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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 7, 2018—9:30 AM EST]  Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 1.0% from the last close.  In Asia, the MSCI Asia Apex 50 was up 0.1% 

from the prior close.  Chinese markets were flat, with both the Shanghai composite and the 

Shenzhen index unchanged.  U.S. equity index futures are signaling a lower open.   

 

Happy Friday! Seventy-seven years ago, Japanese Imperial forces bombed Pearl Harbor.  It’s 

also employment day.  We detail the data below but here is the quick take—the data was a bit 

soft, with payrolls coming in below forecast at 155k, below the forecast of 198k.  The rest of the 

report was near forecast.  The most interesting overnight price action was the recovery in 

European equities, while U.S. stock futures remained in the red.  Here are the details and other 

news items we are watching: 

 

Fed talk: Yesterday, equities rallied strongly into the close, nearly reaching “green” levels after 

a hard selloff.  The key factor was a WSJ1 report suggesting the FOMC is considering a “pause” 

in the rate hike cycle.  The consideration is certainly reasonable.  Inflation remains under control.  

Our best estimates for inflation next year suggest core CPI will probably reach around 2.5%, 

well within the likely range of tolerance for policymakers.  Recent market volatility and 

especially the flattening of the yield curve suggests caution.  The NYT,2 the paper of elite opinion 

signaling, quoting our friend Barry Bannister, suggests President Trump may be right about the 

risks of raising rates too quickly. 

 

Two-year deferred Eurodollar futures have reduced the expected fed funds rate by 25 bps and are 

now signaling a terminal rate between 2.75% and 3.00%. 

                                                 
1 https://www.wsj.com/articles/restrained-inflation-reduces-urgency-for-quarterly-rate-increase-pattern-
1544127856  
2 https://www.nytimes.com/2018/12/06/business/dealbook/trump-federal-reserve-interest-rates.html  

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/restrained-inflation-reduces-urgency-for-quarterly-rate-increase-pattern-1544127856
https://www.wsj.com/articles/restrained-inflation-reduces-urgency-for-quarterly-rate-increase-pattern-1544127856
https://www.nytimes.com/2018/12/06/business/dealbook/trump-federal-reserve-interest-rates.html
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Given the degree of uncertainty, a pause would not be unreasonable.  Part of the problem for 

forecasters is that the Fed has moved rates in a lockstep fashion for two cycles now.  This wasn’t 

always the path of higher rates in the past but it has become expected now.  Waiting a quarter or 

two to hike and breaking the pattern would set a different precedent which would probably be 

positive.  A pause would put the idea in the minds of investors that the FOMC is truly data-

dependent and policymakers will adapt when the data softens.  We still expect a rate hike later 

this month (December 19, to be precise), but the pace in 2019 would not be preset, which would 

be positive for financial markets.  

 

Chinese FX reserves: China’s FX reserves for November came in at $3.062 trillion, higher than 

the $3.045 trillion forecast.   
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We watch this data for evidence of currency intervention.  The fact that reserves were mostly 

stable suggests only modest intervention, perhaps on the order of $11 bn last month, which was 

down from $13 bn in October.  The reserves data does suggest external account stability, which 

is positive for the Chinese economy. 

 

The arrest of Meng Wanzhou—an update: Yesterday, we reported that Canadian3 officials 

had announced the apprehension 4 the CFO of the Chinese telecom firm Huawei (002502, CNY 

4.71).  The reaction of Chinese officials, at least so far, is rather measured.  Reports5 suggest the 

Xi government is separating the trade talks from the fate of Meng Wanzhou.  Her issues will 

apparently be managed by national security officials, while trade negotiators will discuss, well, 

trade.  We have no idea if the two issues will remain separate.  We do note that Chinese 

policymakers are taking steps to support employment,6 which may explain why Chairman Xi 

wants to keep the issues separate.  U.S. trade policy may be hurting the Chinese economy more 

than estimated.  In other words, China may need relief more than we think, thus the odds of a 

longer lasting truce are higher than the market expects. 

 

That still doesn’t change the issues surrounding the long-term trends in Chinese/U.S. relations.  

As we noted yesterday, China is in the process of adjusting from the initial industrialization 

phase and history shows no other nation that made this transition did so easily.  When European 

economies reached this point, they turned to imperialism and, sadly, mass industrialization war.  

The U.S. dealt with this moment with the Great Depression.  When Japan and Germany made a 

second turn at this problem after WWII, Germany addressed it by moving up the value chain and 

21st century imperialism, otherwise known as the Eurozone.  Japan has adjusted with three 

decades of economic stagnation.  Chinese leaders know where they are and are trying to adjust.  

They are attempting to move up the value chain by “acquiring” American technology and 

through imperialism with the “one belt, one road” project.  In the meantime, they need trade with 

the U.S. to maintain growth.  Although trade policy is getting all the attention, the real issue is 

technology.  If China is forced to develop indigenously it may take too long and could push 

China to follow the path of Japan.  In addition, if the U.S. really “pivots” toward Asia, 

imperialism won’t work either.  Much can go wrong.   

 

At the same time, nothing described above is a secret.  It has been generally acknowledged since 

2010 that China needs to adjust.  However, its leaders were always fearful that moving full bore 

into adjustment would lead to a collapse in growth and undermine the legitimacy of the 

Communist Party of China (CPC).  So, they have been putting off the adjustment in a sort of 

“stop/go” cycle that financial markets have gotten used to.  What is hard to know is when the 

adjustment can no longer be avoided.  If we are at that point, then risks to the global economy 

are much more elevated than they have been and there is some evidence that financial markets 

are starting to fear this outcome.   Reports from traders indicate a high level of uncertainty over 

                                                 
3 https://www.theglobeandmail.com/canada/article-canada-has-arrested-huaweis-global-chief-financial-officer-in/  
4 https://www.ft.com/content/10065056-f8e2-11e8-af46-2022a0b02a6c  
5 https://www.scmp.com/economy/china-economy/article/2176878/beijing-declines-link-huawei-executive-
sabrina-meng-wanzhous  
6 https://www.scmp.com/economy/china-economy/article/2176511/china-takes-steps-support-jobs-trade-war-
starts-hit-employment  

https://www.theglobeandmail.com/canada/article-canada-has-arrested-huaweis-global-chief-financial-officer-in/
https://www.ft.com/content/10065056-f8e2-11e8-af46-2022a0b02a6c
https://www.scmp.com/economy/china-economy/article/2176878/beijing-declines-link-huawei-executive-sabrina-meng-wanzhous
https://www.scmp.com/economy/china-economy/article/2176878/beijing-declines-link-huawei-executive-sabrina-meng-wanzhous
https://www.scmp.com/economy/china-economy/article/2176511/china-takes-steps-support-jobs-trade-war-starts-hit-employment
https://www.scmp.com/economy/china-economy/article/2176511/china-takes-steps-support-jobs-trade-war-starts-hit-employment
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market action.7  And, there is a growing realization that the status quo of U.S./Chinese policy8 is 

truly ending and what occurs going forward is unknown.9  John Maynard Keynes had a famous 

line when asked about the long-run impact of deficit spending, saying, “In the long run, we are 

all dead.”  Years later, when inflation raged in the 1970s, the quote became, “We are in the long 

run and Keynes is dead.”  We don’t know how close China is to the “long-run,” the hard 

adjustment period.  But, if it’s close, the impact will be significant.  Our take is that Chinese 

officials are in no hurry to aggressively address the transition, but it is possible they may not 

have much of a choice.   

 

Merkel moves on: The CDU/CSU is holding party meetings to appoint a new party leader as 

Chancellor Merkel steps down.  If her selection, Annegret Kramp-Karrenbauer, is appointed, 

then Merkel will likely keep her post as chancellor.  However, if Friedrich Merz or Jens Spahn 

get the nod, then Merkel will probably be ousted. 

 

Brexit update: There are rumors that PM May might delay next Tuesday’s vote, given that her 

plan will likely go down in defeat.  It’s starting to look like a second referendum is coming; we 

note that the leave supporters are preparing for a second vote.10 

 

Energy update: Crude oil inventories fell 7.3 mb last week compared to the forecast decline of 

3.1 mb. 
 

100

200

300

400

500

600

1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

U.S. COMMERCIAL CRUDE OIL INVENTORIES

M
B

Sources:  DOE, CIM

250

300

350

400

450

500

550

600

05 06 07 08 09 10 11 12 13 14 15 16 17 18

U.S. COMMERCIAL CRUDE OIL INVENTORIES

M
B

Sources:  DOE, CIM

 

The large build was due to high refining activity, which remains at 95%, a 0.9 mbpd decline in 

crude oil imports and a 0.8 mbpd jump in exports.   

                                                 
7 https://www.bloomberg.com/news/articles/2018-12-06/biggest-worry-for-traders-they-don-t-know-why-stocks-
are-moving?srnd=premium  
8 https://www.ft.com/content/d425ee0a-f9bf-11e8-8b7c-6fa24bd5409c  
9 https://www.washingtonpost.com/opinions/global-opinions/the-economic-confrontation-with-china-is-just-
beginning/2018/12/06/87bfffd2-f99d-11e8-863c-9e2f864d47e7_story.html?utm_term=.e11cd0c0415a  
10 https://www.ft.com/content/080d418a-f887-11e8-8b7c-
6fa24bd5409c?emailId=5c09f6e7418e5e0004acd645&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  

https://www.bloomberg.com/news/articles/2018-12-06/biggest-worry-for-traders-they-don-t-know-why-stocks-are-moving?srnd=premium
https://www.bloomberg.com/news/articles/2018-12-06/biggest-worry-for-traders-they-don-t-know-why-stocks-are-moving?srnd=premium
https://www.ft.com/content/d425ee0a-f9bf-11e8-8b7c-6fa24bd5409c
https://www.washingtonpost.com/opinions/global-opinions/the-economic-confrontation-with-china-is-just-beginning/2018/12/06/87bfffd2-f99d-11e8-863c-9e2f864d47e7_story.html?utm_term=.e11cd0c0415a
https://www.washingtonpost.com/opinions/global-opinions/the-economic-confrontation-with-china-is-just-beginning/2018/12/06/87bfffd2-f99d-11e8-863c-9e2f864d47e7_story.html?utm_term=.e11cd0c0415a
https://www.ft.com/content/080d418a-f887-11e8-8b7c-6fa24bd5409c?emailId=5c09f6e7418e5e0004acd645&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/080d418a-f887-11e8-8b7c-6fa24bd5409c?emailId=5c09f6e7418e5e0004acd645&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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(Source: DOE, CIM) 

 

The seasonal chart suggests the usual easing of inventory accumulation into year’s end has likely 

started.   
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Based on oil inventories alone, fair value for crude oil is $59.93.  Based on the EUR, fair value is 

$54.60.  Using both independent variables, a more complete way of looking at the data, fair 

value is $55.73.  The data is rather bullish but prices failed to rally as sentiment was 
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overshadowed by OPEC.  Reports indicate that the cartel has agreed to 1.2 mbpd of production 

cuts, but we have no details at this time.  Oil prices are rallying on the news.   

 

U.S. Economic Releases 

 

The change in non-farm payrolls for November came in below expectations at 155k compared to 

the forecast of 198k.  The prior report was revised downward from 250k to 237k.  The two-

month payroll net revision fell 12k.  The change in private payrolls came in below expectations 

at 161k compared to the forecast of 198k.  The prior report was revised downward from 251k to 

246k.  The change in manufacturing payrolls was above expectations, rising by 27k compared to 

the forecast of an 18k gain.  The prior month’s report was revised downward from 32k to 26k. 
 

 
 

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

expansion continues.   

 

The chart below shows the 12-month moving total of the change in non-farm payrolls; a dip 

under 1.5 mm signals recession. 

 



 

 

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

www.confluenceinvestment.com 

 7 

 
 

The unemployment rate came in line with expectations at 3.7%.  The labor force participation 

rate was 62.9%, while the U-6 unemployment rate rose 20 bps from 7.4% to 7.6%. 

  

The chart below 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. 
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The chart below shows the underemployment rate, also referred to as the U-6 rate; it rose 

modestly.   
 

 
 

Average hourly earnings for all workers came in below expectations, rising 0.2% from the prior 

month compared to the forecast of 0.3%.  The chart below shows the yearly change in overall 

wages for non-supervisory and production workers.   
 

 
 

This chart shows the yearly wage growth for all workers and production and non-supervisory 

workers.  We are starting to see a faster increase for the latter, which may reflect various state 

and local measures to boost minimum wages.   
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Overall, the data was near forecast.  The payroll numbers were not bad enough to prohibit the 

Fed from raising rates in two weeks, especially in light of stronger wage growth.  At the same 

time, the participation data does indicate stability.  Thus, the impact should be modest. 

 

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

EDT Indicator Expected Prior Rating

8:45 Bloomberg Consumer Comfort m/m dec 60.6 **

8:45 Markit US Services PMI m/m nov 54.4 54.4 ***

8:45 Markit US Composite PMI m/m nov 54.4 ***

10:00 ISM Non-Manufacturing Index m/m nov 59.0 60.3 **

10:00 Factory Orders m/m nov -2.0% 0.7% **

10:00 Factory Orders ex Trans m/m nov 0.4% **

10:00 Durable Goods Orders m/m nov -2.4% -4.4% **

10:00 Durables Ex Transportation m/m nov 0.1% 0.1% **

10:00 Cap Goods Orders Nondef Ex Air m/m nov 0.4% **

10:00 Cap Goods Ship Nondef Ex Air m/m nov 0.3% **

10:00 Household Change in Net Wealth m/m 3q $2.191 tn **

EST Speaker or event

12:15 Raphael Bostic speaks on the US Economic Outlook President of the Federal Reserve Bank of Atlanta

18:30 John Williams Holds Discussion with Mervyn King President of the Federal Reserve Bank of New York

18:45 Jerome Powell Gives Brief Remarks at Housing Conference Chairman of Board of Governors of Federal Reserve

District or position

Economic Releases

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 Household Spending m/m nov -0.3% -1.6% 1.0% * Equity bearish, bond bearish

Official Reserve Assets m/m nov $1.258 tn $1.253 tn * Equity and bond neutral

Labor Cash Earnings m/m nov 1.5% 1.1% 1.0% * Equity bullish, bond bearish

Real Cash Earnings m/m nov -0.1% -0.4% -0.3% * Equity and bond neutral

Leading Index CI m/m oct 100.5 104.3 104.9 ** Equity and bond neutral

Coincident Index m/m oct 104.5 114.4 117.1 ** Equity and bond neutral

Australia AiG Performance of Construction Index m/m nov 44.5 46.4 ** Equity and bond neutral

Foreign Reserves m/m nov A$66.0 bn A$64.0 bn *** Equity and bond neutral

EUROPE

Eurozone Gross Fix Capital y/y 3q 0.2% 1.2% 0.6% ** Equity bearish, bond bullish

Government Expenditure y/y 3q 0.2% 0.4% 0.3% ** Equity bearish, bond bullish

Household Consumption m/m 3q 0.1% 0.2% 0.2% ** Equity bearish, bond bullish

GDP w/w 3q 1.6% 1.7% 1.7% ** Equity bearish, bond bullish

Italy Retail Sales y/y oct 1.5% -2.5% 1.8% *** Equity bearish, bond bullish

Germany Industrial Production m/m oct 1.6% 0.8% 2.1% *** Equity bearish, bond bullish

Labor Costs y/y 3q 2.7% 2.0% *** Equity bullish, bond bearish

France Trade Balance m/m oct -4.052 bn -5.663 bn -5.750 bn *** Equity bullish, bond bearish

Current Account Balance m/m oct -0.700 tn -1.900 tn *** Equity bullish, bond bearish

Industrial Production y/y oct -0.7% -1.1% -1.4% *** Equity bullish, bond bearish

Manufacturing Production y/y oct -1.3% -1.0% -1.5% *** Equity bullish, bond bearish

U.K. Halifax House Price m/m nov -1.4% 0.7% 0.2% ** Equity bullish, bond bearish

Switzerland Foreign Currency Reserves m/m nov 748.8 bn 753.3 bn 750.0 bn ** Equity and bond neutral

Russia CPI y/y nov 3.8% 3.5% 3.8% ** Equity bearish, bond bearish

CPI core y/y nov 3.4% 3.1% 3.4% ** Equity and bond neutral

AMERICAS

Mexico Gross Fix Investment m/m nov -0.9% -2.4% 0.2% ** Equity bearish, bond bearish

Canada International Merchandise Trade m/m oct -1.17 bn -0.42 bn -0.73 bn ** Equity bearish, bond bearish

Ivey Purchasing Managers m/m nov 57.2 61.8 ** Equity and bond neutral

Brazil Vehicle Sales Anfavea y/y nov 230945 254732 * Equity and bond neutral

Vehicle Production Anfavea m/m nov 245126 263262 * Equity and bond neutral

Vehicle Exports Anfavea m/m nov 34353 38734 * 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) 277 274 3 Up

3-mo T-bill yield (bps) 236 236 0 Neutral

TED spread (bps) 41 38 3 Neutral

U.S. Libor/OIS spread (bps) 238 237 1 Up

10-yr T-note (%) 2.89 2.90 -0.01 Up

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

EUR/USD 3-mo swap (bps) 14 15 -1 Down

Currencies Direction

dollar up Neutral

euro flat Neutral

yen down Neutral

pound down Neutral

franc down 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 $61.14 $60.06 1.80% Bullish IEA Report

WTI $52.09 $51.49 1.17%

Natural Gas $4.35 $4.33 0.53%

Crack Spread $15.13 $14.66 3.21%

12-mo strip crack $17.29 $16.96 1.92%

Ethanol rack $1.41 $1.41 -0.16%

Gold $1,240.21 $1,237.78 0.20%

Silver $14.48 $14.47 0.05%

Copper contract $276.00 $274.30 0.62%

Corn contract 383.50$       382.75$       0.20%

Wheat contract 519.00$       515.50$       0.68%

Soybeans contract 909.75$       909.50$       0.03%

Baltic Dry Freight 1339 1296 43

Actual Expected Difference

Crude (mb) -7.3 -2.3 -5.1

Gasoline (mb) 1.7 2.0 -0.3

Distillates (mb) 3.8 2.3 1.6

Refinery run rates (%) -0.10% 2.90% -3.00%

Natural gas (bcf) -64.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

in the southwest.  Precipitation is expected for most of the country. 
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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.  
 

December 7, 2018 
 

The election of Donald Trump has been characterized as part of a populist uprising.  In the 

president’s inaugural address, he talked about the “forgotten” that would have a voice in his 

administration.  At the same time, we work under John Mitchell’s dictum of “watch what we do, 

not what we say.”11   

 

In a recent Bloomberg podcast, Edward Alden, a journalist and fellow at the Council on Foreign 

Relations, was asked if the Trump administration favored business or labor.  He replied that they 

are trying to help both.12  We think Alden is correct in his assessment which is one of the reasons 

why analyzing the direction of policy with this administration is so difficult.  It appears that one 

of the goals of the president’s trade policy is to bring production back to the United States which 

would benefit labor.  At the same time, tax policy has generally favored capital.  But, the most 

underestimated benefit to capital may be deregulation. 

 

George Washington University measures the pages of the Federal Register, which is the official 

journal of the federal government.  It publishes agency rules, proposed rules and public notices.  

So, the number of pages in the register says something about the number of regulations.  The 

idea is that the more pages added to the register signals an increase in regulation. 

 

The decline seen in the first full year of the Trump administration is remarkable. 
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11 http://www.arlingtoncemetery.net/mitchell.htm  
12 https://www.bloomberg.com/news/audio/2018-11-27/surveillance-china-general-motors-with-cfr-s-alden-
podcast Alden’s segment begins at 16:00 minutes and the response in question is at 18:40.   

http://www.arlingtoncemetery.net/mitchell.htm
https://www.bloomberg.com/news/audio/2018-11-27/surveillance-china-general-motors-with-cfr-s-alden-podcast
https://www.bloomberg.com/news/audio/2018-11-27/surveillance-china-general-motors-with-cfr-s-alden-podcast
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The drop from 2016 to 2017 was 35.4%, which exceeds the 21.2% decline in 1981, Ronald 

Reagan’s first full year in office.  The only year that was larger was 1947, which saw a 39.6% 

slide.  That drop was likely due to postwar changes. 
 

Another measure is called the “significant rule changes,”13 a policy measure created during 

President Clinton’s first term.  The decline in 2017 was unprecedented. 
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Only 55 new rules were added in 2017.  That is clearly the fewest on record by multiples. 
 

The drop in regulatory activity is partly why small business sentiment has been so strong. 
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13 https://www.reginfo.gov/public/jsp/Utilities/EO_12866.pdf and summarized https://www.epa.gov/laws-
regulations/summary-executive-order-12866-regulatory-planning-and-review  

https://www.reginfo.gov/public/jsp/Utilities/EO_12866.pdf
https://www.epa.gov/laws-regulations/summary-executive-order-12866-regulatory-planning-and-review
https://www.epa.gov/laws-regulations/summary-executive-order-12866-regulatory-planning-and-review
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The jump in small business sentiment mostly tracks the drop in regulation.  A persistent 

complaint from small business leaders during the Obama administration was the regulatory 

burden.  Not only did President Trump promise to reduce regulation, he actually accomplished it. 

 

Tax changes and deregulation have been supportive factors for equities since the November 2016 

presidential election.  However, as Edward Alden noted, the Trump administration has tried to 

placate both capital and labor.  Recent market action, with equities selling off despite a civil 

meeting between Presidents Trump and Xi and the yield curve flirting with inversion,14 suggests 

that the financial markets are pressing President Trump to choose.  Will it be capital or labor that 

wins out in the end?  If capital is going to win, a lasting trade ceasefire needs to be declared.  If 

President Trump sticks with tariffs, and there are ample indications that he intends to for now, 

then the financial markets appear to be preparing for recession.  A recession in 2019 will 

jeopardize the president’s chances at reelection in 2020.  Our expectation is that, at some point, 

President Trump will “blink” and tone down the trade rhetoric.  But, that is an open question for 

now.  

  

 

 
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.  

                                                 
14 For an analysis of the impact of inversion, see our Asset Allocation Weekly (6/29/18). 

https://www.confluenceinvestment.com/wp-content/uploads/AAW_June_29_2018.pdf
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Data Section 

 

U.S. Equity Markets – (as of 12/6/2018 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 12/6/2018 close) 
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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 
 

December 6, 2018 
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P/E as of 12/6/2018 = 17.4x

 
 

Based on our methodology,15 the current P/E is 17.4x, unchanged from our last reading.   
 
 
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 (Q1, Q2 and Q3) and onestimates (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. 


