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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 5, 2019—9:30 AM EDT] Global equity markets are generally higher this 

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

was up 0.6% from the prior close.  Chinese markets were flat, with the Shanghai composite and 

the Shenzhen index remaining unchanged from prior close.  U.S. equity index futures are 

signaling a higher open.  

 

Good morning!  The risk-on rally that began yesterday is continuing this morning.  The ADP 

employment data was very weak (see below) and is prompting a strong rally in fixed income.  

Here is what we are watching today: 

 

What prompted the rally?  Much of the lift seen yesterday into today has been credited to 

Chair Powell, who suggested in a speech yesterday that the Fed could cut rates, especially if the 

trade issues weaken economic growth.  The attribution seems to suffer from a common malady 

seen among editors in the financial media, the post hoc, ergo proctor hoc1 fallacy.  After all, the 

financial markets have been convincingly signaling that the Fed should be cutting rates 

aggressively and soon.  So, the only way Powell could have been bearish is if he had signaled 

that the FOMC is not inclined to cut rates, which would contradict what several members of the 

committee have been signaling for weeks.  A better case could be made that the market had 

fallen too far, too fast and that, perhaps more importantly, the current levels in equities have 

likely discounted the impact of recent trade news in the absence of recession.  So, how far will 

the rally carry?  Probably not to new highs, but we wouldn’t be shocked to see a move toward 

the upper end of the recent range, or around 2900 on the S&P. 

 

World growth forecasts cut: The World Bank has cut its global growth forecast from 2.9% to 

2.6%, and has reduced its forecast for global trade as well.  The IMF has reduced its forecast for 

China’s GDP to 6.0% from 6.2%.   

 

Trouble in Africa: We are watching developments in three nations.  First, in Sudan, protests 

earlier this year ousted President Omar Hassan al-Bashir.  The military and the protestors were 

uncomfortable allies in the effort to remove the strongman from his three-decade grip on the 

country.  Now, the military has moved against the protestors.  It is unclear who is in charge as 

the military isn’t unified and various factions are trying to take control.  Civilians continue to 

oppose military control.  Although Sudan isn’t the oil producer it once was since the creation of 

South Sudan, it remains a significant transit point for oil so unrest there could reduce oil flows.  

                                                 
1 “after this, therefore because of this” 

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2019/06/04/business/economy/powell-fed-trade-wars.html?module=inline&te=1&nl=morning-briefing&emc=edit_MBE_p_20190605&section=topNews
https://www.nytimes.com/2019/06/04/business/economy/powell-fed-trade-wars.html?module=inline&te=1&nl=morning-briefing&emc=edit_MBE_p_20190605&section=topNews
https://www.wsj.com/articles/trade-risks-prompt-predictions-for-fed-rate-cuts-11559640601?mod=itp_wsj&ru=yahoo
https://www.wsj.com/articles/trade-risks-prompt-predictions-for-fed-rate-cuts-11559640601?mod=itp_wsj&ru=yahoo
https://www.wsj.com/articles/global-economy-cools-faster-than-expected-as-trade-tensions-rise-world-bank-says-11559678393
https://www.telegraph.co.uk/business/2019/06/05/world-bank-predicts-worst-outlook-global-trade-since-2009/
https://finance.yahoo.com/news/imf-cuts-china-growth-forecast-073335831.html
https://finance.yahoo.com/news/imf-cuts-china-growth-forecast-073335831.html
https://www.washingtonpost.com/world/africa/sudans-capital-on-lockdown-as-protesters-recall-a-day-of-violence-that-killed-35/2019/06/04/972a851e-8633-11e9-9d73-e2ba6bbf1b9b_story.html?utm_term=.6b578898a508&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/africa/in-sudan-deep-uncertainty-and-turmoil-swirl-amid-jubilation-from-protesters/2019/04/13/b7871d1c-5d76-11e9-98d4-844088d135f2_story.html?utm_term=.f9a330efe014&wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/06/04/world/africa/sudan-protest-military.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190605&section=whatElse
https://www.nytimes.com/2019/06/04/world/africa/sudan-protest-military.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190605&section=whatElse
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In Libya, fighting continues and has intensified.  General Khalifa Hifter, who controls the eastern 

part of Libya, is trying to invade the western part but has faced fierce resistance as the conflict is 

becoming a proxy war, with Hifter getting support from Egypt, the UAE, Saudi Arabia, France 

and Russia, while Qatar and Turkey are aiding the various groups aligned against Hifter.  Libya 

is a member of OPEC and the war has threatened to reduce oil supplies.  In Algeria, protests 

continue but the military government has been slow to accede to civilian demands. 

 

The future U.K./U.S. trade deal: Brexiteers have argued all along that if the U.K. were to exit 

the EU it would have the freedom to make new trade agreements that would be more suited to its 

economy and improve the island nation’s prospects.  Perhaps.  But, the other side of being able 

to make new deals is that the U.K. outside the EU will have much less leverage in negotiations.  

President Trump, perhaps inadvertently, gave the Brits an insight into what it will look like when 

negotiating with the U.S. from a position of weakness.  Yesterday, the president suggested that 

the hallowed National Health Service might be part of trade negotiations.  The backlash was 

swift and fierce and Trump did back away from the comment.  Although the president seemed to 

preserve the “sacred” nature of the NHS, in reality, the U.K. will be dealing with the U.S. from a 

deep position of weakness.  Not only will the NHS be in play, but so will agriculture and 

financial services.  President Trump did the British a favor by giving them a glimpse of what 

post-Brexit will look like.  Let’s see if they take the hint. 

 

The Mexican tariffs: President Trump continues to insist that the tariffs will be applied.  Senate 

Republicans are showing a rare sign of opposition to the White House.  The FT highlights the 

states that would be most affected by the trade impediments.  There is a possibility that President 

Trump might accept some gesture by Mexico and delay implementation but, so far, it looks like a 

multi-level pile-up between Mexico, the White House, the Senate and American businesses. 

 

Establishment versus the Populists: One theme we have regularly discussed is how the Trump 

presidency has been straddling both the establishment and the populists.  His tax cuts and 

deregulation are firmly establishment policies, whereas his immigration and trade policies are 

populist.  The establishment is starting to realize that the president isn’t always its ally and a 

pushback may be developing.  The aforementioned discussion of Senate opposition to the 

Mexican tariffs is one element of this counterattack.  Campaign funding may be another.  At the 

same time, this establishment versus populist divide is also playing out in the Democratic Party.  

We note that Sen. Warren, one of the plethora of Democrats running for president, has offered an 

economic plan that fully skews toward job creation and against capital and efficiency.  The 2020 

presidential election may not offer any candidate fully to the liking of the establishment.   

 

Italy versus the EU: As we have noted in recent days, Italy is facing potential sanctions from 

the EU over fiscal deficits and government debt.  Although the Italian government continues to 

insist it will avoid a confrontation with the EU, Deputy PM Salvini (and the real power in the 

government) is warning that Italy might issue a parallel currency that could be used to pay 

government debt.  The issuance of a parallel currency would be a significant threat to the 

Eurozone as other indebted nations might take similar actions.   

 

https://www.washingtonpost.com/world/in-a-city-of-ever-shifting-front-lines-libyans-confront-their-worst-fighting-in-years/2019/06/04/70425ac4-2ee7-4e6b-bda2-42a4fef12993_story.html?utm_term=.b05f2563c6e9&wpisrc=nl_todayworld&wpmm=1
https://worldview.stratfor.com/article/algeria-test-limits-reform-approaches-protests-election-military-control?id=87179e919a&e=4d1f592612&uuid=3fa946f6-0907-4115-8a38-b3cdcca1cf85&utm_source=Daily+Brief&utm_campaign=55f4914fab-EMAIL_CAMPAIGN_2019_06_05_12_02&utm_medium=email&utm_term=0_87179e919a-55f4914fab-53536341&mc_cid=55f4914fab&mc_eid=%5bUNIQID%5d
https://worldview.stratfor.com/article/algeria-test-limits-reform-approaches-protests-election-military-control?id=87179e919a&e=4d1f592612&uuid=3fa946f6-0907-4115-8a38-b3cdcca1cf85&utm_source=Daily+Brief&utm_campaign=55f4914fab-EMAIL_CAMPAIGN_2019_06_05_12_02&utm_medium=email&utm_term=0_87179e919a-55f4914fab-53536341&mc_cid=55f4914fab&mc_eid=%5bUNIQID%5d
https://www.newstatesman.com/politics/2013/01/nhs-even-more-cherished-monarchy-and-army?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/2019/06/04/brits-are-fiercely-protective-their-health-care-system-trump-suggested-he-wants-it-included-trade-talks/?utm_term=.8fd5c5f9855f&wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/2d8fc2dc-86aa-11e9-97ea-05ac2431f453?emailId=5cf731870995ae000479e3e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2d8fc2dc-86aa-11e9-97ea-05ac2431f453?emailId=5cf731870995ae000479e3e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.thesun.co.uk/news/9224876/donald-trump-nhs-not-table-trade-piers-morgan/?utm_source=POLITICO.EU&utm_campaign=431a25fb93-EMAIL_CAMPAIGN_2019_06_05_04_51&utm_medium=email&utm_term=0_10959edeb5-431a25fb93-190334489
https://www.theguardian.com/commentisfree/2019/jun/03/brexiters-donald-trump?wpisrc=nl_todayworld&wpmm=1
https://www.theguardian.com/commentisfree/2019/jun/03/brexiters-donald-trump?wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/924037c4-86c4-11e9-a028-86cea8523dc2?emailId=5cf731870995ae000479e3e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/senate-republicans-weigh-moves-to-block-trump-on-mexico-tariffs-11559666178
https://www.wsj.com/articles/senate-republicans-weigh-moves-to-block-trump-on-mexico-tariffs-11559666178
https://www.nytimes.com/2019/06/04/us/politics/republicans-mexico-tariffs.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190605&section=topNews
https://www.ft.com/content/157a133c-862d-11e9-97ea-05ac2431f453?emailId=5cf731870995ae000479e3e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/washingtons-anti-growth-turn-11559689199?mod=itp_wsj&ru=yahoo
https://finance.yahoo.com/news/a-war-is-brewing-between-trump-and-corporate-america-130242396.html
https://finance.yahoo.com/news/a-war-is-brewing-between-trump-and-corporate-america-130242396.html
https://medium.com/@teamwarren/a-plan-for-economic-patriotism-13b879f4cfc7
https://medium.com/@teamwarren/a-plan-for-economic-patriotism-13b879f4cfc7
https://www.theguardian.com/business/live/2019/jun/05/us-interest-rate-cut-expectations-markets-services-sector-uk-eurozone-business-live?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-italy-budget/italy-says-it-wont-seek-fight-with-eu-amid-talk-of-government-crisis-idUSKCN1T30BD
https://www.reuters.com/article/us-italy-budget/italy-says-it-wont-seek-fight-with-eu-amid-talk-of-government-crisis-idUSKCN1T30BD
https://www.ft.com/content/aca3c80a-86ac-11e9-97ea-05ac2431f453?emailId=5cf731870995ae000479e3e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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Continued trouble in the farm belt: Last weekend, I2 took a trip through the middle of Illinois.  

Nearly all the fields, which would usually have emerging corn plants, were fallow.  Cold weather 

and heavy rain have delayed planting in key parts of the Corn Belt at unprecedented levels.  We 

are very close to the point where corn planting becomes impossible, thus farmers may either 

move to soybeans or simply not plant.  At the same time, farmers are famous for moving 

aggressively once conditions improve.  So, we may still see a soybean crop this year.   

 

Odds and ends: U.S. colleges and universities are watching with great concern as the flow of 

Chinese students to the U.S. is under threat.  Walmart (WMT, 102.56) is offering high school 

students free SAT prep and partial scholarships in a bid to find new employees, a sign of how 

tight the labor markets have become.   

 

U.S. Economic Releases 
 

MBA mortgage applications rose 1.5% from the prior week.  Purchases fell by 2.4% from the 

prior week, while refinancing rose by 6.4%.  The average 30-year fixed rate fell by 10 bps from 

4.33% to 4.23%. 
 

The ADP employment change came in well below expectations at 27k compared to the forecast 

of 185k.  The prior report was revised downward from 275k to 271k. 
  

 
 

The chart above shows the change in total private employment and ADP nonfarm private 

payrolls.  According to the ADP report, payrolls were held down due to a lack of construction 

hires.  This may be the result of poor weather conditions throughout the month of May.  As a 

result, we would not be surprised if BLS nonfarm payrolls were also weak. 
 

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

                                                 
2 This is Bill talking… 

https://www.washingtonpost.com/local/2019/06/04/after-biblical-spring-this-is-week-that-could-break-corn-belt/?utm_term=.a4e7331b902f&wpisrc=nl_todayworld&wpmm=1
https://i.imgur.com/tqEcUAB.gifv
https://i.imgur.com/tqEcUAB.gifv
https://www.scmp.com/news/china/diplomacy/article/3012997/us-universities-brace-decline-chinese-students-after-beijing
https://www.scmp.com/news/china/diplomacy/article/3012997/us-universities-brace-decline-chinese-students-after-beijing
https://www.washingtonpost.com/business/2019/06/04/walmart-is-courting-high-schoolers-with-perks-like-free-sat-prep/?utm_term=.1ac3fad21e98&wpisrc=nl_daily202&wpmm=1
https://www.washingtonpost.com/business/2019/06/04/walmart-is-courting-high-schoolers-with-perks-like-free-sat-prep/?utm_term=.1ac3fad21e98&wpisrc=nl_daily202&wpmm=1
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EDT Indicator Expected Prior Rating

9:45 Markit Services PMI m/m may 50.9 50.9 **

9:45 Markit Composite PMI m/m may 50.9 **

10:00 ISM Non-Manufacturing Index m/m may 55.4 55.5 **

Speaker or event

9:45 Richard Clarida Gives Welcoming Remarks at Fed Conference Vice Chairman of Board of Governors of Federal Reserve

10:00 Michelle Bowman Testifies at Senate Banking Panel Nom.

11:00 Raphael Bostic Speaks on Housing Panel Atlanta President of the Federal Reserve Bank of Atlanta

14:00 US Federal Reserve Releases Beige Book

Fed speakers or events

Economic Releases

Members of the Board of Governors

District or position

Federal Reserve Board

 
 

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 Caixin China PMI Composite m/m may 51.5 52.7 ** Equity and bond neutral

Caixin China PMI Services m/m may 52.7 54.5 54.0 ** Equity bearish, bond bullish

Japan Nikkei Japan PMI Composite m/m may 50.7 50.8 ** Equity and bond neutral

Nikkei Japan PMI Services m/m may 51.7 51.8 ** Equity and bond neutral

India Nikkei India PMI Services m/m may 50.2 51.0 ** Equity and bond neutral

Nikkei India PMI Composite m/m may 51.7 51.7 ** Equity and bond neutral

Australia AiG Performances of Services Index m/m may 52.5 46.5 ** Equity and bond neutral

CBA Australia PMI Services m/m may 51.5 52.3 ** Equity and bond neutral

CBA Australia PMI Composite m/m may 51.5 52.2 ** Equity and bond neutral

GDP y/y 1q 1.8% 2.3% 1.8% *** Equity and bond neutral

EUROPE

Eurozone Markit Eurozone Services m/m may 52.9 52.5 52.5 ** Equity bullish, bond bearish

Markit Eurozone Composite m/m may 51.8 51.6 51.6 ** Equity bullish, bond bearish

PPI y/y apr 2.6% 2.9% 3.1% ** Equity bullish, bond bearish

Retail Sales y/y apr -0.4% 0.0% -0.5% ** Equity and bond neutral

Germany Markit Germany Services ytd apr 55.4 55.0 55.0 ** Equity and bond neutral

Markit Germany Composite y/y may 52.6 52.4 52.4 ** Equity and bond neutral

Italy Markit/ADACI Italy Services m/m may 50.0 50.4 49.8 ** Equity and bond neutral

Markit/ADACI Italy Composite m/m may 49.9 49.5 49.3 ** Equity bearish, bond bullish

UK New Car Registrations m/m may -4.6% -4.1% * Equity bearish, bond bullish

Markit/CIPS UK Services PMI m/m may 51.0 50.4 50.4 ** Equity and bond neutral

Markit/CIPS UK Composite PMI m/m may 50.9 50.9 51.0 ** Equity and bond neutral

Official Reserves Changes m/m may $2.309 bn $1.517 bn * Equity bullish, bond bearish

Russia Markit Russia PMI Services m/m may 52.0 52.6 53.9 ** Equity and bond neutral

Markit Russia PMI Composite m/m may 51.5 53.0 ** Equity and bond neutral

AMERICAS

Mexico Consumer Confidence Index m/m may 108.1 110.9 109.7 *** Equity and bond neutral

Leading Indicators m/m mar 0.05 0.05 ** Equity and bond neutral

Vehicle Domestic Sales m/m may 101939 98105 * Equity and bond neutral

International Reserves Weekly w/w may $177.856 bn $177.322 bn ** Equity and bond neutral

Brazil Industrial Production y/y apr -3.9% -6.1% -3.0% *** Equity and 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) 248 250 -2 Up

3-mo T-bill yield (bps) 228 229 -1 Neutral

TED spread (bps) 20 21 -1 Neutral

U.S. Libor/OIS spread (bps) 230 230 0 Up

10-yr T-note (%) 2.12 2.13 -0.01 Neutral

Euribor/OIS spread (bps) -32 -32 0 Neutral

EUR/USD 3-mo swap (bps) 12 14 -2 Down

Currencies Direction

dollar flat Neutral

euro up Up

yen down Neutral

pound up 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 $61.99 $61.97 0.03%

WTI $53.15 $53.48 -0.62%  

Natural Gas $2.41 $2.42 -0.41%  

Crack Spread $20.21 $20.00 1.08%

12-mo strip crack $16.92 $16.74 1.03%

Ethanol rack $1.62 $1.62 0.02%

Gold $1,337.83 $1,325.52 0.93%

Silver $14.87 $14.82 0.31%

Copper contract $266.00 $266.90 -0.34%

Corn contract 417.75$       425.25$       -1.76%

Wheat contract 495.75$       507.25$       -2.27%

Soybeans contract 877.00$       881.75$       -0.54%

Baltic Dry Freight 1122 1103 19

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) 1.0

Distillates (mb) 0.0

Refinery run rates (%) 0.55%

Natural gas (bcf) 109.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show cooler to normal temps for most of the country, with 

warmer temps in the Southeast and West Coast. Precipitation is expected for most of the country.   
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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.  
 

May 31, 2019 
 

There are three factors that tend to cause recessions—inventory misadjustments, policy errors 

and geopolitical events.  The first in the series has become less of a factor over time.  Inventory 

management has improved dramatically since the end of WWII, and excess inventory leading to 

falling output has become less of an issue.  Therefore, we tend to focus on the latter two factors.  

Since fiscal policy changes tend to occur more slowly, monetary policy is where we spend most 

of our efforts.  With regard to geopolitical events, we write a weekly report on that issue.   

 

Monetary policy is facing a serious signaling problem.   One of the signals we use for monetary 

policy is the implied LIBOR rate from the two-year deferred Eurodollar futures.  That rate is an 

indication of what the financial markets are thinking.  As we will show below, it has generally 

been a good indicator for when policy tightening should stop.  The implied LIBOR rate has 

declined significantly. 

 

0.4

0.8

1.2

1.6

2.0

2.4

2.8

3.2

3.6

2011 2012 2013 2014 2015 2016 2017 2018 2019

IMPLIED LIBOR RATE, 2-YEARS DEFERRED

Sources:  CME, CIM

IMPLIED YIELD = 1.900%

 
 

Since peaking at 3.30% last October, the rate has declined to 1.90%, a drop of 140 bps.   
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The lower lines show the implied LIBOR rate with the fed funds target.  Note that the FOMC has 

tended to stop raising rates when the spread inverts.  During the Greenspan years, easing tended 

to follow shortly after inversion.  The Bernanke Fed did stop raising rates after inversion but 

didn’t ease, which may have contributed to the severity of the 2007-09 recession.   

 

To compare how the financial market signs compare to economic signals, we have overlaid the 

fed funds target/deferred LIBOR rate with two of the Mankiw Rule variations, one using core 

CPI and the unemployment rate and the other using core CPI and the employment/population 

ratio.  The Mankiw Rule is a simplified version of the Taylor Rule, which estimates the fed funds 

rate based upon core inflation and GDP relative to potential GDP.  Because potential GDP isn’t 

directly observable, Mankiw’s original research replaced GDP with the unemployment rate.  We 

have created our own variations as well (not shown). 
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The lower lines on the chart show the implied LIBOR rate, with the fed funds target and the two 

aforementioned estimated Mankiw Rule rates.  Aside from the Mankiw Rule variation using the 

unemployment rate, all other variations are suggesting the Fed should be cutting rates.  However, 

in each of the prior inversion events (shown by the vertical lines on the above chart), the 

estimates for the fed funds target from the Mankiw Rule variations were below the target rates. 

 

This has been a consistent issue during this expansion; essentially, it has been difficult to 

determine the degree of slack in the economy.  Fortunately for policymakers, this problem of 

estimating slack has not been a serious issue until recently.  Given the current divergence in 

signals, the most likely outcome is for the FOMC to maintain a steady posture.  The lack of a 

clear signal between the financial markets and the interest rate markets increases the odds of a 

policy mistake.  Although the FOMC’s official stance is neutral, we suspect the next move will 

be to lower the policy rate. 

 

 

 
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 6/4/2019 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 6/4/2019 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 
 

May 31, 2019  
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P/E as of 5/29/2019 = 18.6x

 
 

Based on our methodology,3 the current P/E is 18.6x, up 0.1x from last week.  We have updated 

Q1 earnings to be consistent with S&P instead of Thomson/Reuters.  That transition accounted 

for the modest rise in the P/E despite weak equity prices. 

 

 

 
 
 
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 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. 


