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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 22, 2019—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.3% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 

0.4%.  Chinese markets were lower, with the Shanghai composite down 0.6% and the Shenzhen 

index down 1.5% from the prior close.  U.S. equity index futures are signaling a lower open.  

With 470 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, 75.7% of the companies reported earnings above forecast, while 17.2% 

reported earnings below forecast.   

 

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

 

Happy Friday!  It’s a slow news day this morning.  Financial markets are rather calm.  We cover 

the global PMI data in the foreign section.  Here is what caught our attention this morning: 

 

Watching Corbyn: For the upcoming U.K. elections, Labour leader Corbyn unveiled his party’s 

policy manifesto.  The policy proposals are a clear rejection of Tony Blair (and Bill Clinton’s) 

“third way” of center-left politics.  Instead, it is being billed as a return to the 1970s; we would 

suggest that characterization isn’t radical enough.  It would be more like the massive shift in the 

U.K. economy that occurred after WWII, with sweeping nationalization and much higher taxes 

on upper income earners.  Sometimes the U.K. acts as a leading, or perhaps coincident, indicator 

of U.S. political trends; for example, Margaret Thatcher preceded Ronald Reagan by about a 

year and Tony Blair was a contemporary of Bill Clinton.  The Brexit issue reflects rising 

populism in the U.S.  One of the key questions for the 2020 election is whether a center-left or a 

populist-left candidate represents stronger opposition to a right-wing populist incumbent.  If 

Corbyn does poorly in next month’s election, the Democratic Party leadership might conclude 

that the populist wing isn’t the right path to take.  Thus, there may be an imbedded lesson for our 

election in the upcoming British poll. 

 

China trade: We are hearing both Presidents Xi and Trump saying that a trade deal remains 

possible.  Given the length of time that this phase one deal has taken, we are worried that we 

may see a “buy rumor, sell fact” action in the markets even if a deal is made.   

 

A cautionary tale: Although the U.S. health care system is littered with flaws, the tort bar, for 

all its extremes, does act as a threat to poor medical practices.  Under a single payer system, we 

doubt the government would tolerate such annoyances.  A report from the U.K. suggests that a 

single payer system has its own issues as well.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/
https://www.ft.com/content/067c164a-0c43-11ea-b2d6-9bf4d1957a67?emailId=5dd756a81cc0160004aa6d47&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/067c164a-0c43-11ea-b2d6-9bf4d1957a67?emailId=5dd756a81cc0160004aa6d47&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2pICGhg
https://nyti.ms/2pICGhg
https://www.axios.com/newsletters/axios-am-c436d495-8142-41c2-8ba0-bed116521e08.html?chunk=2#story2
https://www.axios.com/newsletters/axios-am-c436d495-8142-41c2-8ba0-bed116521e08.html?chunk=2#story2
https://www.reuters.com/article/us-usa-trade-china/chinas-xi-says-he-wants-to-work-out-initial-trade-deal-with-us-idUSKBN1XW0FP
https://nyti.ms/37nKea1
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The EU trade issue: The U.S. has quietly allowed the auto tariff deadline to pass.  This has led 

to speculation that the Europeans are out of the woods.  Apparently, that’s not the case.  The 

White House is apparently considering a broader case against the EU.  If the U.S. decides to 

pursue this path, we could see continued financial market turmoil; such a move would be 

negative for risk assets.   

 

Hong Kong: The territory will hold local council elections on Sunday.  These are usually minor 

affairs with the focus on local issues (noise control, rubbish pickup, etc.)  Currently, these seats 

are dominated by mainstream supporters of the mainland.  However, the pro-democracy 

movement is fielding a large number of candidates, turning the vote into a referendum of sorts on 

the protest movement.  The president has not signed the recent Hong Kong bill.  Tokyo and 

Singapore are trying to lure Hong Kong’s finance industry away from China.   

 

ECB: Christine Legarde gave her first policy speech yesterday and pressed governments to boost 

investment spending.  In some respects, this is an old tune.  Finding profitable public, or private 

investment is difficult.  It may be harder to find public investments in a developed economy that 

actually lifts productivity.  However, there is an important embedded signal in this speech; 

monetary policy may be exhausted and if further stimulus is going to occur, it probably has to 

come from the fiscal side.  Moving the Eurozone this direction will take all of Legarde’s ample 

political skills.  Germany continues to view balanced budgets as a moral imperative and until this 

view changes, getting increased fiscal spending will be next to impossible.   

 

A tariff twist: There has been much written about who pays the tariffs.  The economic term for 

who pays the tax is called “incidence.”  Often, it’s not as simple as it seems.  For example, most 

people believe the payroll tax is shared between the worker and the firm but that’s not usually 

the case.  Most of the time, the worker pays both sides, not just what he sees on his pay stub, 

because the firm reduces his pay for part, or all the employer portion of the tax depending on 

labor market conditions.  In other words, in the absence of the payroll tax, wages would likely be 

higher.  For tariffs, the incidence is even more difficult to discern.  If the foreign firm is 

determined to maintain market share and faces a price inelastic demand curve, the foreign firm 

reduces the tariffed item’s price to offset the tax.  However, if the foreign firm faces a price 

elastic demand curve, the tariff may be absorbed by domestic producers, or in higher prices to 

consumers.   

 

There is anecdotal evidence that some firms are using market power to force the tariff adjustment 

on smaller firms.  Larger firms are informing suppliers that they won’t tolerate a price increase 

and thus the smaller supplier is forced to absorb the incidence of the tariff.   

 

Central bank independence: Judy Shelton, a nominee for Fed Governor, is suggesting that 

central bank independence isn’t sacrosanct.  Although this stance is a reversal from commonly 

held beliefs since the 1970s, in fact, central bank independence does ebb and flow.  During the 

1930s into the early 1950s, the Fed got its rate policy from the Treasury to facilitate the latter’s 

borrowing program.  If we are heading into a period of reflation, weakening central bank 

independence is an element to that project. So, Shelton’s nomination to the Fed should not come 

as a surprise.  

https://www.wsj.com/articles/threat-of-auto-import-tariffs-remains-despite-lapsed-deadline-11574338825?shareToken=st99a660ccdf354e47b126c84a659c660c
https://www.politico.eu/article/trump-administration-weighs-new-trade-probe-of-eu/
https://www.politico.eu/article/trump-administration-weighs-new-trade-probe-of-eu/
https://www.ft.com/content/eced16fc-0c15-11ea-bb52-34c8d9dc6d84?emailId=5dd756a81cc0160004aa6d47&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2s72t3w
https://www.ft.com/content/7a486642-0c38-11ea-b2d6-9bf4d1957a67
https://www.ft.com/content/c3483866-0d07-11ea-b2d6-9bf4d1957a67
https://finance.yahoo.com/news/ecb-lagarde-urges-policy-mix-091124134.html
https://finance.yahoo.com/news/ecb-lagarde-urges-policy-mix-091124134.html
http://www.revisionguru.co.uk/economics/protect.htm
https://www.axios.com/newsletters/axios-markets-0b822114-6dac-4af3-b429-9fd60666814b.html?chunk=0#story0
https://www.axios.com/newsletters/axios-markets-0b822114-6dac-4af3-b429-9fd60666814b.html?chunk=0#story0
https://www.bloomberg.com/news/articles/2019-11-21/trump-fed-pick-shelton-cast-doubt-on-central-bank-independence
https://www.bloomberg.com/news/articles/2019-11-21/trump-fed-pick-shelton-cast-doubt-on-central-bank-independence


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 3 

 

Global financial markets: Managers at the massive hedge fund Bridgewater Associates have 

reportedly bought $1.5 billion worth of puts on the S&P 500 and Euro Stoxx 50, in a bet that the 

U.S. and/or European markets could fall significantly by next March.  Our analysis suggests 

there is indeed a heightened risk of recession later in 2020.  If so, we think that would imply the 

equity markets might start falling around mid-year. 

 

Colombia: Hundreds of thousands of demonstrators marched through Bogotá and other cities 

yesterday to protest corruption, insecurity, and inequality, but it appears the government was able 

to keep them better controlled and less violent than the protests in places like Hong Kong and 

Chile.  The youthful protests around the world are acting like a contagion, with activity in one 

country inspiring demonstrations elsewhere, but Colombia’s experience suggests governments 

could minimize the impact through good preparation and tightened security ahead of the protests.  

For example, the Colombian government mobilized 170,000 military and police personnel ahead 

of the demonstrations, shut its border, and imposed a curfew in at least one major city. 

 

Bolivia: To end the political violence since former President Morales was forced from office for 

allegedly rigging his October 20 reelection, interim President Añez presented a draft law to annul 

that vote, call a new election, and name a new electoral board to oversee it.  The actual date of 

the new election would depend on when the bill is passed into law. 

 

Odds and ends: Speaker Pelosi is indicating that it is unlikely the North American trade deal 

will make it through Congress this year, although talks are continuing.  Part of the problem is 

that there are other items (impeachment, budget) that are distracting from this issue.  Speaking of 

the budget, the Senate passed the House spending bill which should avert a near term budget 

problem.  However, this issue will return next month.  In an abrupt about face, South Korea has 

decided it will continue to share intelligence with the U.S. and Japan.  Increasing tensions 

between Japan and South Korea raised doubts the intelligence sharing would continue.   

 

U.S. Economic Releases 

 

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

the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m nov 51.0 50.6 ***

9:45 Markit Services PMI m/m nov 51.4 51.3 ***

9:45 Markit Composite PMI m/m nov 50.9 ***

10:00 U. of Michigan Sentiment m/m nov 95.7 95.7 ***

16:00 U. of Michigan Current Conditions m/m nov 111.2 110.9 **

16:00 U. of Michigan Expectations m/m nov 85.9 **

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

10:00 U. of Michigan 5-10 Yr Inflation m/m nov 2.4% **

11:00 Kansas City Manufacturing Activity m/m nov -2 -3 **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

 

https://www.wsj.com/articles/bridgewater-bets-big-on-market-drop-11574418601?mod=hp_lead_pos1
https://www.ft.com/content/ebca8110-0cb5-11ea-bb52-34c8d9dc6d84
https://www.ft.com/content/ebca8110-0cb5-11ea-bb52-34c8d9dc6d84
https://www.ft.com/content/ebca8110-0cb5-11ea-bb52-34c8d9dc6d84
https://www.wsj.com/articles/tens-of-thousands-take-to-streets-as-latin-american-protests-spread-to-colombia-11574366636?mod=searchresults&page=1&pos=1
https://www.ft.com/content/23533d76-0be8-11ea-bb52-34c8d9dc6d84
https://www.politico.com/news/2019/11/21/pelosi-doubt-usmca-passing-072459
https://www.politico.com/news/2019/11/21/pelosi-doubt-usmca-passing-072459
https://www.politico.com/news/2019/11/21/senate-moves-to-avoid-midnight-shutdown-072467
https://www.politico.com/news/2019/11/21/senate-moves-to-avoid-midnight-shutdown-072467
https://www.wsj.com/articles/south-korea-stays-in-intelligence-sharing-pact-with-japan-for-now-11574412237?shareToken=st2d507196419c4a88b41d848b0ae01dc2
https://www.wsj.com/articles/south-korea-stays-in-intelligence-sharing-pact-with-japan-for-now-11574412237?shareToken=st2d507196419c4a88b41d848b0ae01dc2
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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 National CPI ex Fresh Food y/y oct 0.4% 0.3% 0.4% ** Equity and bond neutral

National CPI ex Fresh Food, Energy y/y oct 0.7% 0.5% 0.6% ** Equity bullish, bond bearish

National CPI y/y oct 0.2% 0.2% 0.3% ** Equity and bond neutral

Jibun Bank Japan PMI Mfg m/m nov 48.6 48.4 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m nov 49.9 49.1 ** Equity bullish, bond bearish

Jibun Bank Japan PMI Services m/m nov 50.4 49.7 ** Equity bullish, bond bearish

Australia CBA Australia PMI Mfg m/m nov 49.9 50.0 ** Equity and bond neutral

CBA Australia PMI Services m/m nov 49.5 50.1 ** Equity bearish, bond bullish

CBA Australia PMI Composite m/m nov 49.5 50.0 ** Equity bearish, bond bullish

EUROPE

Eurozone Markit Eurozone Manufacturing m/m nov 46.6 45.9 46.4 ** Equity and bond neutral

Markit Eurozone Services m/m nov 51.5 52.2 52.4 ** Equity and bond neutral

Markit Eurozone Composite m/m nov 50.3 50.6 50.9 ** Equity and bond neutral

Germany Markit/BME Germany Manufacturing m/m nov 43.8 42.1 42.8 ** Equity bearish, bond bullish

Markit Germany Services m/m nov 51.3 51.6 52.0 ** Equity and bond neutral

Markit/BME Germany Composite m/m nov 49.2 48.9 49.3 ** Equity and bond neutral

France Markit France Manufacturing m/m nov 51.6 50.7 50.9 ** Equity bullish, bond bearish

Markit France Services m/m nov 52.9 52.9 53.0 ** Equity and bond neutral

Markit France Composite m/m nov 52.7 52.6 52.8 ** Equity and bond neutral

UK Markit UK Manufacturing m/m nov 48.3 49.6 48.9 ** Equity bullish, bond bearish

Markit/CIPS UK Services m/m nov 48.6 50.0 50.1 ** Equity bearish, bond bullish

Markit/CIPS UK Composite m/m nov 48.5 50.0 50.2 ** Equity bearish, bond bullish

Russia Money Supply Narrow Def w/w 15-Nov 10.670 Tril 10.580 Tril * Equity bullish, bond bearish

AMERICAS

Mexico Bi-Weekly CPI y/y 15-Nov 3.1% 3.0% 3.1% *** Equity and bond neutral

Brazil IBGE Inflation IPCA-15 y/y nov 2.7% 2.7% 2.7% *** 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) 152 154 -2 Neutral

TED spread (bps) 38 36 2 Neutral

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

10-yr T-note (%) 1.75 1.77 -0.02 Down

Euribor/OIS spread (bps) -41 -41 0 Down

EUR/USD 3-mo swap (bps) 14 12 2 Down

Currencies Direction

dollar Flat Up

euro Flat Down

yen Up Up

pound Down Down

franc Down Down  
 

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 $63.92 $63.97 -0.08%

WTI $58.41 $58.58 -0.29%

Natural Gas $2.58 $2.57 0.66%

Crack Spread $16.19 $16.02 1.02%

12-mo strip crack $18.43 $18.42 0.08%

Ethanol rack $1.69 $1.68 0.05%

Gold $1,471.53 $1,464.41 0.49%

Silver $17.19 $17.10 0.49%

Copper contract $264.90 $263.60 0.49%

Corn contract 379.00$       379.00$       0.00%

Wheat contract 515.25$       512.00$       0.63%

Soybeans contract 900.25$       901.00$       -0.08%

Baltic Dry Freight 1255 1260 -5

Actual Expected Difference

Crude (mb) 1.4 1.5 -0.1

Gasoline (mb) 1.8 0.8 1.0

Distillates (mb) -1.0 -1.0 0.0

Refinery run rates (%) 1.70% 1.00% 0.70%

Natural gas (bcf) -94.0 -87.0 -7.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather  
 

The 6-10 and 8-14 day forecasts are calling for warmer-than-normal temperatures throughout the 

south, with cooler temps for the rest of the country.  Wet conditions are expected for most of the 

country except for Washington and the southern tip of 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.  
 

November 22, 2019 
 

(NB: Due to the Thanksgiving holiday, the next report will be published on December 6.) 

 

The health of the consumer is critical to the future path of economic growth.  For the most part, 

consumption is accounting for most of the growth in the economy. 
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This chart shows the four-quarter average of the contribution to real GDP from consumption 

compared to the net of the contribution from government, investment and net exports.  Over 

recent business cycles, the contribution outside of consumption has diminished.  The other sign 

from the data is that the risk of recession rises when consumption’s contribution declines below 

2%.   

 

Household debt plays a role in consumption.  The New York FRB has a data series on consumer 

debt that has just been recently updated.  The balance of household debt is now $13.95 trillion, a 

new record high.  However, on a per capita basis, we remain below the previous record. 
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From its peak of $53.0k in Q3 2008, this measure of debt declined to $44.5k in Q3 2013.  Since 

then, it has gradually increased.  However, it has not reached levels that would trigger significant 

concern.  In the last expansion, per capita debt growth was 10.9%; in this expansion the average 

growth is -0.4%. 

 

As a percentage of the total, housing debt has been declining relative to auto and student loans. 
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In 2012, housing represented about 76.9% of outstanding household loans; it now stands at 

70.5%.  Both student and auto loans have increased.  The median credit score for mortgages is a 

rather strong 763. 
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Auto loans is a bit lower, at 710, but credit quality has been improving, mostly a reflection of 

higher delinquencies.  Lenders appear to be increasing their caution. 
 

 
 

Overall, the data suggests that the areas of greatest concern are auto and student loans; lenders do 

appear to be addressing the auto loan issue by becoming more selective in granting credit.  

Student loans, which have a 90+-day delinquency rate of around 10% since 2012, are ultimately 

a public policy issue, but until this issue is resolved these loans will have an adverse impact on 

spending.  If there is going to be a financial crisis, this data would suggest it probably won’t 

come from the household sector. 
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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 11/21/2019 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 11/21/2019 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 
 

November 21, 2019 
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P/E as of 11/20/2019 = 19.0x

 
 

Based on our methodology,1 the current P/E is 19.0x, up 0.5x from last week.  The rise in the P/E 

is due to the adjustment to Q3 earnings by shifting to Standard and Poor’s calculation of 

operating earnings from Thomson/Reuters, whose I/B/E/S provides earnings estimates. This 

event happens each quarter due to the divergence between the two series.   

 
 
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 three actual quarters (Q1, Q2 and Q3) and one estimate (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. 


