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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 25, 2019—9:30 AM EST] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.7%.  Chinese markets were mixed, with the Shanghai composite up 0.7% and the 

Shenzhen index down 0.4% from the prior close.  U.S. equity index futures are signaling a higher 

open.  With 475 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, 76.0% of the companies reported earnings above forecast, while 

17.1% reported earnings below forecast.   

 

Happy Monday!  This will be a short week for U.S. markets.  (N.B.  The Wednesday report will 

be the last one for this week; have a great Thanksgiving.)  It’s a modest risk on day so far.  

There was some positive trade news.  Tories continue to poll well as election platforms are 

released.  Democracy supporters do well in Hong Kong local elections.  Here are the details: 

 

Trade:  China is calling for more protection of intellectual property rights, a key demand from 

the U.S.  It is unclear if this paper is an outline for actual legislation and enforcement.  It is also 

unclear if the USTR will view this change as adequate protection.  Official Chinese media says 

the two sides are “very close” to a Phase 1 deal; however, it is increasingly looking like the 

Phase 1 may be all that we get.  Both sides need a truce which a Phase 1 deal would offer.  But, 

the relationship between China and the U.S. is now at the level of strategic competition and 

further progress is unlikely.  If a deal is struck, it is, on its face, bullish for equities.  What is 

difficult to discern is how much optimism over a deal is already discounted.  Cash levels remain 

high (although retail MMK did dip modestly last week) and so we would not be surprised to see 

another upleg in equities if an agreement is announced. 

 

Hong Kong:  Pro-democracy candidates scored a resounding victory in the local council 

elections over the weekend, winning 85% of the 452 contested seats and gaining a majority in 17 

of the 18 councils amid extremely high turnout.  The local councils have only limited authority 

on low-level issues like street repair and garbage collection, but the results are being taken as a 

sign of broad support for the anti-China protests that started early last summer.  Municipal Chief 

Executive Lam promised to “listen to the views of the public with an open mind and seriously 

reflect on it.”  Chinese media on the mainland merely announced the completion of the elections.  

Chinese leaders were probably hoping that the increasingly violent protests would sour the 

broader Hong Kong public on the anti-China, pro-democracy movement.  Now that the elections 

have shown that isn’t happening, Beijing will probably be more reluctant to embark on a sharp 

crackdown, so some of the headwinds for Hong Kong assets will probably ease. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stocks-gain-as-china-moves-to-boost-intellectual-property-rights-11574677146?shareToken=st37ca6fb0d0fb4aea9f53ffe072db5377
https://www.wsj.com/articles/china-vows-more-protection-for-intellectual-property-11574664746?shareToken=st7d4c570bc1c64c59a7b2f3013c506da6
https://www.reuters.com/article/us-usa-trade-china/china-and-u-s-very-close-to-phase-one-trade-deal-global-times-idUSKBN1XZ0E9
https://uk.reuters.com/article/us-usa-trade-china-phasetwo/no-phase-two-u-s-china-deal-on-the-horizon-officials-say-idUKKBN1XZ00H
https://uk.reuters.com/article/us-usa-trade-china-phasetwo/no-phase-two-u-s-china-deal-on-the-horizon-officials-say-idUKKBN1XZ00H
https://www.ft.com/content/193a673a-0f15-11ea-a7e6-62bf4f9e548a
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Brexit:  As part of the election process, U.K. parties publish “manifestos” or platforms on what 

policies they want to enact.  In some respects, these are much more important in U.K. elections; 

party platforms in the U.S. are more like “wish lists” that are rarely looked at except by political 

junkies.  However in a parliamentary system, where control of the legislature gives executive 

power, winning a majority means the manifesto will likely become the roadmap for policy.  The 

Labour manifesto, released last week, is a return to Britain’s post-WWII socialism.  The Tory 

manifesto is mostly about not raising taxes and delivering Brexit.  Polling is showing two notable 

trends.  First, the Tory lead over Labour is continuing around +10%.  Second, the Brexit Party is 

fading fast, which is good news for Johnson as Farage’s party is his only threat to his right flank.  

We also note that former PM Blair and the Liberal Democratic Party have both separately called 

for voters to cast their ballot “tactically” to deprive either the Conservatives or the Labor Party of 

a majority in order to pave the way for a second referendum on Brexit. 

 

Germany:  The Ifo Business Climate Index rose to a seasonally-adjusted 95.0, improving from a 

revised 94.7 in each of the previous two months and reaching its highest level since July.  The 

index hasn’t fallen in three straight months, suggesting Europe’s economic slowdown could be 

bottoming out.  If so, that should help give a boost to European stocks in the near term. 

 

 
 

Canada:  The government has announced it will not introduce legislation to end a strike at 

Canadian National Railway Co. (CNI, 90.42), despite growing disruptions for agriculture, 

chemical and energy producers.  The strike is now in its fourth day, and given that CNI is the 

country’s largest railroad, there is some risk the walkout could have a noticeable impact on the 

Canadian economy and stocks, if it continues. 

 

Mexico:  In an initial estimate, third-quarter GDP came in essentially unchanged from the 

previous quarter, after stripping out seasonal impacts and price changes.  Just as important, 

revisions showed GDP fell slightly in each of the previous three quarters, and in four of the last 

five quarters, suggesting the Mexican economy is mired in recession.  GDP in the third quarter 

https://www.politico.eu/article/at-a-glance-uk-manifestos-compared/?utm_source=POLITICO.EU&utm_campaign=523e37183e-EMAIL_CAMPAIGN_2019_11_25_05_55&utm_medium=email&utm_term=0_10959edeb5-523e37183e-190334489
https://www.ft.com/content/98c09dd6-0ec9-11ea-a7e6-62bf4f9e548a?emailId=5ddb62a5eee916000436d1e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/98c09dd6-0ec9-11ea-a7e6-62bf4f9e548a?emailId=5ddb62a5eee916000436d1e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/263615ca-d873-11e9-8f9b-77216ebe1f17?emailId=5ddb62a5eee916000436d1e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/263615ca-d873-11e9-8f9b-77216ebe1f17?emailId=5ddb62a5eee916000436d1e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/17828cd8-a321-3cb3-b987-8bdc259ca556
https://www.ft.com/content/17828cd8-a321-3cb3-b987-8bdc259ca556
https://www.ft.com/content/9db1fcd4-0f66-11ea-a225-db2f231cfeae
https://www.wsj.com/articles/canada-rejects-calls-for-legislation-to-end-railway-strike-11574456030?mod=world_major_2_pos7
https://www.wsj.com/articles/mexican-economy-stagnated-in-third-quarter-11574686563?mod=searchresults&page=1&pos=2
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was actually down 0.3% from the same period one year earlier.  The news is likely to be negative 

for Mexican and broader Latin American stocks. 

 

 
 

Odds and ends:  The civil war in Libya is creating conditions for Islamic State to rebuild.  

China’s efforts to build a presence in the Arctic is showing up in Norway.  Natural gas, already 

struggling under a supply overhang, is facing additional competition from biogas.  U.S. GDP has 

become almost completely dependent on consumption; uncertainty on a number of issues 

continues to weigh on business investment.  The WSJ looks into malinvestment in residential 

real estate and the potential impact on the wealth of Baby Boomers.  Initial offerings for special-

purpose acquisition companies (SPAC)—public companies that use IPO’s to raise cash 

specifically for acquisitions—reached a new record.   This development is probably a 

consequence of low interest rates spurring speculation.   

  

U.S. Economic Releases 

 

The Chicago FRB National Activity Index came in much worse than expectations at -0.71 

compared to estimates of -0.20.  The decline in the index were led by production-related 

indicators, which may have been influenced by the GM (GM, 35.33) strike. 

 

https://www.washingtonpost.com/world/middle_east/libyas-civil-war-creates-opening-for-isis-return-as-counterterrorism-effort-falters/2019/11/21/e78745c0-056c-11ea-9118-25d6bd37dfb1_story.html?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.politico.eu/article/norway-kirkenes-china-influence-arctic-shipping-opportunity/?utm_source=POLITICO.EU&utm_campaign=523e37183e-EMAIL_CAMPAIGN_2019_11_25_05_55&utm_medium=email&utm_term=0_10959edeb5-523e37183e-190334489
https://www.wsj.com/articles/shale-drillers-latest-problems-hog-manure-and-chicken-guts-11574439824?shareToken=st398668b4eebb4ad782a7daab6f64204b
https://www.wsj.com/articles/u-s-firms-pull-back-on-investment-11574591400?shareToken=sta5e3a5340b9d46e59cdcd95325592c64
https://www.wsj.com/articles/ok-boomer-whos-going-to-buy-your-21-million-homes-11574485201?shareToken=st6ae6df66b4b04c41a27271de8fd9240f
https://www.wsj.com/articles/ok-boomer-whos-going-to-buy-your-21-million-homes-11574485201?shareToken=st6ae6df66b4b04c41a27271de8fd9240f
https://www.wsj.com/articles/blank-check-ipos-hit-new-record-11574441671?shareToken=st53f917853c5d40f7a7a1818ef21f274f
https://www.wsj.com/articles/blank-check-ipos-hit-new-record-11574441671?shareToken=st53f917853c5d40f7a7a1818ef21f274f
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We smooth the data with a six-month moving average.  The index remains above the recession 

line at -0.45 but has been weakening in recent months.  The index does reflect the trend of 

relatively positive economic news for the month of August. If this trend continues, it would 

support steady Fed policy. 

 

The table below shows the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:30 Dallas Fed Manufacturing Activity m/m nov -3.7 -5.1 **

Speaker or event

19:00 Jerome Powell Speaks in Rhode Island After Visiting Hartford, CT Chairman of Board of Governors of Federal Reserve

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

EUROPE

Germany IFO Business Climate m/m nov 95.0 94.6 95.0 ** Equity and bond neutral

IFO Expectations m/m nov 92.1 91.5 92.5 ** Equity and bond neutral

IFO Current Assessment m/m nov 97.9 97.8 97.9 ** Equity and bond neutral

UK CBI Retailing Reported Sales m/m nov -3 -10 -11 ** Equity bearish, bond bullish

CBI Total Distribution Reported Sales m/m nov -15 -21 ** Equity bearish, bond bullish

Switzerland Total Sight Deposits CHF w/w 22-Nov 590.6 Bil 590.7 Bil ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 22-Nov 503.2 Bil 502.9 Bil ** Equity and bond neutral

AMERICAS

Mexico GDP y/y 3Q 0.0% 0.1% 0.1% *** Equity and bond bearish

Economic Activity IGAE y/y sep 0.1% -0.9% -0.5% *** Equity bullish, bond bearish

Canada Retail Sales m/m sep -0.1% -0.1% -0.3% * Equity and bond neutral

Retail Sales ex Auto m/m sep 0.2% -0.2% -0.1% * Equity bullish, bond bearish

Brazil FGV Consumer Confidence m/m nov 88.9 89.4 *** 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) 192 191 1 Down

3-mo T-bill yield (bps) 154 155 -1 Neutral

TED spread (bps) 38 36 2 Neutral

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

10-yr T-note (%) 1.79 1.77 0.02 Down

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

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

Currencies Direction

dollar Up Up

euro Flat Down

yen Down Up

pound Up Down

franc Flat 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. 
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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.  
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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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Sources:  Haver Analytics, CIM  
 

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 11/22/2019 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 11/22/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash

Commodities

US Government Bond

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

US Corporate Bond

Foreign Developed ($)

Small Cap

Mid Cap
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Real Estate
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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 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. 


