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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 11, 2020—9:30 AM EST] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 1.5% from its last close.  In Asia, the MSCI Asia Apex 50 

is up 0.4%.  Chinese markets were lower, with the Shanghai Composite down 0.8% from the 

prior close and the Shenzhen Composite down 1.3%.  U.S. equity index futures are signaling a 

lower open.   

 

Good morning and happy Friday!  The lack of progress on a stimulus package, the potential for a 

government shutdown, and the increasing likelihood of a disruptive Brexit are all weighing on 

equities this morning.  Accordingly, we lead off our coverage this morning with an update on the 

U.S. policy situation and Brexit.  The EU budget and other related news comes next.  We discuss 

China, followed by pandemic news, and we close with a wrap of international news.  Since it’s 

Friday, a new Asset Allocation Weekly is available, with the associated chart book and podcast.  

This week, we discuss gold.  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.  Here are the details: 

 

Economics and Policy:  Stimulus talks are stalled.  Senate GOP leadership is backing away 

from the current proposals circulating in Congress.  The sticking points are the size and 

composition of the stimulus, liability protections, and state and local government support.  This 

week, Congress passed a one-week bill to keep the government funded.  Members are now using 

the looming shutdown as leverage to press for their legislative agendas.  We did see something 

worth noting yesterday―Senators Sanders (I-VT) and Hawley (R-MO) both supported a new 

round of stimulus checks.  For the record, Sanders is saying he would block government funding 

to get the money, whereas Hawley wouldn’t go that far…yet.  However, what caught our 

attention is that populists from the left and right joined forces on legislation.  This is the so-called 

“Nader coalition” that we have been watching for years.  Although it exists in theory, it is rarely 

seen in the wild.  Politically, this is important.  Although politics is usually parsed by party 

(Democrat/Republican) and leaning (conservative/liberal), we view these as superficial.  The real 

breakdown, in our opinion, is between populist and establishment, of which there are left- and 

right-wing varieties of each.  As populism rises, expect to see more left and right unity over 

various policy goals.  We don’t think Nader coalitions really work, because the social gaps are 

too wide.  But, on certain policies, there is enough common ground that coalitions can be built 

that appear to be jarring if one is not dividing politics along establishment/populist lines. 

• After a borrowing binge, it appears we may see a pullback in new issuance next year.  

Many firms have refinanced the debt to lower interest rates and the likelihood of doing 
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that next year is low.  And, the need for investment funds is less likely too, given how 

much slack remains in the economy.  If true, this development could help narrow credit 

spreads.   

Brexit:  Both sides of the English Channel are warning that a hard break is increasingly likely.  

It is difficult to tell whether these are real warnings or simply negotiating tactics.  If we take 

leaders at their word, it looks like the dreaded hard Brexit may be a reality.  We have been 

talking about this issue for a long time and must admit we are surprised that a compromise 

wasn’t possible.  And, it is still possible; the EU doesn’t tend to get anything done without a hard 

deadline.  That being said, the two sides are so far apart that there may not be enough strategic 

ambiguity to cover the gaps.   

 

So, if we do get a hard Brexit, what happens?  As we have said in the past, there is a high 

likelihood of a sharp depreciation of the GBP ($1.20/$1.15) and a selloff in U.K. equities.  This 

weakness is probably a buying opportunity as the currency is already undervalued.  In the long 

run, we do expect some degree of accommodation to evolve.  The U.K. outside the EU is a 

serious threat to the latter; look for the U.K. to make limited deals with individual countries and 

industries that will send Brussels into apoplexy.  There will be losers, though.  A hard break is 

very supportive for U.S. financial firms—New York will gain on London.  We don’t see 

London’s business migrating to the continent but to the U.S.   

 

EU:  We have a budget deal.  Fiscal stimulus and pandemic aid will be coming, funded in part 

by a Eurobond.  Poland and Hungary are claiming victory and so is the rest of the EU.  We think 

Poland and Hungary are the real winners as they will get money and not have to bend to EU 

rules on an independent judiciary.  We view this as bullish for the EUR, although it is likely that 

the market has already discounted this outcome. 

 

China:  Tensions remain elevated on a number of fronts. 

• Haze Fan, a Chinese national employed by Bloomberg news, has been detained on 

suspicion of endangering national security.  Relations between international media and 

China have been fraught for a while and this is another example of stress. 

• It’s the two-year anniversary since Michael Kovig and Michael Spavor were detained by 

Chinese officials.  The “two Michaels” are Canadians and are thought to be held in 

retaliation for the detention of Meng Wanzhou, the CFO of Huawei (002502, CNY, 

2.80).  Meng was arrested in Canada for extradition to the U.S. on charges that she 

violated U.S. sanctions on trade with Iran.  Soon after, China arrested the aforementioned 

Canadians.  The standoff continues, although we would not be shocked to see a swap at 

some point. 

• Taiwan is facing a near constant barrage of threats from the mainland.  The Chinese 

military continually flies near Taiwan, forcing the latter’s air defenses to be activated.  

There is growing concern that these tactics are a precursor to the PLA eventually unifying 

the island with China by force.  President Tsai has been working to tighten relations 

between the U.S. and Taiwan, but the real issue is whether the U.S. views Taiwan as a 

strategic interest.  Taiwan would be a key strategic asset for any power trying to contain 

https://www.wsj.com/articles/as-brexit-deadline-looms-eu-offers-plan-to-reduce-border-disruption-11607618325?st=lf7ks6ntokguwks&reflink=desktopwebshare_permalink
https://www.bbc.com/news/uk-politics-55266678?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/30eec391-76db-4324-913c-f552d767b30d?emailId=5fd3023ede0d610004f8dd82&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/340PCjh
https://www.politico.eu/article/eu-leaders-reach-deal-on-coronavirus-recovery-fund/?utm_source=POLITICO.EU&utm_campaign=e6cc221fcd-EMAIL_CAMPAIGN_2020_12_11_06_10&utm_medium=email&utm_term=0_10959edeb5-e6cc221fcd-190334489
https://www.politico.eu/article/deal-reached-to-unblock-eu-budget-and-recovery-fund/?utm_source=POLITICO.EU&utm_campaign=e6cc221fcd-EMAIL_CAMPAIGN_2020_12_11_06_10&utm_medium=email&utm_term=0_10959edeb5-e6cc221fcd-190334489
https://uk.reuters.com/article/china-security-media/bloomberg-news-chinese-staff-member-detained-in-beijing-idUKKBN28L126
https://nyti.ms/39VCQXa
https://www.reuters.com/investigates/special-report/hongkong-taiwan-military/
https://thediplomat.com/2020/12/taiwans-president-makes-the-virtual-rounds-at-dc-think-tanks/'
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China, but it is uncertain whether the U.S. would be willing to risk a major conflict with 

China over the island.  That uncertainty is probably behind China’s incursions. 

• The saga of Chinese corporate bond defaults continues to reverberate.  The recent default 

by Tsinghua Unigroup (600100, CNY, 6.24) was notable because the company defaulted 

on bonds denominated in USD, which are often created to attract foreign buyers.  China 

has been steadily moving toward allowing market forces to determine the fate of firms.  

Given China’s state of development, this makes sense.  However, there will almost 

certainly be a tradeoff, which is usually slower growth.  As Michael Pettis has said for 

years, China can have any level of growth it wants; it all depends on how much debt it is 

willing to incur.  If China is going to allow widespread defaults, even on SOEs, the 

tradeoff will be that investors will be more cautious, and this will tend to depress 

economic growth. 

• For the past two decades, we have seen parallel trends in China between those wanting 

more state control over the economy and those wanting market control.  Leaders since 

Deng have tended to vacillate between the two poles; fostering the former gave leaders 

more control but stifled growth.  Supporting the latter boosted growth but allowed power 

to develop outside of the CPC.  One way in which leaders tried to square the situation 

was to give entrepreneurs party membership.  However, as we noted over recent 

crackdowns on Chinese fintech firms, China appears to be opting for control over market 

freedom.  We would expect that decision to slow growth, a point the CPC leadership 

would probably dispute.   

• The American Chamber of Commerce in China is a “friendly” group for Beijing.  It is 

composed of American businesses operating in China and tends to be an ally of the 

leadership when dealing with Washington.  At a recent meeting/dinner, Wang Chen 

delivered a keynote speech.  It is generally assumed that Beijing insisted on him giving 

the delivery.  What makes this notable is that Wang is under direct U.S. sanction.  This is 

either an “own goal” by Beijing or a clear indication that it is willing to embarrass a 

group that is generally supportive of harmonious U.S./China relations.    

• After China decided to bar critics, the China-Europe Trade Forum was cancelled.   

COVID-19:  The number of reported cases is 69,738,975 with 1,585,048 fatalities.  In the U.S., 

there are 15,618,685 confirmed cases with 292,192 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.  The Rt data continues to show high levels of infection.  Only 

eight states have a reading <1.  Arizona is the highest, while Wyoming is the lowest. 

 

Virology 

• Yesterday, the FDA’s advisory panel endorsed the Pfizer (PFE, USD, 41.73)/BioNTech 

(BNTX, USD, 129.54) vaccine, paving the way for FDA approval. 

• Determining who is an essential worker at this point is easy; medical personnel are going 

to get the vaccine first.  But, after that, it may come down to political power.  All sorts of 

firms and industries will argue that their workers are essential because vaccinations pave 

the way for industries to return to normal.   

https://www.wsj.com/articles/chinese-chip-maker-in-default-on-2-5-billion-of-dollar-bonds-11607593266?st=q2udn332oipfl0f&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinese-chip-maker-in-default-on-2-5-billion-of-dollar-bonds-11607593266?st=q2udn332oipfl0f&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2020-12-10/tsinghua-unigroup-s-debt-risk-widens-with-dollar-bond-defaults?sref=6ZE6q2XR
https://www.ft.com/content/9688e712-b0fc-49b3-bb04-6272d887c366
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_16_2020.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_16_2020.pdf
https://www.wsj.com/articles/china-xi-clampdown-private-sector-communist-party-11607612531?st=t3fl814myql7hr9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-xi-clampdown-private-sector-communist-party-11607612531?st=t3fl814myql7hr9&reflink=desktopwebshare_permalink
http://world.people.com.cn/n1/2020/1210/c1002-31962507.html
http://world.people.com.cn/n1/2020/1210/c1002-31962507.html
https://www.wsj.com/articles/china-europe-trade-forum-canceled-after-china-sought-to-bar-critics-11607601609?st=457rfzi487f23fb&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2020/12/11/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://rt.live/
https://apnews.com/article/us-experts-convene-pfizer-vaccine-virus-4a798b8073c845e60305479e4d94b786
https://www.washingtonpost.com/health/2020/12/10/fda-advisory-panel-recommends-covid-vaccine/?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%2F2d7721d%2F5fd2fc049d2fda0efb84f0ad%2F596b53f6ae7e8a44e7d597a3%2F45%2F73%2F860efe1a8d0e17e362d76014014ee4c6
https://www.wsj.com/articles/whose-workers-are-most-essential-meatpackers-airlines-lobby-for-covid-19-vaccine-priority-11607682603?st=nk2wflskrxjbxvl&reflink=desktopwebshare_permalink
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• Russia is struggling with vaccine distribution.  Manufacturing has lagged and medical 

authorities have warned against imbibing before getting the vaccine.   

Foreign news:   

• Morocco has joined the UAE, Bahrain, and Sudan in normalizing relations with Israel.  

Part of the arrangement is that the U.S. will acknowledge Morocco’s claim to a part of its 

western region that is facing a separatist movement. 

• Turkey is facing new sanctions from the EU and the U.S.  The U.S. is angry over the S-

400, while the EU is upset with Turkey’s handling of refugees.   

• The U.S. has dispatched B-52s to the Middle East as a deterrent to Iran. 

U.S. Economic Releases  

 

The prices paid by producers remained relatively subdued in November.  PPI rose 0.1% from the 

prior month, in line with expectations.  Excluding food and energy, PPI rose 0.1% from the prior 

month compared to expectations of a 0.2% rise.  Core PPI, which excludes food, energy, and 

trade, also rose 0.1% from the prior month compared to expectations of a 0.2% rise. 
 

 
 

The chart above shows the annual change in the headline and core PPI indexes.  Headline PPI 

rose 0.7% from the prior month, while core PPI rose 0.8%. 

 

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

 

EDT Indicator Expected Prior Rating

10:00 U. of Mich. Sentiment m/m Dec 76.0 76.9 **

10:00 U. of Mich. Current Conditions m/m Dec 87.0 **

10:00 U. of Mich. Expectations m/m Dec 70.5 **

10:00 U. of Mich. 1 Yr Inflation m/m Dec 2.8% **

10:00 U. of Mich. 5-10 Yr Inflation m/m Dec 2.5% **

Speaker or event

11:10 Esther George to Speak about Community President of the Federal Reserve Bank of Kansas City

12:40 Randal Quarles Takes Part in Panel on Financial Stabiliyu Federal Reserve Vice Chairman of Supervision

Fed Speakers or Events

District or position

 

https://www.wsj.com/articles/russia-struggles-to-make-promised-doses-of-its-sputnik-v-vaccine-11607601609?st=7oz0q5kql88lqt6&reflink=desktopwebshare_permalink
https://www.scmp.com/news/world/russia-central-asia/article/3113319/coronavirus-vaccine-russians-recoil-dont-drink
https://nyti.ms/2KcCaSA
https://www.washingtonpost.com/world/middle_east/israel-morocco-diplomatic-ties/2020/12/10/e9122db2-3b06-11eb-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%2F2d77223%2F5fd2fc049d2fda0efb84f0ad%2F596b53f6ae7e8a44e7d597a3%2F59%2F73%2F860efe1a8d0e17e362d76014014ee4c6
https://nyti.ms/343a4QB
https://nyti.ms/343a4QB
https://www.wsj.com/articles/eu-to-impose-new-sanctions-on-turkey-officials-over-energy-activities-in-eastern-mediterranean-11607648191?st=trs2mrmjeps900h&reflink=desktopwebshare_permalink
https://www.ft.com/content/d4b30494-8ccb-457a-aa67-ee1b2625ca88?emailId=5fd3023ede0d610004f8dd82&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d4b30494-8ccb-457a-aa67-ee1b2625ca88?emailId=5fd3023ede0d610004f8dd82&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/national-security/us-military-dispatches-b-52-bombers-to-middle-east-as-show-of-force-against-iran/2020/12/10/b3eb2944-3afd-11eb-8328-a36a109900c2_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%2F2d7721e%2F5fd2fc049d2fda0efb84f0ad%2F596b53f6ae7e8a44e7d597a3%2F47%2F73%2F860efe1a8d0e17e362d76014014ee4c6
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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

New Zealand REINZ House Sales y/y Nov 29.6% 25.0% ** Equity bullish, bond bearish

BusinessNZ Manufacturing PMI m/m Nov 55.3 51.7 ** Equity bullish, bond bearish

Food Prices m/m Nov -0.9% -0.7% *** Equity bearish, bond bullish

Europe

Germany CPI y/y Nov -0.3% -0.3% *** Equity and bond neutral

CPI EU Harmonized y/y Nov -0.7% -0.7% *** Equity and bond neutral

Italy Industrial Production m/m Oct 1.3% -5.6% 1.0% *** Equity bullish, bond bearish

Unemployment Rate Quarterly q/q 3Q 9.8% 8.3% 9.8% *** Equity and bond neutral

UK BoE/TNS Inflation Next 12 Mths m/m Nov 2.7% 2.8% ** Equity and bond neutral

AMERICAS

Mexico Nominal Wages y/y Nov 5.2% 4.0% *** Equity and bond neutral

ANTAD Same-Store Sales y/y Nov 2.6% 2.8% *** Equity and bond neutral

Brazil Retail Sales y/y Oct 8.3% 7.3% 7.0% ** Equity bullish, bond bearish

Retail Sales Broad y/y Oct 6.0% 7.4% 4.6% ** Equity bullish, bond bearish  
 

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) 22 23 -1 Down

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

TED spread (bps) 15 16 -1 Up

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

10-yr T-note (%) 0.89 0.91 -0.02 Neutral

Euribor/OIS spread (bps) -55 -55 0 Neutral

EUR/USD 3-mo swap (bps) 21 19 2 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Up Up

pound Down Down

franc Up Up

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -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 $49.87 $50.25 -0.76%

WTI $46.49 $46.78 -0.62%

Natural Gas $2.54 $2.55 -0.51%

Crack Spread $10.03 $10.06 -0.29%

12-mo strip crack $12.32 $12.42 -0.80%

Ethanol rack $1.39 $1.39 -0.06%

Gold $1,831.33 $1,836.57 -0.29%

Silver $23.79 $24.00 -0.90%

Copper contract $352.85 $357.60 -1.33%

Corn contract 419.75$       421.25$       -0.36%

Wheat contract 598.50$       596.50$       0.34%

Soybeans contract 1,159.75$    1,158.75$   0.09%

Baltic Dry Freight 1161 1122 39

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) -91.0 -86.0 -5.0

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.  

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 11, 2020 
 

After peaking at $2,063 in early August, gold prices fell to $1,760 at the end of November.  This 

is a notable decline and, because our asset allocation models have included precious metals since 

2018, it makes sense to see if anything has changed.  We have several different ways to examine 

the price of gold.  In general, the outlook is mixed; the underlying fundamentals remain solid, 

but competition for investment flows is putting a damper on gold prices. 

 

Based on our gold model, prices are attractive at current levels.  The model uses real two-year 

Treasury yields, the EUR/USD exchange rate, the balance sheets of the Federal Reserve and the 

European Central Bank, and the U.S. fiscal account scaled to GDP.  As the chart suggests, 

current prices are below the model’s forecast. 
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At the same time, a model based on the amount of gold held by exchange-traded products (ETPs) 

suggests gold isn’t attracting investment flows relative to its fundamental attractiveness.   

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Although optimism surrounding equities is likely diverting funds that may have gone into gold, 

the price action in bitcoin may also be having an impact.  Bitcoin remains a controversial topic; 

its value appears to be ephemeral (in theory, one can create scarcity of anything, but it has little 

value without demand for it).  Its initial construction suggested it was a digital currency designed 

for transactions.  It has mostly failed in that endeavor, at least for legal transactions, but it has 

shown to have store-of-value characteristics.  As such, it has similar characteristics to gold 

without the same issues of storage.1  Recently, we have seen a sharp rise in bitcoin prices, which 

may be siphoning off demand that would usually go to gold. 
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1 Both assets require storage, but one is quite physical whereas the other has, in theory, unlimited storage 
capacity.  For example, if one is trying to live in a failing state, gold may have little value due to its weight but a 
cryptocurrency that can be easily transferred is attractive. 
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Since late 2014, gold and bitcoin prices are positively correlated at the 70.9% level.  In 2017, we 

saw a spike in bitcoin that collapsed.  The key question is whether we are seeing a repeat in the 

current situation or something different.  It is difficult to tell, but the most likely situation is that 

bitcoin isn’t replacing gold but is a complement.  Currently, bitcoin appears a bit expensive 

compared to gold (a simple model suggests bitcoin should be closer to 12,000), but it had been 

running below gold for most of this year.  Thus, we view the recent rally as more corrective in 

nature, although the recent spike suggests bitcoin is now excessively valued.  Another item of 

note is that when we had a financial crisis in February into late March, bitcoin plunged while 

gold maintained its value.  The financial system was in a perilous position in late Q1 and bitcoin 

was not the safety asset of choice when there were high levels of fear.  At the same time, we 

cannot discount the attractiveness of bitcoin and, if investable products are eventually created, it 

may have a place in portfolios.   

 

Overall, we remain bullish on gold.  The underlying fundamentals, as shown in our base model, 

are very attractive and suggest current prices are undervalued.  We do think bitcoin has taken 

some of the luster from gold, but in the long run we believe the two assets are complementary.  

With monetary and fiscal policy remaining expansive, the case for commodities, in general, and 

gold, in particular, is favorable.  

 

 
 

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 12/10/2020 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 12/10/2020 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,2 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. 

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


