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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 25, 2019—9:30 AM EDT] Global equity markets are lower this morning.  

The EuroStoxx 50 is down 1.2% from the last close.  In Asia, the MSCI Asia Apex 50 closed 

down 1.0%.  Chinese markets were lower, with the Shanghai composite down 1.0% and the 

Shenzhen index down 1.6% from the prior close.  U.S. equity index futures are signaling a lower 

open.  
 

Good Morning.  Global equity markets are under pressure this morning on sentiment concerns.    

Here is what we are watching: 

 

A volatile day:  Yesterday was a volatile day in the financial markets as two issues dominated. 

1. The U.N. speech:  President Trump’s address to the U.N. was hawkish.  He reiterated his 

“America First” stance, criticized China for its intellectual property acquisition tactics 

and defended his use of tariffs.  His remarks on China were quite strong, suggesting that 

the country’s economic development policies were unfair to the U.S. and the rest of the 

world, and that America’s trade policy was designed to force China to change those 

policies.  China is continuing to make what appears to be good-will gestures on trade; 

today, for example, they purchased pork.  However, we note that China’s pork supply 

situation is precarious; it is quite likely that China is framing these purchases as good-will 

gestures when, in reality, it really needs the “other white meat” due to supply shortages 

caused by the African Swine Fever virus.  We also note that China wants tariffs removed 

as preconditions for a broader deal, which isn’t likely.  Financial markets want a deal 

with China; it may not occur.  The president also singled out Iran for its repressive 

regime and its threat to Middle East peace.  He also argued for the defense of borders.  

Overall, the talk suggested that the administration was not likely to ease its stance on 

China, and that deglobalization remains the likely path of policy.   

2. Impeachment:  Speaker Pelosi indicated she would support an impeachment inquiry 

against President Trump over the Ukraine issue.  Impeachment proceedings raise market 

uncertainty.  We have only had three such events in American history, and only two in an 

era of modern financial markets.  The events really don’t tell us much about how equity 

markets will behave during impeachment proceedings. 

 

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.wsj.com/articles/global-stocks-drop-on-trade-and-political-concerns-11569400581?shareToken=st034a34df1ed849f4865640cddaa0772f
https://www.wsj.com/articles/global-stocks-drop-on-trade-and-political-concerns-11569400581?shareToken=st034a34df1ed849f4865640cddaa0772f
https://www.wsj.com/articles/world-leaders-to-get-another-look-at-trump-in-his-third-u-n-address-11569317404?shareToken=st1ddf4a98ddfd45d28afaaff4debd00c0
https://www.wsj.com/articles/world-leaders-to-get-another-look-at-trump-in-his-third-u-n-address-11569317404?shareToken=st1ddf4a98ddfd45d28afaaff4debd00c0
https://www.reuters.com/article/us-un-assembly-trump-china/trumps-china-trade-rhetoric-turns-harsh-at-u-n-says-wont-take-bad-deal-idUSKBN1W91ZC?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-un-assembly-trump-china/trumps-china-trade-rhetoric-turns-harsh-at-u-n-says-wont-take-bad-deal-idUSKBN1W91ZC?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/trump-un-general-assembly-speech-dac5bb1f-6125-4d4a-9b1f-ce3863436937.html
https://www.axios.com/trump-un-general-assembly-speech-dac5bb1f-6125-4d4a-9b1f-ce3863436937.html
https://www.wsj.com/articles/china-taps-its-private-sector-to-boost-its-military-raising-alarms-11569403806?shareToken=stc1a9bf824d844097a9844e12dc2bb6ec
https://www.wsj.com/articles/china-taps-its-private-sector-to-boost-its-military-raising-alarms-11569403806?shareToken=stc1a9bf824d844097a9844e12dc2bb6ec
https://www.bloomberg.com/news/articles/2019-09-25/china-preparing-to-buy-more-u-s-pork-as-trade-talks-revive
https://www.bloomberg.com/news/articles/2019-09-25/china-preparing-to-buy-more-u-s-pork-as-trade-talks-revive
https://www.cnbc.com/2019/09/25/china-expects-us-to-remove-unreasonable-restrictions-foreign-minister.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cnbc.com/2019/09/25/china-expects-us-to-remove-unreasonable-restrictions-foreign-minister.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/f33fe60c-ded8-11e9-9743-db5a370481bc
https://www.ft.com/content/f33fe60c-ded8-11e9-9743-db5a370481bc
https://www.ft.com/content/f33fe60c-ded8-11e9-9743-db5a370481bc
https://www.ft.com/content/f33fe60c-ded8-11e9-9743-db5a370481bc
https://www.nytimes.com/2019/09/24/us/politics/democrats-impeachment-trump.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190925&section=topNews?campaign_id=51&instance_id=12617&segment_id=17304&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2019/09/24/us/politics/democrats-impeachment-trump.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190925&section=topNews?campaign_id=51&instance_id=12617&segment_id=17304&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.washingtonpost.com/politics/2019/09/25/what-you-need-know-about-impeachment-inquiry-into-trump/
https://www.washingtonpost.com/politics/2019/09/25/what-you-need-know-about-impeachment-inquiry-into-trump/
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This chart shows the weekly S&P 500 Friday close.  We measure the Nixon impeachment from 

October 9, 1973, the Friday before the “Saturday Night Massacre,” until his resignation.  The 

Nixon impeachment event (it’s important to remember that he resigned before the articles of 

impeachment were sent to the Senate) occurred in a major bear market for equities.  Although 

the political actions likely played a role in the drop, it’s important to note that the impeachment 

nearly coincided with a recession (the downturn began in November 1973 and continued into 

March 1975) and oil prices rose 235% from October 1973 to January 1974.  Thus, the 

impeachment probably played a role in the market decline, but other factors were also important. 
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Same data as above.  We time Clinton’s impeachment from the House of Representatives vote to 

conduct an impeachment inquiry until the president was acquitted by the Senate.  The economic 

environment was generally positive, and equity markets were in a strong bull market.  We do 

note that equities had declined during impeachment due to the collapse of Long-Term Capital 

Management, and the Russian debt default.  Thus, some of the gain is exaggerated. Still, this 

shows that if economic and market conditions are favorable, the bearish impact of impeachment 

is probably muted.   

 

So, what should we think about with this impeachment issue?  Here are our preliminary 

thoughts: 

1. Impeachment is not a judicial process, but a political one.  Barring a revelation that is 

egregious, it is highly unlikely the Senate, by a two-thirds majority, will vote to enforce 

impeachment.  In fact, it is possible that majority leader McConnell might not even hold 

a vote on the articles.  We don’t expect the president to actually be impeached. 

2. It will have an impact.  Legislative activity will grind to a halt.  USMCA probably won’t 

get passed this year.  Congress is funding the government with short-term spending bills 

making the odds of a temporary closure elevated.  The White House will be distracted, 

and due to the constant turmoil, may not have the “bench” to deal with impeachment and 

all the other issues the nation faces.  Fortunately, the White House does have strong 

figures involved in the China and Europe trade negotiations.  However, the bad news is 

that they are not always unified, and the president may struggle to act as an arbiter 

between the two sides if he is consumed with impeachment.    

3. Iran may take advantage of this turmoil.  The Mullahs likely believe the chances of 

getting a favorable deal with the U.S. improve with a different president.  Thus, Iran may 

be emboldened to escalate tensions in the region.  Under impeachment, if the president 

decides to attack Iran in response to an escalation, he could be accused of a “wag the 

dog” tactic.  This accusation would not be unprecedented.  President Clinton launched 

bombing raids on al Qaeda targets in August and December of 1998; the first occurred 

when Monica Lewinsky was about to testify on the scandal, and the latter as the House 

was about to vote on articles of impeachment.  Clinton had defensible reasons for the 

bombing, but the timing did look suspicious.  At the same time, one does not need to be a 

Ph.D. economist to know the global economy is weak and the U.S. economy is 

approaching stall speed.  An event that drives oil to $100+ per barrel would probably be 

enough to tip the world and the U.S. into a full-blown recession.  History shows that re-

election during a recession is rare.   

4. It’s late in the political cycle.  Andrew Johnson’s impeachment event was also near the 

end of his term.  In some respects, the inquiry could cloud the president’s re-election 

campaign.  It also might garner him sympathy.  However, it’s important to note that the 

last two impeachment events occurred in second terms.  Thus, they had a different impact 

on the subsequent election, compared to a president under the cloud of impeachment who 

is running for re-election.  In addition, it makes it hard for Democratic party candidates to 

discuss plans and goals for office when the media’s focus is mostly on the impeachment 

https://www.nytimes.com/2019/09/24/us/politics/impeachment-trump-explained.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190925&section=topNews?campaign_id=51&instance_id=12617&segment_id=17304&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2019/09/24/us/politics/impeachment-trump-explained.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190925&section=topNews?campaign_id=51&instance_id=12617&segment_id=17304&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.lawfareblog.com/can-senate-decline-try-impeachment-case
https://www.lawfareblog.com/can-senate-decline-try-impeachment-case
https://www.lawfareblog.com/can-senate-decline-try-impeachment-case
https://www.lawfareblog.com/can-senate-decline-try-impeachment-case
https://www.imdb.com/title/tt0120885/
https://www.imdb.com/title/tt0120885/
https://www.imdb.com/title/tt0120885/
https://www.imdb.com/title/tt0120885/
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proceedings.  Thus, the impeachment will also affect the Democrats nominating process.  

(Our quick take?  The Ukraine issue probably hurts Biden and helps Warren.) 

5. There are already warnings from commentators that this impeachment could “hurt the 

presidency.”  If the U.S. is withdrawing from hegemony, the president’s powers, which 

expanded during the superpower period, will likely be curtailed over time.  The 

Constitution has been “stretched out of shape” during America’s hegemony period 

mostly because a superpower has to make decisions quickly, and the weak executive 

envisioned by the founders doesn’t fit with hegemonic responsibilities.  However, if the 

U.S. isn’t going to maintain its superpower role, there is less need for a strong executive.  

Thus, some reigning in of the executive would be expected, and this impeachment fits in 

that scenario. 

6. Our focus will remain on the economy and markets.  Given the tumultuous nature of the 

Trump presidency, the sentiment impact may not be all that profound.  Financial markets 

have become accustomed to constant political turmoil, and thus should be able to digest 

this situation too.  However, as noted above, we do have two concerns.  First, it may be 

difficult to manage relations with China in the midst of this turmoil; if Lighthizer 

becomes the dominant figure in the chaos, there will be no deal with China.  Second, we 

fear the financial, but especially the oil, markets are underestimating the risk of further 

Iranian escalation.  As a result, these two areas will be where we most closely monitor 

events. 

 

Boris:  PM Johnson returns to the U.K. today to face a hostile Parliament.  The Supreme Court 

ruling was a serious blow.  Under normal circumstances, the poor management that Johnson has 

delivered (lost his majority, had his own brother leave the party, humiliated by Luxembourg, 

rebuked by the Supreme Court) would have led to his ouster by now.  However, these are not 

normal times, to say the least.  What happens now?  In mid-October, the EU has meetings where 

the U.K. either must have a plan to leave the EU or, based on recent legislation, Johnson must 

ask for an extension to the end of January.  Assuming that there is no plan to offer (and it doesn’t 

look likely), we will probably see an extension and new elections.  At this point, the most likely 

outcome from the elections is a hung Parliament, with the potential for a caretaker government 

and perhaps a second referendum.  However, the odds of a hard Brexit are less likely.   

 

Wealth Tax: Presidential candidate Bernie Sanders has joined Elizabeth Warren in endorsing a 

tax on assets for individuals that have a net worth of more than $16 million, and married couples 

with a net worth of over $32 million. The revenue for the proposed tax would be used to promote 

government programs such as universal healthcare. In addition to its appeal to labor, the idea has 

become increasingly popular with members of the capital class, with Bill Gates stating that he 

“wouldn’t be against the tax.” Moreover, although a wealth tax makes conceptual sense, it 

doesn’t appear to be all that practical. The primary issue is that the value of one’s assets is 

somewhat subjective; therefore, there is a strong incentive for people to undervalue their assets 

on their tax returns.  Even though the government could just send auditors to value these assets, 

it would likely prove overly burdensome. Another proposed solution to the problem would be for 

the government to have the right to buy assets at the listed price, but even that seems 

burdensome. However, as we have mentioned in the past, this wealth tax is just another example 

https://www.nytimes.com/2019/09/24/opinion/ukraine-trump.html?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/09/24/opinion/ukraine-trump.html?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/09/24/opinion/ukraine-trump.html?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/09/24/opinion/ukraine-trump.html?wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/cff54a8a-deb4-11e9-b112-9624ec9edc59?emailId=5d8addf4885a0000043fe2b2&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/cff54a8a-deb4-11e9-b112-9624ec9edc59?emailId=5d8addf4885a0000043fe2b2&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/everything-you-need-to-know-about-the-uk-supreme-court-ruling/?utm_source=POLITICO.EU&utm_campaign=645eee8a62-EMAIL_CAMPAIGN_2019_09_25_05_06&utm_medium=email&utm_term=0_10959edeb5-645eee8a62-190334489
https://www.politico.eu/article/everything-you-need-to-know-about-the-uk-supreme-court-ruling/?utm_source=POLITICO.EU&utm_campaign=645eee8a62-EMAIL_CAMPAIGN_2019_09_25_05_06&utm_medium=email&utm_term=0_10959edeb5-645eee8a62-190334489
https://www.politico.eu/article/everything-you-need-to-know-about-the-uk-supreme-court-ruling/?utm_source=POLITICO.EU&utm_campaign=645eee8a62-EMAIL_CAMPAIGN_2019_09_25_05_06&utm_medium=email&utm_term=0_10959edeb5-645eee8a62-190334489
https://www.politico.eu/article/everything-you-need-to-know-about-the-uk-supreme-court-ruling/?utm_source=POLITICO.EU&utm_campaign=645eee8a62-EMAIL_CAMPAIGN_2019_09_25_05_06&utm_medium=email&utm_term=0_10959edeb5-645eee8a62-190334489
https://www.ft.com/content/ede50386-deba-11e9-9743-db5a370481bc?emailId=5d8addf4885a0000043fe2b2&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ede50386-deba-11e9-9743-db5a370481bc?emailId=5d8addf4885a0000043fe2b2&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/high-courts-ruling-snarls-boris-johnsons-brexit-plan-11569352363?shareToken=stef42b4e73f724062a28997b34a651fd4
https://www.wsj.com/articles/high-courts-ruling-snarls-boris-johnsons-brexit-plan-11569352363?shareToken=stef42b4e73f724062a28997b34a651fd4
https://www.wsj.com/articles/high-courts-ruling-snarls-boris-johnsons-brexit-plan-11569352363?shareToken=stef42b4e73f724062a28997b34a651fd4
https://www.wsj.com/articles/high-courts-ruling-snarls-boris-johnsons-brexit-plan-11569352363?shareToken=stef42b4e73f724062a28997b34a651fd4
https://www.wsj.com/articles/high-courts-ruling-snarls-boris-johnsons-brexit-plan-11569352363?shareToken=stef42b4e73f724062a28997b34a651fd4
https://www.wsj.com/articles/high-courts-ruling-snarls-boris-johnsons-brexit-plan-11569352363?shareToken=stef42b4e73f724062a28997b34a651fd4
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of the country moving away from an efficiency cycle, and into an equity cycle.  We have doubts 

that a wealth tax will ever be enacted; other nations that have tried to implement them tended to 

abandon the effort because of the difficulty in processing the levy.  However, the mere threat 

tends to have a dampening effect on asset prices.   

 

Magnets:  The U.S. is importing rare earth magnets at the fastest pace since 2016.  Most likely, 

firms are concerned that the supply will be curtailed if the U.S. and China can’t reach a trade 

agreement, so they are stockpiling the materials.   

 

U.S. Economic Releases 

 

MBA mortgage applications in the week ended September 20 dropped 10.10%.  Applications for 

home-purchase mortgages fell a modest 3.10%, but applications for refinancing mortgages 

plunged 15.20%.  The average interest rate on a 30-year, fixed-rate mortgage edged up to 4.02%, 

reaching its highest level since late July. 

 

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

 

EDT Indicator Expected Prior Rating

10:00 New Home Sales m/m aug 658k 635k ***

10:00 New Home Sales m/m aug 3.6% -12.8% ***

Speaker or event

10:00 Esther George Testifies Before Senate Banking Committee President of the Federal Reserve Bank of Kansas City

10:00 Lael Brainard Testifies Before House Financial Stability Panel

19:00 Robert Kaplan Speaks in Moderated Q&A President of the Federal Reserve Bank of Dallas

Fed Speakers or Events

Economic Releases

District or position

Member of the Board of Governors

 
 
 

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.  
 

https://finance.yahoo.com/news/chinas-aug-rare-earth-magnets-065335576.html
https://finance.yahoo.com/news/chinas-aug-rare-earth-magnets-065335576.html
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI - Services y/y aug 0.6% 0.6% 0.5% * Equity and bond neutral

New Zealand Trade Balance NZD m/m aug -1565 Mil. -700 Mil. -1400 Mil. ** Equity and bond neutral

Exports NZD m/m aug 4.13 Bil. 4.96 Bil. 4.10 Bil. * Equity and bond neutral

Imports NZD m/m aug 5.69 Bil. 5.66 Bil. 5.58 Bil. * Equity and bond neutral

EUROPE

France Consumer confidence m/m sep 104 103 102 ** Equity bullish, bond bearish

UK Finance Loans for Housing m/m aug 42576 43303 43233 ** Equity bearish, bond bullish

CBI Retailing Reported Sales m/m sep -16 -49 -25 * Equity and bond neutral

AMERICAS

Mexico Unemployment Rate m/m aug 3.6% 3.6% 3.6% ** Equity and bond neutral

Brazil PPI - Manufacturing y/y aug 0.2% 0.4% * 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) 211 213 -2 Down

3-mo T-bill yield (bps) 188 188 0 Neutral

TED spread (bps) 23 26 -3 Neutral

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

10-yr T-note (%) 1.64 1.65 -0.01 Down

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 19 14 5 Down

Currencies Direction

dollar Up Up

euro Down Down

yen Down Down

pound Down Up

franc Down Down

Central Bank Action Current Prior Expected

RBNZ Official Cash Rate 1.000% 1.000% 1.000% On forecast  
 

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 $61.74 $63.10 -2.16% Saudi Arabia making progress

WTI $56.22 $57.29 -1.87% Saudi Arabia making progress

Natural Gas $2.49 $2.50 -0.36%  

Crack Spread $15.26 $15.50 -1.59%

12-mo strip crack $17.40 $17.62 -1.28%

Ethanol rack $1.56 $1.56 -0.03%

Gold $1,526.86 $1,531.87 -0.33%

Silver $18.48 $18.61 -0.71%

Copper contract $258.95 $260.65 -0.65%

Corn contract 374.50$       374.75$       -0.07%

Wheat contract 479.75$       481.75$       -0.42%

Soybeans contract 888.25$       894.25$       -0.67%

Baltic Dry Freight 2116 2108 8

Actual Expected Difference

Crude (mb) -0.6

Gasoline (mb) -0.6

Distillates (mb) -0.5

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 the eastern half of 

the country, with lower-than-normal temperatures for the western half.  Precipitation is expected 

throughout the High Plains, and the area around the Permian Basin in New Mexico and Texas.  

Tropical Storm Karen is now moving north, out of the Caribbean Sea, although it is still 

producing significant rainfall for Puerto Rico and the Virgin Islands.  There is a cyclonic 

formation off the Yucatan Peninsula, but it is not expected to develop significantly.

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. 
 

-3

-2

-1

0

1

2

3

0 

4 

8 

12 

16 

60 65 70 75 80 85 90 95 00 05 10 15

DEVIATION

10-YR CONSTANT MATURITY YIELD

FAIR VALUE

TEN-YEAR T-NOTE MODEL

%

D
E

V
IA

TI
O

N

FAIR VALUE RATE =

2.50%

Sources:  Haver Analytics, CIM

(WITH YEN, OIL PRICES, GERMAN BONDS & FISCAL DEFICIT)

 
 

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” 



 

 

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

www.confluenceinvestment.com 

 10 

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 9/24/2019 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 9/24/2019 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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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. 


