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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 17, 2019—9:30 AM EDT]  Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.2% from the last close.  In Asia, the MSCI Asia Apex 50 was up 0.2% 

from the prior close.  Chinese markets were higher, with the Shanghai composite up 0.3% and 

the Shenzhen index up 0.7%.  U.S. equity index futures are signaling a higher open. With 46 

companies having reported, the S&P 500 Q4 earnings stand at $37.31, higher than the $37.29 

forecast for the quarter.  The forecast reflects a 2.0% decrease from Q1 2018 earnings.  Thus far 

this quarter, 89.1% of the companies reported earnings above forecast, while 10.1% reported 

earnings below forecast. 

 

Equities are trending higher in a quiet trade.  China’s economic data was solid.  Here is what we 

are watching: 

 

Chinese data: GDP came in a bit better than expected, at 6.4%, but since GDP is mostly a 

manufactured number we expect it to always be around forecast.  Industrial production made a 

strong recovery; on a yearly basis, it was up 8.4%. 
 

 
 

In fact, the “hockey stick” recovery raises questions as to the veracity of the report.  We will be 

watching future data for a cooling.  Fixed investment rose 6.3% in Q1, with infrastructure 

spending leading the growth. 

 

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
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Overall, the data suggest that stimulus is working to lift the economy which is good news.  There 

are always worries about sustainability given China’s debt levels but, for now, China’s bounce 

should support global growth. 

 

Fed talk: Larry Kudlow admitted that the White House is looking at other candidates for Fed 

governor, acknowledging that Senate opposition may be too high to secure the nomination of 

either Stephen Moore or Herman Cain.1  We are a bit surprised the White House isn’t pressing 

harder for its two potential nominees.  At the same time, there are lots of doves out there that 

would be less controversial and almost anyone now would look less so compared to Cain and 

Moore.  An interesting thought comes from Steve Englander of Standard Charter: 
 

"A conservative version of Modern Monetary Theory (MMT) could arguably 

work just as well as the standard progressive version and would probably 

support asset prices initially. This conservative version sounds like the Fed-

accommodated tax cut regime that the Trump administration seems to be 

supporting."  
 

Although MMT is usually considered a tool of the left, in reality, the importance of MMT2 is that 

it will give permission to policymakers to ignore the deficit.  And, as Englander postulates, it 

could be a tool of the right which could expand the deficit through tax cuts and defense spending 

and “encourage” the Fed to accommodate the spending by keeping interest rates low.  The U.S. 

managed WWII spending in this fashion and it was generally successful in funding the war 

effort.  The risk is inflation.   
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The key is whether the stimulus increased aggregate demand beyond the capacity of aggregate 

supply; when this occurs, inflation is the result.  And so, the issue is capacity.  This chart shows 

real GDP from 1901 on an annual basis.  We have log-transformed the data and regressed a time 

                                                 
1 https://www.ft.com/content/a511defe-6075-11e9-a27a-
fdd51850994c?emailId=5cb6ab69e6257a00043b2c71&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
2 ICYMI, our WGR series on MMT: Part I (3/11/19); Part II (3/18/19); Part III (3/25/19); and Part IV (4/1/19). 

https://www.ft.com/content/a511defe-6075-11e9-a27a-fdd51850994c?emailId=5cb6ab69e6257a00043b2c71&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a511defe-6075-11e9-a27a-fdd51850994c?emailId=5cb6ab69e6257a00043b2c71&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_3_11_2019.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_3_18_2019.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_3_25_2019.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_4_1_2019.pdf
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trend through the data.  The lower line is an approximation of how far GDP is below trend.  We 

have seen two periods in the last 118 years when GDP was well below trend—the Great 

Depression and now.  Although the trend line may not represent capacity, it is likely a reasonable 

guess.  If so, there is currently ample available capacity for stimulus.  And, at some point, we 

expect one of the political parties to accept MMT for its political goals and one shouldn’t 

necessarily assume it will be the Democrats that adopt it first.  In any case, the adoption of MMT 

will, eventually, be inflationary.  But, that “eventually” may be a lot longer than expected. 

 

Autocrat news: In Egypt, President Abdel Fattah al-Sisi has solidified power by extending his 

term of office into 2030 and increasing the power of the military.3  In Brazil, it appears President 

Bolsonaro may have intervened to prevent Petrobras (PBR, 15.37) from raising prices on diesel 

fuel.  The company has denied the rumors, but such behavior is consistent with “strongmen.”4 
 

U.S. Economic Releases 
 

MBA mortgage applications fall by 3.5% from the prior week. Purchases rose by 0.9%, while 

refinancing fell by 8.2% from the prior week.  The average 30-year fixed rate rose by 4 bps from 

4.40% to 4.44%. 
 

The February trade deficit came in narrower than expected at $49.4 bn compared to the forecast 

of $53.4 bn.   
 

 

                                                 
3 https://worldview.stratfor.com/article/egypt-constitutional-changes-enshrine-militarys-hold-power-sisi-term-
limits?id=87179e919a&e=4d1f592612&uuid=0f0caba0-903c-450c-bfc2-
b76e4983a4c3&utm_source=Daily+Brief&utm_campaign=63ca6bffd0-
EMAIL_CAMPAIGN_2019_04_17_11_34&utm_medium=email&utm_term=0_87179e919a-63ca6bffd0-
53536341&mc_cid=63ca6bffd0&mc_eid=%5bUNIQID%5d (paywall) 
4 https://www.investing.com/news/stock-market-news/petrobras-ceo-denies-government-interference-after-
diesel-price-hike-canceled-
1836881?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=busin
ess 

https://worldview.stratfor.com/article/egypt-constitutional-changes-enshrine-militarys-hold-power-sisi-term-limits?id=87179e919a&e=4d1f592612&uuid=0f0caba0-903c-450c-bfc2-b76e4983a4c3&utm_source=Daily+Brief&utm_campaign=63ca6bffd0-EMAIL_CAMPAIGN_2019_04_17_11_34&utm_medium=email&utm_term=0_87179e919a-63ca6bffd0-53536341&mc_cid=63ca6bffd0&mc_eid=%5bUNIQID%5d
https://worldview.stratfor.com/article/egypt-constitutional-changes-enshrine-militarys-hold-power-sisi-term-limits?id=87179e919a&e=4d1f592612&uuid=0f0caba0-903c-450c-bfc2-b76e4983a4c3&utm_source=Daily+Brief&utm_campaign=63ca6bffd0-EMAIL_CAMPAIGN_2019_04_17_11_34&utm_medium=email&utm_term=0_87179e919a-63ca6bffd0-53536341&mc_cid=63ca6bffd0&mc_eid=%5bUNIQID%5d
https://worldview.stratfor.com/article/egypt-constitutional-changes-enshrine-militarys-hold-power-sisi-term-limits?id=87179e919a&e=4d1f592612&uuid=0f0caba0-903c-450c-bfc2-b76e4983a4c3&utm_source=Daily+Brief&utm_campaign=63ca6bffd0-EMAIL_CAMPAIGN_2019_04_17_11_34&utm_medium=email&utm_term=0_87179e919a-63ca6bffd0-53536341&mc_cid=63ca6bffd0&mc_eid=%5bUNIQID%5d
https://worldview.stratfor.com/article/egypt-constitutional-changes-enshrine-militarys-hold-power-sisi-term-limits?id=87179e919a&e=4d1f592612&uuid=0f0caba0-903c-450c-bfc2-b76e4983a4c3&utm_source=Daily+Brief&utm_campaign=63ca6bffd0-EMAIL_CAMPAIGN_2019_04_17_11_34&utm_medium=email&utm_term=0_87179e919a-63ca6bffd0-53536341&mc_cid=63ca6bffd0&mc_eid=%5bUNIQID%5d
https://worldview.stratfor.com/article/egypt-constitutional-changes-enshrine-militarys-hold-power-sisi-term-limits?id=87179e919a&e=4d1f592612&uuid=0f0caba0-903c-450c-bfc2-b76e4983a4c3&utm_source=Daily+Brief&utm_campaign=63ca6bffd0-EMAIL_CAMPAIGN_2019_04_17_11_34&utm_medium=email&utm_term=0_87179e919a-63ca6bffd0-53536341&mc_cid=63ca6bffd0&mc_eid=%5bUNIQID%5d
https://www.investing.com/news/stock-market-news/petrobras-ceo-denies-government-interference-after-diesel-price-hike-canceled-1836881?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.investing.com/news/stock-market-news/petrobras-ceo-denies-government-interference-after-diesel-price-hike-canceled-1836881?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.investing.com/news/stock-market-news/petrobras-ceo-denies-government-interference-after-diesel-price-hike-canceled-1836881?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.investing.com/news/stock-market-news/petrobras-ceo-denies-government-interference-after-diesel-price-hike-canceled-1836881?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
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The chart above shows the trade balance.  The U.S. trade deficit unexpectedly narrowed due to a 

surge in civilian aircraft, which led to a jump in exports.  As of right now, it appears that net 

exports will contribute positively to Q1 numbers as the first two months of the year saw strong 

export growth.  In January, exports were boosted due to companies rushing shipments in order to 

beat President Trump’s deadline for trade tariffs, some of which were never imposed.   
 

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

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m feb 0.3% 1.2% **

10:00 Wholesale Trade Sales m/m feb 0.3% 0.5% **

EST Speaker or event

12:30 Patrick Harker Speaks on Economic Outlook President of the Federal Reserve Bank of Philadelphia

12:45 James Bullard Speaks in Washington President of the Federal Reserve Bank of St. Louis

14:00 US Federal Reserve Releases Beige Book

17:30 Lorie Logan speaks at Money Marketeers Member of the Board of Governors

Fed speakers or events

Economic Releases

Members of the Board of Governors

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

China Fixed Asset ex Rural YTD m/m mar 6.3% 6.1% 6.3% ** Equity and bond neutral

Industrial Production YTD m/m mar 8.5% 5.9% *** Equity and bond neutral

Retail Sales YTD y/y mar 8.3% 8.2% 8.3% ** Equity and bond neutral

Surveyed Jobless q/q 1q 5.2% 5.3% *** Equity and bond neutral

GDP y/y 1q 6.4% 6.4% 6.3% *** Equity and bond neutral

Japan Trade Balance m/m mar ¥528.5 bn ¥339.0 bn ¥363.2 bn ** Equity bullish, bond bearish

Tokyo Condominium Sales y/y mar -7.7% -6.7% ** Equity and bond bearish

Industrial Production y/y feb -1.1% -1.0% *** Equity and bond bearish

Australia Westpac Leading Index m/m mar 0.2% 0.0% ** Equity and bond neutral

New Zealand CPI y/y 1q 1.5% 1.9% 1.7% *** Equity bullish, bond bearish

EUROPE

Eurozone CPI m/m feb 1.4% 1.4% 1.4% *** Equity and bond neutral

ECB Current Account Balance m/m feb 26.8 bn 36.8 bn ** Equity and bond neutral

Trade Balance m/m feb 19.5 bn 17.0 bn ** Equity bullish, bond bearish

Italy CPI EU Harmonized y/y mar 1.1% 1.1% 1.1% *** Equity and bond neutral

Current Account Balance m/m feb 3.253 bn 0.003 bn ** Equity bullish, bond bearish

UK CPI y/y mar 1.9% 1.9% 2.0% *** Equity bullish, bond bearish

RPI y/y mar 2.4% 2.5% 2.6% ** Equity bullish, bond bearish

PPI Output y/y mar 2.4% 2.2% 2.1% ** Equity bearish, bond bullish

House Price Index y/y feb 0.6% 1.7% 1.2% *** Equity and bond neutral

Russia PPI y/y mar 10.9% 9.0% 8.6% ** Equity bearish, bond bullish

AMERICAS

Canada International Securities Transactions m/m feb 12.05 bn 28.40 bn ** Equity bearish, bond bullish

Manufacturing Sales m/m feb -0.2% 1.0% -0.1% ** Equity and bond bearish

Brazil PPI manufacturing m/m feb 7.8% 7.8% ** 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) 259 260 -1 Up

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

TED spread (bps) 21 23 -2 Neutral

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

10-yr T-note (%) 2.61 2.59 0.02 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 flat Neutral

pound flat Neutral

franc up 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 $72.15 $71.72 0.60%

WTI $64.45 $64.05 0.62%  

Natural Gas $2.58 $2.57 0.16%  

Crack Spread $22.06 $21.89 0.77%

12-mo strip crack $18.13 $18.03 0.57%

Ethanol rack $1.46 $1.46 -0.12%

Gold $1,276.11 $1,276.79 -0.05%

Silver $15.00 $15.00 -0.01%

Copper contract $297.00 $293.90 1.05%

Corn contract 368.50$       367.75$       0.20%

Wheat contract 452.75$       448.50$       0.95%

Soybeans contract 904.00$       901.75$       0.25%

Baltic Dry Freight 749 738 11

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -2.6

Distillates (mb) -1.0

Refinery run rates (%) 0.95%

Natural gas (bcf) 88.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show 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 

concentration5 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 

                                                 
5 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 4/16/2019 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. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 4/16/2019 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 ($)

Foreign Developed (local currency)

Large Cap

Small Cap

Real Estate

Mid Cap

YTD Asset Class Total Return

Source: Bloomberg

  
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index),Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

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

 
 

Based on our methodology,6 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. 

                                                 
6 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. 


