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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: February 10, 2021—9:30 AM EST] Global equity markets are higher this morning.  

The EuroStoxx 50 is up 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 is up 1.1%.  

Chinese markets were higher, with the Shanghai Composite up 1.4% from the prior close and the 

Shenzhen Composite up 1.8%.  U.S. equity index futures are signaling a higher open.  With 324 

companies having reported, the S&P 500 Q4 earnings stand at $42.50, higher than the $37.94 

forecast for the quarter.  The forecast reflects a 9.7% decrease from Q4 2019 earnings.  Thus far 

this quarter, 81.2% of the companies have reported earnings above forecast, while 15.4% have 

reported earnings below forecast.   

 

Our Comment today opens with several items reflecting rising geopolitical risks, mostly related 

to China and Russia.  There is further evidence of increased regulatory and political risk for the 

major U.S. technology firms, which could present them with increasing headwinds going 

forward.  As always, we wrap up with the latest pandemic news.  That news still points toward 

falling infections in the U.S. and should be positive for the markets today. 

 

United States-China:  The commander of the U.S.S. Nimitz, Rear Admiral James Kirk, said 

Chinese military activity in the South China Sea was expanding steadily during the aircraft 

carrier’s recent ten-month deployment in the area, which had included a rare two-carrier exercise 

with the U.S.S. Theodore Roosevelt.  Kirk specifically cited a larger number of Chinese aircraft 

and navy ships utilized on a daily basis.  Although the statement doesn’t necessarily point to 

imminent Chinese military action, it does dovetail with our recent WGR highlighting the 

increasing strength of the Chinese military and its growing confidence in taking on the U.S. in 

the waters near Taiwan and off the coast of mainland China. 

• Separately, the Trump administration’s plan to force the sale of Chinese social media 

firm TikTok’s U.S. operations to a group including Oracle Corp. (ORCL, 63.67) and 

Walmart (WMT, 145.83) has been shelved indefinitely.  President Biden will undertake a 

broad review of his predecessor’s efforts to address potential security risks from Chinese 

tech companies. 

• Regarding China’s domestic financial markets, note that today was the last day of trading 

before the week-long Lunar New Year holiday.  After ringing in the Year of the Ox 

(hopefully, the Year of the Bull Market?), trading in China will resume next Thursday, 

February 18. 

 

Australia-China:  Reports indicate that Chinese efforts to punish Australia for its call to 

investigate China’s role in starting the coronavirus pandemic could be backfiring.  One big 
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problem is that China’s punitive embargo on importing Australian coal has left its own users 

scrambling for supplies and forced them to pay exorbitant prices.  If Chinese officials were to 

start fearing this kind of blowback, they could become more reluctant to throw China’s economic 

weight around, which could help ease tensions and ultimately be positive for Chinese assets.  

However, it’s not yet clear that such blowback is sufficiently painful to prompt a change in 

China’s behavior. 

 

United States-Russia:  Norwegian intelligence officials have warned that Russia is developing a 

range of exotic new nuclear weapons that wouldn’t be covered by existing U.S.-Russian arms 

control agreements, including a nuclear-powered, nuclear-tipped, underwater “mega-drone.”  

Despite Russia’s demographic decline and worsening economic challenges, the news shows that 

the Kremlin is still intent on boosting its military might to preserve its leadership power and 

maintain Russian influence in geopolitics. 

 

Russia:  The wife of opposition activist Alexei Navalny has reportedly left Russia for Germany.  

It is not yet clear whether she escaped freely amid the Kremlin’s political crackdown on protests 

over Navalny’s imprisonment, or whether she was forced out of the country.  Meanwhile, close 

Navalny associate Leonid Volkov has been put on the country’s wanted list.  The moves 

illustrate the intensity with which the Kremlin is focusing on Navalny and his supporters, which 

will likely further strain relations between Russia and the major democracies and pose new 

challenges for Russian assets. 

 

India:  In another sign of the rising regulatory and political risks for major technology 

companies, Twitter (TWTR, 59.87) has buckled to government pressure and started blocking 

more than 500 accounts related to growing protests against Prime Minister Modi’s agriculture 

reforms.  The company was criticized last after temporarily blocking several high-profile 

accounts amid a government clampdown on tweets about the demonstrations.  However, the 

company’s decision to reopen the accounts within hours put it on a collision course with the 

government, which threatened Twitter with fines or even the imprisonment of executives. 

 

COVID-19:  Official data show confirmed cases have risen to 107,002,486 worldwide, with 

2,343,477 deaths.  In the United States, confirmed cases rose to 27,193,849, with 468,217 deaths.  

Vaccine doses delivered in the U.S. now total 62,898,775, while the number of people who have 

received at least their first shot totals 32,867,213.  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 rose slightly to approximately 92,000 yesterday, but 

they remained far lower than just a month ago.  Meanwhile, hospitalizations related to the 

virus fell below 80,000, including about 16,000 in intensive care.  Both those figures 

were the lowest since mid-November.  New deaths totaled approximately 3,000.  Taken 

together, the figures suggest the mid-winter surge in infections is coming under control, 

although scientists warn that it’s still too early to sound the all-clear signal. 
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• The Biden administration said yesterday that it would increase the number of vaccine 

doses it sends each week to states, territories, and tribes to 11 million, up from 8.6 million 

weekly doses previously assigned.  The surge in shipments expected to last at least three 

weeks. 

• Officials in the Biden administration say they are adjusting their pandemic public 

awareness campaign to emphasize the need for social distancing and mask-wearing.  

Because of insufficient vaccine supplies to inoculate everyone who wants a shot, the 

campaign will also be adjusted to encourage vaccinations only for certain groups who are 

particularly reluctant. 

• Meanwhile, the Chicago Teachers Union begrudgingly ratified an agreement to reopen 

elementary schools for in-person learning for the first time since the pandemic closed 

schools in March.  Union members voted 13,681 to 6,585 to approve the deal, averting a 

possible lockout and strike after months of increasingly bitter negotiations, in large part 

over teachers’ safety concerns about the virus. 

• Amidst the bungled rollout of vaccines in Europe, which has led to painfully slow 

inoculation rates, EU Commission President Ursula von der Leyen admitted numerous 

mistakes in the program but stressed it was essential to continue following a collective 

approach in order to maintain EU unity.  In von der Leyen’s words, “I cannot even 

imagine what would have happened if a handful of big member states had rushed to it and 

everyone else would have been left empty-handed, what it would have meant for our 

internal market and the unity of Europe . . . In economic terms it would have been 

nonsense, and it would have been, I think, the end of our community.” 

• One major problem for European vaccinations has been manufacturing hiccups, but new 

reporting suggests Chinese manufacturers are also having trouble ramping up output.  

That has left China with relatively subpar vaccination rates, and it has delayed 

inoculations among those countries relying on Chinese vaccines. 

 

U.S. Policy Response 

• In order to build support for his $1.9 trillion pandemic relief plan, President Biden 

yesterday met in the Oval Office with the chief executives of several major U.S. 

companies, including Jamie Dimon of JP Morgan (JPM, 139.58) and Doug McMillon of 

Walmart (WMT, 145.83).  Officials who attended said the discussion of Biden’s proposal 

was wide-ranging, serious, and detailed, but the corporate leaders didn’t offer any public 

endorsement of the plan. 

• The Biden proposal would reportedly include major enhancements of the Affordable 

Care Act in order to help people who have lost their employer-provided health insurance 

due to the pandemic.  Under the proposal: 

o People making up to 150% of federal poverty would be eligible for fully 

subsidized plans. 

o No one — regardless of income — would pay more than 8.5% of their income for 

health insurance. 

o People receiving unemployment would get full subsidies for a year. 
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Economic and Market Impacts 

• New analysis shows large U.S. banks saw their loan books shrink in 2020, the first time 

in more than a decade.  In fact, the 0.5% drop was just the second decline in 28 years.  

The drop in lending came even as companies rushed to borrow against credit lines early 

in the pandemic.  Once the situation calmed down and bond yields fell, those firms 

rushed to issue their own debt and pay off their credit lines.  Meanwhile, smaller 

businesses borrowing under government support programs have seen more of those loans 

forgiven by the government.  And finally, many individuals receiving rich government 

support payments have used them to pay down debt. 

• Propane prices have climbed more than 70% since late November, thanks to an explosion 

in patio heating amid pandemic-related restrictions on indoor restaurant dining, as well as 

an uptick in exports to Asia.  On top of that, an arctic gust expected to deliver some of the 

coldest temperatures in decades to the Great Plains and upper Midwest this coming week 

could push prices for the rural heating fuel even higher. 

  

U.S. Economic Releases  

For the week ending February 5, mortgage applications fell 4.1 percent from the prior week.  

Mortgage applications for purchases and refinancing fell 4.7% and 4.2%, respectively, from the 

previous week.  The average 30-year fixed-rate rose 4 bps from 2.92% to 2.96%. 

Prices for consumer goods are still relatively subdued as demand remains weak.  The Consumer 

Price Index (CPI) rose 0.4% from the prior month compared to expectations of a rise of 0.3%.  

Excluding food and energy, CPI remained relatively unchanged from the prior month compared 

to expectations of a rise of 0.1%. 

 

https://www.wsj.com/articles/america-went-on-a-borrowing-binge-but-banks-were-left-out-11612953008?mod=hp_lead_pos2
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The chart above shows the annual change in CPI and Core CPI.  Headline CPI and Core CPI rose 

1.4% from the prior year. 

The rise in prices had a limited impact on wages, as real weekly earnings and real hourly 

earnings rose from the prior year. 

 

The chart above shows the annual real weekly earnings for nonsupervisory and production 

workers.  Earning rose 6.32% from the previous year.  

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

 

EDT Indicator Expected Prior Rating

10:00 Wholesale Trade Sales m/m Dec 0.2% **

10:00 Wholesale Inventories m/m Dec 0.1% 0.1% **

14:00 Monthly Budget Statement m/m Jan -$150.0b -$32.6b **

Mortgage Delinquencies q/q 4Q 7.7% **

MBA Mortgage Foreclosures q/q 4Q 0.6% **

EST Speaker or event

15:00 Jerome Powell Speaks to the Economics Club of New York Chairman of Board of Governors of Federal Reserve

District or position

Economic Releases

Fed Speakers or Events

 
 

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 
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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 PPI y/y Jan -1.6% -2.0% -1.6% ** Equity and bond neutral

Tokyo Avg Office Vacancies m/m Jan 4.82 4.49 ** Equity and bond neutral

Australia Westpac Consumer Conf SA m/m Feb 1.9% -4.5% ** Equity and bond neutral

Europe

Germany CPI y/y Jan 1.0% 1.0% 1.0% *** Equity and bond neutral

CPI EU Harmonized y/y Jan 1.6% 1.6% 1.6% *** Equity and bond neutral

France Industrial Production m/m Dec -0.8% -0.9% 0.4% *** Equity bearish, bond bullish

Manufacturing Production m/m Dec -1.7% 0.5% -0.3% ** Equity bearish, bond bullish

Russia Budget Balance YTD m/m Jan -185.1b -4101.8b -20.0b ** Equity bearish, bond bullish

AMERICAS

Brazil FIPE CPI - Weekly w/w 7-Feb 0.8% 0.9% 0.9% *** Equity and bond neutral

IBGE Inflation IPCA m/m Jan 0.3% 1.4% 0.3% *** Equity and bond neutral

Mexico CPI Core m/m Jan 0.4% 0.6% 0.4% ** Equity and bond neutral

CPI m/m Jan 0.9% 0.4% 0.8% ** Equity and bond neutral

International Reserves Weekly w/w 5-Feb $195726m $195946m ** 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) 20 19 1 Down

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

TED spread (bps) 16 16 0 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 1.16 1.16 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 0 1 -1 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Down Up

pound Up Up

franc Up 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 $61.54 $61.09 0.74%

WTI $58.70 $58.36 0.58%

Natural Gas $2.77 $2.84 -2.22%

Crack Spread $12.81 $12.82 -0.06%

12-mo strip crack $15.16 $15.03 0.83%

Ethanol rack $1.75 $1.75 -0.18%

Gold $1,839.91 $1,838.32 0.09%

Silver $27.25 $27.27 -0.07%

Copper contract $376.80 $372.00 1.29%

Corn contract $546.50 $554.25 -1.40%

Wheat contract $640.50 $649.50 -1.39%

Soybeans contract $1,394.25 $1,401.75 -0.54%

Baltic Dry Freight 1306 1317 -11

Actual Expected Difference

Crude (mb) -0.8

Gasoline (mb) 2.1

Distillates (mb) -1.3

Refinery run rates (%) -0.10%

Natural gas (bcf) -179.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for colder than normal temperatures for most of 

the country. Additionally, the forecast calls for wetter than normal conditions throughout most of 

the country, with dry conditions in the Southwest and Rocky Mountain regions. 



 

 

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

www.confluenceinvestment.com 

 8 

Data Section 
 

U.S. Equity Markets – (as of 2/8/2021 close) 

 

  
-10.0% 0.0% 10.0% 20.0%

Consumer Staples
Utilities

Industrials
Materials

Healthcare
S&P 500

Real Estate
Technology

Financials
Communication Services
Consumer Discretionary

Energy

YTD Total Return

-1.2%-1.0%-0.8%-0.6%-0.4%-0.2%0.0% 0.2% 0.4% 0.6%

Energy

Materials

Consumer Discretionary

Technology

S&P 500

Consumer Staples

Financials

Utilities

Healthcare

Industrials

Communication Services

Real Estate

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 2/8/2021 close) 

 

-10.0% 0.0% 10.0% 20.0%

US Corporate Bond

US Government Bond

Cash

US High Yield

Foreign Developed ($)

Foreign Developed (local currency)

Real Estate

Large Cap

Commodities

Emerging Markets ($)

Mid Cap

Emerging Markets (local currency)

Small Cap
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 

 

February 4, 2021 
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Based on our methodology,1 the current P/E is 26.1x, down 0.6x from last week.  Improving 

earnings contracted the multiple. 

 
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 (Q2 and Q3) and two estimates (Q4 and Q1). 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. 


