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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 11, 2021—9:30 AM EDT] Global equity markets are mostly lower this morning.  

The EuroStoxx 50 is currently down 2.0% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed down 2.0%.  Chinese markets were higher, with the Shanghai Composite up 0.4% from 

its prior close and the Shenzhen Composite up 0.4%.  U.S. equity index futures are signaling a 

lower open.  With 452 companies having reported, the S&P 500 Q1 2021 earnings stand at 

$48.30, higher than the $37.94 forecast for the quarter.  The forecast reflects a 23.3% increase 

from Q1 2020 earnings.  Thus far this quarter, 86.9% of the companies have reported earnings 

above forecast, while 11.3% 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 (5/10/2021): The Geopolitics of Taiwan: Part II 

• Weekly Energy Update (5/6/2021)  

• Asset Allocation Weekly (with associated podcast and chart book) (5/7/2021)  

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

 

In today’s Comment, we open with the latest on the Colonial Pipeline ransomware hack.  We 

then turn to a variety of news items relating to the global energy industry, international relations, 

eurozone monetary policy, Chinese population data, and the Israeli-Palestinian conflict.  We end 

with the latest developments on the coronavirus pandemic. 

 

Colonial Pipeline Hack:  U.S. cybersecurity officials said they have been investigating the 

DarkSide ransomware used in the Colonial Pipeline hack since last October and that it 

constitutes a commercial-style “software as a service” model.  In other words, DarkSide sells the 

right to use the ransomware to other criminal groups, who then share any proceeds from its use 

with the DarkSide developers. 

• It remains unclear whether Colonial has paid or is planning to pay the hackers to release 

the company’s data.  Biden administration officials have opened a debate on how 

companies should handle such ransom attacks in the future.  Of course, the Colonial hack 

will also invigorate other industry-led efforts to harden companies’ cyber defenses, as 

outlined here. 

• Meanwhile, Colonial said it is working on a plan to phase operations back in by the end 

of the week.  If the pipeline remains substantially shut beyond that, there would be an 
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increased chance on the East Coast and elsewhere of panic buying or significant price 

hikes for gasoline and other refined products. 

 

Global Energy Industry:  The International Energy Agency today issued a report showing 

renewable power capacity grew at its fastest pace this century in 2020, with a rise of more than 

45% from the prior year.  The increase of 280 gigawatts was driven partly by a rush to complete 

projects before government subsidies elapsed in China, the U.S., and Vietnam.  All the same, the 

data illustrate the extent to which the build-out of renewable power capacity is now well 

entrenched and has become a phenomenon that investors probably can’t ignore. 

• According to the IEA, renewables were the only energy source for which demand 

increased in 2020, with COVID-19 lockdowns hitting consumption of all other fuels as 

government restrictions shut factories, grounded planes, and kept people at home. 

• The agency also raised its 2021 and 2022 capacity growth forecasts by around 25%, with 

an addition of 270 gigawatts in capacity expected this year and 280 gigawatts next year. 

 

United States-Japan:  Sources say President Biden has chosen Rahm Emanuel to be the next 

U.S. ambassador to Japan.  A close confidante of the president, Emmanuel is a former Illinois 

congressman, mayor of Chicago, and chief of staff to President Obama.  His nomination, 

therefore, would resurrect a U.S. tradition of sending influential former lawmakers to Tokyo, 

which Japanese leaders have appreciated because of their perceived gravitas and direct access to 

the White House. 

 

United States-Iran:  In the third such incident in the last five weeks, a U.S. ship was forced to 

fire warning shots against a swarm of Iranian fast-attack boats that were harassing it in the 

Persian Gulf yesterday.  The Iranian moves are likely an effort to pressure the Biden 

administration for concessions amid talks in Vienna over restarting the 2015 deal limiting Iran’s 

nuclear program.  Even though none of the incidents so far has resulted in damage, the 

aggressive moves are risky and could lead to bloodshed that seriously escalates into a crisis, in 

which case global oil prices would likely spike. 

 

Eurozone:  Ollie Rehn, the chief of the Finnish Central Bank and a board member of the ECB, 

said in an interview with the Financial Times that the ECB should follow the lead of the U.S. 

Federal Reserve by accepting an overshoot of its inflation target to make up for years of sluggish 

price growth.  In the interview, Rehn argued that changes in the eurozone labor market and the 

world economy had weakened wage inflation pressures, meaning lower levels of unemployment 

wouldn’t necessarily spark rapid inflation.  Although it’s not clear whether the ECB would take 

such an explicit stance as the Fed, the argument by Rehn offers additional evidence that 

monetary policymakers around the globe may tolerate higher inflation and hold interest rates 

lower for longer than investors envision.  Indeed, Isabel Schnabel, an executive director at the 

ECB, separately sought to soothe concerns about an expected increase in German inflation above 

3%, saying such a rise was unlikely to cause a tightening of monetary policy. 

 

China:  After an unusual delay, the government finally released the results of its 2020 census 

and said the country’s population grew to 1.41 billion last year.  However, the annual increase 

was marginal, and the data show that the country’s population growth rate averaged just 0.6% 
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per year over the last decade (essentially matching the U.S. growth rate).  As in major 

economies, the culprit to the population slowdown has been a steep drop in births.  Falling birth 

rates are also pushing up average ages around the world, which will tend to retard economic 

growth and inflation over the longer term. 

 

Israel:  Apparently reacting to an Israeli-Palestinian housing dispute, Palestinian demonstrators 

have been rioting in central Jerusalem, and Hamas forces have fired rockets into Israel.  In 

response, Israeli security forces are clamping down on the rioters, and Israeli warplanes are 

attacking Palestinian sites in the Gaza Strip. 

 

COVID-19:  Official data show confirmed cases have risen to 159,031,885 worldwide, with 

3,306,038 deaths.  In the United States, confirmed cases rose to 32,744,471, with 582,162 deaths.  

Vaccine doses delivered in the U.S. now total 329,843,825, while the number of people who 

have received at least their first shot totals 152,819,904.  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 35,000 yesterday, but that was 

still far below both the seven-day moving average of 40,873 and the 14-day moving 

average of 45,041.  New infections are now running at their lowest level in 11 months.  

New deaths related to the virus remained relatively low at 401.  Meanwhile, the U.S. 

mass vaccination program continues, with 34.8% of the total population now fully 

vaccinated. 

• For the first time since the pandemic began, fewer than half of Americans (43%) see 

returning to their "normal" pre-coronavirus lives as risky, according to a new poll from 

Axios/Ipsos.  The finding lends support to the notion that consumers will soon embrace 

getting back to something like normal, which should give a significant boost to the 

economy. 

• The FDA has approved giving the vaccine developed by Pfizer (PFE, $39.86) to children 

as young as 12, compared with the previous minimum age of 16.  The approval was 

granted in response to a trial of the shot in about 2,500 adolescents.  The move could 

reinvigorate the nation’s mass vaccination program and allow millions of kids to be 

vaccinated before summer activities like camps and swimming lessons. 

• In contrast with the good news on the Pfizer vaccine, Novavax (NVAX, $160.50) said it 

would have to delay applying for the authorization of its vaccine until the end of 

September due to slow progress in its clinical trials.  In addition, the company said raw 

material and other shortages would prevent it from reaching full production of the 

vaccine until the fourth quarter.  The news will likely delay some vaccination programs, 

especially in poorer, less developed countries that are banking on the Novavax shot. 

• The World Health Organization designated the new B.1.617 variant first noticed in India 

as a “variant of concern” because it may be more transmissible than other mutations. 

https://www.wsj.com/articles/china-says-its-population-rose-slightly-in-2020-11620698964?mod=hp_lead_pos4
https://www.ft.com/content/4585d6dd-8a54-4ef3-b872-78924ac3b874
https://www.nytimes.com/live/2021/05/10/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
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https://www.wsj.com/articles/novavax-covid-19-vaccine-development-manufacturing-faces-delay-company-says-11620688615
https://www.wsj.com/articles/novavax-covid-19-vaccine-development-manufacturing-faces-delay-company-says-11620688615
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o However, the advisory didn’t take a stand on whether the variant would be any 

less controllable with current vaccines. 

o Other mutations carrying the same designation are the B.1.1.7 variant first 

discovered in England, the B.1.35 variation first found in South Africa, and the 

P.1 variant first found in Brazil. 

• Infections remain at catastrophic levels in India, and Prime Minister Modi’s 

administration continues to bicker with state governments over insufficient supplies of 

oxygen and other medical goods.  As a result, the Supreme Court said it is establishing a 

task force to better allocate needed supplies to states and hospitals.  The move comes 

after the court has criticized the government over its handling of the pandemic. 

 

Economic and Financial Market Impacts 

• As further evidence that the post-pandemic inflation surge is gathering force, China’s 

April producer price index (PPI) was up 6.8% year-over-year, beating expectations and 

accelerating from a rise of 4.4% in the year through March.  In fact, the increase was the 

strongest in more than three years.  So far, however, wholesale inflation in China hasn’t 

yet had a large impact on consumer inflation.  The April Consumer Price Index (CPI) was 

up just 0.9% year-over-year, for its strongest gain in seven months. 

• Soaring commodity prices and supply shortages have driven up shipping costs as well.  

The Baltic Dry Index, which tracks rates for the three largest classes of ships, has risen to 

its highest level in more than a decade, soaring over 700% in the last year. 

 

U.S. Economic Releases  

Small business optimism rose to a five-month high in April. The National Federation of 

Independent Business (NFIB) increased its index from 98.2 to 99.8 as more respondents 

expressed confidence in their ability to raise selling prices and increase capital spending.  

Despite the strong reading, the index came in below expectations of 100.2 

 

https://www.ft.com/content/d377c611-d79d-4dd6-b740-d1c418b4b23c
https://www.ft.com/content/d377c611-d79d-4dd6-b740-d1c418b4b23c
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The chart above shows the NFIB Small Business Optimism Index.  
 

The table below lists the economic releases and Fed event scheduled for the rest of the day. 

 

10:00 JOLTS Job Openings m/m may 7500K 7367K **

EST Speaker or event

10:30 John Williams Makes at SOFR Symposium President of the Federal Reserve Bank of New York

12:00 Lael Brainard Discusses Economic Outlook

13:00 Mary Daly Speaks at Community Bankers Event President of the Federal Reserve Bank of San Francisco

13:15 Raphael Bostic Speaks to Rotary Club of Alexandria Louisiana President of the Federal Reserve Bank of Atlanta

14:00 Neel Kashkari Speaks Economic Outlook President of the Federal Reserve Bank of Minneapolis

14:30 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Household Spending y/y Mar 6.2% -6.6% 1.5% *** Equity bullish, bond bearish

China CPI y/y Apr 0.9% 0.4% 1.0% *** Equity and bond neutral

PPI y/y Apr 6.8% 4.4% 6.5% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 9-May 111.6 112.7 ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Apr -1.2% 2.8% * Equity bearish, bond bullish

Card Spending Retail m/m Apr 4.0% 0.9% *** Equity and bond neutral

Card Spending Total m/m Apr 4.0% 2.0% *** Equity and bond neutral

EUROPE

Eurozone ZEW Survey Expectations m/m May 84.0 66.3 ** Equity and bond neutral

Germany Wholesale Price Index m/m Apr 1.1% 1.7% ** Equity and bond neutral

ZEW Survey Expectations m/m May 84.4 70.7 72.0 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m May -40.1 -48.8 -41.6 ** Equity and bond neutral

Italy Industrial Production m/m Mar -0.1% 0.2% 0.4% *** Equity bearish, bond bullish

UK BRC Sales Like-For-Like y/y Apr 40% 20.3% * Equity bullish, bond bearish

AMERICAS

Brazil FGV CPI IPC-S w/w 7-May 0.3% 0.2% *** Equity and bond neutral

Trade Balance Weekly w/w 9-May $2162m $1767m ** Equity bullish, bond bearish

Canada Bloomberg Nanos Confidence w/w 7-May 63.9 63.6 ** Equity and bond neutral

Mexico Nominal Wages m/m Apr 5.5% 5.5% ** 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) 16 16 0 Up

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

TED spread (bps) 16 15 1 Up

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

10-yr T-note (%) 1.61 1.60 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 2 2 0 Down

Currencies

dollar Down Down

euro Up Up

yen Flat Up

pound Up 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. 
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Price Prior Change Explanation

Brent $67.99 $68.32 -0.48%

WTI $64.57 $64.92 -0.54%

Natural Gas $2.91 $2.93 -0.65%

Crack Spread $23.21 $23.00 0.93%

12-mo strip crack $20.81 $20.64 0.83%

Ethanol rack $2.80 $2.81 -0.38%

Gold $1,837.98 $1,836.07 0.10%

Silver $27.42 $27.31 0.43%

Copper contract $478.95 $471.60 1.56%

Corn contract $711.25 $711.75 -0.07%

Wheat contract $734.00 $730.50 0.48%

Soybeans contract $1,589.75 $1,587.50 0.14%

Baltic Dry Freight 3240 3183 57

Actual Expected Difference

Crude (mb) 1.8

Gasoline (mb) -0.2

Distillates (mb) -1.5

Refinery run rates (%) 0.30%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

 

Weather 
 

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

the country, with cooler than normal temperatures on the West Coast.  The forecast calls for wet 

conditions in the North Central region of the country, with drier conditions throughout the 

Southwest and East Coast regions. 
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Data Section 
 

U.S. Equity Markets – (as of 5/10/2021 close) 

 

  
0.0% 20.0% 40.0% 60.0%

Technology
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Utilities
Consumer Discretionary
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S&P 500
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Real Estate
Industrials
Materials
Financials

Energy

YTD Total Return

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

Technology

Communication Services

Consumer Discretionary

S&P 500

Materials

Financials
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Energy

Industrials

Healthcare

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 5/10/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed ($)

Large Cap

Small Cap

Foreign Developed (local currency)

Real Estate

Mid Cap

Commodities

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 

 

May 6, 2021 
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P/E as of 5/5/2021 = 25.1x

 
 

Based on our methodology,1 the current P/E is 25.1x, down 0.5x from last week.  Rising earnings 

led to the decline in 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 (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. 


