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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 11, 2019—9:30 AM EDT] Global equity markets are generally higher this 

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

closed up 0.9%.  Chinese markets were mixed, with the Shanghai composite up 0.1% and the 

Shenzhen index down 0.1% from the prior close.  U.S. equity index futures are signaling a higher 

open.  

 

Good Morning!  Equities continue to trend higher on Powell’s testimony yesterday.  Trade 

tensions are elevated.  The Persian Gulf heats up.  Here is what we are watching today: 

 

Powell:  The chair returns to the hill today but the second day is usually a repeat of the first.  

However, if the chair does think the markets got something wrong he will try to steer comments 

to correct that impression.  We don’t expect that to occur today.   The comments yesterday were 

unequivocally dovish and signal a near certainty that there will be a rate cut at the end of the 

month.  Normally, the Q&A session with the chair is two hours of political posturing where little 

new information is revealed.  There was a lot of that yesterday but we did note three interesting 

exchanges.   

 

1. The Phillips Curve took a hit in an exchange with Alexandria Ocasio-Cortez (D-NY), 

who noted that unemployment has fallen over the past few years without any uptick in 

inflation.  This occurred despite persistent warnings from the Fed that inflation could be 

around the corner because of tightening labor markets.  She got the chair to admit that the 

Fed’s estimates about the relationship between the labor markets and inflation were 

incorrect.  We will be watching for ramifications from this exchange in the future.  In our 

estimate, the FOMC majority continues to cling to the Phillips Curve, probably because 

without it they have no clear guidance for setting policy.  If the Fed isn’t careful, 

Congress will give it one. As an example, let’s say the Fed cannot allow the 

unemployment rate to move above 5%?  If inflation is dead (and we think it is, if and 

only if we remain globalized and deregulated) then targeting the unemployment rate is 

reasonable.  Otherwise, this path will take us back to higher inflation. 

2. Rashida Tlaib (D-MI) noted that the Fed bought commercial paper during the financial 

crisis to stabilize that market.  Tlaib asked if the Fed could buy municipal paper to help 

cities and states.  Powell suggested the Fed didn’t have the legal authority to do that but 

we are not sure he is correct.  Quantitative easing (QE) is something of a “Pandora’s box” 

to politicize central banks.  The BOJ, for example, has been buying equity products.  QE 

in Europe has led to such distortions that even emerging market European debt markets 
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are now offering negative nominal yields.  If the Fed opened its balance sheet to buying 

municipal bonds, it would likely remove the pro-cyclical nature of state and local 

government borrowing, which is usually constrained by tax revenue.  Essentially, the 

decision of a central bank to buy one asset but not another politicizes the process of 

monetary policy.  Although QE may have been necessary under the strain of the Great 

Financial Crisis, the opportunity cost was that the Fed now finds itself mired in political 

decisions.  Since the structure of the Fed is isolated from the voters, such decisions may 

very well eventually be brought under the purview of the voting public.   

3. Chair Powell took the opportunity to slam Facebook’s (FB, 202.73) proposed 

cryptocurrency, Libra, suggesting it could destabilize the financial system.  We have been 

wondering how long it would take before governments begin to figure out that the ability 

to print money is a key element of sovereignty.  Cryptocurrencies fell on the news. 

 

We will be watching to see if the Senate takes up any of these issues.  We doubt we will hear too 

much on the first two points but a return to point #3 is highly likely. 

 

U.S.-China trade talks:  There wasn’t much positive news on the trade front.  Recent Chinese 

announcements indicate Commerce Minister Zhong Shan, reportedly a hardliner on trade, has 

been inserted into the Chinese trade team, potentially signaling that China will be taking a 

tougher stance in the renewed trade talks.  Along with Chinese Vice Premier Liu He, Zhong was 

reportedly on this week’s phone call with top U.S. trade negotiators in which the Chinese 

participants declined to offer any specific commitments on purchasing U.S. agricultural products.  

The call also produced no firm timetable for any upcoming face-to-face meetings between the 

trade teams.  One of the factors that may be slowing talks are the informal but critical CPC 

meetings that take place at the Chinese seaside resort town of Beidaihe later this month.  This 

annual summer retreat of the CPC allows current and retired officials to discuss issues off the 

record and Xi may be cautious about taking aggressive trade steps only to face criticism from his 

“elders.”  Another trend complicating matters is that the Trump administration views the trade 

conflict as a source of political strength going into the elections and therefore may not opt for a 

deal unless the Chinese capitulate.  Paradoxically, Chair Powell’s testimony and expectations of 

easier monetary policy may support this position; if the president is less worried that a trade 

conflict will hurt the economy, then he may be willing to string the talks out well into next year.  

The decision by the administration to meet with Hong Kong activists suggests a hardening of 

positions.   

 

Iran:  Iranian speedboats harassed a British flagged oil tanker yesterday, but the Iranian vessels 

backed off when a Royal Navy warship intervened.  Reports say the H.M.S. Montrose positioned 

herself between the tanker and the Iranian vessels and forced the Iranians to disengage by 

training her guns on them, although Iranian Foreign Minister Zarif denied any such incident 

occurred.  The incident follows the British seizure of an Iranian tanker earlier this week on 

grounds that the vessel was carrying oil to Syria in violation of European Union sanctions.  Iran 

had responded to the seizure by threatening unspecified consequences, and as we reported 

yesterday, reports said at least one British tanker (apparently the one in today’s incident) had 

temporarily taken refuge in a Saudi port.  The U.S. accused Iran of “nuclear extortion” and 

promised more sanctions.  Iran appears to be steadily ratcheting up its nuclear enrichment but 

doesn’t seem to be moving rapidly to cross the threshold of a nuclear weapon.  The steady 

https://www.politico.com/story/2019/07/10/jerome-powell-facebook-libra-1
https://finance.yahoo.com/news/bitcoin-extends-losses-fed-chief-082510950.html
https://www.washingtonpost.com/business/economy/trump-team-fears-new-face-on-china-trade-team-signals-tougher-stance/2019/07/10/5b6c24d2-a349-11e9-b732-41a79c2551bf_story.html?noredirect=on&utm_term=.d499210a9ff6
https://www.washingtonpost.com/business/economy/trump-team-fears-new-face-on-china-trade-team-signals-tougher-stance/2019/07/10/5b6c24d2-a349-11e9-b732-41a79c2551bf_story.html?noredirect=on&utm_term=.d499210a9ff6
https://asia.nikkei.com/Editor-s-Picks/China-up-close/Xi-makes-waves-in-South-China-Sea-ahead-of-summer-conclave
https://www.reuters.com/article/us-usa-trade-china-analysis/risks-aside-trumps-team-sees-china-trade-stance-as-strength-in-2020-idUSKCN1U60GP
https://www.cnbc.com/2019/07/11/tariffs-on-chinese-products-are-the-new-normal-says-max-baucus.html
https://www.bloomberg.com/news/articles/2019-07-10/trump-team-sends-defiant-signal-to-beijing-by-meeting-activist
https://www.reuters.com/article/us-mideast-iran-britain-tanker/iranian-boats-harass-british-tanker-in-the-gulf-u-s-officials-idUSKCN1U52SE?utm_source=POLITICO.EU&utm_campaign=5ff2f998e3-EMAIL_CAMPAIGN_2019_07_11_04_22&utm_medium=email&utm_term=0_10959edeb5-5ff2f998e3-190334489
https://www.nytimes.com/2019/07/11/world/middleeast/iran-british-tanker.html
https://www.wsj.com/articles/three-iranian-vessels-tried-to-block-u-k-ship-from-passing-through-strait-of-hormuz-11562822874?mod=hp_lead_pos1
https://www.nytimes.com/2019/07/10/world/europe/us-iran-nuclear-sanctions.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190711&section=whatElse?campaign_id=51&instance_id=10826&segment_id=15097&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
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enrichment process appears to be a negotiating stance; if talks do occur, Iran can offer to pull 

back on enrichment in return for sanctions relief, which it clearly needs.  The risk to Iran is (a) 

the U.S. doesn’t really care if it goes nuclear because its missiles can’t reach the U.S. mainland,1 

so sanctions never end, and (b) the U.S. does care and bombs its nuclear sites with greater 

effectiveness than expected.  The potential for escalation remains and this is putting a bid under 

oil prices.   

 

Broader Persian Gulf security:  Today’s U.K.-Iran incident also seems likely to accelerate the 

current plans for a multi-nation naval operation to monitor and protect shipping in the broader 

Persian Gulf.  Echoing his calls for NATO members to fund more of the alliance’s defense, 

President Trump has also been calling for oil-consuming countries to contribute more ships to 

the security effort in the Gulf.  However, as in NATO, those countries seem to be slow-walking 

any additional contributions.  For example, Japanese officials today said their contribution to any 

Gulf protection plan would probably be limited to logistical support, given the country’s pacifist 

constitution.  Researcher Sachi Sakanashi of the Tokyo-based Institute of Energy Economics is 

quoted today as saying, “(Japan) will prioritize de-escalation over creating tensions by joining 

the U.S.-led coalition.” 

 

French tech tax:  The U.S. has been of two minds on tech regulation.  American regulators are 

concerned about the power, reach and influence of U.S. tech firms and are considering ways to 

regulate them, including using anti-trust measures.  However, these are American firms and the 

U.S. is clearly uncomfortable with other nations, especially European ones, using state power to 

affect these companies.  The Europeans have mostly missed out on e-commerce and social media 

and so they can increase the cost of tech firms doing business with little repercussions and so 

European states have a clear incentive to tax the activities of tech firms.  The Macron 

government is proposing to tax large technology companies; this has caught the attention of the 

U.S. which is investigating whether such a plan would be considered a hostile trade action.  The 

Trump administration is considering tariff retaliation if the tax is implemented.   

 

Brazil:  The lower house of Congress yesterday preliminarily approved President Bolsonaro’s 

plan to reform the country’s pension plan in order to dramatically cut its cost.  The bill received 

379 votes in favor and 131 against, suggesting it should also pass on its second and final vote, at 

which time it would be sent to the Senate for its approval.  Even though the bill has been watered 

down compared with its original version, it is still expected to cut the country’s pension costs 

sharply and help shore up government finances.  The bill has therefore been a strong positive for 

Brazilian assets recently. 

 

A brewing Italian scandal?   There are reports that deputy PM Salvini may have been willing to 

accept money from Russia to support his political aspirations.  Russia’s attempts to affect 

political outcomes in the West are well known, but it isn’t clear if such a scandal would seriously 

harm Salvini.   

 

                                                 
1 This stance creates the same problem for Iran’s neighbors that a nuclear North Korea without ICBMs poses for 
Japan, China and South Korea. 
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https://www.japantimes.co.jp/news/2019/07/11/national/japan-consider-options-u-s-seeks-cooperation-middle-east-threats/#.XSc0PehKhaQ
https://www.japantimes.co.jp/news/2019/07/11/national/japan-consider-options-u-s-seeks-cooperation-middle-east-threats/#.XSc0PehKhaQ
https://www.ft.com/content/34c37f38-3ffd-11e9-b896-fe36ec32aece
https://www.politico.com/story/2019/07/10/trump-french-tech-tax-1581707
https://www.ft.com/content/ba4bd9b8-a351-11e9-a282-2df48f366f7d?emailId=5d26b059f72f2800043bbaf8&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/51676296-a18a-11e9-974c-ad1c6ab5efd1
https://www.ft.com/content/51676296-a18a-11e9-974c-ad1c6ab5efd1
https://www.buzzfeednews.com/article/albertonardelli/salvini-russia-oil-deal-secret-recording?bftwuk=&utm_term=4ldqpgm&ref=hpsplash
https://www.buzzfeednews.com/article/albertonardelli/salvini-russia-oil-deal-secret-recording?bftwuk=&utm_term=4ldqpgm&ref=hpsplash
https://www.nytimes.com/2019/07/10/world/europe/salvini-russia-audio.html
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Odds and ends:  Merkel’s health continues to be a concern among European leaders.  Although 

U.S. politicians often use European public health systems as an alternative to the private systems 

in the U.S. the overseas systems are not without issues.  Recently, Europe has been suffering 

through serious shortages of key drugs.  Although some of this problem may be due to industry 

structure, a truism of economics is that if one fixes prices, the risk is that one trades the problem 

of high prices for the problem of shortages.  Finally, one repercussion of legalized pot—a rise in 

candy and snack demand!  Who knew? 

 

Energy update:  Crude oil inventories fell 9.5 mb last week compared to the forecast drop of 2.9 

mb.   
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In the details, refining activity rose 0.5%, above the 0.1% rise forecast.   Estimated U.S. oil 

production rose by 0.1 mbpd to 12.3 mbpd.  Crude oil imports fell 0.3 mbpd, while exports rose 

0.1 mbpd.  Stocks fell on weaker imports and rising refining demand.   

 

 
(Sources:  DOE, CIM) 

https://www.nytimes.com/2019/07/10/world/europe/merkel-shaking.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190711&section=whatElse?campaign_id=51&instance_id=10826&segment_id=15097&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.politico.eu/article/europe-still-coming-up-short-on-drug-supplies/?utm_source=POLITICO.EU&utm_campaign=5ff2f998e3-EMAIL_CAMPAIGN_2019_07_11_04_22&utm_medium=email&utm_term=0_10959edeb5-5ff2f998e3-190334489
https://www.axios.com/newsletters/axios-markets-1a33b5be-f0af-40db-be11-23602217ada5.html?chunk=2#story2
https://www.axios.com/newsletters/axios-markets-1a33b5be-f0af-40db-be11-23602217ada5.html?chunk=2#story2
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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 in terms of direction but was larger than normal.   
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Based on oil inventories alone, fair value for crude oil is $55.03.   Based on the EUR, fair value 

is $52.70.  Using both independent variables, a more complete way of looking at the data, fair 

value is $52.67.  Oil prices are getting a bit above fair value, likely due to tensions with Iran and 

tropical storm worries.  However, the market is probably also expecting further declines in 

inventories given the seasonal patterns; thus, prices are moving higher in anticipation.   

 

U.S. Economic Releases 
 

Initial claims came in lower than expected, rising to 209k compared to expectations of 221k.   

 

100

200

300

400

500

600

700

07 08 09 10 11 12 13 14 15 16 17 18 19

FOUR-WEEK AVERAGE OF 

INITIAL CLAIMS

T
H

O
U

S
A

N
D

S

Sources:  BLS, CIM  
 

The chart above shows the four-week moving average of initial claims. The four-week average 

of claims rose 222.5k to 219.25k. 

Energy%20update:%20%20Crude%20oil%20inventories%20fell%209.5%20mb%20last%20week%20compared%20to%20a%20forecast%20drop%20of%202.9%20mb.
Energy%20update:%20%20Crude%20oil%20inventories%20fell%209.5%20mb%20last%20week%20compared%20to%20a%20forecast%20drop%20of%202.9%20mb.
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CPI came in above expectations, rising 0.1% from the prior month compared to the forecast of 

remaining unchanged.  Core CPI came in above expectations, rising 0.3% from the prior month 

compared to the forecast of 0.2%. 

 

 
  

The chart above shows the year-over-year change in headline CPI and core CPI.  Headline CPI 

and core CPI rose 1.6% and 2.1%, respectively.   

 

Real average weekly earnings rose by 1.5% from the prior year, while real average hourly 

earnings rose 1.2% from the prior year for all workers and 2.0% for non-supervisory workers.  

 

 
  

The chart above shows real average hourly earnings for production and non-supervisory workers.   
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The table below lists the economic releases and Fed events scheduled for today.   
 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m jul 62.6 **

14:00 Monthly Budget Statement m/m jun -$7.9 bn -$207.8 bn **

10:00 Jerome Powell Testifies to the House Financial Services Panel Chairman of Board of Governors of Federal Reserve

11:10 John Williams Discusses International Economics President of the Federal Reserve Bank of New York

12:15 Raphael Bostic Speaks at Washington University of St. Louis President of the Federal Reserve Bank of Atlanta

12:30 Thomas Barkin Speaks  in Ottawa

13:30 Randal Quarles speaks on stress tests in Boston Federal Reserve Vice Chairman of Supervision

17:00 Neel Kashkari Discusses Monetary Policy and the Economy President of Federal Reserve Bank of Minneapolis

Fed speakers or events

Economic Releases

President of the Federal Reserve Bank of Richmond

 
 

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

China Foreign Direct Investment m/m jun 8.5% 8.5% ** Equity and bond neutral

Japan Japan Buying Foreign Bonds m/m jul ¥0.297 tn ¥0.514 tn * Equity and bond neutral

Japan Buying Foreign Stocks m/m jul ¥0.028 tn ¥0.115 tn * Equity and bond neutral

Foreign Buying Japan Bonds m/m jul ¥0.466 tn ¥0.454 tn * Equity and bond neutral

Foreign Buying Japan Stocks m/m jul ¥0.192 tn ¥0.059 tn * Equity and bond neutral

Tertiary Industry Index m/m may -0.2% 0.8% -0.1% ** Equity bearish, bond bullish

Australia Consumer Inflation Expectations m/m jul 3.2% 3.3% *** Equity and bond neutral

Home Loans m/m may -0.1% -1.1% -1.0% ** Equity bearish, bond bullish

Investment Lending q/q may -1.7% -2.2% 0.5% ** Equity and bond bearish

Owner-Occupier Loan Value m/m may -2.7% 0.0% 1.0% ** Equity and bond bearish

New Zealand Card Spending Total m/m jun 0.1% 0.2% ** Equity and bond neutral

Card Spending Retail m/m jun 0.0% -0.5% 0.7% ** Equity and bond bearish

EUROPE

Germany CPI y/y jun 1.6% 1.6% 1.6% *** Equity and bond neutral

CPI EU Harmonized m/m jun 1.5% 1.3% 1.3% *** Equity bearish, bond bullish

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

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

Russia Budget Balance ytd jun 1.561 tn 1.150 tn 1.260 tn *** Equity bullish, bond bearish

AMERICAS

Mexico Nominal Wages y/y jun 6.1% 5.9% *** Equity and bond neutral

ANTAD Same-Store Sales y/y jun 4.5% 5.4% ** Equity bullish, bond bearish  
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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) 234 234 0 Down

3-mo T-bill yield (bps) 212 213 -1 Neutral

TED spread (bps) 22 21 1 Neutral

U.S. Libor/OIS spread (bps) 209 211 -2 Up

10-yr T-note (%) 2.07 2.06 0.01 down

Euribor/OIS spread (bps) -36 -36 0 Neutral

EUR/USD 3-mo swap (bps) 15 11 4 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Up

pound up Neutral

franc up Neutral

Central Bank Action Current Prior Expected

Bank of Canada Rate Decision 1.750% 1.750% 1.750% On forecast  
 

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 $67.26 $67.01 0.37%

WTI $60.64 $60.43 0.35%  

Natural Gas $2.48 $2.44 1.27%  

Crack Spread $24.02 $23.85 0.71%

12-mo strip crack $19.05 $18.95 0.56%

Ethanol rack $1.67 $1.67 0.16%

Gold $1,418.51 $1,419.02 -0.04%

Silver $15.27 $15.24 0.17%

Copper contract $268.90 $269.40 -0.19%

Corn contract 438.00$       439.50$       -0.34%

Wheat contract 505.00$       504.75$       0.05%

Soybeans contract 913.50$       912.75$       0.08%

Baltic Dry Freight 1777 1759 18

Actual Expected Difference

Crude (mb) -9.5 -2.9 -6.6

Gasoline (mb) -1.5 -2.0 0.5

Distillates (mb) 3.7 0.8 2.9

Refinery run rates (%) 0.50% 0.10% 0.40%

Natural gas (bcf) 69.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

The 6-10 and 8-14 day forecasts show warmer to normal temperatures for most of the country, 

with cooler temps around Washington.  Precipitation is expected for most of the country.  There 

is a cyclone formation in the Gulf of Mexico and is expected to form into a tropical storm this 

week and move across portions of Louisiana, Texas and Mississippi.  It is unclear whether the 

tropical disturbance will disrupt the shipment or production of refineries located along the Gulf.  

In general, the energy infrastructure can usually manage a hurricane up to a Category 3 without 

significant disruption.  
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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,2 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. 

 

                                                 
2 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.3  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. 
 

 
 

                                                 
3 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 7/10/2019 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 7/10/2019 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

July 11, 2019  
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P/E as of 7/11/2019 = 19.1x

 
 

Based on our methodology,4 the current P/E is 19.1x, up 0.1x from last week.  The rising stock 

market has 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. 
 

                                                 
4 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. 


