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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 27, 2019—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.5% from the last close.  In Asia, the MSCI Asia Apex 50 

closed down 0.4%.  Chinese markets were higher, with the Shanghai composite up 0.1% and the 

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

open.  
 

Hurray for Friday!  It has been a tumultuous week as we approach the end of Q3.  Markets are 

generally quiet this morning.  U.S. economic data was a bit soft (see below).  There are two 

elections over the weekend, in Afghanistan and Austria.  The media is fully focused on the 

impeachment issue.  Here is what we are watching this morning: 

 

BREAKING: Oil falls on reports that the U.S. has offered to remove all sanctions in 

exchange for talks.  Reports have not been confirmed by the White House.  

 

Releasing the doves:  Michael Saunders, one of the more hawkish members of the Bank of 

England, said today that the BOE may need to reduce rates even if a no-deal Brexit is avoided 

because growth has been dampened due to the turmoil caused by the issue.  The GBP fell on the 

news.   

 

Elections:  In the midst of instability, Afghanistan is holding elections this weekend. Islamic 

State (IS) has become increasingly active in the country, not only attacking the official state but 

also the Taliban.  According to reports, IS and al Qaeda officials have been in talks as well.  

Overall, it is hard to see how elections can be conducted in such an atmosphere.  The sitting 

government, fearing the U.S. wants to pull out of the country and make a deal with the Taliban, 

likely wants a mandate that an election victory would grant it.  Look for terrorist acts and general 

insecurity this weekend. 

 

Meanwhile, in Austria, Sebastian Kurz is poised to return to power as he leads the center-right to 

a likely win...but not a majority.  Kurz will need to build a coalition; polls suggest his People’s 

Party will gain about 35% of the vote.  He could join with the center-left Social Democrats to 

form a unity government, or the populist-right Freedom Party to create a conservative coalition.  

Thus, the election itself has little drama, but the post-election coalition decision will be the real 

event.   

 

Labor unrest:  The GM strike continues into its 11th day, but it does appear that negotiations are 

coming to a close; however, the issues still needing to be resolved are the most difficult, so it 
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would not be a surprise to see talks extend into next week.  Meanwhile, the Chicago Teachers 

Union has authorized a strike.  A teachers union strike in a major city tends to bring serious 

disruption as students (about 300k) have nowhere to go during the day.   

 

Falling confidence:  Economic confidence in the Eurozone fell to over four-year lows as the 

industrial sector slows.   

 

 
 

Although not necessarily at recession levels, the decline is pronounced and supports easier ECB 

policy.  The EUR is weaker on the news. 

 

China trade:  China continues to buy U.S. agricultural goods, framing the purchases as a 

confidence-building measure rather than the fulfillment of a desperate need.  High-level talks are 

scheduled for October 10.   

 

Impeachment talk:  Reflecting the many lines of inquiry that could be touched off by the White 

House whistleblower complaint, Kremlin spokesman Dmitry Peskov said Russia hopes the 

United States will not release the transcripts of calls between President Trump and President 

Putin. 

 

Odds and ends:  The U.S. is sending a Patriot missile battery and 200 troops to Saudi Arabia.  

Former VP Biden is proposing a financial transactions tax, likely in response to proposed wealth 

taxes from other Democratic party presidential candidates.  The German Bundestag voted to 

open talks with Albania and North Macedonia on EU entry.  The Census Bureau reports that 

large U.S. cities saw a decline in younger residents as Millennials and Gen-X exit cities for less 

expensive housing markets.  The Indonesian government is now facing a wave of student-led 

demonstrations.  The protests are targeted mostly against a new law being pushed by President 

Widodo’s conservative Islamic supporters, criminally banning sex and cohabitation outside of 

marriage.  In Egypt, the outbreak of political and anti-corruption protests that broke out last week 

look set to continue as protest leaders are calling for further demonstrations today. 

 

https://www.wsj.com/articles/chicago-teachers-union-authorizes-a-strike-11569554434?shareToken=stc80f282a6f804e96a769e6456df77dac
https://www.wsj.com/articles/chicago-teachers-union-authorizes-a-strike-11569554434?shareToken=stc80f282a6f804e96a769e6456df77dac
https://www.reuters.com/article/us-usa-trade-china/chinas-top-diplomat-says-beijing-willing-to-buy-more-u-s-products-idUSKBN1WB2RC
https://www.cnbc.com/2019/09/26/china-trade-talks-set-to-resume-oct-10.html
https://www.ft.com/content/7a13656a-e117-11e9-9743-db5a370481bc
https://www.ft.com/content/7a13656a-e117-11e9-9743-db5a370481bc
https://www.ft.com/content/7a13656a-e117-11e9-9743-db5a370481bc
https://www.wsj.com/articles/u-s-sending-patriot-battery-200-troops-to-saudi-arabia-11569529407?shareToken=st4d09754e33d2475d93bc07054f6f90c3
https://www.washingtonpost.com/business/2019/09/26/biden-advisers-weigh-new-wall-street-tax-warren-sanders-pitch-aggressive-levies-wealthy/
https://twitter.com/GermanyintheEU/status/1177309989318332424?utm_source=POLITICO.EU&utm_campaign=adc125ced3-EMAIL_CAMPAIGN_2019_09_27_05_13&utm_medium=email&utm_term=0_10959edeb5-adc125ced3-190334489
https://twitter.com/GermanyintheEU/status/1177309989318332424?utm_source=POLITICO.EU&utm_campaign=adc125ced3-EMAIL_CAMPAIGN_2019_09_27_05_13&utm_medium=email&utm_term=0_10959edeb5-adc125ced3-190334489
https://www.wsj.com/articles/millennials-continue-to-leave-big-cities-11569470460?shareToken=stf3d73712a261469f96d868346f109d03
https://www.ft.com/content/53e302a0-e0d2-11e9-9743-db5a370481bc
https://www.ft.com/content/53e302a0-e0d2-11e9-9743-db5a370481bc
https://www.wsj.com/articles/egyptian-forces-arrest-1-300-people-after-anti-sisi-protests-11569428342?mod=searchresults&page=1&pos=1
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U.S. Economic Releases 
 

Personal income came in line with expectations rising 0.4% from the prior month.  Personal 

spending rose 0.1% from the prior month.  Real personal spending came in line with 

expectations at 0.1%  

 

 
 

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

4.6% from the prior year.   

 

The PCE deflator came in below expectations remaining unchanged from the prior month 

compared to a forecast rise of 0.1%.  Core PCE also came in below expectations at 0.1% 

compared to a forecast of 0.2%. 

 

 
 



 

 

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

www.confluenceinvestment.com 

 4 

The chart above shows the year-over-year change in core PCE and core CPI.  The yearly changes 

in core PCE and core CPI rose 1.8% and 2.4%, respectively.  Although CPI currently exceeds the 

Fed 2% target, its preferred gauge of inflation is the PCE. That said, it appears that the economy 

is feeling some inflationary pressure, which raises the odds that the Fed may pause rate cuts.  

 

August durable goods orders came in higher than expectations, rising 0.2% from the prior month 

compared to the forecast fall of 1.1%. Durables ex-transportation came in above expectations, 

rising 0.5% from the prior month compared to the forecast of 0.2%.  The prior report’s loss of 

0.4% was revised upward to 0.5%.  Capital goods orders non-defense ex-air came in below 

expectations, falling 0.2% from the prior month compared to the forecast of unchanged.  The 

prior report’s gain was revised downward from 0.2% to 0.0%.  Capital goods shipments non-

defense ex-air came in above expectations, rising 0.4% from the prior month compared to the 

forecast gain of 0.3%.   

 

 
 

The above chart shows the annual change in new durable goods orders and shipments.  Annually, 

new orders fell by 3.0%, shipments rose by 0.3%, unfilled orders fell by 0.9% and inventories 

rose by 5.2%.   

 

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

 

EDT Indicator Expected Prior Rating

10:00 U. of Michigan Sentiment m/m sep 92.1 92.0 ***

10:00 U. of Michigan Current Conditions m/m sep 106.9 **

10:00 U. of Michigan Expectations m/m sep 82.4 **

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

10:00 U. of Michigan 5-10 Yr Inflation m/m sep 2.3% **

Speaker or event

13:00 Patrick Harker Speaks To shadow Open Market Committee President of the Federal Reserve Bank of Philadelphia

Fed Speakers or Events

Economic Releases

District or position
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Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Industrial Profits m/m aug -2.0% 2.6% ** Equity and bond bearish

BoP Current Account Balance m/m aug $46.2 Bil $57.0 Bil ** Equity and bond neutral

Japan Tokyo CPI y/y aug 0.4% 0.6% 0.5% *** Equity and bond neutral

Tokyo CPI Ex- Fresh Food m/m aug 0.5% 0.7% 0.6% *** Equity and bond neutral

Tokyo CPI Ex- Fresh Food, Energy m/m aug 0.6% 0.7% 0.6% *** Equity and bond neutral

New Zealand ANZ Consumer Confidence m/m sep -3.6% 1.5% ** Equity and bond bearish

EUROPE

Eurozone Economic Confidence m/m sep 101.7 103.1 103.0 ** Equity bearish, bond bullish

Business Climate Indicator m/m sep -0.22 0.11 0.11 *** Equity and bond bearish

Industrial Confidence w/w aep -8.8 -5.9 -6.0 *** Equity and bond bearish

Services Confidence m/m sep 9.5 9.3 9.4 *** Equity and bond neutral

Consumer Confidence m/m sep -6.5 -6.5 -6.5 *** Equity and bond neutral

Germany Import Price Index m/m aug -2.7% -2.1% -2.6% ** Equity and bond neutral

France PPI m/m sep -0.7% 0.0% *** Equity bullish, bond bearish

Consumer Spending m/m sep -0.4% 0.5% -0.3% *** Equity bullish, bond bearish

CPI m/m sep -0.3% 0.5% -0.2% *** Equity bullish, bond bearish

CPI EU Harmonized m/m sep -0.4% 0.5% -0.3% *** Equity bullish, bond bearish

Italy Consumer Confidence Index m/m sep 112.2 111.9 112.3 *** Equity and bond neutral

Manufacturing Confidence m/m sep 98.8 99.7 100.0 *** Equity and bond neutral

Economic Sentiment m/m sep 98.5 98.9 *** Equity and bond neutral

PPI m/m aug -0.5% 0.0% ** Equity bullish, bond bearish

Russia Gold and Forex Reserves w/w 20-Sep 532.6 Bil 531.2 Bil ** Equity and bond neutral

AMERICAS

Mexico Trade Balance m/m aug 0.775 Bil -1.117 Bil -0.975 Bil ** Equity bullish, bond bearish

Brazil FGV Inflation IGPM y/y sep 3.4% 5.0% 3.2% ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 210 211 -1 Down

3-mo T-bill yield (bps) 177 178 -1 Neutral

TED spread (bps) 33 34 -1 Neutral

U.S. Libor/OIS spread (bps) 177 178 -1 Up

10-yr T-note (%) 1.72 1.69 0.03 Down

Euribor/OIS spread (bps) -41 -41 0 Neutral

EUR/USD 3-mo swap (bps) 33 10 23 Down

Currencies Direction

dollar Up Up

euro Flat Down

yen Flat Down

pound Flat Up

franc Flat Down

Central Bank Action Current Prior Expected

Overnight Rate 7.750% 8.000% 7.750% 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. 
 

Price Prior Change Explanation

Brent $61.82 $62.74 -1.47% Supply Optimism

WTI $55.76 $56.41 -1.15%

Natural Gas $2.41 $2.44 -1.39%  

Crack Spread $16.25 $16.07 1.09%

12-mo strip crack $17.89 $17.85 0.25%

Ethanol rack $1.60 $1.59 0.19%

Gold $1,493.59 $1,504.78 -0.74%

Silver $17.52 $17.82 -1.68%

Copper contract $259.35 $257.75 0.62%

Corn contract 370.75$       372.50$       -0.47%

Wheat contract 487.50$       484.25$       0.67%

Soybeans contract 886.25$       888.50$       -0.25%

Baltic Dry Freight 1963 2053 -90

Actual Expected Difference

Crude (mb) 2.4 -0.6 3.0

Gasoline (mb) 0.5 -0.6 1.1

Distillates (mb) -3.0 -0.5 -2.5

Refinery run rates (%) -1.40% -0.50% -0.90%

Natural gas (bcf) 102.0 84.0 18.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

country, with lower-than-normal temperatures in the pacific and northern regions.  Precipitation 

is expected throughout the High Plains, and the area around the Permian Basin in New Mexico 

and Texas.  Tropical Storm Karen has moved further into the Atlantic and does not appear to be 

a threat of making landfall anywhere.

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 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.  



 

 

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

www.confluenceinvestment.com 

 9 

Data Section 

 

U.S. Equity Markets – (as of 9/25/2019 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 9/25/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash
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Emerging Markets ($)

US Government Bond
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Foreign Developed ($)

US Corporate Bond

Small Cap

Foreign Developed (local currency)
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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 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


