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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 15, 2020—9:30 AM EDT] Global equity markets are higher this morning. 

The EuroStoxx 50 is up 0.4% from its last close. In Asia, the MSCI Asia Apex 50 closed up 

0.5% from the prior close. Chinese markets were higher, with the Shanghai Composite up 0.5%, 

and the Shenzhen Composite up 0.7%. U.S. equity index futures are signaling a higher open.  

 

Our Daily Comment today focuses on some positive coronavirus developments, including further 

progress on vaccines and treatments, policymakers’ reluctance to reimpose mass lockdowns, and 

a broadening economic recovery in China.  Those developments go far toward explaining the 

solid bid for risk assets so far today.  However, we also review new developments in the global 

pushback against the rising Chinese global profile, which remains a risk for the markets. 

 

COVID-19:  Official data show confirmed cases have risen to 29,315,282 worldwide, with 

929,171 deaths and 19,882,900 recoveries.  In the United States, confirmed cases rose to 

6,555,384, with 194,547 deaths and 2,474,570 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology 

• Newly confirmed U.S. infections again fell slightly yesterday, bringing the seven-day 

moving average down to approximately 34,500.  The seven-day moving average of 

coronavirus-related deaths has now fallen to approximately 750.  However, authorities 

remain concerned that infections and deaths could be boosted again following the likely 

required evacuations as Hurricane Sally makes its landfall early tomorrow. 

• Reflecting global policymakers’ reluctance to reimpose mass lockdowns, French Prime 

Minister Castex said he won’t impose a new nationwide lockdown despite the new 

resurgence of infections in France.  Instead, cities including Marseilles and Bordeaux 

announced several targeted restrictions, including limits on partying and large events. 

• Rapid coronavirus testing machines manufactured by Becton Dickinson (BDX, 235.90) 

have reportedly produced a significant number of false positives in about a dozen nursing 

homes.  False positive test results are a risk in nursing homes because a resident wrongly 

believed to have COVID-19 might be placed in an area dedicated to infected patients, 

potentially exposing an uninfected person to the coronavirus. 

• Eli Lilly (LLY, 149.00) and Incyte (INCY, 93.15) said they will seek emergency-use 

authorization for their rheumatoid arthritis drug Olumiant to treat COVID-19, after a 
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study showed that it helped hospitalized patients recover sooner.  When given in 

conjunction with Remdesivir, a drug from Gilead Sciences (GILD, 66.34), Olumiant 

shaved about one day off the median recovery time for patients compared with patients 

who received Remdesivir but not Olumiant. 

• The United Arab Emirates has become the first country outside China to approve 

emergency usage of a Chinese coronavirus vaccine candidate, in a vote of confidence for 

state-backed drugmaker Sinopharm (SHTDY, 12.58). 

• With the winter cold and flu season soon approaching, this article may help you 

distinguish them from COVID-19.  An important takeaway: get your flu shot.  Now. 

 

Economic Impact 

• In a sign that China’s recovery from the pandemic continues to broaden and strengthen, 

Chinese retail sales in August were up 0.5% year-over-year, marking their first annual 

gain of 2020 (see data tables below).  Retail sales year-to-date are still down 8.6% from 

the same period one year earlier, but the strengthening trend suggests the Chinese 

recovery, which initially came from government support for business and public 

investment, has now started to encompass consumer demand as well. 

o Separately, the data showed August industrial production was up 5.6% on the 

year. 

o The continuing Chinese recovery could help pull along the rest of the world 

unless U.S.-China tensions intervene.  Because of Germany’s strong exports to 

China, the German stock market has recently been performing especially well 

compared to other European markets. 

 

U.S. Policy Response 

• With the White House and congressional Democrats still at loggerheads over a new 

round of pandemic relief spending, economists are increasingly warning that the U.S. 

rebound could lose steam in later 2020 or early 2021, creating a drag on the global 

economy as it tries to recover from the coronavirus. 

o It appears that many people have been lulled into a false sense of security by 

policymakers’ apparent reluctance to reimpose mass lockdowns, the continued 

economic reopening, huge job gains in recent months, and only limited signs that 

the current rebound is petering out.  However, it’s important to remember that 

incoming data through the autumn could show a marked slowdown in the 

recovery. 

o The summer resurgence in the virus in some places and the expiration of the 

federal supplementary unemployment insurance of $600 per week at the end of 

July has probably just started to weigh on demand in August.  The drag from 

those developments was probably offset, to some extent, by continued economic 

reopening.  However, a key test will be when we start to see the major economic 

reports for August and September.  We’re especially focused on the August retail 

https://www.wsj.com/articles/in-global-covid-19-vaccine-race-chinese-shot-receives-first-foreign-approval-11600171149
https://www.wsj.com/articles/in-global-covid-19-vaccine-race-chinese-shot-receives-first-foreign-approval-11600171149
https://www.wsj.com/articles/flu-vs-covid-ways-to-identify-symptoms-and-differences-11600088401
https://www.ft.com/content/5f28cd8c-407c-418d-bb45-8d81bd2fdbbc
https://www.wsj.com/articles/chinas-economy-picks-up-speed-as-shoppers-moviegoers-return-11600157539?mod=hp_lead_pos3
https://www.wsj.com/articles/german-stocks-are-a-bright-spot-in-europes-battered-market-11600159836?mod=hp_lista_pos5
https://www.ft.com/content/7f24c3ef-981e-40aa-bcae-79532fbd66ab
https://www.ft.com/content/7f24c3ef-981e-40aa-bcae-79532fbd66ab
https://www.briefing.com/calendars/economic?Filter=Week1
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sales data coming out tomorrow and the University of Michigan’s preliminary 

September Consumer Sentiment Index on Friday. 

o As we’ve argued before (see our Asset Allocation Weekly from August 7, for 

example), the lack of significant financial aid to state and local governments also 

creates a risk that they will have to slash their payrolls and spending plans in the 

coming months, which could offset much of the other economic stimulus being 

provided by the federal government. 

o Of course, a sudden worsening in the economic data could conceivably spur quick 

action on a new spending bill, but there is limited time before Congress takes a 

break for the election.  In addition, any delay in providing new support runs the 

risk that many firms will have to close their doors for good, and many workers 

will drop out of the labor force permanently. 

 

Foreign Policy Response 

• Yoshihide Suga, who is expected to be approved as Japan’s new prime minister 

tomorrow, reiterated that he would initially focus his efforts on curbing the virus and 

reviving the economy rather than calling for a snap election after taking office. 

 

United States-China:  The Trump administration yesterday banned cotton apparel, computer 

parts, and other imports from several companies and suppliers that allegedly use forced and 

imprisoned labor in China’s Xinjiang region.  The targeted entities include four commercial 

firms, one training center, and an industrial park. 

• The move builds on the bans imposed against four other entities over the last year; it is in 

response to concerns about Chinese repression of its Uighur minority in Xinjiang. 

• Coupled with other recent U.S. moves in the geopolitical, military, trade, and technology 

spheres, the new bans illustrate increasing U.S. pushback against Chinese policies around 

the world.  We continue to believe that rising U.S.-Chinese tensions are a significant risk 

to global equity markets. 

European Union-China:  In yesterday’s four-way video summit between European 

Commission President von der Leyen, European Council President Michel, German Chancellor 

Merkel, and Chinese President Xi, the European side delivered a pointed message that China 

should not see the EU as any easier of a rival than the U.S.  The Europeans also stressed that 

Beijing still has a long list of commitments to fulfill if it wants to complete a long-planned 

investment agreement.  In other words, the summit provided more evidence that other major 

democracies besides the U.S. are also starting to push back against China. 

 

Germany:  Chancellor Angela Merkel and Interior Minister Horst Seehofer have proposed that 

Germany take in 1,500 stranded asylum seekers after last week’s devastating fire at the Greek 

refugee camp of Moria.  The proposal threatens to reignite the vexing political debate over how 

the EU should deal with migrants knocking at its doors. 

 

United Kingdom:  Parliament last night gave second-reading approval to Prime Minister 

Johnson’s “internal market” bill by a vote of 340 to 263, despite a rebellion by many in 

https://www.briefing.com/calendars/economic?Filter=Week1
https://www.briefing.com/calendars/economic?Filter=Week1
https://www.confluenceinvestment.com/asset-allocation-weekly-august-7-2020/
https://www.wsj.com/articles/coronavirus-latest-news-09-15-2020-11600159079
https://www.wsj.com/articles/coronavirus-latest-news-09-15-2020-11600159079
https://www.wsj.com/articles/u-s-blocks-chinese-imports-over-alleged-forced-labor-practices-11600114529?mod=hp_lista_pos5
https://www.wsj.com/articles/u-s-blocks-chinese-imports-over-alleged-forced-labor-practices-11600114529?mod=hp_lista_pos5
https://www.politico.eu/article/merkel-gets-china-video-chat-instead-of-jewel-in-the-crown/?utm_source=POLITICO.EU&utm_campaign=c0e03acf5c-EMAIL_CAMPAIGN_2020_09_15_05_02&utm_medium=email&utm_term=0_10959edeb5-c0e03acf5c-190480045
https://www.politico.eu/article/merkel-gets-china-video-chat-instead-of-jewel-in-the-crown/?utm_source=POLITICO.EU&utm_campaign=c0e03acf5c-EMAIL_CAMPAIGN_2020_09_15_05_02&utm_medium=email&utm_term=0_10959edeb5-c0e03acf5c-190480045
https://www.ft.com/content/50be2fb8-215e-4780-8ece-3163e9ed0819
https://votes.parliament.uk/Votes/Commons/Division/836?utm_source=POLITICO.EU&utm_campaign=f2b4ad6fb2-EMAIL_CAMPAIGN_2020_09_15_05_59&utm_medium=email&utm_term=0_10959edeb5-f2b4ad6fb2-190480045#ayes
https://votes.parliament.uk/Votes/Commons/Division/836?utm_source=POLITICO.EU&utm_campaign=f2b4ad6fb2-EMAIL_CAMPAIGN_2020_09_15_05_59&utm_medium=email&utm_term=0_10959edeb5-f2b4ad6fb2-190480045#ayes
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Johnson’s own Conservative Party.  Registering their opposition to provisions allowing the 

government to abrogate its Brexit treaty with the EU in contravention of international law, two 

Tories voted against the bill outright, while 30 abstained from voting, including former 

Chancellor Sajid Javid, two former attorneys general, and two former Northern Ireland 

secretaries.  That presents some risk that the government will have to make concessions when the 

next key votes on the bill are held next week. 

 

U.S. Economic Releases  

 

Manufacturing activity in New York picked up in September as more factories reported higher 

expectations for shipment and orders. The Empire Manufacturing Index came in at 17.0 

compared to expectations of 6.9. 
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The chart above shows the Empire Manufacturing Index along with its six-month moving 

average. The six-month average is -14.8, well below the expansion indicator of 0.0. 

 

In August, a weaker dollar likely supported import prices as the dollar depreciation may have 

made imports relatively more expensive. The import price index rose 0.9% from the prior month 

compared to expectations of 0.8%. The previous report was revised from 0.7% to 1.2%. 

Excluding oil, import prices rose 0.7% from the prior month compared to expectations of 0.3%. 

The export price index rose 0.5% from the previous month compared to expectations of 0.4%. 

The prior report was revised from 0.8% to 0.9%. 
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The chart above shows the annual change in the import and export price indexes. Import prices 

fell 2.8% from the prior year, while exports fell 1.4%.  

 

U.S. industrial production slowed in August, signaling that the economic recovery is still shaky. 

In August, industrial production rose 0.4% from the prior month compared to expectations of 

1.0%. Manufacturing production rose 1.0% from the previous month compared to expectations 

of 1.3%. Capacity utilization came in line with expectations at 71.4%. 

 

 
 

The above chart shows the level of industrial production. Currently the index sits at 101.4. 
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There were no other economic releases or Fed events scheduled for the rest of the day. 
 

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 Industrial Production y/y Aug 5.6% 4.8% 5.1% ** Equity bullish, bond bearish

Retail Sales y/y Aug 0.5% -1.1% 0.0% ** Equity bullish, bond bearish

Fixed Assets Ex Rural YTD y/y Aug -0.3% -1.6% -0.4% ** Equity and bond neutral

Property Investment YTD y/y Aug 4.6% 3.4% 4.1% ** Equity bullish, bond bearish

Surveyed Jobless Rate m/m Aug 5.6% 5.7% 5.6% *** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption w/w 13-Sep 92.4 91.1 * Equity bullish, bond bearish

House Price Index y/y 2Q 6.2% 7.4% 6.8% ** Equity and bond neutral

New Zealand Westpac Consumer Confidence q/q 3Q 95.1 97.2 *** Equity and bond neutral

Europe

Eurozone Labour Costs y/y 2Q 4.2% 3.4% ** Equity and bond neutral

ZEW Survey Expectations m/m Sep 73.9 64.0 ** Equity bullish, bond bearish

France CPI EU Harmonized y/y Aug 0.2% 0.2% 0.2% *** Equity and bond neutral

CPI y/y Aug 0.2% 0.2% 0.2% *** Equity and bond neutral

Germany ZEW Survey Expectations m/m Sep 77.4 71.5 69.5 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m Sep -66.2 -81.3 -72.0 ** Equity and bond neutral

Italy CPI EU Harmonized y/y Aug -0.5% -0.5% -0.5% *** Equity and bond neutral

General Government Debt y/y Jul 2560.5b 2530.6b ** Equity and bond neutral

UK Claimant Count Rate m/m Aug 7.6% 7.5% *** Equity and bond neutral

Jobless Claims Change m/m Aug 73.7k 94.4k *** Equity and bond neutral

Average Weekly Earnings 3M y/y Jul -1.0% -1.2% -1.3% ** Equity and bond neutral

Weekly Earnings ex Bonus 3M y/y Jul 0.2% -0.2% -0.2% ** Equity bullish, bond bearish

ILO Unemployment Rate 3Mths m/m Jul 4.1% 3.9% 4.1% ** Equity and bond neutral

Employment Change 3M/3M m/m Jul -12k -220k -118k *** Equity bullish, bond bearish

Switzerland Producer and import prices y/y Aug -3.5% -3.3% ** Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence m/m 11-Sep 52.9 52.7 *** Equity bullish, bond bearish

Brazil Economic Activity y/y Jul -4.9% -7.1% -5.3% *** Equity and bond neutral

Formal Job Creation Total m/m Jul $1.727b $1.795b ** Equity and bond neutral  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
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Today Prior Change Trend

3-mo Libor yield (bps) 25 25 0 Down

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

TED spread (bps) 16 14 2 Up

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

10-yr T-note (%) 0.68 0.67 0.01 Neutral

Euribor/OIS spread (bps) -48 -48 0 Neutral

EUR/USD 3-mo swap (bps) 6 7 -1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

FOMC Rate Decision Lower Bond 0.000% 0.000% On forecast

FOMC Rate Decision Upper Bond 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. 
 

Price Prior Change Explanation

Brent $40.22 $39.61 1.54% Global Demand Optimism

WTI $37.91 $37.26 1.74%

Natural Gas $2.30 $2.31 -0.35%

Crack Spread $8.76 $8.99 -2.57%

12-mo strip crack $10.18 $10.30 -1.22%

Ethanol rack $1.56 $1.56 -0.03%

Gold $1,967.47 $1,956.86 0.54%

Silver $27.46 $27.12 1.25%

Copper contract $306.50 $306.80 -0.10%

Corn contract 367.75$       369.50$       -0.47%

Wheat contract 544.00$       545.75$       -0.32%

Soybeans contract 1,005.00$    999.50$       0.55%

Baltic Dry Freight 1282 1267 15

Actual Expected Difference

Crude (mb) 2.3

Gasoline (mb) -0.6

Distillates (mb) -0.3

Refinery run rates (%) 1.50%

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 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.  Hurricane Sally is expected to make 

landfall in Louisiana later on today.  
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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 9/14/2020 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 9/14/2020 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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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. 


