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

EuroStoxx 50 is unchanged from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.7% 

from the prior close. Chinese markets were higher, with the Shanghai Composite up 0.4% and 

the Shenzhen Composite up 0.9%.  U.S. equity index futures are signaling a flat open.   
 

It’s Holy Thursday in the time of COVID-19.  With financial markets closed tomorrow for Good 

Friday, our next report will be published on Monday, April 13.  From all of us at Confluence 

Investment Management, we wish you a Happy Easter and Passover.  Equity markets are taking 

a breather today after the recent rally (although the breaking announcement by the Fed to boost 

lending has reversed the downtrend—see below), while oil is up on hopes of an output reduction 

agreement.  Our Weekly Energy Update is available.  Claims remain historically elevated.  We 

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

 

COVID-19:  The official number of global cases is 1,496,055 with 89,435 fatalities and 336,780 

recoveries.  Here is the FT chart: 
 

 
 

Clearly, Spain and Italy are bending the curve.  The U.S. is accelerating at a slower pace. 

 

 

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/for-christianitys-holiest-week-churches-seek-communion-from-afar-11586424608?shareToken=stc4d76584a5e441a4a12335308ca13525
https://www.wsj.com/articles/global-stock-markets-dow-update-4-7-2020-11586407494?shareToken=ste21171869ba5488faee0429e7c9afcc2
https://www.wsj.com/articles/global-stock-markets-dow-update-4-7-2020-11586407494?shareToken=ste21171869ba5488faee0429e7c9afcc2
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Apr_09_2020.pdf
https://www.nytimes.com/2020/04/09/world/coronavirus-news.html?campaign_id=51&emc=edit_MBE_p_20200409&instance_id=17490&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=24406&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.ft.com/content/55a136c0-05f1-39f4-b946-9e099dd05256
https://coronavirus.jhu.edu/map.html
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The virus news: 

• One of the persistent questions we are getting is, “when is this done?”  A recent NYT 

report offers four benchmarks that need to be met for the current measures to be reduced: 

o Hospitals need to be able to safely treat all patients without resorting to crisis 

standards of care.  This wouldn’t mean COVID-19 cases would not continue but 

that treating them would become routine. 

o The government at all levels must be able to treat everyone with symptoms. 

o The government at all levels must have the ability to monitor confirmed cases and 

perform contact tracing.  This may require some relaxation of privacy rules.   

o A state or region must have a sustained reduction in cases for 14 days. 

o In addition to these four conditions, we will need to see serological testing to see 

who has immunity. 

o And, it isn’t really under control until there is a vaccine. 

Once the four benchmarks are reached, we should see gradual relaxation of social 

distancing measures.  Still, until herd immunity develops, we will likely see some 

continued modified social distancing measures, e.g., fewer restaurant tables, masks for 

those over 60 or with compromised immune systems, temperature testing at airports, etc. 

• Although there is increasing optimism that the U.S. is “bending the curve” for new 

infections, this news needs to be tempered with the fact that the virus is starting to affect 

rural America.  Sadly, the medical system outside of urban areas is less robust and thus 

the spread into less populated areas could bring an uptick in fatalities.  Meanwhile, in the 

cities, medical systems are reaching the point of triage, meaning that scarce medical 

resources are starting to be rationed.   

• There are reports that the Defense Intelligence Agency warned the U.S. government 

about a unique coronavirus developing in China as early as November.  There does 

appear to be some open source confirmation that this report is true.     

• We continue to see what we know about COVID-19 evolve.  For instance, in China, it 

looked like it was a scourge for the elderly, but not a big deal for younger people.  In the 

West, it has been surprisingly lethal to younger citizens.  One thought?  China may have 

underreported young fatalities.  Genome analysis is suggesting that most of the virus 

cases in New York came from Europe.  Thus, the China travel ban probably helped the 

West Coast but may not have done much for the East Coast.  The research also suggests it 

was circulating in New York as early as mid-February.  German researchers are finding 

that a large pool of cases are going undetected.  This is both good and bad news.  The 

good news is that a large number of cases could mean that herd immunity may be closer 

than we think.  The bad news is that there are asymptomatic carriers among us, meaning 

that easing social distancing measures may be fraught with risk.  AEI has a study trying 

to frame the actual infection rates in China; think 2.9 million.  Additional studies suggest 

the virus may spread 2x faster than earlier thought.  Finally, all this information suggests 

that (a) we don’t know all that much about COVID-19, and (b) it remains a mystery as to 

why there is such a wide variation in symptoms.  For many, COVID-19 is a mild cold; 

for others, it’s deadly.  It is hard to imagine a more effective virus.   

• PM Johnson is reportedly “feeling much better.”   

https://www.nytimes.com/2020/04/06/upshot/coronavirus-four-benchmarks-reopening.html
https://www.nytimes.com/2020/04/06/upshot/coronavirus-four-benchmarks-reopening.html
https://www.nytimes.com/interactive/2020/04/08/us/coronavirus-rural-america-cases.html
https://www.nytimes.com/interactive/2020/04/08/us/coronavirus-rural-america-cases.html
https://www.wsj.com/articles/as-coronavirus-peaks-new-york-citys-hospitals-prepare-live-or-die-guidance-11586362480?shareToken=st2f7e4697ddf94b529fd60929402475af
https://www.wsj.com/articles/as-coronavirus-peaks-new-york-citys-hospitals-prepare-live-or-die-guidance-11586362480?shareToken=st2f7e4697ddf94b529fd60929402475af
https://abcnews.go.com/Politics/intelligence-report-warned-coronavirus-crisis-early-november-sources/story?id=70031273
https://abcnews.go.com/Politics/intelligence-report-warned-coronavirus-crisis-early-november-sources/story?id=70031273
https://www.scmp.com/news/china/society/article/3074991/coronavirus-chinas-first-confirmed-covid-19-case-traced-back
https://www.washingtonpost.com/health/2020/04/08/young-people-coronavirus-deaths/
https://nyti.ms/2V7fBAg
https://nyti.ms/2V7fBAg
https://www.scmp.com/news/china/society/article/3079049/big-pool-coronavirus-cases-going-undetected-german-researchers
https://www.aei.org/wp-content/uploads/2020/04/Estimating-the-True-Number-of-Chinas-COVID-19-Cases.pdf
https://www.aei.org/wp-content/uploads/2020/04/Estimating-the-True-Number-of-Chinas-COVID-19-Cases.pdf
https://www.bloomberg.com/news/articles/2020-04-08/virus-may-spread-twice-as-fast-as-earlier-thought-study-says
https://www.bloomberg.com/news/articles/2020-04-08/virus-may-spread-twice-as-fast-as-earlier-thought-study-says
https://www.wsj.com/articles/hunt-is-on-for-genetic-clues-to-why-coronavirus-impact-varies-11586259827?shareToken=stc63429b0498a413ca6b4192b31862dcd
https://www.wsj.com/articles/hunt-is-on-for-genetic-clues-to-why-coronavirus-impact-varies-11586259827?shareToken=stc63429b0498a413ca6b4192b31862dcd
https://www.ft.com/content/ac531ae5-c880-428b-b8a9-96122fdc68a4?emailId=5e8e90a6ae88cc000498bedd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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• As the curve bends in Europe, some countries are taking tentative steps to reopen their 

economies.  These nations could offer guidance to U.S. officials as Washington prepares 

to ease social distancing measures in the coming weeks.  Reopening is tricky; open too 

fast and risk a return of infections.  But, open too slow and the economy suffers further.    

• The U.S. National Stockpile of personal protective equipment (PPE) is nearly exhausted.  

The states are considering a consortium to buy medical equipment.  This development 

bears watching; if states band together for this issue it is not inconceivable that this could 

be done for other things…think health insurance.  As the Federal government steps back 

in certain areas, the potential for the vacuum to be filled by multiple states raises 

concerns about the regionalization of governance.   

• Germany is sourcing PPE from China directly.  The U.S. is restricting the export of PPE.   

The policy news: 

• BREAKING: The Fed announced it will purchase $2.3 trillion in new debt purchases 

which includes the government’s small business loans, municipals, mortgages, and, 

maybe, non-investment grade (yes, junk) bonds.  Details are still sketchy, but the initial 

look is that this is yet another dramatic expansion of funding.  Apparently, the Fed is not 

planning on buying junk directly but the ETFs; this is a bit of a distinction without a 

difference.  We will be watching this going forward BUT THIS IS A BIG DEAL.  The 

Fed is getting deeper into the “weeds” of credit, increasing the odds that the bank will 

eventually take credit losses.  We have been watching the Fed’s balance sheet expansion 

with great interest; it is looking increasingly like it is trying to resolve the large private 

debt overhang (defined as household and non-financial corporate debt) by taking it on the 

public balance sheet.  The last time we witnessed this sort of public/private debt swap 

was WWII.  The alternative to dealing with this overhang is debt/deflation, which has 

become politically impossible.  The last 12 years of very low rates allowed the overhang 

to persist without triggering a downturn but also led to weak growth.  This debt swap 

may be the only way out, but there will be strings attached.   

• The Fed minutes held no real surprises, but did clearly show a high level of concern.   

• Europe continues to struggle to develop a response to the economic problems caused by 

the virus.  It appears that the European Stability Mechanism (ESM), a body created 

during the 2010-11 Eurocrisis, will be the lending arm; Eurobonds look like a dead letter.  

Apparently, northern European nations are open to lending out of the ESM but want 

“memorandums of understanding” that would put restrictions on borrowers.  This 

demand is toxic for southern Europe, a holdover of what Greece was required to accept 

during the Eurocrisis.  Thus, not much has been accomplished.   

• Congressional bickering over additional fiscal support is making headlines; the GOP 

wants a quick add to small business lending, while the Democrats want to add more 

money and other funding.  Although much ink (or electrons) is spilt over this wrangling, 

this is rather normal.  We expect something to be passed in the next week or so. 

• The firehose of policy stimulus has a couple of caveats.  First, using the banking system 

as a conduit has proven to be rather clunky.  Second, there is a surprising lack of 

oversight on both fiscal and monetary policy.  The lack of oversight at this stage opens up 

https://www.wsj.com/articles/first-european-countries-prepare-to-ease-coronavirus-lockdown-restrictions-11586356776?shareToken=stbf8f406e18dc46b0b33f8b2e4077616c
https://www.politico.com/news/2020/04/08/pence-fauci-reopen-country-plan-coronavirus-175792
https://nyti.ms/2VguWyA
https://apnews.com/a464316e25560d393bd07a021b7e81ba
https://www.politico.com/states/california/story/2020/04/08/just-madness-governors-mull-consortium-to-end-chaos-over-medical-supplies-1273929?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/as-countries-vie-for-coronavirus-supplies-germany-cuts-deal-with-china-11586372608?shareToken=st387f7acb0ae14cf496f9403b15840853
https://www.wsj.com/articles/u-s-to-restrict-mask-glove-exports-for-four-months-during-coronavirus-pandemic-11586381392?shareToken=st34dc5f6afb1841ac8c7393f60cbcd724
https://www.wsj.com/articles/fed-announces-new-facilities-to-support-2-3-trillion-in-lending-11586435450?shareToken=st20a49fc17008424f96c26963f4c1f1ef
https://www.ft.com/content/d2977690-7969-4482-8f12-dc6a37fc7c3e?emailId=5e8e90a6ae88cc000498bedd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/3e1RY4R
https://twitter.com/WBHoekstra/status/1247784116159823872?s=20&utm_source=POLITICO.EU&utm_campaign=a4b2108af0-EMAIL_CAMPAIGN_2020_04_09_05_07&utm_medium=email&utm_term=0_10959edeb5-a4b2108af0-190334489
https://www.theguardian.com/world/2015/aug/12/memorandum-understanding-what-exactly-has-greece-signed-up-for?utm_source=POLITICO.EU&utm_campaign=a4b2108af0-EMAIL_CAMPAIGN_2020_04_09_05_07&utm_medium=email&utm_term=0_10959edeb5-a4b2108af0-190334489
https://www.wsj.com/articles/deepening-coronavirus-crisis-pushes-congress-to-plan-more-economic-aid-11586357537?shareToken=st47a31f4cb1f34194903f4f64968f9978
https://www.ft.com/content/ec2f95b0-00ce-47dd-9242-137eb55edb9e?emailId=5e8e90a6ae88cc000498bedd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ec2f95b0-00ce-47dd-9242-137eb55edb9e?emailId=5e8e90a6ae88cc000498bedd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ec433aea-64ec-40bc-b339-d372fe25c4ef?emailId=5e8e90a6ae88cc000498bedd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f523032b-127a-4297-bffe-b54b99cae891?emailId=5e8e90a6ae88cc000498bedd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.com/news/2020/04/09/coronavirus-recovery-bill-fed-records-176371?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/04/09/coronavirus-recovery-bill-fed-records-176371?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
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the potential for retroactive supervision years from now; you could see borrowers being 

questioned before Congress at some point.  

• A warning: the CFTC is reporting a surge in new scams involving complex derivatives.  

The common feature is high fees.    

The economic news: 

• There are increasing reports that tenants are not paying their rent due to rising 

joblessness.  As these payment flows stop, it is reasonable to expect that some sort of 

backstop will be necessary.  Meanwhile, similar concerns are developing for the 

mortgage market as well.  The leadership of the FHFA is indicating that aid to mortgage 

servicers isn’t likely, which probably means the Fed will need to eventually backstop that 

industry, too.   

• State and local governments are increasingly vulnerable to rising demand for social 

services and falling revenue.  It’s looking increasingly likely that the Fed will need to 

expand its support for this level of government borrowing.  Unlike the Federal 

government, state and local governments lack monetary sovereignty and thus can’t issue 

debt without tax revenue.   

• All eyes remain on China as it emerges from lockdown.  What is being seen is that 

restarting an economy on lockdown is difficult.  We are also seeing scattered reports of 

bank runs in China.   

• Retailers are being severely hurt by the shutdown; it appears a wave of bankruptcies is 

coming.   

The market news: 

• We have been noting that globalization is retreating during the COVID-19 crisis.  Food 

hoarding by countries is starting to become a problem.  If this accelerates, it could create 

instability in nations that are net food importers. 

• Sen. Sanders (I-VT) has suspended his campaign.    

The foreign policy news: 

• China is coming nowhere close to its Phase 1 requirements.  It remains to be seen how 

the U.S. will respond.   

• Stimulus in China has been steady, but slow, especially in contrast to the aggressive 

actions of the Fed.   

U.S. Economic Releases 
 

Initial jobless claims came in above expectations at 6.606 million compared to the forecast of 

5.500 million.  
 

https://www.wsj.com/articles/derivatives-regulator-warns-of-fee-scams-during-coronavirus-pandemic-11586385693?shareToken=st4e2ad41db3ed41f0972d0556830e1562
https://nyti.ms/2XiBeQZ
https://www.wsj.com/articles/fannie-freddie-unlikely-to-aid-mortgage-companies-as-payments-dry-up-fhfa-chief-says-11586289067?shareToken=st25600d6166384241b37758341fc11045
https://www.wsj.com/articles/fannie-freddie-unlikely-to-aid-mortgage-companies-as-payments-dry-up-fhfa-chief-says-11586289067?shareToken=st25600d6166384241b37758341fc11045
https://www.politico.com/news/2020/03/27/mortgage-system-collapse-coronavirus-pandemic-152338?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.politico.com/news/2020/03/27/mortgage-system-collapse-coronavirus-pandemic-152338?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/state-funding-woes-are-dragging-the-fed-into-muni-market-reboot-11586338203?shareToken=stefd34da7f87c4a39b0651f27b6d8671c
https://www.wsj.com/articles/china-eases-wuhan-lockdown-but-coronavirus-fight-remains-incomplete-11586293305?shareToken=stfd4b5eabe05e4ccdbaeedabcefd66d0e
https://www.wsj.com/articles/china-eases-wuhan-lockdown-but-coronavirus-fight-remains-incomplete-11586293305?shareToken=stfd4b5eabe05e4ccdbaeedabcefd66d0e
https://www.nasdaq.com/articles/chinas-bank-of-gansu-hit-by-deposit-withdrawal-requests-caixin-2020-04-07
https://www.nasdaq.com/articles/chinas-bank-of-gansu-hit-by-deposit-withdrawal-requests-caixin-2020-04-07
https://www.wsj.com/articles/coronavirus-has-shut-stores-and-retailers-are-running-out-of-time-11586338200?shareToken=st0c0e461f7caa47598beda145bb249488
https://www.wsj.com/articles/coronavirus-has-shut-stores-and-retailers-are-running-out-of-time-11586338200?shareToken=st0c0e461f7caa47598beda145bb249488
https://www.washingtonpost.com/world/as-borders-harden-during-pandemic-some-countries-look-to-hold-onto-their-own-food/2020/04/08/385600e4-7459-11ea-ad9b-254ec99993bc_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/as-borders-harden-during-pandemic-some-countries-look-to-hold-onto-their-own-food/2020/04/08/385600e4-7459-11ea-ad9b-254ec99993bc_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.com/news/2020/04/08/bernie-sanders-suspends-his-presidential-campaign-175137?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014c-2414-d9dd-a5ec-34bc529a0002&nlid=964328
https://www.scmp.com/economy/china-economy/article/3079036/coronavirus-china-yet-meet-key-phase-one-trade-deal-target
https://www.reuters.com/article/us-health-coronavirus-china-pboc-exclusi/exclusive-chinas-central-bank-to-step-up-easing-wont-borrow-fed-playbook-sources-idUSKBN21Q0JO
https://www.reuters.com/article/us-health-coronavirus-china-pboc-exclusi/exclusive-chinas-central-bank-to-step-up-easing-wont-borrow-fed-playbook-sources-idUSKBN21Q0JO
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The chart above shows the four-week moving average of initial jobless claims.  The four-week 

moving average rose from 2.612 million to 4.211 million.  Using the four-week average of 

continuing claims as an independent variable, we are on pace for an unemployment rate of 7.4% 

for April.  The initial claims data suggests this forecast will rise in the coming weeks.   
 

In March, PPI final demand fell 0.6% from the prior month compared to the forecast drop of 

0.4%.  PPI ex-food and energy rose 0.2% from the prior month compared to the forecast of 

unchanged.  Meanwhile, PPI excluding food, energy, and trade fell 0.1% from the prior month 

compared to the forecast of unchanged. 

 

 
 

The chart above shows the annual change in headline PPI and PPI excluding food and energy.  

Headline PPI rose 0.7% from the prior year, while PPI excluding food and energy rose 1.4%.  
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The table below shows the economic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Feb -0.5% -0.5% ***

10:00 Wholesale Trade Sales m/m Feb 1.6% **

10:00 U. of Mich. Sentiment m/m Apr 75.0 89.1 ***

10:00 U. of Mich. Current Conditions m/m Apr 84.1 103.7 **

10:00 U. of Mich. Expectations m/m Apr 60.7 79.7 **

10:00 U. of Mich. 1 Yr Inflation m/m Apr 2.2% **

10:00 U. of Mich. 5-10 Yr Inflation m/m Apr 2.3% **

Speaker or event

10:00 Jerome Powell to Give an Economic Update Via Webcast Chairman of Board of Governors of Federal Reserve

16:00 Mary Daly Takes Part in Online Discussion

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of San Francisco  
 

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

Japan Tokyo Average Office Vacancies m/m Mar 1.50 1.49 * Equity and bond neutral

Machine Tool Orders m/m Mar -40.8% -29.6% * Equity bearish, bond bearish

New Zealand ANZ Truckometer Heavy m/m Mar -8.0% -3.0% ** Equity bearish, bond bearish

Card Spending Retail m/m Mar -3.9% 0.6% ** Equity bearish, bond bearish

Card Spending Total m/m Mar -8.7% 0.0% ** Equity bearish, bond bearish

Europe

Germany Current Account Balance m/m Feb 23.7 Bil 16.6 Bil 17.0 Bil ** Equity bullish, bond bearish

Trade Balance m/m Feb 20.8 Bil 13.9 Bil 16.5 Bil ** Equity bullish, bond bearish

Italy Industrial Production y/y Feb -1.2% 3.7% -1.7% *** Equity bearish, bond bearish

UK Monthly GDP m/m Feb -0.1% 0.0% 0.1% ** Equity bearish, bond bearish

Industrial Production y/y Feb -2.8% -2.9% -0.03 *** Equity bearish, bond bearish

Manufacturing Production m/m Feb -3.9% -3.6% -4.0% *** Equity and bond neutral

Construction Output m/m Feb -1.7% -0.8% 0.3% ** Equity bearish, bond bearish

Index of Services m/m Feb 0.0% 0.1% 0.2% ** Equity and bond neutral

Visible Trade Balance GBP/Mn m/m Feb -£11487m -£3720m -£6000m ** Equity and bond neutral

Trade Balance Non EU GBP/Mn m/m Feb -£5573m £2232m -£1000m ** Equity and bond neutral

Trade Balance GBP/Mn m/m Feb -£2793m £4212m £1000m ** Equity and bond neutral

AMERICAS

Mexico Nominal Wages m/m Mar 5.0% 5.5% *** Equity and bond neutral

Canada Housing Starts m/m Mar 195.2k 210.1k 172.5k *** Equity bullish, bond bearish

Building Permits m/m Feb -7.3% 4.0% -4.0% *** Equity bearish, bond bearish

Brazil CNI Capacity Utilization m/m Feb 78.7% 78.2% ** Equity and bond neutral  
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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) 132 135 -3 Up

3-mo T-bill yield (bps) 15 18 -3 Neutral

TED spread (bps) 117 117 0 Up

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

10-yr T-note (%) 0.73 0.77 -0.04 Neutral

Euribor/OIS spread (bps) -25 -29 4 Neutral

EUR/USD 3-mo swap (bps) -43 -44 1 Down

Currencies Direction

dollar Flat Neutral

euro Up Up

yen Flat Up

pound Up Down

franc Up 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 $34.24 $32.84 4.26% Possible production cuts

WTI $26.68 $25.09 6.34%

Natural Gas $1.77 $1.78 -0.79%

Crack Spread $7.64 $8.20 -6.78%

12-mo strip crack $6.56 $6.74 -2.73%

Ethanol rack $1.12 $1.12 0.10%

Gold $1,662.07 $1,646.14 0.97%

Silver $15.16 $14.96 1.31%

Copper contract $225.55 $226.00 -0.20%

Corn contract 337.25$       335.50$       0.52%

Wheat contract 552.00$       548.50$       0.64%

Soybeans contract 857.75$       854.50$       0.38%

Baltic Dry Freight 607 596 11

Actual Expected Difference

Crude (mb) 15.2 9.0 6.2

Gasoline (mb) 10.5 6.0 4.5

Distillates (mb) 0.5 1.5 -1.0

Refinery run rates (%) -6.70% -1.80% -4.90%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the country, with warmer-than-normal temperatures in Florida and California.  Wet conditions 

are expected for the East Coast and parts of the Southwest.
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Asset Allocation Weekly 
 

Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis. We report asset allocation thoughts on a weekly basis, updating this 

section every Friday. Note that this report is also offered as a separate document on our website. 
 

April 9, 2020 
 

One of the more controversial issues of the past bull market was the impact of share buybacks.  

The way we like to frame that issue is with the S&P 500 divisor.  The divisor is a number that is 

used to smooth out the index; when stocks leave the index, through replacement or mergers, or 

when new stock is issued or purchased, the divisor adjusts to prevent discrete jumps in the index.  

Therefore, if companies are buying back stock, the divisor will decline, all else held equal.   
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This chart shows the divisor and the S&P 500 from 1964.  In general, it would be reasonable to 

assume that as stock prices rise, but especially if the P/E multiple rises, companies would 

generally want to issue stock.  Thus, the divisor would be expected to follow the overall 

movement of the market.  And, from 1964 until 2004, that was generally true.  The two series 

were positively correlated at the 74.9% level.  However, from 2005 to the present, despite a 

major bull market from 2009 to 2020, the trend in the divisor was lower.  In fact, the sign of the 

correlation reversed to negative.   

 

The divisor is used to calculate earnings per share; a falling divisor boosts the earnings per share 

reading.  If we assume that the divisor had remained at the most recent peak in 2011, the chart 

below shows the impact on earnings per share. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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S&P 500 OPERATING EARNINGS

Sources:  Haver Analytics, CIM  
 

This chart shows operating earnings on a rolling four-quarter basis.  Using Q4 2019, the latest 

actual data available,1 the reported operating earnings per share was $157.12; adjusting for the 

2011 peak divisor shows a reading of $143.28.   

 

The extensive policy actions taken by the government and the Federal Reserve to backstop the 

economy and the financial markets will likely come with the costs of direct regulations and 

social control.  In other words, taking the government’s money or using the Fed’s balance sheet 

to simply support shareholders through dividends and buybacks is probably not going to be 

possible.  If that is the case, it is highly likely that earnings growth will be less than what we 

have seen in recent years.  Margins are another element we are monitoring; these have been 

remarkably strong for the past decade.  So far, we have not seen aggressive actions to reduce 

margins but a retreat from globalization and a return to regulation could bring down margins as 

well.   

   

  
 
 
 
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.  

 
1 These numbers will appear lower than what is commonly shown because we use data from Standard and Poor’s. 
The media usually reports data from Thomson/Reuters, the owners of I/B/E/S, the service that collects earnings 
estimates. Thomson/Reuters earnings tend to be about 7% higher than Standard and Poor’s. 
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Data Section 
 

 

U.S. Equity Markets – (as of 4/8/2020 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 4/8/2020 close) 

 

-40.0% -20.0% 0.0% 20.0%
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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 9, 2020 
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Based on our methodology,2 the current P/E is 17.1x, up 1.0x 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. 


