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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 17, 2020—9:30 AM EST] Global equity markets are higher this morning.  

The EuroStoxx 50 is up 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.3%.  

Chinese markets were higher, with the Shanghai Composite remaining up 1.1% from the prior 

close and the Shenzhen Composite up 0.9%.  U.S. equity index futures are signaling a higher 

open.   

 

Good morning on a busy Thursday (and a snowy one for our friends in the Northeast).  Equity 

futures are up this morning, while the dollar is down sharply and gold and bitcoin are higher.  In 

fact, bitcoin broke $20k, supported by comments that it is deeply undervalued.  Our coverage 

starts with the Fed, including an analysis of the interaction of the Fed, the Treasury, and the yield 

curve.  Up next is the forex market and the Treasury announcement that Vietnam and 

Switzerland are currency manipulators.  The EU passed its budget and is thinking about a “bad 

bank” to absorb nonperforming loans; Brexit appears close.  China news is next, followed by 

pandemic coverage.  We close with a roundup of policy and economic news.  Being Thursday, 

our Weekly Energy Update is available.  A note to readers—the Daily Comment will go on 

holiday hiatus starting Dec. 23 and return on Jan. 4.  Here are the details: 

 

The Fed:  To some extent, the meeting was modestly hawkish.  The dots plot suggested a greater 

openness to rate hikes in 2023. 
 

 
(Source: FOMC) 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/snowstorm-forecast-to-blanket-parts-of-east-coast-11608123988?st=121ctvu29pdcyqf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-12-17-2020-11608199587?st=icdnrixy4cib5v8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-12-17-2020-11608199587?st=icdnrixy4cib5v8&reflink=desktopwebshare_permalink
https://markets.businessinsider.com/news/stocks/dollar-falls-heads-for-biggest-4th-quarter-drop-since-2003-2020-12-1029898361
https://www.wsj.com/articles/bitcoin-climbs-above-20-000-to-record-11608130696?st=50lr836xuj3fiio&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2020-12-16/guggenheim-s-scott-minerd-says-bitcoin-should-be-worth-400-000?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_17_2020.pdf
https://www.federalreserve.gov/newsevents/pressreleases/monetary20201216a.htm
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The sole rate hike forecast for 2022 did come down 50 bps but we added another member to 

hikes in 2023.  The majority are still holding to no rate hikes for 2021-23.  The FOMC also 

increased its expectations of this year’s GDP growth, from -3.7% in September to -2.4% at this 

meeting, and there were modest upward revisions to future years.  Unemployment is expected to 

decline more quickly as well.  But inflation won’t hit its 2% target over the forecast period.  

There was no change to the allocation of purchases but the Fed did suggest it would continue QE 

for a long time.  Financial markets seemed to express some disappointment.  The dollar rallied a 

bit and equities were mixed, with non-cyclicals doing better than cyclical sectors.  Although the 

Fed dashed hopes of additional support (there was speculation the Fed would boost purchases at 

the long end), overall, this was mostly a steady policy outcome.  We expect Governor-appointee 

Waller to be sworn in for the next meeting, meaning we will have another dot on the plot.   

 

A bit of “inside baseball”—the yield curve has steepened lately, leading to comments that the 

market is expecting a stronger economy going forward.  Although that may be the case, the 

steepening may have more mundane origins.  It starts with the Treasury.  It has been building its 

account at the Fed by issuing lots of T-bills.  Most likely, Mnuchin was worried about a 

government shutdown and was prefunding stimulus.  In any case, we have seen a sharp rise in 

the Treasury’s account at the Fed. 
 

 
 

As the Treasury issued T-bills to fund this hoard, it has led to a drop in the average maturity of 

Fed holdings; last year, it was 70 months.  It has fallen to 62.5 months.  And, over the past 

decade, rising maturity coincided with the two-year/10-year yield curve. 

https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20201216.pdf
https://www.wsj.com/articles/fed-updates-plans-for-bond-buying-but-makes-no-changes-to-asset-purchases-11608145211?st=5v39g2by2mwxzro&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fed-updates-plans-for-bond-buying-but-makes-no-changes-to-asset-purchases-11608145211?st=5v39g2by2mwxzro&reflink=desktopwebshare_permalink
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As the Treasury draws down this account to fund stimulus (and assuming a funding bill passes 

this week), there will be pressure for the yield curve to flatten.  Stay tuned.   

 

Forex:  The Treasury has a formal process to establish if a country is manipulating its currency.  

The process seeks to determine if a country is preventing the appreciation of its currency to run a 

larger trade surplus with the U.S. than it would otherwise.  The U.S. announced yesterday that 

Vietnam and Switzerland are being named “manipulators.”  The designation will trigger a 

process where the U.S. engages with the countries in question to address America’s concerns.  If 

the negotiations don’t yield a satisfactory outcome, the U.S. can apply trade restrictions.  The 

case for Switzerland is straightforward—it intervenes regularly to prevent the appreciation of the 

CHF, but it has nothing to do with the U.S.  Without intervention, the CHF would appreciate 

against the EUR, making Switzerland less competitive within Europe.  So, there is no doubt 

Switzerland intervenes, but it isn’t to improve its position with the U.S.   

 

The case of Vietnam is more complicated.  It has become a destination for productive capacity 

that is leaving China to land.  And so, almost by design, it has seen its current account expand.  

We would expect some appreciation of the Vietnamese dong, but most likely it will be modest.  

The action by the Treasury, though, may be signaling a greater openness to a weaker dollar, 

which is the goal of this policy.   

 

The EU:  The EU budget has passed the European Parliament, meaning the Eurobond will be 

issued in the coming months.  This is a remarkable achievement and will support further 

integration of Europe.  We never thought Germany would accept this idea; a Eurobond will 

allow Italy to borrow in EU credit, something that has always terrified Berlin.  But, here we are!   

• The EU is going to have a nonperforming debt problem.  It’s a fact of life that some loans 

will go bad.  How to deal with bad loans is always a challenge.  If the creditor insists on 

full repayment, it can lead to bankruptcy which might have been unnecessary.  If the 

debtor is favored, moral hazard creeps in.  Consequently, societies try to balance off the 

interests of both parties.  In the meantime, banks holding nonperforming loans lose the 

https://finance.yahoo.com/news/u-designates-switzerland-vietnam-currency-133000391.html
https://www.wsj.com/articles/treasury-designates-vietnam-switzerland-as-currency-manipulators-11608125414?st=ngak7gj5rqdgj85&reflink=desktopwebshare_permalink
https://www.piie.com/blogs/realtime-economic-issues-watch/branding-vietnam-currency-manipulator-epitomizes-whats-wrong
https://www.politico.eu/article/parliament-approves-2021-2027-eu-budget/
https://www.ft.com/content/fbd67f68-0b0d-4df9-8faa-a4ab86f32767?emailId=5fdaeca82d6ce400040921b9&segmentId=d16cd453-7bb5-45ba-728c-35ca5739b9f6
https://www.wsj.com/articles/europe-will-need-a-loan-crisis-to-create-a-post-covid-bad-bank-11608130751?st=ispo3i0rrhsldo7&reflink=desktopwebshare_permalink
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capacity to make new loans, which can restrict future growth.  One tactic to address this 

problem is the bad bank.  A bank is created to buy the nonperforming loans to get those 

loans off the bank balance sheets, freeing up capacity for new lending.  The bad bank 

buys these loans at a discount and then works out arrangements with borrowers in 

default.  The trick is setting the value of the bad debt—make it too generous and it 

becomes a subsidy for the banks that made the bad loans in the first place.  Make it too 

low and banks can suffer unnecessary losses.  The EU is planning to set up a series of bad 

banks in member states to deal with loans gone sour due to the pandemic.    

 

Brexit:  According to reports, we are getting close to a Brexit deal.  In fact, the last sticking 

point may be fish, which should be manageable.  Both sides are still taking steps just in case 

talks fail.  One sign that we are close is that Parliament may reconvene from their Christmas 

break to vote on the treaty.  Another sign?  The GBP has been on a tear based on Brexit 

optimism.   

 

China:  A new look at rebalancing and tensions with Australia rise further. 

• Recently, General Secretary Xi held a talk about the need to bring about demand reform.  

If this speech is an outline of policy, it could be significant.  One of heterodox 

economics’ criticisms of capitalism is the tendency toward underconsumption.  Post-

Marx analysis argued that colonialism was a response to this problem.  Essentially, 

capital ends up taking too much income from labor, leading to persistent 

underconsumption and income inequality.  One way to address the problem of 

underconsumption is to export the excess production.  China has been doing that for a 

while.  However, it appears that Xi may have concluded this path isn’t likely to be open 

in the future and the Belt and Road Project may not offer relief either.  Thus, actually 

changing income distribution to put more money into households and absorb the excess 

production through domestic consumption would be an epic change because it would also 

adversely impact the wealthy in China.   

• China is apparently blocking imports of Australian coal, a notable escalation of the trade 

fight between the two countries.  Canberra is threatening to take the issue to the WTO.  

One reason China is picking on Australia is because it views it as the weakest link in the 

U.S. alliances against Beijing, e.g., the Quad, the “Five Eyes.”  There may be something 

to this; the political opposition is harshly criticizing the Morrison government for its 

handling of China. 

o As winter sets in, there has been a spike in coal prices and domestic mines are 

ramping up production.   

• The BBC has a special report on forced labor and Chinese cotton. 

• MSCI has dropped Chinese stocks cited by the U.S. for their ties to the People’s 

Liberation Army (PLA).  The stocks will be officially removed on January 5.   

• China has been pushing digital currencies and is one of the central banks in the forefront 

of developing official digital currencies.  The PBOC warned merchants that they must 

accept cash for payment.   

https://www.wsj.com/articles/eu-unveils-plans-to-help-banks-clean-up-soured-covid-19-loans-11608122099?st=tyj6d17x1isw5hx&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/eu-unveils-plans-to-help-banks-clean-up-soured-covid-19-loans-11608122099?st=tyj6d17x1isw5hx&reflink=desktopwebshare_permalink
https://www.politico.eu/article/ursula-von-der-leyen-brexit-deal-eu-uk-close-yet-far/
https://www.theguardian.com/politics/2020/dec/16/fish-could-still-sink-brexit-deal-says-eu-ursula-von-der-leyen
https://www.theguardian.com/politics/2020/dec/16/fish-could-still-sink-brexit-deal-says-eu-ursula-von-der-leyen
https://www.consilium.europa.eu/en/press/press-releases/2020/12/16/council-endorses-transport-contingency-measures-in-case-of-no-deal-brexit/
https://www.ft.com/content/77443600-8b40-47af-a807-60612ef2d928
https://www.ft.com/content/77443600-8b40-47af-a807-60612ef2d928
https://www.ft.com/content/bc059f67-6964-4be8-b631-0261faa0bf1a?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/bc059f67-6964-4be8-b631-0261faa0bf1a?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/41f75c38-eac2-4ad3-8ba9-4121a9213157?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/dfd7f271-9ca3-42d0-80db-2ee6824fb700?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/dfd7f271-9ca3-42d0-80db-2ee6824fb700?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.scmp.com/economy/china-economy/article/3113876/xi-jinpings-new-economic-focus-chinas-demand-reform-borrows?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3113876
https://www.reuters.com/article/us-china-australia-coal/australia-pm-warns-of-lose-lose-in-any-china-coal-shift-idUSKBN28O35A
https://nyti.ms/34f11Mr
https://www.ft.com/content/2a8ebd12-b30c-4aed-8028-8b31e5e8d667
https://www.scmp.com/news/china/diplomacy/article/3114044/why-china-sees-australia-obvious-target-its-punitive-economics?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3114044
https://www.scmp.com/news/china/diplomacy/article/3114044/why-china-sees-australia-obvious-target-its-punitive-economics?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3114044
https://www.ft.com/content/843c9286-b135-4d39-acbd-dafd87f57e0c
https://www.ft.com/content/843c9286-b135-4d39-acbd-dafd87f57e0c
https://www.yicaiglobal.com/news/henan-coal-mines-roar-back-to-life-as-demand-prices-soar
https://www.yicaiglobal.com/news/henan-coal-mines-roar-back-to-life-as-demand-prices-soar
https://www.bbc.co.uk/news/extra/nz0g306v8c/china-tainted-cotton
https://www.msci.com/documents/10199/63363b6c-281f-798e-7f57-10728bb5b964
https://www.wsj.com/articles/msci-drops-chinese-stocks-on-u-s-blacklist-11608098310?st=h3kjwsfql6r8cgu&reflink=desktopwebshare_permalink
https://www.reuters.com/article/china-pboc-cash/china-central-bank-urges-wider-acceptance-of-cash-as-payments-go-digital-idUSKBN28P0XW
https://www.reuters.com/article/china-pboc-cash/china-central-bank-urges-wider-acceptance-of-cash-as-payments-go-digital-idUSKBN28P0XW
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• The EU is in negotiations with China over investment.  We note that Beijing is making it 

easier to invest in China, and Germany is giving some leeway on Chinese 

communications equipment.   

• For the first time ever, Chinese military officials have decided not to participate in a 

semiannual military safety meeting.   

 

COVID-19: The number of reported cases is 74,372,756 with 1,652,117 fatalities.  In the U.S., 

there are 16,984,580 confirmed cases with 307,543 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 Axios map is showing improvement in cases. 

 

Virology 

• Perhaps the most important “known unknown” is the type of immunity that the current 

COVID-19 vaccines will provide.  In general, we don’t know whether or not these 

vaccines will provide “sterilizing immunity.”  Sterilizing immunity means that a person 

can’t be infected by the virus if exposed to it.  The lack of sterilizing immunity means 

that a vaccinated person can be infected by exposure to the virus but doesn’t get sick or 

exhibit symptoms.  The whooping cough vaccine, for example, does not give sterilizing 

immunity.  Thus, a vaccinated person could become an asymptomatic spreader of the 

virus.  If sterilizing immunity can be achieved, the world will get back to normal much 

quicker.  If the current vaccines do not bring sterilizing immunity, then societal 

protection will require widespread adoption of the vaccine to be effective and will require 

mask-wearing and social distancing to continue even for those who have been vaccinated.   

In other words, if sterilizing immunity isn’t possible but a large number of people are 

vaccinated, then any spread would not be a major problem.  Although there have been 

polls suggesting reluctance to accept the vaccine, recent studies suggest a growing level 

of acceptance, which is good news. 

• The Moderna (MRNA, USD, 137.03) vaccine is expected to get approval from the FDA.  

Its refrigeration requirements are less stringent than the current vaccine.    

o The U.S. and Pfizer (PFE, USD, 37.84) are negotiating a new supply 

arrangement.   

o The FDA has approved the first OTC test for COVID-19.   

o Although adverse reactions to the Pfizer vaccine seem to be rare, they are not 

unprecedented.  Health care workers in the U.K. and Alaska have reported 

reactions to the vaccine that have required hospitalization.   

• French President Macron has tested positive for COVID-19.   

• Germany will begin vaccine distribution on December 27.   

• Airlines are proving to be a critical part of the logistical chain for vaccine distribution. 

• Sweden’s light response to COVID-19 is getting increased scrutiny as the health care 

system is overwhelmed.   

• Firms are lobbying for their workers to be considered “essential.”   

• The WHO is sending a team to Wuhan to investigate the origins of COVID-19. 

https://www.reuters.com/article/us-china-economy-investment-idUSKBN28Q0AS
https://www.reuters.com/article/us-china-economy-investment-idUSKBN28Q0AS
https://www.wsj.com/articles/huawei-gets-conditional-green-light-in-germany-as-government-approves-security-bill-11608117504?st=kmwycvuy7ihv94i&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-stood-up-by-china-at-military-safety-meeting-11608199871?st=9vyzq5p6zlkohuv&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2020/12/16/world/covid-19-coronavirus?campaign_id=51&emc=edit_MBE_p_20201217&instance_id=25126&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=47168&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3#a-who-team-will-travel-to-china-to-hunt-the-source-of-the-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://www.axios.com/coronavirus-cases-infections-america-states-8d0c1b89-9ab1-4133-9782-5cc38ff6727a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.verywellhealth.com/covid-19-vaccines-and-sterilizing-immunity-5092148
https://www.voanews.com/covid-19-pandemic/coronavirus-measures-will-not-end-when-vaccine-arrives-experts-say
https://www.voanews.com/covid-19-pandemic/coronavirus-measures-will-not-end-when-vaccine-arrives-experts-say
https://www.scientificamerican.com/article/baboon-study-reveals-new-shortcoming-of-pertussis-vaccine/
https://www.ipsos.com/en-us/news-polls/axios-ipsos-coronavirus-index?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ipsos.com/en-us/news-polls/axios-ipsos-coronavirus-index?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/modernas-covid-19-vaccine-likely-to-get-backing-from-fda-panel-chairman-says-11608201000?st=xi3hwee5d9ujz7r&reflink=desktopwebshare_permalink
https://nyti.ms/3gVocAF
https://nyti.ms/3gVocAF
https://www.ft.com/content/af6f26c1-0bad-4c51-9dc3-1ed35854258b?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/3r3lePi
https://www.axios.com/macron-coronavirus-france-77b4e2ac-5781-4e11-a073-f3260e9e6ea2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.bild.de/politik/2020/politik/beginn-der-corona-impfungen-gesundheitsminister-stellen-sich-auf-27-dezember-ein-74499702.bild.html
https://www.wsj.com/articles/covid-19-vaccines-are-coming-airlines-are-rushing-to-deliver-them-11608147229?st=pkd6rwizccf9hep&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/swedens-covid-19-policy-comes-under-fresh-scrutiny-11608145710?st=uix3rbve9pc61cp&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/amazon-lobbies-for-its-workers-to-receive-covid-19-vaccine-11608146673?st=ks7ck12zy5liy4c&reflink=desktopwebshare_permalink
https://www.bbc.com/news/world-asia-china-55333200
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Policy and economic news:  A fiscal deal appears close and tech comes under further pressure. 

• Although a stimulus agreement is said to be close, we have not crossed the finish line 

quite yet.  It does appear stimulus checks will be part of the bill, while state aid and 

liability protections were too difficult to pass.  The lack of state aid may prove to be an 

“own goal” in terms of boosting economic growth, a mistake that was made in the last 

business cycle.  States are critical to supporting the economy, but many are now being 

forced to cut spending in order to balance budgets.  For example, it will be the states that 

mostly manage the eviction situation. 

• Although the Senate remains undecided, it should be noted that if the Democrats manage 

to win the two Georgia seats, the most important senator may be Joe Manchin (D-WV), 

who will likely become the pivot vote.  A centrist, he will act as a brake on items like tax 

hikes and ending the filibuster.  This development has started to alarm the LWP.   

• There is no doubt the pandemic has had a terrible impact on much of the economy.  At 

the same time, we should not underestimate the flexibility of the economy in recovery.  

In economics, one of the factors that affects industrial organization is the ease of entry 

and exit.  Perhaps one of the easiest industries to close and open is restaurants.  So, yes, a 

myriad of restaurants will and have closed, but don’t be surprised to see a surge of new 

entrants once vaccine distribution expands.   

• Ten states have joined a suit against Google (GOOGL, USD, 1757.19), accusing the firm 

of collusion.   

• Massachusetts has implemented legal action against Robinhood.  The firm has also 

agreed to pay the SEC $65 million to settle a “pay for flow” arrangement.   

 

U.S. Economic Releases  

 

For the week ending December 12, initial claims came in at 885K compared to expectations of 

815K.  The prior report was revised from 853K to 862K. 
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The chart above shows the four-week moving average of initial claims.  The moving average 

rose from 778.25K to 812.50K. 

 

https://www.politico.com/news/2020/12/16/congress-deal-covid-relief-446244?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/congressional-leaders-discussing-adding-a-second-round-of-stimulus-checks-11608127735?st=23y9ydw6brzpftq&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/congressional-leaders-discussing-adding-a-second-round-of-stimulus-checks-11608127735?st=23y9ydw6brzpftq&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/us-policy/2020/12/16/congress-stimulus-checks-relief/?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%2F2da68ed%2F5fdae60a9d2fda0efb8b25f2%2F596b53f6ae7e8a44e7d597a3%2F40%2F68%2F5fdae60a9d2fda0efb8b25f2
https://www.politico.com/news/2020/12/16/coronavirus-stimulus-state-local-aid-447191
https://www.politico.com/news/2020/12/16/coronavirus-stimulus-state-local-aid-447191
https://apnews.com/article/corvallis-coronavirus-pandemic-oregon-43eb5433ab7f1b9a02b5195d7fcc1b46
https://apnews.com/article/corvallis-coronavirus-pandemic-oregon-43eb5433ab7f1b9a02b5195d7fcc1b46
https://www.axios.com/stimulus-package-democrats-joe-biden-132bdf6b-917c-4e14-94ac-e9354500f8b0.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiossneakpeek&stream=top
https://www.wsj.com/articles/new-business-owners-look-beyond-covid-19-and-winter-11608120001?st=swiws8lqrqcb3pq&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/states-sue-google-over-digital-ad-practices-11608146817?st=9f7ehgzek6edhnl&reflink=desktopwebshare_permalink
https://www.ft.com/content/d2333141-ace0-469d-b75c-8b5fd0367993?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d2333141-ace0-469d-b75c-8b5fd0367993?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/0e451231-fa4c-4686-bf2f-a5e107f337b9?emailId=5fdaed222d6ce400040921f6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/robinhood-to-pay-65-million-to-settle-sec-probe-11608213680?st=lfxku6w8kwoxf0q&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/robinhood-to-pay-65-million-to-settle-sec-probe-11608213680?st=lfxku6w8kwoxf0q&reflink=desktopwebshare_permalink


 

 

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

www.confluenceinvestment.com 

 7 

For the week ending December 5, continuing claims came in at 5.508MM compared to 

expectations of 5.700MM.  The prior report was revised from 5.757MM to 5.781MM. 
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The chart above shows the four-week average of continuing claims by region. Despite most 

regions seeing a broad decline in continuing claims, the Midwest is starting to see an increase. 

This is likely the result of COVID-19 cases rising disproportionately in this region. 

 

Housing starts came in above expectations as record-low interest rates continue to support 

homebuilder optimism.  In November, residential constructions rose 1.2% from the prior month 

compared to expectations of 0.3%.  The prior month’s report was revised from 4.9% to 6.3%.  

Meanwhile, building permits rose 6.2% from the prior month compared to expectations of 1.0%.  

The prior month’s report was revised from 0.0% to -0.1%. 
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The chart above shows the level of housing starts for single- and multi-family homes.  In 

November, single-family homes came in at an annualized rate of 1.186MM, while multi-family 

homes came in at an annualized rate of 0.361MM. 

 

Manufacturing activity in Philadelphia slowed in November according to the Philadelphia Fed 

Business Outlook survey.  The index came in at 11.1 compared to expectations of 20.0. 
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The chart above shows the six-month moving average of the Philadelphia Business Survey. 

 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Economic Expectations m/m Dec 43.0 **

9:45 Bloomberg Consumer Comfort w/w 13-Dec 49.0 **

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

Australia Participation Rate m/m Nov 66.1% 65.8% 65.9% ** Equity bullish, bond bearish

Employment Change m/m Nov 90.0k 178.8k 40.0k ** Equity bullish, bond bearish

Unemployment Rate m/m Nov 6.8% 7.0% 7.0% *** Equity bullish, bond bearish

New Zealand GDP SA y/y 3Q 0.4% -12.4% -1.8% *** Equity bullish, bond bearish

Europe

Eurozone EU27 New Car Registrations m/m Nov -12.0% -7.8% ** Equity and bond neutral

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

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

France Business Confidence m/m Dec 91 79 81 *** Equity bullish, bond bearish

Manufacturing Confidence m/m Dec 93 92 93 ** Equity and bond neutral

Production Outlook Indicator m/m Dec -4 -39 -25 ** Equity bullish, bond bearish

Own-Company Production Outlook m/m Dec 1.0 -10.0 -5.0 ** Equity and bond neutral

Switzerland Exports Real m/m Nov 4.6% -0.5% ** Equity and bond neutral

Imports Real m/m Nov 4.8% -3.4% ** Equity and bond neutral

Swiss Watch Exports y/y Nov -3.2% -7.1% ** Equity and bond neutral

AMERICAS

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

Canada Wholesale Trade Sales m/m Oct 1.0% 0.9% 0.7% ** Equity and bond neutral

Int'l Securities Transactions m/m Oct 6.92b 4.46b ** Equity and bond neutral

CPI y/y Nov 1.0% 0.7% 0.8% *** 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. 

 
Today Prior Change Trend

3-mo Libor yield (bps) 23 22 1 Down

3-mo T-bill yield (bps) 7 8 -1 Neutral

TED spread (bps) 16 14 2 Up

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 0.93 0.92 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 32 25 7 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

RBA FX Transactions Market A$1394m A$935m On forecast

RBA FX Transactions Other A$1m -A$782m On forecast

RBA FX Transactions Government -A$1436m -A$981m On forecast

SNB Sight Deposit Interest Rate -0.750% -0.750% -0.750% On forecast

SNB Policy Rate -0.750% -0.750% -0.750% On forecast

Bank of England Bank Rate 0.100% 0.100% On forecast

BOE Corporate Bond Target 20b 20b On forecast

BOE Asset Purchase Target 875b 875b 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 $51.30 $51.08 0.43%

WTI $48.05 $47.82 0.48%

Natural Gas $2.69 $2.68 0.52%

Crack Spread $11.02 $10.73 2.67%

12-mo strip crack $12.79 $12.66 0.98%

Ethanol rack $1.40 $1.40 0.18%

Gold $1,877.65 $1,864.80 0.69%

Silver $25.70 $25.33 1.46%

Copper contract $360.00 $355.90 1.15%

Corn contract 426.25$       427.25$       -0.23%

Wheat contract 601.75$       598.50$       0.54%

Soybeans contract 1,187.50$    1,188.00$   -0.04%

Baltic Dry Freight 1296 1273 23

Actual Expected Difference

Crude (mb) -3.1 -3.0 -0.1

Gasoline (mb) 1.0 2.2 -1.2

Distillates (mb) 0.2 0.9 -0.7

Refinery run rates (%) -0.80% 0.65% -1.45%

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 East.  Dry conditions are expected throughout most of the country, with 

wet conditions expected on the East Coast. 
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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 12/16/2020 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 12/16/2020 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 17, 2020 
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Based on our methodology,2 the current P/E is 29.0x, up 0.5x from last week, as index values 

continue to rise. 

 
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. 


