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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 18, 2020—9:30 AM EST] Global equity markets are generally lower this 

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

down 0.4%.  Chinese markets were lower, with the Shanghai Composite remaining down 0.3% 

from the prior close and the Shenzhen Composite down 0.3%.  U.S. equity index futures are 

signaling a flat open.   

 

Good morning and happy Friday!  Although Congress remains in session and Brexit could 

interfere with the MP’s Christmas, the rest of the world is winding down for the holidays.  U.S. 

equity futures are mostly steady this morning.  One thing to watch—Tesla (TSLA, USD, 655.90) 

joins the S&P 500 Index today.  It is the largest firm by market value to be added to the index, so 

we could see some distortions.  Adding to the “excitement” is that it’s a quadruple witching day, 

meaning stock index futures, options on those futures, regular stock options, and single stock 

futures all expire today.   

 

We begin our coverage with the Russian hack; we don’t know much yet, but it looks widespread. 

We take a quick look at the Bank of Japan’s monetary policy.  Policy and economics follow.  

China news is next; a battle between populists and the establishment regarding China policy is 

brewing.  Pandemic news follows, and then an update on the EU and Brexit.  Being Friday, the 

Asset Allocation Weekly, the last of 2020, is available, along with the associated podcast and 

chart book.  As a reminder, starting in January, in a bid to shorten this report, we will no 

longer publish the AAW at the bottom of the Daily.  It will be available only as a stand-alone 

report but linked within the Daily Comment.  And, the Daily Comment will go on holiday 

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

 

The Hack:  We are still in the early stages of this event, but it is shaping up to be significant.  

First, as we learn more, it is becoming clear this was a very sophisticated attack.  Currently, it 

looks like at least 18 thousand companies and government agencies have been compromised, 

including Homeland Security and the Pentagon.  Although SolarWinds (SWI, USD, 17.60) was a 

key path to inserting malicious software, it wasn’t the only tactic deployed.  Second, researchers 

are expressing surprise at the degree of effort involved.  The attackers focused on U.S. 

technology, which avoids the red flag of foreign origin.  They didn’t reuse code, which is also a 

way that cyber analysts detect breaches.  Third, there is a potentially great risk to infrastructure.  

At this point, we don’t know if the goal was merely to gather information or to disrupt 

operations.  It may take years to discover the full depth of this intrusion.   

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-12-18-2020-11608286518?st=xdme2cz6rja1n20&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/tesla-joins-the-s-p-500-five-things-to-watch-11608267660?st=b64wjwffzfv9bmu&reflink=desktopwebshare_permalink
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Dec_18_2020.pdf
https://www.confluenceinvestment.com/category/podcasts/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://nyti.ms/3r4hzRf
https://www.wsj.com/articles/hack-suggests-new-scope-sophistication-for-cyberattacks-11608251360?st=tb715ub4fzla1b7&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/national-security/dhs-is-third-federal-agency-hacked-in-major-russian-cyberespionage-campaign/2020/12/14/41f8fc98-3e3c-11eb-8bc0-ae155bee4aff_story.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://nyti.ms/3qWRmEd
https://us-cert.cisa.gov/ncas/alerts/aa20-352a?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/edbad243-28ed-4133-98a0-1447a7213abf?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/russias-sprawling-hack-of-federal-agencies-alarms-43a9f6f7-5d85-49a6-828b-8371129c276e.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosworld&stream=world
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The term “act of war” is starting to show up in the media.  Although we don’t use this term 

loosely, this event has the characteristics of state conflict.  We have been thinking about the 

entire notion of war for some time.  Clausewitz postulated that the point of war was to convince 

an opponent’s civilian population that resistance is futile; cooperating with the aims of the 

victorious foreign power is the only alternative.  Although militaries still matter, propaganda and 

cyberwar can directly affect the civilian population and may be an alternative to direct military 

conflict.  For example, if a foreign power can control news flow or critical infrastructure, e.g., 

electricity, water, etc., the need to wage a military conflict may lessen.  Given the U.S. 

dominance in military affairs, focusing on direct non-military intervention on civilians seems 

reasonable.  The trick for a country being attacked is the response.  The U.S. has ample cyber 

capabilities.  We will be watching for retaliation.  Where this situation leads remains unknown. 

 

The BOJ:  Meetings of Japan’s central bank tend to be interesting because the country has been 

something of a harbinger of where the rest of the world has moved.  Despite massive expansions 

of the balance sheet, Japan has been completely stymied in its attempts to raise price levels.  

Today, the bank announced a policy review to look at its current policies to reflate the economy.  

Given our expectations of JPY appreciation, we will be watching to see just how radical the bank 

will go (What is most radical?  Buying U.S. Treasuries to expand the balance sheet.) 

 

Policy and economics:  Congress continues to negotiate on a stimulus package; the latest 

wrinkle is an attempt by GOP lawmakers to restrict the Fed from restarting its emergency credit 

facilities that expire at year’s end.  The worry among lawmakers is that a future Congress could 

use the Fed’s balance sheet for fiscal stimulus, removing lawmakers from such decisions.1  As 

we have noted before, lawmakers have to exercise great care in how they approach this issue.  

On the one hand, there is a risk that the Fed could take a bond-buying program and use it to 

facilitate spending.  It isn’t hard to imagine a muni bond backstop evolving into a program that 

supports the borrowing efforts of state and local governments.  At the same time, there is a 

difference between directly lending to support spending and providing a market backstop.  For a 

financial system that is dominated by shadow banking, there is a need for the Fed to act as a 

dealer of last resort.  Shadow banking is essentially a carry trade—to use the colloquial, its 

“grabbing nickels in front of steamrollers.”  2008 proved it is impossible to know beforehand 

where the risks lie.  Therefore, if a certain instrument has become repo’d to the point where the 

inability to make a market leads to a financial crisis, only the Fed can provide a two-sided market 

to maintain liquidity.  These programs need to be readily available; although it may be ok to let 

them lapse in the short run, policymakers must understand that they may be needed at a 

moment’s notice.  The risk is that Congress won’t act quickly enough.  It would probably be 

preferable to leave the programs in place with Congressional oversight to ensure the central bank 

is only providing a backstop.   

• Although it may only last for a short time, we may see a government shutdown.  

Spending authorization ends today, but with Congress focused on a stimulus bill, the 

reauthorization has fallen by the wayside.   

• Amazon (AMZN, USD, 3236.08) is facing a union vote at an Alabama warehouse.  

Under normal circumstances, if the workers vote to unionize, we would expect the 

 
1 MMT proponents have argued for similar ideas, such as the creation of a Fed-like body that would make fiscal 
spending decisions without the need for Congressional approval.   

https://www.axios.com/solarflares-russia-hack-agencies-0a21d7e4-9fcf-4f6d-b86c-f903d155dd9d.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/a94341fb-9105-462f-9867-244a6e77d0df
https://www.boj.or.jp/en/announcements/release_2020/k201218b.pdf
https://nyti.ms/34qMFZM
https://www.ft.com/content/01d29e19-7aad-40a3-ad71-de929a0cf7a9?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/01d29e19-7aad-40a3-ad71-de929a0cf7a9?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.com/news/2020/12/17/congress-prepares-for-weekend-work-as-stimulus-stalls-447567
https://www.wsj.com/articles/lawmakers-race-to-finish-900-billion-covid-19-aid-package-11608217973?st=63y1yvnxjaen5ea&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/amazon-faces-unionization-push-in-alabama-a-test-in-labor-organizing-bid-11608160275?st=rh3qptneozgs7y3&reflink=desktopwebshare_permalink
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company to simply move operations elsewhere.  However, in the current environment, 

that might not work.   

China:  There is a classic establishment versus populist dual setting up within the 

administration.  Representing the establishment is the Treasury, seeking to limit the scope of 

President Trump’s executive order banning U.S. investors from purchasing equities of Chinese 

companies with links to the PLA.  On the other side is the State Department and the Pentagon, 

who want to include affiliates and subsidiaries, thus widening the breadth of the order.  Although 

there are obvious elements of the business v. the security organs, we also would frame this as 

establishment v. populists.  The establishment supports globalization, and thus, wants to reduce 

the impact of investment limitations on China.  The populists oppose globalization and want to 

expand restrictions.  This current battle will end with a new president, but we will be watching to 

see how the Biden administration handles this issue.  LWP will be just as opposed to a narrow 

reading as RWP.  Early indications hint that the Biden administration leans more towards the 

establishment.   

• The U.S. is using its export blacklist to restrict Semiconductor Manufacturing 

International (SMICY, USD 13.34) purchases of American tech equipment.  Without 

access to U.S. semiconductor manufacturing equipment, the company would not be able 

to build 10-nanometer circuits, effectively leaving them capable to make only older-

generation chips. 

• China’s unmanned moon mission has returned carrying moon rocks.  We will be awaiting 

word to see what they find out about their rocks; here is one explanation of what the U.S. 

found. 

• China is creating a fifth “bad bank.”  Yesterday, we discussed how these worked in an 

EU context.   

COVID-19:  The number of reported cases is 75,096,337 with 1,665,211 fatalities.  In the U.S., 

there are 17,215,045 confirmed cases with 310,801 deaths.  For illustration purposes, the FT has 

created an interactive chart that allows one to compare cases across nations using similar scaling 

metrics.  The FT has also issued an economic tracker that looks across countries with high-

frequency data on various factors.   The Rt data continues to show improvement, suggesting that 

the current surge in infections is peaking.  Currently, 17 states have a reading of less than 1, 

compared to last week’s eight, suggesting a falling infection rate.  Wyoming has the lowest 

reading, and Maine has the highest.  Over the past seven days, the infection rate in the U.S. is 

0.45%, or one in 200.  

  

Virology 

• It looks like we are seeing some logistical issues developing.  Several states are reporting 

that they are not getting all the vaccine doses they were promised; at the same time, 

Pfizer (PFE, USD, 38.03) is suggesting it has ample doses in its warehouses.  Although 

these headlines are alarming, it should be remembered that the distribution of this 

vaccine, which requires super-cold temperatures, was bound to have some initial snags.  

The fact that doses appear available should mean that this situation will be resolved. 

• The FDA is expected to approve the Moderna (MNRA, USD, 144.00) vaccine.  It should 

be easier to distribute, as its storage requirements are less onerous.   

https://www.wsj.com/articles/government-leaders-clash-over-next-step-for-trumps-ban-on-chinese-stocks-11608258526?st=krqk589xyp3p090&reflink=desktopwebshare_permalink
https://www.ft.com/content/2093e63d-f04e-4819-85f0-a9a2c1ce27c8?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/disneys-chairman-bob-iger-game-for-a-new-job-u-s-ambassador-to-china-11608240772?st=9zb6s17i9tp3zo7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/disneys-chairman-bob-iger-game-for-a-new-job-u-s-ambassador-to-china-11608240772?st=9zb6s17i9tp3zo7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-blacklists-chinas-top-chip-maker-escalating-tech-fight-11608274932?st=5lf9stmhq1j9gz1&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-blacklists-chinas-top-chip-maker-escalating-tech-fight-11608274932?st=5lf9stmhq1j9gz1&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/asia_pacific/china-moon-mission-space/2020/12/17/367b6a26-4022-11eb-b58b-1623f6267960_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2dad912%2F5fdc37929d2fda0efb8c2873%2F596b53f6ae7e8a44e7d597a3%2F45%2F57%2F5fdc37929d2fda0efb8c2873
https://www.imdb.com/title/tt0592756/plotsummary?ref_=tt_ov_pl
https://www.imdb.com/title/tt0592756/plotsummary?ref_=tt_ov_pl
https://www.reuters.com/article/china-banks-asset-management/china-regulator-approves-opening-of-fifth-nationwide-bad-loan-bank-idUSB9N2I600Q
https://www.wsj.com/livecoverage/covid-2020-12-18?mod=djemHL_t
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://rt.live/
https://www.axios.com/coronavirus-americans-diagnosis-tennessee-california-4befc814-ea16-490b-a21a-176a2cce8877.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-americans-diagnosis-tennessee-california-4befc814-ea16-490b-a21a-176a2cce8877.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.washingtonpost.com/health/2020/12/17/pfizer-vaccine-supply-states/?utm_campaign=wp_politics_am&utm_medium=email&utm_source=newsletter&wpisrc=nl_politics
https://www.washingtonpost.com/health/2020/12/17/pfizer-vaccine-supply-states/?utm_campaign=wp_politics_am&utm_medium=email&utm_source=newsletter&wpisrc=nl_politics
https://www.ft.com/content/bab87cb7-0e4d-4650-90db-49803189cee4?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/modernas-covid-19-vaccine-could-widen-immunization-effort-11608287402?st=ji7oxqlwylps5lb&reflink=desktopwebshare_permalink
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• Brazil says it won’t distribute China’s vaccines due to the lack of transparency.   

• There are reports that vaccine offers are being made on the dark web. 

• Sweden’s king admits his country’s virus strategy has been a failure. 

• One bright spot is that COVID-19 precautions have mostly contained the usual influenza 

season. 

The EU and Brexit:  China and the EU are working on an investment deal.  If it does get done, 

it will be interesting to see the U.S. reaction.  The Brexit talks have it a new snag; PM Johnson is 

arguing that the recently passed EU stimulus should not be exempt from the level playing field 

discussions.  The GBP has eased on the reports.   

 

U.S. Economic Releases  

 

The current account deficit widened at a slower pace than expected. In Q3, the deficit grew from 

$161.4B to $178.5B.  Consensus estimates showed a current account balance of $187.0B.  

 

 
 

The chart above shows the current account balance as a percent of GDP.  The current account is 

3.4% of GDP. If the dollar remains weak, we expect that this balance will begin to narrow due to 

imports becoming relatively more expensive and exports becoming relatively cheaper. 

 

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

 

EDT Indicator Expected Prior Rating

10:00 Leading Index m/m Nov 0.5% 0.7% **

Speaker or event

11:10 Lael Brainard Discusses Climate Change and Financial Regulation

Fed Speakers or Events

District or position

Members of the Board of Governors  

https://www.reuters.com/article/health-coronavirus-brazil-anvisa/brazil-says-china-not-transparent-on-covid-19-vaccine-emergency-use-idUSL1N2IV02V
https://www.ft.com/content/8bfc674e-efe6-4ee0-b860-7fcb5716bed6?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d1e581a4-b7d9-4215-8a82-b1a4884c592c?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/covid-19-precautions-are-thwarting-the-flu-11608210000?st=3gg3h38idqst3jx&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-precautions-are-thwarting-the-flu-11608210000?st=3gg3h38idqst3jx&reflink=desktopwebshare_permalink
https://www.ft.com/content/1c2eb277-1ba2-496b-a3ba-58c893485581
https://www.ft.com/content/2f508f4d-22e2-4deb-8d42-77a7c31fc53c?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2f508f4d-22e2-4deb-8d42-77a7c31fc53c?emailId=5fdc3cda33ef51000430028b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

add a paragraph below if any development merits further explanation. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Natl CPI y/y Nov -0.9% -0.4% -0.8% *** Equity bullish, bond bearish

Natl CPI Ex Fresh Food y/y Nov -0.9% -0.7% -0.9% *** Equity bullish, bond bearish

Natl CPI Ex Fresh Food, Energy y/y Nov -0.3% -0.2% -0.3% *** Equity bullish, bond bearish

New Zealand ANZ Consumer Confidence Index m/m Dec 112.0 106.9 *** Equity bullish, bond bearish

Trade Balance NZD m/m Nov 252m -501m 255m ** Equity and bond neutral

ANZ Business Confidence m/m Dec 9.4 -6.9 ** Equity bullish, bond bearish

ANZ Activity Outlook m/m Dec 21.7 9.1 ** Equity bullish, bond bearish

Europe

Eurozone ECB Current Account SA m/m Oct 26.6b 25.2b ** Equity and bond neutral

Germany PPI m/m Nov 0.2% 0.1% 0.1% ** Equity and bond neutral

IFO Business Climate m/m Dec 92.1 90.7 90.0 *** Equity and bond neutral

IFO Expectations m/m Dec 92.8 91.5 92.5 *** Equity bullish, bond bearish

IFO Current Assessment m/m Dec 91.3 90.0 89.0 *** Equity bullish, bond bearish

Italy Current Account Balance m/m Oct 8174m 7642m ** Equity bullish, bond bearish

PPI m/m Nov -0.2% 0.9% ** Equity and bond neutral

UK Retail Sales Ex Auto Fuel m/m Nov -2.6% 1.3% -4.0% ** Equity and bond neutral

Retail Sales Inc Auto Fuel m/m Nov -3.8% 1.2% -4.2% ** Equity and bond neutral

Russia Money Supply Narrow Def w/w 11-Dec 13.47t 13.38t * Equity and bond neutral

AMERICAS

Canada Teranet/National Bank HPI m/m Nov 0.9% 1.3% ** 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) 24 23 1 Down

3-mo T-bill yield (bps) 8 8 0 Neutral

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 0.94 0.93 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 22 25 -3 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Flat Up

Central Bank Action Current Prior Expected

BOJ Policy Balance Rate -0.100% -0.100% -0.100% On forecast

BOJ 10-Yr Yield Target 0.000% 0.000% 0.000% On forecast

Russia Key Rate 4.250% 4.250% 4.250% On forecast

Mexican Overnight Rate 4.250% 4.250% 4.250% 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 $51.32 $51.50 -0.35%

WTI $48.27 $48.36 -0.19%

Natural Gas $2.67 $2.64 1.40%

Crack Spread $11.32 $11.43 -0.99%

12-mo strip crack $12.91 $13.01 -0.73%

Ethanol rack $1.42 $1.41 0.30%

Gold $1,880.06 $1,885.42 -0.28%

Silver $25.77 $26.06 -1.11%

Copper contract $362.95 $360.15 0.78%

Corn contract 433.75$       432.50$       0.29%

Wheat contract 612.75$       608.75$       0.66%

Soybeans contract 1,216.50$    1,205.50$   0.91%

Baltic Dry Freight 1301 1296 5

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%

Natural gas (bcf) -122.0 -118.0 -4.0

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

wet conditions expected on the East Coast. 

  



 

 

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

www.confluenceinvestment.com 

 7 

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 18, 2020 
 

(N.B.  Due to the upcoming holiday season, this report will be the last Asset Allocation Weekly for 2020.  The 

next report will be published on January 8, 2021.) 
 

While 2020 was a year in which the word “unprecedented” has been used a lot, there are many 

areas where the term is appropriate.  One area of interest is in the growth of liquidity.  The chart 

below is one we have featured often, showing retail money market fund levels (RMMK) and the 

S&P 500. 
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The gray bars show recessions, while the orange bars show periods where RMMK fell below 

$920 billion.  Our position has been that when we are in the orange parts of the chart, there is a 

dearth of liquidity and equity markets tend to stall.  On the other hand, periods of rapid RMMK 

accumulation have tended to be periods of equity weakness. 

 

In 2018, as the trade war escalated, RMMK began to rise sharply.  It continued to rise throughout 

2019 into 2020.  The pandemic led to another leg higher in RMMK.  The level of RMMK has 

fallen from the highs set earlier in the year but it remains elevated.  As noted above, when 

RMMK rises sharply, equities tend to suffer.  We did see some evidence of that in 2018, but last 

year equities continued to trend higher despite the rise in RMMK.  Pandemic worries and a 

brewing financial crisis led to a sharp selloff in the S&P 500, but the market turned as 

policymakers moved quickly to support the economy.   

 

It is clear that the level of RMMK is high, but the difficulty is determining “how high.”  For that, 

analysts usually try to scale the data to make it comparable across periods.  A logical scale 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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variable may be in comparing the level of RMMK to household financial assets.  The problem 

with that variable is that it is very sensitive to the level of equities; in other works, cash levels 

seem to rise coincident with a fall in equity values.  Most of the decline occurs due to the fall in 

equity values, not to cash accumulation.  The other problem with scaling is finding the answer to 

the question at hand.  What we want to know is if RMMK levels fall, will the funds go to stocks 

or elsewhere?  We assume that RMMK is the closest asset to equities of fixed income; in other 

words, demand or savings deposits probably represent the desire to hold cash, whereas RMMK is 

where liquidated financial assets go before they are placed elsewhere. 
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The chart on the left shows the asset allocation of the top 10% of households.  Note that about 

50% of this income group’s assets are in equities.  That is far larger than the middle income 

group (89% to 51%), which holds 25% in equities, and the bottom 50%, which has equity 

holdings of 10%.  The chart on the right shows that the RMMK holdings for the top 10% group 

rose from 15% to near 20% from 2018 to 2020, coinciding with the rise in RMMK shown in the 

first chart. 

 

These charts suggest that most of the RMMK accumulation occurred in an income group most 

inclined to buy equities.  Accordingly, the elevated level of RMMK should be supportive for 

equities.  At the same time, in 2008, RMMK held by the top 10% reached nearly 30%.  Thus, we 

may not see as large of a recovery as we saw during 2009-11.  Still, there does appear to be 

ample liquidity available for stocks, and given the low level of interest rates, flows should 

continue to be supportive for equities. 

  

 

 
 

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 12/17/2020 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 12/17/2020 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. 

 



 

 

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

www.confluenceinvestment.com 

10 

 

P/E Update 

 

December 17, 2020 
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P/E as of 12/16/2020 = 29.0x

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 12/16/2020 = 29.0x

 
 

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. 


