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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 12, 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 

1.5%. Chinese markets were higher, with the Shanghai Composite up 2.6% and the Shenzhen 

Composite up 3.3%.  U.S. equity index futures are signaling a higher open.  

 

Good morning.  It’s Columbus Day, so commercial bank operations are partially closed.  There 

is no official market for Treasuries today, although you can still trade Treasury futures. Equity 

markets are working higher this morning.  Judge Barrett’s confirmation process begins this 

morning and will dominate the media.  We start today with China news; the Golden Week 

holiday is over, and China is heading back to work.  EU policy toward American tech firms 

comes next.  In U.S. policy news, current talks are at an impasse.  Our ongoing coverage of the 

pandemic follows.  In global news, we recap the North Korean military parade, the 10th week of 

protests in Belarus, and the IMF/World Bank meetings that are starting in Washington. Here are 

the details:   

 

BREAKING:  The BOE is discussing the potential impact of negative policy rates on the 

banking system.  No details are available, but the news adds to evidence that the U.K. central 

bank is considering negative policy rates.   

 

China news:  One of the important insights during Golden Week was that internal travel 

returned.  Domestic flights rose 13% from last year, further evidence of China’s economic 

recovery from the pandemic.   

• Although it is clear that relations between the U.S. and China are cooling rapidly, 

apparently the financial industry hasn’t taken notice.  During the Trump administration, 

102 Chinese companies have listed on U.S. exchanges compared to 105 during the last 

administration’s two terms.  Some of this growth may be tied to fears that this avenue of 

financing is closing, and Chinese firms want to tap U.S. markets while they still can.   

• Last week we noted that the CNY had been appreciating.  Right on schedule, the PBOC 

has eased financing costs to short the currency in an attempt to slow the currency’s rise.   

• Pew has issued a survey showing that there has been a sharp rise in unfavorable views 

toward China. 

 

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/global-stock-markets-dow-update-10-12-2020-11602495564?st=q5nvjepbmnw2hfc
https://www.wsj.com/articles/global-stock-markets-dow-update-10-12-2020-11602495564?st=q5nvjepbmnw2hfc
https://www.scmp.com/business/china-business/article/3104848/travellers-return-sky-chinas-covid-19-outbreak-comes-under?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3104848
https://www.ft.com/content/71a073e4-7a75-4350-9e46-b167b0536e56
https://www.ft.com/content/71a073e4-7a75-4350-9e46-b167b0536e56
https://www.ft.com/content/1acd60ed-f549-430e-822c-8155baf125a8?emailId=5f83c1034677ff000427f3d7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1acd60ed-f549-430e-822c-8155baf125a8?emailId=5f83c1034677ff000427f3d7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.scmp.com/news/china/article/3104603/chinese-firms-flood-us-markets-capital-ahead-moves-tighten-regulations?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3104603
https://www.scmp.com/news/china/article/3104603/chinese-firms-flood-us-markets-capital-ahead-moves-tighten-regulations?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3104603
https://www.wsj.com/articles/china-taps-the-brakes-on-a-yuan-rally-11602493380?st=3gqyk5almxo14le
https://www.wsj.com/articles/china-taps-the-brakes-on-a-yuan-rally-11602493380?st=3gqyk5almxo14le
https://www.pewresearch.org/global/2020/10/06/unfavorable-views-of-china-reach-historic-highs-in-many-countries/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.pewresearch.org/global/2020/10/06/unfavorable-views-of-china-reach-historic-highs-in-many-countries/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
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This clear rise in negative views is seen in attitudes toward Xi Jinping. 
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Coupled with falling U.S. ratings, the trend toward a leaderless world does seem to be 

accelerating. 

• National Security Advisor O’Brien, in a speech at UNLV, warned China that a military 

takeover of Taiwan would be difficult and maintained the U.S. policy of strategic 

ambiguity regarding the possible U.S. reaction to military action against the island.  The 

policy of ambiguity is designed to keep both sides unsure of what the U.S. would do; by 

not being explicit, it keeps Taipei from acting boldly, assuming U.S. support, and keeps 

Beijing from believing it can act with impunity against Taiwan.   

Technology:  The EU is planning tougher regulation against large tech firms that are mostly 

based in the U.S.  The goal of the EU is to curb the power of these firms.  Although U.S. 

regulators are moving against some tech firms on antitrust grounds, we would not expect the 

U.S. to look favorably on Europe’s attempts to regulate these firms.  And, in what looks like a 

PR mistake, Silicon Valley firms are said to be cutting salaries of workers who decamp to lower-

cost areas to work.   

 

U.S. Policy:  Although talks continue, Congress and the White House remain at an impasse on 

fiscal stimulus.  We suspect that nothing will be done before the election.  Although the 

economic data does support the idea that the recession is over, there is a growing risk that the 

recovery will be sluggish.  That outcome isn’t necessarily bad for financial markets as it extends 

the length of monetary policy accommodation.  However, the economic and political fallout 

could be negative.   

 

COVID-19:  The number of reported cases is 37,575,402 with 1,077,629 deaths and 26,109,425 

recoveries.  In the U.S., there are 7,763,457 confirmed cases with 212,789 deaths and 3,075,077 

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:   

• Europe is rapidly losing control over the virus, and governments are trying to reimpose 

controls.  However, a degree of pandemic fatigue has set in, and compliance has been 

spotty.  The resurgence is likely tied to cooler weather, which is leading to people 

moving back inside, increasing the likelihood of infections. 

• Europe isn’t the only place to see a faster pace of infections.  India is also dealing with a 

rapid spread.   

• As we have been reporting recently, New York is facing areas where the virus spread is 

accelerating.  So far, the outbreaks have been localized, but there is fear of a new and 

wider surge in cases.  Across the U.S., cases have been rising.   

• Vaccines carry some degree of risk.  Although they are generally safe for most people, 

there have been incidents of error that have harmed recipients.  Because of this risk, the 

U.S. government has a program designed to compensate victims who have been harmed 

by a vaccine.  However, for COVID-19, the U.S. is planning to use a program that is less 

https://www.pewresearch.org/global/2020/09/15/us-image-plummets-internationally-as-most-say-country-has-handled-coronavirus-badly/
https://www.reuters.com/article/us-usa-china-taiwan/u-s-warns-china-against-taiwan-attack-stresses-u-s-ambiguity-idUSKBN26T01W
https://www.reuters.com/article/us-usa-china-taiwan/u-s-warns-china-against-taiwan-attack-stresses-u-s-ambiguity-idUSKBN26T01W
https://www.ft.com/content/c8c5d5dc-cb99-4b1f-a8dd-5957b57a7783?emailId=5f83c1034677ff000427f3d7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/justice-ready-to-charge-google-with-monopoly-search-practices-c533707a-8132-460f-85c5-6c7ffeaa1e46.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/justice-ready-to-charge-google-with-monopoly-search-practices-c533707a-8132-460f-85c5-6c7ffeaa1e46.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/silicon-valley-pay-cuts-ignite-tech-industry-covid-19-tensions-11602435601?st=zbwaozkg03og1yz
https://www.wsj.com/articles/silicon-valley-pay-cuts-ignite-tech-industry-covid-19-tensions-11602435601?st=zbwaozkg03og1yz
https://www.wsj.com/articles/house-speaker-pelosi-says-coronavirus-aid-talks-remain-at-impasse-11602428344?st=liv9cvhr9fiohfc
https://www.wsj.com/articles/house-speaker-pelosi-says-coronavirus-aid-talks-remain-at-impasse-11602428344?st=liv9cvhr9fiohfc
https://www.ft.com/content/8516bffe-326d-32d7-a433-3f94c330b136?emailId=5f83c1034677ff000427f3d7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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.nytimes.com/live/2020/10/11/world/covid-coronavirus/across-much-of-europe-the-virus-is-running-wild-again
https://www.nytimes.com/live/2020/10/11/world/covid-coronavirus/the-world-recorded-more-than-1-million-new-cases-in-the-last-three-days-and-indias-total-infections-passed-7-million
https://www.nytimes.com/live/2020/10/11/world/covid-coronavirus/the-world-recorded-more-than-1-million-new-cases-in-the-last-three-days-and-indias-total-infections-passed-7-million
https://www.wsj.com/articles/covid-19-cases-keep-rising-in-some-new-york-hot-spots-11602448403?st=bau0ngj3iz8xqk6
https://www.wsj.com/articles/covid-19-cases-keep-rising-in-some-new-york-hot-spots-11602448403?st=bau0ngj3iz8xqk6
https://www.wsj.com/articles/coronavirus-latest-updates-10-12-2020-11602490280?st=0zgjxl9uf18mdgd
https://www.wsj.com/articles/people-harmed-by-coronavirus-vaccines-will-have-little-recourse-11602432000?st=emxrbbndsgm11n6
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generous to those harmed.  We will be watching to see if this decision has any negative 

impact on acceptance. 

• The debate over opening elementary and secondary schools has been heated.  Many 

parents would like to see schools reopen; managing home learning is difficult for parents 

who have outside jobs.  At the same time, teachers fear they will be at risk from their 

students.  As some schools reopen, we are seeing the data come in and the indications are 

that these schools are not all that risky.  In other words, the data suggest schools should 

reopen. 

Restaurants and economics:  The National Restaurant Association reports that 100,000 outlets 

have closed over the past six months due to the pandemic.  That is about 17% of the total for the 

nation.  Some of these closures are temporary, but for many the closures will likely be 

permanent.  Another developing trend is that larger chains are better equipped to adapt to the 

pandemic.  They have access to capital to restructure their businesses and can conduct regional 

or national ad campaigns to highlight their adaptations.  Smaller restaurants often lack this 

capacity and are prone to failure.  Although there is great fear that the post COVID-19 world 

could be one where there are few independent outlets, in reality, the restaurant industry is one 

that is characterized by easy entrance and exit.  Therefore, the cost of starting a restaurant isn’t 

extreme, and the ability to close one, compared to a factory, is less onerous.  For that reason, we 

would expect a recovery once the pandemic passes.  That doesn’t mean there won’t be changes; 

the focus on takeout will still be elevated. 

 

World news:  Here is the recap of the weekend. 

• As we noted last week, North Korea was celebrating the 75th anniversary of the founding 

of the Workers’ Party and with that featured a military parade.  These are watched closely 

by analysts to monitor the Hermit Kingdom’s military progress.  The parade didn’t 

disappoint.  Two new missiles were unveiled, a Hwasong-16 and a Pukguksong-4.  The 

former is a massive “mobile” ICBM.  If operable, it would be the world’s largest.  It isn’t 

apparent why Pyongyang wants such a large missile.  The Hwasong-15 is more than 

capable of reaching the U.S. and is easier to launch.  The Hwasong-16 is so big that (a) it 

would be easy for the U.S. to track its movements, and (b) it would take so much time to 

set up that it would risk destruction before launch.  The Pukguksong-4 is a SLBM.  As 

with the Hwasong-16, it is larger and has greater range than those North Korea has in its 

current arsenal.  It should be noted that neither missile has been tested; in fact, it is 

possible they could be mock-ups.  The news is not friendly but not overly threatening.   

• The EU is calling on the U.S. to end tariffs on its commercial aircraft, warning it will 

escalate tariffs if it gets a favorable ruling from the WTO on October 15.  The U.S. won 

the right to retaliate against EU subsidies for its aircraft manufacturing.  The EU is 

seeking similar rights in its countersuit.   

• Although Russia was able to negotiate a ceasefire in the Armenia/Azerbaijan conflict, it 

doesn’t seem to be holding.  Russia is usually able to bring these tensions under control, 

but with Turkey’s overt support of Azerbaijan, it may take more aggressive action by 

Moscow to freeze this conflict.   

https://www.wsj.com/articles/people-harmed-by-coronavirus-vaccines-will-have-little-recourse-11602432000?st=emxrbbndsgm11n6
https://www.theatlantic.com/ideas/archive/2020/10/schools-arent-superspreaders/616669/?utm_source=share&utm_campaign=share
https://www.theatlantic.com/ideas/archive/2020/10/schools-arent-superspreaders/616669/?utm_source=share&utm_campaign=share
https://www.prnewswire.com/news-releases/100-000-restaurants-closed-six-months-into-pandemic-301130280.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.prnewswire.com/news-releases/100-000-restaurants-closed-six-months-into-pandemic-301130280.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/mcdonalds-chipotle-and-dominos-are-feasting-during-coronavirus-while-your-neighborhood-restaurant-fasts-11602302431?st=3njpz2wt0xu4b1a
https://www.wsj.com/articles/mcdonalds-chipotle-and-dominos-are-feasting-during-coronavirus-while-your-neighborhood-restaurant-fasts-11602302431?st=3njpz2wt0xu4b1a
https://www.ft.com/content/2a7b7ec0-1cd5-4b4a-bb03-0a0f5333ea37?emailId=5f83c1034677ff000427f3d7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.38north.org/2020/10/vdiepenmelleman101020/
https://www.38north.org/2020/10/vdiepenmelleman101020/
https://nyti.ms/3iGUxKU
https://nyti.ms/3iGUxKU
https://www.ft.com/content/c37a78f2-b58d-4830-8686-88f2a8085106?emailId=5f8438bd8e0010000482d8f5&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/c37a78f2-b58d-4830-8686-88f2a8085106?emailId=5f8438bd8e0010000482d8f5&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/armenia-azerbaijan-trade-accusations-of-shelling-despite-truce-11602427364?st=1ym0on20x2o2x53
https://www.wsj.com/articles/armenia-azerbaijan-trade-accusations-of-shelling-despite-truce-11602427364?st=1ym0on20x2o2x53
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• The IMF/World Bank meetings are occurring this week in Washington.  Emerging 

economies are using the event to press for additional debt relief.   

• A group of militias with ties to Iran have offered the U.S. a conditional ceasefire if the 

U.S. presents a timetable for leaving.  We doubt the U.S. will take up the offer; first, it 

makes the U.S. look weak to accept such terms, and second, it isn’t obvious if the group 

represents the majority of militias.  At the same time, U.S. troop levels are falling to a 

point where keeping them in Iraq is becoming a problem.  There are probably too few 

now to be a deterrent, but they remain attractive targets.   

• The Belarus protests continued this weekend. 

 

U.S. Economic Releases  

There were no economic releases scheduled prior to the publication of this report nor are there 

any releases or Fed events scheduled for 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

Japan PPI y/y Sep -0.8% -0.5% -0.5% ** Equity and bond neutral

Core Machine Orders m/m Aug 0.2% 6.3% -1.0% ** Equity bullish, bond bearish

Bank Lending Incl Trusts y/y Sep 6.4% 6.7% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y Sep 6.2% 6.7% ** Equity and bond neutral

Machine Tool Orders y/y Sep -15.0% -23.2% ** Equity and bond neutral

New Zealand Net Migration m/m Aug 1133 -26 ** Equity bullish, bond bearish

Europe

Germany Wholesale Price Index m/m Sep -1.8% 2.2% ** Equity bullish, bond bearish

AMERICAS

Mexico Nominal Wages y/y Sep 4.1% 4.3% *** Equity bullish, bond bearish

Canada Net Change in Employment m/m Sep 378.2k 245.8k 150.0k *** Equity and bond neutral

Unemployment Rate m/m Sep 9.0% 10.2% 9.8% ** Equity bullish, bond bearish

Hourly Wage Permanent Employees y/y Sep 5.4% 6.0% 5.6% ** Equity and bond neutral

Brazil IBGE Inflation y/y Sep 3.1% 2.4% 3.0% ** 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. 

 

https://www.ft.com/content/edb18d34-844b-43b5-a78a-fec73f1d0583?emailId=5f83c1034677ff000427f3d7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/edb18d34-844b-43b5-a78a-fec73f1d0583?emailId=5f83c1034677ff000427f3d7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/middle_east/iran-backed-militias-announce-conditional-cease-fire-against-us-in-iraq/2020/10/11/7a64f624-0bbd-11eb-b404-8d1e675ec701_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2c175a3%2F5f83d3e69d2fda0efb46c1b7%2F596b53f6ae7e8a44e7d597a3%2F60%2F93%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/middle_east/iran-backed-militias-announce-conditional-cease-fire-against-us-in-iraq/2020/10/11/7a64f624-0bbd-11eb-b404-8d1e675ec701_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2c175a3%2F5f83d3e69d2fda0efb46c1b7%2F596b53f6ae7e8a44e7d597a3%2F60%2F93%2F860efe1a8d0e17e362d76014014ee4c6
https://www.voanews.com/europe/dozens-arrested-10th-straight-sunday-belarus-protests?utm_source=POLITICO.EU&utm_campaign=0473bb760c-EMAIL_CAMPAIGN_2020_10_12_05_08&utm_medium=email&utm_term=0_10959edeb5-0473bb760c-190334489
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Today Prior Change Trend

3-mo Libor yield (bps) 22 22 0 Down

3-mo T-bill yield (bps) 9 10 -1 Neutral

TED spread (bps) 13 12 1 Up

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

10-yr T-note (%) 0.77 0.78 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 10 10 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Up Up

pound Flat 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 $42.28 $42.85 -1.33% Supply optimism

WTI $39.97 $40.60 -1.55%

Natural Gas $2.90 $2.74 5.87%

Crack Spread $9.71 $9.92 -2.09%

12-mo strip crack $10.58 $10.81 -2.21%

Ethanol rack $1.54 $1.54 0.38%

Gold $1,923.35 $1,930.40 -0.37%

Silver $25.11 $25.15 -0.16%

Copper contract $308.70 $308.25 0.15%

Corn contract 398.25$       395.00$       0.82%

Wheat contract 596.50$       593.75$       0.46%

Soybeans contract 1,068.50$    1,065.50$   0.28%

Baltic Dry Freight 1892 1970 -78

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with cooler temperatures in the western third.  Wet conditions are expected for most of the 

Rocky Mountain and New England regions.  There is some cyclone formation in the Atlantic, 

but it is not expected to develop into a tropical storm. 
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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 9, 2020 
 

Later this month, the European Union will begin auctioning off bonds to facilitate its economic 

recovery from the pandemic. In all, the EU plans to raise up to €850 billion over the next 5-7 

years, with €750 billion still awaiting approval from the European Parliament. If approved, as we 

expect, the funds will be backed by the full faith and credit of the European Union members and 

will come in two parts, the Support to mitigate Unemployment Risks in an Emergency (SURE) 

program and the Next Generation EU (NGEU) program. 

 

The latter will be aimed disproportionately at supporting the most vulnerable and indebted 

countries within the union such as Greece, Italy, Portugal, and Spain (GIPS). If successful, this 

program could provide these countries with a needed boost in consumption and income, 

something these countries have lacked since the start of the financial crisis. 

 

 
 

Over the past few years, the GIPS countries were forced to run an export-focused growth model 

to help repay loans from their respective bailout agreements. This reliance on exports allowed 

GIPS to boost their internal savings, which made these countries more solvent. However, despite 

the improvement in internal savings, the removal of labor protections, fiscal protections, and 

higher taxes in these countries led to deteriorating living conditions and strained public spending. 

As a result, prior to the pandemic most of these countries were, by design, growing slowly.  

 

In addition, by having an export-focused growth model, GIPS were sensitive to shocks to the 

global economy. When the pandemic hit, international travel and global trade collapsed. 

Lockdown and travel restrictions decimated tourism, which provides a significant source of 

revenue for these countries, and halted production of manufactured goods. Additionally, the drop 

in world growth has stunted the demand for global exports. Although the world economy has 

started to recover, it is unclear when global trade and travel will normalize.  

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://www.globalcapital.com/article/b1nlfphz9pjp1v/eu-delays-start-of-sure-borrowing-again-to-late-october
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With citizens unwilling to undergo additional austerity and GIPS lacking monetary 

independence, the recovery fund will likely ease some political angst, which has led to increasing 

populism in Europe. Even before the pandemic, GIPS were struggling to find ways to appease 

their citizens who have grown tired of constrained growth. In fact, it is possible that if the EU 

didn’t ease some of its restraints some of these countries would have withdrawn from the EU and 

the Eurozone. Fears of political unrest that could undermine the integrity of the EU led the richer 

northern European nations to agree to the bailout package. 

 

This new spending will allow these countries to boost investment in infrastructure projects, 

healthcare, and digital technology. Additionally, the fund has also set aside money to invest in 

green technology. Given the lack of consumption over the past few years due to the restrictions 

of deficit, these countries have been limited in their ability to invest in their respective 

economies. The €750 billion of funds, of which €390 billion will be used as grants, will likely 

provide a notable boost in GDP. 

 

The funds are expected to be disbursed in 2021 and in 2022. In the meantime, countries have 

access to the €100 billion SURE program to help support local businesses and provide 

unemployment benefits. That being said, assuming the money from the recovery fund is used 

wisely, we expect the stimulus could make European equities attractive as we believe that years 

of austerity have led to a lot of pent-up demand in the GIPS countries. As a result, consumer 

discretionary and real estate could be of some interest. 

   
 

 

 

 

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 10/9/2020 close) 

 

-50.0% 0.0% 50.0%

Energy
Financials

Real Estate
Industrials

Utilities
Consumer Staples

Healthcare
S&P 500

Materials
Communication Services
Consumer Discretionary

Technology

YTD Total Return

  
-2.0% -1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5% 2.0%

Energy

Real Estate

Utilities

Financials

Industrials

Communication Services

Materials

Consumer Staples

S&P 500

Healthcare

Consumer Discretionary

Technology

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 10/9/2020 close) 
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Mid Cap
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Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

October 8, 2020 
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Based on our methodology,1 the current P/E is 29.5x, up 1.4x from last week.  As we roll to Q4, 

the four-quarter sum is covering all of 2020, no longer including any of 2019.  Given the decline 

in earnings this year, the combination of falling earning and high equity values has led to a spike 

in the multiple.  It is not at all unusual for a multiple spike around recessions.  But, in Q1, when 

we roll off Q1 2020, we will see a sharp rise in the rolling four quarter earnings numbers, which 

will likely lead to a fall in 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. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (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. 


