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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 13, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  

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

0.1%. Chinese markets were mixed, with the Shanghai Composite relatively unchanged from the 

prior close and the Shenzhen Composite up 0.7%.  U.S. equity index futures are signaling a 

lower open.  

 

Our Daily Comment today provides more detail on the Bank of England’s possible future move 

to adopt negative interest rates, which we flagged yesterday before details were available.  We 

also review some good news on Chinese trade statistics, although that is balanced by a number of 

reports showing global tensions on the rise and resurging coronavirus infections in some places. 

 

United Kingdom:  We now have more detail on the Bank of England’s communication with 

bankers regarding their readiness for negative interest rates, which news outlets reported just as 

our Daily Comment was going to press yesterday morning.  In a letter to British bank chiefs, the 

BOE requested information on their “operational readiness and challenges with potential 

implementation, particularly in terms of technology capabilities,” if negative interest rates were 

adopted. 

• The letter said there is no guarantee that negative interest rates would be introduced.  

Indeed, BOE officials have long insisted they didn’t think negative rates were appropriate 

for the U.K., although they’ve softened their stance in recent months in response to the 

economic slowdown resulting from the coronavirus pandemic. 

• All the same, the inquiry is being taken as a sign that officials are weighing the merits of 

the policy despite bankers’ concerns that it would heap problems on a sector already 

weighed down by COVID-19 and Brexit. 

• While negative rates in the U.K. aren’t set in stone, increasing evidence that the BOE is 

seriously considering them is having an impact on financial markets.  Gilts with 

maturities out to five years already trade with a negative yield on expectations that a 

subzero policy rate could be in the offing.  As more and more signs point to future 

negative policy rates, British financials are likely to be put under increasing pressure. 

 

China:  September imports jumped to a record $203 billion, up a robust 13.2% year-over-year 

(see data tables below).  Exports, bolstered by strong sales of electrical devices and medical 

equipment, were up 9.9% on the year.  The figures illustrate how China’s quick recovery from 
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the coronavirus has the potential to help strengthen worldwide economic growth if it continues 

apace.  The news should therefore be bullish for risk assets, including commodities. 

 

China-Australia:  Despite the rise in Chinese imports, some countries or industries facing 

Beijing’s political ire may not be able to benefit.  The Australian government is investigating 

reports that the Chinese government has issued a verbal communication to state-owned energy 

firms and steel mills to immediately stop importing Australian coal — a potentially crushing 

blow to the country’s coal export industry.  China has already imposed sanctions on Australian 

barley, beef, and wine imports following a sharp deterioration in diplomatic relations linked to 

Canberra’s call for an inquiry into the origins of the COVID-19 pandemic in Wuhan. 

 

European Union-Russia:  The European Union agreed to impose targeted sanctions, including 

travel bans and asset freezes, against Russian officials and entities allegedly involved in the 

poisoning of Russian opposition leader Alexei Navalny. 

 

Nagorno-Karabakh:  Armenian and Azerbaijani forces continue to exchange fire in and around 

the breakaway Nagorno-Karabakh region, despite international calls for both sides to implement 

and stick to a Russian-brokered humanitarian ceasefire.  Both sides blame the other for violating 

the ceasefire.  The continued fighting has generated an outpouring of support from the large 

Armenian diaspora in the U.S.  Reality television star Kim Kardashian, who is of Armenian 

descent, announced that she has donated $1 million to the Armenia Fund, which seeks to provide 

humanitarian relief efforts such as food, shelter, and medical care for those affected by the 

conflict. 

 

Turkey-Greece:  The Turkish government said it will again send one of its seismic exploration 

ships, the Oruç Reis, to explore for oil and gas near Greece’s eastern-most islands.  This is an 

area recognized as Greek territorial waters under the Convention on the Law of the Sea.  The 

move, which is strongly protested by the Greek government, threatens to further exacerbate 

tensions as Turkey tries to become a player in the burgeoning natural gas fields of the eastern 

Mediterranean (for more detail on these tensions, see our Weekly Geopolitical Reports published 

on September 28 and October 5). 

 

Argentina:  Just two months after reaching a deal to restructure its $65 billion in foreign debt, 

the country appears to be on course for its seventh currency devaluation in the last 20 years.  

Argentine bond prices have dropped back to distressed levels, equity prices have collapsed, and 

the gap between the official and black-market exchange rates is widening.  Analysts and 

investors think that with just $1 billion in liquid reserves to hand, Argentina’s central bank will 

be forced to tighten restrictions on imports and reset the peso at a new, much weaker value.  

 

U.S. Supreme Court:  The Senate Judiciary Committee opened its Supreme Court confirmation 

hearing for Judge Amy Coney Barrett, but most of the action on the first day consisted of 

relatively predictable opening statements by Republicans, Democrats, and the nominee herself. 

 

U.S. Elections:  As investors internalize the possibility that the Democrats could win control of 

the House, the Senate, and the Presidency next month, making passage of a massive new fiscal 

stimulus package likely, yields on U.S. Treasury obligations continue to trend higher.  If yields 

https://www.ft.com/content/b875dc92-2b58-4414-9fb1-d03b3d2b3888
https://www.ft.com/content/b875dc92-2b58-4414-9fb1-d03b3d2b3888
https://www.ft.com/content/b875dc92-2b58-4414-9fb1-d03b3d2b3888
https://www.wsj.com/articles/eu-sanctions-belaruss-lukashenko-over-violent-crackdown-11602505608
https://www.wsj.com/articles/eu-sanctions-belaruss-lukashenko-over-violent-crackdown-11602505608
https://www.rferl.org/a/azerbaijan-armenia-trade-blame-for-truce-violations-in-nagorno-karabakh-fighting/30890675.html
https://www.rferl.org/a/kim-kardashian-join-california-s-armenian-diaspora-in-mobilizing-amid-nagorno-karabakh-conflict/30888450.html
https://www.politico.eu/article/turkish-ship-resumes-energy-search-in-waters-claimed-by-greece/?utm_source=POLITICO.EU&utm_campaign=2f30947035-EMAIL_CAMPAIGN_2020_10_13_05_13&utm_medium=email&utm_term=0_10959edeb5-2f30947035-190480045
https://www.politico.eu/article/turkish-ship-resumes-energy-search-in-waters-claimed-by-greece/?utm_source=POLITICO.EU&utm_campaign=2f30947035-EMAIL_CAMPAIGN_2020_10_13_05_13&utm_medium=email&utm_term=0_10959edeb5-2f30947035-190480045
https://www.mfa.gr/en/current-affairs/statements-speeches/ministry-of-foreign-affairs-announcement-on-turkeys-new-illegal-navtex-12-october-2020.html?utm_source=POLITICO.EU&utm_campaign=2f30947035-EMAIL_CAMPAIGN_2020_10_13_05_13&utm_medium=email&utm_term=0_10959edeb5-2f30947035-190480045
https://www.confluenceinvestment.com/weekly-geopolitical-report-erdogans-leadership-and-turkey-greece-dispute-part-i-september-28-2020/
https://www.confluenceinvestment.com/weekly-geopolitical-report-erdogans-leadership-and-turkey-greece-dispute-part-ii-october-5-2020/
https://www.ft.com/content/74084442-f036-4759-a97c-5f107e714398
https://www.wsj.com/articles/politics-dominates-as-amy-coney-barretts-confirmation-hearings-begin-in-senate-11602495000?mod=hp_lead_pos5
https://www.wsj.com/articles/politics-dominates-as-amy-coney-barretts-confirmation-hearings-begin-in-senate-11602495000?mod=hp_lead_pos5
https://www.wsj.com/articles/investors-prepare-for-higher-treasury-yields-as-election-looms-11602581400?mod=hp_lead_pos4
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continue to rise for longer maturities, it would eventually force the Fed to decide definitively on 

whether to impose yield curve control and cap longer-term yields. 

 

U.S. Technology Sector:  Illustrating how digital content and distribution are becoming so 

important to the economy and the future of many companies, Walt Disney Co. (DIS, 123.97) 

announced a major reorganization meant to give priority to its video streaming services and 

ensure they get a steady flow of the company’s best content.  This shift echoes similar moves by 

other entertainment giants. 

 

U.S. Energy Sector:  Wil VanLoh, the CEO of a private equity firm that through its portfolio 

companies is the second-largest U.S. driller, has warned that rampant hydraulic fracturing or 

“fracking” has permanently damaged the country’s oil and gas reserves.  According to VanLoh, a 

key problem is that wells have been drilled too close to one another, which will make it harder to 

fully exploit the oil and gas underground and sustain lasting U.S. energy independence. 

• On the flip side, of course, smaller-than-expected reserves might eventually help support 

prices if and when demand recovers, although that day appears far off in the future. 

• Separately, the International Energy Agency issued a report saying the world’s transition 

to cleaner sources of energy is gaining speed as the coronavirus pandemic accelerates the 

shift in investment away from fossil fuels. 

 

COVID-19:  Official data show confirmed cases have risen to 37,867,739 worldwide, with 

1,081,746 deaths and 26,315,281 recoveries.  In the United States, confirmed cases rose to 

7,804,699, with 215,089 deaths and 3,106,728 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 only about 41,000 yesterday, raising some hope 

that the resurgent seven-day moving average could start to come down soon.  Deaths 

remained close to their recent average of about 700.  However, data show national 

hospitalizations have recently been rebounding strongly.  Despite the rebound in 

infections and hospitalizations in some localities, authorities are reluctant to reimpose 

broad, generalized economic lockdowns like they did in the spring. 

• Johnson & Johnson (JNJ, 151.84) said it has paused all further dosing in its Phase III 

vaccine trial after a study volunteer came down with an unexplained illness.  An 

independent safety board is now reviewing the subject’s illness so the company can 

determine next steps.  This is the second time trials for a COVID-19 vaccine have been 

paused over a safety concern.  Last month, AstraZeneca PLC paused clinical trials of its 

experimental vaccine in the U.K. after a participant had an unexplained illness. The U.K. 

study resumed, but a large U.S. study is still on hold.  The setbacks serve as a reminder 

that there will be challenges in getting an effective vaccine developed and administered 

widely, even though there are already dozens of candidates in testing. 

https://www.wsj.com/articles/disney-moves-to-reorganize-entertainment-operations-11602534124?mod=hp_lista_pos5
https://www.wsj.com/articles/disney-moves-to-reorganize-entertainment-operations-11602534124?mod=hp_lista_pos5
https://www.ft.com/content/aad9c356-b37e-4768-b39f-c22b9548b290
https://www.ft.com/content/aad9c356-b37e-4768-b39f-c22b9548b290
https://www.wsj.com/articles/coronavirus-pandemic-speeds-shift-to-cleaner-energy-11602561601?mod=hp_lista_pos1
https://www.wsj.com/articles/coronavirus-pandemic-speeds-shift-to-cleaner-energy-11602561601?mod=hp_lista_pos1
https://www.wsj.com/articles/coronavirus-pandemic-speeds-shift-to-cleaner-energy-11602561601?mod=hp_lista_pos1
https://www.nytimes.com/live/2020/10/13/world/coronavirus-covid?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/articles/coronavirus-latest-updates-10-13-2020-11602576041
https://www.wsj.com/articles/public-health-experts-rethink-lockdowns-as-covid-cases-surge-11602514769
https://www.wsj.com/articles/public-health-experts-rethink-lockdowns-as-covid-cases-surge-11602514769
https://www.wsj.com/articles/johnson-johnson-pauses-covid-19-vaccine-trials-due-to-sick-subject-11602555101
https://www.wsj.com/articles/johnson-johnson-pauses-covid-19-vaccine-trials-due-to-sick-subject-11602555101
https://www.wsj.com/articles/j-j-vaccine-pause-shows-challenges-still-ahead-for-covid-19-shots-11602586518
https://www.wsj.com/articles/j-j-vaccine-pause-shows-challenges-still-ahead-for-covid-19-shots-11602586518
https://www.wsj.com/articles/j-j-vaccine-pause-shows-challenges-still-ahead-for-covid-19-shots-11602586518
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• A Nevada man became the first published case of COVID-19 reinfection in the U.S., 

adding to a number of examples worldwide that patients who have recovered from the 

disease might still be at risk of getting it again. 

• In the U.K., Prime Minister Johnson is facing a potential new political crisis after a 

sensational document dump from his Scientific Advisory Group on Emergencies 

(SAGE).  In part, the documents reveal the advisory group’s damning critique of the 

government’s test-and-trace system.  Moreover, they also show Johnson’s government 

rejected advice from its experts to implement a “circuit-breaker” lockdown to get on top 

of the coronavirus in September.  The SAGE minutes from a Zoom meeting on 

September 21 show in stark terms that Chief Medical Officer Chris Whitty, Chief 

Scientific Adviser Patrick Vallance, and the government’s other scientific advisers are 

now publicly at odds with the policy being pursued by Johnson and his ministers. 

 

Economic Impacts 

• Because of a surge in remote work, study, and home entertainment during the pandemic, 

market research firms say worldwide personal computer shipments in the third quarter 

were up approximately 9% from one year earlier, marking their strongest growth in a 

decade. 

U.S. Economic Releases  

 

A slowdown in new cases and states easing restrictions likely provided a boost in small business 

optimism.  In September, the NFIB Small Business Optimism Index came in at 104.0, well 

above expectations of 100.9. 
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The chart above shows the NFIB Small Business Optimism Index.  At this point, we believe 

election jitters are the biggest threat to optimism.  

https://www.wsj.com/articles/covid-19-reinfection-documented-in-nevada-adds-to-questions-on-virus-immunity-11602541808?mod=hp_lead_pos6
https://www.ft.com/content/acf4d4f8-5a99-4e65-9af4-ca229a519eb7
https://www.ft.com/content/acf4d4f8-5a99-4e65-9af4-ca229a519eb7
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/925853/S0768_Fifty-eighth_SAGE_meeting_on_Covid-19.pdf?utm_source=POLITICO.EU&utm_campaign=63a80bf485-EMAIL_CAMPAIGN_2020_10_13_06_13&utm_medium=email&utm_term=0_10959edeb5-63a80bf485-190480045
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/925853/S0768_Fifty-eighth_SAGE_meeting_on_Covid-19.pdf?utm_source=POLITICO.EU&utm_campaign=63a80bf485-EMAIL_CAMPAIGN_2020_10_13_06_13&utm_medium=email&utm_term=0_10959edeb5-63a80bf485-190480045
https://www.wsj.com/articles/pc-demand-during-pandemic-drives-strongest-u-s-market-growth-in-a-decade-11602537956?mod=hp_lead_pos7
https://www.wsj.com/articles/pc-demand-during-pandemic-drives-strongest-u-s-market-growth-in-a-decade-11602537956?mod=hp_lead_pos7
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Prices for U.S. consumer goods and services rose modestly in September as the recovery has yet 

to raise energy and airline prices.  In September, the Consumer Price Index (CPI) rose 0.2% from 

the prior month, in line with expectations.  Similarly, core CPI, which excludes food and energy, 

rose 0.2% from the prior month, also in line with expectations. 
 

 
 

The chart above shows the annual change in CPI and core CPI.  Headline CPI rose 1.2% from 

the prior year, while core CPI rose 1.7%. 

 

Additionally, prices did not have a significant impact on purchasing power. Real hourly and 

weekly earnings rose 4.1% and 3.3%, respectively. 
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The chart above shows the annual change in real earnings for nonsupervisory and production 

workers.  Earnings for nonsupervisory and production workers rose 2.95% from the prior year. 

 

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

 

EDT Indicator Expected Prior Rating

Monthly Budget Statement m/m Sep -$124.0b $82.8b **

Speaker or event

12:25 Thomas Barkin Takes Part in Virtual Discussion on Economy

20:00 Mary Daly Talks Economic Inequality

President of the Federal Reserve Bank of Richmond

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of San Francisco  
 

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 Trade Balance m/m Sep $37.00b $58.93b $60.00b ** Equity and bond neutral

Japan Money Stock M2 y/y Sep 9.0% 8.6% 9.0% ** Equity and bond neutral

Money Stock M3 y/y Sep 7.4% 7.1% 7.4% ** Equity and bond neutral

India CPI y/y Sep 7.3% 6.7% 6.9% *** Equity bearish, bond bullish

Industrial Production y/y Aug -8.0% -10.4% -7.8% *** Equity bearish, bond bullish

Australia ANZ Roy Morgan Weekly Consumption w/w 11-Oct 97.7 95.7 ** Equity bullish, bond bearish

New Zealand REINZ House Sales y/y Sep 37.1% 24.8% ** Equity bullish, bond bearish

Card Spending Total m/m Sep 4.8% -7.0% ** Equity bullish, bond bearish

Card Spending Retail m/m Sep 5.4% -7.9% ** Equity bullish, bond bearish

Food Prices m/m Sep -1.0% 0.7% *** Equity and bond neutral

Europe

Eurozone ZEW Survey Expectations m/m Oct 52.3 73.9 ** Equity and bond neutral

Germany CPI EU Harmonized y/y Sep -0.4% -0.4% -0.4% *** Equity and bond neutral

CPI y/y Sep -0.2% -0.2% -0.2% *** Equity and bond neutral

ZEW Survey Expectations m/m Oct 56.1 77.4 72.0 ** Equity bearish, bond bullish

ZEW Survey Current Situation m/m Oct -59.5 -66.2 -60 ** Equity and bond neutral

UK Claimant Count Rate m/m Sep 7.6% 7.6% *** Equity and bond neutral

Jobless Claims Change m/m Sep 28.1k 73.7k ** Equity and bond neutral

Average Weekly Earnings 3M y/y Aug 0.0% -1.0% -0.6% ** Equity and bond neutral

Weekly Earnings ex Bonus 3M y/y Aug 0.8% 0.2% 0.6% ** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m Aug 4.5% 4.1% 4.3% ** Equity and bond neutral

Employment Change 3M/3M m/m Aug -153k -12k -30k ** Equity and bond neutral

Output Per Hour y/y 2Q P -1.8% -0.6% ** Equity and bond neutral

Russia Budget Balance YTD m/m Sep -1777.8 -1691.7 ** Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y Aug 3.3% 6.9% 2.4% *** Equity bullish, bond bearish

Formal Job Creation Total m/m Sep 113.9k 92.4k *** Equity bullish, bond bearish

ANTAD Same-Store Sales m/m Sep -0.3% -3.0% ** Equity bullish, bond bearish  
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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 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 Down 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 $42.43 $41.72 1.70% Global growth optimism

WTI $40.18 $39.43 1.90%

Natural Gas $2.83 $2.88 -1.87%

Crack Spread $9.69 $9.69 -0.04%

12-mo strip crack $10.50 $10.50 -0.03%

Ethanol rack $1.54 $1.54 -0.11%

Gold $1,920.51 $1,922.77 -0.12%

Silver $25.01 $25.10 -0.38%

Copper contract $305.20 $306.40 -0.39%

Corn contract 391.50$       389.00$       0.64%

Wheat contract 602.50$       594.25$       1.39%

Soybeans contract 1,040.75$    1,033.75$   0.68%

Baltic Dry Freight 1807 1892 -85

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 warmer temperatures along both coasts.  Wet conditions are expected for most of the New 

England region.  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 10/12/2020 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 10/12/2020 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 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. 


