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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: September 10, 2020—9:30 AM EDT] Global equity markets are lower this morning. 

The EuroStoxx 50 is down 0.1% from its last close. In Asia, the MSCI Asia Apex 50 closed 

down 0.3% from the prior close. Chinese markets were lower, with the Shanghai Composite 

down 0.6%, and the Shenzhen Composite down 2.1%. U.S. equity index futures are signaling a 

lower open.  

 

Equity markets were mostly flat to higher this morning, generally holding yesterday’s recovery. 

The ECB meets this morning; there was pre-meeting speculation that the ECB may try to weaken 

the EUR.  As we note below, this didn’t occur.  We lead off with Brexit. The Johnson 

government is facing a growing reaction to its plans to jettison its earlier agreement with the EU.  

China news is next, followed by an update on the pandemic.  We discuss recent problems in 

North Korea.  Tech and business news close the report.  Due to the Labor Day holiday, the DOE 

energy data was delayed, so the Weekly Energy Update will be published tomorrow.  Here are 

the details:   

 

ECB:  In initial comments, ECB President Lagarde said that there was no need to overreact to 

the EUR’s recent appreciation.  Given that, at least based on our valuation analysis, the EUR is 

still undervalued (fair value being just above $1.30), her position makes sense.  However, the 

EUR has appreciated on the news.   

 

Brexit:  We continue to closely monitor trade negotiations between the EU and Westminster.  As 

we discussed yesterday, former members of the Johnson government viewed recent legislation 

being proposed by the U.K. as violating international law.  The FT editorial board questioned the 

wisdom of circumventing previously passed legislation.  Ireland, which would be at the frontier 

of the dispute, spoke out against the Johnson government’s proposals.  The EU is also expressing 

“concern.”  The Johnson administration is arguing that the PM didn’t fully understand what he 

was signing and thus should be able to rewrite it.  Although both sides are putting up a brave 

face, no trade arrangement would be hard on both sides.  Last year, 43% of U.K. exports went to 

the EU and 51% of U.K. imports came from the EU.  We still expect an arrangement to be struck 

at some point.  There is a growing chance that a hard Brexit may occur, which would be a 

bearish event for U.K. financial assets.  However, we doubt it would be very deep or long-

lasting; in our experience, bad events that are well known in advance rarely cause lasting 

disruptions.  Thus, a drop in values may be an opportunity.   

 

 

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-09-10-2020-11599729928?st=ckddljft969tpvl
https://www.wsj.com/articles/global-stock-markets-dow-update-09-09-2020-11599629144?st=cfiu8abyffndh69
https://www.ft.com/content/9a08236d-e5ad-4c5a-8e15-55fa7515b456?emailId=5f5997bc3850eb00048d77c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/9a08236d-e5ad-4c5a-8e15-55fa7515b456?emailId=5f5997bc3850eb00048d77c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6d7594dc-e67d-4f21-a1be-9a2327ac6474
https://www.ft.com/content/a150b01f-dde0-4376-9d6b-bac213a98a84?emailId=5f5997bc3850eb00048d77c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/351fe714-cc87-4b36-8562-fcd3533fff45
https://www.ft.com/content/af597b98-dbdf-49d4-91e9-fd2e9f9d3b17?emailId=5f5997bc3850eb00048d77c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-britain-eu-ireland-martin/irish-pm-calls-uks-johnson-to-express-concerns-idUSKBN2602YI
https://www.ft.com/content/3bc7c2e6-1caf-4622-b8b9-823d61995380
https://www.politico.eu/article/brexit-negotiations-eu-uk-no-deal-withdrawal-agreement-irish-border-breach-international-law/
https://www.reuters.com/article/us-britain-eu/brexit-in-crisis-eu-very-concerned-by-uk-plan-to-break-divorce-treaty-idUSKBN25Z380
https://www.ft.com/content/a20e7822-468f-4671-8e82-9dc5b5f353d8
https://www.ft.com/content/a20e7822-468f-4671-8e82-9dc5b5f353d8
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• At the same time, Johnson’s path can lead to collateral damage.  Speaker Pelosi noted 

that any rupture of the Good Friday Accord will likely scotch any chance of a free trade 

deal with the U.S. 

China news: 

• As the U.S. slowly removes itself from hegemony, we continue to monitor how other 

nations react.  For example, in the eastern Mediterranean, France recently committed to 

supporting Greece against Turkey’s actions around Cyprus.  In Afghanistan, as the U.S. 

withdraws troops, China is increasing infrastructure investment in return for the Taliban 

and other groups cooperating to maintain order.  The U.S. experience would suggest that 

mere public investment alone won’t be enough, but it is notable that China is taking these 

steps.  Conditions in Afghanistan are deteriorating; the vice president narrowly escaped 

an assassination attempt.  Apparently, Beijing is worried about civil conflict disrupting 

the “road” part of the “one belt, one road” project.   

• The “visa wars” continue.  Australia has revoked the visas of two Chinese scholars in 

retaliation to China’s harassment of Australian journalists.  The U.S. has cancelled over 

one thousand visas issued to Chinese nationals over security concerns.  The fallout from 

these actions remains unclear.  Australia is dependent on Chinese demand for its 

commodity products, although given the relative fungibility of such goods, commodity 

import restrictions don’t end up causing a loss of sales but an adjustment of trade flows.  

If China doesn’t buy Australian iron ore, it will probably buy it from Brazil.  But the 

Brazilian customer who loses out to China will likely purchase the Australian iron ore 

China refused to buy.  The change isn’t costless; it increases inefficiency, at least at first, 

but it doesn’t mean the permanent loss of sales.   

• Brad Setzer, one of the best analysts on trade and investment flows, notes that despite the 

rhetoric the U.S. and China are falling into familiar patterns—China is oversaving and 

thus boosting exports and the U.S. is absorbing them.  The basic problem isn’t really 

trade, it’s macroeconomic policy.  Tariffs don’t change those factors by themselves.  To 

fix the trade deficit, the U.S. needs to boost saving and China needs to increase spending.  

Both actions would be disruptive, so they tend not to occur.   

• TikTok is trying to work out a plan to avoid selling its overseas operations.   

• Hong Kong stock exchanges are winning more listings of firms that have listed in the 

U.S.  We suspect these are a backup in the event that the financial relationship with the 

U.S ruptures.  On a related note, despite a clear policy direction of reduced relations with 

China, financial firms continue to deepen their relations with Beijing.  Some of this is a 

divergence between the views of populists and establishment ideals.  For nearly four 

decades, U.S. firms have moved operations to China and U.S. policymakers have been 

mostly encouraging this action.  The policy appears to be changing but old habits die 

hard.   

• On a related note, Germany is struggling to respond to China’s human rights violations 

due to deep economic ties to Beijing.  The economies have become so deeply entwined 

that it may be nearly impossible to break them absent of a kinetic war.   

https://www.politico.eu/article/nancy-pelosi-absolutely-no-us-trade-deal-if-uk-breaks-brexit-pact/?utm_source=POLITICO.EU&utm_campaign=790ec3746b-EMAIL_CAMPAIGN_2020_09_10_04_59&utm_medium=email&utm_term=0_10959edeb5-790ec3746b-190334489
https://www.reuters.com/article/us-britain-eu-usa-pelosi/u-s-house-speaker-says-violating-good-friday-accord-would-kill-any-u-s-uk-trade-deal-idUSKBN26037G
https://www.reuters.com/article/us-britain-eu-usa-pelosi/u-s-house-speaker-says-violating-good-friday-accord-would-kill-any-u-s-uk-trade-deal-idUSKBN26037G
https://www.ft.com/content/69110b85-bce9-45cb-a2f4-eadcd3edc6e3?emailId=5f5855e50da543000457a069&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/69110b85-bce9-45cb-a2f4-eadcd3edc6e3?emailId=5f5855e50da543000457a069&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/asia_pacific/spike-in-violence-fills-void-in-afghanistan-during-peace-talks-delay/2020/08/09/97a251fc-d3fd-11ea-826b-cc394d824e35_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/afghanistan-vice-president-assassination-attempt/2020/09/09/3807dbda-f2a3-11ea-8025-5d3489768ac8_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/afghanistan-vice-president-assassination-attempt/2020/09/09/3807dbda-f2a3-11ea-8025-5d3489768ac8_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2ZkFhfH
https://www.abc.net.au/news/2020-09-08/bill-birtles-mike-smith-evacuated-china-safety-concerns/12638786
https://www.abc.net.au/news/2020-09-09/chinese-scholars-have-visas-revoked-as-diplomatic-crisis-grows/12644022
https://www.reuters.com/article/us-usa-china-visas/u-s-says-blocking-visas-of-some-chinese-graduate-students-and-researchers-idUSKBN2602OO
https://www.reuters.com/article/us-usa-china-visas/u-s-says-blocking-visas-of-some-chinese-graduate-students-and-researchers-idUSKBN2602OO
https://www.cfr.org/blog/return-big-chinese-surpluses-and-large-us-deficits
https://www.wsj.com/articles/tiktok-u-s-discuss-ways-to-avoid-sale-11599680388?st=t51f7ep7k4i343t
https://www.wsj.com/articles/hong-kong-wins-more-listings-of-u-s-traded-chinese-firms-11599717480?st=et6phuedz1lslsb
https://www.ft.com/content/01f92c8b-11dc-431c-adaf-c299e3964ff1?emailId=5f59fcc604eccf0004bbfddd&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.eu/article/germany-china-economy-business-technology-industry-trade-security/?utm_source=POLITICO.EU&utm_campaign=790ec3746b-EMAIL_CAMPAIGN_2020_09_10_04_59&utm_medium=email&utm_term=0_10959edeb5-790ec3746b-190334489
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• U.S. surveillance of Chinese naval exercises continues.  China has been expanding these 

war games, and the U.S. is clearly interested in seeing what they are up to.  Needless to 

say, China would prefer to operate without observation. 

• Reports suggest that Chinese farmers are hoarding their wheat harvest, expecting higher 

prices because of recent flooding.   

COVID-19:  The number of reported cases is 27,897,904 with 904,364 deaths and 18,797,729 

recoveries.  In the U.S., there are 6,363,437 confirmed cases with 190,885 deaths and 2,387,479 

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.  The Axios state 

map shows a continued downtrend in infections.  

   

Virology:   

• An article in the New England Journal of Medicine makes the case for face masks.  The 

idea is that viral load, the quantity of virus a person inhales, seems to have an effect on 

the severity of the disease.  The article postulates that masks can reduce the amount of 

virus inhaled and thus, even if it doesn’t completely prevent infection, it will probably 

reduce the effects of the virus.   

• As we have documented before, one of the facets of COVID-19 is the wide dispersion of 

symptoms.  There are numerous cases where a person is completely asymptomatic, while 

others perish from the disease.  Italy, hard hit by the disease, is now doing follow-up 

examinations of those who suffered from COVID-19.  There are reports that patients who 

no longer have any signs of infection are still dealing with a variety of symptoms, 

including shortness of breath, lung damage, short-term memory loss and various 

cardiovascular issues.   

• As we noted yesterday, AstraZeneca (AZN, 53.64) had to temporarily shut down its 

Phase 3 trial after a participant suffered “serious neurological symptoms.”  It is unknown 

if the vaccine caused the event or if it was due to some other factor.  Despite this setback, 

the firm suggests a vaccine may be available by year’s end.   

• This vaccine isn’t the only one that may be available.  Brazil reports that China’s Sinovac 

Biotech (SVA, 6.47) vaccine that is under Phase 3 trials is showing “promising” results 

and may be available for distribution by December.  Because Brazil suffered such a high 

infection rate, it has become a testing ground for vaccines.  Other vaccines are also 

showing positive results.   

• New York is easing restaurant restrictions.  The U.K. is implementing new restrictions as 

infections rise.  South Korea tried to open schools, but it has retreated to at-home 

instruction.  As parents with college-aged children can attest, the protocols being 

deployed by colleges and universities have been scattershot.  This problem is raising 

concerns that we may be creating another mass infection event when students return 

home for Thanksgiving. 

 

https://www.scmp.com/news/china/diplomacy/article/3100732/us-expected-step-surveillance-china-continues-escalate-naval?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3100732
https://asia.nikkei.com/Spotlight/Caixin/Chinese-wheat-farmers-expect-prices-to-soar-and-hoard-harvest
https://www.nytimes.com/2020/09/10/world/covid-19-coronavirus.html
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.axios.com/us-coronavirus-infections-cases-improving-0fc7bfd1-026a-40ef-8459-a3b6f4379f76.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/us-coronavirus-infections-cases-improving-0fc7bfd1-026a-40ef-8459-a3b6f4379f76.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/covid-19-deaths-tick-lower-for-now-11599669843?st=v1ihxd8tvaf2rq5
https://www.nejm.org/doi/full/10.1056/NEJMp2026913
https://www.washingtonpost.com/world/2020/09/08/bergamo-italy-covid-longterm/?arc404=true&utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/2020/09/08/bergamo-italy-covid-longterm/?arc404=true&utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.statnews.com/2020/09/09/astrazeneca-covid19-vaccine-trial-hold-patient-report/?utm_source=STAT+Newsletters&utm_campaign=41dbb952c6-Daily_Recap&utm_medium=email&utm_term=0_8cab1d7961-41dbb952c6-152749274
https://www.wsj.com/articles/astrazeneca-ceo-sees-oxford-vaccine-possible-by-end-of-year-despite-setback-11599733063?st=24ieqv59ccnn38y
https://www.reuters.com/article/us-health-coronavirus-brazil-vaccine/brazil-trials-of-sinovac-covid-19-vaccine-show-promising-results-governor-idUSKBN2602O1
https://www.wsj.com/articles/several-covid-19-vaccines-could-join-winners-circle-11599730201?st=flfainpnt1r17lj
https://www.wsj.com/articles/several-covid-19-vaccines-could-join-winners-circle-11599730201?st=flfainpnt1r17lj
https://www.ft.com/content/ba41f52d-22e5-4f03-8b8c-10472efd81ee?emailId=5f5997bc3850eb00048d77c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/u-k-imposes-new-covid-19-restrictions-as-europes-infections-rise-11599674585?st=7k0iez0ylj2s8ax
https://www.wsj.com/articles/remote-learning-in-south-korea-becomes-a-fixture-of-pandemic-life-11599668494?st=0qde9qo7b0wlyge
https://www.wsj.com/articles/remote-learning-in-south-korea-becomes-a-fixture-of-pandemic-life-11599668494?st=0qde9qo7b0wlyge
https://nyti.ms/3ibUNC4
https://nyti.ms/3ibUNC4
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North Korea:  As we noted earlier, the Hermit Kingdom was hit with two typhoons, Haishen 

and Maysak.  The two struck North Korea hard, causing serious infrastructure damage and 

destroying an estimated two thousand residences.  Kim Jong Un admitted that the storms will 

upend the country’s development plans for the year and is pressing on party members to help the 

country recover from the damage.  The country was struggling before the typhoons due to 

COVID-19 and sanctions.  These storms will increase its dependence on China. 

 

Tech policy:  Although there isn’t much chance it will be passed, three GOP senators have 

introduced legislation that would narrow the scope of Section 230 of the Communications 

Decency Act.  The proposed change would reduce the immunity that social media firms 

currently enjoy from the content appearing on their websites.  Although this effort will probably 

fail, we do expect that, at some point, the social media firms will have to choose between either 

accepting less immunity or being broken up.  It is difficult to reconcile the market concentration 

these firms enjoy with the protection they receive.  Meanwhile, across the pond, Facebook (FB, 

273.72, +2.56) may no longer be able to send EU data back to the U.S. due to privacy concerns.   

 

Economic and market news:  There are increasing reports of softness in the apartment market.  

In New York, the COVID-19 exodus has led to a jump in apartment vacancies.  Some new 

apartment projects are offering two months of free rent to entice new tenants.  Reports indicate 

that renters are, for the most part, maintaining the rent payments.  As of September 6, 76.4% of 

renters made some form of payment.  The percentage is declining, but slowly.  We continue to 

monitor this data because it is looking less likely that Congress can come up with another round 

of stimulus.  Forecasters are lifting their expectations for Q3 GDP.  However, there are concerns 

(which we share) that the recovery will be very slow.  Finally, France says the U.S. is blocking 

talks on a global digital tax.  This is no surprise; the incidence of such a tax would fall heavily on 

American tech firms.  Although there are clear concerns about tech firms in the U.S. (see above), 

Washington has no real interest in having foreign governments implement taxes that would 

adversely affect U.S. companies.   

 

Odds and ends:  London bridge(s) is falling down.  Who knew? 

 

U.S. Economic Releases  

For the week ending September 5, initial claims came in at 884K, above estimates of 850K. The 

previous report was revised from 881K to 884K. 

 

https://www.gccapitalideas.com/2020/09/03/typhoon-haishen-maysak-korean-peninsula-japan/
https://www.gccapitalideas.com/2020/09/03/typhoon-haishen-maysak-korean-peninsula-japan/
https://www.deccanherald.com/international/nearly-60-bridges-2000-houses-wrecked-by-typhoon-maysak-in-north-korea-884809.html
https://www.deccanherald.com/international/nearly-60-bridges-2000-houses-wrecked-by-typhoon-maysak-in-north-korea-884809.html
https://apnews.com/e1a07057112345cfc78332ec77a34ec4
https://www.ft.com/content/34574764-b2fc-44cf-a195-f73281039f75?emailId=5f5855e50da543000457a069&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/senate-republicans-push-bill-to-weaken-liability-shield-for-online-platforms-11599603303?st=j6n71a66sjlsp2j
https://www.wsj.com/articles/senate-republicans-push-bill-to-weaken-liability-shield-for-online-platforms-11599603303?st=j6n71a66sjlsp2j
https://www.wsj.com/articles/senate-republicans-push-bill-to-weaken-liability-shield-for-online-platforms-11599603303?st=j6n71a66sjlsp2j
https://www.politico.eu/article/facebook-privacy-data-us/?utm_source=POLITICO.EU&utm_campaign=790ec3746b-EMAIL_CAMPAIGN_2020_09_10_04_59&utm_medium=email&utm_term=0_10959edeb5-790ec3746b-190334489
https://www.politico.eu/article/facebook-privacy-data-us/?utm_source=POLITICO.EU&utm_campaign=790ec3746b-EMAIL_CAMPAIGN_2020_09_10_04_59&utm_medium=email&utm_term=0_10959edeb5-790ec3746b-190334489
https://www.cnbc.com/2020/09/10/manhattan-rental-market-plunges-leaving-15000-empty-apartments.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.nreionline.com/multifamily/multifamily-developers-offer-generous-concessions-fill-new-buildings?NL=NREI-21&Issue=NREI-21_20200910_NREI-21_511&sfvc4enews=42&cl=article_1&utm_rid=CPG09000003323282&utm_campaign=28933&utm_medium=email&elq2=5c7ee74782444750bdd3d04c6e8625a0&oly_enc_id=7565J9063734D8B
https://www.nmhc.org/research-insight/nmhc-rent-payment-tracker/
https://www.nmhc.org/research-insight/nmhc-rent-payment-tracker/
https://www.politico.com/news/2020/09/09/senate-coronavirus-relief-411018/
https://www.politico.com/news/2020/09/09/senate-coronavirus-relief-411018/
https://www.wsj.com/articles/a-surprisingly-durable-recovery-faces-tougher-tests-11599662594?st=z3bs6lf28vnmv6i
https://www.reuters.com/article/us-oecd-tax-france-idUSKBN2602ZC
https://www.reuters.com/article/us-oecd-tax-france-idUSKBN2602ZC
https://nyti.ms/338Kecz
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The chart above shows the four-week moving average of initial jobless claims. The moving 

average fell from 992K to 970.75K. 

 

For the week ending August 29, continuing claims came in at 13.385MM compared to 

expectations of 12.904MM. The previous report was revised from 13.254MM to 13.292MM. 
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The chart above shows the four-week moving average of continuing claims by region. Despite 

the unexpected rise in continuing claims, it still appears they are trending downward. 

 

Producer prices rose more than expected in August as the costs are returning to pre-pandemic 

levels. The Producer Price Index (PPI) rose 0.3% from the prior month, above expectations of 
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0.2%. Excluding food and energy, PPI rose 0.4% from the prior month, above expectations of 

0.2%. Meanwhile, core PPI, which excludes food, energy, and trade, rose 0.3% from the prior 

month compared to expectations of a rise of 0.2%.  

 

 
 

The chart above shows PPI and core PPI. In August, core PPI surpassed its pre-pandemic high, 

suggesting that prices may have finally stabilize, while core PPI still shows underlying weakness 

in input demand. 
 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomber Consumer Comfort w/w 6-Sep 45.1 **

10:00 Wholesale Inventories m/m Jul -0.1% -0.1% **

10:00 Wholesale Trade Sales m/m Jul 8.8% **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

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 Machine Tool Orders y/y Aug P -23.3% -31.1% ** Equity and bond neutral

Foreign Buying Japan Stocks w/w 4-Sep ¥11.6b -¥590.5b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 4-Sep ¥512.0b ¥227.6b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 4-Sep ¥377.9b -¥115.1b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 4-Sep ¥260.1b -¥585.0b * Equity and bond neutral

Core Machine Orders m/m Jul 6.3% -7.6% 2.0% ** Equity bullish, bond bearish

Australia Consumer Inflation Expectations m/m Sep 3.1% 3.3% *** Equity and bond neutral

New Zealand Card Spending Retail m/m Aug -7.9% 1.2% ** Equity bearish, bond bullish

Card Spending Total m/m Aug -7.0% 1.2% ** Equity bearish, bond bullish

Europe

France Industrial Production m/m Jul 3.8% 12.7% 5.0% *** Equity and bond neutral

Italy Manufacturing Production m/m Jul 4.5% 14.4% 3.5% ** Equity and bond neutral

Industrial Production m/m Jul 7.4% 8.2% 3.5% *** Equity bullish, bond bearish

Russia GDP y/y 2Q -8.0% -8.5% -8.5% *** Equity and bond neutral

AMERICAS

Mexico CPI y/y Aug 4.1% 3.6% 4.0% *** Equity and bond neutral

Canada Housing Starts m/m Aug 262.4k 245.6k 217.5k ** Equity bullish, bond bearish  
 

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) 25 24 1 Down

3-mo T-bill yield (bps) 10 11 -1 Neutral

TED spread (bps) 15 13 2 Up

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

10-yr T-note (%) 0.70 0.70 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 5 5 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Flat Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

Bank of England Bank Rate 0.000% 0.000% On forecast

BOE Asset Purchase Target 0.250% 0.250% On forecast

BOE Corporate Bond Target -0.500% -0.500% On forecast

Bank of Canada Rate Decision 0.250% 0.250% 0.250% 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. 
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Price Prior Change Explanation

Brent $40.40 $40.79 -0.96%

WTI $37.55 $38.05 -1.31%

Natural Gas $2.39 $2.41 -0.58%

Crack Spread $8.87 $8.97 -1.14%

12-mo strip crack $10.34 $10.42 -0.76%

Ethanol rack $1.55 $1.55 -0.19%

Gold $1,949.22 $1,946.84 0.12%

Silver $27.13 $26.98 0.56%

Copper contract $300.30 $305.15 -1.59%

Corn contract 361.25$       360.25$       0.28%

Wheat contract 548.00$       543.75$       0.78%

Soybeans contract 975.75$       978.75$       -0.31%

Baltic Dry Freight 1296 1328 -32

Actual Expected Difference

Crude (mb) -3.2

Gasoline (mb) -2.8

Distillates (mb) -1.0

Refinery run rates (%) 1.15%

Natural gas (bcf) 69.0

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 throughout the Midwest and Southwest.  Dry conditions are expected 

throughout most of the country, with wet conditions expected in the Southeast.  There are several 

cyclone formations in the Atlantic Ocean, but none are expected to make landfall in the U.S. 
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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. 
 

September 4, 2020 
 

(NB: Due to the Labor Day holiday, the next report will be published on September 18.) 
 

The U.S. economy is driven primarily by consumer spending.  In 2019, for example, personal 

consumption expenditures on goods and services accounted for 67.9% of U.S. gross domestic 

product (GDP).  For the economy to grow, consumers simply must boost their spending.  But 

what allows consumers to do that?  Generally, consumers need to fund their spending out of 

income, so one key to sustained growth in consumer spending is sustained growth in consumers’ 

income.  The Commerce Department tracks the total volume of personal income in the economy, 

including wages and salaries (the large majority of income).  It also counts proprietors’ income, 

dividends, interest, rent, and the like. 
 

The problem is not all that income is available to be spent.  As the saying goes, there is nothing 

certain in life but death and taxes.  Since one can’t easily avoid paying the government’s take, 

economists typically focus on personal income after taxes, commonly referred to as “disposable 

income.”  The graph below shows how the total volume of disposable income has grown at a 

slower and slower rate for most of the time since the mid-1980s.  The slowdown reflects many 

factors, such as slower population growth, globalization, declining inflation, and changing tax 

policy.  The slowdown in disposable income growth goes far toward explaining why U.S. 

economic growth has moderated over the last few decades. 
 

 
 

We think it’s also useful to dive a bit deeper into the personal income story.  Note, for example, 

that once a person takes on debt, they have an obligation to make debt service, i.e., interest and 

principal payments.  That debt service might not be as hard to avoid as taxes but getting out of 

the obligation is onerous.  Debt service limits how much discretion people really have over their 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/


 

 

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

www.confluenceinvestment.com 

 10 

spending, so we pay close attention to a measure that we think is a better gauge of truly 

discretionary income.  Our measure consists of disposable income less debt service (in other 

words, total personal income after paying taxes, interest, and principal).  To better approximate 

how discretionary income has grown from the perspective of an individual, we calculate it on a 

per-capita basis.  In the chart below, the red line shows the rolling five-year rate of change in 

per-capita discretionary income based on our calculations. 
 

 
 

Rising prices can take a bite out of people’s purchasing power, so we also compare how our 

measure of income has changed versus the consumer price index (CPI), which is shown by the 

blue line in the chart.  Over the period shown in the chart, per-capita discretionary income has 

grown by an average of 1.56% over the rate of inflation.  When the gap narrows—because of 

slowing income growth, accelerating inflation, or both—recessions often follow.  More broadly, 

the big story here is that since the late 1980s, when per-capita discretionary income was growing 

almost 3% faster than consumer prices, income growth has generally exceeded inflation by a 

much narrower margin.  Much of the reason was the dramatic rise in household debt and debt 

service as consumers struggled to maintain their lifestyles during the 1990s and early 2000s.  In 

the midst of the Great Financial Crisis of 2008-2009, consumers were saddled with all the 

mortgage debt they took on during the housing boom, so the growth in per-capita discretionary 

income barely exceeded inflation at all.  The disparity remained weak in the years immediately 

following the crisis until consumers were able to work down their debt. 
 

The good news is that discretionary income accelerated far beyond inflation in the late 2010s.  In 

the five years ended in December 2018, per-capita discretionary income grew at a rate 2.69% 

higher than CPI inflation, almost matching the best figure in the late 1980s and reflecting 

improved wage and salary growth, falling debt service costs, tax cuts, and stagnating population 

growth.  Consumer finances looked very good before the coronavirus hit.  Now, however, the 

pandemic is seriously pushing down income, and many people may take on increased debt to tide 

them over.  That means that even if prices fall a bit more or remain stable, the disparity of 

discretionary income over inflation could weaken again and discourage spending growth.   
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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 9/9/2020 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 9/9/2020 close) 
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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 

 

September 10, 2020 
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Based on our methodology,1 the current P/E is 28.1x, up 0.1x from last week.   

 

 
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 three actual quarters (Q4, Q1 and Q2) and one estimate (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. 


