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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: July 1, 2019—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.8% from the last close.  In Asia, the MSCI Asia Apex 50 was up 0.5% the 

prior close.  Chinese markets were higher, with the Shanghai composite up 2.2% and the 

Shenzhen index up 3.5% from the prior close.  U.S. equity index futures are signaling a higher 

open.  

 

Global equity markets are sharply higher in a relief rally from the G-20 meeting.  Oil is up on 

OPEC+ news.  Although it’s not exactly official yet, we are unofficially enjoying the longest 

economic expansion in U.S. history.1  Here is what we are watching today: 

 

The G-20: We pretty much got what we expected from the G-20.  Presidents Trump and Xi 

agreed to a set of items that were mostly anticipated.  Huawei (002502, CNY 3.59) got a modest 

reprieve; it will be allowed to trade with the U.S., although there will be restrictions.  The U.S. 

agreed to not implement another round of tariffs.  China agreed to buy some soybeans.  All this 

was anticipated but, despite the expectations, we are seeing a strong risk-on rally today.  Equities 

and the dollar are higher, while gold and Treasury prices are lower.  On the one hand, not much 

was resolved.  On the other hand, it clearly could have been much worse. 

 

The G-20 did manage to agree on a communiqué but only because it didn’t promise much.   

 

One of the benefits of the G-20, despite its unwieldy nature, is that side meetings can occur 

among leaders.  EU leaders looked like they had put together a plan to end the leadership fight 

over the European Commission.  Chancellor Merkel agreed to give up the commissioner job to 

Frans Timmerman, a Dutch center-left socialist.  Manfred Weber would get the European 

Parliament presidency as a consolation prize.  A Frenchmen would get the ECB presidency; a 

dark horse candidate could be Christine Legarde, the current managing director of the IMF.  

However, it appears the deal fell apart on opposition from the smaller EU nations.   

 

Since I was in the neighborhood: In a bold move, President Trump made history yesterday by 

being the first sitting president to cross into the demilitarized zone separating North and South 

Korea.  He met Kim Jong-un and promised to restart nuclear talks.  There is a proposal that 

                                                 
1 There are two caveats.  First, the NBER, which dates the business cycle, doesn’t establish when recessions start 
for months after one begins.  Thus, if a downturn starts soon, the NBER could decide that a recession started in 
June, meaning we are not at a record.  Second, the dating of cycles didn’t begin until 1850, so, strictly speaking, a 
longer expansion may have occurred at some point between 1789 and 1850.   
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By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.ft.com/content/b3cec57a-9b9d-11e9-9c06-a4640c9feebb?emailId=5d198bc57d825f0004dbcc81&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c884d092-9b37-11e9-b8ce-8b459ed04726
https://www.reuters.com/article/us-usa-trade-china-huawei-tech/white-house-official-new-sales-to-chinas-huawei-to-cover-only-widely-available-goods-idUSKCN1TV0PO
https://www.ft.com/content/24c3f30a-99b8-11e9-9573-ee5cbb98ed36
https://www.nytimes.com/2019/06/30/us/politics/trump-china-trade.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.nytimes.com/2019/06/30/us/politics/trump-china-trade.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.ft.com/content/a9096898-9a44-11e9-9c06-a4640c9feebb
https://www.ft.com/content/1ae9df16-9b57-11e9-9c06-a4640c9feebb
https://www.nytimes.com/2019/06/30/world/asia/trump-north-korea-dmz.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.reuters.com/article/us-northkorea-usa/after-surprise-trump-kim-meeting-u-s-and-north-korea-to-reopen-talks-idUSKCN1TV00R
https://www.nytimes.com/2019/06/30/world/asia/trump-kim-north-korea-negotiations.html?action=click&module=Top%20Stories&pgtype=Homepage


 

 

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

www.confluenceinvestment.com 

 2 

would halt new weapons but allow the current arsenal to remain in place.  Perhaps the most 

telling item from this visit is that National Security Director Bolton was apparently in Mongolia.  

Bolton has been a target of Pyongyang’s ire, so the optics of sending him to exile are significant.    

 

Historic trade deal: The EU and Mercosur, the South American trading bloc, has reached a 

trade agreement.  Mercosur is a trading zone made up of Argentina, Brazil, Paraguay and 

Uruguay.  Something that should give the U.K. pause is that negotiations for this deal have been 

going on for two decades.  If the British think the EU will make a trade deal with them quickly 

they are probably mistaken.  A lesser free trade deal was also finalized with Vietnam.   

 

OPEC+: Russia and Saudi Arabia have reached an agreement to extend the current output 

restrictions for another six months.  Although it is possible the rest of OPEC might balk, it isn’t 

likely.  Iran will probably complain but it has little influence on the final decision since its 

exports have collapsed.   

 

Iran: Friday’s talks with the EU were not enough to forestall Iran from increasing uranium 

enrichment.  We expect tensions to continue to rise. 

 

Something to watch: President Trump indicated that he wants to change the U.S./Japan security 

agreement, a plan that was crafted after WWII.  Under that plan, Japan agreed to not project 

offensive military power and only have forces for self-defense, and the U.S. agreed to guarantee 

its external security.  The point of the plan was two-fold; Japan, a leading industrial power, had 

almost no natural resources and is heavily dependent on secure sea lanes for raw materials.  The 

rest of Asia was always worried about Japan’s power projection to secure these resources.  By 

taking over Japan’s security, it no longer needed to worry about being cut off from raw materials 

and other Asian nations no longer had to fear Japan’s power.  The arrangement has prevented a 

mass industrialized war from occurring in Asia.2  Changing this arrangement could open the door 

to pre-WWII conditions that would likely destabilize Asia.   

  

Venezuela: There were two items of note.  First, the U.S. has extended sanctions to the son of 

Maduro.  Second, the number of Venezuelans fleeing the country continues to increase; the 

Organization of American States warns that the total number of Venezuelan refugees could reach 

as high as 8.2 mm by the end of 2020.  That volume would make the Venezuelan refugee crisis 

larger than the Syrian crisis.  So far, the U.S. hasn’t seen a major influx of Venezuelans.  It is 

hard to imagine that we won’t at some point.   

 

Hong Kong protests: Protests have developed on the 22nd anniversary of the handover of Hong 

Kong from the British to China.  The protests have become violent; if they continue, we will be 

watching closely for Beijing’s reaction.  You can follow along here. 

 

Protests in Sudan: Protests have also developed in Khartoum against the provisional military 

government in Sudan.  The potential for a crackdown is high.   

 

                                                 
2 The Vietnam War, though significant, was not a mass industrial war similar to WWI and WWII. 

https://twitter.com/thomaswright08/status/1145328164224360449
https://www.ft.com/content/f7dc6c48-99c9-11e9-9573-ee5cbb98ed36
https://www.ft.com/content/f7dc6c48-99c9-11e9-9573-ee5cbb98ed36
https://www.nytimes.com/2019/06/30/business/european-union-trade-vietnam.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190701&section=topNews?campaign_id=51&instance_id=10596&segment_id=14810&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/76fe4a44-9a5d-11e9-9c06-a4640c9feebb
https://www.reuters.com/article/us-iran-nuclear-talks/iran-says-progress-at-last-ditch-nuclear-deal-talks-not-enough-idUSKCN1TT16V
https://www.reuters.com/article/us-iran-nuclear-talks/iran-says-progress-at-last-ditch-nuclear-deal-talks-not-enough-idUSKCN1TT16V
https://www.reuters.com/article/us-g20-japan-trump/trump-says-unfair-defense-treaty-with-japan-needs-to-be-changed-idUSKCN1TU0AJ?il=0
https://www.reuters.com/article/us-g20-japan-trump/trump-says-unfair-defense-treaty-with-japan-needs-to-be-changed-idUSKCN1TU0AJ?il=0
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_6_25_2018.pdf
https://www.reuters.com/article/us-venezuela-politics-usa-maduro/trump-administration-targets-maduros-son-nicolasito-with-sanctions-idUSKCN1TT2DS
https://www.ft.com/content/3e370738-99da-11e9-8cfb-30c211dcd229
https://www.cbsnews.com/news/hong-kong-activists-protest-annual-ceremony-marking-handover-to-china-from-uk-today-2019-07-01/
https://www.reuters.com/article/us-hongkong-extradition/fresh-protests-erupt-as-hong-kong-braces-for-annual-rally-to-mark-handover-idUSKCN1TV0YE
https://www.nytimes.com/2019/06/30/world/asia/hong-kong-protest-live-updates.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190701&section=topNews?campaign_id=51&instance_id=10596&segment_id=14810&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.washingtonpost.com/world/africa/mass-protests-in-sudan-draw-tens-of-thousands-with-scattered-clashes-in-capital/2019/06/30/3ac23dc0-9859-11e9-9a16-dc551ea5a43b_story.html?utm_term=.9b679fc351ef&wpisrc=nl_todayworld&wpmm=1
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A spat with Switzerland: Until today, Swiss equities could be traded on EU exchanges due to a 

process called equivalency.  But, the agreement has expired and now such stocks can only be 

exchanged on the Swiss bourse.  The same shares cannot be traded on European exchanges.  The 

root of the problem is a dispute between the EU and Switzerland over political ties.  So far, the 

shares are trading without incident but the issue could emerge later this year if we get a hard 

Brexit.  If hard Brexit occurs, British companies may not be able to trade on EU exchanges after 

Halloween. 

 

Fed talk: Although we have no additional speakers today, Vice Chair Clarida did talk early this 

morning in Finland.  As expected, he suggested the Fed would “act as appropriate.”  Richmond 

FRB President Barkin cooled expectations for a rate cut, suggesting such a move might be 

premature.   

 

Turkey and Libya: Turkey has accused forces allied with Khalifa Hifter of detaining six 

Turkish nationals.  In addition, these same Libyan forces claimed to have destroyed a Turkish 

drone parked on the tarmac of Tripoli’s airport.  Outside forces have been turning Libya into a 

proxy conflict.  Turkey has been siding with Islamist forces in the western part of the state, while 

the UAE and others have been supporting Hifter.   

 

Odds and ends: Taiwan’s president is scheduled to visit the U.S. later this month, an event 

certain to upset Beijing.  African Swine Fever may be killing much faster than reported.   
 

U.S. Economic Releases 

 

The table below lists the economic releases scheduled for today.   
 

EDT Indicator Expected Prior Rating

9:45 Markit Manufacturing PMI m/m jun 50.1 50.1 ***

10:00 ISM Manufacturing m/m jun 51.0% 52.1% **

10:00 Construction Spending m/m may 0.0% 0.0% **

Speaker or event

NO SPEAKERS OR EVENTS TODAY

Fed speakers or events

Economic Releases

District or position

 
 

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.  
 

https://www.bloomberg.com/news/articles/2019-06-30/swiss-bourse-on-uncharted-turf-on-day-one-without-eu-recognition?srnd=premium-europe
https://www.ft.com/content/41091f2c-9ad0-11e9-9c06-a4640c9feebb?emailId=5d198bc57d825f0004dbcc81&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bloomberg.com/news/articles/2019-07-01/clarida-says-fed-will-act-as-appropriate-to-sustain-expansion
https://www.wsj.com/articles/feds-barkin-warns-of-chill-over-business-investment-from-trade-uncertainty-11561973403?mod=newsviewer_click_realtime
https://www.washingtonpost.com/world/turkey-accuses-libyan-commander-of-detaining-turkish-citizens-and-threatens-retaliation/2019/06/30/7dda00a2-9b60-11e9-83e3-45fded8e8d2e_story.html?utm_term=.d460dc608668&wpisrc=nl_todayworld&wpmm=1
https://www.reuters.com/article/us-taiwan-china/taiwan-president-to-visit-u-s-this-month-move-likely-to-anger-china-idUSKCN1TW187
https://www.reuters.com/article/us-china-swinefever-production-insight/swine-fever-toll-in-china-may-be-twice-as-high-as-reported-industry-insiders-say-idUSKCN1TV017
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Commodity Index SDR y/y jun 13.0% 12.6% ** Equity bullish, bond bearish

China Manufacturing PMI m/m jun 49.4 49.4 49.5 *** Equity and bond neutral

Non-Manufacturing PMI m/m jun 54.2 54.3 54.2 ** Equity and bond neutral

Caixin China Manufacturing m/m jun 49.4 50.2 50.1 *** Equity bearish, bond bullish

Japan Tankan Large Mfg Outlook m/m q2 7.0 8.0 6.0 *** Equity bullish, bond bearish

Tankan Small Mfg Outlook m/m q2 -5.0 -2.0 -2.0 ** Equity bearish, bond bullish

Vehicle Sales y/y jun -0.9% 4.8% ** Equity bearish, bond bullish

Consumer confidence m/m jun 38.7 39.4 39.2 * Equity bearish, bond bullish

India Markit manufacturing PMI m/m jun 52.1 52.7 ** Equity bearish, bond bullish

EUROPE

Eurozone Markit manufacturing PMI m/m jun 47.6 47.8 47.8 *** Equity and bond neutral

M3 Money Supply y/y may 4.8% 4.7% 4.6% *** Equity bullish, bond bearish

Unemployment Rate m/m may 7.5% 7.6% 7.6% ** Equity bullish, bond bearish

France Markit manufacturing PMI m/m jun 51.9 52.0 52.0 *** Equity and bond neutral

Germany Markit/BME manufacturing PMI m/m jun 45.0 45.4 45.4 *** Equity bearish, bond bullish

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

Italy Markit manufacturing PMI m/m jun 48.4 49.7 48.7 *** Equity bearish, bond bullish

Unemployment rate m/m may 9.9% 10.2% 10.3% * Equity bullish, bond bearish

Switzerland PMI Manufacturing m/m jun 47.7 48.6 49.0 *** Equity bearish, bond bullish

UK Markit manufacturing PMI m/m jun 48.0 49.4 49.5 *** Equity bearish, bond bullish

Russia Markit manufacturing PMI m/m jun 48.6 49.8 *** Equity bearish, bond bullish  
 

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) 232 232 0 Down

3-mo T-bill yield (bps) 205 205 0 Neutral

TED spread (bps) 27 27 0 Neutral

U.S. Libor/OIS spread (bps) 214 213 1 Up

10-yr T-note (%) 2.02 2.01 0.01 down

Euribor/OIS spread (bps) -35 -34 -1 Neutral

EUR/USD 3-mo swap (bps) 13 14 -1 Down

Currencies Direction

dollar up Neutral

euro down Up

yen down Up

pound down Neutral

franc down 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 $66.39 $64.74 2.55% OPEC+ agreement

WTI $59.95 $58.47 2.53%  

Natural Gas $2.28 $2.31 -1.30%  

Crack Spread $21.84 $21.88 -0.21%

12-mo strip crack $18.39 $18.39 -0.02%

Ethanol rack $1.69 $1.70 -0.39%

Gold $1,392.57 $1,409.55 -1.20% Successful G-20

Silver $15.29 $15.32 -0.15%

Copper contract $272.60 $271.35 0.46%

Corn contract 429.25$       431.50$       -0.52%

Wheat contract 522.75$       527.25$       -0.85%

Soybeans contract 923.25$       923.00$       0.03%

Baltic Dry Freight 1354 1340 14

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show a cooling trend for the midsection of the country that will 

spread into New England by mid-July.  The Southeast and West Coast will remain hot.  

Unfortunately, the wet pattern remains.  There is no tropical activity expected over the next 48 

hours. 
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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.  
 

June 28, 2019 
 

Gold prices have been strong recently, supported by perceptions of easing monetary policy and 

oblique statements from the White House hinting at supporting a weaker dollar.  Lower interest 

rates and dollar weakness are generally bullish for gold prices.  

 

Our coincident gold price model suggests the recent rally is merely “catching up” from an 

undervalued condition. 
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FAIR VALUE SPOT GOLD

GOLD MODEL
(Fed's Balance Sheet, ECB Balance Sheet, EUR/USD, real 2-yr)

Sources:  Haver Analytics, CIM

Fair Value = $1400

 
 

This model uses the balance sheets of the Federal Reserve and the European Central Bank, the 

EUR/USD exchange rate, the fiscal account as a percentage of GDP and the real two-year 

Treasury yield.  The model has been suggesting that gold was undervalued for the past two years.  

The recent rally has closed the gap; however, as the dollar weakens and the central banks return 

to expanding their balance sheets, the model’s forecast will rise and support gold prices. 

 

On a longer term basis, the unscaled level of the deficit does tend to suggest a favorable 

environment for gold. 
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This chart shows the Congressional Budget Office’s level of the deficit (on an inverted scale) 

and forecast to 2025.  The body is suggesting the deficit will worsen in the coming years which 

has tended to be supportive for gold prices.  Interestingly enough, the mere level has the biggest 

effect on prices compared to scaling the fiscal account to GDP.  Most likely, the level is easier 

for gold buyers to understand.   

 

With inflation low and Modern Monetary Theory becoming popular, the likelihood of rising 

deficits is elevated.  A position in gold is one way investors can position for a secular trend in 

rising deficits.   

   

 

 
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 6/28/2019 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 6/28/2019 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), 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 
 

June 27, 2019  
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P/E as of 6/26/2019 = 18.6x

 
 

Based on our methodology,3 the current P/E is 18.6x, unchanged 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. 
 

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


