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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: August 4, 2020—9:30 AM EDT] Global equity markets are generally mixed this 

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

closed up 1.6% from its prior close.  Chinese markets were mixed, with the Shanghai Composite 

up 0.1% from the prior close and the Shenzhen Composite down 0.7%.  U.S. equity index futures 

are signaling a lower open.  With 335 companies having reported, the S&P 500 Q2 earnings 

stand at $26.80, higher than the $23.72 forecast for the quarter.  The forecast reflects a 43.8% 

decrease from Q2 2019 earnings.  Thus far this quarter, 83.8% of the companies have reported 

earnings above forecast, while 13.8% have reported earnings below forecast.   
 

Despite the mixed performance for equities so far today, reports are showing a moderation in 

new U.S. coronavirus infections, as well as hints of progress in the negotiations for a new virus 

relief bill in Congress.  As always, we review all the key news items below. 

 

COVID-19:  Official data show confirmed cases have risen to 18,317,520 worldwide, with 

694,715 deaths and 10,935,280 recoveries.  In the United States, confirmed cases rose to 

4,718,249, with 155,478 deaths and 1,513,446 recoveries.  Here is the interactive chart from the 

Financial Times that allows you to compare cases and deaths among countries, scaled by 

population. 
 

Virology 

• Several large states in the South and West that had recently seen a surge of new 

infections continued to report moderating caseloads, though part of the decline in recent 

days may reflect the shutdown of some testing sites in Florida ahead of Tropical Storm 

Isaias.  Unfortunately, public health officials also continue to report signs of rebounding 

caseloads in the Midwest and some areas of the Northeast. 

• Despite the improving overall trend in the U.S., researchers in the U.K. and France 

warned that without adequate procedures to test and trace positive cases, there will likely 

be a large, new outbreak of the disease this autumn. 

• Scientists are noticing that as many as 10% of those who become sick with COVID-19, 

including young adults, suffer from a long, drawn-out form of the disease that some refer 

to as “long-haul COVID,” “LONGCOVID,” or “post-COVID syndrome.”  The condition 

is evidently similar to chronic fatigue syndrome, or myalgic encephalomyelitis.  The 

news is a reminder that even if the statistics show large numbers of people recovering 

from the disease, some of them may actually be saddled with lingering symptoms that 

could weigh on their ability to work. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2020/08/04/world/coronavirus-covid-19.html?action=click&module=Top%20Stories&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.ft.com/content/939e6f46-31aa-4b87-9d72-c680a86ac741
https://www.wsj.com/articles/coronavirus-latest-news-08-04-2020-11596531332
https://www.wsj.com/articles/coronavirus-latest-news-08-04-2020-11596531332
https://www.ft.com/content/8a8c9630-7cce-417a-8732-f0589009be14
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• As the horserace among several leading vaccine candidates continues into Phase III tests, 

investors remain optimistic that a shot will be ready by the end of the year.  However, 

investors are also starting to pay more attention to the already high valuations for some of 

the vaccine companies’ stocks. 

U.S. Policy Response 

• After an hours-long negotiating session yesterday, Democratic leaders and White House 

officials sounded cautiously optimistic that they were making progress on the next 

coronavirus relief bill. 

o Nevertheless, the two sides remain at odds over whether to cut the supplemental 

federal unemployment benefit of $600 per week, whether to provide more 

assistance to financially strapped state and local governments, and other issues. 

o One complicating factor is that the competing Democratic and Republican 

proposals are riddled with pork barrel spending unrelated to the virus crisis. 

o To raise pressure on the Democrats, reports say the White House may attempt to 

implement some relief measures by executive order (a kind of decree), including a 

cut in the payroll tax and a further moratorium on evictions. 

o According to officials, the negotiations will resume on Tuesday. 

• Of course, the Federal Reserve also continues to provide extremely loose monetary 

policy in support of the U.S. and global economies.  For a useful review of its actions as 

global lender of last resort, see this WSJ article. 

o The article highlights how the Fed’s agile and powerful action to support the 

dollar financial system around the world has helped burnish the greenback’s 

status as the world’s key reserve currency. 

o However, the article also highlights how the resulting status of the dollar as the 

predominant safe currency has raised concerns that it is too dominant.  That 

sentiment is a key reason why we place so much importance on the EU’s new 

coronavirus relief program, which will include the issuance of common EU debt 

on a scale that should make the euro a more viable reserve currency and a more 

viable competitor for the dollar. 

Financial Market Response 

• Double-digit stock gains boosted public pension systems’ median return to 11.1% for the 

second quarter, marking their best quarterly performance since 1998.  However, even 

with their rebound from the first quarter, median annual returns for the public pensions, 

whose fiscal years ended June 30, were just 3.2%, far short of the funds’ long-term target 

of around 7%. 

• As investors begin to note the current upward momentum for precious metals and the 

positive impetus they’re getting from factors like safe-haven buying, the falling dollar, 

and the rising federal budget deficit (all of which we’ve described repeatedly), gold and 

silver continue to rise.  Here is a handy WSJ article on the mechanics of the gold market. 
 

World Trade Organization:  In interviews with the Financial Times, the two main candidates 

to become the next leader of the WTO said the U.S. has valid concerns over judicial overreach 

https://www.wsj.com/articles/covid-19-vaccine-front-runners-impress-investors-but-concerns-exist-11596533401?mod=hp_lead_pos2
https://www.wsj.com/articles/coronavirus-stimulus-talks-to-resume-after-jobless-aid-lapses-11596470044?mod=hp_lead_pos7
https://www.ft.com/content/312e6aa2-be03-4963-a951-1b820dea671e
https://www.ft.com/content/312e6aa2-be03-4963-a951-1b820dea671e
https://www.wsj.com/articles/coronavirus-stimulus-proposals-arent-limited-to-coronavirus-spending-11596538800?mod=hp_lead_pos12
https://www.wsj.com/articles/fed-federal-reserve-jerome-powell-covid-coronavirus-dollar-lending-economy-foreign-currency-11596228151?mod=hp_lead_pos5
https://www.wsj.com/articles/beleaguered-public-pension-funds-make-record-gains-in-second-quarter-11596531602?mod=hp_lead_pos5
https://www.wsj.com/articles/beleaguered-public-pension-funds-make-record-gains-in-second-quarter-11596531602?mod=hp_lead_pos5
https://www.wsj.com/articles/why-gold-prices-are-hitting-all-time-highs-11596533550?mod=hp_lead_pos11
https://www.ft.com/content/f4830e2b-df7b-474a-8104-6336992ca193
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by the organization’s dispute settlement system.  Kenya’s Amina Mohamed and Nigeria’s Ngozi 

Okonjo-Iweala both said they would support reining in the system, though it’s not clear when or 

if that would convince the Trump administration to lift its freeze on naming new judges to the 

WTO’s appellate body, which has prevented it from operating. 
 

United States-China:  President Trump said he is ready to approve the purchase of the U.S. 

operations of the Chinese video-sharing app TikTok by Microsoft (MSFT, 216.54), but only if 

the government receives “a lot of money” in exchange.  The move has drawn bipartisan 

pushback, especially as it would appear to constitute a kind of arbitrary, one-off tax on a private 

corporate transaction.  Just as important, the demand also exacerbated tensions with Chinese 

officials, who are chafing at Trump’s earlier threat to ban TikTok from the U.S. over concerns 

that the company could share sensitive user data with the Chinese government. 
 

United States-Poland:  A week after announcing the pullout of 12,000 troops from Germany 

and only partially redeploying them elsewhere in Europe, the Trump administration said it will 

send 1,000 additional soldiers to Poland.  The increased U.S. presence there will include 

intelligence, surveillance and reconnaissance capabilities, as well as infrastructure to support an 

armored brigade combat team and combat aviation brigade.  However, the small move in Poland 

is seen as insufficient to offset the loss of forward defense capabilities associated with the large 

troop drawdown in Germany. 
 

Argentina:  The Argentine government reached a deal with its biggest creditors on restructuring 

$65 billion of its foreign bonds after it agreed to make some debt payments earlier than it 

wanted.  If the country’s bondholders approve the deal, the country will avoid years of exclusion 

from the global credit markets and a potentially acrimonious, drawn-out legal battle like the one 

that followed its 2001 default. 

 

U.S. Economic Releases  

There were no economic 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

10:00 Factory Orders m/m Jun 5.0% 8.0% **

10:00 Factory Orders Ex Trans m/m Jun 2.6% **

10:00 Durable Goods Orders m/m Jun 7.3% 7.3% **

10:00 Durables Ex Transportation m/m Jun 3.3% 3.3% **

10:00 Cap Goods Orders Nondef Ex Air m/m Jun 3.3% **

10:00 Cap Goods Ship Nondef Ex Air m/m Jun 3.4% **

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 

https://www.ft.com/content/f4830e2b-df7b-474a-8104-6336992ca193
https://www.wsj.com/articles/trump-says-u-s-should-get-slice-of-tiktok-sale-price-11596479818?mod=hp_lead_pos1
https://www.ft.com/content/43f98b00-1fa5-4a0b-aa85-cc4e8aab29ac
https://www.ft.com/content/ecb81529-7853-4403-95a9-577ee1ebc4b8
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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 Caixin China PMI Manufacturing m/m Jul 52.8 51.2 51.1 ** Equity bullish, bond bearish

Japan Tokyo CPI y/y Jul 0.6% 0.3% 0.3% *** Equity bearish, bond bullish

Tokyo CPI Ex-Fresh Food y/y Jul 0.4% 0.2% 0.1% *** Equity bearish, bond bullish

Tokyo CPI Ex-Fresh Food, Energy y/y Jul 0.6% 0.4% 0.3% *** Equity bearish, bond bullish

Monetary Base y/y Jul 9.8% 6.0% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 2-Aug 88.6 89.0 *** Equity and bond neutral

Trade Balance m/m Jun A$8202m A$8025m A$8800m ** Equity and bond neutral

Retail Sales m/m Jun 2.7% 16.9% 2.4% ** Equity bullish, bond bearish

Commodity Index SDR y/y Jul -12.0% -11.4% ** Equity and bond neutral

Europe

Eurozone PPI y/y Jun -3.7% -5.0% -3.8% ** Equity bullish, bond bearish

Switzerland SECO Consumer Confidence q/q 3Q -12.0 -39.3 -23.5 ** Equity bullish, bond bearish

AMERICAS

Brazil FGV CPI IPC-S w/w 31-Jul 0.5% 0.5% 0.5% *** Equity and bond neutral

Markit Brazil PMI Manufacturing m/m Jul 58.2 51.6 *** Equity bullish, bond bearish

Trade Balance Monthly m/m Jul $8060m $7463m $8125m ** Equity and bond neutral

Mexico Remittances Total m/m Jun $3537.0m $3379.4m $3222.5m ** Equity bullish, bond bearish

Markit Mexico PMI Mfg m/m Jul 40.4 38.6 ** Equity bullish, bond bearish

IMEF Manufacturing Index SA m/m Jul 48.1 42.0 44.0 ** Equity bullish, bond bearish

IMEF Non-Manufacturing Index SA m/m Jul 47 42.5 45.1 ** Equity bullish, bond bearish

Leading Indicators m/m Jun -4.0% -43.0% *** Equity and bond neutral

Vehicle Domestic Sales m/m Jul 72897 62837 * Equity and bond neutral  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 25 25 0 Down

3-mo T-bill yield (bps) 8 9 -1 Neutral

TED spread (bps) 17 16 1 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 0.54 0.56 -0.02 Neutral

Euribor/OIS spread (bps) -47 -46 -1 Neutral

EUR/USD 3-mo swap (bps) 2 3 -1 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Down Up

pound Down Down

franc Up Up

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.250% 0.250% 0.250% On forecast

RBA 3-Yr Yield Target 0.250% 0.250% 0.250% On forecast   
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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 $43.46 $44.15 -1.56% Supply Optimism

WTI $40.37 $41.01 -1.56%

Natural Gas $2.13 $2.10 1.57%

Crack Spread $10.47 $10.40 0.65%

12-mo strip crack $10.15 $10.13 0.25%

Ethanol rack $1.44 $1.45 -0.76%

Gold $1,974.67 $1,976.98 -0.12%

Silver $24.32 $24.30 0.06%

Copper contract $289.55 $291.20 -0.57%

Corn contract 326.25$       328.50$       -0.68%

Wheat contract 516.75$       521.00$       -0.82%

Soybeans contract 892.00$       896.25$       -0.47%

Baltic Dry Freight 1385 1350 35

Actual Expected Difference

Crude (mb) -3.5

Gasoline (mb) -1.0

Distillates (mb) 1.0

Refinery run rates (%) 0.00%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country, 

with cooler temps in the Pacific region.  Wet conditions are expected throughout the eastern half 

of the country.  TS Isaias has made landfall in South Carolina and is expected to move 

northward.  There is also some cyclone formation south of Bermuda.   
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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. 
 

July 31, 2020 
 

The pandemic has clearly affected the economy.  The decline in economic activity in Q2 will be 

historic.  However, it is still unclear what effects will be temporary and what will be long-lasting.  

A recent paper suggests that one permanent change may be a reduction in older workers.  

COVID-19 has a disproportionately negative impact on older people; studies have shown that 

nearly 75% of fatalities have occurred among those over the age of 65.  That age falls roughly in 

the middle of the baby boom generation.  Anyone born in 1955 or earlier falls into this high-risk 

category.   

 

Americans working past 65 years old, at least as a percentage of the total labor force, was 

common after WWII.  Social Security was still relatively new.  But, from 1947 to 1985, the 

participation rate for Americans over the age of 65 fell from the 28.6% peak in October 1949 to a 

low of 10.4% in June 1984.  The number of Americans in the labor force over the age of 65 

peaked at 10.8 MM in February.  It has fallen sharply since. 

 

 
 

This chart shows both the actual number of civilians employed over the age of 65 and the 

percentage of these workers compared to the labor force of 65-year-olds and older.  Participation 

has been rising since the early 1990s.  Some of this rise is simply due to a rising population of 

Americans aged 65 years and older relative to the total population. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://bfi.uchicago.edu/wp-content/uploads/BFI_WP_202041.pdf
https://www.cdc.gov/mmwr/volumes/69/wr/mm6928e1.htm
https://www.cdc.gov/mmwr/volumes/69/wr/mm6928e1.htm
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This chart shows the actual and projected level of 65-year-olds and older compared to the total 

population.  The percentage has been rising since 2003 and is forecast to plateau in 2040.  The 

entire baby boom generation will be 65 years or older by the end of the decade.   

 

It is possible that the tendency for COVID-19 to be a greater risk to older workers may mean that 

the drop in employment for adults 65 and over will be lasting.  These workers have the option of 

taking Social Security and don’t necessarily need to take the risk of returning to work.  If they do 

leave the workforce for an extended period, perhaps 18 to 24 months for a widely available 

vaccine, employers may be less open to hiring this age of worker when a younger one can be 

found.   

 

What impact would a decline in workers aged 65 and older have?  Since older workers are often 

paid more due to their years of service, losing these workers will, at least initially, improve 

margins.  It will almost certainly lead to some increased hiring of younger workers and may 

accelerate lowering the age of the workforce.  It may also lead these older households to lower 

the risk in their portfolios by reducing equity positioning.  Of course, given current paltry interest 

rates on low-risk fixed income, investors striving for yield will be forced to take on equity-like 

risk at times.  It is still unclear whether the pandemic will lead to a permanent shift, but there is a 

good chance it will.  Thus, we will continue to monitor this development.        
 
 
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 8/3/2020 close) 
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Materials

Consumer Staples

Consumer Discretionary

Communication Services

Financials

Energy

Industrials

S&P 500

Healthcare

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 8/3/2020 close) 

 

-20.0% -10.0% 0.0% 10.0% 20.0%

Commodities

Real Estate

Foreign Developed (local currency)

Small Cap

Foreign Developed ($)

Mid Cap

Emerging Markets ($)

US High Yield

Cash

Emerging Markets (local currency)

Large Cap

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 

 

July 30, 2020 
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P/E as of 7/29/2020 = 27.9x

 
 

Based on our methodology,1 the current P/E is 27.9x, down 0.2x from last week.  The decline in 

the multiple is due to rising earnings forecasts for Q2. 

 

 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q4 and Q1) and two estimates (Q2 and Q3). 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. 


