-google-taxes-074859?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/trump-administration-proposes-tariffs-against-2-4-billion-of-french-goods-11575328674?shareToken=st2f55187c36d94257a88d052921ca8348
https://www.wsj.com/articles/france-promises-eu-retaliation-after-u-s-trade-threats-11575366997?shareToken=st09bf9c679556456d89ffecabb0f9b0d6
https://www.ft.com/content/dab6ba96-1512-11ea-9ee4-11f260415385?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/dab6ba96-1512-11ea-9ee4-11f260415385?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1ad2ffbc-14f6-11ea-8d73-6303645ac406?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1ad2ffbc-14f6-11ea-8d73-6303645ac406?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/trump-tweets-brazil-argentina-steel-aluminum-tariffs-9ed7a276-cafd-404f-a842-cfb6db6a0ca7.html
https://www.axios.com/trump-tweets-brazil-argentina-steel-aluminum-tariffs-9ed7a276-cafd-404f-a842-cfb6db6a0ca7.html
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exchange rates, tariffs usually lead to currency depreciation in the targeted country.  

Adding more tariffs will likely lead to additional depreciation.  Still, if this is where trade 

policy is going, the dollar could continue to defy gravity and appreciate further. 

4. China:  Commerce Secretary Ross indicated that if China didn’t agree to a trade deal in 

12 days, the tariffs planned for December 15th will go into effect.  These would be the 

tariffs on the $156 bn of Chinese imports that have been, so far, unaffected by earlier 

tariffs.  This basket would primarily affect consumer goods and could be much more 

damaging than those applied earlier.  President Trump has indicated that he was under no 

deadline to do a deal with China, suggesting that a Phase 1 agreement may not occur 

anytime soon.  Meanwhile, China is hinting that it may create a “blacklist” of 

“unreliable” U.S. firms; it is unclear what being on that blacklist would mean, but 

nothing about it sounds like it would be favorable.   

5. U.S Congress:  Although there is a tendency, in our hyper partisan age, to view political 

trends as tied to party, in reality, there are underlying factors that are shaping U.S. policy.  

In other words, to think that we will see a sudden reversal in trade policy with a new 

president is probably unwise, because what President Trump is doing on trade is, in some 

fashion, a reflection of rising dissatisfaction among the electorate on the impact of trade.  

The GOP, long a bastion of free trade, has mostly adopted the president’s trade policy.  

Individually, many express discomfort with the trend, but the reality is that the wave of 

deglobalization is underway and trying to stop it probably puts a Congress member’s 

political career at risk.    

For the financial markets, much of the recent rally in equities has been tied to some sort of truce 

on trade.  If that isn’t going to develop, the rally is at risk.  The trade conflict does appear to be 

having an impact on the economy.  The chart below shows the manufacturing PMI spread 

between the U.S. and China.  We have placed a vertical line at February 2018, when the trade 

conflict with China increased.  The ISM manufacturing index has declined relative to China 

since then. 

 

 
 

https://www.foxbusiness.com/markets/us-tariffs-chinese-deal-wilbur-ross?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.foxbusiness.com/markets/us-tariffs-chinese-deal-wilbur-ross?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/trump-says-trade-war-could-drag-on-stokes-france-spat-11575374711?shareToken=st9bd8e86a47714c548f214b9956a4e4b9
https://www.wsj.com/articles/trump-says-trade-war-could-drag-on-stokes-france-spat-11575374711?shareToken=st9bd8e86a47714c548f214b9956a4e4b9
https://finance.yahoo.com/video/china-hints-u-blacklist-imminent-091401364.html
https://twitter.com/GlobalTimesBiz/status/1201550282875785216?ref_src=twsrc%5Etfw%7Ctwcamp%5Etweetembed%7Ctwterm%5E1201550282875785216&ref_url=https://www.bloomberg.com/news/articles/2019-12-03/china-hints-u-s-blacklist-imminent-in-threat-to-trade-talks&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.politico.com/news/2019/12/02/trump-conquers-republicans-on-trade-074857?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.ft.com/content/ab46ddd8-14e3-11ea-8d73-6303645ac406?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ab46ddd8-14e3-11ea-8d73-6303645ac406?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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NATO:  Member nations are gathering in London for meetings starting tomorrow.  The treaty 

group is at some sort of crossroads.  French President Macron has been highly critical of NATO, 

calling the treaty organization “brain dead.”  President Trump has also criticized the EU for “free 

riding” U.S. defense spending. Additionally, Turkey has been unhappy with NATO, angry that 

the U.S. and EU opposed its actions against the Kurds.  Turkish President Erdogan is threatening 

to scuttle a plan to support the Baltics if NATO doesn’t declare various Kurdish groups as 

terrorist organizations.  NATO worked best when it had a clear adversary; some leaders are 

suggesting NATO should turn its focus to China.  China has suggested taking such a stance 

would turn the EU into a U.S puppet.  Meanwhile, PM Johnson simply hopes the meeting goes 

off without a bombshell that would hurt his election chances, as the vote occurs in nine days.   

 

Iran:  The repression of protests over the recent increase in gasoline prices continues.  U.S. 

sanctions have not succeeded, so far, in bringing Iran back to the bargaining table, but they have 

clearly caused severe harm to the Iranian economy.   

 

Russia-Germany:  Federal prosecutors in Germany believe Russian intelligence agents have 

carried out yet another extraterritorial assassination on a NATO member’s soil.  This time, the 

target was an ethnic Chechen-Georgian national who fought against Russia in Chechnya and was 

murdered in a Berlin park this summer. 

 

Finland:  Prime Minister Rinne has resigned after losing the support of the Centre Party, a key 

coalition ally, over his handling of a postal strike that spread to other sectors before being settled 

last week.  If a new prime minister can’t be chosen from the existing coalition, there may be new 

elections that could bring the Eurosceptic Finns Party to power. 

 

Japan:  Officials have provided more detail on the government’s planned fiscal stimulus 

package.  The package will total some ¥13 trillion (about $120 billion), almost all of which 

would be spent in the fiscal year beginning in April.  The stimulus could be a positive for 

Japanese equities, but it is likely to heighten concern about the country’s massive debt load.   

 

China-Hong Kong:  The former chief economist for China’s state-owned Bank of 

Communications, Law Ka-chung, said he was forced to resign because he is a Hong Konger.  He 

also said mainland firms in the city are increasingly purging Hong Kongers and imposing strict 

censorship on them.  That suggests that besides China’s overt efforts to bring Hong Kong under 

closer control, there is also a creeping sinisization being carried out via commercial firms.  

That’s probably a further headwind for Hong Kong stocks, on top of the continued anti-China 

political protests that have hurt the economy so much and the threat of a violent Chinese 

crackdown. 

 

Brazil:  Adding to yesterday’s data suggesting a potential recovery in Chinese manufacturing, 

data today shows Brazilian GDP rose by a better-than-expected 0.6% in the third quarter.  Not 

only was that an improvement from the 0.5% rise in the second quarter, but it was also the best 

increase since the beginning of 2018.  Nevertheless, Brazil is still recovering only ploddingly 

from its painful 2014-2016 recession.  GDP in the third quarter was up just 1.2% from the same 

period one year earlier, far short of its average annual rise of 2.3% over the last two decades. 

 

https://www.washingtonpost.com/world/europe/nato-hopes-to-get-through-70th-anniversary-without-explosions-from-trump-or-macron/2019/12/02/88d64e32-0fb1-11ea-924c-b34d09bbc948_story.html?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.bloomberg.com/news/articles/2019-12-01/this-time-trump-will-be-just-one-of-the-wild-cards-at-nato?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.bloomberg.com/news/articles/2019-12-01/this-time-trump-will-be-just-one-of-the-wild-cards-at-nato?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.politico.com/news/magazine/2019/11/25/natos-next-threat-its-own-leaders-073527?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.wsj.com/articles/nato-meeting-overshadowed-by-frances-macron-11575302536?shareToken=st25dc7bf0132c432da7f4e636ca2c0228
https://www.reuters.com/article/us-nato-summit/turkey-threatens-to-block-nato-plan-on-summit-eve-idUSKBN1Y7005
https://www.aljazeera.com/news/2019/12/turkey-threatens-block-nato-baltic-defence-plan-ypg-191203083651527.html
https://www.reuters.com/article/us-australia-nato/nato-needs-to-address-chinas-rise-says-stoltenberg-idUSKCN1UX0YX?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
http://www.globaltimes.cn/content/1172026.shtml?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/bbe594f4-1515-11ea-9ee4-11f260415385?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/bbe594f4-1515-11ea-9ee4-11f260415385?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/iran-takes-hard-line-to-keep-protests-down-11575288000?shareToken=stc30133a375ce4da8897a9eaaeda6d48f
https://nyti.ms/33DfM8Z
https://www.wsj.com/articles/iran-cut-off-from-vital-cash-reserves-is-approaching-economic-peril-u-s-says-11575369002?shareToken=st194c0248402147008dca900041239edd
https://www.rferl.org/a/germany-suspects-russia-link-to-ethnic-chechen-s-killing-in-berlin/30305364.html
https://www.ft.com/content/ad470d3c-15c0-11ea-8d73-6303645ac406
https://www.japantimes.co.jp/news/2019/12/03/business/economy-business/japan-preparing-13-trillion-stimulus-package-recession-risks/#.XeZnDldKiUk
https://www.japantimes.co.jp/news/2019/12/03/business/economy-business/japan-preparing-13-trillion-stimulus-package-recession-risks/#.XeZnDldKiUk
https://www.ft.com/content/6cdbc024-1270-11ea-a7e6-62bf4f9e548a
https://www.ft.com/content/ca015652-15cb-11ea-9ee4-11f260415385
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Odds and ends:  Sweden, long a champion of negative nominal interest rates, appears set to 

abandon the practice, concluding the policy is ineffective.  We are seeing an uptick in corporate 

bond defaults in China; it seems that financial authorities are willing to allow defaults, likely to 

reduce debt growth by injecting a bit of fear into lenders.  However, China is new to defaults 

(they weren’t legal until 2014) and we are watching to see if the financial system finds itself 

facing a cascade of bad corporate debt.  Although the Brent crude oil benchmark will live on, 

Brent crude oil itself appears to be coming to an end.  The last remaining wells are expected to 

be capped next year.   

  

U.S. Economic Releases 

 

There were no domestic releases scheduled prior to the publication of this report. The table 

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

 

EDT Indicator Expected Prior Rating

Ward Total Vehicle Sales m/m nov 16.90 Mil 16.55 Mil **

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 

https://www.ft.com/content/13455976-12b1-11ea-a7e6-62bf4f9e548a?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/13455976-12b1-11ea-a7e6-62bf4f9e548a?emailId=5de5d32347989600049a6da3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bloomberg.com/news/articles/2019-12-02/founder-group-faces-fresh-test-as-285-million-bond-comes-due
https://www.bloomberg.com/news/articles/2019-12-02/founder-group-faces-fresh-test-as-285-million-bond-comes-due
https://www.wsj.com/articles/brent-oil-set-to-disappear-as-crude-price-benchmark-lives-on-11575284774?shareToken=st7835871bea7f4a06aa479cc26f118926
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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 nov 3.3% 3.1% ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption w/w 1-Dec 108.1 106.8 ** Equity and bond neutral

Net Exports of GDP y/y 3q 0.2 0.6 0.2 *** Equity and bond neutral

BoP Current Account Balance q/q 3q A$7.9 Bil A$5.9 Bil A$6.1 Bil ** Equity bullish, bond bearish

EUROPE

Eurozone PPI y/y oct -1.9% -1.2% -1.8% ** Equity and bond neutral

France Budget Balance YTD m/m oct -107.7 Bil -109.0 Bil ** Equity and bond neutral

UK Markit/CIPS UK Construction m/m nov 45.3 44.2 44.5 ** Equity bullish, bond bearish

Unit Labor Costs y/y 2q 3.6% 2.1% ** Equity and bond neutral

Switzerland CPI y/y nov -0.1% -0.2% -0.1% *** Equity bullish, bond bearish

CPI EU Harmonized y/y nov -0.3% -0.3% -0.1% *** Equity bullish, bond bearish

CPI Core y/y nov 0.4% 0.2% 0.2% *** Equity bearish, bond bullish

AMERICAS

Mexico Markit Mexico PMI Mfg m/m nov 4.641 Tril 4.663 Tril ** Equity and bond neutral

Canada Markit Canada PMI Mfg m/m nov 48.0 50.4 ** Equity and bond neutral

Brazil Markit Brazil PMI Mfg m/m nov 52.9 52.2 ** Equity and bond neutral

CNI Capacity Utilization m/m oct 78.0% 78.0% ** Equity and bond neutral

Trade Balance Monthly m/m nov $3.428 Bil $1.206 Bil $3.383 Bil ** 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) 191 191 0 Down

3-mo T-bill yield (bps) 153 154 -1 Neutral

TED spread (bps) 38 37 1 Neutral

U.S. Libor/OIS spread (bps) 156 156 0 Up

10-yr T-note (%) 1.80 1.82 -0.02 Down

Euribor/OIS spread (bps) -40 -40 0 Down

EUR/USD 3-mo swap (bps) 18 18 0 Down

Currencies Direction

dollar Down Up

euro Flat Down

yen Up Down

pound Up Up

franc Up Down  
 

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 $60.70 $60.92 -0.36%

WTI $55.79 $55.96 -0.30%

Natural Gas $2.40 $2.33 3.22%

Crack Spread $14.57 $14.55 0.14%

12-mo strip crack $17.33 $17.28 0.30%

Ethanol rack $1.70 $1.73 -1.48%

Gold $1,468.71 $1,462.44 0.43%

Silver $16.99 $16.91 0.44%

Copper contract $263.80 $265.05 -0.47%

Corn contract 383.25$       382.00$       0.33%

Wheat contract 538.75$       535.25$       0.65%

Soybeans contract 874.00$       870.50$       0.40%

Baltic Dry Freight 1568 1528 40

Actual Expected Difference

Crude (mb) -1.5

Gasoline (mb) 2.0

Distillates (mb) -0.5

Refinery run rates (%) 0.70%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather  
 

The 6-10 and 8-14 day forecast is calling for warmer-than-normal temperatures for most of the 

country, with cooler temperatures around the Great Lakes and the Southwestern region. 

Precipitation is expected for most of the country, with drier temperatures in the Southwestern 

region. 
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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.  
 

November 22, 2019 
 

(NB: Due to the Thanksgiving holiday, the next report will be published on December 6.) 

 

The health of the consumer is critical to the future path of economic growth.  For the most part, 

consumption is accounting for most of the growth in the economy. 
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This chart shows the four-quarter average of the contribution to real GDP from consumption 

compared to the net of the contribution from government, investment and net exports.  Over 

recent business cycles, the contribution outside of consumption has diminished.  The other sign 

from the data is that the risk of recession rises when consumption’s contribution declines below 

2%.   

 

Household debt plays a role in consumption.  The New York FRB has a data series on consumer 

debt that has just been recently updated.  The balance of household debt is now $13.95 trillion, a 

new record high.  However, on a per capita basis, we remain below the previous record. 
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From its peak of $53.0k in Q3 2008, this measure of debt declined to $44.5k in Q3 2013.  Since 

then, it has gradually increased.  However, it has not reached levels that would trigger significant 

concern.  In the last expansion, per capita debt growth was 10.9%; in this expansion the average 

growth is -0.4%. 

 

As a percentage of the total, housing debt has been declining relative to auto and student loans. 
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In 2012, housing represented about 76.9% of outstanding household loans; it now stands at 

70.5%.  Both student and auto loans have increased.  The median credit score for mortgages is a 

rather strong 763. 
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Auto loans is a bit lower, at 710, but credit quality has been improving, mostly a reflection of 

higher delinquencies.  Lenders appear to be increasing their caution. 
 

 
 

Overall, the data suggests that the areas of greatest concern are auto and student loans; lenders do 

appear to be addressing the auto loan issue by becoming more selective in granting credit.  

Student loans, which have a 90+-day delinquency rate of around 10% since 2012, are ultimately 

a public policy issue, but until this issue is resolved these loans will have an adverse impact on 

spending.  If there is going to be a financial crisis, this data would suggest it probably won’t 

come from the household sector. 
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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 12/2/2019 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 12/2/2019 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 

 



 

 

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

www.confluenceinvestment.com 

12 

 

P/E Update 
 

November 21, 2019 
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P/E as of 11/20/2019 = 19.0x

 
 

Based on our methodology,2 the current P/E is 19.0x, up 0.5x from last week.  The rise in the P/E 

is due to the adjustment to Q3 earnings by shifting to Standard and Poor’s calculation of 

operating earnings from Thomson/Reuters, whose I/B/E/S provides earnings estimates. This 

event happens each quarter due to the divergence between the two series.   

 
 
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. 
 

                                                 
2 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 (Q1, Q2 and Q3) and one estimate (Q4). 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. 


