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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 23, 2020—9:30 AM EST] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.1% from last close.  In Asia, the MSCI Asia Apex 50 

closed down 1.0%.  Chinese markets were lower, with the Shanghai composite down 2.8% and 

the Shenzhen index down 3.5% from the prior close.  U.S. equity index futures are signaling a 

flat open.  With 58 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, 70.7% of the companies reported earnings above forecast, while 

24.1% reported earnings below forecast.   

 

Davos continues, the ECB meets, but it’s the coronavirus dominating the news.  The U.S. is 

setting its trade sights on the EU.  Here is what we are watching this morning: 

 

Coronavirus:  The latest death toll is 17 and the number of confirmed cases now exceeds 600.  

According to reports, the majority of fatalities are older men who, like many older people, had 

other chronic conditions.  On the surface, the Chinese government is acting decisively to contain 

this outbreak.  It has now banned travel from four cities, including Wuhan.  Despite the show of 

force, there are persistent reports of underreporting of potential cases, especially among younger 

people.  Meanwhile, we continue to compare this event to the 2003 SARS epidemic.  However, 

the conditions in China are significantly different from 17 years ago; one major change has been 

the spread of mass transportation.  Simply put, it’s a lot easier for infected people to move about, 

increasing the chances of spreading.  This likely explains the quarantine; however, it is unclear 

how effective the ban will be.  We are seeing two important market events.  First, as one would 

expect, Chinese equities are taking a hit over the outbreak.  Second, worries that the outbreak 

will slow global growth have been bearish for crude oil.  Seasonally, crude oil tends to weaken 

this time of year so fears surrounding the coronavirus have been yet another bearish factor.   

 

Trade:  The focus on trade is now shifting to the EU.  The EU’s tactics up to this point have 

been to offer modest proposals and avoid direct confrontations with the U.S.  This action is 

similar to how China initially dealt with the White House, but clearly the administration was not 

placated.  So far, Treasury Secretary Mnuchin and Commerce Secretary Ross have been the 

point persons in the U.S. to the EU.  This was true with China for a while.  But, the real “game” 

doesn’t start until USTR Lighthizer shows up.  This trade situation could get quite messy.  First, 

we are only nine months away from U.S. elections; the EU likely hopes it will deal with a new 

president.  Second, the EU is, by design, a slow-moving body and it isn’t obvious it can react 

quickly if the U.S. starts applying tariffs.  Third, the EU really wants to apply digital taxes; we 

suspect this will be a red line for the U.S.  Fourth, the EU is considering CO2 border adjustment 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2020/01/23/world/asia/china-coronavirus.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200123&section=topNews?campaign_id=51&instance_id=15384&segment_id=20563&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-4f8f9703
https://www.ft.com/content/25f5cd4a-3cd6-11ea-a01a-bae547046735?emailId=5e2914e01dd5d9000449fb61&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2020/01/23/world/asia/china-coronavirus.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200123&section=topNews?campaign_id=51&instance_id=15384&segment_id=20563&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-d626f9
https://www.nytimes.com/2020/01/23/world/asia/china-coronavirus.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200123&section=topNews?campaign_id=51&instance_id=15384&segment_id=20563&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-d626f9
https://nyti.ms/36pDxCU
https://www.nytimes.com/2020/01/23/world/asia/china-coronavirus.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200123&section=topNews?campaign_id=51&instance_id=15384&segment_id=20563&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-73cae327
https://www.wsj.com/articles/china-virus-cases-pass-400-11579670877?mod=djem10point
https://www.nytimes.com/2020/01/23/world/asia/china-coronavirus.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200123&section=topNews?campaign_id=51&instance_id=15384&segment_id=20563&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-31fcbb46
https://www.washingtonpost.com/opinions/2020/01/23/following-sars-playbook-china-keeps-dangerous-tight-leash-coronavirus-information/
https://www.washingtonpost.com/opinions/2020/01/23/following-sars-playbook-china-keeps-dangerous-tight-leash-coronavirus-information/
https://www.wsj.com/articles/investors-rattled-by-chinas-coronavirus-look-to-past-epidemics-for-clues-11579697553?shareToken=stb7433ad185a742ce904b1756a63fab5c
https://www.wsj.com/articles/wuhan-coronavirus-could-hit-chinas-economy-harder-than-sars-11579773756?shareToken=stb84b8579d8f2402e9c5a070fe2e82fdd
https://nyti.ms/36gEWeJ
https://nyti.ms/36gEWeJ
https://www.wsj.com/articles/chinese-stocks-slide-after-wuhan-lockdown-begins-11579767550?shareToken=st6e887633b1614958808225257e8a6d73
https://www.wsj.com/articles/crude-prices-fall-on-coronavirus-fears-11579717568?shareToken=st8b37381cb989482aadba6caf7ec76f96
https://www.washingtonpost.com/business/2020/01/21/trump-threatens-europe-with-fresh-tariffs-davos-deepening-rift-with-long-time-us-allies/?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.wsj.com/articles/europe-girds-for-trade-battle-with-u-s-11579724950?shareToken=stcdbd74d38937472ebe0bdc65582bc3f0
https://www.ft.com/content/988d8b3e-3d0f-11ea-b232-000f4477fbca?emailId=5e297fcd1dd5d900044a0281&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/988d8b3e-3d0f-11ea-b232-000f4477fbca?emailId=5e297fcd1dd5d900044a0281&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/feb755d0-3d2c-11ea-b232-000f4477fbca?emailId=5e297fcd1dd5d900044a0281&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/c93694c8-3d15-11ea-a01a-bae547046735?emailId=5e297fcd1dd5d900044a0281&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/c93694c8-3d15-11ea-a01a-bae547046735?emailId=5e297fcd1dd5d900044a0281&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2


 

 

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

www.confluenceinvestment.com 

 2 

taxes, which would apply a tax on the EU but also to imports based on the carbon policies of 

their trading partners.  This action would be an anathema for the U.S.  Fifth, U.S. exports to the 

EU are much higher than China; on a rolling-four quarter basis, it is 3.7x larger.  Thus, the EU 

will have many more targets to apply retaliatory tariffs on the U.S. compared to China. 
 

 
 

ECB:  Although the press conference was still underway at the time of this writing, policy 

remains unchanged.  We are starting to hear pushback from Eurozone bankers on negative 

interest rates.  We suspect they are trying to see what sort of influence they will have with 

Legarde; they clearly got nowhere with Draghi.   

 

Canada:  The Bank of Canada yesterday kept its benchmark short-term interest rate steady at 

1.75%, right where it has been since October 2018.  However, by cutting its forecast of near-term 

economic growth, the policymakers also laid the groundwork for a potential cut in rates 

sometime in the future. 

 

Russia:  In a unanimous vote by ovation, the lower house of parliament gave first-reading 

approval to President Putin’s proposed constitutional changes, which will allow him to continue 

ruling Russia even after his term as president expires in 2024.  Once the amendments get through 

two more readings in the lower house, they need to pass the upper and a promised referendum. 

 

Saudi Arabia:  United Nations investigators have concluded that Jeff Bezos, the founder of 

Amazon (AMZN, 1,887.46) and owner of the Washington Post, had his cell phone hacked via a 

WhatsApp account linked to Saudi Crown Prince Mohammed bin Salman.  Shortly after Bezos 

and bin Salman traded phone numbers at a meeting in April 2018, bin Salman sent Bezos a video 

containing secret spyware, possibly to gain information on former Post columnist Jamal 

Khashoggi, whom the Saudis murdered in October 2018.  The hack may have also allowed the 

Saudis to release compromising information on Bezos’s extramarital affair last year.  The UN 

researchers, who were hired by Bezos, have asked the U.S., Saudi Arabia and other countries to 

https://www.ft.com/content/c93694c8-3d15-11ea-a01a-bae547046735?emailId=5e297fcd1dd5d900044a0281&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/b19b3458-3d25-11ea-b232-000f4477fbca?emailId=5e2914e01dd5d9000449fb61&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/b19b3458-3d25-11ea-b232-000f4477fbca?emailId=5e2914e01dd5d9000449fb61&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/bank-of-canada-leaves-key-interest-rate-unchanged-at-1-75-11579706509
https://www.rferl.org/a/russian-lawmakers-give-rapid-first-approval-to-putin-reforms/30393095.html
https://www.rferl.org/a/russian-lawmakers-give-rapid-first-approval-to-putin-reforms/30393095.html
https://www.wsj.com/articles/u-n-experts-say-hacking-of-bezoss-phone-suggests-effort-to-influence-news-coverage-11579704647
https://www.wsj.com/articles/u-n-experts-say-hacking-of-bezoss-phone-suggests-effort-to-influence-news-coverage-11579704647
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investigate the matter.  The incident underlines the crown prince’s risky adventurism as he takes 

a more aggressive tack on Saudi national security. 

 

United States-Iran:  Brian Hook, the U.S. Special Envoy for Iran, said in an interview that if the 

new leader of the Islamic Revolutionary Guards’ overseas force behaves as previous leader Gen. 

Qassem Soleimani did, he would meet the same fate.  In other words, he would be subject to 

possible assassination by the United States. 

 

U.S. Economic Releases 

 

Initial jobless claims came in below forecast at 211k compared to expectations of 214k. The 

prior report was revised upwards from 204k to 205k. 
 

100

200

300

400

500

600

700

07 08 09 10 11 12 13 14 15 16 17 18 19 20

FOUR-WEEK AVERAGE OF 

INITIAL CLAIMS

TH
O

U
SA

N
D

S

Sources:  BLS, CIM  
 

The chart above shows the four-week moving average of initial claims. The four-week average 

fell from 216.50k to 213.25k. 

 

The table below shows the economic releases scheduled for the rest of today. 

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Economic Expectations m/m jan 56.5 ***

9:45 Bloomberg Consumer Comfort w/w 19-Jan 66.0 **

10:00 Leading Index m/m dec -0.2% 0.0% ***

10:00 Kansas City Fed Manufacturing Activity m/m jan -6 -8 **

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 

https://www.reuters.com/article/us-iran-usa-envoy/successor-to-slain-iran-general-faces-same-fate-if-he-kills-americans-hook-idUSKBN1ZM0KT


 

 

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

www.confluenceinvestment.com 

 4 

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 Swift Global Payments CNY m/m dec 1.9% 1.9% * Equity and bond neutral

Japan Trade Balance m/m dec -¥152.5 Bil -¥82.1 Bil -¥152.6 Bil ** Equity and bond neutral

All Industry Activity Index m/m nov 0.9% -4.3% 0.4% ** Equity bullish, bond bearish

Supermarket Sales y/y dec -3.3% -1.4% * Equity bearish, bond bullish

Leading Index m/m nov 90.8 90.9 ** Equity and bond neutral

Coincident Index m/m dec 94.7 95.1 ** Equity and bond neutral

Australia Employment Change m/m nov 28.9k 39.9k 10.0k *** Equity bullish, bond bearish

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

Unemployment Rate m/m dec 5.1% 5.2% 5.2% *** Equity bullish, bond bearish

EUROPE

Russia Gold and Forex Reserve w/w 17-Jan 558.9 557.5 Bil * Equity and bond neutral

Industrial Production y/y dec 2.1% 0.3% 1.9% *** Equity and bond neutral

AMERICAS

Mexico Bi-Weekly CPI w/w 15-Jan 0.3% 0.3% 0.3% *** Equity and bond neutral

Bi-Weekly Core CPI w/w 15-Jan 0.2% 0.1% 0.2% *** Equity and bond neutral

Brazil IBGE Inflation y/y jan 0.7% 1.1% 0.7% *** 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) 181 180 1 Up

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

TED spread (bps) 29 29 0 Neutral

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

10-yr T-note (%) 1.75 1.77 -0.02 Neutral

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

EUR/USD 3-mo swap (bps) 5 5 0 Down

Currencies Direction

dollar Flat Neutral

euro Flat Neutral

yen Flat Down

pound Up Down

franc Flat Up

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% -0.500% 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. 
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Price Prior Change Explanation

Brent $62.27 $63.21 -1.49% Global Growth Pessimism

WTI $55.78 $56.74 -1.69%  

Natural Gas $1.95 $1.91 2.47%  

Crack Spread $13.12 $13.41 -2.15%

12-mo strip crack $16.02 $16.19 -1.10%

Ethanol rack $1.43 $1.44 -0.21%

Gold $1,552.35 $1,558.78 -0.41%

Silver $17.61 $17.84 -1.27%

Copper contract $275.80 $276.50 -0.25%

Corn contract 389.75$       388.75$       0.26%

Wheat contract 582.25$       577.75$       0.78%

Soybeans contract 909.75$       913.75$       -0.44%

Baltic Dry Freight 623 689 -66

Actual Expected Difference

Crude (mb) 1.0

Gasoline (mb) 3.2

Distillates (mb) 2.5

Refinery run rates (%) -0.70%

Natural gas (bcf) -87.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the country.  Wet conditions are expected mostly in the Great Plains, with dry conditions 

anticipated in the Southwest and the Northeast. 
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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 1/22/2019 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 1/22/2019 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 23, 2020 
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Based on our methodology,1 the current P/E is 20.4x, 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 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. 


