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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: March 3, 2020—9:30 AM EST] Global equity markets are higher this morning.  The 

EuroStoxx 50 is currently up 1.5% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

relatively up 0.6%.  Chinese markets were higher, with the Shanghai Composite up 0.7% and the 

Shenzhen Composite up 1.0%.  U.S. equity index futures are signaling a higher open.  With 481 

companies having reported, the S&P 500 Q4 earnings stand at $42.00, higher than the $40.59 

forecast for the quarter.  The forecast reflects a 2.0% decrease from Q4 2018 earnings.  Thus far 

this quarter, 71.3% of the companies have reported earnings above forecast, while 20.8% have 

reported earnings below forecast.   
 

It’s Super Tuesday!  By late this evening, we should have a better sense of who is really 

competitive in the Democrats’ race for a presidential candidate.  In the meantime, the COVID-19 

virus remains in the spotlight.  We provide our usual update and discuss the evolving regulatory, 

fiscal, and monetary policy responses.  We also provide an update on the Turkish-Syrian military 

conflict. 
 

COVID-19:  Official data show confirmed cases have risen to 91,320 worldwide, with 3,118 

deaths and 48,166 recoveries.  In the United States, there have been 105 confirmed cases, six 

deaths, and seven recoveries.  A hotspot of cases centered on a nursing home in Washington 

State is of particular concern.  However, despite the continuing spread of the virus, investors 

have begun to get more encouraged by signs of concrete government action to tackle the 

epidemic. 
 

• FDA Commissioner Stephen Hahn said last night that up to a million U.S. citizens could 

be screened for the virus by the end of this week.  In the U.K., Prime Minister Johnson 

said the “vast majority” of Britons should go about their business as usual, but he also 

unveiled a response plan focused on containing the virus, delaying its spread, researching 

its origins, and mitigating its impact. 

• In the realm of fiscal policy, countries are also marching forward.  Most notable so far is 

Italy, which has launched a $4 billion stimulus program including deploying tax credits, 

support for exporters, and increased liquidity to businesses. 

• In monetary policy, Bank of England Governor Carney told a parliamentary committee 

that the central bank would try to help businesses and households manage through the 

crisis, echoing hints of looser monetary policy from the U.S. Federal Reserve, the 

European Central Bank, and the Bank of Japan.  The Reserve Bank of Australia today 
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became the first central bank to lower interest rates in an effort to bolster demand in the 

face of the crisis.  The bank cut its benchmark short-term interest rate to a record low of 

0.50% from 0.75% previously.  The Malaysian central bank also cut rates, and the Bank 

of Japan injected liquidity into the financial system for a second straight day. 

• With the emergence of more concrete government action to tackle the epidemic and hints 

of coordinated fiscal and monetary policy to counter any damage to demand, investors 

are clearly regaining their wits.  A statement by G7 finance ministers after their 

emergency meeting this morning was a bit disappointing as it stopped short of 

announcing new actions.  There is some disagreement about the best ways to counter the 

epidemic.  There is also some silliness, like the NBA directive that players should avoid 

high-fives with fans or strangers.  All the same, the short-term trend still seems to be for 

improved sentiment toward risk assets.  That view is consistent with our continuing 

assessment that the crisis will likely be limited to three or four months, even if the 

economic impact might be greater than we earlier expected. 

• Even though investors are looking hopefully toward policy response against the 

coronavirus, not all governments are being given the benefit of the doubt.  In Iran, 

officials will send 300,000 “medical” teams to screen the population for the coronavirus 

and offer assistance, but the move is getting pushback based on the risk that door-to-door 

visits could actually spread the virus further and the fact that the teams will include 

members of the Revolutionary Guards and paramilitary basij enforcers. 

Super Tuesday:  Primary elections will be held in 14 states today.  The main focus will be on 

the Democratic races, which will pick about one-third of the delegates to its national convention 

in the summer.  Over the last two days, several moderate candidates have dropped out and/or 

endorsed former Vice President Joe Biden, but it’s still not clear whether he can overtake 

Vermont Sen. Bernie Sanders when the counting is done.  We expect to have greater clarity on 

the results in our Daily Comment tomorrow. 
 

Turkey-Syria-Russia:  The Turkish military claims it has decimated the Syrian forces trying to 

crush the last pockets of rebel resistance in Idlib province.  According to the sources, Turkey’s 

high-tech F-16s and drones have destroyed some 135 tanks, 77 armored personnel carriers, eight 

helicopters, and two jet fighters, not to mention killing 2,500 Syrian troops.  The officials claim 

Turkey has already rendered Syria unable to defend its front-line armor and artillery units.  To 

date, Russia has been unwilling to come to the aid of its Syrian allies, perhaps demonstrating the 

limits of Russian aggressiveness when faced with superior technology and firepower.  If Turkey 

can quickly stop Syria’s advance against the remaining rebels in the area, it could obviate any 

need for assistance from NATO or the EU.  It might then close its border again to Syrian 

refugees trying to cross into Europe (state media has claimed the opening is temporary; tens of 

thousands of refugees have massed on Turkey’s border with Greece, and several thousand have 

already entered).  However, as long as the fighting continues, there is always a chance of 

miscalculation, escalation, and further destabilizing refugee flows into the EU. 
 

Israel:  With more than 90% of the vote in yesterday’s parliamentary elections now counted, it 

appears Prime Minister Netanyahu and his center-right Likud Party won 59 seats in the 120-

member Knesset, while challenger Benny Gantz and his coalition won no more than 54.  
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Netanyahu would still have to ally with another party to win control of the government.  Making 

matters even more fluid, he will go on trial for corruption in two weeks.  All the same, the 

prospect for continued rule by Netanyahu is probably positive for Israeli assets. 
 

United States-China:  Following on the Trump administration’s decision last month to 

designate Chinese state media companies as foreign government representatives, the State 

Department yesterday ordered the firms to cut their employees in the U.S. to 100 in total from 

160 currently.  The move should dispel any notion that the U.S.-China Phase One trade deal will 

necessarily put an end to tensions between the countries. 
 

U.S. Economic Releases 
 

There were no economic releases prior to the publication of this report.  The table below shows 

the economic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

Wards Total Vehicle Sales m/m Feb 16.80 Mil 16.84 Mil **

Speaker or event

14:50 Loretta Mester to Address UK Society of Professional Economists President of the Federal Reserve Bank of Cleveland

16:30 Lorie Logan Discusses Ample Reserves Regime

18:30 Charles Evans Takes Part in Moderated Q&A President of the Federal Reserve Bank of Chicago

Fed Speakers or Events

Economic Releases

District or position

Member of the Board of Governors

 
 

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.  
 

https://www.wsj.com/articles/u-s-orders-cap-on-chinese-state-media-personnel-11583172000
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Monetary Base y/y Feb 3.6% 2.9% ** Equity and bond neutral

Loans & Discounts Corp y/y Jan 2.2% 1.8% ** Equity and bond neutral

Consumer Confidence Index m/m Feb 38.4 39.1 38.1 ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption m/m Jan 104.8 108.3 ** Equity and bond neutral

Building Approvals m/m Feb -11.3% 2.7% 2.4% ** Equity bearish, bond bearish

BoP Current Account Balance m/m Feb A$1.0 Bil A$7.9 Bil A$2.4 Bil ** Equity bearish, bond bullish

Net Exports of GDP m/m Feb 0.1 0.2 0.2 *** Equity bearish, bond bullish

EUROPE

Eurozone PPI m/m Feb 0.4% 0.0% 0.5% ** Equity bearish, bond bullish

CPI Core y/y Feb 1.2% 1.1% 1.2% *** Equity and bond neutral

CPI Estimate y/y Feb 1.2% 1.4% 1.2% *** Equity and bond neutral

Unemployment Rate m/m Jan 7.4% 7.4% 7.4% *** Equity and bond neutral

France Budget Balance ytd Jan -20.0 Bil -92.8 Bil ** Equity bullish, bond bearish

Italy Unemployment Rate m/m Jan 9.8% 9.8% 9.8% *** Equity and bond neutral

UK Markit/CIPS UK Construction PMI m/m Feb 52.6 48.4 49.0 ** Equity bullish, bond bearish

Switzerland GDP y/y 4Q 1.5% 1.1% 1.3% *** Equity bullish, bond bearish

AMERICAS

Mexico Leading Indicators m/m Jan 0.14 0.16 ** 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) 146 158 -12 Up

3-mo T-bill yield (bps) 113 116 -3 Neutral

TED spread (bps) 33 42 -9 Neutral

U.S. Libor/OIS spread (bps) 111 111 0 Up

10-yr T-note (%) 1.14 1.16 -0.02 Neutral

Euribor/OIS spread (bps) -43 -42 -1 Neutral

EUR/USD 3-mo swap (bps) 11 27 -16 Down

Currencies Direction

dollar Up Neutral

euro Down Down

yen Up Down

pound Up Down

franc Up Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.500% 0.750% 0.630% Below forecast  
 

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 $53.24 $51.90 2.58% Expectations of Monetary Easing

WTI $48.20 $46.75 3.10%

Natural Gas $1.79 $1.76 2.11%

Crack Spread $17.91 $17.65 1.48%

12-mo strip crack $14.31 $14.20 0.77%

Ethanol rack $1.43 $1.42 0.48%

Gold $1,602.84 $1,589.44 0.84%

Silver $16.84 $16.73 0.63%

Copper contract $258.70 $259.50 -0.31%

Corn contract 380.25$       375.50$       1.26%

Wheat contract 524.50$       523.25$       0.24%

Soybeans contract 905.75$       901.00$       0.53%

Baltic Dry Freight 539 535 4

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) -2.0

Distillates (mb) -1.5

Refinery run rates (%) -0.40%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures for most of 

the country, with colder-than-normal temperatures in the northern Pacific regions.  Wet 

conditions are expected for nearly all of the country except the Rocky Mountain region.
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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.  
 

February 28, 2020 
 

Since the end of the Financial Crisis, there has been a steady deterioration in investment-grade 

credit quality. 
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This chart shows the percentage of investment-grade bonds rated at BBB.  Since late 2018, this 

portion has represented half of outstanding investment-grade credit.  This rating is the lowest end 

of investment-grade credit, so the dominance of this segment raises questions about the stability 

of these corporate bonds under deteriorating financial conditions.   

 

History tends to show that monetary policy has the most significant impact on the percentage of 

BBB debt. 
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A rising policy rate between 2004 into 2006 coincided with a sizeable decline in the percentage 

of BBB-rated debt in the investment-grade category.  Low rates since 2008 led to a steady rise in 

the percentage of BBB-rated debt.  Most notably, the policy tightening from 2016 into last year 

did not slow the rise, suggesting investors did not believe that monetary policy would lead to 

concerns about credit quality. 

 

This data suggests a couple of issues.  First, the current high level of low-rated debt in 

investment-grade is a concern if the economy weakens or policymakers overtighten.  Second, 

investors appear confident that neither outcome is likely in the short run and, if anything, the 

FOMC will react quickly to protect the economy from trouble.  The risk, of course, is that either 

this confidence is misplaced or a circumstance will develop to which no amount of policy 

stimulus can prevent credit deterioration.   

 

In response to this deterioration of credit quality, we have reduced our overall exposure to 

investment-grade credit in our allocations to fixed income.  However, we remain overweight to 

investment-grade, in part, due to expectations that a recession or a credit event isn’t imminent.   

   

 

 
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 3/2/2020 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 3/2/2020 close) 
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Source: Bloomberg

 
 

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

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

February 27, 2020 
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P/E as of 2/26/2020 = 20.4x

 
 

Based on our methodology,1 the current P/E is 20.4x, unchanged from last week.   

 

 
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 two actual quarters (Q2 and Q3) and two estimates (Q4 and Q1, 2020). 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. 


