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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 22, 2020—9:30 AM EDT] Global equity markets are mixed this morning. 

The EuroStoxx 50 is up 0.8% from its last close. In Asia, the MSCI Asia Apex 50 closed down 

0.8%. Chinese markets were lower, with the Shanghai Composite down 1.3%, and the Shenzhen 

Composite down 1.1%. U.S. equity index futures are signaling a flat open.  

 

In our Daily Comment today, we discuss the latest new sources of tension between the U.S. and 

China.  That tension remains one of the key risks for global markets, ranking right up there with 

the economic impact of the coronavirus pandemic, faltering prospects for more pandemic relief 

from the federal government, and, now, tumult over President Trump‘s new nominee to the 

Supreme Court.  We discuss the China developments and many of those other risks below. 

 

China:  As we noted in our Daily Comment yesterday, the Chinese government has issued 

guidance on how it will punish foreign firms named to its new “unreliable entities” list, designed 

as a way to retaliate against U.S. initiatives against China.  However, Chinese officials are 

reportedly locked in an internal debate on whether to actually name companies to the list before 

the U.S. election.  Some officials fear that naming U.S. firms to the list could enflame popular 

U.S. sentiment against China and prompt even tougher anti-Chinese action by the Trump 

administration.  Even with the temporary restraint, however, we think the momentum toward 

publishing the list is a risk to global equities, as those firms named to the list could have their 

Chinese sales or production processes seriously crimped.  In other key China news today: 

• A court in Beijing sentenced an influential businessman known for his outspoken 

criticism of China’s leader, Xi Jinping, to 18 years in prison, meting out harsh 

punishment in a corruption case that is likely to chill dissent within the Chinese political 

elite and further stoke anti-China sentiment in the major democracies. 

• In New York, federal prosecutors charged a New York City police officer, who is also a 

U.S. Army reservist, with acting as an illegal agent of China since 2018.  According to 

the complaint, Baimadajie Angwang served as an intelligence asset to officials stationed 

at the Chinese consulate in New York, and he used his position to provide them with 

access to senior members of the New York Police Department. Angwang, a community 

affairs officer, also reported on “the activities of ethnic Tibetans” in New York and 

scoped out potential intelligence sources to recruit from the local Tibetan community. 

Italy:  The populist, anti-immigrant League Party failed to pull off its expected win in the 

Tuscany regional elections, leaving the center-left Democratic Party in control of the 

government, just as it has been for the last 50 years.  The League’s failure signals further 
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political challenges for Italian populists, but they scored a win in the constitutional referendum 

on cutting the size of Italy’s government.  According to preliminary results, some 70% of voters 

approved a constitutional change to cut the number of national legislators by about one third. 

• The referendum result suggests that while European populists may be losing some 

support, their ideas still have to be reckoned with. 

• All the same, the combined results strengthened Italy’s current governing coalition, 

whose main members are the Democratic Party and the Five Star Movement, and 

reduced the likelihood of early elections that could favor right-wing, EU-skeptic parties.  

Italian bonds are therefore rallying so far today. 

 

Global meat and dairy industries:  Now that opponents of global warming have gotten traction 

in their years-long campaign to divest from fossil fuel companies, they are increasingly turning 

their sights on the meat and dairy industries.  Since those industries also produce a high amount 

of carbon dioxide and other greenhouse gases, and global warming opponents now have a well-

developed playbook to push through divestment, their new focus has the potential to undermine 

asset values in the food-producing sector. 

 

COVID-19:  Official data show confirmed cases have risen to 31,358,115 worldwide, with 

965,575 deaths and 21,525,887 recoveries.  In the United States, confirmed cases rose to 

6,858,212, with 199,890 deaths and 2,615,949 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology 

• Confirmed U.S. infections jumped by approximately 52,000 yesterday, marking their 

biggest gain since August 14.  The seven-day moving average of new infections has now 

risen to more than 40,000 for the first time since early September.  The seven-day 

average of deaths has also risen a bit, though it remains below 800 per day. 

• According to a new study, colleges and universities that reopened for face-to-face 

instruction may have caused tens of thousands of additional infections in recent weeks.  

The researchers estimated that an extra 3,200 cases a day occurred in the U.S., which 

likely wouldn’t have happened had schools kept classes online. 

• In the U.K., Prime Minister Johnson will reverse his recent efforts to persuade people to 

go back to work.  With British infections now in full resurgence, Johnson will instead 

urge people to return to working from home.  He will also order all pubs, restaurants and 

bars to close daily at 10:00 pm. There is no indication that he will bring back the dramatic 

travel restrictions imposed during the spring. 

• In Spain, the regional Madrid administration imposed new mobility restrictions on some 

districts to fight resurgent infections there, and Prime Minister Sánchez warned the 

national government would impose tougher restrictions if necessary. 

• In case you’ve been wondering, the pandemic has also prompted major changes in how 

organized crime syndicates operate.  According to the European Monitoring Center for 
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Drugs and Drug Addiction, crime groups have increasingly turned to home delivery 

services, the dark web, and social media platforms as alternatives to street dealing. 

o The pandemic has also led to reduced consumption of drugs commonly used in 

social settings, such as cocaine and ecstasy. 

o However, it has also prompted an increase in the use of cannabis and new forms 

of tranquilizers. 

• In yet another confusing change in the federal government’s pandemic guidance, the U.S. 

Centers for Disease Control revoked new recommendations issued just last Friday stating 

the virus can be spread through tiny “aerosol” particles that linger in the air, without 

continued, close contact with someone infected. 

o According to the CDC, the revoked guidance was a draft version posted on the 

agency’s website in error. 

o Coupled with other reversals and contradictory statements, such as those related 

to wearing masks and testing asymptomatic people who were in contact with an 

infected person, the latest about face could further fuel concern that the federal 

guidance is being politicized. 

• Meanwhile, the Advisory Committee on Immunization Practices, a group of external 

medical experts who advise the CDC, said they will put off a planned Tuesday vote on 

how the limited initial doses of any new coronavirus vaccines should be allocated.  

According to insiders familiar with the decision, the members wanted to see more 

information on the characteristics of the vaccines before deciding who should get them 

first. 

• Medical experts are increasingly convinced that taking someone’s temperature isn’t a 

good way to know if they might have COVID-19, given problems such as the natural 

variation in people’s normal temperature and potentially inaccurate readings from 

thermometers. 

• Because of an apparent drafting error in the CARES Act, federal officials believe 

Medicare would be precluded from covering any coronavirus vaccine approved under an 

emergency-use authorization.  The Department of Health and Human Services is looking 

into a fix that would prevent Medicare participants from having to pay out-of-pocket for 

the shot, but correcting the error may require legislative language–potentially a tough 

project in competition with the looming election and confirmation hearings for President 

Trump’s Supreme Court nominee. 

 

U.S. Policy Response 

• Federal Reserve Chairman Powell and Treasury Secretary Mnuchin will testify before the 

House Financial Services Committee today and the Senate Banking Committee on 

Thursday, with Powell also making a solo appearance before a special House committee 

on the federal coronavirus response on Wednesday. 

o In prepared remarks for his testimony today, Powell said much of the rebound in 

consumer spending since the end of mass virus lockdowns has come from the 

federal government’s stimulative fiscal and monetary policy.  Going forward, 

https://www.ft.com/content/08f209f8-8c72-44d6-af12-7decb9153678
https://www.ft.com/content/08f209f8-8c72-44d6-af12-7decb9153678
https://www.wsj.com/articles/coronavirus-can-spread-by-tiny-air-particles-cdc-now-says-11600700364?mod=hp_lead_pos3
https://www.wsj.com/articles/coronavirus-can-spread-by-tiny-air-particles-cdc-now-says-11600700364?mod=hp_lead_pos3
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Powell suggested that further progress on the economic recovery would require 

more fiscal support for both consumer spending and state and local government 

budgets.  Separately, incoming anecdotal evidence suggests workers who lost the 

supplemental federal unemployment benefit of $600 per week when it expired in 

July are now sharply cutting their spending, raising a risk that the rebound in 

consumer demand could soon peter out.  We continue to believe that weakening 

consumer demand and/or sharp spending cuts by state and local governments 

could seriously slow the economy and present a challenge for the equity market. 

o In answer to criticism that the Fed’s emergency lending programs haven’t helped 

small and medium-sized businesses very much, Powell will say that those firms 

may be better helped by “direct fiscal support.” 

 

Foreign Policy Response 

• In a speech to the British Chambers of Commerce, Bank of England Governor Bailey 

said that even though the BOE has been investigating how it would use negative interest 

rates if needed, it in no way implies that the policy will be implemented anytime soon.  

The statement helped reverse an earlier slide in sterling, leaving the British currency up at 

$1.2796 in mid-morning trading (London time). 

 

U.S. Economic Releases  

There were no domestic releases prior to the publication of this report. The table below shows 

the economic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 Existing Home Sales m/m Aug 6.00m 5.86m ***

10:00 Existing Home Sales m/m Aug 2.4% 24.7% **

10:00 Richmond Fed Manufact. Index m/m Sep 12 18 **

Speaker or event

10:00 Charles Evans Discusses the U.S. Economy and Monetary Policy President of the Federal Reserve Bank of Chicago

10:30 Jerome Powell Appear Before House Financial Services Panel Chairman of Board of Governors of Federal Reserve

12:00 Thomas Barkin Takes Part in Virtual Discussion on Economy

15:00 Raphael Bostic Speaks at Peach Pay Meeting

Fed Speakers or Events

Economic Releases

District or position

President of the Federal Reserve Bank of Richmond

President of the Federal Reserve Bank of Atlanta  
 

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. 

https://www.wsj.com/articles/laid-off-workers-cut-spending-hunt-for-jobs-as-extra-unemployment-benefits-run-out-11600767001?mod=hp_lead_pos6
https://www.ft.com/content/23febf2a-57af-4a1c-854a-9f9b34afae39
https://www.ft.com/content/ecc4a23d-f175-41e9-8f07-852dbe03d062
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia ANZ Roy Morgan Consumption Index w/w 20-Sep 93.5 92.4 ** Equity and bond neutral

Europe

UK CBI Trends Total Orders m/m Sep -48 -44 -40 ** Equity bearish, bond bullish

CBI Trends Selling Prices m/m Sep -1 -5 -4 ** Equity and bond neutral

AMERICAS

Mexico Aggregate Supply and Demand q/q 2Q -21.6% -1.9% -19.0% ** Equity bearish, bond bullish

Canada Bloomberg Nanos Confidence w/w 18-Sep 53.1 52.9 ** Equity and bond neutral

Brazil Trade Balance Weekly w/w 20-Sep $1.506b $1.727b ** 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) 23 23 0 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 14 14 0 Up

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

10-yr T-note (%) 0.67 0.67 0.00 Neutral

Euribor/OIS spread (bps) -51 -50 -1 Neutral

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

Currencies Direction

dollar Flat Down

euro Down Up

yen Up Up

pound Down Down

franc Down 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 $42.06 $41.44 1.50% Short selling 

WTI $39.63 $39.31 0.81%

Natural Gas $1.88 $1.84 2.34%

Crack Spread $8.94 $9.13 -2.15%

12-mo strip crack $10.37 $10.52 -1.41%

Ethanol rack $1.54 $1.54 -0.27%

Gold $1,904.10 $1,912.51 -0.44%

Silver $24.24 $24.72 -1.91%

Copper contract $305.55 $303.20 0.78%

Corn contract 371.50$       369.75$       0.47%

Wheat contract 559.50$       554.75$       0.86%

Soybeans contract 1,027.50$    1,022.50$   0.49%

Baltic Dry Freight 1314 1296 18

Actual Expected Difference

Crude (mb) -2.8

Gasoline (mb) -0.8

Distillates (mb) 1.0

Refinery run rates (%) 0.85%

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 half.  Wet conditions are expected to move from New 

England to the eastern half of the country.  Tropical Storm Beta has made landfall in Texas, 

while Hurricane Teddy is moving toward Canada. 
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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 18, 2020 
 

In June, we published a WGR on the EU’s decision to issue a Eurobond, a financial instrument 

backed by the full faith and credit of all the member states of the European Union.  One of the 

reasons the U.S. dollar remains the global reserve currency is because the world financial system 

works on a dollar/Treasury standard.  The U.S. has open trade and capital markets.  Because of 

America’s willingness to accept persistent trade deficits, foreign countries can acquire dollars 

through trade and easily hold those dollars in reserve in the deep American financial markets.  

The premier reserve instrument has been the U.S. Treasury; in fact, it could be argued that the 

Treasury is America’s greatest export product. 

 

The attractiveness of the dollar as a reserve instrument is relative; American management of the 

reserve currency is far from ideal.  When the world shifted from the dollar/gold to 

dollar/Treasury, Europeans complained that the U.S. was exporting inflation through a weaker 

currency.  Treasury Secretary Connally noted that the dollar “is our currency but it’s your 

problem.”  Volcker’s anti-inflation policies of the early 1980s was a major contributor to the 

Latin American debt crisis and the “lost decade” of the 1980s for South America.  Since 9/11, 

the U.S. has used financial sanctions as a foreign policy tool.  Restricting access to the U.S. 

financial system has proven to be very effective in crippling foreign economies.1  But, these 

sanctions are not popular with foreign governments.  Dissatisfaction with dollar management has 

not reached a level adequate to overcome the network effects that keep the dollar as the reserve 

asset.   

 

It is important to note that we view the introduction of a Eurobond as a catalyst for a change in 

trend but the primary reason for a new dollar bear market is valuation.  Against most major 

currencies, the dollar is deeply overvalued. 

 

 
1 Iran can attest to this assertion. 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_6_29_2020.pdf
https://www.ipe.com/the-dollar-is-our-currency-but-its-your-problem/25599.article
https://www.ipe.com/the-dollar-is-our-currency-but-its-your-problem/25599.article
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Our primary valuation model for currencies is purchasing power parity.  This model uses relative 

inflation to value currencies.  It is not a trading model; exchange rates tend to vacillate around 

the forecast parity level.  But, at extremes, it can signal that the exchange rate is vulnerable to a 

reversal.  In general, dollar bull markets tend to end with a catalyst.  The 1970s dollar bear 

market began with the closing of the gold window.  The 1985 bull market ended with the Plaza 

Accord.  The 2002 trend reversal began with statements pressing for a weaker dollar from the 

U.S. Treasury secretary.  As is true of many markets, valuation alone doesn’t cause reversals, but 

it creates conditions where a reversal is more likely.   

 

Perhaps another way of thinking about the dollar is that the exchange rate creates winners and 

losers.  A strong dollar adversely affects exporters and industries that compete with imports.  It 

supports importers and solely domestic industries.  A weak dollar has the opposite impact.  Thus, 

over time, when a sector is harmed a political reaction will follow which leads to a reversal in 

trend.  With the dollar, the cycles tend to be long, meaning that the level needs to be extreme to 

trigger a policy response. 
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This chart shows the JP Morgan Dollar Index, which is adjusted for inflation and is trade 

weighted.2  Bull markets are colored in green, and bear markets in mauve.  For a U.S. dollar 

investor, the path of the dollar’s exchange rate is a critical component of foreign investing. 

 

USD bull USD bear STDEV

Months CYCLES US WORLD/EX US Diff US WORLD/EX US

103 70/03-78/10 2.0 9.8 -7.8 16.4 20.6

76 78/11-85/03 8.9 8.7 0.2 15.3 15

121 85/04-95/05 11.7 17.5 -5.8 12.6 26.7

80 95/06-02/02 15.8 3.3 12.5 18.5 14.3

110 02/03-11/05 2.7 6.9 -4.2 19.6 23.6

109 11/06-20/07 11.0 1.9 9.1 8.8 12

111 Averages 5.47 11.4 -5.9 16.2 23.6

88 11.9 4.6 7.3 14.2 13.8  
 

This table uses the dollar cycle dates and compares the MSCI U.S. Index with the MSCI World 

ex-U.S. Index.  We use the yearly change in monthly data, averaged over each cycle.  On 

average, the latter index outperforms the U.S. in dollar bear markets, whereas the U.S. 

outperforms during dollar bull markets.  There are two other characteristics of note.  First, cycles 

last a while; the average dollar bear market lasts 111 months (just over nine years) and dollar 

bull markets last 88 months (eight years).  Second, dollar bear markets tend to have higher levels 

of volatility. 

 

 
2 Countries that conduct more trade with the U.S. are weighted more heavily in the index. 
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If our postulate is correct and the dollar is about to enter a bear market, the outlook for foreign 

stocks relative to domestic stocks improves.  Although there is no certainty that our position is 

correct, the combination of an overvalued currency, a lengthy bull market, and a Eurobond 

catalyst increases the odds that a reversal is likely.  If so, the outlook for foreign equities should 

improve. 

   
 

 

 

 

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 9/21/2020 close) 
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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 9/21/2020 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,3 the current P/E is 28.2x, 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. 

 
3 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. 


