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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: May 6, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is down 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.7% from the prior close. Chinese markets were higher, with the Shanghai Composite 

up 0.6% and the Shenzhen Composite up 1.5%.  U.S. equity index futures are signaling a higher 

open.  With 339 companies having reported, the S&P 500 Q1 earnings stand at $33.50, lower 

than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% decrease from Q1 2019 

earnings.  Thus far this quarter, 68.1% of the companies have reported earnings above forecast, 

while 28.0% have reported earnings below forecast.   

 

Today’s positive market action comes as state governments and countries around the globe 

continue to ease their coronavirus restrictions.  Besides that, it’s also VE Day, and the beginning 

of National Nurses Week!  We review all the virus news below, along with a discussion of new 

developments in U.S.-U.K. trade, Brazilian politics, and last week’s attack on Venezuela. 

 

COVID-19:  Official data show confirmed cases have risen to 3,685,129 worldwide, with 

258,051 deaths and 1,208,139 recoveries.  In the United States, confirmed cases rose to 

1,204,175, with 71,078 deaths and 189,791 recoveries.  Here is the 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.wsj.com/articles/coronavirus-latest-news-05-06-2020-11588757475?mod=hp_lead_pos2
https://www.wsj.com/articles/coronavirus-latest-news-05-06-2020-11588757475?mod=hp_lead_pos2
https://www.nytimes.com/2020/05/06/business/stock-market-today-coronavirus.html
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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Virology 

• Gilead Sciences (GILD, 79.14) said it will provide licenses to other drug firms to 

manufacture and sell its COVID-19 treatment, remdesivir, outside of the U.S., farming 

out production to ensure supply meets global demand. 

• Highlighting how vulnerable the aged are to the disease, New York State said it has 

recorded at least 4,968 confirmed and presumed deaths at nursing homes and adult care 

facilities.  New Jersey said it has had 4,151 deaths at such facilities, as it and 

Pennsylvania have now become prime U.S. hotspots for COVID-19 fatalities. 

• Russia reported its fourth straight day of at least 10,000 new coronavirus cases, making it 

an important hotspot for infections along with countries like Brazil, Mexico, and India. 
 

Real Economy 

• President Trump and Vice President Pence said Tuesday afternoon that the administration 

is considering disbanding its coronavirus task force, shifting its responsibilities to 

individual departments like FEMA, and perhaps setting up a new group focused on 

“safety and opening.”  A firm date for the transition hasn’t been decided, but Pence said it 

could be in late May or early June. 

• Just as various states here are easing lockdowns in uncoordinated fashion, several of 

Germany’s federal states have started to move at their own pace, drawing complaints 

from Chancellor Merkel and the federal government. 

• In a positive sign that travel and tourism could rebound well when virus lockdowns are 

eased, the CEO of short-term rental company Airbnb said domestic bookings in Denmark 

and the Netherlands are already at 80% to 90% of their levels at the same time last year.  

However, he wasn’t sure how long the rebound would last, prompting the firm to lay off 

one-quarter of its employees. 

o A travel rebound can’t come fast enough for hotel owners.  A new JP Morgan 

analysis shows 23.7% of hotel properties in CMBS deals were behind on their 

mortgage payments in April, up from 4.2% in March. 

o More broadly, one lasting impact of the crisis could be that fixed, long-term rental 

agreements in commercial real estate will be replaced with shorter, more flexible 

payment plans. 
 

Political Fallout 

• The U.S. and Australian governments continue to push for an international inquiry into 

the origins of the new coronavirus and how China handled the initial outbreak, including 

putting pressure on the EU to support such an investigation. 

o However, top EU officials are pushing back in favor of a multilateral study of the 

epidemiology of the virus that wouldn’t place blame on any particular country. 

o Blaming China for poorly handling the initial stages of the outbreak is also 

complicated by increasing evidence that the virus may have been spreading to the 

U.S. and Europe, including France, as early as December, well before it was 

recognized as a major problem in much of China. 

https://www.wsj.com/articles/gilead-seeks-deals-with-other-drugmakers-to-boost-supply-of-covid-19-drug-11588722931?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/gilead-seeks-deals-with-other-drugmakers-to-boost-supply-of-covid-19-drug-11588722931?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/new-york-nursing-and-adult-care-facilities-may-have-4-800-coronavirus-deaths-11588695044?mod=article_inline
https://www.wsj.com/articles/new-york-nursing-and-adult-care-facilities-may-have-4-800-coronavirus-deaths-11588695044?mod=article_inline
https://www.wsj.com/articles/new-york-nursing-and-adult-care-facilities-may-have-4-800-coronavirus-deaths-11588695044?mod=article_inline
https://www.ft.com/content/df97fa73-a2f0-3400-bb6c-a3794f1c1607
https://www.wsj.com/articles/white-house-discussing-phasing-out-coronavirus-task-force-pence-says-11588705738?mod=hp_lead_pos1
https://www.ft.com/content/77535d00-b1ab-4066-88c0-6402cd17fd4f
https://www.ft.com/content/6a64045a-6748-4670-bb56-a23263a9251d
https://www.ft.com/content/6a64045a-6748-4670-bb56-a23263a9251d
https://www.ft.com/content/f7f19028-70f1-4243-b546-7ac8d7067d38
https://www.ft.com/content/f7f19028-70f1-4243-b546-7ac8d7067d38
https://www.wsj.com/articles/never-mind-how-high-the-rent-is-companies-say-its-too-damned-fixed-11588680010
https://www.wsj.com/articles/never-mind-how-high-the-rent-is-companies-say-its-too-damned-fixed-11588680010
https://www.wsj.com/articles/never-mind-how-high-the-rent-is-companies-say-its-too-damned-fixed-11588680010
https://www.wsj.com/articles/u-s-pushes-eu-to-back-inquiry-into-chinas-handling-of-coronavirus-11588712954?mod=hp_lead_pos4
https://www.ft.com/content/aba67162-9129-41b9-b82b-d61a890e6589
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• With Russian virus cases surging and the government response widely panned as 

inconsistent and miserly, Russian President Putin’s approval ratings fell to just 59% in 

April, marking his lowest polling since taking office in January 2000.   
 

United States-United Kingdom:  To accelerate a comprehensive U.S.-U.K. trade deal, U.S. 

Trade Representative Lighthizer and British International Trade Secretary Truss announced that 

almost 30 bilateral working groups will hold virtual discussions on key trade issues over the next 

two weeks.  It’s positive that the administration is now able to shift its attention to other issues 

beyond the coronavirus, but, as we’ve said before, it will be difficult to quickly reach a deal, and 

when push comes to shove, the Brits may not find U.S. demands to be very palatable. 
 

Brazil:  Testimony made public yesterday indicates President Bolsonaro is being investigated for 

trying to control Rio de Janeiro police who are investigating his sons there for corruption.  The 

testimony from former Justice Minister Moro suggests the scandal could “have legs.”  If so, it 

would likely be an ongoing drag on Brazilian stocks. 
 

Venezuela:  New details have emerged about last week’s mysterious paramilitary attack in 

Venezuela.  Reports say a group of about two dozen soldiers, consisting of Venezuelan military 

defectors and foreign mercenaries (including two U.S. veterans), planned a sea attack to arrest 

the country’s authoritarian government and free political prisoners.  However, the group was 

apparently infiltrated by Cuban or Venezuelan operatives, and the attackers were intercepted by 

Venezuelan forces before they could land.  Reports say eight attackers were killed and 13 were 

captured.  Both President Trump and Venezuelan opposition leader Guaidó claim they had no 

knowledge of the operation.  Nevertheless, the Bay of Pigs-like fiasco probably gives President 

Maduro a bit of help as he continues to resist efforts to topple him. 

 

U.S. Economic Releases 
 

MBA mortgage applications rose 0.1% from the prior week.  Applications for purchases rose 

5.8% from the prior week, while applications for refinancing fell 1.7%.  The average 30-year 

fixed rate mortgage fell 3 bps from 3.43% to 3.40%. 
 

According to the ADP employment report, there were 20.236 million job losses in April 

compared to expectations of 20.550 million job losses.  ADP is the nation’s leading provider of 

payroll-related services and thus has insights into the U.S. labor market.  The report is used as an 

indicator of the BLS payrolls report.   

 

https://www.wsj.com/articles/in-russia-putin-wrestles-with-economic-impact-of-coronavirus-11588696059
https://www.wsj.com/articles/in-russia-putin-wrestles-with-economic-impact-of-coronavirus-11588696059
https://www.ft.com/content/df97fa73-a2f0-3400-bb6c-a3794f1c1607
https://www.ft.com/content/df97fa73-a2f0-3400-bb6c-a3794f1c1607
https://www.ft.com/content/72f64342-8488-416f-8861-f01342750c44
https://www.ft.com/content/72f64342-8488-416f-8861-f01342750c44
https://www.ft.com/content/72f64342-8488-416f-8861-f01342750c44
https://www.wsj.com/articles/brazils-president-bolsonaro-accused-of-seeking-to-influence-rio-police-11588725490
https://www.wsj.com/articles/brazils-president-bolsonaro-accused-of-seeking-to-influence-rio-police-11588725490
https://www.wsj.com/articles/freedom-fighters-led-by-american-tried-invading-venezuela-11588722164?mod=hp_featst_pos2
https://www.wsj.com/articles/freedom-fighters-led-by-american-tried-invading-venezuela-11588722164?mod=hp_featst_pos2
https://www.ft.com/content/bb3e07c6-e928-474d-967f-aed987465915
https://www.ft.com/content/bb3e07c6-e928-474d-967f-aed987465915
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The chart above shows the annual change in private payrolls by ADP and BLS.  If the ADP 

report is accurate, the BLS private payroll report, which will be released on Friday, will likely 

show that April had an unprecedented amount of job losses. 
 

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

EDT Indicator Expected Prior Rating

10:00 Markit Services PMI m/m Apr 27.0 27.0 **

10:00 Markit Composite PMI m/m Apr 27.4 **

10:00 ISM Non-Manufacturing Index m/m Apr 38.0 52.5 **

Speaker or event

10:00 Charles Evans Holds Media Briefing President of the Federal Reserve Bank of Chicago

14:00 Raphael Bostic Discusses Affordable Housing During Covid-19 President of the Federal Reserve Bank of Atlanta

14:00 James Bullard Holds Virtual Discussion on Economy President of the Federal Reserve Bank of St. Louis

Fed Speakers or Events

Economic Releases

District or position

 
 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

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

ASIA-PACIFIC

India Markit India PMI Composite m/m Apr 7.2 50.6 ** Equity bearish, bond bullish

Markit India PMI Services m/m Apr 5.4 49.3 ** Equity bearish, bond bullish

Australia Retail Sales m/m Mar 8.5% 0.5% 8.0% ** Equity and bond neutral

Retail Sales ex Inflation q/q 1Q 0.7% 0.5% 1.8% ** Equity and bond neutral

Investor Loan Value m/m Mar -2.5% -1.9% ** Equity bearish, bond bearish

Home Loan Value m/m Mar 0.2% -1.7% ** Equity and bond neutral

Owner-Occupier Loan Value m/m Mar 1.2% -1.7% ** Equity bullish, bond bearish

Europe

Eurozone Markit Eurozone Services PMI m/m Apr 12 11.7 11.7 ** Equity and bond neutral

Markit Eurozone Composite PMI m/m Apr 13.6 13.5 13.5 ** Equity and bond neutral

Retail Sales m/m Mar -11.2% 0.9% -10.6% ** Equity and bond neutral

Germany Factory Orders m/m Mar -15.6% -1.4% -10.0% ** Equity bearish, bond bullish

Markit Germany Services PMI m/m Apr 16.2 15.9 15.9 ** Equity and bond neutral

Markit/BME Germany Composite PMI m/m Apr 17.4 17.1 17.1 ** Equity and bond neutral

France Markit France Services PMI m/m Apr 10.2 10.4 10.4 ** Equity and bond neutral

Markit France Composite PMI m/m Apr 11.1 11.2 11.2 ** Equity and bond neutral

Italy Markit Italy Services PMI m/m Apr 10.8 17.4 9.0 ** Equity and bond neutral

Markit Italy Composite PMI m/m Apr 10.9 20.2 10.4 ** Equity and bond neutral

Switzerland UBS Real Estate Bubble Index q/q 1Q 1.30 0.95 ** Equity and bond neutral

AMERICAS

Mexico Leading Index m/m Mar -0.46 -0.11 ** Equity bearish, bond bullish

Vehicle Domestic Sales m/m Apr 34903 87517 ** Equity and bond neutral

Brazil Industrial Production m/m Mar -9.1% 0.5% -3.7% *** 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) 50 54 -4 Down

3-mo T-bill yield (bps) 10 11 -1 Neutral

TED spread (bps) 40 43 -3 Up

U.S. Libor/OIS spread (bps) 4 4 0 Up

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

Euribor/OIS spread (bps) -30 -29 -1 Neutral

EUR/USD 3-mo swap (bps) 6 -1 7 Down

Currencies Direction

dollar UP Neutral

euro Down Up

yen UP Up

pound Down Down

franc Down Up  
 

Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $29.34 $27.20 7.87% Slowdown in Production

WTI $22.52 $20.39 10.45%

Natural Gas $2.10 $1.99 5.52%

Crack Spread $13.81 $13.72 0.60%

12-mo strip crack $9.96 $9.85 1.07%

Ethanol rack $1.21 $1.20 0.18%

Gold $1,699.13 $1,702.07 -0.17%

Silver $14.84 $14.78 0.41%

Copper contract $231.85 $231.25 0.26%

Corn contract 315.75$       315.50$       0.08%

Wheat contract 513.75$       519.50$       -1.11%

Soybeans contract 835.50$       836.50$       -0.12%

Baltic Dry Freight 598 617 -19

Actual Expected Difference

Crude (mb) 8.0

Gasoline (mb) 1.0

Distillates (mb) 3.0

Refinery run rates (%) 0.80%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cooler temps for most of the country, with 

warmer conditions in the Pacific and southwestern regions.  Precipitation is expected for 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. Note that this report is also offered as a separate document on our website. 
 

May 1, 2020 
 

The policy response to COVID-19 has been mostly favorable for gold.  Our gold model uses the 

balance sheets of the Federal Reserve and the European Central Bank, the EUR/USD exchange 

rate, and the real two-year T-note yield.  The only variable that has been bearish for gold is the 

dollar, but the massive rise in central bank balance sheets and the drop in real yields has lifted 

the model’s fair value to 1,741.34. 
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GOLD MODEL
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Sources:  Haver Analytics, CIM

Fair Value = $1741.34

GOLD MODEL
(Fed's Balance Sheet, ECB Balance Sheet, EUR/USD, real 2-yr)

Sources:  Haver Analytics, CIM

Fair Value = $1741.34

 
 

In the coming months, we expect the fair value to rise; both the ECB and the Federal Reserve are 

likely to continue to expand their balance sheets, adding a broad spectrum of assets.  We would 

also expect some modest declines in the real two-year T-note yield as inflation rises.  Weakening 

the dollar may require direct action by the administration.  Although this action may not occur 

this year, we would not be shocked to see it occur at some point in the future.   

 

In addition, there is a long-term relationship between gold prices and the level of the fiscal 

deficit.  Although the level of the current deficit does suggest that gold prices might be a bit 

overvalued currently, the likelihood of expanding deficits should offer underlying support for 

gold prices.  The Congressional Budget Office recently increased its deficit forecasts; we still 

view them as conservative and would anticipate even higher deficits due to falling tax receipts 

and rising spending.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Therefore, our short- and long-term outlooks for gold remain positive.   

  

   

 
 
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 5/5/2020 close)  
 

-40.0% -20.0% 0.0% 20.0%

Energy
Financials

Industrials
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Utilities

S&P 500
Consumer Discretionary

Consumer Staples
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Healthcare
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Healthcare
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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 5/5/2020 close) 

 

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

Small Cap

Commodities

Mid Cap

Foreign Developed ($)

Real Estate

Emerging Markets ($)

Foreign Developed (local currency)

Emerging Markets (local currency)

Large Cap

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. 
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P/E Update 

 

April 30, 2020 
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Based on our methodology,1 the current P/E is 19.7x, up 0.6x from last week.  The rise in the P/E 

was caused by the recovery in the S&P and falling earnings estimates. 

 

 
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 (Q3 and Q4) and two estimates (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. 


