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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 15, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 2.6% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 1.5%. Chinese markets were lower, with the Shanghai Composite down 0.3% from 

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

a lower open.  

 

Good morning.  Equity markets are pointing to a lower opening; stalled stimulus and rising 

COVID-19 cases are the likely culprits.  We lead with China today, with a particular focus on 

Taiwan/U.S. relations.  Pandemic news is next.  As winter approaches, we are seeing rising 

infection rates and partial lockdowns.  An update on policy news and Brexit follows.  We are 

also watching rising unrest in Thailand and problems in Afghanistan.  Tech news is next, with an 

update on real estate, the economy, and odds and ends.  Please note that due to Monday’s 

holiday, the DOE data is delayed until today, so the Weekly Energy Update will be published 

tomorrow.  Here are the details:   

 

China:   

• Since relations were normalized with China in 1978, the U.S. has engaged in strategic 

ambiguity regarding Taiwan’s defense.  It didn’t want China to think we had abandoned 

Taipei but also didn’t want Taiwan to believe it had an ironclad security guarantee to 

prevent Taiwanese adventurism.  We are seeing a rising call from the foreign policy 

apparatus from all sides, suggesting strategic ambiguity should be replaced with a clear 

statement of defending Taiwan from forced unification.  The fear among analysts is that 

without a clear policy, the potential for miscalculation from Beijing is elevated.  

Essentially, the argument is that the facts on the ground have changed; the U.S. faces 

little risk that Taipei will attack China.  Instead, without an overt statement of U.S. 

intention to defend Taiwan, Beijing may assume the U.S. won’t defend the island.  Such 

a policy would infuriate Beijing, but it would let China know where we stand.  Of course, 

if the U.S. does make such a policy, it must back it up or lose creditability.   

o We note that the U.S. is moving to sell missiles and drones to Taiwan. 

• As the year has progressed, China’s economic recovery has gathered momentum.  Much 

of this growth is coming from the industrial sector which has been boosted by goods 

production.  The last time we saw significant stimulus, in the wake of the Great Financial 

Crisis, commodity demand lifted strongly.  We are seeing something similar this time 

around; copper imports rose to their second highest level on record, just down from the 

previous record hit in July.   
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• Car sales have also jumped, recording the first quarterly rise in two years.  Production is 

recovering too.  Households have been an important element of the recovery.  Much of 

the spending appears to be coming from higher debt levels.   

 

 
 

• General Secretary Xi has presented new regulations for managing the Politburo and the 

Standing Committee of the Politburo.  The former is given the job of overseeing the CPC, 

although Standing Committee is the real power.  These new rules will give Xi even more 

power to shape agendas and allow him to have input on all new policies.   

• Although U.S. foreign policy has shifted to a clear adversarial stance, business groups 

continue to try to maintain relations with China.  The foreign policy apparatus has been 

framing the tensions as a new Cold War.  This may be due to the force of habit.  Another 

analog could be Germany and Britain before WWI.  The two countries were geopolitical 

adversaries but had close economic relations.   

• For the first time ever, China has sold a sovereign bond directly to U.S. investors.  The 

$6.0 billion offering was USD denominated.  The bonds had four different maturities (3, 

5, 10, and 30-year maturities) with coupons of 0.40%, 0.55%, 1.20%, and 2.25%.  The 

10-year note exceeds the comparable yields on Treasuries by 50 bps.  Most of the sale 

went to institutional buyers.   

• The U.S. is considering putting Ant Group on the trade blacklist.  Ant is about to go 

public; it is currently an affiliate of Alibaba Group (BABA, USD, 301.04).   

• The State Department is warning international banks to avoid business contacts with 

Hong Kong individuals who are under American sanctions.   

• The U.S. has named a coordinator for Tibetan issues, a measure designed to anger the Xi 

government.   

 

https://www.wsj.com/articles/china-quarterly-car-sales-shift-out-of-reverse-for-first-time-in-two-years-11602577531?st=90rlozrjqy7rpnl
https://www.wsj.com/articles/chinas-households-are-shouldering-the-burden-of-its-recovery-11602751411?st=hjathe45azr5vh0
https://www.scmp.com/news/china/politics/article/3105380/chinese-president-xi-jinping-set-tighten-grip-power-new-rules?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3105380
https://www.scmp.com/news/china/politics/article/3105380/chinese-president-xi-jinping-set-tighten-grip-power-new-rules?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3105380
http://www.xinhuanet.com/english/2020-10/12/c_139435165.htm
http://www.xinhuanet.com/english/2020-10/12/c_139435165.htm
https://www.washingtonpost.com/technology/2020/10/12/us-companies-oppose-china-trade-ban/
https://www.washingtonpost.com/technology/2020/10/12/us-companies-oppose-china-trade-ban/
https://www.ft.com/content/c1e8897c-32a5-402d-837a-ba7df135c069
https://www.wsj.com/articles/china-raises-6-billion-in-dollar-bond-sale-11602739658?st=mvfvkd3zajbcx00
https://www.wsj.com/articles/china-raises-6-billion-in-dollar-bond-sale-11602739658?st=mvfvkd3zajbcx00
https://www.reuters.com/article/us-usa-antfinancial-blacklist-exclusive/exclusive-trump-administration-to-consider-adding-chinas-ant-group-to-trade-blacklist-sources-idUSKBN26Z2UT
https://in.reuters.com/article/usa-hongkong-report/update-1-us-state-department-issues-sanctions-warning-to-banks-over-hong-kong-crackdown-idINL1N2H51IK
https://in.reuters.com/article/usa-hongkong-report/update-1-us-state-department-issues-sanctions-warning-to-banks-over-hong-kong-crackdown-idINL1N2H51IK
https://www.reuters.com/article/us-china-tibet-usa-idUSKBN26Z30L
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COVID-19:  The number of reported cases is 38,574,120 with 1,093,253 deaths and 26,720,847 

recoveries.  In the U.S., there are 7,917,223 confirmed cases with 216,904 deaths and 3,155,794 

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.  The weekly state 

Axios chart is updated. 

 

Virology:   

• As we have been reporting, there has been an upswing in infections as the temps fall.  

New York is coping with a surge.  Europe is too, with central Europe emerging as a 

hotspot.  Both areas are attempting to slow the spread without widespread lockdowns.  

France has implemented a curfew in selected cities.  Portugal is implementing new 

measures.  So has Northern Ireland.  In the U.S., it is the less populated states in the 

interior that are seeing the fastest infection rates.  Some of this reluctance to enforce 

lockdowns is due to the economic damage they cause.  In addition, compliance might be 

low because of growing opposition to such measures.  To some extent, avoiding 

lockdowns is a tacit decision to accept the costs of herd immunity.   

• As the race for a vaccine continues, a cautionary note has emerged from Nevada 

regarding a reinfection of COVID-19.  The second infection was more severe than the 

first, suggesting there was a mutation and the first infection didn’t protect this person 

from the second strain.  The problem of mutation is the reason we have to get a flu shot 

every year; we may find that a vaccine for COVD-19 requires something similar.  An 

additional complication is that we could very well have multiple vaccines, and it won’t be 

evident for some time which one works best (or if different vaccines work better with 

different groups of people).  Repeat infections do appear to be rare.   

o Polls suggest that most people will accept a vaccine but are taking a wait and see 

approach before being inoculated.  That will tend to slow the pace of immunity. 

• In some good news, daycare facilities are unlikely to be a vector for the disease.  COVID-

19 does appear to have less impact on the very young, and staffers and their charges seem 

to be at low risk.  Getting daycares up and running is critical to boosting employment.   

• There is a raging debate underway as to whether nations should simply allow the virus to 

circulate to build natural herd immunity or continue with partial lockdowns.  Under this 

debate are unresolved philosophical questions about ethics.  Simply put, the issue of 

natural herd immunity isn’t really about science, it’s about moral philosophy.  

Unfortunately, many of those engaged in the debate probably haven’t approached the 

questions of morality in any systemic manner.   

• We continue to monitor studies that suggest blood type might be a factor in the likelihood 

of infection from COVID-19.  Regrettably, most of the studies we see are flawed (they 

mostly don’t adequately control for other factors).   

 

Policy news:  Although talks continue, and it does appear both sides are close in terms of total 

spending, how the funds are allocated remains a sticking point.  Treasury Secretary Mnuchin 

admitted yesterday that the odds of getting anything done before the election is unlikely.  We 

would agree.  In fact, it isn’t likely much will get done in the “lame duck” session either.  Even if 

we have a unified government after the election, we don’t expect a filibuster-proof Senate, 

https://www.ft.com/content/8885476a-aa8e-3eeb-bb0c-ba9b8cd63766
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.axios.com/coronavirus-cases-infections-rising-increasing-2ddca651-d3b0-40e5-a15c-fd5dfa749f3e.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/coronavirus-cases-infections-rising-increasing-2ddca651-d3b0-40e5-a15c-fd5dfa749f3e.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/new-york-city-faces-critical-moment-in-fight-against-second-wave-of-covid-19-11602618676?st=7ht8h1rvpvct3wk
https://www.wsj.com/articles/europe-overtakes-u-s-in-new-cases-of-covid-as-restrictions-tighten-11602669748?st=wik0jdd7vg1sao3
https://nyti.ms/3757EDn
https://www.politico.eu/article/netherlands-coronavirus-partial-lockdown-rising-infections/
https://www.politico.eu/article/state-of-health-emergency-reinstated-in-france/?utm_source=POLITICO.EU&utm_campaign=75c26f37bb-EMAIL_CAMPAIGN_2020_10_15_05_01&utm_medium=email&utm_term=0_10959edeb5-75c26f37bb-190334489
https://www.politico.eu/article/portugal-tightens-coronavirus-measures-with-new-state-of-calamity/?utm_source=POLITICO.EU&utm_campaign=75c26f37bb-EMAIL_CAMPAIGN_2020_10_15_05_01&utm_medium=email&utm_term=0_10959edeb5-75c26f37bb-190334489
https://www.politico.eu/article/portugal-tightens-coronavirus-measures-with-new-state-of-calamity/?utm_source=POLITICO.EU&utm_campaign=75c26f37bb-EMAIL_CAMPAIGN_2020_10_15_05_01&utm_medium=email&utm_term=0_10959edeb5-75c26f37bb-190334489
https://www.ft.com/content/dbf66cb1-7363-481b-a4ab-941c45b2300b?emailId=5f87c67eb4bfca0004f45a90&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/live/2020/10/14/world/covid-coronavirus/a-regional-covid-storm-one-governor-says-as-cases-spike-in-less-populous-states
https://www.nytimes.com/live/2020/10/14/world/covid-coronavirus/a-regional-covid-storm-one-governor-says-as-cases-spike-in-less-populous-states
https://www.wsj.com/articles/public-health-experts-rethink-lockdowns-as-covid-cases-surge-11602514769?st=dz38wwqoo6ej3d4
https://www.wsj.com/articles/public-health-experts-rethink-lockdowns-as-covid-cases-surge-11602514769?st=dz38wwqoo6ej3d4
https://www.nytimes.com/2020/10/13/world/white-house-embraces-a-declaration-from-scientists-that-opposes-lockdowns-and-relies-on-herd-immunity.html
https://www.nytimes.com/2020/10/13/world/white-house-embraces-a-declaration-from-scientists-that-opposes-lockdowns-and-relies-on-herd-immunity.html
https://www.wsj.com/articles/covid-19-reinfection-documented-in-nevada-adds-to-questions-on-virus-immunity-11602541808?st=cnp2l60m4btkm9x
https://www.wsj.com/articles/covid-19-reinfection-documented-in-nevada-adds-to-questions-on-virus-immunity-11602541808?st=cnp2l60m4btkm9x
https://nyti.ms/3nF2hAF
https://nyti.ms/3nF2hAF
https://nyti.ms/3iTaA8p
https://www.wsj.com/articles/ahead-of-covid-19-vaccine-half-of-americans-indicate-reluctance-wsj-nbc-poll-finds-11602734460?st=518n1ihrlyj0jsf
https://www.wsj.com/articles/ahead-of-covid-19-vaccine-half-of-americans-indicate-reluctance-wsj-nbc-poll-finds-11602734460?st=518n1ihrlyj0jsf
https://www.wsj.com/articles/daycare-centers-are-very-low-risk-for-covid-19-transmission-study-says-11602699914?st=92ydxae40i5yzkh
https://www.medpagetoday.com/infectiousdisease/covid19/89127?xid=nl_mpt_DHE_2020-10-15&eun=g1633491d0r&utm_source=Sailthru&utm_medium=email&utm_campaign=Daily%20Headlines%20Top%20Cat%20HeC%20%202020-10-15&utm_term=NL_Daily_DHE_dual-gmail-definition
https://www.medpagetoday.com/infectiousdisease/covid19/89117?xid=nl_mpt_DHE_2020-10-15&eun=g1633491d0r&utm_source=Sailthru&utm_medium=email&utm_campaign=Daily%20Headlines%20Top%20Cat%20HeC%20%202020-10-15&utm_term=NL_Daily_DHE_dual-gmail-definition
https://www.wsj.com/articles/pelosi-mnuchin-disagree-on-coronavirus-testing-continue-stimulus-talks-11602693608?st=witxc0ioz6y125a
https://www.politico.com/news/2020/10/14/coronavirus-stimulus-deal-429453
https://www.politico.com/news/2020/10/14/coronavirus-stimulus-deal-429453
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meaning it may not be an easy task to get stimulus next year either.  Although we don’t expect a 

double-dip recession, we do think we are setting up the prospects for another slow recovery, 

which is actually fine for stocks but could be explosive socially and politically. 

• Governor Qualls suggested that the level of Treasury borrowing may require some degree 

of permanent QE to allow the financial markets to function.  That policy is skirting debt 

monetization.   

 

Brexit:  Negotiations are coming down to the wire, and one trend we are staring to notice is a 

rising level of alarm on the EU side.  EU negotiators have assumed they had the upper hand and 

could dictate terms.  PM Johnson has acted all along as if this wasn’t the case.  What has started 

to emerge is that the EU negotiating team may have forgotten an important characteristic of the 

union.  They have 27 nations to placate, and if one of them decides that the pain of Britain 

leaving without a deal is too painful, they can push for an agreement.  We still expect some sort 

of deal to be made and enough “fudges” provided to allow both sides to live with the outcome, 

with some disruption, but nothing that won’t be manageable over time.   

• EU business groups are warning against a hard Brexit. 

• PM Johnson set a deadline for negotiations for today when the EU summit meeting is 

underway.  It looks like the deadline will pass without incident. 

• One potential fallout from Brexit is that support for Scottish independence is rising 

rapidly.  Although the Johnson government continues to ignore the threat, it is looking 

more likely that the U.K. may shrink.   

 

Thailand:  Thailand has rules against criticizing the king.  It has some of the world’s lèse-

majesté laws, criminalizing even casual remarks about the royal family.  Thus, it was 

newsworthy when the royal family, in a rare visit to Thailand (the family spends most of its time 

in Germany), faced widespread protests as its motorcade passed through Bangkok.  The 

government has implemented state of emergency orders, limiting organized gatherings in an 

attempt to reduce protests.  The king is very unpopular, unlike his father, who died in 2016.  

Coups are rather common in Thailand as are military governments.  However, there has been 

persistent unrest in the country that may become revolutionary at some point. 

 

Afghanistan:  As the U.S. prepares to exit Afghanistan, the Taliban is becoming bolder in its bid 

to take control.  The exit of U.S. troops is increasing the risk that the current government will 

lose control. 

 

Technology:  Tech firms are facing new regulations from the EU.  France and the Netherlands, 

specifically, are taking the position that the firms need to be broken up.  In the past, successive 

U.S. administrations have protected these firms that are overwhelmingly American.  However, 

legislators and judges are becoming increasingly hostile as well.    

 

Real estate:  One of the initial actions taken in March was to suspend evictions.  The idea was 

that the pandemic would be brought under control in a few months, and between enhanced 

unemployment benefits and the $1,200 payment to households, renters and landlords could work 

out accommodations.  Unfortunately, the pandemic continues, and fiscal support has waned.  

Landlords and renters are at odds over who will bear the burden of adjustment.  Currently, there 

https://www.wsj.com/articles/fed-official-wonders-whether-treasury-market-can-handle-massive-issuance-alone-11602713864?st=qzxt7rrkpn68bh8
https://www.wsj.com/articles/fed-official-wonders-whether-treasury-market-can-handle-massive-issuance-alone-11602713864?st=qzxt7rrkpn68bh8
https://www.ft.com/content/d4a844ac-5ade-4589-a0b3-7b8e457a086d?emailId=5f86de7f70f42d000404333f&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/d4a844ac-5ade-4589-a0b3-7b8e457a086d?emailId=5f86de7f70f42d000404333f&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/e9706b10-b2d8-4911-9b91-350bc9f0996b?emailId=5f87c67eb4bfca0004f45a90&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22/
https://www.politico.eu/wp-content/uploads/2020/10/BREXIT-JOINT-DECLARATION-BDI-MEDEF-CONFINDUSTRIA-20201014-DEF.pdf?utm_source=POLITICO.EU&utm_campaign=75c26f37bb-EMAIL_CAMPAIGN_2020_10_15_05_01&utm_medium=email&utm_term=0_10959edeb5-75c26f37bb-190334489
https://www.reuters.com/article/us-britain-eu/frustrated-eu-to-keep-pressing-for-british-trade-deal-idUSKBN2700E0
https://www.politico.eu/article/brexit-saga-drags-on-as-uk-boris-johnson-wont-end-talks-after-eu-summit/?utm_source=POLITICO.EU&utm_campaign=75c26f37bb-EMAIL_CAMPAIGN_2020_10_15_05_01&utm_medium=email&utm_term=0_10959edeb5-75c26f37bb-190334489
https://www.politico.eu/article/support-for-scotland-independence-uk-at-highest-ever-level-poll/?utm_source=POLITICO.EU&utm_campaign=75c26f37bb-EMAIL_CAMPAIGN_2020_10_15_05_01&utm_medium=email&utm_term=0_10959edeb5-75c26f37bb-190334489
https://www.politico.eu/article/support-for-scotland-independence-uk-at-highest-ever-level-poll/?utm_source=POLITICO.EU&utm_campaign=75c26f37bb-EMAIL_CAMPAIGN_2020_10_15_05_01&utm_medium=email&utm_term=0_10959edeb5-75c26f37bb-190334489
https://nyti.ms/2H5afCx
https://www.ft.com/content/26f1f4e4-db9d-41f8-bf3a-0b79aa4e6be9?emailId=5f87c67eb4bfca0004f45a90&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22&edit=true
https://www.wsj.com/articles/thailand-issues-emergency-decree-after-protesters-heckle-royal-motorcade-11602749243?st=0qspkql55nxi7eb
https://www.wsj.com/articles/thailand-issues-emergency-decree-after-protesters-heckle-royal-motorcade-11602749243?st=0qspkql55nxi7eb
https://www.washingtonpost.com/world/africa/taliban-helmand-peace-talks-afghan/2020/10/14/64347d34-0dca-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%2F2c25d77%2F5f87c8299d2fda0efb49c80c%2F596b53f6ae7e8a44e7d597a3%2F40%2F68%2F860efe1a8d0e17e362d76014014ee4c6
https://www.ft.com/content/9716b3b8-5c35-4632-84c7-2016bf098a15?emailId=5f87c67eb4bfca0004f45a90&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/9716b3b8-5c35-4632-84c7-2016bf098a15?emailId=5f87c67eb4bfca0004f45a90&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c8c5d5dc-cb99-4b1f-a8dd-5957b57a7783?emailId=5f87c67eb4bfca0004f45a90&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/4a9ed79e-c8c8-4b47-8055-1cd029541c32?emailId=5f87c67eb4bfca0004f45a90&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/clarence-thomas-wants-to-reel-in-section-230-fad81180-1f50-48a6-b638-f9386221f4f2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://finance.yahoo.com/news/landlords-can-start-the-eviction-process-despite-moratorium-government-says-210558243.html
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is an eviction moratorium in place, but recent guidance suggests that landlords, under certain 

conditions, can begin eviction proceedings.  These new guidelines have emerged after landlord 

groups pushed back against the moratorium.  If evictions become widespread, we could see a 

further widening of inequality and a further down leg in the “K”-shaped recovery.   

• In related news, renters have been moving to the suburbs in search of space.  The trend is 

starting to affect rents in dense cities, such as San Francisco.   

• Vacation home demand has also increased.   

• When a Commercial Mortgage Backed Security (CMBS) has problems, management of 

the security shifts from the “master” to the “special servicer.”  The latter acts as a sort of 

receiver and determines the “workout.”  We are seeing a steady rise of securities that are 

being transferred to special servicers, an indication of stress.   

 

Economics:  A number of papers we have noted recently state that households have shown a 

strong propensity to use some of the stimulus money for either saving or debt repayment.  

Although saving may eventually become spending, the decision to use the funds for debt service 

suggests a strong desire to improve household balance sheets.  This trend would mean that the 

potential inflationary impact of payments to households might be less than expected.   

• Local coffee shops are closing; expect more chains to replace them.   

• Majority leader McConnell has put forth a “targeted” stimulus bill worth $1.8 trillion.  

Although reaction from House leadership has been cool, the difference in total funding 

isn’t that great and it may be difficult for the House to reject it.  Of course, if the goal is 

to pass something, we would see the two current versions go to a conference committee 

and a unified bill would emerge.  We suspect both sides are posturing, and the odds of 

something getting passed before the election (or even before a new Congress is seated) is 

unlikely. 

 

Odds and ends:  Japan has an agreement to sell defense goods and technology to Vietnam.  One 

of the overlooked issues surrounding the U.S. and China is that America has long-time allies in 

the region, and they have the capacity to improve the military capability of their neighbors even 

without U.S. involvement.  Vietnam and China have had disputes in the South China Sea.  

Newer military equipment is a potential threat to Beijing.   

 

U.S. Economic Releases  

 

Today, two Federal Reserve surveys sent mixed signals about U.S. manufacturing activity. The 

Empire State Index, which is the most widely cited index, showed a slowdown in activity in New 

York, while the Philadelphia, which is the longest running survey, shows an acceleration in 

activity in the mid-Atlantic region. The conflicting information signals the recovery, although 

robust, still isn’t stable. 

 

In October, the Empire Manufacturing Index came in at 10.5 compared to expectations of 14.0. 

 

https://finance.yahoo.com/news/landlords-can-start-the-eviction-process-despite-moratorium-government-says-210558243.html
https://finance.yahoo.com/news/landlords-can-start-the-eviction-process-despite-moratorium-government-says-210558243.html
https://www.washingtonpost.com/us-policy/2020/10/12/trump-renter-eviction-moratorium-lawsuits/?utm_campaign=wp_the_daily_202&utm_medium=email&utm_source=newsletter&wpisrc=nl_daily202
https://www.washingtonpost.com/us-policy/2020/10/12/trump-renter-eviction-moratorium-lawsuits/?utm_campaign=wp_the_daily_202&utm_medium=email&utm_source=newsletter&wpisrc=nl_daily202
https://www.wsj.com/articles/renters-flock-to-suburbia-upending-decadelong-urbanization-trend-11602581401?st=t9eqzgnsuqxzpaz
https://www.nreionline.com/multifamily/san-francisco-apartment-rents-crater-31-most-us?NL=NREI-21&Issue=NREI-21_20201014_NREI-21_459&sfvc4enews=42&cl=article_4&utm_rid=CPG09000003323282&utm_campaign=29542&utm_medium=email&elq2=49fbf74a4e9e4156878962b9e106d522&oly_enc_id=7565J9063734D8B
https://www.wsj.com/articles/vacation-home-demand-soars-during-the-covid-19-pandemic-11602590400?st=tdy6zh2p27u7313
https://www.nreionline.com/distressed/special-servicer-activity-provides-window-assessing-distressed-cycle?NL=NREI-21&Issue=NREI-21_20201013_NREI-21_295&sfvc4enews=42&cl=article_1&utm_rid=CPG09000003323282&utm_campaign=29534&utm_medium=email&elq2=68e2918297cc4fcfa4ca35adbae69cd6&oly_enc_id=7565J9063734D8B
https://www.nreionline.com/distressed/special-servicer-activity-provides-window-assessing-distressed-cycle?NL=NREI-21&Issue=NREI-21_20201013_NREI-21_295&sfvc4enews=42&cl=article_1&utm_rid=CPG09000003323282&utm_campaign=29534&utm_medium=email&elq2=68e2918297cc4fcfa4ca35adbae69cd6&oly_enc_id=7565J9063734D8B
https://libertystreeteconomics.newyorkfed.org/2020/10/how-have-households-used-their-stimulus-payments-and-how-would-they-spend-the-next.html
https://libertystreeteconomics.newyorkfed.org/2020/10/how-have-households-used-their-stimulus-payments-and-how-would-they-spend-the-next.html
https://www.nreionline.com/retail/say-goodbye-your-local-coffee-shop-america-s-cafe-shakeup?NL=NREI-21&Issue=NREI-21_20201014_NREI-21_459&sfvc4enews=42&cl=article_3&utm_rid=CPG09000003323282&utm_campaign=29542&utm_medium=email&elq2=49fbf74a4e9e4156878962b9e106d522&oly_enc_id=7565J9063734D8B
https://www.politico.com/news/2020/10/13/mcconnell-dares-democrats-to-block-targeted-covid-relief-before-election-429185
https://uk.reuters.com/article/uk-japan-vietnam-defence/japan-to-sign-agreement-allowing-arms-exports-to-vietnam-nikkei-idUKKBN26Z02S
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The chart above shows the Empire Manufacturing Index along with its six-month moving 

average. The six-month average came in at -0.05 in October. 

 

The Philadelphia Business Outlook Survey came in at 32.3 compared to expectations of 14.8. 
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The above shows the Philadelphia Business Outlook Index and its six-month moving average. 
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For the week ending October 10, initial claims came in at 898K compared to expectations of 

825K. The prior report was revised from 840K to 845K. 
 

0

1,000

2,000

3,000

4,000

5,000

6,000

07 08 09 10 11 12 13 14 15 16 17 18 19 20

FOUR-WEEK AVERAGE OF 

INITIAL CLAIMS
T

H
O

U
S

A
N

D
S

Sources:  BLS, CIM

FOUR-WEEK AVERAGE OF 

INITIAL CLAIMS
T

H
O

U
S

A
N

D
S

Sources:  BLS, CIM  
 

The chart above shows the four-week moving average for initial claims. The moving average 

rose from 858.25Kto 866.25K.   

 

For the week ending October 3, continuing claims came in at 10.015MM compared to 

expectations of 10.550MM. The prior report was revised from to 10.976MM to 11.183MM. 
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The chart above shows the four-week moving average for continuing claims by region.  

 

Prices for traded goods continue to show signs of improvement, suggesting the global recovery is 

still strong. The Import Price Index rose 0.3% from the prior month, in line with expectations. 

Excluding petroleum, the Import Price Index rose 0.7% from the prior month compared to 

expectations of a rise of 0.5%. Lastly, export prices rose 0.6% from the prior month compared to 

expectations of a rise of 0.3%. 

 

 
 

The chart above shows the annual change in the Import Price Index. The Export Price Index fell 

1.84% from the prior year, while the Import Price Index excluding fuels rose 1.47%. The prices 

for non-petroleum goods have recovered all of their losses from the pandemic. 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 11-Oct 48.0 **

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

Speaker or event

10:10 James Bullard Speaks at Academic Conference President of the Federal Reserve Bank of St. Louis

11:00 Randal Quarles Discusses Response to COVID-19 Federal Reserve Vice Chairman of Supervision

11:00 Robert Kaplan Speaks to U.S. India Chamber of Commerce President of the Federal Reserve Bank of Dallas

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

17:00 Neel Kashkari Speaks on U.S. Economic Outlook President of Federal Reserve Bank of Minneapolis

President of the Federal Reserve Bank of Richmond

Fed Speakers or Events

Economic Releases

District or position

 
 

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 
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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 1-Yr Medium-Term Lending Facility Rate y/y Oct 3.0% 3.0% ** Equity and bond neutral

PPI y/y Sep -2.1% -2.0% -1.8% ** Equity bullish, bond bearish

CPI y/y Sep 1.7% 2.4% 1.9% *** Equity bullish, bond bearish

Japan Foreign Buying Japan Stocks w/w 9-Oct ¥1421.0b ¥530.9b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 9-Oct ¥312.5b -¥57.3b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 9-Oct ¥1946.5b -¥341.3b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 9-Oct ¥781.5b ¥903.0b * Equity and bond neutral

Tertiary Industry Index m/m Aug 0.8% -0.5% 1.5% ** Equity bearish, bond bullish

Australia Consumer Inflation Expectation y/y Oct 3.4% 3.1% ** Equity bearish, bond bullish

Employment Change m/m Sep -29.5k 111.0k -40.0k *** Equity bearish, bond bullish

Unemployment Rate m/m Sep 6.9% 6.8% 7.0% *** Equity and bond neutral

Participation Rate m/m Sep 64.8% 64.8% 64.8% *** Equity and bond neutral

Europe

France CPI EU Harmonized y/y Sep 0.0% 0.0% 0.0% *** Equity and bond neutral

CPI y/y Sep 0.0% 0.1% 0.1% *** Equity and bond neutral

Italy Industrial Sales m/m Aug 5.9% 8.1% ** Equity and bond neutral

Industrial Orders m/m Aug 15.1% 3.7% ** Equity bullish, bond bearish

General Government Debt m/m Aug 2578.9b 2560.5b ** Equity and bond neutral

Russia Producer & Import Prices MoM m/m Sep 0.1% -0.4% ** Equity and bond neutral

Real Estate Index Family Homes q/q 3Q 484.8 478.6 *** Equity and bond neutral

AMERICAS

Brazil CNI Industrial Confidence m/m Oct 61.8 61.6 ** Equity and bond neutral

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) 24 23 1 Down

3-mo T-bill yield (bps) 10 10 0 Neutral

TED spread (bps) 14 13 1 Up

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

10-yr T-note (%) 0.70 0.73 -0.03 Neutral

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

EUR/USD 3-mo swap (bps) 12 11 1 Down

Currencies Direction

dollar Up Down

euro Down 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 $42.32 $43.32 -2.31%

WTI $39.99 $41.04 -2.56%

Natural Gas $2.76 $2.64 4.78%

Crack Spread $9.03 $9.15 -1.32%

12-mo strip crack $10.17 $10.38 -1.98%

Ethanol rack $1.56 $1.55 0.36%

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 395.25$       396.50$       -0.32%

Wheat contract 601.25$       596.75$       0.75%

Soybeans contract 1,049.75$    1,057.25$   -0.71%

Baltic Dry Freight 1637 1732 -95

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) -1.3

Distillates (mb) -1.6

Refinery run rates (%) -0.80%

Natural gas (bcf) 53.0

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, with dry conditions expected in the Southwest.  There is some cyclone formation near 

the Lesser Antilles, 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 10/14/2020 close) 
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(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 10/14/2020 close) 
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Real Estate

Commodities
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Foreign Developed ($)

Mid Cap

Small Cap

US High Yield
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Emerging Markets (local currency)
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Large Cap

US Government Bond
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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 15, 2020 
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Based on our methodology,1 the current P/E is 29.9x, up 0.4x from last week.  Although earnings 

have generally been stronger than expected, index values have anticipated the improvement, 

leading to a lofty multiple.  It is not uncommon for P/Es to rise during recessions but, as the chart 

shows, the current multiple is elevated.  Given the low level of interest rates, this isn’t a huge 

concern, although it bears watching. 

 
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. 


