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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 14, 2020—9:30 AM EDT] Global equity markets are generally higher this 

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

closed up 1.0% from the prior close. Chinese markets were higher, with the Shanghai Composite 

up 0.6%, and the Shenzhen Composite up 1.2%. U.S. equity index futures are signaling a flat 

open.  

 

Happy Monday!  U.S. equity futures are recovering strongly this morning.  The Fed meets this 

week; although no new policy measures are expected, we look for the press conference to push 

for additional fiscal spending.  Tropical Storm Sally (we are on the “S” names!) is bearing down 

on Louisiana.  This is usually around the peak of hurricane activity; Sally is the 18th named storm 

this year, the fastest we have reached this level on record.  We lead off with news about TikTok.  

China news is next, with coverage of the China/EU summit.  The latest on Brexit follows.  

International news is next, including reports on Iran, Russian elections, Taliban talks and 

discussions between Turkey and Greece.  The COVID-19 update follows, and we close with 

market news.  Here are the details:   

 

TikTok:  And the winner is…Oracle (ORCL, 57.00), which is up around 7% in premarket 

trading.  The company won over Microsoft (MSFT, 204.03), which is off modestly in the early 

market activity.  The deal structure appears complicated; it may be a sort of partnership rather 

than an outright purchase.  And it isn’t finished either.  The Committee on Foreign Investment in 

the U.S. (CFIUS) still must approve whatever is decided.  Data security issues will need to be 

resolved.  In addition, it isn’t clear whether the Bytedance algorithms, the real value in the 

company, are part of the agreement (the reason it may be structured as a partnership).   

 

China news: 

• The EU/China summit will be held virtually due to the pandemic.  The two key topics are 

economic ties and human rights.  Regarding the latter, the Uighur suppression and the 

security law in Hong Kong are issues.  The economic issue is that the EU and Chinese 

economies have become so entwined that the costs of standing up to China over rights 

have become prohibitive.  The biggest problem is arguably Germany; German investment 

in China is large, making the country vulnerable to expropriation.  Like the U.S., the EU 

is also unhappy with China’s trade policy, accusing Beijing of restricting imports.  In a 

show of power, China has banned pork imports from Germany on the grounds of disease 

control.  Although Germany has reported a case of African Swine Fever, the disease that 
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has decimated the Chinese pork industry, the more likely reason is a warning shot to 

Berlin that China is willing to take adverse trade actions.   

• In related news, in the wake of the African Swine Fever, China’s agricultural industry is 

looking to rebuild its herds.  The problem is that farmers lack the financing to buy piglets 

to get restarted.  China’s banks are being encouraged to lend against the livestock itself, a 

risky proposition due to the uncertainty surrounding the collateral for the loan (even if the 

hogs are healthy, what banker would want to actually claim such collateral?).  Without a 

financing mechanism, the rebuild in hog herds will be slow, dampening grain demand.   

• The problem with China’s dominance of the rare earths industry has been an issue for 

about a decade.  Rare earths are a bit of a misnomer; they are far from rare.  However, 

mining and processing these metals are an environmental problem.  Some 25 years ago, 

China realized that its willingness to tolerate the environmental degradation was a 

powerful feature, and it came to dominate the industry.  These metals are used in critical 

components of high technology and defense, and the West is dependent on China for 

these metals.  In light of this threat, the U.S. government is helping to fund a rebuilding 

of the U.S. rare earths industry.  It will be difficult to do; U.S. environmental regulations 

are stricter.  In addition, there is a tort bar in the U.S.  At the same time, without a reliable 

supply of these metals, the U.S. and the West could be at risk.   

• Terry Branstad, former governor of Iowa and current Ambassador to China, is stepping 

down.   

Brexit:  Parliament begins an open debate on the proposed internal market bill, and opposition is 

growing.  Two former PMs, John Major and Tony Blair, have come out against the proposal.  

Twenty Tory MPs are opposed to the measure; that isn’t enough to scuttle it, but the bill might 

not make it through the House of Lords.  In an interesting note about trade talks with Japan, the 

U.K. has agreed to a stricter state aid curb than would be required by the EU.  We note that the 

GBP is strengthening this morning; it is possible that the financial markets are leaning toward a 

failure of Johnson’s measure.   

 

International news: 

• Last year, the U.S. assassinated Qassem Soleimani; Iran’s retaliation was a series of 

missile strikes in Iraq.  To us, this seemed like a rather modest response.  Apparently, 

Tehran was considering other measures.  Over the weekend, there were reports Iran is 

considering an assassination attempt on Lana Marks, the U.S. Ambassador to South 

Africa.  The articles used present tense, which seems a bit odd; once a plan is reported in 

the press, it becomes common knowledge and is probably less likely.  This news 

indicates that Iran is considering other measures.  It is normal behavior for Iran to bide its 

time in retaliation, and thus we should not expect that the earlier missile attack is the only 

action we will see on this front.   

• Yoshihide Suga was elected as the new head of the LDP, all but assuring that he will 

become the next PM.   

• Although the United Russia party has claimed victory in local elections, the opposition 

did win some local government seats.   
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• Afghan leaders are meeting with the Taliban for direct talks.  It is the first time the two 

groups have met directly.  The talks, brokered by the U.S., are being held in Qatar.  The 

two sides have little in common.  Most observers indicate the best outcome is some sort 

of ceasefire.  We doubt it will hold in the long run, and we expect a civil conflict to re-

emerge.   

• Greece and Turkey have seen an escalation of tensions over refugees and Cyprus.  The 

two sides are working to start talks in a bid to improve relations.  One favorable sign is 

that Turkey is sending a second drill ship to the region around Cyprus, and Greece has 

lauded the action.   

• Belarus President Lukashenko is heading to Sochi to meet with Putin today.  Lukashenko 

is clinging to power and clearly needs the support of Putin to remain in office.  We 

suspect the cost to Lukashenko is essentially that Belarus will be reabsorbed into Russia.  

Putin has indicated he would like to rebuild the old Soviet Union.  Belarus would be a 

start.  Over the weekend, massive protests against the government continued.   

• Germany has been in a difficult position on the Nord Stream 2 pipeline project.  The 

country needs additional natural gas to manage its energy needs.  It would like to avoid 

pipelines that run through Ukraine, which are prone to supply curtailments when Moscow 

and Kiev have spats.  At the same time, the U.S. is trying to get Berlin to kill the project, 

and Russia’s behavior makes agreeing to continue the project difficult.  Actually killing 

the project would be difficult for Germany, but we would not be surprised to see them 

“slow walk” it with many procedural delays.   

COVID-19:  The number of reported cases is 29,030,058 with 924,814 deaths and 19,648,306 

recoveries.  In the U.S., there are 6,520,606 confirmed cases with 194,084 deaths and 2,451,406 

recoveries.  WHO reports 307,930 new infections, the highest single-day total for the world.  For 

illustration purposes, the FT has created an interactive chart that allows one to compare cases 

across nations using similar scaling metrics.  The FT has also issued an economic tracker that 

looks across countries with high frequency data on various factors.   

 

Virology:   

• A surge of cases in Israel has triggered another lockdown.   

• There is a growing worry that drug makers are not disclosing safety issues surrounding 

vaccine development.  Given the general level of vaccine skepticism, there is a concern 

that the lack of disclosure will increase fears of accepting a vaccine and thus reduce 

immunity.   

• The lack of vaccine production capacity will likely prevent full distribution of a vaccine 

until 2024. 

Economic and market news:  Canada is preparing retaliatory tariffs on U.S. goods in response 

to American tariffs on aluminum.  Turkish investors are buying gold as the lira weakens.  They 

are also purchasing home safes for storing it.  South African miners are thriving as high gold 

prices and a weak SAR are improving margins.  Redfin (RDFN, 48.36) reports its calculation of 

median home prices is up 13%, and housing activity is strong.  Working from home has 

encouraged households to seek larger homes in more affordable areas.  One interesting 
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development is that some tech firms are considering cutting pay to workers who leave high-cost 

areas, such as the Bay area.  We will watch to see if there is a pushback on this idea.  Although 

adjusting pay to local costs is clear in the wage data, that isn’t how workers view their pay.  Most 

of us view our pay as a measure of our work value.  Finding out that some of it is attributed to 

where we live will likely prove to be unpopular.  One of the issues we are watching is the 

availability of credit to smaller agricultural entities. In general, banks tend to feel more 

comfortable lending to larger firms; if financing to small farms and food processors dries up, it 

could lead to further industry consolidation.   

 

U.S. Economic Releases  

There were no economic releases or Fed events scheduled prior to the release of this publication. 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation. 
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China New Home Prices m/m Aug 0.6% 0.5% ** Equity and bond neutral

Japan Tertiary Industry Index m/m Jul -0.5% 7.9% 0.5% ** Equity and bond neutral

Capacity Utilization m/m Jul 9.6% 6.2% *** Equity and bond neutral

India Wholesale Price y/y Aug 0.2% -0.6% -0.4% ** Equity bearish, bond bullish

New Zealand Performance Services Index m/m Aug 46.9 54.4 ** Equity bearish, bond bullish

Net Migration m/m Jul -26 760 ** Equity bearish, bond bullish

Europe

Eurozone Industrial Production SA m/m Jul 4.1% 9.1% 4.2% *** Equity and bond neutral

Bank of France Ind. Sentiment m/m Aug 106 99 100 ** Equity bullish, bond bearish

Switzerland Domestic Sight Deposits CHF w/w 11-Sep 635.3b 633.2b * Equity and bond neutral

Total Sight Deposits CHF w/w 11-Sep 704.1b 702.9b * Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y Jul -11.3% -16.7% -12.9% *** Equity and bond neutral

Manufacturing Production y/y Jul -9.0% -10.4% -16.5% *** Equity and bond neutral

Formal Job Creation Total m/m Jul 92.4k -3.9k ** 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. 
 

https://uk.finance.yahoo.com/news/technology-companies-may-cut-salaries-192005060.html
https://uk.finance.yahoo.com/news/technology-companies-may-cut-salaries-192005060.html
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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 (%) 0.66 0.67 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 6 6 0 Down

Currencies Direction

dollar Down Down

euro Flat Up

yen Up Up

pound Up Down

franc Flat 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 $39.48 $39.83 -0.88%

WTI $36.98 $37.33 -0.94%

Natural Gas $2.34 $2.27 3.13%

Crack Spread $9.13 $8.71 4.82%

12-mo strip crack $10.27 $10.19 0.75%

Ethanol rack $1.56 $1.55 0.37%

Gold $1,942.72 $1,940.55 0.11%

Silver $26.81 $26.73 0.30%

Copper contract $303.35 $303.95 -0.20%

Corn contract 370.25$       368.50$       0.47%

Wheat contract 544.75$       542.00$       0.51%

Soybeans contract 1,001.75$    996.00$       0.58%

Baltic Dry Freight 1267 1269 -2

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with cooler temperatures in the eastern third.  Dry conditions are expected for most of the 

country.  Five tropical storms are moving throughout the Atlantic Ocean and the Gulf of Mexico, 

but only one is expected to make landfall in the U.S.  TS Sally is expected to strengthen into a 

hurricane and make landfall in Louisiana on Tuesday.  
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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.   
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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 9/11/2020 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 9/11/2020 close) 
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Foreign Developed ($)

US High Yield

Emerging Markets ($)

Cash

Emerging Markets (local currency)

Large Cap

US Corporate Bond

US Government Bond
YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

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. 


