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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 18, 2020—9:30 AM EDT] Global equity markets are relatively flat this morning.  

The EuroStoxx 50 is down 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 

0.2% from its prior close.  Chinese markets were higher, with the Shanghai Composite up 0.2% 

from the prior close and the Shenzhen Composite up 0.1%.  U.S. equity index futures are 

signaling a flat open. 

 

Good morning!  U.S. equity futures are weaker this morning, but off the worst levels of the 

overnight session.  Our usual commentary on COVID-19 is available.  We cover a myriad of 

policy issues this morning, including global taxes and the increased scrutiny facing U.S. tech 

firms.  In policy, a number of central banks took action overnight.  Australia looks like it is in 

recession and we examine the difference between expectations and reality in the economic 

reports.  The Weekly Energy Update is available.  Here are the details:   

 

COVID-19:  The number of reported cases is 8,367,894 with 449,397 deaths and 4,091,978 

recoveries.  In the U.S., there are 2,163,894 confirmed cases with 117,717 deaths and 592,191 

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.  Additionally, we 

have the weekly Axios U.S. state map.   

 

Virology:   

• India is becoming a global hot spot for the virus.  Given its population density, the 

chances the virus will spread in India are elevated. 

• The rise in infections around Beijing has coincided with news reports of finding the virus 

in fish.  Although this discovery was mostly accidental (most likely the fish was 

processed or handled by an infected worker) it has led to a sharp decline in demand for 

imported salmon.   

• As the world awaits a vaccine, there are growing worries about a potential bottleneck, the 

glass vials used to distribute doses.  Currently, there is a shortage of the vials and the 

demand for them once a vaccine is developed could overwhelm the industry’s capacity.   

• COVID-19 is especially fatal for older people.  Nursing homes have seen a high level of 

fatalities due to the virus. 

• South Korea’s experience in managing the virus suggests that maintaining an acceptable 

level of infections means that returning to a pre-COVID-19 lifestyle isn’t really possible.    

 

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-6-18-2020--11592471760?shareToken=st01f3abc8433d4c71811ddbf8335e8de9
https://www.wsj.com/articles/coronavirus-latest-news-06-18-2020-11592470659?mod=djem10point
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_jun_18_2020.pdf
https://www.nytimes.com/2020/06/18/world/coronavirus-updates.html?action=click&pgtype=Article&state=default&module=STYLN_coronahub&variant=show&region=header&context=menu
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=ind&areas=chn&areasRegional=usny&areasRegional=usnj&cumulative=0&logScale=1&perMillion=1&values=cases
https://www.axios.com/coronavirus-pandemic-south-arizona-oklahoma-trump-dbd813f7-52a8-4474-872d-624212bd257c.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.cbsnews.com/news/coronavirus-in-india-delhi-cases-surge-train-cars-and-hotels-converted-emergency-hospital-2020-06-17/
https://www.caixinglobal.com/2020-06-15/fishy-claims-of-beijings-covid-19-outbreak-chills-upstream-seafood-suppliers-101567746.html
https://www.caixinglobal.com/2020-06-15/fishy-claims-of-beijings-covid-19-outbreak-chills-upstream-seafood-suppliers-101567746.html
https://news.trust.org/item/20200615100244-ciyn8/
https://news.trust.org/item/20200615100244-ciyn8/
https://www.wsj.com/articles/coronavirus-vaccine-makers-are-hunting-for-vital-equipment-glass-vials-11592317525?shareToken=ste0558b0fc6ea4843b182a2858fac59f9
https://www.wsj.com/articles/coronavirus-deaths-in-u-s-nursing-long-term-care-facilities-top-50-000-11592306919?shareToken=st54fcf0c6bd4144a7a76ebf317cf0eea0
https://www.ft.com/content/d68d6292-0486-4bfc-bf5c-54ce850a3f7a?emailId=5ee838768002e8000401c755&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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• Researchers have found direct evidence that COVID-19 can infect the brain and replicate 

in that vital organ.  Although it isn’t clear if the virus regularly makes its way past the 

blood/brain barrier, if it does, it will complicate treating the disease.   

• Remember mood rings?  Now we have a “smart ring” that will reportedly signal when a 

user is pre-symptomatic with COVID-19.  Casinos are planning to distribute them to staff 

to inform workers and protect patrons.   

• Honduran President Juan Orlando Hernandez has tested positive for COVID-19. 

 

Policy news:   

• One of the issues that has developed in public finance is taxing multinational 

corporations.  In the U.S., we often see tax breaks offered to companies to move facilities 

into a state.  It can become a race to the bottom as states are continually faced with the 

need to offer deals to keep companies within the state.  Because public goods must 

usually be provided to the company and workers (workers need police and fire protection, 

schools and company facilities need the same, plus infrastructure) the incidence of 

funding these services tends to fall on those who lack the resources to “shop around.”  

Something similar occurs at the international level.  Nations can attract businesses by 

becoming tax havens.  Ireland is perhaps the most developed nation example.  

Multinational firms have the resources to establish outlets in tax favorable environments 

and extract subsidies and other support.  In an effort to stop this process, the OECD had 

sponsored talks to harmonize global tax policy.  However, in any tax regime, there are 

those who benefit from the current situation and see little reason to change, and those 

who want to shift the incidence of a tax to others.  Europe has been keen on taxing 

technology, which, in reality, becomes a tax on U.S. firms.  The EU would gain the 

revenue and the U.S. would mostly bear the incidence of the tax payment.  Needless to 

say, the U.S. isn’t all that supportive of this effort.  As a result, yesterday, talks broke 

down.  We would expect the EU to go ahead with digital taxes and the U.S. to treat this 

move as targeting the U.S. and respond with tariffs and other penalties.   

• The tech industry is coming under increased scrutiny as part of the Communications 

Decency Act.  Initially, in the 1990s, the government was concerned if young tech firms 

were sued for user content, they would be unable to survive and so the industry was given 

broad protections against lawsuits from user content.  So, the Communications Decency 

Act protected the firms from lawsuits.  However, as the firms have grown in size and 

power, policymakers are taking another look at this issue.  For example, Sen. Hawley (R-

MO) is introducing legislation that would reduce the protections tied to censorship.  The 

DOJ is looking at similar measures to reduce immunity.   

• Apple (APPL, 353.94) is facing antitrust investigations from the EU over its app store. 

• Chair Powell finished this second day of Congressional testimony yesterday.  What we 

noted was that the Chair does not want Congress to begin withdrawing fiscal support 

quite yet.  He wants some form of jobless benefits to continue, and the extension of other 

measures as well.   

https://www.ft.com/content/e5f20455-4422-4eea-9c51-b083040a0878?emailId=5ee838768002e8000401c755&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://en.wikipedia.org/wiki/Mood_ring
https://www.ft.com/content/e3ab6110-b871-4cb4-abec-b195c0a88a9c?emailId=5eea3a0376acc5000437d8cd&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.washingtonpost.com/world/the_americas/honduran-president-juan-orlando-hernandez-tests-positive-for-coronavirus/2020/06/17/f1001630-b04e-11ea-8f56-63f38c990077_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/global-tax-talks-waver-as-pandemic-hits-government-coffers-11592053201?shareToken=stf5d6a8cb0668476e8a3f54d8d05bdb9c
https://www.wsj.com/articles/global-tax-talks-waver-as-pandemic-hits-government-coffers-11592053201?shareToken=stf5d6a8cb0668476e8a3f54d8d05bdb9c
https://www.ft.com/content/1ac26225-c5dc-48fa-84bd-b61e1f4a3d94?emailId=5eeadb1a66c7c100049d593b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/mnuchin-declares-global-corporate-tax-talks-at-an-impasse-11592421013?shareToken=sta3a465bbeb9f46ed82f007b4fab0e90d
https://www.wsj.com/articles/mnuchin-declares-global-corporate-tax-talks-at-an-impasse-11592421013?shareToken=sta3a465bbeb9f46ed82f007b4fab0e90d
https://www.axios.com/hawley-unveils-bill-targeting-big-techs-shield-b225c52b-35e2-4392-b11a-afda6357e35f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/hawley-unveils-bill-targeting-big-techs-shield-b225c52b-35e2-4392-b11a-afda6357e35f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/justice-department-to-propose-limiting-internet-firms-protections-11592391602?shareToken=st66031f06eb3149c6a4b132f2e4d3d820
https://www.wsj.com/articles/apple-faces-two-eu-antitrust-probes-over-apps-11592302148?shareToken=st0f68143d93d84e39b3d0cd50b5b01ff8
https://www.wsj.com/articles/lawmakers-to-press-powell-on-additional-relief-measures-11592386200?shareToken=st3f9649fa0378494bbdb26dc6262b0681
https://www.wsj.com/articles/lawmakers-to-press-powell-on-additional-relief-measures-11592386200?shareToken=st3f9649fa0378494bbdb26dc6262b0681
https://thehill.com/policy/finance/503232-powell-urges-congress-to-continue-boosted-jobless-benefits-in-some-form
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• One of the factors we have been monitoring since 2008 has been the rise of populism 

which includes opposition to globalization.  Within the political parties, this pits the 

establishment against the populists.  This issue has come up again recently, as the 

Chamber of Commerce warns against restricting visas for foreign workers, indicating that 

if businesses can’t get these workers from abroad, they will be forced to bid up wages for 

local workers…which is exactly the point the populists have been making.   

• USTR Lighthizer weighed in on the WTO yesterday.  The body is searching for a new 

leader and the U.S. clearly wants to shape global trade policy in a more favorable 

manner.  What we find interesting is that Lighthizer doesn’t want to see the WTO 

scuttled (as some in Congress do), but does want it to fit trade policy to favor the U.S.   

• Several central banks eased credit yesterday, with the notable exception of Taiwan, who 

kept policy steady.  This morning, the BOE expanded QE but didn’t move rates below 

zero.  The PBOC, who so far has been reluctant to expand policy stimulus, appears to be 

moving to boost growth.   

China:   

• We continue to monitor the conflict between India and China.  The good news is that 

although there were fatalities on both sides during a recent skirmish, so far, there hasn’t 

been evidence of military escalation.  The bad news is that aggressive rhetoric is rising on 

both sides that may create conditions that foster future escalation.   

• Yesterday, SoS Pompeo and China’s foreign policy chief Yang Jiechi met in Hawaii.  It 

wasn’t clear why the meeting was held and both sides were reticent to discuss the 

outcome of the engagement.  In fact, both sides suggested the other asked for the 

meeting.  We suspect this was about keeping communications open during a period of 

tensions.  It doesn’t appear that there was anything specific to discuss, although if there 

was, we should see “something” emerge in the coming weeks. 

• Although U.S. foreign policy has had a look of “going it alone” in reality, there does 

appear to be an anti-China coalition evolving.  The tensions on the India/China border 

may reflect Beijing’s growing concern about this development.   

• There are increasing reports of human and capital flight from Hong Kong. 

• China’s espionage isn’t only centered on the West.  A Russian scientist has been accused 

of passing along classified information to Beijing.   Reportedly, the information is tied to 

submarine detection.   

• China is collecting blood samples from a large swath of its population in an attempt to 

create a massive DNA database.  China has been steadily moving to create a high-tech 

surveillance state; the DNA database is part of widespread cameras, facial recognition 

and monitoring of financial transactions to monitor the activities of its citizens.   

 

Markets:  Insurance companies are reviewing their exposure in collateralized loan obligations 

(CLOs).  CLOs are usually pooled corporate debt, originated by banks.  CLOs can be separated 

into different tranches by credit risk and payment priority.  In recent years, insurance companies 

https://thehill.com/business-a-lobbying/business-a-lobbying/502375-chamber-ceo-urges-trump-against-entry-bans-impacting
https://www.ft.com/content/00cdebfa-e364-4914-a629-29f1fdd290ff?emailId=5eeb405e3da8d000043ce9a4&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.cnbc.com/2020/06/18/coronavirus-bank-of-england-adds-another-100-to-bond-buying-program.html
https://finance.yahoo.com/news/china-pledges-credit-boom-push-033252340.html
https://finance.yahoo.com/news/china-pledges-credit-boom-push-033252340.html
https://www.washingtonpost.com/world/asia_pacific/india-china-border-clash-conflict/2020/06/17/6be6c3c6-b009-11ea-98b5-279a6479a1e4_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/india-china-border-clash-conflict/2020/06/17/6be6c3c6-b009-11ea-98b5-279a6479a1e4_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2N8gbKy
https://www.washingtonpost.com/national-security/pompeo-chinese-foreign-policy-chief-to-meet-in-hawaii-as-two-sides-trade-insults-and-blame/2020/06/16/2e809e1e-b002-11ea-a567-6172530208bd_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/a-united-front-on-china-starts-to-take-shape-11592398800?shareToken=st274a3719a81a4b699435c5ba19608dbf
https://www.wsj.com/articles/a-united-front-on-china-starts-to-take-shape-11592398800?shareToken=st274a3719a81a4b699435c5ba19608dbf
https://www.washingtonpost.com/world/asia_pacific/hong-kong-china-security-law-emigrate-police-crackdown/2020/06/15/891718d6-aa07-11ea-a43b-be9f6494a87d_story.html
https://www.wsj.com/articles/russia-charges-scientist-with-passing-information-to-china-11592246286?shareToken=stfc149535cceb40aeb25b241bf1cdc4bf
https://www.wsj.com/articles/russia-charges-scientist-with-passing-information-to-china-11592246286?shareToken=stfc149535cceb40aeb25b241bf1cdc4bf
https://nyti.ms/2N7xBHa
https://www.aspi.org.au/report/genomic-surveillance
https://www.wsj.com/articles/insurers-hit-brakes-on-investments-designed-to-make-risky-loans-safe-11592385243?shareToken=stfe3358a6467040f1b33ed08b606dae50
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have been avid buyers of these instruments to take advantage of their higher yield.  However, 

recently, there has been growing concerns about the credit quality of these instruments.   

There is a rising level of delayed loan payments.  Student loans are showing the highest 

delinquencies.   

 

Economy news:  

• Australia’s May unemployment rate rose much faster than expected, hitting 7.1%, up 

from 6.4% in April.   

 
 

The country, which hasn’t had a recession since the early 1990s, is clearly in one now.   

• One of the concepts a new analyst always has to learn is that the actual data matters less 

than the data relative to expectations.  Recent data has been far better than forecast. 

 
(Source:  Bloomberg)  

https://www.wsj.com/articles/americans-skip-millions-of-loan-payments-as-coronavirus-takes-economic-toll-11592472601?shareToken=ste4048b4f02ba4981a04a86697f0c6d28
https://www.wsj.com/articles/americans-skip-millions-of-loan-payments-as-coronavirus-takes-economic-toll-11592472601?shareToken=ste4048b4f02ba4981a04a86697f0c6d28
https://ca.finance.yahoo.com/news/australian-unemployment-jumps-7-1-014156294.html
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This chart shows the economic surprise index from Bloomberg. It measures the 

difference between the actual data and expectations; the data included are weighted based 

on their effects on foreign exchange behavior.  What the index is telling us now is the 

economic data is coming in much better than forecast.  That doesn’t mean the data is 

good; it means that expectations are so depressed that even soft numbers are still better 

that deeply depressed forecasts.  What we have observed over the years is that the 

expectations tend to catch up in a few months and so better future data may not look as 

good, even with the improvement, because expectations will tend to rise even faster.  

This could lead to “disappointing” economic data by autumn.   

• One of the consequences of the lockdowns has been that firms and workers are realizing 

that they probably don’t need to go to the office to be effective.  And, if that’s the case, 

why would someone stay in a crowded expensive city if they can just as easily live 

elsewhere.  If this becomes a trend, smaller metropolitan areas may benefit from workers 

moving to new, smaller cities. 

• The massive expansion of central bank balance sheets has raised fears of inflation.  Japan, 

which has seen ballooning government deficits, remains susceptible to deflation.   

U.S. Economic Releases 

 

The Philadelphia Business Outlook Survey showed that factory conditions in May unexpectedly 

strengthened.  The Philly Fed index came in at 27.5 compared to expectations of -21.4. 
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The chart above shows the six-month moving average.  

 

For the week ending June 13, initial claims came in at 1.508 MM compared to expectations of 

1.290 MM.  The prior report was revised upwards from 1.542 MM to 1.566 MM. 

 

https://www.wsj.com/articles/when-workers-can-live-anywhere-many-ask-why-do-i-live-here-11592386201?shareToken=st6dd22fc2c7204f45892d983a23792763
https://www.wsj.com/articles/2-000-for-a-watermelon-thats-a-bargain-as-deflation-returns-in-japan-11592308373?shareToken=stf8a87d60e1a94124afb1cb3cc025f578
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The chart above shows the four-week moving average of initial claims.  The four-week moving 

average fell from 2.009 MM to 1.774 MM. 
 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Economic Expectations m/m Jun 29.0 **

9:45 Bloomberg Consumer Comfort m/m 14-Jun 38.7 **

10:00 Leading Index m/m May 2.4% -4.4% **

Speaker or event

12:15 Loretta Mester Speaks on the Fed's Response to Covid-19 President of the Federal Reserve Bank of Cleveland

14:00 James Bullard Takes Part in Virtual Discussion on Economy President of the Federal Reserve Bank of St. Louis

19:00 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.  
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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

China Swift Global Payments m/m May 1.8% 1.7% ** Equity and bond neutral

Foreign Direct Investment y/y May 7.5% 11.8% ** Equity and bond neutral

Japan Japan Buying Foreign Bonds w/w 12-Jun ¥1656.6b ¥1065.5b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 12-Jun -¥186.4b ¥157.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 12-Jun -¥484.3b -¥738.8b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 12-Jun -¥440.4b ¥268.7b * Equity and bond neutral

Tokyo Condominiums for Sale y/y May -82.2% -51.7% ** Equity and bond neutral

Australia Employment Change m/m May -227.7k -594.3k -78.8k ** Equity bearish, bond bullish

Unemployment Rate m/m May 7.1% 6.2% 6.9% ** Equity bearish, bond bullish

Participation Rate m/m May 62.9% 63.5% 63.6% ** Equity bearish, bond bullish

Full Time Employment Change m/m May -89.1k -220.5k ** Equity and bond neutral

Part Time Employment Change m/m May -138.6k -373.8k ** Equity and bond neutral

New Zealand GDP y/y 1Q -0.2% 1.8% 0.3% *** Equity bearish, bond bullish

Europe

Italy Trade Balance EU m/m Apr -1.004b 0.603b ** Equity bearish, bond bullish

Switzerland Swiss Watch Exports y/y May -67.9% -81.3% ** Equity and bond neutral

AMERICAS

Canada Teranet/ National Bank HPI y/y May 6.0% 5.3% ** Equity and bond neutral

CPI y/y May -0.4% -0.2% 0.0% ** Equity bullish, bond bearish  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 31 30 1 Down

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

TED spread (bps) 16 14 2 Up

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

10-yr T-note (%) 0.71 0.74 -0.03 Neutral

Euribor/OIS spread (bps) -40 -37 -3 Neutral

EUR/USD 3-mo swap (bps) 10 10 0 Down

Currencies Direction

dollar Down Down

euro Flat Up

yen Flat Up

pound Down Down

franc Flat Up

Central Bank Action Current Prior Expected

RBA FX Transactions Market A$622m A$1026m On forecast

RBA FX Transactions Other A$1210m -A$2795m On forecast

RBA FX Transactions Government -A$691m -A$1037m On forecast

Bank of England Bank Rate 5.500% 6.000% On forecast

BOE Asset Purchase Program  Total 745b 645b 745b On forecast

SNB Sight Deposit Interest Rate -0.750% -0.750% -0.750% On forecast

SNB Policy Rate -0.750% -0.750% -0.750% On forecast

Selic Rate 2.250% 3.000% 2.250% On forecast   
 

Commodity Markets 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 8 

 

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 $41.24 $40.71 1.30% US Stimulus

WTI $38.34 $37.96 1.00%

Natural Gas $1.64 $1.64 0.18%

Crack Spread $12.56 $12.82 -2.03%

12-mo strip crack $11.37 $11.59 -1.84%

Ethanol rack $1.47 $1.46 0.68%

Gold $1,726.38 $1,726.95 -0.03%

Silver $17.60 $17.51 0.52%

Copper contract $263.55 $260.90 1.02%

Corn contract 337.75$       335.00$       0.82%

Wheat contract 496.00$       494.00$       0.40%

Soybeans contract 879.50$       876.50$       0.34%

Baltic Dry Freight 1246 1054 192

Actual Expected Difference

Crude (mb) 1.2 0.8 0.4

Gasoline (mb) -1.7 -1.0 -0.7

Distillates (mb) -1.4 3.0 -4.4

Refinery run rates (%) 0.70% 0.50% 0.20%

Natural gas (bcf) 93.0

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 Midwest region.  Wet conditions are expected for the 

majority of the country, with dry conditions in the Rocky Mountains and southwestern regions.  

There is some cyclone formation along the Carolina coast, but it is not expected to develop into a 

tropical storm.
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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 6/17/2020 close) 

 

 
-40.0% -20.0% 0.0% 20.0%

Energy
Financials

Industrials
Real Estate

Materials
Utilities

Consumer Staples
S&P 500

Healthcare
Consumer Discretionary
Communication Services

Technology

YTD Total Return

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

Energy

Financials

Real Estate

Materials

Industrials

S&P 500

Utilities

Consumer Discretionary

Consumer Staples

Healthcare

Technology

Communication Services

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 6/17/2020 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 18, 2020 
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Based on our methodology,1 the current P/E is 23.7x, up 0.1x from last week.  Rising index 

values 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. 


