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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: March 10, 2021—9:30 AM EST] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.5% from 

the prior close.  Chinese markets were mixed, with the Shanghai Composite down 0.1% from its 

prior close and the Shenzhen Composite up 0.2%.  U.S. equity index futures are signaling a flat 

open.   

 

We have published our latest Weekly Geopolitical Report, which is Part II of our two-part series 

on the Western Sahara.  We also have several other recent multimedia offerings.  There is a new 

chart book recapping the recent changes we made to our Asset Allocation portfolios.  Here is the 

latest Confluence of Ideas podcast.  A new Asset Allocation Weekly, chart book, and podcast are 

also available.  This week’s Weekly Energy Update is available.  You can find all this research 

and more on our website. 

 

Turning to today’s Comment, we open with U.S. news related to the bond market and the impact 

of fiscal stimulus.  Next is international news, especially related to China and Russia.  Finally, 

we look at the latest developments regarding the coronavirus pandemic, where President Biden’s 

massive new pandemic relief package is likely to get final approval in Congress today.  Various 

indicators now show that the massive monetary and fiscal relief provided over the last year has 

helped cushion the economy.  As discussed below, federal aid has even helped keep state 

government revenues on an even keel. The new package is likely to bolster consumer spending 

in particular, which should help fuel a powerful economic recovery in the coming months and 

help buoy risk assets as well. 

 

U.S. Bond Market:  The Treasury Department will auction $38 billion in new 10-year notes 

today, in what could be an important test of demand amid massive government borrowing and 

market concerns about rising inflation.  It could also be a test of the thesis that major bank’s 

demand could be crimped by uncertainty over their continued exemption from a capital rule 

known as the Supplemental Reserve Ratio (SLR).  All those concerns have the potential to create 

choppy trading and unexpected outcomes in the financial markets today. 

 

U.S. Infrastructure:  Now that President Biden’s “American Rescue Plan” is on the verge of 

becoming law, the administration is already starting to shift its focus to a major infrastructure 

rebuilding program.  In recent days, the president has reportedly met with lawmakers from both 

parties, as well as union leaders and government officials, to discuss the contours of a package.  

Congressional Democrats say they expect him to press ahead as soon as the relief package is 
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signed into law.  One key question is how the talk of even more fiscal stimulus will play into the 

current bond market concerns about future inflation. 

 

United States-Japan-Australia-India:  In his first major multilateral meeting, President Biden 

will meet virtually with the “Quad” group on Friday to discuss the coronavirus pandemic, 

economic cooperation, and other important issues in the Indo-Pacific region.  Almost certainly, 

the discussion will also address China’s rising military, economic, and diplomatic aggressiveness 

and how the countries could work together to counter the threat. 

• At a Senate Armed Services Committee hearing yesterday, Admiral Philip Davidson, 

head of the U.S. Navy’s Indo-Pacific Command, warned that the military balance in the 

region has “become more unfavorable” to the U.S. and could be encouraging the Chinese 

to take more aggressive action.  According to Davidson, “We are accumulating risk that 

may embolden China to unilaterally change the status quo before our forces may be able 

to deliver an effective response . . . I cannot for the life of me understand some of the 

capabilities that they're putting in the field unless it is an aggressive posture.” 

• Separately, U.S. and Chinese officials are trying to hammer out the details of the first 

high-level meetings between the countries during the Biden administration.  The 

discussions appear to focus on a potential meeting in Alaska involving Secretary of State 

Blinken, National Security Advisor Sullivan, and their Chinese counterparts.  Officials 

close to the administration say they want to ensure China is not completely sidelined 

while urging allies to work with the U.S. on adopting a more confrontational stance 

towards Beijing. 

 

Russia:  The government’s communications regulator, Roskomnadzor, said it would slow down 

the speed of Twitter (TWTR, 67.52) in the country for failing to delete banned content.  The 

regulator said it would limit the speed of the service on all cellphones and half of the stationary 

devices, such as desktop computers, beginning March 10. It also warned it could block Twitter 

entirely if it failed to remove banned content linked to suicide, pornography, and drugs. 

 

COVID-19:  Official data show confirmed cases have risen to 117,671,884 worldwide, with 

2,612,526 deaths.  In the United States, confirmed cases rose to 29,096,566, with 527,705 deaths.  

Vaccine doses delivered in the U.S. now total 123,232,775, while the number of people who 

have received at least their first shot totals 61,088,527.  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 55,900 yesterday, while new deaths related to the 

virus rose to almost 1,900.  However, those figures remain well below the levels seen at 

the beginning of the year, and stress on the healthcare system has been reduced 

dramatically. 

• As vaccine supplies become more plentiful, some states are loosening eligibility 

requirements.  In Alaska, Governor Michael Dunleavy announced yesterday that all state 

residents aged 16 and over would be allowed to get a shot.  In New York, Governor 
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Andrew Cuomo said residents age 60 and up can sign up for vaccinations beginning 

Wednesday. The state is also expanding vaccination eligibility on March 17 to certain 

essential workers who interact with the public, including some government employees, 

building workers, and certain nonprofit employees, among others. 

• The Russian government signed a contract for its Sputnik V vaccine to be manufactured 

by a Swiss pharmaceutical firm at a factory in Italy as global demand for the shot 

increases.  The Russian government has already farmed vaccine production to China, 

India, South Korea, and Brazil. 

• The Los Angeles Unified School District reached a tentative agreement with its teachers’ 

union that would allow some students to resume in-person learning for the first time in 

more than a year.  The deal will allow preschools and elementary schools to reopen in 

mid-April, though no specific start date was given. 

 

Economic and Financial Market Impacts 

• Contrary to expectations, new data suggest the pandemic had a much smaller negative 

impact on state government revenues than first expected.  According to the Urban 

Institute, total state tax revenues were roughly flat in 2020 from the year before. 

o The better-than-anticipated results came as federal intervention buoyed 

households, businesses, and financial markets. The stable employment 

environment for the country’s most affluent workers also brought in stronger than 

expected tax revenue. 

o Analysts still expect states to confront budget gaps this year, but they are 

projecting smaller shortfalls partially filled in with federal aid. 

• Preliminary data in Europe suggest the pandemic will drive global birthrates sharply 

lower, leading to even stronger demographic headwinds for economic growth in the long 

term.  However, those headwinds might also help keep down inflation and interest rates. 

 

U.S. Policy Response 

• President Biden’s $1.9 trillion pandemic relief package is expected to pass the House 

today, after which it can go to the president to be signed into law.  One notable item in 

the final version of the “American Rescue Plan Act” (ARPA) is that it exempts from 

income tax up to $10,200 of a worker’s unemployment benefits received in 2020, subject 

to specific household income caps.  That means many people who have already filed their 

2020 tax return may need to file an amendment.  It also suggests that those who haven’t 

filed yet may want to delay filing until the IRS can issue any relevant rules and tax 

software programs can be updated appropriately. 

 

U.S. Economic Releases  

For the week ending March 5, MBA mortgage applications fell 1.3% from the prior week.  

Applications for refinances fell 5.0% from the prior week, while applications for home purchases 

rose 7.2%.  The average 30-year fixed-rate rose 3 bps from 3.23% to 3.26%. 
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Prices paid by consumers for goods and services rose steadily in February.  The Consumer Price 

Index (CPI) rose 0.4% from the prior month, in line with expectations.  Excluding food and 

energy, CPI rose 0.1% from the prior month compared to expectations of 0.2%. 

 

 
 

The chart above shows the annual change in headline CPI and Core CPI.  Headline CPI rose 

1.3% from the prior year, while Core CPI rose 1.7%.  Headline CPI was lifted by strong energy 

prices, which rose 2.4% from the prior year.  

 

The rise in prices had minimal impact on purchasing power, as wages outpaced inflation in 

February. Real average weekly and hourly earnings rose 4.1% and 3.4% from the prior month, 

respectively. 
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The chart above shows the annual change in the real hourly earnings for non-supervisory and 

production workers. Real hourly earnings for non-supervisory workers rose 3.2% from the prior 

year. 

 

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

 

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Feb -$305.0b $235.3b ***

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. 

 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China CPI y/y Feb -0.2% -0.3% -0.3% *** Equity and bond neutral

PPI y/y Feb 1.7% 0.3% 1.5% ** Equity bearish, bond bullish

Money Supply M0 y/y Feb 4.2% -3.9% 5.0% ** Equity bearish, bond bullish

Money Supply M1 y/y Feb 7.4% 14.7% 11.1% ** Equity bearish, bond bullish

Money Supply M2 y/y Feb 10.1% 9.4% 9.4% ** Equity and bond neutral

Aggregate Financing CNY m/m Feb 1710.0b 5170.0b 910.0b ** Equity and bond neutral

New Yuan Loans CNY m/m Feb 1360.0b 3580.0b 950.0b ** Equity and bond neutral

Japan Machine Tool Orders y/y Feb 36.7% 9.7% ** Equity bullish, bond bearish

Australia Westpac Consumer Conf SA m/m Mar 2.6% 1.9% *** Equity bullish, bond bearish

New Zealand Card Spending Retail m/m Feb -2.5% -0.4% -1.0% ** Equity bearish, bond bullish

Card Spending Total m/m Feb -3.2% -1.2% ** Equity bearish, bond bullish

EUROPE

France Industrial Production m/m Jan 3.3% -0.8% 0.5% *** Equity bullish, bond bearish

Manufacturing Production m/m Jan 3.3% -1.7% 1.8% ** Equity bullish, bond bearish

Italy PPI m/m Jan 1.7% 0.5% ** Equity and bond neutral

AMERICAS

Brazil IBGE Services Sector Volume y/y Jan -4.7% -3.3% -4.9% ** Equity and bond neutral

Mexico CPI Core m/m Feb 0.4% 0.4% 0.4% *** Equity and bond neutral

CPI m/m Feb 0.6% 0.9% 0.6% *** Equity and bond neutral

International Reserves Weekly w/w 5-Mar $195057m $195270m ** 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) 18 19 -1 Up

3-mo T-bill yield (bps) 2 3 -1 Neutral

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 1.56 1.53 0.03 Neutral

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

EUR/USD 3-mo swap (bps) 7 7 0 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Down Up

pound Flat Up

franc Down Up

Central Bank Action Current Prior Expected

Bank of Canada Rate Decision 0.250% 0.250% On forecast   
 

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 $67.58 $67.52 0.09%

WTI $64.17 $64.01 0.25%

Natural Gas $2.63 $2.66 -1.16%

Crack Spread $19.80 $19.94 -0.70%

12-mo strip crack $17.63 $17.76 -0.73%

Ethanol rack $1.89 $1.89 0.26%

Gold $1,712.10 $1,716.10 -0.23%

Silver $25.75 $25.94 -0.73%

Copper contract $404.25 $400.85 0.85%

Corn contract $536.75 $545.75 -1.65%

Wheat contract $647.25 $656.50 -1.41%

Soybeans contract $1,427.75 $1,440.00 -0.85%

Baltic Dry Freight 1901 1853 48

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) -2.9

Distillates (mb) -3.0

Refinery run rates (%) 5.50%

Natural gas (bcf) -78.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

most of the country, with warmer temps in the southeastern region.  The forecast calls for dry 

than normal conditions for most of the country, with wet conditions for the eastern third of the 

country. 
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Data Section 
 

U.S. Equity Markets – (as of 3/9/2021 close) 
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(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 3/9/2021 close) 

 

-10.0% 0.0% 10.0% 20.0%

US Corporate Bond

US Government Bond

US High Yield

Cash

Emerging Markets ($)

Foreign Developed ($)

Real Estate

Large Cap

Emerging Markets (local currency)

Foreign Developed (local currency)

Commodities

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 

 

March 4, 2021 
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P/E as of 3/3/2021 = 27.7x

 
 

Based on our methodology,1 the current P/E is 27.7x, up 1.6x from last week.  This week, we 

swapped the I/B/E/S-Thomson/Reuters earnings estimate for the one from Standard and Poor’s.  

We use the latter because we have a longer historical database for that data.  The current spread 

is unusually wide, although not unprecedented during recessions.  Currently, the Thomson/ 

Reuters estimate is 22% higher than Standard and Poor’s.  History does suggest the two 

estimates narrow over time with the latter improving faster than the former. 

 

 
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 three actual quarters (Q2, Q3, and Q4) and one estimate (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. 
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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. 


