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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: February 27, 2019—9:30 AM EST]  Global equity markets are generally lower this 

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

was unchanged from the prior close.  Chinese markets were mixed, with the Shanghai composite 

up 0.4% and the Shenzhen index down 0.6%.  U.S. equity index futures are signaling a lower 

open.  With 447 companies having reported, the S&P 500 Q4 earnings stand at $41.42, higher 

than the $40.86 forecast for the quarter.  The forecast reflects a 13.4% increase from Q4 2017 

earnings.  Thus far this quarter, 67.1% of the companies reported earnings above forecast, while 

23.0% reported earnings below forecast. 

 

There is an escalation between India and Pakistan, and a summit in Hanoi.  Futures markets 

suffered a technical glitch and stopped trading for several hours overnight.1  Here is what we are 

watching this morning: 

 

India v. Pakistan: There has been an escalation of tensions between India and Pakistan.  During 

the past week, over 40 Indian paramilitary operatives were killed by militants in the disputed 

Kashmir region.  The militants are thought to be supported by Pakistan.  India responded with an 

aerial attack into Pakistani territory; it isn’t clear how effective the attack was, but it showed that 

the India Air Force could penetrate Pakistani air space without much trouble.  However, this 

morning, Pakistan claims it shot down two Indian fighters and apparently has one of the pilots in 

custody.2  Tensions between the two countries are nothing new.  Periodic clashes occur with 

great frequency.  There is always a concern about these clashes because both nations possess 

nuclear weapons and can likely deliver them.   

 

We don’t think this current situation will escalate;3 neither do the markets, otherwise we would 

be seeing flight to safety buying in gold, the dollar and Treasuries.  But, that doesn’t mean this 

situation isn’t instructive.  One interesting trend is that Islamabad isn’t getting support from 

anyone.  The U.S. has offered support to India4 as has the EU.5  Even China, perhaps Pakistan’s 

                                                 
1 https://www.ft.com/content/73279334-3a32-11e9-b72b-2c7f526ca5d0?segmentId=a7371401-027d-d8bf-8a7f-
2a746e767d56  
2 https://www.ndtv.com/india-news/air-force-pilot-missing-pakistan-claims-hes-in-their-custody-we-are-
ascertaining-claims-government-2000101  
3 https://www.nytimes.com/2019/02/26/world/asia/india-pakistan-kashmir-
airstrikes.html?wpisrc=nl_todayworld&wpmm=1  
4 https://www.hindustantimes.com/world-news/we-support-india-s-right-to-self-defense-us-nsa-john-bolton-to-
ajit-doval/story-uuvWwXJLRm51B4Px4xU0gK.html?wpisrc=nl_todayworld&wpmm=1 and 
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closest ally, instructed both sides to restrain themselves.6  Simply put, the developed world is 

against the use of stateless proxies for policy goals; they can’t be completely controlled and offer 

the sponsoring nation a degree of deniability that makes them dangerous.   

 

We wonder if these attacks were not tied to the upcoming Indian elections.  The brass in Pakistan 

likely prefer PM Modi as a foil.  He has been struggling against an insurgent Congress Party and 

the military in Islamabad could fear that a Modi loss would deescalate tensions between the two 

nations and undermine the support for defense spending.  By giving Modi a crisis, he gets to look 

like a leader and it may boost his reelection chances. 

 

The summit meeting: President Trump and Dear Respected Comrade Kim are meeting in Hanoi 

today.  We do not expect any breakthroughs, although the outlines of a deal are emerging.  We 

suspect Trump would allow North Korea to keep its nuclear program in return for giving up its 

ICBMs.  This would make North Korea a nuclear threat to its near neighbors but not to the lower 

48 (however, the range of North Korea’s intermediate-range missiles would include Alaska and 

Guam).7  Although one can see the logic in Trump’s position if this does become U.S. policy, it 

could trigger a regional nuclear arms race by prompting Japan, which is a threshold nuclear state, 

to develop its own deterrent.  At the same time, moving to normalize relations with North Korea 

will unsettle Beijing, which has used the Hermit Kingdom as a buffer state.  If the U.S. and 

North Korea develop better relations, China will be displeased. 

 

Brexit: There isn’t a whole lot new to report, but there is some background on why PM May has 

reversed her position.  The government has ascertained that both the public and private sectors 

are woefully underprepared to sever relations with the EU and the economy would almost 

certainly suffer a nasty disruption if a break were to occur at the end of March.8  Votes on her 

plan or an extension will ensue next month and the odds that her plan gets more support are 

increasing as Brexiteers are beginning to realize that a hard Brexit isn’t going to be allowed to 

transpire.  Instead, the vote on March 12 is becoming a choice between May’s deal and indefinite 

delay.  Faced with that prospect, Brexit supporters may grudgingly decide that May’s plan is 

better than no exit.   

 

Another interesting bit of information has emerged on the EU/U.K. post-agreement talks.  

Apparently, EU bureaucrats sit in on the meetings and write confidential minutes to distribute to 

member nations.  As often happens, these summaries have leaked and confirm what we have 

                                                                                                                                                             
https://www.ft.com/content/329e95fe-3a39-11e9-b72b-2c7f526ca5d0?segmentId=a7371401-027d-d8bf-8a7f-
2a746e767d56  
5 https://twitter.com/tanvi_madan/status/1100431568441614337?wpisrc=nl_todayworld&wpmm=1  
6 https://theprint.in/opinion/the-factivist/india-has-called-pakistans-nuclear-bluff-again-but-modi-cannot-become-
complacent/198346/amp/?__twitter_impression=true&wpisrc=nl_todayworld&wpmm=1  
7 https://thediplomat.com/2018/05/we-need-to-talk-about-north-koreas-intermediate-range-ballistic-missiles/  
8 https://www.ft.com/content/7d973c06-39c5-11e9-b72b-
2c7f526ca5d0?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 and 
https://www.ft.com/content/fe7faba2-39e1-11e9-b856-
5404d3811663?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  

https://www.ft.com/content/329e95fe-3a39-11e9-b72b-2c7f526ca5d0?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
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https://www.ft.com/content/7d973c06-39c5-11e9-b72b-2c7f526ca5d0?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/fe7faba2-39e1-11e9-b856-5404d3811663?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/fe7faba2-39e1-11e9-b856-5404d3811663?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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long suspected—nothing happens in these meetings.9  The EU isn’t going to change anything 

and thus the U.K. will need to act if an adjustment is going to occur. 

 

Powell to Capitol Hill: Chair Powell went to Capitol Hill.  There were no real surprises.  He 

gave ample reasons why policy will remain on pause, which was clearly telegraphed by other 

statements and speeches.10  He did warn of the fiscal deficit, but this has been a nearly constant 

theme of Fed chairs for decades.  After all, fiscal expansion can complicate monetary policy; if 

the former leads to an overheated economy then the Fed has to play the role of spoiler and 

tighten monetary policy.  Nevertheless, there is no inflationary evidence that current deficits are 

a problem. 

 

Nigerian elections: Incumbent President Buhari has apparently won reelection in a poll that was 

marred with violence and a low turnout.11  We recently profiled these elections in a WGR.12  As 

we noted in our report, it is unlikely the opposition will accept the results peacefully, which may 

support oil prices. 

 

Zarif resigns, Rouhani rejects: Iran’s foreign minister, Javad Zarif, offered to resign earlier this 

week.13  President Rouhani refused to accept the resignation.14  So, for now, Zarif will remain at 

his post. 

 

League wins again: As we noted yesterday, the Five-Star Movement took a drubbing in local 

elections in Abruzzo over the weekend.  The votes are now in from local elections in Sardinia 

with the same result.  Right-wing populism is on the rise in Italy.  The leadership of the Five-Star 

Movement put on a brave face15 regarding these losses, but if this trend continues the party will 

be doomed, at best, to junior partnership within the coalition.   

 

A cyber counterattack: The U.S. military confirmed that it disrupted the internet access of a 

Russian troll farm16 as a signal to Russia that the U.S. is not without the capacity to retaliate 

                                                 
9 https://www.nytimes.com/2019/02/26/world/europe/brexit-theresa-may-
brussels.html?emc=edit_mbe_20190227&nl=morning-briefing-europe&nlid=567726720190227&te=1  
10 https://www.ft.com/content/9fb7ffc2-39d0-11e9-b856-5404d3811663?segmentId=a7371401-027d-d8bf-8a7f-
2a746e767d56  
11 https://www.bbc.com/news/world-africa-47380663  
12 See WGR, The Nigerian Election (2/11/2019). 
13 https://www.nytimes.com/2019/02/25/world/middleeast/javid-zarif-
resigns.html?emc=edit_mbe_20190226&nl=morning-briefing-europe&nlid=567726720190226&te=1 ; 
https://www.apnews.com/08cb7394544947f5aa0459a2fb99fcd7?utm_source=POLITICO.EU&utm_campaign=6c8d
b1e66d-EMAIL_CAMPAIGN_2019_02_26_05_51&utm_medium=email&utm_term=0_10959edeb5-6c8db1e66d-
190334489 ; https://www.wsj.com/articles/irans-foreign-minister-resigns-in-an-instagram-post-11551128482  
14 https://www.aljazeera.com/news/2019/02/iran-rouhani-rejects-top-diplomat-zarif-resignation-
190226152426950.html?utm_source=Eurasia+Group+Signal&utm_campaign=80438cd2d4-
EMAIL_CAMPAIGN_2019_02_27_12_23&utm_medium=email&utm_term=0_e605619869-80438cd2d4-134308033  
15 https://www.ft.com/content/2dc730be-39d9-11e9-b856-5404d3811663?segmentId=a7371401-027d-d8bf-8a7f-
2a746e767d56  
16 https://www.washingtonpost.com/world/national-security/us-cyber-command-operation-disrupted-internet-
access-of-russian-troll-factory-on-day-of-2018-midterms/2019/02/26/1827fc9e-36d6-11e9-af5b-
b51b7ff322e9_story.html?utm_term=.70944d2e0996&wpisrc=nl_todayworld&wpmm=1  

https://www.nytimes.com/2019/02/26/world/europe/brexit-theresa-may-brussels.html?emc=edit_mbe_20190227&nl=morning-briefing-europe&nlid=567726720190227&te=1
https://www.nytimes.com/2019/02/26/world/europe/brexit-theresa-may-brussels.html?emc=edit_mbe_20190227&nl=morning-briefing-europe&nlid=567726720190227&te=1
https://www.ft.com/content/9fb7ffc2-39d0-11e9-b856-5404d3811663?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://www.ft.com/content/9fb7ffc2-39d0-11e9-b856-5404d3811663?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://www.bbc.com/news/world-africa-47380663
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_2_11_2019.pdf
https://www.nytimes.com/2019/02/25/world/middleeast/javid-zarif-resigns.html?emc=edit_mbe_20190226&nl=morning-briefing-europe&nlid=567726720190226&te=1
https://www.nytimes.com/2019/02/25/world/middleeast/javid-zarif-resigns.html?emc=edit_mbe_20190226&nl=morning-briefing-europe&nlid=567726720190226&te=1
https://www.apnews.com/08cb7394544947f5aa0459a2fb99fcd7?utm_source=POLITICO.EU&utm_campaign=6c8db1e66d-EMAIL_CAMPAIGN_2019_02_26_05_51&utm_medium=email&utm_term=0_10959edeb5-6c8db1e66d-190334489
https://www.apnews.com/08cb7394544947f5aa0459a2fb99fcd7?utm_source=POLITICO.EU&utm_campaign=6c8db1e66d-EMAIL_CAMPAIGN_2019_02_26_05_51&utm_medium=email&utm_term=0_10959edeb5-6c8db1e66d-190334489
https://www.apnews.com/08cb7394544947f5aa0459a2fb99fcd7?utm_source=POLITICO.EU&utm_campaign=6c8db1e66d-EMAIL_CAMPAIGN_2019_02_26_05_51&utm_medium=email&utm_term=0_10959edeb5-6c8db1e66d-190334489
https://www.wsj.com/articles/irans-foreign-minister-resigns-in-an-instagram-post-11551128482
https://www.aljazeera.com/news/2019/02/iran-rouhani-rejects-top-diplomat-zarif-resignation-190226152426950.html?utm_source=Eurasia+Group+Signal&utm_campaign=80438cd2d4-EMAIL_CAMPAIGN_2019_02_27_12_23&utm_medium=email&utm_term=0_e605619869-80438cd2d4-134308033
https://www.aljazeera.com/news/2019/02/iran-rouhani-rejects-top-diplomat-zarif-resignation-190226152426950.html?utm_source=Eurasia+Group+Signal&utm_campaign=80438cd2d4-EMAIL_CAMPAIGN_2019_02_27_12_23&utm_medium=email&utm_term=0_e605619869-80438cd2d4-134308033
https://www.aljazeera.com/news/2019/02/iran-rouhani-rejects-top-diplomat-zarif-resignation-190226152426950.html?utm_source=Eurasia+Group+Signal&utm_campaign=80438cd2d4-EMAIL_CAMPAIGN_2019_02_27_12_23&utm_medium=email&utm_term=0_e605619869-80438cd2d4-134308033
https://www.ft.com/content/2dc730be-39d9-11e9-b856-5404d3811663?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://www.ft.com/content/2dc730be-39d9-11e9-b856-5404d3811663?segmentId=a7371401-027d-d8bf-8a7f-2a746e767d56
https://www.washingtonpost.com/world/national-security/us-cyber-command-operation-disrupted-internet-access-of-russian-troll-factory-on-day-of-2018-midterms/2019/02/26/1827fc9e-36d6-11e9-af5b-b51b7ff322e9_story.html?utm_term=.70944d2e0996&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/national-security/us-cyber-command-operation-disrupted-internet-access-of-russian-troll-factory-on-day-of-2018-midterms/2019/02/26/1827fc9e-36d6-11e9-af5b-b51b7ff322e9_story.html?utm_term=.70944d2e0996&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/national-security/us-cyber-command-operation-disrupted-internet-access-of-russian-troll-factory-on-day-of-2018-midterms/2019/02/26/1827fc9e-36d6-11e9-af5b-b51b7ff322e9_story.html?utm_term=.70944d2e0996&wpisrc=nl_todayworld&wpmm=1
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against cyberattacks.  We would not view this as a major disruption but more of a warning to 

Moscow. 

 

A threat to tech: The Federal Trade Commission has created a task force to examine 

competition in the online platform industry.17  There has been growing concern about the 

acquisitive nature of some of these firms and this body could build a case for anti-trust action.18 

 

Confirming our suspicions: A recent study19 shows that only Germany and the Netherlands 

benefited significantly from joining the Eurozone.  Italy has fared the worst.  We have concluded 

that the Eurozone has essentially allowed Germany to treat the rest of the Eurozone as colonies, 

creating conditions that forced other nations to absorb its imports by expanding their debt 

burden.  This study mostly confirms that notion, although we were surprised that the Netherlands 

also prospered.  This is why we believe that, at some point, either the Eurozone will break up or 

Germany will have to play the role of benevolent hegemon and become a net importer (we think 

the first is the more likely outcome). 
 

U.S. Economic Releases 
 

MBA mortgage application rose 5.3% from the prior week.  Purchases and refinancing rose 6.1% 

and 4.6%, respectively.  The average 30-year fixed rate fell 1 bp from 4.66% to 4.65%. 
 

The goods trade deficit came in wider than expected at $79.5 bn compared to the forecast of 

$73.9 bn.  The widening deficit appears to be due to the large drop in exports outweighing the 

drop in imports. 
 

 
 

The chart above shows the trade balance of goods and the advance trade balance.  The chart is 

missing data from November as a result of the government shutdown.  

                                                 
17 https://www.ft.com/content/2801ced2-39f7-11e9-b856-
5404d3811663?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
18 https://www.ftc.gov/tips-advice/competition-guidance/guide-antitrust-laws  
19 https://www.cep.eu/fileadmin/user_upload/cep.eu/Studien/20_Jahre_Euro_-
_Gewinner_und_Verlierer/cepStudy_20_years_Euro_-_Winners_and_Losers.pdf  

https://www.ft.com/content/2801ced2-39f7-11e9-b856-5404d3811663?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2801ced2-39f7-11e9-b856-5404d3811663?emailId=5c76210b18880800041f4764&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ftc.gov/tips-advice/competition-guidance/guide-antitrust-laws
https://www.cep.eu/fileadmin/user_upload/cep.eu/Studien/20_Jahre_Euro_-_Gewinner_und_Verlierer/cepStudy_20_years_Euro_-_Winners_and_Losers.pdf
https://www.cep.eu/fileadmin/user_upload/cep.eu/Studien/20_Jahre_Euro_-_Gewinner_und_Verlierer/cepStudy_20_years_Euro_-_Winners_and_Losers.pdf
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Wholesale inventories came in above expectations, rising 1.1% from the prior month compared 

to the forecast gain of 0.2%.  Retail inventories rose 0.9% from the prior month.  We are seeing a 

rather sharp rise in the inventory/sales ratio at the wholesale level, likely a reflection of the 

economic and market turmoil exhibited in Q4. 
 

 
 

Although several sectors showed a rise in this ratio, the most striking was lumber. 
 

 
 

This rise confirms the weak housing starts data  from yesterday.  Although the lift in inventories 

may help Q4 GDP, it will tend to depress GDP in the coming quarters as the inventory buildup is 

worked off.  The data adds to evidence that the econmy is slowing rapidly. 
 

The table below shows the economic releases and Fed events scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

10:00 Pending Home Sales m/m jan 1.0% -2.2% **

10:00 Pending Home Sales m/m jan -4.6% -9.5% **

10:00 Factory Orders m/m dec 0.6% -0.6% **

10:00 Factory Orders ex Trans m/m dec -1.3% **

10:00 Durable Goods Orders m/m dec 1.2% **

10:00 Durable Goods Orders ex Transportation m/m dec 0.1% **

10:00 Cap Goods Orders Nondef Ex Air m/m dec -0.7% **

10:00 Cap Goods Ship Nondef Ex Air m/m dec 0.5% **

EST Speaker or event

10:00 Jerome Powell testifies before House Panel Chairman of Board of Governors of Federal Reserve

District or position

Economic Releases

Fed speakers or events

 
 

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

Australia Construction Work Done q/q 4q -3.1% -2.8% -0.5% ** Equity and bond bearish

New Zealand Trade Balance m/m feb -0.914 bn 0.264 bn -0.300 bn ** Equity and bond neutral

EUROPE

Eurozone Economic Confidence m/m feb 106.1 106.2 106.0 ** Equity and bond neutral

Business Climate Indicator m/m feb 0.69 0.69 0.66 ** Equity and bond neutral

Industrial Confidence m/m feb -0.4 0.5 0.1 ** Equity and bond bearish

Services Confidence m/m feb 12.1 11.0 10.9 ** Equity bullish, bond bearish

Consumer Confidence m/m feb -7.4 -7.4 -7.4 *** Equity and bond neutral

Italy Consumer Confidence Index m/m feb 112.4 114.0 113.4 *** Equity and bond neutral

Manufacturing Confidence m/m feb 101.7 102.1 101.5 ** Equity and bond neutral

Economic Sentiment m/m feb 98.3 99.2 ** Equity and bond neutral

IFO Current Assessment m/m feb 103.4 104.3 103.9 ** Equity and bond neutral

UK UK Finance Loans for Housing m/m jan 40634 38779 38441 ** Equity and bond neutral

BRC Shop Price Index m/m feb 0.7% 0.4% 0.3% ** Equity and bond neutral

Switzerland Credit Suisse Survey Expectations m/m feb -16.6 -44.0 ** Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGPM y/y feb 7.6% 6.7% 7.4% ** Equity bearish, bond bullish

National Unemployment Rate m/m feb 12.0% 11.6% 11.9% ** Equity and bond bearish

PPI Manufacturing m/m jan 7.8% 9.1% ** Equity and bond neutral

Mexico GDP q/q 4q 0.2% 0.3% 0.3% *** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 264 265 -1 Up

3-mo T-bill yield (bps) 240 239 1 Neutral

TED spread (bps) 24 25 -1 Neutral

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

10-yr T-note (%) 2.63 2.64 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 8 8 0 Down

Currencies Direction

dollar flat Neutral

euro flat Up

yen up Neutral

pound up 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. 
 

Price Prior Change Explanation

Brent $66.20 $65.21 1.52% OPEC Production Cuts

WTI $56.54 $55.50 1.87%  

Natural Gas $2.77 $2.80 -1.07%  

Crack Spread $20.70 $20.76 -0.30%

12-mo strip crack $17.20 $17.28 -0.44%

Ethanol rack $1.45 $1.45 0.06%

Gold $1,327.27 $1,328.96 -0.13%

Silver $15.86 $15.93 -0.46%

Copper contract $295.80 $295.05 0.25%

Corn contract 377.25$       376.00$       0.33%

Wheat contract 472.50$       468.25$       0.91%

Soybeans contract 917.00$       917.00$       0.00%

Baltic Dry Freight 649 637 12

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) -1.5

Distillates (mb) -2.0

Refinery run rates (%) 0.00%

Natural gas (bcf) -177.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

temps in Florida and its surrounding areas.   
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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.  
 

February 22, 2019 
 

In 2017, 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 January 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 did slip late last year.  We have placed vertical lines at certain points 

when the indicator fell 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 as it did in January.  

 

What does the indicator say now?  The economy has weakened but is not yet at a point where an 

investor should become defensive.  Breaking below the red line would be our signal to expect a 

broader downturn.  Most likely, we are going through a period similar to what we experienced in 

2016.  If so, and the economic data begins to improve, then we should see equities turn higher in 

the coming months.   

   

    

 
 

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 2/26/2019 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 2/26/2019 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 
 

February 21, 2019 
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P/E as of 2/20/2019 = 16.7x

 
 

Based on our methodology,20 the current P/E is 16.7x, up 0.1x from last week.  Rising index 

values led to the rise in the multiple.   
 
 
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. 

                                                 
20 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 two actual quarters (Q2 and Q3) and two estimates (Q4 and 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 long-term dataset for P/E ratios. 


