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

EuroStoxx 50 is up 0.7% compared with its last close.  In Asia, the MSCI Asia Apex 50 closed 

up 1.7%.  Chinese markets were sharply higher, with the Shanghai composite up 0.9% and the 

Shenzhen index also up 1.8% from the prior close.  U.S. equity index futures are signaling a 

higher open.   

 

Financial markets are taking on a clear risk-on bias; equities continue to lift, bonds, gold and oil 

are struggling.  Here are the details: 

 

Ceasefire:  As we noted yesterday, Iran launched missiles against U.S. bases in Iraq.  The attack 

was a mere pinprick, with no casualties reported.  At the time of our publishing, the White House 

hadn’t officially responded, but in a press conference President Trump made it clear that he 

viewed the Iranian action as tolerable and no further military response was necessary.  To some 

extent, the Iranian missile attack almost seemed choreographed.  The U.S. knew the action was 

coming and moved troops out of harm’s way.  The Iranian media is claiming numerous 

casualties, suggesting that Iran felt it had to respond but didn’t want to start a war.  The “needle” 

Iran is trying to thread is to appear strong but avoid a direct military conflict with the U.S.  We 

will be watching to see how successful they are in their quest.   

 

For the time being, equity markets are getting just about everything they could want.  A war in 

the Middle East has been avoided.  Monetary policy is accommodative.  The Phase One trade 

deal with China appears to be on its way.  All this good news doesn’t mean that there aren’t 

concerns but in the immediate term, conditions for equities are clearly favorable. 

 

United States-Iran-Canada:  Although it looks like the U.S. and Iran are stepping back from 

any military conflict, it may be important to keep an eye on the airliner crash that killed 176 

people in Tehran just hours after Iran’s retaliatory attack on U.S. bases in Iraq yesterday.  

According to Ali Abedzadeh, the chief of Iran’s aviation agency, the plane was on fire before it 

hit the ground, and investigators remain open to the possibility that it was hit by a projectile or 

explosion.  That could give Iran an opening to accuse the U.S. of bringing down the plane.  

Indeed, given that Iran has likely been chastised by the assassination of Gen. Soleimani, we 

would now expect it to redouble its political pushback against the U.S. in the Mideast.  

Pressuring Iraq to expel U.S. forces will be a top focus, but it also might be helpful for Iran to 

create suspicions that the U.S. had reverted to terrorism.  Such suspicions could also help drive a 

wedge between the U.S. and key allies like Canada, since over 60 of those killed in the plane 

crash were Canadians. 

 

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-rally-on-optimism-about-u-s-china-trade-deal-11578565225?shareToken=sta23439290fa04f439771fbde35d9cea6
https://www.ft.com/content/900170e0-3240-11ea-9703-eea0cae3f0de?emailId=5e16b52d24b12d0004c36d58&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/national-security/us-officials-knew-iranian-missiles-were-coming-hours-in-advance/2020/01/08/b6297b4c-3235-11ea-a053-dc6d944ba776_story.html?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1#click=https%3A%2F%2Ft.co%2FSV4hrun4FG
https://www.timesofisrael.com/iranian-state-media-claims-more-than-80-us-soldiers-killed-in-missile-barrage/
https://www.timesofisrael.com/iranian-state-media-claims-more-than-80-us-soldiers-killed-in-missile-barrage/
https://www.youtube.com/watch?v=9HVejEB5uVk
https://www.wsj.com/articles/china-to-send-chief-trade-negotiator-to-u-s-to-sign-phase-one-deal-11578561834?shareToken=st3b2b0babd34e410883f1872c4892b9cb
https://www.wsj.com/articles/china-to-send-chief-trade-negotiator-to-u-s-to-sign-phase-one-deal-11578561834?shareToken=st3b2b0babd34e410883f1872c4892b9cb
https://www.wsj.com/articles/boeing-jet-was-on-fire-before-crash-iran-says-11578558346?mod=hp_lead_pos2
https://www.wsj.com/articles/boeing-jet-was-on-fire-before-crash-iran-says-11578558346?mod=hp_lead_pos2
https://www.ft.com/content/629022b2-328d-11ea-9703-eea0cae3f0de
https://www.ft.com/content/629022b2-328d-11ea-9703-eea0cae3f0de
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China:  Although China’s headline CPI remains elevated at +4.5%, pork price increases finally 

appear to be slowing.  Pork prices rose 97% in December, down from 110% in November.  PPI 

continues negative, but only down 0.5%.  Overall, the inflation situation in China remains a 

concern but the momentum does appear to be heading in a positive direction.  Car sales in China 

fell again, down 7.4% from last year, at 20.7 mm units.  The new respiratory virus we mentioned 

yesterday is apparently a coronavirus.  This virus type is best known for causing the common 

cold.  The bad news is that it is a new virus; the good news is that it doesn’t seem to spread via 

human to human contact.   

 

Taiwan-China:  In the run-up to Taiwan’s presidential election on Saturday, Foreign Minister 

Wu said that if incumbent President Tsai Ing-wen wins as expected, she plans to pursue a 

“sustainable, predictable and peaceful relationship” with China.  The statement is being seen as 

an olive branch to Beijing, which could help solidify the president’s status as frontrunner in the 

race and help calm market concerns about future confrontation. 

 

Brexit:  The EU and U.K. are starting the process of trade talks.  The British stance appears to be 

attacking trade by individual market rather than by building a grand bargain.  By moving 

piecemeal, negotiators can continue to make progress and can likely go beyond the 2020 

deadline if enough progress is made.  However, there are a couple of dangers in this plan.  First, 

by not working in a unified fashion, loopholes could develop that will be unforeseen during talks 

and second, there is the potential to become unexpectedly stuck on an issue that becomes 

contentious.  Still, this looks like the best plan available given the short time frame.   

 

At the same time, Bank of England Governor Carney said central bank officials are considering a 

new round of monetary stimulus “to reinforce the expected recovery in U.K. growth and 

inflation.”  The threats of a delayed trade deal and looser monetary policy have combined to 

push the GBP sharply lower. 

 

World Bank:  The World Bank issued its global GDP forecast for 2020; it is looking for a 

modest rise to 2.5%, up from 2.4% in 2019.  Trade concerns are a key factor in weakening 

growth.  This forecast represents a downgrade of 0.2% from those made earlier in 2019. 

 

France:  Today left-wing trade unions are staging their fourth mass demonstration against 

President Macron’s proposed pension reform.  Several unions have been on strike since early 

December, and even the moderate Confédération Française Démocratique du Travail is urging its 

600,000 members to take part in a protest on Saturday.  The strikes and protests come despite a 

series of government concessions.  If Macron can consolidate the pension system and raise the 

retirement age as planned, the French budget would likely see big savings and the economy 

would probably get a boost.  However, it remains unclear whether Macron will be successful. 

 

Spain:  Socialist Party leader Sánchez was finally sworn in as prime minister yesterday, after his 

coalition with the radical-left Podemos Party gave him a two-vote majority in parliament.  That 

may seem like a fragile hold on power, but the Spanish constitution says a prime minister can’t 

be brought down by a no-confidence unless an absolute majority of legislators votes for an 

alternative candidate.  Given Spain’s fractured parliament, that is seen as quite difficult.  For 

now, Sánchez will be in a decent position to push his agenda of increased government spending, 

https://www.wsj.com/articles/chinese-inflation-at-eight-year-high-poses-a-policy-dilemma-11578559999?shareToken=st881f84850d26410d9a6d49383dcfd54a
https://www.wsj.com/articles/chinas-auto-sales-slump-extends-into-another-year-11578558587
https://www.wsj.com/articles/chinas-auto-sales-slump-extends-into-another-year-11578558587
https://www.wsj.com/articles/new-virus-discovered-by-chinese-scientists-investigating-pneumonia-outbreak-11578485668?shareToken=st10f9ab19b7d347ef95f07c0efe64cf61
https://www.webmd.com/lung/coronavirus#1
https://www.wsj.com/articles/taiwans-ruling-party-tells-china-therell-be-no-surprises-if-its-re-elected-11578564515
https://www.wsj.com/articles/taiwans-ruling-party-tells-china-therell-be-no-surprises-if-its-re-elected-11578564515
https://www.politico.eu/article/eu-uk-deal-salami-tactics-loom-for-brexit-trade-talks/?utm_source=POLITICO.EU&utm_campaign=d16b1d1814-EMAIL_CAMPAIGN_2020_01_09_06_05&utm_medium=email&utm_term=0_10959edeb5-d16b1d1814-190334489
https://www.ft.com/content/127d3a14-32c7-11ea-a329-0bcf87a328f2
https://www.ft.com/content/127d3a14-32c7-11ea-a329-0bcf87a328f2
https://www.ft.com/content/d0bca82c-3220-11ea-a329-0bcf87a328f2?emailId=5e17026f24b12d0004c372e8&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.worldbank.org/en/news/press-release/2020/01/08/modest-pickup-in-2020-amid-mounting-debt-and-slowing-productivity-growth
https://www.ft.com/content/16546c24-3232-11ea-9703-eea0cae3f0de
https://www.ft.com/content/0fcdceb0-316d-11ea-a329-0bcf87a328f2
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reforming labor laws to bolster unions and negotiating with Catalonia over its place in the 

republic.  We think that will be positive for Spanish stocks in the near term. 

 

The Chamber:  Tom Donohue, the CEO of the chamber of commerce, will deliver a speech 

today, where he is expected to support issues like climate change legislation and infrastructure 

investment.  He is also expected to support immigration liberalization.  As the GOP becomes 

increasingly populist, the divergence seen between the party and the chamber reflects the fact 

that populism isn’t business friendly. 

 

Energy update:  Crude oil inventories rose 1.2 mb compared to an expected draw of 3.0 mb. 
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In the details, U.S. crude oil production was unchanged at 12.9 mbpd.  Exports fell 1.4 mbpd 

while imports rose 0.4 mbpd.  The rise in stockpiles was unexpected.   

 

 
(Sources:  DOE, CIM) 

https://www.axios.com/newsletters/axios-markets-9a1d5199-5f02-4934-9d9f-46789d902fbe.html?chunk=0#story0
https://www.axios.com/newsletters/axios-markets-9a1d5199-5f02-4934-9d9f-46789d902fbe.html?chunk=0#story0
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This chart shows the annual seasonal pattern for crude oil inventories.  Because this is the first 

week of the year and the data is indexed to that week, the current reading and average are both 

equal to 100.  As the chart shows, oil inventories usually rise into late spring and then decline 

significantly into late summer.  Last year, this pattern was disrupted to some extent because of 

exports. 
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Based on our oil inventory/price model, fair value is $63.59; using the euro/price model, fair 

value is $51.74.  The combined model, a broader analysis of the oil price, generates a fair value 

of $55.39.  We are seeing the divergence between dollar and oil inventories narrow as dollar 

weakness persists.  Given the level of geopolitical risk, prices have not moved significantly 

above the inventory fair value price, although the combined model would suggest a richly valued 

market.  With inventories poised to rise seasonally and tensions seemly easing, softer prices are 

more likely in the coming weeks.   

 

U.S. Economic Releases 

 

Initial jobless claims came in below expectations at 214k compared to a forecast of 220k. The 

prior report was revised upwards from 222k to 223k. 
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The chart above shows the four-week moving average of initial claims. The four-week average 

fell from 233.25k to 223.75k. 

 

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

of the day. 

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 5-Jan 63.5 **

Speaker or event

11:30 John Williams Speaks at BoE in London President of the Federal Reserve Bank of New York

12:45 Thomas Barkin Speaks in Richmond

13:20 Charles Evans Speaks on Economic Outlook President of the Federal Reserve Bank of Chicago

14:00 James Bullard Speaks to Wisconsin Bankers President of the Federal Reserve Bank of St. Louis

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.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Consumer Price Index m/m dec 4.5% 4.5% 4.7% *** Equity bullish, bond bearish

Producer Price Index m/m dec -0.5% -1.4% -0.4% ** Equity bullish, bond bearish

Japan Tokyo Average Office Vacancies m/m dec 1.55 1.56 ** Equity and bond neutral

Australia Trade Balance m/m nov A$5.800 Bil A$4.502 Bil A$4.100 Bil ** Equity bullish, bond bearish

New Zealand ANZ Truckometer Heavy m/m dec -2.5% -1.5% ** Equity and bond neutral

ANZ Commodity Price m/m dec -2.8% 4.3% ** Equity and bond neutral

EUROPE

Eurozone Unemployment Rate m/m nov 7.5% 7.5% 7.5% *** Equity and bond neutral

Germany Industrial Production m/m nov -2.6% -5.3% -3.7% *** Equity bullish, bond bearish

Trade Balance m/m nov 18.3 Bil 21.5 Bil 21.0 Bil ** Equity bearish, bond bullish

Current Account Balance m/m nov 24.9 Bil 22.7 Bil 23.8 Bil ** Equity bullish, bond bearish

Italy Unemployment Rate m/m nov 9.7% 9.7% 9.7% *** Equity and bond neutral

Switzerland Retails Sales Real y/y nov 0.0% 0.7% ** Equity and bond neutral

Foreign Currency Reserves y/y dec 770.8 Bil 782.9 Bil * Equity and bond neutral

AMERICAS

Mexico CPI y/y dec 2.8% 3.0% 2.8% *** Equity and bond neutral

Leading Indicators m/m nov 0.10 0.01 ** Equity bullish, bond bearish

Brazil Industrial Production y/y nov -1.7% 1.0% -0.8% *** 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) 188 187 1 Up

3-mo T-bill yield (bps) 150 150 0 Neutral

TED spread (bps) 38 37 1 Neutral

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

10-yr T-note (%) 1.87 1.87 0.00 Neutral

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

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

Currencies Direction

dollar up Neutral

euro flat Up

yen down Neutral

pound down Neutral

franc flat Neutral  
 

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 $65.47 $65.44 0.05%

WTI $59.75 $59.61 0.23%  

Natural Gas $2.12 $2.14 -0.84%  

Crack Spread $13.83 $13.95 -0.87%

12-mo strip crack $17.08 $17.24 -0.92%

Ethanol rack $1.43 $1.44 -0.45%

Gold $1,547.98 $1,556.42 -0.54%

Silver $17.88 $18.10 -1.21%

Copper contract $280.95 $281.20 -0.09%

Corn contract 386.50$       384.25$       0.59%

Wheat contract 556.00$       552.75$       0.59%

Soybeans contract 952.00$       947.25$       0.50%

Baltic Dry Freight 773 791 -18

Actual Expected Difference

Crude (mb) 1.2 3.0 -1.8

Gasoline (mb) 9.1 3.2 5.9

Distillates (mb) 5.3 3.5 1.8

Refinery run rates (%) -1.50% 0.15% -1.7%

Natural gas (bcf) -50.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather  
 

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

the West and Great Plains, with higher-than-normal temperatures expected for the Southeast and 

Mid-Atlantic regions.  Wet conditions are expected for most of the country, with dry conditions 

in southern 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.  

 

December 20, 2019 

 

(N.B.  This is our last Asset Allocation Weekly for 2019.  The next edition will be published 

January 10, 2020.) 

 

Did the Fed engineer a soft landing?  That is the critical question for 2020.  If the Fed, through 

its rate cuts last year,1 has rescued the economy, it would be one of the most remarkable episodes 

of deft central bank practice.   
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This chart shows fed funds along with recession indicators from the New York and Atlanta 

Federal Reserve Banks.  The former uses the yield curve in its forecast and the latter uses GDP.  

The New York indicator gives a 12-month forward read on the economy.  Since 1970, any 

reading over 30 for the New York indicator has led to an eventual recession.  Nevertheless, even 

though its track record is impressive, we like to wait for confirmation from the Atlanta indicator 

before declaring a downturn.  The chart shows that risks of recession are elevated.   

 

What if recession is avoided?  Because retail money market levels are elevated, we could see a 

strong rally in equities. 

 

                                                 
1 And the expansion of the balance sheet as well. 
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This chart looks at retail money market funds (RMMK) compared to the S&P 500.  When 

RMMK fell from 2008 into 2011, the equity index more than doubled.  The high level of RMMK 

may not necessarily all flow to equities, but avoiding recession (and a reduction in trade 

conflicts) could lead to this liquidity finding its way into asset markets.    

 

In conclusion, the odds of recession are elevated but we don’t see a downturn as imminent.  The 

FOMC has moved aggressively to cut the policy rate and is at a level we would consider neutral.  

If a recession is avoided, risk assets could appreciate significantly in 2020.  However, the risks of 

a downturn are probably high enough to keep asset prices contained at least for the first few 

months of the new year.   

 

 

   

      

 

 

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 1/8/2019 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 1/8/2019 close) 
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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 

 

January 9, 2020 
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P/E as of 1/8/2020 = 20.1x

 
 

Based on our methodology,2 the current P/E is 20.1x up 0.8x from report.  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. 

 

                                                 
2 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. 


