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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: October 22, 2019—9:30 AM EDT] Global equity markets are generally higher this 

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

closed up 0.6%.  Chinese markets were higher, with the Shanghai composite up 0.5% and the 

Shenzhen index up 1.0% from the prior close.  U.S. equity index futures are signaling a flat open.  

With 75 companies having reported, the S&P 500 Q3 earnings stand at $41.30, higher than the 

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

Thus far this quarter, 80.0% of the companies reported earnings above forecast, while 14.7% 

reported earnings below forecast.   

 

Good morning!  It’s rather quiet in the markets this morning.  Trudeau wins another term, but not 

a majority.  The Brexit saga continues.  No government in Israel.  Some background on Chile.  

Here are the details: 

 

Trudeau wins:  PM Trudeau won another term but his party didn’t get a majority, falling 13 

seats short.  To govern, he will need the support of either the New Democrats, or the Bloc 

Quebecois.  The former won 24 seats, the latter won 32 seats.  So far, financial market reaction 

has been modest as, at least initially, little will change.  However, the parties that he will need to 

partner with in order to gain a majority are much more left wing, and pushing for strong climate 

change legislation.  Both parties are not strongly in favor of USMCA.  Thus, we could see a 

leftward drift in Canadian policy, which would not be favorable for Canadian assets longer term.   

 

Today in Brexit:  Today, at 2:00 EDT, the House of Commons will vote on the Withdrawal 

Agreement Bill.  This vote is known as the “second reading.”  This is a straight up or down vote 

on proceeding to further debate.  If it fails, the clock essentially stops; the bill will likely be 

pulled, and there is a possibility of a hard Brexit.  If it passes, and it appears it will, then 

Parliament will decide if the bill will be subject to amendments. That vote will likely happen 

tomorrow.  Labour wants to attach a second referendum for approval; that amendment doesn’t 

appear to have the votes.  There is also a separate amendment that would mean all of the U.K. 

will remain in the EU customs union instead of just Northern Ireland.  That amendment might 

pass.  Johnson, at that point, can either pull the legislation and go to an election, or accept the 

arrangement, get Brexit done and go to election.  If he wins a strong enough majority, he can 

then move to remove the amendment.   We expect him to take the second option; he likely feels 

that if he can deliver Brexit, his chances of winning an election are very strong (and we would 

agree with this position), and thus he can use that majority to shape Brexit going forward.  It’s 

important to remember that Brexit is more like the end of the beginning, than the beginning of 
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the end.  Once the exit agreement has been struck, the U.K. and the EU will then decide on what 

sort of trading arrangement will be put in place going forward.   

 

One side note; there is growing speculation that if Northern Ireland remains in the EU customs 

union but legally in the U.K., the region will have interesting trade characteristics.  Suppose the 

Trump administration applies tariffs to the EU post-Brexit.  Those tariffs would apply to the EU 

but not the U.K.  Northern Ireland would then be in the EU customs union, but not subject to the 

U.S. tariffs.  This unique condition could make Northern Ireland a haven for EU companies 

seeking to avoid U.S. tariffs.   

 

Chinese trade:  Chinese officials reported that “substantial progress” had been made during 

recent talks.  Although there is little evidence that the difficult measures are being discussed, a 

small deal that can be signed next month looks increasingly likely.  Yesterday’s equity market 

rally was due, in part, to trade optimism.  However, to push markets to new highs, we will likely 

need to see the U.S. postpone tariffs due for December.  This is possible; however, the 

administration will likely only agree to a postponement, not a removal.  If so, the positive impact 

will be lessened. 

 

A couple of other notes on China; as China negotiates on trade, it is petitioning the WTO for 

$2.4 bn in retaliatory tariffs.  We also note that, in reaction to slowing economic growth, Chinese 

officials are returning to a familiar pattern, boosting public works investment to lift growth.   

 

Chile:  Unrest continues to spread in Chile, with 12 reported deaths.  The key problem is 

inequality.  Chile has leaned towards free markets since Pinochet built the economy on advice 

from University of Chicago economists.  One of the ways the political class tries to deal with the 

“pie sharing” problem is to expand the pie; that way, those who currently “have” can receive the 

same, while those who “have not” can get more.  Chile’s economic problem is its heavy 

dependence on copper. GDP tends to lag copper prices by about three quarters. 

 

 

https://www.cnbc.com/2019/10/19/us-and-china-made-substantial-progress-at-trade-talks-vice-premier-liu-he.html
https://www.reuters.com/article/us-usa-trade-china/chinese-vice-foreign-minister-says-progress-made-in-trade-talks-with-u-s-idUSKBN1X102Z?il=0
https://www.reuters.com/article/us-usa-trade-china/chinese-vice-foreign-minister-says-progress-made-in-trade-talks-with-u-s-idUSKBN1X102Z?il=0
https://www.reuters.com/article/us-china-trade-usa-wto/china-asks-wto-for-2-4-billion-sanctions-against-u-s-in-latest-clash-idUSKBN1X00W7
https://www.scmp.com/economy/china-economy/article/3033564/china-doubles-value-infrastructure-project-approvals-stave
https://nyti.ms/2MxWvjL
https://www.wsj.com/articles/chilean-protesters-decrying-inequality-clash-with-police-11571693044?shareToken=st907de9559a4f4367b4845988e13634fe
https://www.wsj.com/articles/chilean-protesters-decrying-inequality-clash-with-police-11571693044?shareToken=st907de9559a4f4367b4845988e13634fe
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The exchange rate also closely tracks prices of the red metal.  The chart below shows the 

exchange rate (inverted) relative to the price of copper.   

 

 
 

The inequality problem in Chile needs stronger Chinese growth to fix; slowing world growth, but 

especially in the commodity consuming China, is a problem for commodity suppliers. 

 

Israel: Yesterday, right-wing Prime Minister Netanyahu gave up trying to form a government, 

so President Rivlin is now widely expected to give a shot to Benny Gantz, the former army chief 

heading up the center-right Blue and White Alliance.  It appears Gantz could form a minority 

government if he can strike a deal with leftist and Israeli Arab parties. 

 

Bolivia:  Authorities this morning resumed issuing vote-count updates from Sunday’s elections, 

with the numbers now showing leftist President Morales likely to win by enough to avoid a 

runoff.  Initial counts Sunday suggested a runoff would be needed.  After an inexplicable lull in 

count updates, the huge swing is raising concerns of electoral fraud, and protests have erupted. 

 

Japan:  Emperor Naruhito completed his accession to the Chrysanthemum Throne today, with 

Prime Minister Abe shouting “banzai” (meaning “10,000 years”), and spectators ranging from 

Britain’s Prince Charles to South Korean Prime Minister Lee Nak-yon (though, notably, not 

South Korean President Moon). 

 

Japan-China:  The Japanese and Chinese navies have held their first joint drills since 2011, 

including the first Chinese naval visit to Japan since 2009.  Despite tensions over China’s claims 

to the South China Sea, the countries’ leaders reportedly want to improve trade and defense ties 

as the United States takes a more confrontational, protectionist stance against them.   

https://www.ft.com/content/dd38f056-f495-11e9-b018-3ef8794b17c6
https://www.ft.com/content/76a73ea6-f463-11e9-b018-3ef8794b17c6
https://www.japantimes.co.jp/news/2019/10/22/national/japanese-emperor-begins-ceremonies-proclaim-enthronement-world/#.Xa79BkZKiUk
https://www.scmp.com/news/asia/east-asia/article/3034042/japan-and-china-hold-first-joint-maritime-drills-eight-years?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191022&MCUID=b11497b3c2&MCCampaignID=cea3a06c1d&MCAccountID=3775521f5f542047246d9c827&tc=13
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U.S. Economic Releases 

 

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

 

EDT Indicator Expected Prior Rating

10:00 Richmond Fed Manufacturing Index m/m oct -7 -9 **

10:00 Existing Home Sales m/m sep 5.45 Mil 5.49 Mil **

10:00 Existing Home Sales m/m sep -0.7% 1.3% **

Monthly Budget Statement m/m sep $83.000 Bil $119.100 Bil **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

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

Australia ANZ Roy Morgan Weekly Consumption m/m 20-Oct 111.6 110.9 *** Equity and bond neutral

EUROPE

UK Public Finances (PSNCR) m/m sep 2.7 Bil 6.4 Bil ** Equity and bond neutral

Public Sector Net Borrowing m/m sep 8.7 Bil 5.8 Bil 8.9 Bil ** Equity and bond neutral

PSNB ex Banking Groups m/m sep 9.4 Bil 6.4 Bil 9.7 Bil ** Equity and bond neutral

CBI Trends Total Orders m/m oct -37 -28 -30 ** Equity bearish, bond bullish

CBI Trends Selling Prices m/m oct -3 12 ** Equity bearish, bond bullish

CBI Business Optimism m/m oct -44 -32 -30 ** Equity bearish, bond bullish

AMERICAS

Canada Bloomberg Nanos Confidence m/m 18-Oct 57.5 58.0 ** Equity and bond neutral

Mexico Unemployment Rate m/m sep 3.8% 3.7% 3.8% ** 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. 
 



 

 

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

www.confluenceinvestment.com 

 5 

Today Prior Change Trend

3-mo Libor yield (bps) 195 197 -2 Down

3-mo T-bill yield (bps) 159 160 -1 Neutral

TED spread (bps) 37 37 0 Neutral

U.S. Libor/OIS spread (bps) 160 161 -1 Up

10-yr T-note (%) 1.77 1.80 -0.03 Down

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

EUR/USD 3-mo swap (bps) 23 23 0 Down

Currencies Direction

dollar Up Up

euro Down Up

yen Flat Down

pound Down Up

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 $59.19 $58.96 0.39%

WTI $53.57 $53.31 0.49%

Natural Gas $2.24 $2.24 0.22%  

Crack Spread $18.56 $18.77 -1.10%

12-mo strip crack $18.63 $18.69 -0.34%

Ethanol rack $1.67 $1.68 -0.52%

Gold $1,487.34 $1,484.50 0.19%

Silver $17.61 $17.56 0.29%

Copper contract $264.35 $264.65 -0.11%

Corn contract 391.50$       387.25$       1.10%

Wheat contract 530.50$       523.50$       1.34%

Soybeans contract 943.25$       933.25$       1.07%

Baltic Dry Freight 1846 1855 -9

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) -2.0

Distillates (mb) -2.5

Refinery run rates (%) 1.00%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for cooler-than-normal temperatures for most of the 

country, with warmer temperatures on the southeast coast.  Wet conditions are expected for most 

of the country, with a dry spell in the western region.  There are no tropical storms expected 

within the next 48 hours.  Hurricane season usually ends November 1.  Natural gas prices 

tumbled yesterday after NOAA released its winter forecast; government forecasters are 

projecting a mild winter this year. 

https://www.cpc.ncep.noaa.gov/products/predictions/long_range/seasonal.php?lead=2
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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.  
 

October 18, 2019 
 

In 2017, we introduced an indicator of the basic health of the economy and added it to the many 

charts we monitor to gauge market conditions.  The indicator is constructed using commodity 

prices, initial claims and consumer confidence.  The thesis behind this indicator is that these 

three components should offer a simple and clear picture of the economy; in other words, rising 

initial claims coupled with falling commodity prices and consumer confidence is a warning that a 

downturn may be imminent.  The opposite condition should support further economic recovery.  

In this report, we will update the indicator with September data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the upward momentum in the economy slowed last year but it does remain well above 

zero.  We have placed vertical lines at certain points when the indicator fell below zero.  It works 

fairly well as a signal that equities are turning lower, but there is a lag.  In other words, by the 

time this indicator suggests the economy is in trouble, the recession is very near and the equity 

markets have already begun their decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at minus 1.0.  This provides an earlier bearish signal and also eliminates the false positives that 

the zero threshold generates.  Nevertheless, the fact that this variation of the indicator is just 

below zero raises caution.    

 

What does the indicator say now?  The economy has decelerated but is not yet at a point where 

investors should become overly defensive.  At the same time, the 18-month change in the 

indicator has fallen below zero; in 2016, this situation led to several months of sideways market 

activity.  If we continue to see the lower chart hover around zero, the greater the likelihood that 

equities will flatten.  Thus, reducing equity risk by rebalancing for a more defensive equity 

sector exposure would be prudent.      

 

 

 

 
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 10/18/2019 close) 

 

0.0% 20.0% 40.0%

Energy
Healthcare

Materials
Financials

S&P 500
Industrials

Consumer Staples
Communication Services

Utilities
Consumer Discretionary

Real Estate
Technology

YTD Total Return

-0.5% 0.0% 0.5% 1.0% 1.5% 2.0%

Materials

Healthcare

Consumer Staples

Consumer Discretionary

Utilities

Communication Services

Industrials

S&P 500

Real Estate

Technology

Financials

Energy

Prior Trading Day Total Return

(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 10/18/2019 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 
 

October 17, 2019 
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P/E as of 10/16/2019 = 18.1x

 
 

Based on our methodology,1 the current P/E is 18.1x, up 0.1x from last week.     

 

 
 
 
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. 


