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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 19, 2021—9:30 AM EDT] Global equity markets are generally lower this 

morning.  In Europe, the EuroStoxx 50 is currently down 1.2% from its prior close.  In Asia, the 

MSCI Asia Apex 50 closed down 0.3%.  Chinese markets closed mixed, with the Shanghai 

Composite down 0.5% from its prior close and the Shenzhen Composite up 0.1%.  U.S. equity 

index futures are signaling a lower 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” 

 

Today’s Comment opens with another broadside from Larry Summers against the current stance 

of U.S. monetary and fiscal policy.  Inflation hawks will likely be quite satisfied with his latest 

criticisms.  We next examine a new threat to private cryptocurrencies out of China in addition to 

various other international news developments.  We end with the latest news related to the 

coronavirus pandemic (spoiler: it looks like you could make that trip to Europe this summer after 

all!). 

 

U.S. Monetary Policy:  In comments before a conference sponsored by the Federal Reserve 

Bank of Atlanta, Former Treasury Secretary and Harvard President Larry Summers said the Fed 

is seriously underestimating the risk that continued loose monetary policy could drive inflation 

higher and destabilize the financial markets.  According to Summers, the problem is that the Fed 

could be forced into a knee-jerk tightening of monetary policy that would spook markets and 

even hurt the real economy. 

• The comments build on Summer’s earlier criticism of the massive fiscal stimulus 

proposals submitted by President Biden. 

• Taken together, the comments by Summers could exacerbate recent investor concerns 

about a prolonged rise in inflation or the formation of asset bubbles.  If so, there would be 
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the potential for further volatility in the stock and bond markets, along with a potential 

further rise in inflation-hedging assets such as precious metals. 

 

Global Cryptocurrency Market:  In a joint statement issued in conjunction with the central 

bank, Chinese banking and internet industry associations said financial and payment institutions 

should not accept cryptocurrencies as payment or offer services and products related to them.  

According to the statement, virtual currency “is not a real currency,” and its recent price surge 

represents nothing but speculation. 

• The statement indicates Chinese regulators are intensifying their crackdown on the use of 

cryptocurrencies by financial institutions as the People’s Bank of China prepares to 

launch its own digital money. 

• The statement, therefore, marks a shot over the bow of the rapidly developing market, 

reminding participants that sovereign countries will probably want to monopolize the 

space with their own virtual money (discussed in our recent WGRs on the issue).  In 

response to the statement, the price of Bitcoin dropped 14% to approximately $38,500, 

reaching its lowest level since early February. 

 

United States-China:  Speaker of the House Pelosi has become the highest-ranking U.S. 

politician to call for a diplomatic boycott of the 2022 Beijing Winter Olympic Games over 

China’s human rights abuses in Xinjiang.  Pelosi urged the U.S. and other nations not to send 

high-level delegations, in a bid to boost pressure on the Chinese government over its persecution 

of the Uyghur ethnic minority in the region. 

 

China-Taiwan-Honduras:  The head of the Honduran government warned that his country may 

switch diplomatic ties from Taipei to Beijing to gain access to Chinese coronavirus vaccines.  

Honduras hasn’t been able to buy sufficient stocks of any coronavirus vaccine, and it has 

suffered delays in receiving those it did order, leaving less than 1% of its population vaccinated.  

Honduras could well be bluffing in order to procure vaccines, but the statement is likely to be 

taken seriously in Taipei.  Since Taiwan has diplomatic relations with only about 15 countries, 

losing Honduras would be a major blow to its geopolitical position and likely further encourage 

Beijing in its quest to reunify the island with the mainland. 

 

Israel-Hamas:  Israeli warplanes continued to strike Hamas tunnels and other targets in the Gaza 

Strip overnight, despite growing international concern and UN accusations that Israel is using 

disproportionate force. 

• As the Israeli warplanes target Hamas tunnels, they are reportedly bombing roads and 

streets, destroying infrastructure such as sewage and water pipes, electricity cables, and 

telephone lines. 

• Meanwhile, France, Egypt, and Jordan have been pushing a UN Security Council 

resolution for a ceasefire to end the bloodshed, and EU foreign ministers urged an end to 

the hostilities at an informal meeting on Tuesday. 

• Early this morning, a senior official said Israel’s military is now to the point where it is 

assessing whether it has made enough progress to begin exploring a ceasefire with 

Hamas.  The official said Israel wants to see an agreement to end fighting which includes 
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international pressure on Hamas to address its ability to build up its forces and the return 

of the bodies of two soldiers who went missing in the 2014 war. 

 

COVID-19:  Official data show confirmed cases have risen to 164,314,577 worldwide, with 

3,406,720 deaths.  In the United States, confirmed cases rose to 32,997,870, with 587,225 deaths.  

Vaccine doses delivered in the U.S. now total 346,672,525, while the number of people who 

have received at least their first shot totals 158,365,411.  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 fell to 27,851 yesterday, back below the seven-day 

moving average of 32,032 and the 14-day moving average of 35,520.  New deaths related 

to the virus came in at 851.  Meanwhile, the nation’s mass vaccination program 

continues.  According to CDC data, 47.7% of the U.S. population has now received at 

least one dose of a vaccine, and 35.5% of the population is fully vaccinated. 

• Even though regulators have now approved giving the vaccine to children as young as 

age 12, the patchwork of state laws that govern whether minors can receive shots without 

their parents’ permission brings a new wrinkle to inoculation efforts. For example, 

vaccine providers are trying to figure out how to navigate situations in which children 

want the shot, but their parents say no. 

• In an Axios virtual event airing later today, top Biden administration pandemic official 

Dr. Anthony Fauci said many Americans are "misinterpreting" the CDC's new mask 

guidance as an approval to forego masks indoors.  According to Fauci, “People are 

misinterpreting, thinking that this is a removal of a mask mandate for everyone. It's not.  

It's an assurance to those who are vaccinated that they can feel safe, be they outdoors or 

indoors . . . It did not explicitly say that unvaccinated people should abandon their 

masks." 

• Just a day after his government relaxed restrictions on international travel from the U.K., 

Prime Minister Johnson urged Britons not to travel to countries on the government’s 

“amber list,” including France and Spain, except under exceptional circumstances.  The 

warning came after reports on Monday that approximately 150 flights had already 

departed from the U.K. to such destinations. 

• In contrast to Britain’s caution regarding much of the Continent, ambassadors from the 

27 nations of the EU today recommended a loosening of the EU’s travel restrictions.  The 

move could open the EU to visitors from the U.S. as early as this summer, although it still 

needs to be approved by the EU’s national leaders, and details still need to be worked out.  

In any case, bringing back visitors from the U.S. and other wealthy, non-European 

countries could provide a significant boost to many tourism-dependent countries in 

Europe. 

• Despite the positive trends in the U.S. and several other Western countries, infections are 

rebounding again in some Asian countries that had previously looked like success stories 

in combatting the pandemic, including Taiwan, Vietnam, and Singapore.  Amid rising 
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infections in southern Japan, the head of Okinawa Prefecture asked the central 

government to add it to the list of nine other local administrations currently under a state 

of emergency because of the pandemic. 

• European Commission Executive Vice President Dombrovskis said members of the 

World Trade Organization should use existing rules to make it easier to share intellectual 

property for coronavirus vaccines, rather than expand the ability of governments to 

override patents as proposed by the U.S. 

o The WTO’s longstanding “Agreement on Trade-Related Aspects of Intellectual 

Property Rights” already allows a government to license a patented invention to a 

third party without the consent of the patent holder. Under the rules, negotiations 

with rights holders can also be bypassed in a national emergency. 

o Critics say the mechanism is overly complex and not fit for rapidly expanding 

access to vaccines.  But then, the Biden proposal to override patents has also been 

criticized as unlikely to help less developed countries very quickly. 

 

Economic and Financial Market Impacts 

• Ahead of an expected surge in tourism as the economy opens up again, hotels and resorts 

are finding it especially difficult to lure workers.  Among the challenges:  potential 

workers held back by health concerns, lack of childcare as schools remain closed or 

partially closed, enhanced unemployment benefits, higher wages on offer by competing 

industries, and the simple unattractiveness of physical work like cleaning rooms and 

making beds. 

• Illustrating the supply chain problems holding back the global economic recovery and 

feeding into inflation concerns, Danish logistics data firm Sea-Intelligence said in March, 

only about 40% of container ships globally were arriving on time at ports.   Average 

delays stretched to more than six days. The slowdowns improved from February, but they 

remained far behind reliability levels of the previous two years when over 70% of ships 

arrived on time. 

• All the same, the budding recovery in Europe and the quickly improving finances of its 

companies have started to encourage European firms to boost share buybacks, replicating 

resurgent share buybacks in the U.S.  If the buybacks continue, it will add to the allure of 

European stocks if the dollar continues to weaken as we expect.  

 

U.S. Economic Releases  

For the week ending May 14, the MBA Mortgage Applications Index rose 1.2% from the prior 

week. The index showed that applications for purchases fell 4.1% from the prior week while 

refinancing applications rose 4.0%.  The average 30-year fixed-rate rose by 4 bps from 3.11% to 

3.14% 

 

The table below lists the Fed events scheduled for the rest of the day. 
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EST Speaker or event

10:00 James Bullard Discusses Economic Outlook President of the Federal Reserve Bank of St. Louis

10:00 Randal Quarles Testifies before the Financial Services Panel U.S. Federal Reserve Vice Chairman for Supervision

11:35 Raphael Bostic Interviews at Businessweek/Bloomberg Event President of the Federal Reserve Bank of Atlanta

16:00 FOMC Morning Minutes

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

Federal Reserve Board  
 

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 Industrial Production m/m Mar 1.7% 2.2% *** Equity and bond neutral

Capacity Utilization m/m Mar 5.6% -2.8% *** Equity bullish, bond bearish

Australia Westpac Consumer Conf SA m/m May -4.8% 6.2% *** Equity bearish, bond bullish

Wage Price Index y/y 1Q 1.5% 1.4% 1.4% ** Equity and bond neutral

New Zealand PPI Input q/q 1Q 2.1% 0.0% ** Equity bearish, bond bullish

PPI Output q/q 1Q 1.2% 0.4% ** Equity bearish, bond bullish

EUROPE

Eurozone EU27 New Car Registrations m/m Apr 218.6% 87.3% ** Equity bullish, bond bearish

CPI y/y Apr 1.6% 1.3% 1.6% *** Equity and bond neutral

CPI Core y/y Apr 0.7% 0.8% 0.8% *** Equity and bond neutral

UK CPI m/m Apr 0.6% 0.3% 0.6% *** Equity and bond neutral

CPI Core y/y Apr 1.3% 1.1% 1.3% *** Equity and bond neutral

RPI m/m Apr 1.4% 0.3% 0.8% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y Apr 3.2% 1.6% 2.7% ** Equity bullish, bond bearish

PPI Output NSA y/y Apr 3.9% 1.9% 3.4% ** Equity bearish, bond bullish

PPI Input NSA y/y Apr 9.9% 5.9% 8.5% ** Equity bearish, bond bullish

AMERICAS

Mexico International Reserves Weekly w/w 14-May $194645m $195129m ** 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) 15 16 -1 Up

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

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 1.66 1.64 0.02 Neutral

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

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

Currencies

dollar Up Down

euro Flat 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. 
 

Price Prior Change Explanation

Brent $67.40 $68.71 -1.91%

WTI $64.15 $65.49 -2.05%

Natural Gas $2.98 $3.01 -1.13%

Crack Spread $23.86 $23.76 0.41%

12-mo strip crack $21.61 $21.54 0.34%

Ethanol rack $2.79 $2.77 0.65%

Gold $1,857.97 $1,869.44 -0.61%

Silver $27.66 $28.19 -1.85%

Copper contract $462.20 $472.55 -2.19%

Corn contract $658.75 $658.25 0.08%

Wheat contract $692.50 $698.00 -0.79%

Soybeans contract $1,565.00 $1,574.25 -0.59%

Baltic Dry Freight 2795 2856 -61

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -0.7

Distillates (mb) -0.8

Refinery run rates (%) 1.00%

Natural gas (bcf) 59.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer than normal temperatures, 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 5/18/2021 close) 

 

  
0.0% 20.0% 40.0% 60.0%
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S&P 500
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Real Estate
Industrials
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Energy

Industrials

Financials

Materials
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S&P 500
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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 5/18/2021 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 ($)

Large Cap

Foreign Developed (local currency)

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. 


