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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 11, 2020—9:30 AM EDT] Global equity markets are mixed this morning. 

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

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

0.8%, and the Shenzhen Composite up 1.6%. U.S. equity index futures are signaling a higher 

open.  

 

It’s Friday, the 19th anniversary of 9/11.  Equity futures are signaling a recovery this morning 

after failing to hold early gains yesterday.  Also, yesterday the ECB kicked off a rally in the EUR 

after the bank indicated it wasn’t overly concerned about the recent strength in the European 

currency.  The rally in foreign currencies continues this morning.  We lead off with Brexit today, 

followed by an update regarding the geopolitical tensions in Europe.  China news comes next, 

and some commentary about the economy and policy will follow, along with a note about the 

elections.  We close with pandemic news.  The Weekly Energy Update is available.  Here are the 

details:   

 

Brexit:  It seemed like we discussed Brexit all last year.  Early in 2020, it appeared we finally 

put that issue to rest.  But it’s back with a vengeance.  As we have noted recently, PM Johnson 

wants to abridge the exit agreement signed earlier to give him greater freedom to grant state aid 

to various industries and sectors.  State aid is a big issue for the EU; European nations have a 

long history with national champions, and to maintain cohesion within the bloc such spending is 

regulated.1  If the EU gives Johnson what he wants and allows mostly open trade, it will almost 

certainly see its firms competing with U.K. firms that are being supported by British taxpayers.  

In reality, such state aid occurs, but from the perspective of the EU, just because it happens 

doesn’t mean it should be enshrined in law.  The U.K. rightly fears that if it accepts the EU 

proposal and then uses state aid to bolster economic growth in depressed areas of the country, 

then the EU may use this aid to sanction exports from these regions.  Another way of thinking 

about this is that the U.K. fears it will be held to the letter of the law once outside the EU, but EU 

nations will face a more flexible legal regime.  It should be noted that the British spend about 

0.3% of GDP on state aid to businesses compared to an EU average of 0.8%. 

 

 
1 At least in name.  One of the curiosities of Europe is the split between the Anglo/Saxons and the Romance 
language nations in terms of rule of law.  The former view laws as a minimum requirement, while the latter view 
them  as goals to aspire to.  And so, rules are often written from the Romance perspective, which means they are 
strict, respected but not necessarily enforced.  Naturally, this situation tends to drive Anglo/Saxons to distraction.  

 

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-09-11-2020--11599816452?st=oekbw1mri7gl9w2
https://www.wsj.com/articles/global-stock-markets-dow-update-09-10-2020-11599729928?st=h306pj23kfmgrrs
https://www.wsj.com/articles/ecb-leaves-policy-mix-unchanged-as-it-monitors-covid-19s-impact-on-economy-11599738872?st=wq9n487noantnep
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_sep_11_2020.pdf
https://www.politico.eu/article/britain-grapples-with-post-brexit-state-aid-riddle/?utm_source=POLITICO.EU&utm_campaign=e08b527719-EMAIL_CAMPAIGN_2020_09_11_05_15&utm_medium=email&utm_term=0_10959edeb5-e08b527719-190334489
https://ec.europa.eu/competition/state_aid/scoreboard/state_aid_scoreboard_2019.pdf
https://ec.europa.eu/competition/state_aid/scoreboard/state_aid_scoreboard_2019.pdf
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The EU has delivered an ultimatum to the Johnson government; within 30 days the U.K. must 

pull the Internal Market Bill or face legal action.  The problem for the PM is that he did sign the 

earlier withdrawal agreement and now he is trying to rewrite it.  Not only is this a violation of 

international law, but it also may not be acceptable to his own party.  However, behind all the 

rhetoric, we note that the EU wants to sue but not necessarily force a hard Brexit.  For example, 

trade talks continue.  At the same time, the EU does seem to be preparing for a clear break with 

the U.K.  Ireland, which would be “ground zero” if talks fail, is beginning to take measures that 

would bring a hard border with Northern Ireland.  Parliament will begin the debate next week.   

 

So far, the GBP has weakened on the news but is not in a free fall.  Either (a) Brexit won’t be a 

big deal because we all have had ample time to prepare, or (b) markets believe that this current 

turmoil is a “tempest in a teapot” and will eventually be resolved.  We tend to think the first 

possibility is the true one, and we will continue to watch events to see if that is correct.  If it is, 

any weakness triggered by a hard break is probably a buying opportunity. 

 

European news: 

• Although Brexit is a big deal, there are other issues complicating matters for EU officials.  

We have been monitoring tensions between Turkey and Greece.  This is nothing new; 

Turkey and Greece have been in conflict for centuries.  The current spat focuses on two 

areas, border issues and immigration, and oil and gas exploration around Cyprus.  Turkey 

has been using the threat of allowing Middle East refugees to flood into the EU as a way 

to extract aid.  Unfortunately for Greece, it is on the front lines of this threat.  EU rules 

state that a refugee must be taken care of by the nation where the person lands, which 

explains why Malta, Italy and Greece tend to try to prevent refugees from landing.  The 

second issue has become a problem because Turkey has been sending drill ships into 

disputed areas around Cyprus.  The island’s political situation has been divided for years 

and remains unresolved.  The EU wants negotiations with Turkey and is threatening 

sanctions if Ankara doesn’t comply.  There have been bilateral talks between Turkey and 

Greece at NATO headquarters to reduce the chances of a military confrontation.  French 

President Macron has also been actively involved.  At the same time, Greece appears to 

be preparing for conflict; its military spending is rising as it confronts Turkey.  During 

the Cold War, the U.S. would have taken steps to quell this dispute between NATO 

members.  Those days are past, and the divisions within Europe are being exposed.   

• Germany finds itself caught between wanting to stand up to Russia over the Navalny 

poisoning and wanting a direct source of natural gas from Nord Stream 2.  Due to the 

decision to end atomic energy and a move to renewable energy, Germany will need 

natural gas to fill the energy gap until reliable battery storage is available.  Currently, 

Germany gets much of its gas through pipelines that traverse Ukraine.  Given 

Russia/Ukraine relations, this source is unreliable.  The Netherlands has been the other 

main supplier of natural gas, but that nation is taking steps to reduce its output for 

environmental reasons.  Increasing reliance on Russia for natural gas, unfortunately, 

means it would be forced to acquiesce to Russian behavior.   

 

https://www.ft.com/content/b0f6a82e-c66e-43c6-8221-00628432a53f?emailId=5f5af65c3501c20004f1af24&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/eu-demands-u-k-scrap-proposal-that-would-breach-brexit-deal-11599755479?st=tz3xehmz3kc884a
https://www.wsj.com/articles/eu-demands-u-k-scrap-proposal-that-would-breach-brexit-deal-11599755479?st=tz3xehmz3kc884a
https://nyti.ms/3bCc3hi
https://www.politico.eu/article/boris-johnson-angers-everyone-but-brexit-talks-limp-on/?utm_source=POLITICO.EU&utm_campaign=e08b527719-EMAIL_CAMPAIGN_2020_09_11_05_15&utm_medium=email&utm_term=0_10959edeb5-e08b527719-190334489
https://www.reuters.com/article/us-britain-eu-barnier/eus-barnier-says-bloc-stepping-up-no-deal-brexit-preparations-idUSKBN261315
https://www.reuters.com/article/us-britain-eu-barnier/eus-barnier-says-bloc-stepping-up-no-deal-brexit-preparations-idUSKBN261315
https://www.rte.ie/news/brexit/2020/0910/1164306-brexit/?utm_source=POLITICO.EU&utm_campaign=e08b527719-EMAIL_CAMPAIGN_2020_09_11_05_15&utm_medium=email&utm_term=0_10959edeb5-e08b527719-190334489
https://www.reuters.com/article/us-britain-eu-whatnext/is-a-chaotic-brexit-looming-after-latest-spat-idUSKBN26122J
https://www.reuters.com/article/us-mediterranean-summit-greece-turkey/europes-south-tells-turkey-resume-talks-this-month-or-risk-sanctions-idUSKBN261394
https://www.reuters.com/article/us-mediterranean-summit-greece-turkey/europes-south-tells-turkey-resume-talks-this-month-or-risk-sanctions-idUSKBN261394
https://www.reuters.com/article/us-turkey-greece-nato/turkish-greek-officials-meet-for-talks-to-reduce-conflict-risks-turkey-idUSKBN2612FX
https://www.reuters.com/article/us-turkey-greece-nato/turkish-greek-officials-meet-for-talks-to-reduce-conflict-risks-turkey-idUSKBN2612FX
https://www.politico.eu/article/emmanuel-macron-calls-out-turkey-while-extending-dialogue-branch/?utm_source=POLITICO.EU&utm_campaign=e08b527719-EMAIL_CAMPAIGN_2020_09_11_05_15&utm_medium=email&utm_term=0_10959edeb5-e08b527719-190334489
https://www.politico.eu/article/emmanuel-macron-calls-out-turkey-while-extending-dialogue-branch/?utm_source=POLITICO.EU&utm_campaign=e08b527719-EMAIL_CAMPAIGN_2020_09_11_05_15&utm_medium=email&utm_term=0_10959edeb5-e08b527719-190334489
https://www.politico.eu/article/greece-goes-arms-shopping-as-turkey-tension-rises/?utm_source=POLITICO.EU&utm_campaign=e08b527719-EMAIL_CAMPAIGN_2020_09_11_05_15&utm_medium=email&utm_term=0_10959edeb5-e08b527719-190334489
https://www.politico.eu/article/why-germany-cant-say-no-to-nord-stream/?utm_source=POLITICO.EU&utm_campaign=e08b527719-EMAIL_CAMPAIGN_2020_09_11_05_15&utm_medium=email&utm_term=0_10959edeb5-e08b527719-190334489
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China news: 

• U.S. ambassador Terry Branstad penned an op-ed for the People’s Daily.  The paper has 

refused to publish the editorial, prompting the SoS to point out the hypocrisy of the CPC.  

After all, Chinese officials often use American media to publish their views.  This event 

will pass, but it does show continued deterioration in relations. 

• Although Indian and Chinese officials did meet in Moscow at the Shanghai Cooperation 

Council meetings, tensions remain elevated.  Chinese paratroopers have been conducting 

military exercises in the area, suggesting China is preparing for a broader conflict.  

Meanwhile, it looks like China is engaging in its pattern where it makes a minor 

incursion which allows it to control territory but isn’t, by itself, enough to trigger 

retaliation.  We have seen similar behavior in both the South and East China Seas.  At 

some point, the U.S. or India is going to react militarily to one of these moves.  Until 

then, China’s behavior will likely continue because it is successful. 

• European companies are expressing concerns that deteriorating political relationships will 

lead to retaliation.  We suspect their concerns are justified.   

• SoS Pompeo is urging South Asian nations to “stand up to China.”  This will only work if 

these nations believe the U.S. will back them up in a confrontation with Beijing.   

• Although the political process tries to draw distinctions between parties and politicians, 

in reality, political leaders are usually constrained by the conditions they inherit when 

they take office.  There is a growing realization that relations with China will likely 

deteriorate regardless of who is in the White House.   

 

Economic and market news:  It is generally acknowledged that Q3 GDP will rise sharply from 

the Q2 trough.  The consensus among economists is that a nearly 24% annualized rise in Q3 is 

likely.  One of the consequences of this pop in growth is higher imports; ports are reporting 

breakneck activity.  The smaller stimulus bill from the Senate GOP failed yesterday as expected.  

It is notable that moderate Democrats in the House are expressing concern about the lack of 

progress.  Meanwhile, the executive order that boosted unemployment insurance payments is 

running out of funding.  In our commentary about the elections earlier this year, we noted that 

Russia’s main goal was sowing chaos.  Sadly, it appears our projection is true.  Russia is 

reportedly hacking both parties.   

 

COVID-19:  The number of reported cases is 28,205,308 with 910,157 deaths and 19,023,884 

recoveries.  In the U.S., there are 6,397,629 confirmed cases with 191,802 deaths and 2,403,511 

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 Rt data 

shows that 19 states are less than one, and 31 are greater than one.  A reading above one means 

rising infection rates.  California has the lowest rates, while West Virginia has seen a surge.   

Virology:   

• As we noted yesterday, Brazil was becoming a favorite spot to test vaccines due to the 

high level of infections.  China is testing its vaccine there; the Brazilian state of Bahia is 

buying 50MM doses of the Russian vaccine to test.   

https://www.state.gov/wp-content/uploads/2020/09/Ambassador-Branstad-Op-Ed_Resetting-the-Relationship-Based-on-Reciprocity.pdf
https://www.state.gov/wp-content/uploads/2020/09/Peoples-Daily-Response-Letter.pdf
https://www.state.gov/wp-content/uploads/2020/09/Peoples-Daily-Response-Letter.pdf
https://www.state.gov/the-hypocrisy-of-the-prcs-propaganda-system/
https://www.ndtv.com/india-news/s-jaishankar-to-meet-china-counterpart-shortly-in-moscow-amid-border-tension-2293466
https://www.scmp.com/news/china/military/article/3100996/china-india-border-dispute-armed-parachute-drills-elite-pla?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3100996
https://www.scmp.com/news/china/military/article/3100996/china-india-border-dispute-armed-parachute-drills-elite-pla?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3100996
https://www.thehindu.com/opinion/op-ed/rethinking-the-defence-doctrine/article32566102.ece?homepage=true
https://www.reuters.com/article/us-china-eu-business/european-companies-fear-arbitrary-punishment-amid-china-europe-tensions-business-groups-says-idUSKBN26105R
https://www.reuters.com/article/us-asean-summit/pompeo-tells-southeast-asia-to-stand-up-to-china-shun-its-firms-idUSKBN2611XI
https://www.wsj.com/articles/whats-bidens-china-policy-it-looks-a-lot-like-trumps-11599759286?st=gc97z1byqq8s9l5
https://www.wsj.com/articles/whats-bidens-china-policy-it-looks-a-lot-like-trumps-11599759286?st=gc97z1byqq8s9l5
https://www.wsj.com/articles/wsj-survey-overall-economy-is-recovering-faster-than-economists-expected-11599746400?st=90cgpgbqmhv74ml
https://www.wsj.com/articles/wsj-survey-overall-economy-is-recovering-faster-than-economists-expected-11599746400?st=90cgpgbqmhv74ml
https://www.wsj.com/articles/west-coast-freight-networks-bursting-at-the-seams-with-surging-imports-11599761927?st=u4a3hbwpohext7s
https://www.wsj.com/articles/west-coast-freight-networks-bursting-at-the-seams-with-surging-imports-11599761927?st=u4a3hbwpohext7s
https://www.politico.com/news/2020/09/10/coronavirus-stimulus-vulnerbale-democrats-411935
https://www.politico.com/news/2020/09/10/trump-jobless-benefit-running-out-411763
https://nyti.ms/32gAcHa
https://www.ft.com/content/29476d87-0eab-4d2b-b3a6-58e3536807ef?emailId=5f5af65c3501c20004f1af24&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2020/09/11/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://rt.live/
https://rt.live/
https://www.reuters.com/article/us-health-coronavirus-russia-brazil/brazilian-state-to-test-russias-vaccine-eyes-buying-50-million-doses-idUSKBN2613NH
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• Turkey is considering testing the Russian vaccine as well.   

• President Duterte of the Philippines appears to be linking the pardon of a U.S. Marine to 

obtaining access to a U.S. vaccine when it is produced.   

• Washington University is conducting a worldwide test to see if the MMR vaccine, 

usually given to children, can offer limited immunity to COVID-19. 

 

Odds and ends:  There are new fires at the Port of Beirut.  Russia will hold local elections over 

the weekend.   

 

U.S. Economic Releases  

 

U.S. consumer prices continue to rise steadily as demand for goods and services has picked up in 

recent months. The consumer price index (CPI) rose 0.4% from the prior month compared to 

expectations of 0.3%. Core CPI, which excludes food and energy, rose 0.4% from the previous 

month compared to expectations of a rise of 0.2%. 

 

 
 

The chart above shows the annual change in CPI and core CPI. Annual CPI and core CPI rose 

1.3% and 1.7%, respectively.  

 

A rise in consumer prices was not able to offset the rise in wages, resulting in increasing 

purchasing power for workers. Real hourly earnings, which excludes inflation, rose 3.3% from 

the prior year, while real weekly earnings rose 3.9%. 

 

https://www.reuters.com/article/us-health-coronavirus-turkey-vaccine/turkey-considers-allowing-phase-iii-testing-of-russias-covid-19-vaccine-idUSKBN261392
https://www.reuters.com/article/us-philippines-usa-transgender/philippines-presidential-spokesman-links-pardon-of-u-s-marine-to-vaccine-access-idUSKBN2612X8
https://www.stltoday.com/lifestyles/health-med-fit/coronavirus/could-common-vaccine-given-to-kids-help-prevent-covid-19-in-adults/article_d7a4357d-9397-564f-8fed-7b641dab255c.html
https://www.washingtonpost.com/world/middle_east/traumatized-beirut-watches-new-fire-burn-at-the-port-one-month-after-deadly-blast/2020/09/10/2ea7ee4c-f355-11ea-8025-5d3489768ac8_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/afa58e9a-b829-4379-bfe4-7a183959a56b?emailId=5f5af65c3501c20004f1af24&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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The chart above shows the annual change in real earnings for nonsupervisory workers. Real 

hourly earnings for nonsupervisory workers rose 3.4% from the prior year.  The pace is falling 

from earlier this year, but real earnings are still elevated.   
 

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

 

EDT Indicator Expected Prior Rating

15:00 Monthly Budget Statement m/m Aug -$235.4b -$200.3b **

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

China Money Supply M2 y/y Aug 10.4% 10.7% 10.7% ** Equity and bond neutral

New Yuan Loans CNY m/m Aug 1280.0b 992.7b 1250.0b * Equity bullish, bond bearish

Aggregate Financing CNY m/m Aug 3580.0b 1690.0b 2585.0b * Equity bullish, bond bearish

Money Supply M1 y/y Aug 8.0% 6.9% 7.0% ** Equity bullish, bond bearish

Money Supply M0 y/y Aug 9.4% 9.9% 9.6% ** Equity and bond neutral

Foreign Direct Investment CNY y/y Aug 18.7% 15.8% * Equity bullish, bond bearish

Japan PPI y/y Aug -0.5% -0.9% -0.5% ** Equity and bond neutral

BSI Large All Industry q/q 3Q 2.0 -47.6 -40.0 ** Equity bullish, bond bearish

New Zealand ANZ Commodity Price m/m Aug -0.9% 2.3% ** Equity and bond neutral

Unemployment Rate q/q 2Q 4.0% 4.2% 5.6% *** Equity bullish, bond bearish

Europe

Germany Wholesale Price Index y/y Aug -2.2% -2.6% ** Equity and bond neutral

CPI EU Harmonized y/y Aug -0.1% -0.1% -0.1% *** Equity and bond neutral

CPI y/y Aug 0.0% 0.0% 0.0% *** Equity and bond neutral

Italy Unemployment Rate Quarterly q/q 2Q 8.3% 8.9% 8.5% *** Equity bullish, bond bearish

UK Monthly GDP m/m Jul 6.6% 8.7% 6.7% *** Equity and bond neutral

Industrial Production y/y Jul -7.8% -12.5% -8.7% *** Equity and bond neutral

Manufacturing Production y/y Jul -9.4% -14.6% -10.5% *** Equity and bond neutral

Construction Output y/y Jul -12.8% -24.8% -17.6% ** Equity and bond neutral

Index of Services m/m Jul 6.1% 7.7% 7.0% ** Equity and bond neutral

Trade Balance GBP/Mn m/m Jul £1074m £5336m £3000m ** Equity and bond neutral

BoE/TNS Inflation Next 12 Mths m/m Aug 2.8% 2.9% ** Equity and bond neutral

AMERICAS

Mexico Nominal Wages y/y Aug 4.3% 5.9% *** Equity and bond neutral

ANTAD Same-Store Sales y/y Aug -3.0% -9.1% *** Equity and bond neutral

Brazil Retail Sales y/y Jul 5.50% 0.50% 2.40% ** 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) 25 25 0 Down

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

TED spread (bps) 15 14 1 Up

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

10-yr T-note (%) 0.69 0.68 0.01 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 Flat 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. 
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Price Prior Change Explanation

Brent $39.93 $40.06 -0.32%

WTI $37.27 $37.30 -0.08%

Natural Gas $2.30 $2.32 -1.03%

Crack Spread $8.55 $8.55 -0.02%

12-mo strip crack $10.11 $10.12 -0.14%

Ethanol rack $1.55 $1.55 0.00%

Gold $1,946.02 $1,946.09 0.00%

Silver $26.84 $26.88 -0.12%

Copper contract $303.75 $299.85 1.30%

Corn contract 366.50$       365.00$       0.41%

Wheat contract 548.75$       548.25$       0.09%

Soybeans contract 985.00$       977.50$       0.77%

Baltic Dry Freight 1269 1296 -27

Actual Expected Difference

Crude (mb) -2.0 -3.2 1.2

Gasoline (mb) -3.0 -2.8 -0.2

Distillates (mb) -1.7 -1.0 -0.7

Refinery run rates (%) -4.90% 1.15% -6.1%

Natural gas (bcf) 70.0 69.0 1.0

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 Southwest.  Dry conditions are expected throughout 

most of the country, with wet conditions expected in the Southeast and Rocky Mountain areas.  

There are two cyclone formations, one in the Gulf of Mexico and the other off the Florida coast. 

Neither is expected to develop into a Tropical Storm. 
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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/
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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.   
 



 

 

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

www.confluenceinvestment.com 

 10 

 

 

 

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 9/10/2020 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 9/10/2020 close) 

 

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

Commodities

Real Estate

Mid Cap

Small Cap

Foreign Developed (local currency)

Foreign Developed ($)

Emerging Markets ($)

US High Yield

Cash

Emerging Markets (local currency)

Large Cap
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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,2 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. 

 
2 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. 


