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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: December 3, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is down 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.6%.  

Chinese markets were mixed, with the Shanghai Composite down 0.2% from the prior close, and 

the Shenzhen Composite remained relatively unchanged.  U.S. equity index futures are signaling 

a flat open.   
 

Good morning.  U.S. equity futures are steady this morning in front of tomorrow’s employment 

data.  There is a lot of news this morning.  We lead off with China news, as the House passes the 

Senate bill on the issue of auditing Chinese firms listed in the U.S.  Congressional and Fed news 

comes next; a pandemic relief bill may be coming.  In Middle East news, OPEC is near a deal, 

and the Saudi blockade on Qatar may be over.  We update the pandemic news next.  Brexit and 

the EU budget follow.  We take a look at Russia’s activities in Africa and farm reform in India.  

Finally, we close with economic odds and ends.  Since it’s Thursday, a new Weekly Energy 

Update is available.  Here are the details:  

 

China:  Here is the latest: 

• In a rare unanimous vote, the House approved legislation that would ban Chinese listed 

firms on U.S. exchanges unless they submit to American-approved auditors.  Firms will 

have three years to comply.  We note that the SEC is working on a plan that would allow 

Chinese auditors to receive U.S. approval which may allow Chinese listings to continue.  

There are two elements underlying this issue.  The first is that lax auditing standards have 

led to weak investor protections, and forcing Chinese firms listing in the U.S. to match 

American accounting standards would provide better protection.  The second is that 

rising tensions between China and the U.S. may lead Beijing to prefer Chinese firms list 

in Hong Kong or Shanghai.   

• Australia’s Former PM Turnbull is trying to cool tensions between Australia and China, 

asking businesses to not publicly criticize Beijing.  As we have noted recently, relations 

between the two countries have been deteriorating; it all began when Canberra sought an 

international investigation of the COVID-19 outbreak in Wuhan.  Since then, China has 

been disrupting trade and has been waging escalating criticism of Australia.  

o As China ratchets pressure on Australia, the U.S. and U.K. both reiterated their 

support for Canberra.  This show of support suggests China’s policy against 

Australia is backfiring.   

 

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-12-03-2020-11606991210?st=3vo5nr5qsxknnvl&reflink=desktopwebshare_permalink
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_03_2020.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_03_2020.pdf
https://www.wsj.com/articles/congress-sets-stage-for-exiling-chinese-stocks-from-u-s-over-audit-dispute-11606946071?st=0b51c5j8z4ulx2i&reflink=desktopwebshare_permalink
https://www.ft.com/content/fb33b46b-0ea6-42ca-9419-4c4b256974c7
https://www.ft.com/content/fb33b46b-0ea6-42ca-9419-4c4b256974c7
https://www.wsj.com/articles/sec-pursues-plan-requiring-chinese-firms-to-use-auditors-overseen-by-u-s-11605614403?st=ag2yvui093waei7&reflink=desktopwebshare_permalink
https://www.afr.com/policy/foreign-affairs/turnbull-tells-business-to-tone-it-down-on-china-20201201-p56jmo
https://www.theguardian.com/australia-news/2020/dec/02/uk-and-us-lock-in-behind-australia-in-china-row
https://www.theguardian.com/australia-news/2020/dec/02/uk-and-us-lock-in-behind-australia-in-china-row
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• There is often a tendency to assume that new administrations can easily reverse the 

policies of their predecessors.  It is usually much more difficult than expected.  Regarding 

China, it is becoming increasingly obvious that attitudes between the U.S. and China are 

hardening on a bipartisan basis.  In a political environment where there is little common 

ground, China is emerging as one area of broad consensus.  This situation is evident by a 

recent Congressional committee position that U.S. investment in China should face 

greater scrutiny.   

o The incoming Biden administration is considering the appointment of a “China 

tsar” to help coordinate policy regarding China.   

o At the same time, financial services continue to push for closer ties to China. 

• The U.S.-China Economic and Security Review Commission, a bipartisan group that 

monitors relations between the two nations, in its annual report recommended an 

ambassador-level appointment to Taiwan.  Such an appointment would anger Beijing, 

who sees Taiwan as a province.   

• We continue to monitor China’s spate of SOE defaults.  The newest event is tied to 

Huachen Automotive Group (BCAUF, USD 0.91).  The automaker is well connected, the 

largest SOE in Liaoning province.  Lenders, who have lent CNY 33.5 billion (USD 5.0 

billion), supplied credit to the firm mostly due to its state ties.  Although a default hasn’t 

occurred yet, negotiations between creditors and the firm have started, and there is 

potential for a credit event. 

• An apartment leasing firm called Eggshell is catching the attention of financial 

regulators.  The firm was involved in a form of rental carry; it would offer tenants a 

discount if they signed up for bank loans.  The bank would collect the rents.  The firm 

would then pay landlords by borrowing shorter term loans and earning the difference.  

The pandemic cut the demand for leasing, leaving less revenue to service the landlord 

loans.  It appears the company is starting to default on these bank loans, and it is unclear 

how authorities will resolve the issue.   

• There are growing reports of “house flipping” in major Chinese cities, a sign of easy 

credit and strong housing demand.   

• The Xi government is considering extending the official retirement age.  Currently, men 

can retire at 60 years old and women at age 55.  Given China’s aging demographics and 

longer life expectancy, extending the retirement age makes sense.  However, recent 

proposals to make the change have not gone over well.   

• Despite widespread attempts to curtail Chinese investment in U.S. technology firms, state 

back investment funds are continuing to place funds in American firms.  It is not evident 

that these investments received approval by CIFUS.  It is possible they were given 

permission, but it wasn’t made public. 

• More than 1,000 Chinese nationals involved in research in the U.S. have left the country.  

There has been increased scrutiny of Chinese intellectual theft, and this large number of 

exits suggests that either (a) there was a lot of espionage, or (b) the monitoring had 

become onerous.  It is possible both options are true.   

https://www.reuters.com/article/usa-china-scrutiny/congressional-body-vows-more-scrutiny-of-u-s-investments-in-china-idINL8N2IG7MD
https://www.reuters.com/article/usa-china-scrutiny/congressional-body-vows-more-scrutiny-of-u-s-investments-in-china-idINL8N2IG7MD
https://www.ft.com/content/e682694f-9348-41b1-9409-82f48aa62f49
https://www.ft.com/content/e682694f-9348-41b1-9409-82f48aa62f49
https://www.wsj.com/articles/china-has-one-powerful-friend-left-in-the-u-s-wall-street-11606924454?st=9ttocu6kwhmrkxi&reflink=desktopwebshare_permalink
https://asia.nikkei.com/Politics/International-relations/US-China-tensions/US-panel-calls-for-ambassador-grade-envoy-in-Taiwan
https://asia.nikkei.com/Politics/International-relations/US-China-tensions/US-panel-calls-for-ambassador-grade-envoy-in-Taiwan
https://www.ft.com/content/e842dceb-d97c-42f7-bc3a-347c864d6e46
https://pekingnology.substack.com/p/state-media-wield-big-stick-at-broken?token=eyJ1c2VyX2lkIjo3NSwicG9zdF9pZCI6MjEyNTY1NDUsIl8iOiJIeGtRZCIsImlhdCI6MTYwNjg0NzM1OCwiZXhwIjoxNjA2ODUwOTU4LCJpc3MiOiJwdWItNDc1ODAiLCJzdWIiOiJwb3N0LXJlYWN0aW9uIn0.s1nWhiDdY0EgYZoJUE7mnrzKfcOVED3UNmh_JBunA8o
https://www.scmp.com/business/china-business/article/3112046/speculators-zoom-shenzhen-flip-new-homes-quick-profit?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3112046
https://www.aljazeera.com/economy/2020/11/30/china-stirs-trouble-with-plan-to-hike-retirement-age-from-60
https://www.aljazeera.com/economy/2020/11/30/china-stirs-trouble-with-plan-to-hike-retirement-age-from-60
https://www.ft.com/content/745abeca-561d-484d-acd9-ad1caedf9e9e
https://www.ft.com/content/745abeca-561d-484d-acd9-ad1caedf9e9e
https://www.reuters.com/article/us-usa-china-researchers-idUSKBN28C3E8
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• Director of National Intelligence Radcliffe is expected to give a speech today warning of 

the Chinese threat to national security.  It is not all that common for a person of 

Radcliffe’s stature to make such a public declaration.  There is an element within the 

Trump administration that is pushing the idea of a cold war with China that isn’t 

necessarily consistent with the populist goal of ending American hegemony.   

• The U.S. is banning cotton products from the Xinjiang region on evidence that forced 

labor may be involved in the production of these goods.   

 

Congressional and Fed news:  Negotiations on a pandemic relief bill are heating up.  A new 

proposal for $908 billion in aid is being considered.  This bill is less than a third of what 

Congressional Democrats were pushing in October.  Some of the thaw in relations is based on 

the idea that a Biden administration will push for another round of stimulus after inauguration, so 

getting a smaller bill passed now for immediate aid has gained favor.  We do note there is 

increasing speculation that the FOMC may increase bond buying in an attempt to cap long-

duration Treasury yields.  History suggests that without an explicit signal that the Fed will 

expand its balance sheet to any degree to prevent rates from rising, this effort will probably fail.  

In the last decade, periods of QE tended to coincide with rising long-term interest rates, as the 

market viewed the balance sheet expansion as potentially inflationary.  We do expect the Fed to 

eventually engage in yield curve control in a bid to lift housing. 

• Mark Kelly (D-AZ) joined the Senate yesterday and, by doing so, seems to have ended 

Judy Shelton’s chances of being confirmed for the FOMC.  It does appear that Chris 

Waller, the head of research for the St. Louis FRB, will be confirmed.  That will leave 

one open position on the committee.  Waller is a conventional choice, but Shelton was 

controversial, and, in the end, there were enough establishment Republicans who simply 

couldn’t vote for her confirmation.   

• The Beige Book reflects an economy that is losing momentum.  Four of the 12 districts 

reported negative growth, and others noted that growth is slowing. 

Middle East and OPEC:  We discuss the OPEC meeting in today’s WEU, but since the report 

goes to the editors Wednesday afternoon, we didn’t have the actual outcome of the meeting.  

And, we still don’t; members are deadlocked over a production agreement.  It was widely 

expected that the cartel would extend production cuts through Q1 2021.  However, we may see a 

modest production increase, because there is a rising push from some members to boost output.  

We still expect a deal, but it is becoming clear that discipline is fraying.   

• In the wake of the assassination of Mohsen Fakhrizadeh, Iran’s legislature voted to ramp 

up the production of enriched uranium.  If the U.S. doesn’t lift sanctions by early 

February, Iran plans to expel IAEA inspectors.  The incoming Biden administration has 

suggested it would like to return to the JCPOA, but that may simply not be possible.   

• Saudi Arabia appears ready to end its blockade of Qatar as part of U.S. facilitated 

negotiations.   

• The U.S. is planning to withdraw some members of this Baghdad embassy staff as 

tension escalate.   

 

https://www.axios.com/trump-intelligence-china-ratcliffe-c728a8f5-2d68-4b0d-bdb1-0d76fa6366ea.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/trump-intelligence-china-ratcliffe-c728a8f5-2d68-4b0d-bdb1-0d76fa6366ea.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/u-s-bans-cotton-products-from-chinese-firm-linked-to-alleged-forced-labor-11606954687?st=edhds3syeyj6fh7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/coronavirus-stimulus-efforts-show-momentum-11606930258?st=52i3fnnlv6sz35p&reflink=desktopwebshare_permalink
https://www.ft.com/content/8787eb59-642e-4a93-af5b-59f13afa3e6d?emailId=5fc87770c4ddb400048b0926&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/bets-on-more-fed-bond-buying-help-contain-treasury-yields-11606905001?st=cict3o0loun642v&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/bets-on-more-fed-bond-buying-help-contain-treasury-yields-11606905001?st=cict3o0loun642v&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/senate-moves-to-confirm-trump-fed-nominee-waller-but-sheltons-candidacy-hits-likely-dead-end-11606936087?st=dvqo85gab98lmca&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/senate-moves-to-confirm-trump-fed-nominee-waller-but-sheltons-candidacy-hits-likely-dead-end-11606936087?st=dvqo85gab98lmca&reflink=desktopwebshare_permalink
https://www.federalreserve.gov/monetarypolicy/beigebook202012.htm
https://www.reuters.com/article/us-usa-fed-beigebook/fed-sees-little-to-no-growth-in-much-of-u-s-as-stress-mounts-idUSKBN28C31B
https://www.cnbc.com/2020/12/03/opec-meeting-talks-resume-over-oil-production-cuts-amid-covid-crisis.html
https://www.wsj.com/articles/opec-allies-near-agreement-for-small-production-increase-11606987819?st=4sdn0f9hrppjqqw&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/opec-allies-near-agreement-for-small-production-increase-11606987819?st=4sdn0f9hrppjqqw&reflink=desktopwebshare_permalink
https://nyti.ms/2VuIvLm
https://nyti.ms/2VuIvLm
https://www.straitstimes.com/world/middle-east/saudi-arabia-qatar-near-us-brokered-deal-to-end-three-year-rift
https://www.washingtonpost.com/world/middle_east/iraq-baghdad-embassy-tensions-iran/2020/12/02/79141136-34c3-11eb-9699-00d311f13d2d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2d3fc98%2F5fc86fe69d2fda0efb7c9f0d%2F596b53f6ae7e8a44e7d597a3%2F37%2F69%2F860efe1a8d0e17e362d76014014ee4c6
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COVID-19:  The number of reported cases is 64,648,033 with 1,495,919 fatalities.  In the U.S., 

there are 13,925,990 confirmed cases with 273,847 deaths.  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.  Rates of hospitalizations are rising in most states.   

  

Virology:  

• Leaked documents from Hubei province confirm what has been suspected for some time; 

Beijing deliberately undercounted COVID-19 infections to downplay the spread of the 

disease.   

• The OECD’s forecast released this week suggests the pace of the recovery will slow in 

H1 2021, and that most economies won’t be in expansion until 2022.  Only China will 

return to robust economic growth.   

• The U.K. has approved the Pfizer (PFE, USD, 40.80)/BioNtech (BNTX, USD 121.09) 

vaccine for emergency distribution and will start administering it next week.  U.S. 

vaccine approval procedures are more strict, and thus, it may be a few more weeks before 

the FDA approves any vaccine. 

• The CDC has shortened quarantine recommendations.   

Brexit and the EU:  EU officials are warning the bloc is preparing for a hard Brexit.  We still 

expect a deal, but it won’t come until near the end of the month.  There will be wide protests 

from EU nations stating that they haven’t been given enough time to look at the agreement, but 

in reality, the unwieldy confirmation process of the EU almost requires near crisis conditions for 

agreements to be reached.   

• We continue to wait for the passage of the EU budget, which contains the €750 billion 

Eurobond.  EU Commission President von der Leyen is threatening to move forward with 

the fund with 25 nations, which would exclude Hungary and Poland, who have blocked 

the budget.  These two nations are upset by measures that would make agreeing to 

judicial independence necessary to receive funds.   

Russia and Africa:  Russia has been expanding its influence in Africa.  It has approved a new 

naval base in Sudan and has boosted arms sales in the region.  U.S. restrictions on arms sales 

have created an opening for Russia to sell military items to the region.  One factor that seems to 

be driving Russia’s activity is that it is actively seeking mining ventures.  As the world moves 

away from oil, metals become critical for the new infrastructure.  Thus, acquiring mines is 

paramount, especially to an economy so dependent on oil.  The U.S. still has a significant 

influence on the continent but is facing competition from Moscow. 

 

India:  The Modi government is planning to deregulate the agricultural markets in an effort to 

boost productivity.  However, the proposal isn’t sitting well with farmers.  Usually, agricultural 

reforms benefit larger farms and tend to disadvantage smaller farmers.  Fears of being deprived 

of income are leading to widespread protests.  There is no evidence that the government is 

prepared to backtrack.  

   

Economic odds and ends:  Here are various stories we are tracking. 

https://www.wsj.com/livecoverage/covid-2020-12-02
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.axios.com/coronavirus-hospitalizations-pandemic-cases-1ce7ea5e-15a6-43d2-addd-92cb5eee534f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.cnn.com/2020/11/30/asia/wuhan-china-covid-intl/index.html
https://nyti.ms/3lw0BXU
https://nyti.ms/3lw0BXU
https://www.washingtonpost.com/world/europe/britain-pfizer-coronavirus-vaccine/2020/12/02/90f7276e-3470-11eb-9699-00d311f13d2d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2d3fc8c%2F5fc86fe69d2fda0efb7c9f0d%2F596b53f6ae7e8a44e7d597a3%2F14%2F69%2F860efe1a8d0e17e362d76014014ee4c6
https://www.ft.com/content/c60f49c1-34c8-4cd0-b295-87f35c70bc04?emailId=5fc87770c4ddb400048b0926&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/fda-head-defends-covid-19-vaccine-approval-process-11606954168?st=oibbitphou8i479&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fda-head-defends-covid-19-vaccine-approval-process-11606954168?st=oibbitphou8i479&reflink=desktopwebshare_permalink
https://www.wsj.com/livecoverage/covid-2020-12-02/card/lFsLabytvstjM9pwr8JA?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/cdc-shortens-recommended-quarantine-period-to-seven-to-10-days-11606925722?st=e357hpywmuepfjr&reflink=desktopwebshare_permalink
https://www.politico.eu/article/michel-barnier-eu-contingency-planning-brexit-deal/?utm_source=POLITICO.EU&utm_campaign=109ccffbdb-EMAIL_CAMPAIGN_2020_12_03_06_16&utm_medium=email&utm_term=0_10959edeb5-109ccffbdb-190334489
https://www.politico.eu/article/the-commission-proposes-eu-recovery-without-hungary-and-poland/?utm_source=POLITICO.EU&utm_campaign=109ccffbdb-EMAIL_CAMPAIGN_2020_12_03_06_16&utm_medium=email&utm_term=0_10959edeb5-109ccffbdb-190334489
https://www.politico.eu/article/the-commission-proposes-eu-recovery-without-hungary-and-poland/?utm_source=POLITICO.EU&utm_campaign=109ccffbdb-EMAIL_CAMPAIGN_2020_12_03_06_16&utm_medium=email&utm_term=0_10959edeb5-109ccffbdb-190334489
https://www.rferl.org/a/putin-hosts-sochi-summit-as-russia-races-for-influence-in-africa/30231905.html?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://www.reuters.com/article/us-russia-sudan-navy/putin-extending-russian-footprint-approves-new-naval-facility-in-sudan-idUSKBN27W29A?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://www.reuters.com/article/us-russia-sudan-navy/putin-extending-russian-footprint-approves-new-naval-facility-in-sudan-idUSKBN27W29A?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://www.defenseworld.net/news/26576/Russian_Arms_Sales_Growing_in_Africa?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033#.X8jq_8hKiUm
https://www.npr.org/2015/07/23/425654481/nigerian-president-u-s-refusal-to-provide-weapons-aides-extremism?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://www.mining.com/russias-comeback-in-africa-favours-profit-over-long-term-influence-analyst/?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://www.mining.com/russias-comeback-in-africa-favours-profit-over-long-term-influence-analyst/?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://theintercept.com/2020/02/27/africa-us-military-bases-africom/?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://theintercept.com/2020/02/27/africa-us-military-bases-africom/?utm_source=Eurasia+Group+Signal&utm_campaign=af53920209-EMAIL_CAMPAIGN_2020_12_03_12_01&utm_medium=email&utm_term=0_e605619869-af53920209-134308033
https://www.wsj.com/articles/indias-farmer-protests-challenge-modis-market-deregulations-11606658282?st=6riipf1um59rmc8&reflink=desktopwebshare_permalink
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• Bankruptcies:  Aggressive fiscal and monetary measures have led to a sharp decline in 

bankruptcies.  This is true in the U.S. and Europe.  However, we would expect a surge in 

insolvencies next year.  The trick is going to be sorting out which firms are insolvent and 

which ones are merely illiquid.  There are all sorts of stories circulating about “zombie” 

companies, but we suspect that some of these will return to normal life as growth 

accelerates.  Nonetheless, some are truly insolvent and need to be liquidated.   

• Libor:  LIBOR was slated for termination at the end of 2021.  However, it looks like it 

has been granted a partial reprieve.  The IBA, the body that complies and publishes 

LIBOR rates, will halt publication for one-week and one-month LIBOR at the end of next 

year, but they will publish other rates until June 30, 2023. 

• Soybeans:  Soybean prices have been surging in recent weeks, helped by Chinese buying 

and dry conditions in South America.  However, reports that Chinese buyers are trying to 

cancel earlier orders due to negative crush margins1 has led to a sharp decline in Chicago 

soybean prices.  

U.S. Economic Releases  

 

Planned job reductions rose less than expected according to a report published by Challenger, 

Gray & Christmas, Inc. Challenger job cuts rose 45.4% from the prior year compared to 

expectations of a rise of 60.5%. 

 

For the week ending November 28, initial claims came in at 712K compared to expectations of 

775K. The prior report was revised from 778K to 787K.  
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1 A crush margin is the value of products from soy, mainly soymeal and soyoil, compared to soybean prices. 

https://www.destatis.de/EN/Press/2020/10/PE20_394_52411.html
https://www.wsj.com/articles/november-bankruptcies-hit-14-year-low-with-steep-drop-in-personal-filings-11606991401?st=n5jmmjp5no7j9ii&reflink=desktopwebshare_permalink
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/934745/Monthly__Insolvency_Statistics_October_2020.pdf
https://www.bloomberg.com/news/articles/2020-11-17/america-s-zombie-companies-have-racked-up-1-4-trillion-of-debt
https://www.bloomberg.com/news/articles/2020-11-17/america-s-zombie-companies-have-racked-up-1-4-trillion-of-debt
https://www.ft.com/content/d96f4692-3992-4b8c-8912-c78c0f7ffb5e
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The chart above shows the four-week moving average for initial jobless claims. The four-week 

moving average fell from 750K to 739.5K. 

 

For the week ending November 21, continuing claims came in at 5.520MM compared to 

expectations of 5.800MM. The prior report was revised from 6.071MM to 6.089MM. 
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The chart above shows the four-week moving average for continuing claims by region.  

 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 29-Nov 49.6 **

10:00 Markit US Services PMI m/m Nov F 57.5 57.7 **

10:00 Markit US Composite PMI m/m Nov F 57.9 **

10:00 ISM Services Index m/m Nov 55.8 56.6 **

Fed Speakers or Events

No speakers or events scheduled  
 

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Caixin China PMI Composite m/m Nov 57.5 55.7 ** Equity bullish, bond bearish

Caixin China PMI Services m/m Nov 57.8 56.8 56.4 ** Equity bullish, bond bearish

Japan Loans & Discounts Corp y/y Oct 7.8% 7.5% ** Equity and bond neutral

Jibun Bank Japan PMI Services m/m Nov 47.8 46.7 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Nov 48.1 47.0 ** Equity and bond neutral

India Markit India PMI Composite m/m Nov 56.3 58.0 ** Equity and bond neutral

Markit India PMI Services m/m Nov 53.7 54.1 ** Equity and bond neutral

Australia AiG Perf of Construction Index m/m Nov 55.3 52.7 ** Equity and bond neutral

Markit Australia PMI Services m/m Nov 55.1 54.9 ** Equity and bond neutral

Markit Australia PMI Composite m/m Nov 54.9 54.7 ** Equity and bond neutral

Trade Balance m/m Oct A$7456m A$5630m A$5800m ** Equity and bond neutral

New Zealand Building Permits m/m Oct 8.8% 3.6% ** Equity and bond neutral

ANZ Commodity Price m/m Nov 0.9% 1.9% ** Equity and bond neutral

Europe

Eurozone Markit Eurozone Services PMI m/m Nov 41.7 41.3 41.3 ** Equity and bond neutral

Markit Eurozone Composite PMI m/m Nov 45.3 45.1 45.1 ** Equity and bond neutral

Retail Sales y/y Oct 1.5% -2.0% 0.7% ** Equity and bond neutral

France Markit France Services PMI m/m Nov 38.8 38.0 38.0 ** Equity and bond neutral

Markit France Composite PMI m/m Nov 40.6 39.9 39.9 ** Equity and bond neutral

Germany Markit Germany Services PMI m/m Nov 46.0 46.2 46.2 ** Equity and bond neutral

Markit/BME Germany Composite PMI m/m Nov 51.7 52.0 52.0 ** Equity and bond neutral

Italy Markit Italy Services PMI m/m Nov 39.4 46.7 40.8 ** Equity and bond neutral

Markit Italy Composite PMI m/m Nov 42.7 49.2 43.7 ** Equity and bond neutral

UK Official Reserves Changes m/m Nov $1028m $915m * Equity and bond neutral

Markit/CIPS UK Services PMI m/m Nov 47.6 45.8 45.8 ** Equity and bond neutral

Markit/CIPS UK Composite PMI m/m Nov 49.0 47.4 47.4 ** Equity and bond neutral

Russia Markit Russia PMI Services m/m Nov 48.2 46.9 46.0 ** Equity and bond neutral

Markit Russia PMI Composite m/m Nov 47.8 47.1 ** Equity and bond neutral

AMERICAS

Canada MLI Leading Indicator m/m Oct 2.7% 3.4% ** Equity and bond neutral

Labor Productivity q/q 3Q -10.3% 9.8% -7.0% ** 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 

. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 23 23 0 Down

3-mo T-bill yield (bps) 7 8 -1 Neutral

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 0.93 0.94 -0.01 Neutral

Euribor/OIS spread (bps) -52 -53 1 Neutral

EUR/USD 3-mo swap (bps) 18 19 -1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Flat Up

pound Up Down

franc Up Up   
 

 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $47.91 $48.25 -0.70%

WTI $44.92 $45.28 -0.80%

Natural Gas $2.69 $2.78 -3.38%

Crack Spread $8.49 $8.70 -2.38%

12-mo strip crack $11.51 $11.63 -1.02%

Ethanol rack $1.43 $1.43 -0.28%

Gold $1,841.34 $1,831.28 0.55%

Silver $24.17 $24.10 0.28%

Copper contract $349.80 $348.90 0.26%

Corn contract 423.50$       423.75$       -0.06%

Wheat contract 586.00$       588.50$       -0.42%

Soybeans contract 1,159.25$    1,153.00$   0.54%

Baltic Dry Freight 1201 1211 -10

Actual Expected Difference

Crude (mb) -0.7 -1.7 1.0

Gasoline (mb) 3.5 2.0 1.5

Distillates (mb) 3.2 -1.5 4.7

Refinery run rates (%) -0.50% 0.55% -1.1%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

 

Weather 
 

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

with cooler temperatures in the Southeast.  Dry conditions are expected throughout most of the 

country, with wet conditions expected in the Rockies and Southeast region. 
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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. 
 

November 20, 2020 
 

In the aftermath of the election and favorable news on vaccine progress, we have seen a notable 

backup in interest rates.  The 10-year T-note yield is flirting with 1%.  In this report, we will 

examine the future path of long-duration interest rates. 

 

We start with our 10-year T-note yield model. 
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The model, which uses fed funds, the 15-year average of CPI (an inflation expectations proxy), 

the JPY/USD exchange rate, oil prices, German 10-year bond yields, and the fiscal deficit, 

suggests the fair value yield is near 140 bps.  Although this fair value is historically low, it is 

well above the current rate of around 90 bps.  In the absence of outside interference, it would not 

be unreasonable to expect yields to continue to drift higher.  However, we do expect weaker 

economic growth in Q4 2020 and Q1 2021, so the pace of increases may slow. 

 

However, the potential for outside intervention is high.  The issue comes down to Federal 

Reserve policy.  The U.S. central bank has hinted at the possibility of yield curve control.  So far, 

the Fed has not taken concrete steps to implement fixing long-duration interest rates.  But a rapid 

rise in such rates would not be welcome because it would have an adverse effect on the mortgage 

and housing markets. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Mortgage rates, relative to the 10-year Treasury, spiked in April.  The spread has narrowed since 

then but remains above 2%, which is elevated.  If rising T-note rates lead to higher mortgage 

rates, it will tend to stifle part of the economy that is showing promise.  This may lead the Fed to 

try to slow the rise in long-duration interest rates.   

 

At the same time, a low interest rate regime tends to act as a headwind for banks.  This factor 

may encourage the Fed to allow long-term rates to rise modestly.  But we doubt that 

policymakers would be comfortable with a 10-year T-note yield in excess of 1.25%.  If rates 

approach that level soon, we would not be surprised to see the Fed signal it isn’t pleased with the 

development.  And so, we may see a further rise in long-term interest rates, but a move to revert 

to the rate levels seen before 2008 is improbable.   
 

 

 

 

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 12/2/2020 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 12/2/2020 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

December 3, 2020 
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Based on our methodology,2 the current P/E is 28.4x, up 0.1x since our last report. 

 
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 two actual quarters (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


