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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 9, 2020—9:30 AM EST] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.5% from its last close.  In Asia, the MSCI Asia Apex 50 is 

up 0.7%.  Chinese markets were lower, with the Shanghai Composite down 1.1% from the prior 

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

open.   

 

Our Daily Comment today opens with the latest coronavirus news.  Importantly, the U.K. 

vaccinations yesterday turned up two negative reactions in people with allergy issues, but the 

news doesn’t seem to be undermining vaccine euphoria yet.  There’s also a new pandemic relief 

proposal from the White House to consider.  We follow the coronavirus news with an update on 

the U.S. presidential transition and the latest on Brexit negotiations. 

 

COVID-19:  Official data show confirmed cases have risen to 68,387,002 worldwide, with 

1,560,117 deaths.  In the United States, confirmed cases rose to 15,174,018 with 286,338 deaths.  

Here is the interactive chart from the Financial Times that allows you to compare cases and 

deaths among countries, scaled by population. 

 

Virology 

• Newly confirmed U.S. infections topped 215,000 yesterday, while hospitalizations 

related to the virus rose to a new record of 104,600.  Among those hospitalized, the 

number in intensive care rose to a record of 20,483.  The number of new deaths surpassed 

2,500, bringing the seven-day average of virus-related deaths to a near-record of 2,237.  

Responding to the latest resurgence of the disease, state and local governments continue 

to impose new restrictions on business and social activity. 

o In Washington State, Governor Inslee extended broad limits on gatherings, 

restaurants, and other indoor activities until January 4. 

o In North Carolina, Governor Cooper said that beginning Friday he will institute a 

new, modified stay-at-home order, requiring business closures and people to 

remain at home from 10 p.m. to 5 a.m. 

• Just a day after the U.K. started injecting people with the new coronavirus vaccine 

developed by Pfizer (PFE, 42.56) and BioNTech (BNTX, 128.11), British authorities said 

two recipients with a history of “significant” allergies had negative reactions to the shot.  

In response, the Medicines and Healthcare Products Regulatory Agency said people with 

a history of allergies shouldn’t receive the vaccine.  Fortunately, there is little indication 
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that the setback has damaged optimism about getting the pandemic under control, 

perhaps because observers understand that problems with allergies were investigated in 

clinical trials and not found to be a major issue. 

• In the U.S., the leader of the advisory panel charged with evaluating the Pfizer/BioNTech 

vaccine said the shot is very likely to obtain emergency-use authorization because of its 

apparent high-efficacy rate of approximately 95%.  The panel meets to consider the 

vaccine tomorrow. 

• The United Arab Emirates is the first foreign country to approve a COVID-19 vaccine 

developed by the Chinese state-owned pharmaceutical group Sinopharm (SHTDY, 

12.24), saying the vaccine has 86% efficacy, according to interim results of a phase 3 

trial.  The figures suggest the major foreign vaccines being developed outside the U.S. 

and Britain could be similarly effective.  If so, they could help ensure a successful global 

effort to rein in the disease. 

• Dr. Anthony Fauci, director of the National Institute of Allergy and Infectious Diseases, 

yesterday said the new coronavirus vaccines could diminish the disease as successfully as 

the polio vaccine did for polio.  This would enable workers to return to offices and 

restaurants in the second half of 2021.  However, Fauci cautioned that hurdles still exist, 

including some people’s hesitancy to get vaccinated and getting through the current 

resurgence of infections. 

 

Market Impacts 

• Investors betting that coronavirus vaccines will propel the global economic recovery next 

year continue to buy assets outside of the U.S., pushing the dollar lower and complicating 

European policymakers’ efforts to boost inflation. 

o The euro is currently up more than 8% against the greenback this year, putting it 

near its highest level since April 2018. 

o In technical terms, the U.S. Dollar Index has recently broken below a key support 

level, adding to expectations that the greenback will continue to weaken. 

 

U.S. Policy Response 

• The Trump administration threw a curveball into the ongoing congressional negotiations 

over a new pandemic relief bill when he offered Democratic leaders a $916 billion bill 

that includes another round of direct payments to taxpayers.  The bill gives payments to 

individuals totaling $600 per person, but it wouldn’t include the $300 per week in extra 

unemployment benefits that were in last week’s bipartisan proposal.  Various lawmakers, 

ranging from Democratic Senator Bernie Sanders of Vermont to Republican Senator Josh 

Hawley of Missouri, have swung around to the idea of another round of direct payments 

to individuals, although it’s not clear whether they have enough momentum to get the 

idea into a bill. 

o Because of the exclusion of increased jobless benefits, House Speaker Pelosi and 

Senate Minority Leader Schumer expressed coolness toward the White House 

proposal. 

https://www.wsj.com/articles/head-of-fda-advisory-panel-predicts-approval-for-pfizers-covid-19-vaccine-11607515201
https://www.wsj.com/articles/head-of-fda-advisory-panel-predicts-approval-for-pfizers-covid-19-vaccine-11607515201
https://www.ft.com/content/1ef92350-3519-4522-9f80-94eec14fa588
https://www.wsj.com/articles/deborah-birx-and-anthony-fauci-to-discuss-coronavirus-response-11607432098
https://www.wsj.com/articles/deborah-birx-and-anthony-fauci-to-discuss-coronavirus-response-11607432098
https://www.wsj.com/articles/euro-rally-weighs-on-inflation-sapping-appetite-for-stocks-11607509775?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/mcconnell-calls-for-covid-19-aid-bill-excluding-liability-shield-state-aid-11607457672?mod=hp_lead_pos6
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o Negotiations continue on the $908 billion bipartisan proposal, which would 

include aid to state and local governments as well as virus liability protections for 

businesses, nonprofits, and schools. 

o In any case, the continued negotiations and broad pushback against any effort to 

dramatically narrow the package should be evidence that a deal is more likely 

than no deal.  That should continue to support risk markets, as it did in helping lift 

the S&P 500 to yet another record close yesterday.  

 

U.S. Presidential Transition: Sources say President-elect Biden will nominate Ohio 

Representative Marcia Fudge to lead the Department of Housing and Urban Development and 

former Iowa Governor Tom Vilsack to head the Department of Agriculture, as he did through 

much of the Obama administration.   

• Biden’s nominee for national security advisor, Jake Sullivan, signaled that the incoming 

administration will confront Beijing over its crackdown on civil freedoms in Hong Kong.  

In a tweet, Sullivan wrote, “We stand united with our allies and partners against China’s 

assault on Hong Kong’s freedoms — and to help those persecuted find safe haven.” 

• Biden’s nomination of retired Army General Lloyd Austin for defense secretary is 

generating pushback by lawmakers who prefer a civilian in the role and question Austin’s 

experience and expertise in Asia. 

• Biden is also reportedly considering Pete Buttigieg, the former Democratic presidential 

candidate and past mayor of South Bend, Indiana, to be his ambassador to China.  

 

Brexit: British Prime Minister Johnson travels to Brussels today for a working dinner with 

European Commission President von der Leyen in what may be the last chance to resolve their 

differences over a post-Brexit trade deal between the U.K. and the EU.  Ahead of the meeting, 

the Brits offered an olive branch by saying they will modify the Internal Market Bill currently 

being considered in parliament in order to eliminate controversial provisions that would allow 

Britain to break its withdrawal agreement with the EU.  All the same, German Chancellor 

Merkel warned that Brussels will accept a no-deal outcome of the talks if the two sides cannot 

minimize the risk of unfair competition between their markets.  We still believe a deal is likely, 

but the to-and-fro of the negotiations could spark some volatility in British and European assets 

or currencies in the coming days.  On a related note, the Johnson government said it will stop 

enforcing the EU’s punitive tariffs against the U.S. over aircraft subsidies, in an attempt to curry 

favor with the Biden administration and pave the way for a post-Brexit trade deal.  

 

Japan-North Korea: Lawmakers in Japan’s ruling party have approved a plan for the country to 

develop its own missiles capable of reaching North Korea as part of a defense buildup that would 

give Tokyo the ability to launch a preemptive strike if it anticipates an attack. 

 

U.S. Economic Releases  

 

For the week ending December 4, mortgage applications fell 1.2% from the prior week. 

Applications for purchases fell 5.0% from the prior week, while refinance applications rose 

1.8%.  The average 30-year fixed-rate mortgage fell 2 bps from 2.92% to 2.90%. 

https://www.wsj.com/articles/president-elect-joe-biden-to-nominate-marcia-fudge-to-lead-department-of-housing-and-urban-development-11607468752?mod=hp_lead_pos7
https://www.wsj.com/articles/president-elect-joe-biden-to-nominate-marcia-fudge-to-lead-department-of-housing-and-urban-development-11607468752?mod=hp_lead_pos7
https://www.ft.com/content/853c5e5c-f7dd-4231-b84d-a8f3cf1faa35
https://www.ft.com/content/853c5e5c-f7dd-4231-b84d-a8f3cf1faa35
https://www.ft.com/content/f96ecf12-194f-46a0-9f81-784bd7fabba1
https://www.scmp.com/news/china/diplomacy/article/3113163/mayor-pete-buttigieg-could-be-heading-china-joe-bidens-pick?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20201209&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=d63d367bc1&MCAccountID=3775521f5f542047246d9c827&tc=10
https://www.scmp.com/news/china/diplomacy/article/3113163/mayor-pete-buttigieg-could-be-heading-china-joe-bidens-pick?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20201209&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=d63d367bc1&MCAccountID=3775521f5f542047246d9c827&tc=10
https://www.ft.com/content/1f60d3eb-4c45-461c-9f4a-f65a90555a0a
https://www.ft.com/content/1f60d3eb-4c45-461c-9f4a-f65a90555a0a
https://www.politico.eu/article/johnson-in-brussels-on-wednesday-to-unlock-brexit-talks/?utm_source=POLITICO.EU&utm_campaign=b40a721346-EMAIL_CAMPAIGN_2020_12_09_06_17&utm_medium=email&utm_term=0_10959edeb5-b40a721346-190480045
https://www.politico.eu/article/johnson-in-brussels-on-wednesday-to-unlock-brexit-talks/?utm_source=POLITICO.EU&utm_campaign=b40a721346-EMAIL_CAMPAIGN_2020_12_09_06_17&utm_medium=email&utm_term=0_10959edeb5-b40a721346-190480045
https://www.politico.eu/article/uk-to-drop-planned-laws-that-would-breach-international-law/?utm_source=POLITICO.EU&utm_campaign=b40a721346-EMAIL_CAMPAIGN_2020_12_09_06_17&utm_medium=email&utm_term=0_10959edeb5-b40a721346-190480045
https://www.politico.eu/article/uk-to-drop-planned-laws-that-would-breach-international-law/?utm_source=POLITICO.EU&utm_campaign=b40a721346-EMAIL_CAMPAIGN_2020_12_09_06_17&utm_medium=email&utm_term=0_10959edeb5-b40a721346-190480045
https://www.ft.com/content/45e87b12-f0a1-424c-bf52-7785e33e3bb8
https://www.ft.com/content/863023ac-3a44-4c45-abea-5f46fecbd1ad
https://www.ft.com/content/863023ac-3a44-4c45-abea-5f46fecbd1ad
https://www.wsj.com/articles/japan-plans-its-own-missiles-able-to-hit-north-korea-11607510528?mod=hp_listb_pos3
https://www.wsj.com/articles/japan-plans-its-own-missiles-able-to-hit-north-korea-11607510528?mod=hp_listb_pos3
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The table below lists the domestic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Oct 0.9% 0.9% **

10:00 Wholesale Trade Sales m/m Oct 0.1% **

10:00 JOLTS Job Openings m/m Oct 6300 6436 **

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. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China PPI y/y Nov -1.5% -2.1% -1.8% ** Equity and bond neutral

CPI y/y Nov -0.5% 0.5% 0.0% *** Equity and bond neutral

Money Supply M2 YoY y/y Nov 10.7% 10.5% 10.5% ** Equity and bond neutral

New Yuan Loans CNY m/m Nov 1430.0b 689.8b 1450.0b ** Equity and bond neutral

Japan Money Stock M2 y/y Nov 9.1% 9.0% 8.9% *** Equity and bond neutral

Money Stock M3 y/y Nov 7.6% 7.5% 7.4% ** Equity and bond neutral

Core Machine Orders m/m Oct 17.1% -4.4% 2.5% * Equity bullish, bond bearish

Machine Tool Orders y/y Nov P 8.0% -6.0% * Equity bullish, bond bearish

Australia Westpac Consumer Conf Index m/m Dec 112 107.7 *** Equity bullish, bond bearish

New Zealand Mfg Activity SA q/q 3Q 10.0% -11.9% ** Equity bullish, bond bearish

Mfg Activity Volume q/q 3Q 17.3% -12.2% ** Equity bullish, bond bearish

Europe

Germany Trade Balance m/m Oct 19.4b 20.8b 18.5b *** Equity bullish, bond bearish

Current Account Balance m/m Oct 22.5b 26.3b 21.0b *** Equity bullish, bond bearish

Labor Costs WDA y/y 3Q 1.70% 5.10% ** Equity and bond neutral

Russia Wellbeing Fund m/m Nov $177.4b $167.6b * Equity and bond neutral

AMERICAS

Brazil FIPE CPI - Weekly w/w 7-Dec 1.0% 1.1% 1.0% ** Equity and bond neutral

Mexico International Reserves Weekly w/w 4-Dec $194359m $194288m * Equity and bond neutral  
 

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. 

 



 

 

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

www.confluenceinvestment.com 

 5 

Today Prior Change Trend

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

3-mo T-bill yield (bps) 7 7 0 Neutral

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 0.94 0.92 0.02 Neutral

Euribor/OIS spread (bps) -54 -53 -1 Neutral

EUR/USD 3-mo swap (bps) 24 27 -3 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Flat Up

Central Bank Action Current Prior Expected

Selic Rate 2.000% 2.000% On forecast

Bank of Canada Rate Decision 0.250% 0.250% 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 $48.93 $48.84 0.18%

WTI $45.74 $45.60 0.31%

Natural Gas $2.49 $2.40 3.75%

Crack Spread $9.28 $9.26 0.14%

12-mo strip crack $11.96 $11.99 -0.28%

Ethanol rack $1.41 $1.41 -0.28%

Gold $1,859.66 $1,870.56 -0.58%

Silver $24.27 $24.55 -1.18%

Copper contract $351.80 $349.90 0.54%

Corn contract 420.75$       419.75$       0.24%

Wheat contract 569.00$       570.00$       -0.18%

Soybeans contract 1,157.50$    1,151.50$   0.52%

Baltic Dry Freight 1121 1162 -41

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) 2.0

Distillates (mb) 1.0

Refinery run rates (%) 0.60%

Natural gas (bcf) -86.0

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 South.  Wet conditions are expected throughout most of the 

country, with dry conditions expected in the Southwest. 
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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.  



 

 

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

www.confluenceinvestment.com 

 8 

Data Section 
 

U.S. Equity Markets – (as of 12/8/2020 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 12/8/2020 close) 

 

-10.0% 0.0% 10.0% 20.0%

Commodities

Real Estate
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US High Yield

Foreign Developed ($)
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Source: Bloomberg

 
 

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

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

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. 


