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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 25, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 closed down 0.4% 

from its prior close.  Chinese markets were closed for the Dragon Boat Festival.  U.S. equity 

index futures are signaling a lower open. 

 

The 13th episode of the Confluence of Ideas podcast is available; it is our first in a series of 

reports on the November elections.   

 

Good morning, all.  Lots going on today.  For the second consecutive day, we are starting with 

weaker equity markets.  In fact, almost everything is red this morning except Treasuries.  In 

equities, there are worries that institutional managers may try to capture Q2’s surge in equities 

with an aggressive rebalance and that would be bearish for stocks in the very short run.  We 

update the pandemic news; it appears another surge in cases is upon us, although we are noting 

some differences compared to the initial rise.  We update China news this morning, noting a real 

cold war is emerging on the India/China frontier and there is some divergence in policy direction 

between the White House and Congress.  The economic news includes the IMF’s downgrade of 

global GDP.  Poland is open to U.S. troops.  We are noting some flooding issues and there was 

an earthquake yesterday in Mexico; we also follow up on the arctic heatwave.  The Weekly 

Energy Update is available.  Here are the details:   

 

COVID-19: The number of reported cases is 9,440,535 with 483,207 deaths and 4,754,755 

recoveries.  In the U.S., there are 2,381,369 confirmed cases with 121,979 deaths and 656,161 

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.  The Axios U.S. 

state map has been updated. 

 

Virology:   

• The WSJ details the rise in new cases; although increased testing is a factor, it does look 

like we are seeing increased spreading.   

• One factor we are seeing is fewer deaths per the number of cases.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/global-stock-markets-dow-update-6-25-2020-11593075949?shareToken=st7b9841c4011845c29574cdc8c2c6772d
https://www.wsj.com/articles/global-stock-markets-dow-update-6-24-2020-11592989380?shareToken=st40f098f8599644eead476210c32e697f
https://www.wsj.com/articles/global-stock-markets-dow-update-6-24-2020-11592989380?shareToken=st40f098f8599644eead476210c32e697f
https://www.cnbc.com/amp/2020/06/23/theres-a-wave-of-selling-estimated-to-be-in-the-billions-thats-about-to-hit-the-stock-market.html
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_jun_25_2020.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_jun_25_2020.pdf
https://www.nytimes.com/2020/06/25/world/coronavirus-updates.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=ind&areas=bra&areas=deu&areasRegional=usny&areasRegional=usnj&cumulative=0&logScale=1&perMillion=1&values=cases
https://www.axios.com/coronavirus-surge-map-7714f8d1-5ba1-46f8-9bf3-5d59938f2c95.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-surge-map-7714f8d1-5ba1-46f8-9bf3-5d59938f2c95.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/coronavirus-numbers-are-accelerating-across-u-s-11593018754?shareToken=st53b561fa3b3445778f4599fdfdb285c4
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(Sources: Johns Hopkins, CIM) 

 

This chart looks at the rolling seven-day change in new cases and fatalities.  We are 

seeing a clear upswing in cases, but fatalities are continuing to decline.  It is possible that 

there is a lag between cases and fatalities.  In fact, the above chart suggests there is about 

a 10-day lag, so some increase in fatalities wouldn’t be a surprise.  But, at the same time, 

we are well into that 10-day window and, so far, fatalities haven’t jumped yet.  We 

suspect two changes have occurred that may slow the rate of deaths; first, the medical 

system has probably gotten better at treatment.  We know ventilator use has slowed as 

less invasive techniques have proven to be more effective.  Second, it is probably the case 

that vulnerable populations (the elderly, chronic conditions, etc.) are being more careful 

in public and those contracting the disease are younger and healthier.  That doesn’t mean 

this group can’t die from the disease, but the chances are lower.   

• Therefore, we may be seeing a slow transition from avoiding the disease at all costs to 

learning to live with it.  It is apparent that lockdowns do work in slowing the rate of 

infections, but the economic cost is horrific.  Being more selective in who stays home, 

taking other measures (distancing in social situations, mask wearing) and working on 

mitigation therapies are all probably in our future until widespread vaccination develops. 

• Disney (DIS, 112.07) may be forced to delay reopening its theme parks as workers push 

back against the company’s plans.  Other companies and industries are facing similar 

concerns.  Several states are reconsidering their plans to reopen as well. 

• India is facing a massive problem in its medical system due to the pandemic. 

https://www.washingtonpost.com/health/coronavirus-deaths-lag-behind-surging-infections-but-may-catch-up-soon/2020/06/24/22263b50-b620-11ea-a510-55bf26485c93_story.html
https://www.washingtonpost.com/health/coronavirus-deaths-lag-behind-surging-infections-but-may-catch-up-soon/2020/06/24/22263b50-b620-11ea-a510-55bf26485c93_story.html
https://nyti.ms/2YtihLN
https://nyti.ms/2YtihLN
https://www.wsj.com/articles/disney-workers-push-back-on-park-reopening-plans-as-covid-cases-rise-11593022967?shareToken=st5e9c5936527645c4b460e44da9d949c7
https://www.wsj.com/articles/companies-agonize-over-reopening-timetables-after-covid-19-lockdowns-11593036741?shareToken=st3163ff66799c4226891b736076b4b5e5
https://www.ft.com/content/e3a23551-14a6-44cf-849b-11dd1f74020f?emailId=5ef41c261cce4b00040a9e30&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/covid-19-overwhelms-new-delhis-hospitals-11593082801?shareToken=st664b3e5eacd24a5a8139425c13e73375
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• Genetic researchers in the U.K. have identified 68 genes associated with the risks 

surrounding COVID-19.  One of the mysteries of the virus is the wide variation in 

symptoms.  Some people who are infected exhibit no symptoms, while others are 

seriously affected.  Their research suggests that COVID-19 is not just a respiratory illness 

but a cardiovascular one as well.  It has also been found that Type A blood groups are at 

higher risk of serious complications, while Type O groups are not.  If specific markers 

can be determined, genetic testing could indicate who is vulnerable and who is not and 

thus allow low-risk groups to reengage in social and economic activities (which could 

have much less attractive aspects as well).   
 

China news:   

• As the powers between Congress and the executive branch have evolved over time, the 

president generally has a greater say in foreign policy.  That doesn’t mean Congress has 

no impact, but, in the day-to-day operation of foreign policy, the White House is in 

charge.  Still, for better or worse, Congress reflects the broader populous and thus has 

exhibited swings in sentiment over various policy issues.  Accordingly, in terms of 

foreign policy, Congress can push for sanctions and other policy measures that the 

president may be reluctant to implement as they might undermine other policy goals.  

This is a situation that has been part of American political history since Washington (our 

first president had to fend off congressional desires to join France against England in 

French Revolutionary Wars).    

o Currently, Congress is pushing for numerous measures to punish China over 

various issues.  Regarding Hong Kong, the White House is trying to prevent 

Congress from passing mandatory sanctions.   

o Congress is pressing to ease restrictions that would allow Americans to sue China 

over pandemic costs.   

o There are divisions within the executive branch as well.  The Pentagon has 

published a list of 20 Chinese companies with ties to the Chinese military; it is 

presumed this list was created to reduce these companies’ ability to tap U.S. 

financial markets and perhaps sanction trade.  The Senate is pushing for greater 

transparency for foreign firms listing on U.S. exchanges.  It appears the goal of 

the bill is to force Chinese firms to give up their ties to the security state for 

access to U.S. financial markets.  National Security Advisor O’Brien recently 

gave a speech that was sharply critical of the CPC.   

o It is often the case that a president doesn’t necessarily oppose measures brought 

by Congress or other members of the executive branch; what presidents oppose 

are measures that restrict their ability to enjoy policy flexibility. 

• Although direct hostilities appear to have eased in the India/China frontier, it does appear 

both sides are digging in for potential future conflicts.  India has blocked the importation 

of various Chinese goods in retaliation for the recent attacks.   

• There are increasing worries about military conflicts between China and the U.S.   
 

 

 

 

https://www.ft.com/content/50006fa2-f99c-4da8-b817-abb2379565ce
https://www.medrxiv.org/content/10.1101/2020.06.17.20134015v2
https://www.politico.com/news/2020/06/24/kevin-cramer-blocks-china-sanctions-bill-338246?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/06/24/kevin-cramer-blocks-china-sanctions-bill-338246?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.scmp.com/news/world/united-states-canada/article/3090330/us-senators-consider-easing-law-so-americans-can?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3090330
https://www.ft.com/content/cd44c4ae-adda-4c5b-aa0e-853505c25d31?emailId=5ef41c261cce4b00040a9e30&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/china-public-markets-threat-76888ca3-45da-4d12-a93e-37e0b3a4a120.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/china-public-markets-threat-76888ca3-45da-4d12-a93e-37e0b3a4a120.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/robert-obrien-china-influence-americans-risk-c01a3998-be33-4d8f-9e6c-b60a9185a904.html
https://www.scmp.com/news/china/military/article/3090454/beijing-suffers-light-casualties-china-india-border-skirmish?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3090454
https://www.indiatoday.in/india/story/exclusive-satellite-images-show-galwan-standoff-intensifying-1692325-2020-06-24
https://www.tribuneindia.com/news/comment/decoding-chinas-huge-buildup-along-lac-103472
https://www.ft.com/content/506aa83f-416c-43c7-be8b-a660f8729620?emailId=5ef47f6f1cce4b00040aa2df&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/506aa83f-416c-43c7-be8b-a660f8729620?emailId=5ef47f6f1cce4b00040aa2df&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.scmp.com/news/china/diplomacy/article/3090314/risk-military-conflict-between-us-and-china-higher-ever?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3090314
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Trade policy news: 

• If you are a fan of European wines, get busy; there is a possible jump in tariffs on EU 

wine coming due to the ongoing dispute over EU aircraft subsidies.  Other European 

“goodies” might be targeted as well.   

• It looks like the structure of a grand bargain over Brexit is in the works.  The U.K. would 

be allowed to make changes to its policy that may lead to an “uneven” playing field with 

the EU.  In other words, if the U.K. relaxes its environmental laws, the EU could be at a 

disadvantage in trade.  The EU will be given the right to selectively apply tariffs on U.K. 

goods to offset Britain’s advantage.  The strategic ambiguity of this proposal is rather 

impressive; both sides can claim they got what they wanted, and a hard Brexit can be 

avoided.  How it would actually work in practice is another matter, but this looks like a 

rather elegant solution.   

• The U.K. is beginning to realize that a trade deal with the U.S. may require it to simply 

adopt U.S. regulatory policy.   
 

Foreign news: 

• Poland could receive American soldiers who are likely to be removed from Germany, 

assuming Poland is willing to pay for billeting U.S. troops.  Poland does want the U.S. 

presence to remain in Europe; given Poland’s history, this is a very reasonable request.   

• Russia held its May parade yesterday; the country goes to the polls today on a 

referendum to extend Putin’s rule.   

• Mexico suffered a massive earthquake yesterday but, so far, fatalities have been 

remarkably light.  Mexico’s unions oppose the decision by the government to nationalize 

lithium mines.   
 

Economic news: 

• The IMF downgraded its economic outlook, indicating the world economy will shrink 

4.9% this year compared to its earlier estimate of -3.0%.  The pandemic was blamed. 

• One of our concerns about the economy is that state and local governments, facing falling 

tax revenues and pandemic costs, will be forced to curtail services and lay off workers.  

There are reports that New York is facing this problem.   

• The Fed is conducting bank stress tests.  Governor Quarles is suggesting banks test for a 

second downturn in the economy.   

• Yelp reports that 140K businesses remain closed due to the pandemic; around 40% of 

those firms may not reopen.   

• Congressional leaders are criticizing the Fed for relying on the three major rating 

agencies in their purchases of corporate debt.  If the Fed widens its buying beyond this 

group, the central bank may be accepting more credit risk.   

• We have been monitoring the financial markets for evidence of election worries.  One of 

the issues that is evolving is that the widespread use of absentee ballots, due to COVID-

19, will delay reporting results and thus it is very possible that we may not know for 

certain who won on the day after the election.  That will include congressional races as 

https://www.wsj.com/articles/battered-u-s-wine-importers-brace-for-higher-tariffs-11593077401?shareToken=stfc7db366eb444d92acf92459c5394c4d
https://www.wsj.com/articles/tariffs-on-european-food-could-expand-under-new-u-s-proposal-11593010748?shareToken=st163d19b5872b48be9ca12bbce890976b
https://www.wsj.com/articles/tariffs-on-european-food-could-expand-under-new-u-s-proposal-11593010748?shareToken=st163d19b5872b48be9ca12bbce890976b
https://www.ft.com/content/262cfc12-6649-4783-8d8c-db0967d77acc?emailId=5ef41c261cce4b00040a9e30&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.spectator.co.uk/article/is-a-brexit-deal-within-reach
https://www.ft.com/content/42022bf3-2912-4bf2-900a-25dcfda776c3?emailId=5ef47f6f1cce4b00040aa2df&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/42022bf3-2912-4bf2-900a-25dcfda776c3?emailId=5ef47f6f1cce4b00040aa2df&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/30e9db6a-14dd-4c78-af6a-4d64e6ad4723?emailId=5ef47f6f1cce4b00040aa2df&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/30e9db6a-14dd-4c78-af6a-4d64e6ad4723?emailId=5ef47f6f1cce4b00040aa2df&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.npr.org/2020/06/24/882746549/watch-live-trump-to-hold-press-conference
https://www.washingtonpost.com/politics/trump-confirms-plan-to-slash-us-troop-presence-in-germany-some-probably-will-relocate-to-poland/2020/06/24/5233ad54-b662-11ea-aca5-ebb63d27e1ff_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/polish-leader-says-u-s-troop-withdrawal-from-europe-would-be-detrimental-to-security-11593033287?shareToken=st7005e373d07244c78ea3e8dd88b5146b
https://www.wsj.com/articles/polish-leader-says-u-s-troop-withdrawal-from-europe-would-be-detrimental-to-security-11593033287?shareToken=st7005e373d07244c78ea3e8dd88b5146b
https://www.politico.eu/article/vladimir-putin-coronavirus-military-might-vote/?utm_source=POLITICO.EU&utm_campaign=e9e3f3a1d5-EMAIL_CAMPAIGN_2020_06_25_05_12&utm_medium=email&utm_term=0_10959edeb5-e9e3f3a1d5-190334489
https://www.washingtonpost.com/world/the_americas/mexican-officials-raise-oaxaca-earthquake-death-toll-to-six/2020/06/24/53f63b60-b61d-11ea-a510-55bf26485c93_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://apnews.com/76827fba7848dd1de4e34443c2c8d278?mod=djem10point
https://apnews.com/76827fba7848dd1de4e34443c2c8d278?mod=djem10point
https://www.wsj.com/articles/imf-downgrades-already-glum-economic-outlook-due-to-coronavirus-crisis-11593003601?shareToken=st88e17426dbd04c39a0b62f42b756bf9c
https://www.wsj.com/articles/new-york-city-could-lay-off-thousands-to-fill-1-billion-in-coronavirus-shortfall-11593028762?shareToken=st960a18a5b965478e9717ca8ab21ee2ef
https://www.ft.com/content/2e381aa9-93ef-45b8-807f-11c66fe62d37?emailId=5ef41c261cce4b00040a9e30&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.federalreserve.gov/newsevents/speech/quarles20200619a.htm?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.federalreserve.gov/newsevents/speech/quarles20200619a.htm?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/140-000-businesses-listed-on-yelp-are-still-closed-because-of-covid-19-pandemic-11593057601?shareToken=st1ea0dcbc80294d378586974ecf6790bc
https://www.politico.com/news/2020/06/24/congress-fed-bond-bailout-338297
https://www.politico.com/news/2020/06/24/congress-fed-bond-bailout-338297
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well.  We are seeing a rise in JPY call option purchases for November as traders 

speculate that the yen would rally if uncertainty over the election were to develop.   

• On a lighter note, MLB will allow mascots to return when the baseball season resumes.  

Fredbird has avoided a layoff. 
 

Weather news: 

• Massive, widespread flooding is being reported in China.  Although this is a period of 

seasonal rain, this year, rain has been much greater than normal.  The Chinese party 

organ, the Global Times, reports that the Three Gorges Dam is ok…which, of course, 

begs the question: why did the CPC need to tell us that?  We are also seeing flooding in 

Ukraine.   

• Yesterday, we reported on the arctic heat wave; it appears that the higher than normal 

temperatures could trigger widespread fires.   

 

U.S. Economic Releases  
 

The third revision of the GDP for Q1 held steady, declining at an annualized pace of 5.0% from 

the prior quarter, in line with expectations.  Additionally, estimates of personal consumption and 

the GDP price index remained unchanged from the prior report.  The former showed an 

annualized decline of 6.8% from the prior quarter, while the latter rose at an annual pace of 1.4% 

from the prior quarter.  Personal consumption came in above expectations, rising 1.7% from the 

prior quarter compared to estimates of a 1.6% rise. 

 

 
 

The chart above shows nominal GDP.  Q1 saw the first drop in national GDP since the great 

recession. 
 

https://finance.yahoo.com/news/specter-drawn-november-election-spooks-163857368.html
https://apnews.com/74a4bcb1301db6be922a3fca99f8b696?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.yaleclimateconnections.org/2020/06/torrential-rains-in-china-cause-2-9-billion-in-damage/
https://www.globaltimes.cn/content/1192443.shtml
https://nyti.ms/2B60a5A
https://nyti.ms/2B60a5A
https://www.reuters.com/article/us-climate-change-arctic/siberian-heat-wave-is-a-warning-cry-from-the-arctic-climate-scientists-say-idUSKBN23V2W7?mod=djem10point
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Q1 2020 Third Reading Q1 2020 Second Reading Difference

GDP -5.0% -5.0% 0.0%

Consumption -4.7% -4.7% 0.0%

Investment -1.8% -1.8% 0.1%

Inventories -1.6% -1.4% -0.1%

Net Exports 1.3% 1.3% 0.0%

Government 0.2% 0.2% 0.1%  
 

The table above lists the contributions.  Despite minor revisions in investment and government 

spending, the report remains unchanged from the previous month. 

 

 
 

The chart above shows the contributions graphically. 
 

U.S. orders for durable goods rebounded in May, largely due to a pickup in transportation orders.  

Durable goods rose from 15.8% the prior month compared to expectations of 10.5%.  Durable 

goods ex-transportation rose 4.0% from the prior month compared to expectations of a rise of 

2.1%.  Capital goods orders nondefense excluding aircraft rose 2.3% from the prior month 

compared to expectations of a 1.0% rise.  Shipments for capital goods nondefense excluding 

aircraft rose 1.8% from the prior month compared to expectations of a 1.0% drop. 
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The chart above shows the annual change in durable goods orders and shipments.  Durable goods 

shipments and orders are down 20.1% and 17.9% from the prior year, respectively.  The pickup 

in orders suggests that firms are becoming more eager to invest as the economy reopens, but 

there is still a long way to go before the economy returns to full capacity.  If this trend continues, 

expect the recession to be less severe than most expectations. 
 

U.S. goods trade in May unexpectedly widened as the decline in imports was outweighed by a 

deeper drop in exports.  Last month, the U.S. trade deficit in goods expanded from $70.7B to 

$74.3B; expectations were that the deficit would shrink to $68.1B.  Additionally, wholesale 

inventories fell 1.2% from the prior month compared to expectations of a rise of 0.4%.  

Meanwhile, retail inventories fell 6.1% from the prior month compared to expectations of a 2.8% 

decline. 
 

 
 

The chart above shows the level of the trade balance for goods. 
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For the week ending June 20, initial claims came in at 1.480MM compared to expectations of 

1.320MM.  The prior report was revised from 1.508MM to 1.540MM. 
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The chart above shows the four-week moving average of initial claims.  The four-week moving 

average fell from 1.776MM to 1.615MM. 
 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Economic Expectations w/w 21-Jun 40.2 **

10:00 Kansas City Fed Manufacturing Index m/m Jun -3 -39 **

11:00 Raphael Bostic Holds Virtual Discussion About Economy President of the Federal Reserve Bank of Atlanta

Fed Speakers or Events

Economic Releases

 
 

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 Japan Buying Foreign Bonds w/w 19-Jun ¥1542.0b ¥1656.6b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 19-Jun ¥135.1b -¥186.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 19-Jun ¥261.4b -¥484.3b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 19-Jun -¥421.9b -¥440.4b * Equity and bond neutral

All Industry Activity Index m/m Apr -6.4% -3.8% -6.5% ** Equity and bond neutral

Australia Job Vacancies m/m May -43.2% -0.1% ** Equity and bond neutral

New Zealand Trade Balance NZD m/m May 1.253b 1.267b 1.290b ** Equity and bond neutral

Europe

Germany GfK Consumer Confidence m/m Jul -9.6 -18.9 -12.0 *** Equity bullish, bond bearish

AMERICAS

Mexico Bi-Weekly CPI w/w 15-Jun 3.2% 2.9% 3.1% *** Equity and bond neutral

Canada CFIB Business Barometer m/m Jun 54.6 52.5 ** Equity and bond neutral  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 30 30 0 Down

3-mo T-bill yield (bps) 12 14 -2 Neutral

TED spread (bps) 18 16 2 Up

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

10-yr T-note (%) 0.66 0.68 -0.02 Neutral

Euribor/OIS spread (bps) -40 -41 1 Neutral

EUR/USD 3-mo swap (bps) 12 12 0 Down

Currencies Direction

dollar Up Down

euro Down 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 $40.03 $40.31 -0.69%

WTI $37.59 $38.01 -1.10%

Natural Gas $1.57 $1.60 -2.00%

Crack Spread $11.04 $11.46 -3.68%

12-mo strip crack $10.60 $10.97 -3.39%

Ethanol rack $1.45 $1.46 -0.27%

Gold $1,761.67 $1,761.17 0.03%

Silver $17.59 $17.50 0.49%

Copper contract $266.35 $265.75 0.23%

Corn contract 325.25$       327.00$       -0.54%

Wheat contract 486.75$       485.75$       0.21%

Soybeans contract 867.50$       870.00$       -0.29%

Baltic Dry Freight 1705 1617 88

Actual Expected Difference

Crude (mb) 1.4 2.0 -0.6

Gasoline (mb) -1.7 -1.7 0.0

Distillates (mb) -0.2 -0.5 0.3

Refinery run rates (%) 0.80% 0.50% 0.30%

Natural gas (bcf) 108.0

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 Pacific region.  Wet conditions are expected for the majority 

of the country, with dry conditions in the Southwest and New England regions.  
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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 6/24/2020 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 6/24/2020 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 25, 2020 
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Based on our methodology,1 the current P/E is 23.9x, 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. 


