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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 11, 2020—9:30 AM EDT] Global equity markets are lower this morning.  The 

EuroStoxx 50 is down 2.1% from its last close.  In Asia, the MSCI Asia Apex 50 closed down 

1.1% from its prior close.  Chinese markets were lower, with the Shanghai Composite down 

0.8% from the prior close and the Shenzhen Composite down 0.5%.  U.S. equity index futures 

are signaling a lower open. 

 

Good morning.  It’s a risk-off day so far, with global equities falling.  Some of this appears to be 

some well-deserved profit taking in the wake of a strong equity rally.  The FOMC meeting ended 

yesterday.  We examine what they announced and other policy developments.  There may be a 

thaw in Brexit talks.  We update the latest on China.  Our usual commentary on COVID-19 is 

available along with some reports on vaccine development and a global rise in new infections.   

Precious metals prices have been strong (they are higher this morning); we look at recent internal 

issues caused by a disruption of supply flows.  The Weekly Energy Update is available.  Here is 

the information: 

 

Policy news:  The FOMC meeting ended.  There were no surprises in the statement.  The Fed 

kept rates unchanged and didn’t signal any adjustments to QE or other programs.  The tone of the 

statement was very cautious; the committee clearly wanted to convey a sense that the downturn 

is still a major risk to American citizens and that monetary policy will remain easy for the 

foreseeable future.  The statement was approved by all the voting members of the committee. 

Because this was a meeting on the quarter, the FOMC released economic projections.  Its 

forecast for this year’s GDP is -6.5%, with a 5.0% reading in 2021 and 3.5% in 2022. 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-6-11-2020-11591853228?shareToken=st6576c3d22b984b9c94f20adf3be5852a
https://www.wsj.com/articles/global-stock-markets-dow-update-6-11-2020-11591853228?shareToken=staf5e1fd5f49a4ce8ad0f80de8dab9f60
https://www.nytimes.com/2020/06/11/world/coronavirus-live-updates.html?action=click&pgtype=Article&state=default&module=STYLN_coronahub&variant=show&region=header&context=menu
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_jun_11_2020.pdf
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200610a.htm
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20200610.pdf
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The forecasts suggest that the recovery won’t end until sometime in 2021; the level of GDP will 

remain below the 2019 peak for the next two years.  Consequently, the forward guidance from 

the Fed is that no change to the policy rate is expected until 2022, based on the median dot.  In 

other words, the Fed is now engaging in forward guidance, signaling that rates will stay low for 

at least the next 30 months. 

 

 
 

There were three other items of note.  First, although there was no mention in the statement 

about yield curve control, Chair Powell noted the committee did talk about it in the meeting in 

response to a question in the press conference.  Second, there was no discussion about negative 

interest rates, although two St. Louis FRB economists suggested it might be necessary in order to 

boost the economy back to its long-term trend.  There is an argument to be made for negative 

rates. 
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These charts show the Mankiw Rule variations.  Regular readers will recognize this rule as an 

offshoot of the Taylor Rule, which attempts to estimate the Fed funds target based on inflation 

https://www.wsj.com/articles/fed-debates-how-to-set-policy-for-the-post-pandemic-economy-11591781402?shareToken=st03a14aa344ec4e31845094fb5ea8efd7
https://www.fxstreet.com/news/powell-speech-effectiveness-of-yield-curve-control-still-an-open-question-202006101839
https://www.stlouisfed.org/on-the-economy/2020/may/achieve-shaped-recovery-covid19-pandemic
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and economic slack.  The difference is in the measure of slack.  Taylor used the difference 

between GDP and potential GDP.  Potential GDP is not directly observable, so Mankiw 

substituted the unemployment rate.  We added three other measures of labor slack.  The chart on 

the right highlights the current situation; three of the four variations of the Mankiw Rule are in 

negative territory, with the employment/population ratio model suggesting Fed funds should be 

5.65%.  We don’t expect the Fed to deploy negative policy rates.  Negative rates would wreak 

havoc on the non-bank financial system and probably end money market funds as a financial 

instrument.   

 

Third, Powell was asked about the problem of creating overvalued asset markets through easy 

monetary policy.  Powell, in line with his predecessors, made it abundantly clear that he does not 

see how the Fed could raise rates and potentially hurt workers by trying to contain an asset 

bubble.  The ramifications are obvious; Fed policy will continue to support asset prices. 
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To put what the Fed has done in context, compare the S&P 500 to the policy response.  This 

chart looks at the yearly growth rate of M2 and the S&P.  We have taken the average growth rate 

of the money supply and placed bands of +/- one standard deviation over the period of 1959-

2020.  The black vertical lines show the month-end peak of the S&P; the red lines show how 

long it took the Fed to lift money growth above the standard deviation line after a bear market 

ensued.  It took 13 months in 2000, 14 months in 2007 and four months this time.  Additionally, 

in the previous two episodes, money growth promptly fell once the standard deviation line was 

hit.  Compare that behavior to the current cycle; not only is money growth running in excess of 

20%, more than two standard deviations above the average, but the time to reach that level has 

been very short.  Simply put, policy support is extreme and accounts for much of the rally in 

stocks.  There was nothing heard yesterday that makes us believe that policy stimulus will be 

removed anytime soon.  If anything, there could be more actions in the pipeline. 

 

In terms of market reaction, equities initially rallied on the statement but retreated during the 

press conference.  We didn’t see anything particularly bearish, so the decline is probably profit 

https://www.wsj.com/articles/the-feds-work-is-far-from-done-11591821969?shareToken=st76ac256bfb6f49b2beab749f4d1f680f
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taking.  Precious metals prices jumped.  The dollar initially fell but did recover after the press 

conference ended.  Interest rates also fell.  Our view is that (a) policy will remain easy, but (b) 

the Fed remains reluctant to take more radical steps (yield curve control, deliberate dollar 

depreciation, negative interest rates) without additional deterioration in economic conditions. 

In other policy news, Treasury Secretary Mnuchin indicated that he believed more fiscal action 

would be necessary to boost the economy, especially to small businesses.  The U.S. is proposing 

additional spending to bolster the semiconductor industry; this is partly to offset the costs of 

separating from China.  The U.S. is expanding its price fixing investigation of the poultry 

industry.   

 

In overseas policy news, the ECB is apparently considering creating a “bad bank” that would 

absorb bad loans across the EU caused by COVID-19.  This approach allows for the loan to be 

worked out and cleans up the balance sheet of the bank that held the bad debt.  Amazon (AMZN, 

2647.45) will face anti-trust charges from the EU over its treatment of third-party sellers.   

 

Brexit and trade:  Michel Barnier, the EU chief negotiator for Brexit, is asking for flexibility on 

the issue of a “level playing field.”  The EU has been worried that the U.K. would become a low 

regulation “Singapore on the Thames” that would undermine EU trade regulations.  Thus, the EU 

has held a rather hard line on not giving Westminster such arrangements.  The fact that Barnier is 

asking for some wiggle room suggests the EU is starting to bend.  Why the change?  Probably 

because nations, like Ireland, which would be hurt badly by a hard Brexit, want to avoid that 

outcome. 

 

China:  Here is what we are watching: 

• China has been allowing the CNY to weaken in response to increased U.S. pressure.  As 

long as capital flight remains contained, we expect Beijing to continue to weaken its 

currency. 

• Despite the looming new security law, protests continue in Hong Kong. 

• For some time, China’s high debt has been a worry.  Although there is evidence of 

increasing stress caused by the global downturn, so far, we are seeing informal methods, 

such as quiet restructurings and debt service postponement, to avoid outright default and 

bankruptcy.   

• The U.S. is maintaining military pressure on China.  The U.S. Navy has deployed the 

USS Ronald Reagan and the USS Nimitz, two aircraft carrier groups, to the Asia/Pacific 

area.  The USS Theodore Roosevelt was in port at Guam, dealing with an outbreak of 

COVID-19.  However, according to reports, it is back at sea, giving the U.S. three carrier 

groups in theater.  This is a show of force that will not go unnoticed by Beijing. 

• China’s auto sales rose 14% in May, the second straight month of recovery. 

• Issues of inequality are not just a concern in the West.  China’s high levels of inequality 

have caught the attention of its leaders as well. 

• In the aftermath of the end of Hong Kong’s “one country, two systems” model, relations 

with the U.K. have clearly deteriorated.  It has now moved to the point where it is 

affecting U.K./China trade. 

https://www.wsj.com/articles/administration-officials-to-face-congress-on-small-business-loan-program-11591786800?shareToken=std83de467ef5b45a997f3df92a83a2483
https://joinhomebase.com/blog/real-time-covid-19-data/
https://www.wsj.com/articles/lawmakers-propose-spending-billions-to-strengthen-u-s-chip-industry-11591825784?shareToken=st10dd12ae7bfb469a87c558bb4c785ecf
https://www.wsj.com/articles/lawmakers-propose-spending-billions-to-strengthen-u-s-chip-industry-11591825784?shareToken=st10dd12ae7bfb469a87c558bb4c785ecf
https://www.wsj.com/articles/tyson-foods-cooperating-in-u-s-probe-of-chicken-price-fixing-11591819260?shareToken=stfb129c077694489ca185d998b28eee59
https://www.ekathimerini.com/253526/article/ekathimerini/business/ecb-said-to-prepare-bad-bank-plan-for-wave-of-coronavirus-toxic-debt
https://www.reuters.com/article/us-health-coronavirus-ecb-badbank-exclus-idUSKBN23H0MV?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/amazon-to-face-antitrust-charges-from-eu-over-treatment-of-third-party-sellers-11591871818?shareToken=st82540d4e6cde45819f6cd565af2e7688
https://www.ft.com/content/af918d09-618e-4179-8647-e125e09999b2?emailId=5ee1aa213ec1e2000487f8ed&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/497d9cc6-ed25-49c4-8032-ea6acbccd5ea?emailId=5ee0b7ad79933800048605a0&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.scmp.com/economy/china-economy/article/3088083/china-lets-yuan-drop-five-month-low-us-tensions-uncertain?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3088083
https://www.wsj.com/articles/thousands-march-in-hong-kong-protest-in-defiance-of-police-ban-11591704838?shareToken=st342ac3374e6340ce84933527ced1ac3f
https://www.wsj.com/articles/chinas-companies-find-ways-to-avoid-bond-blowups-11591781403?shareToken=st3751abef6ad44af0a28df23b0607ceec
https://www.wsj.com/articles/u-s-sends-aircraft-carriers-as-china-makes-waves-in-the-pacific-11591780654?shareToken=st64d89ffe55bc4e82b20a201a2a35fbbf
https://www.wsj.com/articles/u-s-sends-aircraft-carriers-as-china-makes-waves-in-the-pacific-11591780654?shareToken=st64d89ffe55bc4e82b20a201a2a35fbbf
https://time.com/5848847/uss-theodore-roosevelt-pacific-coronavirus/
https://www.wsj.com/articles/china-auto-sales-recovery-rolls-into-second-month-11591861641?shareToken=st831918493b7d4c209dff837721a41692
https://www.wsj.com/articles/a-rising-chinas-underclass-is-suddenly-thrust-into-the-light-11591788379?shareToken=stdb939cbda62e42a6991b9e5719a202b3
https://www.ft.com/content/dc22913c-4abd-4258-89fb-e45a4342e2a6?emailId=5ee0b7ad79933800048605a0&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/dc22913c-4abd-4258-89fb-e45a4342e2a6?emailId=5ee0b7ad79933800048605a0&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
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• Finally, one of the deep social problems facing China has come from its one-child policy.  

The CPC rigorously enforced a policy of only allowing one child per family in a bid to 

slow population growth.  The program did what it was designed to do; China’s 

population growth slowed and the country has benefited from a falling dependency ratio 

for a number of years.  However, such benefits, absent of high levels of immigration, 

could not be sustained.  Now, China’s dependency ratio is rising (and from the wrong 

end—its elderly population is rising much faster than its child population) and it has 

gender distribution problems.  Due to many families being restricted to one child, steps 

were often taken to ensure that the only child was male.  As a result, China now faces a 

demographic problem; it’s getting older and it has too many males relative to females.  

Despite easing one-child restrictions, Chinese couples seem reluctant to have larger 

families.  So, one academic in China has offered a solution—polyandry, where women 

take on multiple husbands.   

COVID-19:  The number of reported cases is 7,397,349 with 417,109 deaths and 3,478,385 

recoveries.  In the U.S., there are 2,000,464 confirmed cases with 112,924 deaths and 533,504 

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

that allows one to compare cases across nations using similar scaling metrics.  And, Axios has its 

map of the U.S. showing infection trends by state.  There are now 15 states with a Rt>1, which 

means that infections are rising at a faster rate. 

 

Virology:   

• There are several vaccine candidates that are being tested this summer.  Here is a listing 

of all the vaccine candidates, the firms or schools involved in their production and where 

each is in the process of testing or development.  Russia has embarked on a crash 

program to develop a vaccine. 

• Although we are seeing some areas in the U.S. with rising infections, there does not 

appear to be any move to return to lockdowns.  This development suggests political 

leaders have concluded that the negative effects on the economy outweigh the medical 

risks.  This isn’t unique to the U.S.; foreign governments are taking similar positions.  

• Iran is reporting a new surge in infections. 

• It is looking increasingly likely that the recent death of Burundi’s president was caused 

by COVID-19.  If true, Pierre Nkurunziza would be the first head of government felled 

by the virus. 

• European leaders are under fire for their management of the pandemic.  PM Johnson has 

seen increased criticism.  Sweden, whose leaders took a more relaxed position on social 

distancing, are also coming under fire.  On a more constructive note, EU leaders are 

looking at developing a more continental approach to dealing with the pandemic. 

• In something as unusual as a pandemic, there are always unexpected outcomes.  One that 

has emerged is that COVID-19 has apparently crushed the price of coca due to a collapse 

in the narcotics trade.  Some of the drop is due to borders closing; another factor is the 

loss of chemicals needed for processing.  However, for now, the pandemic has succeeded 

in doing something that years of policy have failed to achieve.   

https://www.washingtonpost.com/world/2020/01/18/chinas-birth-rate-is-its-lowest-decades-other-countries-are-facing-same-trend/
https://www.washingtonpost.com/world/2020/01/18/chinas-birth-rate-is-its-lowest-decades-other-countries-are-facing-same-trend/
https://www.washingtonpost.com/world/asia_pacific/two-husband-strategy-may-be-a-remedy-for-chinas-one-child-policy-professor-posits/2020/06/10/56e6eff8-aac0-11ea-a43b-be9f6494a87d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/9199841d-3804-3b3c-adde-54c8e5ba8b4b
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&areasRegional=usny&areasRegional=usnj&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.axios.com/coronavirus-map-new-mexico-oregon-70e7fe75-3403-4e63-a3a4-b3a602c73f6e.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-map-new-mexico-oregon-70e7fe75-3403-4e63-a3a4-b3a602c73f6e.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://rt.live/
https://www.wsj.com/articles/coronavirus-vaccine-candidates-pivotal-u-s-testing-to-start-this-summer-11591781405?shareToken=sta90cc6890bc841f3899c15801d13880d
https://www.nytimes.com/interactive/2020/science/coronavirus-vaccine-tracker.html
https://www.wsj.com/articles/hit-hard-by-coronavirus-russia-joins-global-race-for-a-vaccine-11591867861?shareToken=st2edc797f30364869b8239635c5c05e68
https://www.wsj.com/articles/hit-hard-by-coronavirus-russia-joins-global-race-for-a-vaccine-11591867861?shareToken=st2edc797f30364869b8239635c5c05e68
https://www.politico.com/news/2020/06/10/quarantine-governors-lockdowns-coronavirus-312146?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/06/10/quarantine-governors-lockdowns-coronavirus-312146?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://nyti.ms/2YgVoty
https://www.washingtonpost.com/world/middle_east/irans-coronavirus-cases-surge-again-as-strategic-province-becomes-new-epicenter/2020/06/05/6a5e4f9e-a021-11ea-be06-af5514ee0385_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.theguardian.com/world/2020/jun/09/burundi-president-dies-illness-suspected-coronavirus-pierre-nkurunziz?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.theguardian.com/world/2020/jun/09/burundi-president-dies-illness-suspected-coronavirus-pierre-nkurunziz?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/6d05e48a-9c47-4653-9a7f-1353bcce7b86?emailId=5ee1aa213ec1e2000487f8ed&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/820761d1-8bb2-4386-9637-ce4280d7f6e3?emailId=5ee1aa213ec1e2000487f8ed&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/swedes-turn-on-swedens-corona-response-coronavirus-covid19/?utm_source=POLITICO.EU&utm_campaign=d099344c45-EMAIL_CAMPAIGN_2020_06_11_04_58&utm_medium=email&utm_term=0_10959edeb5-d099344c45-190334489
https://www.politico.eu/article/eu-national-capitals-question-coronavirus-pandemic-preparedness/?utm_source=POLITICO.EU&utm_campaign=d099344c45-EMAIL_CAMPAIGN_2020_06_11_04_58&utm_medium=email&utm_term=0_10959edeb5-d099344c45-190334489
https://www.washingtonpost.com/world/the_americas/coronavirus-coca-crash-bolivia-colombia-peru-latin-america/2020/06/09/8c7da42c-a11f-11ea-be06-af5514ee0385_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/the_americas/coronavirus-coca-crash-bolivia-colombia-peru-latin-america/2020/06/09/8c7da42c-a11f-11ea-be06-af5514ee0385_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
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• China is denouncing a Harvard study that suggests the virus was circulating in Wuhan at 

the end of the summer of 2019.  Confirmation would suggest that Chinese officials were 

either unaware or covered up the evidence and it reflects badly on the government.  At 

the same time, the EU is accusing China of conducting a disinformation campaign on its 

handling of the pandemic.  Much of the narrative is being spread through social media. 

Commodity news:  Gold prices have been strong in recent months, helped by global uncertainty.  

The pandemic has boosted demand as well.  An unexpected development has been the flows of 

gold to New York.  Although there are lots of ways to buy gold, including physical purchases 

and ETFs, perhaps the most sophisticated way to buy the metal is to take delivery on a long 

futures position.  The delivery can be kept at the Comex vault and can be sold into the futures 

market at any time.  It is a very low-cost way of transacting a gold purchase.  Banks do 

something similar with their gold holdings.  Most physical gold is held in London and Zurich, 

but most of the futures trading occurs in New York.  Most of the time, this isn’t a problem; the 

spread between the futures price and the physical product is small.  However, over the past few 

months, demand for gold has increased, and because shipping has been disrupted due to the 

pandemic, the spread between futures and cash gold widened.  This forced banks, which were 

long the physical and short futures, to charter airplanes to deliver gold to the Comex in lieu of 

making margin calls.  In other gold news, Russia has been increasing its exports of gold; the 

country is the third largest producer of gold.  In other commodity news, rice prices are rising due 

to global demand and likely some precautionary inventory purchases. 

 

U.S. Economic Releases 
 

The initial jobless claims came in at 1.542 million compared to expectations of 1.550 million. 

The prior report was revised from 1.877 million to 1.897 million. 
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The chart above shows the four-week moving average of initial claims.  Last week, the moving 

average fell from 2.289 million to 2.003 million. 

 

https://www.ft.com/content/3e16a585-7993-4d9e-b62f-f345a22ea49c?emailId=5ee04e9dc8d8990004afd375&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/eu-accuses-china-of-waging-pandemic-disinformation-campaign/2020/06/10/55af8a78-ab1f-11ea-a43b-be9f6494a87d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2Ydw0oC
https://www.wsj.com/articles/coronavirus-sparks-a-global-gold-rush-11585332624?shareToken=st839a45ccabde453ead6e7979833c0ae7
https://www.wsj.com/articles/coronavirus-sparks-a-global-gold-rush-11585332624?shareToken=st839a45ccabde453ead6e7979833c0ae7
https://www.wsj.com/articles/coronavirus-sparks-a-global-gold-rush-11585332624?shareToken=st839a45ccabde453ead6e7979833c0ae7
https://www.interfax.ru/business/712634
http://www.usfunds.com/investor-library/frank-talk/top-10-gold-producing-countries/#.XuIpyEVKiUk
https://www.wsj.com/articles/rice-prices-spike-to-highest-level-since-2011-11591786800?shareToken=st9f3164b96f6c49e3bbc59951818165d3
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Prices paid to U.S. producers rose in May due to an increase in energy prices. The producer price 

index (PPI) rose 0.4% from the prior month, higher than expectations of a rise of 0.1%. PPI 

excluding food and energy fell 0.1% from the prior month, in line with expectations. Lastly, PPI 

excluding food, energy and trade rose 0.1% from the prior month compared to expectations of a 

decline of 0.1%. 

 

 
 

The chart above shows the annual change in headline PPI and PPI excluding food and energy.  

Although energy prices rose in May, they haven’t returned to levels of the previous year.  As a 

result, headline PPI is down 0.8% from the prior year, while PPI excluding food and energy rose 

0.3% from the prior year. 
 

The table below shows the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 7-Jun 37.0 ***

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

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.  
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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 BSI Large All Industry q/q 2Q -47.6 -10.1 -38.4 ** Equity bearish, bond bullish

BSI Large Manufacturing q/q 2Q -52.3 -17.2 ** Equity bearish, bond bullish

Japan Buying Foreign Stocks w/w 5-Jun ¥157.4 Bil ¥185.2 Bil * Equity and bond neutral

Japan Buying Foreign Bonds w/w 5-Jun ¥1065.5 Bil -¥499.3 Bil * Equity and bond neutral

Foreign Buying Japan Stocks w/w 5-Jun ¥268.7 Bil -¥38.0 Bil * Equity and bond neutral

Foreign Buying Japan Bonds w/w 5-Jun -¥738.8 Bil ¥157.9 Bil * Equity and bond neutral

Tokyo Avg Office Vacancies m/m May 1.64 1.56 ** Equity bullish, bond bearish

Australia Consumer Inflation Expectations m/m May 3.3% 3.4% ** Equity and bond neutral

New Zealand Card Spending Retail m/m May 78.9% -46.8% 60.0% ** Equity bullish, bond bearish

Card Spending Total m/m May 80.7% -48.0% ** Equity bullish, bond bearish

Europe

France Private Sector Payrolls q/q 1Q -2.3% -2.5% -2.3% ** Equity and bond neutral

Total Payrolls q/q 1Q 0.4% -2.0% 0.4% ** Equity and bond neutral

Italy Industrial Production m/m Apr -24.0% -19.1% -28.4% *** Equity and bond neutral

Russia CPI w/w 8-Jun 0.00% 0.10% *** Equity and bond neutral

Money Supply Narrow Def w/w 5-Jun 12.60 Tril 12.38 Tril * Equity and bond neutral

AMERICAS

Brazil IBGE Inflatio IPCA m/m May -0.38% -0.31% -0.46% *** Equity and bond neutral

Mexico Nominal Wages m/m May 193.5k 171.3k 160.0k *** Equity bullish, bond bearish

ANTAD Same-Store Sales y/y May -19.0% -22.9% ** Equity and bond neutral  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 31 31 0 Down

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

TED spread (bps) 15 14 1 Up

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

10-yr T-note (%) 0.70 0.73 -0.03 Neutral

Euribor/OIS spread (bps) -35 -36 1 Neutral

EUR/USD 3-mo swap (bps) 13 14 -1 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Up Up

pound Down Down

franc Down Up

Central Bank Action Current Prior Expected

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

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

Interest Rate On Excess Reserves 0.100% 0.100% 0.100% On forecast   
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Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $40.58 $41.73 -2.76% Fears of Second Wave

WTI $38.38 $39.60 -3.08%

Natural Gas $1.79 $1.78 0.39%

Crack Spread $10.77 $10.83 -0.47%

12-mo strip crack $10.72 $10.77 -0.45%

Ethanol rack $1.41 $1.41 0.16%

Gold $1,732.46 $1,738.70 -0.36%

Silver $17.88 $18.11 -1.31%

Copper contract $263.35 $265.65 -0.87%

Corn contract 326.50$       326.25$       0.08%

Wheat contract 502.75$       506.25$       -0.69%

Soybeans contract 874.50$       877.00$       -0.29%

Baltic Dry Freight 764 714 50

Actual Expected Difference

Crude (mb) 5.7 -2.0 7.7

Gasoline (mb) 0.9 -0.8 1.6

Distillates (mb) 1.6 4.0 -2.4

Refinery run rates (%) 1.30% 0.55% 0.75%

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 Rocky Mountain region.  Dry conditions are expected for 

the majority of the country.  There is no cyclone formation expected for 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. 
 

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 6/10/2020 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 6/10/2020 close) 

 

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

Commodities
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Mid Cap
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US High Yield
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Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

June 11, 2020 
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Based on our methodology,1 the current P/E is 23.7x, 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. 


