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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 19, 2019—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is down 0.3% compared with its last close.  In Asia, the MSCI Asia Apex 50 

closed down 0.6%.  Chinese markets were mixed, with the Shanghai composite unchanged and 

the Shenzhen index up 0.2% from the prior close.  U.S. equity index futures are signaling a flat 

open.   

 

N.B.  A couple of items.  First, the Daily Comment will go on hiatus from Dec. 23, 2019 to 

Jan. 1, 2020.  Publication will resume on Jan. 2, 2020.  Second, the fifth episode of the 

Confluence of Ideas podcast has been posted.  “Arriving at Decisions” examines the issues 

that surround making decisions under conditions of uncertainty.   

 

Good morning, possibly at the dawn of a new era of non-negative interest rates . . . or at least 

that’s a possibility given today’s news out of the Swedish central bank, as discussed below.  

There’s also more evidence that any end to the world’s negative interest rates may be matched by 

a revival of fiscal stimulus.  Here’s what we’re watching today: 

 

Sweden:  In a sign that the era of negative interest rates may be ending, today the Swedish 

central bank raised its benchmark short-term interest rate to 0% from -0.25% previously.  Even 

though Swedish economic activity has been cooling in recent quarters, the policymakers justified 

the rate hike by citing the widespread worry that negative rates, which have prevailed in Sweden 

since 2015, could be distorting the financial markets and might be encouraging undue risk-

taking.  The policymakers indicated they would be open to cutting rates again if necessary, but 

they said the more likely scenario would be for rates to stay at 0% for a long time, especially 

since inflation-adjusted rates remain sufficiently negative to support growth.  European bonds 

are selling off and yields are rising on concerns that the Swedish move could be the beginning of 

a trend, even though the Bank of England today held its benchmark rate steady at 0.75%, and the 

Bank of Japan held its key rate at -0.1%. 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/wp-content/uploads/Arriving-At-Decisions.mp3
https://www.confluenceinvestment.com/wp-content/uploads/Arriving-At-Decisions.mp3
https://www.ft.com/content/0cb65c7a-223a-11ea-92da-f0c92e957a96
https://www.ft.com/content/0cb65c7a-223a-11ea-92da-f0c92e957a96
https://www.ft.com/content/28cd41e0-2257-11ea-92da-f0c92e957a96
https://www.ft.com/content/28cd41e0-2257-11ea-92da-f0c92e957a96
https://www.wsj.com/articles/boj-keeps-monetary-policy-on-hold-as-global-fears-ebb-flags-domestic-risks-11576724849?mod=article_inline
https://www.wsj.com/articles/boj-keeps-monetary-policy-on-hold-as-global-fears-ebb-flags-domestic-risks-11576724849?mod=article_inline
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European Union:  Even as the era of negative interest rates may be ending, we’ve been noting a 

gradual shift in policymakers’ openness to looser fiscal policy, i.e., increased government 

spending, wider deficits and increased debt.  The latest evidence of that came today in a speech 

by the EU’s new economics Commissioner Paolo Gentiloni.  In the speech, Gentiloni warned 

that the EU’s strict budget rules, if they were fully enforced, would be inconsistent with the 

region’s current low-growth, low-inflation environment.  According to Gentiloni, “it may not be 

a problem in a normal macroeconomic environment, but, as I have said, the conditions that we 

are living through are not normal.”  Gentiloni also said he would begin a review of the EU’s 

deficit rules in early 2020.  Coupled with Bundesbank President Weidmann’s recent warning 

against a balanced-budget “fetish” in Germany and the return to fiscal stimulus in Japan, this 

could well be a trend worth watching.  Looser fiscal policy would likely help boost growth in 

developed countries in the near and medium terms, though with increased debt risk over the 

longer term. 

 

France:  Seeking to end the mass protests and strikes against his proposed pension reform, 

President Macron said he would be open to delay boosting the retirement age to 64 from the 

current 62 if another way can be found to balance the books.  Government officials have been 

discussing the idea with union leaders yesterday and today.  We view the proposal positively 

because even if the age provision has to be delayed in order to end the protests, the rest of the 

reform is focused on providing much-needed simplification and efficiency. 

 

United Kingdom:  Former shadow foreign secretary Emily Thornberry said she will be a 

candidate to replace Labour Party leader Corbyn.  At least two other shadow ministers, Keir 

Starmer and Rebecca Long-Bailey, are expected to throw their hats into the ring in the coming 

days.  While Labour will be in no position to exercise much influence in the new parliament, its 

focus now will be on how to rehabilitate itself for the future.  The key question that party 

members are mulling over is whether to stick with Corbyn’s radical agenda or shift to the center. 

 

https://www.ft.com/content/83631340-21db-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/83631340-21db-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/83631340-21db-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/83631340-21db-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/83631340-21db-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/83631340-21db-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/98586016-21a4-11ea-92da-f0c92e957a96
https://www.ft.com/content/98586016-21a4-11ea-92da-f0c92e957a96
https://www.ft.com/content/5e7c892e-21b0-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/5e7c892e-21b0-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/5e7c892e-21b0-11ea-b8a1-584213ee7b2b
https://www.ft.com/content/5e7c892e-21b0-11ea-b8a1-584213ee7b2b
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China:  Even as the markets have rallied on the easing of U.S.-China trade tensions (including 

China’s announcement today of tariff exemptions for certain U.S. chemical and petroleum 

goods), it’s important to remember that China is still working to assert itself in other spheres.  

This week, the Chinese navy commissioned its first domestically-built aircraft carrier, the 

Shandong.  New reporting indicates that in the event of war with Taiwan, the Shandong is 

primarily meant to bottle up U.S. bombers in Japan and Guam while China’s other carrier, the 

Russian-built Liaoning, provides air superiority over Taiwan itself. 

 

 
 

Russia:  President Putin today is holding his annual marathon news conference.  In noteworthy 

statements so far, Putin refused to say whether he might try to stay in power beyond the official 

end of his term in 2024, and he defended the recent law that he signed to deem certain media 

outlets as “foreign agents.”   

 

India:  Protests against Prime Minister Modi’s new citizenship law continue, prompting the 

government to shut down communication services and prohibit public gatherings in locations 

around the country.  Police have reportedly arrested hundreds of protestors, but it still looks like 

the pushback against the law is limited mostly to Muslims.  The government’s clamp down on 

communications and public gatherings therefore has a good chance of keeping the tensions under 

control.  As if to confirm that, Indian stocks rose to yet another record high today. 

 

United States-South Korea:  U.S. and South Korean negotiators failed to reach an agreement 

on cost sharing for the U.S. troops stationed in South Korea, but the U.S. side hinted it would no 

longer stick to President Trump’s demand that Seoul quintuple its contribution to $5 billion per 

year.  If the U.S. side backs off that number when the negotiators next meet in January, it would 

likely help improve relations between the two countries, and allow them to focus more strongly 

on the reviving threats and provocations from North Korea. 

https://www.reuters.com/article/us-usa-trade-china-tariffs/china-announces-new-tariff-exclusions-for-some-u-s-imports-idUSKBN1YN0JM
https://www.reuters.com/article/us-usa-trade-china-tariffs/china-announces-new-tariff-exclusions-for-some-u-s-imports-idUSKBN1YN0JM
https://www.scmp.com/news/china/military/article/3042688/chinas-aircraft-carriers-tipped-team-target-foreign-forces?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191219&MCUID=b11497b3c2&MCCampaignID=36839194b0&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/military/article/3042688/chinas-aircraft-carriers-tipped-team-target-foreign-forces?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191219&MCUID=b11497b3c2&MCCampaignID=36839194b0&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/military/article/3042688/chinas-aircraft-carriers-tipped-team-target-foreign-forces?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191219&MCUID=b11497b3c2&MCCampaignID=36839194b0&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/military/article/3042688/chinas-aircraft-carriers-tipped-team-target-foreign-forces?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191219&MCUID=b11497b3c2&MCCampaignID=36839194b0&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/military/article/3042688/chinas-aircraft-carriers-tipped-team-target-foreign-forces?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191219&MCUID=b11497b3c2&MCCampaignID=36839194b0&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/military/article/3042688/chinas-aircraft-carriers-tipped-team-target-foreign-forces?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191219&MCUID=b11497b3c2&MCCampaignID=36839194b0&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.rferl.org/a/putin-live-blog-press-conference-russia/30333434.html
https://www.rferl.org/a/putin-live-blog-press-conference-russia/30333434.html
https://www.wsj.com/articles/indian-mobile-operators-suspend-services-in-capital-in-bid-to-curb-protests-11576746575
https://www.wsj.com/articles/indian-mobile-operators-suspend-services-in-capital-in-bid-to-curb-protests-11576746575
https://www.ft.com/content/3f80201c-2232-11ea-92da-f0c92e957a96
https://www.ft.com/content/3f80201c-2232-11ea-92da-f0c92e957a96
https://www.reuters.com/article/us-southkorea-usa/seoul-washington-fail-to-agree-on-cost-of-u-s-troops-u-s-not-focused-on-5-billion-demand-idUSKBN1YM0WP?utm_source=CSIS+All&utm_campaign=09e847a1dd-EMAIL_CAMPAIGN_2019_12_18_12_48&utm_medium=email&utm_term=0_f326fc46b6-09e847a1dd-222361593
https://www.reuters.com/article/us-southkorea-usa/seoul-washington-fail-to-agree-on-cost-of-u-s-troops-u-s-not-focused-on-5-billion-demand-idUSKBN1YM0WP?utm_source=CSIS+All&utm_campaign=09e847a1dd-EMAIL_CAMPAIGN_2019_12_18_12_48&utm_medium=email&utm_term=0_f326fc46b6-09e847a1dd-222361593
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U.S. Investment Regulation:  Yesterday, the SEC approved a proposed rule that would expand 

the number of people allowed to invest in private securities, private equity funds and hedge 

funds.  For example, the rule would allow such investments by people with a basic broker’s 

license, even if they don’t meet the annual income threshold of $200,000 or the net assets 

threshold of $1,000,000. 

 

Energy update:  Crude oil inventories fell 1.1 mb compared to an expected draw of 1.8 mb. 
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In the details, U.S. crude oil production was unchanged at 12.8 mbpd.  Exports rose 0.2 mbpd 

while imports fell 0.3 mbpd.  The decline in stockpiles is near expectations.   

 
(Sources:  DOE, CIM) 

 

https://www.wsj.com/articles/sec-proposes-giving-more-investors-access-to-private-markets-11576691685?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/sec-proposes-giving-more-investors-access-to-private-markets-11576691685?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/sec-proposes-giving-more-investors-access-to-private-markets-11576691685?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/sec-proposes-giving-more-investors-access-to-private-markets-11576691685?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/sec-proposes-giving-more-investors-access-to-private-markets-11576691685?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/sec-proposes-giving-more-investors-access-to-private-markets-11576691685?mod=lead_feature_below_a_pos1
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This chart shows the annual seasonal pattern for crude oil inventories.  The early winter draw 

season is underway and will continue into early 2020.   
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Based on our oil inventory/price model, fair value is $58.54; using the euro/price model, fair 

value is $50.23.  The combined model, a broader analysis of the oil price, generates a fair value 

of $52.35.  We are seeing the divergence between the dollar and oil inventories narrow as the 

dollar weakens.   
 

U.S. Economic Releases 
 

Initial claims came in above expectations at 234k compared to estimates of 225k.  
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The chart above shows the four-week moving average of initial claims. The four-week average 

rose from 224.5k to 225.5k. 
 

Current account deficit came in wider than expected at $124.1 billion compared to expectations 

of $122.0 billion. The deficit in the prior report was revised downward from $128.2 billion to 

$125.2 billion. 
 

 
 

The chart above shows the level of the current account balance and the current account as a 

percent of GDP. The rise in the current account is largely due to a drop in import income 

receipts, which may bode well for the Q4 GDP, assuming consumption remains strong in the 

quarter.  
 

The Philadelphia Fed Business Outlook Index came in below expectations at 0.3 compared to 

expectations of 8.0. The weakness in the report may be due to poor weather conditions around 

Thanksgiving break slowing down business activity. Therefore, we are still relatively optimistic 

about the state of the economy. 
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The chart above shows the six-month average Philadelphia Fed index. The six-month average 

remained unchanged from the prior month at 11.15. 
 

The table below shows the Economic Releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 15-Dec 62.1 ***

9:45 Bloomberg Economic Expectations m/m dec 51.5 **

10:00 Leading Index m/m nov 0.1% -0.1% ***

10:00 Existing Homes m/m nov 5.44 Mil 5.46 Mil ***

10:00 Existing Homes Sales m/m nov -0.4% 1.9% **

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

China Swift Global Payments CNY m/m nov 1.9% 1.7% * Equity and bond neutral

Australia Employment Change m/m nov 39.9k -19.0k 15.0k ** Equity bullish, bond bearish

Unemployment Rate m/m nov 5.2% 5.3% 5.3% *** Equity bullish, bond bearish

Participation Rate m/m nov 66.0% 66.0% 66.0% ** Equity and bond neutral

New Zealand GDP SA q/q 3q 0.7% 0.5% 0.5% *** Equity bullish, bond bearish

Trade Balance NZD m/m nov -0.753 Bil -1.013 Bil -0.700 Bil ** Equity and bond neutral

EUROPE

France Business Confidence m/m dec 106 105 104 ** Equity bullish, bond bearish

Manufacturing Confidence m/m dec 102 100 99 ** Equity bullish, bond bearish

Production Outlook Indicator m/m dec -6 -3 -2 ** Equity and bond bearish

Own-Company Production m/m dec 7 1 ** Equity bullish, bond bearish

UK Retail Sales ex Auto Fuel y/y nov 0.8% 2.7% 2.0% ** Equity bearish, bond bullish

Retail Sales inc Auto Fuel y/y nov 1.0% 3.1% 2.1% ** Equity bearish, bond bullish

Switzerland Exports Real m/m nov -0.8% -1.3% ** Equity and bond neutral

Imports Real m/m nov 0.5% -2.4% ** 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) 190 190 0 Down

3-mo T-bill yield (bps) 152 153 -1 Neutral

TED spread (bps) 39 37 2 Neutral

U.S. Libor/OIS spread (bps) 157 156 1 Up

10-yr T-note (%) 1.95 1.92 0.03 Down

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

EUR/USD 3-mo swap (bps) 13 16 -3 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Flat Down

pound up Up

franc Flat Up

Central Bank Action Current Prior Expected

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

BOE Asset Purchase Target 10 Bil 10 Bil 10 Bil On forecast

BOE Corporate Bond Target 435 Bil 435 Bil 435 Bil On forecast

RBA FX Transactions Market A$665 Mil A$420 Mil On forecast

RBA FX Transactions Government -A$756 Mil -A$483 Mil On forecast

RBA FX Transactions Other A$239 Mil A$2268 Mil On forecast

BOJ Policy Balance Rate -0.100% -0.100% -0.100% On forecast

BOJ 10-yr Yield Target 0.000% 0.000% 0.000% On forecast  
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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 $66.20 $66.17 0.05%

WTI $60.98 $60.93 0.08%

Natural Gas $2.24 $2.29 -2.01%

Crack Spread $14.55 $14.56 -0.04%

12-mo strip crack $17.74 $17.78 -0.21%

Ethanol rack $1.51 $1.52 -0.57%

Gold $1,474.52 $1,475.40 -0.06%

Silver $16.95 $17.02 -0.39%

Copper contract $281.20 $281.25 -0.02%

Corn contract 386.25$       387.00$       -0.19%

Wheat contract 552.25$       548.25$       0.73%

Soybeans contract 936.25$       940.50$       -0.45%

Baltic Dry Freight 1221 1281 -60

Actual Expected Difference

Crude (mb) -1.1 -1.8 0.7

Gasoline (mb) 2.5 2.0 0.5

Distillates (mb) 1.5 -0.5 2.0

Refinery run rates (%) 0.00% 0.78% -0.78%

Natural gas (bcf) -88.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather  
 

The 6-10 and 8-14 day forecasts show warmer-than-normal temperatures throughout the lower 

Midwest and the South, with colder-than-normal temperatures in the far West.  Wet conditions 

are expected to prevail in the Southwest. 
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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 12/18/2019 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 12/18/2019 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 19, 2019 
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P/E as of 12/18/2019 = 19.3x

 
 

Based on our methodology,1 the current P/E is 19.3x, up 0.1x from last week.  Rising index 

values led to the increase. 
 
 

 

 
 

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. 


