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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 16, 2020—9:30 AM EDT] Global equity markets are mixed this morning. 

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

0.6%. Chinese markets were lower, with the Shanghai Composite down 0.4%, and the Shenzhen 

Composite down 0.9%. U.S. equity index futures are signaling a higher open.  

 

Our Daily Comment today focuses on the Federal Reserve, highlighting what to expect from its 

policymaking meeting today, discussing one key result of its ultra-loose policy, and describing 

the latest developments regarding Judy Shelton’s nomination to the Fed’s board.  We also 

discuss the latest U.S.-China tensions as well as other key news this morning. 

 

U.S. Monetary Policy:  The Federal Open Market Committee is meeting today, but it is not 

expected to make any change to its target interest rate or its asset-buying programs.  Rather, 

investors will be looking for the FOMC to revise its economic forecasts upward and provide 

additional detail on its new approach to setting monetary policy; this would allow inflation to run 

above target temporarily in order to spur employment gains and make up for periods of below-

target inflation. 

• The Fed’s ultra-low interest rate policy since the onset of the coronavirus pandemic has 

encouraged a boom in mortgage refinancing, which in turn has spurred a boom in new 

mortgage-backed security issuance.  According to an analysis by industry research firm 

Inside Mortgage Finance, the value of single-family mortgage-backed securities issued 

by Ginnie Mae, Fannie Mae, and Freddie Mac totaled almost $322 billion in August, 

setting a new monthly record.  Still, yields for the securities have held relatively steady in 

recent months, and even declined slightly, reflecting continued tremendous demand for 

them. 

• Separately, President Trump’s attempt to place Judy Shelton on the Fed’s board of 

governors appeared to be in danger after senior Republican Senator John Thune said she 

lacked enough support in the Senate to win confirmation.  Shelton’s nomination as a 

governor of the U.S. central bank has been controversial because of her sympathy for the 

gold standard, her fierce criticism of the Fed as an institution, and questions about her 

independence from President Trump. 

 

U.S. Regulatory Policy:  According to the Wall Street Journal, the Federal Trade Commission 

is gearing up to file a possible antitrust lawsuit against Facebook (FB, 272.42) by the end of 

December, based on its year-long investigation into concerns that the company has been using its 

 

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/fed-meeting-to-focus-on-laying-out-interest-rate-strategy-11600248600?mod=hp_lead_pos2
https://www.ft.com/content/7baea7d0-23c3-4f24-af88-77cf7dce2725
https://www.ft.com/content/7baea7d0-23c3-4f24-af88-77cf7dce2725
https://www.wsj.com/articles/mortgage-securities-are-flooding-the-market-thank-the-fed-11600248600?mod=markets_lead_pos3
https://www.wsj.com/articles/mortgage-securities-are-flooding-the-market-thank-the-fed-11600248600?mod=markets_lead_pos3
https://www.ft.com/content/b00fd735-6b71-4774-8ef5-e99da51ff700
https://www.wsj.com/articles/ftc-preparing-possible-antitrust-suit-against-facebook-11600211840?mod=hp_lead_pos2
https://www.wsj.com/articles/ftc-preparing-possible-antitrust-suit-against-facebook-11600211840?mod=hp_lead_pos2


 

 

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

www.confluenceinvestment.com 

 2 

powerful market position to stifle competition in the social media market.  The FTC hasn’t yet 

made a final decision to bring the case, but if it does, it would highlight the increasing regulatory 

risk faced by high-flying technology companies. 

 

United States-China:  The World Trade Organization ruled that some U.S. tariffs imposed 

against China in 2018 as retaliation for its theft of U.S. technology are invalid because they apply 

only to it and not to other countries, in contravention of WTO requirements.  The Office of U.S. 

Trade Representative Lighthizer criticized the ruling as evidence of the WTO’s inability to adapt 

to China’s rise and prevent Chinese trade abuses.  The ruling likely will have no consequence, 

because the U.S. has blocked the WTO’s appellate system from functioning.  Nevertheless, the 

ruling serves as a reminder of the administration’s no-holds-barred pushback against China and 

the global trading system.  Separately, we now have details on the shotgun marriage between 

Oracle (ORCL, 60.94) and the Chinese social media app TikTok.  Under the proposal, the 

Chinese media firm Bytedance would put its entire global TikTok business into a new U.S. 

headquartered company, with Oracle investing as a minority shareholder.  Other U.S. investors, 

including Walmart (WMT, 137.36), could also take a minority stake.  Bytedance would remain 

the majority shareholder, retain control of its powerful algorithms, and continue to collaborate 

with TikTok, but otherwise would theoretically be a silent stakeholder.  Data on American users 

of TikTok would be managed and stored strictly in the U.S.  It is unclear whether the 

arrangement would address President Trump’s concerns about TikTok’s U.S. user data being 

sent to China.  If not, the president has threatened to ban TikTok from the U.S. market by 

September 20. 

 

United States-Canada:  In contrast to its criticism of the WTO decision, the administration 

moved to drop the 10% tariffs it just reimposed last month against Canadian aluminum.  Those 

tariffs were roundly criticized by U.S. businesses and Canadian officials, but their reversal 

appeared to be prompted by Canada’s unveiling of counter-tariffs it planned to impose on U.S. 

goods as early as today. 

 

European Union-Russia:  In her annual State of the Union speech today, European Commission 

President Ursula von der Leyen warned against closer ties with Russia and said she would put 

forward proposals for a U.S.-style Magnitsky Act to sanctions people involved in human rights 

abuses worldwide. 

 

Russia:  Opposition leader Alexei Navalny, after regaining consciousness in the German 

hospital where he has been undergoing treatment since being poisoned in Siberia last month, 

promised he would soon return to Russia to continue his fight against the Putin government.  His 

return will likely make Navalny a continuing thorn in President Putin’s side. 

 

Japan:  As widely expected, the Diet approved Yoshihide Suga, the newly elected chief of the 

Liberal Democratic Party, as the country’s new prime minister.  To emphasize his commitment 

to political stability and continuity with former Prime Minister Shinzo Abe’s policies, Suga 

immediately appointed a new cabinet that included several key ministers from the Abe 

administration.  For example, Finance Minister Taro Aso, Economy Minister Yasutoshi 

Nishimura, and Foreign Minister Toshimitsu Motegi will all keep their jobs, while the defense 
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minister’s post will go to Abe’s younger brother, Nobuo Kishi.  We currently plan to provide a 

biography and an analysis of Suga in our Weekly Geopolitical Report next Monday. 
 

COVID-19:  Official data show confirmed cases have risen to 29,611,845 worldwide, with 

935,929 deaths and 20,105,101 recoveries.  In the United States, confirmed cases rose to 

6,606,859, with 195,961 deaths and 2,495,127 recoveries.  Here is the interactive chart from the 

Financial Times that lets you compare cases and deaths among countries, scaled by population. 
 

Virology 

• Confirmed U.S. infections jumped by more than 52,000 yesterday, but the seven-day 

moving average of newly confirmed infections remained well below 40,000, and the 

seven-day moving average of deaths remained at approximately 750. 

• In Ireland, Prime Minister Micheál Martin, his entire cabinet, and all of parliament were 

thrown into chaos for several hours on Tuesday after the health minister fell ill with 

symptoms suggesting he might have COVID-19.  A test on the health minister later came 

out negative; nevertheless, the ordeal posed a serious disruption on the very day that 

Martin set out his master plan to tackle the pandemic. 
 

U.S. Economic Releases  

For the week ending September 11, MBA mortgage applications fell 2.5% from the prior week. 

Mortgage applications for purchases fell 0.5% from the previous week, while refinancing 

applications fell 3.7%. The average 30-year fixed rate remains unchanged at 3.07%. 
 

Retail sales moderated in August as a reduction in unemployment benefits likely weighed on 

consumption. Advance retail sales rose 0.6% from the prior month compared to expectations of a 

rise of 1.0%. Retail sales excluding autos rose 0.7% from the previous month compared to 

expectations of 1.0%.  Retail sales excluding autos and gas rose 0.7%, lower than expectations 

from the prior month of 0.9%. Lastly, the retail sales control group, which excludes autos, gas, 

and building material, fell 0.1% from the prior month compared to expectations of a 0.3% rise. 
 

 

https://www.nytimes.com/2020/09/16/world/covid-19-coronavirus.html?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&impression_id=be6c8360-f80c-11ea-b174-df97555254ca&variant=1_Show
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/coronavirus-latest-news-09-16-2020-11600244664
https://www.ft.com/content/a166dfc3-fc01-4417-87ca-fa445b7cc8bc
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The chart above shows retail sales for food services and drink places. Although retail sales have 

returned to pre-pandemic levels, food services and drink places continue to struggle. Given the 

fact that these institutions employ many low-wage workers, this chart could suggest the recovery 

may have a disproportionately negative impact on low-income households. If this trend 

continues, we suspect this could result in a slower labor market recovery. 

 

The table below shows the economic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 Business Inventories m/m Jul 0.1% -1.1% **

10:00 NAHB Housing Market Index m/m Sep 78.0 78.0 **

16:00 Net Long-term TIC Flows m/m Jul $113.0b **

16:00 Total Net TIC Flows m/m Jul -$67.9b **

Speaker or event

14:00 FOMC Rate Decision

14:30 Jerome Powell Post FOMC Meeting Chairman of Board of Governors of Federal Reserve

Fed Speakers or Events

Economic Releases

District or position

Federal Reserve Board

 
 

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. 



 

 

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

www.confluenceinvestment.com 

 5 

 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Trade balance y/y Aug 248.3b 11.6b -15.0b ** Equity bullish, bond bearish

Australia Westpac Leading Index y/y Aug 0.5% 0.1% ** Equity bullish, bond bearish

New Zealand BoP Current Account Balance NZD q/q 2Q 1.828b 1.557b 0.690b ** Equity bullish, bond bearish

Current Account GDP Ratio YTD q/q 2Q -1.9% -2.7% -2.3% ** Equity and bond neutral

Europe

Eurozone Trade Balance m/m Jul 20.3b 17.1b 19.3b ** Equity bullish, bond bearish

UK CPI y/y Aug 0.2% 1.0% 0.0% *** Equity and bond neutral

CPI Core y/y Aug 0.9% 1.8% 0.5% *** Equity and bond neutral

RPI m/m Aug -0.3% 0.5% -0.3% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y Aug 0.8% 1.9% 0.9% ** Equity and bond neutral

PPI Input NSA y/y Aug -5.8% -5.7% -5.3% ** Equity and bond neutral

PPI Output NSA y/y Aug -0.9% -0.9% -0.7% ** Equity and bond neutral

PPI Output Core NSA y/y Aug 0.0% 0.1% 0.0% ** Equity and bond neutral

House Price Index y/y Jun 3.4% 2.9% *** Equity bullish, bond bearish

Russia Industrial Production y/y Aug -7.2% -8.0% -6.4% *** Equity bearish, bond bullish

AMERICAS

Mexico International Reserves Weekly w/w 11-Sep 193.316b $193.251b * Equity bullish, bond bearish

Canada Manufacturing Sales m/m Jul 7.0% 20.7% 9.0% ** Equity and bond neutral

Existing Home Sales m/m Aug 6.2% 26.0% 8.0% ** 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) 24 25 -1 Down

3-mo T-bill yield (bps) 10 10 0 Neutral

TED spread (bps) 14 15 -1 Up

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

10-yr T-note (%) 0.68 0.68 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 4 5 -1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Down 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. 
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Price Prior Change Explanation

Brent $40.93 $40.53 0.99%

WTI $38.74 $38.28 1.20%

Natural Gas $2.37 $2.36 0.34%

Crack Spread $8.69 $8.73 -0.55%

12-mo strip crack $10.13 $10.14 -0.07%

Ethanol rack $1.56 $1.56 -0.40%

Gold $1,957.15 $1,954.15 0.15%

Silver $27.24 $27.14 0.36%

Copper contract $306.55 $306.30 0.08%

Corn contract 364.25$       366.00$       -0.48%

Wheat contract 536.00$       538.25$       -0.42%

Soybeans contract 989.50$       991.50$       -0.20%

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%

Natural gas (bcf) 78.0

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 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, 

most of which aren’t close to the U.S.  The closest storm, Hurricane Sally, made landfall in 

Alabama this morning as a Category 2 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.   
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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 9/15/2020 close) 

 

-50.0% 0.0% 50.0%

Energy
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Real Estate
Utilities

Industrials
Consumer Staples

Healthcare
S&P 500

Materials
Communication Services
Consumer Discretionary

Technology

YTD Total Return

  
-2.0% -1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5% 2.0%

Financials

Energy

Consumer Staples

Industrials

Healthcare

Materials

S&P 500

Utilities

Consumer Discretionary

Technology

Real Estate

Communication Services

Prior Trading Day Total Return

(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 9/15/2020 close) 

 

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

Commodities

Real Estate

Mid Cap

Small Cap

Foreign Developed (local currency)

Foreign Developed ($)

US High Yield

Cash

Emerging Markets ($)

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. 

 



 

 

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

www.confluenceinvestment.com 

11 

 

P/E Update 

 

September 10, 2020 
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P/E as of 9/09/2020 = 28.1x

 
 

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. 


