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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: October 5, 2020—9:30 AM EDT] Global equity markets are higher this morning. The 

EuroStoxx 50 is up 0.5% from its last close. In Asia, the MSCI Asia Apex 50 closed up 0.1%. 

Chinese markets were closed for National Day. U.S. equity index futures are signaling a higher 

open.  

 

Good morning and happy Monday!  Equity markets continue to work higher this morning.  We 

lead off with the president’s condition.  Policy news follows, which will focus on the potential 

for further stimulus.  There are three international areas of concern this morning—Brexit, 

Belarus, and Armenia/Azerbaijan—we summarize the latest.  China news is next, with a recap of 

economic news.  We close with the pandemic update.  Let’s get after it:   

 

The President and COVID-19:  Commentary and speculation continue to swirl around the 

president’s medical condition.  It does appear he is getting aggressive treatment; for example, he 

reportedly has been given the steroid dexamethasone.  Normal protocols usually deploy this drug 

when a patient is severely affected by this virus.  That may not be the case this time, but if it is, it 

would suggest the president is rather ill because dexamethasone does carry significant side 

effects.   
 

• One of the questions we have been getting is what happens if the president’s condition 

becomes grave.  VP Pence would, at some point, take over his duties.  What happens for 

the election if the president can’t run?  The GOP leadership will convene and select a 

candidate.  The party’s 168 national members (three from each state and territory) meet 

to determine a candidate.  However, who gets on the ballot would be up to the states.  

Given that voting is already underway in some states via mail-in ballots, the election 

would likely be decided by Congress.  In other words, if the president becomes 

incapacitated at this late date, the situation will become quite messy.   

• National Security Advisor O’Brien warned America’s enemies that they should not 

entertain aggression due to the president’s illness.   

• History shows that presidents have hidden their medical conditions.  Grover Cleveland 

had surgery on his jaw to remove a tumor on a yacht anchored offshore to hide the 

situation.  Woodrow Wilson suffered a severe case of Spanish influenza and had a stroke; 

his wife mostly performed the functions of the president.  Franklin Roosevelt’s medical 

condition in his fourth term was grave; it was generally expected by his doctors that he 
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would not survive the term, but he ran for office anyway.  President Kennedy hid his 

numerous maladies, including Addison’s disease.  Full transparency would be unusual. 

Stimulus in parts?  President Trump has indicated he would like to see another round of fiscal 

stimulus.  In an interesting development, Speaker Pelosi has indicated she would support 

separate aid for the airline industry.  If true, this path would undermine her desire for a larger 

package and suggests she sees her negotiating position as weak.  We suspect the speaker is trying 

to placate moderate representatives who want to show they will able to bring home fiscal support 

for their districts.  Other policy news: 

• The Treasury has opened an investigation on whether or not Vietnam is manipulating its 

currency. 

• The U.S. is preparing an antitrust suit against Google (GOOGL, USD 1455.60). 

Belarus:  The EU has sanctioned 40 members of the government, but, interestingly enough, not 

Lukashenko.  Belarus has withdrawn foreign media accreditation, meaning foreign journalists 

will be forced to leave the country.   
 

Brexit:  Although Chancellor Merkel remains optimistic, the broader EU is concluding that the 

likelihood of a hard Brexit is high.  A no-deal Brexit would, no doubt, be disruptive, affecting 

the trade in medical goods, causing border snags, and raising uncertainty.   
 

Nagorno-Karabakh:  Fighting continued over the weekend between Azerbaijan and Armenia.  

Turkey has aligned with the former, and Armenia is in a difficult position given that Azerbaijan 

has a much better funded military due to its oil industry.  Turkey’s F-16s reportedly attacked 

Armenian positions.  Armenian artillery attacked the Azerbaijan city of Ganja over the weekend; 

the city is the nation’s second largest.  In previous flare-ups, Russia has eventually intervened 

and restored a cold peace.  However, Russia, dealing with the economic blowback of the 

pandemic and weak oil prices, appears less willing to race in this time.  And, the U.S. is 

obviously distracted.  Thus, Turkey may view this situation as an opportunity.  There is the 

potential for a disruption of oil supplies from the Baku region, but given global oversupply we 

doubt it would have a lasting bullish impact on prices. 
 

China:  Fifty senators have sent a letter to USTR Lighthizer urging him to make a trade deal 

with Taiwan.  We doubt the USTR will be likely to do this as making such an arrangement 

would end any future negotiations with Beijing.  However, the letter does highlight the fact that 

Congress is becoming increasingly anti-China.  China has developed a dominant market position 

in various key metals; as relations deteriorate, the West will need to develop these resources 

itself.  China can easily manipulate prices of these metals, making private investment too risky.  

Thus, the government is stepping in to provide support.  China’s largest chipmaker, 

Semiconductor Manufacturing International Corp (USD SMICY 11.77), has been informed by 

U.S. suppliers that export restrictions may prevent them from selling goods to the company.   
 

Economic news:  Some states apparently overpaid laid-off workers.  They want their money 

back, and it is unlikely these recipients have the savings to pay the states back.  Congress may 

deliver relief at some point, but, given how slow the states were to meet the demands for 

unemployment insurance, the mere news of this situation could crimp spending.   
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https://www.auswaertiges-amt.de/de/newsroom/-/2401744?utm_source=POLITICO.EU&utm_campaign=629697ee53-EMAIL_CAMPAIGN_2020_10_05_05_00&utm_medium=email&utm_term=0_10959edeb5-629697ee53-190334489
https://www.politico.eu/article/uk-norway-fisheries-deal-demonstrates-london-remains-constructive-says-merkel/?utm_source=POLITICO.EU&utm_campaign=629697ee53-EMAIL_CAMPAIGN_2020_10_05_05_00&utm_medium=email&utm_term=0_10959edeb5-629697ee53-190334489
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• Due to delays in movie releases, Regal Entertainment (CNWGY, USD 2.20) is shutting 

down its theaters.   

• Eurozone services PMI data shows a definite softening, raising concerns that the recent 

rise in COVID-19 cases may be weakening the economy. 

 
       (Source: WSJ) 

 

COVID-19:  The number of reported cases is 35,231,182 with 1,037,914 deaths and 24,539,096 

recoveries.  In the U.S., there are 7,418,836 confirmed cases with 209,734 deaths and 2,911,699 

recoveries.  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.   
 

Virology:   

• Although we don’t expect statewide or national lockdowns to return, localized lockdowns 

remain likely.  A rise in cases is prompting NYC to consider localized restraints to slow 

infections.   

 

U.S. Economic Releases  

There were no domestic releases prior to the publication of this report. The table below lists the 

economic releases and Fed events scheduled for the rest of the day. 
 

https://www.wsj.com/articles/regal-cinemas-likely-suspending-operations-at-all-u-s-locations-11601793090?st=f0ejhyn27be9tah
https://www.wsj.com/articles/regal-cinemas-likely-suspending-operations-at-all-u-s-locations-11601793090?st=f0ejhyn27be9tah
https://www.nytimes.com/live/2020/10/05/world/covid-trump
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/96aa45e9-feb9-41e0-8744-040087539d91?emailId=5f7a8a889bbce800044e305b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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EDT Indicator Expected Prior Rating

10:00 Markit US Services PMI m/m Sep 54.6 54.6 **

10:00 Markit US Composite PMI m/m Sep 54.4 **

10:00 ISM Services Index m/m Sep 56.2 56.9 **

Speaker or event

10:45 Charles Evans Discusses the U.S. Economy and Monetary Policy President of the Federal Reserve Bank of Chicago

15:15 Raphael Bostic Speaks to Bankers on Racism

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of Atlanta  
 

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

Australia CBA Australia PMI Services m/m Sep 50.8 50.0 ** Equity bullish, bond bearish

CBA Australia PMI Composite m/m Sep 51.1 50.5 ** Equity bullish, bond bearish

Melbourne Institute Inflation m/m Sep 1.3% 1.3% ** Equity and bond neutral

AiG Perf of Construction Index m/m Sep 45.2 37.9 ** Equity bullish, bond bearish

NAB Business Conditions m/m Sep 0.0 -6.0 ** Equity and bond neutral

NAB Business Confidence m/m Sep -4.0 -8.0 ** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Sep -0.2% -0.9% ** Equity and bond neutral

Europe

Eurozone Markit Eurozone Services PMI m/m Sep 48.0 47.6 47.6 ** Equity bullish, bond bearish

Markit Eurozone Composite PMI m/m Sep 50.4 50.1 50.1 ** Equity bullish, bond bearish

Sentix Investor Confidence m/m Oct -8.3 -8.0 -9.3 ** Equity and bond neutral

Retail Sales m/m Aug 3.7% 0.4% 2.2% ** Equity bullish, bond bearish

France Markit France Services PMI m/m Sep 47.5 47.5 47.5 ** Equity and bond neutral

Markit France Composite PMI m/m Sep 48.5 48.5 48.5 ** Equity and bond neutral

Germany Markit Germany Services PMI m/m Sep 50.6 49.1 49.1 ** Equity bullish, bond bearish

Markit/BME Germany Composite PMI m/m Sep 54.7 53.7 53.7 ** Equity bullish, bond bearish

Italy Markit Italy Services PMI m/m Sep 48.8 47.1 46.6 ** Equity bullish, bond bearish

Markit Italy Composite PMI m/m Sep 50.4 49.5 49.2 ** Equity bullish, bond bearish

UK Official Reserves Changes m/m Sep -$81m $533m * Equity and bond neutral

New Car Registrations y/y Sep -4.4% -5.8% * Equity and bond neutral

Markit/CIPS UK Services PMI m/m Sep 56.1 55.1 55.1 ** Equity bullish, bond bearish

Markit/CIPS UK Composite PMI m/m Sep 56.6 55.7 55.7 ** Equity bullish, bond bearish

Russia Markit Russia Services PMI m/m Sep 53.7 58.2 56.0 ** Equity bearish, bond bullish

Markit Russia Composite PMI m/m Sep 53.7 57.3 ** Equity bearish, bond bullish

AMERICAS

Mexico Leading Indicators m/m Aug 0.20 0.11 ** Equity bullish, bond bearish

Vehicle Domestic Sales m/m Sep 77784 77092 ** Equity and bond neutral

Brazil Industrial Production m/m Aug 3.2% 8.0% 3.8% ** 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) 23 23 0 Down

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

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 0.71 0.70 0.01 Neutral

Euribor/OIS spread (bps) -51 -50 -1 Neutral

EUR/USD 3-mo swap (bps) 11 11 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Down Up

pound Up 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. 
 

Price Prior Change Explanation

Brent $39.76 $39.27 1.25% Market Optimism

WTI $37.61 $37.05 1.51%

Natural Gas $2.56 $2.44 5.05%

Crack Spread $9.93 $9.50 4.59%

12-mo strip crack $10.63 $10.47 1.52%

Ethanol rack $1.52 $1.53 -0.26%

Gold $1,908.28 $1,906.01 0.12%

Silver $23.88 $23.79 0.37%

Copper contract $286.25 $286.55 -0.10%

Corn contract 378.50$       382.75$       -1.11%

Wheat contract 564.25$       570.25$       -1.05%

Soybeans contract 1,014.00$    1,023.50$   -0.93%

Baltic Dry Freight 1869 1725 144

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with cooler temperatures in the eastern half. Wet conditions are expected in the North Pacific and 

South Atlantic regions.  There are two cyclone formations located near the Yucatan Peninsula 

and Jamaica.  The former has strengthened into Tropical Storm Gamma, while the latter has 

developed into a Tropical Depression. 
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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. 
 

October 2, 2020 
 

The death of Ruth Bader Ginsburg was yet another political shock for 2020 in a year rife with 

unusual events.  The year began with the first official case of COVID-19 in Washington State on 

January 20.  The pandemic and subsequent measures to contain the virus have led to 

unprecedented levels of economic volatility.  President Trump was acquitted of impeachment on 

February 5.  Relations with China have deteriorated.   

 

As we head into the election, investors’ fears are high.  For example, retail money market funds 

(RMMK) remain elevated, though off their earlier peaks. 
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Our political cycle monitor suggests that a Biden win could result in a decline in equities into 

October. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Sources:  Bloomberg, CIM  
 

Barring an unexpected landslide, it is quite possible that this election could be disputed.  The last 

time this occurred, in 2000, the election wasn’t decided until December 12, when the Supreme 

Court effectively ended the recount.  George Bush won a narrow victory in Florida and in the 

Electoral College (271/266).  The financial markets were affected by the outcome; in the period 

from the election on November 7 until the Supreme Court decision, the S&P 500 range from high 

(made on November 8) to low (made on December 1) was 9.9%.  A decline of this magnitude 

would probably not be enough to warrant substantial portfolio adjustments.  

 

Voter attitudes were not nearly as hardened then as they are now.  A Pew survey suggested that 

45% of voters thought that the winner really mattered, while 49% believed “things would remain 

about the same.”  Currently, 83% of voters think it really matters who wins and only 16% 

believe that “things would remain about the same.”  The Pew survey suggests that this election is 

being viewed as zero-sum; losing is perceived as devastating, so both sides are primed to contest 

a close election. 

 

Although equity markets have performed quite well from their March lows, the recent weakness 

does appear to be starting the process of discounting a Biden victory.  Although we would not 

necessarily expect a decline to the 90% level implied on the above chart,1 a period of weakness 

in the next few weeks is likely. 

 

Is there a precedent for the current election?  The best analog is the 1876 election, which was 

won by Rutherford B. Hayes in the electoral college by a single vote, 185-184 over Samuel J. 

Tilden.  And, that result only occurred weeks after the November ballot.  Hayes was given the 

presidency in return for ending Reconstruction.  An analysis of this election will be the subject of 

an upcoming WGR, but the following chart offers some idea of the impact of an uncertain 

election outcome when it is perceived as zero-sum. 

 

 
1 To quote Ned Davis, a famous market analyst, cycle analysis shown above should be used more for direction and 
less for level.   

https://www.pewresearch.org/politics/2004/07/08/voters-more-engaged-but-campaign-gets-lukewarm-ratings/
https://www.pewresearch.org/politics/2004/07/08/voters-more-engaged-but-campaign-gets-lukewarm-ratings/
https://www.pewresearch.org/politics/2020/08/13/views-of-the-2020-campaign-and-voting-in-november/
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From March 1876 to March 1877 (when Hayes was inaugurated), the index, on a monthly 

average basis, fell 29.7%.  Although the recovery from the lows was robust, the March 1876 

level was not exceeded until October 1879.  As we will discuss in the upcoming WGR, the 1876 

election occurred during the long depression that began with the Panic of 1873, which was 

considered the worst economic downturn until the Great Depression.  Thus, the disputed election 

cannot be blamed for the entire decline, but it likely contributed.  Increased tensions in the 

November election is a factor the Asset Allocation Committee will grapple with in the upcoming 

portfolio rebalance. 

   
 

 

 

 

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 10/2/2020 close) 

 

-100.0% -50.0% 0.0% 50.0%

Energy
Financials

Real Estate
Utilities

Industrials
Healthcare

Consumer Staples
Materials
S&P 500

Communication Services
Consumer Discretionary

Technology

YTD Total Return

  
-3.0% -2.0% -1.0% 0.0% 1.0% 2.0%

Technology

Communication Services

S&P 500

Healthcare

Consumer Staples

Consumer Discretionary

Financials

Materials

Energy

Industrials

Utilities

Real Estate

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 10/2/2020 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 

 

October 1, 2020 
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Based on our methodology,2 the current P/E is 28.1x, down 0.1x from last week.  Falling index 

values and higher earnings led to the decline. 

 

 
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. 

 
2 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 (Q4, Q1 and Q2) and one estimate (Q3). 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. 


