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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: July 21, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 1.7% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 2.7% 

from its prior close.  Chinese markets were higher, with the Shanghai Composite up 0.2% from 

the prior close and the Shenzhen Composite up 0.7%.  U.S. equity index futures are signaling a 

higher open.  With 51 companies having reported, the S&P 500 Q2 earnings stand at $23.30, 

lower than the $23.72 forecast for the quarter.  The forecast reflects a 43.8% decrease from Q2 

2019 earnings.  Thus far this quarter, 80.4% of the companies have reported earnings above 

forecast, while 19.6% have reported earnings below forecast.   

 

A new Confluence of Ideas podcast episode is available, titled “The 2020 Election: Part 3.”  This 

is the final episode looking at the 2020 election.  In this episode, we handicap the election based 

on the tools of prediction, polling and decision markets.  We examine the geopolitics of the 

election, focusing on what countries are likely to intervene in our election, their capabilities and 

their goals.  We also touch on what we expect to see in terms of policy if we get a new president 

or if the incumbent wins, and likely market reaction in either scenario. 

 

Today’s upswing in risk assets comes in large part from yesterday’s good news regarding 

potential coronavirus vaccines and a massive new virus recovery program in Europe.  We 

discuss each of those developments in detail below, in addition to discussing today’s other major 

news developments. 

 

COVID-19:  Official data show confirmed cases have risen to 14,729,037 worldwide, with 

610,587 deaths and 8,323,901 recoveries.  In the United States, confirmed cases rose to 

3,831,430, with 140,909 deaths and 1,160,087 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology: 

• Echoing the good Phase II trial results announced for the Moderna (MRNA, 82.68) 

coronavirus vaccine last week, three other leading competitors yesterday posted trial 

results showing their vaccines successfully produced an immune response with little or 

no serious side effects. 

o Besides the four leading prospects, more than a dozen other vaccine candidates 

have entered human testing.  In total, about 160 potential vaccines are now in 

development. 

 

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/confluence-of-ideas/
https://www.nytimes.com/2020/07/21/world/coronavirus-covid-19.html?action=click&pgtype=Article&state=default&module=styln-coronavirus-markets&variant=show&region=TOP_BANNER&context=storylines_menu
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.wsj.com/articles/oxford-university-astrazeneca-covid-19-vaccine-front-runner-shows-promise-in-trials-11595254222?mod=hp_lead_pos6
https://www.wsj.com/articles/oxford-university-astrazeneca-covid-19-vaccine-front-runner-shows-promise-in-trials-11595254222?mod=hp_lead_pos6
https://www.wsj.com/articles/oxford-university-astrazeneca-covid-19-vaccine-front-runner-shows-promise-in-trials-11595254222?mod=hp_lead_pos6
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o With the rapid success of multiple vaccine candidates so far, and with the 

numerous alternatives in development in case the top four candidates falter, 

investors will now have greater confidence that a protective shot could be ready 

later this year.  Of course, unforeseen scientific issues with the vaccines could still 

arise.  In addition, there could be challenges in ramping up production, 

distributing the vaccine worldwide, and making sure enough people get it.  All the 

same, the news suggests humanity could well get control over the coronavirus in 

fairly short order and start to rebuild the global economy.  The news is therefore 

bullish for stocks, as shown by the positive reaction in the markets yesterday and 

today. 

• Despite the good news on a potential vaccine, current infections and deaths continue to 

rise across the globe, with an especially heavy impact on Latin America.  The economic 

strains there are raising concerns about a potential new Latin American debt crisis. 

• In the U.S., new infections rose by approximately 61,800 yesterday, although that was the 

lowest figure in a week.  The mayor of Chicago announced tighter restrictions on 

restaurants, bars, and gyms, but the mayor of New York said his city would generally 

proceed to its Phase Four of reopening. 

• With the success that most major European nations have had in bringing the pandemic 

under control, some European sports organizations are opening for business again, in 

contrast to the continued shutdowns in the U.S. 

• Now that researchers have had more than six months to study the coronavirus, they’re 

finally getting a hand on just how deadly it is.  Researchers now believe the disease kills 

from 0.3% to 1.5% of people infected, with most studies putting the death rate between 

0.5% and 1.0%.  That means that for every 1,000 people who get infected, five to 10 

would die on average. 

o The estimates suggest the new coronavirus is deadlier than the seasonal flu, 

though not as lethal as Ebola and other infectious diseases that have emerged in 

recent years. 

o The coronavirus is killing more people than the deadlier diseases, in part because 

it is more infectious. 

Foreign Policy Response: 

• On the policy front, the EU’s member states finally reached agreement this morning on a 

massive €750 billion coronavirus relief program that will not only channel funds to hard-

hit countries like Spain and Italy to help them recover from the crisis, but will also 

involve the first large-scale issuance of common, mutualized EU debt.  Key points of the 

“Next Generation EU” deal are as follows: 

• The approved financial assistance will include €390 billion in grants to hard-hit countries, 

supplemented by €360 billion in loans.  That spending would be partially paid for by 

spending cuts in the EU’s budget of €1.074 trillion for the next seven years, which the 

leaders also approved. 

o The grants will consist mostly of a “Recovery and Resilience Facility” totaling 

€312.5 billion.  To access these funds, member states will need to prepare national 

https://www.ft.com/content/a86e0382-8f63-4f4f-839c-51c5a9ccc9e5
https://www.wsj.com/articles/coronavirus-latest-news-07-21-2020-11595319537
https://www.wsj.com/articles/with-u-s-sports-leagues-still-in-bubbles-europe-prepares-to-bring-back-crowds-11595332800?mod=hp_featst_pos4
https://www.wsj.com/articles/how-deadly-is-covid-19-researchers-are-getting-closer-to-an-answer-11595323801?mod=hp_lead_pos5
https://www.wsj.com/articles/how-deadly-is-covid-19-researchers-are-getting-closer-to-an-answer-11595323801?mod=hp_lead_pos5
https://www.wsj.com/articles/how-deadly-is-covid-19-researchers-are-getting-closer-to-an-answer-11595323801?mod=hp_lead_pos5
https://www.ft.com/content/713be467-ed19-4663-95ff-66f775af55cc
https://www.ft.com/content/713be467-ed19-4663-95ff-66f775af55cc
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recovery plans pledging to reform their economies.  The funds will be distributed 

from 2021 to 2023.   

– Allocations of recovery money will be linked to the economic harm done 

by the pandemic, rather than relying on pre-crisis data regarding growth 

and unemployment. 

– To enforce some discipline on member states receiving the coronavirus 

aid, each EU member state has been given the right to raise concerns that 

another member is not honoring its economic reform commitments.  In 

such cases, assistance funds can be halted for a period that “as a rule” 

should not last more than three months.  The final decision is formally left 

in the hands of the commission. 

o The remaining €77.5 billion of grants will be used to top up normal EU budgetary 

programs.  

• To fund the €750 billion coronavirus program, the European Commission will be granted 

new powers to borrow on capital markets. 

o While most of the borrowed money will go to the new recovery fund, the 

remainder will be channeled through the EU’s normal budgetary programs in 

areas such as scientific research, rural development, and environmental 

protection. 

o The funds available for debt service were left vague, but EU leaders have 

suggested new sources of funds for the EU bonds might include taxes on digital 

services or carbon emissions. 

• To overcome resistance from the Netherlands, Denmark, Sweden, and Austria, the 

leaders agreed that the “Frugal Four” nations will get more of their annual contributions 

to the EU budget rebated back to them. 

• As we’ve been arguing, the provision of assistance to the EU’s poorest countries should 

help buttress the European economy, while the issuance of hundreds of billions of euros 

of common EU debt should help make the euro a much more viable reserve currency to 

compete with the dollar.  As reflected in today’s market action so far, the deal is therefore 

bullish for European equities, lower-rated European sovereign debt, and the euro. 

U.S. Policy Response: 

• With the U.S. Congress now back in session and starting to work on a new economic 

support bill to repair the damage from the virus crisis, President Trump and Republican 

leaders met yesterday to hash out their initial negotiating position.  Treasury Secretary 

Mnuchin said the White House favors a new package of $1 trillion in supplemental aid. 

However, he said the administration does not want to see enhanced unemployment 

benefits continue at their current level of $600 per week.  Senate Republicans are 

expected to formally release their proposed bill later this week. 

Financial Market Response: 

• Despite the good news on a potential vaccine and a slowing in U.S. infections, which 

might be assumed to take the wind out of safe-haven precious metals, gold and silver 

prices continue to trend upward, with silver hitting a multi-year high yesterday.  Our 

https://www.ft.com/content/2b69c9c4-2ea4-4635-9d8a-1b67852c0322
https://www.ft.com/content/2b69c9c4-2ea4-4635-9d8a-1b67852c0322
https://www.ft.com/content/2b69c9c4-2ea4-4635-9d8a-1b67852c0322
https://www.ft.com/content/a87f62dd-18b6-4497-93f6-8434df56e88d
https://www.wsj.com/articles/republicans-put-schools-jobs-at-top-of-coronavirus-priorities-11595264186?mod=hp_lead_pos7
https://www.wsj.com/articles/republicans-put-schools-jobs-at-top-of-coronavirus-priorities-11595264186?mod=hp_lead_pos7
https://www.ft.com/content/b5e35edf-a3ed-4b83-9a05-612d8e8cf8a8
https://www.ft.com/content/b5e35edf-a3ed-4b83-9a05-612d8e8cf8a8
https://www.wsj.com/articles/soaring-silver-hits-fresh-multiyear-high-11595274969?mod=markets_lead_pos4
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research shows precious metals tend to move along with the gross size of the federal 

budget deficit, so today’s loose monetary and fiscal policy are likely to keep pushing gold 

and silver higher for the foreseeable future. 

United Kingdom-Russia:  A long-awaited parliamentary report into Russian interference in 

British politics has concluded that Moscow’s influence is “the new normal,” with senior figures 

linked to the Kremlin enjoying access to top business and political leaders. 

 

Russia:  To diffuse the massive anti-government protests that have broken out in Russia’s far 

eastern region of Khabarovsk after the arrest of its popular governor, President Putin has chosen 

a politician from Russia’s tightly controlled “systemic opposition” to take over the position.  The 

new governor will be Mikhail Degtyarev, a 39-year-old lawmaker from the nationalist Liberal 

Democratic Party. 

 

Egypt-Turkey:  The Egyptian parliament has approved deploying troops to Libya in order to 

prevent the UN-recognized Government of National Accord from advancing eastward and 

capturing the strategic port of Sirte, a gateway to Libya’s oil installations.  Such a deployment 

would raise the stakes in Libya’s proxy civil war by increasing the potential for direct clashes 

between Egypt and Turkey. 

 

U.S. Economic Releases  
 

 

U.S. economic activity improved in June, according to the Chicago Fed National Activity Index. 

The index came in at 4.11, better than expectations of 4.00.  The prior report was revised upward 

from 2.56 to 3.50.  The rise in economic activity can be attributed to improvements in production 

and employment indicators. 
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The chart above shows the six-month moving average of the Chicago Fed National Activity 

Index.  The moving average is still well below the recession point of -0.450.  
 

There were no other economic releases or Fed events scheduled for today. 

https://www.ft.com/content/ad9598a1-b916-48e4-9cd7-9f3ff0030949
https://www.ft.com/content/28f66fcd-c2eb-4556-b2ba-9976fc32a1c3
https://www.ft.com/content/28f66fcd-c2eb-4556-b2ba-9976fc32a1c3
https://www.ft.com/content/f1093f39-aba0-4388-94fc-61b718109e60
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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 Convenience Store Sales y/y Jun -5.2% -10.0% ** Equity and bond neutral

Natl CPI y/y Jun 0.1% 0.1% 0.1% *** Equity and bond neutral

Natl CPI Ex Fresh Food y/y Jun 0.0% -0.2% -0.1% *** Equity and bond neutral

Natl CPI Ex Fresh Food, Energy y/y Jun 0.4% 0.4% 0.4% *** Equity and bond neutral

Nationwide Dept Sales y/y Jun -19.1% -65.6% ** Equity and bond neutral

Tokyo Dept Store Sales y/y Jun -24.3% -71.6% ** Equity and bond neutral

Machine Tool Orders y/y Jun -32.1% -32.0% ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption w/w 19-Jul 90.7 91.6 ** Equity and bond neutral

New Zealand Credit Card Spending y/y Jun -9.2% -21.1% * Equity and bond neutral

Europe

UK Public Finances (PSNCR) m/m Jun 44.0b 71.4b ** Equity and bond neutral

Central Government NCR m/m Jun 47.1b 62.7b ** Equity and bond neutral

Public Sector Net Borrowing m/m Jun 34.8b 54.5b 34.7b ** Equity and bond neutral

PSNB ex Banking Groups m/m Jun 35.5b 55.2b 38.0b ** Equity and bond neutral

Switzerland Exports Real m/m Jun 7.9% -0.2% ** Equity bullish, bond bearish

Imports Real m/m Jun 5.5% 13.0% ** Equity and bond neutral

Swiss Watch Exports y/y Jun -35.1% -67.9% ** Equity and bond neutral

Money Supply M3 y/y Jun 3.1% 2.5% * Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence w/w 17-Jul 46.7 46.1 ** Equity and bond neutral

Teranet/National Bank HPI m/m Jun 5.9% 6.0% ** Equity and bond neutral

Brazil Trade Balance Weekly w/w 19-Jul $1.759 Bil $1.655 Bil ** Equity bullish, bond bearish  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
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Today Prior Change Trend

3-mo Libor yield (bps) 27 27 0 Down

3-mo T-bill yield (bps) 10 11 -1 Neutral

TED spread (bps) 17 16 1 Up

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

10-yr T-note (%) 0.62 0.61 0.01 Neutral

Euribor/OIS spread (bps) -44 -44 0 Neutral

EUR/USD 3-mo swap (bps) 8 9 -1 Down

Currencies Direction

dollar Down Down

euro Flat 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 $44.24 $43.28 2.22% Economic Optimism

WTI $41.75 $40.81 2.30%

Natural Gas $1.65 $1.64 0.73%

Crack Spread $11.21 $10.91 2.69%

12-mo strip crack $10.48 $10.21 2.68%

Ethanol rack $1.49 $1.51 -1.39%

Gold $1,823.61 $1,817.77 0.32%

Silver $20.42 $19.91 2.56%

Copper contract $293.35 $291.55 0.62%

Corn contract 333.50$       335.75$       -0.67%

Wheat contract 521.25$       522.00$       -0.14%

Soybeans contract 893.75$       900.00$       -0.69%

Baltic Dry Freight 1678 1710 -32

Actual Expected Difference

Crude (mb) -0.8

Gasoline (mb) -1.5

Distillates (mb) 0.8

Refinery run rates (%) 0.50%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures across the country.  Wet 

conditions are expected for most of the Rocky Mountain and southwestern regions.  There is no 

tropical cyclone activity expected over the next 48 hours. 
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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 17, 2020 
 

One of the burning issues about the current path of policy is its inflationary impact.  In other 

words, will the massive increase in fiscal spending and the Fed’s balance sheet lead to higher 

price levels?  To discuss this issue, we return to the equation of exchange: 
 

M x V = P x Q 
 

The money supply times velocity is equal to the price level times goods and services produced.  

This equation is an identity; simply put, it will always be true.  But, the direction of causality of 

the variables comes from theory.  Classical economists and their philosophic progeny, 

monetarists, argued that V and Q were fixed, so changes in price levels were due to changes in 

money supply.  Keynesians and their most recent variation, modern monetary theorists, argue 

that Q can be below its capacity and V is variable, so increases in M may not necessarily lead to 

higher price levels but could result in a decline in V or a rise in Q.  Essentially, the Keynesians 

and their modern versions argue that if Q is below capacity, increasing M can boost the economy 

without triggering inflation. 

 

The problem with both of the major theories is that there is a psychological element to the 

equation that tends to be downplayed.  The problem for the Classical construct is that even at full 

employment (Q) rising M might simply lead to falling V.  Complacency about future inflation or 

fears about the future growth path of the economy might lead households and businesses to 

simply hold larger cash balances.  Confounding the Keynesians is the potential outcome where P 

rises even with Q below capacity when M is increased if economic actors fear future inflation.  

In fact, higher price levels can result even without a rise in M if V rises.  The most extreme case 

of this condition is hyperinflation, where V rises rapidly as households and businesses rush to 

convert cash to real goods that will hold their value. 

 

Therefore, determining if there is an inflation problem from current policy is tricky because there 

is a psychological element that is difficult to estimate.  It is easy to measure money supply, 

output or price levels, but the psychology of velocity is hard to measure and potentially prone to 

sudden shifts.   

 

Reframing the question can simplify this problem.  If a household receives a notable sum of 

money, let’s say, $10,000, what does it do with it?  If the householder fears future price 

increases, it would make sense to use that money to buy inventory.  In other words, they may 

take part of it to buy food, perhaps consumer durables, art, gold, or other items that might hold 

their value.  On the other hand, if there is little fear of future inflation, the household may be 

content to simply hold the cash as savings or place it in other financial assets. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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One way to answer this question is to compare the money supply to gold prices.  If some money 

supply, say, M2, rises faster than gold, it would suggest that economic actors are not afraid of 

future inflation.  A rising ratio of M2/gold would be a positive signal for financial assets; on the 

other hand, a falling ratio would likely be bearish.  Now, it is possible that a contracting money 

supply could distort the measure.  The monthly change in M2 since 1959 has only been negative 

4.4% of the time.  Over that same time frame, it has never been negative on a yearly change 

basis. 
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Anyone familiar with financial market history can note that equity markets tend to outperform 

when this ratio rises, but equities tend to suffer when the ratio declines.  The ratio captures that 

when the supply of money is rising relative to gold (the proxy for real assets), economic actors 

tend to put this excess liquidity into financial assets.  A declining ratio suggests a preference for 

real assets.   

 

In general, the ratio has been mostly steady for the past four years.  Despite a rally in gold, the 

ratio hasn’t declined.  Put another way, we haven’t seen households and firms show significant 

inflation fears despite a massive increase in liquidity.  Gold prices have been mostly rising with 

M2 but not accelerating faster than the money supply.  And so, in a portfolio, gold has been 

acting as a diversification asset without unduly hampering performance.  As the Fed has boosted 

liquidity, funds have been going into both stocks and gold at a pace where neither has signaled a 

particular bias.  If inflation fears escalate, we would expect this ratio to decline and equity 

markets to show signs of weakness.  But, for now, easy monetary policy is supportive for both 

gold and equities.      
 

 

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 7/20/2020 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 7/20/2020 close) 
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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 

 

July 16, 2020 
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Based on our methodology,1 the current P/E is 27.5x, up 0.1x from last week.  The rise in the 

multiple is due to the continued lift in the index. 

 

 
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. 


