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

EuroStoxx 50 is down 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.6% 

from the prior close.  Chinese markets were higher, with the Shanghai Composite up 1.3% and 

the Shenzhen Composite up 1.9%.  U.S. equity index futures are signaling a lower open.  With 

193 companies having reported, the S&P 500 Q1 earnings stand at $32.60, lower than the $35.51 

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

this quarter, 65.8% of the companies have reported earnings above forecast, while 32.1% have 

reported earnings below forecast.   

 

Good morning as another month, that feels like a year, comes to a close.  Just a reminder—

tomorrow is May Day, the international celebration of Labor Day.  Most European financial 

markets will be closed, although Denmark and the U.K. will remain open.  The ECB meets 

today; initial market reaction to the statement was negative as the moves taken appear modest.  

Equity futures are mixed, and oil continues to recover; our Weekly Energy Update is available.  

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

 

COVID-19:  The number of reported cases is 3,207,248 with 227,971 deaths and 984,161 

recoveries.  In the U.S., there are 1,040,488 confirmed cases with 60,999 deaths and 124,023 

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-04-30-2020-11588224841?shareToken=st2ab7eb113d3744c7a28b375fe1be8742
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Apr_30_2020.pdf
https://www.nytimes.com/2020/04/30/world/coronavirus-news.html?campaign_id=51&emc=edit_MBE_p_20200430&instance_id=18089&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=26264&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.ft.com/content/f869440e-f0e4-39b3-8200-c4a1b585a6d0
https://coronavirus.jhu.edu/map.html
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Here is another interesting graphic—it shows the spread of COVID-19 over time.  What is 

shown is that the only parts of the world that have not reported the virus are some islands in the 

Pacific.  According to rt.live, there are only seven states with R0 higher than one and six are in 

the Midwest. 

 

The virus news: 

• Equity markets rose yesterday on reports that Dr. Fauci, the head of the National Institute 

of Allergy and Infection Diseases, had positive comments related to Remdesivir, an anti-

viral medicine produced by Gilead Sciences (GILD, 84.09).  There are generally two 

different paths to dealing with COVID-19.  The first is developing a vaccine.  A vaccine, 

widely distributed, would establish herd immunity.  A vaccine will be difficult to create; 

making vaccines has a host of problems, one of which is the mutation of viruses into a 

less virulent form, reducing the incentive to create one.  A successful vaccine for any 

coronavirus has never been developed and research on coronaviruses suggest that natural 

immunity doesn’t last very long.  Additionally, if the virus mutates, COVID-19 may 

require a new vaccine each year, similar to influenza.  Despite these hurdles, the efforts to 

make a vaccine are impressive.  There are joint projects with drug makers and academia, 

and the U.S. is planning a crash effort to make and distribute a vaccine.  The other path is 

to create treatments for those who have the virus.  A successful antiviral would mean that 

catching the bug would likely be less dangerous; this was the path taken for HIV.  In 

addition to Remdesivir, other drugs are being investigated as well.  As noted above, Dr. 

Fauci’s comments were very well received yesterday.  However, there are conflicting 

studies on Remdesivir, some suggesting the drug isn’t all that successful in helping 

patients. As a result, having other drugs to combat the virus may be necessary.  Having 

both types might be needed to successfully corral COVID-19, especially if the virus 

regularly mutates.  We do note that despite mixed results for Remdesivir, the U.S. may 

greenlight the drug for emergency use.  Our take?  We suspect that Remdesivir has some 

value, but we may find that it is more effective for certain degrees of infection, or that 

timing is critical.  We note that Tamiflu works best when taken early against influenza; 

waiting until the symptoms have become obvious tends to reduce its effectiveness.  

Something similar may emerge with Remdesivir.   

• In our daily coverage of COVID-19, we have seen a broad spectrum of reports.  At first, 

the virus looked like a typical respiratory malady.  Although it was clearly deadly to 

some parts of the population (aged, with co-morbidity factors), a large number of those 

infected appeared to be asymptomatic, or with very mild symptoms.  However, as the 

virus spread around the world, new symptoms emerged.  There were cases of blood 

clotting apparently caused by the disease, and younger patients were suffering strokes 

after being infected.  Patients who appeared mildly ill would have blood oxygen levels so 

low doctors tended to immediately ventilate.  Renal failure was reported.  Certain cancers 

are now a co-morbidity factor.  Even dermatologists are reporting very odd symptoms 

from COVID-19. There is also a tendency for patients to be afflicted and appear to 

recover, only to become suddenly deathly ill.  It sort of seems like there is a “second-

week syndrome” with COVID-19.  Simply put, whatever we are dealing with is affecting 

the human body much more broadly than it looked initially.  It is unclear what we are 

dealing with here.  However, one possibility is that the virus is mutating much more 

https://graphics.reuters.com/HEALTH-CORONAVIRUS/TRANSMISSION-STATUS/azgpombyxpd/index.html?utm_medium=Social&utm_source=twitter
https://rt.live/
https://finance.yahoo.com/news/gilead-says-remdesivir-hit-primary-124822894.html
https://www.politico.com/news/2020/04/29/gilead-coronavirus-remdesivir-220484?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.ft.com/content/1625275b-9981-49f4-b788-661f8243890d?emailId=5ea9982751f30300042a1703&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/pfizer-coronavirus-vaccine-could-be-ready-for-emergency-use-by-fall-11588094064?shareToken=st69c6a504091648c39bf5fcf613decc7a
https://www.businessinsider.com/coronavirus-vaccine-may-be-impossible-to-produce-scientists-covid-2020-4
https://www.wsj.com/articles/the-hunt-for-covid-19-drugs-and-vaccines-becomes-even-more-complex-11588075201?shareToken=st10676cfd01474347ae44a34dfdbbd224
https://www.technologyreview.com/2020/04/27/1000569/how-long-are-people-immune-to-covid-19/
https://www.technologyreview.com/2020/04/27/1000569/how-long-are-people-immune-to-covid-19/
https://www.bloombergquint.com/coronavirus-outbreak/virus-is-here-to-stay-and-likely-seasonal-say-china-scientists
https://www.ft.com/content/ddf8ec8c-dc30-43b3-847e-c412704a0296
https://www.msn.com/en-us/news/politics/trumps-operation-warp-speed-aims-to-rush-coronavirus-vaccine/ar-BB13nXS9
https://www.ft.com/content/6d034853-9fa3-41b6-a930-900f57629970?emailId=5eaa40c151f30300042a1bf0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/3702a7c8-6aaa-11ea-800d-da70cff6e4d3
https://www.ft.com/content/1625275b-9981-49f4-b788-661f8243890d?emailId=5eaa40c151f30300042a1bf0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1625275b-9981-49f4-b788-661f8243890d?emailId=5eaa40c151f30300042a1bf0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/0a4872d1-4cac-4040-846f-ce32daa09d99?emailId=5eaa40c151f30300042a1bf0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/91bd081e-6e7b-11ea-9bca-bf503995cd6f
https://www.wsj.com/articles/gilead-says-remdesivir-as-effective-treating-severe-covid-19-in-shorter-period-11588166509?shareToken=stb15459ab2f1047519bcccf8d9ab25678
https://www.wsj.com/articles/gilead-says-remdesivir-as-effective-treating-severe-covid-19-in-shorter-period-11588166509?shareToken=stb15459ab2f1047519bcccf8d9ab25678
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.washingtonpost.com/health/coronavirus-destroys-lungs-but-doctors-are-finding-its-damage-in-kidneys-hearts-and-elsewhere/2020/04/14/7ff71ee0-7db1-11ea-a3ee-13e1ae0a3571_story.html
https://www.washingtonpost.com/health/2020/04/28/coronavirus-cancer-deathrates/
https://www.washingtonpost.com/health/2020/04/29/coronavirus-rashes-toes/
https://www.washingtonpost.com/health/second-week-crash-is-time-of-peril-for-some-covid-19-patients/2020/04/29/3940fee2-8970-11ea-8ac1-bfb250876b7a_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/health/second-week-crash-is-time-of-peril-for-some-covid-19-patients/2020/04/29/3940fee2-8970-11ea-8ac1-bfb250876b7a_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.sciencemag.org/news/2020/04/how-does-coronavirus-kill-clinicians-trace-ferocious-rampage-through-body-brain-toes
https://www.sciencemag.org/news/2020/04/how-does-coronavirus-kill-clinicians-trace-ferocious-rampage-through-body-brain-toes
https://nymag.com/intelligencer/2020/04/we-still-dont-know-how-the-coronavirus-is-killing-us.html
https://nymag.com/intelligencer/2020/04/we-still-dont-know-how-the-coronavirus-is-killing-us.html
https://www.scmp.com/news/china/science/article/3080771/coronavirus-mutations-affect-deadliness-strains-chinese-study
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rapidly than expected.  It is possible that the U.S. is being hit with different strains of the 

virus.  This may account for the wide differences in fatalities.  One possibility is that the 

West Coast was infected by a less virulent Asian strain, while the East Coast was infected 

by a stronger variant from Europe.    

o The CDC now has offered six symptoms that COVID-19 tends to cause.   

o Although the virus continues to surprise, there is a consensus that children are less 

at risk from COVID-19.  It may be that they are not vectors for transmission 

either. 

• Every government that has faced this disease has taken a number of policy steps to try to 

cope with the outbreak, while also reducing the impact on the economy as much as 

possible.  Social distancing reduces the spread of the disease and saves capacity in the 

medical system.  However, social distancing cannot exist indefinitely because of the harm 

done to the economy.  Essentially, policymakers are being asked to manage two 

conflicting goals; keeping people safe and maintaining some semblance of an economy.  

This puts leaders in a very difficult spot, because either goal could be considered absolute 

and there will always be a pundit somewhere who can castigate a leader for putting a 

focus on either.   

o Due to the broad spectrum of responses, there have been a number of natural 

experiments that we have been tracking.  Sweden has been an important test case 

for COVID-19 social distancing policy.  The country has had a “light touch,” 

putting fairly modest restrictions that are not aggressively enforced.  Its death 

rates are elevated, but not widely different than other nations.  A NYT study 

showed its fatality rates are about 18% above normal, which is low relative to 

other countries.   
 

 
 

o The above chart from the FT shows Sweden’s death rate compared to other 

nations.  Here is the entire array. 

o On the other hand, the disease has been starkly more deadly for the elderly in 

Sweden; 86% of the 2,194 confirmed deaths have come from those over 70.  

Sweden’s experience seems to suggest that less restrictive measures may not be as 

risky for the entire population, but may be a problem for the elderly.  On the other 

hand, it is important to draw the right lessons from an analog; Sweden’s 

population density is 64 people per square mile, 194 out of 235 nations.  The U.S. 

ranks 177, with 94 people per square mile.  The U.S. experience shows that highly 

populated areas tend to be more at risk.  What this may mean for the U.S. is that 

restrictive measures may be appropriate for urban areas, while less restrictive 

measures may work in rural and more suburban settings.   

https://www.scmp.com/news/china/science/article/3080771/coronavirus-mutations-affect-deadliness-strains-chinese-study
https://www.washingtonpost.com/health/2020/04/27/six-new-coronavirus-symptoms/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/consensus-is-emerging-that-children-are-less-vulnerable-to-coronavirus-11587988688?shareToken=st93d31f29aeb64bfcbbafeaf56a8d1c3d
https://www.wsj.com/articles/consensus-is-emerging-that-children-are-less-vulnerable-to-coronavirus-11587988688?shareToken=st93d31f29aeb64bfcbbafeaf56a8d1c3d
https://www.politico.com/news/magazine/2020/04/30/coronavirus-shutdown-altitude-ethics-223569?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/magazine/2020/04/30/coronavirus-shutdown-altitude-ethics-223569?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.nytimes.com/interactive/2020/04/21/world/coronavirus-missing-deaths.html
https://www.nytimes.com/interactive/2020/04/21/world/coronavirus-missing-deaths.html
file://///cim-vdi-connect/profile/bogrady/Folders/Pictures/http___com.ft.imagepublish.upp-prod-us.s3.amazonaws%20(10).png
https://www.nytimes.com/2020/04/28/world/europe/sweden-coronavirus-herd-immunity.html?campaign_id=51&emc=edit_MBE_p_20200429&instance_id=18056&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=26182&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
http://statisticstimes.com/demographics/countries-by-population-density.php
http://statisticstimes.com/demographics/countries-by-population-density.php
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o Meanwhile, India is struggling to reopen; workers are reluctant to return to work, 

fearing another outbreak of the virus.  Meanwhile in China, manufacturing is 

starting to recover but the consumers of Chinese goods, both home and abroad, 

are slower to restart buying.   
 

The policy news: 

• The Fed met; as expected, it didn’t do anything but clearly indicated that if more was 

necessary, it would act.  Here is a report that compares the changes in the last two 

statements.  The statement does show that this was a continuation meeting.  Nothing new 

was revealed, and what is in place will likely remain so for a while.  Chair Powell 

signaled that fiscal policy should remain expansionary.  On a side note, it appears the KC 

FRB will not be able to hold its annual monetary policy meeting in Jackson Hole this 

year, for the first time since 1982. 

• The ECB is planning on expanding its balance sheet further, but left rates unchanged.  It 

did ease conditions for banks to borrow, which has been characterized as “helicopter 

money for banks.”  For the most part, financial markets were a bit disappointed in the 

statement.  In the press conference, Chair Legarde appears to be following the Greenspan 

playbook, which is to answer each question with a long response resulting in fewer 

questions and the answers are hard to follow.  The ECB simply can’t move as much in 

some areas, like yield curve control, compared to the Fed.  That lack of power is reflected 

in Eurozone financial assets.   

• What to do about food?  President Trump has used the Defense Production Act to force 

meatpackers to reopen slaughterhouses, in some cases overruling state regulations.  

However, it isn’t clear if this action will lead to a return of meat processing.  It’s one 

thing to open facilities, but it’s another to get workers to return to their jobs.  COVID-19 

have ravaged these facilities where workers process carcasses in close quarters.  Unions 

representing these workers have criticized the executive action.  It is clear that if meat 

processers don’t open soon, shortages will start to develop; chicken will probably be first 

and beef last.  At the same time, these workers have more leverage than one would think.  

These jobs are very difficult and don’t pay all that well.  If the workers don’t show up, 

the firms could fire them, but replacing them won’t be easy.   

o One of the underlying problems for the food service industry is that there has been 

a huge shift in demand.  Sales to restaurants have collapsed, while grocery store 

demand has soared.  This situation has created a logistical nightmare; the 

packaging and distribution appropriate for commercial firms is completely wrong 

for households.  Quantities are too large and are not in packaging that households 

can manage.  So far, shortages in grocery stores have mostly been sporadic, but 

the food service industry doesn’t necessarily want to retool itself for households 

only to see restaurants roar back later this year.  So, for now, we are limping 

along with reports of some food being lost. 
 

The economic news: 

• The Eurozone economy fell at its fastest pace on record in Q1; that record will almost 

certainly be broken in Q2. 

• Chinese PMI data held up rather well in April, although exporters remain depressed.      

https://nyti.ms/35b3neJ
https://nyti.ms/3aNxp9q
https://www.wsj.com/articles/federal-reserve-interest-rates-decision-april-2020-11588111763?shareToken=sta7decc246761466a9d191908633f9e4c
https://www.wsj.com/articles/federal-reserve-interest-rates-decision-april-2020-11588111763?shareToken=sta7decc246761466a9d191908633f9e4c
https://blogs.wsj.com/economics/2020/04/29/parsing-the-fed-how-the-april-statement-changed-from-march-23/
https://blogs.wsj.com/economics/2020/04/29/parsing-the-fed-how-the-april-statement-changed-from-march-23/
https://www.ft.com/content/1198c03d-75c6-454c-8a8c-f9ae27bc2e44?emailId=5eaa40c151f30300042a1bf0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/federal-reserve-interest-rates-decision-april-2020-11588111763?shareToken=st4789f09a71ab497eaf3a4b2a9ac4b268
https://www.wsj.com/articles/coronavirus-clouds-outlook-for-fed-conference-in-jackson-hole-this-year-11588110099?shareToken=st67b815222a1c4f66a8e3d6f97545c6c9
https://www.ft.com/content/cef090d0-97dc-4e75-a4b1-deebfd4afacf
https://www.fxstreet.com/news/breaking-ecb-leaves-interest-rates-unchanged-eases-tltro-conditions-202004301146
https://www.fxstreet.com/news/breaking-ecb-leaves-interest-rates-unchanged-eases-tltro-conditions-202004301146
https://www.wsj.com/articles/trump-to-take-executive-action-to-keep-meat-processing-plants-open-11588099443?shareToken=stf4834da88743452ca997f18167c4f6eb
https://www.wsj.com/articles/food-plant-workers-clash-with-employers-over-coronavirus-safety-11588179823?shareToken=st6a484a176dcf4f53902c0bcbb0bfa6da
https://www.wenatcheeworld.com/news/coronavirus/trump-orders-meat-plants-to-stay-open-in-move-slammed-by-union/article_8d43b413-43df-52a8-b772-ceff561dcd10.html
https://www.wenatcheeworld.com/news/coronavirus/trump-orders-meat-plants-to-stay-open-in-move-slammed-by-union/article_8d43b413-43df-52a8-b772-ceff561dcd10.html
https://www.wsj.com/articles/two-months-that-tore-apart-the-food-chain-11588174236?shareToken=st7d51ae22edf44f479717bbbdda390479
https://www.wsj.com/articles/two-months-that-tore-apart-the-food-chain-11588174236?shareToken=st7d51ae22edf44f479717bbbdda390479
https://www.ft.com/content/dd6cfafa-a56d-48f3-a9fd-aa71d17d49a8
https://www.wsj.com/articles/chinas-exporters-are-feeling-gloomy-even-as-economy-restarts-11588228084?shareToken=stf91f743f966f4adc9b8478f8f8558102
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The market news: 

• Firms are increasingly turning to convertibles to raise money (not this convertible!).   

Nearly 60% of equity capital raised this month has come from these bonds, which can 

convert to equity if the stock price recovers.  In 2008, we saw a similar pattern. 
 

The foreign policy news: 

• An important indicator has been announced that China is feeling more confident about 

having the virus under control.  It has scheduled a date for its National People’s Congress 

for May 22.  It will be held in Beijing, meaning it will be held in person.   

• Because of the closure of stores, some countries are struggling to update their inflation 

indices.   

• The battle of the virus narrative between the U.S. and China continues.  China has 

embarked on an aggressive campaign to hold itself blameless for COVID-19.  At the 

same time, the U.S. is engaging its intelligence agencies to determine if China, or the 

WHO, withheld data on the pandemic. 
 

Brexit:  Although the focus recently has been on COVID-19, Brexit negotiations have been held.  

The conventional wisdom is that PM Johnson will ask for an extension.  However, what we have 

seen thus far suggests that the U.K. fully intends to leave at the end of the year and if that 

intention leads to a hard break with the EU, so be it.  Although there hasn’t been much attention 

paid to Brexit recently, a hard break would likely be taken as negative for U.K. financial assets.  

A side note:  PM Johnson is a new father.   

 

U.S. Economic Releases 
 

Initial jobless claims came in at 3.839 million compared to expectations of 3.500 million.  The 

prior report was revised from 4.427 million to 4.442 million. 
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The chart above shows the four-week moving average for claims. The four-week average fell 

from 5.736 million to 5.033 million. 
 

In March, personal income fell 2.0% from the prior month compared to expectations of a drop of 

1.7%.  Personal spending fell 7.5% from the prior month compared to expectations of a drop of 

https://www.wsj.com/articles/cash-hungry-companies-reach-for-lifeline-in-convertible-bonds-11588239003?shareToken=st5325aac0e43d48d8b29918d5446a09f6
file://///cim-vdi-connect/profile/bogrady/Folders/Pictures/SS-MCWT_0415r.jpg
https://www.washingtonpost.com/world/asia_pacific/in-a-sign-the-virus-is-contained-china-schedules-big-political-meetings-for-late-may/2020/04/29/f70497ba-89fa-11ea-9759-6d20ba0f2c0e_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
http://www.xinhuanet.com/english/2020-04/29/c_139017634.htm
https://www.ft.com/content/c903d75c-3658-4600-bbfc-31b7418372cf?emailId=5ea79b4ffd3c4900049165a2&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c903d75c-3658-4600-bbfc-31b7418372cf?emailId=5ea79b4ffd3c4900049165a2&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2YgMJZU
https://www.nbcnews.com/politics/national-security/trump-administration-asks-intelligence-agencies-find-out-whether-china-who-n1194451
https://www.ft.com/content/9d84f9db-577a-4182-949c-33b19334133c?emailId=5eaaad6ada03b10004361cf8&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/3c006614-767f-4447-8136-97987045517f?emailId=5eaaad6ada03b10004361cf8&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/87d4260b-cbff-4d3a-a22f-e29fc2411b19?emailId=5eaaad6ada03b10004361cf8&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://nyti.ms/2xYi9JL
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5.1%.  Lastly, real personal spending fell 7.3% from the prior month compared to expectations of 

a drop of 6.2%. 
 

 
 

The chart above shows the annual change in personal income and personal income excluding 

transfer payments.  Although personal income growth moderated in March, rising 1.4% from the 

prior year, it was barely able to remain positive after transfer payments were excluded which 

showed a rise of just 0.34%.  The slowdown income was likely weighed down by the reduction 

of wages and salary, which fell 0.78% from the prior year. 
 

 
 

The chart above shows the annual change in wages and salary. 

 

The personal consumption expenditure (PCE) deflator and core PCE deflator for March fell 0.3% 

and 0.1% from the prior month, respectively.  
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The chart above shows the annual change in the core PCE and core CPI. While CPI is the 

inflation number most reported, the PCE is the inflation indicator the Fed prefers. That being 

said, PCE rose 1.7% from the prior year compared to the CPI rise of 2.1%. 
 

In Q1, the employment cost index rose 0.8% from the prior quarter compared to expectations of 

a rise of 0.6% 
 

 
 

The chart above shows the annual change in the employment cost index (ECI).  In March, ECI 

moderated slightly rising 2.8% from the prior year.  This data isn’t terribly relevant given the 

changes to the economy due to COVID-19.  Q2 will be much more interesting. 
 

The table below lists the economic releases scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Apr 37.7 47.8 **

9:45 Bloomberg Consumer Comfort w/w 26-Apr 41.4 **

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

China Composite PMI m/m Apr 53.4 53.0 ** Equity bullish, bond bearish

Manufacturing PMI m/m Apr 50.8 52.0 51.0 ** Equity and bond neutral

Non-manufacturing PMI m/m Apr 53.2 52.3 52.5 ** Equity bullish, bond bearish

Caixin China PMI Manufacturing m/m Apr 49.4 50.1 50.5 ** Equity bearish, bond bullish

Japan Retail Sales y/y Mar -4.6% 1.7% -4.7% ** Equity bearish, bond bullish

Department Store, Supermarket Sales y/y Mar -10.1% 0.2% -8.2% *** Equity bearish, bond bullish

Industrial Production y/y Mar -5.2% -5.7% -7.4% *** Equity and bond neutral

Vehicle Production y/y Feb -11.0% -3.5% ** Equity bearish, bond bullish

Housing Starts y/y Mar -7.6% -12.3% -15.9% ** Equity and bond neutral

Construction Orders y/y Mar -14.3% 0.7% *** Equity bearish, bond bullish

Consumer Confidence Index m/m Apr 21.6 30.9 27.6 ** Equity and bond neutral

Australia Import Price Index q/q 1Q -1.0% 0.7% 1.0% ** Equity bullish, bond bearish

Export Price Index q/q 1Q 2.7% -5.2% 3.0% ** Equity and bond neutral

Private Sector y/y Mar 3.6% 2.8% 2.8% ** Equity bullish, bond bearish

Europe

Eurozone GDP SA q/q 1Q -3.8% 0.1% -3.8% *** Equity and bond neutral

CPI Estimate y/y Apr 0.4% 0.7% 0.1% *** Equity bearish, bond bullish

CPI Core y/y Apr 0.9% 1.0% 0.7% *** Equity bearish, bond bullish

Germany Retail Sales m/m Mar -5.6% 1.2% -8.0% ** Equity and bond neutral

Unemployment Change (000's) m/m Apr 373.0k 1.0k 74.5k *** Equity and bond neutral

Unemployment Claims Rate SA m/m Apr 5.8% 5.0% 5.2% *** Equity bearish, bond bullish

France GDP q/q 1Q -5.8% -0.1% -4.0% *** Equity bearish, bond bullish

CPI EU Harmonized m/m Apr 0.1% 0.1% -0.3% *** Equity bearish, bond bullish

CPI m/m Apr 0.1% 0.1% -0.2% *** Equity bearish, bond bullish

PPI m/m Mar -1.7% -0.6% ** Equity bullish, bond bearish

Consumer Spending m/m Mar -17.9% -0.1% -5.8% *** Equity bearish, bond bullish

Italy Unemployment Rate m/m Mar 8.4% 9.7% 10.5% *** Equity and bond neutral

CPI EU Harmonized m/m Apr 0.5% 2.2% 0.1% *** Equity bearish, bond bullish

CPI NIC incl. tobacco m/m Apr 0.1% 0.1% -0.3% *** Equity bearish, bond bullish

GDP WDA q/q 1Q -4.7% -0.3% -5.4% *** Equity and bond neutral

Switzerland Retail Sales Real y/y Mar -5.6% 0.3% ** Equity bearish, bond bullish

KOF Leading Indicator m/m Apr 63.5 92.9 63.5 ** Equity and bond neutral

AMERICAS

Mexico GDP NSA y/y 1Q -1.6% -0.1% -1.4% ** Equity bullish, bond bearish  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
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Today Prior Change Trend

3-mo Libor yield (bps) 76 84 -8 Down

3-mo T-bill yield (bps) 9 10 -1 Neutral

TED spread (bps) 68 74 -6 Up

U.S. Libor/OIS spread (bps) 5 5 0 Up

10-yr T-note (%) 0.61 0.63 -0.02 Neutral

Euribor/OIS spread (bps) -26 -23 -3 Neutral

EUR/USD 3-mo swap (bps) -14 -18 4 Down

Currencies Direction

dollar Down Neutral

euro Flat Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 0.250% 0.250% 0.250% On forecast

FOMC Rate Decision (Lower Bound) 0.000% 0.000% 0.000% On forecast

Interest Rate on Excess Reserves 0.100% 0.100% 0.100% On forecast

ECB Main Refinancing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% -0.500% 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. 
 

Price Prior Change Explanation

Brent $25.11 $22.54 11.40% Slowdown in oil production

WTI $17.51 $15.06 16.27%

Natural Gas $1.85 $1.87 -1.07%

Crack Spread $16.42 $16.82 -2.39%

12-mo strip crack $10.04 $10.11 -0.71%

Ethanol rack $1.21 $1.19 1.26%

Gold $1,713.39 $1,713.41 0.00%

Silver $15.27 $15.30 -0.19%

Copper contract $237.30 $237.05 0.11%

Corn contract 314.25$       314.50$       -0.08%

Wheat contract 512.25$       516.50$       -0.82%

Soybeans contract 843.00$       837.50$       0.66%

Baltic Dry Freight 643 655 -12

Actual Expected Difference

Crude (mb) 9.0 12.7 -3.7

Gasoline (mb) -3.7 2.2 -5.9

Distillates (mb) 5.1 4.8 0.3

Refinery run rates (%) 2.00% 1.20% 0.80%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cooler temps for most of the country, with 

warmer conditions in the Pacific and southwestern regions.  Precipitation is expected to move 

eastward, with dry conditions expected for most of the country toward the end of the forecast 

period. 
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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 4/29/2020 close)  
 

-40.0% -20.0% 0.0% 20.0%
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Industrials
Real Estate

Materials
S&P 500
Utilities

Consumer Discretionary
Consumer Staples
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Consumer Staples

Healthcare
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Industrials
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Materials
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Financials

Technology

Communication Services

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 4/29/2020 close) 

 

-40.0% -20.0% 0.0% 20.0%

Commodities

Small Cap

Foreign Developed ($)

Mid Cap

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 30, 2020 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 4/30/2020 = 19.7x

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 4/30/2020 = 19.7x

 
 

Based on our methodology,2 the current P/E is 19.7x, up 0.6x 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. 


