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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: May 31, 2019—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 1.5% from the last close.  In Asia, the MSCI Asia Apex 50 

was down 0.2% from the prior close.  Chinese markets were mixed, with the Shanghai composite 

down 0.2% and the Shenzhen index unchanged.  U.S. equity index futures are signaling a lower 

open.  

 

Good (?) morning!  It’s ugly out there this morning; markets are in full risk-off mode, with all 

the flight to safety assets (yen, gold and Treasuries) rallying, while equities and commodities are 

falling.  A surprise new tariff was announced on Mexico.  Chinese data underwhelms and 

Beijing is preparing to retaliate against U.S. trade and technology policies.  Here are the details 

and more: 

 

The Mexico tariffs: The White house announced a surprise 5% tariff on all Mexican imports; 

they are scheduled to be implemented on June 10 unless Mexico stops the flow of Central 

American immigrants to the U.S. border.  Financial markets did not take the news well.  The 

MXP plunged, 10-year Treasury yields broke 2.20%, the two-year briefly fell under 2%, German 

10-year Bunds fell to their lowest level on record, at -0.204%, and equity markets worldwide 

stumbled.  U.S. automaker shares fell especially hard on the Mexico news.  Mexican President 

AMLO does not look like he will buckle in the face of the tariff threat.  Here are some potential 

ramifications of this move: 

 

1. Mexico is an important trading partner; in terms of goods only, year-to-date, it is the 

largest trading partner with the U.S.  The increase in tariffs will be modestly inflationary 

at best and disruptive at worst.  This assumes no retaliation from Mexico.  We don’t 

expect Mexico to apply widespread tariffs on the U.S. but it could target sensitive areas.  

However, it is also possible that AMLO could counter Trump’s position by simply 

opening the borders and encouraging increased Central American immigration.  

Things could get worse, in other words. 

2. UMSCA is in deep trouble.  How can Mexico and Canada agree to a free trade deal when 

the U.S. is willing to unilaterally use tariffs as a punitive tool for issues unrelated to 

trade? 

3. Mexico was increasingly looking like a safe harbor if trade relations with China 

deteriorated further (we admit that this was our position).  This action seriously 

undermines that outcome. 

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2019/05/30/us/politics/trump-mexico-tariffs.html
https://www.wsj.com/articles/global-stocks-and-bond-yields-drop-on-mexico-tariff-concerns-11559289992?mod=hp_lead_pos2
https://twitter.com/JPSpinetto/status/1134242628990582784/photo/1?ref_src=twsrc%5Etfw%7Ctwcamp%5Eembeddedtimeline%7Ctwterm%5Elist%3AFTAlphaville%3Aft_alphatweets&ref_url=https%3A%2F%2Fftalphaville.ft.com%2F
https://www.ft.com/content/89376b80-8344-11e9-9935-ad75bb96c849?emailId=5cf09d63485b3f0004dd6380&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/89376b80-8344-11e9-9935-ad75bb96c849?emailId=5cf09d63485b3f0004dd6380&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ebc854f8-8321-11e9-9935-ad75bb96c849?emailId=5cf09d63485b3f0004dd6380&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.apnews.com/0e406b5b8a8c405491461188022a824c
https://www.apnews.com/0e406b5b8a8c405491461188022a824c
https://www.census.gov/foreign-trade/statistics/highlights/top/top1903yr.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.washingtonpost.com/world/the_americas/pence-travels-to-canada-to-talk-trade-with-trudeau-pitch-usmca/2019/05/30/44333706-82d8-11e9-9a67-a687ca99fb3d_story.html?utm_term=.1302d5926fe2&wpisrc=nl_todayworld&wpmm=1


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 2 

Overall, this surprise move further isolates the U.S. on trade issues.  The White House is now 

engaged in trade conflicts on multiple fronts and it is hard to see how these actions are friendly to 

risk assets. 

 

China prepares for more aggressive retaliation: China is preparing steps to take against U.S. 

tech restrictions.  According to reports, it is creating a “blacklist” of U.S. firms that it views as 

taking hostile actions against China, which will seriously undermine their ability to maintain 

business in China.  As we noted yesterday (and will have more on this in next week’s WGR), 

exports of rare earth products to the U.S. may be restricted.  Huawei (002505, CNY 3.58) has 

reportedly ordered its employees to cancel contacts with U.S. firms.  Retaliation is starting to 

move beyond just “tit-for-tat” tariff responses. 

 

The broader story: We are starting to see the outlines of what the administration is moving 

toward, which is deglobalization.  The White House has been indicating all along that it wants to 

see more production sourced in the U.S.  This position is consistent with the multi-front trade 

war that is underway.  There are reports of U.S. manufacturers starting to move production out of 

China.  The idea seemed to be that these facilities would move to Southeast Asia or Mexico, and 

that could still happen.  But, as the Mexico tariffs show, the U.S. can move with little warning 

against a foreign nation over all sorts of issues.  The only truly secure supply chain may be in the 

U.S.  

 

Essentially, there is a case to be made that the White House is attempting to use tariffs to address 

the famous “elephant chart,” at least for the U.S. 
 

 
(Source: Branko Milanovic) 

 

This chart shows inflation-adjusted income growth by income distribution across the world from 

1988 to 2008.  One can clearly see that the rise of the emerging world (China, India, etc.) has 

come at the expense of the Western middle class.  The upper income elites in the West have also 

benefited.  This chart illustrates one of the reasons for the rise of Western populism.  Resourcing 

production back to the U.S. would be an attempt to pull down those in the 25%-65% area and lift 

the 75%-90% part of the chart.  Since globalization is only part of this story (deregulation and 

https://www.bloomberg.com/news/articles/2019-05-31/china-plans-major-retaliation-on-u-s-global-times-hu-says?srnd=premium
https://www.businessinsider.sg/us-huawei-ban-reaction-major-incoming-state-media-2019-5/
https://www.ft.com/content/5055cc74-8292-11e9-b592-5fe435b57a3b?emailId=5cf09d63485b3f0004dd6380&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2019/05/30/business/economy/trump-tariff-manufacturer.html
https://www.nytimes.com/2019/05/30/business/economy/trump-tariff-manufacturer.html
https://www.scmp.com/news/china/diplomacy/article/3012010/united-states-about-ramp-its-indo-pacific-strategy-contain
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automation are also important), tariffs and other trade restrictions, by themselves, might not 

work.  Nevertheless, that likely won’t stop the administration from trying. 

 

It should also be noted that the resourcing policy, i.e., bringing production capacity back to the 

U.S., might fail as a foreign policy.  In other words, if the U.S. has a policy goal to thwart 

China’s belt and road project by increasing U.S. influence in Southeast Asia, then it might be 

better to support the shift of production out of China and into that region.  However, that would 

likely work at cross-purposes to breaking down the elephant chart. 

 

A key question for the 2020 elections is whether President Trump is an anomaly or a trend?  The 

political establishment is desperately trying to confirm that he was a fluke.  We disagree and 

would offer that even if Trump doesn’t win re-election the trend in policy to address the elephant 

chart is the new normal. 

 

The Fed’s conundrum: GDP is running over 3%.  Inflation remains tame.  Financial markets 

are screaming for policy easing.  So far, the FOMC continues to preach patience.  This has also 

led some governors to make nonsensical statements.  For example, Randy Quarles noted that the 

Fed’s primary job isn’t financial stability.  We know what he meant—the Fed shouldn’t create 

the impression of a “Fed put,” coming to the rescue every time equities stumble.  However, the 

origin of central banking was to create a backstop against bank runs; so, yes, the Fed’s primary 

job is financial stability, in the sense that the Fed needs to keep the banking system stable.  

Failure to do so means that no matter how well the Fed does everything else, it will have failed at 

its most important job. 

 

The financial markets are clearly telling the Fed it needs to cut rates ASAP.  A key problem for 

the Fed is discerning whether the financial markets are accurately projecting that the White 

House’s trade and technology policies are dramatically increasing the odds of recession.  If the 

financial markets are right, and the FOMC wants to extend the expansion, then it needs to act.  

Then again, cutting rates creates two other problems.  First, given all the pressure the president 

has put on the Fed to cut rates, will a rate cut for good reasons look like a surrender?  In other 

words, will a rate cut lead to the impression that policymakers acquiesced to the president and 

thus undermine their independence?  Conversely, if they hold steady and the financial markets 

are correct in their assessment of the outcome of trade policy, is a recession better than the 

impression of being politically undermined?  Worse yet, if the Fed allows a recession to occur, 

will Congress and the White House simply end Fed independence and make the central bank the 

facilitator of Treasury borrowing as it was prior to 1951?  Second, should the Fed ease policy in 

the face of what it sees as ill-advised trade and technology policies?  In other words, if the goal 

of maintaining the expansion forces monetary policy to accommodate what it sees as 

inappropriate trade and technology policies, what’s the point of being independent?  Imagine in 

the future that there is a White House aggressively using an MMT model to boost fiscal 

spending; should the Fed stand against that policy or accommodate it?   

 

In the face of such paralyzing uncertainties, the path of least resistance is to do nothing.  This 

path probably does increase the likelihood of recession.   

 

https://www.reuters.com/article/us-usa-fed-quarles/feds-quarles-says-financial-stability-not-main-goal-of-monetary-policy-idUSKCN1T021V
https://blogs.uoregon.edu/timduyfedwatch/2019/05/31/trade-wars-heats-up-with-new-assault-on-mexico/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-usa-bonds-fed-analysis/fed-unlikely-to-respond-to-bond-market-calls-for-rate-cuts-yet-idUSKCN1T10FS
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Odds and ends: There are reports, thus far unconfirmed, that Kim Jong-un has executed Kim 

Hyok Chol, who led negotiations for the February summit in Hanoi.  Chancellor Merkel gave a 

speech at Harvard that was deeply critical of U.S. foreign policy.  Despite the proximity to 

Washington, she did not visit there.  Belgium is beginning the process of forming a new 

government; deep divisions between the Flemish and the Walloons have made forming other 

governments very difficult. 

 

Energy update: Crude oil inventories fell 0.3 mb last week compared to the forecast drop of 0.5 

mb.   
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In the details, refining activity rose 1.3%, above the 1.0% expected.  Estimated U.S. production 

rose slightly by 0.1 mbpd to 12.3 mbpd.  Crude oil imports were unchanged, while exports rose 

0.4 mbpd.   
 

 
(Sources: DOE, CIM) 

 

https://www.bloomberg.com/news/articles/2019-05-30/north-korea-envoy-executed-over-trump-kim-summit-chosun-reports
https://www.bloomberg.com/news/articles/2019-05-30/north-korea-envoy-executed-over-trump-kim-summit-chosun-reports
https://www.nytimes.com/2019/05/30/world/europe/merkel-harvard-speech.html
https://www.nytimes.com/2019/05/30/world/europe/merkel-harvard-speech.html
https://www.politico.eu/article/belgian-king-philippe-names-officials-didier-reynders-johan-vande-lanotte-to-explore-government-options/?utm_source=POLITICO.EU&utm_campaign=fbde10b95c-EMAIL_CAMPAIGN_2019_05_31_04_47&utm_medium=email&utm_term=0_10959edeb5-fbde10b95c-190334489
https://www.politico.eu/article/belgian-king-philippe-names-officials-didier-reynders-johan-vande-lanotte-to-explore-government-options/?utm_source=POLITICO.EU&utm_campaign=fbde10b95c-EMAIL_CAMPAIGN_2019_05_31_04_47&utm_medium=email&utm_term=0_10959edeb5-fbde10b95c-190334489
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This is the seasonal pattern chart for commercial crude oil inventories.  We are now well within 

the spring/summer withdrawal season so the recent increase in stockpiles is bearish for prices.  

The seasonal pattern remains below normal but the gap has narrowed.   
 

One of the more interesting events has been the sudden increase in gasoline imports.  Although 

gasoline imports tend to rise this time of year, the recent jump has been historically high.   
 

 
(Sources: DOE, CIM) 

 

This chart shows the four-week average of gasoline imports.  The current level at 1.1 mbpd is 

unusually high.  We may be seeing an attempt by the industry to ensure there will be ample 

gasoline stockpiles as the summer driving season begins.  If gasoline imports remain elevated, it 

will tend to depress domestic refining activity and could be a bearish factor for oil prices.  

Current gasoline inventories are close to normal but below last year. 
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Based on oil inventories alone, fair value for crude oil is $49.18.  Based on the EUR, fair value is 

$51.08.  Using both independent variables, a more complete way of looking at the data, fair 

value is $49.36.  Geopolitical risks are adding nearly 12 dollars per barrel to crude oil prices.  

Although the geopolitical risks are formidable, this spread is unusually wide and raises the odds 

of a deeper price correction in the coming weeks, assuming inventories remain elevated and the 

dollar remains strong.   
 

There are reports that the administration has granted some limited waivers on Iranian oil exports.  

The temporary reprieve would be bearish for oil prices. 
 

U.S. Economic Releases 
 

Personal income came in above expectations, rising 0.5% from the prior month compared to the 

forecast of 0.3%.  Personal spending rose 0.3% from the prior month.  Real personal spending 

was in line with expectations, remaining unchanged from the prior month.   
  

 
 

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

3.9% from the prior year. 
 

The PCE deflator came in line with expectations, rising 0.2% from the prior month.  Core PCE 

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

https://www.wsj.com/articles/u-s-lets-some-countries-continue-limited-iran-oil-imports-11559233603?mod=hp_lead_pos10
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The chart above shows the year-over-year change in core PCE and core CPI.  The yearly changes 

in core PCE and core CPI rose 1.6% and 2.1%, respectively.  The FOMC has a target of 2.0% for 

core PCE inflation.  By this measure, the Fed has achieved its policy goal on both full 

employment and inflation.   
 

The rise in personal income reduced the amount of dissaving in April.  Personal savings fell 

5.9% from the prior year. 
 

 
 

The table below lists the economic releases and Fed events scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m may 54.0 52.6 **

10:00 U. of Michigan Sentiment m/m may 101.5 102.4 **

10:00 U. of Michigan Current Conditions m/m may 112.4 **

10:00 U. of Michigan Expectations m/m may 96.0 **

10:00 U. of Michigan 1 yr Inflation m/m may 2.8% **

10:00 U. of Michigan 5-10 Yr Inflation m/m may 2.6% **

Speaker or event

12:00 John Williams Discusses Monetary Policy Theory and Practice President of the Federal Reserve Bank of San Francisco

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.  
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Composite PMI m/m may 53.3 53.4 ** Equity and bond neutral

Manufactruing PMI m/m may 49.4 50.1 49.9 ** Equity and bond bearish

Non-Manufacturing PMI m/m may 54.3 54.3 54.3 ** Equity and bond neutral

Japan Jobless Rate m/m apr 2.4% 2.5% 2.4% *** Equity and bond neutral

Job-To-Applicant Ratio m/m apr 1.63 1.63 1.63 ** Equity and bond neutral

Tokyo CPI y/y may 1.1% 1.4% 1.2% *** Equity and bond neutral

Industrial Production y/y apr -1.1% -4.3% -1.5% *** Equity bearish, bond bullish

Retail Sales y/y apr 0.5% 1.0% 0.9% ** Equity and bond neutral

Department Store, Supermarket Sales y/y mar -1.8% 0.6% -0.9% ** Equity and bond bearish

Retail Sales Ex Inflation q/q 1q 0.7% 1.7% 0.6% ** Equity and bond neutral

Australia Private Sector Credit y/y apr 3.7% 3.9% 3.8% ** Equity and bond neutral

New Zealand ANZ Consumer Confidence m/m may -3.2% 1.1% *** Equity and bond bearish

EUROPE

Germany Retail Sales y/y apr 4.0% -2.1% 1.4% ** Equity bullish, bond bearish

Italy GDP q/q 1q 0.1% 0.2% 0.2% *** Equity bearish, bond bullish

CPI EU Harmonized y/y may 0.9% 1.1% 0.9% *** Equity and bond neutral

CPI NIC incl. tobacco y/y may 0.9% 1.1% 1.0% *** Equity and bond neutral

PPI m/m apr 2.8% 3.7% ** Equity and bond neutral

UK Nationwide House Px y/y may 0.6% 0.9% 1.2% ** Equity bearish, bond bullish

Mortgage Approvals y/y apr 66.3k 62.3k 63.7k ** Equity and bond neutral

Switzerland Retail Sales Real y/y apr -0.7% -0.7% -0.8% ** Equity and bond neutral

Russia Money Supply Narrow Def w/w may 10.30 tn 10.40 tn ** Equity and bond neutral

AMERICAS

Canada Current Account Balance q/q 1q -$17.35 bn -$15.48 bn -$18.10 bn *** Equity and bond neutral

Mexico Budget Balance ytd apr 38.0 bn -24.5 bn ** Equity and bond neutral

Brazil GDP q/q 1q 0.5% 1.1% 0.5% *** Equity and bond neutral  
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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) 252 252 0 Up

3-mo T-bill yield (bps) 229 232 -3 Neutral

TED spread (bps) 23 20 3 Neutral

U.S. Libor/OIS spread (bps) 235 236 -1 Up

10-yr T-note (%) 2.17 2.21 -0.04 Neutral

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

EUR/USD 3-mo swap (bps) 15 17 -2 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Neutral

pound down Neutral

franc up 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 $65.17 $66.87 -2.54% Trade Tensions

WTI $55.62 $56.59 -1.71%  

Natural Gas $2.56 $2.55 0.51%  

Crack Spread $21.89 $22.23 -1.50%

12-mo strip crack $18.11 $18.31 -1.13%

Ethanol rack $1.60 $1.59 0.73%

Gold $1,296.23 $1,288.65 0.59%

Silver $14.49 $14.53 -0.26%

Copper contract $263.55 $265.40 -0.70%

Corn contract 430.50$       436.25$       -1.32%

Wheat contract 504.75$       514.50$       -1.90%

Soybeans contract 884.75$       889.00$       -0.48%

Baltic Dry Freight 1097 1107 -10

Actual Expected Difference

Crude (mb) -0.3 -0.5 0.2

Gasoline (mb) 2.2 -0.8 3.0

Distillates (mb) -1.6 0.9 -2.5

Refinery run rates (%) 1.30% 1.00% 0.30%

Natural gas (bcf) 114.0 98.0 16.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

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. 
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Since peaking at 3.30% last October, the rate has declined to 1.90%, a drop of 140 bps.   

 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 11 

0

2

4

6

8

10

-1 

0 

1 

2 

3 

4 

5 

90 92 94 96 98 00 02 04 06 08 10 12 14 16 18

SPREAD TO IMPLIED LIBOR

FED FUNDS TARGET

IMPLIED LIBOR RATE, 2-YEARS OUT

FED FUNDS AND IMPLIED LIBOR RATES

S
P

R
E

A
DR

A
T

E

Sources:  FRED, Bloomberg, CIM  
 

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 5/30/2019 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 5/30/2019 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,1 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. 
 

                                                 
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. 


