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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: November 12, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

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

0.5%. Chinese markets were lower, with the Shanghai Composite down 0.1% from the prior 

close and the Shenzhen Composite down 0.4%.  U.S. equity index futures are signaling a flat 

open.  With 455 companies having reported, the S&P 500 Q3 earnings stand at $38.70, higher 

than the $33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease from Q3 2019 

earnings.  Thus far this quarter, 84.4% of the companies have reported earnings above forecast, 

while 13.0% have reported earnings below forecast.   

 

Good morning!  U.S. equity futures are a bit lower this morning.  Tropical Storm Eta is hitting 

Jacksonville, FL, today and is on its way up the Southern Atlantic Seaboard this weekend.  

Although TS Theta won’t get anywhere near the U.S., it does mark the most active hurricane 

season since the U.S. began keeping records.  China news leads off our coverage this morning, 

with the pandemic update to follow. We look at real estate news, the U.K. and Brexit, the Fed, 

and close with market odds and ends.  Although we usually publish the Weekly Energy Update 

today, it is delayed due to the Veterans Day holiday.  It will be published tomorrow. Here are the 

details:   

 

China:   

• Beijing decided to oust four pro-democracy legislators in Hong Kong on national security 

grounds, prompting the resignation of most of the remaining pro-democracy legislators.  

The Xi regime has been steadily moving to quell dissent in the former British colony, and 

this most recent move is additional evidence of this trend.  The decision to make this 

move and the subsequent resignations will further centralize power in Hong Kong’s 

executive.  Although it could be argued that China may be taking advantage of the 

distraction in Washington, in reality, Beijing has dominance over Hong Kong, and it is 

unlikely that any U.S. administration would be willing to make much of a sacrifice over 

the region.   

• Remember TikTok?  Today is the last day before a U.S. ban of the service unless the 

courts intervene.  The Committee on Foreign Investment in the U.S. (CIFUS) set today as 

the deadline for ByteDance to divest of its U.S. entity.  CIFUS can extend the deadline by 

30 days but has not taken any action yet.  The company has asked the courts to intervene.  

Given the level of distraction in the U.S., it is quite possible that the app closes today. 

 

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-11-12-2020-11605176013?st=ufctpv7ccjdjbgm
https://www.wsj.com/articles/tropical-storm-eta-churns-toward-florida-for-second-time-11605121063?st=kbpyj9qz17i1i78
https://www.nhc.noaa.gov/refresh/graphics_at4+shtml/115458.shtml?cone#contents
https://www.nhc.noaa.gov/graphics_at5.shtml?start#contents
http://www.xinhuanet.com/politics/2020-11/11/c_1126725802.htm?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/39a1d9ae-d238-4e34-a6f0-c04f8cc4c6b5?emailId=5facc99e8ee35b0004b9be01&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/32wWaFS
https://www.axios.com/tiktok-trump-us-ban-ruling-ec98179e-bde9-4c08-920e-b75632cc7742.html
https://www.wsj.com/articles/tiktok-continues-to-seek-delay-in-sale-deadline-11605117079?st=lz9q8dwh7ab21zv
https://www.wsj.com/articles/tiktok-continues-to-seek-delay-in-sale-deadline-11605117079?st=lz9q8dwh7ab21zv
https://www.reuters.com/article/us-usa-tiktok/chinas-bytedance-challenges-trumps-tiktok-divestiture-order-idUSKBN27R02L
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• November 11th is Veterans Day in the U.S. and Armistice Day in Europe.  In China, it’s 

“singles day,” one of the largest shopping days of the year.  Alibaba (BABA, USD 

265.65) reported its sales hit $74 billion over the past 11 days.  You wouldn’t see these 

robust sales by looking at the stock chart; fears of regulation tied to the Ant Group’s IPO 

debacle have been a bearish event for several Chinese tech giants. 

 
(Source:  Barchart.com) 

• China Construction Bank Corp (CICHF, USD, 0.74) is issuing $3.0 billion of bonds that 

can be purchased with USD or bitcoin.  The bond appears to be only available to foreign 

buyers.  Although bonds can be bought with bitcoin, it appears they pay in dollars.  Given 

the strength of bitcoin, we doubt many will purchase with the cryptocurrency, but the fact 

that it is being facilitated bears watching.   

COVID-19:  The number of reported cases is 52,256,150 with 1,286,543 deaths.  In the U.S., 

there are 10,404,354 confirmed cases with 241,808 deaths.  New cases in the U.S. hit 144,000 

yesterday, a new record.  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 map shows that infections are rising across the country. 

 

Virology:   

• The surge in cases is starting to strain hospital systems.  Compared to the spring, the virus 

has spread further into rural areas, which have fewer resources to cope with the rise.  In 

addition, some hospitals are reporting a lack of staffing to handle the rise in cases. 

• Sweden, which avoided the widespread lockdowns in the spring, is having a very difficult 

winter with the virus. 

https://www.reuters.com/article/singles-day-alibaba/alibaba-boasts-56-billion-sales-as-post-virus-singles-day-gets-into-full-swing-idUSKBN27Q2HM
https://www.wsj.com/articles/a-big-chinese-bank-is-selling-bonds-that-can-be-bought-with-cash-or-bitcoin-11605069043?st=wbbuhuo4wjtlco3
https://www.wsj.com/articles/a-big-chinese-bank-is-selling-bonds-that-can-be-bought-with-cash-or-bitcoin-11605069043?st=wbbuhuo4wjtlco3
https://www.nytimes.com/news-event/coronavirus
https://coronavirus.jhu.edu/map.html
https://www.wsj.com/livecoverage/covid-2020-11-12?mod=djemHL_t
https://www.wsj.com/livecoverage/covid-2020-11-12?mod=djemHL_t
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-infections-increase-40-percent-3b52bbd7-9387-450d-850a-f4f2fee95dc4.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/covid-19-surge-strains-hospitals-once-again-11605100312?st=uph62gchmip3qlg
https://www.wsj.com/articles/covid-19-surge-strains-hospitals-once-again-11605100312?st=uph62gchmip3qlg
https://www.washingtonpost.com/climate-environment/2020/11/11/coronavirus-soars-hospitals-hope-avoid-an-agonizing-choice-who-gets-care-who-goes-home/
https://www.ft.com/content/1e0ac31d-5abf-4a18-ab3e-eec9744a4d31
https://www.ft.com/content/1e0ac31d-5abf-4a18-ab3e-eec9744a4d31
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• Eli Lilly’s  (LLY, 145.89) bamlanivimab, a monoclonal antibody, has become the first to 

receive FDA approval for emergency use.  The antibody will be used on patients deemed 

high risk due to their preexisting conditions.  However, it is not allowed for use on those 

who are already severely ill. 

• The government is starting to plan for the distribution of a vaccine.  As we anticipated, 

health care workers are expected to be first in line, with nursing home residents probably 

high in the queue as well.  By the end of Q1, wider distribution is likely. 

• Dr. Fauci predicts that Moderna (MRNA, USD, 82.44) will show strongly positive results 

with its vaccine. 

• The mink cull in Denmark has been called off.  Parliament would not pass legislation 

authorizing the action.  It is still unclear if the mutation of COVID-19, which apparently 

moved from humans to minks and back to humans, is any more deadly than that which is 

currently circulating.  The worry is that this mutation may reduce the effectiveness of 

current vaccines.    

• Current COVID-19 testing relies on antibodies.  There have been concerns about relying 

on these tests because antibodies tend to diminish over time.  This fact has led to 

speculation that immunity may not persist.  However, antibodies are not the body’s only 

defense.  T-cells also combat infection, and their presence could mean that immunity 

lasts beyond the time the antibodies fade.  New tests are being developed to determine 

whether T-cells are present against COVID-19.  These should give a better picture of a 

person’s immunity.   

Real estate:  Parts of the commercial real estate market have been under pressure for some time, 

while other sectors have prospered.  Storage and warehouses have done rather well, while retail 

malls have been especially problematic.  The pandemic has accentuated these trends.  We are 

now starting to see a wave of mall bankruptcies.   

• The exodus from urban centers has triggered a boost in housing activity.  It is also 

leading more affluent households to trade up for more space, increasing demand and 

prices for more expensive homes.  This movement away from urban centers will further 

solidify the work from home trend accelerated by the pandemic. 

• As Americans flee the cities, foreigners are taking a look.  Major city realtors report a rise 

in interest from foreign buyers for both residences and commercial property in cities.   

Brexit and the U.K.:  Although we expect a Brexit deal, it should be noted that even with an 

agreement, a good bit of “strategic ambiguity” will be part of any pact.  In other words, expect 

both sides to say the same thing but mean something different, leading to persistent conflict.   

• Lee Cain, the communications director for PM Johnson, has resigned after there were 

reports he was tapped to become the new chief of staff.  Cain is considered a hard Brexit 

supporter, and when reports emerged that he was going to be promoted, it caused a row 

among Johnson’s ministers.  Rather than risk a mass resignation event, the offer to Cain 

was apparently rescinded, and he has left the government.  This situation is further 

evidence of the divisions within Johnson’s administration and the difficulty he has had in 

managing them. 

https://www.medpagetoday.com/infectiousdisease/covid19/89581?xid=nl_mpt_DHE_2020-11-11&eun=g1633491d0r&utm_source=Sailthru&utm_medium=email&utm_campaign=Daily%20Headlines%20Top%20Cat%20HeC%20%202020-11-11&utm_term=NL_Daily_DHE_dual-gmail-definition
https://www.medpagetoday.com/infectiousdisease/covid19/89581?xid=nl_mpt_DHE_2020-11-11&eun=g1633491d0r&utm_source=Sailthru&utm_medium=email&utm_campaign=Daily%20Headlines%20Top%20Cat%20HeC%20%202020-11-11&utm_term=NL_Daily_DHE_dual-gmail-definition
https://www.nytimes.com/live/2020/11/10/world/covid-19-coronavirus-live-updates/us-health-officials-detail-how-people-may-start-to-get-treatments-and-once-authorized-vaccines
https://www.ft.com/content/c6c6b704-964a-4df6-8330-8e3290ea65fa?emailId=5facc99e8ee35b0004b9be01&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c6c6b704-964a-4df6-8330-8e3290ea65fa?emailId=5facc99e8ee35b0004b9be01&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/2020/11/10/denmark-halts-mink-cull/?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%2F2caab7d%2F5fab6ef59d2fda0efb6381bb%2F596b53f6ae7e8a44e7d597a3%2F42%2F77%2F860efe1a8d0e17e362d76014014ee4c6
https://www.cnn.com/2020/11/10/health/covid-new-test-t-cells/index.html
https://www.cnn.com/2020/11/10/health/covid-new-test-t-cells/index.html
https://www.wsj.com/articles/malls-file-for-bankruptcy-or-shut-their-doors-as-pandemic-pain-spreads-11605013664?st=2hflyyfns5j8n44
https://www.wsj.com/articles/malls-file-for-bankruptcy-or-shut-their-doors-as-pandemic-pain-spreads-11605013664?st=2hflyyfns5j8n44
https://www.wsj.com/articles/pandemic-boosts-upper-end-of-housing-market-coast-to-coast-11605106801?st=tznilkevnm3g2qt
https://www.wsj.com/articles/pandemic-boosts-upper-end-of-housing-market-coast-to-coast-11605106801?st=tznilkevnm3g2qt
https://www.axios.com/foreign-investors-real-estate-biden-b1a57dc4-b54a-407e-9bdd-020cb8cc370d.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.politico.eu/article/why-a-brexit-deal-wont-spell-the-end-of-uk-eu-squabbling/?utm_source=POLITICO.EU&utm_campaign=e09cb1d057-EMAIL_CAMPAIGN_2020_11_12_05_53&utm_medium=email&utm_term=0_10959edeb5-e09cb1d057-190334489
https://www.politico.eu/article/downing-street-quiet-as-power-grab-row-engulfs-boris-johnson/?utm_source=POLITICO.EU&utm_campaign=e09cb1d057-EMAIL_CAMPAIGN_2020_11_12_05_53&utm_medium=email&utm_term=0_10959edeb5-e09cb1d057-190334489
https://www.ft.com/content/2c431395-021b-471d-878c-3ab342304745
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The Federal Reserve:  One part of unfinished business for the Trump administration has been 

filling Fed governor positions.  The FOMC has seven governors and 12 district presidents.  

Voting members are the seven governors, the president of the NY FRB, and a rotating roster of 

four of the district bank presidents.  During Trump’s term, he filled three governor positions, 

Randall Qualls, Michelle Bowman, and Richard Clarida.  Clarida was named vice chairman and 

Governor Powell was elevated to Fed chair.  However, he was never able to fill the last two 

governor spots.  Chris Waller of the St. Louis FRB and Judy Shelton were nominated; although 

Waller was a conventional pick, Shelton was quite controversial and seemed to get little support 

from the Senate.  We suspect these spots won’t be filled during the lame-duck session.  Thus, if 

Biden does get the presidency, he will be able to fill two governor spots, and Clarida and 

Powell’s terms end in 2022.  We would not be surprised to see Waller get the nod, but Shelton 

would likely be quietly removed from consideration.  Waller would be considered rather dovish.  

We would not be surprised to see either Neel Kashkari, president of the Minneapolis FRB, or Jim 

Bullard, president of the St. Louis FRB, fill these governor positions.  Given Bullard’s 

dovishness, he could be a candidate to replace Powell, although Governor Brainard, especially if 

she doesn’t get the nod for treasury secretary, would also be a favored candidate.  In any case, 

we expect hawks to become a rare species on the FOMC in the coming years, but filling these 

open governor positions with doves is critical to policy accommodation. 

 

Market odds and ends:  Here are a couple of items we noticed. 

• Greek sovereign yields have turned negative.  Although the government did sell three-

month notes at negative rates last month, two- and three-year notes already in the market 

have fallen below zero.   

• U.S. bank deposit rates are falling fast, suggesting that, at some point, these idle balances 

will start to look for a higher income home.  To receive higher yields, investors will be 

forced to take on more risk.   

U.S. Economic Releases  

 

Prices for consumer goods remained unchanged in October. The consumer price index (CPI) was 

unchanged from the prior month compared to expectations of a rise of 0.1%. Excluding food and 

energy, CPI also remained unchanged from the prior month compared to expectations of 0.2%. 

 

https://www.wsj.com/articles/what-bidens-election-means-for-the-fed-11605090602?st=347stwdk90kp55p
https://www.wsj.com/articles/federal-reserve-could-become-early-flashpoint-between-biden-and-mcconnell-11605029234?st=boh8i4ndywja0yl
https://www.wsj.com/articles/greece-once-in-crisis-joins-negative-rates-club-11570640925?st=kvfux0szzdr53d5
https://www.wsj.com/articles/greece-once-in-crisis-joins-negative-rates-club-11570640925?st=kvfux0szzdr53d5
https://www.wsj.com/articles/negative-bond-yields-point-to-greeces-economic-progress-11605016953?st=k18pw0obqqg76j7
https://www.wsj.com/articles/deposit-rates-are-taking-a-pandemic-nosedive-11605177008?st=tfpqoqqc29rj2yg
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The chart above shows the annual change in the CPI and core CPI. CPI rose 1.4% from the prior 

year, while core CPI rose 1.7%. 

 

The annual change in prices had a modest impact on real wages. In October, real average hourly 

earnings rose 3.2% from the prior year, while real average weekly earnings rose 4.4% from the 

prior year. 

 

 
 

The chart above shows the annual change in real earnings for production and nonsupervisory 

workers. Real earnings for production and nonsupervisory workers rose 4.97% from the prior 

year. 
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For the week ending November 7, initial jobless claims came in at 709K compared to 

expectations of 731K. The prior report was revised from 751K to 757K. 
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The chart above shows the four-week average of initial jobless claims. The moving average fell 

from 788.50K to 755.25K. 

 

For the week ending October 31, continuing jobless claims came in at 6.786MM compared to 

expectations of 6.825MM. The prior report was revised from 7.285MM to 7.222MM. 
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The chart above shows the four-week average of continuing claims by region. 
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The table below lists the domestic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

Bloomberg Consumer Comfort w/w 8-Oct 47.5 **

Monthly Budget Statement m/m Oct -$275.0b -$124.6b **

Speaker or event

13:00 Charles Evans Speaks at Detriut Community Forum President of the Federal Reserve Bank of Chicago

Economic Releases

District or position

Fed Speakers or Events

 
 

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 PPI y/y Oct -2.1% -0.8% -2.0% ** Equity and bond neutral

Loans & Discounts Corp y/y Sep 7.5% 8.5% ** Equity and bond neutral

Core Machine Orders m/m Sep -4.4% 0.2% -1.0% ** Equity bearish, bond bullish

Tokyo Avg Office Vacancies m/m Oct 3.93 3.43 ** Equity bullish, bond bearish

Tertiary Industry Index m/m Sep 1.8% 0.8% 1.2% ** Equity bullish, bond bearish

Australia Consumer Inflation Expectations y/y Nov 3.5% 3.4% ** Equity and bond neutral

New Zealand REINZ House Sales y/y Oct 7.5% 7.4% 7.6% ** Equity and bond neutral

Net Migration m/m Sep 808 1133 ** Equity and bond neutral

Europe

Eurozone Industrial Production SA m/m Sep 0.6% -0.4% 0.7% *** Equity and bond neutral

Germany CPI EU Harmonized y/y Oct -0.5% -0.5% -0.5% *** Equity and bond neutral

CPI y/y Oct -0.2% -0.2% -0.2% *** Equity and bond neutral

UK Output Per Hour y/y 3Q 3.0% -1.8% ** Equity bullish, bond bearish

GDP q/q 3Q 15.5% -19.8% 15.8% *** Equity and bond neutral

Industrial Production m/m Sep 0.5% 0.3% 1.0% *** Equity and bond neutral

Manufacturing Production m/m Sep 0.2% 0.7% 1.0% *** Equity and bond neutral

Construction Output m/m Sep 2.9% 3.0% 2.1% ** Equity bullish, bond bearish

Index of Services 3M/3M m/m Sep 14.2% 7.1% 14.6% ** Equity and bond neutral

Trade Balance GBP/Mn m/m Sep £613m £1364m £850m *** Equity and bond neutral

Total Business Investment q/q 3Q 8.8% -26.5% 14.7% ** Equity and bond neutral

Russia Trade Balance m/m Sep 10.1b 3.7b 4.8b ** Equity bullish, bond bearish

CPI w/w 9-Nov 0.2% 0.1% *** Equity and bond neutral

Budget Balance YTD m/m Oct -1800.4b -1777.8b -2100.0b *** Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y Sep -6.2% -9.0% -6.2% *** Equity and bond neutral

Brazil Retail Sales y/y Sep 7.3% 6.1% 8.4% ** 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 21 0 Down

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

TED spread (bps) 13 11 2 Up

U.S. Libor/OIS spread (bps) 8 9 -1 Up

10-yr T-note (%) 0.94 0.98 -0.04 Neutral

Euribor/OIS spread (bps) -52 -51 -1 Neutral

EUR/USD 3-mo swap (bps) 15 15 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Down 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 $43.93 $43.80 0.30%

WTI $41.58 $41.45 0.31%

Natural Gas $3.01 $3.03 -0.59%

Crack Spread $8.86 $8.98 -1.38%

12-mo strip crack $10.66 $10.74 -0.70%

Ethanol rack $1.63 $1.64 -0.32%

Gold $1,871.45 $1,865.73 0.31%

Silver $24.29 $24.28 0.04%

Copper contract $315.60 $313.40 0.70%

Corn contract 428.00$       427.00$       0.23%

Wheat contract 604.25$       606.00$       -0.29%

Soybeans contract 1,153.75$    1,152.50$   0.11%

Baltic Dry Freight 1141 1200 -59

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 1.0

Distillates (mb) 1.6

Refinery run rates (%) 0.60%

Natural gas (bcf) -3.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with cooler temperatures around Washington State.  Dry conditions are expected for the West 

Coast, with wet conditions expected for the rest of the country. Tropical Storm Eta has made 

landfall in Florida, and it is expected to move along the East Coast. 
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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. 
 

November 6, 2020 
 

In his book entitled The Counter-Revolution in Monetary Theory, Milton Friedman states that, 

“Inflation is always and everywhere a monetary phenomenon in a sense that it is and can be 

produced only by a more rapid increase in the quantity of money than in output.” This sentiment 

shaped both monetary and fiscal policy over the last 40 years, and we are finally seeing this 

theory pushed to its limit. The monetary supply, as defined by M2, has risen nearly 21% since 

February, its fastest pace ever recorded. Pundits and politicians alike have already begun 

sounding the alarm of possible runaway inflation if measures aren’t taken to counter this 

unprecedented rise in the money supply. 

 

Despite Friedman’s prediction, inflation in the U.S. has slowed. Since March, the annual change 

in inflation has risen only 0.8%. In fact, certain categories have even seen a decline in their 

overall price level. The prices for energy and transportation services are down 8% and 5%, 

respectively, from the prior year. In this Asset Allocation Weekly, we will discuss the impact 

monetary expansion has had on consumer prices so far and what we expect going forward.  

 

The correlation between the money supply and inflation has always been subject to dispute. The 

crux of the debate is based on whether one believes the velocity of money, which is output 

divided by the money supply, is constant. If velocity is constant, then inflation is caused 

whenever the growth of the money supply outpaces the growth in goods and services produced. 

However, if velocity is not constant, then the impact that the money supply has on inflation is 

ambiguous at best.   
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https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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When Milton Friedman made his comments in 1970, there was some evidence that inflation and 

money supply were highly correlated, albeit at a nearly three-year lag. Nevertheless, this 

correlation began to break down in the mid-1980s as 1) financial deregulation made it harder to 

determine whether households were saving for future spending or for other reasons (e.g., holding 

cash as an asset), and 2) globalization and deregulation flattened the aggregate supply curve, 

changing the impact of rising aggregate demand on price levels. As a result, the money supply 

became more volatile over time as goods, commodities specifically, became a less important 

factor in determining inflation.1  Hence, volatility became less stable over time, thereby breaking 

the direct link between inflation and the money supply. 

 

 
 

This pandemic was not an exception to this dynamic as disinflation ensued in the face of an 

unprecedented amount of fiscal and monetary stimulus. So far, CPI has risen at an annualized 

rate of 1.77%, down from the previous year's rate of 2.85%. The primary drag on inflation is 

coming from the energy and services sectors, which have both been adversely impacted by the 

pandemic. Energy prices are down nearly 8% from the prior year, while services, which is the 

primary driver of inflation, has slowed from an annual rise of 3.1% in February to 1.9% in 

September. That being said, the stimulus may have supported stronger commodity prices as 

demand for vehicles has surged. Used cars, in particular, benefited from the stimulus as prices 

rose 10% from the prior year.2 

 

Furthermore, the likelihood of runaway inflation similar to what we saw in the 1970s and early 

1980s is slim. Imported goods from abroad will likely prevent food and commodity prices from 

 
1 The term “commodities” refers to goods such as apparel, used and new vehicles, etc. Please check our associated 
AAW chart book for more detail. 
2 Hence, now is a good time to finally get rid of that old clunker in the garage.  
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rising substantially, while prices for services will likely remain low as owners seek to recover 

their losses and attract customers. The biggest threats to inflation are more likely to come from a 

weaker dollar resulting in higher import prices and a change in regulation that constrains imports 

or productive capacity. 

 

In summary, inflation is unlikely to reach the heights seen during the 1970s and early 1980s as 

the link between the money supply and inflation has been broken for quite some time. A weaker 

dollar and sudden changes to government regulation are probably bigger inflationary risks. In the 

meantime, we suspect that stable inflation will likely support stronger performance of financial 

assets, especially equities compared to bonds. Residential real estate could also benefit. 
 

 

 

 

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 11/11/2020 close) 
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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 11/11/2020 close) 
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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 

 

November 12, 2020 
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Based on our methodology,3 the current P/E is 28.3x, down 0.8x from last week.  Strong Q3  

earnings 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. 

 
3 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. 


