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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 4, 2020—9:30 AM EDT] Global equity markets are mixed this morning. 

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

1.1% from the prior close. Chinese markets were lower, with the Shanghai Composite down 

0.9%, and the Shenzhen Composite down 0.5%. U.S. equity index futures are signaling a higher 

open.  

 

Happy employment Friday!  We cover the data below, but the quick take is that it was stronger 

than forecast.  Well, after a steady rise, equity markets took a hit yesterday.  They are recovering 

this morning, although tech remains under pressure.  China is cracking down on Inner Mongolia; 

the locals aren’t taking it well.  We cover other China news, too.  Up next is policy news, 

followed by pandemic updates.  Economic and foreign updates close today’s comments.  And, 

being Friday, a new Asset Allocation Weekly is available, in the below section and also on our 

website.  The corresponding podcast and chart book are also available.  Due to the Labor Day 

holiday, the next Daily Comment will be out on Tuesday of next week and the next Asset 

Allocation Weekly reports will be published on September 18.  Here are the details:   

 

About yesterday:  As noted above, there doesn’t appear to be any particular news item that 

triggered the market decline; equity markets do experience occasional inexplicable swings.  The 

most likely culprit was that equities were frothy, and options market behavior was suggesting 

excessive speculation.  The rally in tech stocks, and growth in general, had caused market 

internals to become unbalanced, so the decline was mostly centered in that space.  But, with the 

Fed continuing to be accommodative, yesterday probably doesn’t signal any changes in 

direction.  At the same time, we may be seeing a better internal balance.  Value and non-tech 

may be seeing some flows in the near term.  

 

Inner Mongolia and Beijing:  At the start of the school year, Beijing decided that Inner 

Mongolian schools would conduct classes in Mandarin instead of the native language.  The 

locals didn’t take the news well.  Students vacated classrooms (despite attempts by local officials 

to lock them inside) and haven’t returned.  China’s geopolitics require that the Han core be 

protected by controlling the outer regions.  Those regions act as buffers to outside invaders.  

Stabilizing these areas is critical; ideally, the CPC wants to suppress non-Han culture to prevent 

any groups from either being wooed by outsiders or acting as an internal threat.  Thus, over the 

years, Tibetan culture has been suppressed.  Recently, the Uighurs have faced extreme measures 

to undermine their culture.  Apparently, Mongolians are next.   

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-9-03-2020-11599125940?st=p52sgnzw6vm7y31
https://www.wsj.com/articles/global-stock-markets-dow-update-9-04-2020-11599192206?st=ogqaimjpcc92gjq
https://www.wsj.com/articles/global-stock-markets-dow-update-9-04-2020-11599192206?st=ogqaimjpcc92gjq
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Sep_4_2020.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Sep_4_2020.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.ft.com/content/acbd4efd-e8ef-4d16-bf0c-83fc4df83601?emailId=5f51cabc28651d000445c03f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.google.com/maps/place/Inner+Mongolia,+China/@42.3458438,97.8426476,4z/data=!4m5!3m4!1s0x3605cc4bd26914df:0xd59746816dc2e950!8m2!3d43.37822!4d115.0594815
https://www.google.com/maps/place/Inner+Mongolia,+China/@42.3458438,97.8426476,4z/data=!4m5!3m4!1s0x3605cc4bd26914df:0xd59746816dc2e950!8m2!3d43.37822!4d115.0594815
https://www.scmp.com/news/china/politics/article/3100112/inner-mongolia-doubles-down-chinas-plan-teach-key-subjects?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3100112
https://www.rfa.org/english/news/china/schools-09032020102203.html
https://www.rfa.org/english/news/china/schools-09032020102203.html
https://www.wsj.com/articles/china-clamps-down-on-inner-mongolians-protesting-new-mandarin-language-rules-11599132973?st=6ufarswffcu61q1
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The exact threat Beijing is facing from Tibet, Xingang or Inner Mongolia is difficult to see.  

However, it is clear that General Secretary Xi won’t tolerate anything that smacks of alternatives 

to the party.  Religion, in general, has been suppressed; Christian churches have been closed.  

Falun Gong has been suppressed.  The actions against Hong Kong appear designed to eradicate 

the very idea of being a “Hong Konger.”  Such behavior doesn’t sound like confident leadership. 

 

Other China news: 

• China’s drive to develop an indigenous semiconductor business appears to be facing 

some headwinds.  A plant in Wuhan is struggling to develop due to the lack of funding.  

Another in Chengdu closed for the same reason.  It isn’t clear why the funding isn’t being 

provided by the government, but it is clear that private investors are not confident in 

China’s ability to develop this industry. 

• The Global Times, an organ of the Chinese government, is trotting out the old threat not 

to buy U.S. Treasuries.  The report argues that the risk of U.S. credit is rising (which is 

patently ridiculous; as long as the debt is in the dollar, there is no credit risk) due to the 

expanding deficit.  There was also the usual “watch out, if you push us, we will dump our 

bonds,” which is an idle threat, too.  One of two outcomes would occur.  Either the Fed 

would buy the bonds, keeping U.S. rates steady, or the prices would fall, hurting China’s 

return.  However, we report this story because there is another possibility.  China’s trade 

surplus with the U.S. remains large but is narrowing; on a goods basis, year-to-date 

through July, this year’s deficit is $117.3 billion compared to last year’s $213.4 billion 

over the same period.  So, it is likely that China will not accumulate as many dollars this 

year.  It is possible China may decide to hold the reserves in EUR due to the new 

Eurobond.  We have been seeing the dollar weaken against the CNY for the past few 

weeks.  This trend may accelerate.    

• China is denominating some of its commodity trade in CNY.  Iron ore is being purchased 

at CNY prices instead of dollars.  For the Brazilian and Australian companies taking 

CNY as payment, they either must (a) hold the CNY in Chinese financial assets, or (b) 

buy Chinese goods with the funds.  Of course, an individual company can easily swap the 

CNY for local currency or dollars, but somebody ends up with CNY from these 

transactions.  This sort of news does suggest a fracturing of global finance and is a 

negative for the dollar.   

o We are seeing adjustments being made to allow CNY holders to buy Chinese 

financial assets.  Capital controls are being eased to allow foreigners easier access 

to Chinese bonds.   
 

Government shutdown news:  Funding for the government will expire at month’s end.  Amid 

the continued inability to agree on another stimulus package, there have been worries that 

Congress would fail to pass an overall spending bill.  This would cause the government to close.  

Reports indicate that Speaker Pelosi and Treasury Secretary Mnuchin have agreed on a short-

term spending package to avoid this outcome.  Although it would need to pass both houses in 

Congress, the agreement appears non-controversial and will likely be adopted.   

• The Chamber of Commerce is arguing for a new stimulus package, suggesting the “K”-

shaped recovery is a threat to its members.   

https://www.scmp.com/economy/china-economy/article/3099100/chinas-semiconductor-drive-stalls-wuhan-exposing-gap-hi-tech?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3099100
https://www.scmp.com/economy/china-economy/article/3099100/chinas-semiconductor-drive-stalls-wuhan-exposing-gap-hi-tech?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3099100
https://www.globaltimes.cn/content/1199833.shtml
https://www.globaltimes.cn/content/1199833.shtml
https://www.scmp.com/economy/china-economy/article/3100091/chinas-yuan-gains-foothold-iron-ore-deals-could-increase?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3100091
https://www.scmp.com/economy/china-economy/article/3100111/us-china-decoupling-prompts-beijing-relax-rules-foreign?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3100111
https://www.scmp.com/economy/china-economy/article/3100111/us-china-decoupling-prompts-beijing-relax-rules-foreign?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3100111
https://www.politico.com/news/2020/09/03/pelosi-mnuchin-government-shutdown-408547?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/09/03/pelosi-mnuchin-government-shutdown-408547?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.uschamber.com/series/above-the-fold/the-k-shaped-recovery-and-the-cost-of-inaction?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
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COVID-19:  The number of reported cases is 26,333,573 with 869,306 deaths and 17,543,692 

recoveries.  In the U.S., there are 6,151,101 confirmed cases with 186,806 deaths and 2,266,957 

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.  Half the states 

have a Rt below 1%; Massachusetts had the lowest infection rate, while South Dakota had the 

highest.    
 

Virology:   

• There is nothing simple about COVID-19.  Researchers at the Oak Ridge National 

Laboratory in Tennessee set the Summit supercomputer to work this summer processing 

data on 17,000 genetic samples.  This computer is a beast—it was the world’s fastest 

until last June.  Even with this computing power, it took a bit over a week to process the 

data.  The research suggests that COVID-19 triggers a “Bradykinin storm”1 instead of a 

cytokine storm.  Excess Bradykinin leads to leaky blood vessels and may explain many 

of the cardio issues reported with COVID-19.  In addition, a rise in this factor can also 

lead to an overproduction of hyaluronic acid, which acts as a fluid absorber.  In the lungs, 

it can cause the often-reported effect of people “drowning,” even when on ventilators.  

Treatment for a Bradykinin storm includes anti-inflammatory drugs and a whole host of 

steroids.  Interestingly enough, Vitamin D should also be helpful.  This research is still 

preliminary, but it does offer potential insights and treatment.   

• A new symptom has emerged from COVID-19―insomnia.  It doesn’t seem to be directly 

tied to the virus itself, but to a psychological response to the stress it causes.   

• It is possible the vaccine that emerges will require cooling.  This report discusses the 

efforts to build a cold storage supply chain.   
 

Economic and Market news: 

• Truck lines are reporting increased business, adding to evidence that the economy 

continues on the recovery track.  Inventories subtracted 3.5% from GDP in Q2.  The 

reports from trucking companies would suggest that we are seeing some restocking, 

which will boost Q3 GDP. 

• Although rating agencies have a negative outlook for municipal bonds, flows 

continue to move into this sector and prices are holding up.  We suspect the Fed’s 

backstop is preventing a selloff.   

• Negative interest rates cause bizarre outcomes in markets.  The euro short-term rate, 

the rate that banks borrow from each other (similar to fed funds before 2008), has 

seen its interest rate fall to -0.557%.  Essentially, it is banks paying other banks to 

take their excess liquidity. 

Foreign news:  In Venezuela, President Maduro has pardoned more than 100 political prisoners 

ahead of elections.  At the same time, the opposition is splintering, meaning it is possible 

Maduro could win the upcoming elections fairly.  Meanwhile, in Libya, forces that prevented the 

 
1 What’s a Bradykinin?  Here you go! 

https://www.ft.com/content/3f5caff9-ccc9-3e75-9646-1c5f0224e8d5
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://rt.live/
https://en.wikipedia.org/wiki/Summit_(supercomputer)
https://elemental.medium.com/a-supercomputer-analyzed-covid-19-and-an-interesting-new-theory-has-emerged-31cb8eba9d63
https://elemental.medium.com/a-supercomputer-analyzed-covid-19-and-an-interesting-new-theory-has-emerged-31cb8eba9d63
https://www.the-scientist.com/news-opinion/is-a-bradykinin-storm-brewing-in-covid-19--67876
https://www.washingtonpost.com/health/2020/09/03/coronavirus-sleep-insomnia/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/covid-19-vaccine-race-turns-deep-freezers-into-a-hot-commodity-11599217201?st=97alvlmmfc4toxf
https://www.wsj.com/articles/covid-19-vaccine-race-turns-deep-freezers-into-a-hot-commodity-11599217201?st=97alvlmmfc4toxf
https://www.wsj.com/articles/truckers-are-seeing-growing-freight-volumes-11599161014?st=s3fgmte4v8sfmek
https://www.wsj.com/articles/risk-creeps-into-municipal-bond-market-yet-prices-stay-high-11599211800?st=u2keo3duq53m63i
https://www.wsj.com/articles/excess-money-sees-european-banks-spurn-short-term-borrowing-11599133723?st=z4rri6q6hoda04u
https://www.wsj.com/articles/excess-money-sees-european-banks-spurn-short-term-borrowing-11599133723?st=z4rri6q6hoda04u
https://www.washingtonpost.com/world/the_americas/venezuelas-maduro-pardons-more-than-100-political-opponents-ahead-of-elections/2020/08/31/c5770df0-ebbf-11ea-b4bc-3a2098fc73d4_story.html
https://www.washingtonpost.com/world/the_americas/venezuela-maduro-guaido-opposition-elections/2020/09/03/c40cf800-ed75-11ea-99a1-71343d03bc29_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC2658795/
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eastern region strongman, Khalifa Hifter, from gaining power in the country’s west are breaking 

into factions and fighting among themselves.  If this continues, we would look for Hifter to make 

another drive at taking control. 

 

U.S. Economic Releases  
 

The U.S. labor market continues to show signs of improvement following a third consecutive of 

month of adding more than a million jobs.  Nonfarm payrolls came in at 1.371MM compared to 

expectations of 1.350MM.  The previous report was revised from 1.763MM to 1.734MM.  

Private payrolls rose by 1.027MM compared to expectations of 1.294MM.  The prior report was 

revised from 1.462MM to 1.481MM.  Meanwhile, manufacturing payrolls rose by 29K, well 

below expectations of 60K.  The prior report was revised from 26K to 41K. 
 

 
 

The chart above shows the annual change in nonfarm payrolls.  Despite the growth in jobs, the 

labor market is still well below pre-pandemic levels.  

 

The unemployment rate came in at 8.4%, below expectations of 9.8%.  The labor force 

participation rate rose from 61.4% to 61.7%, below expectations of 61.8%.  The 

underemployment rate fell from 16.5% to 14.2%. 

 

 

https://www.washingtonpost.com/world/middle_east/after-ousting-a-renegade-warlord-libyas-pro-government-forces-turn-on-each-other/2020/09/02/054950de-ea24-11ea-bf44-0d31c85838a5_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/middle_east/after-ousting-a-renegade-warlord-libyas-pro-government-forces-turn-on-each-other/2020/09/02/054950de-ea24-11ea-bf44-0d31c85838a5_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
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The chart above shows the unemployment rate and the employment/population ratio.  

 

Employment continues to recover but lags previous downturns. 
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Average weekly earnings rose 0.4% from the prior month compared to expectations of remaining 

unchanged.  Average weekly hours of all employees rose slightly from 34.5 to 34.6. 
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The chart above shows the annual change in average hourly earnings for nonsupervisory and 

production workers.  Average hourly earnings rose 4.95% from the prior year. 
 

There are no other domestic releases or Fed events scheduled for the rest of the day. 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation. 
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Retail Sales m/m Jul 3.2% 2.7% 3.3% ** Equity and bond neutral

New Zealand Volume of All Buildings SA q/q 2Q -22.4% -5.7% -30.0% *** Equity and bond neutral

Europe

Germany Factory orders m/m Jul 2.8% 27.9% 5.0% ** Equity bearish, bond bullish

Markit Germany Constuction PMI m/m Aug 48.0 49.7 ** Equity bearish, bond bullish

France Budget Balance YTD m/m Jul -151.0b -124.9b ** Equity bearish, bond bullish

UK New Car Registrations m/m Aug -5.8% 11.3% * Equity bearish, bond bullish

Markit/CIPS UK Construction PMI m/m Aug 54.6 58.1 58.3 ** Equity and bond neutral

Russia Money Supply Narrow Def w/w 28-Aug 13.16 13.22 * Equity and bond neutral

AMERICAS

Canada International Merchandise Trade m/m Jul -2.45b -3.19b -2.50b ** Equity and bond neutral

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

Today Prior Change Trend

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

3-mo T-bill yield (bps) 9 10 -1 Neutral

TED spread (bps) 16 15 1 Up

U.S. Libor/OIS spread (bps) 8 7 1 Up

10-yr T-note (%) 0.65 0.64 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 6 5 1 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Flat Up

pound Flat 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. 
 

Price Prior Change Explanation

Brent $44.40 $44.07 0.75%

WTI $41.73 $41.37 0.87%

Natural Gas $2.54 $2.49 1.93%

Crack Spread $8.65 $8.74 -1.00%

12-mo strip crack $10.13 $10.15 -0.18%

Ethanol rack $1.55 $1.54 0.25%

Gold $1,939.19 $1,930.91 0.43%

Silver $26.88 $26.59 1.11%

Copper contract $301.40 $297.50 1.31%

Corn contract 359.00$       353.75$       1.48%

Wheat contract 555.75$       553.25$       0.45%

Soybeans contract 969.25$       966.00$       0.34%

Baltic Dry Freight 1395 1445 -50

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) 35.0 36.0 -1.0

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 in the eastern third.  There are several 

cyclone formations in the Atlantic Ocean, but none are expected to make landfall in the U.S. 
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Asset Allocation Weekly 
 

Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis. We report asset allocation thoughts on a weekly basis, updating this 

section every Friday. Note that this report is also offered as a separate document on our website. 
 

September 4, 2020 
 

(NB: Due to the Labor Day holiday, the next report will be published on September 18.) 
 

The U.S. economy is driven primarily by consumer spending.  In 2019, for example, personal 

consumption expenditures on goods and services accounted for 67.9% of U.S. gross domestic 

product (GDP).  For the economy to grow, consumers simply must boost their spending.  But 

what allows consumers to do that?  Generally, consumers need to fund their spending out of 

income, so one key to sustained growth in consumer spending is sustained growth in consumers’ 

income.  The Commerce Department tracks the total volume of personal income in the economy, 

including wages and salaries (the large majority of income).  It also counts proprietors’ income, 

dividends, interest, rent, and the like. 
 

The problem is not all that income is available to be spent.  As the saying goes, there is nothing 

certain in life but death and taxes.  Since one can’t easily avoid paying the government’s take, 

economists typically focus on personal income after taxes, commonly referred to as “disposable 

income.”  The graph below shows how the total volume of disposable income has grown at a 

slower and slower rate for most of the time since the mid-1980s.  The slowdown reflects many 

factors, such as slower population growth, globalization, declining inflation, and changing tax 

policy.  The slowdown in disposable income growth goes far toward explaining why U.S. 

economic growth has moderated over the last few decades. 
 

 
 

We think it’s also useful to dive a bit deeper into the personal income story.  Note, for example, 

that once a person takes on debt, they have an obligation to make debt service, i.e., interest and 

principal payments.  That debt service might not be as hard to avoid as taxes but getting out of 

the obligation is onerous.  Debt service limits how much discretion people really have over their 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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spending, so we pay close attention to a measure that we think is a better gauge of truly 

discretionary income.  Our measure consists of disposable income less debt service (in other 

words, total personal income after paying taxes, interest, and principal).  To better approximate 

how discretionary income has grown from the perspective of an individual, we calculate it on a 

per-capita basis.  In the chart below, the red line shows the rolling five-year rate of change in 

per-capita discretionary income based on our calculations. 
 

 
 

Rising prices can take a bite out of people’s purchasing power, so we also compare how our 

measure of income has changed versus the consumer price index (CPI), which is shown by the 

blue line in the chart.  Over the period shown in the chart, per-capita discretionary income has 

grown by an average of 1.56% over the rate of inflation.  When the gap narrows—because of 

slowing income growth, accelerating inflation, or both—recessions often follow.  More broadly, 

the big story here is that since the late 1980s, when per-capita discretionary income was growing 

almost 3% faster than consumer prices, income growth has generally exceeded inflation by a 

much narrower margin.  Much of the reason was the dramatic rise in household debt and debt 

service as consumers struggled to maintain their lifestyles during the 1990s and early 2000s.  In 

the midst of the Great Financial Crisis of 2008-2009, consumers were saddled with all the 

mortgage debt they took on during the housing boom, so the growth in per-capita discretionary 

income barely exceeded inflation at all.  The disparity remained weak in the years immediately 

following the crisis until consumers were able to work down their debt. 
 

The good news is that discretionary income accelerated far beyond inflation in the late 2010s.  In 

the five years ended in December 2018, per-capita discretionary income grew at a rate 2.69% 

higher than CPI inflation, almost matching the best figure in the late 1980s and reflecting 

improved wage and salary growth, falling debt service costs, tax cuts, and stagnating population 

growth.  Consumer finances looked very good before the coronavirus hit.  Now, however, the 

pandemic is seriously pushing down income, and many people may take on increased debt to tide 

them over.  That means that even if prices fall a bit more or remain stable, the disparity of 

discretionary income over inflation could weaken again and discourage spending growth.   
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Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative 
purposes only and should not be construed as individualized investment advice or a recommendation. The investment or strategy 

discussed may not be suitable for all investors. Investors must make their own decisions based on their specific investment 
objectives and financial circumstances. Opinions expressed are current as of the date shown and are subject to change.  
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Data Section 
 

U.S. Equity Markets – (as of 9/3/2020 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 9/3/2020 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. 

 



 

 

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

www.confluenceinvestment.com 

12 

 

P/E Update 

 

September 3, 2020 
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Based on our methodology,2 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. 

 
2 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. 


