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

The EuroStoxx 50 is down 0.3% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.3%.  

Chinese markets were higher, with the Shanghai Composite up 2.2% from the prior close and the 

Shenzhen Composite up 2.0%.  U.S. equity index futures are signaling a lower open.  With 300 

companies having reported, the S&P 500 Q4 earnings stand at $42.40, higher than the $37.94 

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

this quarter, 81.0% of the companies have reported earnings above forecast, while 15.7% have 

reported earnings below forecast.   

 

Our Comment today opens with news of a concerning computer hack on a public utility in 

Florida.  We discuss more evidence that the Biden administration is focused on building 

international alliances against Chinese geopolitical aggression, along with more signs of 

increased regulatory risks that could be negative for technology stocks going forward.  As 

always, we review various other international developments and the latest coronavirus news.   

 

Today, the newest episode from our Confluence of Ideas podcast series is available.  In this 

episode, titled “The 2021 Geopolitical Outlook,” Bill O’Grady and Patrick Fearon-Hernandez 

examine the five areas of concern discussed in our written report published in mid-December by 

the same name.  These issues are the return of the establishment, the anti-China alliance project, 

the Middle East, North Korea, and the return of inflation. In addition, we talk about the factors 

that failed to make the cut, such as Russia, the pandemic, and climate change. 

 

United States:  Authorities say a computer hacker got into the systems of a water treatment plant 

in Florida and briefly increased the amount of lye used to treat water to a dangerous level.  A 

plant operator noticed the alteration Friday and immediately reversed it, avoiding adverse effects 

on the city’s water supply, but the breach highlights the exposure of utilities to cyberattacks. 

 

United States-India:  President Biden had his first telephone call as president with Indian Prime 

Minister Modi yesterday, and the official White House readout of the conversation indicates that 

Biden highlighted strengthening of the “Quad” alliance to improve Indo-Pacific security against 

Chinese aggression.  As we noted in our geopolitical outlook, we think one of the key 

geopolitical developments this year will be the U.S. effort to revitalize alliances like the Quad 

(the U.S., Japan, Australia, and India) or build new alliances to counter Chinese aggression in the 

area. 

 

 

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/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/hacker-changed-chemical-level-in-florida-citys-water-system-11612827672
https://www.wsj.com/articles/hacker-changed-chemical-level-in-florida-citys-water-system-11612827672
https://www.wsj.com/articles/biden-modi-hold-talks-on-myanmar-security-challenges-posed-by-china-11612823473
https://www.wsj.com/articles/biden-modi-hold-talks-on-myanmar-security-challenges-posed-by-china-11612823473
https://www.confluenceinvestment.com/weekly-geopolitical-report-the-2021-geopolitical-outlook-december-14-2020/
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European Union:  Members of the European Parliament working on drafts of the Digital 

Services Act (DSA) and the Digital Markets Act (DMA) told the Financial Times the laws could 

be amended as they pass through parliament to require big technology firms to pay for the news 

they share digitally, just as Australia is currently considering.  According to Alex Saliba, a 

Maltese lawmaker who led parliament’s first report on the DSA, “With their dominant market 

position in search, social media and advertising, large digital platforms create power imbalances 

and benefit significantly from news content.  I think it is only fair that they pay back a fair 

amount.”  The move represents another in the growing list of global regulatory threats the 

technology industry is facing. 

 

European Union-Russia:  The governments of Germany, Poland, and Sweden said they would 

each expel one Russian diplomat in retaliation for Russia’s removal of three European diplomats 

last week for purportedly attending protests in support of jailed opposition figure Alexei 

Navalny.  The Russian action was actually a shot across the EU’s bow as it considers new 

sanctions against Russia for its treatment of Navalny.  As we noted yesterday, Russia’s snub of 

the EU reflects how little the Kremlin fears the bloc as a political force. 

 

France-China:  French Defense Minister Parly said the French nuclear attack submarine 

Émeraude and the support ship Seine sailed through the South China Sea on a freedom of 

navigation operation.  The action, aimed at demonstrating allied resolve against China’s effort to 

assert exclusive sovereignty in the Indo-Pacific region, will likely further growing tensions 

between Beijing and the leading democracies. 

 

United Kingdom-China:  The British government warned U.K. citizens in Hong Kong that the 

territory has stopped recognizing dual nationality and may no longer be able to provide consular 

services to those who also hold a local passport.  The shift in this Hong Kong practice is in line 

with other efforts to bring the territory closer to the rest of China.  Not only will the move further 

exacerbate U.K.-China relations, but it could also further undermine global goodwill toward 

China and leave it more politically isolated.  In fact, growing anger over Chinese 

authoritarianism in the leading democracies has even sparked talk of a boycott against the 2022 

Winter Olympic Games in Beijing. 

 

China:  New data show births plunged by 15% last year to just 10.04 million.  The figures 

suggest the coronavirus pandemic, greater urbanization, and the country’s historic one-child 

policy will continue to present major demographic headwinds for China in the coming decades.  

In any case, China’s huge population of 1.4 billion will still be a major geopolitical advantage.  

However, the U.S. is likely to retain some advantage from its faster population growth rate, 

which reflects both a natural population increase and immigration. 

 

COVID-19:  Official data show confirmed cases have risen to 106,567,454 worldwide, with 

2,327,726 deaths.  In the United States, confirmed cases rose to 27,098,367, with 465,083 deaths.  

Vaccine doses distributed in the U.S. now total 59,307,800, while the number of people who 

have received at least their first shot totals 32,340,146.  Finally, here is the interactive chart from 

the Financial Times that allows you to compare cases and deaths among countries, scaled by 

population.   

 

https://www.ft.com/content/4c40c890-afd3-40a3-9582-78a66c37a8af
https://www.ft.com/content/4c40c890-afd3-40a3-9582-78a66c37a8af
https://www.ft.com/content/590016e5-5dfb-421f-886c-65830c8c80a3
https://www.ft.com/content/590016e5-5dfb-421f-886c-65830c8c80a3
https://www.scmp.com/news/china/diplomacy/article/3121125/south-china-sea-challenge-beijing-french-nuclear-submarine?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20210209&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=cc0f3b0de2&MCAccountID=3775521f5f542047246d9c827&tc=10
https://www.scmp.com/news/china/diplomacy/article/3121125/south-china-sea-challenge-beijing-french-nuclear-submarine?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20210209&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=cc0f3b0de2&MCAccountID=3775521f5f542047246d9c827&tc=10
https://www.ft.com/content/b88ec4f2-6977-4fbd-9d88-52ec6d7f629b
https://www.ft.com/content/b88ec4f2-6977-4fbd-9d88-52ec6d7f629b
https://www.axios.com/2022-beijing-winter-olympics-boycott-china-759c66df-df19-4f1b-92a1-744b98276dc9.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/753c57b4-5fe8-4ef8-9faa-6bd522348ad5
https://www.nytimes.com/live/2021/02/09/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
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Virology 

• Newly confirmed U.S infections fell to only about 86,000 yesterday, marking their 

second day in a row under 100,000.  The number of virus-related hospitalizations 

declined to 80,055, including just 16,174 in intensive care.  Meanwhile, new deaths came 

in at approximately 1,400.  Taken together, the figures are now about where they were in 

late November, before the holiday surge.  Meanwhile, vaccinations in the U.S. continue 

to accelerate, with ten states now having given at least an initial shot to 10% or more of 

their population. 

• The office of Representative Ron Wright, a Republican from Texas, announced that he 

died from COVID-19 on Sunday, making him the first U.S. congressman to succumb to 

the disease.  Wright had also been undergoing treatment for cancer for the last several 

years. 

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

pandemic said the most likely possibility was that the virus spilled over from an animal 

into humans, either directly or through an intermediary.  According to the researchers, it 

was “extremely unlikely” that the virus escaped from a lab experiment.  All the same, the 

team also said it was possible the virus could have been transmitted via frozen food, a 

theory heavily promoted by the Chinese government to deflect criticism for its initial 

stumbles during the crisis. 

• Following news that the vaccine developed by AstraZeneca (AZN, 50.06) may have only 

limited efficacy against new virus mutations, officials at the World Health Organization 

argued the shot is still an important weapon against COVID-19.  WHO officials, 

including Dr. Kathleen O’Brien, director of the WHO’s immunization program, 

suggested the body would still list the vaccine—seen as a cornerstone in the world’s fight 

against the pandemic thanks to its low cost, high-volume target, and easy storage—for 

emergency use later this week. 

• In Iran, the government has kicked off its vaccination campaign against COVID-19 using 

the Russian-developed Sputnik V vaccine. 

 

U.S. Policy Response 

• House Democrats last night released the biggest piece of their coronavirus relief bill, 

offering a measure that would extend unemployment insurance payments to$400 per 

week through Aug. 29 and send $1,400 per-person payments to most households, without 

lowering the income thresholds from earlier rounds.  The proposal should be voted in the 

House Ways and Means Committee this week. 

o In one way, the payments per person have actually been expanded, as this time 

they will be available for both children and adult dependents (like college 

students). 

o On the other hand, the per-person payments will phase out more quickly.  The full 

amounts would go to individuals with incomes up to $75,000 and married couples 

with incomes up to $150,000.  They would completely phase out at incomes 

above $100,000 for individuals and $200,000 for married couples. 

https://www.wsj.com/livecoverage/covid-2021-02-09
https://www.wsj.com/articles/u-s-rep-ron-wright-dies-of-covid-19-11612803373?mod=hp_lead_pos11
the%20most%20likely%20possibility%20was%20that%20the%20virus%20spilled%20over%20from%20an%20animal%20into%20humans,%20either%20directly%20or%20through%20an%20intermediary
the%20most%20likely%20possibility%20was%20that%20the%20virus%20spilled%20over%20from%20an%20animal%20into%20humans,%20either%20directly%20or%20through%20an%20intermediary
https://www.wsj.com/articles/astrazenecas-covid-19-vaccine-defended-by-world-health-officials-11612821292
https://www.rferl.org/a/iran-launches-covid-19-inoculation-campaign-with-russian-vaccine/31093624.html
https://www.wsj.com/articles/democrats-stimulus-plan-offers-1400-checks-at-same-income-levels-as-previous-rounds-11612823749
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• In an interview with the Financial Times on the impact of loose monetary policy in the 

U.S., Richmond FRB President Tom Barkin said he expected “short-term price volatility” 

but stressed that he saw deflationary as well as inflationary risks on the horizon.  Barkin 

said he was keeping his focus on medium-term inflation expectations, saying, “I still 

think there are a lot of people out of work who need a bridge to the other side, and I am 

supportive of what we can do to help them.” 

 

Economic and Market Impacts 

• According to Indeed.com, the number of help-wanted ads posted on the job-search 

website at the end of January was up 0.7% from one year earlier.  The year-over-year 

increase adds to evidence that the labor market is continuing to heal from the pandemic.  

Hiring could accelerate soon from its mid-winter slowdown, which would naturally be 

positive for stocks. 

• Coupled with optimism over the rollout of vaccines and a likelihood of global economic 

recovery this year, the prospect for continued loose monetary policy and increased fiscal 

stimulus should auger well for commodity prices.  Some analysts are even predicting a 

long period of commodity-intensive growth that marks a repeat of the “supercycle” of the 

2000s. 

• Finally, analysts expect a strong snapback in the British property market this year, 

reflecting not only low interest rates and a post-pandemic economic revival but also the 

removal of uncertainty now that Brexit is complete and there is a U.K.-EU trade deal in 

place. 

 

U.S. Economic Releases  

Optimism among small business owners slipped slightly in January, as they have growing 

concerns regarding the lack of consumer spending.  The NFIB Small Business Index fell from 

95.9 to 95.0.  The reading came in below consensus expectations of 97.0.  

https://www.ft.com/content/69e9f325-1450-4a49-95e3-6bcf4e3cf5f3
https://www.ft.com/content/69e9f325-1450-4a49-95e3-6bcf4e3cf5f3
https://www.wsj.com/articles/job-openings-pick-up-in-pandemic-resilient-industries-11612866601?mod=hp_lead_pos5
https://www.ft.com/content/27086ad8-bc84-4e2e-9195-91880fa6916f
https://www.wsj.com/articles/u-k-property-market-looks-poised-for-a-post-brexit-comeback-11612875600
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The chart above shows the NFIB Small Business Index.  This month’s reading fell to an eight-

month low as small owners wait for Congress to pass the bill for additional stimulus. 

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

 

EDT Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m Dec 6400 6527 **

13:00 James Bullard Speaks to the Economic Club of New York President of the Federal Reserve Bank of St. Louis

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Aggregate Financing CNY m/m Jan 5170.0b 1720.0b 4600.0b * Equity bullish, bond bearish

New Yuan Loans CNY m/m Jan 3580.0b 1260.0b 3500.0b * Equity and bond neutral

Money Supply M0 y/y Jan -3.9% 9.2% 9.8% ** Equity bearish, bond bullish

Money Supply M1 y/y Jan 14.7% 8.6% 10.5% ** Equity bullish, bond bearish

Money Supply M2 y/y Jan 9.4% 10.1% 10.1% ** Equity and bond neutral

Japan Labor Cash Earnings y/y Dec -3.2% -2.2% -4.8% *** Equity and bond neutral

Real Cash Earnings y/y Dec -1.9% -1.1% -3.4% *** Equity and bond neutral

Money Stock M2 y/y Jan 9.4% 9.2% 9.2% ** Equity and bond neutral

Money Stock M3 y/y Jan 7.8% 7.6% 7.6% ** Equity and bond neutral

Machine Tool Orders y/y Jan 9.7% 9.9% ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy MoM m/m Jan -3.8% 0.4% ** Equity bearish, bond bullish

2Yr Inflation Expectation q/q 1Q 1.9% 1.6% ** Equity and bond neutral

Australia ANZ Roy Morgan  Consumer Confidence w/w 7-Feb 111.4 112.1 ** Equity and bond neutral

NAB Business Conditions m/m Jan 7 14 ** Equity and bond neutral

NAB Business Confidence m/m Jan 10.00 4.00 ** Equity and bond neutral

Europe

France Bank of France Ind. Sentiment m/m Jan 98.0 97.0 98.0 ** Equity and bond neutral

Germany Trade Balance m/m Dec 14.8b 17.2b 14.0b ** Equity and bond neutral

Current Account Balance m/m Dec 28.2b 21.3b 23.3b ** Equity and bond neutral

Italy Industrial Production m/m Dec -0.2% -1.4% 0.3% *** Equity bearish, bond bullish

AMERICAS

Brazil Trade Balance Weekly w/w 7-Feb -$1152m $1108m *** Equity and bond neutral

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

IGP-M Inflation 1st Preview w/w Feb 1.9% 1.9% 1.8% ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 5-Feb 56.5 56.2 ** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 

 
Today Prior Change Trend

3-mo Libor yield (bps) 20 19 1 Down

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

TED spread (bps) 17 16 1 Up

U.S. Libor/OIS spread (bps) 6 6 0 Up

10-yr T-note (%) 1.17 1.14 0.03 Neutral

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

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

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Up

franc Up Up   
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $60.64 $60.56 0.13%

WTI $58.00 $57.97 0.05%

Natural Gas $2.83 $2.88 -1.91%

Crack Spread $13.35 $13.42 -0.49%

12-mo strip crack $15.15 $15.23 -0.54%

Ethanol rack $1.76 $1.75 0.48%

Gold $1,843.14 $1,830.81 0.67%

Silver $27.68 $27.27 1.49%

Copper contract $369.20 $366.60 0.71%

Corn contract $569.75 $563.75 1.06%

Wheat contract $656.75 $655.75 0.15%

Soybeans contract $1,403.75 $1,387.75 1.15%

Baltic Dry Freight 1317 1333 -16

Actual Expected Difference

Crude (mb) -0.3

Gasoline (mb) 2.1

Distillates (mb) -1.2

Refinery run rates (%) 0.10%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

conditions are throughout the entire country, with South Florida being the only exception.  
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Data Section 
 

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

 

  
-10.0% 0.0% 10.0% 20.0%
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S&P 500
Technology

Financials
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-2.0% -1.0% 0.0% 1.0% 2.0% 3.0% 4.0% 5.0%

Utilities
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Consumer Staples
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Materials

Industrials
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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 2/8/2021 close) 

 

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

US Corporate Bond

US Government Bond

Cash

US High Yield

Foreign Developed ($)

Real Estate

Foreign Developed (local currency)

Large Cap

Commodities

Emerging Markets ($)

Emerging Markets (local currency)

Mid Cap

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. 


