
 

 

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

www.confluenceinvestment.com 

 1 

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 28, 2019—9:30 AM EST]  Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.1% from the last close.  In Asia, the MSCI Asia Apex 50 was down 

0.8% from the prior close.  Chinese markets were mixed, with the Shanghai composite up 0.4% 

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

469 companies having reported, the S&P 500 Q4 earnings stand at $41.46, higher than the 

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

Thus far this quarter, 67.4% of the companies reported earnings above forecast, while 22.6% 

reported earnings below forecast. 

 

The U.S./North Korea summit ended abruptly as the leaders reached an impasse.  We are seeing 

some modest flight to safety market action.  Here is what we are watching this morning: 

 

The summit abruptly ends: The two sides reached an impasse.  North Korea was willing to 

shut down its Yongbyon nuclear complex but wanted a full sanctions lift.  The U.S. was willing 

to lift sanctions but only if North Korea ended its nuclear production, gave up all its existing 

warheads and closed other nuclear sites the U.S. has discovered.1   

 

We admit to being surprised at how the meeting ended.  It seems that continuing to talk and go 

through the motions of ceremony, even with the same result, would have helped maintain 

relations.  At the same time, once it becomes clear there is no room for further discussion it does 

make sense to simply back away.  Market reaction was mostly centered in Asia, with South 

Korean markets2 taking a dive and the KRW depreciating.  Other Asian markets weakened as 

well.  

 

One other takeaway of note is that it seemed President Trump really wanted a deal.  In fact, there 

were worries he would cave to a weak agreement just to make an agreement.  The fact that he 

walked away from talks does indicate he won’t be taken.  This had to be noticed in Beijing.  If 

the president was willing to turn away from these discussions, perhaps he might do the same 

thing with Chinese negotiations.  Was this a deliberate plan?  We doubt it.  The president’s style 

is to improvise, so we think it’s more likely he figured out a deal wasn’t forthcoming and 

determined leaving made more sense.  But, if he discovers this move affects China’s viewpoint, 

                                                 
1 https://www.washingtonpost.com/politics/trump-and-kim-downplay-expectations-as-key-summit-talks-
begin/2019/02/28/d77d752c-3ac5-11e9-aaae-
69364b2ed137_story.html?utm_term=.206117d9e980&wpisrc=nl_politics&wpmm=1 and 
https://www.ft.com/content/752d339c-3af4-11e9-b72b-2c7f526ca5d0  
2 https://www.ft.com/content/7c75cda0-3b15-11e9-b72b-2c7f526ca5d0  
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expect him to play it up.  On this note, USTR Lighthizer outlined a deal in testimony yesterday 

where the U.S. will place tariff “triggers” on China to force compliance.  Although the histories 

of such arrangements are spotty (a good example is the exercise the Treasury performs twice a 

year to determine if nations are manipulating their currencies—although such manipulation is 

common, it is rarely enforced), it remains to be seen whether Chairman Xi would agree to such a 

regime.3   

 

India v. Pakistan: There are actions being taken to reduce tensions.  Pakistan has indicated it 

will return the captured pilot.4  However, there are persistent reports of sporadic clashes along 

the frontier.  As we noted yesterday, Pakistan has been isolated after the attack in Kashmir and 

thus has an interest in de-escalation.   

 

Brexit: It is looking increasingly likely that Brexit will be delayed.  On March 12, Parliament 

will vote again on PM May’s deal.  Given that it lost in historic fashion earlier this month it will 

likely fail again.  The next day, Parliament will vote on whether it supports a hard Brexit.  That is 

unlikely as well.  On the 14th, a third vote supporting an extension of the deadline will be before 

legislators.  That will almost certainly pass (if the two earlier votes are rejected, it is the only 

logical conclusion).5   

 

Here is the latest data from PredictIt on exit. 
 

 
(Source: PredictIt) 

                                                 
3 https://www.politico.com/story/2019/02/27/china-trade-deal-lighthizer-1222220  
4 https://www.reuters.com/article/us-india-kashmir/trump-hints-at-de-escalation-between-india-and-pakistan-as-
u-s-mediates-idUSKCN1QG0IR and https://www.scmp.com/news/asia/south-asia/article/2188087/kashmir-
conflict-pakistan-willing-return-captured-indian-pilot  
5 https://www.ft.com/content/7d973c06-39c5-11e9-b72b-2c7f526ca5d0 and 
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-
beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-
69364b2ed137_story.html?utm_term=.102b4b94f888  

https://www.politico.com/story/2019/02/27/china-trade-deal-lighthizer-1222220
https://www.reuters.com/article/us-india-kashmir/trump-hints-at-de-escalation-between-india-and-pakistan-as-u-s-mediates-idUSKCN1QG0IR
https://www.reuters.com/article/us-india-kashmir/trump-hints-at-de-escalation-between-india-and-pakistan-as-u-s-mediates-idUSKCN1QG0IR
https://www.scmp.com/news/asia/south-asia/article/2188087/kashmir-conflict-pakistan-willing-return-captured-indian-pilot
https://www.scmp.com/news/asia/south-asia/article/2188087/kashmir-conflict-pakistan-willing-return-captured-indian-pilot
https://www.ft.com/content/7d973c06-39c5-11e9-b72b-2c7f526ca5d0
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-69364b2ed137_story.html?utm_term=.102b4b94f888
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-69364b2ed137_story.html?utm_term=.102b4b94f888
https://www.washingtonpost.com/business/economy/trump-trade-official-says-a-us-china-deal-wont-fix-all-of-beijings-anti-trade-policies/2019/02/27/aeb569b0-3a11-11e9-aaae-69364b2ed137_story.html?utm_term=.102b4b94f888
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The question is whether the U.K. will leave the EU on March 29.  Note that this decision market 

hasn’t been above 50 cents since late last year.  Essentially, the markets have been expecting a 

delay, which explains why the GBP hasn’t fallen. 

 

European news: The ECB looks poised to move its stance toward easier policy as Eurozone 

growth slows.6  Spain’s former PM Rajoy testified against Catalan separatists yesterday, 

indicating the separatists bear responsibility for the violence and deaths that occurred in last 

year’s protests.7  Greece’s creditors, displeased with the pace of reforms in Greece, may not 

participate in the country’s first private post-crisis funding.8 

 

Energy update: Crude oil inventories fell 8.6 mb last week compared to the forecast rise of 3.0 

mb. 
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In the details, estimated U.S. production rose 0.1 mbpd, reaching a new record of 12.1 mbpd.  

Crude oil imports plunged by 1.6 mbpd, while exports fell 0.2 mbpd.  Refinery runs rose 1.2% 

compared to the forecast of unchanged.   

                                                 
6 https://www.ft.com/content/ca008578-35f8-11e9-bd3a-8b2a211d90d5  
7 https://www.nytimes.com/2019/02/27/world/europe/spain-rajoy-testimony-catalan-
separatists.html?emc=edit_mbe_20190228&nl=morning-briefing-europe&nlid=567726720190228&te=1  
8 https://www.wsj.com/articles/greeces-creditors-threaten-to-withhold-first-post-bailout-funding-11551289224  

https://www.ft.com/content/ca008578-35f8-11e9-bd3a-8b2a211d90d5
https://www.nytimes.com/2019/02/27/world/europe/spain-rajoy-testimony-catalan-separatists.html?emc=edit_mbe_20190228&nl=morning-briefing-europe&nlid=567726720190228&te=1
https://www.nytimes.com/2019/02/27/world/europe/spain-rajoy-testimony-catalan-separatists.html?emc=edit_mbe_20190228&nl=morning-briefing-europe&nlid=567726720190228&te=1
https://www.wsj.com/articles/greeces-creditors-threaten-to-withhold-first-post-bailout-funding-11551289224
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(Sources: DOE, CIM) 

 

This is the seasonal pattern chart for commercial crude oil inventories.  We would expect to see a 

steady increase in inventories that will peak in early May; the pattern coincides with refinery 

maintenance.  Last week’s large decline is an anomaly and is very bullish for oil prices.  The 

unexpected drop in inventories was partially due to an early rise in refinery operations, although 

the increase isn’t far out of seasonal norms.  But, the slide in imports was a shocker. 
 

 
(Sources: DOE, CIM) 

 

The above chart is the four-week average of crude oil imports.  The data shows a sudden decline 

in crude oil imports even with the data being smoothed. 
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This chart shows the top five foreign suppliers of U.S. crude oil since early 2017.  The data is on 

a four-week average basis.  Note that we saw a sharp drop in Canadian crude oil imports, which 

will probably be reversed at some point.  However, there has also been a profound decline in 

imports from Saudi Arabia.  Since Q4, imports have declined by half.  That drop reflects Saudi 

oil policy and will not be reversed anytime soon.  We also point out that Venezuelan imports 

have also declined but the level isn’t all that large.  Overall, the drop in Saudi imports “moved 

the needle.”    
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Based on oil inventories alone, fair value for crude oil is $58.71.  Based on the EUR, fair value is 

$54.03.  Using both independent variables, a more complete way of looking at the data, fair 

value is $54.90.  By all these measures, current oil prices are roughly in the area of fair value.  

This week’s drop in crude oil inventories was a shocker and probably won’t be repeated, but it 
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also likely means that we won’t see the usual seasonal build in crude oil stocks, either.  Thus, it 

improves the odds that prices hold their current levels into spring. 
 

U.S. Economic Releases 
 

Initial claims came in above expectations at 225k compared to the forecast of 220k.  The prior 

report was revised upward from 216k to 217k.   
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The chart above shows the four-week moving average of initial claims, which fell from 236k to 

229k. 

 

The “second” reading (this is the first since the initial release was delayed) of Q4 GDP came in 

above expectations at 2.6% compared to the forecast of 2.2%.  Personal consumption came in 

below expectations at 2.8% compared to the forecast of 3.4%.  Core PCE rose 1.7% from the 

prior quarter.  The overall GDP price index rose 1.7% compared to the forecast of 1.6%. 
 

 
 

The chart above shows historical GDP.  Currently, GDP continues to grow at a solid pace.  GDP 

grew 2.9% in 2018, the highest rate since 2015.  
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Q4 2018 "Second" Reading Q3 2018 Third Reading Difference

GDP 2.6% 3.4% -0.8%

Consumption 1.9% 2.4% -0.5%

Investment 0.8% 2.5% -1.7%

Inventories 0.1% 2.3% -2.2%

Net Exports -0.2% -2.0% 1.8%

Government 0.1% 0.4% -0.3%  
 

The table above shows the contributions to GDP.  The biggest contributors were consumption 

and investment.  Net exports fell 0.2% and government spending remained relatively muted. 
 

 
 

This chart above shows the contributions graphically.  Net exports was the only negative 

component in Q4 GDP.   
 

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

EDT Indicator Expected Prior Rating

9:45 Chicago Purchasing Manager m/m feb 57.5 56.7 **

9:45 Bloomberg Consumer Comfort m/m feb 59.6 **

10:00 Kansas City Fed Manufacturing Activity m/m feb 6 5 **

EST Speaker or event

11:00 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

13:00 Robert Kaplan to Speak in Q&A in San Antonio President of the Federal Reserve Bank of Dallas

19:00 Loretta Mester Speaks on Women in Economics President of the Federal Reserve Bank of Cleveland

20:15 Jerome Powell Speaks on Economic Development 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 
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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 Swift Global Payments CNY m/m jan 2.2% 2.1% ** Equity and bond neutral

Composite PMI m/m feb 52.4 53.2 ** Equity and bond neutral

Non-manufacturing PMI m/m feb 54.3 54.7 54.5 ** Equity and bond neutral

Manufacturing PMI m/m feb 49.2 49.5 49.5 ** Equity and bond neutral

Japan Industrial Production m/m jan -3.7% -0.1% -2.5% *** Equity and bond bearish

Retail Trade y/y jan 0.6% 1.3% 1.4% ** Equity bearish, bond bullish

Retail Sales m/m jan -2.3% 0.9% -0.8% ** Equity and bond bearish

Housing Starts m/m jan 1.1% 2.1% 10.3% ** Equity bearish, bond bullish

India GDP y/y jan 6.6% 7.1% 6.7% *** Equity and bond neutral

Eight Infrastructure Industries m/m jan 1.8% 2.6% ** Equity and bond neutral

Australia Private Capital Expenditure q/q 4q 2.0% -0.5% 1.0% ** Equity bullish, bond bearish

Private Sector Credit y/y jan 4.3% 4.3% 4.3% ** Equity and bond neutral

New Zealand ANZ Activity Outlook m/m feb 10.5 13.6 ** Equity and bond neutral

ANZ Business Confidence m/m feb -30.9 -24.1 ** Equity and bond neutral

EUROPE

France PPI m/m jan 1.4% 1.2% ** Equity and bond neutral

Consumer Spending m/m jan 1.0% -2.3% 0.8% ** Equity bullish, bond bearish

CPI y/y feb 1.3% 1.2% 1.5% *** Equity and bond neutral

GDP y/y 4q 0.9% 0.9% 0.9% *** Equity and bond neutral

Germany Import Price Index y/y jan 0.8% 1.6% 1.2% ** Equity bearish, bond bullish

Italy CPI NIC incl. tobacco y/y feb 1.2% 0.9% 1.2% *** Equity and bond neutral

CPI EU Harmonized m/m feb -0.2% -1.7% -0.2% *** Equity and bond neutral

UK Nationwide House Px y/y feb 0.4% 0.1% 0.3% ** Equity and bond neutral

Switzerland GDP y/y 4q 1.4% 2.4% 1.7% *** Equity bearish, bond bullish

KOF Leading Indicator m/m feb 92.4 95.0 95.0 ** Equity and bond neutral

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

AMERICAS

Brazil GDP y/y 4q 1.1% 1.3% 1.4% *** Equity bearish, bond bullish

Mexico Trade Balance m/m jan -4.810 bn 1.836 bn -3.884 bn ** Equity bearish, bond bullish

Unemployment Rate m/m jan 3.6% 3.4% 3.6% *** Equity and bond neutral

Canada CPI y/y jan 1.4% 2.0% 1.4% *** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 263 264 -1 Up

3-mo T-bill yield (bps) 239 239 0 Neutral

TED spread (bps) 24 25 -1 Neutral

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

10-yr T-note (%) 2.67 2.68 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 8 7 1 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Neutral

pound down 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 $66.12 $66.39 -0.41%

WTI $56.97 $56.94 0.05%  

Natural Gas $2.82 $2.80 0.82%  

Crack Spread $20.65 $20.54 0.57%

12-mo strip crack $17.19 $17.14 0.29%

Ethanol rack $1.45 $1.45 -0.19%

Gold $1,325.54 $1,319.86 0.43%

Silver $15.80 $15.74 0.41%

Copper contract $295.55 $296.25 -0.24%

Corn contract 373.25$       373.75$       -0.13%

Wheat contract 466.25$       466.75$       -0.11%

Soybeans contract 913.75$       916.75$       -0.33%

Baltic Dry Freight 651 649 2

Actual Expected Difference

Crude (mb) -8.6 3.0 -11.6

Gasoline (mb) -1.9 -1.5 -0.4

Distillates (mb) -0.3 -2.0 1.7

Refinery run rates (%) 1.20% 0.00% 1.2%

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.   



 

 

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

www.confluenceinvestment.com 

 10 

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 2/27/2019 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 2/27/2019 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 
 

February 28, 2019 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 2/27/2019 = 16.8x

 
 

Based on our methodology,9 the current P/E is 16.8x, 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. 

                                                 
9 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. 


