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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 27, 2019—9:30 AM EST] Global equity markets are somewhat mixed this 

morning.  The EuroStoxx 50 is up 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.3%.  Chinese markets were weaker, with the Shanghai composite down 0.1% and the 

Shenzhen index down 0.2% from the prior close.  U.S. equity index futures are signaling a higher 

open.  With 483 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, 75.8% of the companies reported earnings above forecast, while 

17.0% reported earnings below forecast.   

 

Good morning all! Equities are trading stronger as fears of a recession have been calmed by 

upward revisions to GDP for the third quarter. Below are the stories we will be tracking today: 

 

Mexico infrastructure: On Tuesday, Mexico’s government announced the first phase of its 

infrastructure program for 2020-24. The program includes 147 projects that range from railways 

and ports to water and tourism, and it will cost $43 billion. The announcement comes a day after 

official data revealed that the Mexican economy dipped into recession this year. 

 

Keeping in line with his pledge not to expand the fiscal deficit, President Andres Manuel Lopez 

Obrador, often shortened to AMLO, has called on business leaders to pitch in. At this time, it 

appears the project has the backing of Mexico’s richest man, Carlos Slim, but may struggle to 

find help from abroad. A recent dispute by the Mexican government over a gas pipeline has 

raised fears that this administration may not honor its contract. In addition, investors are not 

confident that the projects are profitable as a lot of the projects mentioned were old ones that 

weren’t completed. As a result, we are not confident the projects will be enough to get the 

country out of its current rut. We also suspect that if the economy worsens the president will 

come under increased pressure to boost government spending.   

 

More repo uncertainty: As the end of the year approaches, there is growing speculation that a 

liquidity squeeze could lead to another surge in repo rates. The surge that took place earlier this 

year was largely attributed to banks needing funds for corporate tax payments, whereas this time 

a surge could occur in response to banks trying to meet regulation requirements. Last week, 

banks were given an assessment of their systematic importance to the global financial system, in 

which it was determined the amount of capital needed to be held against assets. Since many of 

the major banks are close to the capital threshold, there are fears that these banks may be hesitant 

to lend toward the end of the year. Although the Fed has stated that it is prepared to act to 

prevent a liquidity crunch, there are concerns that banks could be gaming the system in order to 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
http://www.confluenceinvestment.com/research-news/reading-list/
https://www.eluniversal.com.mx/nacion/pide-amlo-senadores-no-aumentar-deficit-fiscal
https://www.eluniversal.com.mx/nacion/pide-amlo-senadores-no-aumentar-deficit-fiscal


 

 

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

www.confluenceinvestment.com 

 2 

ensure they keep expanding their balance sheets. Currently, there doesn’t seem to be an obvious 

fix to liquidity markets, outside of forcing banks to borrow from the discount window. 

Therefore, we are not confident that the Federal Reserve has a plan to end its balance sheet 

expansion anytime soon. 

 

Hazardous weather: There have been tumultuous weather conditions throughout the country, 

but particularly in the Northwest and Pacific regions. Heavy snow and “stronger than hurricane-

force winds” have already disrupted flights and closed some major highways. Although this may 

be good news for those looking for an excuse to avoid family during Thanksgiving, this will 

likely have a negative impact on the economic data, particularly construction and retail sales. As 

a result, we would not be surprised if economic data for November were weaker than expected as 

bad weather conditions typically lead to slower economic activity. 

 

NHS on the table? Labour Party leader Jeremy Corbyn revealed that he has a dossier proving 

that the U.S. demanded the National Health Service (NHS) be included in trade discussions. 

Specifically, Corbyn stated that the U.S. wanted the patents for drugs for pharmaceutical 

companies to be extended, which would prevent companies from creating cheaper generic 

versions. The NHS is a sensitive topic in the U.K. as most people would like its funding to be 

increased and remain publicly controlled. That said, PM Johnson has not always been forthright 

about the NHS. During the run-up to the Brexit vote, Johnson drove around in a red bus that 

claimed leaving the EU would allow the U.K. to use the £350 million it spends per week to 

remain in the EU to fund the NHS; this claim was later debunked. Accordingly, the public’s trust 

in PM Johnson could be seriously undermined if the allegation is true. That said, we are still 

confident the election is PM Johnson’s to lose. 

 

U.S. Economic Releases 

 

The key U.S. economic data so far today was the second regular estimate of economic growth in 

July through September. After stripping out seasonal impact and price changes, revised third-

quarter gross domestic product (GDP) rose at an annualized rate of 2.1%, beating expectations 

that the growth rate would be unrevised at 1.9%. A big part of the improvement came from an 

upward revision to the estimate of investment spending. In a broad measure of inflation, the GDP 

price index rose at a rate of 1.8% compared with 1.7% in the previous estimate. 

https://www.irishtimes.com/news/world/uk/boris-johnson-says-350m-brexit-claim-on-nhs-not-disputed-1.3063269
https://www.irishtimes.com/news/world/uk/boris-johnson-says-350m-brexit-claim-on-nhs-not-disputed-1.3063269
https://www.irishtimes.com/news/world/uk/boris-johnson-says-350m-brexit-claim-on-nhs-not-disputed-1.3063269
https://www.irishtimes.com/news/world/uk/boris-johnson-says-350m-brexit-claim-on-nhs-not-disputed-1.3063269
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The chart above shows the recent history of U.S. GDP growth since right before the last 

recession. 

 

Q3 2019 Second Reading Q3 2019 Prelim Reading Difference

GDP 2.1% 1.9% 0.2%

Consumption 2.0% 2.9% -0.9%

Investment -0.1% -1.5% 1.4%

Inventories -0.1% -0.1% 0.0%

Net Exports -0.1% -0.1% 0.0%

Government 0.3% 0.4% -0.1%  
 

The chart above shows the contributions to the third-quarter economic growth rate by spending 

category, with a comparison to the contributions in the previous quarter. The rise in GDP was 

largely due to the drop in investment being much lower than expected. 

 

In data from the beginning of the fourth quarter, October durable goods orders rose by a 

seasonally adjusted 0.6%, beating expectations for a decline but not enough to reverse the 

revised fall of 1.4% in September. The durable goods figure is often skewed by the 

transportation category, where just a few airliner orders can have a big impact, but that wasn’t 

the case this time. October durable goods orders excluding transportation were also up 0.6%, 

beating expectations and just offsetting their 0.4% decline in the previous month. The report also 

included a key piece of data that serves as a proxy for corporate capital investment. October 

nondefense capital goods orders excluding aircraft jumped 1.2%, also beating expectations. In 

fact, their rise was more than enough to offset the revised fall of 0.5% in the previous month. 

Despite the good monthly performance, however, overall durable goods orders in October were 

still down 0.9% year-over-year, while durable orders ex-transportation were down 0.6%. 

Nondefense capital goods orders excluding aircraft were down 0.4%. 
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The chart above shows the year-over-year change in nondefense capital goods orders excluding 

aircraft. 

 

In data touching on November, initial jobless claims in the week ended November 23 fell much 

more than expected to a seasonally adjusted 213,000 compared to a revised 228,000 in the prior 

week. The four-week moving average of claims declined to 219,750, remaining very low 

historically. 

 

 
 

The chart above shows a trend in initial jobless claims and their four-week moving average. 

 

Finally, MBA mortgage applications in the week ended November 22 were up 1.5% from the 

prior week. Applications for home-purchase mortgages fell 1.2%, but applications for 

refinancing mortgages rose 4.2%. The average interest rate on a 30-year, fixed-rate mortgage 

edged down to 3.97%.   
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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

9:45 MNI Chicago PMI m/m nov 47.0 43.2 ***

10:00 Personal Income m/m oct 0.6% -0.7% ***

10:00 Personal Spending m/m oct 0.3% 0.3% ***

10:00 PCE Deflator y/y oct 1.4% 1.3% ***

10:00 Core PCE Deflator y/y oct 1.7% 1.7% **

10:00 Pending Home Sales y/y oct 6.0% 6.3% **

Speaker or event

14:00 US Federal Reserve Releases Beige Book

Fed Speakers or Events

Economic Releases

Members of the Board of Governors

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

New Zealand Trade Balance NZD m/m oct -1013 Mil. -1319 Mil. -1000 Mil. *** Equity and bond neutral

Exports NZD m/m oct 5.03 Bil. 4.36 Bil. 5.000 Bil. ** Equity and bond neutral

Imports NZD m/m oct 6.05 Bil. 5.68 Bil. 6.000 Bil. ** Equity and bond neutral

South Korea Consumer Confidence m/m nov 100.9 98.6 * Equity and bond neutral

China Industrial Profits y/y oct -9.9% -5.3% * Equity bearish, bond bullish

EUROPE

Germany Import Price Index y/y oct -3.5% -2.5% -3.5% ** Equity and bond neutral

France Consumer Confidence m/m nov 106.0 104.0 103.0 ** Equity bullish, bond bearish

Italy Consumer Confidence m/m nov 108.5 111.5 111.7 ** Equity bearish, bond bullish

Manufacturing Confidence m/m nov 98.9 99.5 99.8 ** Equity bearish, bond bullish

Economic Sentiment m/m nov 99.1 98.9 * Equity and bond neutral

AMERICAS

Mexico Trade Balance m/m oct -725.6 Mil. -$116.2 Mil. -$1938 Mil. ** Equity and bond neutral

Unemployment Rate m/m oct 3.6% 3.5% 3.5% ** Equity and bond neutral

Brazil Total Outstanding Loans m/m oct 3373 Bil. 3361 Bil. 3368 Bil. * 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) 192 192 0 Down

3-mo T-bill yield (bps) 157 156 1 Neutral

TED spread (bps) 35 36 -1 Neutral

U.S. Libor/OIS spread (bps) 155 156 -1 Up

10-yr T-note (%) 1.75 1.74 0.01 Down

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

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

Currencies Direction

dollar Up Up

euro Flat Down

yen Down Down

pound Up Up

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 $64.38 $64.27 0.17%

WTI $58.51 $58.41 0.17%

Natural Gas $2.55 $2.53 0.75%

Crack Spread $16.35 $16.31 0.26%

12-mo strip crack $18.45 $18.37 0.45%

Ethanol rack $1.77 $1.75 0.97%

Gold $1,457.82 $1,461.39 -0.24%

Silver $17.04 $17.08 -0.23%

Copper contract $270.25 $269.75 0.19%

Corn contract 379.25$       378.25$       0.26%

Wheat contract 532.50$       531.00$       0.28%

Soybeans contract 886.75$       884.25$       0.28%

Baltic Dry Freight 1426 1351 75

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 -25.0 -69.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather  
 

The 6-10 day forecast is calling for cooler-than-normal temperatures throughout the East Coast 

and the upper Midwest, with wet conditions in the Southwest. By contrast, the 8-14 day forecast 

calls for temperatures to normalize across most of the country and warmer-than-normal 

temperatures in Texas and the Great Plains; the forecast calls for wet conditions throughout most 

of the country, but especially in the Northwest and 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 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 11/26/2019 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 11/26/2019 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. 


