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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 15, 2019—9:30 AM EDT]  Global equity markets are generally mixed this 

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

was up 0.1% from the prior close.  Chinese markets were lower, with the Shanghai composite 

down 0.3% and the Shenzhen index down 0.8%.  U.S. equity index futures are signaling a flat 

open.  

 

Happy Tax Day!  It’s a quiet start to a short week.  Here is what we are watching: 

 

A Chinese anniversary: This is the 30th anniversary of the death of Hu Yaobang, a reformist 

leader in the late 1980s.  Deng had supported the rise of Hu, who was implementing market 

reforms, to the chagrin of the traditional communist party elders.  Deng appointed him general 

secretary in 1982.  In 1987, student unrest led to him being fired from his post in January 1987 

and he died two years later.  His death triggered the Tiananmen Square protests in 1989 that 

threatened the CPC and eventually led to a harsh repression.  Expect the Xi government to 

attempt to either quash any remembrances of Hu or only allow carefully stage-managed 

celebrations of this anniversary. 

 

U.S./China trade: Treasury Secretary Mnuchin indicated that the U.S. and China are nearing the 

final round of concluding issues.1  Although Mnuchin avoided discussing details of the 

negotiations, a few items did emerge.  First, negotiators are apparently considering the possibility 

that the U.S. could face “repercussions” from not living up to the U.S. side of the bargain.  In 

other words, if the U.S. fails to meet the terms of the agreement, it is possible that China could 

implement retaliatory actions, e.g., quotas, tariffs, etc.2  We are somewhat surprised the U.S. 

would accept such a deal, even though it seems fair on the surface.  We note that both Lighthizer 

and Navarro have argued that China has no right to retaliate with tariffs because the U.S. is 

simply reacting to earlier Chinse trade impediments.  Thus, this concession, if true, does suggest 

the U.S. wants an agreement.  Second, there are reports that the U.S. has also given in to China’s 

industrial subsidies.3  China’s subsidies allow it to produce goods at prices below those of 

foreign competitors, giving it the ability to gain market share.4  Third, one of Mnuchin’s aims, 

reducing the ability of foreign nations to manipulate their currencies to offset the impact of 

                                                 
1 https://www.wsj.com/articles/mnuchin-says-trade-talks-near-final-round-11555188048?mod=hp_lead_pos7 
2 https://www.ft.com/content/9d363b28-5e5c-11e9-b285-3acd5d43599e 
3 https://www.reuters.com/article/us-usa-trade-china-exclusive/exclusive-u-s-waters-down-demand-china-ax-
subsidies-in-push-for-trade-deal-sources-idUSKCN1RR02X 
4 https://www.reuters.com/article/us-usa-solar/chinas-solar-subsidy-cuts-erode-the-impact-of-trump-tariffs-
idUSKCN1LF18K 
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tariffs, is apparently in the agreement.5  In theory, this position makes sense; in practice, it’s hard 

to execute.  We continue to closely watch Lighthizer; he is a trade hawk with clear ideas on how 

he wants to change the U.S./China trade relationship.  He will not make a deal with China for 

political expediency.  If the White House pressures him to make an agreement he dislikes, we 

would not be at all surprised to see him resign.6 

 

Finnish elections:  The Finns went to the polls this weekend7 and, consistent with what we have 

seen in the rest of Europe, the outcome showed deep divisions within Finnish society.  The 

center-left, center-right and populist right ended the vote with a near tie.  The center-left Social 

Democrats won 17.7% of the vote (+1.2% from 2015) and claimed 40 seats out of 200.  That was 

a six-seat improvement.  The populist right Finns Party won 17.5% of the vote (-0.2% from 

2015) and 39 seats, gaining one seat.  The National Coalition Party, a center-right group, took 

17.0% of the vote (-1.2% from 2015) and 38 seats, a one-seat improvement.  The Center party, a 

centrist farm party, took 13.8% of the vote (-7.3% from 2015) at 31 seats.  That was a loss of 18 

seats from 2011.  The Greens won 11.5% of the vote (+3.0% from 2015) and 20 seats, a five-seat 

improvement.  Finally, the Left alliance won 8.2% (+1.1% from 2015) and 16 seats, a four-seat 

gain.  Various minor parties captured 16 seats.   

 

There is no obvious path to 101 seats because the mainstream parties are uncomfortable with 

forming a government with the Finns Party.  Keeping the Finns Party out of government forces a 

“grand coalition” structure, similar to what we’ve seen in Germany.  Such governments tend to 

be unwieldy.  We expect the process of forming a government to take weeks.  But, the bigger 

issue remains the rise of populism and the inability of the establishment parties to successfully 

co-opt the movements around Europe. 

 

More on Asian Swine Fever (ASF): As ASF continues to adversely affect the Chinese pork 

market, analysts are beginning to calculate the impact.  China is the third largest consumer, per 

capita, of pork.  However, due to its large population, the impact of China is massive.  ASF is a 

deadly disease to pigs; once infected, whole herds are quickly lost.  Simply put, there aren’t 

enough pigs in the rest of the world to offset the losses in Asia.8  And, the effects are ongoing.  

The current loss of herds is curtailing future supply as farmers in China are reluctant to restart 

herd building.  The jump in prices will tend to boost production elsewhere, but there is a natural 

cycle that must be accommodated. 

 

                                                 
5 https://www.wsj.com/articles/u-s-china-trade-pact-takes-aim-at-currency-manipulation-11555074003 
6 https://www.ft.com/content/532fd236-5cd7-11e9-9dde-7aedca0a081a 
7 https://www.ft.com/content/69b66888-5ef5-11e9-b285-
3acd5d43599e?emailId=5cb404a5316b1d0004e6714f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
8 https://www.bloomberg.com/news/articles/2019-04-11/hog-apocalypse-in-china-leaves-farmers-fortifying-
pigsties 

https://www.wsj.com/articles/u-s-china-trade-pact-takes-aim-at-currency-manipulation-11555074003
https://www.ft.com/content/532fd236-5cd7-11e9-9dde-7aedca0a081a
https://www.ft.com/content/69b66888-5ef5-11e9-b285-3acd5d43599e?emailId=5cb404a5316b1d0004e6714f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/69b66888-5ef5-11e9-b285-3acd5d43599e?emailId=5cb404a5316b1d0004e6714f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bloomberg.com/news/articles/2019-04-11/hog-apocalypse-in-china-leaves-farmers-fortifying-pigsties
https://www.bloomberg.com/news/articles/2019-04-11/hog-apocalypse-in-china-leaves-farmers-fortifying-pigsties
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(Source: Barchart) 

 

The ripple effects are starting to show up in the grain markets.  Until herds expand elsewhere, 

demand for grain will decline, especially soybeans.  Complicating matters is that planting for 

corn will likely be delayed due to this weekend’s blizzard; the longer corn planting is delayed, 

the greater the likelihood that acres will shift to soybeans.9 

 

Venezuela: The key to the U.S. policy of ousting Maduro is getting the military to turn on the 

incumbent.  So far, the military has stayed loyal.  Why?  Most likely, Cuban intelligence 

operatives.10 

 

The Fed: There were a number of comments on the Fed over the weekend.  As we noted last 

week, Herman Cain’s nomination is under pressure.  There is clear establishment opposition to 

the politicization of the Fed.11  The president hammered on the central bank over the weekend.12  

Starting later today, we will publish the first edition in a new WGR three-part series on the 

interaction of the Fed on American hegemony.  Essentially, it’s all about the ability of the U.S. to 

impose at least part of the costs of domestic economic adjustment the world.  Stay tuned… 

 

U.S. Economic Releases 
 

Empire manufacturing came in above expectations at 10.1 compared to the forecast of 8.0.   

  

                                                 
9 https://finance.yahoo.com/news/deadly-pig-disease-reshaping-global-230000341.html 
10 https://www.washingtonpost.com/world/national-security/venezuelas-military-despite-us-expectations-has-
not-turned-on-maduro/2019/04/13/bd0928de-5d2b-11e9-9625-
01d48d50ef75_story.html?utm_term=.9fd5c8f4cda3&wpisrc=nl_todayworld&wpmm=1 
11 https://www.nytimes.com/2019/04/11/business/mankiw-moore-cain-federal-reserve.html 
12 https://finance.yahoo.com/news/trump-slams-fed-again-says-151047489.html  

https://finance.yahoo.com/news/deadly-pig-disease-reshaping-global-230000341.html
https://www.washingtonpost.com/world/national-security/venezuelas-military-despite-us-expectations-has-not-turned-on-maduro/2019/04/13/bd0928de-5d2b-11e9-9625-01d48d50ef75_story.html?utm_term=.9fd5c8f4cda3&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/national-security/venezuelas-military-despite-us-expectations-has-not-turned-on-maduro/2019/04/13/bd0928de-5d2b-11e9-9625-01d48d50ef75_story.html?utm_term=.9fd5c8f4cda3&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/national-security/venezuelas-military-despite-us-expectations-has-not-turned-on-maduro/2019/04/13/bd0928de-5d2b-11e9-9625-01d48d50ef75_story.html?utm_term=.9fd5c8f4cda3&wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/04/11/business/mankiw-moore-cain-federal-reserve.html
https://finance.yahoo.com/news/trump-slams-fed-again-says-151047489.html
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The chart above shows the six-month moving average of the Empire State Business Conditions 

Index.  Currently, the six-month moving average is 9.9. 
 

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

EDT Indicator Expected Prior Rating

16:00 Total Net TIC Flows m/m feb -$7.2 bn **

16:00 Net Long-Term TIC Flows m/m feb -$143.7 bn **

EST Speaker or event

13:00 Charles Evans Speaks on Economy and Monetary Policy President of the Federal Reserve Bank of Chicago

20:00 Eric Rosengren Speaks at Finance Conference in Hong Kong President of the Federal Reserve Bank of Boston

Fed speakers or events

Economic Releases

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

India CPI y/y mar 2.9% 2.6% 2.8% *** Equity and bond neutral

Industrial Production y/y mar 0.1% 1.7% 2.0% *** Equity bearish, bond bullish

New Zealand Performance Service Index m/m mar 52.9 53.8 ** Equity and bond neutral

EUROPE

Italy General Government Debt m/m feb 2.364 tn 2.358 tn ** Equity and bond neutral

Switzerland Producer and Import Prices y/y mar -0.2% -0.7% -0.3% ** Equity and bond neutral

UK Rightmove House Prices m/m apr 1.1% 0.4% ** Equity and bond neutral

AMERICAS

Mexico Teranet/National Bank HPI y/y mar 1.5% 1.9% ** Equity and bond neutral

Brazil IBGE Services Sector Volume y/y feb 3.8% 2.1% 4.0% ** Equity bearish, bond bullish  
 

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) 260 260 0 Up

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

TED spread (bps) 23 22 1 Neutral

U.S. Libor/OIS spread (bps) 241 241 0 Up

10-yr T-note (%) 2.56 2.57 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 16 14 2 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Neutral

pound up Neutral

franc flat 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 $70.83 $71.55 -1.01% Pessimism about Global Economy

WTI $63.19 $63.89 -1.10%  

Natural Gas $2.63 $2.66 -1.24%  

Crack Spread $21.74 $21.96 -1.02%

12-mo strip crack $17.87 $18.01 -0.78%

Ethanol rack $1.46 $1.46 0.05%

Gold $1,286.43 $1,290.43 -0.31%

Silver $14.93 $14.97 -0.26%

Copper contract $292.55 $294.60 -0.70%

Corn contract 371.75$       369.50$       0.61%

Wheat contract 465.25$       468.50$       -0.69%

Soybeans contract 912.25$       908.75$       0.39%

Baltic Dry Freight 726 728 -2

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecast shows warmer 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 12, 2019 
 

The employment data is closely watched by financial markets; although the data isn’t necessarily 

a leading indicator for the economy, it is probably the most important from a political and social 

perspective.  Weak employment data is a worry for political incumbents and concerning to 

policymakers.  However, beyond the headline data, there are usually interesting trends worth 

noting.  In this week’s report, we will examine two trends that have longer term implications. 

 

Career paths were part of corporate culture three decades ago.  Large companies often had junior 

executive programs, where promising young talent was brought to the firm and would follow a 

rotation of positions in numerous departments before finding a permanent home.  In other 

situations, college graduates would join a company and follow a path of positions of increasing 

responsibility.  However, over the years, outsourcing jobs overseas and increasing industry 

concentration13 have probably reduced the number of entry level professional positions in the 

U.S.  This chart shows the percentage of production and non-supervisory workers compared to 

total non-farm employment.  

 

 
 

In the 1970s, this percentage declined to a low of 66%.  However, since the early 1980s, the 

percentage has steadily increased in each business cycle.  This data suggests that an increasing 

number of jobs are non-management positions.  We suspect that college graduates are being 

forced to accept non-management positions as fewer of them are available for an increasing 

                                                 
13 https://finance.eller.arizona.edu/sites/finance/files/grullon_11.4.16.pdf  

https://finance.eller.arizona.edu/sites/finance/files/grullon_11.4.16.pdf
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number of graduates.  Such disappointment has the potential to cause social unrest.  At the same 

time, reversing industry concentration would tend to boost the number of management jobs in 

the economy (every firm needs HR, finance, etc.).  Thus, support for anti-trust actions could 

become more popular. 

 

Second, initial claims, on a weekly basis, fell to 40-year lows recently.  However, the weekly 

data is “noisy” and can be affected by floating holidays and weather.  Another way of looking at 

claims is to scale to the civilian non-institutional population.  This data is at historic lows. 

 

 
 

This low level of claims is likely due, in part, to firms holding on to workers because of tight 

labor conditions.  A rising number of retirees will lift the non-working civilian non-institutional 

population but fewer workers will tend to depress claims.  In any case, this level of claims 

compared to the population is remarkably low and would argue that wages should rise.   

 

Overall, these two charts offer insights into longer term issues in the labor market.  They won’t 

have an immediate effect on financial markets, but both signal potential for further disruption.   

   

 

 
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 4/12/2019 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 4/12/2019 close) 

 

0.0% 5.0% 10.0% 15.0% 20.0%

Cash

US Government Bond

US Corporate Bond

Commodities

US High Yield

Emerging Markets (local currency)

Foreign Developed ($)

Emerging Markets ($)
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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), 
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P/E Update 
 

April 11, 2019 
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P/E as of 4/10/2019 = 18.6x

 
 

Based on our methodology,14 the current P/E is 18.6x, up 0.1x from last week.  The increase 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. 

                                                 
14 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. 


