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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 15, 2020—9:30 AM EST] Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is up 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 is 

down 0.6%.  Chinese markets were mixed, with the Shanghai Composite down 0.1% from the 

prior close and the Shenzhen Composite up 0.4%.  U.S. equity index futures are signaling a 

higher open.   

 

Our Comment today opens with the latest coronavirus news.  Some of that news is good, such as 

the first U.S. vaccinations and signs that at least a trimmed down pandemic relief bill is in the 

offing again.  However, some of the news is worrisome, including the continued rise in 

infections and hospitalizations, as well as a possible new strain of the virus in Britain.  We then 

move to the latest U.S. presidential transition news, reports of new tech industry regulations, and 

various other news items from around the world that could impact the financial markets today. 

 

COVID-19:  Official data show confirmed cases have risen to 72,991,941 worldwide, with 

1,624,161 deaths.  In the United States, confirmed cases rose to 16,520,408 with 300,494 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 193,000 yesterday, falling slightly short of the 

record levels reached in early December.  Hospitalizations related to the virus hit yet 

another record of 110,549, with the number in intensive care also hitting a record of 

21,456.  In contrast, new deaths came in only a bit above 1,400, which was significantly 

better than the seven-day moving average of about 2,400. 

o The autumn/winter resurgence continues to push many state and local 

governments to tighten economic lockdowns. 

o In Europe, many countries are also tightening restrictions.  The Dutch government 

imposed its strictest lockdown since the start of the pandemic; it closed all stores 

except for food and other essentials, in addition to consumer services and public 

venues including restaurants, hairdressers, and theaters. Most secondary education 

will move online.  In Germany, some economists are warning the latest 

clampdown could lead to a double-dip recession. 

• According to the federal government, 55 sites nationwide received shipments of the new 

vaccine from Pfizer (PFE, 39.21) and BioNTech (BNTX, 108.27) around noon on 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/live/2020/12/15/world/covid-19-coronavirus?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&impression_id=7c35f1e0-3ecd-11eb-b521-072c12bfee13&variant=1_Show
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/livecoverage/covid-2020-12-15
https://www.ft.com/content/f4ce04eb-ce16-4b7b-8ae2-166149575767
https://www.ft.com/content/f4ce04eb-ce16-4b7b-8ae2-166149575767
https://www.wsj.com/articles/covid-19-vaccinations-in-the-u-s-slated-to-begin-monday-11607941806?mod=hp_lead_pos1
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Monday, and plans remain on track for a total of 636 locations to receive vaccines by 

Wednesday. 

o An additional 581 sites should receive shipments between Thursday and Sunday, 

completing the distribution of an initial 2.9 million doses. 

o According to new polling by Axios/Ipsos, the share of Americans who say they'll 

get the COVID-19 vaccine as soon as it's available has doubled since September, 

with more than one in four now putting their hands up. 

• On a less positive note, British doctors say rolling out the Pfizer/BioNTech vaccine 

beyond hospitals will take longer than anticipated because of logistical challenges and 

complications thrown up by news in the U.K. of allergic reactions after the injection.  

Following two severe allergic reactions on December 8, the first day of the U.K. 

vaccination campaign, doctors were told to monitor patients for 15 minutes after each 

injection. 

• Also in the U.K., Health Secretary Matt Hancock told the House of Commons yesterday 

that a “new variant” of coronavirus has been identified in the country and could be 

causing the virus to spread faster in southern England.  While that news is scary, 

Hancock insisted that, “There is currently nothing to suggest that this variant is more 

likely to cause serious disease, and the latest clinical advice is that it is highly unlikely 

that this mutation would fail to respond to a vaccine.”  Let’s hope he’s right. 

• The FDA today will release data on the effectiveness of the new vaccine being developed 

by Moderna (MRNA, 155.07).  That data is expected to set the vaccine up to be approved 

for emergency use later this week. 

• New figures show that during the pandemic to date, state-run nursing homes for veterans 

have had some of the highest concentrations of infections and deaths.  An analysis by the 

Wall Street Journal found at least two such facilities where approximately one-third of 

the residents were infected and died. 

 

Economic Impacts 

• In Japan, new polling shows a majority of Japanese people oppose holding the 

coronavirus-postponed Tokyo 2020 Olympics next year, favoring a further delay or 

outright cancellation of the massive event.  The polling, by national broadcaster NHK, 

found that just 27% of respondents support holding the games next year, with 32% 

backing cancellation and 31% favoring a further postponement due to coronavirus risks. 

 

U.S. Policy Response 

• Republican and Democratic legislators working to craft a $908 billion pandemic relief 

bill failed to reach a deal on COVID-19 liability protections, increasing the chances that 

Congress will need to narrow the scope of any relief deal in a year-end package. 

o The group instead offered a $748 billion bill that includes only less-controversial 

items like an extension of unemployment insurance and funding for schools, 

vaccine distribution, and small businesses. 

https://www.axios.com/axios-ipsos-poll-vaccine-enthusiasm-813a9a92-35bb-4952-bedf-7b9477a1744c.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/rollout-of-pfizer-biontech-covid-19-vaccine-slows-in-u-k-due-to-allergic-reaction-monitoring-11607967990
https://www.wsj.com/articles/rollout-of-pfizer-biontech-covid-19-vaccine-slows-in-u-k-due-to-allergic-reaction-monitoring-11607967990
https://www.politico.eu/article/coronavirus-uk-identifies-new-variant/
https://www.politico.eu/article/coronavirus-uk-identifies-new-variant/
https://www.wsj.com/articles/modernas-covid-19-vaccine-is-next-in-line-for-authorization-11608028201?mod=hp_lead_pos1
https://www.wsj.com/articles/modernas-covid-19-vaccine-is-next-in-line-for-authorization-11608028201?mod=hp_lead_pos1
https://www.wsj.com/articles/among-nursing-homes-hit-by-covid-veterans-homes-struggled-the-most-11607977327?mod=hp_lead_pos10
https://www.wsj.com/articles/bipartisan-group-to-unveil-covid-aid-legislation-11607975152?mod=lead_feature_below_a_pos1
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o The substitute bill would exclude both the liability protection and aid to state and 

local governments, but it would also be much more likely to be passed into law.  

Since even the smaller package would help support demand over the winter 

months and the current resurgence of infections, further progress on the bill would 

probably be supportive of equities. 

 

U.S. Presidential Transition:  The Electoral College met in the various state capitals and the 

District of Columbia, and gave Democratic presidential candidate Joe Biden a total of at least 

302 votes, exceeding the 270 votes needed to win.  

• The next major step in the process of electing the president comes on January 6, when 

Vice President Mike Pence will preside over a joint session of Congress in which the 

Electoral College votes from each state will be formally counted and an outcome 

declared. 

• With the Electoral College action yesterday, several senior Republican leaders finally 

acknowledged that Biden will become the next president in late January.  In the 

meantime, however, some supporters of President Trump plan to continue legal action to 

overturn the election.  Given some Republicans’ aggressive court suits to impose blanket 

invalidations of Democratic-leaning votes, it probably can’t be ruled out that there will be 

some discussion of disrupting the January 6 procedures.  That disruption could 

conceivably create some market volatility over the next few weeks.  However, it is more 

likely that electoral disputes will continue to dissipate, and President-elect Biden will 

take office as scheduled in late January. 

 

Technology Industry Regulation:  The U.S., the United Kingdom, and the European Union 

have all taken new steps adding to the regulatory risks facing major U.S. technology firms.  

Those rising regulatory risks have probably contributed to the technology sector’s volatility in 

recent months, and the new measures promise that investors will remain concerned about new 

restrictions imposed on the industry.  The new steps include: 

• United States.  The Federal Trade Commission ordered nine big social media and internet 

companies to provide a litany of data about their operations as part of a wide-ranging 

study into how they track users’ online activities and how they use that data.  Coupled 

with recent antitrust actions in the U.S. and Europe, the order illustrates the growing 

regulatory risk facing major U.S. technology firms.  This has probably contributed to 

their volatility in recent months. 

• United Kingdom.  The British government today published its long-awaited proposal for 

online safety legislation, which would target major technology companies with 

multibillion-pound fines if they fail to rapidly remove illegal and harmful content from 

their platforms.  The rules would set out new “duty of care” requirements and require the 

companies to “remove and limit the spread of illegal content,” including child sexual 

abuse and terrorist material. 

• European Union.  The European Commission today will unveil two draft laws that 

threaten to break up Big Tech companies if they repeatedly engage in anti-competitive 

behavior.  The proposed “Digital Markets Act” will aim at tackling unfair competition in 

https://www.wsj.com/articles/electoral-college-meets-in-formal-step-toward-biden-presidency-11607941801?mod=hp_lead_pos2
https://www.wsj.com/articles/electoral-college-meets-in-formal-step-toward-biden-presidency-11607941801?mod=hp_lead_pos2
https://www.ft.com/content/fb5e17ae-7a15-4a88-b871-1db4036186fe
https://www.wsj.com/articles/ftc-demands-social-media-operations-data-from-big-tech-companies-11607980188?mod=hp_lista_pos3
https://www.wsj.com/articles/ftc-demands-social-media-operations-data-from-big-tech-companies-11607980188?mod=hp_lista_pos3
https://www.ft.com/content/e940f98c-40e1-406f-8751-1b4daa6a28af
https://www.ft.com/content/e940f98c-40e1-406f-8751-1b4daa6a28af
https://www.ft.com/content/15bf2e24-284f-4819-89ff-2520676e29ed
https://www.ft.com/content/15bf2e24-284f-4819-89ff-2520676e29ed
https://www.ft.com/content/15bf2e24-284f-4819-89ff-2520676e29ed
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the sector, while the “Digital Services Act” will force tech companies to take more 

responsibility for illegal behavior on their platforms. 

• The proposals envision draconian punishments for firms that break the rules, ranging 

from massive fines to forced breakup for repeat offenders. 

• After the proposals are published, they will have to be voted on by the European 

parliament, but there is no timetable for when they will come into force. 

 

U.S. Monetary Policy:  The Federal Reserve today begins its final policy meeting of 2020, with 

any policy adjustments and new economic forecasts to be published tomorrow.  The 

policymakers are widely expected to extend the time frame for their current program of debt 

purchases by linking them to certain economic metrics in the recovery.  Against the backdrop of 

rising Treasury yields and a flood of new, longer-dated debt from the Treasury Department, the 

policymakers are also coming under increased pressure to shift the bulk of its bond-buying to 

longer maturities, i.e., to adopt yield curve control. 

 

China Economic Performance:  China’s economic activity extended its momentum in 

November with an across-the-board recovery.  Indicators all accelerated, including industrial 

production, investment, consumer spending, and job growth, and unemployment fell (see data 

tables below).  Industrial output alone was up 7.0% year-over-year, accelerating from a gain of 

6.9% in October. 

 

China Regulatory Policy:  The China Securities Regulatory Commission announced it was 

temporarily freezing the license of Golden Credit Rating, one of the country’s top debt-rating 

firms, and had forbidden the agency from taking on new business for three months.  The move, 

which comes after a former firm executive was accused of taking “massive” bribes, will further 

sour investors on Chinese credit markets and debt levels.  Indeed, the news about Golden Credit 

comes as Shandong Ruyi, China’s largest textile manufacturer, appeared set to default on a 

second bond in as many days. 

 

China-Australia Trade:  The Australian government has asked Beijing to clarify whether it has 

formally banned Australian coal following Chinese state media reports that the country’s top 

economic advisory body allowed power stations to import coal without clearance restrictions, 

with the exception of coal from Australia.  If true, the Chinese move would represent a further 

effort to punish Australia for its call to investigate China’s role at the start of the coronavirus 

pandemic. 

 

Russia:  A new joint investigation between Bellingcat and several media outlets has revealed 

evidence showing that the recent poisoning of Russian opposition leader Alexei Navalny was 

carried out by Russia’s Federal Security Service (FSB). 

 

U.S. Economic Releases  

 

Manufacturing activity rose by a slower pace than expected in November, according to the New 

York Fed.  The Empire Manufacturing Index came in at 4.6 compared to expectations of 6.3. 

 

https://www.ft.com/content/08c668ca-abf1-4fcd-9e80-a63bb4470989
https://www.ft.com/content/08c668ca-abf1-4fcd-9e80-a63bb4470989
https://www.wsj.com/articles/chinas-economy-continues-broad-recovery-despite-covid-19-surge-elsewhere-11608013339
https://www.wsj.com/articles/chinas-economy-continues-broad-recovery-despite-covid-19-surge-elsewhere-11608013339
https://www.ft.com/content/7be0944b-1560-40fe-893b-8aba0b955c13
https://www.ft.com/content/7be0944b-1560-40fe-893b-8aba0b955c13
https://www.ft.com/content/7be0944b-1560-40fe-893b-8aba0b955c13
https://www.ft.com/content/2a8ebd12-b30c-4aed-8028-8b31e5e8d667
https://www.ft.com/content/2a8ebd12-b30c-4aed-8028-8b31e5e8d667
https://www.rferl.org/a/bellingcat-navalny-poisoning-fsb-russia/31000094.html
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The chart above shows the level of the Empire Manufacturing Index along with its six-month 

moving average.  The moving average rose from 9.03 to 9.83. 
 

A strengthening global recovery likely improved the terms of trade in November as an increase 

in foreign demand likely boosted the prices for agricultural goods.  The Import Price Index rose 

0.1% from the prior month compared to expectations of a rise of 0.3%.  Excluding fuel, import 

prices remained unchanged from the prior month compared to expectations of a rise of 0.2%. 

Meanwhile, export prices rose 0.6% from the prior month compared to expectations of 0.2%. 
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The chart above shows the Terms of Trade Index. Terms of trade is the ratio of export prices to 

import prices and is designed to give an idea of how trade is impacting living conditions.  A 

reading above 100 suggests that terms of trade are improving living conditions, and a reading 

below 100 suggests that terms of trade are worsening living conditions.  Currently, the index sits 

at 100.3. 

 

 
 

The main source of improvement in terms of trade is due to the prices for agricultural goods 

rising sharply, while imported agricultural goods fell modestly.  Although it is true that the dollar 

has weakened relative to global currencies, countries have slowly been returning to normal as 

COVID-19 cases slow down, especially in the Asia-Pacific region. 

 

Although manufacturing activity slowed across the country, the Industrial Production Index rose 

more than forecast.  In November, the index rose 0.4% from the prior month compared to 

expectations of a rise of 0.3%.  Manufacturing production rose 0.8% from the prior month 

compared to expectations of a rise of 0.4%.  Capacity utilization came in at 72.8% compared to 

expectations of 73.0%. 
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The chart above shows the Industrial Production Index. The index currently sits at 104.0. 

 

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

 

EDT Indicator Expected Prior Rating

16:00 Net Long-term TIC Flows m/m Oct $108.9b **

16:00 Total Net TIC Flows m/m Oct -$79.9b **

Fed Speakers or Events

No speakers or events scheduled  

 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

add a paragraph below if any development merits further explanation. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Industrial Production y/y Nov 7.0% 6.9% 7.0% ** Equity and bond neutral

Retail Sales y/y Nov 5.0% 4.3% 5.0% ** Equity and bond neutral

Fixed Assets Ex Rural YTD y/y Nov 2.6% 1.8% 2.6% ** Equity and bond neutral

Property Investment YTD y/y Nov 6.8% 6.3% 6.7% ** Equity and bond neutral

Surveyed Jobless Rate m/m Nov 5.2% 5.3% 5.2% ** Equity and bond neutral

Foreign Direct Investment CNY y/y Nov 5.5% 18.3% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 13-Dec 111.2 109.3 ** Equity and bond neutral

New Zealand Westpac Consumer Confidence q/q 4Q 106 95.1 ** Equity bullish, bond bearish

Non Resident Bond Holdings m/m Nov 49.7% 48.8% * Equity bullish, bond bearish

Europe

Eurozone CPI EU Harmonized y/y Nov 0.2% 0.2% 0.2% *** Equity and bond neutral

CPI y/y Nov 0.2% 0.2% 0.2% *** Equity and bond neutral

Italy CPI EU Harmonized y/y Nov -0.3% -0.3% -0.3% *** Equity and bond neutral

General Government Debt m/m Oct 2587.0b 2582.6b *** Equity and bond neutral

Trade Balance Total m/m Oct 7565m 5849m ** Equity and bond neutral

UK Claimant Count Rate m/m Nov 7.4% 7.3% *** Equity and bond neutral

Jobless Claims Change m/m Nov 64.3k -29.8k *** Equity and bond neutral

Average Weekly Earnings 3M y/y Oct 2.7% 1.3% 2.2% ** Equity and bond neutral

Weekly Earnings ex Bonus 3M y/y Oct 2.8% 1.9% 2.6% ** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m Oct 4.9% 4.8% 5.1% *** Equity and bond neutral

Employment Change 3M/3M m/m Oct -143k -164k -250k *** Equity and bond neutral

Switzerland Producer & Import Prices MoM m/m Nov -0.1% 0.0% ** Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence w/w 11-Dec 53.5 53.3 *** Equity and bond neutral

Brazil Economic Activity m/m Oct 0.9% 1.3% 1.1% *** Equity and bond neutral

Trade Balance Weekly w/w 13-Dec -$480m -$572m ** Equity and bond neutral

FGV Inflation IGP-10 m/m Dec 2.0% 3.5% 2.0% ** 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) 22 22 0 Down

3-mo T-bill yield (bps) 6 7 -1 Neutral

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 0.90 0.89 0.01 Neutral

Euribor/OIS spread (bps) -54 -54 0 Neutral

EUR/USD 3-mo swap (bps) 16 17 -1 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Up Up

pound Flat Down

franc Flat Up

Central Bank Action Current Prior Expected

China 1-Yr  Lending Facility Rate 2.950% 2.950% 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. 
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Price Prior Change Explanation

Brent $50.31 $50.29 0.04%

WTI $47.03 $46.99 0.09%

Natural Gas $2.64 $2.68 -1.60%

Crack Spread $10.39 $10.36 0.26%

12-mo strip crack $12.42 $12.45 -0.22%

Ethanol rack $1.39 $1.39 -0.10%

Gold $1,845.33 $1,827.35 0.98%

Silver $24.21 $23.84 1.55%

Copper contract $352.90 $352.65 0.07%

Corn contract 421.50$       424.00$       -0.59%

Wheat contract 602.75$       596.50$       1.05%

Soybeans contract 1,169.00$    1,174.50$   -0.47%

Baltic Dry Freight 1235 1211 24

Actual Expected Difference

Crude (mb) -3.0

Gasoline (mb) 2.2

Distillates (mb) 0.9

Refinery run rates (%) 0.65%

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/


 

 

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

www.confluenceinvestment.com 

 11 

0

400

800

1,200

1,600

2,000

2006 2008 2010 2012 2014 2016 2018 2020

FAIR VALUE GOLD PRICE

GOLD PRICES ETP MODEL

U
S

D
 P

E
R

 O
U

N
C

E

Sources:  Bloomberg, Haver Analytics

FAIR VALUE =

$1763

GOLD PRICES ETP MODEL

U
S

D
 P

E
R

 O
U

N
C

E

Sources:  Bloomberg, Haver Analytics

FAIR VALUE =

$1763

 
 

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 12/14/2020 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 12/14/2020 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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P/E as of 12/9/2020 = 28.5x
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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. 


