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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 14, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.3% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.2%. Chinese markets were lower, with the Shanghai Composite down 0.6% from the 

prior close and the Shenzhen Composite down 0.6%.  U.S. equity index futures are signaling a 

lower open.  

 

Our Daily Comment today opens with a discussion of the International Monetary Fund’s 

improved outlook for the global economy, though much of the improvement simply reflects 

China’s early exit from the coronavirus pandemic.  Other key developments today include 

Chinese President Xi’s reaffirmation of his economic program, new U.S.-EU trade tensions, and 

other geopolitical and virus issues that could mean headwinds for risk assets. 

 

Global Economic Conditions:  In the IMF’s latest World Economic Outlook, released 

yesterday, the organization offered a slightly improved forecast for global economic growth in 

2020 and 2021.  According to the new forecasts, the world’s gross domestic product (GDP) will 

decline by just 4.4% this year compared with a decline of 5.2% in the June forecast.  Global 

GDP is forecast to grow 5.2% in 2021 compared with 5.4% in the previous estimate.  However, 

those figures largely reflect the relatively better dynamics in the large Chinese economy, which 

is expected to be the only major economy to post growth in 2020.  All the same, the modestly 

improved forecasts should be positive for equities moving forward. 

 

China:  In a major speech marking the 40th anniversary of Shenzhen’s establishment as a special 

trade zone, President Xi vowed to press ahead with plans to gain the global lead in information 

technology and other strategic industries, despite expanding efforts from the U.S. and its allies to 

check China’s rise.  He also urged a greater focus on quality in order to overcome increased 

global uncertainty and made a pitch for greater “self-reliance.”  He also reaffirmed his 

commitment to “opening up and reform” as a strategy for China to gain economic advantage. 

Overall, the speech suggested Xi is continuing to move forward with the economic program that 

has helped put China on a collision course with the U.S. and has raised the risk that the two 

countries will fall into a costly Cold War in the future. 

 

United States-European Union:  The World Trade Organization ruled that the European Union 

may impose tariffs on $3.99 billion of U.S. jet airliners and other goods in retaliation for U.S. 

subsidies for Boeing (BA, 162.24) aircraft.  The decision is part of a long-running trade dispute; 

last October, the WTO allowed the U.S. to impose tariffs on $7.5 billion of European jet airliners 

and other goods in retaliation for EU subsidies provided to Airbus (EADSY, 18.60).  In other 
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words, the WTO has ruled that both sides provided prohibited subsidies, but Europe did so to a 

greater extent.  Tuesday’s pronouncement leaves the two sides with the choice of negotiating a 

solution or fighting a protracted trade battle.  EU officials are reportedly keen to negotiate, but 

U.S. Trade Representative Lighthizer has been taking a hard line so far. 

 

United States-Russia:  President Trump’s lead arms control negotiator Marshall Billingslea said 

the U.S. and Russia had reached an “agreement in principle” on a new nuclear arms control deal, 

claiming a key diplomatic victory that the president has sought ahead of the November election.  

However, Russian Deputy Foreign Minister Ryabkov disputed the claim and said the latest U.S. 

offer is unacceptable.  Driving home the point later, Russian Foreign Minister Lavrov said his 

government sees no prospects for extending the current New START arms control treaty with the 

U.S., but it plans to continue with negotiations on the subject. 

 

Norway-Russia:  Norwegian Foreign Minister Ine Eriksen Soereide said her government has 

concluded that Russia was behind a cyberattack launched against the Norwegian parliament in 

August.  In the attack, the e-mail accounts of several lawmakers and parliament employees were 

hacked. 

 

Nagorno-Karabakh:  Turkey has reportedly sent hundreds of Syrian militia fighters to help 

Azerbaijan in its conflict with Armenia over the disputed enclave of Nagorno-Karabakh, and 

hundreds more are preparing to go, according to Syrians involved in the effort.  While it has been 

reported previously that Turkey is helping the Azeris with troops and military equipment, the 

reports indicate it sent in the Syrians even before the latest flareup in hostilities last month.  

Russia, which supports Armenia in the conflict, has warned about Turkish interference but has 

not taken strong steps to counter it so far. 

 

Mexico:  Documents reviewed by the Financial Times indicate the government of President 

Andrés Manuel López Obrador is making low-key changes to the country’s energy regulations in 

order to favor state-owned Pemex and discourage private investors in areas like renewable 

generation and gas stations.  The news is negative for Mexican stocks because it will likely add 

to perceptions that the president is making Mexico’s investment climate ever more difficult. 

 

COVID-19:  Official data show confirmed cases have risen to 38,204,270 worldwide, with 

1,087,391 deaths and 26,508,893 recoveries.  In the United States, confirmed cases rose to 

7,859,417, with 215,914 deaths and 3,124,593 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 52,000 yesterday, pulling the seven-

day moving average to more than 49,500.  Daily deaths remained close to their seven-day 

moving average of approximately 700, but since hospitalizations continue to climb, it 

appears there is some risk of accelerating deaths as an apparent winter resurgence takes 

hold. 

https://www.ft.com/content/3198d2ef-c3bb-44b9-a1e0-b27d9c1483de
https://www.ft.com/content/9cccb890-d9bb-4e0b-b1b6-3e8aa131086d
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https://coronavirus.jhu.edu/map.html
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o As bad as that is, data show Europe is starting to surpass the U.S. in terms of 

infections per million residents.  This week, the European Union and the U.K. 

recorded 152 cases for every million residents, while the U.S. recorded about 150 

cases for every million residents. 

o Europe’s coronavirus deaths have risen from about 0.2 per million in mid-summer 

to 1.0 per million now, coming ever closer to the U.S. death rate of about 2.1 per 

million. 

• After trials for at least two major vaccine candidates were paused recently due to 

unexplained illnesses in trial participants, Eli Lilly & Co. (LLY, 150.08) said safety 

concerns have forced it to pause the clinical trial of its anti-body based treatment known 

as LY-CoV555. 

• The Mexican government said it has signed purchase agreements for three of the leading 

coronavirus vaccine candidates in order to secure enough doses for 100 million people by 

the end of 2021. 

o Under the deals, Mexico will make approximately $159 million in down 

payments and about $1.7 billion in total payments. 

o The government will buy eventual vaccines for 39 million people from 

AstraZeneca (AZN, 54.48), as many as 17 million from Pfizer (PFE, 36.90), and 

35 million from China’s CanSino Biologics (CASBF, 23.03). 

o Mexico is also participating in the international vaccine alliance Covax, through 

which it expects to obtain doses for about 26 million people. 
 

Economic Impacts 

• JPMorgan (JPM, 100.78) and Citigroup (C, 43.68) both reported healthy third-quarter 

profits yesterday, suggesting their corporate and individual clients fared better than 

expected during the worst of the pandemic.  However, both banks said they haven’t yet 

changed their views that significant losses are looming in the future. 

o The banks continue to hold large reserves for potential losses, and they predicted 

that next year unemployment would remain high and more customers could start 

defaulting on their loans. 

o JPMorgan CEO Jamie Dimon warned that without more public assistance for the 

economy, the situation could turn out worse than expected. 

• In another mixed signal for the U.S. economy, the CEO of Delta Airlines (DAL, 31.77) 

said the company is seeing “steady improvement” in travel demand; however, the gains 

are so slow that the company will continue to burn cash into next spring. 
 

Foreign Policy Responses 

• In Japan, Prime Minister Suga will reportedly instruct his government to draw up a new 

pandemic relief bill aimed at boosting consumption if economic data over the next month 

show new stimulus is needed.  The third supplementary budget for fiscal year 2020, 

which ends on March 31, would be submitted to the Diet and implemented early next 

year. 

https://www.wsj.com/articles/europe-overtakes-u-s-in-new-cases-of-covid-as-restrictions-tighten-11602669748?mod=hp_lead_pos6
https://www.wsj.com/articles/europe-overtakes-u-s-in-new-cases-of-covid-as-restrictions-tighten-11602669748?mod=hp_lead_pos6
https://www.wsj.com/articles/study-of-eli-lilly-covid-19-drug-paused-due-to-safety-concern-11602617384
https://www.wsj.com/articles/study-of-eli-lilly-covid-19-drug-paused-due-to-safety-concern-11602617384
https://www.wsj.com/articles/mexico-signs-agreements-to-buy-potential-covid-19-vaccines-11602607544
https://www.wsj.com/articles/mexico-signs-agreements-to-buy-potential-covid-19-vaccines-11602607544
https://www.wsj.com/articles/jpmorgan-citigroup-signal-that-economy-isnt-out-of-the-woods-11602611732
https://www.wsj.com/articles/jpmorgan-citigroup-signal-that-economy-isnt-out-of-the-woods-11602611732
https://www.wsj.com/articles/delta-says-air-travel-recovery-still-far-off-amid-pandemic-11602592322?mod=hp_lista_pos1
https://www.japantimes.co.jp/news/2020/10/14/business/economy-business/japan-stimulus-package-coronavirus/
https://www.japantimes.co.jp/news/2020/10/14/business/economy-business/japan-stimulus-package-coronavirus/
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U.S. Economic Releases  

 

For the week ending October 9, mortgage applications fell 0.7% from the prior week.  

Applications for purchases and refinancing fell 1.6% and 0.3%, respectively.  The average 30-

year fixed-rate mortgage rate fell 1 bp from 3.01% to 3.00%. 

 

Prices paid by producers rose more than forecast due to higher costs for food and hospitality.  

The Producer Price Index (PPI) rose 0.4% from the prior month compared to expectations of a 

rise of 0.2%.  Excluding food and energy, PPI rose 0.4% from the prior month compared to 

expectations of 0.2%.  Core PPI, which excludes food, energy and trade, rose 0.4% compared to 

expectations of a rise of 0.2%. 
  

 
 

The chart above shows the PPI for final demand goods.  Despite a continued rise in goods prices, 

it still remains well below pre-pandemic levels.  

 

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

14:00 Thomas Barkin Speaks to the Economic Club of New York

14:20 Lorie Logan Speaks in SEC Webinar

15:00 Randal Quarles Speaks on Financial Supervision Federal Reserve Vice Chairman of Supervision

18:00 Robert Kaplan to Hold Virtual Town Hall President of the Federal Reserve Bank of Dallas

President of the Federal Reserve Bank of Richmond

Fed Speakers or Events

Economic Releases

District or position

Member of the Board of Governors
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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 Money Supply M0 y/y Sep 11.1% 9.4% 9.3% ** Equity and bond neutral

Money Supply M1 y/y Sep 8.1% 8.0% 8.5% ** Equity and bond neutral

Money Supply M2 y/y Sep 10.9% 10.4% 10.4% ** Equity and bond neutral

New Yuan Loans CNY m/m Sep 1900.0b 1280.0b 1700.0b ** Equity and bond neutral

Aggregate Financing CNY m/m Sep 3480.0b 3580.0b 3000.0b ** Equity and bond neutral

Japan Industrial Production m/m Aug 1.0% 1.7% *** Equity and bond neutral

Capacity Utilization m/m Aug 2.9% 9.6% *** Equity and bond neutral

India Wholesale Prices m/m Sep 1.3% 0.2% 0.9% ** Equity and bond neutral

Australia Westpac Consumer Confidence m/m Oct 11.9% 18.0% *** Equity and bond neutral

Europe

Eurozone Industrial Production m/m Aug -7.2% -7.7% -7.0% *** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 9-Oct $194.026b $193.991b * Equity bullish, bond bearish

Brazil Trade Balance Weekly w/w 11-Oct $1.716b $0.966b ** Equity bullish, bond bearish

Canada Bloomberg Nanos Confidence w/w 9-Oct 52.4 53.1 ** Equity and bond neutral

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. 

 
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   
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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 $42.45 $42.45 0.00%

WTI $40.21 $40.20 0.02%

Natural Gas $2.68 $2.86 -6.16%

Crack Spread $9.03 $9.16 -1.48%

12-mo strip crack $10.21 $10.28 -0.68%

Ethanol rack $1.55 $1.54 0.27%

Gold $1,896.68 $1,891.36 0.28%

Silver $24.17 $24.14 0.12%

Copper contract $305.65 $304.45 0.39%

Corn contract 390.25$       391.25$       -0.26%

Wheat contract 592.75$       594.00$       -0.21%

Soybeans contract 1,047.75$    1,044.00$   0.36%

Baltic Dry Freight 1732 1807 -75

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) -1.3

Distillates (mb) -1.6

Refinery run rates (%) -0.80%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

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 

country.  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 10/13/2020 close) 

 

-100.0% -50.0% 0.0% 50.0%

Energy
Financials

Real Estate
Industrials

Utilities
Consumer Staples

Healthcare
Materials
S&P 500

Communication Services
Consumer Discretionary

Technology

YTD Total Return

  
-2.5% -2.0% -1.5% -1.0% -0.5% 0.0% 0.5%

Financials

Real Estate

Energy

Industrials

Materials

Healthcare

Utilities

Technology

S&P 500

Consumer Staples

Consumer Discretionary

Communication Services

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 10/13/2020 close) 

 

-20.0% -10.0% 0.0% 10.0% 20.0%

Commodities

Real Estate

Foreign Developed (local currency)

Foreign Developed ($)

Mid Cap

Small Cap

Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

US Corporate Bond

US Government Bond

Large Cap
YTD Asset Class Total Return

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. 


