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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 10, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is currently up 2.4% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

up 1.1%.  Chinese markets were higher, with the Shanghai Composite up 1.8% and the Shenzhen 

Composite up 2.4%.  U.S. equity index futures are signaling a higher open.   
 

Happy Tuesday!  The markets are looking better than yesterday, largely based on signs that the 

White House has swung behind the idea of significant fiscal measures to offset the negative 

impact of the COVID-19 panic.  We update the latest news on the coronavirus and discuss 

prospects for the relief package.  Separately, the oil price war between Saudi Arabia and Russia 

is intensifying, though crude is for now being swept up in the positive sentiment about the fiscal 

response to the coronavirus. 

 

COVID-19:  Official data show confirmed cases have risen to 115,855 worldwide, with 4,087 

deaths and 64,046 recoveries.  In the United States, confirmed cases rose to 755, with 26 deaths 

and 8 recoveries.  However, the data continue to suggest the epidemic is peaking in China.  The 

country reported only 19 new cases today, and President Xi finally visited the epicenter of the 

outbreak in Wuhan and claimed “victory is near.”  That’s consistent with our view that the 

outbreak may follow a roughly two-to-three-month cycle when it hits a country.  With the 

epidemic apparently peaking in China, attention will now focus on the accelerating outbreaks in 

other countries.  The WHO now says the COVID-19 outbreak is “very close” to becoming a 

pandemic.  All the same, the two-to-three-month cycle would suggest those outbreaks could slow 

dramatically by late April, even if the impact on the economy and economic data extends into 

early summer. 
 

• Economic Impact.  Not only did President Xi visit Wuhan, but local government officials 

said people in some areas would soon be allowed to travel within Hubei province.  In 

contrast, the Italian government extended its public health restrictions and ban on non-

essential travel to the whole country.  The restrictions will be in place until April 3. 

• Fiscal Policy Response.  In a statement yesterday, President Trump said administration 

officials will meet on Tuesday with Republican leaders in Congress to discuss 

coronavirus economic measures.  He said a news conference on Tuesday afternoon will 

include the announcement of “major” steps like a cut in payroll taxes, financial support 

for hourly employees who can’t work and loans for small businesses.  That news has 

given risk assets a strong boost so far this morning.  However, since Trump didn’t discuss 

broader steps and some congressional Republicans previously pushed back against early 
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action, we think there is a risk that the total package ultimately won’t satisfy the markets.  

Besides, if the Republicans can’t resist the temptation to pepper any required legislation 

with measures inimical to the Democratic majority in the House – such as draconian new 

regulations on immigration or immigrants – passage through Congress could be delayed 

or stopped.  Another issue to watch is any risk that President Trump himself might be 

exposed to the virus.  Trump was reportedly in contact with two congressmen who later 

went into self-quarantine because of previous contact with a coronavirus patient, and at a 

news conference following Trump’s statement, officials were either unwilling or unable 

to say whether Trump has been tested for infection.  Separately: 

– The Italian government said it would boost its fiscal measures to €10.0 billion 

from the original €7.5 billion, and also suspend mortgage payments.  To help ease 

such measures, European Commission officials said they will consider loosening 

their rules governing state aid to businesses.  

– The Japanese government adopted a fresh emergency package valued at almost 

$10 billion, including no-interest loans for small and medium businesses facing 

lost sales. 

• Stock Market Action.  Stock selling was brutal and merciless around the world yesterday, 

but in the key U.S. market it still wasn’t quite enough to produce a bear market in terms 

of the broad indices.  At market close, the S&P 500 price index was down 18.9% from its 

record close in mid-February.  All the same, if today’s nascent rebound doesn’t hold, the 

index could easily fall below the 2,708.92 level that would officially mark a bear market 

and put an end to the bull market that began back in early 2009. 

– One saving grace is that retail investors have been cautious ever since the late-

2018 correction.  Although the data are volatile, the charts below show a net 

inflow of funds into bond mutual funds and ETFs during 2019, along with net 

outflows from stock funds.  Since retail investors were already cautious going into 

the current downturn, the usual negative impact of a major decline in equities may 

not be as pronounced this time around. 

 
 

– Another saving grace is that retail money market fund assets have now risen 

above $1.4 trillion, as shown in the chart below.  There has also been a big rise in 

fund assets as a share of stock market capitalization (not shown).  Either way you 
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cut it, there seems to be sufficient fuel to support a strong recovery in equities if 

investors see the kind of fiscal shock and awe they’re looking for. 

 
 

• Bond Market Action.  With equities looking set to enter a bear market, government 

bonds continue to surge.  The yield on the benchmark 10-year Treasury dropped to a 

record low close of 0.50%.  Market indicators continue to suggest investors are looking 

for the Fed to cut its benchmark fed funds rate by about 0.75% and for inflation pressures 

to crater for some time to come, giving a big bid to longer-term obligations. 

Oil Market:  In a dramatic escalation of its price war with Russia, the Saudi government said it 

will boost its oil supply to 12.3 million barrels per day (bpd) by next month.  That would be 2.5 

million bpd above its recent supply, and 300,000 bpd above its previously declared maximum 

production (suggesting the Saudis will release supply out of inventory).  Russian Energy 

Minister Novak responded with a threat to boost Russia’s oil supply by 500,000 bpd.  By itself, 

the Saudi effort to inflict maximum pain on Russia and force it to agree to production cuts would 

be bearish for oil prices.  However, traders today are more focused on signs of fiscal measures to 

tackle the COVID-19 panic; thus, prices so far this morning are rebounding. 

 

Russia:  Legislators considering President Putin’s constitutional changes, which would let him 

keep exercising power even after his term expires in 2024, have proposed simply resetting the 

country’s term limits so he could remain president potentially until at least 2036.  The proposal 

comes after Putin last week said he wouldn’t take the leadership of the proposed new State 

Council on grounds that doing so would be “destructive” for Russia.  Importantly, the pro-Putin 

United Russia Party said it would support the change to term limits. 

 

United States-Iran:  The Pentagon has begun withdrawing some of the troops it sent to the 

Middle East after the assassination of IRGC Commander Soleimani in January.  Officials have 

reportedly concluded there is now less risk of Iranian reprisal strikes.  If the assessment is 

https://www.ft.com/content/755663c0-62ad-11ea-a6cd-df28cc3c6a68
https://www.ft.com/content/5abff7d6-62c3-11ea-a6cd-df28cc3c6a68
https://www.ft.com/content/5abff7d6-62c3-11ea-a6cd-df28cc3c6a68
https://www.rferl.org/a/russian-lawmaker-proposes-constitutional-change-allowing-putin-to-run-for-reelection/30479581.html
https://www.wsj.com/articles/after-a-buildup-to-counter-iran-u-s-troops-begin-leaving-mideast-11583818501
https://www.wsj.com/articles/after-a-buildup-to-counter-iran-u-s-troops-begin-leaving-mideast-11583818501


 

 

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

www.confluenceinvestment.com 

 4 

correct, the improved security outlook would likely be positive for global risk assets but negative 

for oil. 

 

Turkey-Syria-EU:  Turkish President Erdogan began meeting with EU officials about shoring 

up their 2016 migrant deal, under which Turkey harbors refugees from Syria’s civil war in return 

for EU financial assistance.  However, there was no sign of a breakthrough that would prompt 

Erdogan to reverse his move last week to allow refugees to cross from Turkey into Greece.  The 

threat of a new European migrant crisis remains a political risk for European assets. 

 

United States:  In what’s being called “Super Tuesday II,” primary elections are being held in 

six states today.  In the key Democratic Party contests, the largest number of convention 

delegates at stake are in Michigan and Washington.  Also voting are Missouri, Mississippi, North 

Dakota and Idaho.  If former Vice President Biden polls well against Vermont Sen. Bernie 

Sanders and his “democratic socialist” message, the results could be reassuring and positive for 

stocks tomorrow. 

 

U.S. Economic Releases 
 

NFIB small business optimism for February came in above expectations at 104.5 compared with 

the forecast of 102.8 
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The chart above shows the historical level of small business optimism.  This month’s reading 

came in at a three-month high largely due to expectations that the economy will get better.  

However, the data was collected in February, prior to the escalation of the coronavirus outbreak 

and the Federal Reserve rate cut; hence, the survey is likely not reflective of current sentiment. 
 

There are no other economic releases or Fed events scheduled for the rest of the day. 

https://www.wsj.com/articles/eu-turkey-to-discuss-migration-and-how-to-improve-frayed-ties-11583771130?mod=world_major_1_pos4
https://www.wsj.com/articles/eu-turkey-to-discuss-migration-and-how-to-improve-frayed-ties-11583771130?mod=world_major_1_pos4
https://www.wsj.com/articles/march-10-primaries-which-states-are-voting-and-when-do-polls-close-11583804705?mod=article_inline
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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 PPI y/y Feb -0.4% 0.1% -0.3% ** Equity bullish, bond bearish

CPI y/y Feb 5.2% 5.4% 5.2% *** Equity and bond neutral

Manpower Survey q/q 2Q 6.0% 7.0% * Equity and bond neutral

Japan Money Stock M2 y/y Feb 3.0% 2.8% 2.8% * Equity bullish, bond bearish

Money Stock M3 y/y Feb 2.5% 2.3% 2.3% * Equity bullish, bond bearish

Manpower Survey q/q 2Q 24.0 25.0 *** Equity and bond neutral

Machine Tool Orders y/y Feb -30.1% -35.6% ** Equity bearish, bond bearish

India Manpower Survey q/q 2Q 12.0% 10.0% ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption w/w 8-Mar 100.4 104.8 *** Equity and bond neutral

Manpower Survey q/q 2Q 9.0% 12.0% ** Equity and bond neutral

NAB Business Conditions m/m Feb 0 3 ** Equity bearish, bond bearish

NAB Business Confidence m/m Feb -4 -1 ** Equity bearish, bond bearish

New Zealand ANZ Truckometer Heavy m/m Feb -3.0% 4.8% ** Equity bearish, bond bearish

Manufacturing Activity q/q 4Q 2.4% 0.9% ** Equity and bond neutral

EUROPE

Eurozone Employment q/q 4Q 0.3% 0.3% ** Equity and bond neutral

Gross Fixed Capital q/q 4Q 4.2% 0.3% 0.3% ** Equity bullish, bond bearish

Household Consumption q/q 4Q 0.1% 0.5% 0.1% ** Equity and bond neutral

Government Expenditure q/q 4Q 0.3% 0.4% 0.4% *** Equity and bond neutral

GDP q/q 4Q 0.1% 0.1% 0.1% *** Equity and bond neutral

Germany Labor Costs q/q 4Q 0.0% 0.9% *** Equity and bond neutral

France Industrial Production y/y Jan -2.8% -3.0% -1.9% *** Equity bearish, bond bearish

Manufacturing Production y/y Jan -2.2% -3.2% -1.7% *** Equity bearish, bond bearish

Private Sector Payrolls q/q 4Q 0.5% 0.2% 0.2% ** Equity bullish, bond bearish

Total Payrolls q/q 4Q 0.4% 0.2% 0.2% ** Equity bullish, bond bearish

Italy Industrial Production m/m Jan -0.1% -3.7% -4.3% *** Equity and bond neutral

AMERICAS

Mexico CPI m/m Feb 0.4% 0.5% 0.3% *** Equity and bond neutral

CPI Core m/m Feb 0.4% 0.3% 0.4% *** Equity and bond neutral

Canada Housing Starts m/m Feb 210.1k 213.2k 206.5k *** Equity and bond neutral

Building Permits m/m Jan 4.0% 7.4% -3.0% ** Equity bullish, bond bearish

Bloomberg Nanos Confidence w/w 6-Mar 55.5 55.8 ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 90 100 -10 Up

3-mo T-bill yield (bps) 37 34 3 Neutral

TED spread (bps) 53 66 -13 Neutral

U.S. Libor/OIS spread (bps) 39 28 11 Up

10-yr T-note (%) 0.68 0.54 0.14 Neutral

Euribor/OIS spread (bps) -47 -47 0 Neutral

EUR/USD 3-mo swap (bps) 21 26 -5 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Down Up

pound Down Up

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 $37.46 $34.36 9.02% Possible Fiscal Stimulus/Short selling

WTI $34.11 $31.13 9.57%

Natural Gas $1.84 $1.78 3.60%

Crack Spread $17.58 $17.19 2.29%

12-mo strip crack $13.80 $13.54 1.92%

Ethanol rack $1.39 $1.39 -0.37%

Gold $1,663.97 $1,680.47 -0.98%

Silver $17.11 $17.02 0.56%

Copper contract $255.05 $251.05 1.59%

Corn contract 375.50$       372.75$       0.74%

Wheat contract 520.25$       518.75$       0.29%

Soybeans contract 879.25$       870.00$       1.06%

Baltic Dry Freight 616 617 -1

Actual Expected Difference

Crude (mb) 1.7

Gasoline (mb) -2.9

Distillates (mb) -2.3

Refinery run rates (%) 0.45%

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 eastern region and Alaska, meanwhile colder-than-normal temperatures are expected for most 

of the country.  Wet conditions are expected throughout most of the country.
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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.  
 

March 6, 2020 
 

In the turmoil caused by COVID-19, fixed income has performed remarkably well.  Ten-year T-

note yields have declined to record lows and, as we will show below, there is no evidence of 

severe stress in the credit markets.   
 

First, here is what we are seeing in Treasuries. 
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This chart shows our 10-year T-note model.  It uses fed funds, the 15-year average of inflation,1 

the yen/dollar exchange rate, oil prices, German bund yields and fiscal deficits as a percentage of 

GDP.  At the end of last year, the fair value was around 2.40%; as the above chart shows, it has 

declined sharply to 1.94%.  Of course, that yield remains well above current yields.  The implied 

three-month LIBOR rate from the two-year deferred Eurodollar futures suggests the financial 

markets expect another 50 bps of rate cuts over the next two years.  Even assuming a 0.75% fed 

funds target only lowers the fair value to 1.84%.  Assuming those rate cuts at a German bund 

yield of -3.60% (a decline of 300 bps from current levels) would get the model to current yields.  

A negative yield to that level would be unprecedented.  The most likely justification for current 

yields would be a sharp drop in inflation expectations.  If inflation expectations decline to 1% 

per year along with the assumption of 100 bps of rate cuts, that would justify current yields.  This 

analysis suggests that long-duration Treasuries are richly valued at current levels, and if our base 

case that COVID-19 won’t trigger a recession is accurate, then a back-up in these yields would 

be expected.   

                                                
1 Which is a proxy for inflation expectations.   
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What is perhaps most interesting is that there has not been a strong reaction in credit.  Comparing 

the 10-year to Baa yields shows that spreads have not moved significantly, only around 30 bps. 
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In high yield, spreads have widened as well, but the increase is not notable so far. 
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Yields have increased by 80 bps but remain 120 bps below average. 
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The lack of pressure in the credit markets, at least to this point, suggests the current situation 

probably won’t evolve into deep financial crisis or a recession.  We will continue to monitor the 

credit markets closely in the coming weeks, but financial stress appears quite manageable for 

now.   

 

 

 
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 3/9/2020 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 3/9/2020 close) 

 

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

Small Cap

Mid Cap

Foreign Developed (local currency)

Commodities

Foreign Developed ($)

Emerging Markets ($)

Large Cap

Emerging Markets (local currency)

Real Estate

US High Yield

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. 

 



 

 

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

www.confluenceinvestment.com 

11 

 

P/E Update 

 

March 5, 2020 
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Based on our methodology,2 the current P/E is 20.6x, up 0.2x from last week.  The rise in the 

multiple is due to adjusting Q4 for Standard and Poor’s earnings and away from estimates from 

Thomson/Reuters. 

 

 
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. 

 

                                                
2 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 (Q2, Q3 and Q4) and one estimate (Q1). 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. 


