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

The EuroStoxx 50 is up 0.3% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.6%.  

Chinese markets were higher, with the Shanghai Composite up 0.1% from the prior close, and 

the Shenzhen Composite up 0.5%.  U.S. equity index futures are signaling a higher open.   

 

Good morning and happy Employment Friday!  We examine the data in detail below, but the 

quick take is that the data was weaker than expected.  U.S. equity futures are moving higher this 

morning.  We lead off with pandemic news.  OPEC comes next, followed by an update on China.  

The EU and Brexit are the next up.  We close with a roundup of economic news.  Being Friday, 

we have a new Asset Allocation Weekly, but due to the holiday, the podcast and chart book that 

usually accompany the report won’t be available this week.  Starting in January, in a bid to 

shorten this report, we will no longer publish the AAW at the bottom of the Daily.  It will be 

available only as a stand-alone report but will be linked within the Daily Comment.  Let’s get 

to it! 

 

COVID-19:  The number of reported cases is 65,323,809 with 1,508,906 fatalities.  In the U.S., 

there are 14,147,754 confirmed cases with 276,401 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.  U.S. infection levels, hospitalizations, and deaths hit record 

highs yesterday.  The Rt data is showing some improvement; 10 states now have a reading of <1, 

meaning a decline in the spread of the virus.  With respect to the virus, the worst state is Oregon, 

and the best is Iowa.   

   

Virology:  

• Yesterday we got an insight into the sensitivity of equities to adverse vaccine news.  

Pfizer (PFE, USD, 40.09) announced that it would only ship about 50% of the vaccines it 

had originally planned this year due to problems tied to scaling up production and 

logistics.  Equities took a dip on that news, although did manage to right themselves 

before the close.  Since the pandemic began, we have been discussing the tenuous 

logistics of the supply chain for vaccine distribution.  Vial glass, dry ice, special trucks, 

freezing, and refrigeration at the retail level are all part of what goes into moving the 

vaccine to the injection site.  And, that says nothing about ramping up actual vaccine 

production.  Here is a recent podcast highlighting some of the issues.   

 

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-12-04-2020-11607076581?st=dxxeqmymgjjzekf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-12-04-2020-11607076581?st=dxxeqmymgjjzekf&reflink=desktopwebshare_permalink
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Dec_4_2020.pdf
https://www.nytimes.com/live/2020/12/04/world/covid-19-coronavirus
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.wsj.com/livecoverage/covid-2020-12-04?mod=djemHL_t
https://www.wsj.com/livecoverage/covid-2020-12-04?mod=djemHL_t
https://rt.live/
https://www.wsj.com/articles/pfizer-slashed-its-covid-19-vaccine-rollout-target-after-facing-supply-chain-obstacles-11607027787?st=6leygtv73tgzlxf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-12-03-2020-11606991210?st=336afzlie2fpeno&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-12-03-2020-11606991210?st=336afzlie2fpeno&reflink=desktopwebshare_permalink
https://www.npr.org/2020/12/02/941716442/before-the-shot-in-the-arm


 

 

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

www.confluenceinvestment.com 

 2 

o The development of the vaccine has been unprecedented in human history.  The 

fastest vaccine development prior to COVID-19 was for mumps, and that took 

four years.  There is a lot of optimism building in financial markets; although we 

don’t think it is misplaced, we should be reminded that getting a vaccine out 

won’t immediately lead to a return to pre-virus conditions.    

• Cyber security experts and Homeland Security report that cyberattackers, most likely 

state-sponsored, have been trying to crack into the “cold chain” logistics of vaccine 

distribution.  It isn’t clear if the goal is to gain the secrets of distribution, or more 

ominously, to disrupt it.  However, given that the hackers didn’t try to create a ransom 

situation, it leads researchers to suspect a state was behind the hacking.  Most of the 

attacks were “spear phishing” where a specific individual was targeted, often with an 

illicit order for products.  

o Although this attack was likely state-sponsored, organized crime is interested in 

getting involved in vaccines.  We would anticipate a black market to develop as 

those with money attempt to “jump the queue.”  We could also see the 

proliferation of fake vaccines, especially in lesser developed countries.   

• Pandemic response in the U.S. has become politicized.  The political class has not helped 

the cause by flouting the rules with their own behavior.  These actions make it difficult to 

enforce new restrictions. 

• Hospital capacity is becoming stretched; not only is there a scramble for beds, but getting 

and maintaining staffing is also a concern.  Hospitals are luring retired nurses back to 

work and are putting students on the front lines.   

• Social isolation appears to be part of an upswing in opioid overdoses.   

OPEC:  OPEC+ was unable to hold the line on production restrictions.  Quotas will be expanded 

by 0.5 mbpd starting in January.  We expected a contentious meeting, but we also thought the 

cartel would hold the line on output.  However, the fact that the Saudis are not moving to 

recapture market share is a favorable sign, and prices have worked higher despite the news.   

 

China:  Here is the latest. 

• As we noted yesterday, Director of National Intelligence Ratcliffe made a public 

declaration that China is the largest national security threat facing the U.S.  Such a public 

display will certainly harden positions and reduce the incoming Biden administration’s 

flexibility in dealing with China.  At the same time, opposition to China is now 

bipartisan, so there probably wasn’t much room anyway.   

• The U.S. has tightened visa rules on Chinese nationals who are CPC members.  It will 

limit these persons to 30-day, single-entry visas.   

• The Chinese audit bill goes to the White House, where President Trump is expected to 

sign the measure.  We note that the bill won’t have any legal effect until April 30, 2023.  

Although this measure, if fully implemented, could push Chinese firms off U.S. 

exchanges, we expect a workaround to be created.  At the same time, Chinese firms are 

hedging their bets by listing in Hong Kong. 

https://www.foreignaffairs.com/articles/united-states/2020-12-02/dangers-vaccine-disillusionment
https://www.foreignaffairs.com/articles/united-states/2020-12-02/dangers-vaccine-disillusionment
https://us-cert.cisa.gov/ncas/current-activity/2020/12/03/ibm-releases-report-cyber-actors-targeting-covid-19-vaccine-supply
https://www.ft.com/content/9c303207-8f4a-42b7-b0e4-cf421f036b2f
https://www.axios.com/coronavirus-vaccine-cyberattack-ibm-d3abe5c7-6659-4af3-bb78-7408950a405a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://www.washingtonpost.com/world/coronavirus-vaccine-hackers-phish-ibm-cold-chain/2020/12/03/27a5b0b2-355d-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%2F2d47abd%2F5fc9c14a9d2fda0efb7dd87a%2F596b53f6ae7e8a44e7d597a3%2F43%2F74%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/coronavirus-vaccine-hackers-phish-ibm-cold-chain/2020/12/03/27a5b0b2-355d-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%2F2d47abd%2F5fc9c14a9d2fda0efb7dd87a%2F596b53f6ae7e8a44e7d597a3%2F43%2F74%2F860efe1a8d0e17e362d76014014ee4c6
https://nyti.ms/3lvioOV
https://www.wsj.com/articles/virus-vaccines-are-liquid-gold-to-organized-crime-interpol-warns-11607000854?st=nnsbbm2e1fsaph2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/virus-vaccines-are-liquid-gold-to-organized-crime-interpol-warns-11607000854?st=nnsbbm2e1fsaph2&reflink=desktopwebshare_permalink
https://www.axios.com/politicians-flout-covid-rules-9ed759c0-bf7c-4721-a7d4-b0a515b7c8bd.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://www.axios.com/politicians-flout-covid-rules-9ed759c0-bf7c-4721-a7d4-b0a515b7c8bd.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://www.latimes.com/california/story/2020-12-03/newsom-weighs-shutdown-california-covid-19-cases-soar-december#null
https://apnews.com/article/nurses-wanted-swamped-hospitals-pandemic-0509a4a0b9e9860ad6be60379bc20a41
https://apnews.com/article/nurses-wanted-swamped-hospitals-pandemic-0509a4a0b9e9860ad6be60379bc20a41
https://www.medpagetoday.com/psychiatry/addictions/89986?xid=nl_mpt_DHE_2020-12-04&eun=g1633491d0r&utm_source=Sailthru&utm_medium=email&utm_campaign=Daily%20Headlines%20Top%20Cat%20HeC%20%202020-12-04&utm_term=NL_Daily_DHE_dual-gmail-definition
https://www.wsj.com/articles/opec-allies-near-agreement-for-small-production-increase-11606987819?st=t31cky2daxgy9pw&reflink=desktopwebshare_permalink
https://www.ft.com/content/18279043-f2ef-40a8-b65d-b68ea0bf21ba?shareType=nongift
https://www.ft.com/content/18279043-f2ef-40a8-b65d-b68ea0bf21ba?shareType=nongift
https://www.wsj.com/articles/china-is-national-security-threat-no-1-11607019599?st=xjqhv1yxz8qjnb6&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-is-national-security-threat-no-1-11607019599?st=xjqhv1yxz8qjnb6&reflink=desktopwebshare_permalink
https://www.axios.com/ratcliffe-interview-china-long-term-c9adab5a-5f82-41dc-98c0-ac82be9d3723.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/ratcliffe-interview-china-long-term-c9adab5a-5f82-41dc-98c0-ac82be9d3723.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://nyti.ms/3mynBH6
https://www.washingtonpost.com/world/asia_pacific/us-visas-china-communist-trump/2020/12/03/bf6694ea-3551-11eb-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%2F2d47abf%2F5fc9c14a9d2fda0efb7dd87a%2F596b53f6ae7e8a44e7d597a3%2F47%2F74%2F860efe1a8d0e17e362d76014014ee4c6
https://www.chinaaccountingblog.com/weblog/kennedy-bill-goes-to-presid.html
https://www.wsj.com/articles/ahead-of-u-s-audit-bill-chinese-companies-are-finding-their-way-home-11606997906?st=9gkles53m9j1zyp&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/ahead-of-u-s-audit-bill-chinese-companies-are-finding-their-way-home-11606997906?st=9gkles53m9j1zyp&reflink=desktopwebshare_permalink
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• Remember ByteDance?  Today is the deadline day for TikTok.  We will be watching to 

see if there is another extension.   

• Australia has passed new legislation that will give the federal government authority to 

limit the ability of bodies, including states or cities, to make independent deals with 

China.   

• Chinese criminal gangs are bringing technology to the money laundering business.   

• Chinese financial regulators are warning state and local governments that they should not 

expect bailouts from the central government for the dodgy debt of SOEs.  It is looking 

like there will be a deal with Huawei’s (002502, CNY, 2.95) CFO Meng Wanzhou that 

will allow her to return to China with an admission of guilt.  We would expect two 

Canadian nationals that are being held to be released.   

• It will be quite difficult to isolate China; an example is the comment from Daimler 

(DMLRY, USD, 17.10) CEO Kallenius, who touted his company’s sales growth of 24% 

at the end of September.   

Brexit and the EU:  Brexit negotiations are getting testy, and Poland is backing down. 

• Michel Barnier is facing pressure from EU countries, mostly France, that worry he will 

give away too much to make a deal with the U.K.  We note that Germany appears to 

support making arrangements with Westminster, but France is less keen.  We still expect 

a deal to be made, but not until the second half of this month. 

• As we noted yesterday, the EU was threatening to cut off Poland and Hungary for bailout 

funds if they tried to veto the budget.  It appears that Poland is backing off its hardline 

stance, apparently needing the funding more than its judicial independence. 

Economics and Policy:  Movies may never be the same. 

• The stall in the labor force in November is confirmed with a report from the WSJ on how 

the pandemic is reducing employment for older workers and women.  At the same time, 

retailers are paying bonuses to their workers to keep them around for the holiday rush.   

• Although talks continue on another round of stimulus, the usual sticking points remain.  

The GOP loathes to help state and local governments, while Democrats don’t want to 

give businesses liability protection.  Still, moderates in Congress are pressing the 

leadership to make a deal.   

• There are some experiences that fade by generation.  For example, baby boomers 

remember snow tires, drive-in movies, carburetors, etc.  We may be on the way to ending 

the movie theater experience.  Warner Brothers, a studio owned by AT&T (T, USD, 

29.23), announced it will not release movies first to theaters and then to streaming.  

Instead, the releases will be simultaneous.  Although the policy may change when the 

pandemic fades, it may also become permanent, which would likely end public movie 

theaters.   

• We are in a La Niña year, which usually means mild winters and dry conditions for crops.  

This weather event has boosted grain prices.   

• Chris Waller was confirmed by the Senate, but just barely.  He made it by one vote, 48 to 

47, with no support from Democrats.  This is a sad commentary.  Waller is about as 

https://www.ft.com/content/35e11a7a-2bd8-4d1b-9f5c-e0cc3c0851a8?emailId=5fc9cd5cffd771000441d7fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://ca.reuters.com/article/idCAKBN28D0DU
https://uk.reuters.com/article/worldNews/idUKKBN28D1LZ
https://www.yahoo.com/entertainment/chinas-central-bank-governor-tells-093000586.html#:~:text=China's%20central%20bank%20chief%20has,resolve%20fiscal%20and%20financial%20risk.
https://www.wsj.com/articles/u-s-in-talks-with-huawei-finance-chief-meng-wanzhou-about-resolving-criminal-charges-11607038179?st=do4fhg0lrqoueem&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-in-talks-with-huawei-finance-chief-meng-wanzhou-about-resolving-criminal-charges-11607038179?st=do4fhg0lrqoueem&reflink=desktopwebshare_permalink
https://www.ft.com/content/72548513-305f-416e-be61-86d1e9995678
https://www.politico.eu/article/barnier-is-on-a-tight-leash-in-high-stakes-brexit-end-game/?utm_source=POLITICO.EU&utm_campaign=4159b103ac-EMAIL_CAMPAIGN_2020_12_04_06_24&utm_medium=email&utm_term=0_10959edeb5-4159b103ac-190334489
https://www.ft.com/content/7a679982-abef-4f9a-8a55-e06588e7b770?emailId=5fc9cd5cffd771000441d7fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/50d9731d-c5cd-4fa7-9626-7a0f2f2d62d8?emailId=5fc9cd5cffd771000441d7fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/poland-eu-budget-compromise-jaroslaw-gowin-agreement/?utm_source=POLITICO.EU&utm_campaign=4159b103ac-EMAIL_CAMPAIGN_2020_12_04_06_24&utm_medium=email&utm_term=0_10959edeb5-4159b103ac-190334489
https://twitter.com/PLPermRepEU/status/1334535026088828928?s=20&utm_source=POLITICO.EU&utm_campaign=4159b103ac-EMAIL_CAMPAIGN_2020_12_04_06_24&utm_medium=email&utm_term=0_10959edeb5-4159b103ac-190334489
https://br.reuters.com/article/idUKKBN28D2T8?utm_source=POLITICO.EU&utm_campaign=4159b103ac-EMAIL_CAMPAIGN_2020_12_04_06_24&utm_medium=email&utm_term=0_10959edeb5-4159b103ac-190334489
https://br.reuters.com/article/idUKKBN28D2T8?utm_source=POLITICO.EU&utm_campaign=4159b103ac-EMAIL_CAMPAIGN_2020_12_04_06_24&utm_medium=email&utm_term=0_10959edeb5-4159b103ac-190334489
https://www.politico.eu/article/polish-deputy-pm-room-for-compromise-in-eu-budget-standoff/?utm_source=POLITICO.EU&utm_campaign=4159b103ac-EMAIL_CAMPAIGN_2020_12_04_06_24&utm_medium=email&utm_term=0_10959edeb5-4159b103ac-190334489
https://www.wsj.com/articles/covid-shrinks-the-labor-market-pushing-out-women-and-baby-boomers-11607022074?st=mh3d8xoolf592s8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/walmart-like-amazon-to-pay-holiday-bonuses-to-u-s-workers-11607006941?st=vn5axtxhtu0hyo1&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/mcconnell-calls-democratic-shift-on-coronavirus-stimulus-a-move-in-the-right-direction-11607011152?st=mcvnkd4hus81d32&reflink=desktopwebshare_permalink
https://www.politico.com/news/2020/12/03/coronavirus-stimulus-relief-moderates-442724
https://www.wsj.com/articles/warner-bros-to-release-all-2021-films-on-hbo-max-in-theaters-simultaneously-11607020941?st=waaczexpgsnmjoh&reflink=desktopwebshare_permalink
https://www.ft.com/content/f84283b9-4cc2-4d89-81f7-f2554ab045dd?emailId=5fc9cd5cffd771000441d7fa&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2VBtXcU
https://www.wsj.com/articles/weather-upending-la-nina-is-a-headache-for-farmers-around-the-world-11607077803?st=et60y9qj07wse4c&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/wheat-and-rice-prices-surgein-coronavirus-lockdown-11585598044?st=s6kjid3tqysgiqm&reflink=desktopwebshare_permalink
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mainstream as one can find, and by all accounts he will be a reliable dove.  Clearly some 

of this is partisanship; the Democrats will lose the chance to fill a spot on the FOMC.  At 

the same time, it is hard to see how they could argue that Waller is unqualified.  The fact 

that no Democrat voted for him, even though some did in committee in February, 

suggests that either (a) this is pure hardball politics, or (b) the “Overton window” has 

now shifted so much that a mainstream dove isn’t good enough for the extreme wings of 

either party.  We fully expect the Fed to become increasingly politicized over time and 

eventually become a funding arm of the Treasury.  We would view the partisan nature of 

this vote as further evidence of this trend.   

 

U.S. Economic Releases  

 

In November, the jobs numbers were disappointing as a surge in cases likely weighed on hiring 

decisions.  Nonfarm payrolls increased by 245K compared to expectations of a rise of 470K.  

The previous report was revised from 638K to 610K.  Private payrolls increased by 344K 

compared to expectations of 540K.  The previous report was revised from 906K to 877K.  

Lastly, manufacturing payrolls increased by 27K compared to expectations of 45K.  The 

previous report was revised from 38K to 27K. 

 

 
 

The chart above shows the annual change in employer payrolls.  The number of employees on 

firm payrolls are down 6.1% from last year. 

 

An exodus of retail workers from the labor market, possibly due to renewed lockdown 

restrictions, pushed the unemployment rate downward as the labor force fell.  The 

unemployment rate fell from 6.9% to 6.7%, in line with expectations.  Labor force participation 
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decreased from 61.7% to 61.5%, while the underemployment rate fell from 12.1% to 12.0%.  

Average hourly earnings rose 0.3% from the prior month compared to expectations of 0.1%.  

 

 
 

The chart above shows the unemployment rate along with the inverted employment/population 

ratio.  A reduction in the labor market likely will not have an impact on Fed policy, but it does 

suggest that the need for fiscal stimulus is becoming urgent. 

 

The November data suggests the recovery is stalling. 
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The above chart indexes the peak of cyclical employment for the postwar business cycles.  

Clearly, the current cycle is the biggest decline over this period.  The rebound has been quite 

robust until November.  We are currently 12 months past the peak and worry that the recovery 

time could be extended.   

 

The trade balance widened by less than expected.  The trade deficit widened from 62.1B to 

63.1B compared to expectations of 64.8B. 

 

 
 

The chart above shows the trade balance.  As the economy returns to normal, we expect the trade 

balance to narrow due to dollar weakness. 

 

Overall, the biggest surprise in the market’s reaction is the jump in long-dated yields.  After all, 

weaker labor market data usually triggers a decline in yields.  We suspect that the weakening 

labor market is raising expectations of more QE; paradoxically, in the last business cycle, periods 

of QE led to rising, not falling, long-duration yields, likely due to fears of inflation.  We may be 

seeing a similar situation this time around. 

 

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

10:00 Factory Orders m/m Oct 0.8% 1.1% **

10:00 Factory Orders Ex Trans m/m Oct 0.5% **

10:00 Durable Goods Orders m/m Oct 1.3% 1.3% **

10:00 Durables Ex Transportation m/m Oct 1.3% 1.3% **

10:00 Cap Goods Orders Nondef Ex Air m/m Oct 0.7% 0.7% **

10:00 Cap Goods Ship Nondef Ex Air m/m Oct 2.3% **

Speaker or event

11:00 Neel Kashkari Discusses Constitutional Amendement for Students President of Federal Reserve Bank of Minneapolis

Fed Speakers or Events

District or position

 
 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

add a paragraph below if any development merits further explanation. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Retail Sales m/m Oct 1.4% -1.1% ** Equity and bond neutral

New Zealand Volume of All Buildings SA q/q 3Q 34.6% -22.4% 31.5% ** Equity bullish, bond bearish

Europe

France Budget Balance YTD m/m Oct -159.9b -161.6b ** Equity and bond neutral

Germany Factory Orders m/m Oct 2.9% 0.5% 1.5% ** Equity bullish, bond bearish

Markit Germany Construction PMI m/m Nov 45.6 45.2 ** Equity bullish, bond bearish

Italy Retail Sales m/m Oct 0.6% -0.8% 0.3% ** Equity bullish, bond bearish

UK New Car Registrations y/y Nov -27.4% -1.6% ** Equity and bond neutral

Markit/CIPS UK Construction PMI m/m Nov 54.7 53.1 52.0 ** Equity bullish, bond bearish

Russia Markit Russia PMI Services m/m Nov 48.2 46.9 46.0 ** Equity bullish, bond bearish

Markit Russia PMI Composite m/m Nov 47.8 47.1 ** Equity bullish, bond bearish

Gold and Forex Reserve w/w 27-Nov 583.2b 584.9b ** Equity and bond neutral

Money Supply Narrow Def w/w 27-Nov 13.35t 13.46t ** Equity and bond neutral

Light Vehicle Car Sales y/y Nov 5.9% 7.0% 6.0% * Equity and bond neutral

AMERICAS

Brazil GDP y/y 3Q -3.9% -11.4% -3.5% ** 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) 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

Central Bank Action Current Prior Expected

RBI Repurchase Rate 4.000% 4.000% 4.000% On forecast

RBI Reverse Repo Rate 3.350% 3.350% 3.350% On forecast

RBI Cash Reserve Ratio 3.000% 3.000% 3.000% On forecast   
 

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 $49.41 $48.71 1.44% Economic Optimism

WTI $46.30 $45.64 1.45%

Natural Gas $2.49 $2.51 -0.60%

Crack Spread $9.17 $9.17 -0.03%

12-mo strip crack $11.98 $11.99 -0.11%

Ethanol rack $1.43 $1.43 -0.21%

Gold $1,839.76 $1,841.08 -0.07%

Silver $24.17 $24.07 0.46%

Copper contract $352.45 $349.05 0.97%

Corn contract 425.50$       426.50$       -0.23%

Wheat contract 583.00$       584.50$       -0.26%

Soybeans contract 1,169.00$    1,168.25$   0.06%

Baltic Dry Freight 1189 1201 -12

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%

Natural gas (bcf) -1.0 -19.0 18.0

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 the 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. 
 

December 4, 2020 
 

Over the decades, keen observers of the financial markets have developed a number of theories 

and strategies that serve as useful tools for understanding market dynamics.  One of the most 

famous such tools is the Dow Theory, which explains longer-term market movements based on 

the writings of Wall Street Journal founder Charles H. Dow up to his death in 1902.  Of the 

many interrelated concepts that make up the Dow Theory, one that we find especially useful is 

the idea that stock market averages, like a broad market index and an index of transportation-

related stocks, must move in a similar way to confirm that a tradeable trend is in place.  When 

they fail to confirm each other, it’s a signal that the trend may be ephemeral or ready to reverse 

course. 

 

One quick, easy way to check on market-average confirmation is to compare the change in the 

S&P 500 Index of large cap U.S. stocks versus the change in a narrower indicator index like the 

Dow Jones Transportation Average (a purist would compare the Dow Jones Industrial Average 

against the DJTA, but the larger set of holdings in the S&P 500 probably makes it a better proxy 

for the broad market).  Comparing the S&P 500 with the DJTA makes sense because a broad 

economic revival benefitting companies across most sectors should be associated with improved 

business conditions for railroads, truckers, airlines, and other firms involved with moving goods 

and people to facilitate that commerce.  When there is an uptrend in the broad economy or the 

broad market index, but a decline in transportation activity or transport stocks, it would suggest 

that actual conditions are deteriorating and it may be time to look for a reversal in the stock 

market.  While the change can be tracked over different time periods, a rolling period of three 

months makes sense to us. 

 

As shown in the chart below, the uptrend in the broad market over the last three months has been 

nicely confirmed by an uptrend in transportation stocks.  The S&P 500 (shown by the blue line) 

was up approximately 6.9% in the three months to the middle of this week, while the DJTA 

(shown by the red line) was up 11.3%.  There were plenty of fundamental economic and 

financial reasons for the broad uptrend in stock prices over the period.  Through the summer and 

early fall, coronavirus infections were declining and pandemic economic restrictions were being 

lifted in most of the country.  Despite a resurgence of infections more recently, positive news on 

the development of safe and effective vaccines has boosted expectations that the pandemic could 

be overcome relatively soon.  In addition, corporate profits have been recovering.  All the same, 

the outsized gain in transportation-related stocks offered a welcome element of confirmation that 

provided greater confidence in the uptrend. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Another way to see the relationship is to graph the difference between the DJTA and the broad 

market index, as shown by the blue line in the chart below.  The chart indicates that the three-

month outperformance of the DJTA versus the S&P 500 peaked in mid-September, early in the 

period.  Since then, the outperformance has gradually moderated, but it has remained positive. 
 

 
 

It’s important to remember that market-average confirmation is just one aspect of Dow Theory.  

Other aspects of the theory, such as secondary confirmation provided by trading volume, are not 

addressed here.  Nevertheless, the DJTA’s outperformance provides a welcome piece of 

evidence suggesting that the recent uptrend in stocks “has legs.”  When added to other, more 

fundamental indicators, such as the resolution of the U.S. presidential election and continued 

monetary stimulus from the Federal Reserve, the evidence suggests that equities could continue 

to appreciate in the months going forward, validating our continued exposure to stocks in our 

asset allocation strategies.   
 

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 12/3/2020 close) 

 

-50.0% 0.0% 50.0%

Energy
Real Estate

Financials
Utilities

Consumer Staples
Industrials
Healthcare

S&P 500
Materials

Communication Services
Consumer Discretionary

Technology

YTD Total Return

  
-1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5%

Utilities

Materials

Communication Services

Healthcare

Technology

S&P 500

Financials

Consumer Staples

Industrials

Consumer Discretionary

Real Estate

Energy

Prior Trading Day Total Return

(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 12/3/2020 close) 

 

-10.0% 0.0% 10.0% 20.0%

Commodities

Real Estate

Cash

Foreign Developed (local currency)

US High Yield

Foreign Developed ($)

Mid Cap

US Government Bond

US Corporate Bond

Small Cap

Emerging Markets (local currency)

Emerging Markets ($)

Large Cap
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 

 

December 3, 2020 
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Based on our methodology,1 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. 

 
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 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. 


