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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 19, 2021—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 is up 1.8%.  

Chinese markets were lower with the Shanghai Composite down 0.8% from the prior close and 

the Shenzhen Composite down 1.0%.  U.S. equity index futures are signaling a higher open.  

With 26 companies having reported, the S&P 500 Q4 earnings stand at $38.00, higher than the 

$37.94 forecast for the quarter.  The forecast reflects a 9.7% decrease from Q4 2019 earnings.  

Thus far this quarter, 96.2% of the companies have reported earnings above forecast, while 3.8% 

have reported earnings below forecast.   

 

Our Comment today opens with the latest news on President-Elect Biden’s incoming 

administration, followed by a discussion of China’s success in growing its economy in 2020.  

We also touch on other key foreign news before turning to the latest developments related to the 

coronavirus pandemic. 

 

U.S. Politics:  Reports indicate that Biden’s inauguration speech tomorrow will emphasize 

themes of national unity and recovery from the pandemic.  After that, Biden’s team has indicated 

he will embark on a ten-day policy sprint to push forward executive orders and legislation aimed 

at the pandemic, the economy, the environment, and racial issues.  The package will reportedly 

include a proposal for an eight-year path to citizenship for 11 million people living in the U.S. 

without legal status. 

• Separately, a slew of Biden cabinet nominees will face confirmation hearings today, 

including Janet Yellen for Secretary of the Treasury, Lloyd Austin for Secretary of 

Defense, and Avril Haines as Director of National Intelligence. 

• Yellen is not only expected to argue for an aggressive package of further pandemic relief 

(see below), but to offer the traditional assurances that the U.S. prefers market-

determined currency exchange rates; it will not deliberately push down the dollar to 

increase the country’s competitive advantage.  All the same, we still suspect the 

greenback will remain in a downtrend in the coming years in response to factors like the 

euro’s greater attractiveness as a reserve currency and the impact of massive fiscal and 

monetary stimulus in the U.S. 

 

China:  Official data yesterday showed the Chinese economy managed to grow in 2020 by an 

inflation-adjusted 2.3%, slightly beating expectations and making it the only major economy to 

post an annual expansion during the “Year of COVID-19.”  Looking at the fourth quarter alone, 

Chinese gross domestic product (GDP) was 6.5% larger than in the same period one year earlier, 
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https://www.wsj.com/articles/yellen-prepared-to-affirm-commitment-to-market-determined-dollar-value-11610917212?mod=markets_minor_pos1
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which means the economy has already returned to its pre-coronavirus trend.  China’s ability to 

get back to a normal economy so quickly would seem to bode well for Chinese equities.  

However, it is important to remember that economic and financial risks abound because of the 

rising bipartisan pushback in the U.S. against China’s geopolitical, economic, and domestic 

aggressions. 

 

 
 

Russia:  Opposition activist Alexei Navalny, who was recovering in Germany from a poisoning 

last summer, returned to Russia on Sunday and was immediately arrested on what appear to be 

trumped-up charges aimed at silencing him.  Illustrating how badly the government wanted to 

keep his arrest under wraps, it diverted Navalny’s flight at the last moment away from a Moscow 

airport where his supporters were waiting to welcome him.  Despite his detention, Navalny 

immediately punched back against the Putin government by calling for massive street protests.  

Navalny’s arrest has already drawn condemnation from a range of European leaders and 

President-Elect Biden’s nominee for National Security Advisor.  If the Kremlin cracks down on 

Navalny too strongly, we would expect further sanctions against Russia and new headwinds for 

the Russian economy. 

 

Italy:  Prime Minister Conte today faces a crunch vote of confidence in the country’s Senate 

after Matteo Renzi, the former prime minister, removed his small party’s backing for the 

government last week.  Conte won a confidence vote in Italy’s lower chamber yesterday, but the 

vote in the Senate today is expected to be much tougher.  If Conte is unable to win in the upper 

house, he will be forced to hand in his resignation to President Mattarella, who will then ask 

parliamentarians to attempt to form a new coalition. 

 

Tunisia:  As the 10th anniversary of the Arab Spring approaches, nightly riots by Tunisian 

youths this week have underscored the depth of the economic crisis in the Arab world’s only 

democracy as it grapples with rising poverty and widespread unemployment.  We have also 

https://www.politico.eu/article/russian-opposition-leader-alexei-navalny-arrested-upon-arrival-in-moscow/
https://www.wsj.com/articles/navalny-detention-sparks-wave-of-western-criticism-of-russia-11610981536
https://www.ft.com/content/681e19c5-9a69-484d-accb-ac2113b31e09
https://www.ft.com/content/a8db6e4f-2f8e-4bd1-8b84-3b747ac30233
https://www.ft.com/content/a8db6e4f-2f8e-4bd1-8b84-3b747ac30233
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noted that when global grain prices are rising rapidly, as they were in the Arab Spring and as 

they are right now, they often spark domestic instability in developing countries like Tunisia. 

 

COVID-19:  Official data show confirmed cases have risen to 95,668,817 worldwide, with 

2,043,713 deaths.  In the United States, confirmed cases rose to 24,079,744, with 399,008 deaths.  

Vaccine doses distributed in the U.S. now total 31,161,075, while the number of people who 

have received at least their first shot totals 10,595,866.  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 137,000 yesterday, although the 

number is usually muted early in the week and during holidays.  Hospitalizations related 

to the virus fell below 124,000, including approximately 23,200 in intensive care.  Deaths 

also fell but remain high, as they do in many key countries around the world.  In Japan, 

daily virus-related deaths topped 100 today for the first time since the crisis began. 

• President-elect Biden has rejected an effort by President Trump to lift the bans on most 

travel into the U.S. from Europe, the U.K., and Brazil that were imposed by Trump in his 

initial response to the coronavirus pandemic last spring. 

• In Switzerland, anti-lockdown activists submitted enough petition signatures to trigger a 

referendum on whether to remove the government’s legal authority to order lockdowns 

and other pandemic restrictions.  The ballot could come as soon as June. 

 

Economic and Political Impacts 

• In its monthly report on the global oil market, the International Energy Agency cut its 

demand forecast for 2021 to 96.6 million barrels per day from 96.9 million bpd 

previously.  The reduced forecast reflects renewed lockdowns around the world in 

response to resurgent infections.  Nevertheless, demand would be much higher than the 

approximately 91.1 million bpd registered in 2020.  Because of the rebound in 2021 and 

expectations that demand could recover to the pre-pandemic level of almost 100 million 

bpd by 2022, we suspect crude prices can continue to strengthen in the near term.  

• Despite the IEA’s cut to its oil demand forecast, the cost of shipping goods in containers 

from China to Europe has more than tripled in the past eight weeks, hitting record highs 

as a shortage of empty containers disrupts global trade. 

o Thousands of empty containers were left stranded in Europe and the U.S. in the 

first half of 2020 when shipping lines canceled hundreds of trips in response to 

pandemic lockdowns. When European and U.S. demand for Asian goods 

rebounded in the second half of the year, competition for available containers 

among shippers sent freight rates soaring. 

o Rates between China and the U.S. have plateaued in response to a Chinese 

government request that shippers cap their trans-Pacific rates.  That helped divert 

scarce containers to the Pacific, boosting rates further on the routes to Europe and 

threatening trade and economic activity between Asia and Europe. 

https://www.nytimes.com/live/2021/01/19/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
https://www.wsj.com/livecoverage/covid-2021-01-19
https://www.japantimes.co.jp/news/2021/01/19/national/japan-coronavirus-jan19/
https://www.wsj.com/articles/white-house-to-lift-bans-on-travel-from-eu-u-k-and-brazil-11611014812
https://www.wsj.com/articles/white-house-to-lift-bans-on-travel-from-eu-u-k-and-brazil-11611014812
https://www.wsj.com/articles/switzerland-to-hold-referendum-on-covid-19-lockdown-11610807392?mod=world_major_1_pos5
https://www.wsj.com/articles/switzerland-to-hold-referendum-on-covid-19-lockdown-11610807392?mod=world_major_1_pos5
https://www.ft.com/content/4f1bfd96-000d-497d-90e3-5a65184f963a
https://www.ft.com/content/4f1bfd96-000d-497d-90e3-5a65184f963a
https://www.ft.com/content/4f1bfd96-000d-497d-90e3-5a65184f963a
https://www.ft.com/content/ad5e1a80-cecf-4b18-9035-ee50be9adfc6
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• Bruce Flatt, the CEO of Canadian real estate firm Brookfield Asset Management (BAM, 

38.74), warned that investors are underestimating the speed and extent to which people 

will return to work in offices and head back to shopping malls as the pandemic subsides.  

He is preparing to complete a $5.9 billion deal to delist Brookfield’s property arm amid 

frustration that the equity market does not recognize the value of its vast real estate 

portfolio. 

• The World Economic Forum issued a report warning the pandemic threatens to widen 

income and other disparities within and between countries.  Based on a survey of 

business executives, academics, and risk-management experts, the report says worsening 

disparities could destabilize some countries and exacerbate the frictions between the U.S. 

and China. 

 

U.S. Policy Response 

• In her confirmation hearing before the Senate Finance Committee today, Treasury 

Secretary nominee Janet Yellen plans to tell lawmakers that the U.S. risks a longer, more 

painful recession unless Congress approves more aid.  Yellen will urge the legislators to 

“act big” in order to shore up the recovery.  So far this morning, equity futures are rising 

on expectations that if Yellen makes a credible, effective case for the Biden 

Administration’s proposed $1.9 trillion relief plan, it would help ensure that the 

legislation gets passed into law. 

 

U.S. Economic Releases  

 

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

domestic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

16:00 Total Net TIC Flows m/m Nov -$10.4b **

16:00 Net Long-term TIC Flows m/m Nov $51.9b **

Economic Releases

No speakers or events scheduled

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. 

 

https://www.ft.com/content/0316678b-664a-42f8-900a-5c5b5076e29e
https://www.ft.com/content/0316678b-664a-42f8-900a-5c5b5076e29e
https://www.wsj.com/articles/covid-19-heightens-u-s-china-rivalry-new-report-says-11611048600
https://www.wsj.com/articles/covid-19-heightens-u-s-china-rivalry-new-report-says-11611048600
https://www.wsj.com/articles/yellen-sees-risk-of-longer-more-painful-recession-absent-more-economic-aid-11610999772
https://www.wsj.com/articles/yellen-sees-risk-of-longer-more-painful-recession-absent-more-economic-aid-11610999772
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia ANZ Roy Morgan Consumer Confidence w/w 17-Jan 108.7 108.9 ** Equity bullish, bond bearish

Europe

Eurozone EU27 New Car Registrations m/m Dec -3.3% -12.0% * Equity and bond neutral

ECB Current Account SA m/m Nov 24.6b 26.6b ** Equity and bond neutral

Construction Output y/y Nov -1.3% -1.4% ** Equity and bond neutral

ZEW Survey Expectations m/m Jan 58.3 54.4 ** Equity bullish, bond bearish

Germany CPI y/y Dec -0.3% -0.3% -0.3% *** Equity and bond neutral

CPI EU Harmonized y/y Dec -0.7% -0.7% -0.7% *** Equity bearish, bond bullish

ZEW Survey Expectations m/m Jan 61.8 55 59.4 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m Jan -66.4 -66.5 -68.3 ** Equity and bond neutral

Italy CPI EU Harmonized y/y Dec -0.3% -0.3% -0.3% *** Equity and bond neutral

Trade Balance Total m/m Nov 6766m 7565m ** Equity and bond neutral

Current Account Balance m/m Nov 7110m 8174m ** Equity and bond neutral

UK Unit Labor Costs y/y 3Q 5.9% 27.4% ** Equity and bond neutral

Output Per Hour y/y 3Q 4.0% 3.0% ** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 15-Jan 634.1b 628.9b * Equity and bond neutral

Total Sight Deposits CHF w/w 15-Jan 703.8b 702.4b * Equity and bond neutral

Producer & Import Prices m/m Dec 0.5% -0.1% ** Equity bearish, bond bullish

AMERICAS

Brazil Economic Activity m/m Nov 0.59% 0.86% 0.50% *** Equity and bond neutral

Trade Balance Weekly w/w 17-Jan -$2634m $1111m ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 15-Jan 56.7 56.8 ** Equity and bond neutral

Housing Starts m/m Dec 228.3k 246.0k 230.0k ** Equity and bond neutral

International Securities Transactions m/m Nov 11.78b 6.92b * Equity bullish, bond bearish  
 

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 23 -1 Down

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

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 1.12 1.08 0.04 Neutral

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

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

Currencies Direction

dollar Down Down

euro Up Up

yen Down 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. 
 



 

 

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

www.confluenceinvestment.com 

 6 

Price Prior Change Explanation

Brent $55.41 $54.75 1.21%

WTI $52.58 $52.36 0.42%

Natural Gas $2.66 $2.74 -2.67%

Crack Spread $12.55 $12.49 0.47%

12-mo strip crack $14.12 $14.10 0.09%

Ethanol rack $1.68 $1.68 -0.06%

Gold $1,844.95 $1,841.26 0.20%

Silver $25.38 $25.35 0.11%

Copper contract $363.65 $360.20 0.96%

Corn contract $533.25 $531.50 0.33%

Wheat contract $691.25 $675.50 2.33%

Soybeans contract $1,408.00 $1,416.75 -0.62%

Baltic Dry Freight 1740 1754 -14

Shipping

Energy Markets

Metals

Grains

 
 

 

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 1/15/2021 close) 

 

  
-10.0% 0.0% 10.0% 20.0%

Communication Services
Consumer Staples

Technology
Real Estate
Industrials

S&P 500
Utilities

Healthcare
Consumer Discretionary

Materials
Financials

Energy

YTD Total Return

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

Financials

Materials

Industrials

Technology

Consumer Discretionary

S&P 500

Consumer Staples

Healthcare

Communication Services

Utilities

Real Estate

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 1/15/2021 close) 

 

-5.0% 0.0% 5.0% 10.0%

US Corporate Bond

US Government Bond

Real Estate

US High Yield

Cash

Large Cap

Foreign Developed ($)

Foreign Developed (local currency)

Commodities

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. 

 



 

 

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

www.confluenceinvestment.com 

8 

 

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. 


