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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: February 11, 2020—9:30 AM EST] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 1.0% from its prior close.  Chinese markets were mixed, with the Shanghai Composite 

up 0.4% and the Shenzhen Composite relatively unchanged from the prior close.  U.S. equity 

index futures are signaling a higher open.  With 322 companies having reported, the S&P 500 Q4 

earnings stand at $41.90, higher than the $40.59 forecast for the quarter.  The forecast reflects a 

2.0% decrease from Q4 2018 earnings.  Thus far this quarter, 71.7% of the companies have 

reported earnings above forecast, while 19.9% have reported earnings below forecast.   
 

Global equity markets continue to grind higher.  We have an update on the Wuhan virus.  Chair 

Powell goes to Capitol Hill today and tomorrow.  The New Hampshire primary is underway.  

News on Brexit.  The conflict in Syria continues.  The Philippines ends a long-standing security 

arrangement with the U.S., creating a gap in the first island chain.  CO2 emisions are slowing.  

Here are the details: 

 

Wuhan virus:  The number of infections is now above 43k and fatalities are over 1k.  China 

tried to go back to work yesterday but turnout was rather low as quarantines and fears of the 

virus kept workers away from the factory and office.  It appears the recovery will be slow and we 

would expect to see supply problems begin to develop soon.  There is evidence to suggest the 

pace of infections is slowing (but men appear to be worse off from the disease). 
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However, as we have warned, this data should be taken with some degree of caution as actual 

infection rates are probably understated.  In related news, Chairman Xi made a tour, the first time 

he has been seen in a while.  We note that Xi has added Chen Yixin to the team overseeing the 

government’s response to the Wuhan virus.  Chen is the secretary general of the party’s law 

enforcement and is considered a protégé of Xi.  Adding such a high-profile person to the team 

suggests that (a) Xi is taking the event seriously, and (b) if a crackdown against unrest and social 

criticism is necessary, Chen would be a good candidate to lead it.  The first tranche of PBOC 

liquidity was offered yesterday.  Crude oil prices are getting a bounce this morning but problems 

within OPEC continue to pressure prices.  Finally, an example of the power of rumors has 

emerged in Hong Kong; there has been a run on toilet paper.  This run has occurred as other 

items, such as surgical masks and anti-bacterial soaps, have become scarce.  Once a hoarding 

mindset develops, the behavior can shift from the reasonable to unreasonable.  It reminds us of 

the famous toilet paper shortage of 1973, thought to be triggered by a joke in Johnny Carson’s 

monologue.  Why do we mention this event?  Because, under strain, humans can become 

remarkably irrational and investors should take care that although we think the odds favor the 

Wuhan virus being a one- to two-quarter event, that doesn’t mean odd things won’t happen. 

 

The Fed to Capitol Hill:  Chair Powell will go to the House today and Senate tomorrow for his 

semi-annual testimony.  Expect him to be peppered with questions about the Wuhan virus and 

the state of the repo market.  Powell has been in office long enough now that we don’t expect 

him to make any market-moving statements; in general, the Fed is likely to hold policy steady 

for now, with a bias to easing further.   

 

Brexit:  Negotiators for the Johnson government are moving to protect financial services, 

pushing for “permanent equivalence” for that industry in the EU.  Officials admitted that the 

“smart border” concept of using technology to create a seamless border won’t be ready until 

2025.  In the meantime, actual paperwork will tend to slow trade.  In other U.K. news, yesterday 

the government approved a massive railroad upgrade project that will improve high-speed 

transport throughout the country and cost upward of £100 billion through 2040.  The “HS2” 

project, which will be the biggest infrastructure program in Europe, could be bullish for a range 

of British stocks in the manufacturing and construction industries. 

 

Turkey-Russia-Syria:  Turkey has now lost at least 13 soldiers over the last week as it ramps up 

its support for the last group of rebels fighting the Syrian government in Idlib province.  Even 

though Turkey has asked Russia to help convince the Syrian government to back off, the Putin 

government has offered minimal help, which in turn has strained the Turkey-Russia relationship. 

 

United States-Philippines:  The government of President Duterte said it has terminated the 

U.S.-Philippine Visiting Forces Agreement, under which the two countries held joint military 

operations.  The move will likely cause even more tension between the U.S. and the Philippines, 

strengthening China’s position in the South China Sea. 

 

Climate change:  The International Energy Agency said global carbon dioxide emissions from 

the energy sector stopped growing in 2019, largely because of a plunge in coal burning and a 

shift toward renewables, natural gas and nuclear power for electricity generation in the 

developed countries.  The U.S. had the biggest drop in emissions (3%) as ultralow natural gas 

https://nyti.ms/3btu1C7
https://nyti.ms/3btu1C7
https://www.scmp.com/news/china/politics/article/3049913/back-public-eye-masked-xi-jinping-warns-grim-fight-coronavirus
https://nyti.ms/37i3Yuq
https://www.wsj.com/articles/president-xi-inspects-coronavirus-hospital-in-beijing-after-conspicuous-absence-11581340898?shareToken=st3609dfaf54da4cef884e226340a77a04
https://www.wsj.com/articles/president-xi-inspects-coronavirus-hospital-in-beijing-after-conspicuous-absence-11581340898?shareToken=st3609dfaf54da4cef884e226340a77a04
https://www.scmp.com/news/china/politics/article/3049671/xi-jinping-security-protege-bolster-chinas-coronavirus-task
https://www.scmp.com/news/china/politics/article/3049671/xi-jinping-security-protege-bolster-chinas-coronavirus-task
https://www.bloomberg.com/news/articles/2020-02-09/pboc-to-offer-first-batch-of-special-re-lending-funds-on-monday?cmpid=BBD021020_MKT
https://www.bloomberg.com/news/articles/2020-02-09/pboc-to-offer-first-batch-of-special-re-lending-funds-on-monday?cmpid=BBD021020_MKT
https://nyti.ms/2S8FHTy
https://nyti.ms/2S8FHTy
https://nyti.ms/2S8FHTy
https://www.washingtonpost.com/world/asia_pacific/in-hong-kong-toilet-paper-is-in-short-supply-trust-in-the-government-is-even-more-scarce/2020/02/10/a4f0f50c-4bbd-11ea-967b-e074d302c7d4_story.html
https://www.washingtonpost.com/world/asia_pacific/in-hong-kong-toilet-paper-is-in-short-supply-trust-in-the-government-is-even-more-scarce/2020/02/10/a4f0f50c-4bbd-11ea-967b-e074d302c7d4_story.html
https://paleymatters.org/johnny-carson-and-the-toilet-paper-scare-of-73-44dbb95eb580
https://paleymatters.org/johnny-carson-and-the-toilet-paper-scare-of-73-44dbb95eb580
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https://paleymatters.org/johnny-carson-and-the-toilet-paper-scare-of-73-44dbb95eb580
https://www.wsj.com/articles/fed-chairman-heads-to-capitol-hill-facing-new-questions-over-growth-risks-11581346800?shareToken=st068d36017c624419bc02123e4b9e612f
https://www.wsj.com/articles/fed-chairman-heads-to-capitol-hill-facing-new-questions-over-growth-risks-11581346800?shareToken=st068d36017c624419bc02123e4b9e612f
https://www.ft.com/content/9623b8a2-4c3a-11ea-95a0-43d18ec715f5?emailId=5e4227a6ea2661000438a461&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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prices continued to prompt a massive shift away from coal generation.  If electricity generation 

continues to shift toward gas, whether on account of cost or regulation, it could raise hopes for 

better gas pricing down the road. 

 

U.S. Economic Releases 
 

NFIB small business optimism came in above expectations at 104.3 compared to the forecast of 

103.5.  The jump in optimism was largely due to owners expecting to have higher sales this year. 
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The chart above shows the historical level of NFIB small business optimism.  This month’s 

reading shows that optimism jumped from the prior month.  We suspect that optimism is likely 

the result of completion of the “Phase One” trade deal.  It will be interesting to see the change in 

sentiment as more details about the agreement are revealed. 

 

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 dec 6925 6800 ***

10:00 Mortgage Delinquencies q/q 4q 4.0% **

10:00 MBA Mortgage Foreclosures q/q 4q 0.8% **

Speaker or event

10:00 Jerome Powell to Speak Before House Financial Services Panel Chairman of Board of Governors of Federal Reserve

12:15 Randal Quarles Speaks on Bank Supervision Federal Reserve Vice Chairman of Supervision

13:30 James Bullard Discusses Economy and Monetary Policy President of the Federal Reserve Bank of St. Louis

14:15 Neel Kashkari Speaks in Kalispell, Montana President of Federal Reserve Bank of Minneapolis

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 

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

Australia ANZ Roy Morgan Weekly Consumption y/y 9-Feb 107.8 108.5 ** Equity and bond neutral

Investor Loan Value y/y Dec 2.8% 2.2% 1.6% *** Equity bullish, bond bearish

Home Loans Value y/y Dec 4.4% 1.8% 1.6% *** Equity bullish, bond bearish

NAB Business Conditions m/m Jan 3 3 ** Equity and bond neutral

NAB Business Confidence m/m Jan -1 -2 ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Jan 4.8% -2.5% ** Equity bullish, bond bearish

EUROPE

UK Total Business Investment q/q 4q -1.0% 0.0% ** Equity and bond neutral

GDP y/y 4q 1.1% 1.1% 0.8% *** Equity bullish, bond bearish

Index of Services m/m Dec 0.3% -0.3% 0.2% ** Equity bullish, bond bearish

Industrial Production y/y Dec -1.8% -1.6% -0.8% *** Equity bearish, bond bearish

Manufacturing Production y/y Dec -2.5% -2.0% -1.0% *** Equity bearish, bond bearish

Construction Output y/y Dec 5.0% 2.0% 3.6% ** Equity bullish, bond bearish

Visible Trade Balance GBP/Mn m/m Dec £0.845 Bil -£5.256 Bil -£10.000 Bil ** Equity bullish, bond bearish

AMERICAS

Mexico Industrial Production y/y Dec -1.0% -2.1% -0.5% *** Equity bearish, bond bearish

Manufacturing Production y/y Dec -0.5% -3.0% -1.4% *** Equity and bond neutral

Brazil Trade Balance Weekly w/w 9-Feb $1.160 Bil -$2.086 Bil ** Equity and bond neutral

FIPE CPI-Weekly w/w 7-Feb 0.19% 0.32% 0.25% ** Equity and bond neutral

Canada Housing Starts m/m Jan 213.2k 197.3k 205.0k *** Equity bullish, bond bearish

Building Permits m/m Dec 7.4% -2.4% 2.8% *** Equity bullish, bond bearish

Bloomberg Nanos Confidence w/w 7-Feb 56.0 56.4 * Equity and bond neutral  
 

United Kingdom:  After stripping out price changes and seasonal impacts, fourth quarter GDP 

was unchanged from the previous period, slightly beating expectations but still weaker than the 

revised 0.5% gain in the third quarter.  GDP in the fourth quarter was up 1.1% from the same 

period one year earlier, also beating expectations.  Despite the slowdown in growth at the end of 

2019, it still appears the economy has weathered the Brexit controversy and the December 

elections.   
 

 
 

 

https://www.ft.com/content/3b6192c8-4cb1-11ea-95a0-43d18ec715f5
https://www.ft.com/content/3b6192c8-4cb1-11ea-95a0-43d18ec715f5
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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) 173 173 0 Up

3-mo T-bill yield (bps) 151 152 -1 Neutral

TED spread (bps) 22 22 0 Neutral

U.S. Libor/OIS spread (bps) 157 157 0 Up

10-yr T-note (%) 1.57 1.58 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 7 5 2 Down

Currencies Direction

dollar Flat Neutral

euro Flat Down

yen Flat Down

pound Up Down

franc Flat Down  
 

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 $54.34 $53.27 2.01% Possible OPEC Production Cuts

WTI $50.44 $49.57 1.76%

Natural Gas $1.76 $1.77 -0.34%  

Crack Spread $15.43 $15.64 -1.34%

12-mo strip crack $15.44 $15.40 0.28%

Ethanol rack $1.45 $1.45 -0.07%

Gold $1,569.49 $1,572.15 -0.17%

Silver $17.73 $17.77 -0.20%

Copper contract $257.90 $255.05 1.12%

Corn contract 380.50$       381.75$       -0.33%

Wheat contract 547.75$       552.00$       -0.77%

Soybeans contract 885.50$       884.25$       0.14%

Baltic Dry Freight 411 415 -4

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) 0.5

Distillates (mb) -0.5

Refinery run rates (%) -0.40%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

country, with cooler temps in most of the Pacific region.  Wet conditions are expected in 

virtually all regions except the Pacific Northwest and Florida.
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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.  
 

February 7, 2020 
 

The Commerce Department recently released its first iteration of Q4 GDP.  The overall growth 

rate, at 2.1%, was mostly on forecast but the composition of the growth showed some 

unexpected developments.  In this week’s report, we will examine the most interesting changes 

and what it may be telling us about future economic activity. 

 

To analyze the data, we focus on a set of statistics called “contributions to GDP growth.”  These 

datapoints show how much various parts of GDP contributed to overall growth.  Here is a chart 

of the data. 
 

 
 

The largest positive contributor to growth was net exports; although it is not unprecedented, 

outside of recessions, net exports are usually a drag on growth.  It is important to note that this 

data is looking at the rate of change of the change, so a smaller deficit will contribute positively 

to growth. 

 

Net exports are the sum contribution of gross imports and exports.  Usually, during expansions, 

the contribution from gross imports is negative.  But, during recessions or when growth falters, 

imports fall and contribute positively to growth.   
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This chart shows the four-quarter moving average of the contribution of gross imports to GDP.  

A positive contribution tends to be consistent with recession.  So, is that the case this time? 

 

It might be, but there are two reasons why this event might be a false positive.  First, the trade 

wars have probably had some impact on reducing imports.  Since WWII, the general trend in 

tariffs has been downward.  The recent reversal in this trend is a new factor that may be shifting 

consumption to domestic goods and away from imports.  In some respects, this is the goal of the 

administration’s trade policy.  Second, there is evidence that U.S. firms accumulated inventories 

in the months prior to the Phase One trade deal with China.  This was likely done to buy goods 

that might be the target of future tariffs.  As a deal was made, it would make sense for firms to 

reduce inventories.  The act of selling down inventories would reduce imports. 
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We will be watching the gross import data with great interest this year to see if (a) we are seeing 

a structural change in the economy where imports decline, or (b) we are on the cusp of a 

recession.  For now, the most likely explanation is that the swing in gross imports was affected 

by trade policy uncertainty.  But, if other economic data begins to corroborate the recession 

signal from gross imports, we would recommend that investors reduce portfolio risk.   

 

 

 
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 2/10/2020 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 2/10/2020 close) 

 

-10.0% -5.0% 0.0% 5.0%

Commodities

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Mid Cap

Small Cap

Cash

US High Yield

Foreign Developed (local currency)

US Corporate Bond

US Government Bond

Large Cap

Real Estate
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 

 

February 6, 2020 
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P/E as of 2/5/2020 = 20.3x

 
 

Based on our methodology,1 the current P/E is 20.3x, down 0.1x, as equity values fell due to the 

Wuhan virus and earnings rose in Q4.     

 

 
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 two actual quarters (Q2 and Q3) and two estimates (Q4 and Q1, 2020). 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. 


