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

EuroStoxx 50 is down 1.7% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.6% 

from its prior close.  Chinese markets were higher, with the Shanghai Composite up 0.6% from 

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

flat open. 

 

Our newest podcast episode, “The Long-Term Effects of COVID-19,” is available.  In this 

episode, we discuss how the COVID-19 pandemic will likely accelerate the reversal of the 

equality/efficiency cycle toward equality.  

 

Many countries continue to report falling coronavirus infection rates and economic reopening, 

helping to push the NASDAQ to a record close yesterday.  All the same, it appears that the 

official declaration of a recession in the U.S. and sobering trade data from Germany have helped 

spark some profit-taking in the financial markets today.  As always, we recap all the key news 

below. 

 

United States:  Yesterday, the arbiter of the U.S. business cycles, the National Bureau of 

Economic Research, officially declared that the economic expansion that began in March 2009 

came to an end in February 2020.  The surprise wasn’t that the NBER’s Business Cycle Dating 

Committee believes the U.S. economy has been in recession ever since then.  Just about all 

economists and financial market analysts around the world, ourselves included, have thought that 

for some time.  The surprise was that the group moved so quickly to declare the recession, rather 

than waiting until deep in the downturn or even later like it usually does.  The quick designation 

likely reflects the extreme depth of the pullback, which has made it obvious to just about 

everyone.  The big question is whether a recovery is at hand, and if so, how long and robust it 

will be.  We think things have stopped getting worse and the recovery is now starting.  The 

NBER therefore, could declare an end to the recession sooner than it has in the past.  Given the 

depth of the decline, however, we suspect the recovery back to the previous level of activity will 

be long and fitful.  A key risk is that officials could withdraw the supportive monetary and fiscal 

policies they’ve deployed to date and take the wind out of the recovery’s sails.  Indeed, yesterday 

Senate Majority Leader McConnell and White House advisor Hassett both suggested that 

improving employment numbers would mean any further fiscal packages to support the economy 

could be scaled back. 

   

COVID-19:  Official data show confirmed cases have risen to 7,142,462 worldwide, with 

407,067 deaths and 3,316,747 recoveries.  In the United States, confirmed cases rose to 
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1,961,187, with 111,007 deaths and 518,522 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology 

• Preliminary data from a study of more than 750,000 participants showed that people with 

Type O blood were 9% to 18% less likely to have tested positive for Covid-19.  

According to the report, which has not yet been peer reviewed or published in a medical 

journal, Type O people who had been exposed to the virus were 13% to 26% less likely 

to test positive for the disease. 

• While many U.S. states continue to report a falling count of new infections each day, 

allowing continued easing of pandemic restrictions, daily infection counts are 

accelerating in at least a dozen states, keeping alive the risk of a broad new outbreak in 

the coming months. 

• India reported another record single-day rise in infections, with 9,987 new cases, bringing 

the total to 266,598. 

• New Zealand marked its first day without coronavirus restrictions, while the country’s 

border remained closed with limited exceptions. 

• Raising concern about a brewing coverup, the Brazilian government has stopped 

publishing the daily count of new infections and deaths, delayed reporting on total 

infections, and will now revise its death toll to date. 

 

Real Economy 

• German exports dropped by a record 24.0% in April, coming in worse than expected and 

leaving foreign shipments for the month down 31.0% from April 2019.  Imports also 

contracted sharply in April, with a drop of 23.6% from the previous month.  As shown in 

the tables below, this produced a sharp drop in the country’s trade balance for April. 

• Although weakened demand from the crisis has driven down overall inflation so far, 

many food prices are rising at their fastest pace in decades.  This has the potential to 

further weigh on overall demand, as consumers are especially sensitive to rising costs for 

essentials like food. 

 

U.S. Policy Response 

• As we mentioned yesterday, today is the first day of the Fed’s latest two-day policy 

meeting.  Given that the policymakers have made it clear they don’t want negative 

interest rates, the benchmark fed funds rate will be held unchanged at essentially 0.0%.  

The real debate will likely be over yield curve control.  Besides watching that debate 

closely, we’ll be parsing the policymakers’ latest forecasts for the economy and the future 

fed funds rate. 

• The Fed announced another set of changes to its Main Street Lending Program for small 

and medium businesses. This is as it strives to make the $500 billion program more 

attractive to borrowers and banks, without taking undue credit risk when it ramps up in 

https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.ft.com/content/587de199-add0-41d9-992e-8f329f8db047
https://www.ft.com/content/587de199-add0-41d9-992e-8f329f8db047
https://www.wsj.com/articles/coronavirus-latest-news-06-09-2020-11591689713
https://www.wsj.com/articles/brazil-draws-scrutiny-for-changes-to-coronavirus-data-reporting-11591652332
https://www.wsj.com/articles/brazil-draws-scrutiny-for-changes-to-coronavirus-data-reporting-11591652332
https://www.wsj.com/articles/brazil-draws-scrutiny-for-changes-to-coronavirus-data-reporting-11591652332
https://www.ft.com/content/7349f674-c9b2-3328-9a9d-d66cf57c03cb#post-50581
https://www.wsj.com/articles/high-food-prices-drive-consumers-to-hunt-for-value-11591700401?mod=hp_lead_pos6
https://www.wsj.com/articles/fed-debates-whether-to-reinforce-low-rate-pledge-with-yield-caps-11591541970?shareToken=sta2e68f7f8a634b21a5fc2f5656a51a2e
https://www.ft.com/content/c0462351-9566-4d8c-a207-ca47f6f988c3
https://www.wsj.com/articles/fed-makes-terms-more-favorable-for-main-street-lending-program-11591644678?tesla=y
https://www.wsj.com/articles/fed-makes-terms-more-favorable-for-main-street-lending-program-11591644678?tesla=y
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the coming weeks.  The loans still will be run through the nation’s banks, which can sell 

95% of the loans to the Fed, but under the latest set of changes:  

o The minimum loan amount will be reduced to $250,000 from $500,000, which 

will make the program more attractive to smaller firms. 

o The maximum loan amount will be raised to $35 million for new loans, or up to 

$300 million to refinance an existing loan if a firm’s total debt, relative to its 2019 

earnings, is below certain thresholds. Those maximum loan amounts had been set 

at $25 million and $200 million, respectively, in late April. 

o The maximum loan term will be extended to five years from four years 

previously. 

o Businesses will be allowed to defer principal payments for the first two years 

instead of just the first year. 

 

Foreign Policy Response 

• In France, the government announced two significant extensions of its economic support 

program. 

o Finance Minister Bruno Le Maire unveiled a €15-billion ($16.9 billion) aid 

package for the aerospace industry.  The package, which includes the €7 billion of 

aid previously announced for Air France-KLM (AFLYY, 6.87), consists mostly 

of government investments, loans and export credit guarantees. 

o Labor Minister Muriel Pénicaud announced that “temporary unemployment” 

wage subsidies would be extended for up to two years. 

 

NATO-China:  NATO General Secretary Stoltenberg called for nations around the world to join 

with the alliance to resist China’s “bullying and coercion.”  In his speech, Stoltenberg warned 

that, “The rise of China is fundamentally shifting the global balance of power, heating up the 

race for economic and technological supremacy, multiplying the threats to open societies and 

individual freedoms and increasing the competition over our values and our way of life.”  While 

there is now broad consensus around the world regarding China’s aggressive moves to build, 

expand and exercise its power, Stoltenberg’s statement reflects what may be another growing 

consensus:  That because of China’s size and aggressiveness, resisting it will probably require 

the combined power of many like-minded democracies operating in alliance, i.e., not just 

individual countries pushing back against China, but a clash of Western Civilizations against a 

Chinese Civilization seeking its renaissance. 

 

China-Hong Kong:  Hong Kong-based hedge funds are exploring ways to move their operations 

elsewhere as China prepares to impose sweeping national security legislation on the city.  

According to one advisor who works with hedge funds in the city and elsewhere in the region, 
“Hong Kong as we know it is dead.  It will become just another city in China. The hedge fund 

community will move on to Singapore and elsewhere.”  Separately, thousands of protesters 

rallied Tuesday evening in downtown Hong Kong, defying a police ban on demonstrations to 

mark the one-year anniversary of a million-person rally that thrust the city into its biggest 

turmoil in decades. 

 

https://www.ft.com/content/d5d30e5a-9319-4bb4-95e2-c75b16495738
https://www.ft.com/content/d5d30e5a-9319-4bb4-95e2-c75b16495738
https://www.ft.com/content/63b33ede-4463-4342-845a-26cf85a91d3d
https://www.ft.com/content/63b33ede-4463-4342-845a-26cf85a91d3d
https://www.ft.com/content/e05f45fb-49a8-4798-bcfc-1052080e45cd
https://www.ft.com/content/e05f45fb-49a8-4798-bcfc-1052080e45cd
https://www.ft.com/content/2acb077f-9f81-4457-9932-5223334facee
https://www.wsj.com/articles/thousands-march-in-hong-kong-protest-in-defiance-of-police-ban-11591704838?mod=hp_lista_pos2
https://www.wsj.com/articles/thousands-march-in-hong-kong-protest-in-defiance-of-police-ban-11591704838?mod=hp_lista_pos2
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North Korea-South Korea:  The North Korean state news agency KCNA said the inter-Korean 

communication line by which the two governments speak daily, as well as a separate hotline to 

the South Korean president, will be severed from midday on Tuesday.  The move is in retaliation 

for South Korean non-governmental groups that have been sending balloons and drones to drop 

anti-North Korean leaflets over the country, though it probably also reflects Kim Jong Un’s 

frustration at the collapse of the denuclearization talks with the U.S. 

 

United States-Russia-China:  U.S. Special Envoy for Arms Control Billingslea said the U.S. 

and Russia have agreed to open a new round of arms control talks in Vienna later this month, and 

that China has been invited to participate as well.  The talks may include discussions to extend 

the New START nuclear arms treaty that is due to expire in February 2021. 

 

U.S. Economic Releases 

 

In May, small business optimism rose the most since 2017, as surveyors expressed optimism 

about the economy and an increased willingness to boost capital spending. That said, optimism 

remains well below the pre-pandemic level of 104.5. 
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The above chart shows the level of small business optimism. NFIB small business optimism 

index came in above expectations at 94.4, compared to estimates of 92.5. 
 

There were no economic releases or Fed events scheduled prior to the publication of this report. 
 

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 

https://www.ft.com/content/fb57355d-c88b-49b0-960e-bbb188bee586
https://www.ft.com/content/fb57355d-c88b-49b0-960e-bbb188bee586
https://www.ft.com/content/fb57355d-c88b-49b0-960e-bbb188bee586
https://www.rferl.org/a/trump-envoy-u-s-russia-to-hold-nuclear-arms-talks-in-june-china-invited/30659804.html
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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

China Manpower Survey q/q 3Q 3.0% 6.0% ** Equity and bond neutral

Japan Labor Cash Earnings y/y Apr -0.6% 0.1% -1.0% *** Equity bullish, bond bearish

Real Cash Earnings y/y Apr -0.7% -0.3% -1.1% *** Equity bullish, bond bearish

Money Stock M2 y/y May 5.1% 3.7% 4.0% * Equity bullish, bond bearish

Money Stock M3 y/y May 4.1% 3.0% 3.1% * Equity bullish, bond bearish

Manpower Survey q/q 3Q 11 24 * Equity bearish, bond bullish

Machine Tool Orders y/y May -52.8% -48.3% * Equity bearish, bond bullish

India Manpower Survey q/q 3Q 3% 12% ** Equity and bond neutral

Australia Manpower Survey q/q 3Q -14% 9% ** Equity bearish, bond bullish

ANZ Job Advertisements m/m May 0.5% -53.1% ** Equity bullish, bond bearish

NAB Business Conditions m/m May -24.0 -34.0 ** Equity and bond neutral

NAB Business Confidence m/m May -20.0 -46.0 ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m May 86.9% -45.0% ** Equity and bond neutral

ANZ Business Confidence m/m Jun P -33.0 -41.8 ** Equity and bond neutral

ANZ Activity Outlook m/m Jun P -29.1 -38.7 ** Equity and bond neutral

Europe

Eurozone Employment q/q 1Q -0.2% -0.2% *** Equity and bond neutral

GDP SA q/q 1Q -3.60% -3.80% -3.80% *** Equity and bond neutral

France Current Account Balance m/m Apr -5.4 Bil -3.3 Bil ** Equity bearish, bond bullish

Trade Balance m/m Apr -5.0 Bil -3.3 Bil -3.0 Bil ** Equity bearish, bond bullish

Bank of France Ind. Sentiment m/m May 83.0 48.0 *** Equity and bond neutral

Germany Trade Balance m/m Apr 3.5 Bil 17.4 Bil 11.6 Bil ** Equity bearish, bond bullish

Current Account Balance m/m Apr 7.7 Bil 24.4 Bil 14.1 Bil ** Equity bearish, bond bullish

Labor Costs SA q/q 1Q 2.40% 0.00% *** Equity and bond neutral

Switzerland Unemployment Rate m/m May 3.4% 3.3% 3.5% ** Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence w/w 5-Jun 41.0 39.5 *** Equity and bond neutral

Housing Starts m/m May 193.5k 171.3k 160.0k *** Equity bullish, bond bearish

Brazil Trade Balance Weekly w/w 7-Jun $1.787 Bil ** Equity and bond neutral

Mexico CPI m/m May 0.4% -1.0% 0.5% *** Equity bullish, bond bearish

CPI core m/m May 0.3% 0.4% 0.4% *** 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) 31 32 -1 Down

3-mo T-bill yield (bps) 15 16 -1 Neutral

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 0.83 0.88 -0.05 Neutral

Euribor/OIS spread (bps) -37 -35 -2 Neutral

EUR/USD 3-mo swap (bps) 15 14 1 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Up Up

pound Down 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 $40.16 $40.80 -1.57% Market Pessimism

WTI $37.38 $38.19 -2.12%

Natural Gas $1.82 $1.79 1.51%

Crack Spread $11.60 $11.14 4.12%

12-mo strip crack $11.05 $10.97 0.66%

Ethanol rack $1.41 $1.40 0.36%

Gold $1,709.42 $1,698.53 0.64%

Silver $17.64 $17.77 -0.76%

Copper contract $256.60 $256.55 0.02%

Corn contract 331.50$       333.75$       -0.67%

Wheat contract 508.00$       511.50$       -0.68%

Soybeans contract 862.00$       864.75$       -0.32%

Baltic Dry Freight 698 679 19

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) -0.8

Distillates (mb) 4.0

Refinery run rates (%) 0.55%

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 cool conditions expected in the northern Pacific and New England regions.  Dry conditions 

are expected for the majority of the country.  Tropical Depression Cristobal made its way 

through Arkansas and into Missouri. It is not expected to develop into a hurricane at this time.
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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. 
 

June 5, 2020 
 

Last week, we discussed how equity markets, because of their anticipatory nature, tend to bottom 

in advance of the end of recessions.  Assuming that condition continues, if our expectations for a 

short recession (but probably a long recovery) are correct, it would make sense that the equity 

market would have already bottomed.  That historical pattern, coupled with extraordinarily 

supportive monetary policy, is supporting equity values.   

 

The view of the economy for most Americans is the job market.  In general, the common belief 

is that a good economy is one with a good job market.  Economists tend to take a broader view 

and assume that the economy is more than just jobs.  And so, when overall economic activity 

recovers, recessions are declared over.  However, there are numerous cases where the economy 

and equity markets are doing fine, while the labor markets are still sluggish. 
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This chart shows the S&P 500 with the unemployment rate.  We have placed black vertical lines 

at the trough of the equity index (using S&P 500 monthly averages) and a red line at the peak of 

unemployment.  Here is a table of the results. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This table shows that equities trough about seven months before the peak of the unemployment 

rate.  Thus, if the unemployment rate has peaked the turn in equity markets seen in recent weeks 

would be consistent with that pattern.  The full recovery in the labor markets will take much 

longer, but we do expect labor market conditions will steadily improve.  

 

 

 
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.  

EQUITY U=3

RECESSION TROUGH PEAK MONTHS

1948-49 6/1/1949 10/1/1949 4

1953-54 9/1/1953 8/1/1954 11

1957-58 12/1/1957 7/1/1958 8

1960-61 10/1/1960 5/1/1961 7

1970 6/1/1970 12/1/1970 6

1973-75 12/1/1974 5/1/1975 6

1980 4/1/1980 7/1/1980 3

1981-82 7/1/1982 12/1/1982 5

1990-91 10/1/1990 6/1/1992 20

2001 2/1/2003 6/1/2003 4

2007-09 3/1/2009 10/1/2009 7

2020

AVERAGE 7
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Data Section 
 

U.S. Equity Markets – (as of 6/8/2020 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 6/8/2020 close) 

 

-30.0% -20.0% -10.0% 0.0% 10.0% 20.0%

Commodities

Emerging Markets ($)

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Emerging Markets (local currency)

Real Estate

Mid Cap

US High Yield

Cash

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 

 

June 4, 2020 
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Based on our methodology,1 the current P/E is 23.4x, up 0.3x from last week.  Rising index 

values and falling earnings expectations for Q2 caused the rise in the multiple. 

 

 
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 three actual quarters (Q3, Q4 and Q1) and one estimate (Q2). 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. 


