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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 12, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 1.6% from its last close.  In Asia, the MSCI Asia Apex 50 closed down 0.9% 

from its prior close.  Chinese markets were mixed, with the Shanghai Composite relatively 

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

are signaling a higher open. 

 

Good morning and happy Friday!  After a big drop yesterday, equities are recovering this 

morning.  Our take gets top billing in today’s report.  Next up is tech news, followed by foreign 

developments.  After those sections, we offer a couple of interesting charts.  There is an 

intensification of talks around Brexit.  Our usual commentary on COVID-19 is available, along 

with some reports on vaccines and immunity; in addition, we are seeing a rise in new infections, 

with the emerging and frontier world showing the fastest increases.  Policy updates follow and 

we conclude with China.  Additionally, this week’s Asset Allocation Weekly (AAW) is 

available; it’s all about silver.  Let’s get to it:   

 

Market news:  Yesterday was a clear risk-off session.  A couple of culprits have been blamed, 

but the reasons offered in the media always smack of post hoc.  The two most offered 

explanations for the drop were Chair Powell’s “gloomy” economic outlook and the surge in new 

COVID-19 cases.  Both conditions were essentially in place before the selloff.  As we noted in 

the May 29 AAW, this recession will likely be short, but very deep and with a long recovery.  

The Fed’s forecast confirmed that expectation.  Why did this confirmation suddenly lead to a 

sharp selloff?  It probably didn’t.  Our take is that equities rallied very far and very fast from the 

March lows and some degree of consolidation was likely.  On the pandemic, there is no doubt 

that easing the lockdown will increase infections.  The bigger issue is the ability of the medical 

sector to handle the increase.  We expect it will, so national or even state lockdowns are not 

likely.  That doesn’t mean local ones won’t be necessary.   

 

The key to the rise in equities, we believe, came from two sources; first, equities are anticipatory 

markets and participants realized the recession may be over as soon as next month.  Second, the 

policy response has been epic and there is no evidence it’s over.  Thus, barring something new 

(war with China, pandemic takes a much more deadly turn, etc.) we probably are not testing the 

recent cycle low.  However, it is important to note that the recoveries from recession lows often 

have long, sideways periods.  We would not be shocked to see a period of consolidation. 

 

Tech news:  Twitter (TWTR, 33.03) has uncovered over 32k accounts linked to the governments 

of China, Russia and Turkey, which the company accuses of spreading disinformation.  In 
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addition, the company says another 174k accounts are fake and tied to China.  Social media has 

become a low-cost conduit for foreign actors to attempt to sow chaos or sway U.S. public 

opinion; how the platforms deal with this issue is complicated and is a potential threat to their 

business models.  In other tech news, major name brands are getting a boost from the European 

Commission, which is pressing tech companies to police the sale of counterfeit goods using 

brand names.   

 

Foreign news:  North Korea’s rhetoric has turned hostile in recent days.  In a statement on the 

second anniversary of the U.S./North Korean summit, Pyongyang now says that diplomacy has 

failed and the country will accelerate its nuclear program.  We continue to gather information on 

Kim’s sister, Kim Yo Jong, who has emerged as a power center in the government and appears 

to be unusually hawkish, even by Kim standards.  There are reports that she was instrumental in 

the recent removal of communication lines between the North and South.  One interesting 

sideline is that North Korea has been illegally selling sand, evading sanctions.  Europe is opening 

its borders this summer, but with restrictions.   

 

Syrian President Assad has replaced his prime minister; Hussein Arnous is taking over for Imad 

Khamis.  Syria has seen its economy suffer in recent weeks, likely tied to the pandemic.  The 

Syrian pound fell to 3k per USD recently.  We suspect Khamis fell from grace due to the 

slumping economy.  The U.S. and Iraq are opening talks on the future of American troops in the 

country.  Immediately after the assassination of Soleimani in Iraq, there were calls for ousting 

U.S. troops.  However, a resurgence of IS and a new PM have led to second thoughts.  We still 

expect the U.S. to reduce its presence, not just in Iraq but across the Middle East. However, the 

talks suggest that it may not be immediate.   

 

Economic news:  The Fed released the Financial Accounts of the U.S. yesterday for Q1; it was 

previously known as the “flow of funds” report.  It is a wide set of data about the shape of the 

economy and the financial system and our first look at the impact of the pandemic.  The net 

worth of U.S. households fell due to the decline in equities 
 

 

https://www.wsj.com/articles/twitter-takes-down-chinese-government-linked-accounts-it-says-pushed-propaganda-11591909280?shareToken=st7c966fd3fc1e4bb199febdbb00caa66b
https://www.politico.eu/article/how-big-brands-chanel-canon-louis-vuitton-nike-are-taking-on-big-tech-silicon-valley-at-last/?utm_source=POLITICO.EU&utm_campaign=76befed785-EMAIL_CAMPAIGN_2020_06_12_10_00&utm_medium=email&utm_term=0_10959edeb5-76befed785-190334489
https://www.politico.eu/article/how-big-brands-chanel-canon-louis-vuitton-nike-are-taking-on-big-tech-silicon-valley-at-last/?utm_source=POLITICO.EU&utm_campaign=76befed785-EMAIL_CAMPAIGN_2020_06_12_10_00&utm_medium=email&utm_term=0_10959edeb5-76befed785-190334489
https://nyti.ms/2UDmf21
https://nyti.ms/2UDmf21
https://www.38north.org/2020/06/rcarlin060920/
https://www.38north.org/2020/06/rcarlin060920/
https://amp.cnn.com/cnn/2020/06/09/business/north-korea-sand-intl-hnk/index.html
https://www.wsj.com/articles/europes-borders-to-reopen-for-summer-but-not-everyone-is-invited-11591875892?shareToken=st2902d982187247049ed951182456a77c
https://www.washingtonpost.com/world/middlle_east/us-and-iraq-begin-talks-on-future-of-american-troops-as-militant-threat-grows/2020/06/11/097e23d0-abe2-11ea-a43b-be9f6494a87d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/middlle_east/us-and-iraq-begin-talks-on-future-of-american-troops-as-militant-threat-grows/2020/06/11/097e23d0-abe2-11ea-a43b-be9f6494a87d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
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This chart shows net worth compared to after-tax income.  The drop is noticeable.  Net worth is 

$110.8 trillion, down $6.5 trillion from Q4, which is a record.  However, scaling is important, 

which is why we offer the above graph.   

 

The U.K. economy fell 20.4% in April, compared to March on a non-annualized basis.  This is a 

spectacular decline but is exacerbated by the short time frame.  Britain, along with Canada, are 

among the few nations that offer official monthly GDP reports.  In the U.S., Macroeconomic 

Advisors calculates monthly GDP for the U.S.   
 

 
 

According to their data, the decline in April was -76.3% annualized, or about 11.3% from March, 

about half as large of a decline as reported in the U.K. 

 

One of the datapoints overlooked in the recent employment report was the decline in government 

employment, which fell 585k.  Virtually all of that decline was in state and local governments, 

with the latter accounting for 83.3% of the job losses.  Cities and counties are shedding workers 

at a rapid pace. 
 

 
 

https://www.wsj.com/articles/net-worth-of-u-s-households-fell-in-first-quarter-11591891644?shareToken=st088206afef2c4fdfa741e96d11b68854
https://www.wsj.com/articles/u-k-economy-shrank-20-in-april-as-lockdown-hit-11591945270?shareToken=st9b27602d091c4040b8a4600d77206a56
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Brexit and trade:  The EU and the U.K. have announced a high-level conference with PM 

Johnson and Ursula von der Leyen on June 15.  Meanwhile, in deference to U.K. businesses, the 

Johnson government is planning to reduce border checks on the British side of the EU/U.K. trade 

even though the EU will likely deploy full checks in the absence of a trade deal.  However, this 

decision only covers the trade with the continent; the plans for the North Sea remain unsettled.   

 

COVID-19:  The number of reported cases is 7,543,070 with 421,948 deaths and 3,561,804 

recoveries.  In the U.S., there are 2,023,347 confirmed cases with 113,820 deaths and 540,292 

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.   

 

Virology:   

• We are seeing a surge of new cases in the emerging world.  India’s daily case count has 

exceeded 10k for the first time and, due to somewhat spotty reporting, the actual number 

is likely much higher.  The Middle East is seeing a resurgence as well; the KSA is 

considering cancelling the hajj for the first time in modern history. 

• The EU is boosting funding for vaccine research.  There are increasing worries about the 

distribution of a vaccine once one emerges. 

• One of the mysteries of COVID-19 is why some are infected severely, while others 

barely notice the virus.  Researchers are looking at potential conditions that may have 

given some people natural immunity, which may foster the vaccine search.  It’s also 

possible that some older vaccines for other diseases, such as tuberculosis, may offer 

limited immunity effects as well.   

Policy news:  Although there have been signs that the EU was making significant steps in 

creating a continental response to the pandemic, actual legislation remains a slog.  The White 

House is considering a second round of stimulus; Congress’s recess schedule is an additional 

complication.  There are worries that a round of evictions may hit the economy later this 

summer.  Investors are beginning to calculate the impact of yield curve control. 

 

China:  China is undertaking a $1.0 trillion campaign into technology research.  It is evident the 

U.S. and China are engaged in a tech race. 

 

U.S. Economic Releases 

 

In May, the terms of trade worsened from the previous month.  Rising crude prices caused the 

import price index to increase 1.0% from the prior month compared to expectations of a rise of 

0.6%.  However, excluding petroleum, import prices rose 0.1% from the prior month compared 

to expectations of a drop of 0.2%.  The export price index rose 0.5% from the prior month, in 

line with expectations. 

 

 

https://twitter.com/BarendLeyts/status/1271128545138532360?s=20&utm_source=POLITICO.EU&utm_campaign=e628ab2ba7-EMAIL_CAMPAIGN_2020_06_12_05_01&utm_medium=email&utm_term=0_10959edeb5-e628ab2ba7-190334489
https://www.ft.com/content/fa647608-53b4-40ba-9443-6df25f6418f8?emailId=5ee2f7cec47eaf0004175ba1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/fa647608-53b4-40ba-9443-6df25f6418f8?emailId=5ee2f7cec47eaf0004175ba1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/37fad070-160f-4d3b-b043-940b843a0daf?utm_source=POLITICO.EU&utm_campaign=e628ab2ba7-EMAIL_CAMPAIGN_2020_06_12_05_01&utm_medium=email&utm_term=0_10959edeb5-e628ab2ba7-190334489
https://www.ft.com/content/0b94825f-4d51-4206-bc74-55258838a2d9?emailId=5ee2f7cec47eaf0004175ba1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2020/06/12/world/coronavirus-live-updates.html?action=click&pgtype=Article&state=default&module=styln-coronavirus-national&variant=show&region=TOP_BANNER&context=storylines_menu
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&areasRegional=usny&areasRegional=usnj&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/coronavirus-latest-news-06-12-2020-11591949289?shareToken=st6ea6e146fe8d4d919925be394af2a459
https://www.wsj.com/articles/coronavirus-latest-news-06-12-2020-11591949289?shareToken=st6ea6e146fe8d4d919925be394af2a459
https://www.wsj.com/articles/middle-easts-coronavirus-surge-shows-pandemics-shift-to-developing-world-11591893467?shareToken=st24744c63e5cb460b85f4ceb7b65397d3
https://www.ft.com/content/5b2364be-42cb-4973-a10d-52ba62b1b0df?emailId=5ee2f7cec47eaf0004175ba1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6c8c1b3b-318b-435c-9e4d-d9bf38ccd356?emailId=5ee2f7cec47eaf0004175ba1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/moderna-coronavirus-vaccine-manufacturing-distribution-39d60497-1715-405e-9169-f4d334b6a833.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/before-catching-coronavirus-some-peoples-immune-systems-are-already-primed-to-fight-it-11591959600?shareToken=st9f408611d33a4b289f8c25ab2b022cc4
https://www.wsj.com/articles/before-catching-coronavirus-some-peoples-immune-systems-are-already-primed-to-fight-it-11591959600?shareToken=st9f408611d33a4b289f8c25ab2b022cc4
https://www.washingtonpost.com/health/2020/06/11/can-old-vaccines-sciences-medicine-cabinet-ward-off-coronavirus/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.eu/article/eu-leaders-deeply-divided-recovery-budget-charles-michel-tells-parliament/?utm_source=POLITICO.EU&utm_campaign=e628ab2ba7-EMAIL_CAMPAIGN_2020_06_12_05_01&utm_medium=email&utm_term=0_10959edeb5-e628ab2ba7-190334489
https://www.wsj.com/articles/steven-mnuchin-says-white-house-considering-second-round-of-stimulus-payments-11591893599?shareToken=stec5202194ba745139e0201baeb2d9c79
https://www.wsj.com/articles/congress-confronts-summer-deadlines-for-stimulus-spending-decisions-11591874613?shareToken=st52e9ca11c62a4350b389cbc04b28a340
https://www.axios.com/eviction-crisis-coronavirus-351bb693-a04f-4ea1-a27d-dceb5163af14.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/investors-get-ready-for-the-fed-to-cap-rates-11591870322?shareToken=st6e66e31f7513476a95cf667e0e5a292f
https://www.wsj.com/articles/chinas-trillion-dollar-campaign-fuels-a-tech-race-with-the-u-s-11591892854?shareToken=st9efc5d522fb241ef8c9c56b18b9b776e
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The chart above shows the level of the terms of trade.  The indicator provides insight as to how 

changes in trade can impact living conditions.  A rise in the terms of trade is seen as beneficial as 

it means that either exports have become more expensive or imports have become cheaper, 

which generally means a rising standard of living; vice versa for declining terms of trade.  That 

said, terms of trade have been relatively stable since 2018. 
 

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

 

EDT Indicator Expected Prior Rating

10:00 U. of Michigan Sentiment w/w Jun 75.0 72.3 ***

10:00 U. of Michigan Current Conditions m/m Jun 85.2 82.3 ***

10:00 U. of Michigan Expectations m/m Jun 69.0 65.9 **

10:00 U. of Michigan 1 yr Inflation m/m Jun 3.1% 3.2% **

10:00 U. of Michigan 5-10 Yr Inflation m/m Jun 2.7% **

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.  

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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Industrial Production m/m Apr -15.0% -14.4% *** Equity bearish, bond bullish

Capacity Utilization m/m Apr -13.3% -3.6% *** Equity bearish, bond bullish

New Zealand BusinessNZ Manufacturing PMI m/m May 39.7 26.1 ** Equity and bond neutral

Europe

Eurozone Industrial Production SA m/m Apr -17.1% -11.3% -18.5% *** Equity and bond neutral

France CPI EU Harmonized m/m May 0.2% 0.0% 0.0% *** Equity bearish, bond bullish

CPI y/y May 0.4% 0.2% 0.2% *** Equity bearish, bond bullish

Italy Unemployment Rate Quarterly q/q 1Q 8.9% 9.7% 8.8% *** Equity and bond neutral

UK Monthly GDP m/m Apr -20.4% -5.8% -18.7% *** Equity bearish, bond bearish

Industrial Production m/m Apr -20.3% -4.2% -15.0% *** Equity bearish, bond bullish

Manufacturing Production m/m Apr -24.3% -4.6% -15.6% ** Equity bearish, bond bullish

Construction Output m/m Apr -40.1% -5.9% -25.0% ** Equity bearish, bond bullish

Index of Services m/m Apr -19.0% -6.2% -20.0% ** Equity and bond neutral

Visible Trade Balance GBP/Mn m/m Apr -£7490 Mil -£12508 Mil -£11000 Mil ** Equity bullish, bond bearish

Trade Balance Non EU GBP/Mn m/m Apr -£2658 Mil -£4880 Mil -£4433 Mil ** Equity bullish, bond bearish

Trade Balance GBP/Mn m/m Apr £305 Mil -£6676 Mil -£5500 Mil ** Equity bullish, bond bearish

BoE/TNS Inflation Next 12 Mths m/m May 2.9% 3.0% ** Equity and bond neutral

Russia Trade Balance m/m Apr 6.2 Bil 9.3 Bil 6.0 Bil ** Equity and bond neutral

Gold and Forex Reserves w/w 5-Jun 565.2 Bil 563.9 Bil * Equity and bond neutral

Budget Balance YTD m/m May -409.1 Bil 122.9 Bil -520.0 Bil ** Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y Apr -29.3% -5.0% -20.2% *** 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 32 31 1 Down

3-mo T-bill yield (bps) 16 18 -2 Neutral

TED spread (bps) 16 14 2 Up

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 0.71 0.67 0.04 Neutral

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

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

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Flat Down

franc Down 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. 
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Price Prior Change Explanation

Brent $38.93 $38.55 0.99%

WTI $36.63 $36.34 0.80%

Natural Gas $1.79 $1.81 -1.16%

Crack Spread $10.16 $10.09 0.70%

12-mo strip crack $10.27 $10.20 0.73%

Ethanol rack $1.41 $1.41 -0.08%

Gold $1,736.22 $1,727.70 0.49%

Silver $17.64 $17.65 -0.04%

Copper contract $263.85 $260.20 1.40%

Corn contract 335.25$       335.00$       0.07%

Wheat contract 502.75$       505.75$       -0.59%

Soybeans contract 878.25$       876.75$       0.17%

Baltic Dry Freight 839 764 75

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) 93.0 94.0 -1.0

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 12, 2020 
 

Although gold is the primary precious metal for investors, platinum, palladium and silver also 

can fulfill that role.  Complicating matters is that these three metals are dual-use products.  

Unlike gold, which has few uses outside of monetary (store of value) purposes and jewelry, these 

other three have industrial uses as well.  About 55% of silver consumption is in electronics, 

while 39% is used for jewelry, silverware and monetary reasons.  The remaining 6% of silver 

consumption is in associated industrial use, including solar panels.  Industry and automotive 

demand accounts for about 60% of platinum demand, with jewelry absorbing about 30% and 

investment demand the remainder.  Palladium, which has been in the news lately due to strong 

price behavior, is mostly used in automobile exhaust systems; nearly 84% of the metal goes into 

cars, with other industrial uses taking up nearly all the remaining demand. 

 

Thus, unlike gold, the other three precious metals are much more sensitive to industrial activity.  

Supply factors are different as well.  Silver is mostly a byproduct of base metal and precious 

metal mining; only about 28% of silver comes from primary silver mines.  The rest comes from 

the mining activities of lead, zinc, copper and gold.  Thus, the supply of new silver is affected by 

the demand for these other metals.  In contrast, platinum and palladium both have limited 

sources; nearly 75% of new supply of platinum comes from South Africa, whereas 40% of the 

world’s palladium comes from Russia.   

 

Both gold and silver prices began to rally in the early part of the 2000s after being in the 

doldrums from the mid-1980s through the 1990s.  High real interest rates depressed demand as 

policy was designed to contain inflation.  But, around 2003, gold began to rally, and by 2005, 

silver did as well.  This rally continued into 2011 when silver prices began to fall, and gold 

followed in 2012.  A stronger dollar weighed on precious metals prices during this period.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Since 2017, gold prices have clearly outpaced silver, but since August 2018, gold’s 

outperformance has been substantial. 

 

The gold/silver ratio has been a longstanding way of measuring the relative value of the two 

metals.   
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During the gold standard years, many nations conducted a bimetallic system, where gold and 

silver could be used for money.  The common exchange was 15:1.  The relative scarcity of gold 

relative to silver led to a widening ratio after the Civil War into WWI.  During WWI, silver 

prices rose due to expanding industrial activity for the war effort.  The change in the official 
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price of gold by the Roosevelt administration led the ratio to widen out during the 1930s into 

WWII.  Steadily rising silver prices reduced the ratio to 20:1 by late 1960; in response, the 

Coinage Act of 1965 dramatically reduced the use of silver in U.S. coins, easing the demand for 

silver and causing the ratio to rise.   

 

The end of Bretton Woods ended the last remnants of the gold standard, leading to much higher 

prices for both metals.  Since the mid-1970s, the gold/silver ratio has generally tracked the path 

of industrial production.  This relationship reflects the industrial demand for silver that doesn’t 

exist to the same extent for gold. 
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The upper line on the chart shows the monthly gold/silver ratio; the lower line shows detrended 

U.S. industrial production.  Although the relationship isn’t perfect, in general, stronger industrial 

production has tended to coincide with a lower ratio, whereas falling and below-trend industrial 

production benefits gold in the ratio.  The current ratio is near its all-time highs, reflecting (a) 

generally weak industrial production in the latest business cycle, and (b) the recent collapse in 

production due to the pandemic shutdowns.   

 

Although there remains a great deal of uncertainty surrounding the path of the recovery, as we 

detailed recently, the most likely path of this business cycle will be a deep but short recession 

followed by a lengthy recovery.  If this assessment is correct, industrial activity should rebound 

in the coming months.  Given the historic level of the gold/silver ratio, coupled with our overall 

positive position on gold, we believe silver is also attractively valued at current prices if our 

expectations about the economy are correct.  Therefore, for risk-tolerant investors, silver may be 

an attractive allocation at this time.   

 
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.  

https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_29_2020.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_29_2020.pdf
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Data Section 
 

U.S. Equity Markets – (as of 6/11/2020 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 6/11/2020 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 

 

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. 


