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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 22, 2020—9:30 AM EST] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is up 1.1% from its last close.  In Asia, the MSCI Asia Apex 50 is 

down 0.6%.  Chinese markets were lower, with the Shanghai Composite down 1.9% from the 

prior close and the Shenzhen Composite down 1.8%.  U.S. equity index futures are signaling a 

flat open.   

 

Our Comment today opens with the latest coronavirus developments, where the scary news of a 

new strain is largely offset by the final Congressional passage of a new pandemic relief bill.  We 

next turn to international news, including a reminder of the particular risks when investing in 

Chinese stocks.  Lastly, we want to extend our heartiest holiday wishes to our loyal readers.  We 

wish you all a happy, healthy holiday season, and we look forward to sharing our thoughts with 

you again in the new year!  As a reminder, our Daily Comment will go on holiday hiatus 

starting tomorrow, December 23.  Our Comment will return on January 4.   

 

COVID-19:  Official data show confirmed cases have risen to 77,517,453 worldwide, with 

1,705,654 deaths.  In the United States, confirmed cases rose to 18,043,824 with 319,466 deaths.  

Here is the interactive chart from the Financial Times that allows you to compare cases and 

deaths among countries, scaled by population. 

 

Virology 

• Newly confirmed U.S infections topped 190,000 yesterday, falling short of the seven-day 

moving average of 215,761 and the fourteen-day moving average of 215,272.  However, 

hospitalizations rose to yet another new record of 115,351 and continue to put huge 

strains on the nation’s healthcare system. 

• Despite surging cases in Japan, Prime Minister Suga continues to push back against calls 

for a new state of emergency to combat the pandemic.  Because of the perceived 

dithering on the decision, public approval of Suga’s cabinet has plunged in recent weeks. 

• The vaccine developed by Pfizer (PFE, 37.38) and BioNTech (BNTX, 106.46) yesterday 

was deemed safe and effective by the EU’s pharmaceutical regulator, clearing the way for 

it to receive emergency-use authorization this week.  The distribution could begin next 

week, following administrative procedures needed to coordinate a rollout across 27 

member states. 

• Meanwhile, new data shows that nearly 150,000 doses of the Pfizer/BioNTech vaccine 

have already been administered in the U.S. 

 

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/2020/12/22/world/covid-19-coronavirus
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-2020-12-22
https://www.wsj.com/livecoverage/covid-2020-12-21/card/xOdXaXc1uON2YFUX3hcP
https://www.japantimes.co.jp/news/2020/12/22/national/politics-diplomacy/suga-election-coronavirus/
https://www.japantimes.co.jp/news/2020/12/22/national/politics-diplomacy/suga-election-coronavirus/
https://www.wsj.com/articles/pfizer-biontech-covid-19-vaccine-is-cleared-for-use-by-eu-drug-agency-11608560164?mod=hp_lead_pos2
https://www.wsj.com/livecoverage/covid-2020-12-21/card/xOdXaXc1uON2YFUX3hcP
https://www.wsj.com/livecoverage/covid-2020-12-21/card/xOdXaXc1uON2YFUX3hcP
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• According to people involved in its late-stage trials in Brazil, a vaccine from the Chinese 

firm Sinovac has achieved more than 50% effectiveness.  However, scientists tracking the 

vaccine’s development say they expect it to ultimately show efficacy comparable to other 

COVID-19 vaccines that have proven 95% effective. 

• The nation’s drugstores and grocery stores are rushing to hire tens of thousands of 

pharmacists and pharmacy technicians to administer vaccines to the masses next year—a 

reversal for the profession after recent layoffs and years of slow wage growth. 

• While vaccine developments continue to hold out hope for an end to the pandemic, 

European countries remain in a panic about the new, faster transmitting strain discovered 

in the U.K.  France and other countries have banned travel from Britain, prompting 

worries that the U.K. could face shortages of some foods and other vital goods. 

o European and British officials today are racing to come up with a mechanism to 

ensure transport workers don’t spread the new strain to the rest of Europe, but so 

far this morning, there is no agreement in place that would allow trade flows to 

start again. 

o Ugur Sahin, BioNTech’s chief executive, said he expects the Pfizer/BioNTech 

vaccine to be just as effective against the new strain as it is against the original 

strain.  However, even if that’s not the case, Sahin said the companies could use 

existing technology to produce a new vaccine against mutations of the 

coronavirus within six weeks. 

 

Economic Impacts 

• New data from the Centers for Disease Control and Prevention suggest the coronavirus, 

which has now become the country’s third-leading cause of death, will reduce U.S. life 

expectancy by two to three years in 2020.  Birth rates and population growth are also 

expected to fall, which will exacerbate the secular demographic headwinds that have 

been weighing on economic performance for years. 

 

U.S. Policy Response 

• Congress last night gave bipartisan approval to the new pandemic relief spending we 

outlined here yesterday, which was married with a major appropriations bill to cover 

regular government funding over the remainder of the fiscal year.  The Senate vote was 

92-6, while the House vote was 359-53.  The bill now goes to President Trump, who is 

expected to sign it into law. 

o Barring any unforeseen glitches, the first spending from the bill, including direct 

payments to individuals, could begin next week. 

o Even though the pandemic package was significantly smaller than originally 

demanded by the Democrats, the spending is likely to help provide a meaningful 

boost to the economy as it struggles with the autumn/winter resurgence of the 

virus.  Passage of the bill should, therefore, give a boost to risk assets in the near 

term. 

https://www.wsj.com/articles/sinovacs-covid-19-vaccine-shown-to-be-effective-in-brazil-trials-11608581330
https://www.wsj.com/articles/hiring-frenzy-for-pharmacists-as-covid-19-vaccines-roll-out-11608633000?mod=hp_lead_pos5
https://www.wsj.com/articles/hiring-frenzy-for-pharmacists-as-covid-19-vaccines-roll-out-11608633000?mod=hp_lead_pos5
https://www.wsj.com/articles/u-k-braces-for-possible-shortages-of-some-foods-as-france-closes-border-to-trade-over-new-covid-strain-11608559291?mod=hp_lead_pos3
https://www.ft.com/content/e2d2e680-752a-44a5-b014-60cd837532e7
https://www.ft.com/content/e2d2e680-752a-44a5-b014-60cd837532e7
https://www.ft.com/content/26f396c2-3dfd-4b57-8fe7-aa6784a2abd9
https://www.ft.com/content/26f396c2-3dfd-4b57-8fe7-aa6784a2abd9
https://www.wsj.com/articles/covid-19-deaths-to-reverse-u-s-life-expectancy-gains-11608613261?mod=hp_lead_pos10
https://www.wsj.com/articles/covid-19-deaths-to-reverse-u-s-life-expectancy-gains-11608613261?mod=hp_lead_pos10
https://www.wsj.com/articles/covid-19-aid-package-set-for-final-votes-in-house-senate-11608566895?mod=article_inline
https://www.wsj.com/articles/mnuchin-says-stimulus-payments-to-households-could-come-next-week-11608560664
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• Despite the positive news of the latest pandemic relief package being passed, the effort 

by some Congressional Republicans to stop the Federal Reserve from re-instituting debt-

market support programs bears watching, as investors start to worry more about increased 

corporate borrowing and a rise in “zombie” companies. 

• Likewise, as the Fed and other major central banks push down interest rates and unleash 

massive liquidity in response to the pandemic, they continue to push yield-seeking 

investors into ever more risky debt, including emerging markets issuing obligations in 

their own currencies. 

 

United States-China:  As the U.S. clamps down on investment in Chinese firms based on their 

accounting practices and threats to national security, some observers are starting to note the risk 

that Chinese officials could also disrupt bilateral capital flows.  For example, to skirt Chinese 

restrictions on foreign investment in certain industries, and to raise capital from overseas stock 

markets, many Chinese companies rely on “variable interest entities,” or VIEs.  In this structure, 

the investor is really only buying into an offshore entity that gives him or her a contractual right 

to participate in the Chinese company’s profits.  It doesn’t actually convey any equity in the firm.  

By one estimate, U.S.-based investors could hold as much as $700 billion worth of Chinese 

VIEs.  The risk comes from the fact that the Chinese government has never explicitly approved 

the VIE structure, suggesting it could pull the rug out from under it at any time, endangering 

foreigners who currently believe they have secure rights in a wide range of popular Chinese 

stocks. 

 

Brexit:  Reports suggest the EU and Britain are edging closer to a deal on EU fishing rights in 

British waters, one of the last issues holding up a post-Brexit trade deal before the current 

transition arrangements end next Thursday.  In a further sign that a final deal may be close, 

British Prime Minister Johnson has penciled in a parliament session on December 30 to approve 

any agreement. 

 

Central African Republic-Russia-Rwanda:  Central African Republic President Bozize said 

Russia and Rwanda have deployed hundreds of troops in his country to help him fend off a 

budding coup as he prepares a reelection bid, despite being disqualified by the supreme court.  

However, the Russian government denied sending any new soldiers to the country beyond the 

military instructors who are already there. 

 

Russia:  Opposition leader Alexei Navalny says he duped a Russian agent into revealing how the 

country's Federal Security Service (FSB) poisoned him with the chemical weapon Novichok.  

The agent, Konstantin Kudryavtsev, inadvertently made the admission during a recorded phone 

call with Navalny, who was posing as a high-ranking security official conducting a debriefing on 

the August attack.  During the call, which used software to make it appear it originated from an 

FSB phone line, Kudryavtsev admits that Russian security officials put the Novichok in 

Navalny’s underwear expecting it would kill the 44-year-old while on a flight to Moscow. 

 

Global Iron Ore Market:  The price of iron ore soared 7.8% to $176.90 a metric ton yesterday, 

reaching its highest level since September 2011 and approaching a new all-time record.  The 

https://www.ft.com/content/7fa7e230-5a8f-4a65-b8b7-ecd603a2a3d1
https://www.wsj.com/articles/investors-turn-to-far-flung-bonds-for-juicy-returns-11608638400?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/investors-turn-to-far-flung-bonds-for-juicy-returns-11608638400?mod=lead_feature_below_a_pos1
https://www.scmp.com/business/markets/article/3114557/legally-ambiguous-vie-structure-means-foreign-investors-dont?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20201221&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=e7edc0eb7d&MCAccountID=3775521f5f542047246d9c827&tc=12
https://www.ft.com/content/90e8e07e-11f7-4a66-881d-a7758676e7b7
https://www.rferl.org/a/russia-troops-central-african-republic-coup/31011677.html
https://www.rferl.org/a/russian-agent-duped-navalny-poisoning/31011788.html
https://www.rferl.org/a/russian-agent-duped-navalny-poisoning/31011788.html
https://www.wsj.com/articles/fatal-landslide-in-brazil-pushes-iron-ore-toward-record-11608605871?mod=lead_feature_below_a_pos1
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jump reflects a landslide at a major Brazilian mine, which has raised global supply concerns, 

even as Chinese demand continues to run high. 

 

U.S. Economic Releases  

 

Third quarter GDP was revised upward due to consumption and investment spending being 

higher than initially reported.  Last quarter GDP expanded at annualized rate of 33.4% from the 

prior quarter, above expectations of 33.1%.  Personal consumption expanded at annualized pace 

of 41.0% from the prior quarter compared to expectations of 40.6%.  The GDP price index rose 

3.5% from the previous quarter, while Core PCE rose 3.4%. 

 

 
 

The chart above shows the level of real GDP. It currently sits at 21.170 Trillion. 

 

Q3 2020 Second Reading Q3 2020 Prelim Reading Difference

GDP 33.4% 33.1% 0.3%

Consumption 25.4% 25.3% 0.2%

Investment 12.0% 11.6% 0.4%

Inventories 6.6% 6.6% -0.1%

Net Exports -3.2% -3.1% -0.1%

Government -0.8% -0.7% -0.1%  
 

The table above shows the contributions to GDP. The upward revisions in consumption and 

investment outweighed the downward revisions in net exports and government spending. 
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The chart above shows the contribution table graphically. In Q3, consumption and investment 

were by far the biggest contributors to GDP.  

 

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

EDT Indicator Expected Prior Rating

10:00 Conf. Board Consumer Confidence m/m Dec 97 96.1 **

10:00 Conf. Board Expectations m/m Dec 89.5 **

10:00 Conf. Board Present Situation m/m Dec 105.9 **

10:00 Existing Home Sales m/m Nov 6.70m 6.85m **

10:00 Existing Home Sales m/m Nov -2.2% 4.3% **

10:00 Richmond Fed Manufact. Index m/m Dec 10 15 **

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

Japan Supermarket Sales y/y Nov 1.2% 2.8% ** Equity and bond neutral

Nationwide Dept Sales y/y Nov -14.3% -1.7% ** Equity bearish, bond bullish

Tokyo Dept Store Sales y/y Nov -17.8% -4.3% ** Equity bearish, bond bullish

Machine Tool Orders y/y Nov 8.6% 8.0% ** Equity and bond neutral

Australia Retail Sales m/m Nov 7.0% 1.4% 2.0% ** Equity bullish, bond bearish

Europe

Eurozone Consumer Confidence m/m Dec -13.9 -17.6 -17.3 *** Equity and bond neutral

Germany GfK Consumer Confidence m/m Jan -7.3 -6.7 -7.6 *** Equity and bond neutral

UK Public Finances (PSNCR) m/m Nov 23.5b 19.8b ** Equity and bond neutral

Public Sector Net Borrowing m/m Nov 30.8b 21.6b 26.8b ** Equity and bond neutral

PSNB ex Banking Groups m/m Nov 31.6b 22.3b 28.0b ** Equity bullish, bond bearish

GDP q/q 3Q 16.0% 15.5% 15.5% *** Equity bullish, bond bearish

Total Business Investment q/q 3Q -19.2% -20.7% -20.7% ** Equity bullish, bond bearish

Current Account Balance q/q 3Q -15.7b -2.8b -11.7b ** Equity and bond neutral

AMERICAS

Mexico Retail Sales y/y Oct -7.1% -7.1% -5.1% ** Equity bearish, bond bullish

Canada Bloomberg Nanos Confidence w/w 18-Dec 54.2 53.5 ** Equity and bond neutral

Brazil Tax Collections m/m Nov 140101m 153938m 139450m ** Equity and bond neutral

Trade Balance Weekly w/w 20-Dec -$1447m -$480m ** Equity and bond neutral

FGV Consumer Confidence m/m Dec 78.5 81.7 ** Equity bullish, bond bearish  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 

 
Today Prior Change Trend

3-mo Libor yield (bps) 24 24 0 Down

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

TED spread (bps) 16 16 0 Up

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

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

Euribor/OIS spread (bps) -53 -54 1 Neutral

EUR/USD 3-mo swap (bps) 31 28 3 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Down Up   
 

Commodity Markets 
 

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

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

Brent $50.64 $50.91 -0.53%

WTI $47.61 $47.97 -0.75%

Natural Gas $2.75 $2.71 1.81%

Crack Spread $10.65 $10.95 -2.74%

12-mo strip crack $12.75 $12.78 -0.25%

Ethanol rack $1.44 $1.44 0.38%

Gold $1,872.65 $1,876.89 -0.23%

Silver $25.93 $26.17 -0.90%

Copper contract $352.85 $357.75 -1.37%

Corn contract 439.25$       440.00$       -0.17%

Wheat contract 604.75$       611.25$       -1.06%

Soybeans contract 1,246.00$    1,247.50$   -0.12%

Baltic Dry Freight 1323 1325 -2

Actual Expected Difference

Crude (mb) -3.0

Gasoline (mb) 0.4

Distillates (mb) -1.7

Refinery run rates (%) 0.50%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cooler temperatures for most of the country, 

and warmer temps in the Midwest and the Rocky Mountain region.  Wet conditions are expected 

throughout most of the country, with dry conditions expected on the West 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 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 12/21/2020 close) 
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(Source: Bloomberg) 
 

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 12/21/2020 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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Based on our methodology,1 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. 

 
1 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. 


