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

The EuroStoxx 50 is up 1.0% from its last close. In Asia, the MSCI Asia Apex 50 closed down 

0.7% from the prior close. Chinese markets were lower, with the Shanghai Composite down 

1.9%, and the Shenzhen Composite down 3.2%. U.S. equity index futures are signaling a higher 

open.  

 

Our Daily Comment today includes a discussion of the recent rout in large cap tech stocks and 

where we go from here, as well as an update on the latest coronavirus news.  As always, we also 

discuss the day’s key geopolitical developments, particularly those involving China, India, and 

the U.K. 

 

United States:  Large cap technology equities are rebounding so far this morning after the 

NASDAQ index fell into correction territory yesterday, but we still want to say a few words 

about their recent rout and where we go from here.  Reporting over the last few days suggests the 

runup in large cap tech during the spring and summer stemmed largely from a massive purchase 

of call options by Japan’s SoftBank Group (SOBKY, 12.58) and other investors.  Those 

purchases forced the trading counterparties to hedge their positions by buying the underlying 

equities.  According to the Wall Street Journal, SoftBank alone bought billions of dollars of the 

calls and the underlying stocks as well.  It also sold call options at far higher prices, which would 

allow SoftBank to profit from a near-term runup in stocks and then reap those profits by 

unloading its position to willing counterparties.  In a word, it’s possible to sniff a bit of market 

manipulation in the air.  That goes far toward explaining the quick sell-off in large cap tech 

stocks and other risk assets once some investors started to head for the exits.  All the same, 

looking at the longer term, we still think the impact of continued ultra-low interest rates and 

expansive fiscal policy is profoundly bullish for risk assets.  Once the markets reach a support 

level (for the S&P 500, yesterday’s close near the previous market peak would be one candidate, 

while another potential support level might be at about 3,215), we would not be surprised to see 

the beginning of a new uptrend, even if it might be more disciplined than the one that ended last 

week. 

 

COVID-19:  Official data show confirmed cases have risen to 27,610,660 worldwide, with 

898,297 deaths and 18,567,842 recoveries.  In the United States, confirmed cases rose to 

6,328,154, with 189,699 deaths and 2,359,111 recoveries.  Here is the interactive chart from the 

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

population. 

 

 

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/softbanks-bet-on-tech-giants-fueled-powerful-market-rally-11599232205?mod=searchresults&page=1&pos=11
https://www.wsj.com/articles/softbanks-bet-on-tech-giants-fueled-powerful-market-rally-11599232205?mod=searchresults&page=1&pos=11
https://www.wsj.com/articles/softbanks-bet-on-tech-giants-fueled-powerful-market-rally-11599232205?mod=searchresults&page=1&pos=11
https://www.wsj.com/articles/investors-shun-risky-assets-as-tech-trade-stalls-11599643801?mod=hp_lead_pos3
https://www.nytimes.com/2020/09/09/world/covid-19-coronavirus.html?name=styln-coronavirus-national&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=Article&impression_id=f03882c0-f28c-11ea-8f10-336267128b8e&variant=1_Show
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
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Virology 

• Confirmed U.S. infections rose by only about 26,000 yesterday, helping drag the rolling 

seven-day moving average below 40,000 for the first time since late June.  The U.S. 

death toll related to the virus also declined, bringing its rolling seven-day average farther 

below 1,000.  Abroad, India continues to show some of the worst virus dynamics, with 

new infections yesterday rising by almost 90,000 and deaths topping 1,100.  In the U.K., 

the government banned social gatherings of more than six people as a surge in new cases 

suggested the country could be on the verge of a second wave of the pandemic. 

• British drug giant AstraZeneca (AZN, 54.71), which is developing one of the leading 

candidates for a coronavirus vaccine with researchers from Oxford University, said it is 

temporarily suspending its Phase III trial of the substance because of an unexplained 

illness in one of the participants.  Despite the setback, the stock is down only moderately 

so far this morning, even though the disappointment could favor one of the competing 

vaccines under development.  Amid the heightened geopolitical competition to come out 

with a workable vaccine, it’s even possible that a state actor like China or Russia could 

have sabotaged the British project in order to make their own candidate look better.  In 

any case, a key risk is that the news could feed into public distrust regarding the safety of 

any quickly developed vaccine.  That could reduce the public’s willingness to get 

vaccinated and prolong the pandemic to the detriment of the global economy and 

financial markets. 

• In an effort to assure the public that they’re not compromising safety to get a vaccine out 

quickly, the CEOs of AstraZeneca and eight other major drug firms signed a pledge 

promising not to file for regulatory approval or authorization of their experimental 

vaccines until the shots have been shown to work safely through late-stage clinical 

testing. 

o In the pledge, the companies say that the safety and well-being of vaccinated 

individuals would always be their priority. 

o The firms also say they will keep following scientific and ethical standards in 

clinical trials and manufacturing. 

• In contrast with the effort to demonstrate caution by U.S. and European drug firms, the 

Russian health ministry said the first batch of the country's Sputnik V vaccine has been 

released for civil distribution.  According to the ministry, a countrywide vaccination 

campaign will begin next month following post-registration tests, even though more than 

half of the doctors surveyed by the polling agency Doctor's Manual said they did not trust 

the new vaccine. 

 

U.S. Policy Response 

• Senate Republicans proposed a new “skinny” pandemic relief bill with a total cost of 

around $650 billion (and a net cost of $300 billion after taking into account the use of 

$350 billion in unspent funds from earlier coronavirus packages). 

o The bill includes supplemental federal unemployment benefits of $300 per week 

through December 27, liability protections for businesses, and new funding for 

https://www.wsj.com/articles/coronavirus-latest-news-09-09-2020-11599638214
https://www.politico.eu/article/social-gatherings-of-six-or-more-banned-in-england-coronavirus-measures/?utm_source=POLITICO.EU&utm_campaign=edec146eca-EMAIL_CAMPAIGN_2020_09_09_06_07&utm_medium=email&utm_term=0_10959edeb5-edec146eca-190480045
https://www.wsj.com/articles/astrazeneca-pauses-covid-19-vaccine-trial-after-illness-in-a-u-k-subject-11599608962?mod=hp_lead_pos6
https://www.wsj.com/articles/astrazeneca-pauses-covid-19-vaccine-trial-after-illness-in-a-u-k-subject-11599608962?mod=hp_lead_pos6
https://www.wsj.com/articles/astrazeneca-pauses-covid-19-vaccine-trial-after-illness-in-a-u-k-subject-11599608962?mod=hp_lead_pos6
https://www.wsj.com/articles/nine-drug-company-ceos-sign-pledge-on-covid-19-vaccine-11599572714
https://www.wsj.com/articles/nine-drug-company-ceos-sign-pledge-on-covid-19-vaccine-11599572714
https://www.wsj.com/articles/nine-drug-company-ceos-sign-pledge-on-covid-19-vaccine-11599572714
https://www.wsj.com/articles/nine-drug-company-ceos-sign-pledge-on-covid-19-vaccine-11599572714
https://www.rferl.org/a/ministry-says-first-batch-of-russian-covid-19-vaccine-released-for-distribution/30827265.html
https://www.rferl.org/a/ministry-says-first-batch-of-russian-covid-19-vaccine-released-for-distribution/30827265.html
https://www.wsj.com/articles/republicans-roll-out-skinny-stimulus-bill-as-talks-with-democrats-remain-stalled-11599599646?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/republicans-roll-out-skinny-stimulus-bill-as-talks-with-democrats-remain-stalled-11599599646?mod=lead_feature_below_a_pos1
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schools, among other measures. It also adds new tax credits for private school 

scholarships and homeschooling expenses. 

o Notably, the bill doesn’t include funding for a new round of stimulus checks to be 

sent directly to individuals, and it includes no broad aid for state and local 

governments.  The bill would also eliminate $200 billion in funding to support the 

Fed’s emergency lending programs. 

o In sum, the package remains far below the levels demanded by congressional 

Democrats, suggesting the bill is no more likely to pass than the $3.5 trillion bill 

being pushed by House Democrats.  The stalemate continues. 

 

China-India:  The Chinese and Indian armed forces accused each other of firing warning shots 

in a new skirmish along the countries’ disputed border in the Himalaya mountains, marking a 

dangerous new escalation in the border crisis.  If any of the accusations are true, it would mark 

the first use of firearms between the countries since an agreement was signed decades ago to 

outlaw them in the region.  Moreover, the Indian military said it would station thousands more 

troops in the region during the brutal winter than it normally would, which is likely to keep alive 

the risk of further escalation and a potential geopolitical crisis. 

 

United States-China:  We often talk about the long-term pressures pushing back against 

globalization and the U.S. pullback from its traditional role as global hegemon, but it’s important 

to remember that these trends can proceed slowly, in fits and starts.  As evidence of that, the 

American Chamber of Commerce in Shanghai has published a survey showing that fewer than 

4% of its members were relocating some production capacity back to the U.S.  More than 70% 

said they had no plans to relocate any manufacturing out of China despite higher tariffs from 

President Trump’s long-running trade war with the world’s second-largest economy. 

 

United Kingdom-European Union:  Confirming what we reported in yesterday’s Comment, the 

U.K.’s Northern Ireland Secretary admitted in parliament that the government will abrogate its 

Brexit agreement with the EU regarding Northern Ireland customs procedures and state aid to 

private companies.  However, in a failed effort to mollify the MPs, the official assured them that 

the action would only “break international law in a very specific and limited way." 

 

Belarus:  Police have apparently arrested yet another member of the Coordination Council, 

which is leading the political opposition against President Lukashenko after his apparently 

fraudulent reelection.  That means five of the seven members of the council have now been 

detained as Lukashenko cracks down on his opponents. 

 

U.S. Economic Releases  

For the week ending September 4, MBA mortgage applications rose 2.9% from the previous 

week.  Applications for purchases and refinancing rose 2.6% and 3.0%.  The average 30-year 

fixed-rate mortgage fell 1 bp from 3.08% to 3.07%. 
 

The table below lists the economic releases scheduled for the rest of the day. 

https://www.ft.com/content/0154ecfb-5e1f-4266-a781-4db2941eabb7
https://www.ft.com/content/0154ecfb-5e1f-4266-a781-4db2941eabb7
https://www.wsj.com/articles/india-china-trade-accusations-over-firing-of-shots-at-disputed-border-11599597457
https://www.wsj.com/articles/india-china-trade-accusations-over-firing-of-shots-at-disputed-border-11599597457
https://www.ft.com/content/8d23d65b-ee20-4449-a615-e3d2a9b672f8
https://www.ft.com/content/8d23d65b-ee20-4449-a615-e3d2a9b672f8
https://www.politico.eu/article/uk-minister-confirms-plan-to-break-international-law-over-brexit/?utm_source=POLITICO.EU&utm_campaign=415bb65c78-EMAIL_CAMPAIGN_2020_09_09_05_15&utm_medium=email&utm_term=0_10959edeb5-415bb65c78-190480045
https://www.politico.eu/article/uk-minister-confirms-plan-to-break-international-law-over-brexit/?utm_source=POLITICO.EU&utm_campaign=415bb65c78-EMAIL_CAMPAIGN_2020_09_09_05_15&utm_medium=email&utm_term=0_10959edeb5-415bb65c78-190480045
https://www.politico.eu/article/uk-minister-confirms-plan-to-break-international-law-over-brexit/?utm_source=POLITICO.EU&utm_campaign=415bb65c78-EMAIL_CAMPAIGN_2020_09_09_05_15&utm_medium=email&utm_term=0_10959edeb5-415bb65c78-190480045
https://www.ft.com/content/a1baaf54-dc5e-4bd8-84cf-ede02c7cf15f
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EDT Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m Jul 6000 5889 ***

Economic Releases

No speakers or events scheduled

Fed Speakers or Events

 
 

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 PPI y/y Aug -2.0% -2.4% -1.9% ** Equity and bond neutral

CPI y/y Aug 2.4% 2.7% 2.4% *** Equity and bond neutral

Japan Money stock M2 y/y Aug 8.6% 7.9% 8.1% ** Equity and bond neutral

Money stock M3 y/y Aug 7.1% 6.5% 6.7% ** Equity and bond neutral

Australia Westpac Consumer Confidence SA m/m Sep 18.0% -9.5% *** Equity bullish, bond bearish

Home Loans Value m/m Jul 8.9% 6.2% 2.0% ** Equity bullish, bond bearish

Owner-Occupier Loan Value m/m Jul 10.7% 5.5% 1.8% ** Equity bullish, bond bearish

Investor Loan Value m/m Jul 3.5% 8.1% ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Aug -6.5% 2.7% *** Equity bearish, bond bullish

Mfg Activity SA q/q 2Q -11.9% 0.0% ** Equity bearish, bond bullish

Mfg Activity Volume q/q 2Q -12.2% -1.7% ** Equity bearish, bond bullish

ANZ Business Confidence m/m Sep -26.0 -41.8 ** Equity and bond neutral

ANZ Activity Outlook m/m Sep -9.9 -17.5 ** Equity and bond neutral

Europe

Switzerland Unemployment Rate m/m Aug 3.3% 3.2% 3.3% *** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 4-Sep $193.251b $193.267b ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 4-Sep 52.7 52.7 ** Equity and bond neutral

MLI Leading Indicator y/y Jul 0.30% -1.40% ** Equity bearish, bond bullish  
 

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. 
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Today Prior Change Trend

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

3-mo T-bill yield (bps) 9 11 -2 Neutral

TED spread (bps) 15 14 1 Up

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

10-yr T-note (%) 0.67 0.68 -0.01 Neutral

Euribor/OIS spread (bps) -49 -48 -1 Neutral

EUR/USD 3-mo swap (bps) 7 7 0 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Flat 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. 
 

Price Prior Change Explanation

Brent $39.56 $39.78 -0.55%

WTI $36.47 $36.76 -0.79%

Natural Gas $2.38 $2.40 -0.79%

Crack Spread $9.27 $9.30 -0.39%

12-mo strip crack $10.45 $10.51 -0.58%

Ethanol rack $1.56 $1.57 -0.22%

Gold $1,927.60 $1,932.03 -0.23%

Silver $26.60 $26.67 -0.25%

Copper contract $302.15 $302.50 -0.12%

Corn contract 360.25$       361.75$       -0.41%

Wheat contract 544.00$       544.25$       -0.05%

Soybeans contract 970.25$       973.00$       -0.28%

Baltic Dry Freight 1349 1362 -13

Actual Expected Difference

Crude (mb) -3.2

Gasoline (mb) -2.8

Distillates (mb) -1.0

Refinery run rates (%) 1.15%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with cooler temperatures throughout the Midwest and Southwest.  Dry conditions are expected 

throughout most of the country, with wet conditions expected in the Southeast.  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 9/8/2020 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 9/8/2020 close) 

 

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

Commodities

Real Estate

Mid Cap

Small Cap

Foreign Developed (local currency)

Foreign Developed ($)

US High Yield

Emerging Markets ($)

Cash

Emerging Markets (local currency)

Large Cap

US Corporate Bond

US Government Bond
YTD Asset Class Total Return

Source: Bloomberg

 
 

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

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

September 3, 2020 
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Based on our methodology,1 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. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


