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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: August 24, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 2.1% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 1.6%.  

Chinese markets were higher, with the Shanghai Composite up 0.2% from the prior close and the 

Shenzhen Composite up 1.3%.  U.S. equity index futures are signaling a higher open.  With 473 

companies having reported, the S&P 500 Q2 earnings stand at $28.00, higher than the $23.72 

forecast for the quarter.  The forecast reflects a 43.8% decrease from Q2 2019 earnings.  Thus far 

this quarter, 82.5% of the companies have reported earnings above forecast, while 14.1% have 

reported earnings below forecast.   

 

It’s Monday and the last full week of August (that month went by fast, didn’t it?)!  There is a lot 

going on this morning.  We have twin tropical storms, one already in the Gulf of Mexico and the 

other on its way.  California is suffering through wildfires.  The GOP convention kicks off this 

week.  Global equities are moving higher with hopes for COVID-19 treatments.  Overseas news 

leads our coverage this morning; Belarus protests continue, and we are watching the fate of 

Aleksei Navalny.  Economics and markets are next.  The pandemic report follows.  We also 

update the China news.  Let’s get to it:   

 

Foreign news: 

• Despite threats of a crackdown, protestors gathered in large numbers in the capital city of 

Minsk over the weekend.  This is the 15th day of protests; the turnout remains large in 

spite of threats by Lukashenko to call in the military.  Meanwhile, foreign support 

remains mostly symbolic.  Lithuanians formed a human chain that stretched 21 miles, and 

the opposition leadership is meeting with Deputy SoS Biegun today.  Lukashenko 

continues to ask for help from Russia and is arguing that foreigners are behind the 

protests.   

o So far, Moscow appears to be cool to the idea of intervening.  The likely reason 

being that, unlike in Ukraine, where elections were between a Russia supporter 

and a Western supporter, there is little evidence among the protestors that they are 

aligning with the West.  Instead, the protests appear to be all about getting rid of 

Lukashenko for free elections and a less repressive regime.   

o Such protests are not a threat to Putin.  A Belarus without Lukashenko is still 

under the sway of Moscow.  And, Putin has become jaded with Lukashenko.  The 

current leader of Belarus is in trouble and we wouldn’t be surprised if he leaves, 

but we would not expect a major change in the country’s policies. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.cnn.com/2020/08/24/weather/marco-laura-gulf-coast-weather-forecast-monday/index.html
https://www.latimes.com/california/story/2020-08-23/massive-california-firestorms-expected-to-worsen-with-more-lightning-winds
https://www.wsj.com/articles/gop-to-call-for-keeping-economy-open-at-convention-11598205273?st=gqgn6rex25lqxyn
https://www.wsj.com/articles/gop-to-call-for-keeping-economy-open-at-convention-11598205273?st=gqgn6rex25lqxyn
https://www.wsj.com/articles/global-stock-markets-dow-update-8-24-2020-11598260739?st=ltt6t4a8jqqjvcz
https://www.theguardian.com/world/2020/aug/23/belarus-defiant-protesters-flood-minsk-demanding-lukashenkos-removal?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.eu/article/belarus-protests-continue-after-lukashenko-digs-in/?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://www.ft.com/content/7847a477-c94f-4068-a76f-20235f36a5cf?emailId=5f433dfd1339e7000466a993&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/7847a477-c94f-4068-a76f-20235f36a5cf?emailId=5f433dfd1339e7000466a993&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-belarus-election-lithuania-chain-idUSKBN25J0OL?taid=5f42c87b834a0300016930bc&utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.reuters.com/article/us-belarus-election-usa/belarus-opposition-leader-to-meet-no-2-us-diplomat-on-monday-idUSKBN25I0I2
https://www.washingtonpost.com/world/europe/belarus-protests-lukashenko/2020/08/22/929975ee-e147-11ea-82d8-5e55d47e90ca_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/europe/belarus-protests-lukashenko/2020/08/22/929975ee-e147-11ea-82d8-5e55d47e90ca_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://twitter.com/NATOpress/status/1297262373477257219?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://twitter.com/NATOpress/status/1297262373477257219?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://nyti.ms/2ExUz9l
https://nyti.ms/2ExUz9l
https://www.theguardian.com/commentisfree/2020/aug/21/belarus-freedom-protests?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/belarus-has-finally-had-enough-of-the-last-dictator-in-europe-11598197794?st=t258mllkmzpw68n
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• Aleksei Navalny arrived in Germany over the weekend for treatment from an alleged 

poisoning.  Reports indicate he is in stable condition.  Both France and Germany are 

offering Navalny asylum, which is probably ok with Putin, who will be glad to have him 

out of the country. 

• Greece has been in a standoff with its nemesis Turkey.  The two are at loggerheads over 

offshore oil properties around Cyprus, and over border activities and Syrian refugees.  So 

far, Greece has been underwhelmed by the support it is receiving from the EU; Germany 

is the focus of Greek ire.     

• Brexit talks remain stalled and time is running out.  It is possible that an agreement will 

not be reached.  Although we would expect the GBP to fall on a rupture, the decline may 

not be long-lasting and might present an opportunity.   

• PM Abe of Japan has returned to the hospital.  This is his second trip in two weeks, and it 

raises concerns that his health may be failing.  If Abe does stand down, there is a chance 

that his policy of keeping the JPY weak may not continue. 

Economics and Markets: 

• Inequality has been a growing problem for some time; the pandemic has worsened the 

divide.  Knowledge workers have tended to manage the pandemic because they have 

been able to shift to working from home; customer-facing jobs and those that cannot be 

accomplished without access to fixed capital have suffered.  Data suggests that 

employment is back to pre-pandemic levels for the highest earning quartile, whereas it 

remains 15% below mid-January for the bottom quartile.   

o Beyond the obvious political problems this situation causes, it also affects how 

the economy functions.  For example, we are seeing a surge in buying used 

goods—cars, clothing, furniture, etc.—where shoppers are willing to own 

something less than new to save money.  One interesting twist is that in the GDP 

calculation, used items don’t add to growth.   

• Money market funds are an important conduit for the non-bank financial system, the so-

called “shadow banking system.”  This system gets its liquidity via repo instead of 

deposits.  Low interest rates are a serious impediment for money market fund operators; 

at very low rates, they struggle to earn a profit.  Funds are temporarily waiving fees to 

prevent the generation of a negative yield; in other words, from breaking the buck.  The 

net asset value (NAV) of money market funds is traditionally set at $1.00 per share. 

While there is nothing to prevent it from reducing the NAV below a dollar, it would 

undermine the belief that money market funds are as good as cash.  Complicating 

matters, as we note in this week’s AAW, is that money market levels are elevated, further 

hampering the operators of these funds (if one is losing money on current assets, it’s hard 

to make up the difference with higher volume).  As rates continue to fall, there will be 

even greater incentive to move funds into higher-yielding assets even at higher risk. 

• Existing home sales are on a tear.  Single-family sales now exceed pre-pandemic levels.  

Generational adjustments (millennials are reaching their family-building age) and 

pandemic-driven preference for a home of one’s own are behind the lift.  The biggest 

constraint remains the lack of available homes.  Another factor helping home buying is 

https://nyti.ms/3l4oQxD
https://www.dw.com/en/russian-dissident-alexei-navalny-stable-after-arrival-in-berlin-for-medical-treatment/a-54655875
https://www.politico.eu/article/navalny-russia-poison-putin/?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://www.politico.eu/article/navalny-russia-poison-putin/?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://www.politico.eu/article/greece-irked-by-germany-in-standoff-with-turkey/?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://www.politico.eu/article/greece-irked-by-germany-in-standoff-with-turkey/?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://www.politico.eu/article/brexit-talks-hit-the-buffers-again/?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://www.wsj.com/articles/covid-19-is-dividing-the-american-worker-11598068859?st=7doxjw8ui06t5g3
https://www.wsj.com/articles/covid-19-is-dividing-the-american-worker-11598068859?st=7doxjw8ui06t5g3
https://www.washingtonpost.com/opinions/2020/08/20/us-has-two-economies-how-much-longer-will-losing-side-stand-that/
https://www.washingtonpost.com/opinions/2020/08/20/us-has-two-economies-how-much-longer-will-losing-side-stand-that/
https://www.wsj.com/articles/secondhand-sellers-have-problems-but-demand-isnt-one-of-them-11598104981?st=3g3wxx5a7lo4vmp
https://www.wsj.com/articles/secondhand-sellers-have-problems-but-demand-isnt-one-of-them-11598104981?st=3g3wxx5a7lo4vmp
https://study.com/academy/lesson/gross-domestic-product-items-excluded-from-national-income.html
https://www.wsj.com/articles/money-funds-waive-charges-to-keep-yields-from-falling-below-zero-11598261405?st=b625irgg3mgbgt1
https://www.wsj.com/articles/money-funds-waive-charges-to-keep-yields-from-falling-below-zero-11598261405?st=b625irgg3mgbgt1
https://www.confluenceinvestment.com/asset-allocation-weekly-august-21-2020/
https://www.wsj.com/articles/u-s-existing-home-sales-rose-24-7-in-july-from-june-11598018897?st=l0yb13ga2xyz2wh
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that the mortgage guarantee firms have been granting forbearance during the crisis, which 

is preserving credit ratings. 

 

• The National Association of Business Economists suggests the recovery won’t begin 

until later this year.  We disagree; strictly speaking, the data shows an obvious trough in 

June and July.  At the same time, for most people, this is a difference without a 

distinction.  The recovery is starting from such a depressed level that the difference 

between recession and recovery is difficult to spot.   

• One of the dangers of increased government involvement in the economy is that 

competitors will use regulation and anti-trust laws to hurt their competition.  It appears 

that Facebook (FB, 267.01) may have raised fears about the security of TikTok to avoid 

scrutiny of its own operations. 

• The farm sector remains under pressure from weakening demand and low crop prices.  

Meanwhile, there is hope for the lobster industry; the EU and U.S. have arrived at a new 

agreement, reducing the former’s duties on the shellfish. 

COVID-19:  The number of reported cases is 23,456,597 with 809,349 deaths and 15,155,418 

recoveries.  In the U.S., there are 5,704,597 confirmed cases with 176,809 deaths and 1,997,761 

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. 
 

Virology:   

• The media’s focus has remained on a vaccine.  However, that is only part of the story.  

Antiviral therapies may offer greater hope than a vaccine.  These therapies tend to make 

COVID-19 less deadly, reducing symptoms and improving outcomes.  Even when we get 

a vaccine, it may be some time before we know how effective it is.  The FDA has 

approved convalescent plasma for those affected with COVID-19.  The plasma comes 

from persons who have survived the disease and have antibodies; giving plasma to those 

https://finance.yahoo.com/news/doubleline-portfolio-manager-ken-shinoda-on-housing-market-resilience-during-covid-19-142019197.html
https://finance.yahoo.com/news/u-recession-likely-end-2020-040100770.html
https://www.wsj.com/articles/facebook-ceo-mark-zuckerberg-stoked-washingtons-fears-about-tiktok-11598223133?st=nj1p5ktm20d3d6s
https://www.wsj.com/articles/facebook-ceo-mark-zuckerberg-stoked-washingtons-fears-about-tiktok-11598223133?st=nj1p5ktm20d3d6s
https://www.wsj.com/articles/even-with-a-strong-crop-this-year-u-s-farmers-are-suffering-11598088601?st=7m9d9sl9ssn3agb
https://www.politico.eu/article/hogan-gives-in-on-lobsters-to-strike-trade-deal-with-trump/?utm_source=POLITICO.EU&utm_campaign=8bbe3eba66-EMAIL_CAMPAIGN_2020_08_24_05_17&utm_medium=email&utm_term=0_10959edeb5-8bbe3eba66-190334489
https://www.nytimes.com/2020/08/23/world/covid-19-coronavirus.html?action=click&block=storyline_menu_recirc&campaign_id=51&emc=edit_MBE_p_20200824&impression_id=52c23970-e556-11ea-8a65-0dc365c15ac3&instance_id=21553&name=styln-coronavirus-national&nl=morning-briefing&pgtype=Article&regi_id=5677267&region=TOP_BANNER&section=topNews&segment_id=36797&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&variant=1_Show
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.wsj.com/articles/fda-to-authorize-convalescent-plasma-for-covid-19-use-11598207810?st=3ilyn8iicctr2l4
https://www.wsj.com/articles/fda-to-authorize-convalescent-plasma-for-covid-19-use-11598207810?st=3ilyn8iicctr2l4
https://www.wsj.com/articles/what-is-covid-19-convalescent-plasma-11598217668?st=3105s74ynrg6zp5
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with COVID-19 tends to improve outcomes.  But this isn’t the only therapy on the 

horizon.  Drug makers are working to create antivirals that reduce the risk of contracting 

COVID-19.  If these prove to be effective, they will make managing the disease much 

easier, even if a vaccine proves problematic.   

o The U.S. is considering giving fast track approval for the U.K. vaccine for 

emergency use.   

o Although having a vaccine would be positive, it would be less effective if people 

are reluctant to take it.  Russia is reporting rather low acceptance rates due to fears 

about the vaccine’s safety.  There is a tension between getting a vaccine out 

quickly and determining its reliability.   

• Singapore researchers are reporting that there appears to be a mutation of the COVID-19 

virus that is less virulent.  This development isn’t a huge surprise; it is not unusual for a 

virus to mutate.  Sometimes they become more lethal, but they also can become less so.  

If this mutation becomes dominant, it would be good news.   

• Europe opened up this summer for vacation season, bolstered by success in bringing 

down infections.  Unfortunately, this change has led to a resurgence of the virus in 

several European nations, triggering new social restrictions.   

o Globally, the drop in tourism has been devastating for several emerging market 

economies.   

• Meanwhile, cases continue to decline in the U.S. 

• In the U.S., several companies were planning to reopen their offices after Labor Day.  

Those plans are being revisited.   

China news: 

• Sanctions on cotton grown in Xinjiang has led clothing firms to determine if their fabrics 

are using cotton from this region.     

• President Trump warned he could order the U.S. economy to decouple from China.   

• There is growing evidence that U.S. sanctions on Chinese 5G firms are hurting their 

performance.  Network development in China is slowing.   

• The world remains deeply dependent on China’s personal protective equipment.   

U.S. Economic Releases  
 

Economic activity slowed down in July, according to the Chicago Fed National Activity Index 

(CFNAI). The index came in at 1.18, below expectations of 3.70.  The prior report was revised 

upward from 4.11 to 5.33.  

 

https://www.wsj.com/articles/what-is-covid-19-convalescent-plasma-11598217668?st=3105s74ynrg6zp5
https://www.wsj.com/articles/antibody-drugs-advancing-to-fill-covid-19-treatment-gap-11598175001?st=rk46r0drqxftclc
https://www.ft.com/content/b053f55b-2a8b-436c-8154-0e93dcdb3c1a?emailId=5f433dfd1339e7000466a993&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/3ho48q9
https://www.reuters.com/article/us-health-coronavirus-singapore-research-idUSKBN25H0O1
https://www.reuters.com/article/us-health-coronavirus-singapore-research-idUSKBN25H0O1
https://www.washingtonpost.com/world/europe/europe-travel-coronavirus/2020/08/20/a426b6e4-e23e-11ea-82d8-5e55d47e90ca_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/32cErT4
https://www.ft.com/content/25da4c31-f79a-4aa2-a9c9-a5c31546e5df?emailId=5f433dfd1339e7000466a993&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/as-covid-19-clobbers-tourism-millions-lose-a-lifeline-11598104800?st=ipqx6j984jkyoeg
https://www.wsj.com/articles/coronavirus-latest-news-08-24-2020-11598258429?st=nj6ecaig8lcuvja
https://www.wsj.com/articles/many-companies-planned-to-reopen-offices-after-labor-day-with-coronavirus-still-around-theyre-rethinking-that-11598175001?st=0mjzme6x9qih4l5
https://home.treasury.gov/news/press-releases/sm1073?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/sanctions-china-cotton-xinjiang-uighurs-fashion/2020/08/20/188ec374-dd48-11ea-b4f1-25b762cdbbf4_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/sanctions-china-cotton-xinjiang-uighurs-fashion/2020/08/20/188ec374-dd48-11ea-b4f1-25b762cdbbf4_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.reuters.com/article/us-usa-china-decoupling-idUSKBN25I0S7
https://www.ft.com/content/797e7ee3-f8a1-4f31-bfa4-5d7c1b727172?emailId=5f433dfd1339e7000466a993&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/797e7ee3-f8a1-4f31-bfa4-5d7c1b727172?emailId=5f433dfd1339e7000466a993&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://asia.nikkei.com/Spotlight/Coronavirus/Reliance-on-Chinese-protective-gear-soars-in-pandemic-s-wake?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
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The chart above shows the CFNAI and its six-month moving average.  The moving average rose 

from -2.12 to -1.91. 
 

There were no other economic releases prior to the publication of this report.  
 

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. 
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

New Zealand Retail Sales ex Inflation q/q 2Q -14.6% -0.7% -15.0% ** Equity and bond neutral

AMERICAS

Canada Retail Sales y/y Jun 23.7% 18.7% 24.5% ** Equity and bond neutral

Brazil Formal Job Creation Total m/m Jul 131010 -10984 18500 ** 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. 
 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 6 

Today Prior Change Trend

3-mo Libor yield (bps) 25 26 -1 Down

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

TED spread (bps) 17 16 1 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 0.64 0.63 0.01 Neutral

Euribor/OIS spread (bps) -49 -49 0 Neutral

EUR/USD 3-mo swap (bps) 1 1 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up 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 $44.32 $44.90 -1.29% Demand Pessimism

WTI $42.31 $42.82 -1.19%

Natural Gas $2.34 $2.35 -0.60%

Crack Spread $9.09 $11.31 -19.65%

12-mo strip crack $10.72 $10.83 -1.06%

Ethanol rack $1.49 $1.48 0.21%

Gold $1,931.29 $1,947.26 -0.82%

Silver $26.89 $27.25 -1.32%

Copper contract $295.55 $299.15 -1.20%

Corn contract 340.00$       339.25$       0.22%

Wheat contract 532.25$       528.50$       0.71%

Soybeans contract 905.00$       905.25$       -0.03%

Baltic Dry Freight 1518 1568 -50

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with warmer temperatures in the South.  Wet conditions are expected throughout most of the 

country, with dry conditions expected in the Southwest.  There are two tropical storms heading 

into the Gulf of Mexico. 

https://www.nhc.noaa.gov/
https://www.nhc.noaa.gov/
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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. 
 

August 21, 2020 
 

One of the relationships we monitor is retail money market levels (RMMKs).  In theory, any 

available liquidity could conceivably end up purchasing equities.  But, RMMKs are used by 

investors in their brokerage accounts and thus are probably “closer” to equities compared to 

other forms of “near money,” such as checking accounts, savings accounts and certificates of 

deposit.  The chart below shows the most current reading. 
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This chart shows retail money market levels on a weekly basis along with the Friday closes of 

the S&P 500.  The gray bars show recessions, whereas the orange bars show periods when retail 

money market levels fall below $920 billion.  In general, when RMMKs fall to $920 billion or 

below, the uptrend in equities tends to stall.  It would seem there is a certain level of desired 

cash, and when that level falls below $920 billion, households try to rebuild cash by either 

slowing their purchases of equities or selling stocks to build liquidity.   

 

During the runup to the Financial Crisis, we saw a rise in RMMKs.  The peak in liquidity was 

reasonably close to the trough in the S&P 500.  In early 2018, we saw a notable rise in RMMKs 

that persisted despite the rally in equities.  As the pandemic hit and the Federal Reserve 

aggressively eased monetary policy, RMMKs soared.  The rise in RMMKs initially coincided 

with the sharp decline in stocks, although the pace slowed as equities recovered.  It peaked in the 

second half of May and has been trending lower.  When RMMKs fall, that liquidity must go to 

some other asset, real or financial.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Although scaling RMMK is difficult, we do note that the ratio of M2 excluding RMMK does 

tend to track the fed funds target with a lag.  This makes sense.  Holding “cash” outside of a 

period of crisis is usually driven by interest rates.  As rates fall, and hopefully the crisis eases, the 

current elevated level of RMMK will start to look for higher returns. 

 

 
 

The chart suggests that RMMKs should begin to decline in earnest by December; where that 

liquidity finds a home is uncertain, but we would expect a good portion of it to go into equities if 

inflation fears remain muted.   
 
 
 
 
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 8/21/2020 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 8/21/2020 close) 
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Commodities
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Small Cap

Foreign Developed ($)
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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 

 

August 20, 2020 
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Based on our methodology,1 the current P/E is 27.7x, up 0.1x from last week.  The rise in the 

multiple is due to the continued rise in the index.  Although it didn’t occur this week as we 

expected, next week, we expect S&P to update its earnings numbers which tend to be lower than 

I/B/E/S, which is where we get our forecasts.  We expect to see a notable rise in the P/E.   

 

 
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 (Q4 and Q1) and two estimates (Q2 and Q3). 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. 


