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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: February 21, 2019—9:30 AM EST]  Global equity markets are generally mixed this 

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

was up 0.4% from the prior close.  Chinese markets were lower, with the Shanghai composite 

down 0.3% and the Shenzhen index also down 0.3%.  U.S. equity index futures are signaling a 

lower open.  With 427 companies having reported, the S&P 500 Q4 earnings stand at $41.39, 

higher than the $40.86 forecast for the quarter.  The forecast reflects a 13.4% increase from Q4 

2017 earnings.  Thus far this quarter, 67.4% of the companies reported earnings above forecast, 

while 23.0% reported earnings below forecast. 
 

U.S. equity futures are steady this morning in quiet trading. There is some optimism, however, 

on the China/U.S. trade talks and on the Fed’s balance sheet.  European and Japanese PMIs were 

disappointing, suggesting weaker global growth, and the Philly Fed was very weak (see below).  

Here is what we are watching this morning: 

 

Fed minutes: Although the bulk of the market chatter seemed to be around the balance sheet, we 

view that discussion as mostly sterile—there isn’t much evidence to show that QE helped the 

real economy and there isn’t much to suggest that QT has impeded it either.  Here are the two 

items we find interesting, shown by these quotes: 

 

…several of the participants argued that rate increases might prove necessary 

only if inflation outcomes were higher than in their baseline outlook. 

 

Several others indicated that if the economy evolved as they expected, they would 

view it as appropriate to raise the target range for the fed funds target later this 

year. 

 

Chair Powell now has a committee divided over a basic issue.  The first entry suggests that the 

FOMC should only pay attention to inflation and ignore the growth path.  These members 

probably hold the position that the Phillips Curve is no longer relevant and the central bank 

should only focus on inflation.  The members mentioned in the second entry likely still hold to a 

Phillips Curve model and thus stronger growth should trigger tighter policy even in the absence 

of rising inflation.  That’s because the Phillips Curve, at its core, maintains that the loss of slack 

in the economy will eventually lead to higher prices.  Although it makes intuitive sense, 

globalization and deregulation seem to have flattened supply curves to the point where even if 

the Phillips Curve relationship holds it isn’t very powerful. 

 

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
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We suspect Powell is in the former camp.  If so, he will likely press to keep policy steady until 

actual evidence of inflation occurs.  Usually, the chair has some sway with the committee and 

may be able to keep the number of dissents manageable, but divisions will be something to 

watch in the coming months.  As long as growth is lackluster and inflation tame, the divisions 

probably won’t be evident.  Still, they might develop at some point and then we may see a spate 

of dissents that could undermine Powell. 

 

Venezuela: This weekend, the opposition is planning to move tons of donated aid on Saturday.  

Maduro has closed the borders.  There could be violence.1  If there is, we will be watching to see 

how the Trump administration reacts. 

 

On the issue of Venezuelan debt, according to a report from the FT,2 the opposition leader in 

Venezuela, Juan Guaido, has approached Lee Buchheit, a sovereign workout specialist who 

recently retired from a major law firm that specializes in this area.  Buchheit proposed that the 

best way for Venezuela to work out of its debt situation is for the government to “ring fence” its 

petroleum-related assets in the U.S.  Venezuelan debt lacks collective action clauses so a small 

group of creditors could seize Venezuelan assets in the U.S. and effectively prevent any 

significant restructuring.  The U.S. and the U.N. did something similar with Iraqi debt after the 

fall of Saddam Hussein, with the UNSC issuing a directive forbidding all U.N. members from 

attaching or seizing any Iraqi assets.  President Bush also issued an Executive Order doing the 

same thing in 2004, and did so every year of his presidency.  President Obama followed Bush’s 

lead by extending the ban through 2014. 

 

These orders were devastating for bondholders.  Essentially, bondholders received about 10 cents 

on the dollar for the Hussein-era debt they held.  Needless to say, Venezuelan creditors are cool 

to this plan, claiming that it will deny the new government access to capital.  Although it will do 

so for a while, in our experience,3 new lenders always appear even after default and workout.  At 

first blush, if the U.S. were to implement such a plan, it would not get support in the UNSC 

because China and Russia can veto any proposals.  However, if the president were to sign an 

Executive Order preventing creditors from attaching Venezuelan assets in the U.S. and use the 

threat of military force to prevent foreign creditors from being physically able to control 

collateral assets in Venezuela, then it could force China and Russia to accept sharply reduced 

settlements on their debt.   

 

Trade talks: There is evidence of progress on the U.S./China front.  This morning, there are 

reports that China will boost agricultural imports.  The two sides are putting together an outline 

of commitments on various issues in a Memorandum of Understanding (MOU).4  We suspect the 

outline and MOU will be out before the March 1 deadline, but we doubt this will be the 

culmination of talks.  Instead, the MOU will be a roadmap to further negotiations that will likely 

                                                 
1 https://www.axios.com/newsletters/axios-am-bc3c4888-ea2b-4248-9e96-63848bdf9912.html?chunk=6#story6 
and https://www.ft.com/content/8149fad0-34c2-11e9-bd3a-8b2a211d90d5  
2 https://ftalphaville.ft.com/2019/02/19/1550575804000/A--nuclear-option--to-resolve-Venezuela-s-debt-woes/  
3 Bill was a country risk analyst at a bank that did international lending and was involved in the Brady bonds and 
debt/equity swaps in the late 1980s.  Most of the affected nations were able to access the credit markets within 
five years or less.   
4 https://finance.yahoo.com/news/exclusive-u-china-sketch-outlines-024419838.html  

https://www.axios.com/newsletters/axios-am-bc3c4888-ea2b-4248-9e96-63848bdf9912.html?chunk=6#story6
https://www.ft.com/content/8149fad0-34c2-11e9-bd3a-8b2a211d90d5
https://ftalphaville.ft.com/2019/02/19/1550575804000/A--nuclear-option--to-resolve-Venezuela-s-debt-woes/
https://finance.yahoo.com/news/exclusive-u-china-sketch-outlines-024419838.html
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stretch into next year.  In the end, we doubt the substantial issues will ever be decided.5  At the 

same time, both sides need an immediate deal6 even if it falls short of a comprehensive 

agreement.   

 

On the EU front, it appears the Trump administration is turning up the pressure, threatening auto 

tariffs.7  Getting a deal with Europe will be difficult; the Europeans want to avoid auto 

restrictions, which would deeply hurt German automakers,8 and the U.S. wants open trade on 

agriculture, which would disrupt the EU’s carefully negotiated Common Agricultural Policy.  At 

the same time, U.S. auto nameplates are protected by a 25% tariff on light trucks9 that would go 

away under conditions of free trade.   

 

Financial markets have mostly discounted a trade deal with China, but a resumption of trade 

hostilities with the EU isn’t currently in prices.  Thus, if this conflict heats up, it could put 

pressure on the current equity rally. 

 

Brexit: Although there is nothing concrete, we may be seeing some movement on both sides of 

the Channel.10  The EU appears sensitive to U.K. concerns about the Irish backstop being 

temporary in name but eternal in practice.  It appears the goal is to show enough movement for 

Brexit supporters to go along with May’s original agreement but without so much change to 

force the EU to hold another vote.  Meanwhile, the splinter group has added another member, a 

Labour Party defector.11 

 

Trouble down under: China is putting pressure on both New Zealand and Australia over the 

Huawei (002502, Shenzhen, CNY, 4.01) issue and other concerns.  China’s Dalian port has 

banned Australian coal imports,12 and China has also threatened New Zealand.13  China is a key 

customer for both countries and it appears Beijing is using that position to influence policy in 

both nations.  Australia has been a favored destination for Chinese capital flight and the Xi 

government would probably like to press Canberra to extradite Chinese citizens trying to flee the 

clutches of the Communist Party of China.  It is important to note that Australia and New 

Zealand are members of the “five eyes” network, an alliance of English-speaking nations (U.S., 

U.K., Australia, New Zealand and Canada) that share intelligence.  The U.S. is particularly 

worried that any of these nations using Huawei equipment could be subject to hacking by the 

Chinese government, allowing it to gain access to the shared intelligence of the five eyes group.   

 

                                                 
5 https://www.ft.com/content/79d8e466-342f-11e9-bd3a-
8b2a211d90d5?emailId=5c6e34726220f700040cf3c1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
6 https://www.wsj.com/articles/warriors-on-trade-trump-and-xi-face-a-similar-challenge-at-home-11550709127  
7 https://www.wsj.com/articles/trump-continues-to-weigh-eu-auto-tariffs-11550693479  
8 https://www.ft.com/content/9aea1f38-352b-11e9-bd3a-
8b2a211d90d5?emailId=5c6e34726220f700040cf3c1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
9 https://en.wikipedia.org/wiki/Chicken_tax  
10 https://www.ft.com/content/5c0c3c70-3548-11e9-bb0c-42459962a812  
11 https://www.ft.com/content/c71397c0-352f-11e9-bd3a-8b2a211d90d5  
12 https://www.reuters.com/article/us-china-australia-coal-exclusive/exclusive-chinas-dalian-port-bans-australian-
coal-imports-sets-2019-quota-source-idUSKCN1QA0F1  
13 https://www.nytimes.com/2019/02/14/world/asia/new-zealand-china-huawei-tensions.html  

https://www.ft.com/content/79d8e466-342f-11e9-bd3a-8b2a211d90d5?emailId=5c6e34726220f700040cf3c1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/79d8e466-342f-11e9-bd3a-8b2a211d90d5?emailId=5c6e34726220f700040cf3c1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/warriors-on-trade-trump-and-xi-face-a-similar-challenge-at-home-11550709127
https://www.wsj.com/articles/trump-continues-to-weigh-eu-auto-tariffs-11550693479
https://www.ft.com/content/9aea1f38-352b-11e9-bd3a-8b2a211d90d5?emailId=5c6e34726220f700040cf3c1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/9aea1f38-352b-11e9-bd3a-8b2a211d90d5?emailId=5c6e34726220f700040cf3c1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://en.wikipedia.org/wiki/Chicken_tax
https://www.ft.com/content/5c0c3c70-3548-11e9-bb0c-42459962a812
https://www.ft.com/content/c71397c0-352f-11e9-bd3a-8b2a211d90d5
https://www.reuters.com/article/us-china-australia-coal-exclusive/exclusive-chinas-dalian-port-bans-australian-coal-imports-sets-2019-quota-source-idUSKCN1QA0F1
https://www.reuters.com/article/us-china-australia-coal-exclusive/exclusive-chinas-dalian-port-bans-australian-coal-imports-sets-2019-quota-source-idUSKCN1QA0F1
https://www.nytimes.com/2019/02/14/world/asia/new-zealand-china-huawei-tensions.html
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The Mueller investigation: For the most part, we have not commented on the investigation 

because financial markets have mostly ignored it.  That doesn’t mean we haven’t been 

monitoring developments, but we didn’t believe it made sense to weigh in on a controversial 

topic that wasn’t affecting “our lane.”  However, there are reports that the investigation may be 

wrapping up soon14 and a report could be issued to the DOJ in a few weeks.  We won’t speculate 

on what it may contain but it could have information that might affect market sentiment.  If so, 

we will address this issue once it becomes a market factor. 
 

U.S. Economic Releases 
 

Initial claims came in below expectations at 216k compared to the forecast of 225k.   
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The chart above shows the four-week moving average of initial claims, which rose from 231.75k 

to 235.75k. 
 

The February Philadelphia FRB Business Outlook Index came in below expectations at -4.1 

compared to estimates of 14.0.  The survey shows a drop in new orders and shipments which 

may have been impacted by the government shutdown.  

 

                                                 
14 https://www.washingtonpost.com/world/national-security/justice-department-preparing-for-mueller-report-in-
coming-days/2019/02/20/c472691c-354b-11e9-af5b-b51b7ff322e9_story.html?utm_term=.c53d26a2710a  

https://www.washingtonpost.com/world/national-security/justice-department-preparing-for-mueller-report-in-coming-days/2019/02/20/c472691c-354b-11e9-af5b-b51b7ff322e9_story.html?utm_term=.c53d26a2710a
https://www.washingtonpost.com/world/national-security/justice-department-preparing-for-mueller-report-in-coming-days/2019/02/20/c472691c-354b-11e9-af5b-b51b7ff322e9_story.html?utm_term=.c53d26a2710a
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We smooth the data on the above chart with a six-month moving average.  The current reading is 

near cycle highs and is well above the recession signal of -10.  What makes this index important 

is that it measures business sentiment for the Mid-Atlantic region, where most of the Fed 

governors work and live, at least part of the time.  No matter how data-sensitive one is, the 

economic activity that one directly observes will tend to affect one’s outlook.  Thus, a robust 

local economy in the Mid-Atlantic region could lead Fed governors to lean hawkish even if the 

rest of the nation’s economy is less robust, and vice versa.  It appears that the government 

shutdown affected the data and so we will be watching for a rebound next month.   

 

December durable goods orders came in below expectations, rising 1.2% from the prior month 

compared to the forecast gain of 1.7%.  Durables ex-transportation came in below expectations, 

rising 0.1% from the prior month compared to the forecast gain of 0.3%.  The prior report’s loss 

was revised downward from 0.4% to 0.2%.  Capital goods orders non-defense ex-air came in 

below expectations, falling 0.7% from the prior month compared to the forecast gain of 0.2%.  

The prior report’s loss was revised from 0.6% to 1.0%.  Capital goods shipments non-defense ex-

air came in above expectations, rising 0.5% from the prior month compared to the forecast to 

remain unchanged.   
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The chart above shows the annual change in new durable goods orders and shipments.  Annually, 

new orders rose by 3.5%, shipments rose by 7.1%, unfilled orders rose by 3.8% and inventories 

rose by 4.5%. 
 

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

EDT Indicator Expected Prior Rating

10:00 Bloomberg Consumer Comfort m/m feb 60.0 **

10:00 Bloomberg Economic Expectations m/m feb 44.5 **

10:00 Markit US manufacturing PMI m/m feb 54.8 54.9 **

10:00 Markit US Services PMI m/m feb 54.3 54.2 **

10:00 Markit US Composite PMI m/m feb 54.4 **

10:00 Leading Index m/m jan 0.1% -0.1% **

10:00 Existing Home Sales q/q jan 5.00 mn 4.99 mn **

16:00 Existing Home Sales m/m jan 0.2% -6.4% **

Economic Releases

No speakers or events scheduled

 No economic releases today

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.  

 



 

 

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

www.confluenceinvestment.com 

 7 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Nikkei Japan PMI Mfg m/m feb 48.5 50.3 ** Equity and bond bearish

All Industry Activity Index m/m dec -0.4% -0.3% -0.2% ** Equity and bond bearish

Machine Tool Orders y/y jan -18.8% -18.8% ** Equity and bond neutral

Australia CBA Australia PMI Mfg m/m feb 53.1 53.9 ** Equity and bond neutral

CBA Australia PMI Services m/m feb 49.3 51.0 ** Equity and bond bearish

CBA Australia PMI Composite m/m feb 49.7 51.3 ** Equity and bond bearish

Employment Change m/m jan 39.1k 21.6k 15.0k ** Equity bullish, bond bearish

Unemployment Rate m/m jan 5.0% 5.0% 5.0% ** Equity and bond neutral

Participation Rate m/m jan 65.7% 65.6% 65.6% ** Equity and bond neutral

EUROPE

Eurozone Markit Eurozone Manufacturing m/m feb 49.2 50.5 50.3 ** Equity and bond bearish

Markit Eurozone Service m/m feb 52.3 51.2 51.3 ** Equity bullish, bond bearish

Markit Eurozone Composite m/m feb 51.4 51.0 51.1 ** Equity and bond neutral

Germany CPI EU Harmonized y/y jan 1.4% 1.4% 1.4% *** Equity and bond neutral

CPI y/y jan 1.7% 1.7% 1.7% *** Equity and bond neutral

Markit/BME Germany Manufacturing m/m feb 47.6 49.7 49.8 ** Equity and bond bearish

Markit Germany Services m/m feb 55.1 53.0 52.9 ** Equity bullish, bond bearish

Markit/BME Germany Composite m/m feb 52.7 52.1 52.0 ** Equity bullish, bond bearish

France Business Confidence m/m feb 103 102 102 ** Equity and bond neutral

Manufacturing Confidence m/m feb 103 103 103 ** Equity and bond neutral

Production Outlook Indicator m/m feb -5 -11 -11 ** Equity and bond neutral

Own-Company Production m/m feb 6 9 ** Equity and bond neutral

CPI EU Harmonized m/m jan 1.4% 1.4% 1.4% *** Equity and bond neutral

CPI m/m jan 1.2% 1.2% 1.2% *** Equity and bond neutral

Markit France Manufacturing m/m jan 51.4 51.2 51.0 ** Equity and bond neutral

Markit France Services m/m jan 49.8 47.8 48.5 ** Equity and bond neutral

Markit France Composite m/m jan 49.9 48.2 48.9 ** Equity and bond neutral

UK Public Sector Net Borrowing m/m jan -15.8 bn 2.1 bn -11.1 bn ** Equity bearish, bond bullish

PSNB ex Banking Groups m/m jan -14.9 bn 3.0 bn -10.0 bn ** Equity bearish, bond bullish

AMERICAS

Brazil IBGE Inflation m/m feb 3.7% 3.8% 3.8% *** 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) 264 264 0 Up

3-mo T-bill yield (bps) 238 239 -1 Neutral

TED spread (bps) 26 25 1 Neutral

U.S. Libor/OIS spread (bps) 241 240 1 Up

10-yr T-note (%) 2.67 2.65 0.02 Neutral

Euribor/OIS spread (bps) -31 -31 0 Neutral

EUR/USD 3-mo swap (bps) 6 9 -3 Down

Currencies Direction

dollar flat Neutral

euro up Up

yen up Neutral

pound up Neutral

franc flat Neutral  
 

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 $67.02 $67.08 -0.09%

WTI $57.18 $57.16 0.03%  

Natural Gas $2.66 $2.64 1.02%  

Crack Spread $20.31 $20.50 -0.90%

12-mo strip crack $17.17 $17.23 -0.34%

Ethanol rack $1.45 $1.45 0.10%

Gold $1,335.46 $1,338.44 -0.22%

Silver $15.93 $16.05 -0.77%

Copper contract $290.45 $292.05 -0.55%

Corn contract 384.50$       379.50$       1.32%

Wheat contract 492.75$       484.25$       1.76%

Soybeans contract 923.00$       916.00$       0.76%

Baltic Dry Freight 622 635 -13

Actual Expected Difference

Crude (mb) 3.1

Gasoline (mb) -0.9

Distillates (mb) -1.5

Refinery run rates (%) 0.00%

Natural gas (bcf) -169.0

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 

temps in the southeastern region.   
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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.  
 

February 15, 2019 
 

The pullback in equities in Q4 coincided with a sharp drop in long-duration Treasury yields.  

However, the recovery seen in early 2019 has not led to a rise in yields. 

 

 
(Source: Bloomberg) 

 

This chart shows the S&P 500 (left axis) and the 10-year T-note yield (right axis).  Note that 

yields and the equity markets tended to rise together in the first three quarters of 2018.  More 

importantly, they tracked each other in the fourth quarter; as equity values fell, yields also 

declined.  However, as equities have recovered since late December, yields have not rebounded 

into the range where they were when the S&P was around 2700. 

 

In part, yields are currently running below fair value. 
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This chart shows our bond model; the core variables are fed funds and the 15-year average of 

CPI.15  In addition to these variables, we add the JPY/USD exchange rate, crude oil prices, 

German 10-year sovereign yields and the Federal deficit/GDP ratio.  The market would not be 

“rich” in this model until yields approach 2.17% but they are modestly below fair value after 

being above fair value for most of last year.   

 

There are thee variables that account for the decline in the 10-year T-note yield, fed funds, 

German sovereign 10-year yields and oil prices.  In October, the 10-year T-note yield was 

running around 3.15%.  That level had discounted oil prices at $60 per barrel, German yields at 

20 bps and a terminal fed funds rate of 3.25%.  The decline in the fed funds estimate to 2.50% 

accounted for 30 bps in the decline in yield, while the remaining 3 bps to fair value came from 

the decline in oil prices to $55 per barrel and German 10-year sovereign yield declines to 14 bps. 

 

The “undershoot” to 2.70, below the fair value of 2.87%, could be achieved with a fed funds of 

2.12%.  Given that the actual target is the mid-point between the upper and lower bound of the 

fed funds target (the announced rate is actually the upper bound), this would imply a rate cut.  

Or, a decline in inflation expectations to 1.8% from 2.1% could also account for the undershoot, 

assuming no change in fed funds.   

 

We suspect the primary reason for the slide is that inflation expectations have probably fallen.  

This is because there isn’t much in the data to support the FOMC cutting rates. 

 

                                                 
15 Which is a proxy for inflation expectations. 
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This chart compares the fed funds target to the implied three-month LIBOR rate from the two-

year deferred Eurodollar futures contract.  History shows that policymakers tend to stop raising 

rates when the spread between these two rates invert.  As the spread line shows, the spread is 

near inversion which is consistent with a policy pause but would not be consistent with rate 

declines.  Policy cuts would be in order if the implied yield were to fall further, but that evidence 

doesn’t exist for now.   

 

If inflation expectations are leading to the undershoot, then stronger economic growth could 

trigger a rise in inflation fears.   We would not be surprised to see a modest rise in yields in the 

coming weeks, but a rise beyond 3.00% on the 10-year T-note yield would likely require a return 

to policy tightening by the FOMC.  We would not expect such a shift until later this year, if then.   

   

    

 
 

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 2/20/2019 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. 

 

Asset Class Performance – (as of 2/20/2019 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 
 

February 21, 2019 
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P/E as of 2/20/2019 = 16.7x

 
 

Based on our methodology,16 the current P/E is 16.7x, up 0.1x from last week.  Rising index 

values led to the rise in the multiple.   
 
 
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. 

                                                 
16 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 (Q2 and Q3) and two estimates (Q4 and Q1). 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. 


