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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 13, 2021—9:30 AM EST] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 

is up 0.5%.  Chinese markets were lower, with the Shanghai Composite down 0.3% from the 

prior close and the Shenzhen Composite down 1.1%.  U.S. equity index futures are signaling a 

lower open.   

  

Our Comment today opens with a brief review of U.S. political and policy news, as momentum 

builds for the second impeachment of President Trump.  We then review key international 

developments and, as always, the latest on the coronavirus pandemic and the emerging battles 

between different vaccines and vaccine protocols. The Asset Allocation Weekly is available. 

 

U.S. Politics:  In a letter to House Speaker Pelosi, Vice President Pence said he would not 

initiate a proceeding under the 25th Amendment to oust President Trump, as demanded by 

Democrats to avoid a second impeachment vote against Trump today.  If the impeachment vote 

is held as planned, the majority of Democrats and many Republicans are expected to support it.  

Senate Majority Leader McConnell is reportedly supportive of convicting Trump in the resulting 

Senate trial.  However, Democrats have said they may want to put off the trial for several months 

to allow President-Elect Biden to first push through his priority legislative initiatives.  In any 

case, we still expect investors to generally look through the political noise and ultimately focus 

again on the positive prospects from mass coronavirus vaccinations and continued monetary and 

fiscal stimulus. 

 

U.S. Trade Policy:  In her first speech as President-Elect Biden’s nominee to be U.S. Trade 

Representative, Katherine Tai said the new administration’s trade policy will focus on helping 

American workers by ensuring trade agreements protect and enhance U.S. jobs, and not just 

ensure low prices of imported goods for consumers.  Tai said Biden’s policy priorities also 

include confronting China over its trade practices and enforcing the U.S.-Mexico-Canada 

Agreement signed by President Trump last year with bipartisan support. 

 

United States-Japan-China:  The outgoing Trump administration yesterday declassified and 

published its national security strategy for the Indo-Pacific region in an apparent attempt to bind 

the incoming Biden administration to its tenets and reassure allies of a continued U.S 

commitment.  Among the key revelations in the document is that Japan and other U.S allies in 

the region played an outsized role in the plan’s development.  That is consistent with our view 

that the Biden administration will focus heavily on building a strong alliance to counter China’s 

malign geopolitical and economic moves in the region. 

 

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/wp-content/uploads/AAW_Jan_8_2021.pdf
https://www.wsj.com/articles/republicans-weigh-trump-censure-impeachment-11610460924
https://www.wsj.com/articles/republicans-weigh-trump-censure-impeachment-11610460924
https://www.nytimes.com/2021/01/12/us/mitch-mcconnell-trump-impeachment.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/biden-trade-policy-to-center-on-workers-ustr-nominee-says-11610471141
https://www.wsj.com/articles/biden-trade-policy-to-center-on-workers-ustr-nominee-says-11610471141
https://www.japantimes.co.jp/news/2021/01/13/national/politics-diplomacy/trump-indo-pacific-strategy/
https://www.japantimes.co.jp/news/2021/01/13/national/politics-diplomacy/trump-indo-pacific-strategy/
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United States-Cuba:  The Trump administration is putting Cuba back on the list of countries 

considered state sponsors of terrorism, rescinding a 2015 move by the Obama administration. 

 

United Kingdom:  Even though British stocks remain below their level at the time of the 2016 

referendum on Brexit, they continue their post-EU trade deal rebound.  The FTSE 100 

benchmark is now up nearly 8% since December 1 in dollar terms, putting it well ahead of the 

S&P 500, the MSCI World and the Euro Stoxx indexes, despite the U.K. being among the 

hardest hit by the Covid-19 pandemic. 

 

Russia:  Opposition activist Alexei Navalny said he would return to Russia this weekend despite 

the Kremlin’s threats to imprison him immediately on what appear to be trumped-up charges.  

Navalny has spent the last several months in Germany recovering from poisoning during the 

summer with a nerve agent he blamed on the Kremlin.  The return of the popular Navalny will 

put President Putin in a tight political spot.  If he has Navalny arrested, it could inflame 

opposition passions further.  If he allows Navalny to go free, he will continue his work building 

opposition to Putin. 

 

Estonia:  Prime Minister Juri Ratas resigned after his Centre Party and its secretary-general were 

named as suspects in a criminal investigation over a property development in Tallinn, which 

received a state loan meant for companies hit by the pandemic. Another suspect is an adviser to 

the minister of finance, who is also head of the far-right Ekre Party.  The scandal threatens to 

undermine the appeal of right-wing, populist politicians in Estonia and even beyond. 

 

COVID-19:  Official data show confirmed cases have risen to 91,727,510 worldwide, with 

1,965,328 deaths.  In the United States, confirmed cases rose to 22,849,962, with 380,821 deaths.  

Vaccine doses distributed in the U.S. now total 27,696,150, while the number of people who 

have received at least their first shot totals 9,327,138.  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 topped 215,000 yesterday, marking the eighth straight 

day in which new infections exceeded 200,000.  Hospitalizations related to the virus rose 

past 131,000, and of those, the number in intensive care rose to almost 24,000.   

• The CDC issued an order requiring all international airline passengers, including U.S. 

citizens returning from abroad, to show proof of a negative COVID-19 test before 

boarding flights to the country.  The order, which will take effect on January 26, and 

exempts airline crew, military personnel, and passengers under two years old. 

• In Japan, the government has expanded its latest pandemic state of emergency to Osaka, 

Kyoto, Hyogo, Aichi, Gifu, Tochigi, and Fukuoka, making the order effective in 11 of the 

country’s 47 prefectures.  The state of emergency, initially issued on Friday for Tokyo as 

well as neighboring Kanagawa, Chiba, and Saitama prefectures, is set to expire on 

February 7. 

https://www.wsj.com/articles/cuba-named-a-state-sponsor-of-terrorism-by-trump-administration-11610391193
https://www.wsj.com/articles/cuba-named-a-state-sponsor-of-terrorism-by-trump-administration-11610391193
https://www.wsj.com/articles/investors-bet-u-k-stocks-can-banish-brexit-blues-11610533556?mod=markets_lead_pos5
https://www.ft.com/content/5fcacc3c-fe72-4387-becb-04b0c0271827
https://www.ft.com/content/71cdfbc2-ec99-4715-922c-8ae2ce7f6fac
https://www.ft.com/content/71cdfbc2-ec99-4715-922c-8ae2ce7f6fac
https://www.nytimes.com/live/2021/01/13/world/covid19-coronavirus?name=styln-coronavirus-live&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&impression_id=c12a7ff0-5598-11eb-9f89-e900e971db2d&variant=1_Show
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
https://www.wsj.com/livecoverage/covid-2021-01-13
https://www.wsj.com/articles/u-s-to-require-covid-19-tests-for-all-international-visitors-11610472867?mod=hp_lead_pos2
https://www.wsj.com/articles/u-s-to-require-covid-19-tests-for-all-international-visitors-11610472867?mod=hp_lead_pos2
https://www.japantimes.co.jp/news/2021/01/13/national/state-emergency-expanded-seven-prefectures/
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• In China, the government’s response to the new outbreak near Beijing in Hebei province 

now includes a stringent lockdown on 23 million people.  Authorities want to limit the 

chances of spreading the virus during the lunar new year vacation period next month. The 

seven-day national holiday is usually the world’s largest annual mass migration when 

hundreds of millions of city workers return to their family homes in the provinces. 

• Meanwhile, a World Health Organization team will arrive in China on Thursday to 

investigate the origins of the virus after authorities resolved a series of delays over visa 

approvals. Beijing has been keen to propagate the narrative that the virus originated 

outside of China, despite the first mass outbreak occurring in Wuhan. 

• A Brazilian medical institute that completed the first Phase III trial of the Chinese 

CoronaVac vaccine said it was only 50% effective against COVID-19.  That still meets 

the WHO standard for use of the injection, but it was down from a preliminary estimate 

of 78% issued just last week.  The setback is a significant embarrassment for China and 

will likely undermine its effort to burnish its international image through vaccine 

diplomacy. 

• Iran and Cuba have begun trials of a joint COVID-19 vaccine, as Tehran fights the worst 

coronavirus outbreak in the Middle East while pledging not to use vaccines from the U.S. 

and U.K. 

• In Australia, several immunologists and the opposition Labor Party today called on the 

government to reconsider its reliance on the vaccine from Oxford University and 

AstraZeneca (AZN, 50.29) because of its relatively lower effectiveness compared with 

the vaccines from Pfizer (PFE, 37.18) and Moderna (MRNA, 124.55). 

• In the U.K., Prime Minister Johnson promised to open special vaccine centers that will 

operate 24 hours a day, seven days a week, “as soon as we can” in an attempt to hit the 

ambitious target of vaccinating 14 million of the country’s most vulnerable citizens by 

mid-February. 

• In both the U.S. and Europe, the main pharmaceutical lobbying groups have warned 

against extending the interval between first and second vaccine shots beyond what was 

tested in clinical trials, despite U.S. and British government decisions to do so to 

accelerate first shots. 

 

U.S. Policy Response 

• On Thursday, President-Elect Biden plans to detail the first major legislation of his 

incoming administration:  a massive new stimulus and relief package meant to address 

the continuing economic fallout from the pandemic. 

 

U.S. Economic Releases  

 

For the week ending January 8, mortgage applications rose 16.7% from the prior week.  

Purchases and refinances rose 8.0% and 20.1%, respectively. The 30-year average fixed-rate 

mortgage rose 2 bps from 2.86% to 2.88%. 

 

https://www.ft.com/content/488ccf5a-e105-4852-a098-af46a038e7b1
https://www.wsj.com/articles/chinas-sinovac-covid-19-vaccine-is-50-4-in-late-stage-brazil-trials-11610470581
https://www.wsj.com/articles/iran-cuba-under-u-s-sanctions-team-up-for-covid-19-vaccine-trials-11610481712?mod=lead_feature_below_a_pos1
https://www.ft.com/content/8def3a81-9b80-46a1-9742-f64b80bfc74f
https://www.ft.com/content/8def3a81-9b80-46a1-9742-f64b80bfc74f
https://www.ft.com/content/44dbdcce-c6dc-341e-b485-832c917169fb
https://www.ft.com/content/44dbdcce-c6dc-341e-b485-832c917169fb
https://www.ft.com/content/fe796144-4570-4075-be86-b370436bdf1d
https://www.ft.com/content/fe796144-4570-4075-be86-b370436bdf1d
https://www.wsj.com/articles/what-will-bidens-covid-19-stimulus-plan-look-like-11610543042?mod=hp_lead_pos6
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Even though an increase in energy prices lifted headline CPI in November, inflation remains 

relatively soft.  Headline CPI rose 0.4%. up from the previous month’s rate of 0.2%.  Core CPI, 

which excludes food and energy prices, rose 0.1% from the previous month, but it was down 

from the prior month’s rate of 0.2%.  Both headline and core CPI came in line with consensus 

expectations. 
 

 
 

The chart above shows the annual change in core and headline CPI.  This report is unlikely to 

have an impact on the Federal Reserve rate path.  

 

The moderate rise in prices had a modest impact on real wages.  Real average hourly wages rose 

3.7% from the prior month, while real average weekly wages rose 4.6%. 
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The chart above shows the annual average hourly wages for nonsupervisory and production 

workers. Average hourly wages rose from $9.78 an hour to $9.82 an hour.  The rise in real wages 

is likely the result of modest inflation and a drop in employment for low-wage workers.  

 

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

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Dec -$143.5b $145.3b **

Speaker or event

13:00 Lael Brainard Discusses Economic and Full Employment

14:00 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

14:00 US Federal Reserve Releases Beige Book

15:00 Richard Clarida Discusses Fed's New Framework Vice Chairman of Board of Governors of Federal Reserve

Fed Speakers or Events

District or position

Members of the Board of Governors

Federal Reserve Board

 
 

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 Money Supply M0 y/y Dec 9.2% 10.3% 10.4% ** Equity bearish, bond bullish

Money Supply M1 y/y Dec 8.6% 10.0% 10.2% ** Equity bearish, bond bullish

Money Supply M2 y/y Dec 10.1% 10.7% 10.7% ** Equity bearish, bond bullish

New Yuan Loans CNY m/m Dec 1260.0b 1430.0b 1250.0b ** Equity and bond neutral

Aggregate Financing CNY m/m Dec 1720.0b 2130.0b 2185.0b ** Equity and bond neutral

Japan Money Stock M2 y/y Dec 9.2% 9.1% 9.2% ** Equity bullish, bond bearish

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

Bankruptcies y/y Dec -20.73% -21.73% ** Equity and bond neutral

Machine Tool Orders y/y Dec 8.7% 8.6% ** Equity bullish, bond bearish

Australia Job vacancies m/m Nov 23.4% 59.4% ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Dec 0.4% -0.3% ** Equity and bond neutral

ANZ Commodity Price m/m Dec 1.8% 0.9% ** Equity and bond neutral

India Industrial Production y/y Nov -1.9% 3.6% -1.0% *** Equity and bond neutral

CPI y/y Dec 4.6% 6.9% 5.0% *** Equity bullish, bond bearish

Europe

Eurozone Industrial Production SA m/m Nov 2.5% 2.1% 0.2% *** Equity bullish, bond bearish

Germany Wholesale Price Index m/m Dec 0.6% 0.1% ** Equity bullish, bond bearish

France Bank of France Ind. Sentiment m/m Dec 97.0 96.0 97.0 ** Equity and bond neutral

Italy Industrial Production m/m Nov -1.4% 1.3% -0.4% *** Equity bearish, bond bullish

AMERICAS

Mexico IBGE Inflation IPCA m/m Dec 1.4% 0.9% 1.2% ** Equity bearish, bond bullish

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

Canada Gross Fixed Investment m/m Oct -14.7% -16.0% -13.8% *** Equity and bond neutral

International Reserves Weekly w/w 8-Jan $195518m $195667m ** Equity and bond neutral

Formal Job Creation Total m/m Dec -277.8k 148.7k ** 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) 22 22 0 Down

3-mo T-bill yield (bps) 7 8 -1 Neutral

TED spread (bps) 15 14 1 Up

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

10-yr T-note (%) 1.12 1.13 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 3 2 1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Flat 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 $56.71 $56.58 0.23%

WTI $53.41 $53.21 0.38%

Natural Gas $2.77 $2.75 0.47%

Crack Spread $12.89 $12.71 1.42%

12-mo strip crack $14.01 $14.05 -0.31%

Ethanol rack $1.69 $1.65 1.86%

Gold $1,854.78 $1,854.77 0.00%

Silver $25.43 $25.56 -0.52%

Copper contract $362.15 $360.55 0.44%

Corn contract $535.25 $517.25 3.48%

Wheat contract $668.75 $665.00 0.56%

Soybeans contract $1,421.50 $1,418.25 0.23%

Baltic Dry Freight 1849 1761 88

Actual Expected Difference

Crude (mb) -3.2

Gasoline (mb) 2.5

Distillates (mb) 2.0

Refinery run rates (%) -0.20%

Natural gas (bcf) -129.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

country, with warmer temperatures in Florida and Maine.  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 1/12/2021 close) 

 

  
-10.0% 0.0% 10.0% 20.0%

Communication Services
Real Estate

Utilities
Consumer Staples

Technology
S&P 500

Industrials
Healthcare

Consumer Discretionary
Financials
Materials

Energy

YTD Total Return

-2.0% -1.0% 0.0% 1.0% 2.0% 3.0% 4.0%

Healthcare

Utilities

Technology

Consumer Staples

S&P 500

Real Estate

Industrials

Financials

Materials

Consumer Discretionary

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 1/12/2021 close) 

 

-5.0% 0.0% 5.0% 10.0%

Real Estate

US Corporate Bond

US Government Bond

US High Yield

Cash

Large Cap

Foreign Developed ($)

Foreign Developed (local currency)

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 

 

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. 


