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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: October 1, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

0.3%.  Chinese markets were closed for National Day.  U.S. equity index futures are signaling a 

higher open.  
 

Happy Q4!  Although there is a lot of news, not much is market-moving.  A poorly received 

bond auction in Japan has lifted bond yields around the world.  Here is what we are watching this 

morning: 

 

China’s anniversary:  China held its 70th anniversary parade.  There were lots of soldiers and 

military equipment, including a hypersonic missile.  During the parade, protests continued in 

Hong Kong.  There were reports that a protestor was shot with live ammunition; this is a serious 

escalation.  Now that the anniversary is past, we will be watching to see how Xi handles the 

Hong Kong situation.  We doubt we will see anything as blatant as the Tiananmen Square event.  

Instead, we would expect a steady suppression of protests designed to slowly reduce the number 

of participants and make the protests appear to be tapering off.  We note that China has been 

moving security personnel and military groups toward Hong Kong.  Essentially, this buildup 

could be used to eventually stifle the uprising.  One thing to keep in mind is that China spends 

much more on domestic security than on its military.   

 

We note that Xi’s speech had much to say about unity.  The Chinese state is trying to do 

something it has never done in its history, which is to have a strong economy that is unified.  

Throughout its history, periods of strong economic growth have led to divisions between the 

outward-looking coastal regions and the interior.  When Mao unified the country, he did so by 

cutting off China from the world, which allowed him to tie the coast to the interior.  Deng’s 

economic reforms have led to economic divisions again that, so far, have not led to political 

divisions.  However, Xi’s behavior, including a massive crackdown on “corruption,” the 

suppression of the Uighurs and of religion, points to a leader trying to force unity on the country 

while maintaining growth.  If history is any guide, Xi will have to choose between a strong 

economy or a unified country.  Our best guess is that he will choose the latter if forced.  That 

would mean slower economic growth not just for China but for the world.  It is also worth noting 

that some of Xi’s “colleagues” may prefer the other option; perhaps this is why he spent his first 

term purging the party.  For now, we expect Xi to try to have both growth and unity, but that 

may not be possible. 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.marketwatch.com/story/treasury-yields-surge-after-japan-bond-auction-sees-tepid-demand-2019-10-01?link=MW_latest_news
https://www.marketwatch.com/story/treasury-yields-surge-after-japan-bond-auction-sees-tepid-demand-2019-10-01?link=MW_latest_news
https://www.wsj.com/articles/communist-china-doesnt-let-hong-kong-unrest-trade-war-rain-on-its-parade-11569898994?shareToken=stdd1499ede57c48b89a3c432fa955e124
https://www.nytimes.com/2019/09/28/world/asia/china-national-day-70th-anniversary.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20191001&section=topNews?campaign_id=51&instance_id=12751&segment_id=17474&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2019/09/28/world/asia/china-national-day-70th-anniversary.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20191001&section=topNews?campaign_id=51&instance_id=12751&segment_id=17474&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.wsj.com/articles/china-brings-out-the-big-guns-for-national-day-11569928535?shareToken=st578ae588cda54f6085dfaadd01dbb93c
https://www.wsj.com/articles/hong-kong-protesters-taunt-beijing-in-bid-to-spoil-communist-chinas-birthday-11569845686?shareToken=st3f3c5e898dd245ab95ad22f4170e2849
https://www.wsj.com/articles/hong-kong-protesters-taunt-beijing-in-bid-to-spoil-communist-chinas-birthday-11569845686?shareToken=st3f3c5e898dd245ab95ad22f4170e2849
https://www.wsj.com/articles/hong-kong-protesters-challenge-beijing-in-mourning-parade-11569915879?shareToken=st84871c10c2d945bcbc6f7fc8d7410ef8
https://www.reuters.com/investigates/special-report/china-army-hongkong/?te=1&nl=morning-briefing&emc=edit_MBE_p_20191001&section=topNews?campaign_id=51&instance_id=12751&segment_id=17474&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.reuters.com/investigates/special-report/china-army-hongkong/?te=1&nl=morning-briefing&emc=edit_MBE_p_20191001&section=topNews?campaign_id=51&instance_id=12751&segment_id=17474&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://asia.nikkei.com/Spotlight/China-People-s-Congress-2018/China-spending-puts-domestic-security-ahead-of-defense
https://asia.nikkei.com/Spotlight/China-People-s-Congress-2018/China-spending-puts-domestic-security-ahead-of-defense
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Japan:  The country’s value-added tax officially rises to 10% today, from 8% previously.  While 

VAT hikes have derailed the Japanese economy in the past, today’s relatively smaller hike isn’t 

causing as much concern, in part, because it could be offset by a system of differentiated rates, 

cashback rewards and spending related to the upcoming rugby World Cup tournament.  Although 

the VAT hike is being taken well and Japanese equities remain firm, as noted above, the 

Japanese bond market is tumbling after the Bank of Japan said yesterday that it will slash 

purchases of longer term bonds in an effort to steepen the yield curve.  Meanwhile, the 

Government Pension Investment Fund said it will pivot toward buying more foreign debt. 

 

Brexit:  PM Johnson has told the Tories that he expects to “know by the weekend” if he can get 

a Brexit deal done by the end of the month.  The issue remains the Irish backstop.  There are 

rumors that Johnson will propose customs clearance centers on both sides of the Irish frontier.  

Johnson has denied the rumors; having customs on both sides of the border is a potential problem 

because the ones on the Northern Ireland side would become targets for the IRA.  We don’t think 

this is going to work.  If Johnson can’t sway the EU, then expect a delay in Brexit and new 

elections.  One interesting side note is that the U.K. apparently exports a significant amount of its 

trash to the Netherlands, where it is separated and some is incinerated and the rest recycled or 

landfilled.  If there is a hard Brexit, the Brits will have to handle their own rubbish, which could 

become a political problem for the Johnson government.   

 

A cautionary tale:  For 24 hours last week, the U.S. shut down its air command center at the Al-

Udeid Air Base in Qatar and shifted operations to South Carolina.  It was described as a drill, but 

the timing does suggest the U.S. has concerns about the safety of the base and is testing its 

backup plan.  This comes on reports that Saudi Arabia is trying to ease tensions.  So far, Iran has 

been playing “hard to get” with regard to a meeting with the U.S. 

 

United States-North Korea:  The United States and North Korea said working-level talks on 

denuclearization will resume on Saturday.  The talks may show whether progress can start again 

now that hardliner John Bolton is no longer U.S. national security advisor.  If progress can be 

made, it would probably feed into the developing bullish narrative of reduced tensions in Asia. 

 

Peru:  Frustrated with legislators refusing to pass his popular anti-corruption proposals, 

President Martín Vizcarra ordered the dissolution of Congress and new elections.  However, 

Vice President Aráoz declared the move illegal and had herself voted in as the new leader, 

potentially setting up a period of continued political uncertainty. 

 

Odds and ends:  Riots emerged on the Greek island of Lesbos, where a fire broke out in a 

refugee camp.  Although it hasn’t caught the attention of the media, refugee flows have been 

increasing recently.  Greece is working to improve conditions.  Italy has increased its budget 

deficit projections but will seek to avoid a conflict with the EU.  The WTO is warning that world 

trade is slowing and that this factor will likely weaken global growth.  The dollar share of world 

reserves has declined to its lowest level in six years; the JPY was the greatest beneficiary.  

Finally, surveys are suggesting that banks are tightening credit conditions on smaller firms.   

 

 

 

https://www.ft.com/content/9f65302c-e40b-11e9-9743-db5a370481bc
https://www.japantimes.co.jp/news/2019/10/01/business/japan-struggles-consumption-tax-hike/#.XZNL4mlKiUk
https://www.ft.com/content/753bb69a-e370-11e9-9743-db5a370481bc
japan:%20%20The%20country’s%20value-added%20tax%20officially%20rises%20to%2010%25%20today,%20from%208%25%20previously.%20%20While%20VAT%20hikes%20have%20derailed%20the%20Japanese%20economy%20in%20the%20past,%20today’s%20relatively%20smaller%20hike%20isn’t%20causing%20as%20much%20concern,%20in%20part%20because%20it%20could%20be%20offset%20%20by%20a%20system%20of%20differentiated%20rates,%20cashback%20rewards,%20and%20spending%20related%20to%20the%20upcoming%20rugby%20World%20Cup%20tournament.
https://www.ft.com/content/00f57ea2-e3b0-11e9-9743-db5a370481bc?emailId=5d931deb79cce6000445d876&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://twitter.com/tconnellyRTE/status/1178760377678618626?utm_source=POLITICO.EU&utm_campaign=fe37607e50-EMAIL_CAMPAIGN_2019_10_01_05_02&utm_medium=email&utm_term=0_10959edeb5-fe37607e50-190334489
https://twitter.com/tconnellyRTE/status/1178760377678618626?utm_source=POLITICO.EU&utm_campaign=fe37607e50-EMAIL_CAMPAIGN_2019_10_01_05_02&utm_medium=email&utm_term=0_10959edeb5-fe37607e50-190334489
https://www.ft.com/content/98cf5260-e424-11e9-b112-9624ec9edc59
https://www.politico.eu/article/brexit-leaves-the-uk-with-a-smelly-problem/?utm_source=POLITICO.EU&utm_campaign=fe37607e50-EMAIL_CAMPAIGN_2019_10_01_05_02&utm_medium=email&utm_term=0_10959edeb5-fe37607e50-190334489
https://www.politico.eu/article/brexit-leaves-the-uk-with-a-smelly-problem/?utm_source=POLITICO.EU&utm_campaign=fe37607e50-EMAIL_CAMPAIGN_2019_10_01_05_02&utm_medium=email&utm_term=0_10959edeb5-fe37607e50-190334489
https://www.washingtonpost.com/world/middle_east/amid-tension-with-iran-us-air-force-shifts-middle-east-command-center-from-qatar-to-south-carolina/2019/09/29/67d93834-e216-11e9-be7f-4cc85017c36f_story.html?wpisrc=nl_daily202&wpmm=1
https://www.washingtonpost.com/world/middle_east/amid-tension-with-iran-us-air-force-shifts-middle-east-command-center-from-qatar-to-south-carolina/2019/09/29/67d93834-e216-11e9-be7f-4cc85017c36f_story.html?wpisrc=nl_daily202&wpmm=1
https://www.wsj.com/articles/saudi-prince-backs-away-from-military-clash-with-iran-11569864521?shareToken=st03ab74c4fde4433c9cbd32237a7c2236
https://www.nytimes.com/2019/09/30/world/middleeast/iran-trump-rouhani-call-macron.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20191001&section=longRead?campaign_id=51&instance_id=12751&segment_id=17474&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=longRead
https://www.wsj.com/articles/u-s-and-north-korea-to-resume-nuclear-talks-pyongyang-says-11569927143?mod=hp_lead_pos6
https://www.ft.com/content/e481f0be-e3de-11e9-9743-db5a370481bc
https://www.nytimes.com/2019/09/30/world/europe/greece-fire-riot-lesbos.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20191001&section=whatElse?campaign_id=51&instance_id=12751&segment_id=17474&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.politico.eu/article/greece-rushes-to-unblock-camps-after-migrant-deaths/?utm_source=POLITICO.EU&utm_campaign=fe37607e50-EMAIL_CAMPAIGN_2019_10_01_05_02&utm_medium=email&utm_term=0_10959edeb5-fe37607e50-190334489
https://www.reuters.com/article/us-italy-budget/italy-lifts-deficit-goals-but-seeks-to-avoid-eu-fight-idUSKBN1WF279?utm_source=POLITICO.EU&utm_campaign=fe37607e50-EMAIL_CAMPAIGN_2019_10_01_05_02&utm_medium=email&utm_term=0_10959edeb5-fe37607e50-190334489
https://www.reuters.com/article/us-italy-budget/italy-lifts-deficit-goals-but-seeks-to-avoid-eu-fight-idUSKBN1WF279?utm_source=POLITICO.EU&utm_campaign=fe37607e50-EMAIL_CAMPAIGN_2019_10_01_05_02&utm_medium=email&utm_term=0_10959edeb5-fe37607e50-190334489
https://www.wsj.com/articles/global-trade-set-for-weakest-year-since-crisis-11569924455?shareToken=st70b089606d014160a85a6e84ee3ea5d8
https://www.wsj.com/articles/global-trade-set-for-weakest-year-since-crisis-11569924455?shareToken=st70b089606d014160a85a6e84ee3ea5d8
https://www.reuters.com/article/us-forex-reserves/u-s-dollar-share-of-global-currency-reserves-at-lowest-since-2013-imf-data-idUSKBN1WF1IO
https://www.reuters.com/article/us-forex-reserves/u-s-dollar-share-of-global-currency-reserves-at-lowest-since-2013-imf-data-idUSKBN1WF1IO
https://www.apnews.com/b0c4bf99834849b5933d278a04e09ab2
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U.S. Economic Releases 
 

There were no domestic releases prior to the publication of this report.  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 sep 51.0 51.0 ***

10:00 ISM Manufacturing m/m sep 50.0 49.1 ***

10:00 ISM Employment m/m sep 47.4 **

10:00 ISM Prices Paid m/m sep 50.5 46.0 **

10:00 ISM New Orders m/m sep 47.2 **

10:00 Construction Spending m/m aug 0.5% -0.8% ***

Ward Total Vehicle Sales m/m sep 17.000 Mil 16.970 Mil **

Speaker or event

9:30 Michelle Bowman at Community Banking Conference

Fed Speakers or Events

Economic Releases

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.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jobless Rate m/m aug 2.2% 2.2% 2.3% *** Equity bullish, bond bearish

Job-to-Applicant Ratio m/m aug 1.59 1.59 1.59 *** Equity and bond neutral

Tankan Large Mfg Index q/q aug 5 7 1 ** Equity bullish, bond bearish

Tankan Large Non-Mfg Index q/q 3q 21 23 20 ** Equity and bond neutral

Tankan Large Mfg Outlook q/q 3q 2 7 0 ** Equity and bond neutral

Tankan Large Non-Mfg Outlook q/q 3q 15 17 16 ** Equity and bond neutral

Tankan Large All Industry Composite q/q 3q 6.6% 7.4% 7.0% *** Equity and bond neutral

Jibun Bank Japan PMI Mfg m/m sep 48.9 48.9 ** Equity and bond neutral

Vehicle Sales y/y sep 12.8% 4.0% ** Equity bullish, bond bearish

India Fiscal Deficit INR CRORE m/m aug 6235 115550 * Equity and bond neutral

BoP Current Account Balance q/q 2q -$14.300 Bil -$4.600 Bil -$16.000 Bil ** Equity and bond neutral

Markit India PMI Manufacturing m/m sep 51.4 51.4 ** Equity and bond neutral

Australia AiG Performance of Manufacturing Index m/m sep 54.7 53.1 ** Equity bullish, bond bearish

Building Approvals y/y aug -21.5% -28.5% -20.0% ** Equity bearish, bond bullish

EUROPE

Eurozone Markit Eurozone Manufacturing PMI m/m sep 45.7 45.6 45.6 *** Equity and bond bearish

CPI Core y/y sep 1.0% 0.9% 1.0% *** Equity and bond neutral

CPI Estimate y/y sep 0.9% 1.0% 1.0% *** Equity and bond neutral

Germany Markit/BME Germany Manufacturing PMI m/m sep 41.7 41.4 41.4 *** Equity and bond bearish

Italy Markit Italy Manufacturing PMI m/m sep 47.8 48.8 48.2 ** Equity and bond bearish

France Markit France Manufacturing PMI m/m sep 50.1 50.3 50.3 *** Equity and bond neutral

UK Nationwide House Px y/y sep 0.2% 0.6% 0.5% *** Equity and bond neutral

Markit UK PMI Manufacturing m/m sep 48.3 47.4 47.0 * Equity and bond neutral

Switzerland Retail Sales Real q/q 2q -1.4% 1.4% ** Equity and bond neutral

PMI Manufacturing m/m aug 44.6 47.2 46.7 * Equity and bond bearish

Russia Markit Russia PMI Mfg m/m sep 46.3 49.1 49.6 ** Equity and bond bearish

AMERICAS

Mexico Net Outstanding Loans m/m aug 4.689 Tril 4.627 Tril ** Equity and bond neutral

Budget Balance ytd aug -118.1 Bil -153.1 Bil ** Equity and bond neutral

Canada Industrial Product Price m/m aug 0.2% -0.3% -0.5% ** Equity and bond neutral

Raw Material Price Index m/m aug -1.8% 1.2% -1.5% ** Equity and bond bearish

Formal Job Creation Total m/m aug 121387 43820 100000 ** Equity and bond neutral

Brazil Primary Budget Balance m/m aug -13.4 Bil -2.8 Bil -15.5 Bil ** Equity and bond neutral

Nominal Budget Balance m/m aug -63.6 Bil -30.3 Bil -51.1 Bil ** Equity and bond bearish

Net Debt % GDP m/m aug 54.8% 55.8% 56.0% ** 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) 210 210 0 Down

3-mo T-bill yield (bps) 179 179 0 Neutral

TED spread (bps) 31 31 0 Neutral

U.S. Libor/OIS spread (bps) 176 176 0 Up

10-yr T-note (%) 1.73 1.67 0.06 Down

Euribor/OIS spread (bps) -42 -41 -1 Neutral

EUR/USD 3-mo swap (bps) 38 37 1 Down

Currencies Direction

dollar Up Up

euro Flat Down

yen Down Down

pound Up Up

franc Flat Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.750% 1.000% 0.750% On forecast  
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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 $59.78 $59.25 0.89%

WTI $54.64 $54.07 1.05%

Natural Gas $2.31 $2.33 -0.86%  

Crack Spread $16.61 $16.36 1.53%

12-mo strip crack $17.92 $17.77 0.88%

Ethanol rack $1.71 $1.67 2.47%

Gold $1,469.08 $1,472.49 -0.23%

Silver $17.12 $17.00 0.73%

Copper contract $253.80 $257.85 -1.57%

Corn contract 386.00$       388.00$       -0.52%

Wheat contract 492.50$       495.75$       -0.66%

Soybeans contract 907.00$       906.00$       0.11%

Baltic Dry Freight 1823 1857 -34

Actual Expected Difference

Crude (mb) 2.3

Gasoline (mb) 0.6

Distillates (mb) -2.0

Refinery run rates (%) -0.50%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for higher-than-normal temperatures for most of the 

country, with lower-than-normal temperatures in the northern Pacific region.  Precipitation is 

expected for most of the country.  There are two cyclone formations in the Caribbean Sea and in 

the Atlantic Ocean, but neither is expected to develop into a tropical storm.
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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.  
 

September 27, 2019 
 

Over the past few months, we have been on “recession watch.”  Our position is that the odds of a 

downturn are elevated but it is too soon to fully position for a downturn.   The inversion of yield 

curves is a reliable recession warning.  On the other hand, the economic data continues to signal 

a slow U.S. economy but not one seeing negative growth.  As long as the economy continues to 

expand, it does not make sense to underweight equities. 

 

However, there is another possibility to consider.  Investors appear to have become overly 

cautious recently. 
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This chart shows retail money market levels on a weekly basis along with the Friday closes of 

the S&P 500.  The gray bars show recessions, whereas the orange bars show periods when retail 

money markets (RMMK) fall below $920 bn.  In general, when RMMK fall to $920 bn or below, 

the uptrend in equities tends to stall.  It would seem there is a certain level of desired cash, and 

when that level falls below $920 bn, households try to rebuild cash by either slowing their 

purchases of equities or selling stocks to build liquidity.   

 

The chart shows that, in early 2018, households began to aggressively build RMMK, which 

would coincide with rising trade tensions.   
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This chart shows RMMK with the 12-month average of the Policy Uncertainty Index for trade 

policy.  The fit is rather obvious.  If the U.S. and China come to a short-term agreement that 

reduces trade worries, it might free up significant liquidity that would find its way into equities.  

The potential for such flows, coupled with the usual positive seasonal trend in Q4, could lead to 

a strong close in equities for 2019.  This doesn’t mean that investors should not continue to 

watch for recession signals, but de-risking portfolios too quickly may very well be 

counterproductive.    

   

    

   

  

 
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 9/30/2019 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 9/30/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash

Commodities

Emerging Markets (local currency)

Emerging Markets ($)

US Government Bond

US High Yield

Foreign Developed ($)

Small Cap

US Corporate Bond

Mid Cap

Foreign Developed (local currency)

Large Cap

Real Estate
YTD Asset Class Total Return

Source: Bloomberg

 
 

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

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

September 26, 2019 
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P/E as of 9/25/2019 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, 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 (Q4, Q1 and Q2) and one estimate (Q3). 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. 


