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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: April 23, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

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

from the prior close.  Chinese markets were lower, with the Shanghai Composite down 0.2% and 

the Shenzhen Composite down 0.5%.  U.S. equity index futures are signaling a flat open.  With 

84 companies having reported, the S&P 500 Q1 earnings stand at $32.90, lower than the $35.51 

forecast for the quarter.  The forecast reflects a 10.0% decrease from Q1 2019 earnings.  Thus far 

this quarter, 66.7% of the companies have reported earnings above forecast, while 31.0% have 

reported earnings below forecast.   
 

Good morning!  Ramadan begins this evening.  Equities are steady this morning as financial 

markets digest historically weak economic data out of Europe.  Meanwhile, oil prices continue to 

recover; we update our views on oil in this week’s Weekly Energy Update.  We also update the 

COVID-19 news below, and, proving that geopolitics, like rust, never sleeps, we update 

geopolitical concerns over North Korea and China.  Here are the details: 

 

COVID-19:  The number of reported cases is 2,647,512 with 184,372 deaths and 721,349 

recoveries.  In the U.S., there are 842,624 confirmed cases with 46,785 deaths and 76,614 

recoveries.  Here is the FT chart: 
 

 

 

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-stock-markets-dow-update-04-23-2020-11587619422?shareToken=st7adc701b66554ef08a45f0c8f20f47b0
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Apr_23_2020.pdf
https://www.ft.com/content/35672145-5842-3f39-8a5f-5d073721548b
https://coronavirus.jhu.edu/map.html
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The virus news: 

• The reopening after lockdown is the next phase of the virus.  We are watching with great 

interest the steps that various governments are using to make this work. 

o South Korea is quarantining those with the virus and using wristbands to make 

sure that those who are ordered to stay home do so.   

o Chile is issuing "immunity passports" to those who have recovered from the virus.  

This will allow them to return to work.   

o In the U.S., because of our federal system, states and local governments are 

generally in charge of reopening.  This is leading to a mixed response, with 

Georgia taking a rather aggressive stance compared to a more cautious one from 

New York.  However, reducing restrictions is one thing, but changing behaviors is 

another.  Even reducing restrictions may not lead companies and households to 

change their behavior.  Another lurking worry is fear of litigation.  Although the 

White House has argued that businesses should not be liable for infections that 

occur on their premises, it isn’t a stretch that some lawyer somewhere will bring a 

case against a restaurant or a grocery store for a patron that believes he contracted 

the disease while visiting that establishment.  That may keep businesses from 

aggressively reopening.   

o Another factor is that, for some workers, the combination of state unemployment 

plus the federal boost is high enough to discourage returning to work.  That may 

slow reopening as well.   

• New reports indicate that the first confirmed case of COVID-19 occurred in Santa Clara 

as early as February 6.  This means COVID-19 got here earlier than previously thought. 

• The most vulnerable to the virus appear to be residents of nursing homes.   

• Meanwhile, there remains great uncertainty about the veracity of the infection and fatality 

data.  This report sheds some light on the issue by comparing overall death rates to 

normal rates in numerous nations.  One interesting sidelight is that Sweden’s fatality rate 

is only running about 12% above normal compared to Spain at 66% or England and 

Wales at 33%.  Sweden has been doing “lockdown-lite” and this data would suggest it is 

working, at least so far.  

• A new, and we must say, unsettling, development is being reported about COVID-19.  

Infections seem to be triggering difficult to control blood clotting in some patients.  

Researchers are not sure but speculate that the clotting may be caused by the body’s 

reaction to the virus itself.  In other words, COVID-19 doesn’t directly lead to clotting 

but the body’s immune response triggers the reaction.  There were some reports of 

clotting overseas but the U.S., plagued by obesity and heart disease, is seeing more cases.  

Apparently, it has become a risk factor for women immediately after childbirth.  This is 

the first time we have heard of this characteristic, but it might explain why age has 

become such a serious risk factor for the virus.  

• In China, testing of patients who have had the disease, recovered and are asymptomatic 

are still showing the virus remains present.  It is unclear whether (a) these patients 

continue to shed the virus and are thus able to spread it, or (b) the tests are generating 

false positives.  It is universally held by researchers that the key to reopening economies 

https://asia.nikkei.com/Spotlight/Coronavirus/South-Korea-to-adopt-wristbands-for-quarantine-violators2?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.washingtonpost.com/world/the_americas/chile-coronavirus-immunity-passport-antibody-testing-card/2020/04/20/8daef326-826d-11ea-81a3-9690c9881111_story.html?stream=top&utm_campaign=newsletter_axiosam&utm_medium=email&utm_source=newsletter
https://www.wsj.com/articles/coronavirus-latest-news-04-20-2020-11587379189?shareToken=st777e43f5aea34d5a8794aa0037ebc0f4
https://www.wsj.com/articles/coronavirus-latest-news-04-20-2020-11587379189?shareToken=st777e43f5aea34d5a8794aa0037ebc0f4
https://www.wsj.com/articles/in-atlanta-many-business-owners-bristle-at-kemps-reopening-plan-11587549602?shareToken=stf1aa774dd921469982dc3014e48ee618
https://www.wsj.com/articles/in-atlanta-many-business-owners-bristle-at-kemps-reopening-plan-11587549602?shareToken=stf1aa774dd921469982dc3014e48ee618
https://www.wsj.com/articles/our-restaurants-cant-reopen-until-august-11587504885?shareToken=st078001f74e394f09b5df178f8649a852
https://www.wsj.com/articles/our-restaurants-cant-reopen-until-august-11587504885?shareToken=st078001f74e394f09b5df178f8649a852
https://nyti.ms/3atiJvW
https://www.bloomberg.com/news/articles/2020-04-22/coronavirus-death-hit-u-s-weeks-earlier-than-first-thought?sref=PhB3liAe
https://www.wsj.com/articles/coronavirus-latest-news-04-22-2020-11587548515?shareToken=st1ac004103b90420c867f20cdf2def54d
https://www.wsj.com/articles/coronavirus-deaths-in-u-s-nursing-long-term-care-facilities-top-10-000-11587586237?shareToken=stf0d9689d6d2e42c28aa5755ff6eb4aa5
https://nyti.ms/34QerxA
https://www.washingtonpost.com/health/2020/04/22/coronavirus-blood-clots/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.reuters.com/article/us-health-coronavirus-china-patients-ins/recovered-almost-chinas-early-patients-unable-to-shed-coronavirus-idUSKCN2240HI
https://www.reuters.com/article/us-health-coronavirus-china-patients-ins/recovered-almost-chinas-early-patients-unable-to-shed-coronavirus-idUSKCN2240HI
https://www.wsj.com/articles/new-york-preps-for-large-scale-testing-program-to-combat-coronavirus-spread-11587582232?shareToken=st05a645ec229d4b7f98c36a435c32a603
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and easing social restrictions is testing.  However, we are increasingly concerned the 

testing may be flawed.  When one creates an indicator, there is always a tension between 

sensitivity and accuracy.  Constructing an indicator for sensitivity will tend to give lots of 

positive signals but risk false positives.  Making one that leans toward accuracy means 

the test confirms clear cases but will miss borderline ones or generate false negatives.  

This is simply a fact of creating such instruments.  We suspect researchers have feared 

false negatives more than false positives, which makes sense.  And, we note there has 

been little evidence that those who have recovered have been transmitting the disease to 

others.  However, if we go “all in” on testing, we could create situations where we 

believe we are surrounded by “typhoid Mary’s” who we quarantine when they pose no 

threat at all.   

• China is facing a new surge in cases in Heilongjiang province which borders Russia in 

the northeast.  Local officials have imposed travel restrictions with Russia, fearing that 

the new cases are being imported from the north.    

• SOS Pompeo has accused China of deliberately destroying coronavirus samples as part of 

a cover-up to prevent analysts from determining the origin of COVID-19.  This allegation 

continues the pattern of deteriorating relations between the U.S. and China. 
 

The policy news: 

• There is a brewing battle between the Speaker of the House and the Majority leader in the 

Senate.  State and local governments have increased their spending to respond to 

COVID-19.  Democrats wanted to boost support for state and local governments in the 

latest stimulus package but were rebuffed.  McConnell revealed his thoughts yesterday, 

suggesting state and local governments should probably avail themselves to the 

bankruptcy courts. 

o The position of state and local governments has been a brewing problem for some 

time.  A number of states (our neighbors east, in particular) have difficult 

financial positions due to pension obligations.  Bankruptcy may be the only way 

to address the pension problem, forcing a resolution. 

o That might be a solution, but now is a potentially dangerous time to bring it up.  

Financial crises develop because asset holders fear a “run on the bank.”  If muni 

bond holders begin to believe their bonds could default on a widespread basis, it 

could trigger a mass selloff and lead to a broader financial crisis.   

o We will watch to see how the Fed and the White House react; our suspicion is that 

McConnell will get some sympathy for his position, but, in the end, there will be 

aid for state and local governments. 

• Another area we are watching closely is the mortgage industry.  There are growing 

concerns that Fed support isn’t broad enough and the fiscal side isn’t doing enough 

either.   

• It appears the backlog for the Paycheck Protection Program is growing rapidly and may 

quickly exhaust the $320 billion new funding.  Another item we discovered that we 

didn’t know before: there are moral clauses in SBA lending which are shutting out 

businesses for these loans.  We are starting to see talk of a stimulus idea that, in one form, 

which we noted over a month ago, would be a payroll tax holiday.  However, what is 

https://www.wsj.com/articles/new-york-preps-for-large-scale-testing-program-to-combat-coronavirus-spread-11587582232?shareToken=st05a645ec229d4b7f98c36a435c32a603
https://www.rfa.org/english/news/china/coronavirus-northeast-04222020112425.html
https://www.google.com/maps/place/Heilongjiang,+China/@51.6797868,120.7506404,4z/data=!4m5!3m4!1s0x5e5b1fb6ce2f967f:0xfd4303cc8360af00!8m2!3d47.1216472!4d128.738231
https://www.ft.com/content/09eda3e4-3fe2-4099-9ff5-c1cf4b50bdf4?emailId=5ea10e312150a0000494efc5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.businessinsider.com/mcconnell-states-bankruptcy-coronavirus-federal-bailout-economy-instead-aid-2020-4
https://www.businessinsider.com/mcconnell-states-bankruptcy-coronavirus-federal-bailout-economy-instead-aid-2020-4
https://finance.yahoo.com/news/david-zervos-fed-has-left-mortgage-market-high-and-dry-and-it-should-fix-that-180147999.html
https://finance.yahoo.com/news/david-zervos-fed-has-left-mortgage-market-high-and-dry-and-it-should-fix-that-180147999.html
https://www.wsj.com/articles/more-coronavirus-aid-to-small-businesses-is-coming-but-it-might-not-be-enough-11587634200?shareToken=stbaeccb4f219748fe8210bbd70e041c8c
https://www.wsj.com/articles/small-business-loans-strip-clubs-cannabis-shops-need-not-apply-11587573925?shareToken=st624c8cb8b1a044e094e2a1273642c576
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being considered now would put the plan on steroids; it would use the system in reverse 

to funnel money to firms that pay the payroll tax to subsidize keeping employees on the 

payroll.   

• As we note below, European PMI data fell to historically low levels.  The European 

Commission is mulling a €2.0 trillion support package that includes loans and grants.   

However, there has still been no movement on a Eurobond. 
 

The economic news: 

• The preponderance of the data still points to a very weak economy.  The NY FRB has 

issued a weekly estimate of GDP designed to show what the yearly change in GDP will 

be based on current data.  The index doesn’t have a long history, but it fits GDP rather 

well.  It is suggesting a nearly 11% yearly decline is on its way.  We will continue to 

monitor this data for insights into the path of the economy. 
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• It’s not all bad, however.  Daily consumer sentiment data from Morning Consult is 

suggesting that consumers remain glum, but conditions are not worsening.  

• The move to cash by households and firms has led to a massive jump in M2.  This 

measure of the money supply is up over 15% from last year.  Under normal 

circumstances, this available liquidity would be considered bullish for future growth.  

However, uncertainty surrounding the futures will, at least for a while, lead to a drop in 

velocity. 

https://www.wsj.com/articles/small-business-loan-fund-may-run-dry-again-is-there-another-way-11587558298?shareToken=st9e94d323110c4528ab9e2295cdb132c6
https://www.wsj.com/articles/small-business-loan-fund-may-run-dry-again-is-there-another-way-11587558298?shareToken=st9e94d323110c4528ab9e2295cdb132c6
https://nyti.ms/3czW7eO
https://nyti.ms/3czW7eO
https://www.politico.eu/article/eurozone-problem-country-germany-coronavirus/?utm_source=POLITICO.EU&utm_campaign=b0592a2dec-EMAIL_CAMPAIGN_2020_04_23_05_07&utm_medium=email&utm_term=0_10959edeb5-b0592a2dec-190334489
https://morningconsult.com/2020/04/22/consumer-confidence-stabilizes-in-april-after-free-fall-in-march/
https://www.wsj.com/articles/coronavirus-made-america-s-biggest-banks-even-bigger-11587639602?shareToken=st424e00c2e9804e41841c48c45d1585a5
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• Quietly, China is admitting it won’t meet its 6% GDP target this year.    
 

The market news: 

• Another meatpacking plant has been forced to close due to COVID-19.  Tyson Foods 

(TSN, 59.92, -1.99) announced it would close its Waterloo, IA, pork processing plant, the 

largest in the company.  This follows closures by other firms in South Dakota.  We would 

expect pork shortages to begin developing very soon.   

• One of the consequences of working from home may be that households begin to realize 

that living in a big, expensive city may not be necessary for employment.  That may lead 

to an exodus from these overcrowded areas into areas with lower costs of living.    
 

The foreign policy news: 

• We reported recently that Australia was taking measures to force news aggregators to pay 

more to content providers (news organizations).  France has moved in a similar direction 

and the EU is considering action as well.  If this trend accelerates, it will affect Google 

(GOOGL, 1258.41, +46.25) and Facebook (FB, 182.28, +11.48). 

• Declines in developed nation employment are hitting remittances from immigrant 

workers to their families in emerging economies.   

• Iran's Revolutionary Guard Corps is using the pandemic to increase its influence in the 

country.  We have wondered for some time whether when Ayatollah Khamenei dies the 

Corps might end up seizing power and either dispensing with rule by clerics or installing 

a puppet to take full control.    
 

China:  China has been taking increasingly aggressive actions in the South China Sea.  Malaysia 

is reporting that a Chinese survey vessel has been operating in its waters without asking for 

permission.  This same ship, the Hai Yan Di Zhi 8, operated in a disputed area near Vietnam.  

This is just the latest in a series of actions China has taken recently.  To some extent, this is 

nothing new; China has claimed the entire South China Sea as its own, but does appear to be 

using the distraction triggered by the COVID-19 pandemic to continue these actions.  The U.S. 

has responded by sending U.S. warships into the area.  China has also been accused of using 

social media to send fake messages into the U.S. designed to spread disinformation.  These 

https://www.scmp.com/economy/china-economy/article/3080882/coronavirus-china-seen-pursuing-lower-2020-economic-growth
https://www.axios.com/coronavirus-tyson-meats-closes-waterloo-plant-pork-a28407e5-688f-489f-a4c6-53e9437df778.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://www.wsj.com/articles/escape-from-new-york-city-11587477601?shareToken=st920aae5311d448769f63a5f6d5ed0eeb
https://www.politico.eu/article/coronavirus-covid19-publishers-google-facebook-copyright/?utm_source=POLITICO.EU&utm_campaign=b0592a2dec-EMAIL_CAMPAIGN_2020_04_23_05_07&utm_medium=email&utm_term=0_10959edeb5-b0592a2dec-190334489
https://www.politico.eu/article/coronavirus-covid19-publishers-google-facebook-copyright/?utm_source=POLITICO.EU&utm_campaign=b0592a2dec-EMAIL_CAMPAIGN_2020_04_23_05_07&utm_medium=email&utm_term=0_10959edeb5-b0592a2dec-190334489
https://www.wsj.com/articles/money-migrant-workers-send-home-is-set-to-tumble-during-coronavirus-crisis-says-world-bank-11587581458?shareToken=st47e14a33f64749fbbe9ecca558eb58eb
https://www.washingtonpost.com/world/irans-revolutionary-guard-capitalizes-on-pandemic-to-strengthen-grip-on-the-country/2020/04/22/36569db8-8349-11ea-9728-c74380d9d410_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/irans-revolutionary-guard-capitalizes-on-pandemic-to-strengthen-grip-on-the-country/2020/04/22/36569db8-8349-11ea-9728-c74380d9d410_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.rfa.org/english/news/china/southchinasea-malaysia-survey-04172020190602.html
https://www.rfa.org/english/news/china/southchinasea-malaysia-survey-04172020190602.html
https://www.rfa.org/english/news/china/southchinasea-malaysia-survey-04172020190602.html
https://warontherocks.com/2020/04/same-as-it-ever-was-chinas-pandemic-opportunism-on-its-periphery/
https://warontherocks.com/2020/04/same-as-it-ever-was-chinas-pandemic-opportunism-on-its-periphery/
https://sg.news.yahoo.com/beijing-moves-strengthen-grip-over-142439192.html
https://nyti.ms/3czI0Gq
https://nyti.ms/3czI0Gq
https://nyti.ms/2RYnpUn
https://nyti.ms/2RYnpUn
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actions, along with others, have been increasing anger at China, which may have an adverse 

reaction in the future.   
 

North Korea:  Although COVID-19 is clearly dominating the news and markets, there are other 

concerns we are monitoring.  The mystery of Kim Jong Un’s health is front and center.  As we 

have noted, the “young general” has been out of sight for much of April.  He missed his 

grandfather’s birthday remembrance celebration on April 15.  There are reports, still not actually 

confirmed, that he had heart surgery, perhaps of an emergency nature.  Kim is said to be a heavy 

smoker and may be sporting a BMI of 45.  On the one hand, those risk factors would point to a 

cardiac problem; at the same time, there are plenty of men in their early 30s with those factors 

who do just fine.  It’s when they get a bit older that problems emerge.  Thus, if Kim needed 

bypass surgery at this age, that would be a problem.   
 

At the same time, we are not seeing the sort of behavior we usually see when an authoritarian 

leader is stricken.  Often, if the leadership is in doubt, the military is confined to barracks to 

prevent a coup and, if a praetorian guard is in place, it is put on high alert.  None of these 

situations have been reported.  It is not uncommon for those whose status is totally dependent on 

the sickened leader to head for the exits when it looks like a new person is going to take over.  

After all, the new leader will have his own people and the previous leader’s sycophants are 

usually dispatched either to remote and hostile areas of the country or to regions beyond this 

earthly pale.  There is no evidence of high-level defections.  This isn’t the first time Kim has 

disappeared; he was missing for a month in September 2014, only to reappear using a cane.  It 

was suspected the young leader fell victim to a bout of gout.  So, we do have to take care in 

overreacting.   
 

Here are two items to consider. First, if Kim is really in grave danger, watch China and South 

Korea.  China is always worried about a collapse in Pyongyang because it will trigger a refugee 

crisis.  If we see Beijing take steps to aggressively seal the border with North Korea, it would 

probably mean something is up.  South Korea has similar worries.  Seoul is terrified of the costs 

West Germany bore to integrate East Germany.  Given how militarized the 38o parallel is, it 

would be suicidal for North Koreans to flee south unless the regime completely collapses.  But, if 

South Korea starts moving to protect the border, it may mean it knows the regime is in trouble.  

Second, there are reports that Kim’s half-sister, Kim Yo Jong, would be the next in line for the 

“throne.”  We have serious reservations about this idea.  The Kim regime isn’t called the “Hermit 

Kingdom” for nothing; this is a dynastic system and it isn’t clear a woman would be accepted as 

leader.  She might, but it’s not guaranteed.  Kim Jong Un has an older brother, Kim Jong Chul.  

The oldest brother, Kim Jong Nam, was assassinated in 2017. 
 

The collapse of the North Korean regime would be a geopolitical mess.  There would be a 

scramble for power among the non-Kim leaders.  We could see a mass selloff of military 

hardware, and there is the aforementioned refugee crisis.  There are reports that the U.S. has 

contingency plans, which is good.  However, one must always remember Mike Tyson’s 

comment about plans.  If a breakdown occurs, equities in South Korea and Japan would be at 

highest risk. 
 

https://www.ft.com/content/8d7842fa-8082-11ea-82f6-150830b3b99a?emailId=5e9d0a49089ccb0004a909bc&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.scmp.com/economy/china-economy/article/3080419/coronavirus-china-oil-titan-warns-gathering-black-swan-risks
https://www.scmp.com/economy/china-economy/article/3080419/coronavirus-china-oil-titan-warns-gathering-black-swan-risks
https://www.cnn.com/2020/04/20/politics/kim-jong-un-north-korea/index.html
https://edition.cnn.com/2020/04/17/asia/north-korea-kim-jong-un-intl-hnk/index.html
https://www.snopes.com/news/2014/10/15/kim-jong-spun/
https://www.vice.com/en_us/article/n7jx8g/kim-jong-uns-sister-could-replace-him-if-he-dies-who-is-kim-yo-jong
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_3_6_2017.pdf
https://www.foxnews.com/politics/us-has-extensive-contingency-plans-kim-jong-un-death-sources
https://www.foxnews.com/politics/us-has-extensive-contingency-plans-kim-jong-un-death-sources
https://fewzion.com.au/mike-tyson-everyone-has-a-plan-until-they-get-punched-in-the-mouth/
https://fewzion.com.au/mike-tyson-everyone-has-a-plan-until-they-get-punched-in-the-mouth/
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Argentina:  The government missed a $503 million debt payment yesterday, starting the clock 

for default.  If an arrangement isn’t made in the 30-day grace period, there will be an official 

default on $65 billion of debt owed to private creditors.   

 

U.S. Economic Releases 
 

Initial jobless claims came in below expectations at 4.427 million compared to expectations of 

4.500 million.  The prior report was revised downward from 5.245 million to 5.237 million. 
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The chart above shows the four-week moving average of initial jobless claims.  This week, the 

moving average rose from 5.452 million to 5.732 million. 
 

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

EDT Indicator Expected Prior Rating

9:45 Bloomberg Economic Expectations m/m Apr 46.5 **

9:45 Bloomberg Consumer Comfort w/w Apr 44.5 **

9:45 Markit US Manufacturing PMI m/m Apr 35 48.5 **

9:45 Markit US Services PMI m/m Apr 30 39.8 **

9:45 Markit US Composite PMI m/m Apr 40.9 **

10:00 New Home Sales m/m Mar 644k 765k **

10:00 New Home Sales m/m Mar -0.158 -0.044 **

11:00 Kansas City Fed Manf. Activity m/m Apr -37 -17 **

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.  

https://www.ft.com/content/28492bbb-129d-47d9-af8b-e193ec0c00d0?emailId=5ea10e312150a0000494efc5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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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

China Swift Global Payments CNY m/m Mar 1.9% 2.1% ** Equity and bond neutral

Japan Jibun Bank Japan PMI Mfg m/m Apr 43.7 44.8 ** Equity bearish, bond bearish

Jibun Bank Japan PMI Services m/m Apr 22.8 33.8 ** Equity bearish, bond bearish

Jibun Bank Japan PMI Composites m/m Apr 27.8 36.2 ** Equity bearish, bond bearish

Australia CBA Australia PMI Manufacturing m/m Apr 45.6 49.7 ** Equity bearish, bond bearish

CBA Australia PMI Services m/m Apr 19.6 38.5 ** Equity bearish, bond bearish

CBA Australia PMI Composite m/m Apr 22.4 39.4 ** Equity bearish, bond bearish

New Zealand Credit Card Spending y/y Mar -8.2% 2.5% ** Equity bearish, bond bearish

Europe

Eurozone Markit Eurozone Manufacturing PMI m/m Apr 33.6 44.5 ** Equity bearish, bond bearish

Markit Eurozone Services PMI m/m Apr 11.7 26.4 ** Equity bearish, bond bearish

Markit Eurozone Composite PMI m/m Apr 13.5 29.7 ** Equity bearish, bond bearish

Germany Markit/BME Germany Manufacturing PMI m/m Apr 34.4 45.4 39.0 ** Equity bearish, bond bearish

Markit Germany Services PMI m/m Apr 15.9 31.7 28.0 ** Equity bearish, bond bearish

Markit/BME Germany Composite PMI m/m Apr 17.1 35.0 28.5 ** Equity bearish, bond bearish

GfK Consumer Confidence m/m May -23.4 2.7 -1.8 *** Equity bearish, bond bearish

France Business Confidence m/m Apr 62 95 80 *** Equity bearish, bond bearish

Manufacturing Confidence m/m Apr 82 98 83 ** Equity and bond neutral

Production Outlook Indicator m/m Apr -78 -33 -45 ** Equity bearish, bond bearish

Own-Company Production Outlook m/m Apr -35 -4 ** Equity bearish, bond bearish

Business Survey Overall Demand m/m Apr -17 3 ** Equity bearish, bond bearish

Markit France Manufacturing PMI m/m Apr 31.5 43.2 37.0 ** Equity bearish, bond bearish

Markit France Services PMI m/m Apr 10.4 27.4 24.5 ** Equity bearish, bond bearish

Markit France Composite PMI m/m Apr 11.2 28.9 24.5 ** Equity bearish, bond bearish

UK Public Finances (PSNCR) m/m Mar 7.2b 1.4b ** Equity and bond neutral

Central Government NCR m/m Mar 21.3b -2.5b ** Equity and bond neutral

Public Sector Net Borrowing m/m Mar 2.3b -0.4b 1.8b ** Equity and bond neutral

PSNB ex Banking Groups m/m Mar 3.1b 0.3b 2.7b ** Equity and bond neutral

Markit UK PMI Manufacturing SA m/m Apr 32.9 47.8 42.0 ** Equity bearish, bond bearish

Markit/CIPS UK Services PMI m/m Apr 12.3 34.5 27.8 ** Equity bearish, bond bearish

Markit/CIPS UK Composite PMI m/m Apr 12.9 36 29.5 ** Equity bearish, bond bearish

CBI Trends Total Orders m/m Apr -56 -29 -51 ** Equity bearish, bond bearish

CBI Trends Selling Prices m/m Apr -11 7 4 ** Equity bearish, bond bearish

CBI Business Optimism m/m Mar -87 23 -58 ** Equity bearish, bond bearish

Russia Industrial Production y/y Mar 0.3% 3.3% 0.2% *** Equity and bond neutral

AMERICAS

Mexico Retail Sales y/y Feb 2.5% 2.7% 2.8% ** Equity and bond neutral

Canada CPI y/y Mar 0.9% 2.2% 1.1% *** 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) 104 110 -6 Down

3-mo T-bill yield (bps) 10 10 0 Neutral

TED spread (bps) 95 100 -5 Up

U.S. Libor/OIS spread (bps) 8 7 1 Up

10-yr T-note (%) 0.63 0.62 0.01 Neutral

Euribor/OIS spread (bps) -19 -23 4 Neutral

EUR/USD 3-mo swap (bps) -29 -36 7 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Up Up

pound Up Down

franc Down Up  
 

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 $21.88 $20.37 7.41% Middle East Uncertainty

WTI $15.35 $13.78 11.39%

Natural Gas $1.93 $1.94 -0.67%

Crack Spread $16.56 $16.81 -1.51%

12-mo strip crack $9.49 $9.70 -2.15%

Ethanol rack $1.14 $1.14 0.38%

Gold $1,726.17 $1,714.08 0.71%

Silver $15.28 $15.10 1.22%

Copper contract $231.25 $230.90 0.15%

Corn contract 329.75$       324.75$       1.54%

Wheat contract 550.00$       543.75$       1.15%

Soybeans contract 853.25$       842.50$       1.28%

Baltic Dry Freight 694 728 -34

Actual Expected Difference

Crude (mb) 15.0 14.0 1.0

Gasoline (mb) 1.0 5.0 -4.0

Distillates (mb) 7.9 4.0 3.9

Refinery run rates (%) -1.50% -2.00% 0.5%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the country, with cooler temps in the eastern region.  Wet conditions are expected for most of the 

Southwest and Rocky Mountain regions. 
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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. Note that this report is also offered as a separate document on our website. 
 

April 17, 2020 
 

The Federal Reserve’s aggressive expansion of its balance sheet has been in response to fears of 

systemic risk.  The experience of the 2008 Great Financial Crisis has made it clear that systemic 

risk can occur from a myriad of different parts of the financial system, so the Fed has broadened 

its support to include a significant expansion of credit risk, including corporate credit, both 

investment-grade and below-investment-grade, municipal debt, commercial paper along with 

mortgage and Treasuries.  Although the Fed did similar actions in the depths of the 2008 Great 

Financial Crisis, the current policy actions are far more aggressive than what was seen in the last 

decade, both in the level of the balance sheet expansion and the breadth of assets being 

purchased.  The Fed’s balance sheet is currently $6.083 trillion, a new record high. 

 

Although the FOMC’s actions have been in response to concerns over systemic risk, there is a 

structural backdrop as well.  Private sector debt in the U.S. is elevated and is probably 

unsustainable at current levels.  The sustainability of debt levels is more art than science.  

Although there are obvious ways to measure debt service costs and one can compare historical 

levels, there is a psychological element to the lending and borrowing process.  If confidence is 

high, lenders are anxious to “put money to work” and borrowers have high hopes that their 

borrowing will be beneficial.  For example, Americans believed that home prices would continue 

to rise from 1995 to 2005 and lending that now looks reckless seemed reasonable at the time.  

But, once confidence in home prices waned, there was a scramble to reduce exposure to the 

sector that culminated in the 2008 Great Financial Crisis. 

 

We have seen a decline in private sector debt1 since 2007; however, the slow growth seen during 

this expansion likely reflects the fact that we haven’t seen enough debt liquidation.  We saw a 

similar situation in the 1930s. 

 
1 We define private sector debt as household debt plus non-financial corporate debt; the financial system debt is 

excluded because much of that debt is to the non-financial components and thus including it would be double 

counting.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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When private sector debt becomes excessive, there are two paths of resolution.  The first is to 

allow the debt to be liquidated through bankruptcy.  At a microlevel, this path is perfectly 

reasonable.  After all, if a borrower and a lender took risks, they should bear the burden of their 

mistakes.  However, at a macrolevel, this path of resolution tends to create systemic risk.2  One 

party’s debt is another party’s asset.  If the debt is resolved at a loss, the asset falls in value too.  

The process can lead to deep and widespread collateral damage.  For example, in 1928 there 

were 26,401 commercial banks in the U.S.; by 1934, this number had declined to 15,913.  The 

decline in asset values and the loss of bank deposits tend to lead to bank failures and the 

hoarding of cash that can cause a deflationary spiral.  Politically, allowing a debt restructuring to 

occur “naturally” has become a non-starter.   

 

Therefore, if the private sector debt overhang isn’t resolved by liquidation and asset price 

declines, the other option is to socialize the debt.  The debt is shifted to the public sector balance 

sheet and resolved over time.  Referring to the above chart, the Fed’s balance sheet began to rise 

aggressively after 1932, with only a modest increase in the government’s debt.  Although the 

expansion of the Fed’s balance sheet helped end the initial phase of the Great Depression, private 

sector debt continued to decline, which we would argue shows a continued lack of confidence by 

borrowers and lenders. 

 
2 This process was described by Irving Fisher in 1933. 

https://phare.univ-paris1.fr/fileadmin/PHARE/Irving_Fisher_1933.pdf
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This chart shows real annual log-transformed GDP starting in 1901.  We regress a time trend 

through the data.  Despite the Fed’s efforts, GDP remained below trend, suggesting the full 

impact of the debt liquidation tied to the Great Depression had not been resolved.  The full 

resolution wasn’t accomplished until the rise of government spending for WWII, along with the 

further expansion of the Fed’s balance sheet.  The combination led to a decline in private sector 

debt to below 40% of GDP.  The decline in private sector debt laid the groundwork for the 

postwar recovery.  It took nearly 15 years, a massive expansion of the Fed’s balance sheet and 

WWII spending to fully resolve the private sector debt overhang that developed prior to the 

1930s. 

 

However, the private sector debt didn’t disappear—it was transformed into public sector debt 

and that debt overhang needed to be resolved.  That resolution was executed by financial 

repression and regulation.  It is important to note that government debt issued in the currency 

that government controls is different that private sector debt.  The former doesn’t actually need 

to be paid off; it merely needs to be serviced.  Servicing government debt is a function of the 

relative size of that debt to the economy.  The formal process is called the Net Fiscal Effect.  

This process is a formula: 

 

Net Fiscal Effect = (y/y% nominal GDP - government interest rate) + primary balance as 

% of GDP 

 

If nominal GDP rises faster than the rate of interest the government pays on the debt plus 

primary balance,3 then the overall government debt/GDP ratio will fall.  Here is a chart: 

 
3 The primary balance = government revenue/GDP - (government spending - interest paid)/GDP.  In other words, 

it’s net government spending less interest payments. 
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This chart shows the net fiscal effect on the upper line (we use the 10-year T-note yield as a 

proxy for borrowing costs).  From the end of WWII into the early 1980s, the net fiscal effect was 

positive, and the government debt/GDP ratio steadily declined.   

 

If policymakers follow the Great Depression/WWII path, we would expect a gradual rise in long-

term interest rates. 
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This chart shows the 10-year T-note yield, the yearly change in nominal GDP and the difference 

between the two series.  The postwar period to the early 1980s was a secular bear market for 

bonds.  That may not happen this time around, or it may be slower to evolve.  The Fed may 



 

 

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

www.confluenceinvestment.com 

 14 

engage in yield curve control, preventing Treasury rates from rising.  The aging population could 

reduce inflation fears; it is important to note that the Millennial generation may be scarred by the 

last two decades and may behave like the Depression/War generation.  That would mean less 

spending and risk taking.  But it would be reasonable to expect that a gradual reflation is likely; 

after all, it supports the net fiscal effect. 

 

What should investors do in this environment?  We will discuss this issue at much greater length 

in an upcoming WGR series but here is how we are dealing with this development in our Asset 

Allocation strategies: 

 

1. We have deployed bond ladders using ETFs.  Bond laddering is an effective way to deal 

with gradually rising interest rates.  We use a mix of corporate and Treasuries in the 

ladders. 

2. We have added allocations to precious metals across all portfolios. 

3. Historically, equities have been a good inflation hedge; however, we may see a period of 

adjustment in the next decade as investors deal with rising inflation.  This may entail 

multiple contraction.  Although it is too early to reduce equity exposure for this event, we 

are cognizant of future development. 

Addressing the private sector debt overhang through socializing it to the public balance sheet is a 

rare event.  This one will be a challenge for investors, but it can be managed.  However, what has 

worked for the past 40 years (equity investing via blind indexing, holding long duration bonds, 

etc.)  probably won’t work for the next four decades.   

 

 
 
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.  

https://www.theatlantic.com/ideas/archive/2020/04/millennials-are-new-lost-generation/609832/
https://www.theatlantic.com/ideas/archive/2020/04/millennials-are-new-lost-generation/609832/
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Data Section 
 

 

U.S. Equity Markets – (as of 4/22/2020 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 4/22/2020 close) 
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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 

 

April 23, 2020 
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Based on our methodology,4 the current P/E is 19.1x, up 0.9x from last week.  The rise in the P/E 

was caused by the recovery in the S&P and falling earnings estimates. 

 

 
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. 

 

 

 
4 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 (Q3 and Q4) and two estimates (Q1). 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. 


