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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 15, 2020—9:30 AM EDT] Global equity markets are lower this morning.  The 

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

2.1% from its prior close.  Chinese markets were lower, with the Shanghai Composite down 

1.2% from the prior close and the Shenzhen Composite down 0.3%.  U.S. equity index futures 

are signaling a higher open. 

 

Good morning and happy Monday!  It’s another risk-off day as financial markets recoil from 

reports of rising COVID-19 infections.  Our usual commentary on COVID-19 is available.  We 

update on China and trade issues with the U.K./EU/U.S.  We are watching U.S./Russian relations 

as Paul Whelan was found guilty of espionage.  We look at the economy and policy news.  Here 

is what we are watching:   

 

COVID-19:   The number of reported cases is 7,934,277 with 433,919 deaths and 3,789,462 

recoveries.   In the U.S., there are 2,094,069 confirmed cases with 115,732 deaths and 561,816 

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:   

• Reports of rising infections around the world are raising fears of economic disruption, 

leading to equity market weakness. 

o A surge in cases in Beijing has led to some renewed lockdown measures.  The 

new cases appear to be centered around the city’s largest food market.    

o South America has become a global hotspot for COVID-19.  Even Peru, which 

has been lauded for its response, is struggling to cope.   

o Rising U.S. cases are causing concern about the path of the virus.  Although we 

don’t expect a national lockdown anytime soon, new local restrictions are 

possible.   

• Today is the official reopening day for Europe.  Internal border controls are to be relaxed 

today and “travel bubbles” with some Caribbean nations will allow for freer movement.   

• The NY Times Magazine had a good recap of the challenges tied to vaccine development.  

Germany announced it is investing in a private biotech company, which is working on a 

vaccine development.  The drive to develop a vaccine is raising worries about releasing 

one before it is fully developed and tested; a failed vaccine could set back distribution 

significantly.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-06-15-2020-11592203627?shareToken=st2b6fdd0c193e44c09645b47c96bd691a
https://www.ft.com/content/a63b4823-3fce-4c8f-8307-c4eec1811c93
https://www.nytimes.com/2020/06/15/world/coronavirus-live-updates.html?action=click&pgtype=Article&state=default&module=styln-coronavirus-national&variant=show&region=TOP_BANNER&context=storylines_menu
https://www.ft.com/content/68c2e787-50ec-375d-a0bf-d408c76c0d60
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.ft.com/content/d9e52589-ea36-4900-be1e-693387887097
https://www.ft.com/content/2ee12a51-4de9-4b4b-8a49-d86a05cff598?emailId=5ee6e74ac1ccff0004dc1091&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/beijing-goes-into-wartime-mode-as-virus-emerges-at-market-in-chinese-capital/2020/06/13/65c5aac8-ad40-11ea-868b-93d63cd833b2_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/aa84f572-f7af-41a8-be41-e835bddbed5b?emailId=5ee6e74ac1ccff0004dc1091&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/coronavirus-hits-peru-hard-despite-strict-lockdown-11592146800
https://www.reuters.com/article/us-health-coronavirus-usa/record-spikes-in-new-coronavirus-cases-hospitalizations-sweep-parts-of-u-s-idUSKBN23L0JB
https://nyti.ms/37qg1rq
https://nyti.ms/2B0Q45y
https://www.nytimes.com/interactive/2020/06/09/magazine/covid-vaccine.html
https://www.ft.com/content/bddf086e-b810-4628-aab3-e2b43d64486e
https://www.politico.com/news/2020/06/15/pressure-coronavirus-vaccine-risk-approval-316094?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/06/15/pressure-coronavirus-vaccine-risk-approval-316094?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
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• Regeneron (REGN, 588.39) said it will begin testing an antibody drug; if it works, it may 

be available as soon as autumn for emergency uses.   

China:  Although the virus surge in Beijing is catching most of the attention this morning, 

overall economic conditions do show improvement.  Consumers continue to show caution, but 

are spending on big-ticket items.  Also, as usual, China is using investment spending to lift 

growth.   

 

 
(Source:  Capital Economics) 

 

This chart shows a steady rebound in the Chinese economy. 

 

SoS Pompeo is meeting with EU foreign ministers to craft a common policy on China.  He is 

getting some pushback from the EU, which wants to tie cooperation on China with an easing of 

the trade conflict with Washington.  Of course, Pompeo will try to insist that the issues are 

separate, but we doubt he will be able to make his case.   

 

Trade:  PM Johnson and EC President von der Leyen will hold video talks today to discuss 

Brexit.  Johnson is hoping his personal touch will push talks forward while von der Leyen 

intends to reiterate the EU position on either integration, or a hard border.  At the same time, 

trade talks between the U.K. and the U.S. will resume today.  There is speculation that 

Westminster is using talks with the U.S. to extract concessions from the EU; however, 

Washington could just as easily insist on difficult concessions from the U.K., given its precarious 

position with the EU.   

 

Russia:  Paul Whelan was found guilty of espionage and sentenced to 16 years in prison.   

Although Russia accuses Whelan of spying, his background suggests he probably isn’t one.  He 

is a corporate security official for a car parts manufacturing firm and was in Russia for a 

wedding.  He is a Marine, but was discharged under less than stellar circumstances.  We suspect 

Russia seized Whelan and intends to use him for swap purposes in the future.  We will monitor 

this case to see if his cause is taken up by the government. 

 

Economy news:  There is growing evidence that the U.S. economy is improving; given how 

deep the initial decline was, it is almost impossible for things to not look better.  However, it is 

still good to see signs of life.  Nevertheless, coping with COVID-19 remains a challenge.  We 

https://www.wsj.com/articles/regeneron-begins-testing-coronavirus-antibody-cocktail-therapy-11591873201?shareToken=st43972a0fa27d488baf109030b1c4bfa5
https://finance.yahoo.com/news/chinas-factory-output-perks-consumers-043837075.html
https://www.wsj.com/articles/chinese-consumers-add-fuel-to-factory-led-economic-recovery-11592202570?shareToken=st9446383a24b94388815882bee775924b
https://www.wsj.com/articles/chinese-consumers-add-fuel-to-factory-led-economic-recovery-11592202570?shareToken=st9446383a24b94388815882bee775924b
https://www.politico.eu/article/tension-on-the-agenda-when-us-secretary-mike-pompeo-meets-eu-foreign-ministers/?utm_source=POLITICO.EU&utm_campaign=304a5b0644-EMAIL_CAMPAIGN_2020_06_15_05_07&utm_medium=email&utm_term=0_10959edeb5-304a5b0644-190334489
https://www.politico.eu/article/tension-on-the-agenda-when-us-secretary-mike-pompeo-meets-eu-foreign-ministers/?utm_source=POLITICO.EU&utm_campaign=304a5b0644-EMAIL_CAMPAIGN_2020_06_15_05_07&utm_medium=email&utm_term=0_10959edeb5-304a5b0644-190334489
https://www.ft.com/content/ac31e729-732f-44a2-9a6b-13fee191e4f9?emailId=5ee747068071a9000464731d&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.eu/article/uk-risks-being-squeezed-in-trade-triangle-with-eu-and-us-brexit-deal/
https://www.wsj.com/articles/former-marine-paul-whelan-found-guilty-in-russia-of-espionage-sentenced-to-16-years-in-prison-11592212507?shareToken=st7f35e13c4fe74e43b3074b9479f924e8
https://apnews.com/a8f515c0e295f5e8fc37e4318a7dec65
https://www.wsj.com/articles/signs-of-a-v-shaped-early-stage-economic-recovery-emerge-11592040600?shareToken=st516ffc0c52814c858381fbcab9f15151
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note that manufacturing firms are slow to recover due to the costs of protective measures and 

continued infections.   

 

Policy news:  This week, Chair Powell will travel to Capitol Hill to give his semi-annual 

testimony to Congress.  Given the forecasts from the Fed, we expect him to give testimony that 

the economy needs additional help.  National Economic Council head Kudlow opposes 

extending the $600 per week boost to unemployment insurance, but does support a smaller bonus 

for workers returning to their jobs.  There is worry that the unemployment insurance benefit may 

be an impediment to returning to work.  At the same time, Peter Navarro says the president 

wants another stimulus program of at least $2.0 trillion.   

 

U.S. Economic Releases 

 

The New York Fed’s Empire Manufacturing Survey jumped by the most since 2001, showing 

that economic activity has jolted since states began reopening. The survey reading came in at  

-0.2, much higher than expectations of -29.6. The higher than expected reading is largely due to 

optimism in consumer demand as manufacturers expect a surge in new orders and shipments. 
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The chart above shows the six-month moving average of the Empire Manufacturing Survey. 

Despite improvement in the June reading, the six-month moving average worsened from -21.2 to 

-21.8 
 

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

 

https://www.wsj.com/articles/auto-makers-reopening-complicated-by-worker-absences-amid-covid-cases-11592074008?shareToken=st6e62bc39268c4f28ad1862e47ee76965
https://www.politico.com/news/2020/06/12/federal-reserve-economy-315228
https://www.wsj.com/articles/kudlow-urges-replacing-unemployment-benefit-boost-with-return-to-work-bonus-11592151941?shareToken=st6a0e748f3b8d49c5b8ee5fd77b89fb72
https://www.wsj.com/articles/kudlow-urges-replacing-unemployment-benefit-boost-with-return-to-work-bonus-11592151941?shareToken=st6a0e748f3b8d49c5b8ee5fd77b89fb72
https://www.politico.com/news/2020/06/13/coronavirus-relief-bill-peter-navarro-316501?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/06/13/coronavirus-relief-bill-peter-navarro-316501?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
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EDT Indicator Expected Prior Rating

16:00 Total Net TIC Flows m/m Apr -$112.6 Bil **

16:00 Net Long-Term TIC Flows m/m Apr $349.9 Bil **

Speaker or event

10:00 Robert Kaplan Takes Part in Moderated Discussion President of the Federal Reserve Bank of Dallas

12:30 Mary Daly Gives Presentation to South by Southwest

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of San Francisco  
 

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 New Home Prices m/m May 0.5% 0.4% *** Equity and bond neutral

Industrial Production y/y May 4.4% 3.9% 5.0% *** Equity bearish, bond bullish

Retail Sales y/y May -2.8% -7.5% -2.3% ** Equity and bond neutral

Property Investment YTD y/y May -0.3% -3.3% -0.8% ** Equity and bond neutral

Fixed Assets Ex Rural YTD y/y May -6.3% -10.3% -6.0% ** Equity and bond neutral

Surveyed Jobless Rate m/m May 5.9% 6.0% 5.9% *** Equity and bond neutral

Japan Tertiary Industry Index m/m Apr -6.0% -4.2% -7.7% ** Equity and bond neutral

India Wholesale Prices y/y May -3.2% -1.2% ** Equity bearish, bond bullish

New Zealand REINZ House Sales m/m May -46.6% -78.5% ** Equity and bond neutral

Performance Services Index m/m May 37.2 25.9 ** Equity and bond neutral

Food Prices MoM m/m May -0.8% 1.0% ** Equity and bond neutral

Net Migration SA m/m Apr 220 9700 ** Equity and bond neutral

Europe

Eurozone Trade Balance SA m/m Apr 1.200 Bil 23.500 Bill *** Equity bearish, bond bullish

France CPI EU Harmonized m/m May -0.3% -0.2% -0.2% *** Equity and bond neutral

General Government Debt m/m Apr 2.467 Tril 2.431 Tril ** Equity and bond neutral

Switzerland Producer and import prices y/y May -4.5% -4.0% ** Equity and bond neutral

Domestic Sight Deposits w/w 12-Jun 600.3 Bil 594.5 Bil * Equity and bond neutral

Total Sight Deposits w/w 12-Jun 679.5 Bil 680.1 Bil * Equity and bond neutral

AMERICAS

Mexico Formal Job Creation Total m/m May -344.5k -555.2k ** Equity and bond neutral

Canada Capacity utilization q/q 1Q 79.8% 81.2% 80.0% ** 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) 32 31 1 Down

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

TED spread (bps) 17 15 2 Up

U.S. Libor/OIS spread (bps) 8 9 -1 Up

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

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

EUR/USD 3-mo swap (bps) 17 16 1 Down

Currencies Direction

dollar Down Down

euro Flat Up

yen Up Up

pound Flat 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 $38.48 $38.73 -0.65%

WTI $35.72 $36.26 -1.49%

Natural Gas $1.73 $1.73 -0.06%

Crack Spread $11.18 $10.57 5.75%

12-mo strip crack $10.70 $10.31 3.75%

Ethanol rack $1.41 $1.41 -0.16%

Gold $1,709.33 $1,730.75 -1.24%

Silver $17.15 $17.49 -1.93%

Copper contract $257.45 $261.85 -1.68%

Corn contract 332.75$       334.50$       -0.52%

Wheat contract 507.00$       507.75$       -0.15%

Soybeans contract 874.00$       879.75$       -0.65%

Baltic Dry Freight 923 839 84

Shipping

Energy Markets

Metals

Grains

 
 

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 6/12/2020 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 6/12/2020 close) 
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Commodities
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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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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. 


