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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 12, 2021—9:30 AM EST] Global equity markets are higher this morning.  

The EuroStoxx 50 is relatively unchanged from its last close.  In Asia, the MSCI Asia Apex 50 is 

up 0.4%.  Chinese markets were higher, with the Shanghai Composite up 2.2% from the prior 

close and the Shenzhen Composite up 1.9%.  U.S. equity index futures are signaling a higher 

open.   

  

Our Comment today opens with a discussion of the latest U.S. political news, but since the 

markets have largely looked past the recent turmoil, we don’t go into great detail on the issue.  

We quickly move on to the latest signs of regulatory risk for the technology sector, further signs 

of geopolitical tensions between China and the West, and the latest on the coronavirus pandemic.  

The Asset Allocation Weekly is available.   

 

U.S. Politics:  In an internal memo, the FBI warned that agitators for President Trump are 

planning armed protests at all 50 state capitols and in Washington, D.C., ahead of President-elect 

Biden’s inauguration on January 20.  Citing the continuing danger from violent groups, the 

National Park Service said it has closed facilities, parking areas, and roadways in Washington 

and is restricting access to the Washington Monument.  Meanwhile, the National Guard’s top 

officer said he would increase the number of his troops in Washington to at least 10,000 by 

Saturday in order to counter any violent protests such as those carried out by Trump supporters 

last Wednesday. 

• Separately, Democrats in the House will vote on impeaching Trump for a second time, on 

charges of “incitement of insurrection,” on Wednesday. 

• Even though investors looked past the violence at the capitol last week, it’s important to 

remember that additional violent protests could still unsettle the markets over the coming 

week. 

 

U.S. Technology Sector:  Toronto-based Rumble, Inc., which has become popular among 

conservatives, has filed an antitrust suit in the U.S. federal court in California arguing that 

Google is “unfairly rigging its search algorithms” to place YouTube above Rumble in its search 

results.  Not only does the suit highlight the growing regulatory risk faced by high-flying 

technology firms, but it also illustrates how that risk is exacerbated by conservatives’ anger over 

what they see as the technology sector’s biases in favor of liberals. 

 

Australia-China:  The Australian government has banned the China State Construction 

Engineering Company from acquiring Australian building contractor Probuild.  The decision 
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marks the government’s first use of new powers gained on January 1 to block foreign investment 

based on national security concerns.  It will likely exacerbate the current Australia-China 

tensions, which have already prompted China to restrict imports from Australia. 

 

India:  Citing procedural irregularities, the Supreme Court suspended three agricultural reform 

laws that have prompted mass farmer protests and road blockages around New Delhi for the last 

several weeks.  However, the decision didn’t fully nullify the laws, so it is not necessarily a win 

for the protestors, and Prime Minister Modi could still end up putting his market-friendly 

reforms in place. 

 

United States-Iran:  In a speech today, outgoing Secretary of State Mike Pompeo will accuse 

Iran of having secret ties to al-Qaeda.  Since Iran and al-Qaeda stand at opposite ends of Islam’s 

Sunni-Shia divide, many people assume they hate each other.  Pompeo will rely on newly 

declassified intelligence to argue that they are closer than previously assumed.  The speech may 

be designed to undercut President-Elect Biden’s expected effort to restart the Iranian nuclear 

deal. 

 

COVID-19:  Official data show confirmed cases have risen to 90,995,185 worldwide, with 

1,947,758 deaths.  In the United States, confirmed cases rose to 22,619,353, with 376,283 deaths.  

Vaccine doses distributed in the U.S. now total 25,480,725, while the number of people who 

have received at least their first shot totals 8,987,322.  Finally, here is the interactive chart from 

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

population.   

 

Virology 

• Newly confirmed U.S infections totaled only about 204,000 yesterday, while the number 

of people hospitalized because of the virus came in at approximately 129,000.  Of those 

hospitalized, the number in intensive care stood at about 23,000.  All those figures remain 

high, but since they are down from the record levels seen last week, they provide some 

hope that the winter resurgence of the pandemic could be peaking.  Nevertheless, local 

healthcare systems remain under stress in many states and abroad. 

• In China, the government is battling its biggest coronavirus outbreak in months, imposing 

lockdowns on hard-hit areas, quarantining more than 20 million people, and urging 

citizens to forgo unnecessary travel as the Lunar New Year holiday approaches in 

February. 

• The Trump administration is set to deliver new guidelines today that will get coronavirus 

vaccinations moving much faster.  The new guidelines, which largely match those 

proposed by President-Elect Biden, will recommend opening up the process to everyone 

older than 65.  They will also aim to move doses out the door quickly rather than holding 

some back. 

• As scientists continue to explore whether it’s possible to transmit the virus after being 

vaccinated, they recommend people continue to adhere to social distancing and mask-

wearing even after receiving their shots. 
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Economic Impacts 

• According to data provider Refinitiv, municipal bond issuance of $252 billion in 2020 

was the highest in a decade, reflecting the collapse of interest rates and increased costs 

faced by state and local governments because of the pandemic. 

• Oil prices hold firm, in a recovery powered by prospects for rebounding travel and 

economic activity following mass vaccinations.  In addition, output cuts by large 

suppliers from Saudi Arabia to U.S. companies are turbocharging the advance, giving 

traders confidence that demand will exceed supply. 
 

U.S. Policy Response 

• Even though the runup in bond yields has many observers focused on possible yield 

curve control by the Federal Reserve, FRB Atlanta President Bostic warned that if the 

economy snaps back quickly this year, he might support paring back its bond-buying 

stimulus efforts later in the year.  The statement could support further yield hikes. 
 

Foreign Policy Responses 

• According to the UN Economic Commission for Latin America and the Caribbean, 

Mexico will have the smallest budget deficit among all major Latin American countries 

this year due to President Andrés Manuel López Obrador’s reluctance to approve 

significant pandemic relief measures. 

o Despite being a populist, the president is fiercely opposed to taking on additional 

debt. 

o His stimulus plan is equivalent to just 1.1% of GDP, less than a quarter of the 

average in Latin America. 

 

U.S. Economic Releases  

 

U.S. small-business optimism dipped in December, as a rise in COVID cases led to the 

tightening of lockdown restrictions. The NFIB Small Business Index, shown in the chart below, 

came in at 95.9, well below expectations of 100.2. The index hit its lowest level in seven months. 
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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 Nov 6400 6652 **

Speaker or event

11:00 Three Fed Presidents Talk about Racism

13:00 Esther George to Speak about Community President of the Federal Reserve Bank of Kansas City

14:00 Eric Rosengren to Speak at Virtual Event on Economic Recovery President of the Federal Reserve Bank of Boston

Fed Speakers or Events

Federal Reserve

District or position

 
 

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 BoP Current Account Balance m/m Nov ¥1878.4b ¥2144.7b ¥1552.0b ** Equity bullish, bond bearish

Trade Balance BoP Basis m/m Nov ¥616.1b ¥971.1b ¥474.6b ** Equity bullish, bond bearish

Bank Lending Incl Trusts y/y Dec 6.2% 6.3% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y Dec 5.9% 6.0% ** Equity and bond neutral

Eco Watchers Survey Current SA m/m Dec 35.5 45.6 36.8 ** Equity and bond neutral

Eco Watchers Survey Outlook SA m/m Dec 37.1 36.5 30.5 ** Equity bullish, bond bearish

Australia ANZ Roy Morgan Consumer Confidence w/w 10-Jan 108.9 109 ** Equity and bond neutral

Europe

Italy Retail Sales m/m Nov -6.9% 0.6% ** Equity bearish, bond bullish

AMERICAS

Brazil Trade Balance Weekly w/w 10-Jan $1111m $974m ** Equity bullish, bond bearish

IGP-M Inflation 1st Preview m/m Jan 1.9% 1.3% 1.0% * Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 8-Jan 56.8 56.0 *** Equity and bond neutral

BoC Business Outlook Future Sales q/q 4Q 48 39 ** Equity bullish, bond bearish

BoC Overall Business Outlook Survey q/q 4Q 1.3 -2.2 ** Equity bullish, bond bearish

Mexico Manuf. Production NSA y/y Nov -2.1% -1.3% -2.4% *** Equity and bond neutral

Industrial Production NSA y/y Nov -3.7% -3.3% -4.2% *** Equity and bond neutral

Nominal Wages m/m Dec 5.4% 5.2% ** 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. 

 



 

 

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

www.confluenceinvestment.com 

 5 

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) 15 14 1 Up

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

10-yr T-note (%) 1.16 1.15 0.01 Neutral

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

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

Currencies Direction

dollar Flat Down

euro Flat Up

yen Up Up

pound Up Down

franc Flat 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 $56.51 $55.66 1.53% Supply Pessimism 

WTI $52.99 $52.25 1.42%

Natural Gas $2.83 $2.75 3.02%

Crack Spread $12.58 $12.40 1.44%

12-mo strip crack $13.97 $13.88 0.68%

Ethanol rack $1.61 $1.61 -0.02%

Gold $1,860.98 $1,843.89 0.93%

Silver $25.49 $24.91 2.32%

Copper contract $362.90 $356.45 1.81%

Corn contract $494.50 $492.25 0.46%

Wheat contract $648.50 $634.75 2.17%

Soybeans contract $1,379.50 $1,372.50 0.51%

Baltic Dry Freight 1761 1606 155

Actual Expected Difference

Crude (mb) -3.2

Gasoline (mb) 2.5

Distillates (mb) 2.0

Refinery run rates (%) -0.20%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures in the northern and 

western regions, with cooler temperatures for the rest of the country.  Wet conditions are 

expected throughout most of the country, with dry conditions expected in California, Texas and 

Florida. 
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Data Section 
 

U.S. Equity Markets – (as of 1/11/2021 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 1/11/2021 close) 

 

-5.0% 0.0% 5.0% 10.0%

Real Estate
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Large Cap

Commodities

Foreign Developed ($)

Foreign Developed (local currency)

Emerging Markets ($)

Mid Cap
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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. 

 



 

 

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

www.confluenceinvestment.com 

7 

 

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. 


