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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 7, 2020—9:30 AM EDT] Global equity markets are higher this morning. The 

EuroStoxx 50 is down 0.2% from its last close. In Asia, the MSCI Asia Apex 50 closed up 0.9%. 

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

open.  

 

Our Daily Comment today opens with a discussion of the latest coronavirus news.  We haven’t 

led off with pandemic news very often in recent months, given that authorities and scientists are 

gradually getting their hands around the crisis.  Today, however, we decided to go back to a 

coronavirus lead off because of the way President Trump’s statements on pandemic relief are 

having such a significant impact on the financial markets.  We also include a few words on 

tonight’s vice presidential debate in the U.S. and other news from overseas. 

 

COVID-19:  Official data show confirmed cases have risen to 35,865,117 worldwide, with 

1,050,821 deaths and 25,005,316 recoveries.  In the United States, confirmed cases rose to 

7,502,004, with 210,918 deaths and 2,952,390 recoveries.  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 43,500 yesterday, putting the daily 

tally above 40,000 for the first time in three days.  That boosted the seven-day moving 

average of new infections to 43,981, higher than the 14-day moving average of 42,470.  

The seven-day moving average of deaths was steady at approximately 700. 

• The White House itself and the broader Trump administration remain a hotbed of new 

infections, with senior presidential advisor Stephen Miller becoming the latest high-

profile official to test positive for the disease and enter into quarantine. 

o Press Secretary Kayleigh McEnany and at least three of her deputies have also 

tested positive, as have a series of others close to the president, including Trump 

campaign manager Bill Stepien, aide Hope Hicks, former New Jersey Governor 

Christie, former adviser Kellyanne Conway, and director of Oval Office 

operations Nick Luna. 

o Several of the nation’s top uniformed military officers went into quarantine 

Monday night after attending meetings at the Pentagon with a Coast Guard 

admiral who tested positive this week for COVID-19.  In addition, a military aide 
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to the president who is responsible for carrying the nuclear launch codes also 

tested positive and had to go into quarantine. 

o As we noted yesterday, the outbreak of infections within the administration will 

likely be an additional drag on the president’s reelection prospects, since it 

highlights what some people see as the administration’s relaxed attitude toward 

the virus, and it plays into Democratic challenger Joe Biden’s accusation that the 

president has mismanaged the pandemic. 

• Health and Human Services Secretary Azar and top Trump health adviser Scott Atlas met 

on Monday with several scientists backing a theory that the U.S. can quickly and safely 

achieve widespread immunity to the coronavirus by allowing it to spread unfettered 

among healthy people.  The controversial recommendation is not widely shared among 

infectious disease practitioners, who fear it would result in large numbers of unnecessary 

deaths and other complications. 

• Against expectations, the White House cast aside its objections and endorsed the FDA’s 

strict guidelines for assessing whether a coronavirus vaccine should be given to the 

public, making it likely that a shot won’t be cleared until after the election.  The FDA 

formally issued the guidelines late Tuesday afternoon. 

• GlaxoSmithKline (GSK, 36.81) and Vir Biotechnology (VIR, 41.50) said they are 

advancing their coronavirus drug into a final-stage clinical trial of COVID-19 patients at 

high risk of being hospitalized, in the latest sign of progress for the promising antibody 

class of treatments. 

o The companies expect to have initial study data by the end of this year and 

complete results by the first quarter of 2021.  If the drug shows a benefit, it could 

be authorized for early use in the first half of 2021. 

o In an interview with the Wall Street Journal, billionaire philanthropist Bill Gates 

said the antibody drugs that are in testing and administered to President Trump 

could significantly reduce the death rate from COVID-19 once they are approved 

by regulators and more widely available. 
 

Economic Impacts 

• Although there has already been some discussion of how the U.S. labor market data is 

distorted in the midst of the pandemic, economists are starting to gather evidence that the 

distortions actually are common worldwide.  For example, one economist at the OECD 

estimates there are as many as 30 million discouraged workers worldwide who have 

dropped out of the labor force, and therefore, they aren’t counted as unemployed. 

• Even though high unemployment will likely be a drag on further economic recovery, 

many companies in the U.S. and Europe are buying back bonds to reduce the cash piles 

they built up earlier this year, signaling expectations for more stable economic times 

ahead. 
 

U.S. Policy Responses 

• In testimony before Congress yesterday, Federal Reserve Chair Powell warned that since 

the economic recovery from the pandemic is still incomplete, failure to provide additional 
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https://www.politico.com/news/2020/10/06/trump-herd-immunity-scientists-426911?utm_source=POLITICO.EU&utm_campaign=02fe50365f-EMAIL_CAMPAIGN_2020_10_07_06_05&utm_medium=email&utm_term=0_10959edeb5-02fe50365f-190480045
https://www.politico.com/news/2020/10/06/trump-herd-immunity-scientists-426911?utm_source=POLITICO.EU&utm_campaign=02fe50365f-EMAIL_CAMPAIGN_2020_10_07_06_05&utm_medium=email&utm_term=0_10959edeb5-02fe50365f-190480045
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fiscal support to affected households and businesses could result in potentially “tragic” 

consequences. 

o In Powell’s view, any loss in economic momentum now could scare households 

and businesses into cutting their spending, potentially setting off a downward 

economic spiral. 

o In contrast, he argued that with so much remaining slack in the economy, there is 

little risk of providing excessively generous relief. 

• Despite Powell’s continuing calls for more fiscal support and recent negotiating progress 

between Treasury Secretary Mnuchin and House Speaker Pelosi, President Trump called 

off any further talks on a new pandemic relief package at least until after the election, 

citing Democratic hopes to provide financial relief to state and local governments.  Later 

in the evening, however, he reversed course and signaled he would sign off on another 

round of stimulus spending if it included direct checks to individual taxpayers (to be sent 

out immediately), aid to airlines, and additional assistance to small businesses. 

o The initial initiative to end the talks was puzzling, even to many Republicans, 

especially those who saw a new relief package as essential to helping Republican 

senators facing tight races in the November election.  Foreclosing any chance of 

new stimulus would put the Republicans in even greater risk of losing control of 

the Senate.  Trump’s reversal is probably tied to the party’s realization that they 

can’t be seen as responsible for shutting off new fiscal measures.  Trump’s 

insistence that any new stimulus checks would be sent immediately, presumably 

before the election, is a clear sign that the back-and-forth is closely tied to 

electoral calculations. 

o At one level, Trump’s initial decision to end the talks underscores just how much 

he has decided to come out swinging after his hospitalization for COVID-19.  

Since returning to the White House on Monday evening, the president has made 

several other equally provocative moves aimed at energizing his base, including 

forcefully downplaying the risks from the virus and requiring companies to pay 

much higher wages to highly-skilled foreign workers brought into the country on 

H-1B visas.  At another level, since the latest polling points to Trump losing 

considerable support after his combative approach to the first presidential debate 

and his infection with the coronavirus, it’s also possible Trump may be expecting 

to lose the election and, prior to his reversal, was hoping to deny the Democrats 

any policy wins simply out of spite. 

o In any case, the chaotic, contradictory statements should make it clear that the 

financial markets may have gotten ahead of themselves by looking past the risk of 

a disputed election and looking ahead to more fiscal stimulus.  The situation is a 

reminder that the political environment will probably remain quite volatile over 

the coming weeks. 
 

Foreign Policy Responses 

• As infections rebound in Sweden, approaching levels last seen during the spring, the 

government is again relying mostly on voluntary measures to battle the pandemic.  Its 

https://www.wsj.com/articles/feds-powell-says-u-s-faces-tragic-risks-from-doing-too-little-to-support-economy-11601995201
https://www.wsj.com/articles/feds-powell-says-u-s-faces-tragic-risks-from-doing-too-little-to-support-economy-11601995201
https://www.wsj.com/articles/trump-tells-negotiators-to-stop-covid-relief-talks-until-after-the-election-11602011258?mod=hp_lead_pos1
https://www.wsj.com/articles/trump-tells-negotiators-to-stop-covid-relief-talks-until-after-the-election-11602011258?mod=hp_lead_pos1
https://www.ft.com/content/9f130c9c-fb1e-4d05-8864-1c8ac08c54bb
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https://www.wsj.com/articles/trump-administration-announces-overhaul-of-h-1b-visa-program-11602017434?mod=politics_lead_pos4
https://www.wsj.com/articles/trump-administration-announces-overhaul-of-h-1b-visa-program-11602017434?mod=politics_lead_pos4
https://www.wsj.com/articles/trump-administration-announces-overhaul-of-h-1b-visa-program-11602017434?mod=politics_lead_pos4
https://www.wsj.com/articles/sweden-tries-to-isolate-covid-19-cases-without-a-lockdown-as-infections-surge-11602004646
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latest measures, in force for less than a week, merely recommend that all members of a 

household should isolate for a week if one of them becomes infected.  Those unable to 

work from home will be eligible for sick pay.  Anyone experiencing cold-like symptoms, 

such as a sore throat, is encouraged to stay at home and get tested for COVID-19. 

 

U.S. Election:  Vice President Mike Pence and Senator Kamala Harris, the Democratic vice 

presidential nominee, will face off in their first and only debate tonight amid President Trump’s 

ongoing bout with COVID-19, which is likely to keep the coronavirus pandemic in focus during 

the matchup.  Check out this article for a review of some of the other key themes likely to be 

dealt with in the debate. 

 

U.S. Technology Industry:  The House Judiciary Committee’s subcommittee on anti-trust law 

issued its long-awaited report on anti-competitive practices in the technology industry, including 

recommendations that major firms like Facebook (FB, 258.66) and Amazon (AMZN, 3099.96) 

be forced to dramatically restructure their businesses.  For example, the report suggests forcing 

companies to restructure so they cannot use their dominance in one area to harm rivals in 

another.  Business lines should be split apart and kept under separate management, if not sold 

off.  The report also calls for regulators to presume that any proposed acquisition by a dominant 

company are anti-competitive unless proven not to be.  Even though it’s not clear that the 

recommended measures would be passed by Congress, the report highlights the growing 

regulatory risk to the major technology stocks that have been performing so strongly this year. 

 

Saudi Arabia:  In a sign that Saudi Arabia is edging closer to recognizing Israel and breaking 

with the Palestinians, Prince Bandar bin Sultan bin Abdulaziz issued a blistering attack on the 

Palestinian leadership for criticizing the Gulf states that have already recognized Israel.  It is 

assumed that a prince of Bandar’s status (a former Saudi ambassador to the U.S. and chief of 

Saudi intelligence) would not make such a statement on Al Arabiya television unless it was 

sanctioned by the royal court. 

 

U.S. Economic Releases  

For the week ending October 2, mortgage applications rose 4.6% from the prior week.  Purchase 

applications fell 1.5% from the previous week, while refinancing applications rose 8.2%.  The 

30-year fixed-rate mortgage fell from 3.05% to 3.01%, a new all-time low. 

 

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

EDT Indicator Expected Prior Rating

15:00 Consumer Credit m/m Aug $14.000b $12.250b **

Speaker or event

14:00 FOMC Rate Decision

14:00 John Williams Moderates Discussion Henry Kissinger Discussion President of the Federal Reserve Bank of New York

14:40 Neel Kashkari, Raphael Bostic, Eric Rosengren to Speak on Racism President of Federal Reserve Bank of Minneapolis

15:00 John Williams Speaks on Flexible Average Inflation Targeting President of the Federal Reserve Bank of New York

16:30 Charles Evans Discusses the U.S. Economy and Monetary Policy President of the Federal Reserve Bank of Chicago

Economic Releases

District or position

Federal Reserve Board

Fed Speakers or Events

 
 

 

https://www.wsj.com/articles/the-debate-between-mike-pence-and-kamala-harris-what-time-to-watch-and-key-issues-11601987031
https://www.ft.com/content/3a972add-cbfe-4f48-a215-c1fddcd75c1b
https://www.nytimes.com/interactive/2020/10/06/technology/house-antitrust-report-big-tech.html
https://www.ft.com/content/53e967b0-4d5f-4b8d-9969-310d627d9742
https://www.ft.com/content/146c4f9b-5415-4bd2-9e28-6d43c853c6f7
https://www.ft.com/content/146c4f9b-5415-4bd2-9e28-6d43c853c6f7
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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 Foreign Reserves m/m Sep $3.146b $3.165b $3.157b * Equity bullish, bond bearish

Japan Leading Index CI m/m Aug 88.8 86.7 89.0 *** Equity and bond neutral

Coincident Index m/m Aug 79.4 78.3 79.4 ** Equity and bond neutral

Europe

Germany Industrial Production SA m/m Aug -0.2% 1.2% 1.5% *** Equity bearish, bond bullish

France Trade Balance m/m Aug -7708m -6994m ** Equity bearish, bond bullish

Current Account Balance m/m Aug -4.7b -6.2b ** Equity and bond neutral

Italy Retail Sales y/y Aug 8.2% -2.2% 3.8% *** Equity bullish, bond bearish

UK House Prices Index y/y Jul 2.3% 3.4% 3.6% ** Equity bearish, bond bullish

Unit Labor Costs y/y 2Q 27.4% 6.2% ** Equity bearish, bond bullish

Switzerland Foreign Currency Reserves m/m Sep 873.5b 848.3b * Equity and bond neutral

Russia Wellbeing Fund m/m Sep $172.3b $177.6b * Equity bullish, bond bearish

AMERICAS

Mexico Gross Fixed Investment m/m Jul -21.2% -24.1% -22.4% ** Equity bullish, bond bearish

International Reserves Weekly w/w 2-Oct $193.999b $193.883b ** Equity and bond neutral

Canada International Merchandise Trade m/m Aug -2.45b -2.45b -2.05b * 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. 

 
Today Prior Change Trend

3-mo Libor yield (bps) 22 23 -1 Down

3-mo T-bill yield (bps) 8 9 -1 Neutral

TED spread (bps) 14 14 0 Up

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

10-yr T-note (%) 0.77 0.74 0.03 Neutral

Euribor/OIS spread (bps) -51 -51 0 Neutral

EUR/USD 3-mo swap (bps) 9 9 0 Down

Currencies Direction

dollar Up Down

euro Up Up

yen Down Up

pound Down Down

franc Flat Up   
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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 $41.93 $42.65 -1.69% Market Pessimism

WTI $39.79 $40.67 -2.16%

Natural Gas $2.52 $2.52 0.12%

Crack Spread $10.27 $10.51 -2.26%

12-mo strip crack $10.80 $11.01 -1.92%

Ethanol rack $1.53 $1.53 0.08%

Gold $1,888.67 $1,878.18 0.56%

Silver $23.59 $23.07 2.28%

Copper contract $297.35 $296.35 0.34%

Corn contract 387.25$       385.00$       0.58%

Wheat contract 593.00$       592.75$       0.04%

Soybeans contract 1,044.00$    1,044.00$   0.00%

Baltic Dry Freight 2097 2071 26

Actual Expected Difference

Crude (mb) -1.2

Gasoline (mb) -0.5

Distillates (mb) -1.1

Refinery run rates (%) 0.05%

Natural gas (bcf) 73.0

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 in the central states.  Wet conditions are expected for most of the 

country, with dry conditions in the southwestern region.  Hurricane Delta is currently moving 

along the Yucatan coast. 
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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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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 10/6/2020 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 10/6/2020 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. 


