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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 26, 2020—9:30 AM EDT] Global equity markets are lower this morning.  The 

EuroStoxx 50 is currently down 2.1% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 0.1%.  Chinese markets were lower, with the Shanghai Composite down 0.6% and 

the Shenzhen Composite down 0.8%.  U.S. equity index futures are signaling a lower open.   
 

The long-awaited initial claims data is out; we offer details below, but claims rose a record 3.28 

mm.  After a two-day respite, equities have turned lower.  As we note below, the Senate has 

passed a $2.0 trillion spending package.  As usual, we update the COVID-19 data.  The Weekly 

Energy Update is available.  Here are the details: 

 

COVID-19:  The official number of global cases is 487,648 with 22,030 fatalities and 117,749 

recoveries.  Although we report on this data each day, readers should note that these numbers 

are, at best, a mere snapshot.  The number of actual cases is probably far higher.  Here is the 

usual FT chart: 
 

 
 

 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.ft.com/content/bc33c31c-f019-4ef8-85df-0014a5406ac1
https://www.wsj.com/articles/global-stock-markets-dow-update-3-25-2020-11585106923?shareToken=st318f1eacd4a24f3db646177591b0a21e
https://www.wsj.com/articles/global-stock-markets-dow-update-3-26-2020-11585196225?shareToken=stf35e5891c70042d3a64a9101ef5946cd
https://static01.nyt.com/images/2020/03/26/nytfrontpage/scannat.pdf
https://static01.nyt.com/images/2020/03/26/nytfrontpage/scannat.pdf
https://www.ft.com/content/0e7484f5-737f-3eb9-8ec6-8b32df97d89e
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_26_2020.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_26_2020.pdf
https://www.nytimes.com/2020/03/26/world/coronavirus-news.html?action=click&module=Spotlight&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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The virus news: 

• Spain has now suffered more fatalities than China.  Nursing homes in Spain have 

suffered significant numbers of deaths.  The EU is struggling to acquire COVID-19 drugs 

due to the lack of airfreight capacity. 

• There are some interesting developments on the testing front.  The U.K. looks poised to 

roll out a home test for the virus.  That could dramatically increase data on the disease 

and help policymakers fine-tune shutdown orders.  In the U.S., a simpler test is replacing 

the current one.  The current test requires a special swab that is administered deep within 

the nasal cavity, and the associated gagging can expose health care workers administering 

the test.  The new test eliminates that risk.  The U.K. and Senegal are doing a trial on a 

10-minute COVID-19 test.  Perhaps even more important, the U.K. is running a trial on a 

test that would determine if a person has immunity to COVID-19; this would be a huge 

breakthrough because we could tell who is no longer at risk to the disease.  These 

individuals could return to everyday life.  Meanwhile, the lack of testing kits in Europe is 

preventing medical personnel from being tested.  The search for drugs that would help 

victims recover from COVID-19 continues apace.   

• Medical capacity limits are being hit in some cities in the U.S.  As ERs fill up, doctors 

are being forced into triage decisions.   

• Epidemiologists are watching Wuhan to see if there is a rise in infections after restrictions 

are lifted.   

• Brazil and Mexico continue to avoid aggressive containment measures, perhaps creating 

a natural experiment to see how the virus spreads and how lethal it is without constraints.   

• There is a patron saint for epidemics, St. Corona.   

The policy news: 

• The $2.0 trillion stimulus bill passed the Senate last night.  The deal has five major 

components: 

o Income support: There will be direct payments to households of $1,200 per adult 

with additional payments for dependent children.  The payments phase out at 

$75k for individuals or $150k per household. 

o Business bailouts: The bill sets aside $500 billion for loans to businesses, with 

$25 billion for airlines.  Buybacks would be curbed for aided companies.   

o Unemployment insurance: This existing benefit is increased by $600 per week for 

four months.  Gig economy workers are included. 

o Hospitals: This sector gets $150 billion. 

o Small businesses: The bill gives $367 billion of loans and grants to firms with less 

than 500 employees.   

• The bill now moves to the House. 

• Although this bill is a massive spending package, it may not be enough.  Expect 

lawmakers to do more in the coming weeks.  This deal would not be a cure, but a 

stopgap; after all, economists are expecting a massive drop in Q2 GDP and this amount 

may not fill that one-quarter gap.   

• Europe is opening the fiscal spigots as well: 

https://www.washingtonpost.com/world/europe/spain-deaths-coronavirus/2020/03/25/93e80342-6e07-11ea-a156-0048b62cdb51_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2JhfJIc
https://www.ft.com/content/79a02264-6edc-11ea-89df-41bea055720b?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.theguardian.com/world/2020/mar/25/uk-coronavirus-mass-home-testing-to-be-made-available-within-days
https://www.theguardian.com/world/2020/mar/25/uk-coronavirus-mass-home-testing-to-be-made-available-within-days
https://www.wsj.com/articles/new-coronavirus-test-tries-to-reduce-risk-for-health-workers-by-letting-patients-swab-selves-11585215004?shareToken=std72d2afb5a5e453fa8325d38aa9993f3
https://www.ft.com/content/c4dd26c8-679d-11ea-a3c9-1fe6fedcca75?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c4dd26c8-679d-11ea-a3c9-1fe6fedcca75?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/u-k-trials-coronavirus-immunity-tests-for-home-use-11585167848?shareToken=std0fb4d9fb567490187783edea163105d
https://www.wsj.com/articles/u-k-trials-coronavirus-immunity-tests-for-home-use-11585167848?shareToken=std0fb4d9fb567490187783edea163105d
https://www.politico.eu/article/europe-testing-question-coronavirus-crisis/?utm_source=POLITICO.EU&utm_campaign=c28c699446-EMAIL_CAMPAIGN_2020_03_26_06_02&utm_medium=email&utm_term=0_10959edeb5-c28c699446-190334489
https://www.ft.com/content/91bd081e-6e7b-11ea-9bca-bf503995cd6f
https://www.ft.com/content/91bd081e-6e7b-11ea-9bca-bf503995cd6f
https://www.wsj.com/articles/hospital-capacity-crosses-tipping-point-in-u-s-coronavirus-hot-spots-11585215006?shareToken=ste9a76b1310c546199b5a1c858bdd4cf9
https://www.wsj.com/articles/older-coronavirus-patients-face-looming-icu-bed-shortage-11585067606?shareToken=st5783b5318c5d4f92ad5aabf0f19902be
https://www.washingtonpost.com/health/2020/03/25/coronavirus-patients-do-not-resucitate/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/china-wuhan-coronavirus-zero-cases/2020/03/25/19bdbbc2-6d15-11ea-a156-0048b62cdb51_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/f205c4f0-6e66-11ea-89df-41bea055720b
https://nyti.ms/2JiEFPe
https://uk.reuters.com/article/uk-health-coronavirus-germany-saint-idUKKBN21C2P4
https://www.wsj.com/articles/trump-administration-senate-democrats-said-to-reach-stimulus-bill-deal-11585113371?shareToken=stc1fa6d2877f845bba0c49fe1ce8c820c
https://www.wsj.com/articles/whats-in-the-2-trillion-senate-coronavirus-bill-11585185450?shareToken=std637905a484d4c519ae0864d69412e9e
https://www.washingtonpost.com/business/2020/03/26/senate-trump-coronavirus-economic-stimulus-2-trillion/
https://www.ft.com/content/0925d61e-6eaa-11ea-89df-41bea055720b?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/0925d61e-6eaa-11ea-89df-41bea055720b?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2WELVx3
https://www.wsj.com/articles/coronavirus-stimulus-package-to-include-curbs-on-share-buybacks-11585160044?shareToken=stfac49c008ce846ad900cebfb00b719ad
https://www.washingtonpost.com/business/2020/03/25/congress-relief-bill-recession/
https://www.wsj.com/articles/why-2-trillion-could-be-just-the-start-11585154741?shareToken=st2ca19afef44344b3b291230333d101b2
https://www.wsj.com/articles/why-2-trillion-could-be-just-the-start-11585154741?shareToken=st2ca19afef44344b3b291230333d101b2
https://www.wsj.com/articles/relief-package-would-limit-coronavirus-damage-not-restore-economy-11585215006?shareToken=stdede131096d54da6bc147872106de01d
https://www.politico.eu/article/eu-leaders-marshall-plan-for-europe-charles-michel/?utm_source=POLITICO.EU&utm_campaign=c28c699446-EMAIL_CAMPAIGN_2020_03_26_06_02&utm_medium=email&utm_term=0_10959edeb5-c28c699446-190334489
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o Germany has released the “debt brake” and is deploying deficit spending.   

o France is promising massive medical spending.   

o Even little Malta is boosting fiscal spending.   

o The U.K. and the Netherlands are abandoning fiscal austerity.   

o Nine Eurozone nations have issued a call for “coronabonds,” which would be a 

common debt instrument for the currency bloc.  If this single bond emerges, it 

would increase the viability of the Eurozone. 

• At the same time, European leaders are worried that the crisis could lead to foreign 

investors buying vulnerable companies.   

The economic news: 

• Estimates for U.S. Q2 GDP are looking increasingly dire.  Forecasts for China’s GDP for 

2020 are falling as well. 

• China has been ramping up its economy after its shutdown due to quarantine.  Sadly, 

companies are finding that exports are falling as the rest of the world slows.   

• The USPS may be on the brink of failure due to the virus.   

The market news: 

• Bonds have been a mixed bag.  Investment grade is rebounding as the Fed measures 

improve liquidity.  However, high yield, which lacks similar support, remains strained.  

Weekly flows data show a massive “bond dump.”  This chart shows the weekly flows 

into bond mutual funds and ETFs, showing the raw data with a 12-week moving average.  

The chart speaks for itself. 

 

• Corporate insiders are buying stock.  Meanwhile, companies are hoarding cash.  Gold 

bars are in short supply. 

https://uk.reuters.com/article/uk-health-coronavirus-germany-scholz/german-parliament-suspends-debt-brake-to-fight-coronavirus-outbreak-idUKKBN21C17S?il=0&utm_source=POLITICO.EU&utm_campaign=c28c699446-EMAIL_CAMPAIGN_2020_03_26_06_02&utm_medium=email&utm_term=0_10959edeb5-c28c699446-190334489
https://www.politico.eu/article/emmanuel-macron-calls-for-national-unity-in-war-against-coronavirus/?utm_source=POLITICO.EU&utm_campaign=c28c699446-EMAIL_CAMPAIGN_2020_03_26_06_02&utm_medium=email&utm_term=0_10959edeb5-c28c699446-190334489
https://nyti.ms/2Uk0YdS
https://www.ft.com/content/258308f6-6e94-11ea-89df-41bea055720b?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/79c0ae80-6df1-11ea-89df-41bea055720b?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/79c0ae80-6df1-11ea-89df-41bea055720b?emailId=5e7c2b0eeda1470004356f44&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.scmp.com/economy/china-economy/article/3076745/coronavirus-chinas-2020-growth-forecast-slashed-surprise-move
https://www.scmp.com/economy/china-economy/article/3076745/coronavirus-chinas-2020-growth-forecast-slashed-surprise-move
https://www.wsj.com/articles/as-the-west-shutters-stores-retailers-cancel-orders-from-asian-factories-11585134455?shareToken=st3f7e033685234c41abfa633d51ac754f
https://www.politico.com/news/2020/03/23/coronavirus-postal-service-june-145683?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/appetite-for-blue-chip-corporate-bonds-improves-amid-continued-credit-market-stress-11585161333?shareToken=st6c6bc36efb72437a85ee5891d6c9fa1d
https://www.wsj.com/articles/investors-fearing-defaults-rush-out-of-junk-bonds-11585215004?shareToken=st3f4d78d6917d4ebd99fc8674247152c3
https://www.wsj.com/articles/whos-betting-on-a-rebound-in-stocks-corporate-insiders-11585220400?shareToken=st5d27ed1182bb4c3a89bd4913d9bd789e
https://www.wsj.com/articles/coronavirus-puts-a-premium-on-cash-even-for-biggest-u-s-companies-11585153040?shareToken=st2b6a1533e4124a9eb07780d782ff695f
https://www.ft.com/content/81d915e2-6cef-11ea-89df-41bea055720b
https://www.ft.com/content/81d915e2-6cef-11ea-89df-41bea055720b
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• One measure of economic stress is the dollar; when financial stress rises, the dollar tends 

to rally.  At some point, we do expect the U.S. will take steps to deliberately weaken the 

dollar.   

Foreign policy: 

• The G-7 was unable to issue a joint statement because the U.S. insisted that COVID-19, 

the official name for the virus issued by the WHO, be called the Wuhan virus.  The U.S. 

is also pushing the U.N. to single out China as the source of the virus.  Although this may 

appear petty on its face, the naming fight reflects the U.S. reaction to an aggressive 

propaganda campaign by Beijing over the virus.  China has allowed rumors to circulate 

that COVID-19 originated from a U.S. bioweapons lab, or that it may have been in Italy 

before it was in China.  Beijing has also made numerous high-profile donations of 

medical equipment, designed to raise its profile.  All of this has raised tensions between 

the U.S. and China to high levels. 

• Russia has announced it would delay a referendum on extending Putin’s presidency due 

to the virus. 

Odds and ends:  Turkey has indicted 20 Saudis in connection with the murder of Jamal 

Khashoggi.  There is growing dissention within the right-wing populist AfD in Germany.   
 

U.S. Economic Releases 
 

Annualized GDP for Q4 2019 came in line with expectations at 2.1%.  Personal consumption 

rose 1.8% annualized compared to expectations of a 1.7% rise.  The GDP price index and core 

PCE each rose 1.3%. 
 

 
 

The chart above shows the current level of GDP by year.  In 2019, nominal GDP rose to $21.4 

trillion.  
 

https://www.reuters.com/article/us-health-coronavirus-dollar-explainer/how-the-u-s-could-intervene-to-weaken-its-surging-dollar-idUSKBN21B2QW
https://www.wsj.com/articles/g-7-meeting-ends-in-disagreement-over-coronavirusname-11585184693?shareToken=std50941ea854c4ad59de1055e347b8c4d
https://www.politico.com/news/2020/03/25/mike-pompeo-g7-coronavirus-149425?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/03/25/mike-pompeo-g7-coronavirus-149425?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.nbcnews.com/politics/national-security/u-s-insisting-u-n-call-out-chinese-origins-coronavirus-n1169111
https://www.axios.com/coronavirus-china-russia-disinformation-playbook-c49b6f3b-2a9a-47c1-9065-240121c9ceb2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/coronavirus-china-russia-disinformation-playbook-c49b6f3b-2a9a-47c1-9065-240121c9ceb2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
http://news.cctv.com/2020/03/23/ARTIvbu0Bw8PEKCAvA3pZFwJ200323.shtml
https://www.youtube.com/watch?v=KELvvknOKSw
https://www.axios.com/beijings-coronavirus-propaganda-blitz-goes-global-f2bc610c-e83f-4890-9ff8-f49521ad6a14.html
https://www.axios.com/us-china-tensions-coronavirus-c4ef95a4-76d5-46f3-987f-dc2794e43571.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/us-china-tensions-coronavirus-c4ef95a4-76d5-46f3-987f-dc2794e43571.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/coronavirus-forces-putin-to-delay-vote-that-could-keep-him-in-power-11585148831?shareToken=st00420c98312d43edb340064a00c5ba64
https://nyti.ms/2UxUTJG
https://nyti.ms/2JdUYgj
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Q4 2019 Third Reading Q4 2019 Second Reading Difference

GDP 2.1% 2.1% 0.0%

Consumption 1.2% 1.2% 0.1%

Investment -1.1% -1.1% 0.0%

Inventories -1.0% -1.0% 0.0%

Net Exports 1.5% 1.5% 0.0%

Government 0.4% 0.5% 0.0%  
 

The table above shows the GDP contributions.  The contributions remained relatively unchanged 

from the prior report, with slight revisions made to consumption and government spending. 
 

 
 

The chart above shows the contributions visually.  In 2019, investment negatively contributed to 

GDP in three out of the four quarters.  Given the pandemic, we suspect this trend will continue 

through 2020 as well.  
 

The advance goods trade balance report for February shows the trade deficit came in at $59.9 

billion compared to expectations of $63.4 billion.  The prior report’s deficit was revised from 

$65.5 billion to $65.9 billion.  Wholesale inventories fell 0.2% from the prior month, in line with 

expectations.  The prior report’s loss was revised from 0.4% to 0.5%.  Meanwhile, retail 

inventories fell 0.3% from the prior month compared to the forecast drop of 0.1%.  The prior 

month’s report was revised from unchanged from the prior month to a drop of 0.1%. 
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The chart above shows the advance goods trade balance.  As the U.S. economy weakens, we will 

see the trade deficit narrow. 

 

Initial claims came in well above expectations at 3.283 million compared to expectations of 

1.700 million.  
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The chart above shows the four-week moving average of initial claims.  The moving average 

rose from 232.25k to 998.0k.  The rise in the four-week average is significantly above the 

recession signal of 350k.  This suggests the economy is almost certainly in recession. 

 

The table below shows the economic releases scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

10:00 Kansas City Fed Manufacturing Index m/m Mar -10 5 *

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI Services m/m Feb 2.1% 2.3% 2.2% ** Equity and bond neutral

Japan Buying Foreign Bonds m/m Feb -¥0.066 Bil -¥0.595 Bil * Equity and bond neutral

Japan Buying Foreign Stocks m/m Feb ¥0.392 Bil ¥0.078 Bil * Equity and bond neutral

Foreign Buying Japan Bonds m/m Feb -¥2.382 Bil ¥0.309 Bil * Equity and bond neutral

Foreign buying Japan stocks m/m Feb -¥1.462 Bil -¥1.243 Bil * Equity and bond neutral

EUROPE

Eurozone M3 Money Supply y/y Feb 5.5% 5.2% 5.2% ** Equity and bond neutral

Germany GfK Consumer Confidence m/m Apr 2.7 9.8 7.5 *** Equity bearish, bond bearish

France Manufacturing Confidence m/m Mar 98 102 93 ** Equity and bond neutral

Production Outlook Indicator m/m Mar -33 0 ** Equity bearish, bond bearish

Own-Company Production Outlook m/m Mar -4 8 ** Equity bearish, bond bearish

Business Confidence m/m Mar 95 105 97 ** Equity bearish, bond bullish

UK Retail Sales ex Auto Fuel m/m Feb -0.5% 1.6% -0.2% ** Equity bearish, bond bearish

Retail Sales inc Auto Fuel m/m Feb -0.3% 0.9% 0.2% ** Equity bearish, bond bearish

AMERICAS

Mexico Retail Sales m/m Jan 2.7% 3.2% 2.8% ** Equity and bond neutral

Brazil IBGE Inflation IPCA-15 y/y Mar 3.7% 4.2% 3.7% ** Equity and bond neutral

Foreign Direct Investment m/m Feb $5.996 Bil $5.618 Bil $6.200 Bil * Equity and bond neutral

Federal Debt Total m/m Feb 4.281 Bil 4.230 Bil * Equity bullish, bond bearish

Current Account Balance m/m Feb -$3.904 Bil -$11.879 Bil -$3.400 Bil ** Equity bearish, bond bullish  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
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Today Prior Change Trend

3-mo Libor yield (bps) 123 122 1 Up

3-mo T-bill yield (bps) -10 -4 -6 Neutral

TED spread (bps) 133 126 7 Up

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 0.80 0.87 -0.07 Neutral

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

EUR/USD 3-mo swap (bps) -18 -8 -10 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

Bank of England Bank Rate 0.100% 0.100% On 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. 
 

Price Prior Change Explanation

Brent $27.19 $27.39 -0.73%

WTI $23.89 $24.49 -2.45%

Natural Gas $1.66 $1.66 0.06%

Crack Spread $8.36 $8.19 2.13%

12-mo strip crack $6.42 $6.50 -1.25%

Ethanol rack $1.23 $1.23 -0.14%

Gold $1,616.45 $1,616.90 -0.03%

Silver $14.45 $14.48 -0.16%

Copper contract $218.75 $220.40 -0.75%

Corn contract 345.50$       348.50$       -0.86%

Wheat contract 574.50$       580.00$       -0.95%

Soybeans contract 874.25$       881.50$       -0.82%

Baltic Dry Freight 582 603 -21

Actual Expected Difference

Crude (mb) 1.6 3.0 -1.4

Gasoline (mb) -1.5 -2.3 0.7

Distillates (mb) -0.7 -1.6 0.9

Refinery run rates (%) 0.90% 0.00% 0.0

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 the eastern region.  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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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.  
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Data Section 
 

 

U.S. Equity Markets – (as of 3/25/2020 close)  
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(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 3/25/2020 close) 

 

-40.0% -20.0% 0.0% 20.0%

Small Cap

Mid Cap

Real Estate

Foreign Developed ($)

Emerging Markets ($)

Large Cap

Commodities

Foreign Developed (local currency)

Emerging Markets (local currency)

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 26, 2020 
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Based on our methodology,1 the current P/E is 20.0x, down 0.3x 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. 


