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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 16, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.7% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.9%.  

Chinese markets were mixed, with the Shanghai Composite remaining relatively unchanged from 

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

a higher open.   

 

Our Comment today opens with the latest pandemic news, including the state of play on the new 

pandemic relief proposal in Congress, which has been buoying equity markets.  We next turn to 

U.S. political and policy news, including a preview of today’s Federal Reserve meeting.  We end 

with various foreign developments; there are signs that the EU and Britain are on the verge of a 

post-Brexit trade deal.  Note to readers—our Daily Comment will go on holiday hiatus starting 

December 23 and return on January 4.   

 

COVID-19:  Official data show confirmed cases have risen to 73,627,592 worldwide, with 

1,638,842 deaths.  In the United States, confirmed cases rose to 16,725,039 with 303,872 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 totaled more than 198,000 yesterday, while 

hospitalizations related to the virus rose to another record of 112,816.  Among those 

hospitalized, the number in intensive care rose to yet another record of 21,897.  Deaths in 

which COVID-19 was designated as the proximate cause came in at 2,957. 

• The FDA published its analyses of the vaccine developed by Moderna (MRNA, 147.22), 

and characterized the substance as safe and “highly effective.”  That sets the stage for an 

emergency authorization later this week that would add a second vaccine to the arsenal of 

defense against the pandemic. 

o The findings published yesterday will now go before an independent advisory 

panel, which will vote Thursday on whether to recommend authorization. 

o Barring complications, the FDA is aiming to authorize the emergency use of the 

Moderna vaccine on Friday. 

• Meanwhile, the German firm BioNTech (BNTX, 111.20) said it will supply 100 million 

doses of the vaccine it developed with Pfizer (PFE, 38.71) to Chinese partner Fosun 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/live/2020/12/16/world/covid-19-coronavirus?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&impression_id=b8249970-3f97-11eb-abf6-ffba1dea52db&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-2020-12-16
https://www.wsj.com/articles/modernas-covid-19-vaccine-is-next-in-line-for-authorization-11608028201?mod=hp_lead_pos1
https://www.ft.com/content/4947b2ce-3041-4668-985b-f2675a294b4b
https://www.ft.com/content/4947b2ce-3041-4668-985b-f2675a294b4b
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Pharma for use in mainland China next year.  The deal marks the country’s first publicly 

announced order of a foreign coronavirus vaccine. 

• Although clinical testing of the Moderna and Pfizer/BioNTech vaccines has noted that 

some recipients have “mild” side effects, reports indicate that those reactions can 

sometimes be more than just a mere nuisance. 

• In a strategy that goes against the grain of most other countries’ vaccination strategies, 

Indonesia plans to vaccinate its young working-age population against the coronavirus 

before its older citizens, in an effort to quickly build “herd immunity.” 

• The FDA approved the emergency use of the first over-the-counter, self-testing COVID-

19 antigen kit, which can produce results within 20 minutes.  The test, developed by 

Australia's Ellume, consists of a nasal swab analyzer that connects to an application on a 

user’s smartphone, providing results without sending samples to a laboratory. 

 

Economic Impacts 

• The European Central Bank said yesterday that lenders can restart limited dividend 

payments next year following a nine-month ban, although it also told banks to be prudent 

about bonuses given the economic crisis caused by the pandemic. 

 

U.S. Policy Response 

• House Speaker Pelosi, Senate Majority Leader McConnell, Senate Minority Leader 

Schumer, and House Minority Leader McCarthy met several times yesterday to hammer 

out details of the latest pandemic relief bill, suggesting the leaders are close to a deal.  

Last night McConnell said, “We’re making significant progress and I’m optimistic that 

we’re gonna be able to complete an understanding sometime soon.”  If Congress can pass 

a bill of about $748 billion, as now seems likely, it would help tide the economy over the 

current resurgence in infections until an expected rebound from vaccinations.  News of 

the latest negotiations therefore helped give the equity markets a major boost yesterday, 

and it looks like the positive sentiment is continuing so far this morning. 

 

Foreign Policy Response 

• The European Union today unveiled plans to assist countries in setting up a network of 

national “bad banks” to soak up what could be $1.7 trillion in bad loans caused by the 

pandemic and allow healthier institutions to lend during the recovery.  However, the 

effort would rely on individual governments to sponsor the bad banks, falling short of 

more ambitious proposals for a continent-wide bad bank. 

 

U.S. Presidential Transition:  One day after the Electoral College voted to affirm the election  

of Joe Biden as president, several leading Republicans finally offered him congratulations and 

acknowledged he would take the presidency in January. 

• As we predicted in yesterday’s Comment, some Republicans said they would try to 

disrupt the formal count of the Electoral College votes before a joint session of Congress 

on January 6, but Republican leaders warned that such an effort would reflect badly on 

Republicans in the mid-term elections of 2022. 

https://www.ft.com/content/4947b2ce-3041-4668-985b-f2675a294b4b
https://www.wsj.com/articles/covid-19-vaccine-trial-volunteers-note-occasional-harsh-side-effects-11608114601?mod=hp_lead_pos3
https://www.wsj.com/articles/covid-19-vaccine-trial-volunteers-note-occasional-harsh-side-effects-11608114601?mod=hp_lead_pos3
https://www.japantimes.co.jp/news/2020/12/16/asia-pacific/science-health-asia-pacific/indonesia-vaccine-young/
https://www.japantimes.co.jp/news/2020/12/16/asia-pacific/science-health-asia-pacific/indonesia-vaccine-young/
https://www.ft.com/content/af6f26c1-0bad-4c51-9dc3-1ed35854258b
https://www.ft.com/content/af6f26c1-0bad-4c51-9dc3-1ed35854258b
https://www.wsj.com/articles/european-bank-dividend-ban-lifted-but-restrictions-remain-11608060995?mod=hp_lista_pos3
https://www.wsj.com/articles/european-bank-dividend-ban-lifted-but-restrictions-remain-11608060995?mod=hp_lista_pos3
https://www.wsj.com/articles/congressional-leaders-to-meet-tuesday-to-discuss-covid-year-end-spending-bill-11608053219?mod=hp_lead_pos6
https://www.wsj.com/articles/congressional-leaders-to-meet-tuesday-to-discuss-covid-year-end-spending-bill-11608053219?mod=hp_lead_pos6
https://www.wsj.com/articles/eu-unveils-plans-to-help-banks-clean-up-soured-covid-19-loans-11608122099
https://www.wsj.com/articles/eu-unveils-plans-to-help-banks-clean-up-soured-covid-19-loans-11608122099
https://www.wsj.com/articles/eu-unveils-plans-to-help-banks-clean-up-soured-covid-19-loans-11608122099
https://www.wsj.com/articles/mcconnell-congratulates-biden-harris-on-election-win-11608048087?mod=hp_lead_pos3
https://www.wsj.com/articles/mcconnell-congratulates-biden-harris-on-election-win-11608048087?mod=hp_lead_pos3
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• Separately, reports said President-elect Biden would nominate South Bend, Indiana, 

Mayor Pete Buttigieg as his Secretary of Transportation, and former Michigan Governor 

Jennifer Granholm as his Secretary of Energy. 

 

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

No change in the benchmark fed funds interest-rate target is anticipated, but the policymakers are 

widely expected to extend the timeframe 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.  However, the officials have not indicated any intention to do so at 

today’s meeting. 

 

China:  MSCI said it will strip its indexes of stocks in seven Chinese companies that the U.S. 

government says help China’s military, including the country’s largest chipmaker and a major 

producer of surveillance equipment.  The move, which will take effect by the close of business 

on January 5, follows similar actions by other benchmark providers, including FTSE Russell and 

S&P Dow Jones Indices.  The move further highlights the risk that geopolitical and economic 

tensions could lead to restricted capital flows between China and the Western democracies. 

 

Australia-China:  The Australian government said it is referring China to the World Trade 

Organization over Beijing’s imposition of punitive tariffs on Australian barley imports.  In 

addition, Trade Minister Simon Birmingham said Canberra reserved the right to appeal several 

other Chinese trade sanctions levied against Australian coal, beef, timber, and lobster in recent 

months.  The WTO filing escalates a bitter diplomatic and trade dispute between the countries, 

and it is likely to further exacerbate growing tensions between China and the Western 

democracies. 

 

Eurozone:  The IHS Markit “flash” composite purchasing managers’ index for the Eurozone 

rose to 49.8 in December, beating expectations and posting a healthy climb from the final figure 

of 45.3 in November (see data tables below).  The figures suggest business activity in the 

Eurozone is now rebounding faster than anticipated after services companies benefited from a 

loosening of coronavirus restrictions in some countries, and manufacturers gained from rising 

exports.  All the same, fresh virus restrictions imposed in some countries this week are widely 

expected to push the region into a double-dip recession this winter. 

 

Brexit:  As Britain and the European Union inch closer to the year-end deadline to complete a 

post-Brexit trade deal, signs are accumulating that an agreement is close.  This morning, British 

lawmakers were put on standby for an extended House of Commons sitting next week, which 

could provide an opportunity for them to scrutinize any deal.  Also, European Commission 

President von der Leyen today said, “there is a path to an agreement now,” even if it “may be 

very narrow.”  In response, sterling today has jumped to its highest level since early 2018. 

• One British official said talks in Brussels last weekend had been “positive” and that 

progress had been made on resolving the biggest outstanding issue: a new level playing 

field to ensure fair competition. 

https://www.wsj.com/articles/biden-selects-pete-buttigieg-to-lead-transportation-department-11608059207
https://www.wsj.com/articles/biden-to-tap-jennifer-granholm-for-energy-secretary-11608072614
https://www.wsj.com/articles/december-fed-meeting-to-focus-on-asset-purchases-11608114600?mod=hp_lead_pos3
https://www.wsj.com/articles/december-fed-meeting-to-focus-on-asset-purchases-11608114600?mod=hp_lead_pos3
https://www.wsj.com/articles/msci-drops-chinese-stocks-on-u-s-blacklist-11608098310?mod=markets_lead_pos4
https://www.wsj.com/articles/msci-drops-chinese-stocks-on-u-s-blacklist-11608098310?mod=markets_lead_pos4
https://www.ft.com/content/cc507f56-4231-4f22-a14b-0b4dd189e2b8
https://www.ft.com/content/cc507f56-4231-4f22-a14b-0b4dd189e2b8
https://www.ft.com/content/cdc2ea64-0023-424f-b046-63ab2ec548b3
https://www.ft.com/content/41f75c38-eac2-4ad3-8ba9-4121a9213157
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• Eurosceptic parliament members said they could accept what the EU calls “a rebalancing 

mechanism,” which would allow both sides to call foul if they felt they were being 

unfairly undercut on regulations. 

• The mechanism would involve an arbitration panel to determine whether any harm 

caused by regulatory divergence was serious and to ensure any punitive sanctions were 

proportionate. 

 

Turkey:  Naci Agbal, the new governor of the Turkish Central Bank, said the institution will no 

longer sell dollars in an effort to prop up the lira, but will instead focus on rebuilding the nation’s 

depleted foreign exchange reserves and gradually raise interest rates if necessary to fight 

inflation.  The statement signaled a sharp change in direction after two years of a highly 

contentious policy of currency intervention that has added to Turkey’s financial mess.  In 

response to Agbal’s statement, the lira continues its recent rebound. 

 

United States-Iran:  Several firms monitoring the global oil trade say Iran has circumvented 

U.S. sanctions and exported more oil to China and other countries in recent months, providing a 

lifeline for its struggling economy and undermining the Trump administration’s so-called 

maximum pressure campaign against Tehran. 

 

Mexico:  President Andrés Manuel López Obrador’s ruling party pushed through a new law 

curbing the role of foreign law-enforcement officers in Mexico.  The legislation comes after the 

arrest in the U.S. of Mexico’s former defense minister on drug trafficking and corruption 

charges, which angered many in Mexico as an insult to the country’s sovereignty. 

 

U.S. Economic Releases  

 

For the week ending December 11, mortgage applications rose 1.1% from the prior week. Home 

purchase and refinance applications rose 1.8% and 1.4%, respectively, from the preceding week.  

Retail sales fell more than expected in November.  The previous month’s revision from a gain to 

a loss increased concerns that the recovery may be losing steam.  Advance retail sales fell 1.1% 

from the prior month compared to expectations of a 0.3% decline.  The prior month’s gain of 

0.3% was revised to a loss of 0.1%.  Excluding autos, retail sales fell 0.9% from the prior month 

compared to expectations of a 0.2% gain.  The previous report was revised from a gain of 0.2% 

to a loss of 0.1%.  Excluding auto and gas, retail sales fell 0.8% from the prior month compared 

to expectations of a gain of 0.2%.  Again, the prior month’s report was revised from a gain of 

0.2% to a loss of 0.1%.  The retail sales control group, which excludes autos, gas, and building 

material, fell 0.5% from the prior month compared to expectations of a gain of 0.2%, with a 

revision of the prior month’s gain of 0.2% to a 0.1% loss. 

 

https://www.ft.com/content/45b1fc00-d75c-4a6d-b906-13b7b8f6757c
https://www.ft.com/content/45b1fc00-d75c-4a6d-b906-13b7b8f6757c
https://www.ft.com/content/45b1fc00-d75c-4a6d-b906-13b7b8f6757c
https://www.wsj.com/articles/iranian-oil-exports-rise-as-tehran-circumvents-sanctions-finds-new-buyers-11608052404
https://www.wsj.com/articles/iranian-oil-exports-rise-as-tehran-circumvents-sanctions-finds-new-buyers-11608052404
https://www.wsj.com/articles/mexico-passes-law-curbing-operations-of-foreign-security-agents-11608059949
https://www.wsj.com/articles/mexico-passes-law-curbing-operations-of-foreign-security-agents-11608059949
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The chart above shows the annual change in retail sales and retail sales for food and services. 

The drop in retail sales is largely due to new COVID restrictions limiting the hours open and 

capacity of restaurants. 

 

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

 

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m Oct 55.8 56.7 **

9:45 Markit US Services PMI m/m Oct 55.9 58.4 **

9:45 Markit US Composite PMI m/m Oct 58.6 **

9:45 Business Inventories m/m Dec 0.6% 0.7% **

9:45 NAHB Housing Market Index m/m Dec 88 90 **

Speaker or event

14:00 FOMC Rate Decision

14:30 Powell Holds Post-FOMC Meeting Chairman of the Federal Reserve

Fed Speakers or Events

District or position

Federal Reserve Board

 

 

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

Japan Trade Balance m/m Nov ¥366.8b ¥872.9b ¥522.5b ** Equity and bond neutral

Jibun Bank Japan PMI Mfg m/m Dec 49.7 49.0 ** Equity and bond neutral

Jibun Bank Japan PMI Services m/m Dec 47.2 47.8 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Dec 48.0 48.1 ** Equity and bond neutral

India Trade Balance m/m Nov -$9870.0m -$8710.0m -$9980.0m ** Equity and bond neutral

Australia Markit Australia PMI Services m/m Dec 57.4 55.1 ** Equity and bond neutral

Markit Australia PMI Composite m/m Dec 57 54.9 ** Equity and bond neutral

Markit Australia PMI Mfg m/m Dec 56.0 55.8 * Equity and bond neutral

Westpac Leading Index m/m Nov 0.5% 0.1% *** Equity and bond neutral

New Zealand BoP Current Account Balance NZD q/q 3Q -3.521b 1.828b -3.860b ** Equity and bond neutral

Europe

Eurozone Markit Eurozone Manufacturing PMI m/m Dec 55.5 53.8 53.0 ** Equity bullish, bond bearish

Markit Eurozone Services PMI m/m Dec 47.3 41.7 42.0 ** Equity bullish, bond bearish

Markit Eurozone Composite PMI m/m Dec 49.8 45.3 45.7 ** Equity bullish, bond bearish

Construction Output m/m Oct 0.5% -2.9% ** Equity bullish, bond bearish

Labour Costs y/y 3Q 1.6% 4.2% ** Equity and bond neutral

Trade Balance SA m/m Oct 25.9b 24.0b ** Equity and bond neutral

France Markit France Manufacturing PMI m/m Dec 51.1 49.6 50.1 ** Equity and bond neutral

Markit France Services PMI m/m Dec 49.2 38.8 40.0 ** Equity bullish, bond bearish

Markit France Composite PMI m/m Dec 49.6 40.6 43.0 ** Equity bullish, bond bearish

Germany Markit/BME Germany Manufacturing PMI m/m Dec 58.6 57.8 56.5 ** Equity bullish, bond bearish

Markit Germany Services PMI m/m Dec 47.7 46.0 44.0 ** Equity bullish, bond bearish

Markit/BME Germany Composite PMI m/m Dec 52.5 51.7 50.5 ** Equity bullish, bond bearish

Italy Industrial Sales m/m Oct 2.2% -3.2% ** Equity bullish, bond bearish

Industrial Orders m/m Oct 3.0% -6.4% ** Equity bullish, bond bearish

UK CPI y/y Nov 0.3% 0.7% 0.6% *** Equity and bond neutral

CPI Core y/y Nov 1.1% 1.5% 1.4% *** Equity and bond neutral

RPI y/y Nov 0.9% 1.3% 1.3% *** Equity and bond neutral

Markit UK PMI Manufacturing SA m/m Dec 57.3 55.6 56.0 ** Equity and bond neutral

Markit/CIPS UK Services PMI m/m Dec 49.9 47.6 50.7 ** Equity and bond neutral

Markit/CIPS UK Composite PMI m/m Dec 50.7 49.0 51.5 ** Equity and bond neutral

Russia Industrial Production y/y Nov -2.6% -5.9% -4.9% *** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 11-Dec $195341m $194359m * Equity and bond neutral

Canada Housing Starts m/m Nov 246.0k 214.9k 212.5k *** Equity and bond neutral

Manufacturing Sales m/m Oct 0.3% 1.5% 0.6% ** Equity and bond neutral

Existing Home Sales m/m Nov -1.6% -0.7% ** Equity bearish, bond bullish  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
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Today Prior Change Trend

3-mo Libor yield (bps) 22 22 0 Down

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

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 0.92 0.91 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 21 17 4 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Lower Bound) 0.000% 0.000% 0.000% On forecast

FOMC Rate Decision (Upper Bound) 0.250% 0.250% 0.250% On forecast

Interest Rate on Excess Reserves 0.100% 0.100% 0.100% On forecast   
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $50.75 $50.76 -0.02%

WTI $47.63 $47.62 0.02%

Natural Gas $2.65 $2.68 -1.34%

Crack Spread $10.03 $9.97 0.57%

12-mo strip crack $12.30 $12.30 -0.02%

Ethanol rack $1.40 $1.39 0.11%

Gold $1,858.42 $1,853.64 0.26%

Silver $25.13 $24.49 2.60%

Copper contract $356.70 $354.45 0.63%

Corn contract 428.00$       424.75$       0.77%

Wheat contract 604.75$       599.75$       0.83%

Soybeans contract 1,196.75$    1,188.75$   0.67%

Baltic Dry Freight 1273 1235 38

Actual Expected Difference

Crude (mb) -3.0

Gasoline (mb) 2.2

Distillates (mb) 0.9

Refinery run rates (%) 0.65%

Natural gas (bcf) -118.0

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, 

and cooler temps in the Southeast.  Dry conditions are expected throughout most of the country, 

with wet conditions expected in the East. 
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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 

 10 

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 12/15/2020 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 12/15/2020 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. 


