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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 2, 2019—9:30 AM EDT]  Global equity markets are generally mixed this 

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

was up 0.5% 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. 

 

Some markets, notably China and Japan, remain closed for May Day.  Here is what we are 

watching: 

 

The Fed: As expected, the FOMC left rates unchanged.  The statement acknowledged the pickup 

in economic growth but tempered that positive comment by indicating that household spending 

and business investment had weakened.  It also noted low inflation.  The Fed did act to lower the 

IOER rate from 2.40% to 2.35%, as expected, leaving the policy range unchanged at 2.25% to 

2.50%.1  The fed funds rate had moved above 2.45% so the IOER rate was lowered.  Initially, the 

lowering of the IOER rate was taken as dovish.  However, Chair Powell specified that this action 

wasn’t a policy move and described it as “technical,” and financial markets reversed the dovish 

take.  Essentially, not much happened but the financial markets misread the IOER cut as a 

precursor for easing; Chair Powell put that idea to rest and the dovish position reversed.  A 

second factor weighed on sentiment when the chair characterized recent low inflation as 

“transitory.”  Low inflation was mentioned and has been discussed among some members of the 

FOMC as a potential problem that may require easing.  Powell’s characterization of low inflation 

as transitory seemed to contradict those concerns.   

 

Powell indicated that the Fed is on hold.  He said the Fed could just as easily ease as tighten, 

which is a very good definition of neutral policy.  Financial markets continue to signal that the 

next move should be a rate cut. 

 

                                                 
1 https://www.bloomberg.com/news/articles/2019-05-01/fed-makes-third-tweak-to-interest-on-excess-reserves-
rate 
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The chart on the left shows the implied three-month LIBOR rate from the Eurodollar futures for 

the contract two years in the future.  Note that the rate has declined from over 3.30% last October 

to 2.16% now, a significant decline.  The chart on the right compares this implied rate to the fed 

funds target.  We have placed vertical lines when the two rates invert.  When these two rates 

invert, it signals that the Fed needs to start easing to avoid a recession.  With the rate inversion in 

February, which has persisted, these charts would argue for an “insurance” rate cut as recently 

discussed by Vice Chair Clarida.  Thus, Powell’s description that policy is at neutral, meaning 

the FOMC could move rates in either direction, doesn’t fit the financial market’s position.  

Without a rate rise in the short end of the yield curve, the most likely next move is for lower 

rates, unless the Fed is determined to trigger a recession. 

 

By the way, for those of you keeping score at home, here is the S&P on the dates of Chair 

Powell’s press conferences. 
 

Press

Conference S&P Close Change

2018-03-21 2711.93 -5.01

2018-06-13 2775.63 -11.22

2018-09-26 2905.97 -9.59

2018-12-19 2506.96 -39.20

2019-01-30 2681.05 41.05

2019-03-20 2824.23 -8.34

2019-05-01 2923.73 -22.10  
 

In seven meetings with press conferences, six had negative closes.  We think the Fed’s policy 

transparency is a terrible mistake; policy functioned much better when little was said.  
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This chart shows the Chicago FRB National Financial Conditions Index, which is a reading of 

financial stress, and fed funds.  From 1973 to mid-1998, the two series were highly correlated.  

Since then, they are virtually uncorrelated.  The Fed began to slowly increase the level of 

transparency beginning in the mid-1990s.  By mid-1998, we were getting statements and regular 

comments from FOMC members.  During the period of relative opaqueness, financial stress was 

a force multiplier for the Fed, so raising or lowering rates had a dramatic impact on financial 

market behavior.  Thus, tightening tended to reduce borrowing and raise the cost of risk, and 

lowering rates had the opposite effect.  By increasing transparency, allowing market participants 

to accurately assess the direction of policy, the Fed’s ability to affect financial conditions has 

essentially been lost.  So, when the Fed tightens it does little to inhibit risk activity, and easing 

does little to encourage risk-taking.   

 

Powell’s decision to increase the number of press conferences is a good example of this problem.  

As the above table shows, the chair seems to have a remarkable ability to bring lower equity 

values.  Now, if this is his goal, he should be commended.  But, we doubt that is the case; 

instead, we suspect he is trying to sound “reasonable,” which gives a muddled picture and leads 

to selloffs.  If the FOMC position on low inflation is transitory, then why have a meeting in June 

to discuss changing inflation targeting?  On Friday, NY FRB President Williams and Vice Chair 

Clarida will give speeches.  We will be watching to see if these two essentially walk back 

Powell’s comments.  If they do, it would suggest the chair misspoke.   

 

U.K. elections and other things: The U.K. is holding local elections today.  The Tories are 

expected to take a drubbing, although the U.K. Independence Party isn’t competing which may 

limit the damage.2  Turmoil continues within May’s government; she sacked her defense minister 

                                                 
2 https://www.politico.eu/article/theresa-may-tories-labour-electoral-damage-limitation-exercise-british-local-
elections/?utm_source=POLITICO.EU&utm_campaign=a962824d19-

https://www.politico.eu/article/theresa-may-tories-labour-electoral-damage-limitation-exercise-british-local-elections/?utm_source=POLITICO.EU&utm_campaign=a962824d19-EMAIL_CAMPAIGN_2019_05_02_04_58&utm_medium=email&utm_term=0_10959edeb5-a962824d19-190334489
https://www.politico.eu/article/theresa-may-tories-labour-electoral-damage-limitation-exercise-british-local-elections/?utm_source=POLITICO.EU&utm_campaign=a962824d19-EMAIL_CAMPAIGN_2019_05_02_04_58&utm_medium=email&utm_term=0_10959edeb5-a962824d19-190334489
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overnight, blaming him for the leak around Huawei (CNY 4.02, +0.17).3  It appears PM May is 

leaning toward a customs union with the EU, the position supported by Labour, as a way of 

avoiding a hard Brexit.  If she can gather enough supporters in the opposition, she might be able 

to close a deal soon.4  However, there is a wild card in this idea.  There is a sizeable number of 

hard Brexit supporters within Labour that may put Corbyn’s leadership at risk if he supports such 

an arrangement.  The downside of a customs union is that it would prevent the U.K. from making 

its own free trade agreements, at least on goods trade, with other nations.  The Bank of England 

(BoE), as expected, left policy unchanged.  However, its comments struck a decidedly hawkish 

position, indicating that rate hikes will be needed in the future to offset stronger economic 

growth.  Although the tone was hawkish, it is clear the BoE is in no hurry to tighten policy.5   

 

Venezuela: It still isn’t exactly clear what happened this week.  It does appear that Guaido 

thought he had splintered the security forces enough to unseat Maduro.  It also seems that 

administration officials thought so, too.6  Clearly, that plan didn’t work out.  But, if the action 

failed (we would not call it a coup because there is a case to be made that Guaido is the 

legitimate leader of Venezuela), then why didn’t Maduro arrest Guaido?  It is possible Maduro 

has concluded that he doesn’t have the power or the skill to return Venezuela to prior prosperity.  

Therefore, he wants to leave but the Russians7 and Cubans have “convinced” him to stay.8  There 

are reports of negotiations between the opposition and the regime.9  Meanwhile, Guaido is trying 

to maintain momentum after what appears to be a significant disappointment.10  Protests continue 

with no end in sight.11  If Maduro were to exit, we would likely see a correction in oil prices.  For 

now, Maduro is hanging on but we wonder whether he actually wants to stay.  One possible 

outcome—Russia, Cuba and China could remove Maduro and replace him with another member 

of the regime, perhaps a military figure, that would protect their position in the country and 

defuse the protests and the opposition.  Such an outcome would put the U.S. in a difficult 

position—would the administration support the new government or take steps to oust it?  

                                                                                                                                                             
EMAIL_CAMPAIGN_2019_05_02_04_58&utm_medium=email&utm_term=0_10959edeb5-a962824d19-
190334489 
3 https://www.ft.com/content/248b5e68-6c32-11e9-80c7-
60ee53e6681d?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
4 https://www.ft.com/content/c8d0f45a-6c10-11e9-a9a5-
351eeaef6d84?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
5 https://www.ft.com/content/13d4d3da-6cc6-11e9-a9a5-351eeaef6d84 
6 https://www.theatlantic.com/politics/archive/2019/05/white-house-venezuela-maduro-failed/588454/ 
7 https://www.washingtonpost.com/world/national-security/in-venezuela-russia-pockets-key-energy-assets-in-
exchange-for-cash-bailouts/2018/12/20/da458db6-f403-11e8-80d0-
f7e1948d55f4_story.html?utm_term=.b29d3681aa80&wpisrc=nl_todayworld&wpmm=1 
8 https://www.nytimes.com/2019/05/01/us/politics/trump-venezuela-maduro-
guaido.html?emc=edit_MBE_p_20190502&nl=morning-
briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1 
9 https://www.wsj.com/articles/venezuelas-opposition-held-talks-with-government-on-ousting-maduro-
11556767656?mod=hp_lead_pos6 
10 https://www.ft.com/content/3d30a5f4-6c28-11e9-80c7-
60ee53e6681d?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
11 https://www.washingtonpost.com/world/the_americas/venezuela-guaido-maduro-live-
updates/2019/05/01/20553c6e-67ab-11e9-a698-
2a8f808c9cfb_story.html?utm_term=.038158562388&wpisrc=nl_todayworld&wpmm=1 

https://www.politico.eu/article/theresa-may-tories-labour-electoral-damage-limitation-exercise-british-local-elections/?utm_source=POLITICO.EU&utm_campaign=a962824d19-EMAIL_CAMPAIGN_2019_05_02_04_58&utm_medium=email&utm_term=0_10959edeb5-a962824d19-190334489
https://www.politico.eu/article/theresa-may-tories-labour-electoral-damage-limitation-exercise-british-local-elections/?utm_source=POLITICO.EU&utm_campaign=a962824d19-EMAIL_CAMPAIGN_2019_05_02_04_58&utm_medium=email&utm_term=0_10959edeb5-a962824d19-190334489
https://www.ft.com/content/248b5e68-6c32-11e9-80c7-60ee53e6681d?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/248b5e68-6c32-11e9-80c7-60ee53e6681d?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c8d0f45a-6c10-11e9-a9a5-351eeaef6d84?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c8d0f45a-6c10-11e9-a9a5-351eeaef6d84?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/13d4d3da-6cc6-11e9-a9a5-351eeaef6d84
https://www.theatlantic.com/politics/archive/2019/05/white-house-venezuela-maduro-failed/588454/
https://www.washingtonpost.com/world/national-security/in-venezuela-russia-pockets-key-energy-assets-in-exchange-for-cash-bailouts/2018/12/20/da458db6-f403-11e8-80d0-f7e1948d55f4_story.html?utm_term=.b29d3681aa80&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/national-security/in-venezuela-russia-pockets-key-energy-assets-in-exchange-for-cash-bailouts/2018/12/20/da458db6-f403-11e8-80d0-f7e1948d55f4_story.html?utm_term=.b29d3681aa80&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/national-security/in-venezuela-russia-pockets-key-energy-assets-in-exchange-for-cash-bailouts/2018/12/20/da458db6-f403-11e8-80d0-f7e1948d55f4_story.html?utm_term=.b29d3681aa80&wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/05/01/us/politics/trump-venezuela-maduro-guaido.html?emc=edit_MBE_p_20190502&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.nytimes.com/2019/05/01/us/politics/trump-venezuela-maduro-guaido.html?emc=edit_MBE_p_20190502&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.nytimes.com/2019/05/01/us/politics/trump-venezuela-maduro-guaido.html?emc=edit_MBE_p_20190502&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.wsj.com/articles/venezuelas-opposition-held-talks-with-government-on-ousting-maduro-11556767656?mod=hp_lead_pos6
https://www.wsj.com/articles/venezuelas-opposition-held-talks-with-government-on-ousting-maduro-11556767656?mod=hp_lead_pos6
https://www.ft.com/content/3d30a5f4-6c28-11e9-80c7-60ee53e6681d?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/3d30a5f4-6c28-11e9-80c7-60ee53e6681d?emailId=5cca5e27b16ea8000441f4b6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/the_americas/venezuela-guaido-maduro-live-updates/2019/05/01/20553c6e-67ab-11e9-a698-2a8f808c9cfb_story.html?utm_term=.038158562388&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/the_americas/venezuela-guaido-maduro-live-updates/2019/05/01/20553c6e-67ab-11e9-a698-2a8f808c9cfb_story.html?utm_term=.038158562388&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/the_americas/venezuela-guaido-maduro-live-updates/2019/05/01/20553c6e-67ab-11e9-a698-2a8f808c9cfb_story.html?utm_term=.038158562388&wpisrc=nl_todayworld&wpmm=1
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Although there are elements in the administration and GOP who would support a military 

intervention, we think President Trump would be very reluctant to commit troops to Venezuela. 

 

Chinese pork imports and ASF: As African Swine Fever (ASF) decimates the Chinese pork 

industry, Beijing has taken two actions that perhaps offset each other.  Due to continued tensions 

between Ottawa and Beijing over the arrest of Meng Wanzhou of Huawei, China has been taking 

steps to punish Canada, including arresting Canadian nationals in China.  Today, China 

announced it was suspending pork imports from two Canadian pork producers,12 likely another 

step in its attempts to pressure Canada to release Meng.  However, this action by China risks 

driving up pork prices further, so why target this industry?  Perhaps because China has found 

alternative sources for pork in Argentina.13   

 

Capital flight: One position we have held for some time is that if the U.S. does back away from 

its hegemonic role, world stability would suffer and the wealthy worldwide would be looking for 

an “escape portal” to protect their wealth and person.  We have contended that the U.S. would be 

a prime destination for this capital flight.  The U.S. has deep financial markets and a stable legal 

system, making it a good place to land if one’s homeland turns hostile.  Recent data suggest an 

increase in “wealth migration” last year, with the U.S. seeing some of that flow.14 

 

Europe and LNG: U.S. LNG exports to Europe are surging, up 272% over the past year.15  The 

exports began to rise in the wake of meetings between President Trump and President Juncker 

last summer.  The chart below shows how shipments have jumped after the meeting.  It appears 

the EU may be using LNG as a potential bargaining chip in upcoming trade talks.16 

 

                                                 
12 https://www.reuters.com/article/us-canada-trade-china-pork-exclusive/exclusive-canada-farm-minister-
informed-that-china-has-blocked-two-canadian-pork-exporters-
idUSKCN1S74UV?utm_source=twitter&utm_medium=Social 
13 https://en.mercopress.com/2019/05/01/argentine-pork-to-china-which-is-suffering-from-an-african-swine-
fever-epidemic?utm_source=GPF+-+Paid+Newsletter&utm_campaign=a53757fc7b-
EMAIL_CAMPAIGN_2019_05_01_03_32&utm_medium=email&utm_term=0_72b76c0285-a53757fc7b-240037177 
14 https://www.bloomberg.com/news/articles/2019-04-30/millionaires-flee-their-homelands-as-tensions-rise-
taxes-bite 
15 http://europa.eu/rapid/press-release_IP-19-2313_en.htm 
16 https://www.reuters.com/article/us-usa-trade-eu/eu-will-seek-sharp-increase-of-u-s-lng-imports-by-2023-
idUSKCN1S80J8 

https://www.reuters.com/article/us-canada-trade-china-pork-exclusive/exclusive-canada-farm-minister-informed-that-china-has-blocked-two-canadian-pork-exporters-idUSKCN1S74UV?utm_source=twitter&utm_medium=Social
https://www.reuters.com/article/us-canada-trade-china-pork-exclusive/exclusive-canada-farm-minister-informed-that-china-has-blocked-two-canadian-pork-exporters-idUSKCN1S74UV?utm_source=twitter&utm_medium=Social
https://www.reuters.com/article/us-canada-trade-china-pork-exclusive/exclusive-canada-farm-minister-informed-that-china-has-blocked-two-canadian-pork-exporters-idUSKCN1S74UV?utm_source=twitter&utm_medium=Social
https://en.mercopress.com/2019/05/01/argentine-pork-to-china-which-is-suffering-from-an-african-swine-fever-epidemic?utm_source=GPF+-+Paid+Newsletter&utm_campaign=a53757fc7b-EMAIL_CAMPAIGN_2019_05_01_03_32&utm_medium=email&utm_term=0_72b76c0285-a53757fc7b-240037177
https://en.mercopress.com/2019/05/01/argentine-pork-to-china-which-is-suffering-from-an-african-swine-fever-epidemic?utm_source=GPF+-+Paid+Newsletter&utm_campaign=a53757fc7b-EMAIL_CAMPAIGN_2019_05_01_03_32&utm_medium=email&utm_term=0_72b76c0285-a53757fc7b-240037177
https://en.mercopress.com/2019/05/01/argentine-pork-to-china-which-is-suffering-from-an-african-swine-fever-epidemic?utm_source=GPF+-+Paid+Newsletter&utm_campaign=a53757fc7b-EMAIL_CAMPAIGN_2019_05_01_03_32&utm_medium=email&utm_term=0_72b76c0285-a53757fc7b-240037177
https://www.bloomberg.com/news/articles/2019-04-30/millionaires-flee-their-homelands-as-tensions-rise-taxes-bite
https://www.bloomberg.com/news/articles/2019-04-30/millionaires-flee-their-homelands-as-tensions-rise-taxes-bite
http://europa.eu/rapid/press-release_IP-19-2313_en.htm
https://www.reuters.com/article/us-usa-trade-eu/eu-will-seek-sharp-increase-of-u-s-lng-imports-by-2023-idUSKCN1S80J8
https://www.reuters.com/article/us-usa-trade-eu/eu-will-seek-sharp-increase-of-u-s-lng-imports-by-2023-idUSKCN1S80J8


 

 

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

www.confluenceinvestment.com 

 6 

 
 

U.S. natural gas prices have been depressed due to the high associated gas production tied to 

surging U.S. oil output.  But, expanding LNG exports could reduce this supply overhang and 

eventually lift prices. 

 

Energy update: Crude oil inventories rose 9.9 mb last week compared to the forecast rise of 1.8 

mb. 
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In the details, refining activity expectedly fell 0.9% compared to the 0.5% increase forecast.  

Estimated U.S. production rose slightly by 0.1 mbpd to 12.3 mbpd, a new record.  Crude oil 

imports rose 0.2 mbpd, while exports fell 0.1 mbpd.   
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(Sources: DOE, CIM) 

 

This is the seasonal pattern chart for commercial crude oil inventories.  We are entering the 

spring/summer withdrawal season next week, so if inventories continue their rise it will become 

a significant bearish factor for prices.  The recent upswing in inventories is remarkable; 

stockpiles have increased 30 mb over the past six weeks.  Although we did not achieve seasonal 

parity with regard to inventories, the gap clearly narrowed.   
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Based on oil inventories alone, fair value for crude oil is $50.83.  Based on the EUR, fair value is 

$51.96.  Using both independent variables, a more complete way of looking at the data, fair 

value is $50.55.  This is one of those circumstances when the combined model fair value does 

not lie between the two single-variable models.  Current prices are running well above fair value.  
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Geopolitical risks, including the turmoil in Libya, continued problems in Iraq, unrest in 

Venezuela and the end of Iranian oil export waivers, are all lifting prices.  However, our data 

does suggest that the markets are getting a bit rich so any evidence that these situations are 

improving will likely lead to at least a period of consolidation, if not a pullback, in prices.   

 

U.S. Economic Releases 
 

The April Challenger job cuts report rose by 10.9% from the prior year.  The index measures the 

number of announced job cuts by employers, which is a proxy for future layoffs but does not 

necessarily indicate the state of current layoffs. 

 

Initial jobless claims came in above expectations at 230k compared to the forecast of 215k.   
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The chart above shows the four-week moving average for initial claims.  The four-week moving 

average rose from 206.00k to 212.25k. 

 

Non-farm productivity came in above expectations, rising 3.6% from the prior quarter compared 

to the forecast gain of 2.2%.  The prior report’s gain was revised downward from 1.9% to 1.3%.  

Unit labor costs came in below expectations, falling 0.9% from the prior quarter compared to the 

forecast rise of 1.5%.  The prior report was revised upward from 2.0% to 2.5%.  
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The chart above shows yearly changes in unit labor costs.  Unit labor costs rose 0.1% from the 

prior year.  The decline in unit labor costs has the potential to be bullish for equities.  Rising 

productivity can allow for increased wages and rising margins, which would not only lift 

economic growth but do so without inflation.  Rising productivity is about as close to a “free 

lunch” as economics offers. 

 

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

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m apr 60.8 ***

10:00 Factory Orders m/m mar 1.5% -0.5% ***

10:00 Factory Orders ex Trans m/m mar 0.3% ***

10:00 Durable Goods Orders m/m mar 2.7% **

10:00 Durable Goods Orders ex Transportation m/m mar 0.4% **

10:00 Cap Goods Orders Nondef Ex Air m/m mar 1.3% **

10:00 Cap Goods Ship Nondef Ex Air m/m mar -0.2% **

Fed speakers or events

Economic Releases

No speakers or events scheduled  
 

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 
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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

New Zealand Building Permits m/m mar -6.9% 1.9% *** Equity and bond bearish

India Nikkei India PMI Mfg m/m apr 51.8 52.6 ** Equity and bond neutral

EUROPE

Eurozone Markit Eurozone Manufacturing y/y apr 47.9 47.8 47.8 ** Equity and bond neutral

Germany Retail Sales y/y mar -2.1% 4.7% 2.9% ** Equity and bond bearish

Markit/BME Germany Manufacturing m/m apr 44.4 44.5 44.4 ** Equity and bond neutral

Italy Markit/ADACI Italy Manufacturing m/m apr 49.1 47.4 47.8 ** Equity and bond neutral

UK Markit UK PMI Construction m/m apr 50.5 49.7 50.3 ** Equity bullish, bond bearish

Switzerland Retail Sales Real m/m mar -0.7% -0.2% -0.4% ** Equity and bond bearish

PMI Manufacturing m/m apr 48.5 50.3 51.0 ** Equity and bond bearish

AMERICAS

Canada MLI Leading Indicator m/m mar 0.2% 0.0% ** Equity and bond neutral

Markit Canada Manufacturing m/m apr 49.7 50.5 ** Equity bearish, bond bullish

Brazil FGV Brazil PMI Manufacturing m/m apr 0.6% 0.7% 0.6% ** 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) 236 237 -1 Neutral

TED spread (bps) 22 21 1 Neutral

U.S. Libor/OIS spread (bps) 240 239 1 Up

10-yr T-note (%) 2.52 2.50 0.02 Neutral

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

EUR/USD 3-mo swap (bps) 19 21 -2 Down

Currencies Direction

dollar down Neutral

euro up Up

yen up Neutral

pound up Neutral

franc flat Neutral

Central Bank Action Current Prior Expected

Bank of England Bank Rate 0.750% 0.750% 0.750% On forecast

BOE Asset Purchase Target 10 bn 10 bn 10 bn On forecast

BOE Corporate Bond Target 435 bn 435 bn 435 bn On forecast  
 

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 $71.36 $72.18 -1.14% Bearish EIA Report

WTI $62.73 $63.60 -1.37%  

Natural Gas $2.60 $2.62 -0.61%  

Crack Spread $23.63 $23.38 1.08%

12-mo strip crack $19.29 $19.09 1.02%

Ethanol rack $1.46 $1.46 0.00%

Gold $1,272.29 $1,276.76 -0.35%

Silver $14.69 $14.68 0.11%

Copper contract $279.60 $280.15 -0.20%

Corn contract 369.00$       368.50$       0.14%

Wheat contract 440.25$       436.00$       0.97%

Soybeans contract 849.50$       851.75$       -0.26%

Baltic Dry Freight 1031 1011 20

Actual Expected Difference

Crude (mb) 9.9 1.5 8.4

Gasoline (mb) 0.9 -1.3 2.2

Distillates (mb) -1.3 -0.8 -0.6

Refinery run rates (%) -0.90% 0.50% -1.4%

Natural gas (bcf) 116.0

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


 

 

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

www.confluenceinvestment.com 

 13 

-20

-10

0

10

20

30

40

2.4 

2.8 

3.2 

3.6 

4.0 

4.4 

4.8 

2011 2012 2013 2014 2015 2016 2017 2018 2019

MSCI WORLD

S&P 500

CHINA 10-YEAR SOVEREIGN YIELD

MSCI WORLD, S&P 500 AND CHINESE 10-YEAR YIELDS

Y/
Y%

 C
H

G
10

-Y
EA

R
 R

A
TE

Sources:  Haver Analytics, CIM

YIELD
S (%

)

 
 

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.17 

 

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. 

 

                                                 
17 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.  



 

 

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

www.confluenceinvestment.com 

 15 

Data Section 

 

U.S. Equity Markets – (as of 5/1/2019 close) 
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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 5/1/2019 close) 
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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 
 

May 2, 2019 
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P/E as of 5/1/2019 = 18.7x

 
 

Based on our methodology,18 the current P/E is 18.7x, unchanged 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. 

                                                 
18 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. 


