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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 25, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is currently up 0.1% from its last close.  In Asia, the MSCI Asia 

Apex 50 closed up 3.3%.  Chinese markets were higher, with the Shanghai Composite up 2.2% 

and the Shenzhen Composite up 2.9%.  U.S. equity index futures are signaling a lower open.   
 

For the first time in ages, it actually feels right to say, “Happy Wednesday,” given the historic 

surge in U.S. stocks yesterday (the Dow’s rise of more than 11% was its best daily gain since 

1933).  Just as important, Republicans and Democrats in the Senate early this morning reached a 

deal on a $2 trillion economic support package aimed at mollifying the effects of the COVID-19 

pandemic (see below).  As always, we review all major news related to the pandemic below. 

 

COVID-19:  Official data show confirmed cases have risen to 436,159 worldwide, with 19,648 

deaths and 111,847 recoveries.  In the United States, confirmed cases rose to 55,238, with 802 

deaths and 354 recoveries (though the recovery data is lagging badly).  Here is the latest chart of 

infections from the Financial Times: 

 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2020/03/25/world/coronavirus-news-maps.html
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
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The rate of infections continues to grow exponentially as does the economic disruption from 

containment measures.  Spain has now become a key center of infections, with hundreds dying 

daily.  In the U.K., Prince Charles has tested positive for the virus; officials refused to say 

whether Queen Elizabeth has been tested since she last visited with the prince on March 12.  

There are increasing signs that Russia is systematically underreporting its cases.  Fortunately, 

however, there are welcome signs of fiscal and monetary support being put into place. 
 

• Real Economy.  As we’ve noted, a key risk is that infections spreading widely 

throughout the general population will lead to legions of sick elderly and other 

compromised individuals, overwhelming the nation’s hospitals and ICU wards.  That sets 

up a potential conflict between President Trump, who wants to end most lockdowns in 

the next couple of weeks, and state and local public health officials who want to control 

demands on their health systems at all costs. 

– Trump administration officials on Tuesday urged anyone leaving the New York 

metro area to self-isolate for 14 days to avoid spreading the virus to other parts of 

the country. 

– The U.S. Navy said several sailors on the U.S.S. Theodore Roosevelt tested 

positive for COVID-19 after the aircraft carrier’s recent port visit in Vietnam.  

Those sailors have been airlifted from the ship, while others are quarantined on 

board.  The incident highlights the risk that widespread infections could 

potentially compromise military readiness. 

– The global airline industry group IATA said total industry revenues this year will 

fall by $250 billion, or 40%, because of the pandemic. 

– In India, the government has ordered a lockdown of the entire country for the next 

21 days, but the move may be backfiring as migrant workers who are potentially 

infected rush to return to their rural villages. 

– More positive news continues to come out of China, where a poll of 119 firms 

conducted in mid-March by the American Chamber of Commerce in China 

showed 22% of respondents said they have already resumed normal business 

operations.  Another 13% expect a return to normal business by the end of this 

month, and 23% more by the end of April.  However, canceled orders from the 

Western retailers threaten to derail the ramp up in operations. 

• Financial System.  With millions of Americans losing their jobs and suddenly finding it 

difficult to pay their mortgages, mortgage REITs continue to buckle under the strain.  At 

least four significant mortgage REITs have now said they can’t make margin calls as the 

value of their assets declines.  Since the Fed has only moved to buy obligations 

guaranteed by Fannie Mae and Freddie Mac, firms specializing in buying non-agency 

backed paper have been especially hurt. 

• U.S. Fiscal Policy Response.  Key provisions of the Senate’s draft economic support 

package, which Majority Leader McConnell aims to pass later on Wednesday, remain 

under wraps at this writing but reportedly include: 

https://www.wsj.com/articles/spain-seized-by-fast-growing-coronavirus-outbreak-11585074509
https://www.wsj.com/articles/coronavirus-lockdown-begins-in-india-as-global-cases-pass-420-000-11585133981?mod=hp_lead_pos1
https://www.rferl.org/a/what-exactly-is-going-on-with-russia-s-low-coronavirus-numbers-/30507115.html
https://www.wsj.com/articles/older-coronavirus-patients-face-looming-icu-bed-shortage-11585067606?mod=hp_lead_pos10
https://www.wsj.com/articles/older-coronavirus-patients-face-looming-icu-bed-shortage-11585067606?mod=hp_lead_pos10
https://www.wsj.com/articles/older-coronavirus-patients-face-looming-icu-bed-shortage-11585067606?mod=hp_lead_pos10
https://www.wsj.com/articles/trump-hopes-to-have-u-s-reopened-by-easter-despite-health-experts-guidance-11585073462?mod=hp_lead_pos2
https://www.wsj.com/articles/trump-hopes-to-have-u-s-reopened-by-easter-despite-health-experts-guidance-11585073462?mod=hp_lead_pos2
https://www.wsj.com/articles/new-coronavirus-cases-in-the-u-s-rise-sharply-wuhan-to-get-lockdown-relief-11585044431?mod=hp_lead_pos1
https://www.wsj.com/articles/new-coronavirus-cases-in-the-u-s-rise-sharply-wuhan-to-get-lockdown-relief-11585044431?mod=hp_lead_pos1
https://www.wsj.com/articles/navy-reports-first-cases-of-coronavirus-aboard-a-ship-at-sea-11585089022?tesla=y&mod=article_inline
https://www.wsj.com/articles/navy-reports-first-cases-of-coronavirus-aboard-a-ship-at-sea-11585089022?tesla=y&mod=article_inline
https://www.ft.com/content/a3713e3e-6d74-11ea-89df-41bea055720b
https://www.ft.com/content/a3713e3e-6d74-11ea-89df-41bea055720b
https://www.ft.com/content/069d818c-6df9-11ea-89df-41bea055720b
In%20China,%20where%20incidences%20of%20the%20disease%20are%20falling%20and%20the%20country%20is%20returning%20to%20work,%20a%20poll%20of%20119%20firms%20conducted%20in%20mid-March%20by%20the%20American%20Chamber%20of%20Commerce%20in%20China%20showed%2022%25%20of%20respondents%20said%20they%20have%20already%20resumed%20normal%20business%20operations.%20Another%2013%25%20expect%20a%20return%20to%20normal%20business%20by%20the%20end%20of%20this%20month,%20and%2023%25%20more%20by%20the%20end%20of%20April.
In%20China,%20where%20incidences%20of%20the%20disease%20are%20falling%20and%20the%20country%20is%20returning%20to%20work,%20a%20poll%20of%20119%20firms%20conducted%20in%20mid-March%20by%20the%20American%20Chamber%20of%20Commerce%20in%20China%20showed%2022%25%20of%20respondents%20said%20they%20have%20already%20resumed%20normal%20business%20operations.%20Another%2013%25%20expect%20a%20return%20to%20normal%20business%20by%20the%20end%20of%20this%20month,%20and%2023%25%20more%20by%20the%20end%20of%20April.
In%20China,%20where%20incidences%20of%20the%20disease%20are%20falling%20and%20the%20country%20is%20returning%20to%20work,%20a%20poll%20of%20119%20firms%20conducted%20in%20mid-March%20by%20the%20American%20Chamber%20of%20Commerce%20in%20China%20showed%2022%25%20of%20respondents%20said%20they%20have%20already%20resumed%20normal%20business%20operations.%20Another%2013%25%20expect%20a%20return%20to%20normal%20business%20by%20the%20end%20of%20this%20month,%20and%2023%25%20more%20by%20the%20end%20of%20April.
In%20China,%20where%20incidences%20of%20the%20disease%20are%20falling%20and%20the%20country%20is%20returning%20to%20work,%20a%20poll%20of%20119%20firms%20conducted%20in%20mid-March%20by%20the%20American%20Chamber%20of%20Commerce%20in%20China%20showed%2022%25%20of%20respondents%20said%20they%20have%20already%20resumed%20normal%20business%20operations.%20Another%2013%25%20expect%20a%20return%20to%20normal%20business%20by%20the%20end%20of%20this%20month,%20and%2023%25%20more%20by%20the%20end%20of%20April.
https://www.wsj.com/articles/as-the-west-shutters-stores-retailers-cancel-orders-from-asian-factories-11585134455?mod=hp_lead_pos6
https://www.ft.com/content/3fcfa2b8-6e31-11ea-89df-41bea055720b
https://www.ft.com/content/3fcfa2b8-6e31-11ea-89df-41bea055720b
https://www.ft.com/content/3fcfa2b8-6e31-11ea-89df-41bea055720b
https://www.wsj.com/articles/trump-administration-senate-democrats-said-to-reach-stimulus-bill-deal-11585113371
https://www.wsj.com/articles/trump-administration-senate-democrats-said-to-reach-stimulus-bill-deal-11585113371
https://www.ft.com/content/eecc4a94-6dd9-11ea-89df-41bea055720b
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– A $500 billion fund to provide low-interest loans to large businesses and state and 

local governments, some of which will backstop Fed loans; the fund will be 

overseen by an inspector general and five-member congressional panel 

• Some $50 billion will be channeled specifically to the passenger airline 

industry 

• Airlines are banned from buying back stock or paying CEO bonuses while 

receiving funds and for one year after 

– Some $367 billion in low-interest loans to small businesses 

– Some $150 billion in additional resources for healthcare providers 

– Increased unemployment benefits of $600 per week for workers who lose their 

job, along with four extra months of benefits beyond the normal 26 weeks; jobless 

benefits would be extended to nontraditional employees like gig workers and 

freelancers 

– Checks in the amounts of $1,200 per adult and $500 per child paid directly to 

many U.S. citizens, with reduced amounts for those with higher incomes 

– Bans on any funds being used to support businesses owned by President Trump, 

Vice President Pence, members of Congress or other high government officials 

• Foreign Fiscal Policy Response.  After a meeting of Eurozone finance ministers 

yesterday, Eurogroup President Centeno said there was broad support for using the bloc’s 

€500 billion sovereign bailout fund to combat the economic effects of the pandemic. 

• Monetary Policy Response.  Moving fast to implement its new support programs for 

commercial loans, the Fed directed top money manager BlackRock (BLK, 371.70) to buy 

agency commercial mortgage-backed securities secured by multi-family home mortgages 

on behalf of the New York Federal Reserve.  The Fed also tapped BlackRock to manage 

the new Fed-backed facilities buying new and seasoned investment-grade bonds from 

U.S. companies.  Separately, the People’s Bank of China is consulting with Chinese 

banks on a possible cut in deposit rates, with the aim of boosting institutions’ profitability 

again after previously ordering them to cut lending rates and ease credit standards. 

Odds and ends:  Some Russian oil firms are reportedly pushing back against President Putin‘s 

effort to boost production in his market share war with Saudi Arabia. 
 

U.S. Economic Releases 
 

Mortgage applications fell 29.4% from the prior week.  Loans for refinancing and buying a home 

fell by 14.6% and 33.8%, respectively.  The average 30-year fixed rate rose 12 bps from 3.74% 

to 3.82%. 
 

In February, durable goods orders rose 1.2% from the month compared to expectations of a 1.0% 

drop.  Meanwhile, durable goods orders excluding transportation fell 0.6% from the prior month 

compared to expectations of a 0.4% drop.  Additionally, capital goods orders non-defense 

excluding air fell 0.8% from the prior month compared to expectations of a 0.4% drop.  Lastly, 

•%09U.S.%20Fiscal%20Policy%20Response.%20%20Key%20provisions%20of%20the%20Senate’s%20draft%20economic%20support%20package,%20which%20Majority%20Leader%20McConnell%20aims%20to%20pass%20later%20on%20Wednesday,%20remain%20under%20wraps%20at%20this%20writing%20but%20reportedly%20include:
•%09U.S.%20Fiscal%20Policy%20Response.%20%20Key%20provisions%20of%20the%20Senate’s%20draft%20economic%20support%20package,%20which%20Majority%20Leader%20McConnell%20aims%20to%20pass%20later%20on%20Wednesday,%20remain%20under%20wraps%20at%20this%20writing%20but%20reportedly%20include:
https://www.wsj.com/articles/federal-reserve-taps-blackrock-to-purchase-bonds-for-the-government-11585085843
https://www.wsj.com/articles/federal-reserve-taps-blackrock-to-purchase-bonds-for-the-government-11585085843
https://www.ft.com/content/3e5e4348-6de2-11ea-89df-41bea055720b
https://www.ft.com/content/3e5e4348-6de2-11ea-89df-41bea055720b
https://www.wsj.com/articles/coronavirus-complicates-kremlin-plan-to-boost-oil-output-11585128602?mod=hp_lista_pos4
https://www.wsj.com/articles/coronavirus-complicates-kremlin-plan-to-boost-oil-output-11585128602?mod=hp_lista_pos4
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capital goods shipment non-defense excluding air fell 0.7% from the prior month compared with 

expectations of a drop of 0.2%.  
 

 
 

The chart above shows the annual change in the manufacturing durable goods orders and 

shipments.  Durable goods orders and shipments fell 0.1% and 2.4%, respectively. 
 

In January, the FHFA House Price Index rose 0.3% from the prior month compared with 

expectations of a 0.4% rise. 
 

 
 

The chart above shows the annual change in the FHFA House Price Index.  Home prices rose 

5.2% from the prior year. 
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There are no other domestic releases or Fed events scheduled for the rest of the day. 
 

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

Australia Skilled Vacancies m/m Feb -0.2% 0.7% * Equity bearish, bond bearish

New Zealand Trade Balance NZD m/m Feb 0.594 Bil -0.340 Bil 0.525 Bil ** Equity and bond neutral

EUROPE

Germany IFO Business Climate m/m Mar 86.1 87.7 ** Equity bearish, bond bearish

IFO Expectations m/m Mar 79.7 82.0 ** Equity bearish, bond bearish

IFO Current Assessment m/m Mar 93.0 93.8 ** Equity and bond neutral

UK CPI m/m Feb 1.7% 1.8% 1.7% *** Equity and bond neutral

CPI Core m/m Feb 1.7% 1.6% 1.5% *** Equity and bond neutral

Retail Price Index m/m Feb 2.5% 2.7% 2.6% ** Equity and bond neutral

PPI Input m/m Feb -0.5% 2.1% -0.9% ** Equity bearish, bond bullish

PPI Output m/m Feb 0.4% 1.1% 0.9% ** Equity and bond neutral

House Price Index y/y Jan 1.3% 2.2% 2.7% ** Equity bearish, bond bearish

Switzerland Credit Suisse Survey Expectations m/m Mar -45.8 7.7 ** Equity and bond neutral

AMERICAS

Mexico Bi-Weekly CPI w/w 15-Mar 0.1% 0.5% 0.1% *** Equity and bond neutral

International Reserves Weekly w/w 20-Mar $184.175 Bil $184.619 Bil * Equity and bond neutral

Canada CFIB Business Barometer m/m Apr 30.8 49.8 ** Equity and bond neutral

Brazil Retail Sales y/y Jan 1.3% 2.6% 2.5% ** 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 122 120 2 Up

3-mo T-bill yield (bps) -6 -1 -5 Neutral

TED spread (bps) 128 121 7 Up

U.S. Libor/OIS spread (bps) 11 10 1 Up

10-yr T-note (%) 0.84 0.85 -0.01 Neutral

Euribor/OIS spread (bps) -37 -37 0 Neutral

EUR/USD 3-mo swap (bps) -3 1 -4 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Flat Up

pound Up Down

franc Flat Up  
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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 $26.85 $27.15 -1.10%

WTI $24.05 $24.01 0.17%

Natural Gas $1.69 $1.65 2.00%

Crack Spread $6.50 $5.27 23.44%

12-mo strip crack $5.69 $5.26 8.26%

Ethanol rack $1.24 $1.23 0.11%

Gold $1,620.63 $1,632.32 -0.72%

Silver $14.38 $14.28 0.68%

Copper contract $218.25 $218.00 0.11%

Corn contract 350.00$       347.25$       0.79%

Wheat contract 565.25$       561.50$       0.67%

Soybeans contract 890.00$       886.75$       0.37%

Baltic Dry Freight 603 617 -14

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) -2.3

Distillates (mb) -1.6

Refinery run rates (%) 0.00%

Natural gas (bcf) -30.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for the warm front to recede westward, with 

colder-than-normal temperatures remaining in Washington State.  Additionally, wet conditions 

are expected for the southern and Rocky Mountain 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. 
 

March 20, 2020 
 

During the recent market tumult, gold has performed rather well, until lately.   

 

 
(Source: Barchart.com) 

 

This chart shows the nearest gold futures contract over the past year.  From mid-January, when 

reports of COVID-19 began to circulate, gold prices marched steadily higher, making an intraday 

high of $1,704.30.  Since then, this has declined by over $250 per ounce.  This drop is occurring 

despite a series of measures designed that would normally support gold prices, e.g., the return of 

zero fed funds, new quantitative easing, plans for massive fiscal spending, etc.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This is a chart of our gold model.  Fair value has increased to $1,529 per ounce and prices have 

dropped below that level.  We suspect the recent weakness is related to a rapid tightening of 

financial conditions.   
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Sources:  Bloomberg, CIM

BLOOMBERG FINANCIAL CONDITIONS INDEX

Sources:  Bloomberg, CIM  
 

This chart shows the Bloomberg Financial Conditions Index. A negative reading suggests higher 

levels of financial stress.  When financial stress rises to high levels, investors often are 
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scrambling for cash, selling what they can and not necessarily what they should.  In other words, 

the investors may be selling gold to raise funds because it is a liquid asset. 

 

Returning to the gold model chart, we highlighted the area in yellow that represents the 2008 

Great Financial Crisis.  In the worst of that situation, gold also underperformed fair value.  

However, once the liquidating stopped, gold began a multi-year bull market.  Although we are 

not necessarily expecting a similar move in prices, we do expect the aggressive expansion of 

liquidity via fiscal and monetary policy to create favorable conditions for gold in the coming 

years.   

 

   

 
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.  



 

 

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

www.confluenceinvestment.com 

 10 

Data Section 
 

 

U.S. Equity Markets – (as of 3/24/2020 close)  
 

-60.0% -40.0% -20.0% 0.0%

Energy
Financials

Real Estate
Industrials
Materials
S&P 500

Consumer Discretionary
Utilities

Healthcare
Communication Services

Consumer Staples
Technology

YTD Total Return

0.0% 5.0% 10.0% 15.0% 20.0%

Consumer Staples

Communication Services

Healthcare

Real Estate

Consumer Discretionary

S&P 500

Technology

Utilities

Materials

Financials

Industrials

Energy

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 3/24/2020 close) 

 

-40.0% -20.0% 0.0% 20.0%

Mid Cap

Small Cap

Real Estate

Foreign Developed ($)

Emerging Markets ($)

Foreign Developed (local currency)

Large Cap

Emerging Markets (local currency)

Commodities

US High Yield

US Corporate Bond

Cash

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 

 

March 19, 2020 
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Based on our methodology,1 the current P/E is 20.0x, down 0.4x from last week.  The decline in 

the P/E was caused by falling index values. 

 

 
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 (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. 


