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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: May 4, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is currently sideways from its prior close.  In Asia, the MSCI Asia Apex 50 closed 

up 0.2%.  Chinese markets were lower, with the Shanghai Composite down 0.8% from its prior 

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

open.  With 302 companies having reported, the S&P 500 Q1 2021 earnings stand at $47.00, 

higher than the $37.94 forecast for the quarter.  The forecast reflects a 23.3% increase from Q1 

2020 earnings.  Thus far this quarter, 87.7% of the companies have reported earnings above 

forecast, while 10.3% have reported earnings below forecast.   

 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

• Weekly Geopolitical Report (5/3/2021): The Geopolitics of Taiwan: Part I 

• Weekly Energy Update (4/29/2021)  

• Asset Allocation Weekly (4/30/2021) (no associated chart book and podcast this week) 

• Confluence of Ideas podcast (4/30/2021): “The U.S.-China Balance of Power: Part II” 

 

In today’s Comment, we open with yet another Federal Reserve official hammering home the 

message that U.S. monetary policy is likely to remain loose for as far as the eye can see.  Besides 

that, it’s been a relatively slow news day, but we did find several tidbits from overseas that could 

touch on the markets today.  Finally, we close with a review of the latest coronavirus pandemic 

news. 

 

U.S. Monetary Policy:  In remarks yesterday, New York FRB President Williams told the Fed’s 

party line that while the U.S. economy is likely to have a very strong year ahead, there isn’t yet 

an imminent need for the central bank to pull back on its aggressive levels of monetary policy 

support.  According to Williams, "We are still far from our goals of maximum employment and 

price stability . . . Let me emphasize that the data and conditions we are seeing now are not 

nearly enough for the FOMC to shift its monetary policy stance.”  The remarks underscore the 

policymakers’ intent to keep interest rates ultralow and asset purchases high for the foreseeable 

future, which we expect to continue supporting risk assets. 

 

U.S. Financial Services Industry:  In a speech yesterday, Federal Reserve Chair Powell said 

rules requiring banks to lend in the low-income communities where they have branches should 

be extended to cover all firms providing consumer credit.  The remarks signal Powell’s support 
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for efforts to overhaul the more-than-40-year-old Community Reinvestment Act to encompass 

non-banks that increasingly provide the bulk of the credit to individual borrowers, particularly in 

the $11 trillion mortgage market. 

 

Japan:  Former Prime Minister Abe urged members of his Liberal Democratic Party to re-elect 

his successor, Prime Minister Suga, as head of the party when his term ends in September.  As 

Chief Cabinet Secretary, Suga has served as Abe’s right-hand man and the public face of the Abe 

administration since 2012, but some have speculated that a rift has emerged between the two.  

Suga has also come under fire for the government’s COVID-19 response.  Public dissatisfaction 

has grown as vaccine rollouts have been slow, and the country is still struggling to stem rising 

coronavirus cases.  Political instability at the top of the Japanese government would likely be at 

least a short-term negative for Japanese equities. 

 

Germany:  Police in Berlin have arrested a suspected far-right extremist who they say sent 

dozens of death threats to German politicians signed with the name “NSU 2.0” — a reference to 

a notorious neo-Nazi group from the 1990s.  The case has made huge waves in Germany and 

rung alarm bells about the growing strength of the far right. 

 

China-Philippines:  Although Philippine President Duterte has tried to play nice with China 

despite its infringement on Philippine waters, it appears some members of his administration 

haven’t gotten the memo and have decided to push back.  In a tweet yesterday, Foreign Minister 

Locsin wrote, “China, my friend, how politely can I put it? Let me see… O… GET THE F–K 

OUT” of Philippine waters in the South China Sea. 

 

COVID-19:  Official data show confirmed cases have risen to 153,632,236 worldwide, with 

3,215,270 deaths.  In the United States, confirmed cases rose to 32,472,596, with 577,565 deaths.  

Vaccine doses delivered in the U.S. now total 312,509,575, while the number of people who 

have received at least their first shot totals 147,517,734.  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 49,000 yesterday, almost 

matching the seven-day moving average of 49,209 but still much lower than the 14-day 

moving average of 53,686.  New deaths related to the virus came in at a moderate 455.  

Meanwhile, while the pace of vaccinations has slowed recently, the CDC reported that 

more than 40% of U.S. residents are currently fully inoculated against the disease. 

• The vaccine from Pfizer (PFE, USD, 39.83) will likely be approved for use in young 

people aged 12 to 15 by sometime next week, according to sources familiar with the 

process.  If so, it would help keep the mass vaccination drive in the U.S. in high gear 

despite some recent slowing. 

• In New York and New Jersey, state officials said they are lifting most capacity limits on 

businesses as more people get vaccinated and infections continue to decline. Capacity 

limits will end May 19 for retail stores, restaurants, gyms, amusement parks, salons, 

barbershops, offices, museums, and theaters. 
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• Tourist meccas like New Orleans and Las Vegas are already reporting a surge of visitors 

as they open up.  The rebound in tourism appears to be a sign of the major snapback 

expected in much of the nation’s service industries, as pandemic restrictions are lifted. 

• In Germany, the government has prepared legislation saying that people who have been 

inoculated against COVID-19 or have recovered from the disease will no longer be 

subject to curfews or restrictions on social gatherings beginning as early as this week.  

Despite concerns that the move could discriminate against younger people who are still 

months away from being able to get a vaccination, Justice Minister Lambrecht argued 

that since vaccinated people no longer present a health risk to others, the curbs on their 

fundamental rights must be lifted. 

• As the pandemic worsens in India, officials in Africa worry they could face a similar fate.  

In total, Africa has received just 32 million vaccine doses, of which about 18 million 

have made it into people’s arms. Doses from the multilateral Covax program make up the 

bulk of jabs deployed so far, but supply has dried up after New Delhi blocked exports by 

the Serum Institute of India to battle its own outbreak. 

• To justify its decision last week to deny emergency approval for Russia’s Sputnik V 

vaccine, a high-ranking official in Brazil’s health authority said the agency has doubts 

about the compound’s safety and efficacy.  For example, the official inquired about the 

methodology used in the vaccine’s clinical trials and complained that Russia was 

defensive when questioned by the agency.  Frustrated with the growing infection rate in 

Brazil, several medical groups in the country are trying to develop their own home-grown 

vaccines. 

 

Economic and Financial Market Impacts 

• With pandemic monetary policy responses driving interest rates lower all over the world, 

even conservative German savers have turned to the stock market. 

 

U.S. Policy Response 

• As anticipated, after the Fed allowed looser capital rules on U.S. banks to expire at the 

end of March, major institutions have been pushing large corporate clients to shift their 

deposits into money market funds.  The benefit for the banks is that they earn a fee for 

managing the money funds, but the deposits are not counted in the supplementary 

leverage ratio that determines how much capital they need to hold. 

 

U.S. Economic Releases  

In March, the trade deficit jumped, as a boost in consumption led to an increase in imports.  The 

trade deficit rose from $70.5B to $74.5B.  The report came in above expectations of $74.1B. 
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The chart above shows the level of the trade balance.  The growth in the trade deficit was due to 

the rise in imports outweighing the rise in exports.  A substantial surge in imports helped drive 

the non-petroleum goods deficit to its highest level on record.  We suspect that the need for 

inventory has led to the strong demand for textile and mechanical goods from abroad. As the 

chart below shows, there was a steep rise in manufacturing imports. 
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Lastly, the widening deficit is also due to a persistent slowdown in export services.  As the chart 

below shows, services remain well below pre-pandemic levels.  This is likely the result of a 

slower than expected global recovery.  If this continues, net exports could be a drag on GDP. 

 

 
 

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

 

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m Apr 60.7 60.6 ***

10:00 Construction Spending m/m Mar 1.7% -0.8% **

10:00 ISM Manufacturing m/m Apr 65 64.7 **

10:00 ISM Prices Paid m/m Apr 86.1 85.6 **

10:00 ISM New Orders m/m Apr 69.5 68 ***

10:00 ISM Employment m/m Apr 59.6 **

10:00 Wards Total Vehicle Sales m/m Apr 17.60m 17.75m **

EST Speaker or event

14:20 Jerome Powell Holds Press Conference following  Meeting Chairman of Board of Governors of Federal Reserve

District or position

Economic Releases

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 
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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

Australia ANZ Roy Morgan Consumer Confidence w/w 2-May 112.7 112.4 *** Equity and bond neutral

Trade Balance m/m Mar A$5574m A$7529m A$8200m ** Equity bearish, bond bullish

New Zealand Average Hourly Earnings q/q 1Q 18.4% 1.1% 0.7% ** Equity bullish, bond bearish

EUROPE

France Budget Balance YTD m/m Mar -60.1b -47.5b ** Equity and bond neutral

UK Markit UK PMI Manufacturing SA m/m Apr 60.9 60.7 60.7 ** Equity and bond neutral

Consumer Credit y/y Mar -8.6% -9.9% * Equity and bond neutral

Net Lending Sec. on Dwellings m/m Mar 11.8b 6.2b 5.8b ** Equity bullish, bond bearish

Mortgage Approvals m/m Mar 82.7k 87.7k 86.5k ** Equity and bond neutral

M4 Money Supply YoY y/y Mar 10.8% 13.6% * Equity and bond neutral

Money Supply M4 MoM m/m Mar 0.6% 0.8% * Equity and bond neutral

Russia Markit Russia PMI Mfg m/m Apr 50.4 51.1 51.5 * Equity bearish, bond bullish

AMERICAS

Canada Bloomberg Nanos Confidence w/w 30-Apr 63.6 63.5 ** Equity and bond neutral

MLI Leading Indicator m/m Mar 1.4% 0.2% ** Equity and bond neutral

Markit Canada Manufacturing PMI m/m Apr 57.2 58.5 ** Equity and bond neutral

Mexico Remittances Total m/m Mar $4151.9m $3173.5m $3805.8m * Equity bullish, bond bearish

Markit Mexico PMI Mfg m/m Apr 48.4 45.6 ** Equity and bond neutral

IMEF Manufacturing Index SA m/m Apr 50.3 50.7 51.1 ** Equity and bond neutral

IMEF Non-Manufacturing Index SA m/m Apr 53.2 52.8 53.0 ** 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) 18 18 0 Up

3-mo T-bill yield (bps) 0 1 -1 Neutral

TED spread (bps) 18 17 1 Up

U.S. Libor/OIS spread (bps) 9 8 1 Up

10-yr T-note (%) 1.62 1.60 0.02 Neutral

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

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

Currencies

dollar Up Down

euro Down Up

yen Down Up

pound Down Up

franc Down 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. 
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Price Prior Change Explanation

Brent $68.86 $67.56 1.92% Demand Optimism

WTI $65.67 $64.49 1.83%

Natural Gas $2.96 $2.97 -0.34%

Crack Spread $22.39 $21.77 2.87%

12-mo strip crack $19.99 $19.54 2.27%

Ethanol rack $2.51 $2.51 0.17%

Gold $1,783.63 $1,792.88 -0.52%

Silver $26.81 $26.91 -0.37%

Copper contract $452.35 $452.85 -0.11%

Corn contract $688.25 $679.50 1.29%

Wheat contract $718.00 $718.00 0.00%

Soybeans contract $1,533.00 $1,524.00 0.59%

Baltic Dry Freight 3053 3007 46

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 0.7

Distillates (mb) -1.3

Refinery run rates (%) 0.50%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

Southwest through the Deep South, and cooler than normal temperatures throughout the North.  

The forecast calls for wetter conditions throughout the northern region, with drier temperatures 

for the rest of the country. 
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Data Section 
 

U.S. Equity Markets – (as of 5/3/2021 close) 

 

  
0.0% 20.0% 40.0%

Consumer Staples
Utilities

Healthcare
Technology

Consumer Discretionary
S&P 500

Materials
Industrials

Communication Services
Real Estate

Financials
Energy

YTD Total Return

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

Communication Services

Consumer Discretionary

Technology

Real Estate

Utilities

S&P 500

Financials

Consumer Staples

Industrials

Healthcare

Materials

Energy

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 5/3/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Foreign Developed (local currency)

Large Cap

Small Cap

Commodities

Real Estate

Mid 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 

 

April 29, 2021 
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Based on our methodology,1 the current P/E is 25.6x, down 0.1x 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 (Q3 and Q4) and two estimates (Q1 and Q2). 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. 


