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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 5, 2021—9:30 AM EST] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is down 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 

is up 0.9%.  Chinese markets were higher, with the Shanghai Composite up 0.7% from the prior 

close and the Shenzhen Composite up 1.5%.  U.S. equity index futures are signaling a higher 

open.   

 

Our Comment today opens with political news; today’s Senate runoff elections in Georgia and 

tomorrow’s Congressional consideration of the presidential vote could produce short-term 

market concerns.  We next turn to international news, with a focus on China and the global oil 

market.  We end with an update on the coronavirus pandemic, where worries about surging 

infections and new mutations helped produce yesterday’s big drubbing in the risk markets. 

 

U.S. Senate Elections:  Georgia’s two Senate runoff elections are being held today, and the 

races are very close.  Prediction markets now suggest a split decision is likely, potentially 

reflecting the weekend release of a recorded phone call in which President Trump pressured 

Georgia Secretary of State Brad Raffensperger to “find” enough new votes to make Trump the 

state’s winner (listen to the call here).  If the Democrats win both races, they would gain very 

narrow control of Congress.  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.  All 

the same, a Democratic sweep could trigger temporary weakness in equities. 

• Adding to the potential for politics to generate short-term market volatility, Congress will 

meet in a joint session to formally count the Electoral College votes for president 

tomorrow.  Many Republicans plan to mount time-consuming challenges even though 

they are highly unlikely to be successful. 

• Besides the challenges from Republican lawmakers, planned protests in Washington and 

other cities have the potential to produce unsettling violence. 

 

United States-China:  The New York Stock Exchange last night reversed its decision to delist 

Chinese telecom giants China Mobile (CHL, 26.86), China Telecom (CHA, 26.04), and China 

Unicom (CHU, 5.50) under the recent U.S. ban on investing in companies that support the 

Chinese military.  According to the NYSE, the shares will remain listed while the exchange 

further researches the impact of the U.S. ban. 

• The U.S. Treasury Department’s Office of Foreign Assets Control, which handles 

economic sanctions, said the ban covers derivatives and depositary receipts, as well as 

exchange-traded funds, index funds, and mutual funds. 

 

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/georgians-vote-in-runoff-races-that-will-determine-senate-control-11609842600?mod=hp_lead_pos1
https://www.predictit.org/
https://www.wsj.com/articles/listen-to-the-full-trump-ga-call-11609713527
https://www.wsj.com/articles/trump-criticizes-some-republicans-as-surrender-caucus-11609779948?mod=politics_lead_pos2
https://www.ft.com/content/3daa0ce1-a7d9-4072-8d22-a132e7559c29
https://www.ft.com/content/3daa0ce1-a7d9-4072-8d22-a132e7559c29
https://www.wsj.com/articles/nyse-scraps-plans-to-delist-chinese-telecom-stocks-11609819126?mod=article_inline
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• Last week, the Treasury said it would add subsidiaries to the blacklist if they are 

majority-owned—or controlled—by a company that has been named. 

• Even though the NYSE only committed to putting off delisting “at this time,” shares in 

the targeted telecom firms today are reversing much of their sharp declines yesterday. 

 

OPEC+:  Saudi Arabia and Russia deadlocked yesterday over whether their oil producers’ 

alliance should continue boosting crude output amid a resurgent pandemic.  Although Russia and 

its allies pushed for another production increase of 500,000 barrels per day, equal to the one 

approved last month, the Saudis urged restraint, and the meeting ended with no deal. 

 

Saudi Arabia-Qatar:  Saudi Arabia reopened its airspace, land borders, and ports to Qatar in an 

initial step to end a bitter feud that erupted in 2017.  At the time, the Saudis, the United Arab 

Emirates, Bahrain, and Egypt launched a blockade against Qatar for supporting terrorism and 

aligning with Iran.  Now, the Saudis have apparently decided it’s better to play nice in the region 

before the inauguration of Joe Biden as U.S. president. 

 

Mexico:  State-owned oil major Pemex is reportedly struggling to come up with the cash to meet 

its massive debt payments, surrounded by continued production declines and low global oil 

prices. 

 

COVID-19:  Official data show confirmed cases have risen to 85,827,486 worldwide, with 

1,856,288 deaths.  In the United States, confirmed cases rose to 20,824,710 with 353,632 deaths.  

Vaccine doses distributed in the U.S. now total 15,482,500, while the number of people who 

have received at least their first shot totals 4,563,260.  Finally, 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 were only slightly above 180,000 yesterday, but 

reported numbers are typically low early in the week.  The seven-day moving average 

stood at 213,437, while the 14-day moving average was 198,781.  Virus-related 

hospitalizations jumped to 128,210, with a record 23,435 in intensive care.  The winter 

resurgence in infections continues to put intense stress on healthcare systems around the 

country and globally. 

• With the new, faster-transmitting mutation of the virus galloping across the U.K., Prime 

Minister Johnson launched the nation’s third national lockdown.  Under the new 

measures, schools and nonessential shops are to stay shut until mid-February, and 

residents are permitted to leave their homes only if necessary. 

o To cushion the economic blow, the government announced it would provide an 

additional £4 billion of one-off “top-up grants” for an estimated 600,000 retail, 

hospitality, and leisure companies, which can each claim up to £9,000. 

o There will also be a new £594 million discretionary fund made available for local 

governments to support other businesses that are not eligible for those grants but 

are affected by the restrictions. 

https://www.wsj.com/articles/saudis-russia-at-odds-over-boosting-oil-output-amid-covid-19-pandemic-11609791734?mod=hp_lista_pos2
https://www.wsj.com/articles/saudis-russia-at-odds-over-boosting-oil-output-amid-covid-19-pandemic-11609791734?mod=hp_lista_pos2
https://www.wsj.com/articles/saudi-arabia-qatar-set-to-end-feud-that-hampered-u-s-interests-11609788973?mod=hp_lead_pos11
https://www.ft.com/content/b2445e05-36db-4405-8318-295847dcfb00
https://www.nytimes.com/live/2021/01/05/world/covid-19-coronavirus
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/livecoverage/covid-2021-01-05?mod=hp_theme_coronavirus-ribbon
https://www.wsj.com/articles/u-k-introduces-lockdown-until-mid-february-11609791434?mod=hp_lead_pos3
https://www.ft.com/content/4356584a-14a9-4291-9908-41499010b07b
https://www.ft.com/content/4356584a-14a9-4291-9908-41499010b07b
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• Over on the continent, as officials prepare to start implementing the EU’s newly 

approved, €750 billion pandemic recovery fund, some economists warn that major aid 

recipients like Italy and Spain will likely struggle to manage and spend the funds 

effectively. 

• In Japan, Prime Minister Suga said he would decide on Thursday whether to implement a 

new lockdown in the greater Tokyo area as COVID-19 rebounds there.   

 

Economic Impacts 

• As vaccines finally become available, some investors are starting to consider a possible 

recovery for urban apartment buildings and apartment REITs. 

 

U.S. Economic Releases  

 

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

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

EDT Indicator Expected Prior Rating

9:45 ISM Manufacturing m/m Dec 56.7 57.5 **

10:00 ISM New Orders m/m Dec 65.1 **

10:00 ISM Prices Paid m/m Dec 65 65.4 **

10:00 ISM Employment m/m Dec 48.4 **

10:00 Wards Total Vehicle Sales m/m Dec 15.80m 15.55m **

Speaker or event

15:45 Charles Evans Discusses Fed Actions During Pandemic on AEA President of the Federal Reserve Bank of Chicago

15:45 John Williams Chairs an AEA Panel on Monetary-Fiscal Nexus President of the Federal Reserve Bank of New York

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. 

 

https://www.ft.com/content/9fb2f320-6a37-421d-b738-196d3e736bae
https://www.ft.com/content/9fb2f320-6a37-421d-b738-196d3e736bae
https://www.japantimes.co.jp/news/2021/01/05/national/suga-soe-decision/
https://www.japantimes.co.jp/news/2021/01/05/national/suga-soe-decision/
https://www.wsj.com/articles/city-apartment-reits-await-the-return-to-the-office-11609851601?mod=hp_lead_pos11
https://www.wsj.com/articles/city-apartment-reits-await-the-return-to-the-office-11609851601?mod=hp_lead_pos11
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Loans & Discounts Corp y/y Nov 8.1% 7.8% ** Equity bullish, bond bearish

Monetary Base y/y Dec 18.3% 16.5% 18.0% ** Equity bullish, bond bearish

Vehicle Sales y/y Dec 7.4% 6.0% ** Equity bullish, bond bearish

Australia ANZ Job Advertisements m/m Dec 9.2% 13.9% ** Equity and bond neutral

New Zealand CoreLogic House Prices y/y Dec 11.1% 9.2% ** Equity and bond neutral

Europe

Eurozone M3 Money Supply YoY y/y Nov 11.0% 10.5% 10.6% ** Equity and bond neutral

Germany Retail Sales m/m Nov 1.9% 2.6% -2.0% *** Equity bullish, bond bearish

Unemployment Change (000's) m/m Dec -37.0k -39.0k 10.0k *** Equity and bond neutral

Unemployment Claims Rate SA m/m Dec 6.1% 6.1% 6.2% *** Equity and bond neutral

Switzerland CPI y/y Dec -0.8% -0.7% -0.7% *** Equity and bond neutral

CPI EU Harmonized y/y Dec -1.0% -0.8% *** Equity and bond neutral

CPI Core y/y Dec -0.4% -0.2% -0.2% *** Equity and bond neutral

AMERICAS

Mexico Remittances Total m/m Nov $3381.2m $3598.3m $3324.0m ** Equity bullish, bond bearish

Markit Mexico PMI Mfg m/m Dec 42.4 43.7 ** Equity and bond neutral

IMEF Manufacturing Index SA m/m Dec 48.7 48.5 ** Equity and bond neutral

IMEF Non-Manufacturing Index SA m/m Dec 48.1 49.5 ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 1-Jan 56 55.1 ** Equity and bond neutral

Markit Canada Manufacturing PMI m/m Dec 57.9 55.8 ** Equity and bond neutral

Brazil FGV CPI IPC-S w/w 31-Dec 1.1% 1.2% *** Equity and bond neutral

Markit Brazil PMI Manufacturing m/m Dec 61.5 64 ** Equity and bond neutral

Trade Balance Monthly m/m Dec -$42m $3732m $339m ** 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) 24 24 0 Down

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

TED spread (bps) 17 16 1 Up

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

10-yr T-note (%) 0.93 0.91 0.02 Neutral

Euribor/OIS spread (bps) -55 -55 0 Neutral

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

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Flat 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 $51.73 $51.09 1.25% Market Optimism

WTI $48.24 $47.62 1.30%

Natural Gas $2.69 $2.58 4.07%

Crack Spread $11.39 $11.30 0.81%

12-mo strip crack $13.06 $13.02 0.26%

Ethanol rack $1.56 $1.55 0.38%

Gold $1,949.09 $1,942.90 0.32%

Silver $27.48 $27.24 0.89%

Copper contract $360.30 $355.45 1.36%

Corn contract 487.50$       483.75$       0.78%

Wheat contract 651.25$       642.00$       1.44%

Soybeans contract 1,336.25$    1,313.00$   1.77%

Baltic Dry Freight 1374 1366 8

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) -0.9

Distillates (mb) 2.1

Refinery run rates (%) 0.30%

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 Southern region.  Dry conditions are expected throughout most of the 

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


 

 

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

www.confluenceinvestment.com 

 7 

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 1/4/2021 close) 
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-3.5% -3.0% -2.5% -2.0% -1.5% -1.0% -0.5% 0.0% 0.5%

Real Estate

Utilities

Industrials

Technology
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Materials

Consumer Discretionary

Healthcare

Energy

Prior Trading Day Total Return

(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 1/4/2021 close) 

 

-4.0% -2.0% 0.0% 2.0%

Real Estate

Mid Cap

Large Cap

Small Cap

US Corporate Bond

US High Yield

Cash

US Government Bond

Foreign Developed (local currency)

Foreign Developed ($)

Commodities

Emerging Markets (local currency)

Emerging Markets ($)
YTD Asset Class Total Return

Source: Bloomberg

 
 

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,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. 


