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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 2, 2021—9:30 AM EST] Global equity markets are lower this morning.  The 

EuroStoxx 50 is up 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 is up 0.1% from 

the prior close.  Chinese markets were also lower, with the Shanghai Composite down 1.2% from 

the prior close and the Shenzhen Composite down 0.7%.  In contrast, U.S. equity index futures 

are signaling a modestly lower open.  With 479 companies having reported, the S&P 500 Q4 

earnings stand at $43.20, higher than the $37.94 forecast for the quarter.  The forecast reflects a 

9.7% decrease from Q4 2019 earnings.  Thus far this quarter, 79.1% of the companies have 

reported earnings above forecast, while 16.9% have reported earnings below forecast.   

 

We have published our latest Weekly Geopolitical Report, which is Part I of a 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.  The Weekly Energy Update is available.  You can find all this research and more 

on our website. 

 

Turning to today’s Comment, we open with various news on the policy front as the Biden 

administration and the Democratic Congress start to take on more substantive decisions.  We 

also note some additional evidence of the frictions between the Chinese government and its 

technology entrepreneurs.  We wrap up with the latest coronavirus news, including many items 

related to vaccine distribution and the impact of new mutations.  Even though yesterday’s surge 

in the equity markets appears to have stemmed in large part from reduced concern about rising 

bond yields in the U.S., we note that investors in European bonds think the ECB will likely move 

faster than the Fed to impose a cap on longer-term yields. 

 

U.S. Trade Policy:  In its official trade policy, issued yesterday, the Biden administration 

promised to prioritize the interests of U.S. workers and use “all available tools” to respond to 

unfair Chinese practices, such as subsidies to favored industries, forced technology transfers, and 

the use of forced labor.  While it continues to conduct a comprehensive review of its trade policy 

with China, the administration also pledged to take a broader approach and work more closely 

with allies to put pressure on the Chinese. 

 

U.S. Banking Policy:  Senior Democratic Senators Elizabeth Warren and Sherrod Brown have 

warned the Federal Reserve and other U.S. regulators that it would be a “grave error” to extend 

the looser bank capital requirements that were introduced at the start of the pandemic.  Those 
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rules are due to expire at the end of the month.  Republicans, banks, and industry executives are 

pushing for an extension of the measures. 

 

U.S. Energy Industry:  The American Petroleum Institute, the country’s top oil industry 

lobbying group, is reportedly poised to endorse setting a price on carbon emissions, in what 

would be the strongest signal yet that oil and gas producers are ready to accept government 

efforts to confront climate change.  According to a draft of the statement, “API supports 

economy-wide carbon pricing as the primary government climate policy instrument to reduce 

CO2 emissions while helping keep energy affordable, instead of mandates or prescriptive 

regulatory action.”  As if more evidence was necessary, the move would underline how green 

policies have become increasingly accepted and assumed, even in the energy industry. 

 

China:  As President Xi continues trying to rein in China’s powerful technology entrepreneurs, 

giant fintech firm Ant Group remains one of his key targets, but the company and its founder, 

Jack Ma, seem to be resisting.  In the latest development, Ant has apparently been slow-walking 

the transfer of its customers’ credit data to the People’s Bank of China, as it promised to do when 

its IPO was pulled by the government late last year.  According to the PBOC, credit data 

collected by internet platforms is a “public good” that should be shared and regulated more 

closely. 

• Ant has blamed privacy laws for the slow data transfers, as users must give their approval 

before the company can send their information to the central bank, and only a fraction 

have agreed to do so.  China’s data protection standards require companies to obtain 

consumers’ consent regarding how they use their data, including passing it on to third 

parties. 

• But the PBOC is pushing companies to find ways to share data, such as requiring 

consumers to agree to data-sharing as a condition of using their services — a measure 

Ant is loath to implement for fear of scaring off customers. 

• The dispute between the government and Ant reflects a key contradiction in China’s 

economic model under Xi.  The Communist Party and the government want to maintain 

strict control over the private sector and the rest of society.  However, clamping down 

could make those firms less dynamic and innovative, which ultimately would impede 

Chinese economic growth and the improvement of living standards.  In addition, the 

clampdown on the private sector feeds into foreigners’ concern that Chinese telecom 

equipment and other technology will ultimately be used to funnel Western data and 

secrets to Beijing, while foreign investment in China will be at risk of compromise by the 

government.  From just about every perspective, the rift between the government and Ant 

is at least a longer-term negative for Chinese assets. 

• Separately, China’s top banking and insurance regulator, Guo Shuqing, warned that 

bubbles forming in foreign financial markets would pose a risk for the Chinese financial 

system, given its increased integration with world markets and the large inflow of capital 

over the last year.  His statement came just weeks after Ma Jun, an adviser to the PBOC, 

said the risk of “bubbles” would increase if the central bank did not adjust its policy.  The 

statements point to a risk of tightened monetary policy and reduced liquidity in China, 

which has pushed the country’s stock markets lower today. 

https://www.wsj.com/articles/oil-trade-group-considers-endorsing-carbon-pricing-11614640681?mod=hp_lista_pos3
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China-India:  Cyber investigators in the state of Maharashtra, where Mumbai is located, said an 

initial investigation indicates a major electricity blackout in October may have been an attack by 

China.  The announcement came on Sunday after U.S. cybersecurity firm Recorded Future 

published a report outlining what it said were China-linked attacks targeting India’s power 

infrastructure.  The attacks occurred at the height of last year’s China-India tensions over 

territory in the Himalayan mountains. 

 

COVID-19:  Official data show confirmed cases have risen to 114,499,553 worldwide, with 

2,540,340 deaths.  In the United States, confirmed cases rose to 28,664,604, with 514,660 deaths.  

Vaccine doses delivered in the U.S. now total 96,402,490, while the number of people who have 

received at least their first shot totals 50,732,997.  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 57,000 yesterday, and deaths 

attributed to the virus rose to 1,400.  Both those figures were slightly higher than one 

week ago, probably reflecting the way that more contagious virus mutations have led to a 

stall in improvements.  On a more positive note, however, hospitalizations related to the 

virus fell to 46,700, near their level at the end of October. 

• Trucks carrying the newly approved vaccine from Johnson & Johnson (JNJ, 159.32) 

began rolling out yesterday across the country. The shipments are expected to reach states 

and vaccination sites as early as today. 

• In preliminary findings published yesterday, British researchers said a single dose of 

either of the first two Western vaccines reduced the risk of hospitalization among people 

over 70 years old by 80%, compared with those of a similar age who weren’t vaccinated.  

The study adds to evidence from across the world that vaccines are broadly as effective in 

the real world as they were shown to be in clinical trials. This gives hope that mass 

rollouts can reduce the need for restrictive public-health measures and pave the way for 

economic reopening. 

• The Biden administration said it wouldn’t consider sharing its vast vaccine supplies with 

Mexico until “every American is vaccinated,” despite a January request by the Mexican 

president for assistance. 

• While Tokyo and three surrounding prefectures are due to have their pandemic states of 

emergency lifted on Sunday, officials in Tokyo now are warning that infection rates may 

not have come down enough for that to happen.  With that in mind, Prime Minister Suga 

said he won’t decide on the matter until the last possible moment. 

• According to a new study, the P.1 variant of the virus that was identified in Brazil is 

about twice as transmissible as some other virus strains and more likely to evade the 

natural immunity usually conferred by prior infection.  In other words, people can still get 

infected with the variant, even if previously infected with a different variant of the 

coronavirus. 

https://www.wsj.com/articles/india-suspects-china-may-be-behind-major-mumbai-blackout-11614615383?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/india-suspects-china-may-be-behind-major-mumbai-blackout-11614615383?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/india-suspects-china-may-be-behind-major-mumbai-blackout-11614615383?mod=lead_feature_below_a_pos1
https://www.nytimes.com/live/2021/03/02/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-2021-03-02
https://www.wsj.com/articles/j-j-covid-19-vaccine-to-start-arriving-as-soon-as-tuesday-u-s-administration-says-11614603239?mod=hp_lead_pos6
https://www.wsj.com/articles/single-shot-of-astra-zeneca-pfizer-vaccines-cut-hospitalizations-u-k-says-11614619961
https://www.wsj.com/articles/single-shot-of-astra-zeneca-pfizer-vaccines-cut-hospitalizations-u-k-says-11614619961
https://www.wsj.com/articles/single-shot-of-astra-zeneca-pfizer-vaccines-cut-hospitalizations-u-k-says-11614619961
https://www.wsj.com/articles/biden-isnt-considering-sharing-covid-19-vaccines-with-mexico-white-house-says-11614636262
https://www.wsj.com/articles/biden-isnt-considering-sharing-covid-19-vaccines-with-mexico-white-house-says-11614636262
https://www.japantimes.co.jp/news/2021/03/02/national/japan-coronavirus-march2/
https://www.japantimes.co.jp/news/2021/03/02/national/japan-coronavirus-march2/
https://www.ft.com/content/51cf718d-e701-4292-a9dd-dd36c1b1c5ea
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Economic and Financial Market Impacts 

• According to a joint study by the Chinese Academy of Sciences and the University of 

Kansas, the Chinese economy will continue to suffer significant damage from the 

pandemic in 2021.  The study shows sectors like coal, electricity, gas, and food producers 

will suffer lost sales equal to about 2.7% of GDP, even though overall GDP will likely 

grow more than 8%.   

 

Foreign Policy Response 

• Just as optimism over vaccines and economic reopening has driven longer-term bond 

yields higher in the U.S., it’s also driving yields higher in Europe.  However, with the 

European economic outlook still much more fragile than the U.S. outlook, investors are 

betting the ECB will move much more quickly to hike its asset purchases and put a lid on 

rates.  That expectation has reportedly already helped draw funds back into European 

bonds. 

 

U.S. Economic Releases  

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

below lists the domestic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

Wards Total Vehicle Sales m/m Feb 16.00m 16.63m ***

EST Speaker or event

13:00 Lael Brainard Speaks on Economic Outlook

14:00 Mary Daly Discusses Economic Club of New York President of the Federal Reserve Bank of San Francisco

District or position

Economic Releases

Fed Speakers or Events

Members of the Board of Governors

 
 

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.scmp.com/news/china/article/3123727/coronavirus-could-cost-china-us417-billion-2021-researchers-say?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20210302&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=60903873ea&MCAccountID=3775521f5f542047246d9c827&tc=8
https://www.scmp.com/news/china/article/3123727/coronavirus-could-cost-china-us417-billion-2021-researchers-say?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20210302&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=60903873ea&MCAccountID=3775521f5f542047246d9c827&tc=8
https://www.wsj.com/articles/investors-look-to-ecb-to-step-in-after-european-yields-rise-11614687151?mod=markets_lead_pos4
https://www.wsj.com/articles/investors-look-to-ecb-to-step-in-after-european-yields-rise-11614687151?mod=markets_lead_pos4
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jobless Rate m/m Jan 2.9% 2.9% 3.0% *** Equity and bond neutral

Job-To-Applicant Ratio m/m Jan 1.1 1.06 1.06 *** Equity and bond neutral

Capital Spending y/y 4Q -4.8% -10.6% -2.0% ** Equity and bond neutral

Monetary Base y/y Feb 19.6% 18.9% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 28-Feb 110.3 109.2 ** Equity and bond neutral

BoP Current Account Balance q/q 4Q A$14.5b A$10.0b A$13.0b ** Equity and bond neutral

Net Exports of GDP q/q 4Q -0.1 -2 -0.3 *** Equity and bond neutral

Building Approvals m/m Jan -19.4% 10.9% -2.0% ** Equity and bond neutral

New Zealand Terms of Trade Index q/q 4Q 1.3% -4.7% 1.0% ** Equity and bond neutral

EUROPE

Eurozone CPI Estimate y/y Feb 0.9% 0.9% 0.9% *** Equity and bond neutral

CPI Core y/y Feb P 1.1% 1.4% 1.1% *** Equity and bond neutral

Germany Retail Sales m/m Jan -4.5% -9.6% 0.3% ** Equity bearish, bond bearish

Unemployment Change (000's) m/m Feb 9.0k -41.0k -10.0k *** Equity bullish, bond bearish

Unemployment Claims Rate SA m/m Feb 6.0% 6.0% 6.0% *** Equity and bond neutral

UK Nationwide House PX m/m Feb 0.7% -0.3% -0.3% ** Equity bullish, bond bearish

AMERICAS

Mexico Remittances Total m/m Jan $3297.9m $3661.0m $3204.4m * Equity and bond neutral

Markit Mexico PMI Mfg m/m Feb 44.2 43.0 ** Equity and bond neutral

IMEF Manufacturing Index SA m/m Feb 49.1 50.2 ** Equity and bond neutral

IMEF Non-Manufacturing Index SA m/m Feb 49.4 47.6 ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 26-Feb 59.4 58.2 ** Equity bullish, bond bearish

 Current Account Balance q/q 4Q -$7.26b -$7.53b -$8.00b ** Equity and bond neutral

MLI Leading Indicator m/m Jan 0.1% 0.7% ** Equity and bond neutral

Markit Canada Manufacturing PMI m/m Feb 54.8 54.4 ** 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) 19 19 0 Up

3-mo T-bill yield (bps) 3 4 -1 Neutral

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 1.45 1.42 0.03 Neutral

Euribor/OIS spread (bps) -53 -53 0 Neutral

EUR/USD 3-mo swap (bps) 6 8 -2 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Up

franc Down Up

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.100% 0.100% 0.100% On forecast

RBA 3-Yr Yield Target 0.100% 0.100% 0.100% 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. 
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Price Prior Change Explanation

Brent $63.55 $63.69 -0.22%

WTI $60.61 $60.64 -0.05%

Natural Gas $2.79 $2.78 0.54%

Crack Spread $19.13 $19.11 0.10%

12-mo strip crack $16.78 $16.83 -0.25%

Ethanol rack $1.87 $1.87 -0.21%

Gold $1,727.38 $1,725.04 0.14%

Silver $26.28 $26.57 -1.09%

Copper contract $415.45 $411.30 1.01%

Corn contract 533.75$       538.25$       -0.84%

Wheat contract 653.50$       650.25$       0.50%

Soybeans contract 1,384.25$    1,391.25$   -0.50%

Baltic Dry Freight 1651 1675 -24

Actual Expected Difference

Crude (mb) -1.3

Gasoline (mb) -1.8

Distillates (mb) -3.8

Refinery run rates (%) 4.00%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer than normal temperatures over the 

entire eastern two-thirds of the country, but especially in the Upper Midwest.  Temperatures are 

expected to be lower than normal in the Pacific region.  The forecast calls for wetter than normal 

conditions for most of the country, with dry conditions throughout the Southeast and Upper 

Northwest region. 
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Data Section 
 

U.S. Equity Markets – (as of 3/1/2021 close) 

 

  
-20.0% 0.0% 20.0% 40.0%

Consumer Staples
Utilities

Healthcare
Consumer Discretionary

Technology
Real Estate

S&P 500
Materials

Industrials
Communication Services

Financials
Energy

YTD Total Return

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

Real Estate

Consumer Staples

Healthcare

Utilities

Consumer Discretionary

S&P 500

Materials

Communication Services

Industrials

Energy

Financials

Technology

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 3/1/2021 close) 

 

-10.0% 0.0% 10.0% 20.0%

US Corporate Bond

US Government Bond

Cash

US High Yield

Foreign Developed ($)

Real Estate

Large Cap

Foreign Developed (local currency)

Emerging Markets ($)

Emerging Markets (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 

 

February 26, 2021 
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Based on our methodology,1 the current P/E is 26.1x, unchanged from last week. 

 
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. 


