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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 26, 2019—9:30 AM EST] Global equity markets are generally mixed this 

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

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

unchanged and the Shenzhen index up 0.3% from the prior close.  U.S. equity index futures are 

signaling a flat open.  With 476 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, 76.1% of the companies reported earnings above 

forecast, while 17.0% reported earnings below forecast.   

 

It’s very quiet this morning.  (N.B.  The Wednesday report will be the last one for this week; 

have a great Thanksgiving.)  Chair Powell gave an upbeat speech.  Trade negotiations continue.  

Chairman Xi is having a rough time lately.   There was a major art heist in Germany.  Here are 

the details: 

 

Powell speaks:  Chair Powell gave a speech to the Providence Rhode Island Chamber of 

Commerce yesterday.  The content was generally upbeat. Although he did hint that the central 

bank had overestimated the strength of the economy earlier in the year, the recent cuts are 

designed to extend the current expansion.  He also noted that the Fed was committed to bringing 

2% core PCE inflation, which would require continued easy policy.  Overall, there wasn’t a 

whole lot of new information in the speech but it does confirm that the bias of policy is to lower 

rates but, for now, policy should remain stable. 

 

Trade:  Although we remain somewhat doubtful that a material deal will be struck with China, 

the two sides are continuing to talk.  China is signaling it thinks an agreement will be reached.  

Why our doubts?  First, both sides seem to continue to believe the other side needs a deal more, a 

condition conducive to miscalculation.  Second, the underlying positions are hardening.  Liu He, 

China’s lead trade negotiator, said earlier this week that the Xi government wants a “stronger, 

better and bigger” state economy.  The influence of the state on China’s economy is one of the 

primary concerns of the U.S.  Subsidies from the state are seen as unfair competition.  On the 

U.S. side, the Voice of America and Radio Free Asia have joined forces to create a new service 

called “Global Mandarin,” a development that will likely not sit well with Beijing.  We may get 

an interim arrangement.  It may temporarily slow the deterioration of relations.  However, over 

time, the strategic competition will continue to fester.   

 

In other trade news, there is apparently progress on USMCA.  Global trade data from the CPB 

World Trade Monitor indicate that activity fell 1.3% in September from August.  A recent 
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economic paper concludes that the incidence of the China/U.S. tariffs is mostly falling on 

company profit margins.  China’s CNY depreciation didn’t offset the tariffs and companies have 

not shifted the costs of the tariffs to retail.  The key unknown is if this condition will continue 

indefinitely.   

 

Chairman Xi’s, no good, very bad week:  As we noted yesterday, local elections in Hong 

Kong were a landslide victory for pro-democracy parties.  The fallout from this political event is 

now starting to develop.  First, Beijing was certain that the vote would support its favored 

candidates, so much so that reports suggest they already had their “victory” narratives in place 

and didn’t even consider a loss.  This is one of the problems with elections for authoritarian 

regimes; sometimes, voters surprise the leadership.  Beijing seemed to believe that the silent 

majority of Hong Kong citizens viewed the protestors as destructive and thus would vote for 

stability.  Most likely, this was the message Carrie Lam was telling her minders.  Now, Chairman 

Xi has a dilemma.  If he wants conditions to calm in Hong Kong, he likely needs to give the pro-

democracy movement a “bone”; he needs to give some level of political reform.  However, 

allowing a vote on leaders is not the direction the CPC wants to go, and we expect Beijing to 

reject such a notion.  There are reports the CPC has set up a new monitoring body for Hong 

Kong, evading the established liaison office.  This new body is likely in response to what Beijing 

sees as the official group’s inability to send reliable information to the CPC leadership.  Reliable 

information is always a problem for authoritarian regimes; local officials have an incentive to 

spin positive narratives and thus, surprises such as the Hong Kong protests can emerge.  One of 

the features of democracy is that the vote becomes a form of reliable information.  Of course, the 

leadership has to be open to hearing it; the current narrative out of the CPC is that foreign 

intervention is the cause for the unrest.   

 

The Hong Kong vote isn’t the only headache affecting Chairman Xi.  There are reports a Chinese 

spy has defected to Australian authorities, and is telling tales of interference in Hong Kong and 

Taiwan.  The CPC is attempting to discredit the alleged spy, but the defection is a problem for 

China. 

 

In other China news, the PBOC issued a warning that rising household debt is creating economic 

risks and will demand a policy response.  Investors are already skittish about China’s corporate 

and local-government debt, so they won’t want to hear about another debt problem.  They also 

won’t want to hear about a potential clampdown on mortgage, or consumption lending when the 

Chinese economy is already in a secular slowdown and is struggling with the U.S.-China trade 

war to boot.  The news is therefore negative for Chinese stocks. 

 

Russia-Ukraine-European Union:  Russian President Putin and Ukrainian President Zelensky 

talked by telephone yesterday to discuss a new deal allowing Russian natural gas to pass through 

Ukrainian pipelines for delivery to the EU.  The current deal expires January 1, and EU-mediated 

talks for a new contract are expected to start next week.  The aim of the talks is to avoid 

disruptive gas shortages like those caused by Russian-Ukrainian disputes in 2006 and 2009. 

 

Odds and ends:  The U.S. and Australia are working together to build supplies of non-Chinese 

rare earths.  Although climate change remains a divisive political topic, there is one area where 

there appears to be little doubt of its occurrence, the insurance industry.   Property insurers are 
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lifting premiums for areas subject to specific weather events, e.g., tornadoes on the central 

plains, but are also simply refusing to ensure areas prone to wildfires.  China issued $6.0 bn of 

sovereign bonds denominated in dollars; the auction was oversubscribed by more than 3x and the 

amount was a new record for China’s dollar issuance.   

  

U.S. Economic Releases 

 

The advanced October goods trade deficit came in narrower than expected at $66.5 bn compared 

to the forecast of $71.0 bn.   

 

  

 
 

The chart above shows the trade balance of goods and the advance trade balance.   

 

Wholesale inventories came in line with expectations rising 0.2% from the prior month, while 

retail inventories rose 0.3% from the prior month compared to the forecast rise of 0.1%. 

 

The FHFA House Price Index came in above expectations rising 0.6% from the prior month.  

The housing price purchase index rose 1.1% in the third quarter.  The prior report was revised 

upward from 1.0% to 1.1%. 

  

https://www.scmp.com/business/banking-finance/article/3039210/china-plans-record-sale-dollar-bonds-worth-us6-billion
https://www.scmp.com/business/banking-finance/article/3039210/china-plans-record-sale-dollar-bonds-worth-us6-billion


 

 

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

www.confluenceinvestment.com 

 4 

 
 

The chart above shows the year-over-year change in the FHFA House Price Index.  Housing 

prices have risen 5.1% from the prior year.   

 

The S&P CoreLogic CS 20-City Home Price Index came in above expectations at 2.10% 

compared to the forecast rise of 2.01% from the prior year.  The S&P CoreLogic CS U.S. Home 

Price Index rose by 3.22% from the prior year.  The prior report was revised downward from 

3.17% to 3.11%. 

  

 
 

The chart above shows the year-over-year change in the S&P CoreLogic CS 20-City Home Price 

Index.   
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The table below shows the economic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 Richmond Fed Manufacturing Index m/m oct 5.0 8.0 **

10:00 New Home Sales m/m oct 705k 701k ***

10:00 New Home Sales m/m oct 0.6% -0.7% **

10:00 Conference Board Consumer Confidence m/m nov 127.0 125.9 **

10:00 Conference Board Present Situation m/m nov 172.3 ***

10:00 Conference Board Expectations m/m nov 94.9 **

Speaker or event

13:00 Lael Brainard Discusses Policy Framework Review

Fed Speakers or Events

Economic Releases

District or position

Member of the Board of Governors  
 

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 Services y/y oct 2.1% 0.5% 1.6% ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption w/w 24-Nov 106.8 109.9 ** Equity and bond neutral

New Zealand Retail Sales Ex Inflatoin q/q 3q 1.6% 0.2% 0.5% ** Equity bullish, bond bearish

EUROPE

Germany GfK Consumer Confidence m/m dec 9.7 9.6 9.6 ** Equity and bond neutral

UK UK Finance Loans for Housing m/m oct 41219 42310 42200 ** Equity and bond neutral

AMERICAS

Mexico Retail Sales y/y sep 2.4% 2.6% 1.7% ** Equity bullish, bond bearish

Canada Bloomberg Nanos Confidence w/w 22-Nov 55.0 56.2 ** Equity and bond neutral

Brazil Current Account Balance m/m oct -$7.874 Bil -$3.487 Bil -$5.300 Bil * Equity bullish, bond bearish  
 

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) 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) 156 156 0 Up

10-yr T-note (%) 1.75 1.76 -0.01 Down

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

EUR/USD 3-mo swap (bps) 14 14 0 Down

Currencies Direction

dollar Flat Up

euro Flat Down

yen Down Up

pound Down 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. 
 

Price Prior Change Explanation

Brent $63.76 $63.65 0.17%

WTI $58.14 $58.01 0.22%

Natural Gas $2.47 $2.53 -2.61%

Crack Spread $16.38 $16.04 2.13%

12-mo strip crack $18.49 $18.42 0.36%

Ethanol rack $1.74 $1.72 1.11%

Gold $1,456.60 $1,455.26 0.09%

Silver $16.92 $16.89 0.16%

Copper contract $266.25 $266.20 0.02%

Corn contract 379.75$       380.75$       -0.26%

Wheat contract 528.50$       533.00$       -0.84%

Soybeans contract 892.25$       892.50$       -0.03%

Baltic Dry Freight 1351 1284 67

Actual Expected Difference

Crude (mb) -0.9

Gasoline (mb) 0.9

Distillates (mb) 0.9

Refinery run rates (%) 0.90%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather  
 

The 6-10 day forecast is calling for cooler temperatures across the country, and wet conditions in 

the eastern region and north central states. The 8-14 day forecast calls for warmer temperatures 

throughout the southwest and California and cooler temperatures; wet conditions are expected 

for most of that area as well. 
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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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Data Section 

 

U.S. Equity Markets – (as of 11/22/2019 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 11/22/2019 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 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. 


