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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 27, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 2.1% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 1.5% from the prior close.  Chinese markets were higher, with the Shanghai Composite 

up 0.3% and the Shenzhen Composite up 0.1%.  U.S. equity index futures are signaling a higher 

open.  With 122 companies having reported, the S&P 500 Q1 earnings stand at $32.70, lower 

than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% decrease from Q1 2019 

earnings.  Thus far this quarter, 66.1% of the companies have reported earnings above forecast, 

while 32.2% have reported earnings below forecast.   

 

Good morning and happy Monday!  It’s central bank week; the BOJ has spoken, while the Fed 

and ECB meet later this week.  Equity futures are pointing to another higher opening and there 

are widespread reports of nations easing social distancing measures.  Oil prices are falling.  We 

update the COVID-19 news.  Here are the details: 

 

COVID-19:  The number of reported cases is 2,982,933 with 206,8111 deaths and 881,635 

recoveries.  In the U.S., there are 965,933 confirmed cases with 54,877 deaths and 107,045 

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-4-26-2020-11587963531?shareToken=stbdf5c9258db2463aa8355ada103be23e
https://www.ft.com/content/fc508cec-9b09-3bd6-9e8d-c315c3966770
https://www.nytimes.com/2020/04/27/world/coronavirus-news.html?campaign_id=51&emc=edit_MBE_p_20200427&instance_id=17970&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=26036&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
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The virus news: 

• The WHO announced over the weekend that there is currently “no evidence” that people 

who have been infected by COVID-19 have developed antibodies that protect them from 

reinfection.  There has been speculation that once a person is infected by the virus that a 

degree of immunity would be conferred.   That would allow governments to use 

serological tests to determine the degree of immunity and maybe issue “passports” that 

would allow those with immunity to return to normal activities.  However, that assumes 

that once infected, a person would be protected.  There has been evidence of those who 

were previously infected having caught the virus again.  In that regard, COVID-19 may 

behave like the common cold or influenza.   

• Despite these concerns, there has been a rush to develop tests to determine who has been 

infected.  Sadly, their reliability remains suspect.   

• The FT has published a report that argues the death toll from COVID-19 could be 60% 

higher than reported.  The study compares average death rates across 14 countries to 

normal and assumes increased death rates are likely from the virus.  The statistical counts 

we report each day should be treated as estimates; as an example, the spread between 

estimated fatality rates from the 1918 Spanish influenza varies widely even more than a 

century after the event.  This article’s methodology clearly has flaws (not all of the deaths 

above average have come from the virus), but it does act as a check on the official data.   

• Although global mortality continues to show that age is a risk factor, doctors in the U.S. 

are reporting that young people who have been infected with COVID-19 are facing blood 

clotting issues and are suffering from strokes.  Although the number of cases isn’t large, 

it is occurring with enough frequency that researchers are documenting the phenomena.  

In what may be a related story, the autopsy of the Santa Clara County woman, who was 

the earliest confirmed fatality from the virus, concluded that she died of a massive heart 

attack that led the sack around her heart to fill with blood and “rupture.”   

• Another twist to COVID-19 is that it seems to undermine lung capacity well before those 

infected discover it.  Patients infected with the virus will have oxygen saturation readings 

well below the normal 94% to 100%.  Some are reported to have saturation as low as 

50% with only mild symptoms.  The reaction, known as “silent hypoxia,” means that 

those infected are quite sick but don’t have the classic symptoms such as shortness of 

breath.  By the time they have noticeable trouble breathing, their oxygen saturation is at 

dangerously low levels and can progress to critical status quickly.  

• Boris Johnson is back to work.   

• Nursing homes continue to be an area of concern everywhere; France has been especially 

hard hit.    
 

The policy news: 

• The Fed meets this week.  We do not expect any policy action to be announced given the 

huge actions already taken.  So, don’t expect much in the statement.  The press 

conference, on the other hand, could be interesting.  We are watching for two things—

first, how does the chair handle the negative interest rate question, and second, what 

about expanding the municipal bond backstop?  On the first, expect the Fed to demur; on 

the second, expect promises to help if necessary.   

https://www.reuters.com/article/us-health-coronavirus-who/no-evidence-that-recovered-covid-19-patients-cannot-be-reinfected-who-idUSKCN2270FB?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://nyti.ms/3eUF2yn
https://nyti.ms/3cMkIgF
https://www.ft.com/content/6bd88b7d-3386-4543-b2e9-0d5c6fac846c
https://www.washingtonpost.com/health/2020/04/24/strokes-coronavirus-young-patients/
https://www.washingtonpost.com/health/2020/04/24/strokes-coronavirus-young-patients/
https://www.sfchronicle.com/file/607/2/6072-Dowd_Patricia_Cabello_-_Autopsy.pdf
https://www.politico.com/states/california/story/2020/04/25/first-recorded-covid-death-in-us-was-from-massive-heart-attack-autopsy-says-9422714
https://nyti.ms/2S7SV2r
https://www.nytimes.com/2020/04/26/world/coronavirus-news.html?campaign_id=51&context=menu&emc=edit_MBE_p_20200427&instance_id=17970&module=STYLN_live_tabs&nl=morning-briefing&pgtype=Article&regi_id=5677267&region=body&section=topNews&segment_id=26036&state=default&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&variant=2_body#link-b7ec96c
https://www.wsj.com/articles/how-coronavirus-outmaneuvered-frances-health-care-system-11587906000?shareToken=st61d18163eb6a44e1a6cd39b9e73dbe37
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• The Small Business Administration has moved to not allowing hedge funds or private 

equity firms to acquire small business rescue loans.  It is also limiting the ability of firms 

owned by private equity to borrow on the payroll protection program.  Hospitals 

purchased by private equity firms are demanding bailouts or they are threatening to close 

in the midst of a pandemic.  Meanwhile, there is a “shaming” underway for larger firms 

that are taking bailout funds.  The popular view is that the bailout money is helping the 

local bar and grill; in reality, anytime the government offers money, all sorts of people 

will line up to take it.  And, helping larger firms can reduce the impact on unemployment.  

But this isn’t how the public frames the debate, so larger firms are caught; do they take 

needed funds and risk the public relations backlash, or forego the money and hurt their 

companies? 

• Another twist is that bankrupt companies can’t get stimulus money.  This decision might 

actually be very bad for energy companies.   

• States are starting to reopen, but slowly.  To a great extent, governors and mayors are 

trying to balance public safety with the need for economic growth.  Complicating 

matters, as we noted in the virus news, is that we don’t really know everything about 

COVID-19.  Thus, what may seem like a reasonable decision could look like a terrible 

mistake in the eyes of historians years from now.  The news of reopening is helping 

equities this morning. 
 

The economic news: 

• In our memory, we can’t ever remember government-related entities issuing dire 

forecasts for the economy.  Whether it be the IMF, OECD, World Bank or the 

Congressional Budget office, we rarely see a forecast of bad news.  However, recently, 

we have seen the IMF and the World Bank issue bearish forecasts.  The CBO has just 

forecast a deep decline in GDP for Q2. 

 

The snapback in Q3 is mostly a function of annualization.  The key point to focus on is 

the level of GDP.  Note that the level of GDP remains below the recent peak of $21.7 

billion reported in Q4 2019.  According to this forecast, nominal GDP won’t reach the 

peak this year.   

https://www.politico.com/news/2020/04/24/investment-firms-barred-small-business-aid-coronavirus-206523?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.politico.com/news/2020/04/24/investment-firms-barred-small-business-aid-coronavirus-206523?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.wsj.com/articles/as-coronavirus-cases-climbed-private-equity-owned-hospital-faced-closure-11587893400?shareToken=ste95e0535034a4fe880a6d7435a406334
https://www.wsj.com/articles/as-coronavirus-cases-climbed-private-equity-owned-hospital-faced-closure-11587893400?shareToken=ste95e0535034a4fe880a6d7435a406334
https://www.wsj.com/articles/as-coronavirus-cases-climbed-private-equity-owned-hospital-faced-closure-11587893400?shareToken=ste95e0535034a4fe880a6d7435a406334
https://nyti.ms/3f389Q6
https://www.wsj.com/articles/bankrupt-companies-shut-out-of-stimulus-money-11587812400?shareToken=stf74e15d3d24049eaa5c3267000f5efd6
https://www.ft.com/content/3c6df942-30db-4a18-9e44-d0b1e945ae73
https://www.wsj.com/articles/virus-fallout-continues-as-u-s-deaths-near-54-000-11587885746?shareToken=st19d923d29ce3470ebcad2d367fab3df1
https://www.wsj.com/articles/virus-fallout-continues-as-u-s-deaths-near-54-000-11587885746?shareToken=st19d923d29ce3470ebcad2d367fab3df1
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• Chinese households have been increasing their debt in recent years.  Although the level 

remains below that of the U.S., which is around 75% of GDP, the slowdown caused by 

COVID-19 is increasing pressure on China’s households.   

 

• Banks are preparing for U.S. households to stop paying on credit cards due to the 

economic slowdown. 

• Global trade fell again in February.  Growth has been slow since late 2018. 

• The shutdown has wreaked havoc for perishable food supply chains.  There were lots of 

stories over the weekend about farmers ploughing under crops, while food bank demand 

remains elevated.  The problem is mostly logistical.  The food service system is designed 

to supply various groups—some retail, some commercial.  The latter has mostly been 

shut-down restaurants.  And, in related news, all that beer sent to stadiums for Opening 

Day and to bars for St. Patrick’s Day is now languishing and at risk of going stale.   

• Although COVID-19 continues to dominate the news, companies are rethinking supply 

chains for the world after the virus.  Deglobalization is the likely trend and firms are 

looking to adjust.  This action will also bring government involvement; the Pentagon has 

invested in the only U.S. rare earths mine in California.  Deglobalization will likely have 

a large impact on the profitability of technology hardware firms, which depend on China 

for their supply chains.   

• There is baseball!  But, only in Taiwan.  This report shows what baseball in the time of 

coronavirus looks like.    
 

The market news: 

• As fear recedes, investors are returning to the markets in search of yield.  Asset-backed 

securities and structured notes are making a comeback.  Emerging market bonds are also 

finding flows.   

• S&P has declined to downgrade Italian sovereign debt.  There were fears the credit rating 

agency would reduce Italy to below-investment grade, which would have made it 

difficult for the ECB to buy Italian bonds.    

https://www.scmp.com/news/article/3081560/chinese-households-faced-high-debt-risk-coronavirus-hit
https://www.scmp.com/news/article/3081560/chinese-households-faced-high-debt-risk-coronavirus-hit
https://www.wsj.com/articles/millions-of-credit-card-customers-cant-pay-their-bills-lenders-are-bracing-for-impact-11587807001?shareToken=st7763c8a82df44bff8b35f339e5f79b27
https://www.ft.com/content/db3427f5-5394-4661-8e52-6447fd3d9ae9?emailId=5ea6b5a51978e000040aed53&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/coronavirus-forces-farmers-to-destroy-their-crops-11587909600?shareToken=st8e85b1ab815144e28bf6344488491793
https://www.wsj.com/articles/a-new-problem-is-brewing-in-the-beer-industry-one-million-kegs-are-going-stale-11587733224?shareToken=std00b56ef49124bc096dd5bd9d47c3f28
https://www.wsj.com/articles/coronavirus-disrupted-supply-chains-that-companies-are-still-fixing-11587893401?shareToken=st79fdfd9ec6ba41aba06f7deea02ad6cd
https://www.wsj.com/articles/coronavirus-disrupted-supply-chains-that-companies-are-still-fixing-11587893401?shareToken=st79fdfd9ec6ba41aba06f7deea02ad6cd
https://www.wsj.com/articles/pentagon-invests-in-strategic-metals-mine-seeking-to-blunt-chinese-dominance-11587924001?shareToken=st82237ac615dd437b8b9fb643d9da8e89
https://www.wsj.com/articles/pentagon-invests-in-strategic-metals-mine-seeking-to-blunt-chinese-dominance-11587924001?shareToken=st82237ac615dd437b8b9fb643d9da8e89
https://www.axios.com/china-united-states-relations-new-cold-war-7be11ae3-a62f-4b0e-89fc-e75beb18903b.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/the-us-rift-with-china-has-tech-on-edge-a9cf232a-1521-44b9-a99d-e47454a20da1.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/baseball-is-back-in-taiwanwith-cardboard-cutouts-instead-of-fans-11587909627?shareToken=std06814280fe1465392a66554a5362f72
https://www.wsj.com/articles/the-reach-for-yield-survives-coronavirus-market-shock-11587979802?shareToken=stda36566090e146099989c166a5e33d5f
https://www.wsj.com/articles/investors-buy-up-debt-from-stronger-developing-countries-11587893504?shareToken=st88be94f6a1a54d239061bddfe4e9f965
https://www.ft.com/content/ec672629-aa29-470f-a306-5066dddf523c
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The foreign policy news: 

• Under pressure from Beijing, the EU has apparently made deep revisions to a report 

critical of China’s disinformation surrounding COVID-19.  It appears European countries 

were worried the criticism would lead Beijing to punish European companies operating in 

China.  According to reports, China warned the EU three times to soften its criticism of 

China’s handling of COVID-19. 

• The BOJ left rates unchanged but has removed caps on buying JGBs and is also planning 

to buy corporate debt.  Thus, the bank is relying on QE rather than rate cuts for stimulus.  

The JPY didn’t budge, so the actions were likely anticipated.  Meanwhile, the ECB is 

expected to start buying bonds below investment grade.  And, the PBOC promises to 

support the Chinese economy, although its actions thus far have been modest, at best.  As 

an aside, China’s major macroeconomic problem is the lack of demand caused by income 

and wealth inequality.  The long-term solution is to rebalance the economy toward 

domestic household consumption and away from exports and investment.   

• It’s not just U.S. states and cities that are reopening; Europe is, too.  Italy is allowing 

some activities to return but is also planning methods to encourage citizens to stay within 

the bounds of the new rules.   
 

North Korea:  As promised, we continue to monitor developments tied to the disappearance of 

Kim Jong Un.  South Korean Defense Minister Jeong Kyeong-doo indicated that North Korea 

has increased inspections of its artillery’s readiness and has been increasing air force operations.  

The most threatening part of North Korea’s military is its artillery.  Massed along the border, it 

could cause serious damage to Seoul and would take a major air campaign to suppress.  The fact 

that it is holding inspections and increasing combat readiness could be indicating preparations.  

We also note that China has suspended some rail traffic in Dalian.  Although this move is 

probably in response to COVID-19 infections, Dalian is close enough to North Korea that if the 

PLA needed to move troops to the border, it would probably use trains from this major port city.   
 

The site 38o North is reporting that a train known to be used by the Kim family has been at the 

Wonsan compound since April 21.  This merely shows that the train is in place but doesn’t 

indicate anything about Kim’s condition.  Media accounts continue to conflict.  Sources in Hong 

Kong and Japan have reported that he is in a vegetative state.  South Korean media continues to 

report that Kim is “alive and well.”  Reuters reported that China has sent a team of doctors to 

advise on Kim’s condition; if this story is accurate, it lends credence to the idea that the “young 

general” is suffering a serious medical problem.  So, what do we think?  First, it is really hard to 

know what is going on in North Korea; it isn’t called the Hermit Kingdom for nothing.  Second, 

we find it a bit odd that a young man could have such terrible heart disease.  It’s not 

unprecedented, but unusual.  Third, it is quite possible that COVID-19 is running rampant 

through North Korea and Kim has decided to evade the public in order to avoid infection.  Kim 

has disappeared before, sparking rumors, only to return later.  Simply put, we don’t know and 

neither does anyone else outside of the Kim family.   
 

As we reported last week, if Kim is indeed dead or incapacitated, it isn’t clear who would be next 

in line to the “throne.”  North Korea is a dynastic kingdom acting as if it is Marxist.  Although 

Kim has a sister who plays a prominent role in the government, we have doubts that the Korean 

https://www.politico.eu/article/china-put-pressure-on-eu-to-soften-coronavirus-disinformation-report/?utm_source=POLITICO.EU&utm_campaign=d581afc3f5-EMAIL_CAMPAIGN_2020_04_27_04_52&utm_medium=email&utm_term=0_10959edeb5-d581afc3f5-190334489
https://www.ft.com/content/6cbb9b22-8735-46ba-88a7-cb3e04cad6db
https://www.ft.com/content/6cbb9b22-8735-46ba-88a7-cb3e04cad6db
https://www.axios.com/eu-china-disinformation-report-controversy-coronavirus-57681702-7f9f-4f00-8a48-1758ffc45a3a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/a2f66f6a-50cb-46fe-a160-3854e4702f1c?utm_source=POLITICO.EU&utm_campaign=d581afc3f5-EMAIL_CAMPAIGN_2020_04_27_04_52&utm_medium=email&utm_term=0_10959edeb5-d581afc3f5-190334489
https://www.wsj.com/articles/to-help-businesses-borrow-bank-of-japan-will-pile-on-the-corporate-bonds-11587960247?shareToken=st485421903d014b76b3463e22cc03a97d
https://www.wsj.com/articles/to-help-businesses-borrow-bank-of-japan-will-pile-on-the-corporate-bonds-11587960247?shareToken=st485421903d014b76b3463e22cc03a97d
https://www.ft.com/content/41b3d01d-029b-469a-be4b-8b1967455472?emailId=5ea6576a1978e000040ae912&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bloomberg.com/news/articles/2020-04-26/pboc-s-yi-stresses-financial-support-to-virus-weakened-economy?sref=4uo0B65n&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.bloomberg.com/news/articles/2020-04-26/pboc-s-yi-stresses-financial-support-to-virus-weakened-economy?sref=4uo0B65n&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/907740a4-854c-11ea-b6e9-a94cffd1d9bf
https://www.ft.com/content/907740a4-854c-11ea-b6e9-a94cffd1d9bf
https://www.wsj.com/articles/italy-to-reopen-gradually-starting-on-may-4-11587935242?shareToken=st0327c6f654604197bf1aa13184ef39fc
https://www.wsj.com/articles/italy-to-reopen-gradually-starting-on-may-4-11587935242?shareToken=st0327c6f654604197bf1aa13184ef39fc
https://nyti.ms/2zuIVtr
https://nyti.ms/354DSvH
https://en.yna.co.kr/view/AEN20200424004000325?section=nk/nk
https://en.yna.co.kr/view/AEN20200424004000325?section=nk/nk
https://news.sina.com.cn/c/2020-04-23/doc-iircuyvh9438491.shtml
https://www.google.com/maps/place/Dalian,+Liaoning,+China/@39.9368582,115.9974203,7z/data=!4m5!3m4!1s0x35865a143af6583f:0x76738aeb6c65c936!8m2!3d38.914003!4d121.614682
https://www.38north.org/2020/04/wonsancompound042520/
https://nyti.ms/354DSvH
https://www.marketwatch.com/story/kim-jong-un-in-vegetative-state-japanese-media-report-says-2020-04-25
https://amp.cnn.com/cnn/2020/04/26/asia/kim-jong-un-north-korea-health-intl/index.html
https://nyti.ms/3aFLshp
https://mobile.reuters.com/article/amp/idUSKCN2263DW
https://www.ft.com/content/096931b4-13ff-4eba-a527-48b84f3f1fa0?emailId=5ea6576a1978e000040ae912&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/as-kim-jong-un-disappears-north-korea-watchers-advise-caution-11587918517?shareToken=sta8c940a0a9a64d22856db62a6ab52d6b
https://www.wsj.com/articles/as-kim-jong-un-disappears-north-korea-watchers-advise-caution-11587918517?shareToken=sta8c940a0a9a64d22856db62a6ab52d6b
https://www.washingtonpost.com/world/asia_pacific/is-the-talk-about-kim-jong-un-being-sick--or-worse--true-pyongyang-is-abuzz-too/2020/04/26/d29b9770-873e-11ea-81a3-9690c9881111_story.html
https://www.washingtonpost.com/world/asia_pacific/is-the-talk-about-kim-jong-un-being-sick--or-worse--true-pyongyang-is-abuzz-too/2020/04/26/d29b9770-873e-11ea-81a3-9690c9881111_story.html
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people are ready for a “queen” to rule.  Both China and South Korea fear a breakdown of the 

regime, worried that it might trigger a refugee crisis.   
 

Turkey:  Ankara riled the U.S. and NATO when it purchased the S-400 missile system from 

Moscow.  The system has been delivered but President Erdogan has decided to “leave it in the 

box” for now.  The U.S. is prepared to invoke the Countering America’s Adversaries Through 

Sanctions Act (CAATSA) against Turkey for buying the S-400.  Turkey’s collapsing economy is 

likely leading Ankara to avoid deploying the missile system and triggering the CAATSA 

sanctions.  Turkey has also approached the Fed about a currency swap line.  Given the turmoil in 

the region, Erdogan has apparently concluded that angering the U.S. is a bad idea and decided 

that the benefits of the missile system do not outweigh maintaining relations with Washington.   

 

China:  The U.S. has pulled its heavy bombers from Guam.  The Air Force has had nuclear 

weapons-capable bombers on Guam since 2004.  The DoD argues that both North Korea and 

China have missiles that can reach Guam, putting the bombers at risk.  In addition, they can still 

attack both targets from North Dakota and Missouri and not be at risk from the same type of 

missile attack.  At the same time, the symbolism of the U.S. removing these assets will not be 

lost on U.S. allies in the region.   
 

China has arrested five former employees of Huawei (002502, CNY 3.31) who claimed on social 

media that the company did, indeed, sell products to Iran, violating U.S. sanctions.  This news 

comes at a time when public opinion of China is falling rapidly.   
 

Iran:  In a twist, the U.S. is arguing that it remains a participant in the Iran nuclear deal.  This is 

being done to press the U.N. Security Council to extend the arms embargo or increase sanctions.  

The current ban expires in October and Washington is likely worried that trade with Tehran will 

rise after the expiration.  The U.S. is using this ploy to trigger the “snapback” provisions of the 

agreement.  This situation will become more important as summer ends.  Stay tuned… 
 

U.S. Economic Releases 
 

There were no domestic releases prior to the publication of this report.  The table below lists the 

economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:30 Dallas Fed Manufacturing Activity m/m Apr -75.0 -70.0 **

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 

https://www.al-monitor.com/pulse/originals/2020/04/turkey-russia-usa-s400-delay-is-more-than-economy-covid19.html?utm_campaign=20200424&utm_source=sailthru&utm_medium=email&utm_term=Daily%20Newsletter
https://www.al-monitor.com/pulse/originals/2020/04/turkey-russia-usa-s400-delay-is-more-than-economy-covid19.html?utm_campaign=20200424&utm_source=sailthru&utm_medium=email&utm_term=Daily%20Newsletter
https://www.al-monitor.com/pulse/originals/2020/04/turkey-coronavirus-crisis-threatens-to-double-unemployment.html
https://www.reuters.com/article/us-health-coronavirus-turkey-funding/turkey-held-talks-with-u-s-on-possible-fed-swap-line-turkish-officials-idUSKCN21S1EB
https://amp.cnn.com/cnn/2020/04/24/asia/guam-us-air-force-bombers-pull-out-intl-hnk/index.html
https://nyti.ms/3eOZ4dw
https://www.axios.com/china-coronavirus-poll-cbbc0dc4-7c3a-4cc7-8b83-cb1c7dcacc89.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://nyti.ms/2Y7gHPS


 

 

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

www.confluenceinvestment.com 

 7 

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

China Industrial Profits m/m Mar -34.9% ** Equity bearish, bond bullish

Europe

France Total Jobseekers q/q 1q 3.334 Mil 3.3309 Mil ** Equity and bond neutral

Switzerland Domestic Sight Depoists CHF w/w 24-Apr 573.9 Bil 560.0 Bil * Equity and bond neutral

Total Sight Deposits CHF w/w 24-Apr 650.7 Bil 637.2 Bil * Equity and bond neutral

AMERICAS

Brazil Current Account Balance m/m Mar $0.868 Bil -$3.904 Bil -$0.200 Bil ** Equity bullish, bond bearish

Foreign Direct Investment m/m Mar $7.621 Bil $5.996 Bil $6.500 Bil ** Equity bullish, bond bearish

FGV Consumer Confidence m/m Apr 58.2 80.2 *** Equity bearish, bond bullish  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 89 99 -10 Down

3-mo T-bill yield (bps) 10 11 -1 Neutral

TED spread (bps) 79 88 -9 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 0.62 0.60 0.02 Neutral

Euribor/OIS spread (bps) -19 -16 -3 Neutral

EUR/USD 3-mo swap (bps) -21 -21 0 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Down

franc Down Up

Central Bank Action Current Prior Expected

BOJ Policy Balance Rate -0.100% -0.100% -0.100% On forecast

BOJ 10-yr Yield Target 0.000% 0.000% 0.000% On forecast  
 

Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $20.64 $21.44 -3.73% Possibly Supply Glut

WTI $14.17 $16.94 -16.35% Contango affect

Natural Gas $1.63 $1.75 -6.41%

Crack Spread $15.25 $12.97 17.62%

12-mo strip crack $9.61 $8.76 9.71%

Ethanol rack $1.16 $1.15 0.50%

Gold $1,717.36 $1,729.60 -0.71%

Silver $15.24 $15.25 -0.06%

Copper contract $235.40 $233.65 0.75%

Corn contract 320.25$       323.00$       -0.85%

Wheat contract 523.75$       530.50$       -1.27%

Soybeans contract 840.75$       839.50$       0.15%

Baltic Dry Freight 665 672 -7

Shipping

Energy Markets

Metals

Grains

 
 

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 24, 2020 
 

As the COVID-19 pandemic continues to evolve, we are watching to see how the disease will 

affect the economy longer term.  Of course, projections of this sort are highly probabilistic; 

factors could and will likely emerge that could render these projections irrelevant.  At the same, 

ignoring potential long-term consequences of the virus could lead to improper decisions, failing 

to fully appreciate the changes the disease has caused.   
 

In this week’s report, we will look at demographics.  Demographic analysis is important because 

it is a “deep background” of what affects markets.  Demographic change tends to occur slowly 

but can be rather easily forecast far into the future.  Thus, if a variable is sensitive to changes in 

the population, it can be rather simple to forecast trends well into the future. 
 

The baby boom, encompassing Americans born during 1946-64, has always been the “pig in the 

snake” for demographers.  When this generation reached school age, the number of elementary 

enrollments jumped.  Later, in the mid-1970s, enrollment fell and led to empty school buildings. 
 

 
(Source: Goldin, Claudia. “A Brief History of Education in the United States,” NBER, Aug. 1999.) 

 

The current age range for the baby boom is 56 to 74.  In another seven years, this entire 

generation will reach retirement age.  The chart below shows that the population share 65 years 

and older is set to rise rapidly for the next two decades.  Demographers for years have been 

warning that the mass retirement of this generation would cause problems in the labor market, 

predicting that employers would be scrambling to fill positions.  
 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://pdfs.semanticscholar.org/f7ec/272d11fcc18c29ea9ea8fe52c1ec0cfdb17a.pdf?_ga=2.248838599.1574140663.1587652750-912751029.1586917641
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That hasn’t happened yet for a number of reasons—globalization has allowed firms to tap labor 

resources abroad, immigration has offset some of the retirement numbers, and baby boomers 

have continued to work longer. 
 

 
 

At the turn of the century, the participation rate1 was around 12.5%.  It has steadily increased to 

over 20%, although it has recently declined.  Essentially, baby boomers, which include nine 

years of this group, appear to have remained in the labor force.  We suspect there are two 

reasons.  First, as life expectancies have increased, wealthier boomers, who are probably healthy, 

likely wanted to remain working.  Second, less affluent boomers probably needed to keep 

working as long as possible due to the lack of retirement saving.   

 

 
1 The participation rate is the labor force (employed + unemployed seeking employment)/population eligible to be 
in the labor force.   
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COVID-19 could reverse this participation trend.  The fatality rate of the virus tends to rise with 

age.  Older workers who have stayed in the labor force may decide that the threat of infection is 

too high and thus opt to retire.  If a broad-spectrum vaccine is developed, this potential trend 

could be thwarted, but if COVID-19 mutates like influenza and requires an annual vaccination of 

varying effectiveness, a vaccine might not be enough to prevent older workers from exiting the 

workforce.  A decline in older worker participation would reduce the labor force; if that action 

occurs along with restrictions on immigration and trade impediments, all tenets of 

deglobalization, we would expect the labor share of national income to rise.   

   

 

 
 
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 4/26/2020 close)  
 

-60.0% -40.0% -20.0% 0.0%
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Materials
S&P 500

Consumer Discretionary
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Utilities
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Utilities
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Consumer Discretionary

Technology

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 4/26/2020 close) 

 

-40.0% -20.0% 0.0% 20.0%

Small Cap

Commodities

Mid Cap

Foreign Developed ($)

Emerging Markets ($)

Real Estate

Foreign Developed (local currency)

Emerging Markets (local currency)

Large Cap

US High Yield

Cash

US Corporate Bond

US Government Bond
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 

 

April 23, 2020 
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Based on our methodology,2 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. 

 

 

 
2 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. 


