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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 8, 2019—9:30 AM EST] Global equity markets are generally lower this 

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

closed down 0.7%.  Chinese markets were down, with the Shanghai composite down 0.5% and 

the Shenzhen index down 0.2% from the prior close.  U.S. equity index futures are signaling a 

flat open.  With 435 companies having reported, the S&P 500 Q3 earnings stand at $42.5, higher 

than the $41.08 forecast for the quarter.  The forecast reflects a 4.0% decrease from Q3 2018 

earnings.  Thus far this quarter, 75.4% of the companies reported earnings above forecast, while 

17.5% reported earnings below forecast.   

 

Market action is a bit odd this morning; risk-on assets are trading lower but risk-off are weaker 

as well.  We suspect sentiment remains high but there are some concerns about the trade details.  

CEOs are much more pessimistic than the population, in general.  Iran is threatening again.  Here 

is what we are watching this morning: 

 

China trade:  Optimism about a trade deal has sent global equities higher, pushing the S&P to 

new records.  However, we are noticing a bit of doubt creeping into market sentiment.  Although 

there has been talk of tariff rollbacks, we note they started on the Chinese side.  It is quite 

possible China is trying to frame the deal in public and, given the positive market reaction, force 

the U.S. to capitulate or suffer a downdraft in risk assets.  It appears to us that the administration 

is divided.  Larry Kudlow has said that any deal will include a tariff rollback; Peter Navarro and 

others do not agree.  In an interview this morning on NPR, senior U.S. trade advisor Navarro 

reiterated his statement yesterday that a “phase one” trade deal is still not finalized and there has 

been no agreement to roll back any of the tariffs that the United States and China have already 

imposed on each other.   

 

We know from how negotiations went in May that the establishment faction in the White House 

(Kudlow, Mnuchin) thought they had a deal.  The trade hawk faction (Navarro, Lighthizer) told 

the president that China was reneging on the deal.  President Trump blew up the agreement and 

equity markets tumbled.   

 

The Chinese Communist Party is trying to “re-trade” the agreement, said Stephen 

Bannon, former White House adviser. He added that rolling back earlier tariffs 

“goes against the grain” of the original October agreement. 

“There’s nothing that Trump hates more” than someone backtracking on a deal, 

he said. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.ft.com/content/2292a394-0135-11ea-b7bc-f3fa4e77dd47?emailId=5dc4e4ded7f85d00042a4f45&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/stocks-rise-on-signs-of-progress-in-u-s-china-talks-11573123080?shareToken=st61fd53837a4549b8ad56476ce98fe387
https://www.wsj.com/articles/u-s-china-to-remove-tariffs-bit-by-bit-if-partial-deal-clinched-says-beijing-11573129323?shareToken=st4e31c2207b98402c9c0a88bfd69c9c21
https://www.reuters.com/article/us-usa-china-trade/china-says-it-has-agreed-with-us-to-cancel-tariffs-in-phases-idUSKBN1XH0TG
https://www.latimes.com/business/story/2019-11-07/china-us-tariffs-agreement-beijing-says
https://www.reuters.com/article/us-usa-trade-china-split-exclusive/exclusive-rollback-of-china-tariffs-faces-fierce-opposition-in-white-house-sources-idUSKBN1XH2QH
https://www.reuters.com/article/us-usa-trade-china-split-exclusive/exclusive-rollback-of-china-tariffs-faces-fierce-opposition-in-white-house-sources-idUSKBN1XH2QH
https://www.npr.org/
https://www.reuters.com/article/us-usa-trade-china-split-exclusive/exclusive-rollback-of-china-tariffs-faces-fierce-opposition-in-white-house-sources-idUSKBN1XH2QH
https://www.reuters.com/article/us-usa-trade-china-split-exclusive/exclusive-rollback-of-china-tariffs-faces-fierce-opposition-in-white-house-sources-idUSKBN1XH2QH
https://www.reuters.com/article/us-usa-trade-china-split-exclusive/exclusive-rollback-of-china-tariffs-faces-fierce-opposition-in-white-house-sources-idUSKBN1XH2QH
https://www.reuters.com/article/us-usa-trade-china-split-exclusive/exclusive-rollback-of-china-tariffs-faces-fierce-opposition-in-white-house-sources-idUSKBN1XH2QH
https://www.reuters.com/article/us-usa-trade-china-split-exclusive/exclusive-rollback-of-china-tariffs-faces-fierce-opposition-in-white-house-sources-idUSKBN1XH2QH
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The consensus narrative in the financial markets is that we will get a short-term deal that will 

pause the trade war until the elections.  That narrative makes a lot of sense; over the past 25 

years, consumption has become increasingly sensitive to asset prices and so a stronger equity 

market going into 2020 should help the president’s reelection.  But, as the above quote shows, 

there is a streak in Trump’s behavior that he viscerally reacts against being taken as a fool.  If he 

concludes that China has been “front-running” the narrative to trap him into rolling back tariffs, 

it would not be a surprise if he scuttles the whole deal.  We are not out of the woods quite yet.   

 

China:  There are more reports of smaller, provincial banks suffering bank runs in the face of 

continued slowing in China’s economy and a government crackdown on risky lending.  Beijing 

has already bailed out three regional banks this year.  This week, there was a notable run on 

Yingkou Yanhai Bank, the country’s third-fastest growing bank in terms of loan growth between 

2011 and 2018. 

 

Hong Kong:  After the death of a youth who was injured near a recent anti-China protest, his 

fellow students rampaged through the Hong Kong University of Science and Technology, 

vandalizing the president’s residence and multiple student facilities.  The death is likely to 

encourage further protests and violence over the weekend, adding yet more downward pressure 

on the Hong Kong economy and financial markets. 

 

Japan:  Prime Minister Abe has told his government to develop a 15-month fiscal stimulus plan 

to get ahead of the slowdown in global growth, an expected drop in construction after next year’s 

Tokyo Olympic Games and the risk of weaker demand after the October hike in consumption 

taxes (discussed in our recent Weekly Geopolitical Reports from October 28 and November 4). 

Abe’s plan would include a supplementary budget for January through March 2020 and then 

increased spending for the fiscal year ending March 2021.  The scale of the stimulus hasn’t been 

decided yet, but it will focus on infrastructure repair and investment.  What’s notable here is that 

it’s just one of many signs we’re seeing that politicians around the world are getting more 

comfortable with the idea of loosening government purse strings to boost economic growth.  Part 

of that stems from a realization that ultraloose monetary policy has probably already done about 

as much as it can.  Just as important, politicians are realizing that they could take advantage of 

extremely low interest rates, at least to begin with.  After Abe’s announcement, for example, 

Finance Minister Aso said the government might finance the stimulus program with 50-year 

bonds, despite his ministry’s previous reluctance to borrow beyond 40 years. 

 

NATO:  In an interview with The Economist, French President Macron said Europe must face 

facts regarding the “instability of our American partner” under President Trump.  According to 

Macron, Europe’s situation is becoming more tenuous as the United States retreats into 

isolationism, so it “must become autonomous in terms of military strategy and capability.”  

Macron’s statement has already gotten pushback from NATO Secretary General Stoltenberg, 

German Chancellor Merkel and British Foreign Secretary Raab, but we think it confirms just 

what we’ve been saying.  As the U.S. steps back from its traditional role as global hegemon, it 

will encourage or even require many foreign actors to rearm and strike out on their own path to 

protect their national interests.  That’s likely to produce a more chaotic international security 

environment and unfreeze many old disputes, which will ultimately raise risk premiums and cut 

into the value of many types of assets. 

https://www.ft.com/content/f42673e4-01b8-11ea-b7bc-f3fa4e77dd47
https://www.wsj.com/articles/hong-kong-student-dies-after-fall-during-protester-police-clashes-11573200194
https://www.ft.com/content/8ee711dc-01e5-11ea-b7bc-f3fa4e77dd47
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_10_28_2019.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_04_2019.pdf
https://www.japantimes.co.jp/news/2019/11/08/business/abe-economic-package-typhoon-hit-areas/#.XcVzWVdKiUk
https://www.ft.com/content/2ee4c21a-015f-11ea-be59-e49b2a136b8d
https://www.ft.com/content/2ee4c21a-015f-11ea-be59-e49b2a136b8d
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Federal Reserve:  FRB Atlanta President Bostic said the Fed’s decision to cut interest rates last 

week was unneeded, and that he would have voted against it if he were on the policy committee 

this year.  The statement adds to the growing sense that U.S. rates are likely to stay on hold and 

that there’s a high bar for additional rate cuts in the near term. 

 

CEOs vs. the rest:  The Conference Board collects lots of survey data, including consumer 

confidence and CEO sentiment data.  The spread between the two series is at a record point. 
 

 
(Source: Axios) 

 

As a recession indicator, this one isn’t very useful.  There is no specific level of spread that 

signals a recession, although a reading under -60 has been consistent with downturns.  A 

narrowing of the spread from low levels is usually the sign that a recession is near.  Or, to put it 

another way, the CEO survey is something of a leading indicator of a downturn in consumer 

sentiment.  In the current context, a drop in consumer confidence should be treated as a sign that 

a downturn is more likely.  So far, consumer confidence is holding up rather well. 

 

https://www.wsj.com/articles/fed-s-bostic-fairly-comfortable-with-holding-rates-steady-for-now-11573171804
https://www.axios.com/newsletters/axios-markets-fa6a62f8-9970-4bb8-9f2f-6142a374f04f.html?chunk=3#story3
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Iran issues:  As noted earlier this week, Iran has been increasing its uranium enrichment, which 

is slowly undermining the nuclear deal.  Adding to pressure is a decision by Iran to bar a U.N. 

nuclear inspector from entering a nuclear facility and has prevented her from leaving Iran.  Iran 

claims she tested positive for explosive nitrates.  This provocation is occurring as the U.S. and 

Israel are pressing European signatories to the Iran deal to abandon it.  If the nuclear deal 

completely fails, we would expect Iran to steadily increase its uranium enrichment activities.  

Whether or not it moves to make weapons-grade material will depend on if it thinks it will get a 

response from either Israel or the U.S.  At this point, we don’t think the Trump administration 

will react, and Israel doesn’t currently have the ability, using conventional weapons, to prevent 

Iran from having nuclear capabilities.  This means, of course, that if Israel really believes Iran is 

an existential threat, it should use its (officially denied) nuclear capability to launch a first strike 

against Iran.  If the U.S. doesn’t want to attack Iran, one way a nuclear war could be averted 

would be to give Israel the most potent “bunker buster” conventional bombs which, so far, the 

U.S. has declined to offer.  The bottom line is that the oil market is mostly ignoring this issue; 

however, there is a small, but not zero, tail risk of significant magnitude.   

 

Odds and ends:  Italy is now the most risky credit in the Eurozone.  The EU says that the U.S. 

won’t apply auto tariffs on European auto exports.  China has lifted a ban on Canadian pork and 

beef imports, applied after the arrest of a Huawei (002502, CNY 2.57) executive.  It appears the 

move isn’t a signal of a thaw, but rather that China may simply need the meat.   

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. 
 

https://www.washingtonpost.com/world/middle_east/pompeo-calls-for-more-pressure-on-iran-fears-nuclear-breakout/2019/11/07/01bd6df6-0154-11ea-8501-2a7123a38c58_story.html?wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/middle_east/pompeo-calls-for-more-pressure-on-iran-fears-nuclear-breakout/2019/11/07/01bd6df6-0154-11ea-8501-2a7123a38c58_story.html?wpisrc=nl_todayworld&wpmm=1
https://nyti.ms/2p0cPky
https://nyti.ms/2p0cPky
https://www.bloomberg.com/news/articles/2019-11-07/trump-will-not-hit-eu-with-threatened-car-tariffs-juncker-says
https://www.bloomberg.com/news/articles/2019-11-07/trump-will-not-hit-eu-with-threatened-car-tariffs-juncker-says
https://www.ft.com/content/be42bd22-0010-11ea-b7bc-f3fa4e77dd47
https://www.ft.com/content/be42bd22-0010-11ea-b7bc-f3fa4e77dd47
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EDT Indicator Expected Prior Rating

9:45 Wholesale Inventories m/m sep -0.3% -0.3% ***

9:45 Wholesale Trade Sales m/m sep 0.2% 0.0% **

10:00 U. of Michigan Sentiment m/m nov 95.5 95.5 ***

10:00 U. of Michigan Current Conditions m/m nov 113.5 113.2 **

10:00 U. of Michigan Expectations m/m nov 85.0 84.2 **

10:00 U. of Michigan 1 yr Inflation m/m nov 2.5% **

12:00 U. of Michigan 5-10 Yr Inflation m/m nov 2.3% **

Speaker or event

11:45 Mary Daly Speaks at Conference on Economics on Climate Change

20:00 John Williams participates in Q&A on Global Financial Vulnerabilities President of the Federal Reserve Bank of New York

20:30 Raphael Bostic Speaks at Climate Change Conference President of the Federal Reserve Bank of Atlanta

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 

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 Trade Balance m/m oct $42.810 Bil $39.650 Bil $40.100 Bil * Equity bullish, bond bearish

BoP Current Account Balance m/m 3q $54.900 Bil $46.200 Bil ** Equity bullish, bond bearish

Japan Labor Cash Earnings m/m oct 43.9 42.6 ** Equity and bond neutral

Leading Index CI m/m oct 92.2 91.9 92.2 * Equity and bond neutral

Australia Home Loans m/m sep 3.6% 0.7% 1.0% ** Equity bullish, bond bearish

Investment Lending m/m sep -4.0% 5.7% 1.5% * Equity bearish, bond bullish

Owner-Occupier Loan Value m/m sep 3.2% 1.9% 1.5% ** Equity bullish, bond bearish

EUROPE

Germany Trade Balance m/m sep 21.100 Bil 16.200 Bil 19.500 Bil ** Equity bullish, bond bearish

Current Account Balance m/m sep 25.500 Bil 16.900 Bil 19.100 Bil * Equity bullish, bond bearish

France Trade Balance m/m oct -5.551 Bil -5.019 Bil -4.964 Bil ** Equity bearish, bond bullish

Current Account Balance m/m oct -2.700 Bil -2.500 Bil ** Equity bearish, bond bullish

Industrial Production y/y sep 0.1% -1.4% 0.3% *** Equity bearish, bond bullish

Manufacturing Production m/m sep 0.4% -1.6% 0.1% *** Equity bullish, bond bearish

Switzerland Unemployment Rate m/m oct 2.3% 2.3% 2.3% *** Equity and bond neutral

AMERICAS

Mexico CPI y/y oct 3.0% 3.0% 3.0% *** Equity and bond neutral

CPI core m/m oct 0.3% 0.3% 0.3% *** Equity and bond neutral

Brazil IBGE Inflation IPCA y/y oct 2.5% 2.9% 2.5% *** 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) 190 189 1 Down

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

TED spread (bps) 39 37 2 Neutral

U.S. Libor/OIS spread (bps) 156 155 1 Up

10-yr T-note (%) 1.94 1.92 0.02 Down

Euribor/OIS spread (bps) -40 -41 1 Neutral

EUR/USD 3-mo swap (bps) 18 16 2 Down

Currencies Direction

dollar Up Up

euro Down Up

yen Down Down

pound Flat 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. 
 

Price Prior Change Explanation

Brent $61.38 $62.29 -1.46% Trade Uncertainty

WTI $56.34 $57.15 -1.42%

Natural Gas $2.81 $2.77 1.19%  

Crack Spread $15.38 $15.66 -1.79%

12-mo strip crack $17.53 $17.78 -1.41%

Ethanol rack $1.66 $1.66 0.08%

Gold $1,458.18 $1,468.48 -0.70%

Silver $16.75 $17.11 -2.09%

Copper contract $270.95 $272.75 -0.66%

Corn contract 374.75$       375.25$       -0.13%

Wheat contract 510.75$       512.50$       -0.34%

Soybeans contract 936.25$       936.50$       -0.03%

Baltic Dry Freight 1428 1533 -105

Actual Expected Difference

Crude (mb) 7.9 2.0 5.9

Gasoline (mb) -2.8 -2.0 -0.8

Distillates (mb) -0.6 -1.3 0.6

Refinery run rates (%) -1.70% 0.75% -2.45%

Natural gas (bcf) 34.0 89.0 -55.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for much colder-than-normal temperatures for the Midwest 

and East Coast, with warmer-than-normal temperatures in the western half of the country.  Wet 

conditions are expected on the East Coast, while unusually dry conditions are anticipated 

throughout the western region.   
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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 8, 2019 
 

The Federal Reserve, in its Financial Accounts of the United States database,1 has created a 

Distributional Financial Accounts sub-database that measures household wealth by percentile 

groups.  The data is only reported in four broad categories (Top 1%, 90% to 99%, 50% to 89%, 

and bottom 50%) and has a fairly short history, starting in Q3 1989.  However, even with these 

limitations, it offers some interesting insights into which different segments of society hold 

wealth. 

 

For starters, we group the data by the top 10% compared to the bottom 90%.   
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Both charts compare four categories of wealth—cash, equities, fixed income and residential real 

estate, including vacant land—relative to total assets.  A clear distinction between the two groups 

is that the top 10% hold most of their wealth in equities.  Real estate represents less than 20% for 

the top 10% but it’s around 40% of assets for the bottom 90% of households.  Equities represent 

around 40% of assets for the bottom 90% as well.  This tells us that booms and busts affect 

households differently relative to their wealth; a housing boom tends to make the bottom 90% 

wealthier, while a bull market in stocks is a bigger deal to the top 10%. 

 

The ratio of equity and real estate wealth for the top 10% to the bottom 90% highlights this 

factor. 

 

                                                
1 This database was previously called the “Flow of Funds.” 
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Currently, the equity wealth of the top 10% exceeds the bottom 90% by 2.6x.  In terms of real 

estate, the bottom 90% hold more in total terms, but the two segments tend to mirror each other.   

 

Finally, the ratios of net worth and liabilities show a similar pattern. 
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The top 10% net worth exceeds the net worth of the bottom 90% by 2.2x.  Liabilities of the 

bottom 90% exceed those of the top 10% by 3.1x.   

 

These charts show the relative risk to the economy from various market events.  A bear market in 

equities will have much less of an impact on the economy than would declining home prices.  

Higher borrowing costs will hurt the bottom 90% more than the top 10%.  And, in terms of net 

worth, the difference between the top 10% and the bottom 90% highlights the precarious nature 

of the latter.   

  

 

 
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 11/7/2019 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 11/7/2019 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 as of 11/6/2019 = 18.5x

 
 

Based on our methodology,2 the current P/E is 18.5x, up 0.1x 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. 
 

                                                
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 (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. 


