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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 11, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.5% from its last close.  In Asia, the MSCI Asia Apex 50 closed down 

0.9%. Chinese markets were lower, with the Shanghai Composite down 0.5% from the prior 

close and the Shenzhen Composite down 1.9%.  U.S. equity index futures are signaling a higher 

open.  With 455 companies having reported, the S&P 500 Q3 earnings stand at $38.70, higher 

than the $33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease from Q3 2019 

earnings.  Thus far this quarter, 84.4% of the companies have reported earnings above forecast, 

while 13.0% have reported earnings below forecast.   

 

Our Daily Comment today opens with the latest news on the U.S. presidential transition and 

yesterday’s Supreme Court hearings on the Affordable Care Act.  We follow that with some 

unfriendly market news out of China and various other international developments, and we end 

with our usual update on coronavirus news.  Finally, as a reminder, the bond market is closed 

today for Veteran’s Day. 

 

U.S. Elections:  The General Services Administration still hasn’t issued its certification on who 

has won the presidential election, so Vice President Biden and his team still haven’t been able to 

access the federal office space, funding, and clearances necessary to fully plan to take over the 

government in January.  However, Biden and his team continue to work on organizational and 

policy plans to the extent possible and say they have no intention of starting legal proceedings to 

force the GSA to make its certification. 

 

U.S. Healthcare Sector:  In yesterday’s Supreme Court hearing on the constitutionality of the 

Affordable Care Act, several conservative justices questioned whether the entire law really must 

fall because Congress eliminated the penalty for not carrying health insurance in 2017.  The 

questioning suggested the law may survive its latest test in the high court, which could 

potentially provide some stability to healthcare firms. 

 

China-Hong Kong:  Most of the pro-democracy lawmakers in Hong Kong’s municipal 

legislature have resigned to protest the government’s ouster of four legislators on national 

security grounds.  The development illustrates how Beijing is increasingly taking control of the 

city and abandoning its traditional “one country, two systems” policy.  In turn, that is likely to 

continue to sour China’s relations with the major democracies and to raise the risk of a rupture 

that could weigh on the Chinese economy and Chinese assets. 

 

 

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/bidens-team-pressures-trump-administration-to-declare-him-election-winner-11605021649
https://www.wsj.com/articles/bidens-team-pressures-trump-administration-to-declare-him-election-winner-11605021649
https://www.wsj.com/articles/supreme-court-hears-arguments-over-constitutionality-of-aca-11605025850
https://www.wsj.com/articles/supreme-court-hears-arguments-over-constitutionality-of-aca-11605025850
https://www.ft.com/content/39a1d9ae-d238-4e34-a6f0-c04f8cc4c6b5
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China:  The vice president of the China Banking and Insurance Regulatory Commission warned 

that technological advances in the financial industry have risked creating monopolies.  The 

statement, coming a day after Beijing unveiled new antitrust rules for the nation’s largest internet 

groups, has added to concerns about a sharp increase in regulation and government control over 

business firms in China.  The statement, therefore, has contributed to a second down day for the 

country’s technology stocks. 

 

Nagorno-Karabakh:  Following yesterday’s Russia-brokered peace deal to stop the fighting 

over the enclave of Nagorno-Karabakh, violent protests broke out in Armenia over the 

government’s perceived capitulation to Azerbaijan.  Reports indicate protestors even ransacked 

President Nikol Pashinyan’s official residence.  A key risk is that the protests could force the 

Armenian government to renew fighting, even though it was seriously losing ground to 

Azerbaijan.  In any case, the deal’s provision for Russian peacekeepers will put Russian troops in 

Azerbaijan, just as they are already based in Armenia.  In addition, the deal has strengthened 

Turkish President Erdogan’s hand in the region because his military assistance was instrumental 

in giving the Azeris the edge in the fighting. 

 

Turkey:  After this week’s major shakeup of the government’s economic policy team, the main 

bank regulator said it would reduce restrictions on currency derivatives transactions between 

local banks and foreign investors in which the lira is traded for foreign currencies such as the 

dollar, euro, and yen.  The announcement, like a similar one in September, is aimed at unfreezing 

the market for lira.  However, a more important move for the market would be for the central 

bank to hike interest rates in order to support the plunging lira. 

 

Peru:  One day after former President Martín Vizcarra was ousted on trumped-up corruption 

charges (by a bevy of Congressmen the Vizcarra administration had been investigating for real 

corruption), the little known head of Congress, Manuel Merino, was sworn in as the country’s 

new president.  By underscoring Peru’s challenges with corruption, the whole affair is likely to 

undermine the country’s investment attractiveness going forward. 

 

COVID-19:  Official data show confirmed cases have risen to 51,599,927 worldwide, with 

1,274,661 deaths.  In the United States, confirmed cases rose to 10,260,282, with 239,695 deaths.  

Here is the interactive chart from the Financial Times that allows you to compare cases and 

deaths among countries, scaled by population. 

 

Virology 

• Newly confirmed U.S infections totaled more than 136,000 yesterday, setting a new 

single-day record.  Hospitalizations related to the virus rose to almost 62,000, which was 

also a record.  The number in intensive care units rose to almost 12,000, but that was still 

a bit below the level on May 7.  Finally, there were more than 1,400 virus-related deaths. 

• In a sign of surging optimism about the vaccine being developed by Pfizer (PFE, 38.68) 

and BioNTECH (BNTX, 112.76), the EU has agreed to buy up to 300 million doses of 

the compound.  Pfizer said deliveries are expected to begin by the end of the year, subject 

to the vaccine receiving regulatory approval from the European Medicines Agency.  As a 

side note, the EU’s purchase is part of an evolving effort for Brussels to take the leading 

https://www.ft.com/content/843b3f60-292b-431f-a94c-93c78bc72bae
https://www.ft.com/content/843b3f60-292b-431f-a94c-93c78bc72bae
https://www.wsj.com/articles/armenians-protest-over-nagorno-karabakh-peace-agreement-with-azerbaijan-11605022624?mod=hp_listb_pos1
https://www.ft.com/content/fc0be85d-eba8-4172-9d38-d8b6f5fa0e8e
https://www.ft.com/content/fc0be85d-eba8-4172-9d38-d8b6f5fa0e8e
https://www.wsj.com/articles/perus-manuel-merino-is-sworn-in-as-president-11605024644
https://www.wsj.com/articles/perus-manuel-merino-is-sworn-in-as-president-11605024644
https://www.nytimes.com/live/2020/11/10/world/covid-19-coronavirus-live-updates?action=click&module=Top%20Stories&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/livecoverage/covid-2020-11-11?mod=hp_lead_pos1
https://www.wsj.com/articles/covid-19-surge-strains-hospitals-once-again-11605100312?mod=hp_lead_pos2
https://www.ft.com/content/4c33d9bf-5ed9-43d4-b907-4d79d71599cf
https://www.politico.eu/article/brussels-eu-begins-battle-for-health-powers-coronavirus/?utm_source=POLITICO.EU&utm_campaign=647f490e75-EMAIL_CAMPAIGN_2020_11_11_05_57&utm_medium=email&utm_term=0_10959edeb5-647f490e75-190480045
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role in healthcare throughout the bloc, where individual countries currently manage their 

own health policy and epidemic preparedness. 

• Not to be outdone by the U.S. and the 90% effectiveness rate reported this week for the 

Pfizer/BioNTECH vaccine, Russia said its fast-tracked coronavirus shot, Sputnik V, 

showed an effectiveness rate of 92% in preliminary trials.  The Russian government may 

be banking on such positive results to dispel Western skepticism over its ability to make a 

vaccine quickly, but the suspicious announcement so soon after the Pfizer news seems 

just as likely to increase that skepticism. 

• As a reminder of the challenges ahead, even if safe and effective vaccines are found, 

Russia’s plan to roll out its coronavirus vaccine to the wider population is progressing at 

a pace slower than expected as policymakers encounter challenges in ramping up 

production. 

o Since mass production of Sputnik V began in September, attempts to scale it up 

have proved difficult; scientists have struggled with fine-tuning the technical 

processes and have encounter issues with the equipment. 

o Officials have therefore dialed back their earlier forecasts that up to 30 million 

doses of Sputnik V could be produced this year. They now expect between two 

million and 10 million doses by the end of the year, and a large-scale vaccination 

campaign has been pushed out from October to late November or early 

December. 

 

Economic Impacts 

• Elke König, the head of the EU agency tasked with winding down failed lenders, warned 

that European banks need to prepare their balance sheets for massive pandemic-induced, 

non-performing loans hitting them in the new year. 

• The EU’s commissioner for economic policy, Paolo Gentiloni, said the severe recession 

caused by the pandemic may require the EU to keep its normal budget deficit rules 

suspended for another year in order to encourage member countries to keep their fiscal 

support programs in place as long as needed.  According to Gentiloni, a final decision on 

suspending the rules through 2022 will be made in the coming months. 

• In OPEC’s latest monthly report, the organization said lockdown measures in Europe and 

weaker consumption in the Americas will reduce global oil demand in 2020 by more than 

previously expected.  It now forecasts global demand will drop this year by 300,000 

barrels a day to 9.8 million barrels a day, for a 10% decline from last year’s levels. The 

cartel also softened its forecast rebound in demand for 2021 by 300,000 barrels a day.  

Coupled with recovering output in some non-OPEC countries, the report would point 

toward weaker oil prices in the coming months, despite the sharp rebound in prices seen 

this week in response to the positive vaccine news. 

 

U.S. Policy Response 

• Reports point to growing disagreement in Congress over whether or not to extend the 

Federal Reserve’s emergency lending programs, which have helped stabilize the financial 

https://www.politico.eu/article/brussels-eu-begins-battle-for-health-powers-coronavirus/?utm_source=POLITICO.EU&utm_campaign=647f490e75-EMAIL_CAMPAIGN_2020_11_11_05_57&utm_medium=email&utm_term=0_10959edeb5-647f490e75-190480045
https://www.wsj.com/articles/russia-says-its-coronavirus-vaccine-sputnik-v-shows-over-90-efficacy-11605095822
https://www.wsj.com/articles/russia-says-its-coronavirus-vaccine-sputnik-v-shows-over-90-efficacy-11605095822
https://www.wsj.com/articles/russian-coronavirus-vaccine-rollout-plans-hit-production-speed-bumps-11605026802
https://www.wsj.com/articles/russian-coronavirus-vaccine-rollout-plans-hit-production-speed-bumps-11605026802
https://www.ft.com/content/3c6b4eb0-5b3d-4a37-87e5-d83da8de217d
https://www.ft.com/content/3c6b4eb0-5b3d-4a37-87e5-d83da8de217d
https://www.ft.com/content/3c6b4eb0-5b3d-4a37-87e5-d83da8de217d
https://www.wsj.com/articles/opec-deepens-forecast-for-drop-in-global-oil-demand-11605100513?mod=hp_lista_pos4
https://www.wsj.com/articles/opec-deepens-forecast-for-drop-in-global-oil-demand-11605100513?mod=hp_lista_pos4
https://www.wsj.com/articles/political-battle-looms-over-feds-emergency-loan-programs-11605037320
https://www.wsj.com/articles/political-battle-looms-over-feds-emergency-loan-programs-11605037320
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markets during the pandemic.  Failure to renew the programs and allowing them to expire 

at the end of the year could dent near-term economic expectations and undermine market 

confidence. 

 

U.S. Economic Releases  

 

For the week ending November 6, MBA mortgage applications fell 0.5% from the prior week. 

Applications for home purchases fell 2.6% from the prior week, while refinance applications 

rose 0.6%.  
 

There are no economic 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. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Money Supply M0 y/y Oct 10.4% 11.1% 10.7% ** Equity and bond neutral

Money Supply M1 y/y Oct 9.1% 8.1% 8.2% ** Equity and bond neutral

Money Supply M2 y/y Oct 10.5% 10.9% 10.9% ** Equity and bond neutral

New Yuan Loans CNY m/m Oct 689.8b 1900.0b 775.0b ** Equity and bond neutral

Aggregate Financing CNY m/m Oct 1420.0b 3480.0b 1400.0b ** Equity and bond neutral

Japan Money Stock M2 y/y Oct 9.0% 9.0% 9.1% ** Equity and bond neutral

Money Stock M3 y/y Oct 7.5% 7.4% 7.6% ** Equity and bond neutral

Machine Tool Orders y/y Oct -5.9% -15.0% ** Equity and bond neutral

Australia Westpac Consumer Conf Index m/m Nov 107.7 *** Equity and bond neutral

Westpac Consumer Conf SA m/m Nov 2.5% 11.9% *** Equity and bond neutral

AMERICAS

Mexico Nominal Wages m/m Oct 4.0% 4.1% *** Equity and bond neutral

International Weekly w/w 6-Nov $194.698b $194.351b * Equity and bond neutral  
 

Financial Markets 

 

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

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

a certain move merits further explanation. 
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Today Prior Change Trend

3-mo Libor yield (bps) 21 21 0 Down

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

TED spread (bps) 12 11 1 Up

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

10-yr T-note (%) 0.98 0.98 0.00 Neutral

Euribor/OIS spread (bps) -51 -52 1 Neutral

EUR/USD 3-mo swap (bps) 15 14 1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Down Up

Central Bank Action Prior Expected

RBNZ Official Cash Rate 0.250% 0.250% 0.250% 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 $45.13 $43.61 3.49% Economic Optimism

WTI $42.90 $41.36 3.72%

Natural Gas $2.94 $2.95 -0.20%

Crack Spread $9.63 $9.54 0.99%

12-mo strip crack $11.14 $10.99 1.37%

Ethanol rack $1.65 $1.64 0.20%

Gold $1,875.09 $1,877.32 -0.12%

Silver $24.24 $24.23 0.02%

Copper contract $316.75 $315.55 0.38%

Corn contract 433.50$       431.00$       0.58%

Wheat contract 611.25$       608.50$       0.45%

Soybeans contract 1,155.25$    1,146.00$   0.81%

Baltic Dry Freight 1200 1207 -7

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 1.0

Distillates (mb) 1.6

Refinery run rates (%) 0.60%

Natural gas (bcf) -3.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
Weather 
 

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

with cooler temperatures around Washington State.  Dry conditions are expected for the West 

Coast, with wet conditions expected for the rest of the country. Tropical Storm Eta has moved 

closer to the Florida coast; it is expected to make landfall sometime this week. 
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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.1  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.2 

 

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 

 
1 The term “commodities” refers to goods such as apparel, used and new vehicles, etc. Please check our associated 
AAW chart book for more detail. 
2 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 11/10/2020 close) 
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These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

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

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

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

Asset Class Performance – (as of 11/10/2020 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,3 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. 

 
3 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. 


