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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: November 6, 2020—9:30 AM EST] Global equity markets are lower this morning.  

The EuroStoxx 50 is down 0.8% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

unchanged. Chinese markets were lower, with the Shanghai Composite down 0.2% from the 

prior close and the Shenzhen Composite down 0.8%.  U.S. equity index futures are signaling a 

lower open.  With 436 companies having reported, the S&P 500 Q3 earnings stand at $38.60, 

higher than the $33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease from Q3 

2019 earnings.  Thus far this quarter, 85.3% of the companies have reported earnings above 

forecast, while 11.9% have reported earnings below forecast.   

 

Good morning and Happy Friday!  Equity markets are taking a breather this morning, lower after 

a strong and volatile week.  It’s employment day; we cover the data in detail below, but the quick 

read is that it came in much stronger than forecast.  We lead off with the state of the election.  

Our pandemic recap follows.  The Fed met yesterday.  Not much happened, as expected, but we 

will give our take.  We close with a look at cryptocurrencies.  Being Friday, there is a new Asset 

Allocation Weekly along with the associated podcast and chart book.  Starting in January, in a 

bid to shorten this report, we will no longer publish the AAW at the bottom of the Daily.  It will 

be available only as a stand-alone report, but it will be linked within the Daily Comment.  Here 

are the details:   

 

Election update:  Although final results won’t be known for about two weeks, it appears VP 

Biden is on his way to a very narrow win.  By the most conservative estimate, he has captured 

253 electoral votes and is leading in three of the five remaining states, although the lead is 

narrow.  The Senate isn’t resolved yet either.  Georgia will have one runoff election and perhaps 

two, but we doubt there will be a Democratic sweep; the more likely outcome is that the GOP 

remains in control of the Senate.  Although there have been sporadic protests, there has been 

nothing widespread and fears of massive civil unrest have failed to materialize… so far.  The 

lack of the worst-case outcome has supported risk assets this week.  If civil order remains and a 

peaceful transfer of power occurs, the outlook for equities is positive. We will have more to say 

on this topic in next week’s Asset Allocation Weekly.   

 

COVID-19:  The number of reported cases is 48,801,037 with 1,235,335 deaths.  In the U.S., 

there are 9,610,965 confirmed cases with 234,944 deaths.  Yesterday, U.S. infection numbers hit 

another record. For illustration purposes, the FT has created an interactive chart that allows one 

to compare cases across nations using similar scaling metrics.  The FT has also issued an 

economic tracker that looks across countries with high frequency data on various factors.  In the 
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Rt data, only one state, Mississippi, has a reading of less than one.  Maine is reporting the fastest 

infection rate. 

 

This chart below shows new deaths for selected nations, smoothed with a seven-day moving 

average, and comparing deaths per million on a log scale. 

 

 
(Source: FT) 

 

The rise in deaths across Europe is disturbing and has led to widespread lockdowns. 

 

Virology:   

• In the race for a new vaccine, there are some candidates using a novel technique 

involving mRNA.  If these novel vaccines work, it holds the promise of much faster 

production and more efficient vaccine development.  Pfizer’s (PFE, USD 36.39) vaccine 

is using this technology.  But, it has never been tried before and may fail.  An interesting 

side note to mRNA technology is that it depends on a lipid nanoparticle that is produced 

by only a few firms, including Polymun Scientific Immunbiologische Forschung GmbH, 

a small, privately held firm in Austria.  This side note highlights the underlying fragility 

of the highly efficient supply chains that have developed over the past forty years.  We 

expect that one of the factors that will change in light of the pandemic will be a 

jettisoning of the focus on efficiency to redundancy.  This change will make us safer but 

less efficient (and less profitable). 

• One of the factors that could affect the acceptance of a COVID-19 vaccine is the fear of 

adverse reactions.  Although Phase III trials are an attempt to determine safety and 

effectiveness, the trials really can’t measure adverse outcomes, especially for vulnerable 

groups, e.g., immune comprised recipients, the elderly, pregnant women, etc.  In an 

attempt to track these potential effects, government officials plan to use smartphone apps 

https://rt.live/
https://horizon-magazine.eu/article/five-things-you-need-know-about-mrna-vaccines.html
https://horizon-magazine.eu/article/five-things-you-need-know-about-mrna-vaccines.html
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to help track results.  This development will allow officials to move quickly if adverse 

issues occur.   

The Fed:  As expected, the Fed didn’t make any changes but did signal that the FOMC was 

concerned about the pandemic’s potential effect on the economy.  The Fed did hint that it may do 

something in December if it appears that fiscal action will be delayed.  We note that the head of 

the Senate Banking Committee, Pat Toomey (R-PA) wants to end the Fed’s emergency 

programs.  We agree with Toomey that some of what the Fed is doing borders on fiscal policy, 

which should be the purview of Congress.  However, some of the emergency programs should be 

seen as proper for acting as lender of last resort in a shadow banking environment.  Acting as a 

backstop for various markets prevents runs on various assets that are used in repo.  Although we 

are sympathetic to Toomey’s position1, there is a risk that shutting down these programs may 

mean they are not in place when the next crisis comes. 

• There was one sidelight to yesterday’s meeting; Mary Daly, President of the San 

Francisco FRB, voted as an alternate.  Neel Kashkari, the President of the Minneapolis 

FRB, was unavailable as he was on paternity leave.  It is the first time in Fed history that 

a member of the FOMC has missed a meeting for this reason. 

Cryptocurrency:  The Silk Road was an online drug bazaar that was shut down in 2015.  

Yesterday, 69,000 of bitcoin were seized by the DOJ that were held in a wallet of Ross Ulbricht, 

who was convicted of drug trafficking and money laundering.  These coins had been stolen from 

Ulbricht but left untouched.  The government is expected to liquidate the bitcoins, but likely in 

tranches, so as to not affect the price.   

 

U.S. Economic Releases  

 

The U.S. jobs report beat expectations in October, as a rise in cases did little to deter hiring. 

Nonfarm payrolls expanded by 638K, well above expectations of 530K. The prior report was 

revised from 661K to 672K.  Private payrolls expanded by 906K compared to expectations of 

680K.  The prior report was revised from 877K to 892K.  Manufacturing payrolls expanded by 

38K compared to expectations of 55K. The prior report was revised from 66K to 60K. 

 
1 Not that our sympathy matters. 
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https://www.politico.com/news/2020/11/05/toomey-calls-fed-special-loan-programs-end-434485
https://www.politico.com/news/2020/11/05/toomey-calls-fed-special-loan-programs-end-434485
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The chart above shows monthly change in nonfarm payrolls. Despite the strong jump in payrolls, 

there are still fewer people hired than before the pandemic. 

 

The unemployment rate came in at 6.9%, below expectations of 7.6%. The labor force 

participation rose from 61.4% to 61.7%, above expectations of a rise of 61.5%. The 

underemployment fell from 12.8% to 12.1%.  

 

 
 

The chart above shows the unemployment rate and the inverted employment-population ratio. 

The rise in the employment-population in combination with a falling unemployment rate 

suggests that the labor market is showing signs of tightening. 

 

Earning slowed in September as a rise in low-skill workers brought down the average. Average 

hourly earnings rose 0.1% from the prior month compared to expectations of 0.2%. Meanwhile, 

average weekly hours worked held steady at 34.8 hours. 
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The chart above shows the annual change in average hourly earnings for production and non-

supervisory workers. Average hourly earnings rose 4.46% from the prior year. 

 

Here are a couple of other charts of interest.  The first chart looks at employment for this 

business cycle, indexed to the pre-recession peak. 
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Although the labor market is improving, it remains well below the level of previous cycles, 

showing the sharp drop in employment tied to this recession. 

 

The chart below shows the over 65-participation rate, measured against the pre-recession pattern 

and modeled for expected demographic changes. 
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One of the more lasting changes that appears to be caused by the pandemic is that older workers 

have exited the labor force.  The red line is based on the pre-pandemic relationship of older 

worker participation.  COVID-19 has been especially lethal for older people, and it appears to 

have led to older workers deciding to leave the labor force.  If this trend continues, it will offer 

new opportunities to younger workers.  It may also depress wages for a time, as older workers 

are often paid more than younger ones.   

 

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

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories MoM m/m Sep -0.1% -0.1% **

10:00 Wholesale Trade Sales MoM m/m Sep 1.1% 1.4% **

15:00 Consumer Credit m/m Sep $8.000b -$7.220b **

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. 
 



 

 

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

www.confluenceinvestment.com 

 7 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China BoP Current Account Balance q/q 3Q $94.2B $110.2B ** Equity and bond neutral

Japan Household Spending y/y Sep -10.2% -6.9% -10.5% ** Equity and bond neutral

Labor Cash Earnings y/y Sep -0.9% -1.3% -1.1% ** Equity and bond neutral

Real Cash Earnings y/y Sep -1.1% -1.4% -1.2% ** Equity and bond neutral

Foreign Buying Japan Stocks w/w 30-Oct -¥212.7b ¥228.4b ** Equity and bond neutral

Japan Buying Foreign Stocks w/w 30-Oct ¥346.3b -¥19.9b ** Equity and bond neutral

Japan Buying Foreign Bonds w/w 30-Oct ¥72.1b -¥1010.8b ** Equity and bond neutral

Foreign Buying Japan Bonds w/w 30-Oct -¥272.0b ¥157.2b ** Equity and bond neutral

New Zealand 2Yr Inflation Expectations q/q 4Q 1.59% 1.43% ** Equity and bond neutral

Europe

France Private Sector Payrolls q/q 3Q 1.8% -0.8% 0.2% ** Equity bullish, bond bearish

Trade Balance m/m Sep -5745m -7708m -6890m ** Equity and bond neutral

Current Account Balance m/m Sep -5.7b -4.7b ** Equity and bond neutral

Germany Industrial Production SA m/m Sep 1.6% -0.2% 2.5% ** Equity and bond neutral

Italy Retail Sales m/m Sep -0.8% 8.2% -1.5% ** Equity and bond neutral

Switzerland Foreign Currency Reserves m/m Oct 871.5b 873.5b ** Equity and bond neutral

AMERICAS

Mexico Gross Fixed Investment m/m Aug -17.4% -21.2% -16.0% ** Equity and bond neutral

Brazil IBGE Inflation y/y Oct 3.9% 3.1% 3.9% ** Equity bullish, bond bearish  
 

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) 23 22 1 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 15 13 2 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 0.78 0.76 0.02 Neutral

Euribor/OIS spread (bps) -52 -52 0 Neutral

EUR/USD 3-mo swap (bps) 14 12 2 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Prior Expected

FOMC Rate Decision (Upper Bound) 0.250% 0.250% 0.250% On forecast

FOMC Rate Decision (Lower Bound) 0.000% 0.000% 0.000% 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. 
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Price Prior Change Explanation

Brent $39.77 $40.93 -2.83% Weaker Demand Expectations

WTI $37.53 $38.79 -3.25%

Natural Gas $2.96 $2.94 0.54%

Crack Spread $8.97 $8.87 1.08%

12-mo strip crack $9.97 $9.99 -0.24%

Ethanol rack $1.64 $1.64 0.18%

Gold $1,951.21 $1,949.66 0.08%

Silver $25.67 $25.37 1.18%

Copper contract $315.90 $311.00 1.58%

Corn contract 410.25$       409.25$       0.24%

Wheat contract 612.50$       609.25$       0.53%

Soybeans contract 1,106.00$    1,103.75$   0.20%

Baltic Dry Freight 1194 1224 -30

Actual Expected Difference

Crude (mb) -8.0 1.2 -9.2

Gasoline (mb) 1.5 -0.8 2.3

Distillates (mb) -1.6 -2.5 0.9

Refinery run rates (%) 0.70% -0.50% 1.20%

Natural gas (bcf) -36.0 -34.0 -2.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with warmer temperatures expected in the eastern third of the country.  Dry conditions are 

expected for the Dakotas, with wet conditions expected for the rest 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. 
 

November 6, 2020 
 

In his book entitled The Counter-Revolution in Monetary Theory, Milton Friedman states that, 

“Inflation is always and everywhere a monetary phenomenon in a sense that it is and can be 

produced only by a more rapid increase in the quantity of money than in output.” This sentiment 

shaped both monetary and fiscal policy over the last 40 years, and we are finally seeing this 

theory pushed to its limit. The monetary supply, as defined by M2, has risen nearly 21% since 

February, its fastest pace ever recorded. Pundits and politicians alike have already begun 

sounding the alarm of possible runaway inflation if measures aren’t taken to counter this 

unprecedented rise in the money supply. 

 

Despite Friedman’s prediction, inflation in the U.S. has slowed. Since March, the annual change 

in inflation has risen only 0.8%. In fact, certain categories have even seen a decline in their 

overall price level. The prices for energy and transportation services are down 8% and 5%, 

respectively, from the prior year. In this Asset Allocation Weekly, we will discuss the impact 

monetary expansion has had on consumer prices so far and what we expect going forward.  

 

The correlation between the money supply and inflation has always been subject to dispute. The 

crux of the debate is based on whether one believes the velocity of money, which is output 

divided by the money supply, is constant. If velocity is constant, then inflation is caused 

whenever the growth of the money supply outpaces the growth in goods and services produced. 

However, if velocity is not constant, then the impact that the money supply has on inflation is 

ambiguous at best.   
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When Milton Friedman made his comments in 1970, there was some evidence that inflation and 

money supply were highly correlated, albeit at a nearly three-year lag. Nevertheless, this 

correlation began to break down in the mid-1980s as 1) financial deregulation made it harder to 

determine whether households were saving for future spending or for other reasons (e.g., holding 

cash as an asset), and 2) globalization and deregulation flattened the aggregate supply curve, 

changing the impact of rising aggregate demand on price levels. As a result, the money supply 

became more volatile over time as goods, commodities specifically, became a less important 

factor in determining inflation.2  Hence, volatility became less stable over time, thereby breaking 

the direct link between inflation and the money supply. 

 

 
 

This pandemic was not an exception to this dynamic as disinflation ensued in the face of an 

unprecedented amount of fiscal and monetary stimulus. So far, CPI has risen at an annualized 

rate of 1.77%, down from the previous year's rate of 2.85%. The primary drag on inflation is 

coming from the energy and services sectors, which have both been adversely impacted by the 

pandemic. Energy prices are down nearly 8% from the prior year, while services, which is the 

primary driver of inflation, has slowed from an annual rise of 3.1% in February to 1.9% in 

September. That being said, the stimulus may have supported stronger commodity prices as 

demand for vehicles has surged. Used cars, in particular, benefited from the stimulus as prices 

rose 10% from the prior year.3 

 

Furthermore, the likelihood of runaway inflation similar to what we saw in the 1970s and early 

1980s is slim. Imported goods from abroad will likely prevent food and commodity prices from 

 
2 The term “commodities” refers to goods such as apparel, used and new vehicles, etc. Please check our associated 
AAW chart book for more detail. 
3 Hence, now is a good time to finally get rid of that old clunker in the garage.  
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rising substantially, while prices for services will likely remain low as owners seek to recover 

their losses and attract customers. The biggest threats to inflation are more likely to come from a 

weaker dollar resulting in higher import prices and a change in regulation that constrains imports 

or productive capacity. 

 

In summary, inflation is unlikely to reach the heights seen during the 1970s and early 1980s as 

the link between the money supply and inflation has been broken for quite some time. A weaker 

dollar and sudden changes to government regulation are probably bigger inflationary risks. In the 

meantime, we suspect that stable inflation will likely support stronger performance of financial 

assets, especially equities compared to bonds. Residential real estate could also benefit. 
 

 

 

 

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 11/5/2020 close) 

 

-100.0% -50.0% 0.0% 50.0%

Energy
Financials

Real Estate
Industrials

Utilities
Consumer Staples

Materials
S&P 500

Healthcare
Communication Services
Consumer Discretionary

Technology

YTD Total Return

  
0.0% 1.0% 2.0% 3.0% 4.0% 5.0%

Energy

Healthcare

Real Estate

Consumer Staples

Utilities

Communication Services

Consumer Discretionary

S&P 500

Industrials

Financials

Technology

Materials

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 11/4/2020 close) 
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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 

 

November 5, 2020 
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Based on our methodology,4 the current P/E is 29.1x, down 0.1x from last week.  Better than 

expected earnings reduced the multiple. 

 
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. 

 
4 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 (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


