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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 10, 2020—9:30 AM EST] Global equity markets are generally flat this 

morning.  The EuroStoxx 50 is up 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 is 

down 0.8%.  Chinese markets were higher, with the Shanghai Composite relatively unchanged 

from the prior close and the Shenzhen Composite up 0.1%.  U.S. equity index futures are 

signaling a flat open.   

 

Good morning!  The ECB met today and decided to increase its long-term bond purchases; the 

market’s initial reaction is hawkish.  The EUR has rallied, and rates have lifted (albeit modestly).  

U.S. equity futures are mostly sideways this morning.  There is a lot of news today.  We start 

with a quick look at the ECB then move to the FTC antitrust suit against Facebook (FB, USD, 

277.92).  Brexit comes next as talks come down to the wire.  It looks like the EU budget has a 

fix, which means a Eurobond is likely.  Pandemic news follows.  We update the news from 

China.  Economic and policy news is next, and we close with miscellaneous foreign reports.  

Being Thursday, the Weekly Energy Update is available; in the report, we link to the University 

of Chicago’s research showing the history of U.S. energy consumption.  Here are the details: 

 

ECB:  Simply put, the ECB did everything that was expected in its announcement.  It is adding 

longer duration bonds to its purchases, boosting purchases, extending its other support programs, 

and continuing to press for inflation.  The market’s reaction was likely a surprise to 

policymakers.  Interest rates rose, and the currency appreciated.  It isn’t clear what the ECB can 

do if it wants a weaker currency and/or lower rates, other than a mandate to peg exchange and 

interest rates.  What is our take?  The currency was destined to rise because it is undervalued 

with only a peg policy (where the ECB would buy dollars in a consistent intervention program) 

to keep it suppressed.  In the press conference, there were no surprises.   

 

Facebook:  Yesterday, the FTC and the attorneys general of 46 states joined in a lawsuit against 

Facebook.  The case against the company is that it bought potential competitors to prevent 

competition.  This case follows a similar one launched recently against Google (GOOGL, USD, 

1777.86).  To some extent, the case against Facebook is based on a turn in the rules; from the 

mid-1980s until recently, policymakers used the Bork standard, which meant that the sole 

standard of harm was the impact on consumers.  As long as consumers were not clearly harmed, 

a company could do just about anything it wanted, and they have.  The Bork standard’s narrow 

interpretation of harm means that tech companies have engaged in political interference and 

labor suppression without fear of legal retribution, until now.  The thinking regarding antitrust 

has since taken a populist turn.  The FTC is seeking to unwind Facebook’s acquisitions of 

Instagram and WhatsApp, a move similar to the breakup of Standard Oil over a century ago.   

 

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-12-10-2020-11607595622?st=lvyooc8vm7dmjw5&reflink=desktopwebshare_permalink
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_10_2020.pdf
https://www.wsj.com/articles/ecb-expands-stimulus-program-to-prop-up-pandemic-hit-economy-11607604670?st=1psa1fki88aj9xm&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/facebook-hit-with-antitrust-lawsuit-by-federal-trade-commission-state-attorneys-general-11607543139?st=b5tg5ye6xrpveul&reflink=desktopwebshare_permalink
https://www.politico.com/news/2020/12/09/states-ftc-suing-facebook-for-alleged-antitrust-abuses-443957?nname=politico-nightly&nid=00000170-c000-da87-af78-e185fa700000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2670445
https://www.ft.com/content/5c03ac0f-7122-4c31-97a5-ecab3928a038?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3247362
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3247362
https://www.wsj.com/articles/justice-department-to-file-long-awaited-antitrust-suit-against-google-11603195203?st=10zhaqqoteoljgc&reflink=desktopwebshare_permalink
https://www.nytimes.com/2018/11/15/technology/facebook-definers-opposition-research.html
https://www.cnn.com/2018/11/16/politics/facebook-octopus-political-art/index.html
https://www.wsj.com/articles/facebook-seeks-shutdown-of-nyu-research-project-into-political-ad-targeting-11603488533?st=6uoddassocsmc91&reflink=desktopwebshare_permalink
https://www.axios.com/facebook-antitrust-suits-surprises-c3af3e8a-1ed9-4d48-a264-60b3eeaed895.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
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The turn of fortune for the large-tech firms is unmistakable.  The Obama administration courted 

tech CEOs.  Sheryl Sandberg was thought to be slated for a cabinet job in the Clinton 

administration.  It still looks like both left- and right-wing establishments are uncomfortable 

bringing action against the tech firms (two GOP members of the FTC voted against the suit).  

However, populists on both sides are supportive of further action against the companies.  We do 

note their end goals are not necessarily identical, but we would also note that the large tech firms 

are facing what may be their most potent threat—concerted antitrust action.  At the same time, 

antitrust action moves at legal, not market, speed, so the suits against both Google and Facebook 

will take a long time to work out.  Nevertheless, there does appear to be a trend in place.  What 

does this mean for investors?  It’s not necessarily bad.  The Standard Oil breakup created scads 

of smaller companies that all did quite well, probably enriching shareholders more than the 

single company would have.  Given the heavy weighting of the tech firms in passive indexes, 

there could be negative effects on overall index performance. 

 

Brexit:  PM Johnson and EC President von der Leyen had dinner (we heard it was fish, which is 

symbolic) and discussions were said to be “frank,” which is usually diplomatic code for a 

shouting match.  The leaders agreed that Sunday will be it; if an agreement isn’t reached, we are 

probably on the way to a hard Brexit.  The two sides remain far apart.  The U.K. doesn’t want to 

live by EU rules but wants open access to trade; the EU wants to enforce automatic trade 

sanctions if there is a violation of EU rules, which is rejected by Westminster.  Germany, which 

has mostly been supportive of the U.K., is preparing for no deal. 

 

We have seen years of EU negotiations where one can feel the breeze of deadlines passing, so 

even if we get to Monday without a deal, it doesn’t necessarily mean that a crisis is pending.  It is 

more likely that a hard Brexit will lead to real negotiations for a trade deal that both sides can 

live with.  In the short run, there are some important risks.  First, there will almost certainly be 

disruptions; shortages will likely pop up all over the U.K.  We would expect problems on the 

Ireland frontier.  Honda (HMC, USD, 29.97) recently was forced to close a plant due to parts 

shortages caused by port disruptions.  Our position has been that a hard Brexit will lead to a 

spike down in U.K. financial assets that will probably be a buying opportunity.  The price break 

will likely be painful; a GBP of $1.15/$1.20 in short order is likely. 

 

EU:  Germany has presented a workaround to the rule of law issue that led to veto threats from 

Poland and Hungary.  The German plan requires a court decision before violators of the rule of 

law provisions could be enforced.  Reactions from Poland have been positive.  Most importantly, 

it gives Hungary and Poland a “win” that both political leaders needed.   

• The EU is preparing additional sanctions on Turkey for its threats to affect natural gas 

drilling around Cyprus.   

• The EU is preparing to enforce fines on tech firms who fail to police the internet.   

COVID-19:  The number of reported cases is 69,027,093 with 1,572,162 fatalities.  In the U.S., 

there are 15,392,979 confirmed cases with 289,450 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-

https://www.axios.com/facebooks-reversal-of-dc-fortune-f637ada5-0a36-4172-aca0-9e6389eb1191.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://nyti.ms/3guvdYS
https://ec.europa.eu/commission/presscorner/detail/en/statement_20_2373?utm_source=POLITICO.EU&utm_campaign=32019ae4b8-EMAIL_CAMPAIGN_2020_12_10_06_23&utm_medium=email&utm_term=0_10959edeb5-32019ae4b8-190334489
https://www.ft.com/content/fb655185-c89e-4a1b-948f-fbe97176c891?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/significant-obstacles-remain-in-brexit-negotiations-u-k-official-says-11607553320?st=75n9irtytzcdb4l&reflink=desktopwebshare_permalink
https://www.ft.com/content/45e87b12-f0a1-424c-bf52-7785e33e3bb8?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/angela-merkel-germany-eu-no-deal-brexit-uk-competition/?utm_source=POLITICO.EU&utm_campaign=32019ae4b8-EMAIL_CAMPAIGN_2020_12_10_06_23&utm_medium=email&utm_term=0_10959edeb5-32019ae4b8-190334489
https://www.politico.eu/article/angela-merkel-germany-eu-no-deal-brexit-uk-competition/?utm_source=POLITICO.EU&utm_campaign=32019ae4b8-EMAIL_CAMPAIGN_2020_12_10_06_23&utm_medium=email&utm_term=0_10959edeb5-32019ae4b8-190334489
https://www.ft.com/content/d4e4ba45-5a4c-4aa3-9dda-06be45dabb2a
https://www.ft.com/content/0c242a12-098a-4d37-8aa8-b7258687324e
https://www.ft.com/content/0c242a12-098a-4d37-8aa8-b7258687324e
https://www.ft.com/content/cd09d489-10cd-4818-a87a-e060140951c1?emailId=5fd0b0fe6621ce0004b42cb8&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.eu/article/german-presidency-proposes-rule-of-law-compromise-text/?utm_source=POLITICO.EU&utm_campaign=32019ae4b8-EMAIL_CAMPAIGN_2020_12_10_06_23&utm_medium=email&utm_term=0_10959edeb5-32019ae4b8-190334489
https://www.politico.eu/article/eu-closes-in-on-rule-of-law-budget-compromise/?utm_source=POLITICO.EU&utm_campaign=32019ae4b8-EMAIL_CAMPAIGN_2020_12_10_06_23&utm_medium=email&utm_term=0_10959edeb5-32019ae4b8-190334489
https://twitter.com/JuditVarga_EU/status/1336757290913959936?s=20&utm_source=POLITICO.EU&utm_campaign=32019ae4b8-EMAIL_CAMPAIGN_2020_12_10_06_23&utm_medium=email&utm_term=0_10959edeb5-32019ae4b8-190334489
https://www.politico.eu/article/eu-leaders-to-line-up-new-sanctions-on-turkey-at-summit/?utm_source=POLITICO.EU&utm_campaign=32019ae4b8-EMAIL_CAMPAIGN_2020_12_10_06_23&utm_medium=email&utm_term=0_10959edeb5-32019ae4b8-190334489
https://www.ft.com/content/72371610-4820-44c0-a955-4a19e430d343?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/live/2020/12/10/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
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frequency data on various factors.   The weekly Axios chart shows that infection rates are 

continuing to mount. 

 

Virology 

• The FDA is meeting to grant approval for the Pfizer (PFE. USD, 41.85)/BioNTech 

(BNTX, USD, 122.81) vaccine for broad distribution.  The U.K. is warning that those 

with allergies may want to avoid taking this vaccine, as early distribution reports show 

adverse reactions to the drug.   

o The European Medicines Agency (EMA) reported that its data on the 

Pfizer/BioNTech vaccine was hacked.   

o Canada has approved this vaccine. 

• A UAE report indicates that China’s Sinopharm (SHTDF, USD, 2.63) vaccine is 85% 

effective.  The UAE was the first country to make this vaccine available.   

• Although Putin’s daughter has taken the Russian vaccine, the leader himself has not.   

• One of the challenges governments will face is tracking those who have had the vaccine.   

• Although optimism surrounding the vaccines is high, the actual distribution will likely be 

slower than the current expectations indicate.   

• Managing the economy and the pandemic is a balancing act.  In Europe, we are seeing 

less stringent lockdowns and higher levels of infections. 

• The pandemic is disrupting global supply chains. 

China:  Here is what we are watching in China. 

• It is becoming increasingly clear that activists in Hong Kong are either facing 

imprisonment or exile.  The U.S. is threatening businesses over their activities in Hong 

Kong, making it clear that Washington’s position is that Hong Kong is no longer 

considered a separate entity.   

• We are seeing increasing reports of China’s intelligence activities in the U.S.  China’s 

intelligence services have been cultivating local politicians, likely trying to encourage ties 

to those who may “move up” to national roles.  China is also monitoring Chinese 

Americans with relatives in China to squelch their comments or force them to return to 

China.   

• The debt default problem continues to fester.  Coal SOEs are finding it difficult to sell 

bonds (no shocker there).  The coal industry has been especially hard hit, but it isn’t the 

only area of concern.  Chipmakers have also defaulted, as have real estate firms.   

• China’s lending tied to the Belt and Road project appears to have fallen significantly.  A 

backlash tied to China’s geopolitical aims appears to be the primary cause.   

• The U.S. is considering sanctions on China for violating restrictions on coal purchases 

from North Korea. 

• S&P is cutting Chinese firms banned from the U.S. from its indices.   

Economics and Policy:  An update on stimulus. 

• Talks on stimulus are ongoing, but the issues continue.  There is a division on whether 

unemployment benefits should be extended or if there should only be checks to 

https://www.axios.com/middle-america-is-still-racking-up-a-ton-of-new-coronavirus-cases-597035c0-c922-4baf-8691-103881150c9f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/fda-advisory-panel-takes-up-pfizer-biontech-covid-19-vaccine-11607596201?st=t6360sdkppja2g3&reflink=desktopwebshare_permalink
https://apnews.com/article/business-science-infectious-diseases-coronavirus-pandemic-4a798b8073c845e60305479e4d94b786
https://www.ft.com/content/239c768f-9f0d-46d4-8e86-f6944914003f?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22&desktop=true#myft:notification:instant-email:content
https://www.ft.com/content/239c768f-9f0d-46d4-8e86-f6944914003f?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22&desktop=true#myft:notification:instant-email:content
https://www.wsj.com/articles/covid-19-vaccines-to-cause-temporary-side-effects-doctors-say-11607536289?st=azz5lqhv78dhyvd&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-vaccines-to-cause-temporary-side-effects-doctors-say-11607536289?st=azz5lqhv78dhyvd&reflink=desktopwebshare_permalink
https://www.ft.com/content/c270a4bd-b842-4bc6-8971-471d037ebcb1?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/5dfdedd9-c2bd-3faf-bd6c-3532d3308b3b?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22#post-58222
https://www.ft.com/content/1ef92350-3519-4522-9f80-94eec14fa588?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1ef92350-3519-4522-9f80-94eec14fa588?emailId=5fd1b1c95083eb0004d3ae1d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.cnn.com/2020/11/24/europe/russia-coronavirus-vaccine-putin-intl/index.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/governments-will-want-to-track-who-has-had-a-covid-19-vaccine-11607600430?st=4hncpx9k0ehg08o&reflink=desktopwebshare_permalink
https://www.politico.com/news/2020/12/08/coronavirus-vaccine-shortage-443839?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2020/12/08/coronavirus-vaccine-shortage-443839?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/lockdown-lite-spares-economies-but-doesnt-end-pandemic-11607531785?st=abafmj7wdca4mr6&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/lockdown-lite-spares-economies-but-doesnt-end-pandemic-11607531785?st=abafmj7wdca4mr6&reflink=desktopwebshare_permalink
https://www.ft.com/content/eb21056b-5773-422a-ab78-92e59cddc1b5?emailId=5fd20c81de0d610004f8d5f5&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.washingtonpost.com/world/asia_pacific/hong-kong-democracy-protests-jail-arrests/2020/12/09/128f7872-3902-11eb-aad9-8959227280c4_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%2F2d700fe%2F5fd1aa859d2fda0efb840da1%2F596b53f6ae7e8a44e7d597a3%2F36%2F67%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/asia_pacific/hong-kong-democracy-protests-jail-arrests/2020/12/09/128f7872-3902-11eb-aad9-8959227280c4_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%2F2d700fe%2F5fd1aa859d2fda0efb840da1%2F596b53f6ae7e8a44e7d597a3%2F36%2F67%2F860efe1a8d0e17e362d76014014ee4c6
https://www.wsj.com/articles/pompeo-warns-businesses-over-hong-kong-as-u-s-tensions-with-beijing-rise-11607463601?st=3c8pr0h8ip2yo68&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/pompeo-warns-businesses-over-hong-kong-as-u-s-tensions-with-beijing-rise-11607463601?st=3c8pr0h8ip2yo68&reflink=desktopwebshare_permalink
https://www.axios.com/china-spy-california-politicians-9d2dfb99-f839-4e00-8bd8-59dec0daf589.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioschina&stream=china
https://news.yahoo.com/fbi-warns-state-local-police-about-china-targeting-people-on-us-soil-173731020.html
https://news.yahoo.com/fbi-warns-state-local-police-about-china-targeting-people-on-us-soil-173731020.html
https://www.yicaiglobal.com/news/henan-soes-struggle-to-issue-bonds-after-chinese-coal-miner-usd459-million-default
https://www.yicaiglobal.com/news/henan-soes-struggle-to-issue-bonds-after-chinese-coal-miner-usd459-million-default
https://www.ft.com/content/f1abbb06-3f7b-469a-bca8-1996b838da2a
https://www.wsj.com/articles/chinese-chip-maker-in-default-on-2-5-billion-of-dollar-bonds-11607593266?st=f5roi4g62x56tjt&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/a-chinese-wework-for-apartments-is-in-distress-leaving-renters-out-in-the-cold-11607596203?st=idoeiv46ng80ib0&reflink=desktopwebshare_permalink
https://www.ft.com/content/1cb3e33b-e2c2-4743-ae41-d3fffffa4259?emailId=5fd0b0fe6621ce0004b42cb8&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/u-s-steps-up-pressure-on-china-over-north-korean-coal-exports-11607464646?st=3qv9hqa6ai3os57&reflink=desktopwebshare_permalink
https://www.reuters.com/article/us-usa-china-s-p-dji/sp-dji-to-remove-21-chinese-firms-from-equities-bond-indices-idUSKBN28K0DT?il=0
https://www.wsj.com/articles/bipartisan-group-fleshes-out-details-of-covid-aid-proposal-11607532508?st=dg60cisjzymz134&reflink=desktopwebshare_permalink
https://www.politico.com/news/2020/12/09/mnuchin-covid-relief-checks-444090?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
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households.  The issue of litigation protection has not been resolved.  Unfortunately, we 

only have a couple of days before recess, and a deal may not be forthcoming.   

• The Supreme Court is said to be unconvinced that the government doesn’t have the 

power to sequester mortgage servicers’ profits.   

• Asian nations are accumulating foreign reserves again, which is usually seen when they 

are trying to prevent appreciation.  If so, we could see tensions rise as Washington wants 

to see the dollar weaken.   

• The World Bank is projecting a slow recovery from the pandemic. 

• Mortgage issuance is on a record pace as low-interest rates are boosting housing demand.   

• An inflation indicator?  Happy meal prices are said to be rising due to more expensive 

trinkets.   

Foreign news:  A roundup. 

• India is offering to sell the U.S. military trainer aircraft.  The U.S. has been working to 

woo India and buying defense goods may be part of that process. 

• We are seeing rare protests against the Cuban government in Cuba; according to reports, 

artists are using social media to make their feelings known. 

• North Korea has launched a broadside against a South Korean official who criticized 

Pyongyang’s pandemic response.  Kim Jong Un’s sister led the criticism.   

U.S. Economic Releases  

 

For the week ending December 5, initial claims came in at 853K compared to expectations of 

725K.  The prior report was revised from 712K to 716K. 
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The chart above shows the four-week moving average of initial claims.  The four-week average 

rose from 740K to 776K. 

https://www.politico.com/news/2020/12/09/mnuchin-covid-relief-checks-444090?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/supreme-court-weighs-u-s-profit-sweep-at-fannie-freddie-11607522400?st=326ltexcb7hjfxa&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/climbing-asian-currency-reserves-will-revive-manipulation-debates-11607595029?st=hd5uh8jsph7r7dm&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/world-bank-chief-sees-slow-global-recovery-from-covid-19-slump-11607454374?st=sujhi81tydgmwfe&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/mortgage-originations-are-on-pace-for-best-year-ever-11607596201?st=1tqu8afyt2pw4so&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/some-mcdonalds-franchisees-plan-higher-happy-meal-prices-11607456510?st=6257mmk54y29o8o&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/some-mcdonalds-franchisees-plan-higher-happy-meal-prices-11607456510?st=6257mmk54y29o8o&reflink=desktopwebshare_permalink
https://economictimes.indiatimes.com/news/defence/role-reversal-india-offers-us-fighter-jet-trainer-in-1st-major-defence-sales-pitch/articleshow/79635249.cms?from=mdr
https://nyti.ms/2K8ndAZ
https://www.wsj.com/articles/kim-jong-uns-sister-blasts-top-south-korean-diplomat-over-pandemic-remark-11607517300?st=8k4f3gk0g2slnrk&reflink=desktopwebshare_permalink
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For the week ending November 27, continuing claims came in at 5.757MM compared to 

expectations of 5.210MM.  The prior week’s report was revised from 5.520MM to 5.527MM.  
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The chart above shows the four-week moving average by region.  The rise in continuing claims 

appears to be coming from the Midwest. 

 

U.S. consumer prices rose higher than expected due to a sharp rise in transportations services and 

apparel. Headline CPI rose 0.2% from the prior month compared to expectations of 0.1%.  

Excluding food and energy, CPI rose 0.2% from the prior month, compared to expectations of 

0.1%.  
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The chart above shows the annual change in CPI.  Headline CPI rose 1.2% from the prior year, 

while core CPI rose 1.6%. 

 

Real hourly earnings rose 3.2% from the prior year, while real weekly earnings rose 4.7% from 

the prior year. 

 

 
 

The chart above shows the annual change in real hourly earnings for production and 

nonsupervisory workers. Earnings rose 3.2% from the prior month.  

 

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 6-Dec 49.3 **

12:00 Household Change in Net Worth q/q 3Q $7607b **

14:00 Monthly Budget Statement m/m Nov -$199.0b -$208.8b **

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 
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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

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

BSI Large All Industry q/q 4Q 11.6 2 ** Equity and bond neutral

BSI Large Manufacturing q/q 4Q 21.6 0.1 ** Equity and bond neutral

PPI y/y Nov -2.2% -2.1% -2.2% ** Equity and bond neutral

Tokyo Avg Office Vacancies m/m Nov 4.33 3.93 ** Equity and bond neutral

Australia Consumer Inflation Expectation m/m Dec 3.5% 3.5% ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Nov -0.3% -3.0% * Equity bullish, bond bearish

Card Spending Total m/m Nov 0.1% 7.5% ** Equity bearish, bond bullish

Card Spending Retail m/m Nov 0.1% 8.8% ** Equity bearish, bond bullish

Europe

France Industrial Production m/m Oct 1.6% 1.4% 0.4% ** Equity bullish, bond bearish

Manufacturing Production m/m Oct 0.5% 2.2% 0.5% ** Equity and bond neutral

UK Monthly GDP m/m Oct 0.4% 1.1% 0.0% ** Equity bullish, bond bearish

Industrial Production m/m Oct 1.3% 0.5% 0.3% * Equity bullish, bond bearish

Manufacturing Production m/m Oct 1.7% 0.2% 0.3% ** Equity bullish, bond bearish

Construction Output m/m Oct 1.0% 2.9% 1.1% ** Equity bullish, bond bearish

Index of Services m/m Oct 0.2% 1.0% 0.3% ** Equity and bond neutral

Trade Balance GBP/Mn m/m Oct -£1738m £613m -£156m ** Equity bearish, bond bullish

Russia Budget Balance YTD m/m Nov -2511.7b -1800.4b -2470.0b ** Equity bearish, bond bullish

AMERICAS

Mexico CPI m/m Nov 0.1% 0.6% 0.2% *** Equity and bond neutral

CPI Core m/m Nov -0.08% 0.24% 0.0% *** 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. 

 
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 16 0 Up

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

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

Euribor/OIS spread (bps) -55 -54 -1 Neutral

EUR/USD 3-mo swap (bps) 20 20 0 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Flat Up

pound Flat Down

franc Flat Up

Central Bank Action Current Prior Expected

Selic Rate 2.000% 2.000% 2.000% On forecast

Bank of Canada Rate Decision 0.250% 0.250% 0.250% On forecast

ECB Main Refinancing Rate 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% On forecast   
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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 $49.62 $48.86 1.56% Vaccine Optimism

WTI $46.17 $45.52 1.43%

Natural Gas $2.44 $2.44 -0.29%

Crack Spread $10.13 $9.92 2.20%

12-mo strip crack $12.36 $12.21 1.22%

Ethanol rack $1.39 $1.40 -0.40%

Gold $1,835.95 $1,839.55 -0.20%

Silver $23.92 $23.95 -0.14%

Copper contract $351.85 $351.35 0.14%

Corn contract 426.25$       423.75$       0.59%

Wheat contract 594.50$       583.25$       1.93%

Soybeans contract 1,172.50$    1,163.50$   0.77%

Baltic Dry Freight 1122 1121 1

Actual Expected Difference

Crude (mb) 15.2 -1.0 16.2

Gasoline (mb) 4.2 2.0 2.2

Distillates (mb) 5.2 1.0 4.2

Refinery run rates (%) 1.70% 0.60% 1.1%

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.  
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Data Section 
 

U.S. Equity Markets – (as of 12/9/2020 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 12/9/2020 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 10, 2020 
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Based on our methodology,1 the current P/E is 28.5x, up 0.1x from last week. 

 
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. 


