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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 18, 2019—9:30 AM EST] Global equity markets are generally higher this 

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

closed up 1.0%.  Chinese markets were higher, with the Shanghai composite up 0.6% and the 

Shenzhen index up 0.7% from the prior close.  U.S. equity index futures are signaling a higher 

open.  With 467 companies having reported, the S&P 500 Q3 earnings stand at $42.60, higher 

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

earnings.  Thus far this quarter, 75.9% of the companies reported earnings above forecast, while 

17.4% reported earnings below forecast.   

 

Episode #3 of our Confluence of Ideas podcast is now available.   

 

Happy Monday!  U.S. equity futures are modestly higher this morning on hopeful trade talk.  

PBOC eases. Hong Kong unrest intensifies.  Iran also facing unrest.  Lebanon flirting with 

banking crisis.  Here are all the details and more: 

 

Trade talks:  USTR Lighthizer and Treasury Secretary Mnuchin conducted a phone 

conversation with Vice-Premier Liu yesterday.  We have seen a spate of positive comments 

recently.  For example, the U.S. is expected to grant Huawei (002502, CNY 3.48) a 90-day 

license extension.   However, one fact remains—China wants a tariff rollback and it isn’t clear 

that President Trump will agree.  Equity markets continue to ride on optimism surrounding a 

trade agreement.  If trade hopes are dashed, we could see a sharp reversal in the near term. 

 

PBOC eases:  It wasn’t much of an ease, a mere 5 bps; the PBOC cut its 7 day repo rate to 

2.50% from 2.55%.  However, it was the first cut in this easing cycle.  This rate peaked in March 

2018.  Although the cut was small, it is expected that there is more to come.  Reports suggesting 

problems for China’s smaller banks continue to circulate.   

 

Hong Kong:  Violence in Hong Kong was elevated all of last week and it intensified over the 

weekend.  On Saturday morning, PLA troops entered Hong Kong, armed with brooms to clean 

up after the previous night’s unrest.  Although the actual action was non-threatening, the 

symbolism was not lost; the next time, they could be armed.  Yesterday, the focus was on the 

Hong Kong Polytechnic University, which had been taken over by protestors.  Security forces 

surrounded the school and were arresting anyone who tried to escape.  The police did try to 

storm the university, but were rebuffed by students firing arrows, bricks and gasoline bombs.  

Unnamed officials in the White House have condemned the use of force.  A bill in the U.S. 

Congress to support Hong Kong protestors has been fast tracked by the Senate; it isn’t obvious if 
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the White House will sign it.  If passed, it would seriously undermine trade talks.  Despite the 

violence and weak economic data, Hong Kong equities did lift overnight; it’s not obvious as why 

this occurred but may be related to the PBOC cut.   

 

Iran unrest:  As is common among OPEC nations, Iran heavily subsidies gasoline.  An Iranian 

was paying 10k riyals, or about 32 cents per gallon; the new price is 15k riyals, or about 50% 

increase.  In addition, if a household purchases more than 16 gallons in a month, the price 

doubles again.  Consumers didn’t take the hike lightly.  Supreme Leader Khamenei tried to ease 

fears, and at the same time warned demonstrators against violence.  There is clear concern about 

the anger; Iran has blocked internet access which would be critical in organizing opposition.  We 

have seen protests around the world over price increases, or reduced subsidies on government 

supplied goods.  Iran does appear worried.  Although U.S. sanctions have not led to new talks 

with Tehran, or stopped Iran’s meddling in the Middle East, the Iranian economy has clearly 

suffered.  The decision to raise gasoline prices smacks of either desperation, or foolhardiness.  

We lean toward the former. 

 

A leak:  Yesterday, the NYT ran a long report of what appears to be leaked internal CPC 

documents regarding the crackdown in Xinjiang.  The information does appear consistent with 

China’s actions in the region.  To a great extent, the extensive leak gives more details on China’s 

suppression.  At the same time, we saw few surprises in the report.  The bigger story is who 

leaked it and why.  It is possible that it is someone looking to undermine Chairman Xi; or 

perhaps a hardliner that wants to scuttle the trade deal.   

 

Netherlands:  Because of the country’s strict pension funding rules, exacerbated by the ECB’s 

ultra-low interest rates, some two million Dutch pensioners are facing benefit cuts beginning 

next year.  Parliament is therefore set to start debating a solution this week, with unions 

threatening mass protests if relief isn’t provided.  Given that the United States and many other 

countries face similar pension pressures as a result of population aging, longer life expectancies, 

and low interest rates, it could be especially instructive to see how the Dutch political process 

deals with the issue.  Of key importance will be the relative weight put on higher required 

contributions, benefit cuts, or government support. 

 

Lebanon banks:  Lebanon’s financial system is essentially a dual currency system; USD and the 

Lebanese pound.  Either specie is used in transactions.  For this system to work the Bank of 

Lebanon has to maintain a stable exchange rate; most of the time, it trades around 1475 to 1525, 

pound to dollar.  However, there is a problem with this system; the central bank can only print 

one of these currencies.  So, to maintain the exchange rate, the central bank either needs to 

maintain a steady ratio of supply between the two currencies, or the country must have a steady 

inflow of dollars, mostly through tourism.  Recently, banks have stopped allowing dollar 

depositors access to their money, leading to panic hoarding of dollars.  To increase the supply of 

dollars, Lebanon must implement austerity to run a current account surplus; needless to say, the 

current level of unrest suggests this will be very difficult to manage.   

 

Saudi Aramco:  It does appear the kingdom isn’t going to get the valuation it sought.  The best 

it can get is $1.7 trillion; the crown prince wanted $2.0 trillion.  At this price, the IPO will raise 
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nearly $26 bn.  Dealers expect the stock to be available on Dec. 12th.  The kingdom is focusing 

its selling effort on wealthy Saudis and sovereign wealth funds, including China and Russia.   

 

Korea:  The U.S. and South Korea have postponed military drills in hopes of encouraging 

Pyongyang to enter talks.  It is not clear if this will be enough.   

 

Brexit:  PM Johnson claims that all the current Tory candidates for MP back his exit plan.  He 

has also announced new corporate tax cuts.   

 

Global Trade Flows:  The WTO said its September leading indicator of global trade flows 

improved slightly but still pointed to below-average growth, as improvements in export orders, 

container shipping and auto shipments were offset by weaker air freight and shipments of raw 

materials and electronic components.  The news is probably a slight positive for global stocks. 

 

U.S. Economic Releases 

 

There were no domestic releases published prior to the publication of this report. The table below 

shows the Economic Releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m nov 71 71 **

16:00 Net Long-term TIC Flows m/m sep -$41.1 Bil **

16:00 Total Net TIC Flows m/m sep $70.5 Bil **

Speaker or event

12:00 Loretta Mester Speaks at University of Maryland President of the Federal Reserve Bank of Cleveland

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.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Foreign Direct Investment m/m oct 7.4% 3.8% ** Equity bullish, bond bearish

Japan Housing Loans y/y 3q 2.9% 2.2% ** Equity and bond neutral

Tokyo Condominiums for Sale m/m oct -29.5% -30.0% * Equity and bond neutral

New Zealand Performance Services Index m/m oct 55.4 54.4 ** Equity and bond neutral

EUROPE

UK Rightmove House Prices m/m nov -1.3% 0.6% ** Equity and bond bearish

Switzerland Total Sight Deposits w/w 15-Nov 590.7 Bil 591.5 Bil * Equity and bond neutral

Domestic Sight Deposits w/w 15-Nov 502.9 Bil 504.1 Bil * Equity and bond neutral

AMERICAS

Canada International Securities Transactions m/m sep 4.76 Bil 4.99 Bil ** Equity and bond neutral

Existing Home Sales m/m oct 0.0% 0.6% 1.3% ** Equity bearish, bond bullish  
 

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) 153 153 0 Neutral

TED spread (bps) 38 37 1 Neutral

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

10-yr T-note (%) 1.85 1.83 0.02 Down

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 12 11 1 Down

Currencies Direction

dollar Down Up

euro Flat Down

yen Down Down

pound Up 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 $63.14 $63.30 -0.25%

WTI $57.64 $57.72 -0.14%

Natural Gas $2.60 $2.69 -3.42%

Crack Spread $15.10 $15.28 -1.18%

12-mo strip crack $17.72 $17.90 -1.00%

Ethanol rack $1.69 $1.69 0.07%

Gold $1,457.32 $1,468.21 -0.74%

Silver $16.79 $16.96 -0.99%

Copper contract $265.30 $265.15 0.06%

Corn contract 380.50$       380.75$       -0.07%

Wheat contract 504.00$       506.00$       -0.40%

Soybeans contract 918.25$       918.25$       0.00%

Baltic Dry Freight 1357 1364 -7

Shipping

Energy Markets

Metals

Grains

 
 

Weather  
 

The 6-10 and 8-14 day forecast are calling for colder temperatures for most of the country, with 

warmer temperatures in California and Florida.  Wet conditions are expected for most of the 

country, excluding the northwestern region of the country.   
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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 15, 2019 
 

The yield curve has steepened since the FOMC started cutting rates, raising hope that a recession 

can be avoided.  In this report, we will examine whether these hopes make sense. 
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The above chart shows two recession indicators from two different regional Federal Reserve 

banks, Atlanta and New York.  The former is a GDP-based indicator and the latter is based on 

the yield curve.  The New York indicator is designed to signal economic activity a year into the 

future.  We like to combine the two indicators because the Atlanta indicator tends to give false 

positives.  However, in the past, when the New York indicator has moved above 30 followed by 

an Atlanta indicator rising above 40, a recession has been unavoidable. 

 

Fed funds show us that easing doesn’t necessarily protect the economy from a downturn.  Even 

though the FOMC has usually cut rates as the New York FRB indicator penetrated 30, it was not 

enough to fend off a downturn.  Thus, even with the recent rate cuts, the risk of recession 

remains elevated. 

 

The good news is that the Atlanta indicator is at a level where a recession isn’t imminent.  The 

bad news is that the New York indicator has signaled a downturn is coming.  Since the 1969-70 

recession, the average lead time from the New York recession indicator has been 10 months, 

with a range of five to 15 months.  Thus, by next spring, we could see evidence of a downturn.  

However, if we use the Atlanta indicator as a signal-confirming device, we should have a better 

idea of when a recession is actually underway.  So, for now, investors should not become overly 

cautious but, by the end of Q1, increased vigilance will likely be warranted.   
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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 11/15/2019 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 11/15/2019 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

November 14, 2019 
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P/E as of 11/13/2019 = 18.6x

 
 

Based on our methodology,1 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. 
 

                                                 
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. 


