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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 15, 2021—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is down 0.9% from its last close.  In Asia, the MSCI Asia Apex 50 is 

unchanged.  Chinese markets were only slightly positive on balance, with the Shanghai 

Composite unchanged from the prior close and the Shenzhen Composite up 0.3%.  U.S. equity 

index futures are signaling a lower open.  With 22 companies having reported, the S&P 500 Q4 

earnings stand at $37.40, lower than the $37.94 forecast for the quarter.  The forecast reflects a 

9.7% decrease from Q4 2019 earnings.  Thus far this quarter, 95.5% of the companies have 

reported earnings above forecast, while 4.5% have reported earnings below forecast.   

 

Good morning.  Equity markets are trending lower following Biden’s announcement of 

additional stimulus.  Despite markets being relatively bullish on fiscal stimulus, there is growing 

concern that the $1.9 trillion price tag may make it harder to pass through Congress.  We will 

explain the package in more detail below.  Chinese equities have trended lower as the Trump 

administration continues its attack on Chinese firms.  We also have new updates on the pandemic 

and other important news.  And, being Friday, there is a new Asset Allocation Weekly, along 

with the accompanying podcast and chart book.   

 

Biden COVID-19 Plan: On Thursday, Joe Biden asked that Congress “act now” on a new 

rescue package.  The proposed plan will request $1.9 trillion and is expected to include $1,400 

stimulus checks to households, tax cuts, a temporary boost in unemployment benefits, and a 

moratorium on evictions and foreclosures through September.  The most controversial part of the 

plan is a boost to the minimum wage from $7.25 to $15.00 an hour.  The plan will likely be the 

Biden administration’s first test in getting major legislation through Congress.  Here are the 

things we are looking out for: 

• Last night, the House voted to send the articles of impeachment to the Senate.  Typically, 

impeachment trials last a few weeks, but Democrats have argued that this case is so 

overwhelming that the trial could end sooner.  We are not optimistic that this will happen 

as Republicans may try to stall the impeachment trial to make it harder for the Biden 

administration to accomplish many of its goals.  

• Senator Chuck Schumer will have a full plate when he takes over as Senate Majority 

Leader next week.  He will be tasked with managing the impeachment hearings, 

confirming members of Biden’s staff, and securing another stimulus package.  To say he 

has a tall order to fill would be an understatement.  That being said, if he wants the 

Democrats to hold on to the Senate after 2022, he will probably need to prioritize. It will 

be interesting to see how he handles the pressure as the fiscal stimulus pushes through the 
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Senate and as angst grows over the impeachment of a person who is no longer president.  

His biggest hurdles will likely be to get Democrats on the same page while the 

impeachment process gets underway.  Due to the political nature of impeachments, 

bipartisan cooperation will be unlikely.  Hence, he will probably need to build some 

rapport with Senator Joe Manchin (D-WV), who holds a seat in a notoriously 

conservative state.  As early as last week, Senator Manchin has expressed a reluctance to 

issue more stimulus checks but has been relatively silent as of late. 

• The increase in the minimum wage is, in some cases, the most controversial part of the 

plan and will probably be a crucial part of Biden’s economic agenda.  The increase in the 

minimum wage will likely meet stiff pushback from his Republican colleagues.  In the 

past, the party has resisted a minimum wage hike as it has been argued that it is a job 

killer.  Given the near doubling of the minimum wage and the overall health of the labor 

market, we expect that, if implemented, the minimum wage could be phased in as 

opposed to an overnight jump to prevent small businesses from being overburdened.   

 

China:  The U.S. imposes new restrictions on Chinese firms, and Beijing ignores it and ramps 

up the pressure on its foes. 

• The Trump administration has added nine Chinese firms, including Xiaomi 

(XIACY,19.75), to its list of companies believed to be owned or controlled by the 

Chinese government.  The designation will ban Americans from investing in those 

companies and make it harder for them to do business in the U.S. 

• The Department of Commerce finalized rules that will make it easier for the federal 

government to block Americans from importing technology from countries it deems to be 

a threat to national security.  The rule will come into effect in 60 days and will target 

countries such as Iran, Russia, North Korea, Cuba, Venezuela, and, most notably, China.  

o U.S. automakers have already started complaining about the ban over Chinese 

technology as firms have already begun shutting assembly lines due to a 

semiconductor shortage. 

• Chinese steelmakers feeling the pinch caused by the country’s ban on Australian coal 

have asked the government to lift its ban.  Although there is hope that China could allow 

shipments that arrived before the ban to be offshored, efforts to lift the ban were largely 

unsuccessful.  The stance likely represents China’s willingness to accept some pain if it 

can force other countries to bend to its will.   

 

COVID-19:  The number of reported cases is 92,993,666 with 1,991,206 fatalities.  In the U.S., 

there are 23,282,329 confirmed cases with 388,159 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 30,628,175 doses of the vaccine have 

been distributed, with 11,148,991 of first doses injected.  The Rt data shows 20 states are 

showing a reading less than one, with South Dakota having the best results and Washington State 

with the worst. 

 

 

https://www.washingtonpost.com/us-policy/2021/01/08/biden-stimulus-plan/
https://www.ft.com/content/5a7aac48-1b1f-41a0-8fb7-e4253b730782
https://www.ft.com/content/48c4c75a-8664-44bf-990e-3c68210d797c
https://www.reuters.com/article/autos-tech-chips/focus-trumps-china-tech-war-backfires-on-automakers-as-chips-run-short-idUSL1N2JP2MY
https://www.smh.com.au/business/the-economy/beijing-rebuffed-pleas-from-chinese-steelmakers-to-lift-ban-on-australian-coal-20210114-p56u0c.html
https://www.scmp.com/economy/china-economy/article/3117871/china-australia-relations-imports-some-stranded-australian
https://www.nytimes.com/live/2021/01/14/world/covid19-coronavirus
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://rt.live/
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Virology 

• The WHO team sent to Wuhan to investigate the origins of COVID-19 has already run 

into roadblocks.  Two of the experts were forced to stay in Singapore because they tested 

positive for COVID-19 antibodies, while the remaining experts were required to 

quarantine for two weeks.  There is a growing belief that China’s willingness to let 

independent scientists study the origin of the virus may be more for political purposes 

than for scientific reasons.  As a result, there is skepticism that WHO officials will be 

given complete autonomy in their investigation.  

• In the U.S., COVID-19 hospitalizations fell to a 10-day low, and there is growing 

optimism that the worst is now behind us.  For the first time since September of last year, 

only one state, North Carolina, set a record in COVID-19 hospitalizations. 

• A city in northern China is building a new quarantine facility to deal with a growing 

number of virus cases ahead of the Lunar New Year, which takes place a month from 

now. 

• Vaccine news: 

o Members of Operation Warp Speed have recommended that states expand access 

to COVID-19 vaccines to adults over 65 years old and to those with underlying 

health issues.  

o Three dozen mayors have asked President-elect Biden to deliver vaccines directly 

to them as opposed to the state governments.  The proposal is intended to improve 

vaccine distribution, which has been lagging as of late.  

o Russia is expected to submit its Sputnik V coronavirus vaccine to the European 

Union next for approval.  

o Israel vaccine data suggest that infection rates for COVID-19 drop after the first 

dose. 

o Greece, whose economy is heavily dependent on tourism, has been pushing for a 

vaccine passport that allows people who have received the vaccine to travel 

freely. 

o Norway has warned that the COVID-19 vaccine could be too risky for the very 

old and the terminally ill.  Officials said that 23 people in the country have died 

following the first dose of the vaccine. 

 

Powell Speaks:  Speaking at a virtual conference hosted by Princeton University, Fed Chair 

Jerome Powell allayed fears that the Fed would end its asset purchase program anytime soon.  

He stated that it is way too early to start discussing an exit at present, but the Fed would let it be 

known when it feels that it has reached its targets in employment and inflation. 

 

European Union and Brexit: Here are the stories. 

 

• As rules around the banking industry remain unclear, many of the U.K.’s top dealmakers 

have moved from London to the EU.  The migration could foretell a flight of capital in 

the future if banking rules don’t become clearer. 

• The European Central Bank is not expected to extend its monetary stimulus beyond 

March 2022.  Despite renewed lockdown restrictions and a possible double-dip recession 

https://www.nytimes.com/live/2021/01/14/world/covid19-coronavirus#a-who-team-is-in-china-to-investigate-the-virus-its-already-meeting-obstacles
https://apnews.com/article/beijing-coronavirus-pandemic-wuhan-china-united-nations-2f2b78e9cd8184ab81e9b761b311c0a3
https://www.politico.com/news/2021/01/12/trump-vaccine-covid-older-adults-458114
https://www.reuters.com/article/health-coronavirus-usa/u-s-big-city-mayors-ask-biden-for-direct-shipments-of-covid-19-vaccine-idUSL1N2JP2GC
https://www.reuters.com/article/us-health-coronavirus-russia-dmitriev/russia-to-submit-sputnik-v-vaccine-for-eu-approval-says-rdif-chief-idUSKBN29J1DX
https://www.wsj.com/articles/israel-vaccine-data-suggests-decrease-in-covid-19-infection-rate-after-first-dose-11610658607
https://www.theguardian.com/world/2021/jan/14/greece-presses-case-for-covid-vaccine-passports-but-other-eu-states-wary
https://www.bloomberg.com/news/articles/2021-01-15/norway-warns-of-vaccination-risks-for-sick-patients-over-80?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-01-15/norway-warns-of-vaccination-risks-for-sick-patients-over-80?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-01-15/brexit-is-driving-top-dealmakers-out-of-london-and-into-the-eu?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-01-15/brexit-is-driving-top-dealmakers-out-of-london-and-into-the-eu?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-01-15/ecb-won-t-need-extra-stimulus-to-fight-pandemic-economists-say?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-01-15/ecb-won-t-need-extra-stimulus-to-fight-pandemic-economists-say?srnd=premium&sref=uIvt3NFS
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for the Eurozone, economists are still confident that the bloc’s economic rebound will 

likely make future stimulus unnecessary. 

• The Christian Democratic Union party is expected to choose its new leader following 

Chancellor Angela Merkel’s departure.  The top contenders vying to replace Merkel are 

Friedrich Merz, Armin Laschet, and Norbert Röttgen. 

 

U.S. Economic Releases  

 

December retail sales fell by a seasonally adjusted 0.7% compared to an expected decline of just 

0.2% and a revised decrease downward of 1.4% in November.  Overall retail sales have now 

fallen for three straight months, although they remained 4.8% higher than one year earlier.  Much 

of the weakness in retail sales recently has reflected a cooling in auto sales.  December retail 

sales excluding autos fell by a worse-than-expected 1.4%, after a revised decline of 1.3% in the 

prior month.  Retail sales ex-autos in December were up just 3.0% year-over-year. 

 

The chart below shows the year-over-year change in U.S. retail sales since 2007 and compares 

those changes to the annual change in consumer prices.  When sales receipts are growing faster 

than prices, it suggests the actual volume of sales is rising. 

 

 
 

Separately, December industrial production rose by a seasonally adjusted 1.6%, handily beating 

expectations and accelerating from the revised increase upward of 0.5% in November.  Output in 

the key manufacturing sector only rose 0.9%, but that was an acceleration from its 0.8% rise in 

the prior month.  December mining production jumped 1.6%, while utility output surged 6.2%.  

Nevertheless, overall industrial production in December was still down 3.6% year-over-year, 

while manufacturing output was down 2.8%.  Industrial capacity utilization in December rose to 

74.5%, and manufacturing capacity utilization increased to 74.0%.  However, those figures 

remained well below their long-run averages, which should help keep inflation at bay. 
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The chart below shows the progression of both total U.S. industrial output and manufacturing 

output over time. 
 

 
 

Finally, the December Producer Price Index (PPI) rose by a seasonally adjusted 0.3% compared 

to an anticipated rise of 0.4% and a November increase of just 0.1%.  Excluding the volatile food 

and energy components, December “core” PPI was up 0.1%, matching both the expected 

increase and the rise in the prior month.  Compared with the same month one year earlier, overall 

PPI was up just 0.8%, and Core PPI was up just 1.2%.  Although inflation at the producer level 

has rebounded from the extremely weak levels at the beginning of the coronavirus pandemic in 

early 2020, the data suggest that wholesale inflation is still far from out of hand. 

 

The chart below shows the year-over-year change in the PPI and Core PPI over the last decade. 
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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 Business Inventories m/m Nov 0.5% 0.7% *

10:00 U. of Mich. Consumer Sentiment m/m Jan(p) 79.5 80.7 **

10:00 U. of Mich. Current Conditions m/m Jan(p) 87.0 90.0 **

10:00 U. of Mich. Expectations m/m Jan(p) 74.0 74.6 **

Speaker or event

11:30 Neel Kashkari Discusses the Economy President of Federal Reserve Bank of Minneapolis

Federal Reserve Speakers or Events

Economic Releases

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 Tertiary Industry Index m/m Nov -0.7% 1.6% 0.3% *** Equity bearish, bond bullish

New Zealand REINZ House Sales y/y Dec 36.0% 29.6% ** Equity bullish, bond bearish

Food Prices m/m Dec 0.1% -0.9% ** Equity and bond neutral

India Trade Balance m/m Dec -$15440b -$9870b -$15700b * Equity bullish, bond bearish

Exports y/y Dec 0.1% -8.7% ** Equity bullish, bond bearish

Europe

Eurozone Trade Balance m/m Nov 25.1b 25.9b 22.0b * Equity bullish, bond bearish

France CPI y/y Dec 0.0% 0.0% 0.0% ** Equity and bond neutral

CPI EU Harmonized y/y Dec 0.0% 0.0% 0.0% ** Equity and bond neutral

United Kingdom Industrial Production y/y Nov -4.7% -5.8% -4.2% ** Equity and bond neutral

Manufacturing Production y/y Nov -3.8% -6.1% -4.8% ** Equity bullish, bond bearish

Trade Balance GBP m/m Nov -4995m -1738m -1700m * Equity bearish, bond bullish

AMERICAS

Brazil Retail Sales y/y Nov 3.4% 8.4% 4.6% *** Equity bearish, bond bullish

FGV Inflation IGP-10 m/m Jan 1.3% 2.0% 1.0% * 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 24 23 1 Down

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

TED spread (bps) 17 16 1 Up

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

10-yr T-note (%) 1.10 1.13 -0.03 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 Flat Up

pound Down Up

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 $55.59 $56.42 -1.47%

WTI $53.02 $53.57 -1.03%

Natural Gas $2.74 $2.67 2.89%

Crack Spread $12.67 $12.63 0.36%

12-mo strip crack $14.03 $14.12 -0.65%

Ethanol rack $1.69 $1.69 0.00%

Gold $1,846.92 $1,846.53 0.02%

Silver $25.24 $25.52 -1.11%

Copper contract $363.10 $366.45 -0.91%

Corn contract $534.50 $534.25 0.05%

Wheat contract $686.25 $670.00 2.43%

Soybeans contract $1,425.50 $1,430.50 -0.35%

Baltic Dry Freight 1792 1856 -64

Actual Expected Difference

Crude (mb) -3.2 -3.2 0.0

Gasoline (mb) 4.4 2.5 1.9

Distillates (mb) 4.8 2.0 2.8

Refinery run rates (%) 1.30% -0.20% 1.50%

Natural gas (bcf) -134.0 -129.0 -5.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cooler than normal temperatures on the West 

Coast and throughout the intermountain West, with warmer temperatures along the Gulf Coast.  

Wetter than normal conditions are expected on the West Coast and throughout the Midwest and 

South, with dry conditions expected in the Northeast. 
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Data Section 
 

U.S. Equity Markets – (as of 1/14/2021 close) 

 

  
-10.0% 0.0% 10.0% 20.0%

Communication Services
Consumer Staples

Real Estate
Technology

Utilities
S&P 500

Industrials
Healthcare

Consumer Discretionary
Materials
Financials

Energy

YTD Total Return

-1.0%-0.5%0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5%

Consumer Discretionary

Communication Services

Consumer Staples

Utilities

S&P 500

Materials

Healthcare

Industrials

Financials

Real Estate

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 1/14/2021 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 ($)

Mid Cap

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 14, 2021 
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Based on our methodology,1 the current P/E is 27.1x, up 0.3x from last week.  Higher equity 

values accounted for the expansion. 

 
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. 


