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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 10, 2018—9:30 AM EDT]  Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is up 0.7% from the last close.  In Asia, the MSCI Asia Apex 50 

was down 0.8% from the prior close.  Chinese markets were down, with the Shanghai composite 

down 1.2% and the Shenzhen index down 1.8%.  U.S. equity index futures are signaling a higher 

open.   

 

Happy Monday!  Here is what we are watching today: 

 

Trade: There’s nothing new on NAFTA but President Trump increased the threat against China, 

calling for even more Chinese goods to come under tariff barriers.  China is holding a meeting 

with U.S. financial services executives,1 perhaps in a bid to figure out what it will take to prevent 

a trade conflict.  Our take hasn’t changed; it appears the U.S. is working out new trade 

arrangements with most regions and nations except China.  To some extent, this was the goal of 

TPP/TTIP, which were designed to create trading platforms with Asia and Europe with the U.S. 

as the keystone, the only common element between the two trading zones.  However, those deals 

were in the spirit of the postwar trading arrangement, where the U.S. was the benevolent 

“importer of last resort.”  The TPP/TTIP deals would have favored capital over labor.  President 

Trump’s goal appears to be more about increasing U.S. jobs; what isn’t clear about the new 

program is if other nations will have any incentive to participate.  However, Chinese isolation 

was common to both TPP/TTIP.  China views the current trade conflict’s overarching goal as the 

suppression of Chinese power projection.  And, that belief is probably correct.   

 

So, if we are correct, what should we see?  We would expect trade deals with current partners on 

terms that will favor moving production back to the U.S., which will boost U.S. growth at the 

cost of higher inflation.  Over time, nations will have less incentive to trade with the U.S. and 

will attempt to form regional trading blocs, an effort that will likely fail.  In the end, we will have 

a world with less trade, less efficiency and higher inflation but probably higher U.S. 

employment.  Another potential fallout will be shorter business cycles.  The big unknown is how 

China reacts over time.  China may try to create a trading bloc through the “one belt, one road” 

program.  However, we doubt that plan will succeed because, as we are seeing, nations targeted 

by China are beginning to realize the program is nothing more than 19th century imperialism.2 

 

                                                 
1 https://www.ft.com/content/c0034cba-b2ca-11e8-99ca-68cf89602132  
2 https://www.ft.com/content/d4a3e7f8-b282-11e8-99ca-68cf89602132 and 
https://www.ft.com/content/06a71510-b24a-11e8-99ca-68cf89602132  
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Russian protests: Reuters3 is reporting that Russia has detained more than 800 people who 

protested against the government’s decision to raise the retirement age.  Putin’s decision to 

support legislation to reduce pension spending has been unpopular.  His popularity has dipped 

15% points.  The government’s plan is to raise the retirement age for men to 65 from 60, and for 

women to 60 from 55.  Life expectancy for men is 66 and women is 77.   

 

Brexit optimism: The EU has given its chief negotiator, Michel Barnier, a mandate4 to close a 

deal.  The fear among EU leaders, primarily Chancellor Merkel, is that if they don’t support the 

plan for a soft Brexit then hardliners within the Tories will press for a hard Brexit.  Over the 

weekend, Boris Johnson, formerly a member of PM May’s cabinet, offered scathing comments 

against May’s plan.  In our read, the country remains closely divided on Brexit, although a vote 

held today would probably yield a narrow “remain” outcome.   

 

Swedish elections: The Swedish vote yielded a hung parliament.  The center-left coalition took 

144 seats, the center right 143 and the populist Sweden Democrats 62.  Neither of the traditional 

coalitions can form a majority government, nor will they consider joining a government with the 

Sweden Democrats.  Although some sort of “grand coalition” of centrists is possible, such an 

arrangement will take months to form.   

 

Here are some other interesting developments from the election.  Exit polling showed that 41% 

of voters switched party allegiance from 2014 to now.5  That is a remarkable degree of political 

fluidity and suggests a dissatisfied electorate.  The Social Democrats, the dominant party in 

Sweden since 1917, only took 28% of the vote, the lowest total since 1908.  In this election, 54% 

were repeat supporters of the Sweden Democrats.  This populist party captured 19% from the 

Social Democrats (center-left) and 18% from the Moderates (center-right).  Simply put, the 

populists pulled votes from across the political spectrum.6  As we noted last week, growing 

opposition to immigration is leading the support for populism. 

 

Anti-trust rethink: The NYT Sunday Business section has a profile of Lina Khan,7 an attorney 

who has written extensively on the problems associated with current anti-trust enforcement.  

Until the mid-1980s, the position of anti-trust was that size, by itself, was a problem and could 

trigger an enforcement action.  In the mid-1980s, Robert Bork suggested that the standard for 

enforcement should not be size but consumer welfare.  Simply put, we shouldn’t worry about 

size as long as consumers are better off.  So, companies adapted, getting bigger but clearly 

making consumers better off.  Large companies have, for the most part, treated consumers well 

                                                 
3 https://www.reuters.com/article/us-russia-politics/russian-police-detain-hundreds-protesting-against-pension-
reform-idUSKCN1LP05A  
4 https://www.ft.com/content/477ac3e4-b433-11e8-bbc3-
ccd7de085ffe?emailId=5b95eea45fc4ca0004c47401&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
5https://twitter.com/cseidl2/status/1038846761169768452?utm_source=POLITICO.EU&utm_campaign=741ad277
c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-
190334489  
6https://twitter.com/CasMudde/status/1038869925656518661?utm_source=POLITICO.EU&utm_campaign=741ad
277c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-
190334489  
7 https://www.nytimes.com/2018/09/07/technology/monopoly-antitrust-lina-khan-amazon.html  

https://www.reuters.com/article/us-russia-politics/russian-police-detain-hundreds-protesting-against-pension-reform-idUSKCN1LP05A
https://www.reuters.com/article/us-russia-politics/russian-police-detain-hundreds-protesting-against-pension-reform-idUSKCN1LP05A
https://www.ft.com/content/477ac3e4-b433-11e8-bbc3-ccd7de085ffe?emailId=5b95eea45fc4ca0004c47401&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/477ac3e4-b433-11e8-bbc3-ccd7de085ffe?emailId=5b95eea45fc4ca0004c47401&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://twitter.com/cseidl2/status/1038846761169768452?utm_source=POLITICO.EU&utm_campaign=741ad277c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-190334489
https://twitter.com/cseidl2/status/1038846761169768452?utm_source=POLITICO.EU&utm_campaign=741ad277c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-190334489
https://twitter.com/cseidl2/status/1038846761169768452?utm_source=POLITICO.EU&utm_campaign=741ad277c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-190334489
https://twitter.com/CasMudde/status/1038869925656518661?utm_source=POLITICO.EU&utm_campaign=741ad277c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-190334489
https://twitter.com/CasMudde/status/1038869925656518661?utm_source=POLITICO.EU&utm_campaign=741ad277c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-190334489
https://twitter.com/CasMudde/status/1038869925656518661?utm_source=POLITICO.EU&utm_campaign=741ad277c4-EMAIL_CAMPAIGN_2018_09_05_11_33&utm_medium=email&utm_term=0_10959edeb5-741ad277c4-190334489
https://www.nytimes.com/2018/09/07/technology/monopoly-antitrust-lina-khan-amazon.html
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but have a tendency to make workers miserable.8  As we have noted before, economics tends to 

separate production from consumption; this is largely because one of the most important 

concepts of economics, supply and demand, is based on such a separation.  In reality, consumers, 

labor and capital are in the same boat.  Throughout history, it tends to be a “two on one” game.  

If labor and capital are favored, consumers lose out; products are bad, prices are high and service 

is lacking.  This condition was common in the U.S. from 1945 to 1978.  If capital and consumers 

are favored, products are good, inflation is low but workers suffer low wages and difficult 

working conditions.  That condition is similar to now.  In a capitalist economy, it is rare that 

consumers and labor are favored but it is very common in socialist/communist economies.  That 

situation usually leads to a bad outcome because if no one owns capital then you have the 

“tragedy of the commons.”9  We believe we are in the early stages of a flip from capital and 

consumers to capital and labor (although capital will be less favored at some point).  This article 

is further evidence of this shift.   

 

Lina Khan’s argument is that very powerful companies can undermine democracy.  This concern 

underlies populism.   

 

Florence: As we note below, Hurricane Florence10 is bearing toward the Carolinas and is 

developing into a massive storm, likely reaching Category 4 by landfall on Wednesday.  This 

storm is looking like an extreme event, perhaps another Harvey.  Stay tuned… 
 

U.S. Economic Releases 
 

There were no releases prior to the publication of this report.  The table below lists the economic 

releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

15:00 Consumer Credit m/m jul $10.211 bn $14.400 bn **

EST Speaker or event

12:00 Raphael Bostic to Meet with Fed Up Coalition in Atlanta President of the Federal Reserve Bank of Atlanta

District or position

Economic Releases

Fed speakers or events

 
 

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.  

                                                 
8 https://www.nytimes.com/2015/08/16/technology/inside-amazon-wrestling-big-ideas-in-a-bruising-
workplace.html  
9 http://science.sciencemag.org/content/162/3859/1243  
10 https://www.washingtonpost.com/amphtml/news/capital-weather-gang/wp/2018/09/09/florence-strengthens-
to-hurricane-and-poses-extreme-threat-to-southeast-and-mid-atlantic/?__twitter_impression=true  

https://www.nytimes.com/2015/08/16/technology/inside-amazon-wrestling-big-ideas-in-a-bruising-workplace.html
https://www.nytimes.com/2015/08/16/technology/inside-amazon-wrestling-big-ideas-in-a-bruising-workplace.html
http://science.sciencemag.org/content/162/3859/1243
https://www.washingtonpost.com/amphtml/news/capital-weather-gang/wp/2018/09/09/florence-strengthens-to-hurricane-and-poses-extreme-threat-to-southeast-and-mid-atlantic/?__twitter_impression=true
https://www.washingtonpost.com/amphtml/news/capital-weather-gang/wp/2018/09/09/florence-strengthens-to-hurricane-and-poses-extreme-threat-to-southeast-and-mid-atlantic/?__twitter_impression=true
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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 PPI m/m jul 4.1% 4.6% 4.0% ** Equity and bond neutral

CPI m/m aug 2.3% 2.1% 2.1% *** Equity bearish, bond bullish

Japan GDP q/q 2q 3.0% 1.9% 2.6% *** Equity bullish, bond bearish

BoP Current Account Balance m/m jul ¥2.010 tn ¥1.157 tn ¥1.900 tn ** Equity bullish, bond bearish

Trade Balance m/m jul -¥1.0 bn ¥820.5 bn -¥47.7 bn ** Equity and bond neutral

New Zealand Mfg Activity Volume q/q 2q -1.2% 1.4% ** Equity and bond neutral

EUROPE

Eurozone Sentix Investor Confidence m/m 2q 12.0 14.7 14.3 ** Equity bearish, bond bullish

France Bank of France Inustry Sentiment m/m aug 103 101 102 ** Equity and bond neutral

U.K. Industrial Production y/y jul 0.9% 1.1% 1.1% *** Equity bearish, bond bullish

Manufacturing Production y/y jul 1.1% 1.5% 1.4% ** Equity bearish, bond bullish

GDP m/m jul 0.3% 0.1% 0.1% *** Equity bullish, bond bearish

AMERICAS

Mexico CPI y/y aug 4.9% 4.8% 4.9% *** Equity and bond neutral

Canada Unemployment Rate m/m aug 6.0% 5.9% 5.9% *** 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) 233 233 0 Up

3-mo T-bill yield (bps) 209 210 -1 Neutral

TED spread (bps) 24 23 1 Neutral

U.S. Libor/OIS spread (bps) 213 212 1 Up

10-yr T-note (%) 2.94 2.94 0.00 Up

Euribor/OIS spread (bps) -32 -32 0 Neutral

EUR/USD 3-mo swap (bps) 12 13 -1 Down

Currencies Direction

dollar down Neutral

euro up Neutral

yen down Neutral

pound up Neutral

franc down Neutral  
 

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 $77.45 $76.83 0.81% Weather Conditions

WTI $68.23 $67.75 0.71%

Natural Gas $2.78 $2.78 0.11%

Crack Spread $18.55 $18.59 -0.24%

12-mo strip crack $21.04 $21.05 -0.03%

Ethanol rack $1.44 $1.44 -0.08%

Gold $1,193.91 $1,196.93 -0.25%

Silver $14.21 $14.17 0.27%

Copper contract $261.65 $262.25 -0.23%

Corn contract 366.75$       367.00$       -0.07%

Wheat contract 514.25$       511.25$       0.59%

Soybeans contract 847.50$       844.00$       0.41%

Baltic Dry Freight 1490 1484 6

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer to normal temperatures for most of the country, 

with cooler temps in the northwestern region.  Precipitation is expected for the eastern region of 

the country.  Hurricane Florence continues to gain strength and is expected to make landfall on 

the Carolina coast on Friday.  In addition to Hurricane Florence, Hurricane Isaac and Hurricane 

Helene have developed in the Atlantic Ocean.  At this moment, Hurricane Isaac is expected to hit 

the Caribbean islands, whereas Hurricane Helene is not expected to make landfall anywhere.  
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Asset Allocation Weekly Comment 
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 7, 2018 
 

Traditionally, the election season kicks off with Labor Day so, with last Monday’s holiday, the 

election cycle is upon us.  The midterm election year tends to be lackluster for equities until Q4, 

when a strong rally usually develops.   
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The data for this chart is developed by taking the weekly closes for the S&P 500, beginning with 

the first Friday close in 1928.  We index the data over the next four years and then average each 

week across each four-year cycle.  Thus, this graph represents 22 cycles.  The election occurs 

around week 48 in the election year.  On average, the euphoria surrounding the election lasts 

until week 80 (into the summer of the year after the election) when equities become range-

bound.  Some of this pattern is probably due to the inevitable disappointment that a new 

administration can’t implement all the changes it promised.  By the midterm year (third full 

year), equities test the low end of the range into October then begin a multi-month rally that 

persists into the middle of the year after the midterms.  Another range-bound pattern develops 

into the election year. 

 

The following chart shows how the current administration compares to the average.   
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Clearly, the Trump administration has been popular with investors, especially during the first full 

year after the election.  The tax cuts boosted equity prices into Q1 of this year.  However, 

concerns about trade, tightening monetary policy and worries about the midterms have all likely 

conspired to bring a period of consolidation.  Equities have improved recently, making new 

highs.  The range-bound pattern that has emerged this year is consistent with the average election 

cycle pattern, albeit from a higher level. 

 

The key question is whether we will see the typical midterm rally in Q4 through next summer.  

As we discussed last week, although there are worries about political turmoil in the wake of a 

potential change in power in Congress, the political situation, by itself, probably won’t derail the 

bull market.  The primary threat to the bull market is recession and the most likely culprit would 

be overly tight monetary policy.  Given the current pattern of tightening, we don’t expect that to 

be a problem until H2 2019.  Thus, the pattern will probably hold but, given the recent strength 

in equities, we would not necessarily expect the usual 20% rise seen after the midterms.  

However, a more pedestrian rally of 5% to 10% would not be a surprise.  To conclude, we do 

expect a post-midterm rally, perhaps less vigorous than average but a stronger equity market 

nonetheless.   

   
 
 

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 9/7/2018 close) 
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(Source: Bloomberg) 

 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

 

Asset Class Performance – (as of 9/7/2018 close) 
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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. 

 

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), 
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P/E Update 
 

September 7, 2018 
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P/E as of 9/6/2018 = 18.9x

 
 

Based on our methodology,11 the current P/E is 18.9, 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. 

                                                 
11 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. 


