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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 22, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 

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

down 0.1% 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 Monday.  U.S. equity futures are higher this morning, while Europe is 

lower.  Treasuries yields are lower, as well as the dollar, while gold is up. EU leaders are talking 

to Chairman Xi today; the new security law passed in Beijing, meaning it has become law in 

Hong Kong.  We recap banking data.  President Trump says he will talk to Maduro.  Our usual 

commentary on COVID-19 is available.   Here are the details:   

 

China news:   

• EU and Chinese leaders are scheduled to have a video conference today.  European 

leaders have become increasingly alarmed by China’s behavior.  As we have discussed 

before, the EU has noted Beijing’s aggressive narrative control over COVID-19.  In 

addition, China’s investment activities in Europe has raised fears that China will use the 

weakness caused by the pandemic to take control of European businesses.  Expectations 

surrounding the talks are low, suggesting that not much will come from the conference. 

• Although the news was no surprise, Beijing is moving to ratify the new security law for 

Hong Kong.  The Standing Committee of the Politburo will convene a special session on 

June 28 and impose the new law on the former colony.  One part of the new law will 

establish a new agency to execute national security in Hong Kong, signaling it is taking 

concrete steps to apply the new legislation.  The decision to create this new bureaucracy 

quashes any hope that the law would be passed but implemented with a “light touch.” 

This law will effectively end Hong Kong’s “one country, two systems” approach.  We 

expect this decision to further undermine U.S. and U.K. relations with China. 

• China has had a new surge of COVID-19 cases, with the outbreak centered on food 

markets in Beijing.  As we noted last week, Nordic salmon was said to have tested 

positive for the virus, although it was generally believed the virus likely came from 

infected workers handling the product.  Although handling or eating food that has been 

found to have the virus hasn’t been reported as a vector for spreading the disease, 

blaming the outbreak on imported food does fit Beijing’s narrative of the virus coming 

from outside China.  Over the weekend, China has banned some chicken imports coming 
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from a Tyson (TSN, 63.22) plant with a high number of COVID-19 cases.   We would 

not be surprised to see China use this news as an excuse for failing to meet its obligations 

set in the Phase One trade agreement. 

• The PBOC held its loan prime rate steady, suggesting that we are probably approaching 

the end of the rate cutting cycle in China. 

Economic news: 

• The Fed has updated its May data on the banking system.  There were three items that are 

worth noting.  First, households are being very cautious.  Consumer credit fell 1.1% from 

last year. 

 
 

Second, deposits have soared, rising 20.7% from last year, the fastest growth for this data 

(which goes back to 1973.) 
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Third, business lending has soared (and partly accounts for the jump in deposits). 

 

 
 

What does this tell us?  Households are cutting their borrowing and increasing their cash 

holdings, while businesses are tapping credit lines and gathering cash too.  There is a pile 

of liquidity in the financial system and where it eventually ends up will be critical for 

financial and commodity markets.  

• Rebounding industrial metals prices signal that the global economy is improving. 

• As firms begin to reopen, they are struggling with the mechanics of hiring.  In other 

words, how does one conduct a virtual job fair?  Should it be done by videoconferencing?  

What about “drive-by” interviews?  Although bringing back furloughed workers will be 

the first step, some degree of mass hiring will be necessary due to the sharp drop in 

employment seen before; exactly how to interview and maintain social distancing will 

tend to reduce the ability of interviewers to use non-verbal cues to inform the hiring 

decision.    

Policy news:   

• Is additional fiscal stimulus a good idea?  One of the reasons that discretionary fiscal 

policy fell from favor was that the legislative process is usually protracted.  By the time 

the stimulus is passed, the crisis is often over.  This time around, Congress has moved 

with unusual speed, but now members are starting to question the need for additional 

help.  Fiscal hawks want to curb the spending but there is a risk that if the economy 

stumbles, the lack of fiscal help could trigger another downturn.  However, additional 

spending is getting a rare nod from business; the Chamber of Commerce is calling for 

additional support for state and local government.   

• According to Axios, President Trump has concluded that Juan Guaido isn’t going to get 

control of Venezuela and thus the U.S. may be open to talks with President Maduro.   

COVID-19:   The number of reported cases is 8,975,776 with 468,724 deaths and 4,448,281 

recoveries.   In the U.S., there are 2,280,969 confirmed cases with 119,977 deaths and 622,133 

https://www.wsj.com/articles/cash-remains-king-as-companies-close-a-dismal-second-quarter-11592737200?shareToken=std266cd0d40b64a2e98577224be8de227
https://www.wsj.com/articles/rally-in-raw-materials-signals-economic-rebound-11592818201?shareToken=stb984194863fc4b14ab6a365f320869b6
https://www.wsj.com/articles/job-recruitment-adopts-social-distancing-as-coronavirus-alters-practices-11592818202?shareToken=st1153b206417f4d839cdc01a7578b9dd6
https://www.wsj.com/articles/stimulus-options-create-election-season-quandary-for-senate-republicans-11592740841?shareToken=st1a74afb9060d48b185085fbc569c0c02
https://www.wsj.com/articles/stimulus-options-create-election-season-quandary-for-senate-republicans-11592740841?shareToken=st1a74afb9060d48b185085fbc569c0c02
https://www.politico.com/states/california/story/2020/06/19/businesses-ask-congress-to-bail-out-governments-sensing-tax-targets-on-their-backs-1293687
https://www.politico.com/states/california/story/2020/06/19/businesses-ask-congress-to-bail-out-governments-sensing-tax-targets-on-their-backs-1293687
https://www.axios.com/trump-venezuela-guaido-maduro-ea665367-b088-4900-8d73-c8fb50d96845.html
https://www.ft.com/content/a761b829-377f-3225-9773-754065843a3d
https://coronavirus.jhu.edu/map.html
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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:   

• After a slow start, the EU is moving quickly to support vaccine development and 

production.   

• The U.S., India and South America have seen rising cases, while China  and South Korea 

have seen case counts decline.  The U.S. south is seeing rising cases in younger 

Americans.  The German meatpacking industry is seeing a surge in cases, a similar 

problem seen in the U.S. 

• One of the more troubling issues surrounding COVID-19 is just how little we know about 

the virus and how there has been a steady stream of surprises about how it spreads and 

what it does.  The most recent troubling news is that the virus may spread in mammals 

more easily than first thought.  In Denmark, there has been an outbreak in minks that is 

thought to have come from humans.  Further studies suggest the virus can spread in cats, 

dogs, pigs and other animals.  The problem with this transmission is that once the virus 

infects an animal, it might mutate into a new form and move back into the human 

population.   

• It is well known that age is an important factor in fatalities from the virus.  Researchers 

are increasingly concerned that emerging vaccines may not provide immunity in older 

adults.  It is possible that older adults may receive a different vaccine than younger 

people based on the efficacy of the vaccine. 

 

 U.S. Economic Releases 

Economic activity picked up in May according to the Chicago Fed National Activity Index. The 

index came in at +2.61, up from the prior month’s reading of -17.89. The rise in the index can 

largely be attributed to improvements in production and employment. 
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https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&areasRegional=usny&areasRegional=usnj&cumulative=0&logScale=1&perMillion=0&values=deaths
https://ec.europa.eu/info/sites/info/files/communication-eu-strategy-vaccines-covid19_en.pdf
https://www.politico.com/news/2020/06/17/european-commission-casts-itself-as-worlds-vaccine-superhero-325472?nname=global-translations&nid=0000016f-153f-d06a-a5ff-f57f38310000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2660405
https://www.politico.com/news/2020/06/17/european-commission-casts-itself-as-worlds-vaccine-superhero-325472?nname=global-translations&nid=0000016f-153f-d06a-a5ff-f57f38310000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2660405
https://apnews.com/3a3642cb4b7244665dda34c437c87988
https://www.cnn.com/2020/06/21/us/us-coronavirus-sunday/index.html
https://www.cnn.com/2020/06/21/us/us-coronavirus-sunday/index.html
https://www.ft.com/content/057e861b-ef35-418d-9d16-81d2a0219212?emailId=5ef02bd23642f000049e0062&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/science/2020/06/19/humans-may-have-caught-coronavirus-mink-thats-wake-up-call-study-infections-animals-researchers-say/
https://www.washingtonpost.com/science/2020/06/19/humans-may-have-caught-coronavirus-mink-thats-wake-up-call-study-infections-animals-researchers-say/
https://www.wsj.com/articles/efforts-for-coronavirus-vaccine-focus-on-vulnerable-group-older-adults-11592731801?shareToken=st983a35f69aac417d9288266b30f74f47
https://www.wsj.com/articles/efforts-for-coronavirus-vaccine-focus-on-vulnerable-group-older-adults-11592731801?shareToken=st983a35f69aac417d9288266b30f74f47
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The chart above shows the six-month moving average of the Chicago Fed National Activity 

Index. 
 

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

 

EDT Indicator Expected Prior Rating

10:00 Existing Homes m/m Mar 4.09 Mil 4.33Mil **
10:00 Existing Homes Sales m/m Mar -5.6% -17.8% **

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. 
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China 1-Year Loan Prime Rate w/w 22-Jun 3.9% 3.9% 3.9% ** Equity and bond neutral

5-Year Loan Prime Rate w/w 22-Jun 4.7% 4.7% 4.7% ** Equity and bond neutral

Japan Convenience Store Sales y/y May -10.0% -10.6% ** Equity and bond neutral

New Zealand Credit Card Spending y/y May -21.1% -49.4% ** Equity and bond neutral

Europe

UK CBI Trends Total Orders m/m Jun -58 -62 -50 ** Equity bearish, bond bullish

CBI Trends Selling Prices m/m Jun -10 -20 ** Equity and bond neutral

Switzerland Money Supply M3 y/y May 2.5% 1.9% ** Equity and bond neutral

Domestic Sight Deposits w/w 19-Jun 598.1B 600.3B * Equity and bond neutral

Total Sight Deposits w/w 19-Jun 680.1B 679.5B * Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Apr -26.4% -10.0% -15.1% ** Equity bearish, bond bullish

Retail Sales Ex Auto m/m Apr -22.0% -0.4% -12.0% ** 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) 31 31 0 Down

3-mo T-bill yield (bps) 14 15 -1 Neutral

TED spread (bps) 17 16 1 Up

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

10-yr T-note (%) 0.69 0.70 -0.01 Neutral

Euribor/OIS spread (bps) -41 -39 -2 Neutral

EUR/USD 3-mo swap (bps) 11 11 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Flat Up

pound Up 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. 
 

Price Prior Change Explanation

Brent $42.28 $42.19 0.21%

WTI $39.65 $39.75 -0.25%

Natural Gas $1.70 $1.67 1.98%

Crack Spread $12.76 $12.67 0.72%

12-mo strip crack $11.47 $11.52 -0.50%

Ethanol rack $1.47 $1.47 0.17%

Gold $1,747.82 $1,743.87 0.23%

Silver $17.91 $17.62 1.60%

Copper contract $264.75 $262.80 0.74%

Corn contract 336.25$       337.25$       -0.30%

Wheat contract 482.25$       485.25$       -0.62%

Soybeans contract 880.75$       880.75$       0.00%

Baltic Dry Freight 1555 1527 28

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 Pacific region.  Wet conditions are expected for the majority 

of the country, with dry conditions in the southwestern regions.  There is some cyclone 

formation along the New England 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 19, 2020 
 

By now, investors have rightly come around to the idea that the equity market’s strong rebound 

since late March can be largely ascribed to the aggressive monetary and fiscal policies put in 

place to counter the coronavirus crisis.  The economic downturn from the pandemic lockdown 

has been severe, pushing unemployment to its highest level since the Great Depression and 

freezing demand for most products.  All the same, the Federal Reserve’s massive bond-buying 

and the federal government’s gigantic spending programs have convinced many people that the 

public sector is doing what’s necessary to support a quick recovery and minimize the long-term 

damage.  Investors have bid up stocks in response.  The technology-heavy NASDAQ has even 

reached a new record high. 
 

What’s gotten less attention is that the policy moves have also helped limit the damage in the 

debt markets.  That’s especially clear in the market for riskier debt that the credit rating firms 

consider to be below-investment grade, i.e., “high yield” or “junk” bonds.  One way to measure 

the demand for that kind of debt is to compare the yield investors are requiring for that kind of 

bond versus the yield on a risk-free bond of similar maturity, such as the five-year Treasury note.  

As shown in the chart below, the effective yield on the BofA Merrill Lynch High-Yield Master II 

Index spiked to as much as 8.57% at the peak of the coronavirus crisis in March and April.  At 

the same time, safe-haven buying drove down the yield on the five-year Treasury note to just 

0.39%.  That boosted the high-yield spread over the five-year Treasury all the way to 8.18% 

compared with an average spread of 5.61% over the last several decades. 
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https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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As shown in the chart, the April spread of 8.18% was one full standard deviation above the 

average spread since 1988.  But instead of rising even further above the one-standard deviation 

mark as typically happens during a recession, the spread has fallen modestly in May and June.  

We think that’s a clear indication that investor nerves have been calmed by the aggressive 

monetary and fiscal policy already put into place.  One particularly helpful move was the Fed’s 

decision to purchase corporate debt, ultimately including debt that had been downgraded to junk 

status after March 22 and corporate bond ETFs that might hold high-yield obligations. 

 

By pumping liquidity into the economy and helping many firms avoid bankruptcy, the U.S. 

policy moves have helped bolster not only junk bonds, but also investment-grade bonds and 

equities.  For example, the chart below shows how the spread of corporate investment-grade 

yields over the 10-year Treasury also initially spiked and then narrowed after the policy moves 

were implemented.  The pattern looks very similar to the narrowing of high-yield spreads.  

Although the financial markets remain volatile and credit spreads could widen again, we think 

the early signs of credit spread narrowing support increasing exposure to corporate credit in 

portfolios. 
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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.  
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Data Section 
 

U.S. Equity Markets – (as of 6/19/2020 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 6/19/2020 close) 

 

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

Commodities

Small Cap

Mid Cap

Real Estate

Foreign Developed ($)

Emerging Markets ($)

Foreign Developed (local currency)

Emerging Markets (local currency)

US High Yield

Large Cap

Cash

US Corporate Bond

US Government Bond
YTD Asset Class Total Return

Source: Bloomberg

 
 

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

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

June 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. 


