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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: June 25, 2019—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.2% from the last close.  In Asia, the MSCI Asia Apex 50 

was down 0.8% from the prior close.  Chinese markets were mixed, with the Shanghai composite 

up 0.9% and the Shenzhen index down 1.0% from the prior close.  U.S. equity index futures are 

signaling a lower open.  

 

It’s a slow news day so far this morning.  Lots of Fed speakers throughout the day.  Here is what 

we are watching today: 

 

The Fed: There is a plethora of Fed speakers today (see below), including Chair Powell.  We did 

see the president continue to lambast the central bank.  We doubt we will get any new 

information from all these speakers; we note, for example, that Dallas FRB President Kaplan 

continues to hold his neutral position closely.  As we have noted before, the committee is divided 

along four lines—the pragmatists, the Phillips Curve hawks and doves (that’s two in our count) 

and the financial sensitives.  Neither group commands a large enough contingent to set a 

definitive policy path.  In the absence of consensus, the Fed seems to be letting the financial 

markets dictate policy, which likely means easing in the near future.   

 

Iran: As promised, President Trump implemented additional sanctions on Iran, including direct 

sanctions on its supreme leader.  Iran’s response indicated that these additional sanctions end any 

hope for diplomacy.  SoS Pompeo has been visiting nations in the region; it appears the U.S. is 

preparing for tanker escorts.  However, the president has indicated that he doesn’t like the fact 

that the U.S. is paying for protection that the rest of the world enjoys.  Although understandable, 

this is the burden of hegemony; if the U.S. does end this role, the world becomes a much more 

dangerous place.  Markets continue to bid up safety assets, with gold and bitcoin moving higher 

in recent days.  There are also reports that Iran has been increasing its cyberattacks against the 

U.S. 

 

Trade talks: Hopes for a breakthrough this weekend are steadily being dashed.  Although 

officials on both sides continue to talk, the U.S. appears ready to either make a deal or add tariffs 

if a truce isn’t declared.  The U.S. is close to sanctioning Chinese banks for their trade with 

North Korea and added additional tech company sanctions as well.  There is also talk of forcing 

tech firms to move their design operations out of China, which would further hamper China’s 

ability to develop technology.  The Trump administration is also indicating that sanctions on 

China over the Uygur internment camps are “ready to go”; if implemented, these will infuriate 
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Beijing, which sees the issue as an internal matter.  In other China news, the country is boosting 

pork imports due to the African Swine Virus, but so far has avoided buying U.S. pork.  The 

PBOC may be preparing for a rate cut.  If China cuts rates, expect the White House to further 

criticize the Fed for not easing policy.   
 

Brexit: Boris Johnson is dealing with the travails of being the frontrunner for PM, replacing 

Theresa May.  Although we still expect him to win next month, he is mercurial enough to snatch 

defeat from the jaws of victory.   
 

EU battles: The EU continues to struggle to name a new commissioner.  Germany is accusing 

French President Macron of being “anti-German.”  German leaders continue to stump for their 

candidate, Manfred Weber.  If Germany loses the EU commissioner position, look for Berlin to 

insist on getting the ECB presidency, which would be bullish for the EUR. 
 

U.S. Economic Releases 
 

The April S&P home price index came in near forecast; the yearly price change was +3.54%, a 

bit higher than the 3.50% expected.  March was revised to 3.72% from 3.65%. 
 

 
 

Home price growth has started to slow, in part, due to the lagged effect of tighter monetary 

policy. 
 

There were no other economic releases prior to the publication of this report.  The table below 

lists the economic releases and Fed events scheduled for the rest of the day.   
 

EDT Indicator Expected Prior Rating

10:00 Richmond FRB Manufacturing Activity m/m jun 2.0 5.0 **

10:00 New Home Sales m/m may 1.6% -6.9% ***

10:00 Conference Board Consumer Confidence m/m jun 131.0 134.1 ***

Speaker or event

7:45 John Williams Opening remarks, financial forum President of the Federal Reserve Bank of New York

12:00 Raphael Bostic Speaks on Housing President of the Federal Reserve Bank of Atlanta

13:00 Jerome Powell Discusses outlook Chairman of Board of Governors of Federal Reserve

15:30 Thomas Barkin Speaks  in Ottawa

17:30 James Bullard Speaks in St. Louis President of the Federal Reserve Bank of St. Louis

Fed speakers or events

Economic Releases

District or position

President of the Federal Reserve Bank of Richmond

 

https://www.bloomberg.com/news/articles/2019-06-24/china-meat-imports-hit-record-as-pork-prices-jump-on-swine-fever
https://www.bloomberg.com/news/articles/2019-06-24/china-meat-imports-hit-record-as-pork-prices-jump-on-swine-fever
https://www.reuters.com/article/us-china-markets-repo/china-overnight-repo-rate-falls-to-4-year-low-as-pboc-tries-to-calm-funding-jitters-idUSKCN1TM0CW
https://www.ft.com/content/63c24b9c-9693-11e9-8cfb-30c211dcd229?emailId=5d1193d82906a20004122bb5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.spiegel.de/politik/ausland/europaeische-union-cdu-politiker-daniel-caspary-attackiert-emmanuel-macron-a-1274034.html
https://www.spiegel.de/politik/ausland/europaeische-union-cdu-politiker-daniel-caspary-attackiert-emmanuel-macron-a-1274034.html
https://www.spiegel.de/politik/ausland/annegret-kramp-karrenbauer-staerkt-manfred-weber-den-ruecken-a-1273907.html
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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

Japan PPI services m/m apr 0.8% 0.9% 1.0% * Equity and bond neutral

New Zealand Trade balance m/m may NZD 264 MM NZD 433 mm NZD 250 mm*** Equity and bond neutral

EUROPE

AMERICAS

Canada Wholesale Trade m/m apr 1.7% 1.4% 0.2% ** Equity and bond neutral

Brazil CPI y/y may 3.8% 4.9% 3.9% *** Equity and 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) 235 234 1 Down

3-mo T-bill yield (bps) 206 206 0 Neutral

TED spread (bps) 29 28 1 Neutral

U.S. Libor/OIS spread (bps) 214 214 0 Up

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

Euribor/OIS spread (bps) -34 -34 0 Neutral

EUR/USD 3-mo swap (bps) 13 12 1 Down

Currencies Direction

dollar neutral down

euro down Up

yen up Up

pound neutral 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 $64.54 $64.86 -0.49%

WTI $57.71 $57.90 -0.33%  

Natural Gas $2.29 $2.30 -0.61%  

Crack Spread $19.82 $19.90 -0.40%

12-mo strip crack $17.10 $17.24 -0.77%

Ethanol rack $1.70 $1.70 0.22%

Gold $1,428.14 $1,419.72 0.59% Market Uncertainty

Silver $15.42 $15.44 -0.16%

Copper contract $272.80 $270.50 0.85%

Corn contract 462.25$       457.25$       1.09% Continued rain in Midwest

Wheat contract 548.25$       542.50$       1.06%

Soybeans contract 938.25$       932.75$       0.59%

Baltic Dry Freight 1258 1239 19

Actual Expected Difference

Crude (mb) -2.9 2.9

Gasoline (mb) -0.1 0.1

Distillates (mb) 0.0 0.0

Refinery run rates (%) 0.40% -0.40%

Natural gas (bcf) 104.0 -104.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 day forecast shows a warming trend for most of the country, with cooler temps in 

Texas.  The 8-14 day forecast shows a cooling pattern for most of the country but, 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 21, 2019 
 

In 2017, we introduced an indicator of the basic health of the economy and added it to the many 

charts we monitor to gauge market conditions.  The indicator is constructed using commodity 

prices, initial claims and consumer confidence.  The thesis behind this indicator is that these 

three components should offer a simple and clear picture of the economy; in other words, rising 

initial claims coupled with falling commodity prices and consumer confidence is a warning that a 

downturn may be imminent.  The opposite condition should support further economic recovery.  

In this report, we will update the indicator with May data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the economy did slip late last year but has recovered in 2019.  We have placed 

vertical lines at certain points when the indicator fell below zero.  It works fairly well as a signal 

that equities are turning lower, but there is a lag.  In other words, by the time this indicator 

suggests the economy is in trouble, the recession is likely near or already underway and the 

equity markets have already begun their decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at -1.0.  This provides an earlier bearish signal and also eliminates the false positives that the 

zero threshold generates.  Notwithstanding, we will pay close attention when the 18-month 

change approaches zero as it did in January.  

 

What does the indicator say now?  The economy has decelerated but is not yet at a point where 

investors should become defensive.  Breaking below the red line would be our signal to expect a 

broader downturn.  Most likely, we are going through a period similar to what we experienced in 

2016.  If this is the case, and the economic data begins to improve, then equities should remain 

supported into H2.   

 

 

 
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 6/24/2019 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 6/24/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash

Commodities
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Emerging Markets (local currency)

US High Yield

Emerging Markets ($)
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Small Cap
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Mid Cap
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YTD Asset Class Total Return

Source: Bloomberg

  
 

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 20, 2019  
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P/E as of 6/19/2019 = 18.6x

 
 

Based on our methodology,1 the current P/E is 18.6x, up 0.1x from last week.  The rise in the 

S&P index led to the modest 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. 
 

                                                 
1 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. 


