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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 10, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is down 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.9% 

from its prior close.  Chinese markets were mixed, with the Shanghai Composite down 0.4% 

from the prior close and the Shenzhen Composite up 0.3%.  U.S. equity index futures are 

signaling a flat open. 

 

The relatively muted tenor in risk assets so far today comes as investors look forward to the 

Fed’s latest policy decision, forecast update and Chairman Powell’s news conference this 

afternoon.  We’ve also seen some pessimistic forecasts for the global economy from the OECD, 

signs the Republicans are pushing back harder against the next fiscal stimulus bill and the 

possibility of a future military takeover in Brazil.  We review all the key news below. 

 

United States:  Today the Fed will wrap up its latest two day policy meeting.  As we’ve 

mentioned before, the policymakers have made it clear they don’t want negative interest rates, so 

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. 

   

COVID-19:  Official data show confirmed cases have risen to 7,264,866 worldwide, with 

411,879 deaths and 3,394,970 recoveries.  In the United States, confirmed cases rose to 

1,979,893, with 112,006 deaths and 524,855 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology 

• The WHO now says it isn’t clear how often people contract and then spread Covid-19 

without showing symptoms, pulling back from a top official’s earlier assertion that such 

invisible transmission appears rare.  The clarification highlights the continuing 

uncertainties about how the disease is actually transmitted. 

• In Russia, authorities in Moscow eased many pandemic restrictions even as infections 

remain high.  Under the new guidelines, most businesses and other parts of ordinary life 

are expected to be fully up and running again by June 23. 

• Top epidemiology official Dr. Anthony Fauci told a pharmaceutical conference that there 

is no way COVID-19 will simply burn itself out through current public health measures, 

so it will remain a problem until a vaccine is found.  On a more positive note, however, 
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Fauci also said, “I’ll guarantee there is going to be more than one winner in the vaccine 

field because we’re going to need vaccines for the entire world . . . Billions and billions 

of doses.” 

• In fact, the director of vaccine research at the National Institute of Allergy and Infectious 

Diseases said the federal government plans to fund and conduct final, decisive Phase III 

studies of three experimental coronavirus vaccines beginning this summer.  The trials are 

expected to involve tens of thousands of subjects at dozens of sites around the U.S. 

 

Real Economy 

• The OECD issued a set of downbeat forecasts for global economic growth after the virus 

crisis, warning that even though developed countries are likely to see a sharp rebound 

initially, the recovery will probably then stall because of the lasting impact of 

unemployment, corporate bankruptcies and residual social distances practices. 

o In the new OECD forecasts, the global economy will contract by 6% this year if a 

second wave of infections and containment measures can be avoided and 7.6% if 

a second wave isn’t avoided.  Such contractions would be at least twice as large as 

forecast by the IMF. 

o If there is no second wave of infections and lockdowns, the forecasts call for 

global GDP to rebound 5.2% in 2021.  With a second wave, the forecasts call for 

growth of just 2.8% in 2021.  The OECD’s nifty graphics showing the various 

global and country-by-country forecasts can be found here. 

• Managers at major department stores say sales at recently reopened stores have been 

significantly better than expected.  The news is bullish for stocks because it boosts hope 

that the post-pandemic economic recovery could be more robust than previously feared.  

• Global rice prices are surging in response to pandemic lockdown demand and weather 

issues. 

 

U.S. Policy Response 

• Labor Secretary Scalia said he opposes any extension of the supplemental federal 

unemployment benefit of $600 per week that workers are receiving as a result of the 

coronavirus pandemic.  The extra payment is scheduled to end on July 31, but Scalia 

argued that no extension would be necessary because job opportunities in August should 

be “far greater” than they are now. 

 

United States-Germany:  Nearly two dozen Republican House members are urging the Trump 

administration to reconsider its decision to drastically cut the number of American troops 

assigned to Germany, according to a letter viewed by the Wall Street Journal.  In the letter, the 

Congressmen argue that, “such steps would significantly damage U.S. national security as well 

as strengthen the position of Russia to our detriment.” 

 

United States-Russia-China:  Even though the U.S. and Russia have officially invited China to 

participate in the new arms control talks to open in Vienna later this month, Chinese officials 

have reportedly rejected the invitation.  Moreover, Russian Deputy Foreign Minister Ryabkov 
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poured cold water on any hope that Russia would pressure China to participate.  The 

development undermines hope that a new, multilateral nuclear arms treaty can be signed to 

follow the U.S.-Russia New START agreement that expires next February. 

 

EU-Russia-China:  The European Commission issued a report accusing Russia and China of 

conducting targeted influence operations and disinformation campaigns about COVID-19 in the 

EU, its neighborhood and globally.  The report accuses Moscow and Beijing of trying to 

“undermine democratic debate and exacerbate social polarization and improve their own image 

in the COVID-19 context.” 

 

EU:  As EU members jostle to shape the bloc’s upcoming budget and coronavirus recovery fund 

to their liking, countries including Belgium and Ireland are arguing that more funds may be 

needed because of the risk of a hard Brexit at the end of the year, on top of the economic damage 

from the COVID-19 shutdowns.  EU and British negotiators continue to talk but are making little 

progress on a trade deal for the period after December 31.  Separately, Portuguese Finance 

Minister Centeno resigned his position, forcing him to also give up his role as head of the EU 

finance ministers’ group.  The proposed EU budget and recovery fund, including the idea of 

issuing common EU bonds, will be discussed next week by national leaders rather than finance 

ministers.  All the same, given Centeno’s pivotal role in pushing through the EU’s fiscal support 

packages to date, his departure increases the odds that the debt mutualization proposal could be 

rejected or substantially modified. 

 

Brazil:  One of President Bolsonaro’s sons, who has previously praised the country’s past 

military dictatorship, said a similar break with democracy in Brazil is now inevitable.  The 

statement adds to signs that Bolsonaro is leaning toward a military takeover of the country as he 

deals with the coronavirus crisis, political scandals and fleeing foreign investors.  The political 

instability associated with any military takeover would likely be at least a near-term negative for 

Brazilian assets. 

 

U.S. Economic Releases 

 

In the week ending June 5, mortgage applications rose 9.30% from the prior week.  Home 

purchase applications rose 5.3% from the prior week, while refinance applications rose 11.40%.  

The average 30-year fixed rate rose 1 bps from 3.37% to 3.38%. 

 

In May, the consumer price index (CPI) fell 0.1% from the month, compared to expectations of 

prices remaining relatively unchanged.  Core CPI fell 0.1% from the prior month, compared to 

expectations of pricing remaining unchanged. 

 

https://www.ft.com/content/8a88a302-a66e-38be-bebc-6fa9e0935252
https://www.ft.com/content/8a88a302-a66e-38be-bebc-6fa9e0935252
https://www.ft.com/content/497d9cc6-ed25-49c4-8032-ea6acbccd5ea
https://www.ft.com/content/497d9cc6-ed25-49c4-8032-ea6acbccd5ea
https://www.ft.com/content/f8d8d044-26e3-4ef5-bf81-c895a5688193
https://www.ft.com/content/f8d8d044-26e3-4ef5-bf81-c895a5688193
https://www.nytimes.com/2020/06/10/world/americas/bolsonaro-coup-coronavirus-brazil.html
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The chart above shows the annual change in headline CPI and core CPI.  The annual change for 

headline CPI and core CPI were 1.44% and 0.33%, respectively.  The decline in consumer prices 

could be due to overwhelming inventory as consumers were reluctant to spend during the 

lockdown. 

 

The change in CPI resulted in the real average hourly and weekly earnings rising 6.5% and 7.4% 

from the prior year, respectively.  
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The chart above shows the annual change in the real earnings for production and nonsupervisory 

workers. The real hourly earnings for production and nonsupervisory workers rose 6.8% from 

the prior year. 
 

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

 

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m May -$544.0 Tril -$207.8 Bil ***

Speaker or event

13:00 FOMC Rate Decision

13:30 Jerome Powell Post FOMC Meeting Chairman of Board of Governors of Federal Reserve

Fed Speakers or Events

Economic Releases

District or position

Federal Reserve Board

 
 

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

China PPI y/y May -3.7% -3.1% -3.3% ** Equity bearish, bond bullish

CPI y/y May 2.4% 3.3% 2.7% *** Equity and bond neutral

Aggregate Financing CNY m/m May 3.190 Tril 3.090 Tril 3.100 Tril ** Equity and bond neutral

Money Supply M0 y/y May 9.5% 10.2% 9.8% ** Equity and bond neutral

Money Supply M1 y/y May 6.8% 5.5% 5.7% ** Equity bullish, bond bearish

Money Supply M2 y/y May 11.1% 11.1% 11.3% ** Equity and bond neutral

New Yuan Loans CNY m/m May 1.480 Tril 1.700 Tril 1.600 Tril * Equity and bond neutral

Japan PPI y/y May -2.7% -2.3% -2.4% ** Equity and bond neutral

Core Machine Orders y/y Apr -17.7% -0.7% -13.2% * Equity bearish, bond bullish

Australia ANZ Roy Morgan Consumer Confidence w/w 7-Jun 97.0 98.3 ** Equity and bond neutral

Westpac Consumer Conf SA m/m Jun 6.3% 16.4% ** Equity and bond neutral

Investor Loan Value m/m Apr -4.2% -2.5% ** Equity bearish, bond bullish

Home Loans Value m/m Apr -4.8% 0.2% -10.0% ** Equity and bond neutral

Owner-Occupier Loan Value MoM m/m Apr -5.0% 1.2% -7.5% ** Equity and bond neutral

New Zealand Manufacturing Activity SA q/q 1Q 0.0% 2.4% ** Equity and bond neutral

Europe

France Industrial Production m/m Apr -34.2% -17.3% -33.1% *** Equity bearish, bond bullish

Manufacturing Production m/m Apr -37.1% -19.3% -35.3% *** Equity bearish, bond bullish  
 

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 31 0 Down

3-mo T-bill yield (bps) 16 17 -1 Neutral

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 0.79 0.83 -0.04 Neutral

Euribor/OIS spread (bps) -36 -37 1 Neutral

EUR/USD 3-mo swap (bps) 15 15 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 0.250% 0.250% On forecast

FOMC Rate Decision (Lower Bound) 0.000% 0.000% On forecast

Interest Rate On Excess Reserves 0.100% 0.100% On forecast   
 

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 $40.28 $41.18 -2.19% Bearish API report

WTI $37.90 $38.94 -2.67%

Natural Gas $1.73 $1.77 -2.32%

Crack Spread $11.77 $11.45 2.80%

12-mo strip crack $11.35 $11.18 1.53%

Ethanol rack $1.41 $1.41 0.21%

Gold $1,719.01 $1,715.33 0.21%

Silver $17.67 $17.53 0.76%

Copper contract $261.15 $259.90 0.48%

Corn contract 326.50$       327.50$       -0.31%

Wheat contract 508.25$       504.50$       0.74%

Soybeans contract 866.50$       863.25$       0.38%

Baltic Dry Freight 714 698 16

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) -0.8

Distillates (mb) 4.0

Refinery run rates (%) 0.55%

Natural gas (bcf) 94.0

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.  Remnants of Cristobal are making its way through 

Canada.
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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 6/9/2020 close) 

 
-40.0% -20.0% 0.0% 20.0%
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Industrials
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Utilities
Consumer Staples

Materials
S&P 500

Healthcare
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Consumer Discretionary
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YTD Total Return

-4.0% -3.0% -2.0% -1.0% 0.0% 1.0%

Energy

Industrials

Financials

Utilities

Real Estate

Materials

Healthcare

Consumer Staples

Consumer Discretionary

S&P 500

Communication Services

Technology

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 6/9/2020 close) 

 

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

Commodities

Small Cap

Emerging Markets ($)

Foreign Developed ($)

Mid Cap

Real Estate

Foreign Developed (local currency)

Emerging Markets (local currency)

US High Yield

Large Cap

Cash

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. 


