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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 23, 2021—9:30 AM EST] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.8% from its last close.  In Asia, the MSCI Asia Apex 50 

is unchanged from the prior close.  Chinese markets were lower, with the Shanghai Composite 

down 0.2% from the prior close and the Shenzhen Composite down 0.9%.  U.S. equity index 

futures are signaling a lower open.  With 430 companies having reported, the S&P 500 Q4 

earnings stand at $43.00, higher than the $37.94 forecast for the quarter.  The forecast reflects a 

9.7% decrease from Q4 2019 earnings.  Thus far this quarter, 79.8% of the companies have 

reported earnings above forecast, while 16.5% have reported earnings below forecast.   

 

The fifth and final part in our recent Weekly Geopolitical Report series, "The U.S.-China Balance 

of Power," is now published.  We also have several other recent multimedia offerings.  There is a 

new chart book recapping the recent changes we made to our Asset Allocation portfolios.  Here 

is the latest Confluence of Ideas podcast.  The most recent Asset Allocation Weekly, chart book, 

and podcast are also available.  You can find all this research and more on our website. 

 

Today’s Comment opens with the latest developments regarding bond yields, which continue to 

unsettle some investors.  While we think yields could continue to rise for a while, we are 

currently more sanguine than many observers and are maintaining our favorable attitude toward 

equities.  We next turn to various sector, domestic, and international news, before finishing up 

with the latest on the coronavirus pandemic. 

 

Bond Market:  As longer-term bond yields continue to march higher, investors are becoming 

more concerned about their impact on the economy and stocks.  In addition, investors are keenly 

watching the narrowing spread between the 2-Year Treasury yield and the interest rate paid by 

the Federal Reserve on banks’ excess reserves (the so-called IOER).  Traders are concerned that 

the shrinking spread reflects a rising appetite for short-term debt as investors gobble up safe 

assets and park their cash.  It also highlights two key questions for investors: To what extent is 

Fed support for markets taking asset prices to unsustainable levels, and how vulnerable does that 

leave bond markets and other areas exposed to sudden reversals?  With that in mind, all eyes will 

be on Fed Chairman Powell today as he begins his semiannual testimony before Congress.  

European Central Bank President Lagarde yesterday said the ECB was closely monitoring bond 

yields, which was taken as a sign of discomfort with their recent rise, but Powell is expected to 

be more sanguine. 

• Powell is again likely to signal that easy-money policies will remain in place for the 

foreseeable future.  He will also probably face questions on the size of the next fiscal 
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stimulus package, interest rates, the Fed’s bond purchases, and the potential for inflation 

to heat up alongside accelerating economic growth. 

• As we will show in our upcoming Asset Allocation Weekly, even if the benchmark 10-

Year Treasury yield rises to 2%, we suspect the negative impact on the housing market 

would be relatively modest, as would the impact on stock valuations.  Overall, we 

maintain our favorable attitude towards equities simply due to the outstanding level of 

liquidity available to financial markets. 

 

Technology Industry:  Facebook (FB, 260.33) reached a deal with the Australian government to 

restore news pages to the social media company’s platform, following a five-day suspension 

because of a disagreement over payment for content.  Under the deal, the Australian government 

will modify legislation moving through parliament to better protect deals that a social media firm 

makes directly with traditional media companies for news feeds.  It will also provide for an 

additional round of negotiations between social media firms and news outlets before arbitration 

kicks in.  While the deal may resolve this particular issue within Australia, it probably won’t ease 

concerns about the broader rise of regulatory risks for technology companies.  In addition to the 

recent rise in bond yields, rising regulatory risks are probably another reason for the recent 

headwinds facing technology stocks. 

 

Texas Storms:  The Internal Revenue Service extended the April 15 tax-filing and payment 

deadline to June 15 for all residents and businesses in Texas, citing the damage caused by the 

recent winter storms and power outages in the state. 

 

United States-Russia:  National Security Advisor Sullivan has warned that the U.S. will 

respond within "weeks, not months" to the massive SolarWinds cyberattack discovered in 

December and attributed to the Russian government.  According to Sullivan, the response is 

likely to include both overt and covert tools and will not be limited to just sanctions.  In his 

words, "We will ensure that Russia understands where the United States draws the line on this 

kind of activity." 

 

European Union-Russia:  EU foreign ministers agreed in principle yesterday to impose travel 

bans, asset freezes, and other sanctions on at least four Russian officials involved in the jailing of 

opposition activist Alexei Navalny.  U.S. Secretary of State Blinken, who held a separate 

meeting with the EU foreign ministers, signaled his support for the move as a way to help defend 

human rights in Russia. 

 

Taiwan-China:  Former Taiwanese justice minister Chiu Tai-san has taken charge of the 

Mainland Affairs Council as part of a government reshuffle that seems to be an effort to ease 

tensions with Beijing.  Chiu has taken a relatively moderate stand on relations with mainland 

China compared to other politicians in the pro-independence camp.  Analysts say the change 

could signal a move by President Tsai Ing-wen’s government to adjust its confrontational cross-

strait policy. 

 

Brazil:  In a bad sign of renewed political meddling in Brazil’s key state-owned oil company, 

Petrobras (PBR, 7.94), President Bolsonaro has ousted the company’s U.S.-trained CEO and 
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https://www.rferl.org/a/jake-sullivan-washington-response-solarwinds-hack-within-weeks/31114301.html
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looks likely to replace him with a 71-year-old reserve army general who has no experience in oil 

and gas.  In U.S. trading yesterday, the firm’s ADRs traded down 21.0%.  The move also raises 

concerns about political meddling in the wider Brazilian economy, so it is likely to be a 

headwind for Brazilian equities going forward. 

 

COVID-19:  Official data show confirmed cases have risen to 111,824,687 worldwide, with 

2,476,668 deaths.  In the United States, confirmed cases rose to 28,191,213, with 500,443 deaths.  

Vaccine doses delivered in the U.S. now total 75,205,940, while the number of people who have 

received at least their first shot totals 44,138,118 .  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 totaled only about 54,000 yesterday, while the number 

of hospitalizations related to the virus fell to 55,400, and the number in intensive care 

declined to 11,500. 

• State and local vaccination officials across the U.S. are working to make up for lost time 

after last week’s massive winter storm disrupted vaccine deliveries and closed 

vaccination centers. 

• Some of the world’s biggest pharmaceutical companies are joining forces with rivals to 

help produce COVID-19 vaccines, forging unusual alliances that promise to substantially 

increase supplies by this summer.  As firms team up to boost production, another positive 

effect in the longer term could be that expertise and knowledge about new vaccine 

technologies will be more widely and rapidly dispersed. 

• In new guidance for vaccine manufacturers, the FDA said it will quickly analyze any 

booster shots against COVID-19 variants such as those from South Africa and the U.K. 

and won’t require further large clinical trials of the new shots’ effectiveness.  The 

announcement is positive because it suggests vaccine makers will have the flexibility to 

roll out new versions of their shots in order to quickly address emerging mutations.  

However, one downside is the risk that modified vaccines could have some adverse 

effects that wouldn’t be detected before they’re administered. 

• Greece’s tourism minister has called on EU leaders to “move more quickly” to embrace 

vaccine certificates, also known as “vaccine passports,” that could allow mass travel to 

resume.  Athens is especially concerned to repair its large holiday industry, which has 

been battered by the pandemic. 

• In Japan, the government vaccination program has already hit at least one hiccup.  After 

discovering the number of healthcare workers who have been made the first priority to 

receive shots was greater than expected, it now looks like the next priority cohort, older 

individuals, won’t start getting their injections until April at the earliest. 

• A U.K. study of more than 4,000 hospitalized patients showed that people who received 

the rheumatoid arthritis drug tocilizumab plus steroids had a 20% lower risk of death 

after 28 days compared with patients who received only steroids and standard care, 

according to preliminary results posted online.  If confirmed, the findings could open up a 

https://www.ft.com/content/9f0825c5-b6f1-4f2e-8305-f557364a3257
https://www.nytimes.com/live/2021/02/23/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-2021-02-23
https://www.wsj.com/livecoverage/covid-2021-02-22/card/7pxwOCBgM6SJqZfdUOhW
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https://www.wsj.com/articles/fda-looks-to-quickly-authorize-covid-19-vaccine-booster-shots-as-new-variants-emerge-11614028763
https://www.wsj.com/articles/fda-looks-to-quickly-authorize-covid-19-vaccine-booster-shots-as-new-variants-emerge-11614028763
https://www.ft.com/content/c11156ac-07c6-4859-80a2-bdae692bff38
https://www.ft.com/content/c11156ac-07c6-4859-80a2-bdae692bff38
https://www.japantimes.co.jp/news/2021/02/23/national/coronavirus-japan-vaccinations/
https://www.wsj.com/articles/rheumatoid-arthritis-drug-shows-promise-in-fighting-covid-19-11614029399
https://www.wsj.com/articles/rheumatoid-arthritis-drug-shows-promise-in-fighting-covid-19-11614029399
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new treatment strategy for those who still contract the disease despite mass vaccination 

campaigns. 

 

Economic and Financial Market Impacts 

• With consumers buying more physical goods resulting from their reduced ability to buy 

services, manufacturers have been caught flat-footed and are struggling to produce 

enough.  As we predicted in our Asset Allocation Weekly of last October 16, rebounding 

demand for consumer goods and retail inventory building has driven down stockpiles at 

the factory level, creating bottlenecks and making it easier for firms to hike prices.  Here 

is the updated chart from that report, showing the ratio of inventories to sales at the 

manufacturing, wholesale, and retail levels. 

 

 
 

• The problem is also evident in Europe.  For example, thousands of European 

manufacturers have been hit by a surge in the price of polymer resins used to make 

plastic, reflecting strong demand and a slump in supplies. 

• For workers, the bright side of the rebound in manufacturing and the ongoing surge in the 

housing industry is that blue-collar job growth is booming.  That should hold out hope for 

a quicker fall in unemployment and a rise in wages for many people who lost their jobs in 

the service sector during the pandemic.  Any rise in wages will probably also feed into 

concerns about inflation. 

 

U.S. Policy Response 

• The House Budget Committee yesterday approved President Biden’s $1.9 trillion 

pandemic relief package.  It officially fused together and passed the different portions of 

the legislation that advanced earlier this month in nine different House committees. A full 

House vote is expected Friday or Saturday, after which the legislation will go to the 

Senate.  Remaining as passed by the Budget Committee, the bill would: 

https://www.wsj.com/articles/consumer-demand-snaps-back-factories-cant-keep-up-11614019305?mod=hp_lead_pos5
https://www.wsj.com/articles/consumer-demand-snaps-back-factories-cant-keep-up-11614019305?mod=hp_lead_pos5
https://www.confluenceinvestment.com/asset-allocation-weekly-october-16-2020/
https://www.ft.com/content/f97d653c-71f4-4b84-90ee-896b7bd5d299
https://www.wsj.com/articles/blue-collar-jobs-boom-as-covid-19-boosts-housing-e-commerce-demand-11613903402
https://www.wsj.com/articles/covid-19-relief-bill-moves-closer-to-house-vote-11614031875
https://www.wsj.com/articles/covid-19-relief-bill-moves-closer-to-house-vote-11614031875
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o Provide $400-a-week unemployment benefits through August 29. 

o Send $1,400 per-person payments to most households. 

o Provide billions in funding for schools and vaccine distribution. 

o Expand the child tax credit. 

o Broaden child-care assistance. 

o Bolster tax credits for health insurance. 

o Increase the federal minimum wage to $15 per hour over four years. 

 

U.S. Economic Releases  

U.S. Home prices rose steadily toward the end of 2020 as lower interest rates continued to 

promote home purchases.  In December, the FHFA House Price Index rose 1.13% from the prior 

month compared to expectations of 1.0%.  In Q4, the index rose 3.10% from the previous 

quarter. 

 

 
 

The chart above shows the annual change in the FHFA House Price Index. Home prices have 

risen 11.34% from the prior year. 

 

S&P CoreLogic Case-Schiller Index showed similar improvements to home prices in the U.S. 

and the top 20 cities.  The 20-City Index rose 1.42% from the prior month compared to 

expectations of 1.25%.  The national index rose 1.41% from the previous month. 
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The chart above shows the annual change in the 20-City and national S&P CoreLogic Case-

Shiller Home Price Index.  Home prices have risen 9.47% and 9.07% for the top-20 cities and 

national index, respectively. 

 

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

 

EDT Indicator Expected Prior Rating

10:00 Conf. Board Consumer Confidence m/m Feb 90.0 89.3 ***

10:00 Conf. Board Present Situation m/m Feb 84.4 **

10:00 Conf. Board Expectations m/m Feb 92.5 ***

10:00 Richmond Fed Manufact. Index m/m Feb 15.0 14 **

EST Speaker or event

10:00 Jerome Powell To Deliver Semi-Annual Monetary Policy Report 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 

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. 

 



 

 

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

www.confluenceinvestment.com 

 7 

 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China New Home Prices m/m Jan 0.3% 0.1% *** Equity and bond neutral

Japan ANZ Roy Morgan Consumer Confidence m/m 21-Feb 109.2 109.9 ** Equity and bond neutral

New Zealand Retail Sales Ex Inflation q/q 4Q -2.7% 28.0% -0.5% ** Equity and bond neutral

Europe

Eurozone CPI y/y Jan 0.9% 0.9% 0.9% *** Equity and bond neutral

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

Italy Industrial Orders m/m Dec 1.7% -1.3% ** Equity and bond neutral

Industrial Sales m/m Dec 1.0% -2.0% ** Equity and bond neutral

United Kingdom Output Per Hour y/y 4Q -1.1% 4.0% ** Equity bearish, bond bullish

Claimant Count Rate m/m Jan 7.2% 7.4% *** Equity and bond neutral

Jobless Claims Change m/m Jan -20.0k 7.0k *** Equity bearish, bond bullish

Average Weekly Earnings 3M y/y Dec 4.7% 3.6% 4.1% ** Equity bullish, bond bearish

ILO Unemployment Rate 3Mths m/m Dec 5.1% 5.0% 5.1% ** Equity and bond neutral

CBI Retailing Reported Sales m/m Feb -45.0 -50.0 -40.0 ** Equity bearish, bond bullish

CBI Total Dist. Reported Sales m/m Feb -35.0 -44.0 ** Equity and bond neutral

AMERICAS

Brazil Trade Balance Weekly w/w 21-Feb $917m $414m ** Equity bearish, bond bullish

FGV CPI IPC-S w/w 22-Feb 0.3% 0.4% ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 19-Feb 58.2 56.5 ** 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) 18 18 0 Down

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

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 1.36 1.37 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 5 4 1 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Up Up

franc Down Up

Central Bank Action Current Prior Expected

RBNZ Official Cash Rate 0.250% 0.250% On forecast   
 

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 $65.89 $65.24 1.00%

WTI $62.32 $61.70 1.00%

Natural Gas $2.95 $2.95 -0.07%

Crack Spread $18.02 $16.09 11.96%

12-mo strip crack $16.39 $16.67 -1.72%

Ethanol rack $1.85 $1.84 0.31%

Gold $1,808.00 $1,809.67 -0.09%

Silver $27.86 $28.14 -1.00%

Copper contract $413.50 $414.90 -0.34%

Corn contract $554.00 $550.50 0.64%

Wheat contract $663.25 $669.75 -0.97%

Soybeans contract $1,406.00 $1,387.50 1.33%

Baltic Dry Freight 1709 1698 11

Actual Expected Difference

Crude (mb) -6.5

Gasoline (mb) -3.5

Distillates (mb) -4.2

Refinery run rates (%) -7.00%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

westward from the central region to the mountain region.  In addition, the forecast calls for 

wetter than normal conditions in the Midwest, with dry conditions expected for the West Coast. 
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Data Section 
 

U.S. Equity Markets – (as of 2/22/2021 close) 

 

  
-10.0% 0.0% 10.0% 20.0% 30.0%

Consumer Staples
Utilities

Healthcare
Industrials
Materials
S&P 500

Technology
Real Estate

Consumer Discretionary
Communication Services

Financials
Energy

YTD Total Return

-3.0% -2.0% -1.0% 0.0% 1.0% 2.0% 3.0% 4.0%

Technology

Consumer Discretionary

Utilities

S&P 500

Communication Services

Healthcare

Consumer Staples

Industrials

Materials

Real Estate

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 2/22/2021 close) 

 

-5.0% 0.0% 5.0% 10.0% 15.0%

US Corporate Bond

US Government Bond

Cash

US High Yield

Large Cap

Foreign Developed ($)

Foreign Developed (local currency)

Real Estate

Emerging Markets ($)

Emerging Markets (local currency)

Mid Cap

Commodities

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 19, 2021 
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P/E as of 2/17/2021 = 26.1x

 
 

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. 


