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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 29, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

0.7%.  Chinese markets were mixed, with the Shanghai composite down 0.1% and the Shenzhen 

index up 0.1% from the prior close.  U.S. equity index futures are signaling a flat open. With 219 

companies having reported, the S&P 500 Q2 earnings stand at $41.46, higher than the $40.70 

forecast for the quarter.  The forecast reflects a 2.7% decrease from Q2 2018 earnings.  Thus far 

this quarter, 75.8% of the companies reported earnings above forecast, while 17.4% reported 

earnings below forecast. 

 

Happy Monday!  It’s Fed week.  The MLB trading deadline is Wednesday.  There was unrest 

around the globe.  Here are the details: 

 

The Fed: It is all but certain the FOMC will cut rates on Wednesday.  Former Chair Janet Yellen 

came out in support.  However, once this action occurs, there is great uncertainty as to what 

follows.  There is growing doubt that this cut is the beginning of a cycle of reductions, even 

though it is obvious that this is what the market expects.  If this week’s reduction is isolated, it 

would suggest the Fed overshot its rate hikes and is adjusting to correct the action.  That would 

argue for a pause after this week’s reduction.  In addition, it appears to us the FOMC is divided 

on how to move forward.  We would not be surprised to see a dissent to the cut (KC FRB 

President George would be the most likely.)  If the Fed stands pat for a couple of meetings, 

dovish dissents are likely.  If we move into a period of “will they or won’t they” it is possible 

that equities will be rangebound for the next month or two. 

 

Weak dollar?  President Trump reportedly rejected plans to purposely weaken the dollar 

through intervention or other measures.  The White House suggested that they didn’t think 

intervention would be all that effective.  Later, President Trump did indicate he hasn’t ruled out 

actions to depress the dollar.  We suspect he would rather see the dollar weaken due to 

aggressive easing from the Federal Reserve.   

 

China trade:  Talks are set to resume, but neither side seems very excited.  China has indicated 

it is lifting agricultural imports from the U.S. and the U.S. will likely give China some limited 

export relief on technology.  President Trump suggested China may stall on talks, hoping to get a 
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https://www.ft.com/content/3692f248-ace6-11e9-8030-530adfa879c2?emailId=5d3e6729312a1f0004c47d31&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/former-fed-chief-yellen-endorses-quarter-point-rate-cut-this-week-11564363894?shareToken=steccfd356169b4840bc56af567bee202b
https://www.wsj.com/articles/growth-may-be-too-good-for-two-fed-cuts-11564155322?shareToken=st956cb645dc754917987ff53b7f7d30c4
https://www.reuters.com/article/us-usa-fed/a-fed-interest-rate-cut-is-in-the-bag-what-then-idUSKCN1UO0E6
https://www.wsj.com/articles/why-the-fed-is-cutting-rates-when-the-economy-looks-good-11564392600?shareToken=st311c002076df4866b36847ddf3c63024
https://www.wsj.com/articles/trump-rejected-proposal-to-weaken-dollar-through-market-intervention-11564172133?shareToken=ste6611ec07e854c5c8933b9c739680ca6
https://www.wsj.com/articles/trump-rejected-proposal-to-weaken-dollar-through-market-intervention-11564172133?shareToken=ste6611ec07e854c5c8933b9c739680ca6
https://www.politico.com/story/2019/07/26/trump-dismissed-plan-devalue-dollar-1437276
https://www.politico.com/story/2019/07/26/trump-dismissed-plan-devalue-dollar-1437276
https://www.bloomberg.com/news/articles/2019-07-26/kudlow-says-white-house-has-ruled-out-currency-intervention
https://www.bloomberg.com/news/articles/2019-07-26/kudlow-says-white-house-has-ruled-out-currency-intervention
https://www.wsj.com/articles/expectations-modest-as-u-s-china-trade-negotiators-resume-talks-in-shanghai-11564306201?shareToken=st5cb2cf8fb66640198309ba29f97ac6eb
https://finance.yahoo.com/news/u-china-talks-set-resume-100000291.html
https://finance.yahoo.com/news/u-ships-several-million-tonnes-114149495.html
https://www.reuters.com/article/us-usa-trade-china/trump-says-china-may-try-to-delay-trade-deal-until-2020-election-idUSKCN1UL1XM
https://www.ft.com/content/7127e072-aff1-11e9-8030-530adfa879c2?emailId=5d3e6729312a1f0004c47d31&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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different figure in the White House after the elections.1  We expect talks to continue but we 

doubt much progress will be made.  The USTR has opened a plan to change how the WTO 

allows developing nations to use trade impediments during their development stages; China has 

been a major beneficiary of these “loopholes” and the U.S. wants to see these closed.   

 

In related news, there are reports China is facing a glut of inventory.  This is evidence the U.S. 

trade action is having an effect.  Here is the basic macroeconomics: 

 

0= (Investment-private saving) + (government-taxes) + (exports – imports) 

 

China has used export promotion as a development model.  In that model, policies to generate 

saving are implemented.  China purposely has restrained household consumption with an 

undervalued exchange rate and low saving deposit rates.  If the private saving balance is negative 

(investment < private saving) and the fiscal account is balanced, by definition, a trade surplus 

will occur.  However, this is only if there is a ready buyer for the exports. The U.S. has played 

the role of “importer of last resort” for the world since the end of WWII but is pushing back 

against that policy.  As the U.S. restricts imports, the excess production will show up in the 

national income accounts as unintended investment, better known as “inventory”.  In other 

words, the private saving sector is forced into balance through unintended inventory 

accumulation.  If China wants to continue to export, it must further constrain consumption and 

drive down export prices.  Or, it can address the excess inventory by absorbing it with fiscal 

spending (which is a bit of what it is doing with infrastructure spending.)  Of course, another 

alternative would be to abandon export promotion altogether and absorb the excess with 

domestic consumption.  That doesn’t appear to be happening.  What the above article indicates is 

the U.S. policy is having an impact.  

 

Brexit: The new government of Prime Minister Johnson has sent strong signals that a “hard 

Brexit” is now the most likely way the country will leave the European Union this fall.  Key 

advisor Michael Gove said over the weekend that the government is now “working on the 

assumption of no-deal,” while Foreign Secretary Dominc Raab said today that “the balance has 

shifted” to a no-deal exit. The GBP is coming under further pressure on this news.  The British 

auto industry is warning that a no-deal Brexit could be an “existential threat” to its survival.  The 

Congress of British Industry warns the EU isn’t ready for a hard Brexit either.   

 

Hong Kong:  Protests continued over the weekend and are becoming increasingly violent.  

Beijing, for the first time, has indicated it will respond to the unrest in a press conference.  The 

Communist Party newspaper, the People’s Daily, has today included an editorial calling on Hong 

Kong’s municipal government to act immediately and forcefully against the ongoing anti-

Chinese protests in the city, saying the local officials “should not hesitate or have any 

                                                 
1 Just a thought: We have noted rising concern about foreign interference in U.S. elections.  Although such 
attempts are nothing new, the ability to use social media has become a significant force multiplier for all sorts of 
actions to sway public opinion.  We could end up with a “free for all” in 2020, where Russia and Israel might prefer 
to keep Trump in office while China and Iran would rather see him ousted.  Since all four nations have 
sophisticated cyber capabilities, social media could be flooded with conflicting campaigns, all trying for different 
outcomes.   

https://www.whitehouse.gov/presidential-actions/memorandum-reforming-developing-country-status-world-trade-organization/
https://www.whitehouse.gov/presidential-actions/memorandum-reforming-developing-country-status-world-trade-organization/
https://www.nytimes.com/2019/07/26/business/china-trade-war-us-rcep.html
https://www.ft.com/content/ff5df696-addb-11e9-8030-530adfa879c2?emailId=5d3e6729312a1f0004c47d31&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c240ccda-b1d6-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/c240ccda-b1d6-11e9-8cb2-799a3a8cf37b
https://uk.finance.yahoo.com/news/pound-hits-twoyear-low-as-government-says-nodeal-brexit-very-real-prospect-084346236.html?guccounter=2
https://www.ft.com/content/912856f0-afbe-11e9-8030-530adfa879c2?emailId=5d3e6729312a1f0004c47d31&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/90af95b6-afb0-11e9-8030-530adfa879c2?emailId=5d3e6729312a1f0004c47d31&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/hong-kong-streets-turn-into-tear-gas-filled-battleground-for-second-day-in-a-row/2019/07/28/0c2d09de-b0b1-11e9-9411-a608f9d0c2d3_story.html?noredirect=on&utm_term=.463015c83625&wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/07/28/world/asia/hong-kong-police-protest.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190729&section=topNews?campaign_id=51&instance_id=11241&segment_id=15641&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.scmp.com/news/hong-kong/politics/article/3020416/beijing-respond-social-unrest-hong-kong-after-more-violent
https://www.scmp.com/news/china/politics/article/3020454/call-forceful-police-action-end-hong-kong-unrest?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20190729&MCUID=b11497b3c2&MCCampaignID=aadaca25ff&MCAccountID=3775521f5f542047246d9c827&tc=16
https://www.scmp.com/news/china/politics/article/3020454/call-forceful-police-action-end-hong-kong-unrest?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20190729&MCUID=b11497b3c2&MCCampaignID=aadaca25ff&MCAccountID=3775521f5f542047246d9c827&tc=16
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unnecessary ‘psychological worries’ about taking all necessary steps.”  Chinese government said 

it still firmly supports Hong Kong Chief Executive Carrie Lam and the territory’s police force, in 

spite of the increasingly violent political demonstrations there. We continue to wonder how 

much longer Chairman Xi will tolerate this widespread dissent.  Separately, there are signs those 

political troubles and the ongoing economic slowdown in mainland China are weighing on the 

Hong Kong real estate market. 

 

Protests in Moscow:  There were also major political protests in Moscow this weekend, as 

people demonstrated against the effort to keep opposition candidates off the ballot for the 

upcoming municipal elections (see our Weekly Geopolitical Report for July 15.)  The response 

from police was unexpectedly harsh, but even more ominous was what happened to opposition 

leader Alexei Navalny:  After being arrested last Wednesday for fomenting the demonstrations, 

he was rushed from the local jail to the hospital after he suffered an “allergic reaction.”  Given 

Moscow’s history, this sparked concerns that ruling officials may have poisoned Navalny in an 

effort to silence him.  While the U.S. government traditionally would have pushed back against 

such authoritarian transgressions, the reaction so far has been relatively muted.  It is possible the 

rather aggressive response suggests Putin is signaling to the factions within the Kremlin that he 

remains in power and that they shouldn’t consider siding with the protestors.  There have been 

sporadic protests around the country this year over a myriad of issues, including overflowing 

garbage dumps and poor economic growth.  The leaders of authoritarian governments are usually 

at greater risk to insiders abandoning the leader rather than to internal pressure.   

 

Iran:  The Iranian government has thrown cold water on expectations that the United Kingdom 

and Iran could agree on an exchange of oil tankers, each has seized from the other, over the last 

couple of weeks.  Iran has decided to link the British seizure of an Iranian oil tanker to the 

nuclear deal, which will put that deal under further strain.  Britain has sent a second Royal Navy 

vessel to the Persian Gulf to protect U.K. shipping.  That should help keep alive some of the 

tensions in the Persia Gulf, buoying oil prices. 

 

South Africa:  Although President Cyril Ramaphosa has been planning a constitutional 

amendment to allow land seizures and redistribution to the black majority without compensation, 

a government advisory panel has urged him to set strict limits on any such seizures.  The 

proposed law has soured investor sentiment on South Africa in recent months. 

 

Japan:  The Cabinet Office has cut its forecast of economic growth to just 0.9% in the fiscal 

year ending March 2020, compared with 1.3% in its forecast six months ago.  The cut stemmed 

mostly from slowing export growth arising from weak demand in China and protectionist trade 

policies in the United States. 

 

U.S. Economic Releases 
 

 

There were no economic releases or Fed events scheduled prior to the publication of this report. 

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

 

https://www.ft.com/content/4d0b2346-b1ce-11e9-8cb2-799a3a8cf37b
https://www.washingtonpost.com/world/asia_pacific/china-hints-at-military-options-to-quell-hong-kong-protests/2019/07/24/4ee36838-add0-11e9-9411-a608f9d0c2d3_story.html?utm_term=.c5ea7cef7e48&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/asia_pacific/china-hints-at-military-options-to-quell-hong-kong-protests/2019/07/24/4ee36838-add0-11e9-9411-a608f9d0c2d3_story.html?utm_term=.c5ea7cef7e48&wpisrc=nl_todayworld&wpmm=1
https://www.wsj.com/articles/hong-kong-police-fire-tear-gas-at-demonstrators-as-tensions-flare-11564319424?shareToken=st2f150f61b3324cfd94f2da6e00b32ba4
https://www.ft.com/content/d6cf4120-af49-11e9-8030-530adfa879c2
https://www.ft.com/content/d6cf4120-af49-11e9-8030-530adfa879c2
https://www.ft.com/content/f56c2b24-b143-11e9-8cb2-799a3a8cf37b
https://www.confluenceinvestment.com/weekly-geopolitical-report-russias-local-elections-july-15-2019/
https://www.wsj.com/articles/prominent-russian-activist-hospitalized-after-more-than-1-000-arrested-in-protest-11564326555
https://www.washingtonpost.com/world/europe/crackdown-on-moscow-protest-suggests-new-approach-against-opposition/2019/07/28/34b23d84-b14c-11e9-acc8-1d847bacca73_story.html?utm_term=.bcc90b207c8d&wpisrc=nl_todayworld&wpmm=1
https://www.wsj.com/articles/iran-rebuffs-european-efforts-to-defuse-gulf-tensions-11564320717
https://www.nytimes.com/2019/07/28/world/europe/iran-tanker-britain-nuclear.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190729&section=topNews?campaign_id=51&instance_id=11241&segment_id=15641&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/25d51e9e-b151-11e9-bec9-fdcab53d6959?emailId=5d3e6729312a1f0004c47d31&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/25d51e9e-b151-11e9-bec9-fdcab53d6959?emailId=5d3e6729312a1f0004c47d31&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/8f89fb14-b153-11e9-8cb2-799a3a8cf37b
https://www.ft.com/content/4a92ae14-b1e6-11e9-8cb2-799a3a8cf37b
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EDT Indicator Expected Prior Rating

10:30 Dallas Fed Manufacturing Activity m/m jul -5.5 -12.1 **

Fed speakers or events

Economic Releases

No speakers or events scheduled  
 

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 Industrial Profits m/m jun -3.1% 1.1% ** Equity and bond neutral

Japan Retail Sales y/y jun 0.0% 0.3% -0.3% ** Equity bullish, bond bearish

Departure Store, Supermarket Sales m/m jun -0.5% -0.5% -0.6% ** Equity and bond neutral

EUROPE

Italy PPI y/y jun 1.1% 1.8% ** Equity and bond neutral

UK Net Consumer Credit m/m jun 1.0 bn 0.8 bn 0.9 bn *** Equity and bond neutral

Consumer Credit y/y jun 5.5% 5.6% ** Equity and bond neutral

Net Lending Sec. on Dwellings m/m jul 3.7 bn 3.1 bn 3.5 bn *** Equity and bond neutral

Mortgage Approvals m/m jul 66.4k 65.4k 65.8k ** Equity and bond neutral

M4 Supply M4 y/y jul 2.3% 2.2% ** Equity and bond neutral

Switzerland Total Sight Deposits m/m jul 581.2 bn 579.5 bn *** Equity and bond neutral

Domestic Sight Deposits m/m jul 477.1 bn 477.5 bn * Equity and bond neutral

AMERICAS

Mexico Unemployment Rate y/y jun 3.6% 3.5% 3.5% *** Equity and bond neutral

Brazil Outstanding Loans m/m jul 0.4% 0.6% 0.9% * Equity bearish, bond bullish

Total Outstanding Loans m/m jun 3.296 tn 3.286 tn * Equity and bond neutral

Personal Loan Default Rate m/m jun 4.8% 4.8% 4.8% * Equity and bond neutral

Central Government Budget Balance m/m jun -11.5 bn -14.7 bn -11.8 bn * 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 227 226 1 Down

3-mo T-bill yield (bps) 207 207 0 Neutral

TED spread (bps) 20 18 2 Neutral

U.S. Libor/OIS spread (bps) 203 205 -2 Up

10-yr T-note (%) 2.05 2.07 -0.02 down

Euribor/OIS spread (bps) -37 -38 1 Neutral

EUR/USD 3-mo swap (bps) 26 24 2 Down

Currencies Direction

dollar up Neutral

euro flat Up

yen flat Up

pound down 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. 
 

Price Prior Change Explanation

Brent $63.21 $63.46 -0.39%

WTI $56.11 $56.20 -0.16%  

Natural Gas $2.15 $2.17 -1.11%  

Crack Spread $21.32 $21.72 -1.85%

12-mo strip crack $18.04 $18.31 -1.46%

Ethanol rack $1.65 $1.65 0.00%

Gold $1,420.09 $1,418.90 0.08%

Silver $16.38 $16.40 -0.09%

Copper contract $269.15 $268.50 0.24%

Corn contract 427.75$       424.50$       0.77%

Wheat contract 503.00$       496.00$       1.41%

Soybeans contract 905.75$       901.00$       0.53%

Baltic Dry Freight 1937 1947 -10

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with cooler temperatures in the Midwest.  There is some cyclone formation along the Caribbean 

Sea, at this time, it isn’t expected to develop into a tropical storm.
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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 26, 2019 
 

How much attention is the FOMC paying to international factors?  It appears to be quite a lot.  

We have documented that the financial markets are clamoring for a rate cut.  We have seen some 

of the more popular yield curves invert and the implied LIBOR rate from the Eurodollar futures 

market, two years deferred, has moved into easing territory. 
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The chart on the left shows the aforementioned implied LIBOR rate.  In Q3 last year, the implied 

rate was 3.30%; it has fallen to just above 1.60%, a decline of 170 bps.  The chart on the right 

compares the implied rate to the fed funds target.  When this implied rate falls below the target, it 

is a signal to policymakers that monetary policy is too tight.  The Bernanke Fed mostly ignored 

this indicator, unlike his predecessor, and Bernanke had to deal with the deep 2007-09 recession.  

This indicator is giving clear evidence that the Fed should be cutting rates aggressively. 
 

However, the signals from the domestic economy are not supporting a rate cut.  The ISM 

Manufacturing Index is well above 50; since the Federal Reserve began confirming the policy 

rate, it is rare to see rate cuts when the index is above 50. 
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We have indicated when the ISM index falls below the 50-expansion line with vertical lines.  

The only time we saw significant rate cuts without the ISM index below 50 was in 2007, when 

financial markets were under clear stress.  In May 2007, the Chicago FRB National Financial 

Conditions Index, an index of financial stress, was reading -0.67.2  By August, it had risen to -

0.13 and turned positive in November.   
 

In this cycle, international pressures seem to be guiding policymakers to act.   
 

 
 

                                                 
2 A reading under zero suggests low levels of stress. 
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This chart shows the fed funds target with the Global Economic Policy Index.  This index 

measures mentions of economic or policy uncertainty in 20 nations; the index is weighted by 

GDP, adjusted for purchase power parity.  A rising reading suggests increases in policy 

uncertainty.  This chart supports Chair Powell’s continued references to overseas issues when 

calling for easing.   
 

To some extent, there is a worry among market participants that the Fed is simply creating a 

narrative to allow it to ease, reducing pressure from the White House while maintaining some 

element of independence.  The third chart suggests the Fed does have good reasons for acting to 

lower rates.  With trade wars, the immigration crisis in Europe and the U.S., the potential for 

conflict in the Middle East and worries about a currency war, the level of global policy 

uncertainty is historically elevated.  This factor, we believe, reflected in the financial markets, is 

what is prompting the desire to cut rates.  We do expect a significant level of dissent among 

FOMC voters but, in the end, we look for two rate cuts this year, unless global stress levels 

unexpectedly diminish.      

   

  

   
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 7/26/2019 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 7/26/2019 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 25, 2019  
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 7/24/2019 = 19.2x

 
 

Based on our methodology,3 the current P/E is 19.2x, up 0.1x 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 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. 


