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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: August 14, 2018—9:30 AM EDT]  Global equity markets are generally mixed this 

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

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

down 0.2% and the Shenzhen index down 0.5%.  U.S. equity index futures are signaling a higher 

open.  With 456 companies having reported, the S&P 500 Q2 earnings are above expectations at 

$41.40 compared to the $39.20 forecast for the quarter.  The forecast reflects a 19.9% increase 

from Q2 2017 earnings.  Thus far this quarter, 80.9% of the companies reported earnings above 

forecast, while 13.6% reported earnings below forecast. 

 

We are seeing some risk-on behavior this morning; the Turkish lira is higher but it looks more 

like a deceased feline rebound rather than anything of substance.  Here is what we are watching 

today: 

 

Turkey: As noted above, the TRY is higher this morning, rebounding about 6%, after Turkish 

President Erdogan gave a speech calling for a boycott of U.S. technology products.  Erdogan 

reiterated a strong stance against the weak lira and rising inflation but offered nothing that would 

end the crisis.  He continues to avoid orthodox measures, such as a jump in interest rates or going 

to the IMF for a bailout package.  National Security Advisor Bolton met with the Turkish 

ambassador to the U.S., Serdar Kilic, at the White House at the request of the Turkish official.1  

According to reports, the meeting was over the detained U.S. pastor, Andrew Brunson.  We 

suspect Turkey has concluded that the benefit of holding Brunson isn’t worth the cost but is 

struggling to hand him over to the U.S. without looking weak.  At the same time, we doubt 

President Trump has any interest in allowing Erdogan a face-saving exit.  Thus, the tensions 

continue.  So, for today, we are seeing a respite but there is no sign of steps to resolve the crisis.  

 

Turkey’s government issues bonds denominated in lira and U.S. dollars.  We note that yields on 

both instruments have increased but, more importantly, the spread has widened well more than 

normal.  As the chart below shows, for most of the past seven years, the spread between the two 

instruments was 500 bps.  The spread is now out over 1,200 bps, a reflection of worries about the 

future path of Turkish policy.   

 

                                                 
1 https://www.reuters.com/article/us-turkey-security-usa-bolton/trump-aide-bolton-met-turkish-envoy-to-discuss-
u-s-pastor-white-house-idUSKBN1KY278  
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By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.reuters.com/article/us-turkey-security-usa-bolton/trump-aide-bolton-met-turkish-envoy-to-discuss-u-s-pastor-white-house-idUSKBN1KY278
https://www.reuters.com/article/us-turkey-security-usa-bolton/trump-aide-bolton-met-turkish-envoy-to-discuss-u-s-pastor-white-house-idUSKBN1KY278
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(Source: Bloomberg) 

 

A terrorist act at Parliament: It appears a man in the U.K. used his vehicle to strike several 

people in front of the Parliament building before crashing his car into protective barriers.  There 

have been no reported fatalities but several injuries.  Scotland Yard is treating the event as a 

terrorist act.  This may have been a spur of the moment attack; we note Parliament is not in 

session and most MPs are off for the summer.  Thus, the potential disruption to government was 

low. 

 

The Iran standoff continues: Ayatollah Khamenei announced today that he is forbidding 

Iranian officials from any negotiations with the U.S.2  Interestingly enough, Khamenei 

acknowledged the economy’s poor performance but blamed domestic mismanagement and 

corruption as the cause.  In other words, sanctions are not really a problem but the Rouhani 

government is inept.  We have recently discussed Iran’s options in a three-part series in our 

Weekly Geopolitical Reports.3  We note that Khamenei said today that Iran would not start a war 

with the U.S. and he isn’t worried that the U.S. would attack Iran.  Khamenei’s stance looks like 

he is betting that sanctions won’t be all that difficult to deal with and non-compliant nations, like 

Russia and China, will offer enough support to keep the Iranian economy going.  The comments 

also suggest he is preparing the country for slower growth and appealing to nationalism.   

 

                                                 
2 https://www.ft.com/content/b3e22fd6-9f16-11e8-85da-eeb7a9ce36e4?segmentId=a7371401-027d-d8bf-8a7f-
2a746e767d56  
3 See WGRs, Iran Sanctions and Potential Responses: Part I (7/30/18), Part II (8/6/18), and Part III (8/13/18). 

https://www.ft.com/content/b3e22fd6-9f16-11e8-85da-eeb7a9ce36e4?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://www.ft.com/content/b3e22fd6-9f16-11e8-85da-eeb7a9ce36e4?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_7_30_2018.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_6_2018.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_13_2018.pdf
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China critical of defense act: Yesterday’s signing of the new defense act has drawn criticism 

from China as the Committee on Foreign Investment in the United States (CFIUS) has been 

strengthened as part of that new legislation.4  The Chinese feel (correctly) that the investment 

scrutiny is targeted at them.  In addition, the new law calls for strengthening Taiwan’s defense, 

which is seen as a direct threat against China.   

 

Maduro recommends a risky step: According to reports,5 Venezuelan President Maduro is 

calling for an end to gasoline subsidies due to their increased cost to the government’s budget.  

With rapidly rising inflation, the gasoline subsidy has led to severe distortions.  Venezuelan 

gasoline costs about $0.01 per liter,6 the lowest in the world.  The going price in Colombia is 

$0.80 per liter, so naturally there is a brisk business in smuggling Venezuelan gasoline to its 

neighbor.  Many OPEC nations subsidize gasoline prices; it is seen as a national perk.  History 

shows that raising the price of gasoline can cause internal unrest.  Given that conditions are 

already difficult, this action may lead to widespread problems.  We don’t disagree with the 

action but see it as a major risk.   

   

U.S. Economic Releases 

 

NFIB Small Business Optimism came in above expectations at 107.9 compared to the forecast of 

106.8. 
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The chart above shows the NFIB Small Business Optimism level.  The current reading sets a 

new record which suggests that small businesses are not worried about increased trade tensions. 

                                                 
4 https://www.cnbc.com/2018/08/14/china-angered-by-new-us-defense-act-says-to-assess-content.html  
5 https://www.reuters.com/article/us-venezuela-economy/venezuela-gasoline-prices-should-rise-to-international-
levels-maduro-idUSKBN1KZ01Z  
6 https://www.globalpetrolprices.com/Venezuela/gasoline_prices/  

https://www.cnbc.com/2018/08/14/china-angered-by-new-us-defense-act-says-to-assess-content.html
https://www.reuters.com/article/us-venezuela-economy/venezuela-gasoline-prices-should-rise-to-international-levels-maduro-idUSKBN1KZ01Z
https://www.reuters.com/article/us-venezuela-economy/venezuela-gasoline-prices-should-rise-to-international-levels-maduro-idUSKBN1KZ01Z
https://www.globalpetrolprices.com/Venezuela/gasoline_prices/


 

 

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

www.confluenceinvestment.com 

 4 

The import price index was in line with expectations, remaining unchanged from the prior week.  

The prior month’s loss was revised downward from 0.4% to 0.1%.  The import price index 

excluding petroleum came in below expectations, falling 0.1% from the prior month compared to 

the forecast rise of 0.1%.  The export price index came in below expectations, falling 0.5% from 

the prior month compared to the forecast rise of 0.2%.  The prior report’s gain was revised 

downward from 0.3% to 0.2%  

 

 
 

The chart above shows the year-over-year changes in the import price and export price indexes.  

The import price and export price indexes rose 4.8% and 4.3%, respectively. 

 

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

 

EST Speaker or event

11:00 New York Fed to Release Q2 2018 Household Debt

District or position

Economic Releases

 No economic releases today
Fed speakers or events

New York Federal Reserve  
 

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 Surveyed Jobless Rate y/y jul 5.1% 4.8% *** Equity bearish, bond bullish

Retail Sales m/m jul 8.8% 9.0% 9.1% ** Equity bearish, bond bullish

Industrial Production m/m jun 6.0% 6.0% 6.3% *** Equity bearish, bond bullish

Fixed Assets ex Rural YTD y/y jun 5.5% 6.0% 6.0% ** Equity and bond neutral

Japan Industrial Production y/y jun -1.8% -1.2% *** Equity and bond neutral

Capacity Utilization m/m jun -2.2% -2.1% ** Equity and bond neutral

India CPI y/y jul 4.2% 4.5% 5.0% *** Equity bearish, bond bullish

Wholesale Prices y/y jul 5.1% 5.8% 5.2% ** Equity bearish, bond bullish

Australia ANZ Roy Morgan Weekly Consumption m/m jul 118.2 118.9 ** Equity and bond neutral

NAB Business Conditions m/m jul 12 15 ** Equity and bond neutral

NAB Business Confidence q/q jul 7 6 ** Equity and bond neutral

EUROPE

Eurozone Industrial Production m/m jun -0.7% 1.3% -0.4% *** Equity bearish, bond bearish

GDP m/m aug 2.2% 2.1% 2.1% *** Equity and bond neutral

ZEW Survey Expectations m/m aug -11.1 -18.7 ** Equity bearish, bond bullish

Germany ZEW Survey Current Situation m/m aug 72.6 72.4 72.1 ** Equity and bond neutral

ZEW Survey Expectations q/q 2q -13.7 -24.7 -21.3 ** Equity bearish, bond bullish

GDP m/m jun 2.3% 1.6% 2.5% *** Equity and bond neutral

CPI m/m jun 2.0% 2.0% 2.0% *** Equity and bond neutral

CPI EU Harmonized m/m jun 2.1% 2.1% 2.1% *** Equity and bond neutral

France CPI y/y jul 2.3% 2.3% 2.3% *** Equity and bond neutral

ILO Unemployment Rate q/q 2q 9.1% 9.2% 9.2% *** Equity bullish, bond bearish

U.K. Claimant Count Rate y/y jul 2.5% 2.5% *** Equity and bond neutral

Jobless Claims Change m/m jun 6.2k 7.8k ** Equity and bond neutral

ILO Unemployment Rate m/m jun 4.0% 4.2% 4.2% *** Equity bullish, bond bearish

Switzerland Producer and Import Prices y/y jul 3.6% 3.5% ** Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence m/m aug 55.9 55.4 ** 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) 232 234 -2 Up

3-mo T-bill yield (bps) 202 202 0 Neutral

TED spread (bps) 30 32 -2 Neutral

U.S. Libor/OIS spread (bps) 204 204 0 Up

10-yr T-note (%) 2.89 2.88 0.01 Up

Euribor/OIS spread (bps) -32 -32 0 Neutral

EUR/USD 3-mo swap (bps) 10 11 -1 Down

Currencies Direction

dollar down Neutral

euro flat Neutral

yen down 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 $73.43 $72.61 1.13% Global Uncertainty

WTI $67.92 $67.20 1.07%

Natural Gas $2.94 $2.93 0.24%

Crack Spread $19.60 $19.13 2.46%

12-mo strip crack $19.66 $19.31 1.81%

Ethanol rack $1.52 $1.53 -0.24%

Gold $1,195.00 $1,193.50 0.13%

Silver $15.04 $15.00 0.30%

Copper contract $271.95 $273.10 -0.42%

Corn contract 372.25$       370.50$       0.47%

Wheat contract 559.75$       553.50$       1.13%

Soybeans contract 868.75$       868.75$       0.00%

Baltic Dry Freight 1709 1691 18

Actual Expected Difference

Crude (mb) -2.5

Gasoline (mb) -0.5

Distillates (mb) 1.0

Refinery run rates (%) -0.20%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with warmer temps on both of the coasts.  Precipitation is expected for most of the country.   

There are no tropical disturbances expected over the next 48 hours.
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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.  
 

August 10, 2018 
 

Last year, we introduced an indicator of the basic health of the economy and added it to the 

many charts we monitor to gauge market conditions.  The indicator is constructed with 

commodity prices, initial claims and consumer confidence.  The thesis behind this indicator is 

that these three components should offer a simple and clear picture of the economy; in other 

words, rising initial claims coupled with falling commodity prices and consumer confidence is a 

warning that a downturn may be imminent.  The opposite condition should support further 

economic recovery.  In this report, we will update the indicator with the July data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the economy is doing quite well.  We have placed vertical lines at certain points when 

the indicator falls below zero.  Although it works fairly well as a signal that equities are turning 

lower, there is a lag.  In other words, by the time this indicator suggests the economy is in 

trouble, the recession is likely near or underway and the equity markets have already begun their 

decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at -1.0.  This provides an earlier bearish signal and also eliminates the false positives that the 

zero threshold generates.  Notwithstanding, we will pay close attention when the 18-month 

change approaches zero.   

 

What does the indicator say now?  The economy is healthy and currently supportive for equity 

markets, although the second chart does show that momentum is starting to slow, albeit from a 

very high level of activity.  The second chart shows that the indicator is still comfortably above 

the point of concern.  Thus, for now, there is no economic evidence to support a major 

correction; if one is to occur, it will mostly likely be generated by a geopolitical event. 
 

 

 
 

 

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 8/13/2018 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 8/13/2018 close) 
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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 
 

August 9, 2018 
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P/E as of 8/8/2018 = 18.5x

 
 

Based on our methodology,7 the current P/E is 18.5, unchanged from last week.   
 
 
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. 

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


