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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 28, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.4% from the last close.  In Asia, the MSCI Asia Apex 50 was unchanged 

from the prior close.  Chinese markets were lower, with the Shanghai composite down 0.6% and 

the Shenzhen index down 1.0% from the prior close.  U.S. equity index futures are signaling a 

higher open.  

 

U.S. equity markets are higher this morning on hopes of a trade deal at this weekend’s G-20 

meeting.  The second leg of the first Democratic debate was held last night.  Vice President 

Biden had a tough night; there are concerns that if Biden falters the odds of a left-wing populist 

winning rise, which is potentially a negative for health care.  Here is what we are watching 

today: 

 

The G-20: We have covered our thoughts on the G-20 over the past few days and don’t have a 

whole lot more to add.  The key meeting of the weekend occurs at 10:30 EDT tonight when 

Trump and Xi hold their meeting.  Consensus is that there will be a ceasefire; no new tariffs and 

promises to continue talking will be the outcome.  U.S. hardliners on China are worried that the 

president could negotiate away the stiff sanctions on Huawei (002502, CNY 3.44).  So far, 

President Trump has struck an optimist tone, not only with China, but with other free trade talks 

currently underway.  The U.S. and Japan have agreed to accelerate talks, for example.  In 

addition, Trump and Chancellor Merkel (who has been having her own problems recently) 

seemed to get along rather well.  At the same time, the G-20 is deeply fractured; it is possible 

they won’t be able to put together a joint communiqué at the end of the meeting.  We also note 

that Peter Navarro was a late add to President Trump’s entourage.  Navarro is arguably the most 

hawkish member of the president’s advisors on Chinese trade and having him at the meeting 

might signal a harder stance than the markets are currently discounting.  We also note that the 

U.S. and Turkey will hold leader talks at this meeting.  This may be the last chance for Erdogan 

to avoid losing access to the F-35 fighter and undermining NATO.   

 

Iran: President Trump made some hawkish statements on Iran, suggesting that a military 

conflict would not last long.  That notion is probably wishful thinking.  It does appear the U.S. is 

considering tanker escorts and an expanded monitoring system, which makes sense.  Meanwhile, 

the EU is preparing to launch its payments system that would allow Iran to trade with it.  So far, 

it looks like it won’t lead to a significant improvement in Iran’s faltering economy.   The EU is 

trying to bring about enough trade to keep Iran in compliance with the current Iran deal and 
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https://thehill.com/homenews/campaign/450811-biden-falters-in-democratic-debate
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https://www.nytimes.com/2019/06/27/world/europe/angela-merkel-shaking.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190628&section=whatElse?campaign_id=51&instance_id=10540&segment_id=14735&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.washingtonpost.com/business/2019/06/27/white-house-trade-hawk-navarro-joins-trump-g-raising-stakes-china-talks/?utm_term=.e63186ef1b1c&wpisrc=nl_daily202&wpmm=1
https://www.bloomberg.com/opinion/articles/2019-06-27/trump-erdogan-g-20-meeting-is-turkey-s-last-chance-on-nato?srnd=opinion&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/politics/trump-says-war-with-iran-would-not-involve-ground-troops-and-not-last-long/2019/06/26/9a0e9918-9813-11e9-830a-21b9b36b64ad_story.html?utm_term=.e375b40c9499&wpisrc=nl_daily202&wpmm=1
https://www.washingtonpost.com/politics/trump-says-war-with-iran-would-not-involve-ground-troops-and-not-last-long/2019/06/26/9a0e9918-9813-11e9-830a-21b9b36b64ad_story.html?utm_term=.e375b40c9499&wpisrc=nl_daily202&wpmm=1
https://www.washingtonpost.com/opinions/global-opinions/trump-says-war-with-iran-wouldnt-last-very-long-he-hasnt-read-enough-history/2019/06/27/2b2835dc-9920-11e9-830a-21b9b36b64ad_story.html?utm_term=.22373b937220
https://www.nytimes.com/2019/06/28/us/politics/trump-iran-tanker-war-persian-gulf.html
https://www.wsj.com/articles/u-s-forming-new-persian-gulf-plan-enlisting-other-countries-to-keep-watch-11561656030?tesla=y
https://www.ft.com/content/14a3c2ea-98ee-11e9-8cfb-30c211dcd229?emailId=5d158541846dbf00043def86&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/europe/on-europes-to-do-list-save-the-iran-deal-prevent-a-war-avoid-trumps-wrath/2019/06/27/840f0854-9698-11e9-9a16-dc551ea5a43b_story.html?utm_term=.f9cc50e78c3e&wpisrc=nl_todayworld&wpmm=1
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avoid upsetting the U.S., a tough line to hew.  Although nothing too significant is happening 

today, we would expect traders to cover shorts into the weekend, which could support oil prices.   

 

Bank stress tests: The Fed held its bank stress tests.  All got a participation trophy.   

 

Trump and the dollar: President Trump said today that he wanted the Fed to ease in order to 

weaken the dollar.  Chair Powell correctly noted that dollar policy isn’t the purview of the Fed.  

This discussion continues to frame a growing narrative that would support a “Plaza Accord II,” 

albeit a unilateral one, where the U.S. purposely depresses the dollar for trade advantage.  We 

also note the BOJ is considering easing policy, which could lead to a weaker JPY and further 

anger the White House.   

 

Capital gain cut?  The Trump administration is apparently mulling the indexing of capital gains 

to inflation.  Although this would infuriate the populists on both wings, it would be quietly 

cheered by the establishment.   

 

Odds and ends: Tensions are rising in North Africa again.  There have been terror attacks in 

Tunisia and simmering issues in Algeria.  The U.S. is increasing its military investments in 

Iceland.  Cocaine production is soaring.  Russell indexes rebalance today; expect lots of equity 

action on today’s close.   
 

U.S. Economic Releases 

 

June personal income and spending came in mixed.  Income rose more than forecast at +0.5%, 

while spending was weaker than expected at +0.4.  Expectations called for rises of 0.3% and 

0.5%, respectively.  The overall PCE deflator rose 1.5% from last year, on forecast, with the core 

deflator at +1.6%, a bit higher than forecast but still below the 2.0% Fed target. 

 

Income is showing steady growth.  Salaries and wages are keeping pace. 

 

https://www.federalreserve.gov/newsevents/pressreleases/bcreg20190627a.htm
https://www.bloomberg.com/news/articles/2019-06-28/trump-wants-fed-to-weaken-dollar-powell-says-that-s-not-his-job
https://www.wsj.com/articles/trumps-most-powerful-weapon-in-the-u-s-china-trade-fight-11561631923?mod=djemheard_t
https://www.reuters.com/article/us-japan-economy-boj/bank-of-japan-boards-debate-of-more-easing-at-june-meet-signals-possible-early-action-idUSKCN1TT09Q
https://www.bloomberg.com/news/articles/2019-06-27/white-house-mulls-capital-gains-tax-break-that-benefits-wealthy
https://www.washingtonpost.com/world/middle_east/twin-suicide-bombings-in-tunisian-capital-kill-police-officer-interior-ministry-says/2019/06/27/29b5131a-98d4-11e9-a027-c571fd3d394d_story.html?utm_term=.e6cf4f9108e2&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/twin-suicide-bombings-in-tunisian-capital-kill-police-officer-interior-ministry-says/2019/06/27/29b5131a-98d4-11e9-a027-c571fd3d394d_story.html?utm_term=.e6cf4f9108e2&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/on-algerian-streets-hope-for-revolutionary-change-but-history-haunts-the-protesters/2019/06/26/35448878-92c1-11e9-956a-88c291ab5c38_story.html?utm_term=.68dc9b5c0bb4&wpisrc=nl_todayworld&wpmm=1
https://icelandmonitor.mbl.is/news/politics_and_society/2019/06/24/us_military_to_invest_billions_of_isk_in_keflavik/?utm_source=GPF+-+Paid+Newsletter&utm_campaign=d036f590af-EMAIL_CAMPAIGN_2019_06_27_02_19&utm_medium=email&utm_term=0_72b76c0285-d036f590af-240037177
https://finance.yahoo.com/news/cocaine-use-world-routes-142520035.html
https://www.wsj.com/articles/russell-rebalancing-brings-frenzy-to-a-summer-friday-11561636806?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
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Transfers are ticking up.  Social security appears to be the culprit. 
 

 
 

Spending growth is steady. 
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Personal saving compared to after-tax income held at 6.1% 
 

 
 

And, inflation remains tame. 
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Overall, we would consider the data to be mostly neutral.  Bond yields ticked higher on the 

increase in the core PCE but it isn’t a large enough move to really matter.   

 

The table below lists the economic releases scheduled for today.   
 

EDT Indicator Expected Prior Rating

9:45 Chicago Manufacturing PMI m/m jun 53.5 54.2 **

10:00 U of Michigan consumer sentiment m/m may 97.9 97.9 ***

Speaker or event

NO SPEAKERS OR EVENTS TODAY

Fed speakers or events

Economic Releases

District or position

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
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ASIA-PACIFIC

Australia Private sector credit y/y may 3.6% 3.7% 3.7% ** Equity and bond neutral

Japan Unemployment rate m/m may 2.4% 2.4% 2.4% *** Equity and bond neutral

Tokyo CPI y/y jun 1.1% 1.1% 1.0% ** Equity bullish, bond bearish

Industrial Production y/y may -1.8% -1.1% -2.9% ** Equity and bond neutral

Vehicle production y/y apr 4.7% -4.1% * Equity bullish, bond bearish

Housing starts y/y may -8.7% -5.7% -4.2% ** Equity bearish, bond bullish

constructin orders y/y may -16.9% -19.9% * Equity bearish, bond bullish

New Zealand Consumer confidence m/m jun 122.6 119.3 *** Equity bullish, bond bearish

EUROPE

Eurozone CPI y/y jun 1.2% 1.2% 1.2% ** Equity and bond neutral

CPI core y/y jun 1.1% 0.8% 1.0% ** Equity bullish, bond bearish

France Consumer spending y/y may -0.1% 1.2% 0.3% * Equity bearish, bond bullish

CPI y/y jun 1.2% 0.9% 1.0% ** Equity bullish, bond bearish

PPI y/y may 0.8% 2.2% * Equity and bond neutral

Germany Import price index y/y may -0.2% -0.2% 1.4% * Equity and bond neutral

Italy CPI y/y jun 0.8% 0.9% 0.7% *** Equity and bond neutral

PPI y/y may 1.8% 2.8% * Equity bullish, bond bearish

Switzerland KOF LEI m/m jun 93.6 94.4 94.8 * Equity bearish, bond bullish

UK GDP y/y Q1 1.8% 1.8% 1.8% *** Equity and bond neutral

Current Account q/q Q1 -30 bn -23.7 bn -32.0 bn ** Equity bullish, bond bearish

AMERICAS

Canada GDP y/y apr 1.5% 1.4% 1.6% ** Equity bullish, bond bearish

Industrial prices m/m may 0.1% 0.8% -0.1% ** Equity bullish, bond bearish

Brazil unemployment rate m/m may 12.3% 12.5% 12.3% * 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 233 231 2 Down

3-mo T-bill yield (bps) 208 209 -1 Neutral

TED spread (bps) 25 22 3 Neutral

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

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

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

EUR/USD 3-mo swap (bps) 15 14 1 Down

Currencies Direction

dollar neutral Neutral

euro neutral Up

yen neutral Up

pound neutral Neutral

franc neutral 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 $65.83 $66.49 -0.99%

WTI $58.81 $59.38 -0.96%  

Natural Gas $2.27 $2.27 -0.09%  

Crack Spread $21.82 $22.19 -1.64%

12-mo strip crack $18.02 $18.28 -1.46%

Ethanol rack $1.70 $1.70 -0.11%

Gold $1,405.04 $1,409.00 -0.28%

Silver $15.23 $15.27 -0.29%

Copper contract $270.90 $271.55 -0.24%

Corn contract 454.50$       454.50$       0.00%

Wheat contract 554.25$       546.50$       1.42%

Soybeans contract 918.75$       918.25$       0.05%

Baltic Dry Freight 1317 1280 37

Actual Expected Difference

Crude (mb) -12.8 -2.9 -9.9

Gasoline (mb) -1.0 -0.1 -0.9

Distillates (mb) -2.4 0.0 -2.4

Refinery run rates (%) 0.30% 0.40% -0.10%

Natural gas (bcf) 100.0 -100.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show a warming trend for the eastern half of the country, with 

cooler temps in the west.  Unfortunately, the wet pattern remains.  There is no tropical activity 

expected over the next 48 hours. 
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Asset Allocation Weekly 
Confluence Investment Management offers various asset allocation products which are managed using “top down,” 

or macro, analysis.  We report asset allocation thoughts on a weekly basis, updating this section every Friday.  
 

June 28, 2019 
 

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

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

rates and dollar weakness are generally bullish for gold prices.  

 

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

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

Sources:  Haver Analytics, CIM

Fair Value = $1400

 
 

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

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

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

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

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

 

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

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

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

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

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

for gold buyers to understand.   

 

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

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

rising deficits.   

   

 

 
Past performance is no guarantee of future results.  Information provided in this report is for educational and illustrative purposes only 

and should not be construed as individualized investment advice or a recommendation.  The investment or strategy discussed may not be 

suitable for all investors.  Investors must make their own decisions based on their specific investment objectives and financial 

circumstances.  Opinions expressed are current as of the date shown and are subject to change.  
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Data Section 

 

U.S. Equity Markets – (as of 6/27/2019 close) 
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(Source: Bloomberg) 

 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 6/27/2019 close) 

 

  
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

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

 
 

Based on our methodology,1 the current P/E is 18.6x, unchanged from last week.   

 

 
 
 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based 
upon sources and data believed to be accurate and reliable. Opinions and forward looking statements expressed are subject to 
change. This is not a solicitation or an offer to buy or sell any security. 
 

                                                 
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. 


