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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 10, 2019—9:30 AM EDT]  Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.3% from the last close.  In Asia, the MSCI Asia Apex 50 

was up 0.2% from the prior close.  Chinese markets were mixed, with the Shanghai composite up 

0.1% and the Shenzhen index down 0.2%.  U.S. equity index futures are signaling a higher open.  

 

It’s a very quiet morning in front of some important news today.  Brexit, the ECB meeting and 

Fed minutes are all on tap this morning.  Here is what we are watching: 

 

ECB: The ECB has pushed the first rate hike into next year (and it will be unlikely even then).  

Other than that, everything else remains unchanged.  The ECB is in a difficult spot.  The EU 

economy is clearly slowing, but with its policy rate already negative it’s not clear if additional 

cuts will help.  And, new aggressive actions might have a “whiff of panic."  In the press 

conference, ECB President Draghi intimated that the central bank has policy tools to ease 

further; the markets are taking his comments as dovish as the EUR has weakened. 

 

Brexit: PM May has met with French President Macron and German Chancellor Merkel.  The 

EU intends to offer a long extension, to perhaps the end of the year or the end of Q1 2020, with 

the option of leaving before the deadline if a deal is reached.1  The EU wants a longer deadline 

because it doesn’t want another year of monthly cliffhangers.  This is a nightmare outcome for 

the Brexit crowd; the longer the break is delayed, the more likely it is that the U.K. never leaves.  

At the same time, it’s hard to see how PM May can stick around with such a long deadline.  

However, she is nothing if not tenacious and because she has already won a leadership vote the 

Tories are sort of stuck with her until December. 

 

Fed minutes: There will be great interest in seeing any comments on how policy reversed, but 

given the sanitized nature of this report we doubt any real insight will emerge.  We will have to 

wait until 2024 when the actual transcripts are released to hear what really happened.  The other 

item of interest is the FOMC’s adjustment of its inflation target policy.  Vice Chair Clarida 

suggested in discussions yesterday that the Fed might allow inflation to run above target for a 

period if it had been below target previously.2  This policy change would allow the Fed to be 

more dovish and signal to markets that breaking the 2% target would not necessarily mean an 

immediate move to tighten.  In early June, the Fed will hold a conference in Chicago on the 

inflation targeting issue. 

                                                 
1 https://finance.yahoo.com/news/eu-poised-grant-britain-long-brexit-delay-emergency-summit-053526295.html 
2 https://www.wsj.com/articles/fed-to-review-inflation-targeting-policy-tools-and-communications-
11554849900?mod=hp_major_pos10  
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China/EU summit: By all accounts, China caved to EU demands.3  The agreement4 pretty much 

gave the EU everything it asked for, including meetings on human rights, reductions in industrial 

subsidies5 and reduced technology transfers.6  Although diplomats are lauding the meeting as a 

“win-win,” in reality, the EU was prepared to exit the meeting due to the lack of progress.7  

China could not afford a two-front war on trade and thus the EU likely benefited from the 

difficult U.S./China trade negotiations. 

 

The IMF and trade: Yesterday, we noted that the IMF had lowered global growth estimates.  

The fund noted that one of the uncertainties surrounding the forecast was trade policy.  What the 

world is struggling to understand is that the U.S. is fundamentally changing its trade policy.  This 

may be the biggest change in U.S. trade policy since Nixon closed the gold window and ended 

the Bretton Woods system.  The Nixon administration faced an external accounts problem.  By 

closing the gold window and floating the dollar, Nixon forced the adjustment on foreign nations.  

However, the cost was inflation.  Under Reagan and his successors, the U.S. position was shifted 

to open trade to weaken inflation.  Thus, globalization was supported to contain prices.  Trump is 

shifting this policy to reduce the external balance but, unlike Nixon, he is mostly using tariffs8 

instead of dollar weakness (Nixon also used tariffs but mostly relied on currency depreciation).  

However, we expect the current administration to eventually seek dollar weakness.  A significant 

way to weaken the dollar is to undermine the perception of Fed independence; the proposals to 

add Herman Cain and Stephen Moore could be related to this goal.9  Nixon also undermined Fed 

independence in a public campaign to embarrass Fed Chair Burns.  Even if Cain and Moore are 

not appointed,10 the die has already been cast.  If the president gives up on both, he can more 

easily appoint conventional doves (current Fed Presidents Bullard and Kashkari would be my 

recommendation) to the open governor positions.  This outcome would not meet Trump’s aim of 

loyalty, but it would give him the same outcome without the drama. 

 

 

                                                 
3 https://www.politico.eu/article/eu-china-summit-result-assist-donald-
trump/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-
EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489 
4 https://www.consilium.europa.eu/media/39020/euchina-joint-statement-
9april2019.pdf?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-
EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489 
5 https://www.reuters.com/article/us-eu-china/assertive-eu-to-face-resistant-china-at-trade-focused-summit-
idUSKCN1RL00B 
6 https://www.ft.com/content/4a37a40c-5add-11e9-9dde-
7aedca0a081a?emailId=5cad621b558ee20004214ea7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
7 https://www.scmp.com/news/china/diplomacy/article/3005470/joint-statement-threat-eu-diplomats-nearly-
walked-out-talks?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-
EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489  
8 https://finance.yahoo.com/news/trump-message-world-trade-wars-204544517.html 
9 https://finance.yahoo.com/news/why-trump-wants-to-manipulate-the-federal-reserve-123602758.html 
10 https://www.politico.com/story/2019/04/09/herman-cain-federal-reserve-trump-1264072 

https://www.politico.eu/article/eu-china-summit-result-assist-donald-trump/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.politico.eu/article/eu-china-summit-result-assist-donald-trump/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.politico.eu/article/eu-china-summit-result-assist-donald-trump/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.consilium.europa.eu/media/39020/euchina-joint-statement-9april2019.pdf?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.consilium.europa.eu/media/39020/euchina-joint-statement-9april2019.pdf?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.consilium.europa.eu/media/39020/euchina-joint-statement-9april2019.pdf?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.reuters.com/article/us-eu-china/assertive-eu-to-face-resistant-china-at-trade-focused-summit-idUSKCN1RL00B
https://www.reuters.com/article/us-eu-china/assertive-eu-to-face-resistant-china-at-trade-focused-summit-idUSKCN1RL00B
https://www.ft.com/content/4a37a40c-5add-11e9-9dde-7aedca0a081a?emailId=5cad621b558ee20004214ea7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/4a37a40c-5add-11e9-9dde-7aedca0a081a?emailId=5cad621b558ee20004214ea7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.scmp.com/news/china/diplomacy/article/3005470/joint-statement-threat-eu-diplomats-nearly-walked-out-talks?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.scmp.com/news/china/diplomacy/article/3005470/joint-statement-threat-eu-diplomats-nearly-walked-out-talks?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.scmp.com/news/china/diplomacy/article/3005470/joint-statement-threat-eu-diplomats-nearly-walked-out-talks?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://finance.yahoo.com/news/trump-message-world-trade-wars-204544517.html
https://finance.yahoo.com/news/why-trump-wants-to-manipulate-the-federal-reserve-123602758.html
https://www.politico.com/story/2019/04/09/herman-cain-federal-reserve-trump-1264072
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Oil news: Uncertainty surrounding Libya remains elevated as General Hifter continues to move 

on Tripoli.11  While we would not be surprised to see Hifter gain control of the capital, his 

actions will probably not stabilize oil production as militia groups continue to operate despite 

Hifter’s march on the western parts of Libya.  Meanwhile, Iraqi oil output unexpectedly fell12 

and Venezuelan output plunged 0.5 mbpd in March to 960 kbpd.  All this news is supportive for 

oil prices. 

 

Israel elections: Although the two major right-wing party groups each won 35 seats in the 

Knesset,13 it appears PM Netanyahu will be able to put together a government.14  This will make 

him the longest serving PM in Israel’s history.   

 

A conflict with Italy?  Italy has raised its deficit/GDP projections on forecasts of weaker 

economic growth.15  The EU is apparently not taking this news well and is making noise about 

rejecting Rome’s spending plans.16  We don’t expect the EU to follow through but a conflict with 

Italy will further boost populism in Europe.  In addition, fiscal expansion is exactly what the EU 

needs so punishing Italy is counterproductive.  

 

U.S. Economic Releases 
 

MBA mortgage applications fell 5.6% from the prior week.  Purchases rose by 0.5%, while 

refinancing fell by 11.4% from the prior week.  The 30-year fixed rate mortgage increased by 4 

bps from 4.36% to 4.40%. 

 

CPI was in line with expectations, rising 0.4% from the prior month.  Core CPI came in below 

expectations, rising 0.1% from the prior month compared to the forecast of 0.2%. 

 

                                                 
11 https://www.washingtonpost.com/world/africa/the-west-and-its-allies-legitimized-a-renegade-libyan-general-
then-they-remained-silent-as-he-marched-on-the-capital/2019/04/09/a9a402ae-5a2a-11e9-98d4-
844088d135f2_story.html?utm_term=.5a5c2effdd24&wpisrc=nl_todayworld&wpmm=1 
12 https://www.spglobal.com/platts/en/market-insights/latest-news/oil/040919-iraqi-mar-crude-output-falls-
45000-b-d-to-45-million-b-d-somo  
13 https://www.washingtonpost.com/world/israeli-elections-to-decide-netanyahus-fateas-voters-head-to-the-
polls/2019/04/08/df9859b2-5a18-11e9-98d4-844088d135f2_story.html?wpisrc=nl_todayworld&wpmm=1 
14 https://www.nytimes.com/2019/04/09/world/middleeast/israel-election-
results.html?action=click&emc=edit_MBE_p_20190410&module=Top+Stories&nl=morning-
briefing&nlid=56772670410&pgtype=Homepage&section=topNews&te=1 
15 https://www.ft.com/content/c48db112-5af9-11e9-9dde-
7aedca0a081a?emailId=5cad621b558ee20004214ea7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
16 https://www.politico.eu/article/italy-bigger-budget-deficit-that-may-provoke-brussels-european-
commission/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-
EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489 

https://www.washingtonpost.com/world/africa/the-west-and-its-allies-legitimized-a-renegade-libyan-general-then-they-remained-silent-as-he-marched-on-the-capital/2019/04/09/a9a402ae-5a2a-11e9-98d4-844088d135f2_story.html?utm_term=.5a5c2effdd24&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/africa/the-west-and-its-allies-legitimized-a-renegade-libyan-general-then-they-remained-silent-as-he-marched-on-the-capital/2019/04/09/a9a402ae-5a2a-11e9-98d4-844088d135f2_story.html?utm_term=.5a5c2effdd24&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/africa/the-west-and-its-allies-legitimized-a-renegade-libyan-general-then-they-remained-silent-as-he-marched-on-the-capital/2019/04/09/a9a402ae-5a2a-11e9-98d4-844088d135f2_story.html?utm_term=.5a5c2effdd24&wpisrc=nl_todayworld&wpmm=1
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/040919-iraqi-mar-crude-output-falls-45000-b-d-to-45-million-b-d-somo
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/040919-iraqi-mar-crude-output-falls-45000-b-d-to-45-million-b-d-somo
https://www.washingtonpost.com/world/israeli-elections-to-decide-netanyahus-fateas-voters-head-to-the-polls/2019/04/08/df9859b2-5a18-11e9-98d4-844088d135f2_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/israeli-elections-to-decide-netanyahus-fateas-voters-head-to-the-polls/2019/04/08/df9859b2-5a18-11e9-98d4-844088d135f2_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/04/09/world/middleeast/israel-election-results.html?action=click&emc=edit_MBE_p_20190410&module=Top+Stories&nl=morning-briefing&nlid=56772670410&pgtype=Homepage&section=topNews&te=1
https://www.nytimes.com/2019/04/09/world/middleeast/israel-election-results.html?action=click&emc=edit_MBE_p_20190410&module=Top+Stories&nl=morning-briefing&nlid=56772670410&pgtype=Homepage&section=topNews&te=1
https://www.nytimes.com/2019/04/09/world/middleeast/israel-election-results.html?action=click&emc=edit_MBE_p_20190410&module=Top+Stories&nl=morning-briefing&nlid=56772670410&pgtype=Homepage&section=topNews&te=1
https://www.ft.com/content/c48db112-5af9-11e9-9dde-7aedca0a081a?emailId=5cad621b558ee20004214ea7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c48db112-5af9-11e9-9dde-7aedca0a081a?emailId=5cad621b558ee20004214ea7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/italy-bigger-budget-deficit-that-may-provoke-brussels-european-commission/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.politico.eu/article/italy-bigger-budget-deficit-that-may-provoke-brussels-european-commission/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
https://www.politico.eu/article/italy-bigger-budget-deficit-that-may-provoke-brussels-european-commission/?utm_source=POLITICO.EU&utm_campaign=9f233a4c90-EMAIL_CAMPAIGN_2019_04_10_05_01&utm_medium=email&utm_term=0_10959edeb5-9f233a4c90-190334489
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The chart above shows the year-over-year change in headline CPI and core CPI.  Headline CPI 

and core CPI rose 1.5% and 2.0%, respectively.   

 

We note that core inflation is running below our NY FRB inflation index forecast model. 
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This deviation is rather substantial; the last time the model was signaling higher core inflation 

while actual inflation was falling was in 2008-09.  This inflation weakness should keep the 

FOMC on hold. 

 

Real average weekly earnings rose by 1.3% from the prior year, while real average hourly 

earnings rose 1.3% from the prior year for all workers and 1.6% for non-supervisory workers.  
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The chart above shows real average hourly earnings for production and nonsupervisory workers.   
 

The table below lists the economic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m mar -$181.0 bn -$208.7 bn **

EST Speaker or event

11:50 Randal Quarles Takes Part in FSB Roundtables  U.S. Federal Reserve Vice Chairman for Supervision

14:00 FOMC Meeting Minutes

Fed speakers or events

Economic Releases

Federal Reserve Board

District or position

 
 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

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

ASIA-PACIFIC

Japan PPI m/m mar 1.3% 0.8% 1.0% ** Equity bearish, bond bullish

Core Machine Orders m/m feb 1.8% -5.4% 2.8% ** Equity bearish, bond bullish

Bank Lending Incl Trusts y/y mar 2.4% 2.3% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y mar 2.5% 2.4% ** Equity and bond neutral

Machine Tool Orders y/y mar -28.5% -29.3% ** Equity and bond bearish

Australia Westpac Consumer Confidence m/m apr 1.9% -4.8% * Equity and bond neutral

EUROPE

Italy Industrial Production y/y feb 0.9% -0.8% -1.1% *** Equity bullish, bond bearish

France Industrial Production y/y feb 0.6% 1.7% -0.2% *** Equity bullish, bond bearish

Manufacturing Production y/y feb 2.8% 0.9% 1.0% *** Equity bullish, bond bearish

UK Trade Balance m/m feb -4.860 bn -3.825 bn -3.789 bn ** Equity and bond bearish

Industrial Production y/y feb 0.1% -0.9% -0.9% *** Equity bullish, bond bearish

Manufacturing Production y/y feb 0.6% -1.1% -0.6% *** Equity bullish, bond bearish

Construction Output y/y feb 3.3% 1.8% 2.3% ** Equity bullish, bond bearish

GDP m/m feb 0.2% 0.5% 0.0% *** Equity bullish, bond bearish

Index of Services m/m feb 0.1% 0.3% 0.1% ** Equity and bond neutral

Russia Current Account Balance q/q 1q 32.800 bn 38.400 bn 31.000 bn ** Equity bullish, bond bearish

AMERICAS

Mexico CPI y/y mar 4.0% 3.9% 4.0% *** Equity and bond neutral

International Reserves Weekly w/w apr $176.466 bn $176.649 bn * Equity and bond neutral

Brazil Retail Sales y/y feb 3.9% 1.9% 2.9% *** Equity bullish, bond bearish  
 

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) 258 259 -1 Up

3-mo T-bill yield (bps) 237 237 0 Neutral

TED spread (bps) 22 23 -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 17 -1 Down

Currencies Direction

dollar down Neutral

euro up Up

yen down Neutral

pound up Neutral

franc flat Neutral

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.400% -0.400% -0.400% 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 $70.96 $70.61 0.50%

WTI $64.44 $63.98 0.72%  

Natural Gas $2.70 $2.70 0.04%  

Crack Spread $21.34 $20.85 2.37%

12-mo strip crack $17.50 $17.33 1.00%

Ethanol rack $1.46 $1.46 -0.16%

Gold $1,303.42 $1,304.10 -0.05%

Silver $15.26 $15.22 0.25%

Copper contract $293.10 $293.40 -0.10%

Corn contract 361.25$       360.00$       0.35%

Wheat contract 459.25$       459.50$       -0.05%

Soybeans contract 898.00$       898.75$       -0.08%

Baltic Dry Freight 725 714 11

Actual Expected Difference

Crude (mb) 2.5

Gasoline (mb) -2.0

Distillates (mb) -1.5

Refinery run rates (%) 1.00%

Natural gas (bcf) 33.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

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 4/9/2019 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 4/9/2019 close) 

 

0.0% 5.0% 10.0% 15.0% 20.0%

Cash

US Government Bond
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US High Yield

Commodities

Foreign Developed ($)

Emerging Markets (local currency)
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Large Cap
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YTD Asset Class Total Return

Source: Bloomberg

  
 

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), 



 

 

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

www.confluenceinvestment.com 

11 

 

P/E Update 
 

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

 
 

Based on our methodology,17 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. 

                                                 
17 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. 


