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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: January 4, 2021—9:30 AM EST] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 1.4% from its last close.  In Asia, the MSCI Asia Apex 50 is 

up 1.4%.  Chinese markets were higher, with the Shanghai Composite up 0.9% from the prior 

close and the Shenzhen Composite up 2.5%.  U.S. equity index futures are signaling a higher 

open.   

 

Good morning and happy Monday, the first of 2021!  We’re back and rested from the holiday 

break.  Equity markets are higher this morning, and commodities are on a tear.  The dollar is 

dropping in the new year, and bitcoin rose to new records.  Our coverage begins with the 

pandemic news; we are adding a new statistic, tracking the path of inoculations of the COVID-19 

vaccines. The Georgia Senate runoff elections are next.  An update on China follows.  Brexit is 

done (it will be nice to talk less about that topic), but now the sorting-out process begins.  

Headlines on finance are next.  We close with a short note on Iran.  Here are the details: 

 

COVID-19:  The number of reported cases is 85,192,180 with 1,844,687 fatalities.  In the U.S., 

there are 20,639,854 confirmed cases with 351,590 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 CDC reports that 13,071,925 doses of the vaccine have 

been distributed, with 4,225,756 of the first doses injected.  Here is a global look at reinfections; 

so far, there have been 31 confirmed cases of COVID-19 reinfections.   

 

Virology 

• The surge in cases that began in November is stretching medical system resources.  In 

Europe, countries are preparing to extend and enhance lockdowns.   

• Although there has been some consternation over the slow pace of vaccinations in the 

U.S., this isn’t a unique situation.  Worldwide distribution has been slow.  Even though 

governments have been planning for distribution for months, there is always a slip 

between planning and the actual event.1  The current vaccines have more complicated 

logistics than normal due to the requirement of cold storage and two doses.   

o In the U.S., state and local governments are in charge of distribution, leading to 

different priorities by locale.  And, acceptance of the vaccine has been 

 
1 Everyone has a plan until they get punched in the mouth, Mike Tyson.  No plan of operations extends with any 
certainty beyond the first contact with the main hostile force, Helmuth von Moltke. 

 

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-01-04-2021-11609747149?st=5c6ak40sshavvl2&reflink=desktopwebshare_permalink
https://www.reuters.com/article/us-global-forex/dollar-slips-in-to-2021-as-investors-ride-downtrend-idUSKBN29902B
https://www.reuters.com/article/us-global-forex/dollar-slips-in-to-2021-as-investors-ride-downtrend-idUSKBN29902B
https://www.ft.com/content/314f6c8a-ff7f-4a52-b5d1-98eb36a7bf40?emailId=5ff2aa7d4652710004659825&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/3abc2a29-3318-3001-9d1f-b5bead6c88f8
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://covid.cdc.gov/covid-data-tracker/#vaccinations
https://bnonews.com/index.php/2020/08/covid-19-reinfection-tracker/
https://www.wsj.com/articles/its-a-desperate-time-crush-of-covid-19-patients-strains-u-s-hospitals-11609721551?st=r5kdi183iogeegy&reflink=desktopwebshare_permalink
https://www.ft.com/content/3292fc38-7945-4d7e-b8ed-582146ebe782?emailId=5ff2aa7d4652710004659825&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.euronews.com/2021/01/03/coronavirus-which-european-country-is-fastest-at-rolling-out-the-vaccine
https://ourworldindata.org/grapher/covid-vaccination-doses-per-capita?tab=chart&stackMode=absolute&time=earliest..latest&region=World
https://www.ft.com/content/c45e5d1c-a9ea-4838-824c-413236190e7e
https://www.wsj.com/articles/covid-19-vaccines-slow-rollout-could-portend-more-problems-11609525711?st=9qgpbz0dpk05lyd&reflink=desktopwebshare_permalink
https://www.commit.works/everyone-has-a-plan-until-they-get-punched-in-the-mouth/
https://en.wikiquote.org/wiki/Helmuth_von_Moltke_the_Elder
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surprisingly slow among medical professionals.  We view these issues as normal, 

but the return to growth that has been forecast by the financial markets is probably 

more of a second-half event than Q2.   

o There is an increasing discussion about concentrating on a single dose of the 

currently approved vaccines with the booster to be delivered later (if at all).  The 

idea is that the single shot offers some degree of protection, and the problems of 

distribution are making two shots difficult to execute.  Although not an ideal 

outcome, it is important not to allow the perfect to become the enemy of the good.   

o In addition, cutting the Moderna (MNRA, USD, 104.47) dose in half is under 

consideration to expand distribution.  A half dose would be given to those 

between the ages of 18 and 55. 

• Prominent officials have been quietly lifting their estimates of herd immunity.  There are 

probably two reasons for this increase.  First, as we noted earlier, we don’t know if the 

vaccines currently used provide sterilizing immunity or merely prevent symptoms.  In 

other words, does the vaccine prevent infection or simply stop illness.  If it’s the latter, 

we will probably need more than a 70% inoculation rate to reach herd immunity.  Why?  

Because the vaccinated could become asymptomatic carriers of COVID-19.  On the other 

hand, if the immunity is sterilizing, a lower number will achieve the herd-immunity goal.  

Second, we suspect this is a form of ‘nudging’ to encourage people to accept the vaccine.  

The idea is that if there is widespread acceptance, we can get back to normal sooner.  

• The British variant of COVID-19 appears to be spreading rapidly around the world.   

 

Georgia:  The Senate runoff elections will be held tomorrow, and indications suggest the race is 

tightening.  Prediction markets have flipped to the Democrats.  If that bet holds, it would give 

control of Congress to the Democrats, although the margin will be very narrow.  In our 

estimation, Senator Manchin (D-WV) would become the swing vote in the Senate, meaning that 

extreme policy measures would be unlikely to pass.  However, a Democratic sweep could trigger 

weakness in equities.  We would expect any pullbacks to be temporary. 

 

China:  the crackdown on tech continues. 

• We are seeing a global regulatory assault on technology.  The U.S. has opened several 

anti-trust actions against major tech firms, the EU is widening its regulatory reach, and 

China is bringing the major tech firms under party control.  In China, the thrust appears to 

be to curtail the financial functions of the tech firms.  We are seeing a broadening 

concern over bad debt in the Chinese financial system.  There are clear worries that the 

loosely regulated tech firms could become a conduit for increased lending that may be 

risky.  If the heavily regulated official banking system is generating a lot of bad debt (a 

function of an economic system driven by investment growth), the non-bank system 

could cause major problems.   

• Japan is acknowledging that Taiwan is critical to its security.  If China were to take 

control of Taiwan, this base of operations could cut off Japan from South Asia trade 

https://www.wsj.com/articles/covid-19-vaccines-slow-rollout-could-portend-more-problems-11609525711?st=9qgpbz0dpk05lyd&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/opinions/2021/01/03/its-time-consider-delaying-second-dose-coronavirus-vaccine/?outputType=amp
https://www.politico.com/news/2021/01/03/moderna-vaccine-doses-warp-speed-half-453979?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://nyti.ms/38v5qfS
https://www.washingtonpost.com/world/2020/12/26/variant-coronavirus-spreading-beyond-uk/?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%2F2e1df01%2F5ff29faa9d2fda0efb9ec2f9%2F596b53f6ae7e8a44e7d597a3%2F41%2F75%2F5ff29faa9d2fda0efb9ec2f9
https://www.wsj.com/articles/republicans-pour-resources-into-georgia-runoff-races-to-try-to-maintain-senate-control-11609682401?st=ho15pbwnv3cfthg&reflink=desktopwebshare_permalink
https://www.predictit.org/
https://www.wsj.com/articles/chinese-regulators-launch-antitrust-investigation-into-alibaba-11608772797?st=bz49sgjztc4qy7a&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-eyes-shrinking-jack-mas-business-empire-11609260092?st=kylv2nucyremhl6&reflink=desktopwebshare_permalink
https://www.reuters.com/article/us-china-banks-idUSKBN2910RH
https://www.reuters.com/article/us-china-banks-idUSKBN2910RH
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flows.  Japan’s defense ministry is asking the incoming Biden administration to “stay 

strong” in the face of increasing Chinese belligerence against Taipei. 2  

• The NYSE is delisting three Chinese telecom stocks in response to a U.S. government 

ban.  The shares will cease trading on January 11, and trading in ETFs and closed-end 

funds that hold these shares will be halted on that date.  There is growing speculation that 

China’s oil majors may be next. 

• Strong export demand for Chinese goods is causing capacity issues for global shipping, 

driving costs higher. 

• The EU and China have an investment deal, and China has been cementing arrangements 

with Asian nations.  These developments will weaken the ability of the U.S. to build an 

anti-China coalition.   

Post-Brexit:  Now that a deal is done, the messy details are next to be worked out.  Spain, the 

EU, and Gibraltar have worked out a temporary arrangement to allow for free transit between the 

U.K. territory and Spain.   

 

Finance:  Money markets and the Fed are the headliners this morning. 

• A Treasury working group has pointed out several problems with money market funds 

but did not lay out any specific recommendations.  The problem with money market 

funds is they are “runnable.”  Because they lack government backing, holders can 

demand redemptions, which force the funds to liquidate assets and can cause a financial 

cascade of problems.  One obvious solution would be to bring them into the FDIC, but 

that would lead to restrictions that would reduce the attractiveness of the funds.  In 

addition, regulation could potentially corral the non-bank financial system, making it less 

unstable but also less efficient.  Thus, it’s no surprise that specific recommendations were 

not made.  However, the odds of “something” being done at some point are high.   

o A related issue is a growing concern that T-bill rates may challenge zero soon.  

One-month bill rates are down to six bps, and with cash balances elevated, there 

are growing worries about where to park the funds.  Short-dated T-bills are a 

“safe” option, but if T-bill rates go negative, it will add additional pressure to 

money market funds.   

o The Treasury is proposing new regulations on cryptocurrencies to reduce the use 

of the product in money laundering.  As one would expect, the crypto industry is 

not pleased.   

• Recent wrangling over the stimulus bill highlighted another issue—the Fed’s ever-

expanding mandate.  IOHO, much of this is due to the Fed needing to become the “dealer 

of last resort” by providing backstops to various financial instruments used for collateral.  

However, it’s a small leap for the Fed to begin broad asset accumulation; other central 

banks have gone down this path, and it is conceivable that instead of being a backstop, 

the Fed could become the market maker, setting rates on a host of instruments.  This issue 

has profound effects on financial markets, potentially weakening the financial markets’ 

 
2 The importance of Taiwan will be the subject of a future WGR.   

https://www.reuters.com/article/us-japan-usa-taiwan-china/japan-official-calling-taiwan-red-line-urges-biden-to-be-strong-idUSKBN28Z0JR
https://www.reuters.com/article/us-japan-usa-taiwan-china/japan-official-calling-taiwan-red-line-urges-biden-to-be-strong-idUSKBN28Z0JR
https://www.wsj.com/articles/chinese-telecom-stocks-fall-as-u-s-delisting-looms-11609734838?st=paskgrnvt5onuxu&reflink=desktopwebshare_permalink
https://www.ft.com/content/edf87d72-8ef5-45fc-bbf5-ff84c322d396
https://www.ft.com/content/edf87d72-8ef5-45fc-bbf5-ff84c322d396
https://www.bloomberg.com/news/articles/2021-01-03/china-oil-majors-may-face-u-s-delisting-after-nyse-drops-telcos?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/covid-19-shipping-problems-squeeze-chinas-exporters-11609675204?st=nu2j3ykgum9mzrv&reflink=desktopwebshare_permalink
https://www.ft.com/content/64ef5592-25b4-48c4-a70b-b42071951941
https://nyti.ms/3o5ftP8
https://nyti.ms/3n3pQSi
https://nyti.ms/3n3pQSi
https://www.ft.com/content/25b92988-d7a1-4797-aacb-80e3058d6306
https://www.reuters.com/article/instant-article/idUSKBN28W2K6
https://www.reuters.com/article/instant-article/idUSKBN28W2K6
https://finance.yahoo.com/amphtml/news/t-bills-headed-0-may-110020891.html
https://news.bitcoin.com/us-treasury-cryptocurrency-wallet-regulation-experts-break-down-rules/
https://news.bitcoin.com/us-treasury-cryptocurrency-wallet-regulation-experts-break-down-rules/
https://finance.yahoo.com/amphtml/news/t-bills-headed-0-may-110020891.html
https://finance.yahoo.com/amphtml/news/t-bills-headed-0-may-110020891.html
https://www.wsj.com/articles/has-the-fed-rewritten-the-laws-of-investing-11608747325?st=o4k6ke3hlmw8d6h&reflink=desktopwebshare_permalink
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ability to allocate capital efficiently.  After all, if there are no losers, then every 

investment is feasible.   

• Last week, the U.S. increased tariffs on the EU over aircraft subsidies.  They will go into 

effect on January 12.   

Iran:  The anniversary of the death of Qassem Soleimani passed yesterday.  The Pentagon 

initially ordered the U.S.S. Nimitz home but reversed course and told it to return to the Middle 

East.  We continue to monitor developments.   

 

U.S. Economic Releases  

 

There were no economic releases scheduled prior to the publication of this report. The table 

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

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m Dec 56.3 56.5 **

10:00 Construction Spending m/m Nov 1.0% 1.3% **

Speaker or event

18:00 Loretta Mester Speaks on Economic Outlook at AEA Annual Meeting President of the Federal Reserve Bank of Cleveland

Fed Speakers or Events

District or position

 
 

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

China Caixin China PMI Mfg m/m Dec 53.0 54.9 54.7 ** Equity bearish, bond bullish

Japan Jibun Bank Japan PMI Mfg m/m Dec 50.0 49.7 ** Equity and bond neutral

India Markit India PMI Mfg m/m Dec 56.4 56.3 ** Equity and bond neutral

Australia Markit Australia PMI Mfg m/m Dec 55.7 56.0 ** Equity and bond neutral

CoreLogic House Px m/m Dec 0.9% 0.7% ** Equity and bond neutral

Commodity Index SDR y/y Dec 11.7% 2.2% ** Equity bullish, bond bearish

Europe

Eurozone Markit Eurozone Manufacturing PMI m/m Dec 55.2 55.5 55.5 *** Equity and bond neutral

Germany Markit/BME Germany Manufacturing PMI m/m Dec 58.3 58.6 58.6 *** Equity and bond neutral

Italy Markit Italy Manufacturing PMI m/m Dec 52.8 51.5 53.5 ** Equity and bond neutral

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

UK Net Consumer Credit m/m Nov -1.5b -0.6b -1.3b ** Equity and bond neutral

Consumer Credit y/y Nov -6.7% -5.6% *** Equity and bond neutral

Net Lending Sec. on Dwellings m/m Nov 5.7b 4.3b 4.4b ** Equity and bond neutral

Mortgage Approvals m/m Nov 105.0k 97.5k 83.5k ** Equity and bond neutral

Money Supply M4 m/m Nov 0.8% 0.6% *** Equity and bond neutral

Markit UK PMI Manufacturing SA m/m Dec 57.5 57.3 57.3 *** Equity and bond neutral

Switzerland PMI Manufacturing m/m Dec 58.0 55.2 54.3 ** Equity bullish, bond bearish

Domestic Sight Deposits CHF w/w 1-Jan 631.5b 632.3b ** Equity and bond neutral

Total Sight Deposits CHF w/w 1-Jan 702.7b 703.9b ** Equity and bond neutral  
 

https://www.ft.com/content/7969ec9b-8a0b-47b7-b631-04e366f530db
https://www.wsj.com/articles/uss-nimitz-to-stay-in-middle-east-to-counter-iran-threat-on-anniversary-11609731629?st=xadcfjqx0j157z2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/uss-nimitz-to-stay-in-middle-east-to-counter-iran-threat-on-anniversary-11609731629?st=xadcfjqx0j157z2&reflink=desktopwebshare_permalink
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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. 

 

  
 

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 $52.47 $51.80 1.29% Market Optimism

WTI $48.89 $48.52 0.76%

Natural Gas $2.62 $2.54 3.27%

Crack Spread $12.02 $11.74 2.41%

12-mo strip crack $13.49 $13.34 1.08%

Ethanol rack $1.55 $1.55 0.00%

Gold $1,935.52 $1,898.67 1.94% Weaker Dollar

Silver $27.31 $26.40 3.43%

Copper contract $360.35 $351.90 2.40%

Corn contract 493.25$       484.00$       1.91%

Wheat contract 648.50$       640.50$       1.25%

Soybeans contract 1,342.25$    1,311.00$   2.38%

Baltic Dry Freight 1366 1362 4

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

and cooler temps in the Southern region.  Dry conditions are expected throughout most of the 

country, with wet conditions expected in Washington state and the surrounding areas. 

Today Prior Change Trend

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

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

TED spread (bps) 17 17 0 Up

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

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

Euribor/OIS spread (bps) -55 -54 -1 Neutral

EUR/USD 3-mo swap (bps) 1 3 -2 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up Up
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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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U.S. Equity Markets – (as of 1/1/2021 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 1/1/2021 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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P/E as of 12/16/2020 = 29.0x
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Based on our methodology,3 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. 

 
3 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. 


