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[Posted: August 8, 2017—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 

closed up 0.6% from the prior close.  Chinese markets were higher, with the Shanghai composite 

up 0.1% and the Shenzhen index up 0.4%.  U.S. equity index futures are signaling a lower open.  

With 424 companies having reported, the S&P 500 Q2 earnings stand at $32.56, higher than the 

$31.42 forecast for the quarter.  The forecast reflects a 6.5% increase from Q2 2016 earnings.  

Thus far this quarter, 72.2% of the companies reported earnings above forecast, while 18.6% 

reported earnings below forecast. 

 

Financial markets remain quiet.  Here are some of the headlines we are following: 

 

Zuma out?  South Africa’s president, Jacob Zuma, faces a parliamentary vote of no-confidence 

today (around 9:45 EDT).  That isn’t exactly news as this is the sixth such vote Zuma has faced.  

There is ample evidence of corruption which accounts for the earlier no-confidence measures.  

Zuma heads the African National Congress (ANC), which holds 249 out of 400 seats in 

parliament.  Under normal circumstances, we would expect most ANC members to maintain 

party discipline and keep Zuma in office.  However, parliamentary leaders have decided to make 

this a secret ballot, which increases the odds that Zuma may be ousted. 

 

What is interesting about this vote is that hopes of his ouster have actually lifted the exchange 

rate. 

 

 
(Source: Bloomberg) 

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 
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This chart shows the ZAR/USD exchange rate in ZAR per USD; we have inverted the scale.  

When the vote was announced late yesterday, the ZAR jumped.  We are seeing some profit 

taking in front of the vote. 

 

Equities behaved in a similar fashion. 

 

 
(Source: Bloomberg) 

 

This chart looks at trading of the South African Top-40 equity index over the past 10 days.  The 

market has been trending higher recently but, just like what we saw with the ZAR, equities 

jumped when the vote was announced yesterday.  We are seeing some modest position squaring 

in front of the vote. 

 

Normally, political turmoil weakens financial markets but it is clear that investors have 

concluded they would be better off without Zuma.  We will be watching the no-confidence 

outcome later this morning.  Although a secret ballot may doom Zuma, it will still take 50 ANC 

members to vote against their leader to oust the president.  If Zuma does lose, his government 

will resign en masse and the country will have a caretaker government for 30 days until new 

elections are held.   Investors are obviously expecting a better manager to be elected. 

 

Saudi cut to Asia: Saudi Arabia announced today it will cut some exports to Asia in September 

in a bid to boost prices.  This is a risky move as it will likely encourage Russia and Iran to take 

market share from the kingdom.  Obviously, the Saudis hope that this won’t happen and oil 

prices will lift.  The news has stabilized oil prices this morning in front of the weekly data. 

 

Trump delays trade action against China: The administration plans to delay a trade 

investigation regarding China’s intellectual property in the wake of China’s vote to sanction 

North Korea at the UNSC.  The administration has been using trade “carrots and sticks” with 
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China in hopes that it will force the Kim regime to the bargaining table.  Comments from 

Pyongyang do not indicate any softening of positions; in fact, if anything, the new sanctions have 

hardened positions.  Still, for economic nationalists who want the president to impede imports, 

it’s becoming clear that Trump isn’t an ideologue on this issue.  He views the trade situation 

instrumentally, meaning that it is something to bargain around.  Therefore, if he can use the 

threat of trade impediments to encourage China to press North Korea, he will “trade away” 

import restrictions for North Korea. 

 

U.S. Economic Releases 

 

NFIB small business optimism came in above expectations at 105.2 compared to the forecast of 

103.5.  The rise from the previous month’s reading of 103.6 represents the first rise since 

January.  The upswing in optimism has been attributed to a boost in hiring and improving 

economic outlook.  
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The table below shows the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m jun 5750 5666 **

No speakers or events scheduled

Fed speakers or events

Economic Releases

 
 

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 
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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 Trade Balance m/m jul $46.74 bn $42.80 bn $45.00 bn ** Equity bullish, bond bearish

Import m/m jul 11.0% 17.2% 18.0% ** Equity and bond neutral

Export m/m jul 7.2% 11.3% 11.0% ** Equity and bond neutral

Japan BoP Current Account Balance m/m jun 0.935 tn 1.654 tn 0.861 bn ** Equity bullish, bond bearish

BoP Current Account Adjusted m/m jun 1.523 1.401 tn 1.503 tn ** Equity bullish, bond bearish

Trade Balance BoP Basis m/m jun 0.519 bn -0.115 bn 0.572 bn ** Equity and bond neutral

Banking Lending Incl Trust m/m jul 3.3% 3.3% ** Equity and bond neutral

Banking Lending Ex-Trust m/m jul 3.4% 3.3% 3.3% ** Equity and bond neutral

Bankruptcies m/m jul 0.3% -7.5% ** Equity and bond neutral

Eco Watchers Survey Current m/m jul 49.7 50.0 50.2 ** Equity bearish, bond bullish

Eco Watchers Survey Outlook m/m jul 50.3 50.5 51.0 ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption m/m 113.7 118.4 ** Equity and bond neutral

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

NAB Business Confidence m/m 12 9 ** Equity and bond neutral

EUROPE

Germany Trade Balance m/m jun 22.3 bn 22.0 bn 23.0 bn ** Equity and bond neutral

Current Account Balance m/m jun 23.6 bn 17.3 bn 24.5 bn ** Equity and bond neutral

Exports m/m jun -2.8% 1.4% 0.2% ** Equity and bond neutral

Imports m/m jun -4.5% 1.2% 0.2% ** Equity and bond neutral

France Trade Balance m/m aug -4.657 bn -4.886 bn -5.050 bn ** Equity and bond neutral

Current Account Balance m/m aug -2.1 bn -2.3 bn ** Equity and bond neutral

Budget Balance m/m jul -62.3 bn -66.4 bn ** Equity and bond neutral

Switzerland Unemployment Rate m/m jul 3.0% 3.0% 3.0% ** Equity and bond neutral

UBS Real Estate Bubble Index q/q 2q 1.38 1.39 ** 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) 131 131 0 Up

3-mo T-bill yield (bps) 101 102 -1 Neutral

TED spread (bps) 30 29 1 Neutral

U.S. Libor/OIS spread (bps) 116 116 0 Up

10-yr T-note (%) 2.26 2.25 0.01 Neutral

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

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

Currencies Direction

dollar down Neutral

euro up Up

yen up Neutral

pound down Down

franc up Down  
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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 $52.24 $52.37 -0.25% Long Liquidation

WTI $49.39 $49.39 0.00%

Natural Gas $2.82 $2.80 0.50%

Crack Spread $18.55 $19.20 -3.43%

12-mo strip crack $17.10 $17.40 -1.70%

Ethanol rack $1.73 $1.72 0.30%

Gold $1,264.03 $1,257.85 0.49% Weaker Dollar

Silver $16.38 $16.28 0.65%

Copper contract $290.10 $290.70 -0.21%

Corn contract 387.50$       386.75$       0.19%

Wheat contract 466.75$       463.50$       0.70%

Soybeans contract 977.25$       969.75$       0.77%

Baltic Dry Freight 1036 1032 4

Actual Expected Difference

Crude (mb) -2.1

Gasoline (mb) -1.8

Distillates (mb) 0.5

Refinery run rates (%) 0.50%

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 temperatures expected for the western region.  Precipitation is expected for most of 

the country.  TS Franklin has made landfall and is currently moving across the Yucatan 

Peninsula.  There is some speculation that TS Franklin could develop into a hurricane, which 

could disrupt the shipment and production of oil.  However, we note that the official forecast 

calls for it to remain a tropical storm when it re-emerges in the Bay of Campeche and to make a 

second landfall north of Veracruz on Thursday.  Mexico is the fourth largest supplier of crude oil 

to the U.S.; it sends around 0.6 mbpd of crude to American shores.  Thus, TS Franklin could 

depress imports and reduce inventories when the inventory data is released next week.  



 

 

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

www.confluenceinvestment.com 

 6 

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 4, 2017 
 

Two weeks ago, we detailed our expectations for a weaker dollar.  If we are correct, one of the 

potential effects could be inflation.  A weaker dollar has two price effects.  First, it directly raises 

import prices.  Second, it gives pricing power to domestic firms competing with imports as price 

pressures should dissipate as import prices rise.  The Federal Reserve has struggled with 

continued low inflation rates as the Phillips Curve models have consistently overestimated 

inflation.  Perhaps dollar weakness will come to the FOMC’s rescue and lift price levels, 

allowing the Fed to raise its policy rate. 
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This chart shows the yearly change in core CPI with the JP Morgan dollar index, which is 

advanced 18 months.  A cursory view of the chart does suggest that a rising dollar seems to 

depress inflation, while a falling dollar seems to have the opposite effect.  And, the idea that the 

dollar’s impact takes place over time is consistent with theory.  This is because foreign firms will 

initially try to maintain market share by holding prices steady and face margin compression in a 

weak dollar period and will only move prices higher over time.  The opposite tends to occur 

during periods of dollar strength as domestic firms attempt to maintain their market share.   
 

However, as much as our eyes see the above pattern, the statistical impact is actually rather 

weak.  The correlation is only a mere 5%.  There are clearly other factors that are keeping core 

inflation low; we believe the long-term effects of deregulation and globalization play a much 

more important role.  Thus, as we discussed two weeks ago, the dollar should have an important 

impact on foreign equity performance but probably only a modest effect on core inflation.   
 

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 8/7/2017 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 8/7/2017 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 
 

August 3, 2017 
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Based on our methodology,1 the current P/E is 20.1x, 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. 

                                                 
1 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 two actual quarters (Q4, Q1) and two estimates (Q2, 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 very long-term dataset for P/E 
ratios. 


