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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: September 11, 2019—9:30 AM EDT] Global equity markets are mixed this morning.  

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

1.1%.  Chinese markets were down, with the Shanghai composite down 0.4% and the Shenzhen 

index down 0.9% from the prior close.  U.S. equity index futures are signaling a higher open.  
 

It is 9/11, the 18th anniversary of the terrorist attack on New York and Washington.  Equity 

markets are mostly steady this morning.  We are rotating in equities.  China gives in (a little) on 

trade.  Bolton’s out.  Here is what we are watching this morning: 

 

China trade:  China announced it will exempt a range of goods from the 25% extra tariffs that 

were implemented last year.  However, notably, corn, soybeans and pork failed to make the list.   

Drugs, non-grain animal feed and lubricants were exempted.  Although the action does suggest 

that China may be making a good faith effort to improve the environment for negotiations, the 

move itself is quite limited.  Still, any sign of hope will be welcomed.   

 

China market news:  There were a couple items of note on China and its impact on markets.  

First, China has removed quota limits on foreign investment.  This action would suggest China is 

interested in attracting foreign investment; we note that the previous quotas had not been fully 

utilized, so this action probably won’t trigger a major influx of new funds.  Second, although 

China’s foreign reserves held steady in August, Hong Kong’s fell 3.5%, or about $15.6 bn.  This 

drop suggests that capital flight is probably starting to develop.  Third, China’s car sales fell for 

the 14th consecutive month.  There are growing concerns about China’s economy and its impact 

on the U.S. and global growth. 

 

Bolton:  John Bolton either resigned or was fired yesterday.  There were reports that he was 

signed by the Patriots, but those have not been confirmed.  Usually, the removal of a national 

security director isn’t a market event.  When Trump’s two previous directors departed, H.R. 

McMaster and Michael Flynn, they weren’t market-moving events.  However, Bolton’s 

departure did have a dramatic effect on the oil markets, which fell sharply on the news. 

 

Every president “learns on the job.”  There really is no position that prepares one to be president 

of the U.S., although a governor may be the best learning experience.  However, what we usually 

see is that a new president starts with a deep team of notables, especially if the new president’s 

party has been out of office.  There are a lot of people who have been waiting to take a role in a 

new administration.  However, over time, presidents begin to figure out the job and want to be 

around people who will execute the policy of the president, not try to shape it.  Bolton and 
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Trump were not of the same mindset.  Using Mead’s taxonomy,  Bolton was a mix of Wilsonian 

and Jacksonian archetypes, but leaned mostly to the former.  Thus, he was more of a 

neoconservative, wanting to use force against a myriad of enemies.  President Trump, on the 

other hand, is nearly a pure Jacksonian.  This archetype tends to be isolationist unless provoked.  

Thus, we would expect Trump to attack Iran if it would engage in an action that killed an 

American but not use force as a matter of policy goals.  Bolton, on the other hand, wanted to use 

force against Iran as a matter of policy.   

 

As presidents begin to shape their own administrations, they tend to remove those who have been 

trying to shape the president.  Those who follow the initial group of aides and cabinet members 

tend to be less notable but more willing to execute the president’s wishes.  Although the media 

will act as if what we are seeing is completely unique to this administration, the shifting is 

normal, although it may be happening faster with this one.   

 

SoS Pompeo is the remaining member of the national security and foreign policy staff.  Although 

he is probably a similar archetype to Bolton, he has a better personal relationship with the 

president and seems more willing to execute policy.  What we expect to see going forward is 

more of a Trumpian foreign policy with less interference. 

 

This probably means the odds of negotiations with North Korea and Iran are likely.  We may 

even see some thaw with Venezuela.  President Trump likes face-to-face meetings with leaders 

to solve what have been intractable problems.  Bolton opposed such meetings, as does Pompeo, 

but he will go along (at least for now).  Additionally, we do not expect Pompeo to stick around, 

either.  He seems to be considering a Senate run.  What is most interesting about President 

Trump’s foreign policy is how it is shifting the GOP from a Hamiltonian/Wilsonian stance to a 

Jacksonian one.  We will be watching to see if this shift becomes permanent or ends when 

Trump leaves office.  A Jacksonian foreign policy probably isn’t conducive for hegemony; 

America seems okay with ending that role, but the rest of the world is still dealing with the 

shock. 

 

EU news:  Margrethe Vestager, the EU commissioner who has gone after the large tech firms, 

has been given a rare reappointment.  Usually, new EU leaders select an entirely new slate.  This 

is unwelcome news for the U.S. tech giants.  Political negotiations in Spain have failed and new 

elections are likely.  German economic think tanks are forecasting a recession for Germany.  

Although the new government in Italy is less confrontational than the previous one, in terms of 

fiscal policy, the trend is the same.  Italy’s current proposed budget will violate EU guidelines.  

We will be watching to see if this new government is given some “wiggle room” to support non-

populist governments.   

 

Turkey:  President Erdogan has a plan for Syrian refugees.  Either the U.S. and Turkey create 

and secure territory in Syria for over one million refugees or Turkey will release these refugees 

into Europe.  Turkey has an estimated 3.6 mm Syrian refugees, but the EU has an arrangement 

with Turkey.  Over the past four years, Europe has given Turkey $6.7 billion to keep these 

refugees from coming into Europe.  Erdogan is indicating this isn’t enough.  The Turkish 

president has wanted a buffer zone in Syria to (a) gain territory in Syria, and (b) create an area it 

controls to push Kurds further away from his border.  Although the U.S. has agreed in principle 

https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_04_4_2016.pdf
https://www.politico.eu/article/why-trump-and-bolton-parted-ways/?utm_source=POLITICO.EU&utm_campaign=a9ba081391-EMAIL_CAMPAIGN_2019_09_11_05_11&utm_medium=email&utm_term=0_10959edeb5-a9ba081391-190334489
https://www.politico.eu/article/why-trump-and-bolton-parted-ways/?utm_source=POLITICO.EU&utm_campaign=a9ba081391-EMAIL_CAMPAIGN_2019_09_11_05_11&utm_medium=email&utm_term=0_10959edeb5-a9ba081391-190334489
https://www.wsj.com/articles/boltons-departure-removes-a-brake-on-trumps-foreign-policy-11568149789?shareToken=st80cc37bb40d141bf896efac6de083032
https://beta.washingtonpost.com/opinions/2019/09/11/boltons-departure-will-fundamentally-alter-trumps-iran-policy/
https://www.bloomberg.com/news/articles/2019-09-11/trump-rouhani-meeting-odds-improve-after-john-bolton-s-exit
https://www.wsj.com/articles/with-boltons-exit-gop-interventionism-gives-way-to-trump-11568152086?shareToken=st206f48a4097f43c2adcea029f2cc413f
https://www.wsj.com/articles/with-boltons-exit-gop-interventionism-gives-way-to-trump-11568152086?shareToken=st206f48a4097f43c2adcea029f2cc413f
https://www.wsj.com/articles/with-boltons-exit-gop-interventionism-gives-way-to-trump-11568152086?shareToken=st206f48a4097f43c2adcea029f2cc413f
https://www.wsj.com/articles/eu-commissioner-who-targeted-u-s-technology-giants-gets-second-term-11568119303?shareToken=stb364cbd6096046c4a97e25ebc3bcb666
https://www.nytimes.com/2019/09/10/world/europe/margrethe-vestager-european-union-tech-regulation.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190911&section=topNews?campaign_id=51&instance_id=12291&segment_id=16916&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2019/09/10/world/europe/margrethe-vestager-european-union-tech-regulation.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190911&section=topNews?campaign_id=51&instance_id=12291&segment_id=16916&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/91a5d8bc-d3dd-11e9-a0bd-ab8ec6435630?emailId=5d78742fc197e600049b0b98&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-germany-economy-ifw/german-ifw-institute-expects-recession-cuts-growth-forecasts-for-2019-2020-idUSKCN1VW0VJ
https://www.reuters.com/article/us-italy-budget-deficit/italy-plans-to-raise-2020-deficit-gdp-goal-to-around-23-sources-idUSKCN1VV1IX
https://www.nytimes.com/2019/09/10/world/middleeast/turkey-syria-refugees-erdogan.html
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to establish this zone, it seems unlikely that President Trump will support a major U.S. effort to 

put in troops to secure this zone and create a buffer that undermines an American ally in the 

region, the Kurds.  Erdogan is accusing the U.S. of backing away from the deal.  If the 

agreement falls through, another European refugee crisis is in the offing, which could be bearish 

for the EUR and European equities.   

 

The rotation:  In the past few days, we have seen an impressive rotation in equities, with value 

and non-momentum stocks gaining, while growth and momentum have taken a hit.   

 

 
(Source: Bloomberg) 

 

Along with the momentum/value reversal, Treasury rates have jumped, and the yield curve has 

steepened.  There is no doubt that the momentum/growth areas had become “crowded” and value 

was due for a bounce.  The issue now is whether this is the beginning of a broader trend or a 

mere correction.  If it’s going to be more than just a correction, we will likely need to see long-

duration Treasury rates continue to rise, and for that to occur we would need to see a significant 

reversal of easing expectations.  In general, shifts in value to growth usually require P/E 

contraction.  Although long-term interest rates are not the sole determinant of P/Es, they are 

important.  Thus, what we are seeing is probably not a reversal in trend but a correction.   

 

Brexit news:  Boris Johnson’s decision to prorogue Parliament was ruled “unlawful by the 

Scottish court.”  The ruling sets up a possible showdown in the Supreme Court.  In response, the 

ruling members of Parliament have asked to be summoned back to debate the issues surrounding 

Brexit, which Johnson is likely to deny.  The Supreme Court is expected to take up the issue next 

week.  

 

https://www.voanews.com/middle-east/turkish-us-tensions-escalate-over-syria-deal
https://www.ispot.tv/ad/7paj/adobe-marketing-cloud-were-back
https://www.ispot.tv/ad/7paj/adobe-marketing-cloud-were-back
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In addition to the ruling, PM Johnson received flak from members of the rivaling Labour Party 

for not making enough progress in Brexit negotiations.  With seven weeks left until Brexit, it is 

believed that PM Johnson has not made substantial progress in securing a deal.  One of the 

primary hurdles to negotiations is the Irish backstop.  PM Johnson has asked for it to be removed 

from the deal completely but has not offered an alternative to the backstop.  There are rumors 

that he is exploring building a bridge that would link Scotland and Northern Ireland, but nothing 

has been formerly proposed.  One of the major risks to the proposal is that there are believed to 

be undetonated WWII bombs located in the water. 

 

As the Brexit deadline looms closer, it is becoming clear that PM Johnson may not be able to 

come up with a Brexit deal; therefore, assuming elections are not called, the likelihood of a no-

deal Brexit is really elevated.  Countries within the EU such as Spain and France have begun 

preparing for the worst.  This morning, Spanish PM Pedro Sanchez asked Spanish businesses 

with commercial ties to the U.K. to evaluate their exposure, and create contingency plans in the 

event of a no-deal Brexit.  France, which gave its businesses the same directive last week, also 

began testing a smart border in Calias, which is where a lot of French goods are transported to 

the U.K.  We expect a frantic adjustment if a no-deal Brexit happens, as it will be unclear how 

the U.K. and European countries will cope with the sudden withdrawal. 

 

U.S. Economic Releases 
 

MBA mortgage applications in the week ended September 6 rose 2.0%, marking their first 

increase since early August.  Applications for home-purchase mortgages rose 4.5%, while 

applications for refinancing mortgages edged up 0.4%.  The average interest rate on a 30-year, 

fixed-rate mortgage fell to just 3.82%. 

 

For data on price pressures at the wholesale level, the August producer price index (PPI) edged 

up 0.1% compared with expectations for no change at all.  Excluding the volatile food and 

energy categories, the August “core” PPI jumped 0.3%, beating its expected rise of 0.2%.  The 

overall PPI in August was up 1.8% year-over-year, while the core PPI was up 2.3%.  Although 

the Fed doesn’t target business-to-business prices like those covered by PPI, it’s worth noting 

that the current annual increases in the PPI and the core PPI seem generally consistent with 

policymakers’a aim to have personal consumption prices rising about 2.0% per year. 
 

https://www.thesun.co.uk/news/9902777/boris-johnson-bridge-scotland-northern-ireland/
https://www.20minutos.es/noticia/3759286/0/sanchez-pide-empresas-espanolas-evaluen-impacto-brexit-dia-congreso/
https://www.ft.com/content/6dbc4966-cb29-11e9-a1f4-3669401ba76f
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The chart above shows the year-over-year change in the total PPI and the core PPI in recent 

years. 
 

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

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m jul 0.2% 0.2% **

10:00 Wholesale Sales m/m jul -0.3% 0.5% *

Fed speakers or events

Economic Releases

No speakers or events scheduled  
 

 

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

Australia Westpac Consumer Confidence Index m/m sep 98.2 100.0 * Equity bearish, bond bullish

Westpac Consumer Confidence Index MOM m/m sep -1.7% 3.6% *** Equity bearish, bond bullish

South Korea Unemployment Rate m/m aug 3.1% 4.0% 4.0% *** Equity bullish, bond bearish

China Aggregate Financing CNY y/y aug 1680.0 Bil. 1010.0 Bil. 1604.5 Bil. * Equity bullish, bond bearish

New Yuan Loans y/y aug 1210.0 Bil. 1060.0 Bil. 1200.0 Bil. ** Equity bullish, bond bearish

Money Supply (M2) y/y aug 8.2% 8.1% 8.2% ** Equity and bond neutral

EUROPE

Russia Trade Balance m/m jul 11.2 Bil. 12.5 Bil. 11.0 Bil. ** Equity and bond neutral

Exports YOY m/m jul 33.4 Bil. 32.5 Bil. 31.1 Bil. * Equity and bond neutral

Imports YOY m/m jul 22.2 Bil. 20.0 Bil. 20.0 Bil. * Equity and bond neutral

AMERICAS

Canada Capacity Utilization q/q 2Q 83.3% 80.9% 82.0% * Equity and bond neutral

Mexico Industrial Production y/y jul -1.7% -2.9% -1.8% *** Equity and bond neutral

Manufacturing Production y/y jul 3.0% -0.8% 1.0% ** Equity bullish, bond bearish

Brazil Retail Sales y/y jul 4.3% 0.1% 2.1% *** Equity bullish, bond bearish

Retail Sales - Broad y/y jul 7.6% 2.0% 4.1% *** Equity bullish, bond bearish  
 

 

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) 214 213 1 Down

3-mo T-bill yield (bps) 191 190 1 Neutral

TED spread (bps) 23 24 -1 Neutral

U.S. Libor/OIS spread (bps) 183 184 -1 Up

10-yr T-note (%) 1.73 1.73 0.00 Down

Euribor/OIS spread (bps) -44 -43 -1 Neutral

EUR/USD 3-mo swap (bps) 15 15 0 Down

Currencies Direction

dollar Up Up

euro Down Down

yen Down Down

pound Down Up

franc Down Down  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $62.96 $62.38 0.93%

WTI $57.88 $57.40 0.84%

Natural Gas $2.55 $2.58 -1.09%  

Crack Spread $14.59 $14.13 3.28%

12-mo strip crack $17.07 $16.92 0.90%

Ethanol rack $1.52 $1.52 0.18%

Gold $1,492.25 $1,485.78 0.44%

Silver $18.13 $18.00 0.68%

Copper contract $262.25 $262.80 -0.21%

Corn contract 360.50$       361.50$       -0.28%

Wheat contract 479.25$       482.25$       -0.62%

Soybeans contract 871.00$       872.00$       -0.11%

Baltic Dry Freight 2393 2422 -29

Actual Expected Difference

Crude (mb) -2.8

Gasoline (mb) -1.0

Distillates (mb) -1.0

Refinery run rates (%) -0.50%

Natural gas (bcf) 84.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

eastern half of the country, with below-normal temperatures in the West.  The forecasts call for 

notable precipitation only in the Northern Rockies.  There is currently a cyclonic formation over 

the Bahamas, and two others are farther out in the Atlantic Ocean.  It is unclear whether any of 

them will make it to the U.S. mainland.   

https://www.washingtonpost.com/weather/2019/09/10/three-tropical-disturbances-watch-we-hit-peak-atlantic-hurricane-season/?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/weather/2019/09/10/three-tropical-disturbances-watch-we-hit-peak-atlantic-hurricane-season/?wpisrc=nl_todayworld&wpmm=1
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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 6, 2019 
 

In 2017, we introduced an indicator of the basic health of the economy and added it to the many 

charts we monitor to gauge market conditions.  The indicator is constructed using commodity 

prices, initial claims and consumer confidence.  The thesis behind this indicator is that these 

three components should offer a simple and clear picture of the economy; in other words, rising 

initial claims coupled with falling commodity prices and consumer confidence is a warning that a 

downturn may be imminent.  The opposite condition should support further economic recovery.  

In this report, we will update the indicator with August data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the economy did slip late last year but has stabilized in 2019.  We have placed 

vertical lines at certain points when the indicator fell below zero.  It works fairly well as a signal 

that equities are turning lower, but there is a lag.  In other words, by the time this indicator 

suggests the economy is in trouble, the recession is likely near or already underway and the 

equity markets have already begun their decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at minus 1.0.  This provides an earlier bearish signal and also eliminates the false positives that 

the zero threshold generates.  At the same time, the fact that this variation of the indicator is just 

below zero raises caution.    

 

What does the indicator say now?  The economy has decelerated but is not yet at a point where 

investors should become defensive.  Breaking below the red line would be our signal to expect a 

broader downturn.  As we have noted over the past two weeks, other indicators have signaled 

rising odds of recession.  We continue to monitor conditions closely but, as noted above, it is still 

too early to shift portfolios into a fully defensive stance.    

   

  

 

   
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 9/10/2019 close) 

 

0.0% 20.0% 40.0%

Healthcare
Energy

Materials
Financials

Utilities
S&P 500

Consumer Staples
Industrials

Communication Services
Consumer Discretionary

Real Estate
Technology

YTD Total Return

-1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5%

Real Estate

Consumer Staples

Technology

Consumer Discretionary

S&P 500

Utilities

Communication Services

Healthcare

Financials

Industrials

Materials

Energy

Prior Trading Day Total Return

(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 9/10/2019 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 
 

September 6, 2019 
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P/E as of 9/4/2019 = 19.0x

 
 

Based on our methodology,1 the current P/E is 19.0x, 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. 


