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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 24, 2019—9:30 AM EDT] Global equity markets are higher this morning.  

The EuroStoxx 50 is up 0.1% from the last close.  In Asia, the MSCI Asia Apex 50 closed up 

0.2%.  Chinese markets were higher, with the Shanghai composite up 0.3% and the Shenzhen 

index also up 0.3% from the prior close.  U.S. equity index futures are signaling a higher open.  
 

Good morning!  Boris gets bad news.  Europe is turning on Iran.  China is looking to control its 

large firms.  President Trump will address the U.N. General Assembly today.  Here is what we 

are watching this morning: 

 

The U.K. Supreme court rules against PM Johnson:  In an 11-0 verdict, the U.K. high court 

ruled this morning that the Johnson government acted illegally when it prorogued Parliament.  

John Bercow, the speaker of the Parliament, has indicated lawmakers will return tomorrow 

morning.  The GBP rallied modestly on the news.  It is unclear exactly what happens now.  The 

current government is in minority.  Under current law, Johnson needs a two-thirds majority to 

call elections and earlier attempts to bring elections have failed.  However, the official opposition 

party, Labour, is a mess—it is obvious the next election will be about Brexit and the party 

doesn’t have a clear stance.  And, there is a looming deadline coming on Halloween.  There is 

not enough time to create a new arrangement and it remains possible that the U.K. could crash 

out of the EU simply because no one can figure out how to avoid it.  It appears the most logical 

solution would be a delay of Brexit and new elections to form a government with a full mandate 

to do something.  However, it is just as likely that new elections will not bring a clear path to 

either leaving or staying in the EU due to the deep divisions within the U.K. 

 

Here is a way of thinking about this issue.  The EU and globalization, in general, offer citizens of 

a particular nation a tradeoff—prosperity for sovereignty.  In other words, joining a 

supranational union (the EU), or large multinational trade deals (WTO, TPP, TTIP, NAFTA) 

requires participating nations to give up some level of sovereignty.  In return, the broad trade 

arrangement makes economies more efficient and supports growth (prosperity).  However, when 

the fruits of that prosperity are not shared among the majority of households, which is a common 

condition in Western nations presently, those “left behind” are not necessarily better off 

economically but have given up sovereignty as well.  As a result, the position of the left-behinds 

is that getting sovereignty back can’t hurt, and they don’t feel they are giving up much prosperity 

either.  This group becomes the opposition to globalization.  To some extent, this problem is at 

the heart of the globalization debate and is key to the Brexit issue. 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
http://www.confluenceinvestment.com/research-news/reading-list/
https://www.reuters.com/article/us-un-assembly/with-iran-on-his-mind-trump-to-speak-before-un-general-assembly-idUSKBN1W90EH
https://www.reuters.com/article/us-un-assembly/with-iran-on-his-mind-trump-to-speak-before-un-general-assembly-idUSKBN1W90EH
https://www.wsj.com/articles/u-k-court-rules-against-johnsons-freeze-on-parliament-11569318257?shareToken=st24dd459011de4f4881ca7a245fcf1021
https://www.wsj.com/articles/u-k-court-rules-against-johnsons-freeze-on-parliament-11569318257?shareToken=st24dd459011de4f4881ca7a245fcf1021
https://www.wsj.com/articles/u-k-court-rules-against-johnsons-freeze-on-parliament-11569318257?shareToken=st24dd459011de4f4881ca7a245fcf1021
https://www.wsj.com/articles/u-k-court-rules-against-johnsons-freeze-on-parliament-11569318257?shareToken=st24dd459011de4f4881ca7a245fcf1021
https://www.axios.com/uk-supreme-court-parliament-suspension-unlawful-43164a05-2cad-4e62-9417-eb8011ceccab.html
https://www.axios.com/uk-supreme-court-parliament-suspension-unlawful-43164a05-2cad-4e62-9417-eb8011ceccab.html
https://www.washingtonpost.com/world/europe/in-or-out-labour-party-remains-tortuously-conflicted-over-brexit-and-leader-jeremy-corbyn/2019/09/23/421c8a5c-de0a-11e9-be7f-4cc85017c36f_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/europe/in-or-out-labour-party-remains-tortuously-conflicted-over-brexit-and-leader-jeremy-corbyn/2019/09/23/421c8a5c-de0a-11e9-be7f-4cc85017c36f_story.html?wpisrc=nl_todayworld&wpmm=1
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Isolated Iran:  In a somewhat surprising development, France, Germany and the U.K. have all 

blamed Iran for the recent missile and drone attacks on Saudi Arabia.  PM Johnson has called for 

a new deal, which would effectively end the Joint Comprehensive Plan of Action (JCPOA).  This 

is an interesting turn of events; the EU has created a financial workaround for Iran to continue 

exporting, although it hasn’t been very effective.  We suspect two factors are in play.  First, the 

EU is deeply worried that an outbreak in hostilities would lead to oil shortages, which would 

negatively affect Europe’s economy, and second, we doubt these nations would make such 

statements if they thought the U.S. would use them to justify military action.  In other words, 

these leading EU nations must believe that the Trump administration is not likely to use military 

force.  Thus, the EU has turned on Iran, leaving the Mullahs increasingly isolated.   

 

So far, the bet against the U.S. using military action against Iran has been a good one.  At 

present, the only military action that appears to be under consideration is cyber, which has the 

characteristic of deniability.  Despite the appearance that escalation isn’t likely, we caution that 

conditions can change.  Iran is in a difficult spot; sanctions are crushing its economy and the U.S. 

is in no hurry to negotiate.  No other nations appear interested in helping them out.  Desperation 

in Iran may lead to further aggression.  The creator of the archetypes of American foreign policy, 

Walter Russell Mead, has an op-ed today in which he notes that Trump is a Jacksonian, and he 

lays out “red lines” that would likely trigger a military response.  For now, time is on the side of 

the U.S.  There is no need to escalate, but that doesn’t mean Iran won’t do so.  It is quite possible 

that financial markets are underestimating the chances of a conflict and higher oil prices. 

 

We are from the government and are here to help:  China announced it will place CPC 

officials in 100 private firms in China.  The official reason given for this move is to “boost local 

manufacturing,” but it is rather obvious that the goal is to force these firms to follow government 

directives.  For years, Chinese law has given the government power to place officials in firms for 

monitoring purposes.  However, prior to Xi, firms were allowed near-complete freedom to 

operate. That may be changing. 

 

China and trade:  Equity markets continue to tick higher on hopes of a trade thaw. Treasury 

Secretary Mnuchin said he expects top-level U.S. and Chinese trade negotiators to meet during 

the week of October 7.  Mnuchin also claimed some progress was made at last week’s deputy-

level meetings.  However, we have two areas that suggest caution.  First, the DOJ reports that 

China is accelerating its theft of trade secrets.  Second, Matt Pottinger has been appointed deputy 

national security advisor.  Pottinger is considered a hawk on China, meaning that an important 

figure in the administration will likely be framing a hostile policy toward China.   

 

European Union-Italy:  EU leaders agreed to adjust their immigration policy to help the new 

government in Rome.  Germany and France would automatically take in some migrants rescued 

in the Mediterranean, while other EU nations would volunteer to take in some refugees landing 

in Italy.  The deal could help to stabilize EU politics by undermining anti-immigrant populists. 

 

China:  Commenting on three regional banks rescued by various entities since May, central bank 

chief Yi warned that some regional lenders have overstretched into high-risk loans, and that their 

top shareholders would face “primary responsibility” if they failed.  Yi said he wouldn’t sharply 

cut interest rates, but he did ask banks to lend more to local clients in the real economy. 

https://www.politico.eu/article/european-powerhouses-point-finger-at-iran-in-attack-on-saudi-oil-assets/
https://www.politico.eu/article/european-powerhouses-point-finger-at-iran-in-attack-on-saudi-oil-assets/
https://www.wsj.com/articles/european-leaders-join-u-s-in-blaming-iran-for-saudi-oil-attacks-urge-new-deal-11569280372?shareToken=st2e9770a63ad74c25b47c0557d2618c7a
https://www.wsj.com/articles/european-leaders-join-u-s-in-blaming-iran-for-saudi-oil-attacks-urge-new-deal-11569280372?shareToken=st2e9770a63ad74c25b47c0557d2618c7a
https://www.wsj.com/articles/european-leaders-join-u-s-in-blaming-iran-for-saudi-oil-attacks-urge-new-deal-11569280372?shareToken=st2e9770a63ad74c25b47c0557d2618c7a
https://www.politico.eu/article/boris-johnson-calls-for-new-donald-trump-deal-with-iran/
https://www.politico.eu/article/boris-johnson-calls-for-new-donald-trump-deal-with-iran/
https://www.nytimes.com/2019/09/23/world/middleeast/iran-un-rouhani.html?action=click&module=Well&pgtype=Homepage&section=World%20News&te=1&nl=morning-briefing&emc=edit_MBE_p_20190924&section=topNews?campaign_id=51&instance_id=12596&segment_id=17273&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=567726720190924&section=topNews
https://www.nytimes.com/2019/09/23/world/middleeast/iran-un-rouhani.html?action=click&module=Well&pgtype=Homepage&section=World%20News&te=1&nl=morning-briefing&emc=edit_MBE_p_20190924&section=topNews?campaign_id=51&instance_id=12596&segment_id=17273&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=567726720190924&section=topNews
https://www.nytimes.com/2019/09/23/world/middleeast/iran-cyberattack-us.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190924&section=topNews?campaign_id=51&instance_id=12596&segment_id=17273&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2019/09/23/world/middleeast/iran-cyberattack-us.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190924&section=topNews?campaign_id=51&instance_id=12596&segment_id=17273&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.wsj.com/articles/dont-rule-out-war-with-iran-11569279312?shareToken=st6011b12f702f4b34818596401cb4d11f
https://www.wsj.com/articles/dont-rule-out-war-with-iran-11569279312?shareToken=st6011b12f702f4b34818596401cb4d11f
https://www.reuters.com/article/us-alibaba-china-party/china-to-send-state-officials-to-100-private-firms-including-alibaba-idUSKBN1W80DO
https://www.reuters.com/article/us-alibaba-china-party/china-to-send-state-officials-to-100-private-firms-including-alibaba-idUSKBN1W80DO
https://www.reuters.com/article/us-alibaba-china-party/china-to-send-state-officials-to-100-private-firms-including-alibaba-idUSKBN1W80DO
https://www.reuters.com/article/us-alibaba-china-party/china-to-send-state-officials-to-100-private-firms-including-alibaba-idUSKBN1W80DO
https://finance.yahoo.com/news/china-steps-government-presence-alibaba-033730567.html
https://finance.yahoo.com/news/china-steps-government-presence-alibaba-033730567.html
https://finance.yahoo.com/news/china-steps-government-presence-alibaba-033730567.html
https://finance.yahoo.com/news/china-steps-government-presence-alibaba-033730567.html
https://www.bloomberg.com/news/articles/2019-09-24/china-gives-new-waivers-for-tariff-free-u-s-soybean-purchases
https://www.bloomberg.com/news/articles/2019-09-24/china-gives-new-waivers-for-tariff-free-u-s-soybean-purchases
https://www.scmp.com/news/china/diplomacy/article/3030075/china-trade-talks-will-happen-two-weeks-us-treasury-secretary?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20190924&MCUID=b11497b3c2&MCCampaignID=a1dc93b193&MCAccountID=3775521f5f542047246d9c827&tc=3
https://www.scmp.com/news/china/diplomacy/article/3030075/china-trade-talks-will-happen-two-weeks-us-treasury-secretary?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20190924&MCUID=b11497b3c2&MCCampaignID=a1dc93b193&MCAccountID=3775521f5f542047246d9c827&tc=3
https://www.scmp.com/news/china/diplomacy/article/3030075/china-trade-talks-will-happen-two-weeks-us-treasury-secretary?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20190924&MCUID=b11497b3c2&MCCampaignID=a1dc93b193&MCAccountID=3775521f5f542047246d9c827&tc=3
https://www.scmp.com/news/china/diplomacy/article/3030075/china-trade-talks-will-happen-two-weeks-us-treasury-secretary?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20190924&MCUID=b11497b3c2&MCCampaignID=a1dc93b193&MCAccountID=3775521f5f542047246d9c827&tc=3
https://www.cnbc.com/2019/09/23/chinese-theft-of-trade-secrets-is-on-the-rise-us-doj-warns.html
https://www.cnbc.com/2019/09/23/chinese-theft-of-trade-secrets-is-on-the-rise-us-doj-warns.html
https://www.wsj.com/articles/trump-picks-matt-pottinger-as-deputy-national-security-adviser-11569009233?shareToken=st5a1de8e3abfa4aa4b7b021c32102fdf2
https://www.wsj.com/articles/trump-picks-matt-pottinger-as-deputy-national-security-adviser-11569009233?shareToken=st5a1de8e3abfa4aa4b7b021c32102fdf2
https://www.wsj.com/articles/europe-migration-agreement-aims-to-bolster-italys-pro-eu-government-11569263050?mod=world_major_1_pos4
https://www.wsj.com/articles/europe-migration-agreement-aims-to-bolster-italys-pro-eu-government-11569263050?mod=world_major_1_pos4
https://www.ft.com/content/ba8578b8-de8d-11e9-9743-db5a370481bc
https://www.ft.com/content/ba8578b8-de8d-11e9-9743-db5a370481bc
https://www.wsj.com/articles/chinas-central-bank-wont-follow-others-in-easing-11569313492?mod=hp_lista_pos4
https://www.wsj.com/articles/chinas-central-bank-wont-follow-others-in-easing-11569313492?mod=hp_lista_pos4
https://www.wsj.com/articles/chinas-central-bank-wont-follow-others-in-easing-11569313492?mod=hp_lista_pos4
https://www.wsj.com/articles/chinas-central-bank-wont-follow-others-in-easing-11569313492?mod=hp_lista_pos4
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Odds and ends:  The opposition to Maduro in Venezuela appears to be fracturing, meaning it 

will be even more difficult to oust the current government.  In a surprising development, the 

Bolsonaro government in Brazil has slashed tariffs on more than 2,300 products.  Traditionally, 

Brazil has leaned toward import substitution policies for development, meaning it created tariff 

barriers which allowed local firms to make goods that could be more cheaply imported.  

Reversing this policy will tend to lower inflation and increase productivity; it will also, at least 

initially, increase unemployment and local firms will face import competition.    

 

U.S. Economic Releases 

 

The FHFA House Price Index came in above expectations by rising 0.4% from the prior month 

compared to the forecast of 0.3%.   

  

 
 

The chart above shows the year-over-year change in the FHFA House Price Index.  Housing 

prices have risen 5.0% from the prior year.  Although still rising, the price momentum is starting 

to show signs of weakness. 

 

The S&P CoreLogic CS 20-City Home Price Index came in below expectations at 2.00% 

compared to the forecast rise of 2.10% from the prior year.  The S&P CoreLogic CS U.S. Home 

Price Index rose by 3.20% from the prior year.  The prior report was revised upward from 3.13% 

to 3.25%. 

  

https://time.com/5678915/venezuela-opposition-talks-maduro/?utm_source=Eurasia+Group+Signal&utm_campaign=8c7798f421-EMAIL_CAMPAIGN_2019_09_24_11_06&utm_medium=email&utm_term=0_e605619869-8c7798f421-134308033
https://time.com/5678915/venezuela-opposition-talks-maduro/?utm_source=Eurasia+Group+Signal&utm_campaign=8c7798f421-EMAIL_CAMPAIGN_2019_09_24_11_06&utm_medium=email&utm_term=0_e605619869-8c7798f421-134308033
https://www.wsj.com/articles/brazil-opens-up-an-economy-long-shielded-from-competition-11569244957?shareToken=st85e315ae6c60419c95dda0df1405f9ed
https://www.wsj.com/articles/brazil-opens-up-an-economy-long-shielded-from-competition-11569244957?shareToken=st85e315ae6c60419c95dda0df1405f9ed
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The chart above shows the year-over-year change in the S&P CoreLogic CS 20-City Home Price 

Index.   

 

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

 

EDT Indicator Expected Prior Rating

10:00 Richmond Fed Manufacturing Index m/m sep 1 1 **

10:00 Conference Board Consumer Confidence m/m sep 133.0 135.1 **

10:00 Conference Board Present Situation m/m sep 177.2 **

10:00 Conference Board Expectations m/m jul 107.0 **

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

Japan Leading Ecnomic Indicator y/y jul 93.7 93.6 93.6 ** Equity and bond neutral

Coincindent Indicator y/y jul 99.7 99.8 99.5 ** Equity and bond neutral

South Korea PPI y/y sep -0.6% -0.9% -0.3% ** Equity and bond neutral

EUROPE

Germany IFO Business Climate m/m sep 94.6 94.5 94.3 ** Equity bullish, bond bearish

IFO Current Assessment m/m sep 98.5 97.0 97.3 ** Equity bullish, bond bearish

IFO Expectations m/m sep 90.8 91.8 91.3 ** Equity and bond neutral

France Business Climate m/m sep 102 102 102 ** Equity and bond neutral

UK Public Sector Net Borrowing m/m aug 5.766 Bil 6.650 Bil -1.472 Bil ** Equity bullish, bond bearish

CBI Industrial Orders m/m sep -28 -13 -13 ** Equity bearish, bond bullish

AMERICAS

Brazil Mid-month Inflation y/y sep 0.1% 0.2% 0.1% ** 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) 213 216 -3 Down

3-mo T-bill yield (bps) 186 188 -2 Neutral

TED spread (bps) 27 28 -1 Neutral

U.S. Libor/OIS spread (bps) 178 178 0 Up

10-yr T-note (%) 1.70 1.73 -0.03 Down

Euribor/OIS spread (bps) -40 -39 -1 Neutral

EUR/USD 3-mo swap (bps) 8 4 4 Down

Currencies Direction

dollar Flat Up

euro Flat Down

yen Down Down

pound Up Up

franc Up 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 $63.87 $64.77 -1.39% Saudi Arabia making progress

WTI $57.98 $58.64 -1.13%

Natural Gas $2.57 $2.53 1.50%  

Crack Spread $15.33 $15.63 -1.92%

12-mo strip crack $17.53 $17.88 -1.99%

Ethanol rack $1.56 $1.55 0.12%

Gold $1,521.41 $1,522.24 -0.05%

Silver $18.55 $18.64 -0.46%

Copper contract $261.85 $261.15 0.27%

Corn contract 370.50$       373.25$       -0.74%

Wheat contract 478.25$       483.00$       -0.98%

Soybeans contract 895.00$       892.50$       0.28%

Baltic Dry Freight 2108 2131 -23

Actual Expected Difference

Crude (mb) -0.6

Gasoline (mb) -0.6

Distillates (mb) -0.5

Refinery run rates (%) -0.50%

Natural gas (bcf)

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 cooler temperatures in the Pacific and Rocky Mountain regions.  Precipitation is 

expected for most of the country with the exception of the East Coast.  Hurricane Jerry has 

moved away from the U.S. coastline into the Atlantic Ocean, while Tropical Storm Karen has 

entered the Caribbean Sea and is forecast to make landfall in Puerto Rico.  There is some cyclone 

formation along the Yucatan Peninsula, but it is not expected to develop into a tropical storm.

https://www.wsj.com/articles/tropical-storm-heads-for-puerto-rico-11569176859?shareToken=stda52f1a5d84546d2b7061a05c75d89ff
https://www.wsj.com/articles/tropical-storm-heads-for-puerto-rico-11569176859?shareToken=stda52f1a5d84546d2b7061a05c75d89ff
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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 20, 2019 
 

Interest rates have increased since early September. 
 

(Source: Bloomberg) 
 

The 10-year T-note yield dipped to 1.45% in early September but has risen strongly since then.  

What has prompted this rise?  Some of the rise appears to be caused by a revaluation of the path 

of monetary policy. 
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The chart on the left shows the implied three-month LIBOR rate, two-years deferred, from the 

Eurodollar futures market.  After falling to a low near 1.15%, the yield has jumped to 1.58%.  

The chart on the right shows this implied rate compared to the fed funds target.  Although the 

backup in the implied rate has reduced the expected decline in fed funds from nearly 100 bps to 

around 60 bps, the spread remains inverted, meaning the market still expects the Federal Reserve 

to cut rates somewhere between 50 bps and 75 bps over the next two years.   
 

Our 10-year T-note model suggests that long-duration yields are too low, or prices on these 

instruments are too high. 
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This chart shows our 10-year T-note yield model.  The deviation line is at the one-standard error 

level.  Essentially, the bond market yield is consistent with recession.  If the bond market is right 

and a recession is coming, the chart above suggests that if that recession is a “garden-variety” 
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type, like those seen in the 1990-91 and 2001 downturns, then it would be unlikely that we will 

see further yield declines.  On the other hand, when the model suggests long-dated Treasuries are 

overvalued and a recession doesn’t follow, the backup in yields is notable.  It’s still too early to 

tell if a recession is coming, but the evidence that one could develop is increasing.  Our analysis 

suggests, however, that the protection that long-duration Treasuries usually offer in a 

recession and bear market may not be all that significant at current yields.  If the above 

LIBOR analysis is correct, the recent backup in those yields would suggest a fed funds rate of 

around 1.50% and a fair value 10-year Treasury yield of 2.27%.  Thus, the recent backup in 

yields likely has further to run.   

   

    

   

  

 
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 9/23/2019 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 9/23/2019 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 19, 2019 
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P/E as of 9/18/2019 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, up 0.1x 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. 


