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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 13, 2019—9:30 AM EST] Global equity markets are generally lower this 

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

closed down 1.2%.  Chinese markets were mixed, with the Shanghai composite down 0.3% and 

the Shenzhen index unchanged from the prior close.  U.S. equity index futures are signaling a 

lower open.  With 452 companies having reported, the S&P 500 Q3 earnings stand at $42.50, 

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 17.7% reported earnings below forecast.   

 

We are seeing some risk-off activity this morning as the markets digest the president’s speech 

yesterday.  Chair Powell goes to Capitol Hill today.  The IEA opines on energy.  Turkey’s leader 

comes to Washington.  Impeachment hearings begin today.  Spain has a new coalition (sort of).  

Here are all the details and more: 

 

The speech:  For the most part, the speech was a campaign event, with the president highlighting 

the economy.  However, the area that financial markets were focused on, trade relations, was not 

all that upbeat.  He did say that the U.S. and China were “close” to a deal but did not offer any 

insights as to what the deal would look like or when it would be signed.  It does appear that 

tariffs are the issue holding up an agreement.  It appears the U.S. will only reduce tariffs in 

exchange for actual changes in Chinese behavior.  There is little evidence that China will make 

substantial changes; in fact, the ones recently offered, changes in foreign investment laws and a 

stable CNY, are in China’s interest anyway.  However, the capture of intellectual property will 

likely continue.  What was ominous about the speech was that if no deal is made, the president 

promised more tariffs to come.  We still have not heard the fate of European auto sanctions, 

although a postponement is expected.  A couple of other trade items of note.  The White House is 

threatening to block the approval of the WTO’s budget which might shut down the organization 

on New Year’s Day.  Long Yongtu, the Chinese trade official who negotiated his nation’s entry 

into the WTO, is hoping Trump wins reelection because “he is easy to read.”  This comment may 

offer an insight into the Chinese leadership’s view of the election.  At the same time, Long is a 

senior leader and the report may simply reflect his views.  Our take is that China would prefer an 

establishment Democrat to Trump, but would rather have Trump than a populist Democrat.   

 

Powell:   In yesterday’s speech, the president continued to lambaste the Fed; so far, there isn’t a 

lot of evidence it has had much of an impact.   Today, Powell faces his biannual testimony to 

Congress.  We expect him to be questioned about the recent rate cuts but also face an inquiry 
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about the balance sheet.  Powell has been at the job long enough now that he probably won’t 

trigger any market moves.   

 

The IEA:  Two items of note from the organization’s annual report.  First, the group sees peak 

oil demand in the next decade and second, shale oil will grow in importance, overshadowing 

OPEC.  The group did warn that energy efficiency gains were slowing, which supports the idea 

of higher gasoline taxes.   

 

Turkey:  President Erdogan comes to Washington today for contentious meetings with the U.S.  

Relations have become strained over arms purchases from Russia and Turkey’s actions against 

the Kurds.  Congressional opposition to Turkey is mounting, with Congress accusing Turkey of 

genocide against Armenians and pressing Trump to cancel the meeting.   President Trump is 

expected to offer Turkey a compromise on trade and sanctions.  Turkey has warned that if the 

U.S. and EU don’t ease sanctions, IS fighters could be released.   

 

Impeachment:  As readers have likely noticed, we are not spending much time on impeachment 

because we doubt the president will be removed from office.  However, this doesn’t mean the 

action doesn’t matter.  The time spent on this issue will reduce bandwidth for other actions; the 

government could still run out of money later this month.   

 

Spain has a new government:  The Socialists and the populist left party Podemos have formed 

a tentative coalition arrangement.  Although welcome news (another round of elections would 

likely be pointless) these two parties do not form a majority, so the coalition will still need 

support from minor parties that hold seats.   

 

British election news:  Pressure is rising on Nigel Farage to completely withdraw his party from 

the upcoming election.  Labour has been facing cyber-attacks.  In what might be the most 

interesting development, videos of Johnson endorsing Corbyn and the latter supporting the 

former have emerged.  These are examples of “deepfakes” where hackers take video footage and 

meld it into a fake video that appears to say something rash.  There is rising concern that such 

videos, which look shockingly real, may become part of elections across the West.  This is the 

first time we have seen them in a “live” election. 

 

Hong Kong:  Hong Kong violence continues to escalate.  The unrest may affect upcoming local 

elections, set for November 24th.    

 

Trouble in Israel:  Israel killed the leader of Islamic Jihad in Gaza yesterday.  Baha Abu al-Ata 

died in a guided missile attack.  He had been leading a series of missile launches into Israel.  

Hamas, who runs Gaza, will probably shed few tears over the assassination.  Islamic Jihad is 

backed by Iran and is likely causing trouble for Israel to distract it from issues on its northern 

border.  At the same time, Hamas has little interest in a hot war with Israel at this time.  

Meanwhile, relations between Jordan and Israel have definitely cooled, which is a concern for 

Israeli leaders.   

 

Tech expanding its reach: Big tech’s search for consumer data has spread into healthcare. The 

Financial Times reports that health websites in the UK have been sharing people’s medical data 
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with advertisers. Big tech firms Google (GOOGL, 1,297,21), Facebook (FB, 194.47), and 

Amazon (AMZN 1,778.00), as well as smaller ad-targeting agencies were accused purchasing 

this data. The ability to leverage consumer data is critical to big tech’s growth model, but we fear 

that its ability to do so may be reaching its apex. Governments across the world are growing 

distrustful of big tech, especially regarding its usage of data. As a result, there is growing talk 

about ways to regulate the acquisition and selling of data across the world. So far, it appears that 

Europe has been at the forefront of this movement, but the U.S. appears to be not far behind. In 

the U.S. big tech scrutiny has become bipartisan, presidential candidate Andrew Yang has argued 

that big tech should pay consumers for data access, while Republican Senator Josh Hawley of 

Missouri has been working on legislation to regulate tech’s ability to monetize data. If this trend 

continues, it will likely be bad for equities going forward. 

 

The recession is over?  Recession fears in financial markets have clearly receded.  Investor 

surveys and fund manager cash positions suggest a surge in confidence.  Although we doubt this 

degree of optimism is justified, it is right on time for a Q4 rally.   

 

U.S. Economic Releases 

 

MBA mortgage applications jumped 9.6% in the week ended November 8.  Applications for 

home-purchase mortgages rose 5.1%, while applications for refinancing mortgages surged 

12.9%.  The average interest rate on a 30-year, fixed-rate mortgage rose to 4.03%. 

 

Separately, the October consumer price index (CPI) rose by a seasonally-adjusted 0.4%, 

surpassing both the expected rise of 0.3% and the flat reading in September.  Excluding the 

volatile food and energy components, the October “core” CPI rose 0.2%, meeting expectations 

but still representing an acceleration from the 0.1% gain in the previous month.  Compared with 

October 2018, the headline CPI was up a moderate 1.8%, but the core CPI was up 2.3%.  The 

Fed’s target for core inflation is 2.0% (albeit using a slightly different gauge).  The core figure in 

today’s report therefore provides additional evidence that the policymakers are likely to keep 

interest rates on hold for the time being. 

 

 

https://www.cnbc.com/2019/10/17/andrew-yang-facebook-amazon-google-should-pay-for-users-data.html
https://www.cnbc.com/2019/06/24/sens-hawley-and-warner-take-aim-at-big-tech-with-the-dashboard-act.html
https://finance.yahoo.com/news/stocks-have-canceled-the-2020-recession-111918255.html
https://www.axios.com/newsletters/axios-markets-164c2b43-00a8-44cf-9216-498689a1b9bb.html?chunk=0#story0
https://www.axios.com/newsletters/axios-markets-164c2b43-00a8-44cf-9216-498689a1b9bb.html?chunk=0#story0
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The chart above shows the year-over-year change in the overall CPI and the core CPI since right 

before the last recession. 

 

The table below shows the Economic Releases and the Fed events scheduled for the rest of the 

day. 

 

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m oct -$130 Bil. -$101 Bil. **

Speaker or event

11:00 Jerome Powell Addresses Joint Economic Committee of Congress Chairman of Board of Governors of Federal Reserve

13:30 Neel Kashkari Speaks in La Crosse, Wisconsin President of Federal Reserve Bank of Minneapolis

19:30 Patrick Harker Speaks on the Economy President of the Federal Reserve Bank of Philadelphia

Fed Speakers or Events

Economic Releases

District or position

 
 

 

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

Japan PPI y/y oct -0.4% -1.1% -0.3% ** Equity and bond neutral

Australia Westpac Consumer Confidence m/m nov 4.5% -5.5% ** Equity bullish, bond bearish

Wage Price Index y/y 3q 2.2% 2.3% 2.2% * Equity and bond neutral

New Zealand Food Prices m/m oct -0.3% 0.0% ** Equity and bond neutral

South Korea Unemployment Rate m/m oct 3.5% 3.4% 3.5% *** Equity and bond neutral

India CPI y/y oct 4.6% 4.0% 4.4% ** Equity and bond bearish

EUROPE

Eurozone Industrial Production y/y sep -1.7% -2.8% -2.3% ** Equity bullish, bond bearish

Germany CPI y/y oct 1.1% 1.1% 1.1% *** Equity and bond neutral

EU Harmonized CPI y/y oct 0.9% 0.9% 0.9% ** Equity and bond neutral

UK CPI y/y oct 1.5% 1.7% 1.6% *** Equity and bond neutral

Core CPI y/y oct 1.7% 1.7% 1.7% *** Equity and bond neutral

PPI - Output y/y oct 0.8% 1.2% 0.9% ** Equity and bond neutral

Core PPI - Output y/y oct 1.3% 1.7% 1.5% ** Equity and bond neutral

House Price Index y/y oct 1.3% 1.3% 1.1% * Equity and bond neutral

Russia GDP y/y 3q 1.7% 0.9% 1.7% ** Equity and bond neutral

AMERICAS

Brazil Retail Sales y/y sep 2.1% 1.3% 2.1% *** Equity and bond neutral  
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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) 190 190 0 Down

3-mo T-bill yield (bps) 153 154 -1 Neutral

TED spread (bps) 37 36 1 Neutral

U.S. Libor/OIS spread (bps) 155 155 0 Up

10-yr T-note (%) 1.87 1.94 -0.07 Down

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

EUR/USD 3-mo swap (bps) 16 17 -1 Down

Currencies Direction

dollar Up Up

euro Flat Down

yen Up Down

pound Down Up

franc Up Up

Central Bank Action Current Prior Expected

RBNZ Official Cash Rate 1.000% 1.000% 0.750% Above 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 $61.43 $62.06 -1.02%

WTI $56.40 $56.80 -0.70%

Natural Gas $2.59 $2.62 -1.11% Warmer weather expected in USA.

Crack Spread $14.91 $14.99 -0.53%

12-mo strip crack $17.39 $17.48 -0.57%

Ethanol rack $1.68 $1.68 0.11%

Gold $1,465.16 $1,456.32 0.61%

Silver $16.96 $16.77 1.14%

Copper contract $264.05 $264.55 -0.19%

Corn contract 376.25$       377.75$       -0.40%

Wheat contract 513.25$       517.00$       -0.73%

Soybeans contract 918.00$       917.00$       0.11%

Baltic Dry Freight 1354 1345 9

Actual Expected Difference

Crude (mb) 7.9

Gasoline (mb) -2.8

Distillates (mb) -0.6

Refinery run rates (%) -1.70%

Natural gas (bcf) 34.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 day forecast is calling for colder temperatures for the Midwest and East Coast, with 

warmer-than-normal temperatures in the western half of the country.  Wet conditions are 

expected for most of the country, excluding northern California.  The 8-14 day forecast is 

signaling a broad warming trend for both coasts with normal temps in the nation’s midsection.  

Colder than normal temps will dominate the southwest.   
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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 11/12/2019 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 11/12/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash

Commodities

US Government Bond

Emerging Markets (local currency)

US High Yield

Emerging Markets ($)

US Corporate Bond

Foreign Developed ($)

Small Cap

Mid Cap

Foreign Developed (local currency)

Real Estate

Large Cap
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 Update 
 

November 7, 2019 
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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. 


