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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 2, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning. The EuroStoxx 50 is up 2.4% from its last close. In Asia, the MSCI Asia Apex 50 

closed up 0.1% from the prior close. Chinese markets were mixed, with the Shanghai Composite 

down 0.2%, and the Shenzhen Composite up 0.4%. U.S. equity index futures are signaling a 

higher open.  

 

We have a new report available today, the Q3 2020 Asset Allocation Quarterly Rebalance Chart 

Book. Every quarter, the Asset Allocation Committee reviews and makes adjustments to our 

Asset Allocation portfolios, which we detail in the Asset Allocation Quarterly. As a supplement 

to that report, this video chart book reviews our asset allocation process, details the changes to 

the portfolios, and offers a deep dive into the macro environment that underlies our portfolio 

decisions. The macro presentation is a discussion of the economy and the political and 

geopolitical environment. Going forward, we plan to make this chart book available in the weeks 

following the quarterly rebalance date for the Asset Allocation portfolios. 

 

Today, on the 75th anniversary of the end of World War II, we discuss the latest signs of new 

fiscal and monetary stimulus in the U.S. and indications that policymakers in Europe may take 

steps to weaken the euro. We begin with a focus on the coronavirus pandemic and the various 

policy responses to it. After that, we discuss several broader international developments that 

serve as a reminder of rising geopolitical risks. 

 

COVID-19: Official data show confirmed cases have risen to 25,785,890 worldwide, with 

857,821 deaths and 17,095,825 recoveries. In the United States, confirmed cases rose to 

6,076,425, with 184,697 deaths and 2,202,623 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 increased by more than 43,000 yesterday, but that was 

still slightly below the rolling seven-day average. Reported deaths remain far below their 

seven-day average of approximately 1,000. 

o Still, educational institutions like universities, community colleges, and local 

schools are often facing outbreaks, or find themselves at the center of infection 

surges. This is forcing an increasing number to delay in-person instruction or 

return to a totally virtual environment. To avert a threatened teachers’ strike over 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-chart-book/
https://www.nytimes.com/2020/09/02/world/covid-19-coronavirus.html?action=click&module=Top%20Stories&pgtype=Homepage
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-09-02-2020-11599034888
https://www.wsj.com/articles/coronavirus-latest-news-09-02-2020-11599034888
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safety concerns, New York City Mayor Bill de Blasio said municipal schools will 

delay the start of in-person learning by more than a week, which has been pushed 

to September 21. 

• For a look at Russia’s efforts to fast-track the development of a vaccine to burnish its 

geopolitical power, even if that means cutting corners on safety, check out this article 

from the Wall Street Journal. 
 

Economic Impact 

• One of the things that makes predicting the course of the post-pandemic economy so 

difficult is that it’s had such a disparate effect on different people and industries. 

• In a potentially good sign for the insurance industry, U.S. property insurers have won a 

flurry of judicial rulings, backing up their rejection of claims for businesses’ lost income 

during government-ordered shutdowns. Most of the 1,000 or so business-interruption 

coverage cases related to COVID-19 have yet to make it through the courts, but if the 

experience to date holds, insurers could take a much less onerous hit than many feared. 
 

U.S. Policy Response 

• In testimony before a congressional committee yesterday, Treasury Secretary Mnuchin 

urged Congress to appropriate more money to combat the effects of the coronavirus 

pandemic, saying he was ready to sit down with Democratic leaders to resume 

negotiations at any time. 

o Mnuchin suggested the gap between the two sides may be narrowing, and 

mentioned a new, higher number for the administration’s proposed ceiling for a 

follow-on bill: $1.5 trillion. 

▪ He also indicated the administration has softened its opposition to a 

Democratic proposal for more aid to state and local governments. 

▪ In addition, Mnuchin announced a new, complex moratorium on renter 

evictions through the end of 2020, based on CDC authorities to fight the 

pandemic. 

o Though it’s too early to know if Mnuchin’s statements will help get the ball 

rolling again, they do seem to be moving in the right direction. A significant new 

pandemic relief bill could be instrumental in keeping the current recovery going 

and allowing further gains in risk assets. 

• FRB Richmond President Tom Barkin said the Fed will need to continue providing 

significant and sustained support to the economy, since controlling the coronavirus has 

proven harder than anticipated, and the labor market recovery is weakening earlier than 

expected. Barkin also said he was optimistic that elevated personal saving rates would 

create the potential for a significant boost in spending once people feel safer leaving their 

homes and spend money on goods and services. 
 

Foreign Policy Response 

• CEO Christian Sewing of Deutsche Bank (DB, 9.52) warned that Europe will create 

thousands of “zombie companies” and lose competitiveness against the U.S. and other 

countries if it keeps trying to shield its economy from the pandemic by extending state 

https://www.wsj.com/articles/new-york-city-delays-school-reopening-11598972188?mod=hp_lead_pos6
https://www.wsj.com/articles/new-york-city-delays-school-reopening-11598972188?mod=hp_lead_pos6
https://www.wsj.com/articles/russian-roulette-inside-putins-race-to-develop-a-covid-19-vaccine-before-the-west-11599039001?mod=hp_lead_pos7
https://www.wsj.com/articles/hows-the-coronavirus-economy-great-or-awful-depending-on-whom-you-ask-11599039003?mod=hp_lead_pos5
https://www.wsj.com/articles/insurers-gain-early-lead-in-covid-19-legal-fight-with-businesses-11598965200?mod=hp_lista_pos1
https://www.wsj.com/articles/insurers-gain-early-lead-in-covid-19-legal-fight-with-businesses-11598965200?mod=hp_lista_pos1
https://www.wsj.com/articles/insurers-gain-early-lead-in-covid-19-legal-fight-with-businesses-11598965200?mod=hp_lista_pos1
https://www.wsj.com/articles/mnuchin-urges-congress-to-passmore-stimulus-funding-11598988384
https://www.wsj.com/articles/mnuchin-urges-congress-to-passmore-stimulus-funding-11598988384
https://www.wsj.com/articles/feds-tom-barkin-says-economy-will-need-sustained-support-11599039001
https://www.wsj.com/articles/feds-tom-barkin-says-economy-will-need-sustained-support-11599039001
https://www.ft.com/content/e53f1037-f1f4-47b2-9f3c-7c31183b61ee
https://www.ft.com/content/e53f1037-f1f4-47b2-9f3c-7c31183b61ee
https://www.ft.com/content/e53f1037-f1f4-47b2-9f3c-7c31183b61ee
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aid. To support his case, Sewing cited an estimate by German credit agency Creditreform 

that one-sixth of the country’s businesses could become “zombie” companies propped up 

with state aid and other support measures. 
 

Financial Market Developments 

• The euro is depreciating far today, after briefly surpassing $1.20 on Tuesday for the first 

time since May 2018. The currency weakened after ECB Chief Economist Philip Lane 

said the euro’s strength would influence policymakers’ forecasts for the region’s growth 

and have an impact on monetary policy decisions. Analysts expect the ECB will aim to 

limit the strength of the euro. 
 

United States-China:  Global geopolitics continue to be dominated by the rise of China and its 

challenge to the U.S., which in turn is unsure it wants to maintain its traditional role as the global 

hegemon. There are various developments related to U.S.-China tensions today: 

• U.S. Space Command Deputy Director of Operations Shawn Bratton warned that the U.S. 

needs to develop space-based weapons to counter a range of such weapons being 

developed by China, including its own GPS system known as BeiDou. At potential risk 

are the military and civilian satellites that play a crucial role in U.S. defense and the 

global economy. 

o Military planners are particularly worried that with its own GPS, China could 

seek to disable the U.S. satellite navigation system in the event of a conflict. 

According to Bratton, “We have so much capability on orbit that we have to be 

able to defend it.” 

o The warning from Bratton came on the same day the Department of Defense 

released its latest report on Chinese military power, which also emphasized 

China’s ongoing effort to rapidly expand its nuclear arsenal and delivery systems. 

• Negotiations to sell the U.S. business of Chinese social media firm TikTok to U.S. 

investors before President Trump’s threatened ban on September 15 have reportedly hit a 

snag. The problem is the Chinese government’s decision to require a license to export 

certain Chinese technologies. At issue is TikTok’s proprietary artificial intelligence 

algorithms that determine what videos to show users. Some insiders say Chinese officials 

don’t believe Trump’s stated concern about TikTok transferring information on its U.S. 

users to the Chinese government; rather, they believe his threatened ban is a way to grab 

valuable Chinese technology at a fire sale price. Others say the Chinese action is to 

express Beijing’s displeasure with U.S. moves to unwind past Chinese acquisitions. In 

any event, if the Chinese government scuttles the deal, the move would be a significant 

step toward further dividing the global internet into separate Chinese and U.S. spheres, 

with negative implications for both Chinese and U.S. technology stocks. 

• On a more positive note, China continues to take small steps to open its financial market 

to foreign firms. Citigroup (C, 51.20) today said the China Securities Regulatory 

Commission granted it a license to act as a custodian bank in China. That makes Citi the 

first major U.S. financial firm to receive such a license. 
 

China-India:  Chinese and Indian troops have had yet another confrontation along the countries’ 

disputed border in the Himalaya mountains, following a similar incident over the weekend and a 

https://www.ft.com/content/6bc9ef7e-6305-4716-84ac-19a26e839a91
https://www.ft.com/content/d44aa332-f564-4b4a-89b7-1685e4579e72
https://www.ft.com/content/d44aa332-f564-4b4a-89b7-1685e4579e72
https://www.ft.com/content/d44aa332-f564-4b4a-89b7-1685e4579e72
https://media.defense.gov/2020/Sep/01/2002488689/-1/-1/1/2020-DOD-CHINA-MILITARY-POWER-REPORT-FINAL.PDF
https://www.wsj.com/articles/pentagon-says-china-could-double-nuclear-weapons-in-decade-11599000957
https://www.wsj.com/articles/tiktok-deal-talks-are-snarled-over-fate-of-apps-algorithms-11598995674?mod=hp_lead_pos1
https://www.wsj.com/articles/tiktok-deal-talks-are-snarled-over-fate-of-apps-algorithms-11598995674?mod=hp_lead_pos1
https://www.ft.com/content/86af4797-83db-4aa8-aba9-701277ec2c76
https://www.ft.com/content/970b2834-e575-418f-a561-25c64b7a2ef9
https://www.ft.com/content/970b2834-e575-418f-a561-25c64b7a2ef9
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fatal clash in June (discussed in our Weekly Geopolitical Report from July 13, 2020). No firm 

details have been released about the latest confrontation, but each government has issued strong 

demands that the other side control and discipline their frontline troops. The incident highlights 

the continued risk of escalation, as both China and India pursue aggressively nationalist policies. 
 

Japan:  Prime Minister Abe’s right-hand man, Chief Cabinet Secretary Yoshihide Suga, 

confirmed his candidacy to succeed Abe as leader of the Liberal Democratic Party and Japan’s 

next prime minister. Having gained the backing of key LDP factions, Suga is now widely seen as 

the frontrunner in the race to succeed Abe. He could become prime minister in the next two 

weeks or so. In his announcement, Suga promised to continue Abe’s key policies, including low 

interest rates, a weak yen, and loose fiscal policy. All the same, the transition to a new leader has 

the potential to shift Japanese policies into new directions and even touch off a rebound in the 

yen. 
 

France-Lebanon:  In a visit to Beirut, French President Macron pressed Lebanese leaders to 

form a government within two weeks and deliver long-delayed reforms. He warned that he 

otherwise wouldn’t support international aid to help the country deal with last month’s 

catastrophic explosion in the city’s port. By all accounts, however, Macron’s pressure wasn’t 

totally for the benefit of Lebanon’s citizens. Rather, one of his key goals was to avert a new 

wave of refugees fleeing into the EU as happened in 2015. 
 

U.S. Economic Releases  
 

For the week ending August 25, MBA mortgage applications fell 2.0% from the prior week. 

Home purchasing applications were down 0.2% from the previous week, while refinancing 

applications fell 3.1%. The average 30-year fixed rate decreased 3 bps from 3.11% to 3.08%. 
 

If ADP employment is an indicator, Friday’s job report may be weaker than most were 

expecting. Private payrolls expanded by 428k, well below expectations of 1.000MM.  
 

 

https://www.confluenceinvestment.com/weekly-geopolitical-report-why-china-and-india-are-fighting-july-13-2020/
https://www.ft.com/content/c0022119-366b-4212-a1cc-2625e2ce5125
https://www.wsj.com/articles/macron-presses-lebanons-leaders-to-form-government-deliver-reforms-11598977827
https://www.wsj.com/articles/macron-presses-lebanons-leaders-to-form-government-deliver-reforms-11598977827
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The chart above shows the annual change in private payrolls according to the Bureau of Labor 

Statistics (BLS) and Automated Data Processing (ADP). Although jobs are expected to grow, the 

level of employment will likely remain well below the previous year. The below chart breaks 

down employment change by income status. 
 

1 
 

For the most part, employment has stabilized well below pre-pandemic levels, which suggests 

that the recovery is still fragile. Low income workers saw the steepest drop off in employment, 

and, despite initially seeing a sharp rebound, this group is still largely out of the workforce. If 

this trend persists, it could be a signal that the recovery period will be long. 
 

There were no other economic releases prior to the publication of this report. The table below 

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

EDT Indicator Expected Prior Rating

10:00 Factory Orders m/m Jul 6.1% 6.2% ***

10:00 Factory Orders Ex Trans m/m Jul 4.4% **

10:00 Durable Goods Orders m/m Jul 11.2% 11.2% **

10:00 Durables Ex Transportation m/m Jul 2.4% 2.4% **

10:00 Cap Goods Orders Nondef Ex Air m/m Jul 1.9% 1.9% **

10:00 Cap Goods Ship Nondef Ex Air m/m Jul 2.4% **

Speaker or event

10:00 John Williams Discusses COVID-19 in Webinar President of the Federal Reserve Bank of New York

14:00 US Federal Reserve Releases Beige Book

Fed Speakers or Events

Economic Releases

Members of the Board of Governors

District or position

 
 

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 

 
1 There was more data for low-income households. 
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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

Japan Monetary Base y/y Aug 11.5% 9.8% ** Equity bullish, bond bearish

Australia GDP y/y 2Q -6.3% 1.4% -5.1% *** Equity bearish, bond bullish

New Zealand Terms of Trade q/q 2Q 2.5% -0.7% 0.6% ** Equity bullish, bond bearish

Europe

Eurozone PPI y/y Aug -3.3% -3.7% -3.3% ** Equity and bond neutral

Retail Sales NSA y/y Jul 4.2% 5.9% 4.1% ** Equity and bond neutral

UK Nationwide House Px y/y Aug 3.7% 1.5% 2.0% ** Equity bullish, bond bearish

House Price Index y/y May 2.9% 2.6% *** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 28-Aug $193267m $193130m * Equity and bond neutral

Remittances Total m/m Jul $3531.9m $3537.0m $3344.0m * Equity and bond neutral

Markit Mexico PMI Mfg m/m Aug 41.3 40.4 *** Equity and bond neutral

IMEF Manufacturing Index SA m/m Aug 45.0 48.1 49.0 ** Equity bearish, bond bullish

IMEF Non-Manufacturing Index SA m/m Aug 46.1 47.0 47.8 ** Equity bearish, bond bullish

Canada Markit Canada Manufacturing PMI m/m Aug 55.1 52.9 ** Equity bullish, bond bearish

Brazil Markit Brazil Manufacturing PMI m/m Aug 64.7 58.2 ** 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 24 25 -1 Down

3-mo T-bill yield (bps) 7 10 -3 Neutral

TED spread (bps) 17 14 3 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 0.69 0.67 0.02 Neutral

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

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

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down 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. 
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Price Prior Change Explanation

Brent $45.61 $45.58 0.07%

WTI $42.85 $42.76 0.21%

Natural Gas $2.48 $2.53 -1.86%

Crack Spread $9.12 $8.91 2.33%

12-mo strip crack $10.61 $10.55 0.56%

Ethanol rack $1.53 $1.53 0.39%

Gold $1,968.78 $1,970.18 -0.07%

Silver $27.97 $28.11 -0.49%

Copper contract $303.50 $302.85 0.21%

Corn contract 355.75$       358.00$       -0.63%

Wheat contract 558.50$       564.00$       -0.98%

Soybeans contract 948.75$       954.75$       -0.63%

Baltic Dry Freight 1471 1488 -17

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) -3.6

Distillates (mb) -1.4

Refinery run rates (%) -6.25%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with warmer temperatures throughout the East and West Coasts. Dry conditions are expected 

throughout most of the country, with wet conditions expected in the eastern third. Tropical Storm 

Omar is moving along the East Coast, but it is not expected to make landfall.  
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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. 
 

August 28, 2020 
 

As people think about the supplemental federal unemployment benefit of $600 per week that was 

in place through July, most would assume that if the total benefits exceed a person’s actual 

wages, they will choose to be unemployed instead of accepting employment. Anecdotal reports 

suggest that companies are running into this problem. In fact, Dallas FRB President Robert 

Kaplan, in an interview with Bloomberg’s Mike McKee, noted that he was hearing of this 

problem from his business contacts in the 11th Federal Reserve District. However, he also noted 

that there was little evidence in the data of this phenomena. So, why isn’t this seen in the data? 

The answer may have something to do with a person’s economic outlook. 

 

Accepting unemployment benefits, even with the added booster, may be a costlier choice than 

most people realize. Because employment benefits are temporary, people must weigh whether it 

is in their best interest to accept benefits with the opportunity cost of giving up work tenure and 

experience, even at lower compensation compared to not working. During an expansion, it might 

make sense to accept benefits, especially if it comes with a booster, as people would have an 

easier time finding work once the entitlements run out. However, the same is not true when an 

economy is in recession. 

 

In a recession, having a job provides workers a relatively reliable and potentially long-lasting 

source of income during a time of uncertainty. Unemployment benefits, particularly with the 

added booster, are not only temporary but are also subject to change. Hence, workers may be less 

receptive to generous benefits if they suspect that a job won’t be available when they need it. 

This dilemma may partially explain why many economists failed to find conclusive evidence in 

the data to suggest that getting rid of the added benefits would lead to lower unemployment.2, 3 

 

Our own research found evidence to suggest that the opposite may be true. Looking at the top 10 

states by the number of continuing claims, we found that unemployment benefits and the 

unemployment rate were inversely correlated. Thus, the more generous the benefits, the lower 

the unemployment rate. One possible explanation for this inverse relationship may be due to the 

fact that people who live in or near a megalopolis are more confident in finding new 

opportunities than people who don’t, hence people living in those areas are more likely to accept 

the benefit.  

 
2 https://tobin.yale.edu/sites/default/files/files/C-19%20Articles/CARES-UI_identification_vF(1).pdf 
3 https://www.wsj.com/articles/economists-vs-common-sense-11596398926  

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://www.dallasfed.org/news/Interviews/int200803
https://tobin.yale.edu/sites/default/files/files/C-19%20Articles/CARES-UI_identification_vF(1).pdf
https://www.wsj.com/articles/economists-vs-common-sense-11596398926
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The chart above shows the unemployment rate and the pandemic unemployment insurance 

replacement rate by state.4 The bubble size represents the amount of people receiving 

unemployment benefits. Eight of these 10 states, listed on the above graph, are the highest in 

population and the two that are not, New Jersey and Massachusetts, are near major population 

centers. It is possible that employment opportunities are better in these larger states. 

 

In no way are we arguing that higher unemployment benefits will lead to lower unemployment. 

In fact, the full chart,5 which includes all 50 states, clearly shows that the unemployment rate and 

the replacement rate are uncorrelated. However, this chart may be a reflection of workers’ 

unwillingness to turn down a job today when there is no guarantee that there will be a job in the 

future. 

 

This thesis is further supported by the jobs report. From May through July, the industries 

offering the lowest average weekly wage saw the biggest expansion in their respective payrolls.  

In fact, the two lowest-paying industries, “leisure and hospitality” and “retail trade,” accounted 

for nearly 60% of the jobs created in that time frame. Therefore, wages clearly aren’t being 

prioritized for those choosing to return to work. 

 

 
4 The pandemic unemployment insurance replacement rate is calculated by dividing the amount of insurance 
employment benefits plus the booster divided by the average weekly rate by state.  
5 Included in this week’s AAW chart book. 

https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
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The chart above shows the average weekly earnings and the three-month change in employment 

by industry. The size of the bubble represents the employment level. With the exception of 

transportation and warehousing, every industry in which average weekly earnings were below 

the national average added more jobs than the industries in which average weekly earnings were 

above the national average. 
 

We are clearly in the midst of an anomalous event. As a result, things may not always be as they 

appear. If we were to push both charts to their logical conclusions, it would suggest that the key 

to bringing down the unemployment rate would be for the government to raise unemployment 

benefits to infinity and for employers to reduce wages to zero. That conclusion would clearly be 

absurd. That being said, it does suggest that lawmakers and policymakers alike should be 

cautious when deciding whether to scale back stimulus as it will likely have unknown and 

unintended consequences. Under normal circumstances, when jobs are easy to get, taking a break 

to collect outsized unemployment benefits might be an attractive option. But, if jobs are scarce, 

there is a risk to not returning to a job. Anecdotal evidence is true as far as it goes, but may not 

be generalizable, so policymakers should exercise care in shaping policy based on “what they are 

hearing.” The consensus among economists is that the supplemental benefit likely does more 

good than harm as it contributes to consumption spending.6 In summary, the costs of the higher 

supplement to unemployment insurance may be lower than generally believed in terms of 

discouraging employment, and it may have an outsized impact on consumption if it is reduced.   

 
6 https://www.wsj.com/articles/wsj-survey-benefits-of-extra-unemployment-aid-outweigh-work-disincentive-
11597327200?st=y030ojqt1zyug3h  

https://www.wsj.com/articles/wsj-survey-benefits-of-extra-unemployment-aid-outweigh-work-disincentive-11597327200?st=y030ojqt1zyug3h
https://www.wsj.com/articles/wsj-survey-benefits-of-extra-unemployment-aid-outweigh-work-disincentive-11597327200?st=y030ojqt1zyug3h
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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 9/1/2020 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 9/1/2020 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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P/E Update 

 

August 27, 2020 
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Based on our methodology,7 the current P/E is 27.9x, up 0.2x from last week.  The rise in the 

multiple is due to the continued rise in the index and the inclusion of S&P’s operating earnings 

for Q2.  During the accumulation of earnings reports, we use Thomson/Reuters data from 

I/B/E/S, which tends to run higher than the data from S&P.   

 

 
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. 

 
7 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. 


