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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: March 1, 2019—9:30 AM EST]  Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.9% from the last close.  In Asia, the MSCI Asia Apex 50 was up 0.2% 

from the prior close.  Chinese markets were higher, with the Shanghai composite up 1.8% and 

the Shenzhen index up 1.2%.  U.S. equity index futures are signaling a higher open.   

 

It’s a risk-on Friday with little news to account for the strength.  World PMIs (see below) remain 

rather soft, although several (including China) came in above depressed expectations.  Here is 

what we are watching this morning: 

 

MSCI lifts China: The index provider MSCI has boosted its allocation of Chinese mid-cap 

stocks (the A-shares) in its broader emerging market indices.1  Chinese stocks will generally now 

represent about 40% of the index; adding the Taiwanese stocks, which tend to be influenced by 

China, the index is approaching 50%.  This strong weighting of China in the index will almost 

certainly lift investment flows into Chinese equities this year.  At the same time, it raises 

questions about index investing when one entity has such a large share. 

 

Brexit: There isn’t too much new today.  We do note that inventories jumped in the PMI data as 

firms appear to be stockpiling just in case there is a hard Brexit.2  It is looking increasingly likely 

that Brexit will be delayed.  On March 12, Parliament will vote again on PM May’s deal.  Given 

that it lost in historic fashion earlier this month it will likely fail again.  The next day, Parliament 

will vote on whether it supports a hard Brexit.  That is unlikely as well.  On the 14th, a third vote 

supporting an extension of the deadline will be before legislators.  That will almost certainly pass 

(if the two earlier votes are rejected, it is the only logical conclusion).3   

 

                                                 
1 https://www.ft.com/content/2ce24a94-3ba5-11e9-b856-
5404d3811663?emailId=5c78c51dc096ac0004382981&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 and 
https://www.cnbc.com/2019/03/01/msci-to-quadruple-weighting-of-china-a-shares-in-global-benchmarks.html  
2 https://www.reuters.com/article/uk-britain-economy-pmi/uk-factories-slash-jobs-stockpile-at-record-pace-
before-brexit-pmi-
idUSKCN1QI46F?stream=business&utm_campaign=newsletter_axiosmarkets&utm_medium=email&utm_source=n
ewsletter  
3 https://www.ft.com/content/7d973c06-39c5-11e9-b72b-2c7f526ca5d0 and 
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-
beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-
69364b2ed137_story.html?utm_term=.102b4b94f888  
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https://www.cnbc.com/2019/03/01/msci-to-quadruple-weighting-of-china-a-shares-in-global-benchmarks.html
https://www.reuters.com/article/uk-britain-economy-pmi/uk-factories-slash-jobs-stockpile-at-record-pace-before-brexit-pmi-idUSKCN1QI46F?stream=business&utm_campaign=newsletter_axiosmarkets&utm_medium=email&utm_source=newsletter
https://www.reuters.com/article/uk-britain-economy-pmi/uk-factories-slash-jobs-stockpile-at-record-pace-before-brexit-pmi-idUSKCN1QI46F?stream=business&utm_campaign=newsletter_axiosmarkets&utm_medium=email&utm_source=newsletter
https://www.reuters.com/article/uk-britain-economy-pmi/uk-factories-slash-jobs-stockpile-at-record-pace-before-brexit-pmi-idUSKCN1QI46F?stream=business&utm_campaign=newsletter_axiosmarkets&utm_medium=email&utm_source=newsletter
https://www.reuters.com/article/uk-britain-economy-pmi/uk-factories-slash-jobs-stockpile-at-record-pace-before-brexit-pmi-idUSKCN1QI46F?stream=business&utm_campaign=newsletter_axiosmarkets&utm_medium=email&utm_source=newsletter
https://www.ft.com/content/7d973c06-39c5-11e9-b72b-2c7f526ca5d0
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-69364b2ed137_story.html?utm_term=.102b4b94f888
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-69364b2ed137_story.html?utm_term=.102b4b94f888
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-69364b2ed137_story.html?utm_term=.102b4b94f888
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One of the hopes of Brexiteers is that the U.K. will be able to negotiate its own trade agreements 

and do better than it would inside the EU.  Perhaps this is true but it should be noted that trade 

agreements are a function of relative power.  The fact that the U.S., up until the Trump 

administration, usually engaged in multi-lateral trade agreements is evidence of America’s 

benevolent exercise of hegemony.  Given U.S. power, all nations are disadvantaged in bilateral 

agreements.  This administration’s shift to bilateral trade deals is evidence of a shift in U.S. 

hegemonic policy.4  The U.S. has put the U.K. on notice that the former will bargain from a 

position of strength and force the latter into uncomfortable concessions.5 

 

Venezuela: The U.S. proposed a UNSC resolution that would support new elections and 

unfettered access to foreign aid in Venezuela.  Both China and Russia vetoed the resolution.6   

 

Tax news: There are reports that 127 nations are near a pact to tax tech firms’ cross-border 

income.7  There is a bill in Congress that would tax all equity transactions 10 bps.  The goal of 

the legislation is to thwart high-frequency trading activity.8 

 

China news: For the first time on record, China’s employment population declined, and for the 

seventh consecutive year, its working-age population (aged 16-59) fell.  It is 2.8% lower than it 

was in 2011.9  There are reports that Chinese investors are pulling out of overseas property 

markets.  It appears that regulation is the primary factor curtailing outbound investment.10  We 

may see a decision from Canada on the Meng Wanzhou extradition hearing today; if the court 

decides it has the authority to proceed, extradition proceedings will begin.11  If she is extradited 

to the U.S., it could affect trade negotiations. 

 

PM Trudeau’s woes: A growing corruption scandal is threatening to end PM Trudeau’s 

administration.12  Perhaps the best signal that the PM is in trouble is that his foreign minister 

(and likely successor), Chrystia Freeland, has expressed “100% faith” in the PM.13  Although 

usually such events have little impact on U.S. markets, given that the NAFTA/USMCA deal 

hasn’t passed through Congress, a change at the top of the Canadian government could 

complicate negotiations. 

                                                 
4 See WGR series, The Malevolent Hegemon: Part I (11/26/2018); Part II (12/3/2018); and Part III (12/10/2018). 
5 https://www.ft.com/content/09bfe7ca-3bae-11e9-b72b-
2c7f526ca5d0?emailId=5c78c51dc096ac0004382981&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
6 https://www.nytimes.com/2019/02/28/world/americas/russia-venezuela-veto-united-
nations.html?emc=edit_mbe_20190301&nl=morning-briefing-europe&nlid=567726720190301&te=1  
7 https://www.reuters.com/article/us-france-tax/france-sees-global-tax-deal-on-digital-giants-in-2019-minister-
idUSKCN1QH282?feedType=RSS&feedName=technologyNews  
8 https://thehill.com/policy/finance/432022-senate-dem-planning-legislation-to-tax-stock-trades  
9 https://www.caixinglobal.com/2019-02-28/chinas-employment-population-shrinks-for-first-time-ever-
101385483.html  
10 http://www.ecns.cn/cns-wire/2019-02-27/detail-ifzezqac5077458.shtml  
11 https://www.reuters.com/article/us-usa-china-huawei-tech/canada-seen-approving-extradition-hearing-against-
huawei-executive-idUSKCN1QI3MI  
12 https://www.independent.co.uk/news/world/americas/justin-trudeau-wilson-raybould-snc-lavalin-scandal-
a8802701.html  
13 https://www.independent.co.uk/news/world/americas/justin-trudeau-wilson-raybould-snc-lavalin-scandal-
a8802701.html  

https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_26_2018.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_12_3_2018.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_12_10_2018.pdf
https://www.ft.com/content/09bfe7ca-3bae-11e9-b72b-2c7f526ca5d0?emailId=5c78c51dc096ac0004382981&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/09bfe7ca-3bae-11e9-b72b-2c7f526ca5d0?emailId=5c78c51dc096ac0004382981&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2019/02/28/world/americas/russia-venezuela-veto-united-nations.html?emc=edit_mbe_20190301&nl=morning-briefing-europe&nlid=567726720190301&te=1
https://www.nytimes.com/2019/02/28/world/americas/russia-venezuela-veto-united-nations.html?emc=edit_mbe_20190301&nl=morning-briefing-europe&nlid=567726720190301&te=1
https://www.reuters.com/article/us-france-tax/france-sees-global-tax-deal-on-digital-giants-in-2019-minister-idUSKCN1QH282?feedType=RSS&feedName=technologyNews
https://www.reuters.com/article/us-france-tax/france-sees-global-tax-deal-on-digital-giants-in-2019-minister-idUSKCN1QH282?feedType=RSS&feedName=technologyNews
https://thehill.com/policy/finance/432022-senate-dem-planning-legislation-to-tax-stock-trades
https://www.caixinglobal.com/2019-02-28/chinas-employment-population-shrinks-for-first-time-ever-101385483.html
https://www.caixinglobal.com/2019-02-28/chinas-employment-population-shrinks-for-first-time-ever-101385483.html
http://www.ecns.cn/cns-wire/2019-02-27/detail-ifzezqac5077458.shtml
https://www.reuters.com/article/us-usa-china-huawei-tech/canada-seen-approving-extradition-hearing-against-huawei-executive-idUSKCN1QI3MI
https://www.reuters.com/article/us-usa-china-huawei-tech/canada-seen-approving-extradition-hearing-against-huawei-executive-idUSKCN1QI3MI
https://www.independent.co.uk/news/world/americas/justin-trudeau-wilson-raybould-snc-lavalin-scandal-a8802701.html
https://www.independent.co.uk/news/world/americas/justin-trudeau-wilson-raybould-snc-lavalin-scandal-a8802701.html
https://www.independent.co.uk/news/world/americas/justin-trudeau-wilson-raybould-snc-lavalin-scandal-a8802701.html
https://www.independent.co.uk/news/world/americas/justin-trudeau-wilson-raybould-snc-lavalin-scandal-a8802701.html
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Robots can’t intuit: Algorithmic trading models appear to have great promise as they can scan 

for past patterns much more effectively than humans can.  What they can’t do is understand that 

former patterns may no longer hold when initial conditions change.  Recent performance of these 

models has been abysmal as they struggle to manage money in an environment that is changing 

rapidly.14 

 

And, finally: There are now more $100 bills in circulation than $1 bills.  The “Benjamin” is the 

favorite currency of the black economy, but also may have become popular with European 

households dealing with negative interest rates.15   

 

U.S. Economic Releases 
 

Personal income came in below expectations, falling 0.1% from the prior month compared to the 

forecast rise of 0.3%.  Personal spending came in below expectations, falling 0.5% from the prior 

month compared to the forecast drop of 0.3%.  The prior month was revised upward from 0.4% 

to 0.6%.  Real personal spending also came in below expectations, falling 0.6% from the prior 

month compared to the forecast drop of 0.3%.  The prior month was revised upward from 0.3% 

to 0.5%.   
 

 
 

The chart above shows the year-over-year change in personal income.  Personal income rose 

4.3% from the prior year. 

 

                                                 
14 https://www.bloomberg.com/news/articles/2019-03-01/one-of-wall-street-s-most-popular-trading-strategies-is-
now-failing  
15 https://finance.yahoo.com/news/hundred-dollar-bills-in-circulation-123315133.html  

https://www.bloomberg.com/news/articles/2019-03-01/one-of-wall-street-s-most-popular-trading-strategies-is-now-failing
https://www.bloomberg.com/news/articles/2019-03-01/one-of-wall-street-s-most-popular-trading-strategies-is-now-failing
https://finance.yahoo.com/news/hundred-dollar-bills-in-circulation-123315133.html
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The PCE deflator was in line with expectations, rising 0.2% from the prior month.  Core PCE 

also came in line with expectations, rising 0.2% from the prior month. 
  

 
  
The chart above shows the year-over-year change in core PCE and core CPI.  The yearly change 

in core PCE and core CPI rose 1.9% and 2.2%, respectively.  The FOMC has a target of 2.0% for 

core PCE inflation.   
 

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

EDT Indicator Expected Prior Rating

9:45 Markit US manufacturing PMI m/m feb 53.7 53.7 **

10:00 ISM Manufacturing m/m feb 55.8 56.6 **

10:00 ISM Employment m/m feb 55.5 **

10:00 ISM Prices Paid m/m feb 51.8 49.6 **

10:00 ISM New Orders m/m feb 58.2 **

10:00 U. of Michigan Sentiment m/m feb 95.9 95.5 **

10:00 U. of Michigan Current Conditions m/m feb 110.0 **

10:00 U. of Michigan Expectations m/m feb 86.2 **

10:00 U. of Michigan 1 yr Inflation m/m feb 2.5% **

10:00 U. of Michigan 5-10 Yr Inflation m/m feb 2.3% **

EST Speaker or event

12:50 Raphael Bostic speaks at Economic Policy Conference President of the Federal Reserve Bank of Atlanta

District or position

Economic Releases

Fed speakers or events

 
 

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 
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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 Mfg m/m feb 49.9 48.3 48.5 ** Equity bullish, bond bearish

India Nikkei India PMI Mfg m/m feb 54.3 53.9 ** Equity and bond neutral

GDP y/y 4q 6.6% 7.1% 6.7% ** Equity and bond bearish

Australia AiG Perf of Manufacturing Index m/m feb 54.0 52.5 ** Equity and bond neutral

CBA Australia PMI Mfg m/m feb 52.9 53.1 ** Equity and bond neutral

CoreLogic House Px m/m feb -0.9% -1.2% ** Equity and bond neutral

Commodity Index SDR y/y feb 9.1% 6.9% ** Equity and bond neutral

New Zealand ANZ Consumer Confidence m/m jan -0.7% -0.2% ** Equity and bond bearish

Building Permits m/m jan 16.5% 5.1% ** Equity bullish, bond bearish

EUROPE

Eurozone Markit Eurozone Manufacturing PMI y/y feb 49.3 49.2 49.2 ** Equity and bond neutral

Unemployment Rate y/y jan 7.8% 7.9% 7.9% *** Equity bullish, bond bearish

CPI Core y/y feb 1.0% 1.1% 1.1% *** Equity and bond neutral

CPI Estimate y/y feb 1.5% 1.4% 1.5% *** Equity and bond neutral

Germany Markit/BME Germany Manufacturing m/m feb 47.6 47.6 47.6 ** Equity and bond neutral

Unemployment Change m/m feb -21k -2k -5k *** Equity and bond bearish

Unemployment Claims Rate m/m feb 5.0% 5.0% 5.0% *** Equity and bond neutral

Retail Sales y/y jan 2.6% -2.1% 1.2% ** Equity bullish, bond bearish

France Budget Balance ytd jan -17.3 bn -76.1 bn ** Equity and bond neutral

Markit France Manufacturing m/m feb 51.5 51.4 51.4 ** Equity and bond neutral

Italy Unemployment Rate m/m jan 10.5% 10.3% 10.4% *** Equity and bond bearish

Deficit to GDP 2018 4q 2.1% 1.9% 1.9% *** Equity and bond bearish

GDP Annual 2018 4q 0.9% 1.5% 0.8% *** Equity bullish, bond bearish

UK Mortgage Approvals m/m jan 66.8k 63.8k 63.4k ** Equity and bond neutral

Markit UK PMI Manufacturing m/m feb 52.0 52.8 52.0 ** Equity and bond neutral

Switzerland PMI Manufacturing m/m feb 55.4 54.3 53.5 ** Equity bullish, bond bearish

Retail Sales Real m/m jan -0.4% -0.3% 0.4% ** Equity and bond bearish

Russia Markit Russia PMI Mfg m/m feb 50.1 50.9 ** Equity and bond neutral

Money Supply Narrow Def m/m feb 10.24 tn 10.30 tn ** Equity and bond neutral

AMERICAS

Mexico Net Outstanding Loans m/m jan 4.441 tn 4.453 tn ** Equity and bond neutral

Canada Current Account Balance q/q 4q -$15.48 bn -$10.34 bn -$13.25 bn ** Equity bearish, bond bullish

Industrial Product Price m/m jan -0.3% -0.7% 0.1% ** Equity and bond neutral

Raw Materials Price Index m/m jan 3.8% 3.8% *** Equity and bond neutral

Brazil GDP y/y 4q 1.1% 1.3% 1.4% ** Equity and bond neutral

Net Debt % GDP m/m jan 54.0% 53.8% 54.0% ** Equity and bond neutral

Formal Job Creation Total m/m jan 34313 -334462 86000 ** Equity bearish, 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 263 263 0 Up

3-mo T-bill yield (bps) 239 239 0 Neutral

TED spread (bps) 24 24 0 Neutral

U.S. Libor/OIS spread (bps) 241 241 0 Up

10-yr T-note (%) 2.73 2.72 0.01 Neutral

Euribor/OIS spread (bps) -31 -31 0 Neutral

EUR/USD 3-mo swap (bps) 9 10 -1 Down

Currencies Direction

dollar up Neutral

euro up Up

yen down Neutral

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 $66.37 $66.31 0.09%

WTI $57.39 $57.22 0.30%  

Natural Gas $2.81 $2.81 0.04%  

Crack Spread $20.20 $20.23 -0.14%

12-mo strip crack $16.88 $16.96 -0.49%

Ethanol rack $1.44 $1.44 -0.08%

Gold $1,306.97 $1,313.32 -0.48%

Silver $15.52 $15.61 -0.60%

Copper contract $296.60 $294.80 0.61%

Corn contract 371.00$       370.75$       0.07%

Wheat contract 456.50$       459.50$       -0.65%

Soybeans contract 916.00$       910.25$       0.63%

Baltic Dry Freight 658 651 7

Actual Expected Difference

Crude (mb) -8.6 3.0 -11.6

Gasoline (mb) -1.9 -1.5 -0.4

Distillates (mb) -0.3 -2.0 1.7

Refinery run rates (%) 1.20% 0.00% 1.20%

Natural gas (bcf) -166.0 -174.0 8.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

temps in Florida and its surrounding areas.   
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Asset Allocation Weekly Comment 
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.  
 

March 1, 2019 
 

Our cyclical position on foreign investing remains with a zero allocation; although the committee 

has not been negative on foreign, our work suggested that the risk/reward compared to small and 

mid-cap stocks warranted putting more assets in those areas.  However, we are continuing to pay 

close attention to foreign as an area that may be attractive in the future. 

 

In the past, we have noted that relative performance between foreign developed and U.S. equities 

is sensitive to the dollar.  In general, during periods of dollar strength, U.S. equities tend to 

outperform (assuming both are denominated in dollars, which is the case for a U.S. investor). 
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The blue line on the chart shows the ratio of performance between EAFE and the U.S., rebased 

to 1970.  When this line is rising, foreign stocks are outperforming.  The red line shows the JPM 

Dollar Index.  Note that a rising dollar tends to favor U.S. outperformance, while dollar 

weakness helps foreign market performance.   Although the dollar has remained strong, both on 

a purchasing power parity basis and a cycle basis, the dollar is extended and should begin to 

depreciate later this year. 

 

However, in this business cycle, U.S. stocks have generally outperformed even during periods of 

dollar weakness.  This has led us to look for other factors that might account for this discrepancy.  

It appears that the growth/value variation explains at least part of this divergence. 
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As in the first chart, the blue line shows the relative equity performance.  The red line shows the 

Russell 3000 Growth/Value divergence; a rising line suggests growth outperformance.  Growth 

stocks have outperformed in this bull market but are showing signs they may finally be starting 

to give way to value.  The primary driver of growth/value is the P/E ratio.  Significant multiple 

expansion isn’t all that likely, although a return to the 18x+ area would not be surprising.   

 

Why would the growth/value divergence affect foreign stocks?  The most likely reason is index 

construction.  U.S. indices will tend to have a greater weighting toward technology due to the 

size of that industry in the U.S. economy.  Foreign nations, for the most part, have less dominant 

tech industries.  With technology being considered a growth sector, a period of strong technology 

performance would tend to lead to outperformance by growth.  If foreign equity indices have less 

technology, they would likely underperform.  Consequently, when the growth/value balance 

shifts to the latter, we would anticipate foreign outperformance.  The table below provides a 

comparison of sector exposures. 
 

  MSCI EAFE S&P 500 Difference 

Energy  5.9% 5.4% 0.5% 

Materials  7.4% 2.7% 4.7% 

Industrials  14.1% 9.7% 4.3% 

Consumer Discretionary  11.2% 10.0% 1.3% 

Consumer Staples  11.8% 7.1% 4.6% 

Healthcare  11.4% 14.9% -3.5% 

Financials  19.2% 13.3% 5.9% 

Information Technology  6.2% 20.5% -14.3% 

Communication Services  5.6% 10.1% -4.4% 

Utilities  3.5% 3.2% 0.2% 

Real Estate  3.7% 3.0% 0.7% 

Source: Morningstar Direct, Data as of 2/22/19     
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Overall, we continue to monitor the relative performance of foreign compared to other asset 

classes.  If our risk/reward estimates change later this year, we could consider a return to 

international.   

 

 

 
 

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 2/28/2019 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. 

 

Asset Class Performance – (as of 2/28/2019 close) 
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Source: Bloomberg

  
 

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. 

 

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), 
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P/E Update 
 

February 28, 2019 
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P/E as of 2/27/2019 = 16.8x

 
 

Based on our methodology,16 the current P/E is 16.8x, up 0.1x from last week.  Rising index 

values led to the rise in the multiple.   
 
 
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. 

                                                 
16 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 (Q2 and Q3) and two estimates (Q4 and Q1). 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. 


