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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 17, 2021—9:30 AM EST] Global equity markets are mixed as we move into 

the U.S. trading day.  The EuroStoxx 50 is down 0.2% from its last close.  In Asia, the MSCI 

Asia Apex 50 is up 0.8% from the prior close.  Chinese markets are closed for the Lunar New 

Year.  U.S. equity index futures are signaling a higher open.  With 383 companies having 

reported, the S&P 500 Q4 earnings stand at $42.80, higher than the $37.94 forecast for the 

quarter.  The forecast reflects a 9.7% decrease from Q4 2019 earnings.  Thus far this quarter, 

80.4% of the companies have reported earnings above forecast, while 15.9% have reported 

earnings below forecast.   

 

We have several recent multimedia offerings.  First, we have a new chart book recapping the 

recent changes we made to our Asset Allocation portfolios.  As we noted last week, we’ve also 

posted a new Confluence of Ideas podcast. We also have a new Asset Allocation Weekly, chart 

book, and podcast.  You can find all this research and more on our website. 

 

In today’s Comment, we open with coverage of the big winter storm pummeling most of the 

U.S., followed by various international news.  As always, we wrap up with the latest 

developments regarding the coronavirus pandemic. 

 

Winter Storm:  The massive winter storm blanketing the U.S. has now left nearly 75% of the 

lower 48 states covered in snow and almost four million people without power.  Even with the 

storm moving off the Northeast coast late Tuesday, dangerously cold wind chills from Arctic air 

are expected to linger over the Great Plains and Mississippi Valley through midweek.  On top of 

that, a new winter storm is emerging in the Southern Plains and is heading toward the mid-South 

today. 

• President Biden has declared a state of emergency in Texas, responding to a request from 

Governor Abbott.  Rolling blackouts in Texas have left approximately three million 

people without power and disrupted a wide range of businesses, including agriculture and 

energy production. 

• Governor Abbott has also called for an investigation into what caused the power outages 

in Texas. 

• At this point, it’s too early to gauge the impact of the storm and power outages on the 

overall economy.  However, even if the storm causes enough disruption to show up in the 

statistics, we do know that such weather-related impacts are often quickly reversed and 

usually only have fleeting effects on the financial markets. 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-chart-book/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/asset-allocation-weekly-february-12-2021/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/
https://www.wsj.com/articles/winter-storm-creates-havoc-across-the-u-s-11613500444?mod=hp_lead_pos1
https://www.wsj.com/articles/winter-storm-creates-havoc-across-the-u-s-11613500444?mod=hp_lead_pos1
https://www.wsj.com/articles/texas-livestock-industry-reels-from-storm-outages-11613508000
https://www.wsj.com/articles/texas-power-outages-after-deep-freeze-prompt-governor-to-urge-probe-11613513090?mod=hp_lead_pos2
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United States-China:  Speaking at a town hall event in Wisconsin yesterday, President Biden 

signaled that part of his strategy to deal with Chinese aggression would be to bludgeon it over its 

human rights record.  According to Biden, “China is trying very hard to become the world 

leader, and to get that moniker and be able to do that they have to gain the confidence of other 

countries . . . As long as they’re engaged in activity that is contrary to basic human rights, it’s 

going to be hard for them to do that.”  We have already noticed that Biden’s approach to China is 

turning out tougher than many people expected, but this statement also illustrates that he’s likely 

to use a wider range of tools to counter China’s aggressive geopolitical moves.  Biden’s 

statement is an example of using the U.S. advantage in “soft power,” i.e., it has a much better 

reputation as a historical force for good in the world than China.  We discuss the U.S. advantage 

in diplomatic and political influence, including soft power, in Part IV of our recent WGR series 

on the U.S.-China balance of power.  Importantly, we would note that a tougher Biden policy on 

China that expands into new directions could mean continued risks for both Chinese and U.S. 

assets. 

 

China:  Officials inside the Chinese government say President Xi’s move to block the IPO of 

Jack Ma’s Ant Group actually intended to hurt Xi’s internal political rivals as much as it aimed 

to protect the financial system from risks.  The insiders now say a previously secret government 

investigation ahead of the scheduled IPO revealed that many of Xi’s potential rivals could have 

pocketed billions of dollars from the transaction.  If true, the news would highlight that 

companies in China not only face general regulatory risk but, because of the increasingly 

authoritarian rule of President Xi, they also face political risk.  Chinese equities could eventually 

face headwinds as evidence of such risk accumulates, and the power pendulum continues to shift 

toward greater government control of the economy. 

 

United States-Japan:  The U.S. and Japanese governments have reached an unusual one-year 

agreement on cost-sharing for the U.S. troops based in Japan.  The deal, in which Japan will 

shoulder about ¥200 billion ($1.9 billion) — roughly in line with the previous year — is widely 

seen as a temporary measure, freeing the Biden team to battle the raging pandemic inside its 

borders and sparing Japan a potentially contentious negotiation over the costs. 

 

COVID-19:  Official data show confirmed cases have risen to 109,613,248 worldwide, with 

2,421,481 deaths.  In the United States, confirmed cases rose to 27,757,609, with 488,103 deaths.  

Vaccine doses delivered in the U.S. now total 71,657,975, while the number of people who have 

received at least their first shot totals 39,670,551.  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 rebounded a bit to approximately 59,000 yesterday, but 

that was still much lower than the seven-day moving average of 85,296, and the 14-day 

moving average fell to 98,075.  Hospitalizations related to the virus fell to 64,533, but 

deaths climbed back above 1,000. 

• After refusing to implement tough lockdowns in the early European stages of the 

pandemic, the Swedish government has warned that it might have to close businesses and 

https://www.ft.com/content/6fd96a32-da98-4f31-8936-8f3699200652
https://www.ft.com/content/6fd96a32-da98-4f31-8936-8f3699200652
https://www.confluenceinvestment.com/weekly-geopolitical-report-the-us-china-balance-of-power-part-iv-february-8-2021/
https://www.wsj.com/articles/china-blocked-jack-mas-ant-ipo-after-an-investigation-revealed-who-stood-to-gain-11613491292?mod=hp_lead_pos10
https://www.wsj.com/articles/china-blocked-jack-mas-ant-ipo-after-an-investigation-revealed-who-stood-to-gain-11613491292?mod=hp_lead_pos10
https://www.japantimes.co.jp/news/2021/02/17/national/japan-us-troop-cost/
https://www.japantimes.co.jp/news/2021/02/17/national/japan-us-troop-cost/
https://www.nytimes.com/live/2021/02/17/world/covid-19-coronavirus?name=styln-stimulus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=Article&impression_id=&variant=1_Show
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-2021-02-17
https://www.ft.com/content/ccb52f41-72f1-4883-861d-f59745e25e7d
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shut down parts of society as unease grows in Stockholm regarding the possibility of a 

new wave of the pandemic. 

o The center-left government today put forward a proposal that, for the first time, 

would allow it to close shopping centers, gyms, and restaurants. 

o The proposal would also allow the government to fine those who fail to obey the 

rules SKr2,000 ($240). 

• Meanwhile, the big winter storm and mass power outages mentioned earlier in this 

Comment have forced the closure of many U.S. vaccination centers.  That’s particularly 

important because the vaccines require special refrigeration, and concerns are growing 

that the facility closures and power outages could spoil many doses. 

• The European Commission today will announce a deal for a further 150 million doses of 

the vaccine developed by Moderna (MRNA, 178.53), as well as an option for 150 million 

more next year.  The agreement is part of a wider effort to tackle criticism of the EU’s 

sluggish vaccine rollout and prepare for the possible evolution of the disease as mutant 

strains appear. 

• The Taiwanese government has accused China of blocking its plan to buy vaccines from 

BioNTech (BNTX, 114.38) just as it was about to be announced.  It appears the German 

drug company had been using a Chinese pharmaceutical firm based in Shanghai as its 

agent for the greater China region, and that company is under pressure from Beijing not 

to service the Taiwanese. 

• After halting the use of the vaccine from AstraZeneca (AZN, 50.89) because of efficacy 

concerns with new mutations of the virus, the South African government started 

inoculating healthcare workers with the vaccine from Johnson & Johnson (JNJ, 165.07), 

even though it hasn’t yet received official approval in any country.  In a large clinical 

trial, however, the J&J vaccine was found to be 57% effective at preventing moderate and 

severe COVID-19 symptoms, including from the B.1.351 variant, which has become the 

predominant version there. 

• Many poor, less developed countries are running far behind on vaccinating their 

populations, which could keep infection rates high and pose an ongoing risk for 

unvaccinated people in the wealthier, developed countries. 

 

U.S. Policy Response 

• Speaking in Wisconsin yesterday, President Biden promised vaccines would be available 

to all Americans who want one by the end of July, and the U.S. economy would “come 

roaring back” if Congress approves his $1.9 trillion pandemic relief proposal. 

• Even though the question of reopening schools remains controversial, with many teachers 

wanting to delay openings but parents wanting to get their kids out of the house, recent 

polling suggests teachers who go back to work are actually happy to do so. 

 

Foreign Policy Response 

• In his first speech as Italian prime minister, Mario Draghi said he would accelerate the 

country’s vaccine rollout and outlined plans to invest €210 billion of EU recovery money, 

https://www.ft.com/content/ccb52f41-72f1-4883-861d-f59745e25e7d
https://www.wsj.com/livecoverage/covid-2021-02-16/card/Z1yFK8T2iA8KvAmWjFvs
https://www.ft.com/content/a6cd1bc8-f6e0-4e32-8399-6fde8b71c579
https://www.ft.com/content/a6cd1bc8-f6e0-4e32-8399-6fde8b71c579
https://www.ft.com/content/e08f9c59-4821-4ca4-ac2d-54c087b21900
https://www.ft.com/content/e08f9c59-4821-4ca4-ac2d-54c087b21900
https://www.wsj.com/articles/south-africa-rolls-out-j-j-covid-19-vaccine-to-healthcare-workers-11613564630
https://www.wsj.com/articles/south-africa-rolls-out-j-j-covid-19-vaccine-to-healthcare-workers-11613564630
https://www.wsj.com/articles/faltering-covid-19-vaccine-drive-in-developing-world-risks-prolonging-pandemic-11613557801?mod=hp_featst_pos3
https://www.wsj.com/articles/faltering-covid-19-vaccine-drive-in-developing-world-risks-prolonging-pandemic-11613557801?mod=hp_featst_pos3
https://www.ft.com/content/6fd96a32-da98-4f31-8936-8f3699200652
https://www.ft.com/content/6fd96a32-da98-4f31-8936-8f3699200652
https://www.wsj.com/articles/school-reopening-covid-classroom-cdc-parents-teachers-union-students-11613512932?mod=hp_lead_pos6
https://www.axios.com/poll-aft-school-reopening-debate-teachers-covid-3da59023-43e8-4187-825b-32b39203e5d8.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/9025a141-8d4c-4d00-a70d-8f7bcdcf310a
https://www.ft.com/content/9025a141-8d4c-4d00-a70d-8f7bcdcf310a
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as well as plans for structural reforms of Italy’s legal system and public administration.  

Outlining how Italy would spend the so-called Next Generation EU recovery program, 

Draghi said that his administration would follow the previous government in focusing on 

digitalization, ecological transition, research and training, and health, although he also 

signaled he will work to “strengthen” the plan over the coming weeks. 

• Optimism over Draghi’s plan has taken some of the gloss off the Spanish government’s 

preliminary plan to spend the €140 billion or so it will receive from the Next Generation 

EU program.  The Spanish plan was initially seen as far better than Italy’s, but now 

officials must work hard to assure people that it will be a success.  For example, Deputy 

Prime Minister Calviño said in an interview with the Financial Times that the 

government will redouble its effort to transform the Spanish economy, revitalize the 

small business sector, and boost demand. 

  

 U.S. Economic Releases  

In the week of February 12, mortgage applications fell 5.1% from the prior week.  Applications 

for home purchases and refinances fell 6.1% and 4.7%, respectively, from the previous week. 

The average 30-year fixed-rate rose 2bps from 2.96% to 2.98%. 

The prices paid by producers rose at a faster than expected pace in January.  The Producer Price 

Index rose 1.3% from the prior month compared to expectations of a rise of 0.4%.  Excluding 

food and energy, PPI rose 1.2% from the prior month.  Core PPI, which also excludes trade, rose 

1.2% from the previous month compared to expectations of a rise of 0.2%. 

 

The chart above shows the annual change in Headline PPI and Core PPI. 

https://www.ft.com/content/72762eef-8d05-4e86-9101-0017758cb224
https://www.ft.com/content/72762eef-8d05-4e86-9101-0017758cb224
https://www.ft.com/content/72762eef-8d05-4e86-9101-0017758cb224
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Consumer spending picked at a pace faster than expected in January.  Retail sales rose 5.9% 

from the prior month compared to expectations of a rise of 1.0%.  Excluding autos, retail sales 

rose 5.9% from the previous month compared to expectations of 1.1%.  Retail sales excluding 

autos and gas rose 6.1% from the prior month compared to expectations of 1.0%. 

 

The chart above shows the annual change in retail sales and retails sales excluding auto and gas. 

Manufacturing activity picked up January.  Industrial production rose 0.9% from the prior month 

compared to expectations of a rise of 0.4%.  Capacity utilization rose from 74.5% to 75.6%. 
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The chart above shows the Industrial Production Index, currently at 107.2. 

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

 

EDT Indicator Expected Prior Rating

16:00 Total Net TIC Flows m/m Dec $214.1b ***

16:00 Net Long-term TIC Flows m/m Dec $149.2b **

EST Speaker or event

11:10 Michelle Bowman Speaks on Community Banking

12:30 Esther George Discusses Economic Outlook President of the Federal Reserve Bank of Kansas City

13:00 Robert Kaplan Discusses the Economy President of the Federal Reserve Bank of Dallas

15:00 Mary Daly Discusses Economy and Inequality President of the Federal Reserve Bank of San Francisco

District or position

Economic Releases

Fed Speakers or Events

Member of the Board of Governors

 
 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

add a paragraph below if any development merits further explanation. 

 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Trade Balance Adjusted m/m Jan ¥392.8b ¥477.1b ¥497.0b ** Equity and bond neutral

Core Machine Orders m/m Dec 5.2% 1.5% -6.1% ** Equity and bond neutral

Australia Westpac Leading Index m/m Jan 0.26% 0.12% ** Equity and bond neutral

Europe

Eurozone EU27 New Car Registrations m/m Jan -24.0% -3.3% ** Equity bearish, bond bullish

Construction Output m/m Dec -3.7% 1.4% 0.0% ** Equity bearish, bond bullish

UK CPI y/y Jan 0.7% 0.6% 0.6% *** Equity and bond neutral

CPI Core y/y Jan 1.4% 1.4% 1.3% *** Equity and bond neutral

RPI y/y Jan 1.4% 1.2% 1.3% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y Jan 1.6% 1.4% 1.4% ** Equity and bond neutral

PPI Output NSA m/m Jan 0.4% 0.3% 0.2% ** Equity and bond neutral

PPI Input NSA m/m Jan 0.7% 0.8% 0.5% ** Equity and bond neutral

House Price Index y/y Dec 8.5% 7.6% 7.5% ** Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence w/w 12-Feb 56.5 56.5 ** Equity and bond neutral

Int'l Securities Transactions m/m Dec 5.08b 11.78b ** Equity and bond neutral

Existing Home Sales m/m Jan 2.0% 7.2% ** Equity and bond neutral

Mexico International Reserves Weekly w/w 12-Feb $195812m $195726m ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 19 19 0 Down

3-mo T-bill yield (bps) 3 4 -1 Neutral

TED spread (bps) 16 16 0 Up

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

10-yr T-note (%) 1.29 1.32 -0.03 Neutral

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

EUR/USD 3-mo swap (bps) 2 2 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Flat Up

pound Down Up

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. 
 

Price Prior Change Explanation

Brent $64.18 $63.35 1.31% Poor weather conditions

WTI $60.69 $60.05 1.07%

Natural Gas $3.07 $3.13 -2.01%

Crack Spread $15.37 $15.00 2.41%

12-mo strip crack $16.13 $15.96 1.07%

Ethanol rack $1.82 $1.81 0.85%

Gold $1,787.76 $1,794.47 -0.37%

Silver $27.02 $27.24 -0.80%

Copper contract $381.90 $383.40 -0.39%

Corn contract $548.25 $549.75 -0.27%

Wheat contract $652.00 $661.50 -1.44%

Soybeans contract $1,386.00 $1,385.75 0.02%

Baltic Dry Freight 1495 1364 131

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 1.5

Distillates (mb) -1.6

Refinery run rates (%) 0.45%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

westward over the next few days.  In addition, the forecast calls for wetter than normal 

conditions in the Northern region, with dry conditions expected for the rest of the country. 
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Data Section 
 

U.S. Equity Markets – (as of 2/16/2021 close) 

 

  
-10.0% 0.0% 10.0% 20.0% 30.0%

Consumer Staples
Utilities

Industrials
Healthcare

Materials
Real Estate

S&P 500
Consumer Discretionary

Technology
Communication Services

Financials
Energy

YTD Total Return

-1.5%-1.0%-0.5%0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0%

Utilities

Healthcare

Real Estate

Consumer Discretionary

Technology

Materials

Consumer Staples

Industrials

S&P 500

Communication Services

Financials

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 2/16/2021 close) 

 

-5.0% 0.0% 5.0% 10.0% 15.0% 20.0%

US Corporate Bond

US Government Bond

Cash

US High Yield

Real Estate

Large Cap

Foreign Developed ($)

Foreign Developed (local currency)

Commodities

Mid Cap

Emerging Markets ($)

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 12, 2021 
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P/E as of 2/10/2021 = 26.0x

 
 

Based on our methodology,1 the current P/E is 26.0x, down 0.1x 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. 


