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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 4, 2021—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 is down 0.7%.  

Chinese markets were lower, with the Shanghai Composite down 0.4% from the prior close and 

the Shenzhen Composite down 1.2%.  U.S. equity index futures are signaling a higher open.  

With 238 companies having reported, the S&P 500 Q4 earnings stand at $41.90, higher than the 

$37.94 forecast for the quarter.  The forecast reflects a 9.7% decrease from Q4 2019 earnings.  

Thus far this quarter, 80.7% of the companies have reported earnings above forecast, while 

15.1% have reported earnings below forecast.   

 

Good morning.  U.S. equity futures are modestly higher this morning.  We begin our coverage 

with a look at tomorrow’s non-farm payroll report and why it could be a rather deceptive 

blowout.  The next stop is international news, including a discussion of Italy’s new PM.  We 

follow with policy and economic news.  Our coverage of the pandemic is next, and we close with 

China news.  Being Thursday, we publish a new Weekly Energy Update.  And the current Asset 

Allocation Weekly is also available. 

 

About tomorrow:  Normally in January, retailers lay off large numbers of seasonal workers who 

were hired for the Christmas rush.  Other industries, due to winter weather, also lay off workers.  

These layoffs are easy to see in the non-seasonally adjusted data. 

 

 

 

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/global-stock-markets-dow-update-02-04-2021-11612428344?st=queyiun46ys0veh&reflink=desktopwebshare_permalink
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_4_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_29_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_29_2021.pdf
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The largest decline each year is in January; a smaller one occurs in July as schools lay off some 

teachers and automakers engage in model retooling.  Since 2001, the average decline in non-farm 

payrolls for January is 2.874 million jobs; retailers account for about 22%, and goods-producing 

jobs represent about 16%.  Since the layoffs are regular, the BLS uses seasonal adjustments to 

smooth out the data.  The seasonally adjusted data is reported.  The average January seasonally 

adjusted non-farm payroll data since 2001 is more than 91,000, so obviously, the seasonal 

adjustment factor is sizeable. 

 

Retailers didn’t increase their November hiring as much as in the past.  Compared to the average 

since 2001, hiring was about 73,000 less in 2020.  In addition, it is possible that some of the 

seasonal hirings were in delivery and other forms of e-commerce, which may not have the same 

layoff patterns.  The bottom line is that we could get a bullish surprise tomorrow; this was 

reflected in yesterday’s ADP data, which came in stronger than expected.  Current expectations 

are calling for a greater than 100,000 non-farm payroll increase.  We would take the “over” on 

that one.  Although the stronger data will be welcome, it may not be as robust as it first appears. 

 

International roundup:  A new Italian prime minister? 

• Although new governments in Italy are not at all unusual, we were surprised to see the 

former ECB head, Mario Draghi, tapped to form a new government.  Draghi is credited 

for saving the Eurozone.  His aggressive actions to bolster banks over the opposition 

from Germany likely prevented several countries from exiting the Eurozone.  Thus, he 

has the credentials of a crisis manager.  Italy is facing a myriad of problems.  It was hit 

hard by the pandemic, and its economy has been moribund for years.  Forming a 

government will be a challenge.  Italy has seen a radical and technocratic government in 

recent years.  The key will likely be finding a balance.  We note that Italian financial 

markets greeted the announcement favorably.   

• We are seeing the dollar rally from its lows last year.  Although we remain dollar bears, 

the lift in the greenback appears to be coming from three sources: 

o The stumbling Eurozone economy is putting downward pressure on the EUR.  

This bearish pressure will likely persist until vaccine distribution improves.  In 

addition, the ECB has made it known it isn’t pleased with its currency’s 

appreciation, making traders less sure about holding bullish positions.  Because 

the EUR is a “major” currency, its weakness is notable. 

o Several central banks are quietly extending their policy stimulus in the face of 

currency strength.  The BOE today signaled that banks should prepare for the 

possibility of a negative policy rate.  The Reserve Bank of Australia extended its 

QE program, which has included yield curve control.  Several other emerging 

economy central banks, including Chile, Poland, India, and Israel, have signaled 

they intend to buy dollars this year.  Some of this buying is to bolster foreign 

reserves, but we suspect it is also designed to prevent the dollar from weakening, 

undermining their export competitiveness. 

o The Biden administration returned to the Rubin “strong dollar” policy. 

https://www.ft.com/content/9022639f-9b88-40fe-9875-1d4a282ac5e4?emailId=601b8306329f450004d1f41d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2021/02/03/world/europe/mario-draghi-italy-government.html?smid=url-share
https://www.wsj.com/articles/mario-draghi-is-asked-to-form-a-government-in-recession-hit-italy-11612354601?st=13m4z61dyvscagl&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2021/02/03/mario-draghi-italy-prime-minister/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2f23246%2F601b7e299d2fda4c88d2d0fc%2F596b53f6ae7e8a44e7d597a3%2F47%2F75%2F601b7e299d2fda4c88d2d0fc
https://www.corriere.it/politica/21_febbraio_03/bivio-draghi-ministri-governo-tecnici-o-politici-718c1bc0-65a6-11eb-a6ae-1ce6c0f0a691.shtml?cx_testId=13&cx_testVariant=cx_1&cx_artPos=1#cxrecs_s
https://www.wsj.com/articles/draghi-hopes-drive-rally-in-italian-bonds-stocks-11612357527?st=1axjccalblw4tcv&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/draghi-hopes-drive-rally-in-italian-bonds-stocks-11612357527?st=1axjccalblw4tcv&reflink=desktopwebshare_permalink
https://finance.yahoo.com/news/boe-tells-banks-start-preparing-121348443.html
https://www.morningstar.com/news/dow-jones/2021020114018/reserve-bank-of-australia-extends-qe-program-amid-recovery
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• We don’t expect these trends to dominate over time.  However, it does highlight a clear 

“race to the bottom” on exchange rates.  No nation appears to be happy about a stronger 

currency, which is usually favorable to currency debasement positions, e.g., gold, bitcoin. 

• The U.S. has approved a five-year extension to the New Start ballistic missile treaty.  SoS 

Blinken criticized China and Russia and is considering new sanctions against North 

Korea.   

• Indian farmer unrest continues unabated.  The Modi government is extending its 

crackdown by blocking the internet and attacking journalists.   

Policy and Economics:  Here are some of the highlights. 

• The Democratic Party leadership and the president are moving towards using budget 

reconciliation to push its $1.9 trillion of fiscal stimulus.  This would allow the measure to 

pass with a party-line vote.  However, they must tread carefully because the 

reconciliation law has automatic debt triggers that could lead to unintended Medicare 

cuts.  Avoiding these cuts would require GOP support.  Thus, the path to “going it alone” 

is fraught with risk.  At the same time, there are discussions about restricting the $1,400 

stimulus checks to lower-income households, which may expand support.  Meanwhile, 

the $15 minimum wage looks like it will have a hard time making it through Congress.   

• We are watching Europe’s views on the Biden administration’s trade policy.  So far, 

Brussels looks unimpressed, with a Dutch paper calling Biden “a Trump with manners” 

regarding trade.  Why the disappointment?  The ‘buy American’ policy has Europeans 

worried about their ability to sell to the U.S. government.  The new government 

rescinded the Trump administration’s decision to remove a 10% tariff on aluminum 

imports from the UAE.  Biden hasn’t moved on approving a new WTO leader; the 

previous administration was the only government in the WTO to reject Ngozi Okonjo-

Iweala for the post.  There were expectations that Biden would quickly reverse course, 

but, so far, her acceptance is only “under consideration.”  What is happening here is 

simply that the media tends to focus on personalities rather than trends.  Personalities are 

far more interesting and meet the needs of the media, which is readership.  In reality, all 

leaders work under constraints and can usually only make changes within those 

constraints.  Thus, radical changes in policy are fairly infrequent.  The trend in U.S. trade 

policy is to regionalize consistencies with the evolving equality cycle we are moving 

toward.  Thus, the differences in trade policy won’t be all that significant.  

• Sen. Klobuchar (D-MN) has introduced an antitrust bill focused on “…materially 

lessening competition.”  What is new is that since the mid-1980s, harm to consumers has 

been the standard for antitrust.  This bill appears to change the standard to size.  Firms, 

especially in technology, have studiously avoided giving the appearance of harming 

consumers; mostly, they have gained margin through labor suppression.  Stopping 

mergers on size alone would be a return to pre-1985 policy.  Will this get through?  The 

establishment of both parties will oppose it, but it will be interesting to watch if the GOP 

Senate populists, Rubio/Cruz/Cotton/Hawley (RCCP), support it.   

• Last year, Congress passed the Corporate Transparency Act, a bill designed to make it 

harder to launder funds in the U.S. financial system.  One part of the bill requires “shell” 

https://www.politico.com/news/2021/02/03/us-russia-nuclear-weapon-treaty-465416?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.scmp.com/news/world/united-states-canada/article/3120119/antony-blinken-criticises-russia-china-interview?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3120119
https://www.scmp.com/news/world/united-states-canada/article/3120119/antony-blinken-criticises-russia-china-interview?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3120119
https://www.nytimes.com/2021/02/03/world/asia/india-modi-farmer-protest-censorship.html?smid=url-share
https://www.politico.com/news/2021/02/03/biden-covid-relief-465758?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/02/03/biden-dems-call-stimulus-checks-465484
https://www.politico.com/news/2021/02/03/biden-dems-call-stimulus-checks-465484
https://www.nbcnews.com/politics/congress/democrats-risk-unintended-medicare-cuts-if-they-pass-partisan-covid-n1256375
https://www.nbcnews.com/politics/congress/democrats-risk-unintended-medicare-cuts-if-they-pass-partisan-covid-n1256375
https://www.wsj.com/articles/biden-signals-openness-to-sending-1-400-stimulus-checks-to-smaller-group-11612380292?st=tk4eqc9v7bfrvi6&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/biden-signals-openness-to-sending-1-400-stimulus-checks-to-smaller-group-11612380292?st=tk4eqc9v7bfrvi6&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/02/03/democrats-minimum-wage-15-465622
https://www.nrc.nl/nieuws/2021/02/02/voor-de-wereldhandel-is-biden-een-trump-met-manieren-a4030279
https://www.ft.com/content/5cb92834-ddba-4d34-ab8d-cbf11305a888?emailId=601bdedb329f450004d1f7b5&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.com/news/2021/02/01/biden-aluminum-tariff-uae-464794
https://www.politico.com/news/2021/02/01/biden-aluminum-tariff-uae-464794
https://www.politico.com/news/2021/01/29/biden-world-trade-organization-463820
https://www.axios.com/klobuchar-introduces-sweeping-antitrust-reform-bill-50f50bd2-0534-4055-92d9-6cb6d58e94bd.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/klobuchar-to-introduce-antitrust-bill-raising-bar-for-technology-deals-11612432800?st=rbhz7mkk0kxuc7j&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/klobuchar-to-introduce-antitrust-bill-raising-bar-for-technology-deals-11612432800?st=rbhz7mkk0kxuc7j&reflink=desktopwebshare_permalink
https://www.axios.com/josh-hawley-big-tech-merger-ban-1467081d-216c-45a2-9d09-9416dfbde330.html
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corporations to let law enforcement know who is purchasing real estate.  The bill doesn’t 

go into effect until next January, but already, the real estate industry is scrambling to 

adjust.   

• A Fed study of small businesses shows they are still operating below pre-pandemic 

levels.   

• Semiconductor chip shortages are causing automobile production cuts.   

COVID-19:  The number of reported cases is 104,499,482 with 2,270,990 fatalities.  In the U.S., 

there are 26,558,715 confirmed cases with 450,826 deaths.  For illustration purposes, the FT has 

created an interactive chart that allows one to compare cases across nations using similar scaling 

metrics.  The FT has also issued an economic tracker that looks across countries with high-

frequency data on various factors.  The CDC reports that 55,943,800 doses of the vaccine have 

been distributed with 33,878,254 injected.  The number receiving a first dose is 27,154,956, 

while the number of second doses, which would grant the highest level of immunity, is 

6,436,931.  The Axios map shows declining infections across the country.   

 

Virology 

• The WHO is investigating the Wuhan virology lab, which has been the subject of claims 

that a leak from this lab let COVID-19 loose on the world.  The fact China is letting the 

team in would suggest that Beijing feels comfortable that nothing will be found.  

Frontline has done a show on China’s behavior surrounding the virus; we haven’t looked 

at it, but it is available here. 

• One of the developing features of COVID-19 is that it is causing health irregularities in 

some patients, even those with asymptomatic cases.  Given how new the disease is, it is 

not clear whether these symptoms persist or weaken over time.   

• For the first time, the number of vaccines distributed exceeded the total number of 

confirmed cases, indicating that the distribution is starting to ramp up.   

o The government is beginning to ship vaccine supplies directly to pharmacies, 

which should aid in distribution. 

o The Russian vaccine was found to be almost 92% effective; it does require two 

doses but can be stored at refrigeration temperatures.   

o One unknown about the vaccines is if they induce sterilizing immunity, which 

means that a vaccinated person can no longer contract the disease.  If it doesn’t, 

the immunity it gives means that one doesn’t get sick but can be an asymptomatic 

carrier.  A study of the AstraZeneca (AZN, USD, 50.00) suggests it may give 

sterilizing immunity.   

o High levels of hesitancy remain among Americans regarding getting the vaccine, 

which will slow progress in managing the virus.   

o Denmark is issuing a coronavirus passport; we will be watching to see if this 

becomes a trend.  If it does, it should help open up travel.   

o Vaccine makers are starting to work on changes to address the new strains 

emerging.  In addition, research on using different vaccines for boosters is 

beginning.   

https://commercialobserver.com/2021/02/llcs-real-estate-law-shell-companies/
https://commercialobserver.com/2021/02/llcs-real-estate-law-shell-companies/
https://www.wsj.com/articles/most-small-firms-below-pre-pandemic-levels-fed-survey-finds-11612371600?st=9vefd8cghqpcsmf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/most-small-firms-below-pre-pandemic-levels-fed-survey-finds-11612371600?st=9vefd8cghqpcsmf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chip-shortage-hits-general-motors-leads-to-production-cuts-11612382359?st=ndkwepk0pvdo3xz&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2021/02/03/world/covid-19-coronavirus?action=click&block=storyline_menu_recirc&campaign_id=51&emc=edit_MBE_p_20210204&impression_id=ea84e6c0-664f-11eb-b7a2-83fb22a957d0&instance_id=26741&name=styln-coronavirus-live&nl=morning-briefing&pgtype=LegacyCollection&regi_id=5677267&region=TOP_BANNER&section=topNews&segment_id=50965&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&variant=1_Show
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://www.axios.com/coronavirus-cases-america-pandemic-getting-better-e4fb64a0-532f-4b25-8081-ba5088789f6c.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/8a28b91b-d98f-414d-a6c0-92f2346af1df?emailId=601b8306329f450004d1f41d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.pbs.org/wgbh/frontline/film/chinas-covid-secrets/
https://www.wsj.com/articles/covid-19s-effects-may-linger-in-your-body-even-after-asymptomatic-cases-11612213201?st=ze9vb5ase6yfjic&reflink=desktopwebshare_permalink
https://www.ft.com/content/e29efb8b-46ec-4815-98aa-458deffcd896?emailId=601aef93a2ade200047955d9&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/e29efb8b-46ec-4815-98aa-458deffcd896?emailId=601aef93a2ade200047955d9&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.com/news/2021/02/02/biden-vaccine-pharmacies-464995?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.wsj.com/articles/russian-covid-19-vaccine-was-highly-effective-in-trial-study-finds-boosting-moscows-rollout-ambitions-11612269047?st=9i1nf8h1fi49tsx&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/europe/oxford-astrazeneca-covid-vaccine-transmission/2021/02/03/aab74906-6605-11eb-bab8-707f8769d785_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2f23244%2F601b7e299d2fda4c88d2d0fc%2F596b53f6ae7e8a44e7d597a3%2F43%2F75%2F601b7e299d2fda4c88d2d0fc
https://www.washingtonpost.com/world/europe/oxford-astrazeneca-covid-vaccine-transmission/2021/02/03/aab74906-6605-11eb-bab8-707f8769d785_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2f23244%2F601b7e299d2fda4c88d2d0fc%2F596b53f6ae7e8a44e7d597a3%2F43%2F75%2F601b7e299d2fda4c88d2d0fc
https://www.wsj.com/articles/covid-19-vaccine-hesitancy-presents-challenge-for-herd-immunity-push-11612369671?st=h4dpiox76lo5qy1&reflink=desktopwebshare_permalink
https://www.ft.com/content/b0814db0-c1ad-42de-81c0-b0a407746e1d?emailId=601b8306329f450004d1f41d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/covid-19-vaccine-makers-take-aim-at-dangerous-new-strains-11612357201?st=eqf91o520ujfi4c&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-vaccine-combinations-face-trials-as-variants-of-virus-emerge-11612434600?st=3xnhnyws404lpsi&reflink=desktopwebshare_permalink
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• Britain is reporting new variations of the B.1.1.7 mutation.  There is some speculation 

that a person may have been infected with both the British and South African or Brazilian 

variants, and the virus is recombining.  The fear is that this new “supercharged” variant 

may undermine the current vaccines.  This variant carries the E484K mutation. 

o Despite these fears, data from Israel suggest that the Pfizer (PFE, USD, 34.84) 

vaccine is working well to protect recipients.  It is not clear whether this 

immunity is being tested by new variants.   

o Meanwhile, the EU has had a very difficult time with its vaccine program. 

• Low reimbursement rates are leading some doctors to stop testing for COVID-19.   

China:  Relations between Washington and Beijing remain strained. 

• Yang Jiechi gave a policy address to the National Committee on U.S./China Relations.  

There is no evidence in the talk that China intends to change its behavior.  The blame for 

tensions, according to Yang, is solely due to American behavior.  Yang is a high-ranking 

diplomat, and his speech would be a signal of China’s policy stance.  Meanwhile, the 

Biden administration appears to be taking its time to engage the Chinese leadership. 

• When the USS Theodore Roosevelt entered the South China Sea near Taiwan last week, 

the PLA Air Force simulated an air attack on the carrier group.  Both sides are engaging 

in the threatening activity.  Some of this could be China testing the new U.S. 

administration. 

o A recent survey conducted by the Chicago Council on Global Affairs and the 

University of Texas at Austin showed two interesting trends.  First, the GOP 

members and its leadership favor a much more aggressive policy against China 

compared to Democrats, both leadership and members.  Second, the leadership of 

both parties tends to favor defending Taiwan, but the American public universally 

opposes that policy.   

• As China prepares for a loss of access to U.S. semiconductors and equipment, Chinese 

firms are said to be stockpiling chips and chip-making equipment.   

• Turkey has welcomed Chinese Uighurs in the past; the Uighurs are ethnic Turkmen.  

However, the Erdogan government is working to improve relations with China, and as 

part of this goal, Turkey is starting to arrest Uighurs in Turkey on allegations of terrorist 

acts in China and extraditing them.   

o The Intercept has a new report on the degree of surveillance Beijing deploys in 

Xinjiang.   

o As horrific reports about the treatment of Uighurs continue to circulate, we are 

seeing a movement is starting to boycott the 2022 Winter Olympics, which are to 

be held in China.   

• Although Western governments are clearly displeased with the coup on Myanmar, their 

leverage is limited due to the regime’s close ties to China.  One key project is a large oil 

and gas pipeline project that will terminate at Kyaukpyu.  When completed, the project 

would allow Beijing to avoid the Straits of Malacca to import oil and natural gas.   

https://www.businessinsider.com/covid-variant-mutation-uk-vaccines-work-2021-2
https://www.nytimes.com/2021/01/20/health/coronavirus-variants-immunity.html?smid=url-share'
https://www.ft.com/content/595e4958-55e7-45ae-87ed-faa7f08c1c98?emailId=601a354a02cc670004e0bb3b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/595e4958-55e7-45ae-87ed-faa7f08c1c98?emailId=601a354a02cc670004e0bb3b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/u-k-coronavirus-variant-acquires-mutation-that-could-weaken-vaccine-defense-11612289757?st=kt4h5l77x5fufxh&reflink=desktopwebshare_permalink
https://coronavirus.medium.com/more-good-news-about-pfizers-covid-19-vaccine-5633d9b16e2e
https://www.wsj.com/articles/how-europe-tripped-in-covid-19-vaccine-race-11612293218?st=po7omemg9yslo98&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/02/03/upshot/covid-testing-children-pediatricians.html?smid=url-share
https://www.fmprc.gov.cn/mfa_eng/wjdt_665385/zyjh_665391/t1850362.shtml
https://www.reuters.com/article/us-usa-china-taiwan/biden-administration-indicates-in-no-hurry-to-engage-china-idUSKBN2A22QV
https://www.ft.com/content/e6f6230c-b709-4b3d-b9a2-951516e52360
https://www.ft.com/content/858e24a9-1370-4b1e-853f-845eaf7d25c6
https://www.ft.com/content/858e24a9-1370-4b1e-853f-845eaf7d25c6
https://www.thechicagocouncil.org/research/public-opinion-survey/divisions-us-china-policy-opinion-leaders-and-public
https://finance.yahoo.com/news/china-stockpiles-chips-chip-making-210000407.html
https://www.wsj.com/articles/exiled-uighurs-fear-chinas-reach-will-erode-turkish-haven-11612178314?st=hhbb6jiypstc45b&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/exiled-uighurs-fear-chinas-reach-will-erode-turkish-haven-11612178314?st=hhbb6jiypstc45b&reflink=desktopwebshare_permalink
https://theintercept.com/2021/01/29/china-uyghur-muslim-surveillance-police/
https://www.bbc.com/news/world-asia-china-55794071
https://apnews.com/article/race-and-ethnicity-winter-olympics-boycotts-beijing-2020-tokyo-olympics-e84f843cdbd5d841d97112506bd03a25
https://www.csis.org/analysis/kyaukpyu-connecting-china-indian-ocean
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• Chinese hackers also used the SolarWinds (SWI, USD, 16.33) bug to spy on the U.S. 

government’s payroll agency.   

• China has been dealing with a serious air pollution problem for some time, a side effect 

of rapid and mass industrialization.  Although there are government agencies tasked with 

addressing the problem, they have been sidelined historically due to a higher goal of 

development.  However, we are beginning to see signs that the Xi government is getting 

more serious about tackling environmental issues.   

• The U.K. will still accept the British National Overseas passport, despite Beijing’s 

decision to no longer recognize the document.   

• Ant Financial appears to be acquiescing to the Xi government’s demand that it be 

regulated as a financial institution, something that its founder, Jack Ma, tried to avoid.  

The regulator that took on Ma, Guo Shuqing, is seeing his status rise.   

• Japan is increasing government incentives for Japanese firms to move production out of 

China.   

U.S. Economic Releases  

According to the research of Challenger, Gray, & Christmas, Inc., a staffing firm, January job 

cuts rose 17.4% from the prior year.  Although job cuts remain higher than last year, layoffs 

appear to be normalizing. 

For the week ending January 30, initial claims came in at 779K above estimates of 830K.  The 

previous report was revised downward from 847K to 812K. 
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The chart above shows the four-week moving average of initial claims.  The moving average fell 

from 849.50K to 848.25K. 

https://www.reuters.com/article/us-cyber-solarwinds-china-exclusive/exclusive-suspected-chinese-hackers-used-solarwinds-bug-to-spy-on-u-s-payroll-agency-sources-idUSKBN2A22K8
https://www.scmp.com/news/china/politics/article/3120111/chinas-energy-watchdog-under-fire-over-pollution-failures?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3120111
https://www.scmp.com/news/hong-kong/politics/article/3119885/hong-kong-bno-britain-stands-firm-visa-offer-after-beijing?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3119885
https://www.bloomberg.com/news/articles/2021-02-03/ant-is-said-to-reach-agreement-with-china-regulators-on-overhaul?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/25e311e0-a489-4a2e-9533-76c8f2ba60ab
https://www.ft.com/content/f44fae66-21c0-48ff-9dd7-bb85ec0e9cf2
https://www.bloomberg.com/news/newsletters/2021-02-03/supply-chains-latest-japan-adds-incentives-to-counter-china-inc?utm_content=nextchina&utm_medium=social&utm_source=twitter&utm_campaign=socialflow-organic
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For the week ending January 23, continuing claims came in at 4.592MM, below expectations of 

4.700MM.  The previous report was revised from 4.771MM to 4.785MM. 
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The chart above shows the four-week moving average of initial claims by region.  Although most 

regions have seen a decline in continuing claims, the Midwest and the Northeast appear to be 

creeping upward. 

In Q4 2020, productivity slowed more than forecast as the drop-in hours worked were outpaced 

by a drop in real output.  Real output per hour contracted at an annualized pace of 4.8% from the 

previous quarter.  The drop-in productivity increased costs for businesses, and unit labor cost 

expanded at an annual pace of 5.3% from the prior quarter. 
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The chart above shows annual change in unit labor costs. We expect the rise in unit labor cost to 

slow as more people get vaccinated. 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 31-Jan 4570.0% **

10:00 Factory Orders m/m Dec 0.7% 1.0% **

10:00 Factory Orders Ex Trans m/m Dec 0.8% **

10:00 Durable Goods Orders m/m Dec 0.2% 0.2% **

10:00 Durables Ex Transportation m/m Dec 0.7% 0.7% **

10:00 Cap Goods Orders Nondef Ex Air m/m Dec 0.6% 0.6% ***

10:00 Cap Goods Ship Nondef Ex Air m/m Dec 0.5% **

EST Speaker or event

12:00 Robert Kaplan Discusses Economy President of the Federal Reserve Bank of Dallas

14:00 Mary Daly Takes Part in Panel at Labor Market Conference President of the Federal Reserve Bank of San Francisco

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. 

 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Stocks w/w 29-Jan -¥569.2b -¥264.4b * Equity bullish, bond bearish

Japan Buying Foreign Bonds w/w 29-Jan ¥729.6b ¥752.6b * Equity bullish, bond bearish

Foreign Buying Japan Stocks w/w 29-Jan -¥187.5b ¥209.2b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 29-Jan ¥62.1b ¥143.3b * Equity and bond neutral

Australia Trade Balance m/m Dec A$6785m A$5022m A$8750m ** Equity bullish, bond bearish

NAB Business Confidence q/q 4Q 14 -10 ** Equity bullish, bond bearish

New Zealand Building Permits m/m Dec 4.9% 1.2% ** Equity bullish, bond bearish

ANZ Activity Outlook m/m Feb 22.3 21.7 ** Equity bullish, bond bearish

ANZ Business Confidence m/m Feb 11.8 9.4 ** Equity bullish, bond bearish

Europe

Eurozone Retail Sales m/m Dec 2.0% -6.1% 2.8% ** Equity and bond neutral

Germany Markit Germany Construction PMI m/m Jan 46.6 47.1 ** Equity and bond neutral

UK New Car Registrations y/y Jan -39.5% -10.9% ** Equity bearish, bond bullish

Markit/CIPS UK Construction PMI m/m Jan 49.2 54.6 52.8 ** Equity bearish, bond bullish

Switzerland SECO Consumer Confidence q/q 1Q -14.6 -12.8 -18.5 ** Equity and bond neutral

UBS Real Estate Bubble Index q/q 4Q 1.75 2.05 ** Equity and bond neutral

Russia Wellbeing Fund m/m Jan $179.0b $183.4b ** Equity and bond neutral

CPI WoW w/w 1-Feb 0.0% 0.2% ** Equity and bond neutral

Light Vehicle Car Sales y/y Jan -4.2% -2.1% -2.2% ** Equity bearish, bond bullish

AMERICAS

Brazil FIPE CPI - Monthly m/m Jan 0.9% 0.8% 0.9% *** Equity bullish, bond bearish

Markit Brazil PMI Composite m/m Jan 48.9 53.5 ** Equity and bond neutral

Markit Brazil PMI Services m/m Jan 47.0 51.1 ** Equity and bond neutral

Mexico Leading Indicators (MoM) m/m Dec 0.37 0.38 *** Equity and bond neutral

International Reserves Weekly w/w 29-Jan $195946m $195957m ** Equity and bond neutral  
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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 Up Down

euro Down Up

yen Down Up

pound Down Up

franc Down Up

Central Bank Action Current Prior Expected

RBI Repurchase Rate 4.000% 4.000% On forecast

RBI Reverse Repo Rate 3.350% 3.350% On forecast

RBI Cash Reserve Ratio 3.000% 3.000% On forecast

Bank of England Bank Rate 0.100% 0.100% On forecast

BOE Corporate Bond Target 20b 20b On forecast

BOE Asset Purchase Target 875b 875b 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. 
 

Price Prior Change Explanation

Brent $58.80 $58.46 0.58%

WTI $56.10 $55.69 0.74%

Natural Gas $2.75 $2.79 -1.43%

Crack Spread $13.89 $14.09 -1.45%

12-mo strip crack $15.16 $15.32 -1.01%

Ethanol rack $1.74 $1.74 0.01%

Gold $1,812.38 $1,834.04 -1.18% Stronger dollar

Silver $26.41 $26.89 -1.80%

Copper contract $356.30 $356.55 -0.07%

Corn contract $558.00 $552.00 1.09%

Wheat contract $647.75 $648.25 -0.08%

Soybeans contract $1,373.25 $1,371.25 0.15%

Baltic Dry Freight 1327 1380 -53

Actual Expected Difference

Crude (mb) -1.0 -2.3 1.3

Gasoline (mb) 4.5 1.5 3.0

Distillates (mb) 0.0 -0.5 0.5

Refinery run rates (%) 0.60% 0.20% 0.40%

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, with warmer conditions in California and Arizona.  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 2/3/2021 close) 
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(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 2/3/2021 close) 

 

-5.0% 0.0% 5.0% 10.0%

US Corporate Bond
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US High Yield

Foreign Developed ($)

Large Cap

Real Estate

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 4, 2021 
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P/E as of 2/3/2021 = 26.1x

 
 

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. 


