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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 22, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is relatively unchanged from its last close.  In Asia, the MSCI Asia 

Apex 50 closed down 0.1%. Chinese markets were lower, with the Shanghai Composite down 

0.4% from the prior close and the Shenzhen Composite down 0.5%.  U.S. equity index futures 

are signaling a flat open.  With 84 companies having reported, the S&P 500 Q3 earnings stand at 

$34.40, higher than the $33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease 

from Q3 2019 earnings.  Thus far this quarter, 84.5% of the companies have reported earnings 

above forecast, while 14.3% have reported earnings below forecast.   

 

Good morning.  U.S. equity futures are a bit weaker as the financial markets continue to watch 

for some sort of fiscal action.  We start today’s coverage with policy news, including an update 

on the latest with the fiscal stimulus talks and the Fed’s Beige Book.  Election tampering comes 

next.  Brexit talks have restarted, which boosted the GBP yesterday.  China news is next.  The 

pandemic update follows, and we discuss the latest with technology.  We close with international 

odds and ends.  And, being Thursday, the Weekly Energy Update is available.  Here are the 

details:   

 

Policy:  Two items of note—the fiscal talks and the Beige Book. 

• Although talks continue, it is looking less likely that a deal will be passed before the 

election.  It still doesn’t look like the Senate will go along with whatever Speaker Pelosi 

and Treasury Secretary Mnuchin negotiate, so any sort of deal with substance may not 

occur until next year.  For the most part, financial markets have discounted this outcome.  

The lack of fiscal assistance will probably lead to weaker H1 economic growth next year, 

but if we do see a package in Q1, H2 will likely show a rebound. 

o Fed officials are warning that more fiscal support is necessary to help lift growth.   

• Some of this weakness is already starting to show in the economy, at least according to 

the Beige Book.  The survey of the Fed districts suggests that the economy continues to 

grow, but the pace of recovery is decelerating.  The report noted that housing and auto 

sales are strong and constrained by the lack of supply, which portends better future 

growth and supply is expanded.  Labor markets remain mixed, with goods production 

worker demand high but services spotty.   

o There are media reports that the Fed is not providing the stimulus it promised in 

March.  This is a misread of what the Fed is actually doing.  The Fed is providing 

a backstop to the shadow banking system by ensuring working markets for assets 
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that are often used in repo lending.  This backstop is usually at a rate above the 

market, which means that in a crisis it provides support, but in normal times, the 

lines are “untapped.”  This is actually good news; it suggests the financial markets 

are functioning.  But, if one thought the Fed was going to buy the world, they 

were mistaken.   

o Meanwhile, in the CMBS market, the use of special servicers, who supervise 

distressed debt, is rising.   

Election tampering:  There are reports that foreign actors have acquired voter registration data.  

Russia and Iran are accused of this action, but we suspect others have the information as well.  

There are reports that emails from right-wing groups threatening registered Democrats have been 

distributed in Alaska and Florida.  The administration has accused Iran of the spoofing; given the 

obvious and ham-fisted nature of the threats, it probably was not from more sophisticated actors, 

such as China or Russia.  We did discuss the possibility of foreign interference in our May WGR 

series on the elections; we would expect more to come as the actual election day looms. 

 

Brexit:  PM Johnson set a deadline; the EU ignored it, and the U.K. broke off talks.  After some 

groveling, the EU agreed it would have to make concessions too, giving Johnson a win and talks 

have restarted.  For the most part, the differences aren’t all that wide.  A deal of some sort should 

be possible.  An EU negotiating team will meet in London today to resume talks.   

 

China:  China has been experiencing a solid recovery from the pandemic.  But its path to 

success is one it has used for years—exports and investment. Infrastructure spending has led to a 

sharp rise in steel production.  Brad Setzer of CFR tracks foreign flows and makes a strong case 

that China’s recovery is being built by absorbing foreign demand, a trend that will almost 

certainly trigger a backlash.  The pattern of recovery will create rising foreign reserves that will 

need to be invested, and China is already planning to boost outward investment.  How should the 

U.S. react?  The most effective tool would be to take steps to appreciate the CNY.   

• China has unveiled a new law to ban exports of goods tied to national security.  We 

would expect these laws to reduce exports of rare earths.   

• In this week’s AAW, we discussed the notion that inventory restocking will likely 

support growth in the coming quarters.  Of course, not all of that rebuilding will come 

from domestic sources.  There are reports that shipping costs are rapidly rising on goods 

from China, part of the drive to rebuild inventories in the U.S.  

• The leader of Tibet’s government in exile, Lobsang Sangay, has met with Robert Destro, 

the new special envoy to Tibet.  As one would expect, Beijing was not happy.   

• After the 2008 Financial Crisis, China started its own bond-rating firms.  They are 

apparently easy graders as the majority of issuers are rated AAA.   

COVID-19:  The number of reported cases is 41,388,387 with 1,132,676.  In the U.S., there are 

8,338,387 confirmed cases with 222,220 deaths.  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 Axios state infection map is updated.  

 

https://www.nreionline.com/distressed/special-servicer-activity-provides-window-assessing-distressed-cycle?NL=NREI-01&Issue=NREI-01_20201021_NREI-01_906&sfvc4enews=42&cl=article_1_b&utm_rid=CPG09000003323282&utm_campaign=29656&utm_medium=email&elq2=db7e3dd477c4422698610617b1864028&oly_enc_id=7565J9063734D8B
https://www.politico.com/news/2020/10/21/iran-voter-registration-fbi-431048?utm_source=POLITICO.EU&utm_campaign=a264c5e4f2-EMAIL_CAMPAIGN_2020_10_22_05_09&utm_medium=email&utm_term=0_10959edeb5-a264c5e4f2-190334489
https://www.washingtonpost.com/technology/2020/10/20/proud-boys-emails-florida/
https://www.washingtonpost.com/technology/2020/10/20/proud-boys-emails-florida/
https://www.politico.eu/article/brexit-talks-resume-after-deadlock-breaks/?utm_source=POLITICO.EU&utm_campaign=a264c5e4f2-EMAIL_CAMPAIGN_2020_10_22_05_09&utm_medium=email&utm_term=0_10959edeb5-a264c5e4f2-190334489
https://www.politico.eu/article/brexit-talks-resume-after-deadlock-breaks/?utm_source=POLITICO.EU&utm_campaign=a264c5e4f2-EMAIL_CAMPAIGN_2020_10_22_05_09&utm_medium=email&utm_term=0_10959edeb5-a264c5e4f2-190334489
https://www.politico.eu/article/brexit-agreement-within-reach-says-barnier/?utm_source=POLITICO.EU&utm_campaign=a264c5e4f2-EMAIL_CAMPAIGN_2020_10_22_05_09&utm_medium=email&utm_term=0_10959edeb5-a264c5e4f2-190334489
https://www.ft.com/content/27d46f3b-a718-421e-b5d6-b007c08a441d?emailId=5f90f88a4c0770000496b607&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/aec6b668-4452-4f27-a42d-ec0e83059cc9?emailId=5f8eb812eb655400040c6e8b&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.cfr.org/blog/chinas-surplus-rising-rapidly-so-us-deficit-imf-cannot-turn-blind-eye
https://www.reuters.com/article/us-china-economy-investment/china-to-expand-several-outbound-investment-schemes-amid-yuan-strength-state-media-idUSKBN2762IF
https://www.wsj.com/articles/china-adds-new-export-restrictions-in-latest-trade-dispute-move-11603110032?st=v2tesiqqwh99gzf
https://www.ft.com/content/4a77fe08-edb4-46b6-a030-f32a404ccdce?emailId=5f900613deb5fc0004fb3c64&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/4a77fe08-edb4-46b6-a030-f32a404ccdce?emailId=5f900613deb5fc0004fb3c64&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.scmp.com/news/china/politics/article/3106292/historic-tibetan-political-leader-meets-new-us-special-envoy?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3106292
https://www.wsj.com/articles/more-corporate-bonds-are-rated-triple-a-in-china-despite-coronavirus-pandemic-11603272614?st=7mg70nl8k6p3wsx
https://www.nytimes.com/live/2020/10/22/world/covid-19-coronavirus-updates
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.axios.com/coronavirus-pandemic-getting-worse-9e2dc6ee-fe03-4f08-9425-12017c6b32cb.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
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Virology:   

• As the virus makes a comeback in Europe, Ireland has moved to implement a full 

national lockdown.  The Czech Republic is following suit.  Hospitals across Europe are 

preparing for increasing caseloads.   

• There is some good news; the medical system is getting better at treating the disease, and 

although infection rates are rising, fatalities are not.  Treatment plans have improved, 

making the disease less deadly.   

• Researchers are turning to wastewater analysis to track infection rates.   

• The CDC is adjusting the guidelines about virus exposure.  Instead of exposure within six 

feet for 15 minutes, it is now exposure within six feet for a total of 15 minutes over a 24-

hour period.  The CDC has been slowly acknowledging that the virus spreads via 

aerosols, and this change is another element of that adjustment.   

• China is promising vaccines for the emerging world, using the treatment as a diplomatic 

tool. 

Technology:  As has been widely reported, the DOJ and several state attorneys general are 

accusing Google (GOOGL, USD 1585.99) of antitrust violations.  The government is accusing 

the company of acting to maintain a monopoly; the company is falling back on the 1980s 

defense, which is that no consumers were harmed by their actions.  There is a growing consensus 

that monopoly causes problems even if consumers are not harmed.  In addition, there is 

bipartisan support for the action.  The outcome of the indictment will likely take years to 

conclude, and it isn’t completely clear what actions the government might take against the 

company.  It can be hard to break up an integrated company, and the firms tend to construct 

themselves with this issue in mind.  If history is any guide, the company’s competitors will try to 

take advantage of government scrutiny to make inroads into Google’s domain.  The effect it has 

on equity performance remains to be seen. 

 

Odds and ends:  The U.S. is expanding its sanctions to prevent the completion of the Nord 

Stream 2 pipeline. … In Nigeria, protests against policy brutality turned deadly yesterday as 

soldiers opened fire against protestors; at least 10 people died. … The Turkish lira fell to new 

lows after the central bank refused to raise interest rates to defend the exchange rate. 

 

U.S. Economic Releases  

For the week ending October 17, initial claims came in at 787K compared to expectations of 

870K. The prior report was revised from 898K to 842K.  

 

https://www.washingtonpost.com/world/europe/ireland-is-first-european-country-to-reimpose-a-lockdown-amid-a-coronavirus-resurgence/2020/10/21/4bf2ffe6-139e-11eb-a258-614acf2b906d_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%2F2c4434a%2F5f9102c89d2fda0efb5114e1%2F596b53f6ae7e8a44e7d597a3%2F14%2F88%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/europe/ireland-is-first-european-country-to-reimpose-a-lockdown-amid-a-coronavirus-resurgence/2020/10/21/4bf2ffe6-139e-11eb-a258-614acf2b906d_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%2F2c4434a%2F5f9102c89d2fda0efb5114e1%2F596b53f6ae7e8a44e7d597a3%2F14%2F88%2F860efe1a8d0e17e362d76014014ee4c6
https://www.politico.eu/article/czech-government-to-impose-lockdown-measures/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/hospitals-brace-for-europes-second-covid-19-wave-11603284024?st=ei0bmb7cyrd2fso
https://www.wsj.com/articles/hospitals-brace-for-europes-second-covid-19-wave-11603284024?st=ei0bmb7cyrd2fso
https://www.npr.org/sections/health-shots/2020/10/20/925441975/studies-point-to-big-drop-in-covid-19-death-rates
https://www.washingtonpost.com/world/2020/10/21/wastewater-coronavirus-testing-world-outbreaks/?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%2F2c44059%2F5f9102c89d2fda0efb5114e1%2F596b53f6ae7e8a44e7d597a3%2F54%2F88%2F860efe1a8d0e17e362d76014014ee4c6
https://www.wsj.com/articles/federal-health-authorities-update-covid-19-close-contact-definition-11603306122?mod=djemHL_t
https://www.ft.com/content/ce9a4c98-49b5-4c24-9ff2-ed1c6a3f3412?emailId=5f8fb542deb5fc0004fb36b4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2INfxn0
https://nyti.ms/37vxVLz
https://nyti.ms/37vxVLz
https://www.ft.com/content/e06d316c-1718-415e-bc6b-9185283daf43?emailId=5f8fb542deb5fc0004fb36b4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.com/news/2020/10/20/doj-antitrust-suit-against-google-430545?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.axios.com/the-microsoft-cases-long-shadow-over-google-4c16187a-91ce-475e-8b09-861846d8392d.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/the-microsoft-cases-long-shadow-over-google-4c16187a-91ce-475e-8b09-861846d8392d.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/u-s-broadens-sanctions-to-thwart-completion-of-russian-gas-pipeline-11603193032?st=6s0xjh5xmsruh1x
https://www.wsj.com/articles/nigeria-protests-whats-happening-and-why-are-people-demonstrating-11603277989?st=fcv7s0lu41nv9br
https://www.washingtonpost.com/world/nigerian-protesters-say-security-forces-fired-on-them-amid-growing-global-outrage/2020/10/21/3b6dd1f6-1375-11eb-a258-614acf2b906d_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%2F2c44056%2F5f9102c89d2fda0efb5114e1%2F596b53f6ae7e8a44e7d597a3%2F50%2F88%2F860efe1a8d0e17e362d76014014ee4c6
https://www.ft.com/content/06fee4e5-5a63-4163-a36f-ef613cbc3555
https://www.ft.com/content/06fee4e5-5a63-4163-a36f-ef613cbc3555
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The chart above shows the four-week moving average of initial jobless claims. The four-week 

moving average fell from 832.75K to 811.25K. 

 

For the week ending October 10, continuing claims came in at 8.373MM compared to 

expectations of 9.625MM. The previous report was revised from 10.001MM to 9.397MM. 
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The chart above shows the four-week moving average of continuing claims by region. 
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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 Economic Expectations m/m Oct 41.5 **

9:45 Bloomberg Consumer Comfort w/w 18-Oct 48.2 **

10:00 Leading Index m/m Sep 0.60% 1.20% **

10:00 Existing Home Sales m/m Sep 6.30m 6.00m **

10:00 Existing Home Sales MoM m/m Sep 5.0% 2.4% **

11:00 Kansas City Fed Manf. Activity m/m Oct 11 11 **

Speaker or event

13:00 Thomas Barkin and Daly Discuss Economic Equality

18:00 Robert Kaplan Takes Part in Panel Discussion with John Taylor President of the Federal Reserve Bank of Dallas

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of Richmond

 
 

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 Swift Global Payments CNY m/m Sep 2.0% 1.9% ** Equity and bond neutral

Japan Foreign Buying Japan Stocks w/w 16-Oct -¥94.0b ¥1421.0b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 16-Oct -¥162.8b ¥312.5b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 16-Oct ¥419.8b ¥1946.5b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 16-Oct ¥392.4b ¥781.5b * Equity and bond neutral

Nationwide Dept Sales y/y Sep -33.6% -22.0% * Equity bearish, bond bullish

Tokyo Dept Store Sales y/y Sep -35.0% -29.1% * Equity bearish, bond bullish

Europe

Eurozone Govt Debt/GDP Ratio y/y 11-Jul 84.0% 84.1% ** Equity bullish, bond bearish

Germany GfK Consumer Confidence m/m Nov -3.1 -1.6 -3.0 ** Equity bearish, bond bullish

France Business Confidence m/m Oct 90 92 92 ** Equity and bond neutral

Manufacturing Confidence m/m Oct 93 96 96 ** Equity and bond neutral

Production Outlook Indicator m/m Oct -12 -2 -4 ** Equity bearish, bond bullish

Own-Company Production Outlook m/m Oct 4 12 5 ** Equity and bond neutral

Business Survey Overall Demand m/m Oct 6 -45 ** Equity bullish, bond bearish

UK CBI Trends Total Orders m/m Oct -34 -48 -50 ** Equity and bond neutral

CBI Trends Selling Prices m/m Oct 4 -1 ** Equity and bond neutral

CBI Business Optimism m/m Oct 0 -1 -17 ** Equity and bond neutral

Russia CPI w/w 19-Oct 0.1% 0.1% *** Equity and bond neutral

AMERICAS

Brazil Tax Collections m/m Sep 119.825b 124.505b 119.700b * Equity and bond neutral

Canada Retail Sales m/m Aug 0.4% 0.6% 1.1% ** Equity bearish, bond bullish

Retail Sales Ex Auto m/m Aug 0.5% -0.4% 0.9% ** Equity bearish, bond bullish

CPI y/y Sep 0.5% 0.1% 0.5% *** Equity and bond neutral  
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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 21 1 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 13 11 2 Up

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

10-yr T-note (%) 0.81 0.82 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 14 13 1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down 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 $42.07 $41.73 0.81%

WTI $40.35 $40.03 0.80%

Natural Gas $3.01 $3.02 -0.43%

Crack Spread $7.62 $7.62 0.03%

12-mo strip crack $9.70 $9.72 -0.21%

Ethanol rack $1.61 $1.60 0.50%

Gold $1,916.05 $1,924.33 -0.43%

Silver $24.88 $25.05 -0.66%

Copper contract $316.65 $319.85 -1.00%

Corn contract 414.75$       413.75$       0.24%

Wheat contract 626.75$       629.75$       -0.48%

Soybeans contract 1,074.75$    1,071.50$   0.30%

Baltic Dry Freight 1346 1350 -4

Actual Expected Difference

Crude (mb) -1.0 0.5 -1.5

Gasoline (mb) 1.9 -1.5 3.4

Distillates (mb) -3.8 -2.0 -1.8

Refinery run rates (%) -2.20% 0.90% -3.10%

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

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

with warmer temperatures on the East and West Coasts. Wet conditions are expected for most of 

the country, with dry conditions expected in the West. Today, Hurricane Epsilon is expected to 

touch down in Bermuda. There is also some cyclone formation developing in the Caribbean Sea, 

but it is not expected to develop into a tropical storm.  The tropical season ends on Halloween; 

we will stop reporting on tropical events on a daily basis but will note if any storms develop in 

November. 
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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 16, 2020 
 

Of all the different economic indicators published by the government and private entities, one of 

the least followed, but potentially very enlightening, is the Census Bureau’s monthly report on 

business inventories.  The report tracks the value of inventories on hand each month at the retail, 

wholesale, and manufacturing levels and compares those values to the amount of sales at each 

level.  The resulting inventory/sales ratio can help us predict business behavior in the coming 

months.  For example, if the inventory/sales ratio is higher than normal, it may mean firms are 

saddled with excess stockpiles and will cut prices or hold back on new orders to their suppliers.  

When the inventory/sales ratio is lower than normal, it could portend increased orders and higher 

prices.  The inventory/sales ratio fluctuates over time because of changes in technology and 

management practices, but it can still provide important insights over the short term. 

 

As shown by the heavy blue line in the chart below, the overall inventory/sales ratio fluctuated 

between about 1.35 and 1.40 during the five years leading up to the coronavirus pandemic.  

When the pandemic shutdowns hit, many firms saw their sales plummet, leaving their 

inventories sitting on shelves in their shuttered stores or warehouses.  The overall inventory/sales 

ratio surged to 1.67 in April.  With the recent reopening of most of the economy, however, the 

overall ratio has now fallen to 1.33.  Since the current ratio is lower than in the recent past, it 

may suggest firms would be eager to rebuild their stockpiles if they became more confident that 

the economic recovery will continue.  Lean inventories may also encourage price hikes or 

discourage price cuts, helping to alleviate fears of excessively low inflation. 

 

 
 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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A close look at the detail in the chart is even more encouraging.  Note that before the pandemic, 

retailers typically carried $1.45 to $1.50 of inventory for every dollar of monthly sales.  In 

August, however, retailers had just $1.24 of inventory for every dollar of sales, marking their 

lowest inventory/sales ratio in at least 25 years.  If you’ve finally started to go out shopping 

again after the lockdowns, you may have noticed that many stores have very little inventory on 

their shelves.  In part, that may reflect retail managers’ lack of confidence in future demand.  It 

could also be partly unplanned, reflecting an inability to get new inventories because of supply 

chain disruptions or reduced financing by skeptical lenders.  In any case, it’s hard to believe 

retailers would keep their stockpiles this low when the economy returns to normal.  Rather, one 

would expect an eventual inventory restocking and strongly rebounding orders. 

 

In contrast with the situation for retailers, factory inventories are a bit high compared with recent 

history.  Rather than carrying inventories worth $1.38 to $1.40 per dollar of sales, as they did 

before the pandemic, manufacturers recently had about $1.43 of inventory per dollar of sales.  

That means that if retail restocking leads to a rebound in manufacturing orders, there could be a 

modest delay in new production (since the wholesale inventory/sales ratio is right at its recent 

average, we are ignoring it for purposes of this analysis).  All the same, it probably wouldn’t take 

long for the small excess in factory stockpiles to get used up.  Manufacturers and raw material 

suppliers might need to ramp up production quickly, which in turn could require faster hiring.  

It’s probably too much to say the economy is a coiled spring ready to snap back to normal.  We 

still think it will take some time to get over the drag from the pandemic.  All the same, even a 

gradual normalization process could produce a big acceleration in factory activity, helping boost 

corporate profits and supporting further stock market gains.   

 

   
 

 

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 10/21/2020 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 10/21/2020 close) 

 

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

Real Estate

Commodities

Foreign Developed (local currency)

Foreign Developed ($)

Mid Cap

Small Cap

US High Yield

Cash

Emerging Markets ($)

Emerging Markets (local currency)

US Corporate Bond

Large Cap

US Government Bond
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 22, 2020 
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P/E as of 10/14/2020 = 29.5x

 
 

Based on our methodology,1 the current P/E is 29.5x, down 0.4x from last week.  Better than 

expected earnings have reduced 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. 


