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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: January 11, 2021—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is down 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.6%.  

Chinese markets were lower, with the Shanghai Composite down 1.1% from the prior close and 

the Shenzhen Composite down 1.8%.  U.S. equity index futures are signaling a lower open.   

  

Good morning.  Equity markets are weaker this morning. Numerous reasons are causing this 

weakness.  Political unrest, rising COVID-19 infections, and the simple fact that markets don’t 

rally in a straight line are all part of today’s decline.  The underlying factors remain—

accommodative monetary policy is a potent factor in supporting asset prices.  Our coverage starts 

with the political situation in President Trump’s last week of office.  Rising criticism of the Fed 

is next.  The China news update follows.  Pandemic information is next.  We update the post-

Brexit world, India’s farm crisis, Kyrgyzstan, and an economic roundup.  The Asset Allocation 

Weekly is available.   

 

Politics:  Although the House leadership continues to press toward issuing articles of 

impeachment, this action probably won’t go anywhere.  First, time is short.  Impeaching 

someone when out of office may be symbolic, but it is not much more than that.  Second, 

Congress only has so much bandwidth, and President-Elect Biden, due to the high likelihood he 

will be a one-term president, will probably see a faster erosion of this political capital.  Thus, if 

he wants to move on policy, he can’t have Congress debating impeachment that is unlikely to 

pass anyway.  Instead, there are two developments from the events last week that we are 

watching closely.   

• The unrest was a public relations coup for China, and Beijing isn’t missing the 

opportunity.  This Global Times editorial is a good example of China’s framing of the 

unrest as not just a one-off incident but a failure of democracy as a system.   

• Social media firms have blocked President Trump’s accounts and have taken other 

actions that affect right-wing platforms.  Although these actions have been criticized in 

the U.S., it has also raised concerns in the EU.  The near-monopoly power of tech firms 

gives them the ability to set the terms of the debate.  It seems unlikely that they can 

continue to operate as unregulated monopolies in this arena.   

The Fed:  As asset markets continue to rally, the Fed is starting to come under increasing 

criticism from establishment figures.   

• Mohamed El-Erian warns that if the Fed engages in yield curve control, the Treasury 

market’s ability to signal inflation worries will be lost.  He also points out that liquidity 
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injections have become the key reason for investor optimism.  El-Erian also notes that 

unconventional policy, initially used as an emergency measure, has become conventional.   

• Sheila Bair, former head of the FDIC, suggests that the backstop policies the Fed 

implemented in March didn’t do anything to boost investment and simply lead to more 

debt issuance. 

• Members of the FOMC are also expressing concern about market activity.  We note in 

particular a quote from Neel Kashkari, President of the Minneapolis FRB, who said, “I 

don’t know what the best policy solution is, but I know we can’t just keep doing what 

we’ve been doing.”  We must admit, his admitting the lack of a policy solution is both 

refreshing and unsettling, the former because policymakers rarely acknowledge the 

uncertainty, the latter because he doesn’t know. 

In our opinion, these criticisms highlight the downside of the moral hazard problem.  When a 

policy protects a person from risk, it should not be a surprise that risky behavior follows.  

However, none of these criticisms discuss the alternative.  If the Fed doesn’t engage in yield 

curve control, the strength in housing will fizzle.  If the Fed had not put the backstops in place in 

March, the financial markets would have seized up, and another 2008 (or worse) would have 

likely developed.  Officials often discuss implementing “macroprudential” policies.  Putting such 

policies in place does work—Glass/Steagall did a great job making the financial system safe at 

the cost of deep inefficiency.  But, even there, financiers eventually figured out how to evade 

these sanctions.  There is no simple solution.  If you allow financial discipline to work, you have 

to live with occasional financial panics, and such events have become politically unpalatable.  If 

you protect the system from panic, excessive risk-taking tends to follow.  We do closely follow 

these criticisms because if Congress decides to limit the ability of the Fed to act, the potential for 

a financial accident will increase. 

 

China:  In the waning days of the Trump administration, Taiwan, tariffs, and investment policy 

each remain in focus. 

• USTR Lighthizer is urging the Biden administration to keep tariffs on China in place.  

Overall, our take is that the Trump administration’s trade policy on China had mixed 

results.  The positive element was that the tariffs clearly got the attention of Beijing.  The 

policy showed that America’s position regarding China had obviously changed.  The 

negative was that trade probably wasn’t the best tool for changing China’s behavior.  In 

our opinion, denying them access to U.S. Treasuries would have probably been more 

effective. 

• If there is one hot spot we are watching in 2021, it’s Taiwan.  Since normalizing relations 

with China in the 1970s, the U.S. and China have engaged in decades of strategic 

ambiguity; both sides say the same words but mean different things when they say them.  

That stance has become threadbare.  President Xi appears he intends to bring Taiwan 

under his control.  The U.S. seems to be encouraging Taiwan’s sovereignty.  Over the 

weekend, the U.S. announced it is making it easier for officials from the U.S. and Taiwan 

to meet.   

• Investors have been scrambling to comply with new U.S. regulations on Chinese 

investments.  The policy has led to uncertainty and caused some investors to dump 
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Chinese stocks at a loss.  It also has effects beyond the stocks themselves; structured 

products that contained some of the stocks have been suspended.  China is retaliating, 

threatening firms that comply with U.S. regulations will face lawsuits in Chinese courts.  

There has been much discussion about a new “Cold War” with China, but an important 

difference between China and the U.S.S.R. is that there were few economic ties between 

the U.S. and the Soviet Union.  That is not the case with China.   

• China has been building dams in South Asia as part of gaining influence in the region.  

Vietnam is bearing the brunt of this dam-building as it is finding flows on the Mekong 

are affected by decisions upstream.   

• Ant Financial will likely adopt financial market regulations, which will have an adverse 

impact on valuations.   

• The EU has recently inked an investment deal with China.  Australia’s recent experience 

should be a cautionary tale.   

 

COVID-19:  The number of reported cases is 90,367,346 with 1,936,436 fatalities.  In the U.S., 

there are 22,410,249 confirmed cases with 374,341 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 22,137,350 of the vaccine has been 

distributed with 6,688,231 of first doses injected.  

  

Virology 

• One factor we have been tracking is the reluctance of health care workers to be 

inoculated.  There are numerous reasons for the decision, but a consistent one is a 

concern about the rapid speed of development of the vaccines.  Also, slow adoption by 

healthcare workers will likely make non-healthcare workers less open to being 

inoculated.  

• Sweden, facing rapidly rising cases, is implementing restrictions.  The country refused to 

deploy such measures earlier.   

• It appears the latest variant is spreading rapidly.  On the good news front, it does appear 

the current vaccines will be effective against it.   

 

Post-Brexit:  The U.K. is now dealing with the fallout from Brexit.  Although most goods traded 

between the EU and the U.K. are free from tariffs, items that are reexported can be subject to 

tariffs, which was not the case before.  U.K. businesses are struggling to figure out the new 

regime.  In addition, being free of the EU looks like it means a lot more paperwork and 

regulations for British industry.   

 

India:  The standoff between India’s farmers and the government continues.  The Modi 

administration is trying to deregulate the sector; small farmers are concerned this will mean 

reduced support from the government and the loss of their farms.  Modi rarely loses, but this 

battle may be difficult to win.   
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Kyrgyzstan:  Last year, we discussed the situation in the country.  Over the weekend, elections 

were held and Sadyr Japarov took nearly 80% of the vote.   

 

Economic roundup:  Here is a list of items we are watching: 

• Homebuilding has been increasing in the U.S., but a growing portion of that new 

construction is designed for rental and not single-family homeownership.  As home 

prices rise with stagnant wages, an increasing number of families can’t afford a home.  

They want the space of a house, so the industry is responding.  However, a major concern 

is that the inability to own a home can be a detriment to wealth accumulation.   

• A recent study suggests that most households intend to use stimulus checks to increase 

savings or pay expenses.  Very little is expected to support consumption.   

• Automakers are being forced to reduce production due to a shortage of computer chips.   

 

U.S. Economic Releases  

 

There were no economic releases scheduled prior to the publication of this report. The table 

below lists the Fed events scheduled for the rest of the day. 
 

Speaker or event

12:00 Raphael Bostic Discusses His 2021 Economic Outlook

18:00 Robert Kaplan Discusses Economy and Monetary Policy President of the Federal Reserve Bank of Dallas

Fed Speakers or Events

District or position

 No economic releases today

President of the Federal Reserve Bank of Atlanta

 
 

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

China PPI y/y Dec -0.4% -1.5% -0.7% ** Equity and bond neutral

CPI y/y Dec 0.2% -0.5% 0.0% *** Equity and bond neutral

Australia Melbourne Institute Inflation m/m Dec 0.50% 0.30% ** Equity and bond neutral

Retail Sales m/m Nov F 7.10% 7.00% 7.00% ** Equity and bond neutral

Europe

Eurozone Sentix Investor Confidence m/m Jan 1.3 -2.7 1.9 *** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 8-Jan 628.9b 631.5b * Equity and bond neutral

Total Sight Deposits CHF w/w 8-Jan 702.4b 702.7b * Equity and bond neutral

AMERICAS

Brazil Vehicle Sales Anfavea m/m Dec 243967 225010 ** Equity and bond neutral

Vehicle Production Anfavea m/m Dec 209296 238200 ** Equity and bond neutral

Vehicle Exports Anfavea m/m Dec 38405 44007 ** Equity and bond neutral  

https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_9_2020.pdf
https://nyti.ms/2LBCM4W
https://www.wsj.com/articles/rental-home-construction-climbs-as-purchase-prices-surge-11610101981?st=mhpbt4qu6loifxo&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/rental-home-construction-climbs-as-purchase-prices-surge-11610101981?st=mhpbt4qu6loifxo&reflink=desktopwebshare_permalink
https://morningconsult.com/2021/01/08/analysis-how-do-consumers-plan-to-spend-their-stimulus-checks-paying-expenses-growing-savings/
https://morningconsult.com/2021/01/08/analysis-how-do-consumers-plan-to-spend-their-stimulus-checks-paying-expenses-growing-savings/
https://www.wsj.com/articles/ford-other-auto-makers-cut-output-on-chip-shortage-11610280001?st=4t1oo5bdf3gg5aj&reflink=desktopwebshare_permalink
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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) 22 22 0 Down

3-mo T-bill yield (bps) 8 8 0 Neutral

TED spread (bps) 14 15 -1 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

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

Euribor/OIS spread (bps) -55 -55 0 Neutral

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

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Down Up   
 

Commodity Markets 
 

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

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

Price Prior Change Explanation

Brent $55.21 $55.99 -1.39%

WTI $51.80 $52.24 -0.84%

Natural Gas $2.59 $2.70 -3.96%

Crack Spread $12.40 $12.83 -3.31%

12-mo strip crack $13.99 $14.31 -2.20%

Ethanol rack $1.61 $1.61 0.37%

Gold $1,849.99 $1,849.01 0.05%

Silver $25.19 $25.42 -0.91%

Copper contract $362.00 $367.35 -1.46%

Corn contract $496.50 $496.25 0.05%

Wheat contract $636.25 $638.75 -0.39%

Soybeans contract $1,385.25 $1,374.75 0.76%

Baltic Dry Freight 1606 1448 158

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country, 

especially in the northern and western regions, with cooler temperatures in the southern region.  

Dry conditions are expected throughout most of the country, with wet conditions expected in 

eastern Montana and the Dakotas. 
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Data Section 
 

U.S. Equity Markets – (as of 1/8/2021 close) 

 

  
-5.0% 0.0% 5.0% 10.0%

Real Estate
Consumer Staples

Utilities
Communication Services

Technology
Industrials

S&P 500
Healthcare

Financials
Consumer Discretionary

Materials
Energy

YTD Total Return

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

Industrials

Energy

Financials

Communication Services

Healthcare

Consumer Staples

S&P 500

Technology

Utilities

Real Estate

Consumer Discretionary

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 1/8/2021 close) 

 

-5.0% 0.0% 5.0% 10.0%

Real Estate

US Corporate Bond

US Government Bond

Cash

US High Yield

Large Cap

Commodities

Foreign Developed ($)

Foreign Developed (local currency)

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 

 

January 7, 2021 
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Based on our methodology,1 the current P/E is 26.8x, down 2.2x from our last report in mid-

December.  The decline is due to higher earnings as we are now accounting for Q1 in our rolling 

calculation. 

 
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. 


