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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: April 8, 2019—9:30 AM EDT]  Global equity markets are generally lower this 

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

was down 0.3% from the prior close.  Chinese markets were lower, with the Shanghai composite 

down 0.1% and the Shenzhen index down 0.6%.  U.S. equity index futures are signaling a flat 

open.   

 

Happy Monday!  Although we are in spring, a massive winter storm is moving over the northern 

plains and will delay planting in the northern Corn Belt.  It will also increase flooding in the 

major river systems in a couple of weeks.  Here is what we are watching: 

 

Elections this week: Israelis go to the polls tomorrow as PM Netanyahu tries to win another 

term.  In Israeli politics, no major party ever wins a majority and must form a coalition 

government with smaller parties.  Although we expect Netanyahu to prevail, he does face a 

formidable opponent in Benny Gantz, a retired general with extensive national security 

experience.  It will likely take a few weeks after the election for a government to be formed.  On 

Thursday, India, the world’s largest democracy, starts the election process that will take several 

weeks to complete.  

 

Brexit: At least on paper, this is the deadline week for Brexit.  In reality, we expect a delay of at 

least until the end of June,1 and perhaps much longer.  PM May and Labour’s Corbyn have been 

talking off and on but no signs of progress have emerged2; the talks themselves have upset party 

leaders on both sides.3  Meanwhile, the EU will also be meeting this week to discuss Brexit.  

French President Macron has been taking a hard line against the U.K. but we doubt his position 

will carry the day.4  The “natural” path is to “kick the can down the road” a bit further.   

 

 

                                                 
1 https://www.bbc.com/news/uk-politics-47825841?wpisrc=nl_todayworld&wpmm=1  
2 https://www.theguardian.com/politics/2019/apr/07/how-cross-party-brexit-talks-left-both-sides-frustrated-
labour-tories and https://www.nytimes.com/2019/04/07/world/europe/theresa-may-brexit-
compromise.html?emc=edit_MBE_p_20190408&nl=morning-
briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1 
3 https://www.ft.com/content/a45bf41e-5935-11e9-939a-
341f5ada9d40?emailId=5caabdd68e66890004718a32&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
4 https://www.ft.com/content/bd91c0a6-5243-11e9-b401-8d9ef1626294  
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China/U.S. trade: Both sides continue to tout progress but admit that hard decisions remain to 

be addressed.5  We continue to expect an agreement to emerge, perhaps by the end of April. 

 

War in Libya?  American forces operating in Libya have been evacuated6 as Gen. Khalifa 

Hifter faces stiff resistance in his march on Tripoli.  Hifter’s forces control the eastern part of 

Libya and last week moved on the western part of the country.  Although it is difficult to 

confirm, it appears that Hifter believed he had arrangements with militias7 in the western regions 

to support his incursion.  Unfortunately, the militia groups splintered, meaning Hifter’s forces are 

facing much more resistance than he expected.  The fighting has given oil prices a boost.8 

 

OPEC: Russia is indicating it may lift oil output in H2 as oil prices trend higher.9  Russian oil 

companies face a tax regime that essentially has a windfall profit tax.  In other words, the higher 

the oil price, the more tax liability Russian oil firms face.10  Thus, support for higher prices tends 

to wane among Russian oil firms as prices rise.  Saudi Arabia, on the other hand, continues to 

press for higher prices.  Also, we reported last week that unnamed Saudi officials were 

threatening to move away from dollar pricing for oil.11  The Saudi oil minister indicated today 

that such a change isn’t going to occur.12  Although we have been supportive of oil prices, at 

current levels, we would expect to see temptations rise for OPEC cheating. 

 

IRGC a terrorist organization?  According to reports, the U.S. is considering naming the 

Iranian Republican Guard Corp a foreign terrorist organization (FTO).13  If the administration 

follows through on the threat, it would be the first time a government entity would be given this 

designation.  The FTO designation would greatly increase the financial sanction tools against 

Iran.  At the same time, it would invite strong retaliation from Iran.14  This designation will 

increase tensions with Iran and would be supportive for oil prices. 

                                                 
5 https://www.wsj.com/articles/u-s-china-tout-progress-vow-to-continue-trade-talks-
11554509376?mod=hp_lead_pos3  
6 https://www.washingtonpost.com/world/middle_east/american-troops-in-libya-moved-out-of-country-as-
violence-escalates-near-capital/2019/04/07/bf754a6c-58b2-11e9-aa83-
504f086bf5d6_story.html?utm_term=.22e373f40e68&wpisrc=nl_todayworld&wpmm=1  
7 https://www.nytimes.com/2019/04/07/world/africa/libya-us-
troops.html?emc=edit_MBE_p_20190408&nl=morning-
briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1  
8 https://www.wsj.com/articles/libyan-crisis-presents-new-worry-for-white-houseand-oil-markets-
11554503741?mod=hp_lista_pos3  
9 https://www.reuters.com/article/us-russia-opec/russia-signals-opec-and-allies-should-raise-oil-output-from-
june-idUSKCN1RK0TW 
10 https://www.nytimes.com/2016/03/24/world/europe/russia-light-on-cash-weighs-risks-of-a-heavy-tax-on-oil-
giants.html  
11 https://www.reuters.com/article/us-saudi-usa-oil-exclusive/exclusive-saudi-arabia-threatens-to-ditch-dollar-oil-
trades-to-stop-nopec-sources-idUSKCN1RH008  
12 https://www.nasdaq.com/article/saudi-arabia-says-no-change-to-policy-of-trading-oil-in-dollars-20190408-
00098  
13 https://www.wsj.com/articles/u-s-to-designate-iranian-guard-corps-a-foreign-terrorist-organization-
11554499401?mod=hp_lead_pos2  
14 https://www.reuters.com/article/us-usa-iran-lawmaker/iran-to-blacklist-u-s-military-if-washington-designates-
guards-as-terrorists-mp-idUSKCN1RI04X?feedType=RSS&feedName=topNews  

https://www.wsj.com/articles/u-s-china-tout-progress-vow-to-continue-trade-talks-11554509376?mod=hp_lead_pos3
https://www.wsj.com/articles/u-s-china-tout-progress-vow-to-continue-trade-talks-11554509376?mod=hp_lead_pos3
https://www.washingtonpost.com/world/middle_east/american-troops-in-libya-moved-out-of-country-as-violence-escalates-near-capital/2019/04/07/bf754a6c-58b2-11e9-aa83-504f086bf5d6_story.html?utm_term=.22e373f40e68&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/american-troops-in-libya-moved-out-of-country-as-violence-escalates-near-capital/2019/04/07/bf754a6c-58b2-11e9-aa83-504f086bf5d6_story.html?utm_term=.22e373f40e68&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/american-troops-in-libya-moved-out-of-country-as-violence-escalates-near-capital/2019/04/07/bf754a6c-58b2-11e9-aa83-504f086bf5d6_story.html?utm_term=.22e373f40e68&wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/04/07/world/africa/libya-us-troops.html?emc=edit_MBE_p_20190408&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.nytimes.com/2019/04/07/world/africa/libya-us-troops.html?emc=edit_MBE_p_20190408&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.nytimes.com/2019/04/07/world/africa/libya-us-troops.html?emc=edit_MBE_p_20190408&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.wsj.com/articles/libyan-crisis-presents-new-worry-for-white-houseand-oil-markets-11554503741?mod=hp_lista_pos3
https://www.wsj.com/articles/libyan-crisis-presents-new-worry-for-white-houseand-oil-markets-11554503741?mod=hp_lista_pos3
https://www.reuters.com/article/us-russia-opec/russia-signals-opec-and-allies-should-raise-oil-output-from-june-idUSKCN1RK0TW
https://www.reuters.com/article/us-russia-opec/russia-signals-opec-and-allies-should-raise-oil-output-from-june-idUSKCN1RK0TW
https://www.nytimes.com/2016/03/24/world/europe/russia-light-on-cash-weighs-risks-of-a-heavy-tax-on-oil-giants.html
https://www.nytimes.com/2016/03/24/world/europe/russia-light-on-cash-weighs-risks-of-a-heavy-tax-on-oil-giants.html
https://www.reuters.com/article/us-saudi-usa-oil-exclusive/exclusive-saudi-arabia-threatens-to-ditch-dollar-oil-trades-to-stop-nopec-sources-idUSKCN1RH008
https://www.reuters.com/article/us-saudi-usa-oil-exclusive/exclusive-saudi-arabia-threatens-to-ditch-dollar-oil-trades-to-stop-nopec-sources-idUSKCN1RH008
https://www.nasdaq.com/article/saudi-arabia-says-no-change-to-policy-of-trading-oil-in-dollars-20190408-00098
https://www.nasdaq.com/article/saudi-arabia-says-no-change-to-policy-of-trading-oil-in-dollars-20190408-00098
https://www.wsj.com/articles/u-s-to-designate-iranian-guard-corps-a-foreign-terrorist-organization-11554499401?mod=hp_lead_pos2
https://www.wsj.com/articles/u-s-to-designate-iranian-guard-corps-a-foreign-terrorist-organization-11554499401?mod=hp_lead_pos2
https://www.reuters.com/article/us-usa-iran-lawmaker/iran-to-blacklist-u-s-military-if-washington-designates-guards-as-terrorists-mp-idUSKCN1RI04X?feedType=RSS&feedName=topNews
https://www.reuters.com/article/us-usa-iran-lawmaker/iran-to-blacklist-u-s-military-if-washington-designates-guards-as-terrorists-mp-idUSKCN1RI04X?feedType=RSS&feedName=topNews
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Cain for the FOMC: The establishment backlash against Herman Cain continues, while the 

administration continues to back his appointment.15  The FT is warning that the administration 

may take an even more aggressive line against the FOMC and directly threaten the Fed’s 

independence by firing Chair Powell.16  On the one hand, we rather doubt that President Trump 

would take such aggressive action against Powell.  On the other hand, the fact that a well-

respected financial paper would even suggest such an attack is possible is remarkable by itself.  

As we have noted before, central bank independence is not scriptural.  There is nothing sacred 

about central bank independence.  In fact, such stature is instrumental; if you want low inflation, 

an independent central bank is helpful to that effort.  But, if your goal is to reflate then an 

independent central bank can impede that process.  If the goal is reflation, a less independent 

FOMC would make sense. 

 

China’s foreign reserves: China’s foreign reserves rose $8.6 bn in March.17  For the most part, 

reserve levels remain steady. 
 

 
 

Chart du jour: We have noticed that retail wage growth has been very strong recently. 

 

                                                 
15 https://www.wsj.com/articles/herman-cain-expects-cumbersome-scrutiny-if-he-is-nominated-to-fed-board-
11554559518?mod=hp_lead_pos1  
16 https://www.ft.com/content/d04270c6-57a5-11e9-a3db-1fe89bedc16e 
17 https://www.reuters.com/article/us-china-economy-forex-reserve/chinas-march-forex-reserves-rise-to-seven-
month-high-idUSKCN1RJ05Q 

https://www.wsj.com/articles/herman-cain-expects-cumbersome-scrutiny-if-he-is-nominated-to-fed-board-11554559518?mod=hp_lead_pos1
https://www.wsj.com/articles/herman-cain-expects-cumbersome-scrutiny-if-he-is-nominated-to-fed-board-11554559518?mod=hp_lead_pos1
https://www.ft.com/content/d04270c6-57a5-11e9-a3db-1fe89bedc16e
https://www.reuters.com/article/us-china-economy-forex-reserve/chinas-march-forex-reserves-rise-to-seven-month-high-idUSKCN1RJ05Q
https://www.reuters.com/article/us-china-economy-forex-reserve/chinas-march-forex-reserves-rise-to-seven-month-high-idUSKCN1RJ05Q
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At the end of 2017, wage growth in retail was only about 1.0%.  Since then, it has soared to 

nearly 5.0% annual growth, far exceeding overall private sector wage growth.  Two factors 

appear to be driving the rise.  First, state and local government regulations have been boosting 

minimum wage laws.  This action, coupled with announced pay increases by high-profile firms, 

is lifting retail wages.  Second, anecdotally, there is evidence to suggest that tightening labor 

markets are forcing retailers to boost pay.18 

 

U.S. Economic Releases 
 

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

economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 Factory Orders m/m feb -0.5% 0.1% **

10:00 Factory Orders ex Trans m/m feb -0.2% **

10:00 Durable Goods Orders m/m feb -1.6% -1.6% **

10:00 Durable Goods Orders ex Transportation m/m feb 0.1% 0.1% **

10:00 Cap Goods Orders Nondef Ex Air m/m feb -0.1% **

10:00 Cap Goods Ship Nondef Ex Air m/m feb 0.0% **

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 

                                                 
18 https://www.axios.com/newsletters/axios-markets-3dc392f3-edf6-46fe-9177-4688f4bb2f8b.html  see #2 

https://www.axios.com/newsletters/axios-markets-3dc392f3-edf6-46fe-9177-4688f4bb2f8b.html
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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 Foreign Reserves m/m mar $3.099 bn $3.090 bn $3.090 bn ** Equity bullish, bond bearish

Japan BoP Current Account Balance m/m mar ¥1.958 tn ¥1.833 tn ¥1.921 tn ** Equity bullish, bond bearish

Bankruptcies y/y mar -16.1% -4.5% ** Equity bearish, bond bullish

Consumer Confidence Index m/m mar 40.5 41.5 41.5 *** Equity bearish, bond bullish

Eco Watchers Survey Current Situation m/m mar 44.8 47.5 47.8 ** Equity bearish, bond bullish

Eco Watchers Survey Outlook m/m mar 48.6 48.9 49.1 ** Equity bearish, bond bullish

Australia ANZ Job Advertisements m/m mar -1.7% -0.9% * Equity bearish, bond bullish

EUROPE

Eurozone Sentix Investor Confidence m/m apr -0.3 -2.2 -2.0 *** Equity and bond neutral

Germany Trade Balance m/m feb 17.900 bn 14.500 bn 16.000 bn ** Equity bullish, bond bearish

Current Account Balance m/m feb 16.300 bn 18.300 bn 19.000 bn ** Equity and bond neutral

France Bank of France Industry Sentiment m/m mar 100 101 101 ** Equity and bond neutral

UK BoE/TNS Inflation Next 12 months m/m feb 3.2% 3.2% ** Equity and bond neutral

Switzerland Total Sight Deposits CHF m/m apr 576.3 bn 576.1 bn * Equity and bond neutral

Domestic Sights Deposits CHF m/m apr 485.5 bn 488.5 bn * Equity and bond neutral

AMERICAS

Mexico Vehicle Production m/m mar 346873 311833 ** Equity and bond neutral

Vehicle Exports m/m mar 323631 271075 ** Equity and bond neutral

Canada Net Change in Employment m/m mar -7.2k 55.9k 6.0k ** Equity and bond bearish

Unemployment Rate m/m mar 5.8% 5.8% 5.8% *** Equity and bond neutral

Hourly Wage Rate Permanent m/m mar 2.3% 2.2% 2.2% *** Equity and bond neutral

Brazil FGV Inflation IGP-DI y/y mar 8.3% 7.7% 8.3% *** 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) 259 259 0 Up

3-mo T-bill yield (bps) 237 238 -1 Neutral

TED spread (bps) 22 21 1 Neutral

U.S. Libor/OIS spread (bps) 240 240 0 Up

10-yr T-note (%) 2.50 2.50 0.00 Neutral

Euribor/OIS spread (bps) -31 -31 0 Neutral

EUR/USD 3-mo swap (bps) 16 15 1 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Neutral

pound up Neutral

franc flat Neutral  
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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 $70.66 $70.34 0.45%

WTI $63.36 $63.08 0.44%  

Natural Gas $2.67 $2.66 0.11%  

Crack Spread $20.78 $20.60 0.88%

12-mo strip crack $17.26 $17.15 0.64%

Ethanol rack $1.46 $1.46 0.00%

Gold $1,297.95 $1,291.76 0.48%

Silver $15.17 $15.11 0.42%

Copper contract $292.05 $289.45 0.90%

Corn contract 362.25$       362.50$       -0.07%

Wheat contract 463.00$       467.75$       -1.02%

Soybeans contract 899.75$       899.00$       0.08%

Baltic Dry Freight 711 699 12

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts shows cooler temps for most of the country.  Precipitation is 

expected for most of the country. 
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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.  
 

April 5, 2019 
 

Mortgage-backed securities have rather odd characteristics compared to Treasuries.  At their 

most basic level, mortgages are bonds—prices are inversely related to yields.  The pricing on 

mortgages assumes a certain level of refinancing activity.  However, when yields rise, expected 

mortgage duration tends to extend because mortgage holders are less likely to refinance.  When 

yields fall, expected duration shortens as mortgage holders replace their existing mortgages with 

new ones at lower rates.  Usually, mortgage bonds tend to act like options; they act “normal” 

within a certain range of yields, but duration adjustments occur if yields change above a given 

range. 

 

Some bond fund managers are required to maintain a given duration level.  If the manager is 

holding mortgages and refinancing activity rises then the fund’s duration could shorten.  This 

would require the manager to take steps to re-extend duration.  A fast way to accomplish this 

goal would be to buy long-duration Treasury futures.  These instruments are liquid and generally 

have a set duration.   

 

In general, refinancing tends to take place when interest rates fall below the level of the current 

mortgage, taking closing costs into account.   
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The chart on the left shows the 10-year T-note yield; we have regressed a time trend through the 

data.  Clearly, yields have been on a downward path since 1990.  The chart on the right shows 

the 10-year T-note yield less trend on the lower line and the mortgage refinancing index on the 

upper line.  Evidently, refinancing activity tends to rise when rates are below trend.  Since 2016, 

the steady rise in rates relative to trend has depressed refinancing.  However, we have seen a lift 

in refinancing recently.  On the one hand, the dip in rates doesn’t look like enough to overcome 
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closing costs.  On the other hand, paying a higher rate on a new mortgage may be the only way a 

homeowner can capture price appreciation.   

 

 
 

This chart shows the ratio of the new rate to the old rate.  When the old rate is higher than the 

new rate, the ratio is less than 1.0.  Note that this ratio is now at a new record high.  Essentially, 

buyers are refinancing at a less advantageous rate to extract home equity. 

 

We suspect the most important factors of the recent bond rally have been changes in monetary 

policy expectations and reduced inflation fears.  But, the rise in refinancing has likely played a 

role as well.  We doubt that the attractiveness of locking in a higher mortgage rate will continue 

indefinitely, therefore this bullish factor should dissipate in the coming weeks.   

 

 

 

 
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 4/5/2019 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 4/5/2019 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 
 

April 4, 2019 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 4/3/2019 = 18.5x

 
 

Based on our methodology,19 the current P/E is 18.5x, up from 17.8x last week.  With the 

beginning of Q2, we have adjusted the four-quarter moving total and the average value for the 

S&P.  The jump in the multiple is mostly due to the recent rise in the index. 
 
 
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. 

                                                 
19 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 (Q3 and Q4) and two estimates (Q1 and Q2). 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. 


