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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: December 17, 2019—9:30 AM EST] Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is down 0.5% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 1.7%.  Chinese markets were higher, with the Shanghai composite up 1.3% and the 

Shenzhen index up 1.3% from the prior close.  U.S. equity index futures are signaling a flat open.   

 

Good morning from snowy St. Louis!  It’s a relatively quiet morning, but there are some 

developments to note.  It turns out the risk of a hard Brexit hasn’t entirely been eliminated, and 

French unions are threatening to play the Grinch for Christmas.  Fortunately, fiscal policy and 

the financial markets look better here in North America.  Here’s what we’re watching today: 

 

United Kingdom:  Reports say Prime Minister Johnson this week will propose legislation 

prohibiting any extension of the Brexit transition period beyond the end of 2020, even though the 

exit deal with the EU allows for such an extension if a new U.K.-EU trade deal isn’t finalized by 

then.  Officials close to Johnson say the proposal merely encapsulates the prime minister’s 

promise to “get Brexit done.”  However, it’s probably also aimed at boosting the U.K.’s leverage 

in its upcoming negotiations with the EU for a permanent trade deal – negotiations in which the 

much larger EU is likely to have the upper hand.  The problem is that negotiating the new deal 

will be complex and time consuming.  There’s no guarantee that a deal can be put into place by 

the end of 2020, so any law prohibiting an extension creates a new risk that U.K.-EU trade would 

suddenly revert to WTO rules, with the U.K. facing tariffs, quotas and other barriers to its 

Europe-bound exports.  Both British stocks and sterling are therefore down sharply so far today. 

 

France:  Just as unions were preparing to launch today’s latest round of massive protests against 

President Macron’s proposed pension reform, his hand-picked pension commissioner in charge 

of the effort was forced to resign for not disclosing almost a dozen paid and unpaid roles in the 

private sector.  Given the need for France to streamline its pension system, the news is likely to 

be negative for French assets today.  It also appears the news has emboldened labor leaders, with 

the chief of one major union issuing a veiled threat to cause massive disruptions over the 

Christmas holiday next week. 

 

U.S.-China Trade:  Despite the euphoria over last week’s “phase one” U.S.-China trade deal, 

NAFTA update and U.K. election, it’s important to remember that we’re now in the period 

where people start focusing on the details and how things will actually play out.  That will 

inevitably cause some second-guessing and reassessments, which will impact the markets.  

Today, for example, there are reports that one way China plans to show a boost in its U.S. 
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imports is to lift its trade war tariff on fuels, and re-route some $10 billion in ethanol imports so 

they come directly to China, as opposed to being transshipped through Hong Kong. 

 

U.S. Repo Market:  In an important sign that the Fed may have gotten its hands around the 

issues in the short-term borrowing market, the overnight repo rate barely budged yesterday, even 

though it was the deadline for quarterly corporate tax payments, and settlement day for recent 

Treasury bond issues.  When those issues last popped up in mid-September, overnight rates 

spiked to above 10%.  The Fed responded by flooding the system with cash in the form of short-

term loans, which has not only appeared to calm the market down, but will probably also provide 

a boost to the economy and the broader financial markets.  Add that to the list of uncertainties 

that have been lifted in recent days (U.S.-China trade, the NAFTA update, and Brexit), and it 

should be no surprise that the equity markets performed so strongly yesterday. 

 

U.S. Government Budget:  Democratic and Republican leaders in Congress have agreed on a 

$1.3-trillion package of appropriations to fund the federal government through the rest of this 

fiscal year, which ends September 30.  The bill would boost discretionary spending by almost 

$50 billion over last year’s level.  Assuming Congress can soon get the appropriations passed 

into law as planned, that should avert the threat of a partial government shutdown starting on 

Friday, so the news is likely to be market friendly.  We note that the legislation includes several 

other interesting provisions.  For example, it would require IRA investors to start taking their 

minimum required distributions by the age of 72, rather than 70-1/2 currently.  It would also 

raise the minimum age for purchasing tobacco products to 21. 

 

Canadian Government Budget:  Canadian Finance Minister Morneau issued updated economic 

and fiscal forecasts showing the government will tolerate much bigger deficits for the next four 

years.  In part, the decision to loosen fiscal policy reflects the challenges of running a minority 

government that relies on the support of left-leaning parties.  More broadly, the move provides 

additional evidence that governments around the world are warming to the idea of spending more 

to boost growth, especially now that loose fiscal policy is seen as becoming less effective.  

Bigger budgets may very well help goose growth and boost asset prices, though at the expense of 

higher debt levels later on. 

 

United States-Mexico-Canada:  In an effort to diffuse Mexico’s anger over a provision in the 

USMCA bill making its way through Congress, U.S. Trade Representative Lighthizer said labor 

disputes under the new trade deal will still be adjudicated by an independent panel, as agreed to 

by the United States, Mexico and Canada last week.  According to Lighthizer, the U.S. labor 

attaches would merely offer “technical assistance” when disputes arise, rather than acting as 

independent inspectors.  Mexican trade negotiator Jesús Seade said he was satisfied with the U.S. 

response.  That should help ensure U.S. approval of the deal can happen this week, which should 

be positive for U.S., Mexican and Canadian equities. 

 

Germany:  Even though Chancellor Merkel’s open-door immigration policy at mid-decade 

generated intense popular pushback and helped spark the rise of populist leaders throughout 

Europe, continued economic growth and low unemployment could be reversing the tide.  Against 

a backdrop of worsening labor shortages, even as growth slows, the Merkel government 

yesterday held a “skilled labor summit” to discuss ways to bring foreign workers to Germany 
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from outside the EU.  In spite of the political cost of the immigration policy in recent years, 

Merkel was sufficiently emboldened to say, “What is really important is that we are seen in third 

countries as a country that is open to the world and interested.”  Just as notable, Finance Minister 

Scholz said, “We have accepted that we are a country of immigration.”  It’s important to 

remember that Merkel is a lame duck, so such statements probably have limited political cost for 

her.  All the same, it will be interesting to see if skilled worker shortages reduce anti-immigrant 

sentiment and the appeal of populists in Germany, or elsewhere. 

 

Argentina:  The new, leftist government of President Fernández proposed massive spending 

hikes and still more emergency taxes, including a 30% levy on all imports and a hike in personal 

wealth taxes.  That’s on top of the big export tax hikes for farm goods announced last weekend.  

The moves, which appear to validate investor concerns about the government, are likely to be 

negative for Argentine stocks. 

 

India:  Prime Minister Modi issued a strong defense of his new citizenship law, which has 

sparked mass protests across India because of its perceived tying of citizenship to religious 

affiliation, and discrimination against Muslims.  The statement did nothing to diffuse the 

protests.  If they continue and grow, the demonstrations could become a headwind for Indian 

assets. 

 

U.S. Economic Releases 
 

Annualized housing starts came in above forecast at 1.365mm compared to expectations of 

1.345mm. The prior report was revised from 1.314mm to 1.323mm. Building permits came in 

above forecast at 1.482mm compared to expectations of 1.410mm. 
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The chart above shows the level of housing starts for single and multifamily homes. Multifamily 

housing starts rose 7.3% from the prior year, while single-family housing starts rose 16.7%. 

Total housing starts for the Northeast fell by 4.6% from the prior year, while housing starts rose 

in the Midwest by 9.7%, the South by 13.4% and the West by 22.7%.  

 

Industrial production rose 1.1% from the prior month compared to expectations of a rise of 0.9%. 

The prior report’s loss was revised upward from 0.8% to 0.9%. Manufacturing production came 

in above expectations at 1.1% from the prior month compared to expectations of a rise of 0.8%. 

In addition, capacity utilization came in slightly below expectations at 77.3% compared to 

expectations of 77.4%. The prior report was revised from 76.7% to 76.6%. 

 

 
 

The chart above shows the level of industrial production. Currently industrial production sits at 

109.7. 

 

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

EDT Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m oct 7009 7024 **

Speaker or event

12:30 Eric Rosengren Speaks to Speak to Forecasters Club of New York President of the Federal Reserve Bank of Boston

Fed Speakers or Events

Economic Releases

District or position

 
 

 

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 
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being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo Condominiums for Sales m/m nov -4.9% -29.5% ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption w/w 15-Dec 108.0 109.0 ** Equity and bond neutral

New Zealand Westpac Consumer Confidence q/q 4q 109.9 103.1 *** Equity bullish, bond bearish

ANZ Activity Outlook m/m dec 17.2 12.9 ** Equity bullish, bond bearish

ANZ Business Conditions m/m dec -13.2 -26.5 ** Equity and bond neutral

Non Resident Bond Holdings m/m nov 52.7% 52.8% *** Equity and bond neutral

EUROPE

Eurozone EU27 New Car Registrations m/m nov 4.9% 8.7% ** Equity and bond neutral

Trade Balance m/m oct 24.5 Bil 18.3 Bil 20.0 Bil ** Equity bullish, bond bearish

Italy Trade Balance Total m/m oct 8.057 Bil 2.779 Bil ** Equity bullish, bond bearish

Trade Balance EU m/m oct 2.095 Bil 1.255 Bil ** Equity bullish, bond bearish

UK Claimant Count Rate m/m nov 3.5% 3.4% ** Equity and bond neutral

Jobless Claims Change m/m nov 28.8k 33.0k ** Equity and bond neutral

ILO Unemployment Rate 3mths m/m oct 3.8% 3.8% 3.9% *** Equity and bond bearish

Average Weekly Earnings 3M y/y oct 3.2% 3.6% 3.4% ** Equity and bond neutral

Russia Industrial Production y/y nov 0.3% 2.6% 2.6% *** Equity and bond bearish

AMERICAS

Canada International Securities Transactions m/m oct 11.32 Bil 4.76 Bil *** Equity bullish, bond bearish

Existing Home Sales m/m nov 0.6% 0.0% *** Equity bullish, bond bearish

Bloomberg Nanos Confidence w/w 13-Dec 55.3 55.1 ** Equity bullish, bond bearish

Brazil Trade Balance Weekly w/w 15-Dec $0.649 Bil $1.646 Bil ** 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) 190 189 1 Down

3-mo T-bill yield (bps) 151 153 -2 Neutral

TED spread (bps) 39 37 2 Neutral

U.S. Libor/OIS spread (bps) 156 156 0 Up

10-yr T-note (%) 1.86 1.87 -0.01 Down

Euribor/OIS spread (bps) -40 -40 0 Down

EUR/USD 3-mo swap (bps) 17 17 0 Down

Currencies Direction

dollar Up Up

euro Up Neutral

yen Down Neutral

pound Down Up

franc Up Neutral  
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Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $65.56 $65.34 0.34%

WTI $60.38 $60.21 0.28%

Natural Gas $2.31 $2.34 -1.24%

Crack Spread $14.57 $14.43 0.95%

12-mo strip crack $17.63 $17.52 0.60%

Ethanol rack $1.55 $1.55 -0.15%

Gold $1,478.76 $1,476.18 0.17%

Silver $17.06 $17.04 0.12%

Copper contract $281.35 $281.15 0.07%

Corn contract 387.00$       388.00$       -0.26%

Wheat contract 547.25$       549.75$       -0.45%

Soybeans contract 936.25$       936.00$       0.03%

Baltic Dry Freight 1315 1355 -40

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) 2.0

Distillates (mb) -0.5

Refinery run rates (%) 0.78%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather  
 

The 6-10 and 8-14 day forecasts show warmer-than-normal weather conditions for most of the 

country, with a cold front moving to the West Coast inwards. Precipitation is expected for most 

of the country, with dry conditions on the East Coast receding toward the end of the forecast 

period. 
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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.  
 

December 13, 2019 
 

The recent employment report was very strong, with payroll growth rising more than forecast 

and the unemployment rate declining more than expected.  One uncertainty that develops when 

labor markets tighten is the point at which wage growth begins to lift inflation. 
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This chart shows yearly wage growth and the unemployment rate (inverted scale).  In the past 

three cycles, an unemployment rate at this level would have been consistent with wage growth in 

excess of 4.0%.  Although wages have been increasing, the growth rate remains below the 4.0% 

level.   

 

The reason wage growth remains modest is complicated, but a contributing factor is that the 

labor force continues to increase.  A key function in that process has been that citizens who were 

not part of the labor force have been steadily finding jobs.  The chart below shows the 12-month 

rolling total of those who have been out of the labor force and found employment.  This number 

has been increasing in this expansion.   
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At the same time, the pace of these flows is beginning to slow.  If this source of new employees 

declines, in theory, it would tend to lift wages at an increasing pace until employment growth 

slows.  Nevertheless, for now, the labor market appears to be strong enough to attract new 

entrants into the labor force and employment, without excessive wage growth, which is a 

positive development for the economy.   

      

 

  

 
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 12/16/2019 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 12/16/2019 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 
 

December 12, 2019 
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Based on our methodology,1 the current P/E is 19.2x, 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. 
 

                                                 
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 (Q1, Q2 and Q3) and one estimate (Q4). 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. 


