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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 26, 2021—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 1.1% from its last close.  In Asia, the MSCI Asia Apex 50 is also up 

1.9%.  Chinese markets were lower, with the Shanghai Composite down 1.5% from the prior 

close and the Shenzhen Composite down 2.0%.  U.S. equity index futures are signaling a lower 

open.  With 67 companies having reported, the S&P 500 Q4 earnings stand at $39.00, higher 

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

earnings.  Thus far this quarter, 85.1% of the companies have reported earnings above forecast, 

while 11.9% have reported earnings below forecast.   

 

Our Comment today opens with news from China, where new data showing a surge of foreign 

direct investment into the country last year is being tempered by a new move by the central bank 

to reduce liquidity in the financial markets.  This move helps explain why Chinese equities are 

down today.  We also examine other key news from overseas, including a potentially 

groundbreaking move by some German government officials to temporarily abandon a long 

commitment to balanced budgets.  As always, we conclude with the latest coronavirus news. 

 

China:  According to new data from the United Nations Conference on Trade and Development, 

foreign direct investment in China rose 4.0% last year, making it the top destination for such 

capital flows.  While the U.S. had long been the top destination, its inbound FDI plunged 49% in 

2020 amid the coronavirus pandemic.  Note that our current WGR series on the U.S.-China 

balance of power will next week examine how the two countries’ outbound FDI and other 

economic elements play into their global influence.  The current installment of the series, 

published here, provides a deep dive into the U.S.-China military balance.  Separately, the 

People’s Bank of China today withdrew 78 billion yuan ($12 billion) of net liquidity through its 

open market operations, boosting the overnight repo rate to more than 2.8% — its highest level 

since late 2019 — from 2.5% the previous day.  Local media reports quote a PBOC advisor 

saying tighter liquidity is needed to cut the risk of asset bubbles forming.  As might be expected, 

the moves have driven Chinese equity markets sharply lower today. 

 

United States-China:  In his address to the World Economic Forum’s online convention, 

Chinese President Xi issued a veiled warning to the new Biden administration not to try to rally 

allies against Beijing in an attempt to hem it in.  According to President Xi, such efforts would 

only “push the world into division and even confrontation.” 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/china-overtakes-u-s-as-worlds-leading-destination-for-foreign-direct-investment-11611511200
https://www.confluenceinvestment.com/weekly-geopolitical-report-the-us-china-balance-of-power-part-ii-january-25-2021/
https://www.wsj.com/articles/chinas-xi-warns-against-confrontation-in-veiled-message-to-biden-11611590516
https://www.wsj.com/articles/chinas-xi-warns-against-confrontation-in-veiled-message-to-biden-11611590516
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United States-Iran:  In preparation for a potential war with Iran sometime in the future, the U.S. 

military has been trying out an array of ports and air bases in Saudi Arabia’s western desert to 

see whether they could be used in the event of a conflict. 

 

Germany:  A dispute has broken out in Chancellor Merkel’s Christian Democratic Union party 

over a proposal by her chief of staff to abandon Germany’s strict curbs on budget deficits as the 

pandemic continues to put huge strains on the country’s finances.  While Chief of Staff Braun 

isn’t calling for a permanent end to the constitutional “debt brake,” he argues that the 

constitution should be amended to allow for a multi-year series of declining budget deficits to 

respond to the coronavirus pandemic.  Nevertheless, the proposal is a stark break from Merkel’s 

economic orthodoxy.  If passed and extended, it would have the potential to give Germany a 

freer hand in economic policy and geopolitical strategy. 

 

Italy:  Prime Minister Conte is set to resign today, his office stated, amid disagreements about 

how Italy should use the €200 billion it will receive as part of the EU’s new pandemic relief 

program.  Despite winning a vote of confidence in both houses of parliament last week, Conte 

has been weakened by the withdrawal of former Prime Minister Renzi’s party from his coalition 

government.  Italy’s parties are now set to negotiate in search of a new governing majority, 

possibly under the stewardship of Mr. Conte once again but perhaps under a new premier. If no 

majority in Parliament can be found, Italy is likely to hold elections in coming months, which 

would be the first in a major West European country since the start of the pandemic. 

 

India:  In a sharp escalation of the protests against Prime Minister Modi’s agricultural reforms, 

thousands of farmers driving tractors have breached police barricades and invaded the center of 

the capital city in an effort to disrupt the annual Republic Day celebration.  It remains to be seen 

whether the farmers, who are a huge part of the country’s electorate, will be able to make Modi 

back down from his proposed changes. 

 

COVID-19:  Official data show confirmed cases have risen to 99,808,397 worldwide, with 

2,142,826 deaths.  In the United States, confirmed cases rose to 25,298,554, with 421,239 deaths.  

Vaccine doses distributed in the U.S. now total 41,418,325, while the number of people who 

have received at least their first shot totals 19,252,275.  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 rose to approximately 147,000 yesterday.  However, 

since that remains significantly lower than the levels seen earlier in the winter, it provides 

additional evidence that the recent rebound may be under some control.  Importantly, 

hospitalizations related to the virus fell below 110,000 for the first time since the middle 

of December, and the number in intensive care fell to 20,875.  New virus-related deaths 

topped 1,700. 

• In California, the improvement in the number of new infections and hospitalizations 

prompted Governor Newsom to remove regional stay-at-home orders across the state.  

That means businesses ranging from hair salons to restaurants could reopen in many 

https://www.wsj.com/articles/u-s-forces-expand-reach-in-saudi-arabia-11611611393
https://www.ft.com/content/c0379bc1-905a-4ca7-9749-16c506b443b9
https://www.wsj.com/articles/italian-prime-minister-giuseppe-conte-to-resign-11611599680
https://www.ft.com/content/0312fd46-b47e-4c55-b007-c56f5e6f24be
https://www.ft.com/content/0312fd46-b47e-4c55-b007-c56f5e6f24be
https://www.nytimes.com/live/2021/01/26/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-2021-01-26
https://www.wsj.com/livecoverage/covid-2021-01-25/card/tJiYrQZE3Fp8O1ROOedf
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counties for the first time since early December.  In New York, Governor Cuomo also 

announced an easing of some restrictions as case numbers and hospitalizations improve. 

• However, conditions continue to worsen in Europe and Japan, in terms of both public 

health and politics.  In the Netherlands, protests against a new curfew to curb the spread 

of the virus escalated into rioting in many cities for a third straight night last night, 

further complicating the pandemic management by the beleaguered government.  In 

Japan, cases and hospitalizations remain high, and observers have been alarmed that 

Prime Minister Suga has gone from hoarse to losing his voice.  This has raised concerns 

that he is either infected or is impacted by the stress of dealing with the crisis. 

• Addressing reporters at the White House yesterday, President Biden said his target of 

giving 100 million vaccines in his first 100 days in office might rise to 150 million.  

Biden said he was hopeful the U.S. could soon reach an average of 1.5 million vaccines 

per day, as opposed to the current pace of one million a day. He said he was optimistic 

that by this spring, any American who wants a coronavirus vaccine should be able to get 

one. 

• With EU officials alarmed by delays in distributing the vaccine from Oxford University 

and AstraZeneca (AZN, 54.01), the bloc’s health commissioner has proposed forcing 

companies to give advanced notice of any plans to send shipments elsewhere in the 

world.  While not an outright ban on exports of the vaccine, the tougher approach is 

expected to be modeled on a temporary scheme last year that required companies to seek 

authorization for exporting personal protective equipment outside the EU. 

• Despite optimism over vaccines, the quick and widespread vaccinations in Israel suggest 

that widespread injections don’t necessarily mean an immediate end to economic and 

social restrictions. 

• In less positive news, British researchers are finding the new coronavirus mutations, like 

the one that emerged in the U.K., may not only be more transmissible but can also 

produce more serious sickness, especially among women and younger people.  The rise 

of these mutations will probably remain a considerable risk for the equity markets until it 

can be shown with confidence that the vaccines are effective against them. 

 

Economic and Political Impacts 

• In an update to its global economic forecasts, the International Monetary Fund said China 

and the U.S. will by far be the most successful at steering their economies through the 

pandemic, leaving Europe and other emerging markets trailing in their wake.  The fund 

predicts that by 2022, the recoveries in the US and China will leave their economies no 

more than 1.5% smaller than projected before the pandemic.  Other advanced economies 

will still be 2.5% short of their pre-pandemic path, while emerging economies, excluding 

China, will in 2022 be 8.0% smaller than expected in forecasts issued exactly a year ago. 

 

U.S. Policy Response 

• An analysis by Refinitiv shows companies have raised $400 billion in global bond and 

stock issuance in just the first three weeks of the year as investors respond to the torrent 

https://www.wsj.com/articles/new-york-to-ease-some-covid-19-restrictions-as-cases-decline-11611616068
https://www.wsj.com/articles/new-york-to-ease-some-covid-19-restrictions-as-cases-decline-11611616068
https://www.wsj.com/articles/dutch-rioters-clash-with-police-for-third-night-over-covid-19-curfew-11611664598
https://www.japantimes.co.jp/news/2021/01/26/national/politics-diplomacy/suga-health-coronavirus/
https://www.wsj.com/livecoverage/covid-2021-01-25/card/lkfmmVo2w5XtBpFHSNmO
https://www.wsj.com/livecoverage/covid-2021-01-25/card/lkfmmVo2w5XtBpFHSNmO
https://www.ft.com/content/dab81697-ec25-4c14-9ac6-8bdafb474cc0
https://www.ft.com/content/dab81697-ec25-4c14-9ac6-8bdafb474cc0
https://www.ft.com/content/dab81697-ec25-4c14-9ac6-8bdafb474cc0
https://www.wsj.com/articles/israel-offers-glimpse-of-a-world-vaccinated-from-covid-19-11611662214
https://www.wsj.com/articles/israel-offers-glimpse-of-a-world-vaccinated-from-covid-19-11611662214
https://www.wsj.com/articles/coronavirus-variant-in-u-k-probed-for-increased-risk-to-younger-people-11611661304?mod=hp_lead_pos5
https://www.wsj.com/articles/coronavirus-variant-in-u-k-probed-for-increased-risk-to-younger-people-11611661304?mod=hp_lead_pos5
https://www.wsj.com/articles/coronavirus-variant-in-u-k-probed-for-increased-risk-to-younger-people-11611661304?mod=hp_lead_pos5
https://www.ft.com/content/341577c5-92f2-4bd3-a235-331d0db5dbbd
https://www.ft.com/content/341577c5-92f2-4bd3-a235-331d0db5dbbd
https://www.ft.com/content/341577c5-92f2-4bd3-a235-331d0db5dbbd
https://www.ft.com/content/45770ddb-29e0-41c2-a97a-60ce13810ff2
https://www.ft.com/content/45770ddb-29e0-41c2-a97a-60ce13810ff2
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of fiscal and monetary stimulus unleashed to fight the pandemic.  The raising of funds so 

far this year is one of the highest for a comparable period over the last two decades, and it 

is more than double the average level of $170 billion for the period. 

• Democrats in Congress are weighing the aggressive use of existing procedural steps to 

enact President Biden’s coronavirus relief plan as Republican opposition to the $1.9 

trillion proposal strengthens. 

  

U.S. Economic Releases  

Low interest rates continue to bolster home prices as both the FHFA Home Price Index and the 

S&P CoreLogic Index beat expectations in November.  The FHFA Home Price Index rose 1.0% 

from the prior month compared to expectations of 0.8%.  The S&P CoreLogic Index for the top 

20 cities and nationwide rose 1.4% from the prior month compared to expectations of a rise of 

1.0%.  

 

 
 

The chart above shows the annual change in the S&P CoreLogic Home Price Index for the top 

20 cities and for the nation. Home prices for the top 20 cities rose 9.0% from the prior year, 

while the nation saw a rise of 9.5%.  Although the sharp rise in the index has led some people to 

speculate about a possible housing bubble, it should be worth noting that unlike previous years 

there isn’t excess capacity, hence the rise in prices likely has more to do with there being a 

shortage as opposed to speculation.  
 

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

https://www.wsj.com/articles/democrats-see-path-to-bidens-covid-19-relief-bill-without-gop-help-11611668229


 

 

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

www.confluenceinvestment.com 

 5 

EDT Indicator Expected Prior Rating

10:00 Conference Board Consumer Confidence m/m Jan 89.0 88.6 **

10:00 Conference Board Present Situation m/m Jan 87.5 **

10:00 Conference Board Expectations m/m Jan 90.3 **

10:00 Richmond Fed Manufacturing Index m/m Jan 19 19 **

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. 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI Services y/y Dec -0.4% -0.6% -0.6% ** Equity bullish, bond bearish

New Zealand Performance Services Index m/m Dec 49.2 46.7 ** Equity bullish, bond bearish

Europe

United Kingdom Claimant Count Rate m/m Dec 7.4% 7.4% ** Equity and bond neutral

Jobless Claims Change m/m Dec 7.0k 64.3k ** Equity and bond neutral

Average Weekly Earnings 3M y/y Nov 3.6% 2.7% 2.9% ** Equity bullish, bond bearish

Weekly Earnings ex Bonus 3M y/y Nov 3.6% 2.8% 3.2% ** Equity bullish, bond bearish

ILO Unemployment Rate 3Mths m/m Nov 5.0% 4.9% 5.1% ** Equity and bond neutral

Employment Change 3M/3M m/m Nov -88k -144k -104k ** Equity and bond neutral

CBI Retailing Reported Sales m/m Jan -50.0 -3.0 -33.0 *** Equity bearish, bond bullish

CBI Total Dist. Reported Sales m/m Jan -44.0 -2.0 -25.0 ** Equity bearish, bond bullish

Russia Industrial Production y/y Dec -0.2% -2.6% -3.1% ** Equity and bond neutral

AMERICAS

Mexico Economic Activity IGAE y/y Nov -3.9% -5.3% -4.6% *** Equity and bond neutral

Brazil FGV CPI IPC-S w/w 22-Jan 0.4% 0.5% 0.5% *** Equity and bond neutral

Trade Balance Weekly w/w 24-Jan -$824m -$816m ** Equity and bond neutral

Tax Collections m/m Dec 159065m 140101m 161000m ** Equity and bond neutral

FGV Construction Costs m/m Jan 0.9% 0.9% 0.8% * Equity and bond neutral

FGV Consumer Confidence m/m Jan 75.8 78.5 ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 22-Jan 56.6 56.7 ** 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) 22 22 0 Down

3-mo T-bill yield (bps) 7 7 0 Neutral

TED spread (bps) 15 15 0 Up

U.S. Libor/OIS spread (bps) 8 7 1 Up

10-yr T-note (%) 1.05 1.03 0.02 Neutral

Euribor/OIS spread (bps) -54 -54 0 Neutral

EUR/USD 3-mo swap (bps) 6 6 0 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Flat Up

pound Flat 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 $56.16 $55.88 0.50%

WTI $53.05 $52.77 0.53%

Natural Gas $2.66 $2.60 2.08%

Crack Spread $13.53 $13.26 2.01%

12-mo strip crack $14.79 $14.65 0.97%

Ethanol rack $1.65 $1.64 0.15%

Gold $1,850.19 $1,855.93 -0.31%

Silver $25.37 $25.35 0.11%

Copper contract $359.40 $362.95 -0.98%

Corn contract $516.75 $511.50 1.03%

Wheat contract $649.75 $648.50 0.19%

Soybeans contract $1,352.50 $1,343.50 0.67%

Baltic Dry Freight 1765 1810 -45

Actual Expected Difference

Crude (mb) 1.5

Gasoline (mb) 1.3

Distillates (mb) -0.5

Refinery run rates (%) -0.15%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

 

 

Weather 
 

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

the West, with warmer temperatures for the rest of the country.  Wetter than normal conditions 

are expected for most of the country, with dry conditions expected in Texas and Florida. 
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Data Section 
 

U.S. Equity Markets – (as of 1/25/2021 close) 

 

  
-5.0% 0.0% 5.0% 10.0% 15.0%

Consumer Staples
Industrials

Real Estate
Financials
Materials

Utilities
Communication Services

S&P 500
Technology
Healthcare

Consumer Discretionary
Energy

YTD Total Return

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

Energy

Financials

Industrials

Materials

S&P 500

Consumer Discretionary

Communication Services

Healthcare

Real Estate

Technology

Consumer Staples

Utilities

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 1/25/2021 close) 

 

-5.0% 0.0% 5.0% 10.0% 15.0%

US Corporate Bond

US Government Bond

Cash

US High Yield

Real Estate

Foreign Developed ($)

Commodities

Foreign Developed (local currency)

Large Cap

Mid Cap

Emerging Markets ($)

Small Cap

Emerging Markets (local currency)
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 21, 2021 
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P/E as of 1/20/2021 = 26.8x

 
 

Based on our methodology,1 the current P/E is 26.8x, down 0.3x from last week.  Improving 

earnings offset higher equity values to bring a contraction of the multiple. 

 
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. 


