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[Posted: April 3, 2017—9:30 AM EDT]  Global equity markets are mixed this morning.  The 

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

0.4% from the prior close.  Chinese markets were up, with the Shanghai composite up 0.4% and 

the Shenzhen index up 0.4%.  U.S. equity futures are signaling a lower open.  

 

BREAKING: There was a bombing on a St. Petersburg subway that has killed at least 10 and 

injured 50.  This is still a developing story.  Thus far, no group has claimed responsibility.  With 

the recent widespread protests (according to reports, nearly 100 cities have seen some degree of 

organized protests), we will be watching to see if Putin tries to accuse the protestors of this 

attack. 

 

The big event this week is Chairman Xi’s visit to the U.S.  He will be with the president in 

Florida.  In a wide-ranging interview over the weekend with the FT, Trump made it clear that the 

trade deficit with China will be a key topic of conversation.   

 

 
 

The bilateral trade deficit was $78.3 bn in Q4; last year, it was $309.8 bn.  For comparison’s 

sake, the deficit last year with the EU was $92.3 bn.  It isn’t clear what these negotiations will 

bring.  If we were consulting with Chairman Xi, we would recommend he make expansive 

promises to engage in direct foreign investment in the U.S. to build plants and equipment.  The 
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promise of manufacturing jobs would probably be enough to forestall punitive tariffs.  We also 

expect Xi to be supportive of the president’s family business ties to China. 

 

There has been a spate of articles over the weekend on the growing role of Jared Kushner in the 

White House.  The son-in-law has been given a broad portfolio, including streamlining 

government, handling relations with China and Mexico and solving the Middle East.  A Politico 

article1 suggests that Kushner may be cooling on Bannon, who had made a point to befriend 

Kushner early in the election process, likely perceiving his influence.   

 

According to this and other reports, Kushner is increasingly siding with the establishment, 

becoming more closely aligned with Gary Cohn.  Another Politico article2 indicates that the 

White House is planning its own tax reform measure, having decided that relying on Ryan and 

Congress reduces the president’s control over the process.  Reports suggest that the controversial 

border adjustment tax (BAT) won’t be part of this measure.  Details are clearly scarce but killing 

the BAT will leave a large fiscal hole.  Our read is that the president doesn’t really care about 

deficits and will likely lean on the OMB (which will create a different narrative than the CBO) to 

dynamically score the tax proposal by goosing growth.  Lifting the deficit will be controversial; 

the most likely outcome is that it will be bearish for long-duration fixed income.   

 

Finally, on the geopolitical front, there were two items of note.  In the FT interview, President 

Trump indicated that the U.S. is willing to “go it alone” on North Korea.  It isn’t clear if that 

means just sanctions or if military action is being considered.  None of the military sites we 

monitor are suggesting a U.S. military mobilization against North Korea.  We suspect this is a 

negotiating ploy to woo China into punishing the Kim regime.   

 

Second, in comments that seemed to come out of the 16th century, a former Conservative leader, 

Lord Michael Howard, suggested that PM May would be willing to “go to war” against Spain in 

Gibraltar.  Spain lost control of Gibraltar at the 1713 Treaty of Utrecht; voters on “the Rock” are 

strongly British, voting 18,000-187 on shared sovereignty with Spain.  Spain has indicated it 

would veto any favorable measures for the U.K. during Brexit unless Britain gives up Gibraltar; 

given that all 27 nations must agree on Brexit, this veto threat is real.  Although it is hard to 

imagine a hot war developing over this issue, as we have noted numerous times, the EU/NATO 

project was all about preventing war in Europe.  The tenor of this spat shows those issues remain 

despite over 70 years of peace. 

 

 U.S. Economic Releases 

 

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

shows the economic releases and Fed speakers scheduled for the rest of the day. 
 

                                                 
1 http://www.politico.com/story/2017/04/jared-kushner-white-house-influence-236758  
2 http://www.politico.com/story/2017/04/white-house-tax-reform-push-236767  

http://www.politico.com/story/2017/04/jared-kushner-white-house-influence-236758
http://www.politico.com/story/2017/04/white-house-tax-reform-push-236767
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EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m mar 53.5 53.4 **

10:00 ISM Manufacturing m/m mar 57.2 57.7 **

10:00 ISM Prices Paid m/m mar 66.0 68.0 **

10:00 ISM New Orders m/m mar 65.1 **

10:00 ISM Employment m/m mar 54.2 **

10:00 Construction Spending m/m feb 1.00% -1.0% **

EST Speaker or event

10:30 William Dudley will Speak at Press Briefing in New York

15:00 Patrick Harker Speaks on Economy in Philadelphia

Economic Releases

President of the Federal Reserve Bank of New York

Fed speakers or events

District or position

President of the Federal Reserve Bank of Philadelphia  
 

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.  

 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Caixin China PMI Mfg m/m mar 51.2 51.7 51.7 ** Equity and bond neutral

Japan Nikkie Japan PMI y/y mar 52.4 52.6 ** Equity and bond neutral

India Nikkie India PMI m/m mar 52.5 50.7 ** Equity and bond neutral

Australia AiG Perf of Mfg Index y/y mar 57.5 59.3 ** Equity and bond neutral

CoreLogic House Px y/y mar 1.4% 1.4% ** Equity and bond neutral

Melbourne Institute Inflation y/y mar 2.2% 2.1% ** Equity and bond neutral

Retail Sales y/y feb -0.1% 0.4% 0.3% ** Equity bearish, bond bullish

Builging Approvals y/y feb -4.9% -12.0% -14.1% ** Equity bullish, bond bearish

Commodity Index SDR m/m mar 50.1% 56.0% ** Equity and bond neutral

EUROPE

Eurozone PPI m/m mar 0.0% 0.7% 0.1% ** Equity and bond neutral

Unemployment Rate y/y mar 9.5% 9.5% 9.5% *** Equity and bond neutral

Markit Eurozone Manufacturing m/m mar 56.2 56.2 56.2 ** Equity and bond neutral

Germany Markit/ BME Germany m/m mar 58.3 58.3 58.3 ** Equity and bond neutral

France Markit/ France Manufacturing m/m mar 53.3 53.4 53.4 ** Equity and bond neutral

Italy Markit/ADACI Italy Manufacturing m/m mar 55.7 55.0 55.1 ** Equity and bond neutral

Unemployment Rate m/m feb 11.5% 11.9% 11.9% *** Equity and bond neutral

UK Markit UK PMI Manufacturing m/m mar 54.2 54.6 55.0 ** Equity and bond neutral

Switzerland Retail Sales y/y feb 0.6% -1.4% ** Equity and bond neutral

PMI Manufacturing y/y feb 58.6 57.8 58.0 ** Equity and bond neutral

Total Sight Deposits CHF y/y mar 561.7b 560.1b ** Equity and bond neutral

Domestic Sight Deposits CHF y/y mar 475.1b 476.3b ** Equity and bond neutral

Russia Markit Russia PMI Mfg y/y mar 52.4 52.5 52.5 ** Equity and bond neutral

AMERICAS

Canada MLI Leading Indicator y/y feb 0.4% 0.6% ** Equity and bond neutral  
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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) 115 115 0 Up

3-mo T-bill yield (bps) 75 74 1 Neutral

TED spread (bps) 40 41 -1 Neutral

U.S. Libor/OIS spread (bps) 93 93 0 Up

10-yr T-note (%) 2.39 2.39 0.00 Neutral

Euribor/OIS spread (bps) -33 -33 0 Down

EUR/USD 3-mo swap (bps) 26 26 0 Up

Currencies Direction

dollar up Neutral

euro down Neutral

yen down Down

pound down Down

franc down Neutral  
 

Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $53.56 $53.53 0.06% Short Covering

WTI $50.69 $50.60 0.18%

Natural Gas $3.22 $3.19 1.03%

Crack Spread $19.21 $19.13 0.41%

12-mo strip crack $15.17 $15.12 0.37%

Ethanol rack $1.69 $1.67 0.74%

Gold $1,245.88 $1,249.20 -0.27% Stronger dollar

Silver $18.15 $18.27 -0.62%

Copper contract $265.05 $265.25 -0.08%

Corn contract 367.00$       364.25$       0.75%

Wheat contract 430.50$       426.50$       0.94%

Soybeans contract 948.25$       946.00$       0.24%

Baltic Dry Freight 1297 1324 -27

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with cooler temps for the western region.  Precipitation is expected for most of the country, with 

the exception of the eastern region. 
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Asset Allocation Weekly Comment 
Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis.  We report asset allocation thoughts on a weekly basis, updating this 

section every Friday.  

 

March 31, 2017 

 

Historically, recessions tend to come from three sources—overly tight monetary policy, 

geopolitical events and inventory overhangs.  The latter has mostly become irrelevant due to 

improved inventory management, leaving overly tight monetary policy and geopolitical events as 

the typical causes of downturns.  As our regular readers know, we monitor both quite closely.   

 

One of the problems with monetary policy is determining “tightness.”  Although we have a 

plethora of models that attempt to calculate the “neutral rate” for fed funds, in reality, the correct 

neutral rate changes over time due to economic conditions.  Again, we usually focus on inflation 

and the most visible data, such as the employment report and GDP, to gauge the health of the 

economy.  However, we also monitor more obscure numbers which may offer insights into the 

economy that are not being picked up by the bigger and more common reports. 

 

One of these lesser watched metrics tracks vehicle miles driven.  The Federal Highway 

Administration measures how many miles are being driven by all vehicles, including commercial 

vehicles and passenger cars and trucks.  We have found that miles driven are sensitive to 

economic activity and oil prices. 
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These charts show the same data on different time scales.  The left chart shows the rolling 12-

month data on vehicle miles driven since the early 1970s.  The gray bars indicate periods when 

the monthly total is not a new peak.  Once a new peak is reached, the gray bar ends.  Although 

there have been short-term declines from the peak, there were three significant events seen in 

1973-75, 1979-82 and 2007-2014.  All three of these events occurred during deep recessions that 

coincided with high oil prices.  The chart on the right shows the data since 2000.  Note that we 

finally reached a new peak in early 2015, just over seven years after the previous high in late 

2007.   
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As the chart on the right shows, in 2014, miles driven began to accelerate, suggesting the 

economy was improving.  However, since Q2 2016, the growth rate in miles driven has started to 

stall.  Although it is still making new highs, the slowdown does raise concerns. 

 

 
 

This chart shows the annual change in the 12-month rolling total for vehicle miles driven.  Until 

2012, negative readings coincided with recessions but only severe ones that also suffered from 

high oil prices.  However, even the 1990-91 downturn, which was part of the oil spike caused by 

the Iraqi invasion of Kuwait, did not bring a negative reading to this number.   

 

There is a structural trend in the data as well.  Note that the level of driving seems to grow at a 

slower pace during each expansion.  The expansion after the 1973-75 recession was 3.8%; the 

expansion after the 1980-82 recession was 4.1%.  However, the subsequent growth rate after the 

1990-91 recession was 2.5% and after the 2001 recession was 1.3%.  In this expansion, the 

average growth rate in miles driven is a mere 0.8%.  Why are fewer miles being driven?  We 

suspect a number of factors are at work.  To some extent, the law of large numbers is having an 

effect.  There are simply constraints to driving that are probably leading to slower growth, 

namely, road infrastructure and the amount of the population that can afford to own a car.  The 

aging baby boom population is being replaced by Americans who seem to drive less.3  The 

advent of social media may reduce the need to drive; baby boomers used to “cruise” to meet 

friends.  The internet allows gatherings to occur without leaving home. 

 

                                                 
3 https://www.washingtonpost.com/news/wonk/wp/2014/10/14/the-many-reasons-millennials-are-shunning-
cars/?utm_term=.3061591ca7d9  

https://www.washingtonpost.com/news/wonk/wp/2014/10/14/the-many-reasons-millennials-are-shunning-cars/?utm_term=.3061591ca7d9
https://www.washingtonpost.com/news/wonk/wp/2014/10/14/the-many-reasons-millennials-are-shunning-cars/?utm_term=.3061591ca7d9


 

 

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

www.confluenceinvestment.com 

 7 

Still, the jump in the data from 2014 into early 2016 and the subsequent slowdown do concern 

us.  This drop could be an early warning that consumers are retrenching; the lack of wage growth 

may be weighing on household spending.  We note that consumption trends are showing slowing 

growth. 

 

 
 

This chart shows the three-year moving average of the contribution to GDP coming from 

household consumption.  The sharp decline in the last recession shows how damaging the last 

recession was to the household sector.  Although the recovery has been robust, the level of 

growth remains well below previous cycles.  In addition, for the past three quarters, the trend 

contribution level has been stuck at 2%.  If this reading fails to accelerate, it would suggest 

growth will remain slow. 

 

Thus, the miles driven number does suggest some softening in the economy.  The slowdown 

isn’t serious enough to signal an imminent recession, but it should give policymakers pause on 

moving aggressively on interest rates.  If monetary policy remains accommodative, the bullish 

environment for equities should remain in place.   

   

  
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 3/31/2017 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 3/31/2017 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 
 

March 30, 2017 
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P/E as of 3/29/2017 = 20.8x

 
 

Based on our methodology,4 the current P/E is 20.8x, up 0.1x from last week.  Elevated equity 

values and falling earnings expectations for Q1 led to the modest rise. 
 
 
 
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. 

                                                 
4 The above 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 the actual (Q2, Q3 and Q4) and one estimate (Q1).  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 very long-term dataset for P/E ratios. 


