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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: February 25, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is currently down 0.3% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.8%.  Chinese markets were mixed, with the Shanghai Composite down 0.6% and the 

Shenzhen Composite up 0.5%.  U.S. equity index futures are signaling a higher open.  With 437 

companies having reported, the S&P 500 Q4 earnings stand at $42.00, higher than the $40.59 

forecast for the quarter.  The forecast reflects a 2.0% decrease from Q4 2018 earnings.  Thus far 

this quarter, 71.6% of the companies have reported earnings above forecast, while 20.4% have 

reported earnings below forecast.   

 

The newest episode of our Confluence of Ideas podcast series is now available. This episode 

discusses Confluence’s 2020 Geopolitical Outlook.  We examine the U.S. 2020 elections, the 

situation in Iran, China’s debt, the impact of demographics and North Korea. We also provide an 

update on emerging issues since we published the report in mid-December.   

 

After a deep selloff yesterday, equity markets around the world are mixed.  We are seeing some 

retreat in the flight-to-safety assets after a massive rally yesterday in gold and Treasuries.  As 

usual, we update news on the COVID-19.  The president wraps up his India trip.  Germany is 

preparing for a new leader for the CDU.  Here are the details: 

 

COVID-19:  The number of reported cases is 80,289 with 2,704 fatalities.  South Korea is now 

reporting 977 cases.  As an undergrad, I took a course on organizational behavior.1  In that 

course, we discussed conditions that tended to undermine organizations.  The three most 

common were dissonant objectives, information overload and information depravation.  To some 

extent, we are seeing all three exhibited in the reaction to the COVID-19.  In terms of dissonant 

objectives, nations are trying to prevent the spread of the disease and avoid recession.  These 

objectives are mostly exclusive—ensuring that the virus doesn’t spread requires actions that will 

undoubtably lead to an economic downturn.  The second method is being seen in the West.  The 

media is putting so much information out there that it is difficult to ascertain what people should 

do.  Outside the developed world, we are seeing just the opposite; propaganda and the lack of 

information is leading to unfounded rumors being spread, some of which work against 

containing the virus.2   

 

                                                 
1 This is Bill speaking here.   
2 A good source for readers wanting reliable information on the virus can be found here.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/
https://www.wsj.com/articles/global-stocks-stabilize-after-deep-selloff-11582621412?shareToken=stb2092ed0d9cf43ab9580e6226ea4cf36
https://www.wsj.com/articles/big-gains-in-havens-fuel-growth-concerns-11582545600?shareToken=stbc4a8ee280574f04a006be3de5b22ed7
https://www.ft.com/content/58317c6c-571d-11ea-a528-dd0f971febbc?emailId=5e5495d57365c30004d35a93&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2020/02/25/world/asia/coronavirus-news.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=storyline_menu
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://www.wsj.com/articles/chinas-virus-censorship-and-propaganda-draw-backlash-11582632006?shareToken=stc4b51a971a0a4ac7b428af912df8eb36
https://www.axios.com/coronavirus-infodemic-threatens-world-health-institutions-cbb0298b-7b33-4d4b-b005-781c57491180.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-infodemic-threatens-world-health-institutions-cbb0298b-7b33-4d4b-b005-781c57491180.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.who.int/emergencies/diseases/novel-coronavirus-2019/advice-for-public/myth-busters
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Here is the problem for policymakers.  If the virus is really the “big one” then taking aggressive 

steps to enforce quarantines is necessary and an economic downturn is a reasonable price to pay.  

But, if the virus is mild, these aggressive steps are unnecessary and the cost of a recession is 

excessive.  So, where does COVID-19 fall?  Early evidence leans toward this being a mild virus.  

A report from China’s CDC did a study on the virus using data through February 11.  It looked at 

72,314 cases and it found a fatality rate of 2.3% for the confirmed cases and 1.4% for confirmed 

and suspected cases.  The fatalities were concentrated among the elderly (>60 years old,3 829 of 

the 1,023) and most of those who died also had chronic conditions (heart disease, diabetes).  

Mild cases were reported in 81% of the cases.  Overall, the data likely confirms that this 

respiratory virus is similar to influenza; it does kill, but most who are infected survive and older 

people are at greatest risk due to other health complications. 

 

So, where do we go from here?  Financial markets are clearly taking a second look at COVID-

19.  If this event turns out to be a mild pandemic (as the data seems to suggest now), there will 

be a temporary hit to the global economy.  By summer, it will probably be past us.  It is going to 

spread further.  The rise in Italy and South Korea is worrisome; in fact, it may affect Korean 

politics.  The situation in Iran is also unsettling.  The country is claiming 61 cases and 12 

fatalities, which would make this virus especially deadly.  In reality, the number of cases is 

probably far larger.  Unfortunately, Iran lies at the crossroads of the Middle East and the region 

is in such turmoil that if the virus spreads to refugee camps then it will become almost 

impossible to control.  At the same time, if the data can be trusted, it appears the number of new 

cases in China may have peaked.  

 

In general, fear of this being a bigger deal will probably have a greater impact than the virus 

itself.  Of course, that assumes it remains mild.  In the history of the Spanish influenza of 1918, 

the virus seemed to mutate at least once into a much more virulent form, so the world isn’t out of 

the woods yet.  Nevertheless, our base case remains that this will be a three- to four-month event. 

 

India:  Although there were hopes that a trade agreement might be part of this visit, it doesn’t 

appear that one was made.  The trip does seem to be a popular success for both Trump and Modi. 

 

Germany:  The CDU will hold a special congress on April 25 to select a new party leader.  We 

are in the twilight of Chancellor Merkel’s reign; depending on who replaces AKK, that ending 

may come before her term ends in 2021. 

 

U.S. Economic Releases 
 

No U.S. economic figures have been released prior to publication of today’s report.  The table 

below shows the economic releases and Federal Reserve events scheduled for the rest of the day. 
 

                                                 
3 Bill resents this characterization. 

http://weekly.chinacdc.cn/en/article/id/e53946e2-c6c4-41e9-9a9b-fea8db1a8f51
https://www.wsj.com/articles/stocks-are-just-starting-to-price-in-coronavirus-11582583912?shareToken=st2823f743562947daa8bf86046bae9ce9
https://www.wsj.com/articles/coronavirus-infections-increase-in-italy-11582632278?shareToken=st350230dedf4c41ccb082dfa3114d2452
https://www.japantimes.co.jp/news/2020/02/24/asia-pacific/politics-diplomacy-asia-pacific/south-korea-elections-moon-jae-in/?utm_source=Eurasia+Group+Signal&utm_campaign=27f0c41c3e-EMAIL_CAMPAIGN_2020_02_25_12_01&utm_medium=email&utm_term=0_e605619869-27f0c41c3e-134308033#.XlUULGhKiUl
https://www.japantimes.co.jp/news/2020/02/24/asia-pacific/politics-diplomacy-asia-pacific/south-korea-elections-moon-jae-in/?utm_source=Eurasia+Group+Signal&utm_campaign=27f0c41c3e-EMAIL_CAMPAIGN_2020_02_25_12_01&utm_medium=email&utm_term=0_e605619869-27f0c41c3e-134308033#.XlUULGhKiUl
https://apnews.com/32540d09ec101aac057660ef1b0aa970?utm_source=Eurasia+Group+Signal&utm_campaign=27f0c41c3e-EMAIL_CAMPAIGN_2020_02_25_12_01&utm_medium=email&utm_term=0_e605619869-27f0c41c3e-134308033
https://apnews.com/32540d09ec101aac057660ef1b0aa970?utm_source=Eurasia+Group+Signal&utm_campaign=27f0c41c3e-EMAIL_CAMPAIGN_2020_02_25_12_01&utm_medium=email&utm_term=0_e605619869-27f0c41c3e-134308033
https://www.washingtonpost.com/opinions/2020/02/24/irans-government-is-lying-its-way-coronavirus-catastrophe/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/opinions/2020/02/24/irans-government-is-lying-its-way-coronavirus-catastrophe/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/3a2Osoe
https://nyti.ms/3a2Osoe
https://www.ft.com/content/d3d41c7c-56db-11ea-a528-dd0f971febbc?emailId=5e5495d57365c30004d35a93&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/drop-in-new-coronavirus-cases-in-china-offers-hope-that-its-outbreak-is-ebbing-11582636045?shareToken=stc868f912a87443a4bdaa489cadce36c7
https://www.wsj.com/articles/drop-in-new-coronavirus-cases-in-china-offers-hope-that-its-outbreak-is-ebbing-11582636045?shareToken=stc868f912a87443a4bdaa489cadce36c7
https://www.wsj.com/articles/fear-of-coronavirus-rather-than-virus-itself-hits-economies-11582589904?shareToken=st5efdc55b7e8c4b278b2052a4da5189bf
https://www.ft.com/content/4bd6039e-56ef-11ea-a528-dd0f971febbc?emailId=5e5503224c6e6900043b6bab&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.com/news/2020/02/25/in-india-trump-hails-no-trade-deal-as-a-win-117306?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/02/25/in-india-trump-hails-no-trade-deal-as-a-win-117306?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.washingtonpost.com/world/2020/02/24/trump-india-live-updates/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.eu/article/germanys-cdu-to-elect-new-leader-in-april-annegret-kramp-karrenbauer/?utm_source=POLITICO.EU&utm_campaign=779cf9c5e4-EMAIL_CAMPAIGN_2020_02_25_06_05&utm_medium=email&utm_term=0_10959edeb5-779cf9c5e4-190334489
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EDT Indicator Expected Prior Rating

9:00 S&P CoreLogic Case Schiller 20-City House Prices Index y/y Dec 2.8% 2.6% **

9:00 FHFA House Price Index m/m Dec -0.4% 0.2% **

10:00 Conference  Board Consumer Confidence m/m Feb 132.1 131.6 ***

10:00 Richmond Fed Manufacturing Index m/m Feb 10 20 **

Speaker or event

15:00 Richard Clarida Speaks at NABE Conference in Washington Vice Chairman of Board of Governors of Federal Reserve

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.  
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI Services y/y Jan 2.3% 2.1% 2.1% * Equity and bond neutral

Leading Index y/y Jan 91.6 91.6 ** Equity and bond neutral

South Korea Consumer Confidence m/m Feb 96.9 104.2 * Equity bearish, bond bullish

EUROPE

Germany GDP y/y 4Q 0.3% 0.3% 0.3% ** Equity and bond neutral

France Manufacturing Confidence m/m Feb 102.0 102.0 99.0 ** Equity bullish, bond bearish

Production Outlook Indicator m/m Feb 0.0 -5.0 -6.0 * Equity bullish, bond bearish

AMERICAS

Mexico GDP y/y 4Q -0.5% -0.3% -0.4% *** Equity and bond neutral

Economic Activity IGAE y/y Dec 0.7% -1.2% 0.5% ** 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 168 168 0 Up

3-mo T-bill yield (bps) 149 150 -1 Neutral

TED spread (bps) 19 18 1 Neutral

U.S. Libor/OIS spread (bps) 153 152 1 Up

10-yr T-note (%) 1.38 1.37 0.01 Neutral

Euribor/OIS spread (bps) -41 -42 1 Neutral

EUR/USD 3-mo swap (bps) 12 11 1 Down

Currencies Direction

dollar Flat Neutral

euro Down Down

yen Flat Down

pound Up Down

franc Flat Down  



 

 

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

www.confluenceinvestment.com 

 4 

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 $56.20 $56.30 -0.18%

WTI $51.36 $51.43 -0.14%

Natural Gas $1.85 $1.83 1.09%

Crack Spread $19.03 $18.91 0.65%

12-mo strip crack $14.77 $14.71 0.36%

Ethanol rack $1.45 $1.45 -0.11%

Gold $1,647.58 $1,659.38 -0.71%

Silver $18.39 $18.63 -1.33%

Copper contract $258.00 $258.35 -0.14%

Corn contract 377.00$       376.25$       0.20%

Wheat contract 530.75$       534.75$       -0.75%

Soybeans contract 886.25$       882.50$       0.42%

Baltic Dry Freight 506 497 9

Actual Expected Difference

Crude (mb) 1.8

Gasoline (mb) -2.0

Distillates (mb) -1.5

Refinery run rates (%) -0.65%

Natural gas (bcf) -164.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures in the 

central states and the Northeast, with colder-than-normal temperatures in Florida and the 

Rockies.  Wet conditions are expected in virtually all of the country except for the Pacific 

Northwest and Florida.
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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.  
 

February 21, 2020 
 

In 2017, we introduced an indicator of the basic health of the economy and added it to the many 

charts we monitor to gauge market conditions.  The indicator is constructed using commodity 

prices, initial claims and consumer confidence.  The thesis behind this indicator is that these 

three components should offer a simple and clear picture of the economy; in other words, rising 

initial claims coupled with falling commodity prices and consumer confidence is a warning that a 

downturn may be imminent.  The opposite condition should support further economic recovery.  

In this report, we will update the indicator with January data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the upward momentum in the economy has slowed but remains well above zero.  We 

have placed gray bars to indicate recessions.  The indicator was coincident with the 2001 

recession but didn’t turn negative until June 2008, when the recession was well underway.  

Unfortunately, in its raw form, it signals trouble when the equity markets are already well into 

their decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at minus 1.0.  This provides an earlier bearish signal and also eliminates the false positives that 

the zero threshold generates.  Nevertheless, the fact that this variation of the indicator is below 

zero raises caution.    

 

What does the indicator say now?  The economy has been decelerating but conditions have 

improved over the past three months, lifting this indicator back to near-zero.  Thus, the 

improvement does suggest that investors should remain in equities based on the idea that 

economic conditions remain supportive.  In past updates, we have expressed caution that at least 

rebalancing of portfolios was in order.  This update would indicate that further defensive action 

should be put on hold for now.   

   

 

 
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 
 

Due to technical difficulties, we have not been able to update the following charts with 

yesterday’s market action.  We expect to be able to update them in tomorrow’s comment. 
 

U.S. Equity Markets – (as of 2/21/2020 close) 
 

-20.0% -10.0% 0.0% 10.0%
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Industrials

Consumer Staples
S&P 500

Consumer Discretionary
Communication Services

Real Estate
Technology

Utilities
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-3.0% -2.0% -1.0% 0.0% 1.0%

Technology

Consumer Discretionary

Communication Services

Energy

S&P 500

Financials

Industrials

Materials

Utilities

Healthcare

Consumer Staples

Real Estate

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 2/21/2020 close) 

 

-10.0% -5.0% 0.0% 5.0% 10.0%

Commodities

Emerging Markets ($)

Foreign Developed ($)

Emerging Markets (local currency)

Cash

Small Cap

US High Yield

Mid Cap

Foreign Developed (local currency)

US Corporate Bond

Large Cap

US Government Bond

Real Estate
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 

 

February 20, 2020 
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P/E as of 2/19/2020 = 20.4x

 
 

Based on our methodology,4 the current P/E is 20.4x, unchanged from last week.   

 

 
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. 

 

                                                 
4 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 (Q2 and Q3) and two estimates (Q4 and Q1, 2020). 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. 


