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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: November 4, 2019—9:30 AM EST] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 1.0% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 1.6%.  Chinese markets were higher, with the Shanghai composite up 0.6% and the 

Shenzhen index also up 0.6% from the prior close.  U.S. equity index futures are signaling a 

higher open.  With 355 companies having reported, the S&P 500 Q3 earnings stand at $42.30, 

higher than the $41.08 forecast for the quarter.  The forecast reflects a 4.0% decrease from Q3 

2018 earnings.  Thus far this quarter, 76.6% of the companies reported earnings above forecast, 

while 16.1% reported earnings below forecast.   

 

The second episode of the Confluence of Ideas podcast is available! 

 

Happy Monday!  Optimism reigns—everything is awesome!  Trade optimism, helpful monetary 

policy, decent earnings and modest economic growth are propelling U.S. equities to new highs.  

The Saudi Aramco IPO is on.  Here are the details: 

 

Trade optimism: Commerce Secretary Ross had a number of positive comments on trade over 

the weekend.  First, the secretary is “optimistic” on the first phase of the U.S./China trade deal.  

On November 13, the U.S. is scheduled to decide if it will apply tariffs on European cars; 

according to Ross, those tariffs may not be necessary.  In addition, Japan reports that the U.S. 

may be lifting tariffs on its auto exports to the U.S.  Although all this news is positive, there are a 

couple of issues to note.  First, China is reiterating that its “core concern” is the lifting of all 

punitive tariffs, which seems highly unlikely.  Second, the American Chamber of Commerce 

warns that the successful “phase one” of the trade deal is mostly about supporting the farm belt 

and does little or nothing to bring structural change to China’s economy.  Overall, the trade news 

appears to be causing a clear relief that conditions aren’t going to get worse in the near term.  

However, the longer-term issues are nowhere close to a resolution. 

 

Unrest continues: Hong Kong marks its 22nd weekend of protests and turmoil.  A pro-

democracy politician was brutally attacked by an unnamed assailant.  Protests continued in Iraq; 

security forces there killed a 17-year-old.  Protestors attacked and temporarily stormed the 

Iranian consulate in Karbala as well.  Lebanon also saw widespread protests in its northern city 

of Tripoli.  The protests in Lebanon are putting noteworthy pressure on Iran’s ally in the country, 

Hezbollah.  For years, Iran’s modus operandi was to support protesters and the oppressed around 

the region.  For example, it supported Hamas even though it is a Sunni organization.  However, 

in Lebanon, Hezbollah is pressing to maintain the status quo.  This is what happens when a 
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nation becomes, or desires to be, a regional hegemon; it no longer favors unrest because it 

prefers stability.   

 

Saudi Aramco: At long last, the Kingdom of Saudi Arabia announced it will begin the process 

of taking its state oil company, Saudi Aramco, public.  It appears the company will have a 

valuation of $1.5 trillion, which is less than the royal family had initially hoped.  The IPO 

prospectus will be issued on November 9, with share trading likely in December.  There are two 

macro issues worth noting from this IPO.  First, although there is likely a myriad of reasons for 

the IPO, the fact that the Saudi royal family is selling part of the “family jewel” suggests concern 

about the long-term viability of oil.  Second, once the sale is made, we could see Saudi oil policy 

shift to retake market share.  It is possible the Saudis have been trying to prop up the price of oil 

in order to boost the valuation of the IPO.  Once the sale is made, the kingdom can more easily 

allow the price to fall to capture market share.  Given the obvious financial vulnerabilities in the 

shale patch, this might be a good time to boost output and depress prices. 

 

Brexit update: One question that was hanging over the upcoming election was the path the 

Brexit Party would take.  If Nigel Farage, the party leader, was comfortable with the plan that 

PM Johnson had negotiated, he could simply stand down and one could reasonably expect Brexit 

Party voters would drift to the Tories.  If Johnson had managed to get his deal passed, the Brexit 

Party would have lost its reason for existence.  Over the weekend, Farage made his position 

clear—he has been pressing Johnson to scuttle his deal to get support of the Brexit Party.  

Johnson refused and now Farage has indicated he will contest the election by putting up 

candidates from his party across the country.  Recent polling shows both Labour and the 

Conservatives are seeing improvement, while the Liberal-Democrats, the Brexit Party and the 

Greens are all falling.   

 

United States-China-Taiwan: Over the last year, the Trump administration has repeatedly 

asked Taiwanese President Tsai Ing-wen to help cut the flow of technology to Chinese telecom 

giant Huawei Technologies (002502.SZ, 2.57).  Specifically, the administration has been 

pressing Tsai to restrict the amount of semiconductors that Taiwan Semiconductor 

Manufacturing (TSM, 52.10) can sell to Huawei.  TSM accounts for almost 25% of Taiwan’s 

stock market, and sales to Huawei account for some 10% of its total sales.  If Tsai succumbs to 

the pressure, it would likely be negative for TSM and Taiwanese stocks, in general. 

 

China-East Asia: Negotiations have been completed to establish a new free trade deal between 

China and the 10 members of the Association of Southeast Asian Nations (ASEAN).  The 

“Regional Comprehensive Economic Partnership” focuses on trade in services, investment, 

dispute resolution and intellectual property.  Signatories reportedly see it as a way to maintain 

free trade as the U.S. becomes more protectionist.  Tellingly, the Trump administration only sent 

lower level officials to the associated U.S.-ASEAN summit being held in Bangkok today.  In 

response, ASEAN leaders only sent three heads of state to the meeting. 

 

Japan-South Korea: On the sidelines of the big ASEAN meeting today, Japanese Prime 

Minister Abe and South Korean President Moon held their first meeting since last September, 

before the countries’ dispute flared up over Japan’s behavior in Korea during World War II.  

Reports say the meeting was friendly, and more substantial talks on the dispute could still be 

https://nyti.ms/2PIicjk
https://nyti.ms/2PIicjk
https://nyti.ms/2BQmxsC
https://www.ft.com/content/d0eff002-fdf9-11e9-b7bc-f3fa4e77dd47?emailId=5dbf9a36ef6a5100044cde7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d0eff002-fdf9-11e9-b7bc-f3fa4e77dd47?emailId=5dbf9a36ef6a5100044cde7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/saudi-aramco-launches-long-awaited-ipo-11572764620?shareToken=st7b68541a8f75444d86d75c8485c1e119
https://nyti.ms/2pAGctO
https://nyti.ms/2pAGctO
https://www.ft.com/content/263615ca-d873-11e9-8f9b-77216ebe1f17?emailId=5dbf9a36ef6a5100044cde7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6ab43e94-fca8-11e9-a354-36acbbb0d9b6
https://www.ft.com/content/6ab43e94-fca8-11e9-a354-36acbbb0d9b6
https://www.wsj.com/articles/asian-pacific-nations-move-closer-to-signing-china-backed-trade-pact-11572806699
https://www.japantimes.co.jp/news/2019/11/04/asia-pacific/politics-diplomacy-asia-pacific/us-blasts-asean-partial-boycott/#.XcApkTNKiUk
https://www.japantimes.co.jp/news/2019/11/04/asia-pacific/politics-diplomacy-asia-pacific/us-blasts-asean-partial-boycott/#.XcApkTNKiUk
https://www.japantimes.co.jp/news/2019/11/04/national/shinzo-abe-moon-jae-in-south-korea-japan-asean/#.XcAtuzNKiUk
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scheduled.  Separately, the speaker of South Korea’s legislature said a bill has been drafted to 

facilitate “voluntary” donations from Japanese companies to South Koreans who had served as 

slave laborers before and during the war.  It is looking increasingly likely that some such deal 

could be the way this dispute is resolved.  A resolution of the dispute would likely be positive for 

both Japanese and South Korean equities. 

 

Odds and ends: The head of the Hungarian central bank had an FT op-ed over the weekend in 

which he argued that the Eurozone is a failure and that an exit procedure should be established.  

Saying such things out loud is generally not done in Europe but, overall, we tend to agree with 

Mr. Matolcsy.  One of the reasons home prices have been strong is that homeowners are staying 

in their homes longer than they used to.  A combination of fears of capital gains taxes and the 

inability to find another affordable property has led to a dearth of new supply.  Increased 

building activity would help, but the fears triggered by the 2008 Financial Crisis are likely 

dampening the risk tolerance of builders.  Today marks the 40th anniversary of the storming of 

the American Embassy in Tehran.  There is a surprising degree of concentration in the electric 

vehicle battery industry and that concentration is centered in China.  JP Morgan (JPM, 127.80) 

has indicated that, due to regulations, it has moved $130 billion of excess cash into Treasuries 

and has sold off loans; this action was done to meet capital rules.  The U.S. and North Korea may 

resume talks in mid-November.  There are unconfirmed reports that the Turkish Air Force has 

attacked PPK sites in Iraq; this would be a serious escalation if true.  Bitcoin prices have 

apparently been manipulated!  Who knew? 

 

U.S. Economic Releases 

 

There were no economic releases prior to the publication of this report.  The table below lists the 

economic releases and Federal Reserve events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 Factory Orders m/m sep -0.4% -0.1% ***

10:00 Factory Orders ex Trans m/m sep 0.0% **

10:00 Durable Goods Orders m/m sep -1.1% -1.1% **

10:00 Durable Goods Orders ex Transportation m/m sep -0.3% -0.3% **

10:00 Cap Goods Orders Nondef Ex Air m/m sep -0.5% ***

10:00 Cap Goods Ship Nondef Ex Air m/m sep -0.7% **

Speaker or event

17:00 Mary Daly Speaks in New York

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of San Francisco  
 

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 

https://www.japantimes.co.jp/news/2019/11/04/national/south-korea-bill-donations-wartime-laborers/#.XcAu-jNKiUk
https://www.ft.com/content/35b27568-f734-11e9-bbe1-4db3476c5ff0?shareType=nongift
https://www.wsj.com/articles/people-are-staying-in-their-homes-longera-big-reason-for-slower-sales-11572777001?shareToken=st2ef8e42f5ff342a1881f8416e3fc18a7
https://www.wsj.com/articles/people-are-staying-in-their-homes-longera-big-reason-for-slower-sales-11572777001?shareToken=st2ef8e42f5ff342a1881f8416e3fc18a7
https://www.axios.com/iran-us-embassy-takeover-40th-anniversary-0e2d4776-cce4-4492-9f18-55a82ff13a2d.html
https://www.axios.com/iran-us-embassy-takeover-40th-anniversary-0e2d4776-cce4-4492-9f18-55a82ff13a2d.html
https://www.wsj.com/articles/how-china-positioned-itself-to-dominate-the-future-of-electric-cars-11572804489?shareToken=stb7d7610f08ab469faf0d09bcefe38f7f
https://www.wsj.com/articles/how-china-positioned-itself-to-dominate-the-future-of-electric-cars-11572804489?shareToken=stb7d7610f08ab469faf0d09bcefe38f7f
https://www.ft.com/content/cb88f676-f9a9-11e9-a354-36acbbb0d9b6?emailId=5dbf9a36ef6a5100044cde7e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-northkorea-usa-southkorea/north-korea-u-s-could-resume-talks-in-mid-november-south-korean-mp-idUSKBN1XE0OP
https://www.reuters.com/article/us-northkorea-usa-southkorea/north-korea-u-s-could-resume-talks-in-mid-november-south-korean-mp-idUSKBN1XE0OP
https://twitter.com/Ozkok_A/status/1191326775470628865?s=17
https://twitter.com/Ozkok_A/status/1191326775470628865?s=17
https://www.wsj.com/articles/large-bitcoin-player-manipulated-price-sharply-higher-study-says-11572863400?shareToken=st1ac9756608054dbaa57648b73f2f4db7
https://www.wsj.com/articles/large-bitcoin-player-manipulated-price-sharply-higher-study-says-11572863400?shareToken=st1ac9756608054dbaa57648b73f2f4db7
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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 Melbourne Institute Inflation m/m oct 1.5% 1.5% ** Equity and bond neutral

ANZ Job Advertisements m/m oct -1.0% 0.3% ** Equity and bond bearish

Retail Sales m/m sep 0.2% 0.4% 0.4% ** Equity bearish, bond bullish

EUROPE

Eurozone Markit Eurozone Manufacturing m/m oct 45.9 45.7 45.7 ** Equity bearish, bond bullish

Sentix Investor Confidence m/m nov -4.5 -16.8 -13.8 ** Equity and bond neutral

Germany Markit/ BME Germany Manufacturing m/m oct 42.1 41.9 41.9 ** Equity bearish, bond bullish

France Markit France Manufacturing m/m oct 50.7 50.5 50.5 ** Equity and bond neutral

Italy Markit Italy Manufacturing m/m oct 47.7 47.8 47.7 ** Equity bearish, bond bullish

UK Markit/CIPS UK Construction m/m oct 44.2 43.3 44.1 ** Equity bearish, bond bullish

Lloyds Business Barometer m/m oct 6 2 * Equity and bond neutral

Switzerland SECO Consumer Confidence q/q 4q -10.4 -8.0 -8.0 ** Equity and bond bearish

AMERICAS

Mexico Vehicle Sales m/m oct 107094 100734 * Equity and bond neutral

Leading Indicators m/m sep 0.01 -0.03 ** 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) 189 190 -1 Down

3-mo T-bill yield (bps) 148 149 -1 Neutral

TED spread (bps) 41 41 0 Neutral

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

10-yr T-note (%) 1.75 1.71 0.04 Down

Euribor/OIS spread (bps) -40 -39 -1 Neutral

EUR/USD 3-mo swap (bps) 17 19 -2 Down

Currencies Direction

dollar Up Up

euro Flat Up

yen Down Down

pound Down Up

franc Down Up  
 

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 $62.63 $61.69 1.52% Economic Optimism

WTI $56.94 $56.20 1.32%

Natural Gas $2.82 $2.71 3.83%  

Crack Spread $17.34 $17.29 0.29%

12-mo strip crack $18.63 $18.50 0.72%

Ethanol rack $1.69 $1.68 0.54%

Gold $1,511.95 $1,514.34 -0.16%

Silver $18.14 $18.13 0.03%

Copper contract $266.45 $265.30 0.43%

Corn contract 386.00$       389.25$       -0.83%

Wheat contract 511.75$       516.00$       -0.82%

Soybeans contract 937.00$       936.75$       0.03%

Baltic Dry Freight 1697 1731 -34

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for cooler-than-normal temperatures for the eastern half of 

the country, with warmer-than-normal temperatures in Florida and the rest of the country.  Wet 

conditions are expected in the south, while unusually dry conditions are anticipated in the 

northwest down into northern California.   
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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.  
 

November 1, 2019 
 

We continue to hold a favorable outlook toward gold despite evidence that current prices may be 

getting a bit ahead of themselves.  Our gold model puts fair value at 1391. 
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In the coming months, we expect the fair value to rise; both the ECB and the Federal Reserve 

have resumed expanding their balance sheets.  And, the Fed will likely continue to cut rates, 

which would be expected to reduce the real interest rate on two-year T-notes.  The dollar remains 

overvalued but will likely need a catalyst to trigger depreciation.  Still, over time, we do expect 

gold prices to find support from improving fundamentals. 

 

In addition, the high level of zero-yielding debt should be supportive.   
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We have seen a drop in zero-yielding debt recently, but with slowing global economic growth, a 

renewed expansion is likely. 

 

Finally, there is a long-term relationship between gold prices and the level of the fiscal deficit.  

Although the level of the current deficit does suggest, again, that gold prices might be a bit 

overvalued currently, the likelihood of expanding deficits should offer underlying support for 

gold prices.   
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In the immediate term, we may see steady to lower gold prices but there are ample fundamental 

factors that should support future prices.   

 

 

 
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 11/1/2019 close) 
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(Source: Bloomberg) 

 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 11/1/2019 close) 

 

0.0% 10.0% 20.0% 30.0% 40.0%

Cash

Commodities

Emerging Markets (local currency)

US Government Bond

Emerging Markets ($)

US High Yield

US Corporate Bond

Foreign Developed ($)

Small Cap

Mid Cap

Foreign Developed (local currency)

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 as of 10/30/2019 = 18.4x

 
 

Based on our methodology,1 the current P/E is 18.4x, up 0.21x from last week.  The rise in the 

P/E is due to higher equity prices.   

 
 
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 (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


