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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 20, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

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

closed down 0.6%.  Chinese markets were higher, with the Shanghai Composite up 1.8% and the 

Shenzhen Composite up 2.2%.  U.S. equity index futures are signaling a lower open.  With 410 

companies having reported, the S&P 500 Q4 earnings stand at $42.00, higher than the $40.59 

forecast for the quarter.  The forecast reflects a 2.0% decrease from Q4 2018 earnings.  Thus far 

this quarter, 72.2% of the companies have reported earnings above forecast, while 19.5% have 

reported earnings below forecast.   

 

Global equities are mixed this morning with U.S. equity futures taking a breather.  We update the 

COVID-19 news.  The Fed is warming up to the economy.  U.K. changes immigration rules.  A 

new DNI.  The president is off to India.  Trouble in Argentina.  Here are the details: 

 

COVID-19:  The number of reported cases are 75,776 with 2,130 fatalities.  On its face, this 

appears to be good news as the daily increase in cases is clearly declining. 
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However, it is not clear whether the decline is anything more than another change in reporting 

standards.  One of the problems with analyzing China is that there is clear manipulation of data 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stocks-paint-mixed-picture-on-cloudy-outlook-11582193972?shareToken=st7b8991c7aba84ade96c05503f79e3012
https://www.nytimes.com/2020/02/20/world/asia/china-coronavirus.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=storyline_menu
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://www.bloombergquint.com/global-economics/data-mistrust-grows-as-hubei-changes-virus-count-method-again
https://www.bloombergquint.com/global-economics/data-mistrust-grows-as-hubei-changes-virus-count-method-again
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in normal circumstances.  Thus, the temptation is strong to jigger the numbers to make it appear 

that the virus is under control.  We aren’t saying the data is necessarily tainted but simply 

unreliable.  However, that doesn’t stop researchers from trying to capture what is really 

happening.   

 

China cut its lending rate by another 10 bps.  There are reports that Chinese bond investors are 

getting hit again on bonds from state-owned enterprises.  Meanwhile, overall yields have 

declined in China, falling to four-year lows on expectations of slower growth.  China’s credit 

growth slowed to 12.1% from last year, in line with expectations. 
 

 
 

Overall, our stance remains the same; the COVID-19 virus will most likely be a one- to two-

quarter event with a recovery fueled by global fiscal and monetary stimulus.   

 

Fed minutes:  There were no surprises in the report (there seldom are).  Although the tone was a 

bit more upbeat on the economy than what we have seen previously, there was nothing in the 

content to suggest the FOMC is thinking about raising rates.  Worries about the fallout from 

COVID-19 are probably going to keep the Fed on hold; recent dollar strength should also give 

policymakers pause.   

 

Westminster goes Canberra:  Australian immigration policy is based on a “points” system that 

tends to screen immigrants for desired skills.  The U.K. unveiled a similar system yesterday that 

is designed to reduce the number of unskilled immigrants, while increasing the openings for 

skilled labor.  This move has raised fears of labor shortages for firms that employ low-skilled 

workers; it appears the government wants to reduce labor competition for low-skilled Brits in a 

bid to raise their wages.   

 

Off to India:  President Trump will visit India next week and there are hopes that a mini-trade 

deal might be in the offing.  India tends to be protectionist and this has caught the ire of U.S. 

https://www.wsj.com/articles/peering-through-the-coronavirus-murk-into-chinas-economy-11582115286?shareToken=st3604967014544291bbcf696d475b19d8
https://www.wsj.com/articles/peering-through-the-coronavirus-murk-into-chinas-economy-11582115286?shareToken=st3604967014544291bbcf696d475b19d8
https://www.cnbc.com/2020/02/20/coronavirus-chinas-pboc-cuts-benchmark-lending-rate-loan-prime-rate.html
https://www.wsj.com/articles/investors-fume-as-china-develops-new-playbook-for-state-backed-bonds-11582111024?shareToken=stafc46a984f0943559ce45ecfd94f3aa0
https://www.wsj.com/articles/investors-fume-as-china-develops-new-playbook-for-state-backed-bonds-11582111024?shareToken=stafc46a984f0943559ce45ecfd94f3aa0
https://www.ft.com/content/39177332-52da-11ea-8841-482eed0038b1?emailId=5e4e0e742974db0004734638&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/39177332-52da-11ea-8841-482eed0038b1?emailId=5e4e0e742974db0004734638&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/fed-minutes-could-provide-clues-on-economic-outlook-balance-sheet-11582108200?shareToken=st13a49670afde4e53b8c19eafde3c097e
https://www.wsj.com/articles/fed-minutes-could-provide-clues-on-economic-outlook-balance-sheet-11582108200?shareToken=st13a49670afde4e53b8c19eafde3c097e
https://www.reuters.com/article/us-global-markets/dollar-tramples-yen-and-everything-else-in-its-path-idUSKBN20E03J
https://www.washingtonpost.com/world/britain-wants-to-close-its-borders-to-low-skill-migrants-and-lure-english-speaking-engineers-instead/2020/02/19/deebf568-5301-11ea-80ce-37a8d4266c09_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/britain-wants-to-close-its-borders-to-low-skill-migrants-and-lure-english-speaking-engineers-instead/2020/02/19/deebf568-5301-11ea-80ce-37a8d4266c09_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/9f8524ae-52fb-11ea-8841-482eed0038b1?emailId=5e4e0e742974db0004734638&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2a267856-5301-11ea-8841-482eed0038b1?emailId=5e4e0e742974db0004734638&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2a267856-5301-11ea-8841-482eed0038b1?emailId=5e4e0e742974db0004734638&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/indias-protectionist-path-risks-u-s-trade-clash-11582126205?shareToken=stc673339e6a68486ea2abeb721318a85c
https://www.wsj.com/articles/indias-protectionist-path-risks-u-s-trade-clash-11582126205?shareToken=stc673339e6a68486ea2abeb721318a85c


 

 

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

www.confluenceinvestment.com 

 3 

trade negotiators.  However, India has strategic value as a foil for China, so we may see an 

attempt by the president to improve relations. 

 

Japan:  Environment Minister Koizumi, a rising star of the ruling Liberal Democratic Party and 

the son of a former prime minister, has been forced to apologize for skipping a government 

meeting on the COVID-19 epidemic in favor of attending a party thrown by his supporters.  The 

incident shows the epidemic is now able to impact political fortunes even outside China. 

 

A new DNI:  German Ambassador Richard Grenell has been named acting Director of National 

Intelligence.  There is concern over Grenell’s lack of experience.  In general, the longer a 

president is in office, the more they tend to prize loyalty more than other values.  This is because 

as a president gains experience he usually wants someone who will do what he is asked rather 

than offer guidance.   

 

Germany:  A right-wing extremist killed nearly a dozen people near Frankfurt before apparently 

killing himself.  Many of the victims were ethnic Kurds, and the killer left behind a letter calling 

for the extermination of “certain peoples” that could no longer be expelled from Germany.  The 

killings highlight the ongoing ethnic tensions and right-wing pushback against immigrants at the 

center of Europe. 

 

Argentina:  The IMF said Argentina’s public debt position has become so precarious that a 

restructuring is necessary, including a “meaningful contribution” from private creditors.  With 

Argentina continuing to struggle with ballooning debt, falling international reserves, and a 

weakening peso, the outlook for the country’s stocks and bonds is deteriorating rapidly. 

 

Odds and ends:  Global car sales are expected to fall significantly this year.  EU leaders are 

trying to create policies to boost their tech industries after falling behind the U.S. and China.  

There are rising fears of bankruptcies in the shale oil patch.  The drug lobby in the U.S. finds 

itself with few friends as attacking the industry is taking on a rare bipartisan tone.   
 

U.S. Economic Releases 
 

The Philadelphia Fed Business Outlook came in well above expectations at 36.7 compared to 

expectations of 11.0.  The strong report was due to an uptick in new orders and an increase in 

inventory. 
 

https://www.wsj.com/articles/indias-protectionist-path-risks-u-s-trade-clash-11582126205?shareToken=stc673339e6a68486ea2abeb721318a85c
https://www.japantimes.co.jp/news/2020/02/20/national/politics-diplomacy/shinjiro-koizumi-covid-19/#.Xk6NrmhKiUk
https://www.japantimes.co.jp/news/2020/02/20/national/politics-diplomacy/shinjiro-koizumi-covid-19/#.Xk6NrmhKiUk
https://www.politico.eu/article/trump-to-tap-german-envoy-ric-grenell-as-top-intelligence-official/?utm_source=POLITICO.EU&utm_campaign=491b45b605-EMAIL_CAMPAIGN_2020_02_20_05_56&utm_medium=email&utm_term=0_10959edeb5-491b45b605-190334489
https://www.politico.eu/article/trump-to-tap-german-envoy-ric-grenell-as-top-intelligence-official/?utm_source=POLITICO.EU&utm_campaign=491b45b605-EMAIL_CAMPAIGN_2020_02_20_05_56&utm_medium=email&utm_term=0_10959edeb5-491b45b605-190334489
https://www.ft.com/content/a2c9a1e0-5381-11ea-8841-482eed0038b1?emailId=5e4e0e742974db0004734638&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2vK97P4
https://nyti.ms/2vK97P4
https://www.ft.com/content/e088cfbc-53b1-11ea-8841-482eed0038b1
https://www.ft.com/content/ce7ec6e4-5363-11ea-8841-482eed0038b1
https://www.cnbc.com/2019/11/25/global-car-sales-expected-to-slide-by-3point1-million-this-year-in-biggest-drop-since-recession.html
https://nyti.ms/2V3Vyo7
https://nyti.ms/2V3Vyo7
file://///cim.local/cim-share/share/Marketing/BOG%20Commentaries/temp%20files/There%20are%20rising%20fears%20of%20bankruptcies%20in%20the%20shale%20oil%20patch.
https://www.wsj.com/articles/how-the-drug-lobby-lost-its-mojo-in-washington-11582132499?shareToken=st56fdc4994ed54780924f8e7c3bba3a76
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The chart above shows the six-month moving average of the Philadelphia Fed Business Outlook. 
 

Initial jobless claims were in line with expectations at 210k.  The prior report was revised 

upward from 205k to 206k. 
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The chart above shows the four-week moving average.  The moving average fell from 212.25k to 

209.0k. 
 

The table below shows the economic releases and the Federal Reserve events scheduled for the 

rest of the day. 
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EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 16-Feb 65.7 **

9:45 Bloomberg Economic Expectations m/m feb 56.0 **

10:00 Leading Index m/m jan 0.4% -0.3% ***

Speaker or event

13:20 Thomas Barkin Speaks at Havard

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of Richmond  
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

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

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

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

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

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

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

ASIA-PACIFIC

China Aggregate Financing CNY m/m Jan 5.070 Tril 2.100 Tril 4.200 Tril ** Equity bullish, bond bearish

New Yuan Loans CNY m/m Jan 3.340 Tril 1.140 Tril 3.100 Tril ** Equity bullish, bond bearish

Money Supply M2 y/y Jan 8.4% 8.7% 8.6% * Equity and bond neutral

Japan Machine Tool Orders y/y Jan -35.6% -35.6% * Equity and bond neutral

Convenience Store Sales y/y jan 0.4% -0.3% ** Equity and bond neutral

EUROPE

Germany GfK Consumer Confidence m/m mar 9.8 9.9 9.8 ** Equity and bond neutral

PPI m/m jan 0.2% -0.2% -0.4% ** Equity bearish, bond bullish

France CPI EU Harmonized y/y Jan 1.7% 1.6% 1.6% *** Equity and bond neutral

CPI y/y Jan 1.5% 1.5% 1.5% *** Equity and bond neutral

UK Retail Sales ex Auto Fuel y/y Jan 1.2% 0.7% 0.5% ** Equity bullish, bond bearish

Retail Sales inc Auto Fuel y/y Jan 0.8% 0.9% 0.6% ** Equity bullish, bond bearish

CBI Trends Total Orders m/m feb -18 -22 -20 * Equity and bond neutral

CBI Trends Selling Prices m/m feb -2 2 1 * Equity bearish, bond bearish

Russia Exports Real m/m Jan 1.7% -3.4% ** Equity bullish, bond bearish

Imports Real m/m jan -1.8% 0.2% ** Equity and bond neutral

Swiss Watch Exports y/y Jan 9.4% 5.8% ** Equity bullish, bond bearish

Industry & Construction Output y/y 4q 1.3% 6.3% ** Equity bearish, bond bullish

Industrial Output WDA y/y 4q 1.6% 8.0% ** Equity bearish, bond bullish

AMERICAS

Brazil FGV Consumer Confidence m/m feb 87.8 90.4 *** Equity bearish, bond bearish

IBGE Inflation IPCA-15 y/y feb 4.2% 4.3% 4.2% *** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 169 169 0 Up

3-mo T-bill yield (bps) 153 154 -1 Neutral

TED spread (bps) 16 15 1 Neutral

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

10-yr T-note (%) 1.54 1.57 -0.03 Neutral

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

EUR/USD 3-mo swap (bps) 8 9 -1 Down

Currencies Direction

dollar Up Neutral

euro Flat Down

yen Down Down

pound Down Down

franc Up 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 $59.04 $59.12 -0.14%

WTI $53.45 $53.29 0.30%

Natural Gas $1.96 $1.96 0.15%  

Crack Spread $17.21 $17.23 -0.16%

12-mo strip crack $16.15 $16.28 -0.83%

Ethanol rack $1.47 $1.47 -0.19%

Gold $1,612.45 $1,611.70 0.05%

Silver $18.31 $18.43 -0.67%

Copper contract $260.45 $261.40 -0.36%

Corn contract 384.25$       385.25$       -0.26%

Wheat contract 558.00$       562.50$       -0.80%

Soybeans contract 902.25$       905.50$       -0.36%

Baltic Dry Freight 465 450 15

Actual Expected Difference

Crude (mb) 3.2

Gasoline (mb) -0.5

Distillates (mb) -2.0

Refinery run rates (%) -0.50%

Natural gas (bcf) -148.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for colder-than-normal temperatures for most of 

the country, with warmer-than-normal temperatures in California.  Wet conditions are expected 

to recede eastward into two states, Florida and Maine.
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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 14, 2020 
 

The data on U.S. residential real estate has been improving in recent months.  Housing tends to 

have an outsized effect on the economy.  Not only do housing purchases trigger follow-on 

buying of consumer durable goods (e.g., furniture and furnishings, etc.) but non-durables as well 

(e.g., basic household items).  A house is an asset and there is a wealth effect that affects future 

spending as well.  The direct impact on GDP is rather modest; the average contribution to GDP 

from residential real estate is only 0.08% per quarter.  However, there is evidence that a weak 

housing market has been a precursor to recession. 
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This chart shows the four-quarter rolling contribution to GDP from residential real estate.  We 

have applied a Hodrick-Prescott Filter to the data to establish the underlying trend.  Since 1980, 

with one exception, a negative reading on the trend has been a warning of eventual recession.  

The only exception was the 2001 recession which was an unusually mild downturn.  In Q1 of last 

year, the trend indicator turned negative.  Although it can take a long time from signal to 

recession (it turned negative in Q1 2005, for example), it has been a reliable signal of economic 

weakness.  However, some housing indicators have shown notable improvement recently, which 

may lead to the trend rising later this year.  Here are a couple indicators we are watching. 

 

Home ownership rates have been rising rapidly. 
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In 1995, the government began to aggressively support home ownership.  Credit restrictions 

were eased, and refinancing was encouraged.  The home ownership rate peaked at 69.3% of 

occupied homes in 2004.  The housing crisis led to a collapse in this metric, reaching a trough of 

63.1% in 2015.  As the chart shows, the homeownership rate has been rising rapidly since, 

reaching a new cycle high of 64.9%.  The rise in home ownership rates has increased the most 

among households earning less than median family income.   
 

 
 

Although there is a potential credit quality issue with less affluent home buyers, the rise should 

be supportive for economic growth.   

 

The only “fly in the ointment” has been that home prices have been rising rapidly.  Although it 

hasn’t adversely affected affordability due to low mortgage rates, it will make the housing 

market increasingly sensitive to interest rates.   
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Ideally, rising prices for existing homes should spur new building.  Housing starts are beginning 

to accelerate, which is a good sign.  If housing continues to accelerate, our estimates for GDP 

this year may be overly conservative.   

   

 

 
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 2/19/2020 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 2/19/2020 close) 

 

-10.0% -5.0% 0.0% 5.0% 10.0%

Commodities

Emerging Markets ($)

Foreign Developed ($)

Cash

Emerging Markets (local currency)

US High Yield

Small Cap

Mid Cap

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 20, 2020 
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Based on our methodology,1 the current P/E is 20.4x, 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 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. 


