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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: March 22, 2019—9:30 AM EDT]  Global equity markets are mixed this morning.  

The EuroStoxx 50 is down 1.1% from the last close.  In Asia, the MSCI Asia Apex 50 was up 

0.2% from the prior close.  Chinese markets were up, with the Shanghai composite up 0.1% and 

the Shenzhen index up 0.2%.  U.S. equity index futures are signaling a lower open.   

 

Good morning! Equity markets are mixed today following weak manufacturing data in Europe 

and the president’s hints that a trade deal with China is close to fruition. Below are the stories we 

are currently monitoring:  
 

Brexit extension: On Thursday, the Financial Times reported that the EU is preparing to offer 

the UK an extension on Brexit on the condition that MPs approve a withdrawal agreement next 

week. According to reports, the EU would agree to an extension of May 22, the day before the 

European Parliamentary elections, on the condition that May is able to gain parliamentary 

support. However, if the U.K. Parliament rejects May’s offer then the EU would consider an 

extension of nine months. If this longer extension occurs, then the UK will be required to 

participate in the EU elections. Brexiteers are furious at the prospect of the U.K. participating in 

EU elections following the country’s decision to withdraw from the EU. As a result, we would 

not be surprised if more Brexiteers end up supporting PM May’s deal.  

 

Venezuela’s “big stake”? The Trump administration hinted at possible retaliation against 

President Nicolas Maduro following the arrest of Robert Marrero, the Chief of Staff of 

opposition leader Juan Guaido. This move by Maduro will likely escalate tensions between the 

U.S .and Venezuela as Maduro grapples with staying in power in light of crippling U.S. 

sanctions. Tensions have been running high between the two countries following the U.S. 

decision to recognize Juan Guaido as the legitimate leader of Venezuela. Following this decision, 

the U.S. has maintained that there will be severe consequences for the Maduro regime if Guaido 

or anyone in his inner circle is harmed. At this point, the administration has been ambiguous 

about what its response will be, but has vowed that Maduro’s actions “will not go unanswered.” 

 

Flood season: The National Oceanic and Atmospheric Association stated in its Spring Outlook 

report that the U.S. is likely to see “historic and widespread flooding” in May. If this occurs, it 

will be bad news for farmers who have been stockpiling crops in anticipation of a possible trade 

deal with China and are still recovering from the bomb-cyclone that hit two weeks ago. Federal 

regulations prevent the selling of crops that have been tainted by flood waters, which will likely 

result in farmers absorbing losses of some of their excess inventories. As a result, we expect the 
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price of crops to be relatively high over the summer as poor weather conditions will have a 

negative impact on supply.  

 

North Korea: Following months of progress, it appears that denuclearization talks between the 

U.S. and North Korea may be on the brink of breaking down. Last week, it was reported that 

North Korea was considering walking away from negotiations following the summit in Hanoi 

that saw both sides leave without an agreement. Speculation was further stoked today after North 

Korea decided to withdraw from a shared liaison office with South Korea following the U.S. 

decision to sanction two Chinese shipping companies. The sticking point in negotiations appears 

to be North Korea’s insistence that sanctions be removed before it decides to completely 

denuclearize, while the U.S. maintains that sanctions will only be removed once there is proof 

the country has completely denuclearized. Furthermore, there are reports that North Korea has 

been able to avoid sanctions with the help of China. At this point, it is unclear what the next 

steps are but we will be closely monitoring the situation. 

 

U.S. Economic Releases 
 

There were no economic releases prior to the publication of this report. The table below lists the 

economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 Markit Manufacturing PMI m/m mar 53.5 53.0 **

10:00 Markit Services PMI m/m mar 55.5 56.0 **

10:00 Markit Composite PMI m/m mar 55.5 **

10:00 Wholesale Inventories m/m jan 0.1% 1.1% **

10:00 Wholesale Trade Sales m/m jan -1.0% **

10:00 Existing Home Sales m/m feb 5.10 mn 4.94 mn **

10:00 Existing Home Sales m/m feb 3.2% -1.2% **

10:00 Monthly Budget Statement m/m feb -$227.0 bn -$215.2 bn **

Economic Releases

No speakers or events scheduled

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.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan National CPI y/y feb 0.2% 0.2% 0.3% *** Equity and bond neutral

National CPI ex Fresh Food y/y feb 0.7% 0.8% 0.8% *** Equity and bond neutral

National CPI ex Fresh Food, Energy m/m feb 0.4% 0.4% 0.4% *** Equity and bond neutral

Japan buying foreign bonds y/y mar -¥571.6 bn ¥245.7 bn * Equity and bond neutral

Japan buying foreign stocks y/y mar ¥450.9 bn ¥623.8 bn * Equity and bond neutral

Foreign buying Japan bonds ytd mar ¥401.6 bn ¥459.1 bn * Equity and bond neutral

Foreign buying Japan stocks m/m mar -¥1.589 tn -¥1.159 tn * Equity and bond neutral

Australia CBA Australia PMI Mfg m/m mar 52.0 52.9 ** Equity and bond neutral

CBA Australia PMI Services m/m mar 49.8 48.7 ** Equity and bond neutral

CBA Australia PMI Composite m/m mar 50.0 49.1 ** Equity and bond neutral

EUROPE

Eurozone Markit Eurozone Manufacturing PMI m/m mar 47.6 49.3 49.5 ** Equity and bond bearish

Markit Eurozone Services PMI m/m mar 52.7 52.8 52.7 ** Equity and bond neutral

Markit Eurozone Composite PMI m/m mar 51.3 51.9 52.0 ** Equity and bond neutral

Consumer Confidence m/m mar -7.2 -7.4 -7.1 *** Equity and bond neutral

ECB Current Account Balance m/m jan 36.8 bn 16.2 bn ** Equity and bond neutral

France Markit France Manufacturing PMI m/m mar 49.8 51.5 51.4 ** Equity and bond bearish

Markit France Services  PMI m/m mar 48.7 50.2 50.6 ** Equity and bond bearish

Markit France Composite PMI m/m mar 48.7 50.4 50.7 ** Equity and bond bearish

Germany Markit/BME Germany Manufacturing PMI m/m mar 44.7 47.6 48.0 ** Equity and bond bearish

Markit Germany Services PMI m/m mar 54.9 55.3 54.8 ** Equity and bond neutral

Markit/BME Germany Composite PMI m/m mar 51.5 52.8 52.8 ** Equity and bond neutral

Italy Current Account Balance m/m jan 0.003 bn 4.211 bn ** Equity and bond bearish

AMERICAS

Mexico Aggregate Supply and Demand q/q 4q 2.7% 3.6% 2.5% ** Equity and bond neutral

Canada Wholesale Trade Sales m/m jan 0.6% 0.3% 0.6% ** Equity and bond neutral

Brazil Tax Collections m/m feb 115.062 bn 160.426 bn 110.000 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) 261 261 0 Up

3-mo T-bill yield (bps) 240 241 -1 Neutral

TED spread (bps) 20 20 0 Neutral

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

10-yr T-note (%) 2.49 2.54 -0.05 Neutral

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

EUR/USD 3-mo swap (bps) 13 13 0 Down

Currencies Direction

dollar up Neutral

euro down 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. 
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Price Prior Change Explanation

Brent $67.07 $67.86 -1.16% Economic Pessimism

WTI $59.43 $59.98 -0.92%  

Natural Gas $2.78 $2.82 -1.42%  

Crack Spread $21.12 $21.12 0.01%

12-mo strip crack $17.16 $17.24 -0.48%

Ethanol rack $1.49 $1.49 0.01%

Gold $1,313.10 $1,309.36 0.29%

Silver $15.49 $15.47 0.11%

Copper contract $288.70 $290.60 -0.65%

Corn contract 378.75$       376.25$       0.66%

Wheat contract 470.00$       466.50$       0.75%

Soybeans contract 910.00$       910.50$       -0.05%

Baltic Dry Freight 695 709 -14

Actual Expected Difference

Crude (mb) -9.6 2.0 -11.6

Gasoline (mb) -4.6 -2.5 -2.1

Distillates (mb) -4.1 -1.2 -2.9

Refinery run rates (%) 1.30% 0.40% 0.90%

Natural gas (bcf) -47.0 -54.0 7.0

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.  Precipitation 

is expected for most of the country. 
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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.  
 

March 22, 2019 
 

One factor we have been tracking is the recent behavior of retail money market funds.  We have 

noted that households began building money market funds about the time that the equity market 

peaked and U.S. trade policy began to turn toward protectionism.  In the coming months, money 

market funds continued to rise even as the S&P 500 made new highs.  However, as equity 

markets fell in Q4, money market funds rose rapidly, with the pace of the increase rivaling what 

we saw in 2007-08. 
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This chart shows retail money market funds and the S&P 500.  The gray shaded area shows the 

2007-09 recession.  The orange shaded areas show periods when money market funds fell below 

$920 bn.  When money market funds fell to those levels, equities tended to stall.  In recent 

weeks, the pace of increases in retail money market funds has slowed but still continues to rise, 

even with the market’s recovery.  It may be difficult for equities to move much higher without 

retail participation.   

 

In light of this analysis, which we have been discussing on a regular basis, another thought 

emerged—what is the role of cash in a portfolio?  To examine this issue, we decided to look at 

cash instruments in the holdings of households.   

 

It turns out that cash has a complicated history. 
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This chart shows the percentage of deposits in household financial assets.  From the early 1950s 

into the early 1980s, the level of deposits generally rose.  This rise was probably due to a number 

of factors.  During this period, there was a steady rise in household income; at the same time, the 

financial system was heavily regulated.  Regulations limited households’ flexibility in investing.  

However, by the mid-1980s, Regulation Q, which put caps on deposit rates, was removed.  And, 

the financial services industry greatly expanded the products available and improved the logistics 

of investing.  Financial deregulation increased the access to borrowing for households; thus, the 

need to save for purchases diminished.  Income inequality also rose after 1979, which likely 

concentrated saving into fewer households.  With more liquidity, these high income households 

were more likely to look for other investment opportunities.  Essentially, the bull market in 

stocks that began in the early 1980s and ended in 2000 was supported by a more than 10% point 

decline in the share of deposits in household accounts. 

 

Household deposits function as an investment, a way to smooth out spending and a flight to 

safety instrument.  Thus, one would expect there to be a close relationship between consumption 

and deposits and a rise in deposits relative to consumption during periods of crisis.  In fact, these 

features do exist, but there was a significant break in the relationship starting in 1990.   
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The chart on the left shows the time series of personal consumption and household deposits; the 

one on the right shows a scatterplot with regression lines.  Note that after 1990, the relationship 

curve shifted to the right, meaning that fewer deposits were required to support consumption.  

Deposits rose sharply in 2005, even faster than consumption.  That was when the housing crisis 

began and there was clearly a flight to safety. 

 

Since 2005, there has been a steady increase in deposits relative to consumption, which would 

suggest a generalized increase in fear relative to the period from 1995 to 2005. 
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This chart shows the ratio of deposits to consumption.  In 2000, deposits fell below 70% of 

consumption. The ratio rose after that and has currently reached 90%.  Note how fast the ratio 

rose after housing peaked in 2005—there was a clear flight to cash that culminated in the Great 
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Financial Crisis.  That level of fear has persisted, shown by the high level of deposits relative to 

consumption. 

 

In conclusion, as the first chart shows, we have seen a lift in money market funds.  This does 

suggest an elevated level of fear in financial markets.  However, the recent rise should be viewed 

within the context of overall cash holdings in households.   Essentially, households are holding 

high levels of deposits relative to consumption, suggesting rather high levels of caution already.  

We still believe that retail money market funds need to decline in order to see equities rise this 

year; however, it also seems that households are not as complacent as they were in 2005 and 

therefore the likelihood of a financial crisis is probably not very high. 

 

 

 
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 3/21/2019 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 3/21/2019 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 
 

March 21, 2019 
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P/E as of 3/20/2019 = 17.8x

 
 

Based on our methodology,1 the current P/E is 17.8x, up 0.1x from last week.  The rise in the P/E 

was due to declining earnings estimates and rising index values.     

 
 
 
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 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 (Q2, Q3 and Q4) and one estimate (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. 


