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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 26, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.5% 

from the prior close.  Chinese markets were down, with the Shanghai Composite down 1.3%, 

and the Shenzhen Composite down 1.8%.  U.S. equity index futures are signaling a flat open.   

 

The newest Confluence of Ideas podcast episode, “The Dollar and the Eurobond,” is available.  

This episode looks at the decision by the EU to create a mutualized bond, a debt instrument 

backed by the full faith and credit of all the member states of the EU, and how this could affect 

the dollar’s reserve currency role and create a competing instrument for the U.S. Treasury. 

 

It’s a pretty quiet news day today, which is probably fitting for the dog days of summer.  

Unfortunately, the lack of news also means there’s still no discernible progress on the next 

coronavirus relief bill in Congress.  Another negative is that Hurricane Laura is bearing down on 

the Gulf Coast.  We are also getting reminders that the U.S.-China relationship remains tense 

enough to be a potential threat to the markets.  We outline all the key news below. 

 

United States-China:  According to new reporting by the Wall Street Journal, the July demand 

by the U.S. that China close its consulate in Houston also included a demand that China remove 

all of its active-duty military officers conducting research in the U.S. under academic guise.  The 

administration has become increasingly concerned that those military members, with the help of 

diplomats in China’s consulates, are a key method by which the People’s Liberation Army is 

trying to soak up sensitive U.S. technologies.  Separately, a prominent Chinese economist and 

government advisor said China should refuse to export medicines and drug precursors to the U.S. 

in retaliation for U.S. restrictions on semiconductor sales to Chinese companies.  Finally, the 

American Chamber of Commerce in Shanghai warned of significant harm to U.S. firms 

operating in China if President Trump’s recent executive order on WeChat is applied too 

broadly.  According to a survey of its members, the Chamber said that a broad ban on U.S. 

citizens and companies transacting with the Chinese chat messaging and commercial platform 

would mean that almost 90% of U.S. firms in China would find it harder to communicate with 

staff and local authorities. 

 

China:  Experts are warning that President Xi’s latest “anti-corruption” purge may be intended 

to help Xi be named Communist Party Chairman—a title that hasn’t been used in decades.  

Taking on the same title held by Chairman Mao would in turn help Xi hold on to power beyond 

his second term. 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/chinese-diplomats-helped-visiting-military-scholars-in-the-u-s-evade-fbi-scrutiny-u-s-says-11598379136?mod=hp_lead_pos6
https://www.wsj.com/articles/chinese-diplomats-helped-visiting-military-scholars-in-the-u-s-evade-fbi-scrutiny-u-s-says-11598379136?mod=hp_lead_pos6
https://www.scmp.com/economy/china-economy/article/3098940/china-could-weaponise-drug-exports-retaliate-against-us-chip?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200826&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=c300a6e18a&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.wsj.com/articles/u-s-firms-in-china-say-trumps-wechat-ban-will-hit-them-where-it-hurts-11598437779?mod=hp_lead_pos5
https://www.wsj.com/articles/u-s-firms-in-china-say-trumps-wechat-ban-will-hit-them-where-it-hurts-11598437779?mod=hp_lead_pos5
https://www.wsj.com/articles/u-s-firms-in-china-say-trumps-wechat-ban-will-hit-them-where-it-hurts-11598437779?mod=hp_lead_pos5
https://www.ft.com/content/a320f178-2902-46e4-94ef-788ca8a06e9d
https://www.ft.com/content/a320f178-2902-46e4-94ef-788ca8a06e9d
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Hong Kong:  As the government continues to crack down on political protests following the 

introduction of Hong Kong’s new security law in June, two pro-democracy lawmakers have been 

arrested for allegedly participating in anti-China demonstrations last year.  The two legislators, 

Ted Hui and Lam Cheuk-ting of the opposition Democratic Party, were detained early today. 

 

Sweden:  Alarmed by Russia’s aggressive territorial moves and military exercises, the Swedish 

government has adopted a heightened state of military readiness and is beefing up its defenses.  

The country’s military readiness is now reportedly at its highest since the early 1990s. 

 

India:  Reserve Bank of India Governor Shaktikanta Das has warned that India’s state-

dominated banking system will need to push ahead with an infusion of funds to withstand the 

country’s deepening coronavirus crisis. 

 

Lebanon:  Saad Hariri, a three-time former prime minister, made clear on Tuesday that he is not 

interested in taking the job again and forming a new government amidst the political turmoil 

touched off by the country’s recent port explosion disaster and economic crisis.  “Certain 

political forces are still in a state of severe denial of the reality of Lebanon,” he said in a 

statement, a nod both to his lack of support and the political establishment’s resistance to 

meaningful reform. 

 

Hurricane news:  Tropical Storm Laura was upgraded to a hurricane, with a projected landfall 

around the Texas-Louisiana border late Wednesday or early Thursday.  As we mentioned in 

yesterday’s report, the storm could push many people into emergency shelters for a significant 

period.  If so, it could constitute as a “super-spreader event” and spark a rise in national 

coronavirus cases in the coming weeks.  Separately, oil and gasoline futures have strengthened in 

response to the storm, based on concerns that it could force temporary production shutdowns. 

 

COVID-19:  Official data show confirmed cases have risen to 23,930,649 worldwide, with 

820,246 deaths and 15,606,094 recoveries.  In the United States, confirmed cases rose to 

5,779,707, with 178,535 deaths and 2,053,699 recoveries.  Here is the interactive chart from the 

Financial Times that allows you to compare cases and deaths among countries, scaled by 

population. 
 

Virology 

• Newly confirmed U.S. infections rose slightly to 38,200 yesterday, although the national 

trend continues to moderate and the rolling seven-day average continues to decline.  

However, some locations, including rural Illinois and the University of Missouri in 

Columbia, are facing worrisome surges. 

• Although infection control in some countries has been helped by quarantining arriving 

international travelers in hotels for a period, authorities are now finding that the system is 

subject to failure. 

o In Australia, for example, officials believe virtually all of the recent infections in 

and around Melbourne can be traced to two hotels that were part of the country’s 

quarantine program.  Failures apparently included security guards who weren’t 

https://www.ft.com/content/affda9ad-d733-4b43-83a7-9834c7666e53
https://www.ft.com/content/affda9ad-d733-4b43-83a7-9834c7666e53
https://www.ft.com/content/832c6b5a-0cd6-406a-aae3-641897298214
https://www.ft.com/content/c9cd44f4-f70c-42b5-adb5-f6063beee1cf
https://www.ft.com/content/c9cd44f4-f70c-42b5-adb5-f6063beee1cf
https://www.ft.com/content/219481bf-59e8-4bd6-9fbe-ce8795363239
https://www.ft.com/content/219481bf-59e8-4bd6-9fbe-ce8795363239
https://www.ft.com/content/219481bf-59e8-4bd6-9fbe-ce8795363239
https://www.wsj.com/articles/laura-is-declared-a-category-1-hurricane-11598361185?mod=hp_lead_pos12
https://www.wsj.com/articles/laura-is-declared-a-category-1-hurricane-11598361185?mod=hp_lead_pos12
https://www.wsj.com/articles/oil-and-gasoline-prices-climb-ahead-of-u-s-gulf-coast-storms-11598270509?mod=markets_lead_pos7
https://www.wsj.com/articles/oil-and-gasoline-prices-climb-ahead-of-u-s-gulf-coast-storms-11598270509?mod=markets_lead_pos7
https://www.nytimes.com/2020/08/26/world/covid-19-coronavirus.html?action=click&module=Top%20Stories&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/covid-19-surge-in-illinois-is-inflamed-by-rural-counties-11598362161
https://www.wsj.com/articles/coronavirus-latest-news-08-26-2020-11598427633?mod=searchresults&page=1&pos=6
https://www.wsj.com/articles/coronavirus-got-through-australias-hotel-defense-and-authorities-are-seeking-how-11598434205?mod=hp_lead_pos7
https://www.wsj.com/articles/coronavirus-got-through-australias-hotel-defense-and-authorities-are-seeking-how-11598434205?mod=hp_lead_pos7
https://www.wsj.com/articles/coronavirus-got-through-australias-hotel-defense-and-authorities-are-seeking-how-11598434205?mod=hp_lead_pos7
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told they were watching for infected people and staff who didn’t regularly use 

masks. 

o Authorities have already overhauled the program, putting police and the prison 

agency in charge of supervising guests and banning international flights into 

Melbourne to reduce demand for rooms. 

Economic Impact 

• Highlighting the continued dearth of business travel it expects even after the pandemic 

ends, American Airlines (AAL, 13.14) said yesterday it would shed 19,000 workers on 

October 1, as soon as layoff restrictions tied to its federal crisis funding end. 

Foreign Policy Response 

• The German government announced that wage subsidies for workers furloughed by the 

pandemic will be extended by 12 months to the end of 2021, in contrast with most other 

European countries, whose programs are set to expire in the coming months.  The 

government will also extend a program providing grants to companies to help them cover 

their fixed costs and a provision allowing firms to avoid filing for bankruptcy if they 

can’t service their debt. 

• In new proposals to help British homeowners having trouble paying their mortgages 

during the crisis, the U.K. Financial Conduct Authority said lenders must continue to 

provide repayment relief support measures even after the October 31 expiration of a 

program giving borrowers the right to claim a three-month payment holiday.  After 

October 31, lenders must consider the appropriateness of different “long- and short-term” 

measures, which could include extending the repayment term of a mortgage to reduce the 

monthly repayments or restructuring loans. 

• While the popular perception is that left-of-center political leaders are more apt to 

support stricter lockdown measures to contain the virus, South Korea shows that’s not 

necessarily the case everywhere. 

o With COVID-19 cases rising for nearly two weeks straight, the majority of South 

Koreans want the nation’s maximum social-distancing measures imposed, and so 

do the country’s opposition conservative lawmakers and some medical 

associations. 

o The holdouts are South Korea’s left-leaning President Moon Jae-in and the public 

health architects of one of the world’s successful virus responses, backed up by 

small businesses and government economic advisers. 

U.S. Economic Releases  
 

For the week ending August 21, MBA mortgage applications fell 6.5% from the prior week.  

Applications for purchases rose 0.4% from the prior week, while applications for refinancing fell 

10.2%.  The average 30-year fixed rate fell from 3.13% to 3.11%. 
 

U.S. investment spending may be on the rise as purchases of durable goods surged in July.  

Durable goods orders rose 11.2% from the prior month, much higher than expectations of a 4.8% 

rise.  Excluding transportation, durable goods rose 2.4% from the prior month, above 

expectations of 2.0%.  Meanwhile, capital goods orders for nondefense excluding aircraft rose 

https://www.wsj.com/articles/american-airlines-to-cut-19-000-jobs-11598367869?mod=hp_lead_pos2
https://www.wsj.com/articles/germany-boosts-already-hefty-coronavirus-stimulus-11598440184
https://www.wsj.com/articles/germany-boosts-already-hefty-coronavirus-stimulus-11598440184
https://www.ft.com/content/76ada5b7-69e8-4016-b7db-2dda54000c70
https://www.ft.com/content/76ada5b7-69e8-4016-b7db-2dda54000c70
https://www.ft.com/content/76ada5b7-69e8-4016-b7db-2dda54000c70
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1.9% from the prior month, above expectations of a 1.7% rise.  Capital goods shipments 

nondefense excluding aircraft rose 2.4% from the prior month, above expectations of 1.8%. 
 

 
 

The chart above shows the annual change in durable goods shipments and orders.  Durable goods 

shipments and orders are still below last year’s level.  Orders fell 1.55% from the prior year, 

while shipments are down 5.01%. 
 

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

Speaker or event

10:00 Thomas Barkin Speaks on Morgantown Partnership

District or position

 No economic releases today

President of the Federal Reserve Bank of Richmond

Fed Speakers or Events

Economic Releases

 
 

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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI Services y/y Jul 1.2% 0.8% 0.8% ** Equity and bond neutral

Australia Construction Work Done q/q 2Q -0.7% -1.0% -7.0% ** Equity and bond neutral

New Zealand Trade Balance NZD m/m Jul 0.282m 0.426m 0.293m ** Equity and bond neutral

Europe

Switzerland Credit Suisse Survey Expectations m/m Aug 45.6 42.4 ** Equity and bond neutral

AMERICAS

Mexico Current Account Balance q/q 2Q $5m -$982m $630m ** Equity bearish, bond bullish

International Reserves Weekly w/w 21-Aug $193130m $192531m ** Equity and bond neutral

Economic Activity IGAE y/y Jun -13.2% -22.7% -13.8% *** Equity and bond neutral

GDP NSA y/y 2Q F -18.7% -18.9% -18.8% *** Equity and bond neutral

Brazil IBGE Inflation IPCA-15 m/m Aug 0.23% 0.30% 0.23% ** Equity and bond neutral

Current Account Balance m/m Jul $1628m $2235m $750m ** Equity and bond neutral

Foreign Direct Investment m/m Jul $2685m $4754m $2200m ** Equity and bond neutral

FGV Construction Costs MoM m/m Aug 0.82% 0.84% 0.86% ** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 23 25 -2 Down

3-mo T-bill yield (bps) 10 9 1 Neutral

TED spread (bps) 14 16 -2 Up

U.S. Libor/OIS spread (bps) 8 7 1 Up

10-yr T-note (%) 0.71 0.68 0.03 Neutral

Euribor/OIS spread (bps) -48 -49 1 Neutral

EUR/USD 3-mo swap (bps) 2 2 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Flat 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. 
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Price Prior Change Explanation

Brent $45.74 $45.86 -0.26%

WTI $43.19 $43.35 -0.37%

Natural Gas $2.53 $2.49 1.77%

Crack Spread $9.24 $9.94 -7.05%

12-mo strip crack $10.78 $11.03 -2.28%

Ethanol rack $1.52 $1.51 0.53%

Gold $1,907.88 $1,928.18 -1.05%

Silver $26.26 $26.53 -1.02%

Copper contract $297.60 $295.35 0.76%

Corn contract 353.25$       354.50$       -0.35%

Wheat contract 532.75$       535.50$       -0.51%

Soybeans contract 923.25$       920.25$       0.33%

Baltic Dry Freight 1518 1491 27

Actual Expected Difference

Crude (mb) -3.0

Gasoline (mb) -2.0

Distillates (mb) -0.6

Refinery run rates (%) -0.35%

Natural gas (bcf) 44.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

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

country, with dry conditions expected in the West.  Tropical Storm Laura has been upgraded to a 

hurricane and is expected to make landfall along the Louisiana coast on Thursday. 
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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.  



 

 

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

www.confluenceinvestment.com 

 9 

Data Section 
 

U.S. Equity Markets – (as of 8/25/2020 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 8/25/2020 close) 

 

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

Commodities

Real Estate

Foreign Developed (local currency)

Mid Cap

Small Cap

Foreign Developed ($)

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 

 

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. 


