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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 3, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning. The EuroStoxx 50 is up 1.5% from its last close. In Asia, the MSCI Asia Apex 50 

closed down 0.2% from the prior close. Chinese markets were lower, with the Shanghai 

Composite down 0.6%, and the Shenzhen Composite up 0.8%. U.S. equity index futures are 

signaling a lower open.  

 

We have a new report available, 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. 

 

Perhaps the biggest news this morning is that equity markets are set to open lower.  Equities have 

continued to rally in an orderly fashion, with the major indices setting new record highs.  Stocks 

have been lifted by improving earnings, low interest rates, moderate inflation and expectations of 

accommodative policy.  We lead off with specific comments about the EUR and other reports 

about the economy and markets.  Policy news is next; we cover the Beige Book and ongoing 

negotiations (or lack thereof) over new stimulus.  Foreign news is next, focusing on the fallout 

from the Navalny poisoning.  China news follows, and we close with the pandemic update.  

Being Thursday, a new Weekly Energy Update is available.  Here are the details:   

 

The Eurozone strikes back:  In a recent WGR (and podcast) on the prospects for a Eurobond, 

we argued that the issuance of such a bond, which would be backed by the full faith and credit of 

the member states of the EU, could be a catalyst for a new bear market for the dollar.  Given that 

the dollar is overvalued in terms of purchasing power, the greenback has been ripe for a few 

years of depreciation, something that should be welcomed by U.S. policymakers.  The EUR has 

seen a “summer of appreciation”; in May, the EUR was trading around $1.08.  A couple days 

ago, it touched $1.20.  The move has caught the attention of ECB officials, who worry that the 

stronger currency will reduce already depressed inflation.  But, it often takes a retired official to 

really say what is worrying governments—in a Bloomberg interview, Jean-Claude Trichet 

accused the Trump administration of “beggar thy neighbor” currency policies and suggested that 

the EUR should be at its levels seen earlier in the summer.  Trichet’s comments are self-serving; 

the EUR is still well below our fair value estimate of $1.29 and locking in the EUR below that 
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level gives Europe a competitive advantage over U.S. exporters.  Current officials cannot be so 

candid, but we suspect Trichet is saying what the EU believes.  It wants to remain an export 

promoter, and a stronger EUR will force Europe to change. 

 

 
 

This chart shows the current account relative to GDP for Germany and the Eurozone.  Since the 

Eurozone crises of the last decade, Germany has used the Eurozone to increase its current 

account surplus and has turned the entire Eurozone into a “Germany at large.”  A stronger EUR 

is a threat to this situation.  Will these comments change the trend?  We doubt it.  The EUR is 

undervalued, and the Eurobond reduces America’s ability to apply economic sanctions.  We 

view yesterday’s comments as an attempt to slow the appreciation, but not enough to reverse it. 
 

• The bounce in the dollar hit precious metals prices yesterday.  In general, a stronger 

dollar is bearish for gold.  But, if the U.S. is determined to weaken the dollar and the EU 

resists, we could create a “race to the bottom” in terms of trying to pull domestic demand 

from each trading bloc, which should be quite favorable for gold.  In other words, if no 

one wants a strong currency, a non-liability backed one, like gold, should benefit.   

Other economic and market news: 

• Debt issuance is in (as it should be given current interest rates).  The U.S. fiscal debt is 

projected to reach 100% of GDP next year, and corporate issuance is rising very fast.   

• For the first time in three decades, Australia is officially in a recession. 

• In the labor markets, there are increasing reports that furloughed workers are facing 

permanent layoffs.  There is a growing possibility of a “K”-shaped recovery, where some 

sectors are recovering well and others continue to suffer.  This isn’t the first time such 

divisions have occurred; in the 1980s expansion, we saw what was described at the time 

to be “rolling recessions.”  For example, the oil patch was hit hard by the sharp drop in 

oil prices in 1986.  Texas, Oklahoma and Louisiana slumped, but the rest of the country 

benefited from lower energy prices.  This time around, we are seeing less geography and 

more sector divisions. 

The Beige Book:  The Beige Book is an overview of the economy compiled by the regional Fed 

districts.  It offers a disaggregated view of the economy and can offer some geographic insights 

https://www.wsj.com/articles/recovering-dollar-dents-gold-and-silver-prices-11599057366?st=o6sl104cffm523n
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about the state of the economy.  In general, the report suggests the recovery continues from the 

troughs seen in Q2, but the pace does appear to be slowing in most districts.  The labor market 

conditions described above, where some workers are getting back to work while others are 

facing layoffs, is shown in this report as well.   
 

• Congressional leaders remain divided over additional stimulus.  Both sides continue to 

blame the other for the lack of progress.   

Navalny and other foreign news:  Germany has confirmed that traces of Novichok, a nerve 

agent produced by Russia, has been found in Alexei Navalny, the Russian opposition leader.  

German doctors have determined that it was a military-grade agent, suggesting that elements of 

the Russian security apparatus are probably behind the poisoning.  The key question now is, 

“What does the West do about it?”  One possibility is that Germany could cancel the Nord 

Stream 2 project; that outcome would delight Washington and be a blow to Moscow.  Such a 

move would certainly harm relations between Germany and Russia, but it would send a signal to 

Putin that his actions do carry consequences.  We could see U.S. natural gas benefit from the 

cancellation as it would likely increase demand for American LNG. 
 

• Unrest continues in Belarus.  The U.S. is backing an EU proposal for new elections.  One 

potential problem for Lukashenko is that the tech sector, which has been an area of 

growth for the country, is considering relocation.  If the companies move, their skilled 

workers will probably follow.   

• Bulgaria is also facing civil unrest as protestors have been out in force for the past two 

months opposing the government of Boyko Borissov.  The protests are all about high 

levels of corruption in this Eastern European nation.   

• The Brexit negotiations are at loggerheads; the GBP has eased on concerns.  The EU is 

accusing British negotiators of bad faith, but the EU wants to put Britain in a position 

where it faces all the restrictions of a member without voting rights.  A hard Brexit is an 

increasing possibility; the issue for markets is whether a hard Brexit would matter all that 

much.  There is no doubt the U.K. economy would suffer from a break with the EU.  It 

would see its trade with Europe plummet and the adjustment would be difficult.  

However, in the long run, the kingdom could develop a new policy course.  That would 

look like the great unknown.  But, for the time being, the odds of a hard break are rising. 

China news: 

• The State Department has issued new restrictions on Chinese diplomats, who are now 

required to seek U.S. approval to visit U.S. college campuses.  The U.S. is framing this as 

“reciprocal,” which is generally true; China places restrictions on the freedom of 

movement of diplomats.  The move will weaken relations with China but is consistent 

with other actions seen this year.   

• Although no new skirmishes on the China/India frontier were reported overnight, 

tensions remain high.  India has banned more Chinese technology and is building up its 

forces in the region.  Defense ministers of both nations are going to be at the Shanghai 

Cooperation Organization meetings being held in Russia.  The participation could offer a 

chance to talk, or simply make for an awkward gathering for the rest of the group. 

https://www.wsj.com/articles/fed-beige-book-finds-modest-economic-growth-11599072284?st=th0fwidfif83sbj
https://www.marketwatch.com/story/economy-softened-in-august-feds-beige-book-finds-as-some-temporary-layoffs-turn-permanent-2020-09-02
https://www.marketwatch.com/story/economy-softened-in-august-feds-beige-book-finds-as-some-temporary-layoffs-turn-permanent-2020-09-02
https://finance.yahoo.com/news/meadows-not-going-negotiate-coronavirus-160222670.html
https://www.wsj.com/articles/russian-dissident-navalny-poisoned-with-novichok-nerve-agent-germany-says-11599055910?st=3vdu2z3bx3fs3x8
https://www.wsj.com/articles/navalny-could-well-have-been-poisoned-germany-says-11598278260?st=y2wrvv835khqwbn
https://nyti.ms/34YNHgI
https://www.economist.com/europe/2020/09/02/germany-says-that-alexei-navalny-was-poisoned-with-novichok?utm_campaign=the-economist-today&utm_medium=newsletter&utm_source=salesforce-marketing-cloud&utm_term=2020-09-02&utm_content=article-link-2&etear=nl_today_2
https://www.reuters.com/article/us-russia-politics-navalny-germany-nord/calls-mount-for-germany-to-rethink-nord-stream-2-after-navalny-poisoning-idUSKBN25U0UF
https://www.reuters.com/article/us-russia-politics-navalny-germany-nord/calls-mount-for-germany-to-rethink-nord-stream-2-after-navalny-poisoning-idUSKBN25U0UF
https://www.politico.eu/article/us-stands-with-eu-to-push-for-new-election-in-belarus/?utm_source=POLITICO.EU&utm_campaign=3f4cc52397-EMAIL_CAMPAIGN_2020_09_03_05_01&utm_medium=email&utm_term=0_10959edeb5-3f4cc52397-190334489
https://www.ft.com/content/e3e93c23-285a-4b97-a654-7bb6ee3c9955?emailId=5f4f796e9594ad0004774303&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.politico.eu/article/riot-police-and-protesters-clash-bulgaria-boyko-borissov-corruption-crisis/?utm_source=POLITICO.EU&utm_campaign=3f4cc52397-EMAIL_CAMPAIGN_2020_09_03_05_01&utm_medium=email&utm_term=0_10959edeb5-3f4cc52397-190334489
https://www.politico.eu/article/brussels-accuses-london-of-selfish-obstinance-in-brexit-talks/?utm_source=POLITICO.EU&utm_campaign=3f4cc52397-EMAIL_CAMPAIGN_2020_09_03_05_01&utm_medium=email&utm_term=0_10959edeb5-3f4cc52397-190334489
https://www.politico.eu/article/brussels-accuses-london-of-selfish-obstinance-in-brexit-talks/?utm_source=POLITICO.EU&utm_campaign=3f4cc52397-EMAIL_CAMPAIGN_2020_09_03_05_01&utm_medium=email&utm_term=0_10959edeb5-3f4cc52397-190334489
https://www.state.gov/advancing-reciprocity-in-u-s-china-diplomatic-relations/
https://www.ft.com/content/9980914f-bd59-4cd3-8ae4-390c773bae16?emailId=5f50740a2506d50004318503&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://economictimes.indiatimes.com/tech/internet/government-bans-118-more-chinese-apps-including-pubg/articleshow/77890876.cms
https://www.theguardian.com/world/2020/sep/02/india-acts-to-secure-border-after-himalaya-clashes-with-china
https://www.theguardian.com/world/2020/sep/02/india-acts-to-secure-border-after-himalaya-clashes-with-china
https://www.scmp.com/news/china/diplomacy/article/3099878/china-india-border-defence-ministers-expected-converge-russia?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3099878
https://www.scmp.com/news/china/diplomacy/article/3099878/china-india-border-defence-ministers-expected-converge-russia?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3099878
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• China’s foreign minister, Wang Yi, has been on a charm offensive in Europe.  By all 

accounts, the Europeans are resisting.   

• Negotiations continue over the fate of TikTok.  The sticking point is the algorithms that 

drive the app.  If that software isn’t part of the sale, the value of the company to a non-

Chinese owner is lower than otherwise.   

• Although the EU is clearly unhappy about the EUR’s appreciation, Chinese officials, so 

far, have been quiet about the CNY’s rally. 

• Since the 1970s, the U.S. has engaged in a form of strategic ambiguity over Taiwan.  

Either it hasn’t confirmed that it would defend the island or hasn’t delineated on what 

terms it would intervene militarily.  This position has served the U.S. well, but, according 

to Richard Haase, the policy has probably outlived its usefulness.  Given the rising 

strength of China’s military, Haase argues the U.S. should make clear its intentions.   

COVID-19:  The number of reported cases is 26,062,946 with 863,741 deaths and 17,316,206 

recoveries.  In the U.S., there are 6,115,184 confirmed cases with 185,752 deaths and 2,231,757 

recoveries.  For illustration purposes, the FT has created an interactive chart that allows one to 

compare cases across nations using similar scaling metrics.  The FT has also issued an economic 

tracker that looks across countries with high frequency data on various factors.   Axios has 

updated its state map; the reopening of colleges has led to a rise of infections in several states.   
 

Virology:   

• Although vaccines continue to dominate the news, we have paid close attention to 

treatment options.  It is possible we will never get a vaccine that works, or if we do, it 

may only offer limited immunity, similar to influenza.  However, treatments that reduce 

the lethality of the disease would reduce the risk of infection and perhaps the costs of 

natural herd immunity.  It appears that common steroids improve the outcomes for people 

with severe cases of the disease.   

• Meanwhile, the vaccine debate continues.  The CDC has asked states to prepare for 

distribution of a vaccine by November, and the FDA appears ready to grant emergency 

use before year’s end.  The political overtones are hard to miss, but our concern is 

twofold.  First, it will take a while before we know the longer-term effects of any 

vaccine.  If it turns out the early candidates have flaws (e.g., require multiple doses, cause 

unexpected side effects), it could dampen the acceptance of future, perhaps more 

effective, vaccines.  Second, it’s possible that demand overwhelms supply, leading to 

concerns about distribution, or that the rush makes adoption slow (we are leaning toward 

the second outcome).  The third item to remember is that vaccines have complicated 

supply chains.  Getting a vaccine and getting production to scale are two different things.  

In other words, the announcement effect may not last once the hurdles of distribution are 

revealed.   

• Silvio Berlusconi, the former PM of Italy, has an asymptomatic case of COVID-19. 

 

 

 

 

https://www.washingtonpost.com/world/asia_pacific/china-europe-relations-us/2020/09/02/63d963e0-ece1-11ea-bd08-1b10132b458f_story.html
https://www.washingtonpost.com/world/asia_pacific/china-europe-relations-us/2020/09/02/63d963e0-ece1-11ea-bd08-1b10132b458f_story.html
https://www.reuters.com/article/us-usa-tiktok-bytedance-exclusive/exclusive-aspiring-tiktok-buyers-pursue-four-options-in-effort-to-revive-talks-sources-idUSKBN25T2IG
https://www.wsj.com/articles/tiktok-deal-talks-are-snarled-over-fate-of-apps-algorithms-11598995674?st=vnz9dnwew2ohvhs
https://www.wsj.com/articles/chinas-yuan-strengthens-as-trade-and-economic-concerns-fade-11598871677?st=i2844yl5xobxjqc
https://www.foreignaffairs.com/articles/united-states/american-support-taiwan-must-be-unambiguous
https://www.ft.com/content/084c8d18-c817-35b7-9ba8-f2d83d393f01
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/america-coronavirus-colleges-new-cases-94afdc9b-1f29-47e1-b4a4-adf9f87e735f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/america-coronavirus-colleges-new-cases-94afdc9b-1f29-47e1-b4a4-adf9f87e735f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/steroids-covid-treatment-82983945-cdaf-4af3-9b30-461af726e255.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://nyti.ms/2EKJmmC
https://nyti.ms/2EKJmmC
https://www.wsj.com/articles/covid-19-vaccines-whats-coming-and-when-11598882964?st=jxmv35ch8ge1jc8
https://www.wsj.com/articles/trump-administration-asks-states-to-be-ready-for-vaccine-by-november-11599075477?st=3aqhmfmwj6itcpj
https://www.wsj.com/articles/trump-administration-asks-states-to-be-ready-for-vaccine-by-november-11599075477?st=3aqhmfmwj6itcpj
https://www.wsj.com/articles/trump-administration-asks-states-to-be-ready-for-vaccine-by-november-11599075477?st=3aqhmfmwj6itcpj
https://www.wsj.com/articles/trump-administration-asks-states-to-be-ready-for-vaccine-by-november-11599075477?st=3aqhmfmwj6itcpj
https://www.bloomberg.com/opinion/articles/2020-08-18/a-resilient-covid-19-vaccine-supply-chain-starts-now?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.bloomberg.com/opinion/articles/2020-08-18/a-resilient-covid-19-vaccine-supply-chain-starts-now?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.eu/article/silvio-berlusconi-coronavirus/?utm_source=POLITICO.EU&utm_campaign=3f4cc52397-EMAIL_CAMPAIGN_2020_09_03_05_01&utm_medium=email&utm_term=0_10959edeb5-3f4cc52397-190334489
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U.S. Economic Releases  
 

In August, the Challenger job cuts rose 116.5% from the prior year.  The industries with the 

largest cuts were entertainment/leisure, transportation and apparel.  The rise in announcements 

does not necessarily mean that the layoffs are going to happen. 
 

For the week ending August 29, initial claims came in at 0.881MM compared to expectations of 

0.950MM.  The prior report was revised from 1.006MM to 1.011MM 
 

 
 

The chart above shows the four-week moving average of initial claims, changing from 1.068MM 

to 0.992MM.  For the week ending August 22, continuing claims came in at 13.254MM 

compared to expectations of 14.00MM.  The prior report was revised from 14.535MM to 

14.492MM. 
 

 
 

The chart above shows the four-week average of continuing claims by region. 
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A surge in imported goods caused the trade deficit to expand to its widest level since 2012.  Last 

month the trade deficit widened from $53.5B to $63.6B.  

 

 
 

The chart above shows the level of the trade balance.  Although a deficit is a drag on GDP, it is 

also important to remember that a rise in imports generally means consumption was robust.  

Hence, a widening deficit isn’t necessarily a bad thing for the economy. 

 

 
 

The chart above shows the monthly change in imported goods.  In August, the U.S. imports rose 

by the most in history. 
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A rise in U.S. imports may also help the global economy recover.  As the chart above shows, 

U.S. imports are highly correlated with world GDP.  Hence, U.S. imports are generally a good 

sign for the global economy. 

 

Productivity increased in Q2 2020 due to a drop in hours worked.  Nonfarm productivity rose 

10.1% from the prior quarter, above expectations of 7.5%.  Unit labor costs rose 9.0%, below 

expectations of 12%. 

 

 
 

The chart above shows the number of hours worked by all workers.  The substantial reduction in 

hours worked in Q2 caused productivity to rise; as a result, we would expect the opposite to 

happen in Q3 after workers return to the workforce. 
 

The table below lists the economic releases and Fed events scheduled for the rest of the day.  
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EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 30-Aug 44.3 ***

9:45 Markit US Services PMI m/m Aug F 54.7 54.8 **

9:45 Markit US Composite PMI m/m Aug F 54.7 **

10:00 ISM Services Index m/m Aug 57 58.1 **

Speaker or event

12:30 Charles Evans Discusses Economy and Monetary Policy President of the Federal Reserve Bank of Chicago

Fed Speakers or Events

Economic Releases

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 

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 Caixin PMI Composite m/m Aug 55.1 54.5 ** Equity and bond neutral

Caixin PMI Services m/m Aug 54.0 54.1 53.9 *** Equity and bond neutral

Japan Foreign Buying Japan Stocks w/w 28-Aug -¥590.5b -¥170.1b ** Equity and bond neutral

Japan Buying Foreign Stocks w/w 28-Aug ¥227.6b ¥30.7b *** Equity and bond neutral

Japan Buying Foreign Bonds w/w 28-Aug -¥115.1b ¥957.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 28-Aug -¥585.0b ¥464.4b ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Aug F 45.2 44.9 ** Equity and bond neutral

Jibun Bank Japan PMI Services m/m Aug F 45.0 45.0 ** Equity and bond neutral

India Markit India PMI Composite m/m Aug 46.0 37.2 ** Equity and bond neutral

Markit India PMI Services m/m Aug 41.8 34.2 ** Equity and bond neutral

Australia AiG Perf of Construction Index m/m Aug 37.9 42.7 ** Equity bearish, bond bullish

CBA Australia PMI Services m/m Aug 49.0 48.1 ** Equity and bond neutral

CBA Australia PMI Composite m/m Aug 49.4 48.8 ** Equity and bond neutral

Trade Balance m/m Jul A$4607m A$8202m A$5350m ** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Aug -0.9% 2.3% ** Equity bearish, bond bullish

Europe

Eurozone Markit Eurozone Services PMI m/m Aug 50.5 50.1 50.1 ** Equity and bond neutral

Markit Eurozone Composite PMI m/m Aug 51.9 51.6 51.6 ** Equity and bond neutral

Retail Sales m/m Jul -1.3% 5.7% 1.0% ** Equity bearish, bond bullish

France Markit France Services PMI m/m Aug 51.5 51.9 51.9 *** Equity and bond neutral

Markit France Composite PMI m/m Aug 51.6 51.7 51.7 ** Equity and bond neutral

Germany Markit Germany Services PMI m/m Aug 52.5 50.8 50.8 ** Equity bullish, bond bearish

Markit/BME Germany Composite PMI m/m Aug 54.4 53.7 53.7 *** Equity bullish, bond bearish

Italy Markit Italy Services PMI m/m Aug 47.1 51.6 49.5 *** Equity and bond neutral

Markit Italy Composite PMI m/m Aug 49.5 52.5 50.0 ** Equity and bond neutral

UK Official Reserves Changes m/m Aug $533m $3990m ** Equity and bond neutral

Markit/CIPS UK Services PMI m/m Aug 58.8 60.1 60.1 *** Equity bearish, bond bullish

Markit/CIPS UK Composite PMI m/m Aug 59.1 60.3 60.3 *** Equity bearish, bond bullish

Switzerland CPI y/y Aug -0.9% -0.9% -0.8% ** Equity and bond neutral

Russia Markit Russia Services PMI m/m Aug 58.2 58.5 54.1 ** Equity bullish, bond bearish

Markit Russia Composite PMI m/m Aug 57.3 56.8 ** Equity bullish, bond bearish

AMERICAS

Mexico Unemployment Rate m/m Jul 5.4% 5.5% *** Equity and bond neutral

Canada Labor Productivity q/q 2Q 9.8% 3.4% 6.5% *** Equity bullish, bond bearish

Brazil PPI manufacturing y/y Jul 10.84% 6.68% *** Equity bullish, bond bearish  
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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. 
 

  
 

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 $43.78 $44.43 -1.46% Demand Pessimism

WTI $40.91 $41.51 -1.45%

Natural Gas $2.49 $2.49 0.32%

Crack Spread $8.55 $8.73 -2.07%

12-mo strip crack $10.00 $10.23 -2.26%

Ethanol rack $1.53 $1.53 0.03%

Gold $1,933.78 $1,942.92 -0.47%

Silver $27.10 $27.45 -1.25%

Copper contract $298.60 $302.05 -1.14%

Corn contract 358.50$       358.75$       -0.07%

Wheat contract 559.00$       558.25$       0.13%

Soybeans contract 965.75$       962.00$       0.39%

Baltic Dry Freight 1445 1471 -26

Actual Expected Difference

Crude (mb) -9.4 -2.0 -7.4

Gasoline (mb) -4.3 -3.6 -0.7

Distillates (mb) -1.7 -1.4 -0.3

Refinery run rates (%) -5.30% -6.25% 0.95%

Natural gas (bcf) 45.0 36.0 9.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

 

 

 

Today Prior Change Trend

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

3-mo T-bill yield (bps) 8 10 -2 Neutral

TED spread (bps) 17 14 3 Up

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

10-yr T-note (%) 0.66 0.65 0.01 Neutral

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

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

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Flat Up
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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 Nana has made landfall in Central America, but it is not expected to move northward.  
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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.1, 2 

 

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.  

 
1 https://tobin.yale.edu/sites/default/files/files/C-19%20Articles/CARES-UI_identification_vF(1).pdf 
2 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.3 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,4 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. 

 

 
3 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.  
4 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.5 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.   

 
5 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 9/2/2020 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 9/2/2020 close) 
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Source: Bloomberg

 
 

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

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

September 3, 2020 
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Based on our methodology,6 the current P/E is 28.0x, up 0.1x from last week.  The rise in the 

multiple is due to the continued rise in the index, offsetting rising earnings expectations.   

 

 
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. 

 
6 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. 


