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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 27, 2021—9:30 AM EST] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 1.5% from its last close.  In Asia, the MSCI Asia Apex 50 

is also down 0.8%.  Chinese markets were higher, with the Shanghai Composite up 0.1% from 

the prior close and the Shenzhen Composite up 0.3%.  U.S. equity index futures are signaling a 

lower open.  With 96 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, 82.3% of the companies have reported earnings above 

forecast, while 13.5% have reported earnings below forecast.   

 

Our Comment today opens with a short discussion of what to expect from today’s monetary 

policy decision from the Federal Reserve.  In short, we expect no substantive change in policy.  

We then discuss a range of news stories from abroad, including signs of increased domestic 

tension within Russia and international tension between the EU and the U.K.  As always, we 

wrap up with a discussion of the latest coronavirus news. 

 

United States:  Officials at the Fed are completing their latest policymaking meeting today, but 

no substantive changes are expected in either its benchmark interest rate or its asset purchasing 

programs.  That’s especially true given that the recent upswing in longer-term yields has come to 

a halt amid strong demand for Treasury obligations.  That will likely forestall any immediate 

need for the Fed to impose “yield curve control” over longer-term yields.  The key focus for 

investors regarding the meeting today will likely be how the officials assess economic conditions 

and prospects going forward.   

 

United States-Russia:  The White House said President Biden held his first call as president 

with Russian President Putin and raised concerns about issues including the detaining of 

opposition leader Alexei Navalny, Russian threats to Ukrainian sovereignty, the massive 

SolarWinds computer hack, and reports of Russia offering bounties on U.S. troops.  A readout on 

the call from the Russian government stated it was “open and businesslike,” suggesting some 

tough positioning on both sides. 

 

Russia:  In a sign that President Putin has become concerned about the large pro-Navalny 

demonstrations across Russia last weekend and the Navalny organization’s video exposé of a 

massive palace built for Putin using public funds, the president admitted at an event yesterday 

that he had seen part of the exposé and insisted it was false.  At the same time, Russian state 

television ran several lengthy attacks accusing Navalny of being a corrupt, failed politician 

working on behalf of western intelligence agencies.  The attacks underscore a sense of irritation 

 

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/fed-federal-reserve-fomc-rate-policy-meeting-january-2021-11611702870?mod=hp_lead_pos6
https://www.wsj.com/articles/fed-federal-reserve-fomc-rate-policy-meeting-january-2021-11611702870?mod=hp_lead_pos6
https://www.wsj.com/articles/renewed-demand-for-treasurys-quells-fears-of-rising-ratesfor-now-11611743403
https://www.wsj.com/articles/renewed-demand-for-treasurys-quells-fears-of-rising-ratesfor-now-11611743403
https://www.wsj.com/articles/biden-has-first-call-with-russian-president-vladimir-putin-11611687651
https://www.wsj.com/articles/biden-has-first-call-with-russian-president-vladimir-putin-11611687651
https://www.ft.com/content/45be9f29-524e-4150-87dd-835de563b710
https://www.ft.com/content/45be9f29-524e-4150-87dd-835de563b710


 

 

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

www.confluenceinvestment.com 

 2 

and worry in the Kremlin at Navalny’s ability to harness national public anger while representing 

the latest in a series of missteps by Putin’s administration in its attempts to sideline the activist. 

 

EU-U.K.:  Just when we all thought the whole Brexit saga was over, the U.K. has sparked a row 

by refusing to grant full diplomatic status to the EU ambassador overseeing the post-Brexit trade 

deal signed late last year.  British Foreign Secretary Raab insists that the EU official should be 

regarded as representing merely an “international organization,” but the EU is insisting that the 

official be recognized as representing a sovereign state, as it is by all other countries with which 

it has diplomatic ties. 

 

China:  Jack Ma’s fintech giant Ant Group, which Beijing has clamped down on because of 

Ma’s pushback against government regulation, has reportedly caved to government pressure to 

become a holding company regulated by the Chinese central bank.  Besides signaling the 

government’s intention to maintain control over the private sector, the move will force Ant to 

meet higher capital standards than would otherwise be the case.  Since the news will reinforce 

perceptions of increasing state interference in the Chinese private sector, going forward, it will 

probably be a negative for Chinese equities. 

 

China-Hong Kong:  As more financial services firms leave Hong Kong in response to China’s 

clampdown on it and implementation of its new security law, officials are worried about the 

city’s future as a financial hub and are putting executives through what appear to be “exit 

interviews.”  Hedge fund managers who have been subjected to the process say they were asked 

for a full picture of the decision-making process behind the moves and the significance of the 

timing.  The grilling highlights the risk that China’s greater control over Hong Kong will 

probably drive a lot of its financial services industry to other Asian locales, like Tokyo or 

Singapore, potentially creating investment opportunities there. 

 

COVID-19:  Official data show confirmed cases have risen to 100,381,254 worldwide, with 

2,160,783 deaths.  In the United States, confirmed cases rose to 25,445,699, with 425,257 deaths.  

Vaccine doses distributed in the U.S. now total 44,394,075, while the number of people who 

have received at least their first shot totals 19,902,237.  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 approximately 142,000 yesterday, marking their 

tenth straight day under 200,000.  Hospitalizations related to the virus fell to below 

109,000 for the first time since December 12.  Of those hospitalized, the number in 

intensive care fell to just above 20,000.  On a less positive note, however, the number of 

virus-related deaths rebounded to almost 4,000. 

• The Biden administration said it will boost the supply of vaccines sent to states by about 

16% for the next three weeks and purchase enough additional doses to vaccinate most of 

the U.S. population with a two-dose regimen by the end of the summer.  The updated 

plan would involve purchasing an additional 100 million doses for each of the vaccines 

developed by Pfizer (PFE, 37.31) and Moderna (MRNA, 151.85). 
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• The state government in California said it will change the way it prioritizes who gets 

vaccine doses, creating a statewide standard and basing the intermediate stages of its 

vaccination program on age alone. The first two groups to be vaccinated will continue to 

be health-care workers and residents of long-term care facilities, followed by residents 

aged 65 years and older, education and child-care workers, emergency services 

personnel, and food and agriculture workers. 

• Despite surging cases in Japan, the government is insisting on Japan-specific clinical 

trials before approving the various vaccines already in use abroad.  The requirement for 

Japanese clinical trials means the earliest that Japan can start mass vaccinations would be 

late February.  Separately, Prime Minister Suga said he will decide next week regarding 

whether to extend the pandemic state of emergency, currently planned to expire on 

February 7, in Tokyo and other areas. 

• Even with the rollout of vaccines, scientists say infection prevention protocols will still 

be needed for months.  Now that we have a year’s worth of experience with the virus, 

scientists are reaching a consensus on which protocols are most important:  mask-

wearing, social distancing, and maintaining good air circulation are at the top of the list. 

 

Economic and Political Impacts 

• In India, the recent loosening of pandemic restrictions is not yet prompting any rebound 

in consumer spending, as consumers continue to hold on to their savings out of fear for 

the future.  The development highlights how the pandemic could leave more lasting 

economic scars on less developed countries that couldn’t afford massive fiscal and 

monetary support measures like those in the U.S. 

 

U.S. Policy Response 

• Some small businesses trying to access second loans from the reopened Payroll 

Protection Program are getting rejected because of flags on their files related to problems 

with their initial applications.  The flags relate to anything from clerical errors to 

indicators of fraud.  In order to get more loans in place, the SBA has announced it will 

issue new guidelines to make sure the flags can more easily be overcome. 

 

Foreign Policy Response 

• In an interview with the Financial Times, French Finance Minister Le Maire called on the 

EU to overcome bureaucratic obstacles slowing the disbursal of its €750 billion recovery 

fund to member states.  He also warned that overcoming the pandemic would probably 

require re-evaluating eurozone fiscal constraints. 
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U.S. Economic Releases  

For the week ending January 22, mortgage applications fell 4.1% from the prior week.  Mortgage 

purchases and refinancing applications fell 4.0% and 5.0%, respectively.  The average 30-year 

fixed-rate mortgage rose 3 bps from 2.92% to 2.95%. 

Durable goods orders slowed in December, according to the U.S. Commerce Department, 

signaling a temporary slowdown in business investment.  Orders rose 0.2% from the prior 

month, below expectations of a rise of 1.0%.  The slowdown in orders is likely the result of a 

decrease in purchases of transportation, particularly commercial airplanes, which fell 51.8% 

from the previous month.  Excluding transportation, durable goods orders rose 0.7% from the 

prior month, above expectations of 0.5%.  Capital goods orders for nondefense excluding aircraft 

rose 0.6% from the prior month compared to expectations of a rise of 0.5%.  Shipments of these 

goods rose 0.5% from the prior month compared to expectations of 0.6%. 

 

The chart above shows annual change in manufacturing durable goods orders and shipments. 

Durable goods orders rose 1.4% from the previous month, while shipments rose 3.4%.  The rise 

in shipments from the prior year is another signal that the economy is still improving, albeit 

modestly. 

 

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

EST Speaker or event

14:00 FOMC Rate Decision

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

Members of the Board of Governors  
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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

China Industrial Profits y/y Dec 20.1% 15.5% ** Equity bullish, bond bearish

Japan Leading Index CI m/m Nov 96.4 96.6 ** Equity and bond neutral

Coincident Index m/m Nov 89.0 89.1 *** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 24-Jan 111.2 108.7 ** Equity bullish, bond bearish

Westpac Leading Index m/m Dec 0.1% 0.5% ** Equity and bond neutral

CPI q/q 4Q 0.9% 1.6% 0.7% *** Equity and bond neutral

NAB Business Conditions m/m Dec 14.0 9.0 ** Equity bullish, bond bearish

NAB Business Confidence m/m Dec 4.0 12.0 ** Equity and bond neutral

Europe

Germany GfK Consumer Confidence m/m Feb -15.6 -7.3 -7.9 *** Equity and bond neutral

France Consumer Confidence m/m Jan 92.0 95.0 94.0 *** Equity and bond neutral

Total Jobseekers q/q 4Q 3574.3k 3673.4k ** Equity and bond neutral

Switzerland Credit Suisse Survey Expectations m/m Jan 43.2 46.8 ** Equity and bond neutral

Russia PPI y/y Dec 3.6% 2.4% 3.9% ** Equity and bond neutral

AMERICAS

Mexico Retail Sales y/y Nov -5.1% -7.1% -6.3% *** Equity and bond neutral

International Reserves Weekly w/w 22-Jan $195957m $195438m ** Equity and bond neutral

Brazil 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

IBGE Inflation IPCA-15 m/m Jan 0.8% 1.1% 0.8% ** 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 21 22 -1 Down

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

TED spread (bps) 15 15 0 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 1.04 1.04 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 4 5 -1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Flat Up

franc Down Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 0.250% 0.250% On forecast

FOMC Rate Decision (Lower Bound) 0.000% 0.000% On forecast

Interest Rate on Excess Reserves 0.100% 0.100% On forecast   
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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 $56.20 $55.91 0.52%

WTI $52.85 $52.61 0.46%

Natural Gas $2.72 $2.66 2.45%

Crack Spread $13.65 $13.67 -0.16%

12-mo strip crack $14.85 $14.85 0.04%

Ethanol rack $1.68 $1.66 0.87%

Gold $1,843.78 $1,850.92 -0.39%

Silver $25.30 $25.47 -0.68%

Copper contract $360.05 $361.95 -0.52%

Corn contract $537.00 $532.25 0.89%

Wheat contract $668.25 $665.25 0.45%

Soybeans contract $1,380.75 $1,370.25 0.77%

Baltic Dry Freight 1659 1765 -106

Actual Expected Difference

Crude (mb) 1.5

Gasoline (mb) 1.3

Distillates (mb) -0.5

Refinery run rates (%) -0.15%

Natural gas (bcf) 1.3

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 1/26/2021 close) 

 

  
-5.0% 0.0% 5.0% 10.0%

Consumer Staples
Industrials
Materials

Utilities
Financials

Real Estate
S&P 500

Technology
Healthcare

Communication Services
Consumer Discretionary

Energy

YTD Total Return

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

Energy

Materials

Utilities

Industrials

Financials

Healthcare

S&P 500

Consumer Discretionary

Technology

Real Estate

Consumer Staples

Communication Services

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 1/26/2021 close) 

 

-5.0% 0.0% 5.0% 10.0%

US Corporate Bond

US Government Bond

US High Yield

Cash

Real Estate

Foreign Developed ($)

Foreign Developed (local currency)

Large Cap

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. 
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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. 


