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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 13, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is currently up 1.6% from its prior close.  In Asia, the MSCI Asia Apex 50 closed 

down 1.7%.  Chinese markets were lower, with the Shanghai Composite down 1.0% from its 

prior close and the Shenzhen Composite down 0.8%.  U.S. equity index futures are signaling a 

flat to higher open.  With 456 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, 86.8% of the companies have reported earnings 

above forecast, while 11.4% 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 (5/13/2021)  

• 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” 

 

Good morning.  Our coverage begins with a few comments about yesterday’s CPI report.  We 

take a quick look at the deteriorating situation in Israel.  The Colonial pipeline has reopened.  

Economic and policy news follows, with China news next.  The international roundup comes 

after that, and we close with the pandemic update.   

 

About that inflation data:  Yesterday’s CPI data was clearly a surprise.  Although we expect 

prices to accelerate into late summer, the surprise effect will diminish over time.  Usually, 

economists overcompensate when they miss widely, so even with rising CPI in the coming 

months, the market reaction should be lessened.  As we have warned before, base effects from 

last year would tend to boost inflation this year.  April data showed that and then some.  

However, some of the price spikes won’t last.  Rising prices will eventually lift supply and will 

probably curtail demand.   

 

Here’s another way of looking at the data.  Since an event last year affected the yearly 

comparisons, it might make sense to look at the price changes from two years ago.  That data 

suggests an increase, but nothing that indicates an outlier.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/category/weekly-geopolitical-report/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_may_13_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_7_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_29_2021.pdf
https://finance.yahoo.com/news/3-things-that-saw-highest-price-increases-this-month-154547642.html
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The Fed’s position is that the increase we are seeing in inflation is transitory.  We tend to agree 

with this position.  Rising prices will trigger a supply response and bring down prices at some 

point.  However, there is a risk to this position, which is that inflation expectations change.  If 

households begin to buy now for fear of higher future prices and firms begin to treat inventory as 

an asset, inflation could become a much more serious problem.  We don’t think that is happening 

yet, but we are watching closely. 

 

Clearly markets were not happy.  Outside of shorting, there really was no area of the market that 

hasn’t suffered over the past few days.  Rising yields boosted the dollar and depressed 

commodities, stocks, and bond prices.  In equities, the market has become richly valued, so a 

period of pullback isn’t the worst thing.   

 

The FOMC is getting the first real test of its shift to a focus on labor markets and less emphasis 

on inflation control.  There will be increasing worries about the Fed allowing inflation 

expectations to get out of hand.  We think it is more likely that we see a few months of elevated 

inflation followed by a moderation.  Current Fed policy will, over time, raise inflation, but there 

are several long-term factors that will continue to weigh on keeping inflation under wraps.  

These include aging demographics, the preponderance of intangible investment and capital, 

inequality, and the openness to trade.  We do expect the latter two factors to reverse eventually, 

but for now, they remain factors that will dampen inflation. 

 

The Israel problem:  There is a persistent level of tension between Israel and the Palestinians.  

When violence flares, it can be tricky to determine whether the situation is a short-term event or 

something more serious.  The current one is starting to worry us.  The tensions are ostensibly 

about the eviction of a group of Palestinians from East Jerusalem to allow Israeli settlers to move 

in.  The broader situation appears to be tied to a conflict between Hamas and Palestinian 

Authority.  The Palestinians were expected to hold elections this year, and Hamas was projected 

to gain power, mostly due to divisions within Fatah.  To prevent this from occurring and to 

remain in power, the leader of the Palestinian Authority, Mahmoud Abbas, postponed the vote.  

This decision has led Hamas to try to find a way to retaliate against Abbas.  It appears Hamas has 

https://www.nytimes.com/live/2021/05/12/world/israel-jerusalem-gaza?campaign_id=51&emc=edit_mbe_20210513&instance_id=30726&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=57923&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.nytimes.com/2021/05/09/world/middleeast/israeli-court-palestinian-families-east-jerusalem.html?smid=url-share
https://www.pcpsr.org/sites/default/files/Poll%2079%20English%20fulltext%20March%202021.pdf
https://www.pcpsr.org/sites/default/files/Poll%2079%20English%20fulltext%20March%202021.pdf
https://www.gzeromedia.com/will-palestinians-get-to-vote
https://www.bbc.com/news/world-middle-east-56929547


 

 

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

www.confluenceinvestment.com 

 3 

decided to attack Israel using the evictions as a reason.  Unfortunately, the fighting is escalating 

rather quickly.  Casualties are occurring on both sides as Hamas fires volleys of rockets into 

Israel from Gaza, and the IDF retaliates with airstrikes.  Civil unrest in Jerusalem is leading to 

additional casualties.  There is also increasing unrest in Arab parts of Israel and Israeli cities.   

 

As the violence increases, outside parties are being drawn in.  The U.S. is reluctantly becoming 

involved, with President Biden offering support for Israel.  Turkey and Russia are calling for 

peacekeepers, something Israel will oppose.  Complicating matters is the uncertainty surrounding 

the Israeli government.  Successive U.S. presidents have been trying to reduce American 

involvement in the region, in part, to focus on the great power competition with China.  This 

tragedy could undermine the Biden administration’s domestic agenda.  There is one other 

interesting factor; the silence from the Arab states that has been improving relations with Israel is 

notable.  The Abraham Accords have changed the diplomatic situation in the Middle East, 

meaning that the Palestinians can no longer rely on support from these nations during uprisings.  

That factor may reduce the duration of the current tensions. 

 

Colonial pipeline:  The pipeline managers announced that operations have restarted.  That’s 

good news.  The bad news is the flow in the line is between three to five miles per hour, meaning 

it will be several days before product begins to flow at adequate levels.  Meanwhile, gas lines, 

reminiscent of the 1970s, have emerged.  The southeast appears to be seeing the fastest price 

increases.  We should see supply issues improve by the end of next week. 

 

An observation:  The Colonial pipeline, the inflation spike, and the tensions in Israel all have 

one common effect—they will tend to become a distraction for the administration’s policy 

progress.  All new presidents enter office with plans.  But, as Clausewitz noted, “No campaign 

plan survives the first contact with the enemy.”  Although these events are not all related, they do 

show that governments operate under conditions that can distract and delay policy progress.  

Given that political capital is perishable, such events make it difficult to meet policy goals. 

 

Economics and policy:  Comments on crypto assets and credit cards. 

• As crypto assets become more widely adopted, regulators are warning investors to be 

careful about what they are investing in.  One of our concerns is that the financial system 

tends to deploy leverage in ways that can be difficult to monitor.  If crypto assets are 

leveraged, they could go from a useful diversion of liquidity to an asset without ties to the 

rest of the economy to a factor that may affect the broader financial system.  In other 

words, there may be more risk to a sharp drop (or for that matter, a sharp rise) in crypto 

asset prices if leverage is involved. 

o Block.one is starting a new crypto exchange with high-profile backing. 

o Tesla (TSLA, USD, 589.89) announced, due to environmental concerns, it will no 

longer accept bitcoin for payment.   

o Facebook (FB, USD, 302.55) announced it will restart its Libra crypto project, 

with changes designed to address regulator concerns.   

• We are seeing steady signs that the stimulus checks are being saved or used to reduce 

debt.  Banks are worried about the decline in credit card balances, which would reduce 

https://www.bbc.com/news/world-middle-east-57083595
https://www.ft.com/content/4585d6dd-8a54-4ef3-b872-78924ac3b874?emailId=609b598d0a1af000041a731e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.haaretz.com/israel-news/gaza-flare-up-teen-father-killed-in-city-of-lod-as-central-israel-comes-under-gaza-1.9796891
https://www.nytimes.com/2021/05/11/world/middleeast/israel-gaza-airstrikes.html?smid=url-share
https://www.cnn.com/2021/05/11/middleeast/israel-gaza-airstrikes-rockets-intl/index.html
https://www.timesofisrael.com/police-burst-into-temple-mount-compound-as-hundreds-riot-after-ramadan-prayers/
https://www.jpost.com/israel-news/border-police-officers-diverted-to-lod-amid-violent-protests-667894
https://www.timesofisrael.com/liveblog-may-12-2021/
https://www.nytimes.com/2021/05/12/world/middleeast/israeli-palestinian-conflict-gaza-hamas.html?smid=url-share
https://www.nytimes.com/2021/05/12/world/middleeast/gaza-israel-palestinians.html?smid=url-share
https://www.nytimes.com/live/2021/05/11/us/biden-news-today/violence-in-israel-challenges-bidens-stand-back-approach
https://www.politico.com/news/2021/05/12/state-dept-israel-palestine-487593?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.dailysabah.com/politics/diplomacy/erdogan-putin-discuss-israeli-attacks-sputnik-v-delivery-in-call
https://www.ft.com/content/b6ac99ea-d7c6-49dd-b7d7-1284ce2e85c0?emailId=609ce2bca0bc8600046f13b4&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.politico.com/news/2021/05/12/colonial-pipeline-restarts-operations-after-cyberattack-487675?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.nytimes.com/2021/05/12/business/energy-environment/pipeline-shutdown-latest-news.html?smid=url-share
https://www.nytimes.com/2021/05/12/business/energy-environment/pipeline-shutdown-latest-news.html?smid=url-share
https://www.ft.com/content/a92953e5-47de-4f08-8f53-46eb8c734d06?emailId=609ce2bca0bc8600046f13b4&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/a92953e5-47de-4f08-8f53-46eb8c734d06?emailId=609ce2bca0bc8600046f13b4&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.sec.gov/news/public-statement/staff-statement-investing-bitcoin-futures-market?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/c982082b-c890-4880-b438-f8b3cae83a4b?emailId=609b598d0a1af000041a731e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://finance.yahoo.com/news/bitcoin-sinks-after-elon-musk-says-tesla-will-not-accept-the-digital-coin-for-transactions-223139231.html
https://finance.yahoo.com/news/bitcoin-sinks-after-elon-musk-says-tesla-will-not-accept-the-digital-coin-for-transactions-223139231.html
https://www.wsj.com/articles/facebook-backed-digital-currency-project-revamps-to-address-u-s-regulators-concerns-11620854340?st=wej14x5mk4xvdlt&reflink=desktopwebshare_permalink
https://www.axios.com/42-us-households-saved-last-stimulus-check-1fd4f39b-268a-4987-86e4-e5a4b706ba5a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/42-us-households-saved-last-stimulus-check-1fd4f39b-268a-4987-86e4-e5a4b706ba5a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/credit-card-debt-keeps-falling-banks-are-on-edge-11620725580?st=s49rhgzhxycstp8&reflink=desktopwebshare_permalink
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the interest income from this lending.  Interestingly enough, banks are looking to issue 

credit cards to those without a credit score.  Although this effort is being framed as a way 

to help the “unbanked,” we wonder if it is more about reviving a slumping business. 

• Further evidence of financial overheating is showing up in the deepest recesses of the 

high yield market.  Some new issues allow firms to expand borrowing in the future.  

These clauses are being dubbed “pick your poison.”   

• In the wake of Archegos, regulators are reviewing margin rules.   

• In U.S. real estate, lower-cost existing homes are showing the fastest price appreciation.   

• LIBOR is to be replaced, but it looks like it will take a while for a single alternative to 

emerge.   

China:  China is expanding its use of social media, and the population issue continues to 

dominate the news. 

• According to a recent study, China is aggressively using social media to shape foreign 

opinion.  It is also trying to affect how the regular media frames China and the PRC.  

• The fallout from China’s population issues continues to resonate.  One issue that 

undermines China’s ability to boost childbearing is that the CPC loathes to give up 

control, especially at the local level.  The PRC created a bureaucracy designed to monitor 

the one-child policy and hasn’t been able to fully break it down, as the members of these 

monitoring groups prefer to remain employed.  Thus, the policy to restrict births 

continues, at least partially, to remain in place.  In addition, against some non-Han 

groups, China actively works to suppress population growth.   

• Although the U.S. trade deficit continues to expand (mostly a function of U.S. growth 

relative to the rest of the world), imports from China have declined, mostly due to tariffs.  

This situation highlights a fact about trade; tariffs don’t cure an overall trade deficit, just 

a bilateral one.   

o Loan growth in China is slowing.  There is increasing evidence that China is 

reining in stimulus as the U.S. expands, which will likely lead to a widening trade 

deficit.  Although it may not be a wider bilateral trade deficit with China, Beijing 

could see its sales rise to other nations as those countries boost their exports to the 

U.S. 

• Chinese bond defaults continue to rise at a record pace.   

• The American Chamber of Commerce in China is calling for Chinese authorities to give 

foreign firms in China a “fair” chance to compete for business.   

• Although the U.S. is trying to restrict the use of Chinese technology, Chinese companies 

are having some success in the courts against these provisions.   

• China’s best ally in the EU is probably Hungary.  Germany has criticized Hungary for 

blocking EU criticism of China.  The EU often requires a unanimous decision, so one 

nation can block an action.   

o Meanwhile, at the U.N., the U.S., the U.K, and Germany were critical of China’s 

treatment of Uighurs.  The U.S. described Xinjiang as an “open-air prison.”   

https://www.wsj.com/articles/jpmorgan-others-plan-to-issue-credit-cards-to-people-with-no-credit-scores-11620898206?st=gyi82nnrlyuhg5j&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/jpmorgan-others-plan-to-issue-credit-cards-to-people-with-no-credit-scores-11620898206?st=gyi82nnrlyuhg5j&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/investors-rush-into-pick-your-poison-junk-bonds-11620724052?st=fgybhw31labtqwf&reflink=desktopwebshare_permalink
https://www.reuters.com/business/archegos-prompts-review-derivatives-rules-says-global-regulator-2021-05-10/
https://www.wsj.com/articles/housing-market-surge-is-making-the-cheapest-homes-the-hottest-11620811980?st=9i6heoxkgzjopee&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/libor-replacement-race-heats-up-11620898202?st=qbj1ovvqhtm9jyo&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/libor-replacement-race-heats-up-11620898202?st=qbj1ovvqhtm9jyo&reflink=desktopwebshare_permalink
https://apnews.com/article/asia-pacific-china-europe-middle-east-government-and-politics-62b13895aa6665ae4d887dcc8d196dfc
https://demtech.oii.ox.ac.uk/wp-content/uploads/sites/127/2021/05/Chinas-Inauthentic-UK-Twitter-Diplomacy-Dem.Tech-Working-Paper-2021.2-1.pdf
https://demtech.oii.ox.ac.uk/wp-content/uploads/sites/127/2021/05/Chinas-Inauthentic-UK-Twitter-Diplomacy-Dem.Tech-Working-Paper-2021.2-1.pdf
https://podcasts.apple.com/us/podcast/lets-get-this-party-started-chinas-global-propaganda-push/id1136685378?i=1000521052115
https://www.wsj.com/articles/china-says-its-population-rose-slightly-in-2020-11620698964?st=peq1lbagocfffjo&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/05/10/china-census-births-fall.html?smid=url-share
https://www.nytimes.com/2021/05/12/business/china-births-limits.html?smid=url-share
https://www.nytimes.com/2021/05/10/world/asia/china-xinjiang-women-births.html?smid=url-share
https://www.wsj.com/articles/u-s-tariffs-drive-drop-in-chinese-imports-11620811802?st=jcxv68zsnmha5wy&reflink=desktopwebshare_permalink
https://www.reuters.com/article/china-economy-loans-idUSL4N2MU33C
https://www.bloomberg.com/news/articles/2021-05-11/china-bond-defaults-racing-to-100-billion-yuan-and-it-s-only-may
https://www.reuters.com/business/us-business-lobby-calls-china-play-fair-2021-05-11/
https://www.reuters.com/business/us-business-lobby-calls-china-play-fair-2021-05-11/
https://www.wsj.com/articles/pentagon-to-remove-chinas-xiaomi-from-blacklist-after-lawsuit-11620803695?st=yrpp8599hnoofx3&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/pentagon-to-remove-chinas-xiaomi-from-blacklist-after-lawsuit-11620803695?st=yrpp8599hnoofx3&reflink=desktopwebshare_permalink
https://www.politico.eu/article/german-foreign-minister-slams-hungary-for-blocking-hong-kong-conclusions/
https://www.reuters.com/world/us-vows-keep-speaking-out-until-china-stops-genocide-2021-05-12/
https://www.reuters.com/world/us-calls-xinjiang-an-open-air-prison-decries-religious-persecution-by-china-2021-05-12/
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• One of the goals of the Biden administration is to build a base of allies to oppose Chinese 

expansion.  However, this goal is conflicting with trade policy.  As the U.S. retreats from 

globalization, it is reducing the economic incentive to align with Washington.   

• In an attempt to reduce the cost of childrearing in China, authorities are restricting private 

tutoring.  Tutors are used to give students an advantage in testing, but it becomes 

something of an arms race.   

International roundup:  Russia is seeing a worker shortage and is looking at gun control.  

Austria’s chancellor is being investigated. 

• Russia is seeing a decline in migrant workers from central Asia, leading to worker 

shortages in construction and agriculture.  

• A school shooting in Russia is leading the government to consider new gun regulations.   

• Austrian Chancellor Kurz is under investigation for perjury.   

• Lord Frost, the U.K. minister for EU/U.K. trade, suggested that the Northern Ireland 

protocol is probably unsustainable in its current form.  The U.K. wants the EU to relax its 

rules; the EU fears that if it does, the U.K. will use those rules to “backdoor” trade to 

Europe.  We tend to agree with Lord Frost, but we don’t see the EU relaxing rules.  If the 

current situation is unsustainable, it will likely be the U.K. that adjusts.  

COVID-19:  The number of reported cases is 160,513,476 with 3,333,245 fatalities.  In the U.S., 

there are 32,815,408 confirmed cases with 583,690 deaths.  For illustration purposes, the FT has 

created an interactive chart that allows one to compare cases across nations using similar scaling 

metrics.  The FT has also issued an economic tracker that looks across countries with high-

frequency data on various factors.  The CDC reports that 337,089,765 doses of the vaccine have 

been distributed with 264,680,844 doses injected.  The number receiving at least one dose is 

153,986,312, while the number of second doses, which would grant the highest level of 

immunity, is 117,647,439.  The FT has a page on global vaccine distribution.  The Axios map 

shows a clear improvement in the U.S.   

• A panel of medical professionals and political figures reviewed the WHO’s actions 

during the pandemic.  Their report was critical of governments and the WHO, but it isn’t 

obvious whether the report will trigger any changes.  The WHO doesn’t have the power 

to intervene in nations; in a sense, this is an issue for all international organizations.  

Without a hegemon enforcing rules, it is left to moral suasion to change behavior.   

• Pandemic conditions in the U.S. are improving rapidly.  We are seeing a steady 

reopening of public facilities, and travel is rising.   

• However, conditions overseas are getting worse. 

o Uruguay, which had mostly been keeping infections under control, is seeing a 

surge in infections.  The emergence of new variants and sharing a border with 

Brazil are blamed for the rise.   

o The world’s most vaccinated country, the Seychelles, is seeing rapid infections as 

well.  The island nation inoculated its citizens with the Sinopharm (SHTDY, 

USD, 16.16) vaccine.  The increase in infections raises concerns that the Chinese 

vaccine may be less effective in preventing infection or may not be effective 

against new variants.   

https://www.ft.com/content/d3757d58-8fbb-4cf6-80b0-27ef8b6920e1
https://www.reuters.com/business/finance/exclusive-china-planning-new-crackdown-private-tutoring-sector-sources-2021-05-12/
https://www.reuters.com/business/finance/exclusive-china-planning-new-crackdown-private-tutoring-sector-sources-2021-05-12/
https://www.ft.com/content/c7c17f5e-e7b2-45bb-97d7-d5b456fb2bec
https://www.cnn.com/2021/05/11/europe/russia-school-shooting-kazan-intl/index.html
https://www.bbc.com/news/world-europe-57079367
https://www.politico.eu/article/austria-chancellor-sebastian-kurz-investigation-ibiza-scandal/
https://www.ft.com/content/ce74cfcd-6a9d-47e0-a422-5bdf2232dd2e?emailId=609bb0fb5c2e1900048c759d&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/ce74cfcd-6a9d-47e0-a422-5bdf2232dd2e?emailId=609bb0fb5c2e1900048c759d&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.nytimes.com/live/2021/05/13/world/covid-vaccine-coronavirus-cases
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.axios.com/coronavirus-cases-deaths-good-news-pandemic-dd3297c7-4b54-460b-93ca-45389f5d6389.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/inquiry-into-early-covid-19-response-finds-who-delays-but-spares-china-11620822290?st=r44slhg9a3bhrm4&reflink=desktopwebshare_permalink
https://www.ft.com/content/fb698a43-0f97-4142-9ff5-15dde66ffae0?emailId=609caf86a0bc8600046f1105&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/with-busy-airports-full-restaurants-u-s-moves-closer-to-full-reopening-11620898200?st=izdq3sutwplq8rh&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/with-busy-airports-full-restaurants-u-s-moves-closer-to-full-reopening-11620898200?st=izdq3sutwplq8rh&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2021/05/12/coronavirus-uruguay/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3252b97%2F609ca3479d2fdae3024e09c1%2F596b53f6ae7e8a44e7d597a3%2F39%2F71%2F609ca3479d2fdae3024e09c1
https://www.washingtonpost.com/world/2021/05/12/coronavirus-uruguay/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3252b97%2F609ca3479d2fdae3024e09c1%2F596b53f6ae7e8a44e7d597a3%2F39%2F71%2F609ca3479d2fdae3024e09c1
https://www.nytimes.com/2021/05/12/business/economy/covid-seychelles-sinopharm.html?smid=url-share
https://www.nytimes.com/2021/05/12/business/economy/covid-seychelles-sinopharm.html?smid=url-share
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o India continues to suffer from rising infections.  There is some evidence 

suggesting that new variants are emerging in the country and may be undermining 

vaccine effectiveness.  The rise in India’s cases appears to be spreading across 

south Asia.  Singapore is reporting a cluster tied to its airport.   

o The appearance of the Indian variant in the U.K. is increasing concern as the 

British reopen.   

• A U.K. trial that mixed vaccines suggests that doing so increases the side effects.   

• The CDC is recommending the Pfizer (PFE, USD, 39.69) vaccine for 12 to 15-year-old 

patients. 

• To overcome vaccine hesitancy, Gov. DeWine (R-OH) is offering college scholarships 

and participation in lotteries.   

• A German researcher may have isolated the reason why some vaccines trigger blood 

clotting.  It appears to be an immune response to preservatives.   

• A University of Washington study concluded that the fatality count from COVID-19 may 

be double the number reported.  This sort of outcome isn’t a huge surprise; the death 

count from previous pandemics usually is undercounted.   

 

U.S. Economic Releases  

Despite the sharp annual rise in the price of goods and services paid by the producer, the monthly 

change in prices was relatively modest.  The Producer Price Index (PPI) rose 6.2% from the prior 

year compared to expectations of 5.8%.  Excluding food and energy, PPI rose 4.75% from the 

prior year compared to expectations of 3.8%.  Core PPI, which excludes food, energy, and trade, 

rose 4.6 % from the previous year compared to expectations of a rise of 4.3%. 

 

 
 

The chart above shows the monthly change in headline and Core PPI.  Although input prices for 

final demand goods and services remain elevated, price pressures appear to be easing from their 

https://www.wsj.com/articles/india-struggles-to-keep-pace-with-coronavirus-variants-11620748328?st=ifamdk7yt2srain&reflink=desktopwebshare_permalink
https://www.ft.com/content/5f742765-61ac-4da6-8c6f-49119cd7d46c?emailId=609caf86a0bc8600046f1105&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/5f742765-61ac-4da6-8c6f-49119cd7d46c?emailId=609caf86a0bc8600046f1105&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/live/2021/05/10/world/covid-19-coronavirus/as-the-virus-threatens-southeast-asia-the-spread-of-new-variants-continues-to-be-a-danger-everywhere
https://www.nytimes.com/live/2021/05/10/world/covid-19-coronavirus/as-the-virus-threatens-southeast-asia-the-spread-of-new-variants-continues-to-be-a-danger-everywhere
https://www.channelnewsasia.com/news/singapore/covid-19-changi-airport-cluster-household-contacts-b1617-variant-14787262
https://www.theguardian.com/world/2021/may/12/indian-covid-variant-calls-in-question-17-may-reopening-in-uk-say-experts
https://www.ft.com/content/b236171f-f478-4f7e-ad94-5b2c81e0e49e?emailId=609caf86a0bc8600046f1105&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/cdc-panel-covid-19-vaccine-children-12-15-years-old-11620774134?st=chxcd8of3qhgtiw&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/cdc-panel-covid-19-vaccine-children-12-15-years-old-11620774134?st=chxcd8of3qhgtiw&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/05/12/ohio-vaccinated-adults-lottery-drawing-487726?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/05/12/ohio-vaccinated-adults-lottery-drawing-487726?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/inside-the-hunt-for-a-link-between-some-covid-19-vaccines-and-rare-blood-clots-11620898201?st=c7acz06e51lypxm&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/inside-the-hunt-for-a-link-between-some-covid-19-vaccines-and-rare-blood-clots-11620898201?st=c7acz06e51lypxm&reflink=desktopwebshare_permalink
http://www.healthdata.org/news-release/covid-19-has-caused-69-million-deaths-globally-more-double-what-official-reports-show
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peak in January. A strong driver in the index came from the subsector transportation in private 

and government passengers, which rose 7.1% from the prior month.  The monthly change is well 

above its natural trend and is unlikely to be sustained for the foreseeable future.   

 

 
 

The chart above shows the monthly change in the PPI Final Demand for Transportation of 

Private Passengers.  Transportation for private passengers rose 7.1% from the prior month.  It is 

the second highest on record since May 2020, when lockdown restrictions were lifted throughout 

the country. 

 

For the week ending May 8th, initial jobless claims came in at 473K compared to expectations of 

490K. The previous month’s report was revised up from 498K to 507K.  Continuing claims from 

the previous week came in at 3.66MM, roughly in line with expectations of 3.650MM.  The 

previous week’s report was revised upward from 3.69MM to 3.70MM. 
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The chart above shows the four-week moving average of initial jobless claims. The four-week 

moving average fell from 562.25K to 534.00K. 
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The chart above shows the four-week moving average of continuing claims by region. Kentucky 

(+4,714), New Jersey (+2,002), Delaware (+1,294), and Vermont (+1,142) saw the largest 

increases in jobless claims, while Virginia (-25,125), New York (-9,533), Florida (-8,252), and 

California (-7,840) saw the biggest decreases in claims. 

 

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

 

EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort w/w 9-May 54.4 ***

EST Speaker or event

10:00 Thomas Barkin Speaks to Central Maryland Chamber President of the Federal Reserve Bank of Richmond

13:00 Christopher Waller Discusses U.S. Economic Outlook

13:30 James Bullard to speak on U.S. Economic and Policy Outlook President of the Federal Reserve Bank of St. Louis

Federal Reserve Board

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 

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

China FDI YTD CNY y/y Apr 38.6% * Equity and bond neutral

Japan BoP Current Account Balance m/m Mar ¥2650.1b ¥2916.9b ¥2764.7b ** Equity and bond neutral

Trade Balance BoP Basis m/m Mar ¥983.1b ¥524.2b ¥787.7b ** Equity and bond neutral

India Industrial Production y/y Mar 22.4% -3.6% 20.0% *** Equity and bond neutral

CPI y/y Apr 4.3% 5.5% 4.1% *** Equity bearish, bond bullish

New Zealand REINZ House Sales y/y Apr 419.7% 31.2% ** Equity bullish, bond bearish

Food Prices m/m Apr 1.1% 0.0% *** Equity and bond neutral

EUROPE

Russia Trade Balance m/m Mar 10.0b 8.3b 7.7b ** Equity bullish, bond bearish

AMERICAS

Brazil IBGE Services Sector Volume y/y Mar 4.5% -2.0% 2.3% ** Equity bullish, bond bearish

Mexico Industrial Production NSA y/y Mar 1.7% -4.5% 0.6% *** Equity bullish, bond bearish

Manufacturing Production NSA y/y Mar 6.2% -4.7% 2.8% *** Equity bullish, bond bearish

Formal Job Creation Total m/m Apr 44.8k 88.8k ** Equity and bond neutral

ANTAD Same-Store Sales y/y Apr 46.8% 6.5% ** 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 Flat Down

euro Flat Up

yen Up Up

pound Down Up

franc Flat Up

Central Bank Action Prior Expected

PBOC 1-Yr Medium Term Lending Rate 2.950% On forecast

Mexican Overnight Rate 4.000% 4.000% 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 $67.70 $69.32 -2.34% Supply Optimism

WTI $64.46 $66.08 -2.45%

Natural Gas $2.97 $2.97 -0.13%

Crack Spread $22.93 $23.76 -3.50%

12-mo strip crack $20.64 $21.09 -2.12%

Ethanol rack $2.78 $2.79 -0.51%

Gold $1,811.40 $1,815.69 -0.24%

Silver $26.79 $27.02 -0.87%

Copper contract $469.65 $473.60 -0.83%

Corn contract $702.25 $714.75 -1.75%

Wheat contract $721.50 $729.75 -1.13%

Soybeans contract $1,627.25 $1,642.50 -0.93%

Baltic Dry Freight 3139 3254 -115

Actual Expected Difference

Crude (mb) -0.4 -1.8 1.3

Gasoline (mb) 0.4 -0.2 0.5

Distillates (mb) -1.7 -1.5 -0.2

Refinery run rates (%) -0.40% 0.30% -0.70%

Natural gas (bcf) 73.0

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 temperatures on the West Coast.  The forecast calls for wet conditions 

throughout the North Central, Southwest, and Midwest regions, with drier condition expected in 

the Northern Pacific and East Coast regions. 
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Data Section 
 

U.S. Equity Markets – (as of 5/12/2021 close) 

 

  
0.0% 20.0% 40.0% 60.0%

Technology
Utilities

Consumer Staples
Consumer Discretionary

Healthcare
S&P 500

Communication Services
Real Estate
Industrials
Materials
Financials

Energy

YTD Total Return

-4.0% -3.0% -2.0% -1.0% 0.0% 1.0%
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Technology
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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 5/12/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Corporate Bond

US Government Bond

Cash

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed ($)

Small Cap

Large 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 13, 2021 
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P/E as of 5/12/2021 = 24.8x

 
 

Based on our methodology,1 the current P/E is 24.8x, down 0.3x 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. 


