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[Posted: June 19, 2017—9:30 AM EDT]  Global equity markets are up this morning.  The 

EuroStoxx 50 is up 0.9% from the last close.  In Asia, the MSCI Asia Apex 50 closed up 1.1% 

from the prior close.  Chinese markets were down, with the Shanghai composite down 0.7% and 

the Shenzhen index down 0.6%.  U.S. equity index futures are signaling a higher open.   

 

Global equity markets are rising this morning, although the weekend news was mixed.  Here’s a 

recap: 

 

Macron dominates in France: Emmanuel Macron, the recently elected president of France, 

solidified his new government with a solid win, capturing 350 of the 577 seats in the National 

Assembly.  For a party that didn’t exist before the election, this was a remarkable achievement.  

The center-right held 135 seats, representing the opposition.  The Socialists, who had a majority 

in the previous government, were reduced to a mere 45 seats.  The National Front, led by Le Pen, 

won only eight seats while the far-left won 17 seats.  It should be noted that the turnout was very 

low; it isn’t clear if the turnout dropped because voters saw Macron’s win as inevitable and 

decided to stay away from the polls, or if they were in despair that a good outcome was not 

possible.  Macron describes his policies as “muscular centrism,” but they look to us like neo-

conservative.  He is pushing deregulation and lower taxes.  Although such policies are on shaky 

ground around the world, France never really had a Thatcher-Reagan revolution and so having 

one now would not be unusual for France.  Still, we suspect the low turnout reflects more of a 

rejection of politics in general and, if that is the case, Macron may face more opposition than this 

vote would indicate.   

 

Syrian warplane shot down: A U.S. F-18 shot down a Syrian military jet that was bombing 

rebel positions.  These rebels have U.S. support.  Russia indicated this morning that it would now 

treat U.S. aircraft in the region as hostile.  There has been a concerted effort by the U.S. and 

Russia to avoid air confrontation but, as IS continues to wither, the war is now shifting away 

from IS onto the ultimate fate of the Syrian regime.  We note that Iran fired missiles into Syria 

over the weekend to attack IS in retaliation for the recent terror attack.  We are seeing a clear 

escalation in this region which is a concern and points to the rising likelihood of a broader 

conflict. 

 

Apparent terrorism in London: Yesterday, what appeared to be a terror attack occurred in 

London, this time directed against Muslims.  A vehicle drove into a crowd leaving a mosque.  

These attacks serve to further undermine the PM just as talks begin with the EU over Brexit. 

 

Chinese regulators tout commodities: The China Securities Regulatory Commission indicated 

it will loosen limits on how much commodity exposure commercial banks, insurance companies 

and pension funds can have.  It isn’t completely obvious why this policy is being proposed but it 
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may be as simple as trying to distract investors from Chinese property markets.  The commission 

did indicate it wants to see deeper futures markets; perhaps the increased investment exposure 

would develop those markets but we doubt investment firms would offer a two-way trade.  We 

will continue to closely monitor commodity markets to see if Chinese flows show up in any 

meaningful way. 

 

Vancouver real estate woes: Canadian financial regulators are taking a much closer look at 

residential lending practices as it appears loose collateral rules may be part of the lending boom.  

There are reports that some loans may have been made against collateral in China, which would 

be rather problematic to seize in case of default.  Canada avoided a real estate crisis in 2008 but 

it may be facing one now.1  

 

Where millionaires flee: New World Wealth, a market research firm, has published its most 

recent report which offers some insight into capital flight.  In 2016, the top five nations with the 

most fleeing millionaires were France, China, Brazil, India and Turkey.  The favorite 

destinations for this capital flight were Australia, the U.S., Canada, the UAE and New Zealand.2  

As global tensions rise, we could see more capital flight in the future.   

 

U.S. Economic Releases 

 

There were no economic releases or Fed speakers scheduled today. 

 

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.  

 

                                                 
1 http://vancouversun.com/news/local-news/vancouver-real-estate-in-the-
red?cn=bWVudGlvbg%3D%3D&cn=cmV0d2VldA%3D%3D  
2 http://www.marketwatch.com/story/this-country-is-no-1-for-millionaire-migrants-and-its-not-the-us-2017-02-
27?link=sfmw_tw  

http://vancouversun.com/news/local-news/vancouver-real-estate-in-the-red?cn=bWVudGlvbg%3D%3D&cn=cmV0d2VldA%3D%3D
http://vancouversun.com/news/local-news/vancouver-real-estate-in-the-red?cn=bWVudGlvbg%3D%3D&cn=cmV0d2VldA%3D%3D
http://www.marketwatch.com/story/this-country-is-no-1-for-millionaire-migrants-and-its-not-the-us-2017-02-27?link=sfmw_tw
http://www.marketwatch.com/story/this-country-is-no-1-for-millionaire-migrants-and-its-not-the-us-2017-02-27?link=sfmw_tw
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Trade Balance m/m may -203.4 bn 481.7 bn 43.3 bn ** Equity bearish, bond bullish

Exports y/y may 14.9% 7.5% 16.0% ** Equity bearish, bond bullish

Imports y/y may 17.8% 15.1% 14.5% ** Equity and bond neutral

Australia New Motor Vehicle y/y may 4.9% 0.1% * Equity and bond neutral

New Zealand Westpac Consumer Confidence q/q 1q 113.4 111.9 * Equity and bond neutral

Performance Services Index m/m may 58.8 52.8 * Equity and bond neutral

EUROPE

Eurozone Construction Output y/y apr 3.2% 3.6% ** Equity and bond neutral

UK Rightmove House Prices y/y jun 1.8% 3.0% 2.8% * Equity and bond neutral

Switzerland Total Sight Deposits m/m jun 577.4 bn 576.4 bn * Equity and bond neutral

Domestic Sight Deposits m/m jun 482.0 bn 476.2 bn * 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) 127 127 0 Up

3-mo T-bill yield (bps) 99 99 0 Neutral

TED spread (bps) 29 28 1 Neutral

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

10-yr T-note (%) 2.15 2.15 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 31 31 0 Up

Currencies Direction

dollar down Neutral

euro up Up

yen down Neutral

pound up Down

franc down Down  
 

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 $47.69 $47.37 0.68% Short Covering

WTI $45.01 $44.74 0.60%

Natural Gas $2.90 $3.04 -4.38%

Crack Spread $16.09 $15.97 0.76%

12-mo strip crack $14.43 $14.32 0.74%

Ethanol rack $1.69 $1.69 -0.19%

Gold $1,250.98 $1,253.73 -0.22%

Silver $16.67 $16.70 -0.22%

Copper contract $260.50 $257.90 1.01%

Corn contract 387.25$       392.00$       -1.21%

Wheat contract 481.75$       481.50$       0.05%

Soybeans contract 954.25$       950.00$       0.45%

Baltic Dry Freight 851 855 -4

Shipping

Energy Markets

Metals

Grains

 
 

Weather 

 

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

except for the northern region which shows cooler temps.  Precipitation is expected for most 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.  

 

June 16, 2017 

 

Last week, the Federal Reserve published its Financial Accounts of the United States report, 

more commonly called the “Flow of Funds” data.  The report offers a plethora of insights into 

the economy.  This week we want to examine the household debt situation. 

 

In Q1, household debt reached $15.1 trillion, up 3.4% from the previous year. 

 

 
 

Although the growth in liabilities is positive for consumption, note that the current growth rate is 

well below the 9.8% average from 1946 through 2006.  As we will show below, deleveraging 

continues but the pace has slowed dramatically.  Still, part of the reason for sluggish growth is 

that households are simply not borrowing as quickly as what we have seen in the postwar period. 

 

As noted, deleveraging has continued but the pace has slowed to a crawl. 
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Household debt (non-profit debt is not meaningful) is down to 78.2% of GDP after peaking at 

97.7%.  It is virtually impossible to determine the “correct” or sustainable level of debt, but a 

solid case can be made that any reading above 60% is probably not manageable over the long 

run.  Of course, there are three ways this ratio can decline, falling levels of debt, rising real GDP 

relative to debt or rising inflation relative to debt.  The lack of inflation has probably prevented 

an even larger drop in this ratio. 

 

Low interest rates have reduced the servicing costs. 
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This chart shows household debt service costs as a percentage of after-tax income.  Debt service 

costs rose steadily from 1993 into 2007.  The combination of falling interest rates and the level 

of debt has led to a sharp drop in debt service costs.  At these levels of debt service, one would 

expect that households would be encouraged to expand their debt levels.  However, the 

“hangover” from the debt crisis has not yet diminished.   

 

As long as households are reluctant to borrow, economic growth will remain slow and inflation 

low.  This combination should lead to moderate policy tightening from the FOMC and an 

extended business cycle.  If borrowing were to increase, these conditions might change but, for 

the foreseeable future, we expect borrowing to remain sluggish and economic growth to remain 

weak as well.   

 

 
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 6/16/2017 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 6/16/2017 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 
 

June 15, 2017 
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P/E as of 6/14/2017 = 20.4x

 
 

Based on our methodology,3 the current P/E is 20.4x, up 0.1x 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. 

                                                 
3 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 three actual quarters (Q3, Q4 and Q1) and estimate (Q2).  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. 


