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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 6, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.5% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.4%.  

Chinese markets were mixed, with the Shanghai Composite up 0.3% from the prior close and the 

Shenzhen Composite down 0.6%.  U.S. equity index futures are signaling a lower open.  With 

403 companies having reported, the S&P 500 Q2 earnings stand at $27.40, higher than the 

$23.72 forecast for the quarter.  The forecast reflects a 43.8% decrease from Q2 2019 earnings.  

Thus far this quarter, 83.3% of the companies have reported earnings above forecast, while 

13.4% have reported earnings below forecast.   
 

It’s the 75th anniversary of the bombing of Hiroshima.  U.S. equity markets are a bit weaker after 

a strong showing yesterday.  We lead off with an update on policy progress (or lack thereof), 

followed by foreign news, with an update on Lebanon.  We also check in on the pandemic, 

followed by China.  Being Thursday, the Weekly Energy Update is available.  Here are the 

details:   

 

Policy news:   

• Congressional leaders remain far apart on the next round of stimulus/support.  The White 

House is threatening to take executive actions in lieu of legislation, although there will be 

limits to how much this can accomplish.  Although the process looks unsettling, this 

messiness is very common in democracies.  As Otto von Bismarck is attributed to have 

said, “There are two things no one should ever watch, the making of sausage and laws.”    

o The lack of agreement has probably already affected the economy.  Even if the 

funds are returned, households will note the fragility of the moment and likely 

save additional amounts of any new stimulus.   

o Here’s a twist—dead people may get a stimulus check after all.   

• As Congress continues to work on a support package, worries about a rise in evictions are 

starting to develop.  The previous support package had put a moratorium in place, but 

that measure has expired.  At present, the decision to evict is a local issue, unless another 

moratorium is established.   

• The National Guard has provided support for COVID-19 testing and other measures.  The 

funding for these soldiers to participate in this mission will expire on August 21 without 

new authorization from the White House.  However, the demobilization is set to start 

tomorrow to allow the soldiers to quarantine for 14 days.  Some states have vowed to pay 

for the National Guard personnel to remain, but others lack the available funding.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://nyti.ms/3fyZ0O9
https://www.wsj.com/articles/global-stock-markets-dow-update-8-6-2020-11596704617?st=tziyxsipltae8a7
https://www.confluenceinvestment.com/category/energy-reports/weekly-energy-update/
https://www.wsj.com/articles/mcconnell-schumer-trade-shots-on-pace-of-coronavirus-aid-talks-11596647758?st=ha85h2ezb7u7jph
https://www.wsj.com/articles/lapse-in-extra-unemployment-benefits-to-hurt-u-s-recovery-economists-say-11596636000?st=c66o6itgeydsoxv
https://www.politico.com/news/2020/08/05/dead-people-could-get-stimulus-checks-391866
https://apnews.com/833d91877e2f0fa913c5258978a9e83c
https://apnews.com/833d91877e2f0fa913c5258978a9e83c
https://www.politico.com/news/2020/08/03/national-guard-white-house-virus-390968?nname=politico-nightly-coronavirus-special-edition&nid=00000170-c000-da87-af78-e185fa700000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2670445
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• The WSJ has a detailed report on the Fed’s foreign swap lines.  The decision by the 

FOMC to expand these lines was critical in maintaining global financial stability.   

• In a recent AAW, we discussed monetary policy and social goals, specifically, what the 

Fed could do to improve the lot of disadvantaged groups.  For African Americans, the 

evidence suggests the best way to narrow the unemployment gap (the gap between racial 

groups) is by extending the business cycle.  Congressional Democrats have introduced 

new legislation that would give the Fed a mandate to reduce racial inequality.  Here are a 

couple of thoughts: 

o The original Humphrey/Hawkins bill was designed to give the Fed the mandate to 

bring about full employment.  Much of this thrust came from the civil rights 

movement, as leaders of that movement noted that having rights mattered little if 

one didn’t have work.  So, this legislation isn’t anything new; in fact, it is already 

part of the Fed’s mandate. 

o What is being lost here is that the inherent tradeoff is efficiency versus equality.  

When a society favors efficiency, it gets low inflation at the cost of higher 

inequality.  When it favors equality, it pays for that goal with higher inflation.  As 

we have been saying for nearly a decade, the U.S. is embarking on a cycle shift 

toward equality and away from efficiency.  That will eventually lead to higher 

inflation, but, given the level of slack in the economy, it will take a long time 

before that inflation becomes an issue.  Part of the reason the Humphrey/Hawkins 

bill never really did much is that it passed in 1978 when inflation was becoming a 

crisis.  The focus on inflation meant that most of the Humphrey/Hawkins law was 

ignored.  In fact, the most visible vestige of that bill is the fact that the Fed chair 

has to go to Congress biannually to testify about monetary policy.  This used to be 

known as the “Humphrey/Hawkins testimony.”   

• One of the consequences of the TikTok issue is that it is further evidence that the World 

Wide Web is rapidly going regional, or becoming a “splinter-net.”  Europe, China, 

Russia, and the U.S. are all taking measures designed to limit the global scope of internet 

traffic.  The potential impact on globalization is significant; if data can’t be moved easily 

anymore, The Great Convergence discussed by Richard Baldwin will reverse itself.   

COVID-19:  The number of reported cases is 18,835,986 with 708,278 deaths and 11,381,042 

recoveries.  In the U.S., there are 4,824,175 confirmed cases with 158,268 deaths and 1,577,851 

recoveries.  For those who like to keep score at home, the FT has created a nifty interactive chart 

that allows one to compare cases across nations using similar scaling metrics.  The FT has also 

issued an economic tracker that looks across countries with high frequency data on various 

factors.  Axios has updated its state map; there is clear evidence of improvement. 

• There is growing consensus that once a vaccine is developed, supplies will be limited.  

This means some form of triage will be necessary and the protocol for who gets 

vaccinated and who must wait will be controversial.  Meanwhile, vaccine developers are 

starting to float pricing schemes.   

• One of the common themes we continue to monitor is that societies are struggling with 

the balance between reopening and virus control.  What we are seeing globally is that 

lockdown rules are eased.  In response, people congregate, relieved from the pressures of 

https://www.wsj.com/articles/fed-federal-reserve-jerome-powell-covid-coronavirus-dollar-lending-economy-foreign-currency-11596228151?st=lqut3l5snhlnc0w
https://www.confluenceinvestment.com/wp-content/uploads/AAW_July_10_2020.pdf
https://www.washingtonpost.com/business/2020/08/05/fed-racial-inequality-democrats/
https://www.ft.com/content/6a1b9b4d-ddbc-4b62-9101-221510fb7b45?emailId=5f2933cc0f8e830004432655&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.hup.harvard.edu/catalog.php?isbn=9780674660489
https://www.nytimes.com/2020/08/06/world/coronavirus-covid-19.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/coronavirus-cases-hotspots-arizona-california-florida-18ef6a94-4065-4859-b6d0-8bcdf0c439f5.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/early-coronavirus-vaccine-supplies-likely-wont-be-enough-for-everyone-at-high-risk-11596706202?st=az8a9tal8wvhj0y
https://www.wsj.com/articles/covid-19-vaccine-makers-signal-prices-11596648639?st=q448pa4hgm1hep1
https://www.wsj.com/articles/california-bungles-its-fight-against-covid-11596649971?st=uiqvodayq08hrbr
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following guidelines.  Shortly thereafter, cases rise, and governments attempt to 

implement restrictions again.  We haven’t yet mastered the balance between the level of 

interaction and disease proliferation.   

Foreign news: 

• Here is what we are watching on Lebanon: 

o Although the initial reports from Lebanon were so horrific that it seemed logical 

that it must have been a bombing, the general consensus is that the cause was 

catastrophic negligence. 

o After such events, there is a drive to blame someone.  Currently, port officials are 

under house arrest.   

o The Lebanese public is rightfully furious.  For this dangerous material to be 

stored, essentially unsecured, for several years is unfathomable.   

o Ultimately, this is a problem of governance.  Lebanon has the characteristics of a 

Middle East post-colonial state.  The colonial powers tended to create “states” 

that were not naturally composed.  Instead, they were borders that ignored 

conditions on the ground.  Peoples, religions, and ethnic groups that would not 

have naturally congregated were put together.  When the Europeans left, these 

essentially ungovernable entities remained.  Iraq, Syria, and Lebanon are all 

classic examples of this phenomenon.  The current government structure, which 

emerged from the 1990 agreement that ended a 15-year civil war, is no longer 

functioning.   

o Even before this catastrophe, Lebanon was in deep trouble.  It was in the midst of 

a currency and debt crisis with no clear path to resolution.  The state is trying to 

avoid direct involvement in the Syrian debacle and has persistent tensions on its 

southern border with Israel.  What this blast lays bare is that the government 

probably can’t cope with all the pressures it faces. 

o We would not be surprised to see fighting break out between rival groups and 

another refugee crisis emerge.   

• Azerbaijan and Armenia have been at loggerheads since the breakup of the Soviet Union.   

Outside powers, including Iran, Russia, and Turkey, have routinely intervened to support 

one side or the other.  Recently, Turkey has been sending signals that it is willing to 

support Azerbaijan as tensions rise.   

• Liam Fox, the former U.K. trade secretary, admitted that classified documents related to 

U.K./U.S. trade talks had been leaked after Russian hackers broke into his account.  The 

episode highlights the risk of Russian technology infiltration. 

• It is likely that Belarus is Russia’s closest ally.  President Lukashenko is an autocrat 

much like President Putin.  In addition, Belarus’s close proximity to Russia means that 

the former needs to get along with the latter, although Lukashenko has tended to follow 

the small nation handbook of playing Russia against the West for aid. Recently, relations 

have been strained as Lukashenko faces a real election threat and he has accused Russia 

of interfering in the election.  The latest is that Belarus claims Russian agents have 

penetrated the country; it is not clear what the goal was, although intimidation is likely.  

The Russians have been detained, which won’t sit well with President Putin. 

https://www.reuters.com/article/us-lebanon-security-blast-warehouse/initial-investigations-point-to-negligence-as-cause-of-beirut-blast-source-says-idUSKCN2511G7?fbclid=IwAR0mgFNpKt-Mzr_ssTAHgYxbXqnTZTKwDSdQLt1uz5MxJ0pE66ubsEGszNU&utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.reuters.com/article/us-lebanon-security-blast-warehouse/initial-investigations-point-to-negligence-as-cause-of-beirut-blast-source-says-idUSKCN2511G7?fbclid=IwAR0mgFNpKt-Mzr_ssTAHgYxbXqnTZTKwDSdQLt1uz5MxJ0pE66ubsEGszNU&utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/7b3933c3-8220-453f-a151-ba0b4fb85307?emailId=5f2b7bc353e4a400042cbb0c&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/7b3933c3-8220-453f-a151-ba0b4fb85307?emailId=5f2b7bc353e4a400042cbb0c&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/3kf9Xbh
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_04_18_2016.pdf
https://www.al-monitor.com/pulse/originals/2020/07/turkey-azerbaijan-joint-military-drills-armenia.html
https://www.al-monitor.com/pulse/originals/2020/07/turkey-azerbaijan-joint-military-drills-armenia.html
https://www.ft.com/content/090974db-fe3c-4d2b-b454-54a8cb6a7f28?emailId=5f2933cc0f8e830004432655&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/in-belarus-veteran-leader-alexander-lukashenko-faces-an-unexpected-challenger-11596659610?st=2hf4awpsn1ccyl4
https://www.ft.com/content/8b50eedb-91ff-48a7-a4e6-2e3b4c7a07fd?emailId=5f2a231acfc2380004cf3af1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/8b50eedb-91ff-48a7-a4e6-2e3b4c7a07fd?emailId=5f2a231acfc2380004cf3af1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/belarus-detains-alleged-russian-military-contractors-ahead-of-presidential-vote-11596043981?st=nj31fpfqeelpiri
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Markets and Economic news: 

• Gold prices have broken above the $2,000 per ounce line with little resistance.  Negative 

real interest rates, currency debasement fears, and societal stability fears are all 

combining to lift the yellow metal. 

• Housing has always been a difficult asset to value.  Total return is calculated by the price 

change of the asset plus any benefits derived from ownership.  Calculating total return 

from a financial asset is usually straightforward.  How much did the price change over 

the period of ownership and was other income, interest or dividends, captured?  Housing 

is different because the benefits can be difficult to calculate.  It is possible to estimate the 

price gains of a property, although given the characteristics of the market (homes are not 

universal in quality and thus prices are best estimates), one doesn’t know for sure until 

the house is sold.  At the same time, there are benefits of living in a home.  And, if we are 

stuck at home, getting more benefit from the house becomes important.  We are seeing 

ample anecdotal evidence that homeowners are undertaking remodeling projects.  In the 

hard data, if we look at retail sales of building supplies and restaurants, it is evident that 

we are seeing a massive divergence.  The WSJ has a nice reflection piece on the benefits 

of homeownership; although they can be difficult to value, they are nonetheless real and 

enhanced under current conditions. 

 

Although inflation has generally been modest, one area that has seen rapidly rising prices 

is food.  Such divergences are not unprecedented, but rising food prices do have 

distributional effects, harming lower income households.  Historically, rising food price 

inflation is not generally persistent and we would expect this episode to end fairly soon.  

However, it highlights that any disruption in income support could have an increasingly 

adverse effect on lower income households. 

https://www.wsj.com/articles/why-gold-prices-are-hitting-all-time-highs-11596533550?st=2p18o9l5jqz5xn4
https://www.ft.com/content/566dd8f7-7efe-45b6-8a44-b20f7f0f283e?emailId=5f2a231acfc2380004cf3af1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.zillow.com/how-much-is-my-home-worth/
https://www.zillow.com/how-much-is-my-home-worth/
https://www.wsj.com/articles/why-your-house-could-be-your-best-performing-asset-class-11596629101?st=12782dt1akupm8v
https://www.wsj.com/articles/why-your-house-could-be-your-best-performing-asset-class-11596629101?st=12782dt1akupm8v
https://www.washingtonpost.com/business/2020/08/04/grocery-prices-unemployed/?utm_campaign=wp_the_daily_202&utm_medium=email&utm_source=newsletter&wpisrc=nl_daily202
https://www.washingtonpost.com/business/2020/08/04/grocery-prices-unemployed/?utm_campaign=wp_the_daily_202&utm_medium=email&utm_source=newsletter&wpisrc=nl_daily202
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• Commercial banks are notoriously procyclical.  They tend to be too easy during 

expansions and too tight during recessions.  The most recent Senior Loan Officer Survey 

suggests a dramatic tightening of lending standards, which will tend to hamper the 

recovery. 
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China news: 

• SoS Pompeo indicated the U.S. is prepared to expand its crackdown on Chinese tech 

firms by expanding into cloud-computing companies.   

• Globalization and the drive for efficiency rested on an assumption of geopolitical 

stability.  Specifically, it needed the U.S. to act as global hegemon, reliably providing 

security and a reserve currency and the rest of the world accepting that condition.  As 

China has threatened this assumption, it is starting to expose previously unforeseen risks.  

Simply put, under conditions of efficiency, there is little worry about where one produces 

a good.  The only thing that matters is whether production is cost-effective.  However, as 

the assumptions that underpinned globalization come under question, the U.S. finds itself 

in a position where it has supply chain risks it hadn’t acknowledged before.  The 

pandemic has revealed that the U.S. is dangerously exposed to China when it comes to 

https://www.ft.com/content/e210c0d5-96ea-42d1-a645-32eeb5d7a37d
https://www.ft.com/content/e210c0d5-96ea-42d1-a645-32eeb5d7a37d
https://www.wsj.com/articles/how-the-u-s-ceded-control-of-drug-supplies-to-china-11596634936?st=1e0ls0b4zzlnj5e
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pharmaceuticals.  That vulnerability isn’t a problem when the U.S. is the hegemon and 

China agrees, but it’s a big problem when the U.S. doesn’t know whether it wants to be 

the hegemon and China would like to remove our influence from that part of the world. 

U.S. Economic Releases  

In July, the Challenger Job Cuts Index rose 576.1% from the prior year.  Transportation and 

entertainment/leisure saw the largest job cuts.  Despite the sharp rise, it is important to note that 

this index tracks announcement for job cuts, not actual job cuts.  Hence, it is possible that some 

of the cuts will not happen. 
 

For the week ending August 1, initial claims came in at 1.186MM, well below expectations of 

1.400MM. The previous report was revised upward from 1.434MM to 1.435MM. 
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The chart above shows the four-week moving average for initial claims.  The moving average 

fell 1.368MM to 1.337MM. 
 

For the week ending July 25, continuing claims came in at 16.107MM, below expectations of 

16.900MM.  The previous report was revised downward from 17.018MM to 16.951MM. 

https://www.wsj.com/articles/how-the-u-s-ceded-control-of-drug-supplies-to-china-11596634936?st=1e0ls0b4zzlnj5e
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The chart above shows the four-week moving average for initial claims by region.1 
 

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

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Confidence w/w 2-Aug 44.3 **

Speaker or event

10:00 Robert Kaplan Discusses US Economy at OMFIF Event President of the Federal Reserve Bank of Dallas

12:30 Daleep Singh Makes Remarks at Central Bank Forum Vice President of Federal Reserve Bank of New York

Fed Speakers or Events

Economic Releases

District or position

 
 

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. 
 

 
1 Northeast: Maine, Rhode Island, New Hampshire, New York, New Jersey, Maryland, Massachusetts, Connecticut, 
Vermont, Pennsylvania, Delaware. Midwest: Ohio, Michigan, Missouri, Minnesota, Kansas, South Dakota, Indiana, 
Illinois, Wisconsin, Iowa, Nebraska, North Dakota. Southeast: West Virginia, Virginia, Kentucky, Tennessee, North 
Carolina, South Carolina, Georgia, Alabama, Mississippi, Arkansas, Louisiana, Florida.  Southwest: Texas, Oklahoma, 
New Mexico, Arizona. West: Colorado, Wyoming, Montana, Idaho, Washington, Oregon, Utah, Nevada, California, 
Alaska, Hawaii. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Bonds w/w 31-Jul ¥1146.4b -¥565.0b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 31-Jul -¥919.3b -¥149.6b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 31-Jul -¥140.0b ¥337.4b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 31-Jul -¥578.6b ¥70.6b * Equity and bond neutral

Tokyo Avg Office Vacancies m/m Jul 2.77 1.97 ** Equity bullish, bond bearish

New Zealand 2Yr Inflation Expectations q/q 3Q 1.43% 1.24% ** Equity and bond neutral

Europe

Eurozone Markit Eurozone Services PMI m/m Jul 55.1 54.7 55.1 ** Equity and bond neutral

Markit Eurozone Composite PMI m/m Jul 54.8 54.9 54.8 ** Equity and bond neutral

Italy Markit Italy Services PMI m/m Jul 51.4 51.6 46.4 ** Equity bullish, bond bearish

Markit Italy Composite PMI m/m Jul 51.8 52.5 47.6 ** Equity bullish, bond bearish

France Markit France Services PMI m/m Jul 57.8 57.3 57.8 ** Equity and bond neutral

Markit France Composite PMI m/m Jul 57.6 57.3 57.6 ** Equity and bond neutral

Germany Markit Germany Services PMI m/m Jul 56.7 55.6 56.7 ** Equity and bond neutral

Markit/BME Germany Composite PMI m/m Jul 55.5 55.3 55.5 ** Equity and bond neutral

Retail Sales m/m Jun 6.1% 5.7% 17.8% ** Equity bearish, bond bullish

UK Markit/CIPS UK Construction PMI m/m Jul 58.1 55.3 57.0 ** Equity bullish, bond bearish

Switzerland UBS Real Estate Bubble Index q/q 2Q 1.52 1.30 ** Equity bullish, bond bearish

Russia Markit Russia PMI Services m/m Jul 58.5 47.8 51.0 ** Equity bullish, bond bearish

Russia CPI w/w 3-Aug 0.0% 0.0% *** Equity and bond neutral

AMERICAS

Brazil Markit Brazil PMI Composite m/m Jul 47.3 40.5 ** Equity bullish, bond bearish

Markit Brazil PMI Services m/m Jul 42.5 35.9 ** Equity bullish, bond bearish

FGV Inflation IGP-DI m/m Jul 2.3% 1.6% 2.2% *** Equity and bond neutral

Mexico Gross Fixed Investment m/m May -39.7% -36.9% -39.5% ** Equity and bond neutral

Vehicle Production m/m Jul 294946 238946 ** Equity and bond neutral

Vehicle Exports m/m Jul 256098 196173 ** 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) 9 10 -1 Neutral

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 0.52 0.55 -0.03 Neutral

Euribor/OIS spread (bps) -47 -47 0 Neutral

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

Currencies Direction

dollar Up Down

euro Down Up

yen Up Up

pound Up Down

franc Flat Up

Central Bank Action Current Prior Expected

RBI Repurchase Rate 4.000% 4.000% 3.750% Above forecast

RBI Reverse Repo Rate 3.350% 3.350% 3.100% Above forecast

RBI Cash Reserve Ratio 3.000% 3.000% 3.000% On forecast

Selic Rate 2.000% 2.250% 2.000% 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 $44.95 $45.17 -0.49%

WTI $41.72 $42.19 -1.11%

Natural Gas $2.21 $2.19 0.73%

Crack Spread $10.11 $9.73 3.98%

12-mo strip crack $10.14 $9.91 2.30%

Ethanol rack $1.40 $1.40 -0.12%

Gold $2,049.96 $2,038.12 0.58%

Silver $27.88 $26.96 3.42%

Copper contract $289.10 $291.70 -0.89%

Corn contract 322.25$       323.25$       -0.31%

Wheat contract 505.75$       510.75$       -0.98%

Soybeans contract 876.00$       878.75$       -0.31%

Baltic Dry Freight 1475 1463 12

Actual Expected Difference

Crude (mb) -7.4 -3.5 -3.9

Gasoline (mb) 0.4 -1.0 1.4

Distillates (mb) 1.6 1.0 0.6

Refinery run rates (%) 0.10% 0.20% -0.10%

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.  There is also some cyclone formation south of Bermuda, but it is not expected to 

develop into a tropical storm.   
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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 8/4/2020 close) 
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(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 8/4/2020 close) 

 

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

Commodities

Real Estate

Foreign Developed (local currency)

Small Cap

Mid Cap

Foreign Developed ($)

Emerging Markets ($)

US High Yield

Cash

Emerging Markets (local currency)

Large Cap

US Corporate Bond
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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 

 

August 6, 2020 
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P/E as of 8/6/2020 = 27.4x

 
 

Based on our methodology,2 the current P/E is 27.4x, down 0.4x 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. 

 
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 (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. 


