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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 18, 2021—9:30 AM EDT] Global equity markets are higher this morning.  In 

Europe, the EuroStoxx 50 is currently up 0.4% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed up 0.2%.  Chinese markets closed higher, with the Shanghai Composite up 0.3% 

from its prior close and the Shenzhen Composite also up 0.2%.  U.S. equity index futures are 

signaling a higher open.  With 457 companies having reported, the S&P 500 Q1 2021 earnings 

stand at $48.40, 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 (5/17/2021): The Geopolitics of Taiwan: Part III 

• Weekly Energy Update (5/13/2021)  

• Asset Allocation Weekly (with associated podcast and chart book) (5/14/2021)  

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

 

In today’s Comment, we open with a range of global news developments, touching primarily on 

the energy industry and the Middle East.  The Israeli-Hamas conflict remains a major story, 

although there has been little to no direct impact on the financial markets so far.  There is also a 

potential new migration crisis brewing in Spain.  We end our report with the latest news on the 

coronavirus pandemic, including reports that many major U.S. retailers are lifting mask 

mandates in their stores–a move that could further boost Americans’ optimism and encourage 

more spending. 

 

Global Energy Industry:  The International Energy Agency issued a report saying that reaching 

a global goal of net-zero carbon emissions by 2050 would require stopping all new oil and gas 

exploration and development projects from this year forward, drastically cutting fossil fuel 

consumption, and dramatically boosting investment in renewable energy projects.  Given 

perceptions that the IEA is allied with the global oil and gas industry, the report is taken as a 

surprising concession supporting green policies.  However, it hasn’t had a noticeable negative 

impact on the energy markets so far this morning, as the price for Brent Crude has once again 

surpassed $70 per barrel. 

 

 

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.iea.org/reports/net-zero-by-2050
https://www.ft.com/content/2bf04fff-5b2f-4d96-a4ea-ff55e029f18e
https://www.ft.com/content/2bf04fff-5b2f-4d96-a4ea-ff55e029f18e
https://www.ft.com/content/83b10e14-d143-4951-a315-cd4170320ac3
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United States-Israel-Hamas:  Following a call on Monday with Prime Minister Netanyahu 

regarding the Israeli-Hamas conflict, the White House stated that President Biden “expressed his 

support for a cease-fire and discussed U.S. engagement with Egypt and other partners toward 

that end.”  The statement said that Biden supported Israel’s right to self-defense, nevertheless 

urged Israel to try to minimize civilian casualties.  In a word, it amounted to only minimal 

pushback against what Israel describes as an effort to degrade Hamas’s rocket factories, 

underground tunnels, and other military infrastructure that has allowed it to attack Israel.  The 

latest reports indicate Israel continues to attack Hamas targets today, with a new focus on trying 

to kill Hamas leaders. 

 

United States-China:  Chinese mobile telephone giant China Mobile (0941.HK, 50.10) said it 

plans to sell approximately $6.1 billion worth of shares in Shanghai, days after learning it would 

definitely be ejected from U.S. markets under a Trump-era investment blacklist.  The move 

illustrates how U.S. policies restricting investors from holding Chinese assets for reasons like 

national security or inadequate auditing standards will tend to bifurcate the U.S. and Chinese 

equity markets. 

 

Spain-Morocco:  Raising the specter of a new migrant crisis in Europe, a record number of 

migrants have entered Spain’s north African enclave of Ceuta after Morocco scaled back the 

policing of its border, following a diplomatic rift between the two countries.  Reports indicate 

Spanish Prime Minister Sánchez has mobilized army troops in Ceuta to help the police and civil 

guard patrol the border. 

• Spanish-Moroccan relations have worsened since December, when President Trump said 

the U.S. would recognize Morocco’s sovereignty over Western Sahara, a former Spanish 

colonial territory, in return for Morocco’s recognition of Israel.  Morocco is now 

frustrated that Spain hasn’t followed the U.S. lead. 

• The Moroccan government is also angry that Spain is providing medical care to Brahim 

Ghali, the head of the Polisario Front, which has been fighting for the independence of 

the Western Sahara region for years.  We described the situation in Western Sahara in our 

Weekly Geopolitical Reports of March 1 and March 8. 

 

Chile:  The country’s election agency announced that leftist and leftist-leaning groups have won 

approximately 70% of the seats in the special assembly that will draft Chile’s new constitution.  

President Piñera’s conservative coalition fell short of the 33 1/3% needed to block changes to the 

current constitution, virtually assuring that the final document will pave the way for a significant 

increase in social spending and the state’s role in the economy while weakening the country’s 

free-market model.  The results drove Chilean equities and the Chilean peso lower yesterday, and 

they will likely continue to weigh on Chilean assets at least in the near term. 

 

COVID-19:  Official data show confirmed cases have risen to 163,714,589 worldwide, with 

3,392,575 deaths.  In the United States, confirmed cases rose to 32,994,769, with 586,470 deaths.  

Vaccine doses delivered in the U.S. now total 344,503,595, while the number of people who 

have received at least their first shot totals 157,827,208.  Finally, here is the interactive chart 

from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   

https://www.wsj.com/articles/after-gazas-deadliest-day-israel-says-it-is-targeting-hamas-tunnel-network-11621247985
https://www.wsj.com/articles/after-gazas-deadliest-day-israel-says-it-is-targeting-hamas-tunnel-network-11621247985
https://www.wsj.com/articles/after-gazas-deadliest-day-israel-says-it-is-targeting-hamas-tunnel-network-11621247985
https://www.ft.com/content/cd83501b-7fc5-4087-ac5b-d213028af57b
https://www.wsj.com/articles/gaza-deaths-mount-as-israel-says-hamas-leaders-are-its-target-11621339740?mod=hp_lead_pos6
https://www.wsj.com/articles/gaza-deaths-mount-as-israel-says-hamas-leaders-are-its-target-11621339740?mod=hp_lead_pos6
https://www.wsj.com/articles/china-mobile-to-list-in-shanghai-as-it-departs-nyse-11621322741?mod=hp_lista_pos2
https://www.ft.com/content/e14fd84e-971f-4cc7-a284-b8e5d4502dc0
https://www.ft.com/content/e14fd84e-971f-4cc7-a284-b8e5d4502dc0
https://www.confluenceinvestment.com/weekly-geopolitical-report-the-western-sahara-part-i-march-1-2021/
https://www.confluenceinvestment.com/weekly-geopolitical-report-the-western-sahara-part-ii-march-8-2021/
https://www.wsj.com/articles/chile-elects-left-leaning-assembly-to-replace-dictatorship-era-constitution-11621270721
https://www.wsj.com/articles/chile-elects-left-leaning-assembly-to-replace-dictatorship-era-constitution-11621270721
https://www.nytimes.com/live/2021/05/18/world/covid-vaccine-coronavirus-mask
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
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Virology 

• Newly confirmed U.S infections jumped to 53,497 yesterday, well above both the seven-

day moving average of just 33,213 and the 14-day moving average of 37,086.  Similarly, 

the number of new deaths related to the virus jumped to 401.  It wasn’t clear why new 

cases and deaths rose so much, but the numbers can be volatile.  Since the recent trends 

have been strongly downward, the jumps yesterday may not continue.  That’s especially 

the case as mass vaccinations continue.  The CDC reports that approximately 47% of 

U.S. residents have now received at least one dose of a vaccine, and 37% are fully 

vaccinated. 

• As most of the ardent vaccine seekers have probably now gotten their shots, local health 

officials are coming up with innovative ways to reach those who are open to the vaccines 

but want them to be convenient.  Many vaccine programs are now giving shots in places 

like public transportation facilities, restaurants, factories, and other places of 

employment. 

• Following the CDC’s new guidance last Thursday that fully vaccinated people may stop 

wearing face coverings in most indoor and outdoor settings, U.S. companies including 

Walmart (WMT, $138.89), Target (TGT, $210.02), CVS (CVS, $84.56), and Starbucks 

(SBUX, $110.98) have begun lifting requirements that staff and customers wear masks 

and practice social distancing in their stores.  Some firms, such as Macy’s (M, $19.16), 

will reportedly keep their mandates in place for now, but the broader lifting of restrictions 

could further encourage consumers to start spending again. 

o One question, however, is whether lifting the restrictions will make it harder to 

attract workers concerned about their health. 

o On the other hand, easing mask requirements for staff could make it easier to 

attract new employees who don’t want to deal with the hassle of wearing a mask 

for an entire work shift. 

• As more and more Americans get vaccinated, especially in older age groups, the number 

of people hospitalized with COVID-19 is skewing more toward younger people. 

• In Denmark, the leading political parties have agreed on an almost complete reopening of 

the nation’s economy starting this Friday.  Amid favorable progress on mass vaccinations 

and testing capabilities, the plan calls for public-sector workplaces, universities, sports 

and music clubs, zoos, theme parks, and saunas to open up again at the end of the week.  

Only nightclubs will remain closed. 

• Despite the move toward normalization in some areas, virus mutations remain a concern.  

In the U.K., the number of local areas where the Indian variant makes up more than half 

of sequenced cases has almost doubled in just the last week. 

• In Japan, the government is only now deciding it should consider allowing pharmacists to 

administer coronavirus vaccines, as the country’s mass vaccination program continues to 

proceed slowly. 

• President Biden announced that the U.S. will increase the number of vaccine doses it will 

share with other countries to 80 million, including 20 million doses of the vaccines from 

https://www.wsj.com/livecoverage/covid-2021-05-18
https://www.wsj.com/articles/why-covid-19-vaccines-are-showing-up-in-unusual-places-11621339204?mod=hp_lead_pos7
https://www.wsj.com/articles/why-covid-19-vaccines-are-showing-up-in-unusual-places-11621339204?mod=hp_lead_pos7
https://www.ft.com/content/7f703ac2-7b3e-4ffa-9a75-b1b4da7d186d
https://www.ft.com/content/7f703ac2-7b3e-4ffa-9a75-b1b4da7d186d
https://www.wsj.com/articles/covid-19-hospital-patients-tend-to-be-younger-now-11621271313
https://www.ft.com/content/a77283e7-2543-43de-9744-1666e1fee50e
https://www.ft.com/content/a77283e7-2543-43de-9744-1666e1fee50e
https://www.ft.com/content/ce0730c2-4a0e-4452-bddd-39040785db1a
https://www.japantimes.co.jp/news/2021/05/18/national/japan-pharmacists-covid-19-vaccines/
https://www.japantimes.co.jp/news/2021/05/18/national/japan-pharmacists-covid-19-vaccines/
https://www.wsj.com/articles/biden-to-commit-to-exporting-covid-19-vaccines-by-end-of-june-11621269053?mod=hp_lead_pos7
https://www.wsj.com/articles/biden-to-commit-to-exporting-covid-19-vaccines-by-end-of-june-11621269053?mod=hp_lead_pos7
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Pfizer (PFE, $40.11), Moderna (MRNA, $160.43), and Johnson & Johnson (JNJ, 

$170.39).   

 

Economic and Financial Market Impacts 

• Investors continue to pour into bank bonds and stocks as more and more evidence 

accumulates that the economy is recovering from the pandemic, albeit unevenly. 

 

U.S. Economic Releases  

Although building permits expanded at a strong pace in April, there was a steep slowdown in 

residential construction.  Housing starts came in at 1,569K annualized compared to expectations 

of 1,702K.  The prior report was revised upward from 1,739K to 1,755K.  The slowdown in 

construction is likely due to homebuilders struggling to find required materials, including 

lumber, to build new homes.  That being said, the scarcity has not weighed optimism, as 

homebuilders still see a strong demand for homes, particularly in the west region.  As a result, 

building permits came in at 1,760K annualized, slightly below expectations of 1,770K. 

 

 
 

The chart above shows the housing starts for single and multi-family homes. Residential 

construction for single-family homes came in 482K annualized, while multi-family construction 

came in at 1,087K annualized. 

 

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

 

EST Speaker or event

11:05 Robert Kaplan Panel Discussion at Atlanta Fed Conference President of the Federal Reserve Bank of Dallas

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

 

https://www.wsj.com/articles/u-s-bank-stocks-shine-as-investors-bet-on-an-economic-recovery-11621330381?mod=hp_lead_pos2
https://nahbnow.com/2021/05/building-materials-top-housing-concerns/
https://nahbnow.com/2021/05/building-materials-top-housing-concerns/
https://www.nahb.org/news-and-economics/housing-economics/indices/housing-market-index
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Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan GDP SA q/q 1Q -1.3% 2.8% -1.1% *** Equity bearish, bond bullish

Tertiary Industry Index m/m Mar 1.1% 0.3% 0.8% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 16-May 112.5 111.6 *** Equity bullish, bond bearish

New Zealand Non Resident Bond Holdings m/m Apr 50.1% 51.5% ** Equity bearish, bond bullish

EUROPE

Italy Trade Balance Total m/m Mar 5190m 4754m ** Equity bullish, bond bearish

Eurozone Trade Balance SA m/m Mar 13.0b 18.4b 18.7b ** Equity bearish, bond bullish

Employment y/y 1Q -2.1% -1.9% *** Equity bearish, bond bullish

GDP SA q/q 1Q -0.6% -0.6% -0.6% *** Equity and bond neutral

UK Output Per Hour y/y 1Q 1.0% -0.7% ** Equity bullish, bond bearish

Claimant Count Rate m/m Apr 7.2% 7.3% ** Equity and bond neutral

Jobless Claims Change m/m Apr -15.1k 10.1k *** Equity and bond neutral

Average Weekly Earnings 3M/YoY y/y Mar 4.0% 4.5% 4.5% *** Equity and bond neutral

Weekly Earnings ex Bonus 3M/YoY y/y Mar 4.6% 4.4% 4.6% *** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m Mar 4.8% 4.9% 4.9% *** Equity and bond neutral

Employment Change 3M/3M m/m Mar 84k -73k 50k *** Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence w/w 14-May 64.6 63.9 ** Equity and bond neutral

Housing Starts m/m Apr 268.6k 335.2k 285.0k ** Equity and bond neutral

International Securities Transactions m/m Mar 3.25b 8.52b ** Equity and bond neutral

Existing Home Sales m/m Apr -12.5% 5.2% -2.8% ** Equity and bond neutral

Brazil FGV CPI IPC-S w/w 15-May 0.5% 0.3% 0.5% ** Equity and bond neutral

FGV Inflation IGP-10 MoM m/m May 3.2% 1.6% 2.7% *** Equity and bond neutral

Trade Balance Weekly w/w 16-May $2883m $2162m ** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
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Today Prior Change Trend

3-mo Libor yield (bps) 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 (%) 1.65 1.65 0.00 Neutral

Euribor/OIS spread (bps) -55 -55 0 Neutral

EUR/USD 3-mo swap (bps) 0 1 -1 Down

Currencies

dollar Down Down

euro Up Up

yen Up Up

pound Up Up

franc Up 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. 
 

Price Prior Change Explanation

Brent $70.07 $69.46 0.88%

WTI $66.79 $66.27 0.78%

Natural Gas $3.12 $3.11 0.39%

Crack Spread $23.26 $23.02 1.03%

12-mo strip crack $21.18 $21.00 0.86%

Ethanol rack $2.74 $2.73 0.68%

Gold $1,868.31 $1,866.90 0.08%

Silver $28.46 $28.17 1.03%

Copper contract $476.00 $471.15 1.03%

Corn contract $663.25 $652.50 1.65%

Wheat contract $706.25 $699.75 0.93%

Soybeans contract $1,600.25 $1,587.50 0.80%

Baltic Dry Freight 2856 2939 -83

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -0.7

Distillates (mb) -0.8

Refinery run rates (%) 1.00%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer than normal temperatures, primarily in 

the Upper Midwest, with cooler temperatures in the Pacific Northwest and Texas.  The forecast 

calls for wet conditions in the Midwest, with drier conditions expected in the Pacific and 

Southeast regions. 
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Data Section 
 

U.S. Equity Markets – (as of 5/17/2021 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

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

Utilities

Communication Services

Technology

Industrials

S&P 500

Healthcare

Consumer Discretionary

Consumer Staples

Real Estate

Financials

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 5/17/2021 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

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. 


