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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 29, 2020—9:30 AM EDT] Global equity markets are generally higher this 

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

closed up 0.3%. Chinese markets were higher, with the Shanghai Composite up 0.1% from the 

prior close and the Shenzhen Composite up 0.5%.  U.S. equity index futures are signaling a 

higher open.  With 226 companies having reported, the S&P 500 Q3 earnings stand at $36.20, 

higher than the $33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease from Q3 

2019 earnings.  Thus far this quarter, 84.6% of the companies have reported earnings above 

forecast, while 13.2% have reported earnings below forecast.   

 

Good morning.  It’s GDP day!  After two brutal down days, mostly driven by worsening 

infection rates and the lack of fiscal support, equity markets are trying to recover.  As expected, 

GDP had a historic recovery, up 33.1% (q/q% annualized).  This is the largest quarterly gain 

ever; of course, much of this is due to the “magic” of annualization.  Things were never as bad as 

Q2 looked or as robust as these numbers appear.  We detail the data below.  Hurricane Zeta has 

made landfall.   

 

Market comments lead off our coverage.  Pandemic news follows.  China news comes next, 

including reports on an operation by Chinese operatives to bring back wanted nationals from 

within the U.S.  Next up are economic observations, including several central bank meetings.  

Brexit follows.  We take note of the tech executives’ congressional testimonies.  Reports on 

Spain and Catalonia follow, and we close with comments on the WTO.  Being Thursday, the 

Weekly Energy Update is available.  This week, we take a look at the natural gas market.  And, 

the Q4 2020 Asset Allocation Rebalance Chart Book is also available, where we discuss recent 

allocation changes and provide the economic background for our decisions.  Lots going on; let’s 

get to it! 

 

The markets:  Yesterday was a tough day in the financial markets.  Not only did we see a swoon 

in equities, but Treasuries, the usual diversifier, also saw prices decline.  Gold prices fell too.  

Equities and gold have been following a similar pattern recently, most likely because both have 

become dependent on policy liquidity.  Thus, the news that there wouldn’t be any fiscal package 

before the election hurt both.  Former NY FRB President Bill Dudley’s comments that the Fed 

may be out of tools probably didn’t help.  His comments are patently false; the Fed could engage 

in negative interest rates (like the ECB) or buy equities (like the BOJ), but it is arguable that 

these may not be all that effective.  We suspect Dudley’s goal was to highlight the need for fiscal 

support; however, the timing of his comments was not helpful.   

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-10-29-2020-11603966538?st=oxc6ahnlwggkhds
https://www.wsj.com/articles/hurricane-zeta-strengthens-as-it-churns-toward-louisiana-11603891153?st=bpt3nqb7y7awazi
https://www.wsj.com/articles/hurricane-zeta-strengthens-as-it-churns-toward-louisiana-11603891153?st=bpt3nqb7y7awazi
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_oct_29_2020.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-chart-book/
https://www.businessinsider.com/economic-outlook-federal-reserve-monetary-policy-exhausted-fiscal-stimulus-dudley-2020-10
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So, what do we think?  The resurgence of the virus is clearly unwelcome.  As we note below, 

Europe is starting to lock down.  We don’t expect a nationwide lockdown here, but between local 

actions and a general reluctance of people to risk infection, the service sector is looking at a 

bleak winter.  Fiscal support would clearly help.  That won’t happen until after the election, and, 

even then, it may disappoint.  In the long run, immunity, either through widespread infections or 

a vaccine, is the best answer to growth.  Election jitters are also playing a role.  Although the 

potential for tail risk is elevated, much of that has been anticipated.  The slope of the VIX curve 

suggests an elevated level of fear as do high cash levels.  If the outcome of the election isn’t as 

dire as the worst-case scenario, we would not be surprised to see a relief rally.  We have not 

finished our 2021 Outlook, because publishing it before the election seemed imprudent.  We are 

not expecting a strong economy for at least the first half of next year.  That isn’t necessarily 

negative for equities as slow growth also means less inflation pressure.  At some point, though, 

we will need to see a new expansion emerge. 

 

COVID-19:  The number of reported cases is 44,583,829 with 1,175,684 deaths.  In the U.S., 

there are 8,895,432 confirmed cases with 227,703 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 weekly state chart is updated; infections are rising 

in most states. 

 

Virology:   

• Germany and France announced national lockdowns.  Both Chancellor Merkel and 

President Macron were trying to avoid this measure, but the surge in infections has not 

been curbed by partial measures.  Macron has warned his country that this winter wave 

may be worse than what we saw in the spring.  Meanwhile, the U.K. is also trying to 

avoid national measures, but infection rates are rising quickly, which may force PM 

Johnson to act. 

• In the U.S., hospitalizations are rising rapidly; this will likely cause capacity issues in the 

coming weeks.   

• European researchers have determined that this surge in infections appears to be a new 

variant of the virus.  Mutations are normal.  In fact, sometimes they are favorable.  A 

virus can change into a form that is less virulent.  This variant of COVID-19 emerged 

among agricultural workers in northeastern Spain.  The characteristics of this mutation 

have not been determined.   

• China has seen a modest rise in infections.   

• A recent study from Tennessee concludes that mask wearing was effective in reducing 

hospitalization for COVID-19.  Masks remain politically controversial, but this study 

does suggest that masks seem to have a protective effect. 

• The U.S. has announced that Medicare and Medicaid will cover the cost of the COVID-

19 vaccine.  This decision will improve the distribution of the vaccine when it arrives. 

• Egypt has become a proving ground for vaccines.  The country has the capability to 

produce vaccines and has a large population.  Russian, Chinese, and Western nations are 

working on arrangements to test their vaccines on Egyptians.   

https://www.nytimes.com/live/2020/10/29/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-cases-new-record-election-58219528-d890-4bde-b68d-2a9e328f1536.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/frances-macron-announces-new-national-lockdown-starting-friday-11603913424?st=528iqngeqh85plx
https://www.ft.com/content/cc928df5-8c4f-4b16-b5e8-78547069c9d5?emailId=5f9a3f7bd829e400043ac7b3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/europe/covid-germany-france-lockdown/2020/10/28/934a5908-193d-11eb-8bda-814ca56e138b_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%2F2c63474%2F5f9a3d379d2fda0efb56e822%2F596b53f6ae7e8a44e7d597a3%2F43%2F75%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/europe/covid-germany-france-lockdown/2020/10/28/934a5908-193d-11eb-8bda-814ca56e138b_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%2F2c63474%2F5f9a3d379d2fda0efb56e822%2F596b53f6ae7e8a44e7d597a3%2F43%2F75%2F860efe1a8d0e17e362d76014014ee4c6
https://www.politico.eu/article/france-coronavirus-new-restrictions/?utm_source=POLITICO.EU&utm_campaign=085af82a79-EMAIL_CAMPAIGN_2020_10_29_06_02&utm_medium=email&utm_term=0_10959edeb5-085af82a79-190334489
https://www.politico.eu/article/study-number-of-coronavirus-cases-in-england-doubling-every-9-days/?utm_source=POLITICO.EU&utm_campaign=085af82a79-EMAIL_CAMPAIGN_2020_10_29_06_02&utm_medium=email&utm_term=0_10959edeb5-085af82a79-190334489
https://www.wsj.com/livecoverage/covid-2020-10-28/card/BxRsTht38kagpoFQ9q0u?mod=djem10point
https://www.medrxiv.org/content/10.1101/2020.10.25.20219063v1
https://www.ft.com/content/2782655a-0441-4d38-bb03-5c4e67ead110
https://www.ft.com/content/2782655a-0441-4d38-bb03-5c4e67ead110
https://www.ft.com/content/d34097f0-e2c3-41a7-b3c7-9c1eb0f9df92
http://www.ecns.cn/news/2020-10-28/detail-ihacfvrp0929336.shtml
https://www.vumc.org/health-policy/sites/default/files/public_files/Vanderbilt%20COVID19%20Report-Oct%2027.pdf
https://www.vumc.org/health-policy/sites/default/files/public_files/Vanderbilt%20COVID19%20Report-Oct%2027.pdf
https://www.politico.com/news/2020/10/26/medicare-medicaid-cover-covid-vaccine-432726?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/10/26/medicare-medicaid-cover-covid-vaccine-432726?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/covid-19-vaccine-makers-see-egypt-as-crucial-launchpad-11603707672?st=y5y4ixgfcubbkpd
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China:  Here is the latest news: 

• The DOJ has charged eight people tied to a case where Chinese operatives were engaged 

in trying to coerce two Chinese nationals living in the U.S. to return to China.  Dubbed 

“operation Fox Hunt,” these eight, a mix of Americans and Chinese, were seen to be 

harassing this targeted couple.  The DOJ has indicated they were involved in illegal 

surveillance and making threats.  The U.S. action shows that the government is 

determined to provide a safe harbor for Chinese citizens who have fallen from favor with 

Beijing. 

• The U.S. is basing Coast Guard cutters in American Samoa and allowing the vessels to 

counter Chinese activities in the region.  This is further evidence of rising tensions in the 

region.   

• SoS Pompeo is on a tour of Southeast Asia; his latest nation to tour is India.  The U.S. is 

actively seeking to engage India to ally against Beijing.   

• China remains well behind its targets for imports as part of the Phase I trade deal. 

• The U.S. reiterated its commitment to Japan’s security, saying it would defend the 

Senkaku Islands if necessary.  These islands have been a point of contention between 

China and Japan. 

• In search of yield, foreign investors have been snapping up Chinese bank bonds.  

Purchases for the first eight months of 2020 exceeded those of the past three years 

combined.  Although China is actively seeking this investment (it has eased regulations to 

foster it), there is a downside.  It is becoming more difficult for China to manage its 

financial system and exchange rate.  This problem represents the tradeoff China is facing.  

If it wants to internationalize the CNY and make it a competitor for the USD, it will be 

forced to give up control of its financial system. 

Economic news: 

• The ECB, as expected, has kept policy steady.  As it faces another bout of deflation and 

pandemic issues, there was some speculation of further easing.  In its comment, the ECB 

sent a signal that further support is more likely at the December meeting.  We suspect the 

bank wants to see the impact of EU fiscal actions before adding to stimulus.   

• The Bank of Canada left rates unchanged yesterday but also offered forward guidance, 

suggesting that rates will stay low through 2023. 

• The Bank of Japan also left policy unchanged and suggested that the economy is 

gradually recovering.   

• We have been warning for some time that state and local government spending could act 

as a drag on growth in future quarters.  The evidence continues to mount that these 

governments are facing a severe challenge, and growth will be adversely affected if aid 

isn’t forthcoming. 

• At the onset of the pandemic, there was a rent moratorium.  As those measures end, the 

rental market is facing a crisis.  Renters can’t afford to pay their rent.  Landlords have no 

choice but to evict but probably face the prospects of lowering the rent to find new 

https://www.justice.gov/opa/pr/eight-individuals-charged-conspiring-act-illegal-agents-people-s-republic-china
https://www.justice.gov/opa/speech/assistant-attorney-general-john-c-demers-delivers-remarks-announcing-peoples-republic
https://www.wsj.com/articles/u-s-charges-eight-people-with-helping-china-illegally-target-alleged-fugitives-11603901423?st=6gw8yo1u4dgy213
https://www.wsj.com/articles/u-s-charges-eight-people-with-helping-china-illegally-target-alleged-fugitives-11603901423?st=6gw8yo1u4dgy213
https://www.reuters.com/article/us-usa-china-pacific-idUSKBN2782VY
https://www.cnbc.com/2020/10/28/pompeos-remarks-needed-to-send-message-to-china-ex-indian-ambassador.html
https://www.wsj.com/articles/china-is-far-behind-on-u-s-purchases-under-trade-deal-11603748956?st=sqn6805k8bcfzsx
https://www.scmp.com/news/china/diplomacy/article/3107291/american-troops-could-be-sent-defend-senkaku-islands-us?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3107291
https://www.scmp.com/news/china/diplomacy/article/3107291/american-troops-could-be-sent-defend-senkaku-islands-us?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3107291
https://www.ft.com/content/afe672c2-e767-4f6c-99dd-d4ef27c37a65?emailId=5f994f45a5bf3b0004662388&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/chinas-strengthening-currency-is-increasingly-outside-beijings-control-11603963539?st=xwymnwjpi9r6dv4
https://www.wsj.com/articles/u-s-states-face-biggest-cash-crisis-since-the-great-depression-11603910750?st=5iq0o94qotfx84p
https://www.wsj.com/articles/struggling-rental-market-could-usher-in-next-american-housing-crisis-11603791000?st=cy2gqhyx52abw6a
https://www.wsj.com/articles/struggling-rental-market-could-usher-in-next-american-housing-crisis-11603791000?st=cy2gqhyx52abw6a
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tenants.  All this suggests a spiral of problems developing.  Again, fiscal support could 

stave off this problem.   

• The Department of Homeland Security is proposing changing the H-1B visa program to 

have a bias toward filling higher-paid positions rather than a lottery.  The idea is that by 

making this change, lower-paid workers would face less competition from foreign 

workers.   

Brexit:  There does appear to be progress in talks, although fishing remains a sticking point.  

The next two weeks are critical to progress.  The EU is taking steps to ensure dual equity listings 

will function after Brexit.   

 

The curious case of Catalonia:  According to reports, a Russian group offered Catalonian 

officials 10,000 soldiers to support the province’s separation from Spain.  It appears Catalonian 

leaders declined the offer, although the existence of it is clearly odd.  Spain has arrested several 

people who are alleged to have funded the exile of Catalan President Carles Puigdemont.   

 

Technology:  The leaders of several tech firms faced congressional questioning yesterday.  

While there is bipartisan disapproval, the issues for the two sides are different.  The right-wing is 

afraid of social media censoring, and the left fear the growing power of the firms and their 

spreading of disinformation.   

• The healthcare system is being hit with ransomware attacks.   

 

WTO:  The WTO is in the process of selecting a new leader.  The 164 members, less the U.S., 

approved Ngozi Okonjo-Iweala to the post.  The U.S. opposes her because she has no 

background in trade.  Other nations criticized the U.S., suggesting Washington’s disapproval had 

more to do with undermining the organization.  The WTO works on consensus, so the U.S. 

rejection means, for now, that the WTO continues to operate without a new leader.   

 

U.S. Economic Releases  

 

For the week ending October 24, initial claims came in at 751K compared to expectations of 

770K. The prior report was revised from 787K to 791K.  

https://www.wsj.com/articles/trump-administration-proposes-eliminating-h-1b-visa-lottery-11603935434?st=29ary73mp7cjh8r
https://finance.yahoo.com/news/brexit-deal-inches-closer-view-141325290.html
https://nyti.ms/37Ot1JB
https://www.theguardian.com/politics/2020/oct/27/brexit-deal-hangs-in-the-balance-says-eu-council-president?utm_source=POLITICO.EU&utm_campaign=c2adbcd1a3-EMAIL_CAMPAIGN_2020_10_28_06_13&utm_medium=email&utm_term=0_10959edeb5-c2adbcd1a3-190334489
https://www.ft.com/content/202e0f16-6024-4378-95c8-5b15ac9a5b3b?emailId=5f9800d46193670004f717b9&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.eu/article/russian-group-offered-catalan-separatist-leaders-10000-soldiers-according-to-judge/?utm_source=POLITICO.EU&utm_campaign=085af82a79-EMAIL_CAMPAIGN_2020_10_29_06_02&utm_medium=email&utm_term=0_10959edeb5-085af82a79-190334489
https://www.politico.eu/article/russian-group-offered-catalan-separatist-leaders-10000-soldiers-according-to-judge/?utm_source=POLITICO.EU&utm_campaign=085af82a79-EMAIL_CAMPAIGN_2020_10_29_06_02&utm_medium=email&utm_term=0_10959edeb5-085af82a79-190334489
https://www.politico.eu/article/arrests-spain-illegal-financing-catalan-president-carles-puigdemont/?utm_source=POLITICO.EU&utm_campaign=085af82a79-EMAIL_CAMPAIGN_2020_10_29_06_02&utm_medium=email&utm_term=0_10959edeb5-085af82a79-190334489
https://www.politico.eu/article/arrests-spain-illegal-financing-catalan-president-carles-puigdemont/?utm_source=POLITICO.EU&utm_campaign=085af82a79-EMAIL_CAMPAIGN_2020_10_29_06_02&utm_medium=email&utm_term=0_10959edeb5-085af82a79-190334489
https://www.ft.com/content/26962a06-2af0-46fe-9dad-4a09d7fe1702?emailId=5f9a3f7bd829e400043ac7b3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/senate-tech-hearing-facebook-twitter-google-11603849274?st=mh4ihsp7q4l66un
https://apnews.com/article/politics-crime-elections-presidential-elections-548634f03e71a830811d291401651610
https://www.wsj.com/articles/u-s-opposes-pick-to-lead-world-trade-organization-riling-member-nations-11603911883?st=ivk0ra6iq4h7ae7
https://www.wsj.com/articles/u-s-opposes-pick-to-lead-world-trade-organization-riling-member-nations-11603911883?st=ivk0ra6iq4h7ae7
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The chart above shows the four-week moving average for initial jobless claims. The four-week 

moving average fell from 812.50K to 787.75K. 

 

For the week ending October 17, continuing claims came in at 7.756MM compared to 

expectations of 7.775MM. The prior week’s report was revised from 8.373MM to 8.465MM. 
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The chart above shows the four-week moving average of continuing claims by region. 
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U.S. annualized GDP growth in Q3 shattered the previous record of 16.67%, rising 33.1% from 

the previous quarter, and above expectations of 32.0%. 

 

 
 

The rise was boosted by an unprecedented rise in consumer spending following a reduction of 

lockdown restrictions. Personal consumption expanded at an annual pace of 40.7% compared to 

expectations of 38.9%. Prices rebounded as well in the third quarter. The GDP price index rose 

3.6% from the prior quarter, and core PCE rose 3.5%. 

 

 
 

As the above chart shows, the economy remains well below the previous peak.  The recovery is 

underway, but it will take a while before we see a new expansion develop. 
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Q3 2020 Prelim Reading Q2 2020 Third Reading Difference

GDP 33.1% -31.4% 64.5%

Consumption 25.3% -24.0% 49.3%

Investment 11.6% -8.8% 20.4%

Inventories 6.6% -3.5% 10.1%

Net Exports -3.1% 0.6% -3.7%

Government -0.7% 0.8% -1.5%  
 

The table above shows the GDP contributions. The biggest contributors to GDP were 

consumption and investment, while the drags were net exports and government spending. 

 

 
 

The chart above shows the contribution table visually. The ending of lockdown restrictions made 

it easier for consumers to start buying which buoyed GDP. Additionally, the rise in inventories 

and COVID-19-related investment spending also supported growth.  

 

Although the record growth in Q3 was welcome news, additional stimulus is likely needed to get 

the economy back on track.  Hence, we do not expect this report to have an impact on current 

stimulus negotiations, particularly because states are still in desperate need of relief.   

 

The table below lists the domestic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m Oct 46.6 **

10:00 Pending Home Sales m/m Sep 3.0% 8.8% **

10:00 Pending Home Sales NSA y/y Sep 23.0% 20.5% **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

https://www.bloomberg.com/news/articles/2020-10-13/states-see-31-billion-of-taxes-disappear-due-to-covid-recession?sref=uIvt3NFS
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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

Japan Foreign Buying Japan Stocks w/w 23-Oct ¥228.4b -¥94.0b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 23-Oct -¥19.9b -¥162.8b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 23-Oct -¥1010.8b ¥419.8b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 23-Oct ¥157.2b ¥392.4b * Equity and bond neutral

Retail Sales y/y Sep -8.7% -1.9% -7.6% ** Equity bearish, bond bullish

Dept. Store, Supermarket Sales y/y Sep -13.9% -3.2% -11.6% ** Equity bearish, bond bullish

Consumer Confidence Index m/m Oct 33.6 32.7 35.0 ** Equity and bond neutral

Australia NAB Business Confidence q/q 3Q -10.0 -15.0 ** Equity and bond neutral

Import Price Index q/q 3Q -3.5% -1.9% -2.0% ** Equity and bond neutral

Export Price Index q/q 3Q -5.1% -2.4% -3.5% ** Equity bearish, bond bullish

New Zealand ANZ Business Confidence m/m Oct -15.7 -14.5 ** Equity and bond neutral

ANZ Activity Outlook m/m Oct 4.7 3.6 ** Equity and bond neutral

Europe

Eurozone Economic Confidence m/m Oct 90.9 91.1 89.6 ** Equity bullish, bond bearish

Industrial Confidence m/m Oct -9.6 -11.1 -10.9 ** Equity and bond neutral

Services Confidence m/m Oct -11.8 -11.1 -14 ** Equity and bond neutral

Consumer Confidence m/m Oct -15.5 -15.5 ** Equity and bond neutral

Germany Unemployment Change (000's) m/m Oct -35.0k -8.0k -5.0k ** Equity and bond neutral

Unemployment Claims Rate SA m/m Oct 6.2% 6.3% 6.3% *** Equity and bond neutral

Italy Consumer Confidence Index m/m Oct 102.0 103.4 102.0 ** Equity and bond neutral

Manufacturing Confidence m/m Oct 95.6 92.1 91.8 ** Equity bullish, bond bearish

Economic Sentiment m/m Oct 92.9 91.1 ** Equity bullish, bond bearish

Hourly Wages y/y Sep 0.5% 0.6% ** Equity and bond neutral

UK Net Lending Sec. on Dwellings m/m Sep 4.8b 3.1b 3.6b ** Equity bullish, bond bearish

Mortgage Approvals m/m Sep 91.5k 84.7k 76.1k ** Equity bullish, bond bearish

Money Supply M4 MoM m/m Sep 0.90% -0.40% ** Equity and bond neutral

AMERICAS

Canada CFIB Business Barometer m/m Oct 53.3 59.2 *** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 21 22 -1 Down

3-mo T-bill yield (bps) 8 9 -1 Neutral

TED spread (bps) 14 13 1 Up

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

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

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

EUR/USD 3-mo swap (bps) 15 14 1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Up Up

pound Flat Down

franc Down Up

Central Bank Action Prior Expected On forecast

BOJ Policy Balance Rate -0.100% -0.100% -0.100% On forecast

BOJ 10-Yr Yield Target 0.000% 0.000% 0.000% On forecast

Bank of Canada Rate Decision 0.250% 0.250% 0.250% On forecast

Selic Rate 2.000% 2.000% 2.000% On forecast

ECB Main Refinancing Rate 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% On forecast   
 

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 $37.92 $39.12 -3.07% Economic Pessimism

WTI $36.19 $37.39 -3.21%

Natural Gas $3.25 $3.29 -1.31%

Crack Spread $8.45 $7.98 5.89%

12-mo strip crack $9.95 $9.64 3.18%

Ethanol rack $1.65 $1.67 -0.89%

Gold $1,877.30 $1,877.19 0.01%

Silver $23.18 $23.38 -0.87%

Copper contract $306.80 $306.40 0.13%

Corn contract 398.25$       401.50$       -0.81%

Wheat contract 601.25$       608.75$       -1.23%

Soybeans contract 1,051.25$    1,054.75$   -0.33%

Baltic Dry Freight 1384 1413 -29

Actual Expected Difference

Crude (mb) 4.3 1.5 2.8

Gasoline (mb) -0.9 -0.6 -0.3

Distillates (mb) -4.5 -1.8 -2.7

Refinery run rates (%) 1.70% 0.50% 1.20%

Natural gas (bcf) 39.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

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

with cooler temperatures expected in the Rocky Mountains region.  Dry conditions are expected 

for most of the country, with wet conditions expected in the Rocky Mountains region.  Today, 

Hurricane Zeta has weakened to a Tropical Storm and is currently moving along the Georgia-

Alabama border.  The tropical season ends on Halloween; we will stop reporting on tropical 

events on a daily basis at that time but will note if any storms develop in November. 

https://www.wsj.com/articles/tropical-storm-zeta-is-forecast-to-grow-to-hurricane-and-hit-gulf-coast-11603650644?st=5f65gk1aqkdi7yu
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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 23, 2020 
 

The measures adopted to combat the spread of COVID-19 caused one of the most unusual 

recessions in American economic history.  Although all recessions have their own unique 

characteristics, the recession that began in February was historically deep; it is likely already 

over too, making it one of the shortest on record.  To a great extent, this is because this recession 

was caused by the disruptions due to the pandemic, not by the more usual factors, such as 

geopolitical events or monetary policy error.  Business cycles are broken into three phases: 

recession, recovery, and expansion.  The onset of recession is defined as the peak of the 

economy.  The recession occurs during the decline in business activity and ends when the cycle 

troughs.  The recovery begins at this point and lasts until the previous peak in business activity is 

exceeded, starting the next expansion.  Given the deep initial decline in business activity, the 

recovery is now underway.  Accordingly, economic analysis is now focused on the path of 

recovery.  In this report, we are going to focus on how the pandemic has caused a services 

recession which will complicate the recovery.   
 

 
 

This chart shows the four-quarter sum of the contribution to GDP from services and goods 

consumption.  In the 11 recessions that have occurred since 1950, a negative contribution from 

goods consumption has occurred in all but two (1970, 2001).  A negative reading from services 

has only occurred twice, in the last two recessions.  But clearly this recession is unlike any in the 

postwar experience.  Goods consumption has turned negative, but barely so; the decline in 

services, on the other hand, is unprecedented. 
 

Because goods can be held in inventory, any lost sales in the near term can be facilitated in the 

future by providing the goods out of stockpiles.  Eventually, inventory is exhausted and will need 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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to be rebuilt.  Last week’s AAW addressed this issue directly.  One consistent factor we see in 

recoveries is that contribution from inventory, but services really can’t be inventoried.  A 

forgone haircut or an evening at a restaurant won’t be recouped in the future.  If one takes two 

cruises a year, it isn’t likely that one will take four in the first year of the vaccine; the two not 

taken will likely be lost consumption.  Another way to consider this issue is that inventory in 

services is labor.  Within the constraints of a restaurant, for example, the way one increases 

capacity is by hiring wait staff and cooks.  To adjust to less traffic, the way a firm would reduce 

inventory is through layoffs. 
 

At the same time, households are not just holding their savings; there has been a definite shift in 

spending—away from services and toward goods.   
 

 
 

After WWII, goods consumption was just over 60% of all consumption, while services was just 

under 40%.  By 1970, the two had equalized and, in Q4 2019, the divergence had made a new 

record—69.1% of consumption had gone to services and 30.9% to goods.  Since then, goods 

have risen to 33.3% and services has declined to 66.7%.  Although we would expect the secular 

trend to resume at some point, until a vaccine emerges and/or a reliable antiviral therapy is 

developed, the bias toward goods consumption will likely remain in place.   
 

Given the likely overcapacity in services (as seen in the job losses in services industries), we 

would expect that the lack of demand will tend to act as an overhang on the economy and lead to 

a slow recovery.  If we are correct in this assessment, it should keep monetary policy 

accommodative and inflation under control.  As we will also show in this report’s accompanying 

chartbook, restaurants, gasoline, and recreation have suffered tremendous losses that will be 

difficult to recover from, while housing is getting a significant boost due to changes in office 

attendance.   
 

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 10/28/2020 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 10/28/2020 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
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Emerging Markets ($)

Large Cap

Emerging Markets (local currency)

US Corporate 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 29, 2020 
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Based on our methodology,1 the current P/E is 29.2x, down 0.3x from last week.  Better than 

expected earnings and a weaker equity index 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. 


