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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: January 21, 2020—9:30 AM EST] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.6% compared with its last close.  In Asia, the MSCI Asia 

Apex 50 closed down 1.7%.  Chinese markets were down, with the Shanghai composite down 

1.4% and the Shenzhen index down 1.3% from the prior close.  U.S. equity index futures are 

signaling a lower open.  With 44 companies having reported, the S&P 500 Q4 earnings stand at 

$40.50, lower than the $40.59 forecast for the quarter.  The forecast reflects a 2.0% decrease 

from Q4 2018 earnings.  Thus far this quarter, 75.0% of the companies reported earnings above 

forecast, while 25.0% reported earnings below forecast.   

 

It’s Davos week!  World leaders in politics, business, academia and media are all gathering in 

Davos, Switzerland.  Your Daily Comment team is skipping the event this year, remaining in 

picturesque downtown Webster Groves instead.  It’s a risk-off market this morning as the 

Chinese coronavirus has clearly mutated to person-to-person transmission.  With the Chinese 

New Year coming on Friday, massive travel is likely which could foster the spread of the virus.  

In other news, the IMF has lifted its growth forecast modestly.  Iran changes tactics on its 

nuclear program.  Here is what we are watching this morning: 

 

Coronavirus:  This new respiratory virus, originating in central China, is spreading rapidly as it 

becomes evident that the disease can be spread via human contact.  The number of confirmed 

cases has tripled, to 218, and six fatalities have been blamed on the disease.  New cases have 

been reported in Thailand, Japan and South Korea.  Another worry is that the Lunar New Year 

begins on Friday; this event usually triggers a mass migration in China as workers who have 

moved to cities return home for the week-long holiday.  The concern is that this new virus will 

have a similar effect to SARS, which noticeably slowed China’s growth.  China has faced some 

criticism for the slow reporting of this virus, but authorities argue that the reporting and testing 

systems created after the SARS crisis are likely to blame.  Worries about this virus have 

triggered some selling in equities this morning (gold is down as well); we suspect the mere 

uncertainty surrounding the virus is behind the selling, although one could argue the near 

unidirectional pattern of equities recently was overdue for at least a period of consolidation. 

 

Davos:  It is the 50th anniversary of this gathering.  Although it is an important event, it has taken 

on a sheen of tone-deafness in recent years.  Last year’s theme of inequality being discussed by 

billionaires is a good example.  Still, this is one of the few times when leaders across different 

areas gather simultaneously, which does mean the potential is elevated for newsworthy events.  

One interesting side note: local officials say they broke up a probable Russian effort to bug the 

venue last summer.  Police were alerted when a pair of ostensibly Russian plumbers had an 
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unusually long stay at the resort.  Police and Swiss federal officials suspected the pair of posing 

as tradesmen to install surveillance equipment at key facilities around town to monitor the 

private conversations of the world leaders attending the forum. 

 

IMF:  The IMF has released its semiannual report on global growth.  It is looking for a modest 

lift to GDP this year, at 3.3%, up from 2.9% in 2019.  Monetary policy easing (there were 71 rate 

cuts by 49 central banks last year) and a détente in the trade war with China account for the 

improved outlook.  Although this is positive news, it should be noted that in October the IMF 

projected 3.4% growth for 2020.  Interestingly enough, CEOs are not nearly as optimistic as the 

IMF.  It should be noted that globalization continues to retreat; foreign investment has declined 

to a near-decade low.   

 

Iran:  After the EU moved to begin the process of reimplementing sanctions in light of Iran’s 

nuclear activity, Tehran abruptly declared it would not take any further steps to violate the 2015 

agreement.  However, in a change of tactics, Iran indicated it would withdraw from the nuclear 

Non-Proliferation Treaty if its nuclear program is referred to the U.N.  In other words, if the EU 

brings Iran’s recent violations of the 2015 agreement to the UNSC, Iran will threaten to sell its 

nuclear technology.  It appears that Iran has concluded that further violations of the JCPOA 

would be counterproductive, but it has shifted its threats to sway the Europeans. 

 

Russia:  President Putin has released a draft of the constitutional changes he floated last week to 

help him stay in power past the end of his term in 2024.  As we reported earlier, the changes will 

weaken the power of the president and prime minister.  The draft amendment shows that the 

State Council – an advisory body made up of parliamentary leaders and provincial governors that 

Putin already heads – will gain new responsibility to “coordinate . . . the organs of state power.” 

 

Eurozone:  The European Central Bank’s latest bank lending report showed corporate loan 

demand fell 8% in the fourth quarter, even though credit standards were broadly unchanged and 

the ECB had cut interest rates in September.  Surveyed banks expected corporate loan demand to 

fall 9% further in the first quarter of 2020.  According to the ECB, the decline in corporate 

demand largely reflects weak economic conditions and reduced capital investment.  In contrast, 

high consumer optimism and low interest rates boosted demand for housing loans by 25% in the 

fourth quarter.  As in the U.S., the question is whether soft corporate investment and 

manufacturing will eventually offset the strength in the consumer sector. 

 

Digital tax:   Facing the threat of U.S. tariffs, Paris has suspended its levy on U.S. tech firms.  

Treasury Secretary Mnuchin has warned the U.K. and Italy over their digital tax initiatives.   

 

Odds and ends:  China’s growing bad debt is catching the attention of U.S. vulture investors.  

Meng Wanzhou’s extradition trial began yesterday.  The transportation strike in France appears 

to be fizzling as workers need their wages and unions are divided.  North Korea has replaced its 

foreign minister; there was no official announcement and it isn’t clear what exactly happened to 

Ri Yong Ho.  Moody’s has cut Hong Kong’s credit rating to Aa3 from Aa2 due to continued 

social unrest.   
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U.S. Economic Releases 

 

There were no domestic releases or Fed events scheduled prior to the publication of this report. 
 

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

Australia ANZ Roy Morgan Weekly Consumption w/w 19-Jan 108.3 107.3 ** Equity and bond neutral

New Zealand Performance Services Index m/m dec 51.9 53.3 ** Equity and bond neutral

Non Resident Bond Holdings m/m dec 52.0% 52.7% ** Equity and bond neutral

South Korea PPI y/y dec 0.7% -0.1% ** Equity bearish, bond bullish

EUROPE

Eurozone ZEW Survey Expectations m/m jan 25.6 11.2 ** Equity bullish, bond bearish

Germany ZEW Survey Current Situation m/m jan -9.5 -19.9 -13.5 ** Equity bullish, bond bearish

ZEW Survey Expectations m/m jan 26.7 10.7 15.0 ** Equity bullish, bond bearish

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

Jobless Claims Change m/m dec 14.9k 28.8k *** Equity and bond neutral

Average Weekly Earnings 3m/3m m/m nov 3.2% 3.2% 3.1% ** Equity and bond neutral

Weekly Earnings ex Bonus 3m/3m m/m nov 3.4% 3.5% 3.4% ** Equity and bond neutral

ILO Unemployment Rate 3mths m/m nov 3.8% 3.8% 3.8% *** Equity and bond neutral

Switzerland Money Supply M3 y/y dec 0.7% 1.3% * Equity and bond neutral

AMERICAS

Canada Teranet/National Bank HPI y/y dec 1.9% 1.4% ** Equity bullish, bond bearish

Bloomberg Nanos Confidence m/m dec 56.1 57.1 * Equity and bond neutral

Mexico Unemployment Rate m/m dec 2.9% 3.4% 3.4% *** Equity bullish, bond bearish

Brazil Trade Balance Weekly w/w 19-Jan -$0.816 bil -$0.014 Bil ** Equity bearish, bond bullish  
 

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) 182 183 -1 Up

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

TED spread (bps) 30 30 0 Neutral

U.S. Libor/OIS spread (bps) 158 158 0 Up

10-yr T-note (%) 1.80 1.82 -0.02 Neutral

Euribor/OIS spread (bps) -39 -39 0 Neutral

EUR/USD 3-mo swap (bps) 4 5 -1 Down

Currencies Direction

dollar Down Neutral

euro Up Flat

yen Up Down

pound Up Down

franc Flat Up

Central Bank Action Current Prior Expected

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  
 

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 $64.10 $65.20 -1.69% Supply Optimism

WTI $57.81 $58.54 -1.25%  

Natural Gas $1.93 $2.00 -3.44%  

Crack Spread $13.57 $13.71 -1.00%

12-mo strip crack $16.61 $16.70 -0.54%

Ethanol rack $1.45 $1.45 0.04%

Gold $1,556.51 $1,560.77 -0.27%

Silver $18.00 $18.08 -0.41%

Copper contract $280.15 $284.55 -1.55%

Corn contract 387.00$       389.25$       -0.58%

Wheat contract 572.75$       570.50$       0.39%

Soybeans contract 926.50$       929.75$       -0.35%

Baltic Dry Freight 729 754 -25

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

the country with cooler temps in the southern region.  Wet conditions are expected throughout 

the country, with dry conditions expected for the eastern states. 
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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.  

 

January 17, 2020 

 

The December employment data showed three interesting developments that are worth 

discussing.  They are wage growth, hours worked and the level of “out of the workforce.”   

 

Wage growth:  For most of last year, production and non-supervisory wage growth was 

outpacing that of overall workers.  This development suggested that ordinary workers were 

finally benefiting from the long expansion.  However, it was uncertain if the growth was due 

more to changes in state and local minimum wage laws or due to tight labor markets.  It appears 

we have our answer.  Many of the changes to local and state minimum wage laws occurred after 

the 2018 midterm elections.  December’s data would be 13 months after many of these new laws 

came into effect, so if legislation was the primary cause of the rise in ordinary worker pay then 

we should have seen a drop in December’s wage growth. 

 

 
 

In fact, that’s exactly what we saw.  In November, wage growth for this class of worker rose 

3.4%; it fell 40 bps to 3.0% in December.  Thus, the divergence between total private wages and 

production and non-supervisory worker wages appears to be solely a function of minimum wage 

laws.  Without additional measures, it seems unlikely that the divergence will continue. 
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Hours worked:  The growth rate of hours worked by production and non-supervisory workers 

fell to its lowest level since June 2010. 

 

 
 

The combination of fewer hours and falling wage growth will tend to further dampen available 

liquidity for the majority of households.  The weekly hours data isn’t recessionary, but it is 

headed in that direction. 

 

Out of the workforce:  When the Bureau of Labor Statistics calculates the labor force, it 

includes those working and looking for work.  Some citizens purposely decide to stay out of the 

labor force for a myriad of reasons, with age being the most likely.  In other words, as the 

number of citizens reaching retirement age increases, the percentage of the population that can 

continue to work will tend to decline as will the potential labor force.  Nevertheless, as the 

expansion continues, the potential pool of those out of the labor force tends to decrease until a 

point is reached where it becomes nearly impossible to draw down this group any further.  At 

that point, wage growth is expected to rise; at the same time, the unemployment rate can’t 

decline any further because potential new workers become increasingly difficult to find. 

 

The economy may be nearing that point.   
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The blue line shows the percentage of those not in the labor force relative to the non-institutional 

population over the age of 16.  The red line is the percentage of the total U.S. population older 

than 65, with Census Bureau forecasts.  The area in yellow represents the baby boom generation.  

The start of this area is when the last baby boomer turned 16, and the end is when the first baby 

boomer hit the age of 65.  In the yellow area, the percentage not in the labor force fell and 

stabilized.  As baby boomers headed into retirement age the percentage not in the labor force 

began to climb.  However, this percentage has recently stalled, mostly due to the extended 

economic expansion.  This trend will be difficult to sustain as the 65+ population continues to 

rise.  Although we are seeing workers delay retirement, the recent trend should reverse over time.  

That factor will tend to keep the unemployment rate lower than it has been historically.   

 

What is important about these three trends is that two of them are suggesting some softening in 

the labor market, whereas the last one might mask that weakness by showing a low 

unemployment rate.  In other words, older workers, facing a weaker labor market, may simply 

opt for retirement and leave the labor force entirely.  That will reduce the labor force and keep 

the unemployment rate low, suggesting the labor market is tighter than it really is.  That factor 

could increase the potential for a policy error.   

   

   

 
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 1/17/2019 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 1/17/2019 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 

 

January 16, 2020 
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P/E as of 1/15/2020 = 20.3x

 
 

Based on our methodology,1 the current P/E is 20.3x, up 0.2x 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 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. 


