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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 5, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

0.2%.  Chinese markets were up, with the Shanghai composite up 0.2% and the Shenzhen index 

0.5% from the prior close.  U.S. equity index futures are signaling a lower open.  

 

(NB:  We are publishing an abbreviated report today.  Because of the all-important labor 

market data, we wanted to provide our coverage of that issue and the usual energy market 

update as well.  Additionally, the AAW will be updated.  But the headings in yellow are not 

updated.) 

 

Happy employment Friday!  We cover the data in detail below, but the quick take is that the 

report was much stronger than forecast.  It is bearish for bonds and has led equity futures lower 

this morning.  Otherwise, it was a quiet overnight session for most markets with the U.S. taking 

yesterday off for the Independence Day holiday.  There was an earthquake in California 

yesterday; damage appears to be minor.  Here’s what we are watching today: 

 

Getting to know you, EU style:  Ursula von der Leyen, the candidate for EU Commissioner, is 

making the rounds in Brussels to introduce herself and drum up support for confirmation of her 

appointment. So far, it appears her reception has been less than warm.  Despite the chilliness, we 

do expect her to be approved, mostly because the EU leadership will dole out positions to groups 

that could block her elevation.  The key to watch is the Greens; they haven’t been much of a 

power before and if they flex their new electoral muscles, the center-left could be mostly shut 

out. 

 

Iranian oil tanker seized:   The Royal Navy seized a Panamanian-flagged tanker thought to be 

carrying Iranian oil that was in route to Syria.  Although the EU has not signed on to the U.S. 

sanctions against Iran (and this oil shipment would violate U.S. sanctions) the British captured 

the vessel because shipments to Syria would violate EU sanctions against the Assad regime.  The 

tanker was seized near Gibraltar, which is controlled by the U.K.  Needless to say, Iran is furious 

about the act. 

 

China on trade:  Although the financial markets celebrated the China/U.S. trade ceasefire 

negotiated at the G-20, the odds of a lasting deal look rather long.  China said today that a 

precondition of a deal is that the U.S. must remove all tariffs.  Robert Lighthizer, the USTR, has 

made it clear that he wants to keep the threat of tariffs in place as a way to maintain Chinese 
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compliance on any trade agreements.  It would be hard for the U.S. to back away from tariffs 

because Lighthizer is right—China probably won’t comply with the agreement without the threat 

of tariffs.   

 

Snap elections in the U.K.?  Tory officials are quietly preparing for snap elections in case he 

can’t get a better deal from the EU (a new deal from the EU is highly unlikely) and the current 

Parliament won’t accept a no-deal Brexit.  New elections would be risky; it is quite possible that 

a Corbyn-led Labour Party would win which would send financial markets into a downspin.   

 

A deal in Sudan:  Civilian and military leaders have reached an agreement on power sharing.  

Power will rotate between military and civilian leaders over the next three years.  At that point, 

the military will end the arrangement and Sudan will be under civilian rule.  Although the 

agreement should bring peace to the country, the obvious sticking point is if the military will 

really leave power when the time comes.   

 

German factory orders:  As noted above, we are not updating the foreign economic releases  

but we did want to note that German factory orders fell 8.6% from last year. 

 

 
 

This chart shows German manufacturing orders on a yearly basis, with recession shading 

reflecting German recessions.  The current decline is consistent with previous downturns and 

would suggest that the German economy is probably in recession.  The German 10-bund fell to a 

-0.40%, a new record low. 

 

Energy update:  Crude oil inventories fell 1.1 mb last week compared to a forecast drop of 3.0 

mb.   

 

https://www.ft.com/content/7bf30170-9e3b-11e9-b8ce-8b459ed04726?emailId=5d1ecf60d2fd250004ddc8a1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2019/07/04/world/africa/sudan-power-sharing-deal.html?action=click&module=News&pgtype=Homepage
https://www.ft.com/content/7256af74-9eed-11e9-9c06-a4640c9feebb
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In the details, refining activity unchanged, above the 0.3% decline forecast.   Estimated U.S. oil 

production rose by 0.1 mbpd to 12.2 mbpd.  Crude oil imports rose 0.9 mbpd while exports fell 

0.8 mbpd.  Rising production, flat refining demand, rising imports and falling exports led to a 

lower than expected draw in crude oil stockpiles. 

   

 
(Source:  DOE, CIM) 

 

This is the seasonal pattern chart for commercial crude oil inventories.  We are now well within 

the spring/summer withdrawal season.  This week’s decline is consistent with the seasonal 

pattern.  After a period of variability, we are seeing the seasonal trend reassert itself.  
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Based on oil inventories alone, fair value for crude oil is $51.89.   Based on the EUR, fair value 

is $53.47.  Using both independent variables, a more complete way of looking at the data, fair 

value is $52.04.  Oil prices have based and are now working higher, bolstered by tensions with 

Iran.  The re-emergence of the summer season inventory pattern is also supportive for oil prices.   

 

U.S. Economic Releases 
 

Non-farm payrolls rose 224k, well above the 160k forecast.  May was revised lower, to 72k from 

75k.  The unemployment rate rose to 3.7% from 3.6% mostly due to an expanding labor force.  

Wage growth was a bit weaker than expected, at 3.1% from last year compared to expectations 

of 3.2%.  The participation rate rose to 62.9% from 62.8% but the employment/population ratio 

was unchanged at 60.6%. 

 

Let’s go through the data; first, payrolls recovered. 
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The rolling sum of payrolls remains above the recession trigger. 

 

 
 

We note that retailing lost 5.8k jobs last month but transportation and warehousing jobs, a proxy 

for e-retailing, rose 23.9k. 

 

 
 

In the household survey, the unemployment rate ticked higher.  Employment in the household 

survey rose 247k but was overwhelmed by a 335k rise in the labor force.   
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Relative to the employment/population ratio, the gap with unemployment remains wide. 

 

 
 

In terms of the business cycle and the household survey, we like to compare the current 

unemployment rate to where it was two years ago.  We remain in expansion territory. 

 

 
 

A positive reading signals recession. 
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Another look—on a cycle basis, labor force expansion has been unusually tepid. 

 

 
 

The current expansion is the lowest line on the chart.  We didn’t really see any signficant 

improvement in the labor force until around 50 months into the expansion.  Thus, there still may 

be more workers to coax back into the labor market even with the expansion at a record (see the 

AAW below).   

 

Wages for all workers rose 3.1% from last year but wages for production and non-supervisory 

workers, estimated to represent growth trends for about 80% of the workforce, held at 3.4%.  

This suggests that less affluent households are enjoying a rebound in income. 

 

 
 

Today’s data is overall bullish for the economy and thus reduces the odds of a rate cut at the July 

meeting.  In response, we are seeing a pop in Treasury yields, a stronger dollar, weaker gold and 
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equity futures.  Clearly, financial markets are focused on policy and recent strength is a function 

of expectations of policy easing.  We do warn that the employment data are volatile and the 

tendency of markets to react to each month’s number doesn’t make a lot of sense but this is the 

business we have chosen. 

 

The table below lists the economic releases scheduled for today.   
 

EDT Indicator Expected Prior Rating

9:45 Markit Services PMI m/m jun 50.7 50.7 **

9:45 Markit Composite PMI m/m jun 50.6 **

10:00 ISM Non-Manufacturing m/m jun 56.0 56.9 ***

10:00 Durable Goods Orders m/m may -1.3% -1.3% ***

10:00 Nondefense Capital Goods Orders Ex-Aircraft m/m may 0.4% **

10:00 Factory Orders m/m may -0.6% -0.8 **

Speaker or event

NO SPEAKERS OR EVENTS TODAY

Fed speakers or events

Economic Releases

No speakers or events scheduled

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.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Building Approvals y/y may -19.6% -23.4% -21.5% *** Equity bullish, bond bearish

Trade Balance m/m may A$5.7 Bil. A$4.8 Bil. A$5.3 Bil. *** Equity and bond neutral

China Caixin China Services m/m jun 52.0 52.7 52.6 ** Equity bearish, bond bullish

Japan Jibun Bank of Japan PMI Services m/m jun 51.9 51.7 ** Equity bullish, bond bearish

India Markit Non-Manufacturing PMI m/m jun 49.6 50.2 ** Equity bearish, bond bullish

EUROPE

Eurozone Markit Services PMI m/m jun 53.6 53.4 53.4 ** Equity and bond neutral

France Markit Services PMI m/m jun 52.9 53.1 53.1 ** Equity and bond neutral

Germany Markit Services PMI m/m jun 55.8 55.6 55.6 ** Equity and bond neutral

Italy Markit Services PMI m/m jun 50.5 50.0 50.0 ** Equity and bond neutral

UK Markit Services PMI m/m jun 50.2 51.0 51.0 ** Equity bearish, bond bullish

Russia Markit Services PMI m/m jun 49.7 52.0 ** Equity bearish, bond bullish

AMERICAS

Canada International Merchandise Trade m/m may $0.8 Bil. -$1.0 Bil. -$1.7 Bil. ** Equity and bond neutral

Brazil Markit Services PMI m/m jun 48.2 47.8 ** Equity and bond neutral  
 

Financial Markets 
 

https://www.youtube.com/watch?v=io43ak_Vias
https://www.youtube.com/watch?v=io43ak_Vias
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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) 233 232 1 Down

3-mo T-bill yield (bps) 213 214 -1 Neutral

TED spread (bps) 20 18 2 Neutral

U.S. Libor/OIS spread (bps) 212 213 -1 Up

10-yr T-note (%) 1.96 1.97 -0.01 down

Euribor/OIS spread (bps) -35 -35 0 Neutral

EUR/USD 3-mo swap (bps) 15 16 -1 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Up

pound up Neutral

franc up 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. 
 

Price Prior Change Explanation

Brent $63.13 $62.40 1.17% Bullish APIs

WTI $56.81 $56.25 1.00%  

Natural Gas $2.27 $2.24 1.12%  

Crack Spread $22.44 $22.56 -0.56%

12-mo strip crack $18.36 $18.48 -0.62%

Ethanol rack $1.67 $1.68 -0.16%

Gold $1,423.23 $1,418.65 0.32%

Silver $15.26 $15.32 -0.35%

Copper contract $265.95 $266.40 -0.17%

Corn contract 430.25$       426.00$       1.00%

Wheat contract 507.50$       503.25$       0.84%

Soybeans contract 904.00$       898.75$       0.58%

Baltic Dry Freight 1446 1381 65

Actual Expected Difference

Crude (mb) -3.0

Gasoline (mb) -3.0

Distillates (mb) -1.6

Refinery run rates (%) -0.30%

Natural gas (bcf) 82.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

The 6-10 and 8-14 day forecasts have shifted profoundly to warmer than normal.  Precipitation 

should become normal, which would be a welcome relief to the current wet pattern.  This 

forecast is bullish for natural gas as utilities will be increasing their demand for peaking power 

which tends to be fueled by this fuel.  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.  
 

July 5, 2019 
 

Although it’s not official,1 it appears the current expansion has reached a new record. 
 

 
(Source: NBER) 

 

This chart shows expansions by months since 1850.  The current expansion just reached 121 

months, exceeding the 1991-2001 expansion, which was previously the longest. 

 

Part of the reason this expansion has lasted so long is because economic growth has been rather 

slow. 

 

                                                 
1 The National Bureau of Economic Research, a private body, is the official arbiter of business cycles.  When it dates 
the onset of recession, it is usually months after the downturn has occurred.  Thus, it is possible (but not likely) 
that the group could determine that a recession began before July.  We won’t know for certain that the current 
expansion is the longest until the next recession starts.   
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This chart shows the average GDP for expansions since 1960; we have also isolated the average 

contribution from the components of GDP.2  Not only has this expansion had the slowest average 

GDP growth, but two of the components, net exports and government, were negative 

contributors.  That had never happened over this time frame before.   
 

Because the expansion was slow, the bottlenecks that often develop in a long expansion have not 

become evident in this cycle.  Inflation remains tame, with the overall PCE deflator below 2.5%.  

In previous recessions this measure of inflation had exceeded 2.5%, which would tend to trigger 

policy tightening. 
 

 
 

                                                 
2 We break out fixed investment to eliminate the impact of inventories.  The actual calculation is GDP = 
Consumption + Investment + Government + Net Exports.   
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Recessions are usually triggered by either policy tightening or a geopolitical event.  The former 

tends to occur when policymakers are facing rising inflation.  With current inflation tame, 

excessive tightening would be a major mistake.   The potential for a geopolitical risk is elevated 

at this time but not high enough to suggest a significant defensive position. 

 

So, until inflation rises or a geopolitical event occurs, there is no reason that the current 

expansion can’t last longer.  And, as long as the expansion continues, equities should continue to 

perform relatively well.   

  

   

 
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 7/2/2019 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 7/2/2019 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 

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

Commodities (Bloomberg total return Commodity Index). 
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P/E Update 
 

July 5, 2019  
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P/E as of 7/4/2019 = 19.0x

 
 

Based on our methodology,3 the current P/E is 19.0x, up 0.4x from last week.  We are now 

rotating the Q3, meaning we have dropped Q3 earnings (see below).   There was a drop in Q4 

earnings compared to Q3 and that fact, coupled with a rising market, led to the multiple 

expansion. 

 

 
 
 
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 two actual quarters (Q4 and Q1) and two estimates (Q2 and Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


