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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: May 1, 2019—9:30 AM EDT]  Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is up 0.4% from the last close.  In Asia, the MSCI Asia Apex 50 

was down 0.7% from the prior close.  Chinese markets were closed for May Day as are 

numerous other markets worldwide.  U.S. equity index futures are signaling a higher open. With 

290 companies having reported, the S&P 500 Q4 earnings stand at $38.66, higher than the 

$37.29 forecast for the quarter.  The forecast reflects a 2.0% decrease from Q1 2018 earnings.  

Thus far this quarter, 77.6% of the companies reported earnings above forecast, while 15.9% 

reported earnings below forecast. 

 

Happy May Day, the international Labor Day!  It’s also Fed day.  Here is what we are watching: 

 

The Fed: The president continues to press the FOMC to cut rates.1  So far, his demands have not 

had much effect, although we can make a cogent case that the financial markets are clearly 

signaling that a rate cut would be justified.  It appears support for Stephen Moore is deteriorating 

in the Senate.2  Although Moore is well-connected in the GOP, he has apparently made some 

enemies along the way and his comments about women are turning out to be rather damning to 

his support.  Moore may fail to get nominated, but we still expect Trump to put doves in the two 

remaining governor positions.  We still would not be surprised to see Larry Kudlow get the nod. 

 

As far as today’s meeting goes, there is little chance of a rate move but we might see some 

technical adjustments to free up reserves in the banking system.  We expect Powell to deal with 

questions about falling inflation in the press conference, but he should be able to deflect these to 

the early June meeting when policymakers are going to discuss changing the inflation target. 

 

The mess in Venezuela: Yesterday, Juan Guaido called on the military to revolt against the 

Maduro regime.3  It had the look of a staged event;4 in other words, Guaido seemed to have 

                                                 
1 https://www.politico.com/story/2019/04/30/donald-trump-fed-interest-rates-1294038 and 
https://finance.yahoo.com/news/trump-calls-for-a-fed-rate-cut-while-praising-chinas-great-stimulus-
180933300.html 
2 https://www.politico.com/story/2019/04/30/stephen-moore-fed-republicans-congress-1293236 
3 https://www.ft.com/content/b4ec0c2e-6b37-11e9-a9a5-
351eeaef6d84?emailId=5cc90f9532c082000458df7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
4 https://www.reuters.com/article/us-venezuela-politics-usa-envoy/u-s-envoy-says-top-venezuelan-officials-
negotiated-to-help-restore-order-idUSKCN1S62HH?wpisrc=nl_todayworld&wpmm=1 
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gotten some assurances that there was support for an overthrow,5 otherwise his actions bordered 

on treason.  There are lots of reports in the media, which are difficult to substantiate, saying that 

a coup was indeed in place but Guaido may have moved prematurely.6  In any case, as the dust 

clears, Maduro is still in office and Guaido’s position appears even shakier.  Maduro supporters 

have violently pushed back against the opposition.7  Although Guaido continues to call for 

protests, it looks like the bulk of the military are remaining loyal to the regime.8  The situation 

remains fluid but Maduro seems to have more staying power than Washington expected.  As 

long as turmoil continues, it will be a supportive factor for oil prices.   

 

China trade deal: There are reports that the U.S. has watered down its demands for preventing 

Chinese cybertheft in order to get a deal finished.9  We continue to closely watch USTR 

Lighthizer.  His longstanding goal was to address China’s trade practices but we would expect 

him to resign if he is forced to negotiate a deal that he opposes.  If he does, it might reduce the 

otherwise positive impact that an agreement would bring. 

 

U.S. Economic Releases 
 

Weekly mortgage applications fell 4.3% last week, with purchases down 3.7% and refinancing 

down 5.0%.  The 30-year mortgage rate fell 4 bps to 4.42%. 

 

ADP employment showed a 275k rise for April, well above the 180k forecast. 

 

                                                 
5 https://edition.cnn.com/2019/04/30/politics/pompeo-maduro-russia/index.html and 
https://www.axios.com/pompeo-says-russians-convinced-venezuelas-maduro-not-to-flee-df6b4392-8994-48d7-
9a62-
388f641e11bb.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&str
eam=business 
6 https://www.washingtonpost.com/world/the_americas/venezuelan-opposition-leader-juan-guaido-appears-to-
stage-military-backed-challenge-to-president-maduro/2019/04/30/c7028eee-6b35-11e9-8f44-
e8d8bb1df986_story.html?utm_term=.8babd60f7442&wpisrc=nl_todayworld&wpmm=1 
7 https://www.washingtonpost.com/world/2019/04/30/footage-shows-armored-vehicle-ramming-into-
venezuelan-protesters-white-house-says-it-was-maduro-
regime/?utm_term=.5cf2145ca4cc&wpisrc=nl_todayworld&wpmm=1 
8 https://www.theguardian.com/world/live/2019/apr/30/venezuela-opposition-leader-juan-guaido-claims-coup-
underway-live-news?page=with:block-5cc8f82f8f08d5e277b5803c#block-5cc8f82f8f08d5e277b5803c 
9 https://www.ft.com/content/3cb5bfda-6b0e-11e9-80c7-
60ee53e6681d?emailId=5cc90f9532c082000458df7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 

https://edition.cnn.com/2019/04/30/politics/pompeo-maduro-russia/index.html
https://www.axios.com/pompeo-says-russians-convinced-venezuelas-maduro-not-to-flee-df6b4392-8994-48d7-9a62-388f641e11bb.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/pompeo-says-russians-convinced-venezuelas-maduro-not-to-flee-df6b4392-8994-48d7-9a62-388f641e11bb.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/pompeo-says-russians-convinced-venezuelas-maduro-not-to-flee-df6b4392-8994-48d7-9a62-388f641e11bb.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/pompeo-says-russians-convinced-venezuelas-maduro-not-to-flee-df6b4392-8994-48d7-9a62-388f641e11bb.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.washingtonpost.com/world/the_americas/venezuelan-opposition-leader-juan-guaido-appears-to-stage-military-backed-challenge-to-president-maduro/2019/04/30/c7028eee-6b35-11e9-8f44-e8d8bb1df986_story.html?utm_term=.8babd60f7442&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/the_americas/venezuelan-opposition-leader-juan-guaido-appears-to-stage-military-backed-challenge-to-president-maduro/2019/04/30/c7028eee-6b35-11e9-8f44-e8d8bb1df986_story.html?utm_term=.8babd60f7442&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/the_americas/venezuelan-opposition-leader-juan-guaido-appears-to-stage-military-backed-challenge-to-president-maduro/2019/04/30/c7028eee-6b35-11e9-8f44-e8d8bb1df986_story.html?utm_term=.8babd60f7442&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/2019/04/30/footage-shows-armored-vehicle-ramming-into-venezuelan-protesters-white-house-says-it-was-maduro-regime/?utm_term=.5cf2145ca4cc&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/2019/04/30/footage-shows-armored-vehicle-ramming-into-venezuelan-protesters-white-house-says-it-was-maduro-regime/?utm_term=.5cf2145ca4cc&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/2019/04/30/footage-shows-armored-vehicle-ramming-into-venezuelan-protesters-white-house-says-it-was-maduro-regime/?utm_term=.5cf2145ca4cc&wpisrc=nl_todayworld&wpmm=1
https://www.theguardian.com/world/live/2019/apr/30/venezuela-opposition-leader-juan-guaido-claims-coup-underway-live-news?page=with:block-5cc8f82f8f08d5e277b5803c#block-5cc8f82f8f08d5e277b5803c
https://www.theguardian.com/world/live/2019/apr/30/venezuela-opposition-leader-juan-guaido-claims-coup-underway-live-news?page=with:block-5cc8f82f8f08d5e277b5803c#block-5cc8f82f8f08d5e277b5803c
https://www.ft.com/content/3cb5bfda-6b0e-11e9-80c7-60ee53e6681d?emailId=5cc90f9532c082000458df7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/3cb5bfda-6b0e-11e9-80c7-60ee53e6681d?emailId=5cc90f9532c082000458df7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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The table below shows the economic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

9:45 Markit Manufacturing PMI m/m apr 52.4 52.4 ***

10:00 ISM Manufacturing m/m apr 55.0 55.3 ***

10:00 ISM Prices Paid m/m apr 55.0 54.3 **

10:00 ISM New Orders m/m apr 57.4 **

10:00 ISM Employment m/m apr 57.5 **

10:00 Construction Spending m/m mar 0.0% 0.1% **

14:00 FOMC Rate Decision

Fed speakers or events

Economic Releases

Federal Reserve Board  
 

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

Australia AIG Performance of mfg Index m/m apr 54.8 51.0 ** Equity bullish, bond bearish

CBA Australia PMI mfg m/m apr 50.9 51.0 ** Equity and bond neutral

CoreLogic House Px m/m apr -0.5% -0.7% ** Equity and bond neutral

Commodity Index y/y apr 14.4% 11.0% Equity bullish, bond bearish

New Zealand QV House Prices y/y apr 2.7% 2.6% ** Equity and bond neutral

Unemployment Rate y/y 1q 4.2% 4.3% 4.3% *** Equity bullish, bond bearish

Employment Change y/y 1q 1.5% 2.3% 2.2% ** Equity and bond neutral

EUROPE

Germany CPI m/m apr 2.0% 1.5% 1.3% *** Equity and bond neutral

UK Net Lending Sec. on Dwellings m/m mar 4.1b 3.5 bn 3.6 bn * Equity and bond neutral

Mortgage Approvals m/m mar 62.3k 64.3k 64.5k ** Equity and bond neutral

Markit UK PMI Manufacturing m/m apr 53.1 55.1 53.1 ** 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) 258 258 0 Up

3-mo T-bill yield (bps) 237 237 0 Neutral

TED spread (bps) 21 21 0 Neutral

U.S. Libor/OIS spread (bps) 240 240 0 Up

10-yr T-note (%) 2.50 2.50 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 20 20 0 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Neutral

pound up Neutral

franc flat 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 $72.01 $72.06 -0.07%

WTI $63.54 $63.91 -0.58% Stock build in API data

Natural Gas $2.59 $2.58 0.66%  

Crack Spread $23.71 $23.07 2.77%

12-mo strip crack $19.34 $19.03 1.63%

Ethanol rack $1.46 $1.46 -0.18%

Gold $1,282.14 $1,283.53 -0.11%

Silver $14.85 $14.95 -0.66%

Copper contract $288.05 $290.40 -0.81%

Corn contract 365.25$       362.50$       0.76% weather delays planting

Wheat contract 433.50$       428.75$       1.11%

Soybeans contract 854.00$       854.00$       0.00%

Baltic Dry Freight 1011 913 98

Actual Expected Difference

Crude (mb) 1.8

Gasoline (mb) -0.9

Distillates (mb) -0.8

Refinery run rates (%) 0.50%

Natural gas (bcf) 112.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

in the Midwest and southeastern regions.  Precipitation is expected for most of the country.   
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Asset Allocation Weekly 
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.  
 

April 26, 2019 
 

One of the age-old problems of analysis is the problem of correlation versus causality.  

Correlations simply show the degree of relation; the range runs from -1 (perfectly negative) to +1 

(perfectly positive).  In any introductory statistics class, the instructor will discuss the difference 

between relation and causality.  Here is an example: 

 

 
(Source: http://tylervigen.com/spurious-correlations) 

 

Although it might be possible to concoct a reason why chicken consumption would be related to 

crude oil imports, in reality, the relationship is spurious.   

 

The advent of cheap computing power has given rise to data mining that allows researchers to 

scan massive amounts of data and find relations.  In fact, some in the tech industry tend to 

believe that theory is unnecessary—simply find the relationships and assume they will continue.  

However, without theory, if the relationship breaks down then there is no way of knowing why it 

fell apart. 

 

This chart has started making the rounds in reports: 

 

http://tylervigen.com/spurious-correlations
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This chart shows the 10-year Chinese sovereign yield with the yearly change in the S&P 500 and 

the MSCI World Index.  Casual observation would suggest they are closely related; in fact, the 

correlation between the Chinese bond yield and the MSCI is 66.7% and 72.1% with the S&P 

500.  What’s implied is that developed world stock markets are dependent on Chinese yields.  

One would expect Chinese yields to rise with better growth in China, and this would suggest that 

foreign economies, and thus their markets, depend on Chinese growth.10 

 

Perhaps.  But it is also possible that Chinese interest rates are sensitive to world growth; 

therefore, when the developed world economy does better so does the Chinese economy, and the 

improvement leads to higher yields in China.  In other words, the direction of causality is 

difficult to ascertain. 

 

Often, relationships such as this occur because of some other, unnamed variable.  Consequently, 

in the above case, all three are related to a fourth variable.  Since 2014, for example, Chinese 

bond yields have been closely correlated to the dollar. 

 

                                                 
10 Granger causality testing tends to support the idea that Chinese yields drive equity market performance.  
Although statistically sound, Granger causality testing is atheoretical and thus not necessarily causal. 
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On this chart, the JPM Dollar Index is shown on an inverted scale.  When the dollar strengthens, 

Chinese yields tend to fall; during periods of dollar weakness, the CNY yields rise.  Since China 

tends to manage the CNY/USD rate, it’s plausible that when the dollar weakens China enjoys the 

benefits of that weakness by allowing the CNY to weaken as well.  A weaker currency boosts 

China’s exports and leads to higher interest rates.  And, a weaker dollar tends to support both the 

above stock indices.  Therefore, the dollar’s impact probably explains the relationship between 

Chinese bond yields and developed market equities. 

 

Finally, one last word of caution.  In regression analysis, the dependent variable = intercept + 

independent variable + error term.  The error term, in theory, contains a myriad of variables that 

we assume, under the majority of circumstances, balance each other out and thus allow for the 

model to be stable.  In reality, the variables not specifically delineated in the error term can 

emerge and affect the dependent variable; sometimes this occurs only for a short time but can 

make forecasting a challenge.  Given the short history of the above, it is possible that conditions 

could change and the relationship completely breaks down.  Thus, the moral of the story is that 

conditions do change and investors need to be cognizant of that fact and try to adjust 

accordingly.  And, one needs to be careful of seemingly clear charts. 

    

 

 
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 4/30/2019 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. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 4/30/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash

US Government Bond

Commodities

US Corporate Bond

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed ($)

Foreign Developed (local currency)

Real Estate

Large Cap

Small Cap

Mid Cap

YTD Asset Class Total Return

Source: Bloomberg

  
 

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),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. 
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P/E Update 
 

April 25, 2019 
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P/E as of 4/23/2019 = 18.7x

 
 

Based on our methodology,11 the current P/E is 18.7x, up 0.1x from last week.  Rising index 

values led to the rise in the P/E. 
 
 
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. 

                                                 
11 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 (Q3 and Q4) and two estimates (Q1 and 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 long-term dataset for P/E ratios. 


