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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 3, 2021—9:30 AM EST] Global equity markets are higher this morning.  

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

Chinese markets were higher, with the Shanghai Composite up 0.8% from the prior close and the 

Shenzhen Composite up 1.7%.  U.S. equity index futures are signaling a higher open.  With 215 

companies having reported, the S&P 500 Q4 earnings stand at $41.70, higher than the $37.94 

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

this quarter, 81.4% of the companies have reported earnings above forecast, while 14.0% have 

reported earnings below forecast.   

 

Our Comment today opens with a quick update on the Reddit-related trading frenzy, but it then 

pivots to key European news, including former ECB chief Mario Draghi’s agreement to try to 

form a new government in Italy.  That development has boosted Italian stocks and bonds so far 

this morning, though there is no assurance that Draghi will be successful.  Finally, we end with 

the latest coronavirus news. 

 

Reddit Craze:  Last night, Treasury Secretary Yellen called a meeting of top financial regulators 

to discuss recent volatility in financial markets related to GameStop (GME, 90.00) and other 

financial products.  The meeting, which could take place as early as Thursday, would include 

officials from the Securities and Exchange Commission, the Federal Reserve, the New York Fed, 

and the Commodity Futures Trading Commission.  Meanwhile, shares in GameStop, AMC 

Entertainment, and other heavily promoted favorites on Reddit are flat or up so far today after 

getting crushed Tuesday. Silver, another “WallStreetBets” favorite, is up slightly. 

 

European Union:  Headline consumer inflation in January jumped far more than expected to 

0.9% year-over-year from -0.3% in December.  Stripping out the volatile food and energy 

components, the January Core CPI was up 1.4% from the same month one year ago, versus an 

annual gain of 0.2% at the end of last year.  The surge in inflation was the largest in over a 

decade, but it appears to have stemmed in large part from one-off factors, such as a regular 

update to the product weightings in the index and the end of a tax holiday in Germany last 

month.  As in the U.S., most observers in Europe expect that resurgent inflation in the coming 

months will prove temporary and shouldn’t force the major central banks to tighten monetary 

policy just yet.  The following chart shows the key measures of Eurozone inflation since just 

before the previous recession. 

 

 

 

 

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/janet-yellen-to-meet-with-regulators-on-gamestop-market-volatility-11612318927
https://www.wsj.com/articles/janet-yellen-to-meet-with-regulators-on-gamestop-market-volatility-11612318927
https://www.wsj.com/livecoverage/amc-gamestop-silver-stock-market-updates?mod=hp_lead_pos1
https://www.ft.com/content/ab824148-226e-495f-9ea4-629fab880e8a
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Italy:  Following the collapse of Prime Minister Conte’s government last week, President 

Mattarella today asked former ECB chief Draghi to try to form a new government that can lead 

the country out of the coronavirus crisis.  Because of Draghi’s strong reputation, at least among 

many mainstream investors, his appointment will probably be taken well by the markets.  Indeed, 

Italian stocks and bonds are rallying this morning.  However, it’s not clear whether Draghi would 

take the job or that he could actually garner a majority in parliament, especially since he has no 

history in parliamentary politics.  One bad sign:  Hours after the president’s office confirmed 

today’s meeting with Draghi, the acting leader of the populist Five Star Movement, a former 

anti-euro party that is the largest in the current parliament, announced that he would not back a 

purely technocratic government led by the former ECB president. 

 

Russia:  Opposition activist Alexey Navalny was sentenced to three-and-a-half years in prison 

yesterday, in an apparent attempt by the Putin government to silence him.  Police have also 

cracked down hard on demonstrators protesting in his defense in recent weekends.  We still 

expect President Putin to weather the crisis, although Russia could be in for a period of political 

instability, renewed international condemnation, and potentially new international sanctions. 

 

Iran:  The Defense Ministry yesterday launched a new solid-fuel rocket with updated 

technology that could be used to improve the country’s intercontinental ballistic missiles and 

make its budding nuclear weapons’ capability more potent.  The missile launch was probably 

aimed toward improving Iran’s bargaining position ahead of the Biden administration’s effort to 

lure it back into the 2015 nuclear deal. 

 

COVID-19:  Official data show confirmed cases have risen to 103,982,364 worldwide, with 

2,255,754 deaths.  In the United States, confirmed cases rose to 26,436,867, with 446,910 deaths.  

Vaccine doses distributed in the U.S. now total 52,657,675, while the number of people who 

have received at least their first shot totals 26,440,836.  Finally, here is the interactive chart from 

https://www.wsj.com/articles/italys-president-expected-to-ask-mario-draghi-to-form-new-government-11612300690?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/draghi-hopes-drive-rally-in-italian-bonds-stocks-11612357527?mod=markets_lead_pos4
https://www.ft.com/content/e19d5962-3b35-4b7e-a6d6-46c87bd80174
https://www.ft.com/content/e19d5962-3b35-4b7e-a6d6-46c87bd80174
https://www.ft.com/content/d6829e9d-fe49-4e63-a9c5-eeedb09bdb5b
https://www.rferl.org/a/world-reacts-to-russian-court-reversal-of-navalny-sentence/31082850.html
https://www.wsj.com/articles/iran-launches-new-rocket-showing-advances-in-potential-missile-technology-11612214948?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/iran-launches-new-rocket-showing-advances-in-potential-missile-technology-11612214948?mod=lead_feature_below_a_pos1
https://www.nytimes.com/live/2021/02/03/world/covid-19-coronavirus?name=styln-coronavirus&region=hub&block=storyline_live_updates_block_recirc&action=click&pgtype=LegacyCollection&impression_id=13ffaa30-6619-11eb-bf9b-77e182368b52
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
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the Financial Times that allows you to compare cases and deaths among countries, scaled by 

population.   

 

Virology 

• Newly confirmed U.S. infections fell to approximately 110,000 yesterday, far below the 

seven-day moving average of 146,019 and the 14-day moving average of 158,364.  

Hospitalizations related to the virus fell to just 92,880, reaching their lowest level since 

November 28.  However, new deaths spiked to 3,300. 

• The World Health Organization team admitted into China to investigate the origins of the 

pandemic has finally visited the Wuhan Institute of Virology. In the early days of the 

pandemic, the institute was at the center of theories that the virus escaped from one of its 

labs. 

• New research indicates that people aged 20 to 49 were responsible for most coronavirus 

transmissions in the U.S. last year, even though it was mostly older people who died. 

• In a study of 20,000 people in the U.K. previously infected with the virus, antibodies for 

COVID-19 persisted in the vast majority for at least six months.  The findings indicate 

those infected are unlikely to be re-infected for at least half a year. 

• Officials in the U.K. say initial data show its fast-track effort at mass vaccinations may 

already have a positive impact on the pandemic.   

• Researchers at Oxford University said a single dose of the vaccine developed by Oxford 

and AstraZeneca (AZN, 50.06) was 76% effective from three to 12 weeks after injection.  

The research lends support to the British government’s decision to space out the first and 

second doses of the vaccine by up to three months in order to start the vaccination 

process quickly with as many people as possible. 

• The U.K.’s GlaxoSmithKline (GSK, 37.59) and Germany’s CureVac (CVAC, 98.70) 

announced they will jointly develop a new generation of vaccines to tackle emerging 

variants of the virus that have shown some resistance to the existing ones.  The two 

companies agreed to a €150 million deal to jointly develop a product using mRNA 

technology that would work on multiple variants of the coronavirus; it could be ready for 

use in 2022, subject to approval. 

• One trend that could impede mass vaccinations is that anti-vaccine activists are beginning 

to teaming up with anti-mask leaders in a push for “health freedom.”  

• In Japan, the upper house of parliament passed a series of legislative measures that will 

introduce fines for people and businesses that do not comply with restrictions imposed to 

prevent the spread of the virus. 

 

U.S. Policy Response 

• In a virtual meeting with Senate Democrats yesterday, President Biden and Treasury 

Secretary Yellen urged the lawmakers to press ahead with the administration’s proposed 

$1.9 trillion pandemic relief plan rather than a smaller plan like the $618 billion one 

suggested by Republicans.  Despite Biden’s professed desire to pass a bipartisan plan, he 

urged the Senators to pass the larger package even if it required using the “reconciliation” 

https://www.wsj.com/livecoverage/covid-2021-02-03
https://www.ft.com/content/8a28b91b-d98f-414d-a6c0-92f2346af1df
https://science.sciencemag.org/content/sci/early/2021/02/01/science.abe8372.full.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://science.sciencemag.org/content/sci/early/2021/02/01/science.abe8372.full.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/acc275e6-f1f7-436e-ae27-27adb65241fb
https://www.ft.com/content/acc275e6-f1f7-436e-ae27-27adb65241fb
https://www.wsj.com/articles/u-k-s-rapid-covid-19-vaccination-campaign-shows-early-signs-of-success-11612350120?mod=hp_lead_pos7
https://www.wsj.com/articles/u-k-s-rapid-covid-19-vaccination-campaign-shows-early-signs-of-success-11612350120?mod=hp_lead_pos7
https://www.ft.com/content/de00fe75-9ba1-4be7-8cf1-6e9fa55f09ce
https://www.ft.com/content/56ef96f3-7433-484b-84fb-f67b3d8a5e47
https://www.ft.com/content/56ef96f3-7433-484b-84fb-f67b3d8a5e47
https://www.wsj.com/articles/vaccine-skeptics-join-forces-with-antimask-crowd-11612284890?mod=hp_lead_pos10
https://www.wsj.com/articles/vaccine-skeptics-join-forces-with-antimask-crowd-11612284890?mod=hp_lead_pos10
https://www.japantimes.co.jp/news/2021/02/03/national/bills-fines-antivirus-measure/
https://www.japantimes.co.jp/news/2021/02/03/national/bills-fines-antivirus-measure/
https://www.wsj.com/articles/biden-presses-case-for-large-covid-aid-package-11612300758?mod=hp_listb_pos3
https://www.wsj.com/articles/biden-presses-case-for-large-covid-aid-package-11612300758?mod=hp_listb_pos3
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process without Republican support.  Of course, it’s not entirely clear whether that is just 

a negotiating tactic or a way to keep the left-wing of the Democratic Party on board with 

the process.  It would not be surprising if the Democrats ultimately accept some 

compromises to garner at least some Republican votes or keep conservative Democrats 

from opposing the bill.  One element of Biden’s proposal that could be jettisoned is his 

idea of raising the minimum wage to $15 per hour, which many lawmakers oppose 

because it could cut jobs. 

  

U.S. Economic Releases  

For the week ending January 29, mortgage applications rose 8.1% from the prior week according 

to the Mortgage Bankers Association.  Mortgage applications for purchases and refinancing rose 

0.1% and 11.4%, respectively, from the prior week. The average 30-year fixed-rate mortgage fell 

3 bps from 2.95% to 2.92%. 

 

Private employment payrolls came in above expectations according to human resource software 

company Automatic Data Processing (ADP, $168.38).  Private firm payrolls added 174K jobs in 

January, above expectations of 70K. The previous month’s report was revised from a loss of 

123K to 78K. 

 

 
 

The chart above shows the annual change in the BLS and ADP private payrolls.  ADP payrolls 

rose 0.15% from the prior month; assuming BLS reports a similar percentage increase in 

payrolls, we expect a number of around 184K for Friday’s report. 

 

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

 

https://www.wsj.com/articles/biden-wants-a-15-minimum-wage-heres-what-people-say-it-would-do-to-the-economy-11612348201?mod=hp_lead_pos5
https://www.wsj.com/articles/biden-wants-a-15-minimum-wage-heres-what-people-say-it-would-do-to-the-economy-11612348201?mod=hp_lead_pos5
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EDT Indicator Expected Prior Rating

9:45 Markit US Services PMI m/m Jan 58.0 ***

9:45 Markit US Composite PMI m/m Jan 57.4 57.5 **

10:00 ISM Services Index m/m Jan 56.7 57.2 ***

EST Speaker or event

13:00 James Bullard to Speak on Economic Outlook President of the Federal Reserve Bank of St. Louis

14:00 Patrick Harker on Labor Market President of the Federal Reserve Bank of Philadelphia

17:00 Loretta Mester on Economy President of the Federal Reserve Bank of Cleveland

17:00 Charles Evans Speaks on Economy and Monetary Policy

District or position

Economic Releases

Fed Speakers or Events

President of the Federal Reserve Bank of Chicago  
 

 

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Caixin China PMI Composite m/m Jan 52.2 55.8 ** Equity bearish, bond bullish

Caixin China PMI Services m/m Jan 52.0 56.3 55.5 ** Equity bearish, bond bullish

Japan Jibun Bank Japan PMI Services m/m Jan 46.1 45.7 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Jan 47.1 46.7 ** Equity and bond neutral

India Markit India PMI Services m/m Jan 52.8 52.3 ** Equity and bond neutral

Markit India PMI Composite m/m Jan 55.8 54.9 ** Equity bullish, bond bearish

Australia AiG Perf of Construction Index m/m Jan 57.6 55.3 ** Equity bullish, bond bearish

Markit Australia PMI Services m/m Jan 55.6 55.8 ** Equity and bond neutral

Markit Australia PMI Composite m/m Jan 55.9 56.0 ** Equity and bond neutral

Building Approvals m/m Dec 10.9% 2.6% 3.0% *** Equity bullish, bond bearish

Private Sector Houses m/m Dec 15.8% 6.1% ** Equity bullish, bond bearish

New Zealand Employment Change q/q 4Q 0.6% -0.8% 0.1% *** Equity bullish, bond bearish

Unemployment Rate q/q 4Q 4.9% 5.3% 5.6% *** Equity bullish, bond bearish

Average Hourly Earnings q/q 4Q 1.1% 1.4% 0.3% ** Equity bullish, bond bearish

ANZ Commodity Price m/m Jan 3.6% 1.8% ** Equity and bond neutral

Europe

Eurozone Markit Eurozone Services PMI m/m Jan 45.4 45.0 45.0 ** Equity bullish, bond bearish

Markit Eurozone Composite PMI m/m Jan 47.8 47.5 47.5 ** Equity and bond neutral

PPI y/y Dec -1.1% -1.9% -1.2% ** Equity and bond neutral

CPI Estimate y/y Jan 0.9% -0.3% 0.6% *** Equity bearish, bond bullish

CPI Core y/y Jan 1.4% 0.2% 0.9% *** Equity bearish, bond bullish

France Budget Balance YTD m/m Dec -178.1b -176.8b ** Equity and bond neutral

Markit France Services PMI m/m Jan 47.3 46.5 46.5 ** Equity and bond neutral

Markit France Composite PMI m/m Jan 47.7 47.0 47.0 ** Equity and bond neutral

Germany Markit Germany Services PMI m/m Jan 46.7 46.8 46.8 ** Equity and bond neutral

Markit/BME Germany Composite PMI m/m Jan 50.8 50.8 50.8 ** Equity and bond neutral

Italy Markit Italy Services PMI m/m Jan 44.7 39.7 39.5 ** Equity and bond neutral

Markit Italy Composite PMI m/m Jan 47.2 43.0 42.9 ** Equity and bond neutral

CPI NIC incl. tobacco y/y Jan 0.2% -0.1% 0.0% *** Equity and bond neutral

CPI EU Harmonized y/y Jan 0.5% -0.3% 0.2% *** Equity and bond neutral

United Kingdom Official Reserves Changes m/m Jan $37m $2999m ** Equity and bond neutral

Markit/CIPS UK Services PMI m/m Jan 39.5 38.8 38.8 ** Equity and bond neutral

Markit/CIPS UK Composite PMI m/m Jan 41.2 40.6 40.6 ** Equity and bond neutral

Russia Markit Russia PMI Services m/m Jan 52.7 48 49.5 ** Equity bearish, bond bullish

Markit Russia PMI Composite m/m Jan 52.3 48.3 ** Equity bearish, bond bullish

AMERICAS

Brazil Industrial Production y/y Dec 8.2% 2.8% 5.5% *** Equity bullish, bond bearish

Vehicle Sales Fenabrave m/m Jan 171153 244004 * Equity and bond neutral

Mexico Remittances Total m/m Dec $3661.0m $3381.2m $3590.0m * 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 20 0 Down

3-mo T-bill yield (bps) 5 5 0 Neutral

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 1.12 1.10 0.02 Neutral

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

EUR/USD 3-mo swap (bps) 5 5 0 Down

Currencies Direction

dollar Flat Down

euro Down Up

yen Down Up

pound Up Up

franc Down Up   
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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 $57.94 $57.46 0.84%

WTI $55.10 $54.76 0.62%

Natural Gas $2.86 $2.85 0.39%

Crack Spread $14.68 $14.45 1.60%

12-mo strip crack $15.60 $15.59 0.06%

Ethanol rack $1.74 $1.74 0.07%

Gold $1,835.50 $1,838.03 -0.14%

Silver $26.73 $26.68 0.17%

Copper contract $355.65 $352.45 0.91%

Corn contract $538.00 $543.00 -0.92%

Wheat contract $636.25 $644.75 -1.32%

Soybeans contract $1,349.00 $1,354.75 -0.42%

Baltic Dry Freight 1380 1444 -64

Actual Expected Difference

Crude (mb) -2.3

Gasoline (mb) 1.5

Distillates (mb) -0.5

Refinery run rates (%) 0.20%

Natural gas (bcf) -192.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the entire the country.  Wetter than normal conditions are expected in the Rocky Mountain and 

Deep South regions. 
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Data Section 
 

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

 

  
-5.0% 0.0% 5.0% 10.0%

Consumer Staples
Industrials
Materials

Utilities
Financials

S&P 500
Healthcare

Communication Services
Real Estate
Technology

Consumer Discretionary
Energy

YTD Total Return

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

Healthcare

Real Estate

Consumer Staples

Utilities

Energy

Materials

Technology

S&P 500

Communication Services

Consumer Discretionary

Industrials

Financials

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 2/2/2021 close) 

 

-5.0% 0.0% 5.0% 10.0%

US Corporate Bond

US Government Bond

Foreign Developed ($)

US High Yield

Cash

Large Cap

Foreign Developed (local currency)

Real Estate

Mid Cap

Commodities

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 

 

January 28, 2021 
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P/E as of 1/27/2021 = 26.7x

 
 

Based on our methodology,1 the current P/E is 26.7x, down 0.1x from last week.  Improving 

earnings offset higher equity values to bring a contraction of 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. 


