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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 20, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is currently up 0.6% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed unchanged.  Chinese markets closed mixed, with the Shanghai Composite down 

0.1% from its prior close and the Shenzhen Composite up 0.1%.  U.S. equity index futures are 

signaling a flat open.  With 470 companies having reported, the S&P 500 Q1 2021 earnings 

stand at $48.80, higher than the $37.94 forecast for the quarter.  The forecast reflects a 23.3% 

increase from Q1 2020 earnings.  Thus far this quarter, 87.0% 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 (5/17/2021): The Geopolitics of Taiwan: Part III 

• Weekly Energy Update (5/20/2021); we take a look at the stunning IEA 

announcement and the administration’s apparent acceptance of Nord Stream 2. 

• 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” 

 

Good morning.  U.S. equity futures are lower, although off the worst levels of the session.  Other 

assets, like commodities and crypto, have also come under pressure.  Our coverage kicks off with 

the Fed minutes, which roiled financial markets.  We follow with a discussion of the 

cryptocurrency market.  An update on Israel/Hamas is up next.  Economics and policy follow.  

China news is up next, with the international news roundup on its heels.  We close our notes with 

a pandemic update. 

  

Fed minutes:  A reading of the minutes of late April’s meeting of the FOMC reveals a central 

bank remaining committed to accommodative monetary policy.  The market’s reaction to the 

release of the report shows how sensitive investors are to any of the withdrawal of support.   

 

A number of participants suggested that if the economy continued to make rapid 

progress toward the Committee’s goals, it might be appropriate at some point in 

upcoming meetings to begin discussing a plan for adjusting the pace of asset 

purchases. 

 

 

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_20_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.wsj.com/articles/global-stock-markets-dow-update-05-20-2021-11621496568?st=046xvmvm4qgdot5&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/markets-decline-globally-and-fed-hints-at-a-policy-review-11621468563?st=ncam587kqunjltl&reflink=desktopwebshare_permalink
https://www.federalreserve.gov/monetarypolicy/files/fomcminutes20210428.pdf
https://www.cnbc.com/2021/05/19/fed-officials-said-rapid-progress-in-economy-could-lead-to-lowerng-asset-purchases.html
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The bulk of the report showed that most members did not think the economy had recovered 

enough to remove accommodation.  Although some members did express worries that inflation 

might become a bit more troublesome than public statements from FOMC members would 

suggest, there wasn’t a lot in the report to suggest that a reversal is imminent.  We view the 

above comment as a “thinking about thinking about” removing accommodation.   

 

However, reading between the lines does suggest that some members are getting a bit worried 

about staying easy for too long.  We have been rather surprised by how unified the FOMC has 

been on policy.  We think we are seeing is a return to normal, which is some degree of 

dissension.  Hawks are starting to emerge, and the financial sensitives, who are worried about 

financial market dislocation, may also be raising concerns.  If Powell intends to keep policy 

steady into 2023, he is going to have to manage the pressure to raise rates.   

 

It is natural for financial markets to anticipate, so the focus on what may have been a minor 

phrase is not a surprise.  We are taking Powell at his word, which is that we are seeing an end to 

the Volcker doctrine of stressing inflation control to one that focuses on maximum employment.  

It should be noted that Volcker also faced strong opposition to his policies within the FOMC.  It 

would not be a surprise that the reversal of Volcker’s doctrine would face opposition.  The key 

point is how he manages the dissent.   

 

Finally, market action yesterday (and into this morning to some extent) highlights just how 

important monetary policy has been to asset prices for the past 14 months.  Historical metrics of 

asset prices in various markets all look extended.  They are mostly justified by the low level of 

interest rates and high levels of liquidity generally centered in affluent households.  For most of 

the past 13 years, the Fed has undermined cash as an asset class; if cash becomes a desired asset 

again, it will undoubtedly be bearish for overall financial asset prices.  What remains to be seen 

is how tolerant the Fed will be to falling asset values.  To some extent, ignoring financial 

markets would be an end to Greenspan’s mark on the Fed.  Greenspan, from 1987 on, made it 

clear the Fed would come to the rescue when, during periods of financial turmoil, creating the 

“Greenspan put.”  Ending that policy (if it does end) would be perhaps a bigger deal than 

focusing on the labor markets over inflation. 

 

Bitcoin:  Although the Fed minutes did raise concerns yesterday afternoon, the morning was 

dominated by bitcoin volatility.  A number of factors affected the price of bitcoin.  First, the 

chart has been deteriorating for several weeks. 

https://www.ft.com/content/7e1877cb-c8ef-4ff1-b29a-118b30f6ae73?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/fed-officials-say-they-are-closely-watching-for-right-moment-to-make-policy-shift-11621445379?st=bt86a5t9tplmzat&reflink=desktopwebshare_permalink
https://www.cnbc.com/2021/05/19/the-crypto-collapse-heres-whats-behind-bitcoins-sudden-drop.html
https://www.cnbc.com/2021/05/19/the-crypto-collapse-heres-whats-behind-bitcoins-sudden-drop.html
https://www.wsj.com/articles/bitcoin-and-dogecoin-prices-tumble-as-investors-sour-on-cryptos-11621435489?st=i6jqrl8a9tss7pw&reflink=desktopwebshare_permalink
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(Source:  Bloomberg) 

 

Although the price rose sharply into March, momentum has clearly been slowing.  Falling 

momentum will tend to encourage some participants to exit.  Second, China is cracking down on 

bitcoin use, essentially making it illegal for firms to price their goods in cryptocurrency.  Third, 

the Colonial Pipeline hack has made it clear that cryptocurrencies have become the payment of 

choice for criminals; a crackdown on its use seems unavoidable.  It may be too late to eliminate 

them, but forcing exchanges to identify participants may be coming, which would, of course, 

reduce the attractiveness of the currency to organized crime.  Regulation may be the most bearish 

factor regarding cryptocurrencies.  Interestingly enough, it’s not just China that is increasing 

regulatory scrutiny.  The Office of the Comptroller of the Currency is also reviewing its crypto 

guidance.  And fourth, although crypto is marketed as a way to avoid the “middlemen” in the 

financial system, most institutional buyers use coin exchanges, and, lo and behold, yesterday 

some of these exchanges didn’t allow holders to liquidate positions, which may have exacerbated 

the selling.  

 

Until recently, we haven’t been overly concerned about what is happening in crypto assets.  

Recent reports suggest the Fed isn’t either.  After all, price volatility in baseball cards or Beanie 

Babies didn’t trigger systemic risk.  This may be a serious mistake. A recent Odd Lots podcast 

with Viktor Shvets as guest detailed the systemic risk bitcoin could be creating.  He made the 

point that traders are buying bitcoin with leverage, meaning that as prices fall, margin calls are 

occurring as well.  So far, we haven’t seen any strong evidence of systemic risk.  However, as 

numerous events over the past 25 years have shown, leverage coupled with price volatility can 

lead to unwelcome outcomes.  Yesterday’s price action in bitcoin closely mirrored equities, 

perhaps signaling that cryptocurrencies are becoming a systemic risk. 

https://www.wsj.com/articles/the-factors-driving-crypto-markets-boom-and-the-challenges-ahead-11621243809?st=d03b1so1wbpdidc&reflink=desktopwebshare_permalink
https://www.ft.com/content/c4c29bb3-c8ee-454c-a2dd-eac9f644007f
https://www.ft.com/content/c4c29bb3-c8ee-454c-a2dd-eac9f644007f
https://www.reuters.com/technology/chinese-financial-payment-bodies-barred-cryptocurrency-business-2021-05-18/
https://www.caixinglobal.com/2021-05-19/china-hits-cryptocurrencies-with-double-whammy-101715213.html
https://www.coindesk.com/new-occ-chief-signals-greater-caution-on-crypto
https://www.coindesk.com/new-occ-chief-signals-greater-caution-on-crypto
https://twitter.com/binance/status/1395002603558391812?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://twitter.com/binance/status/1395002603558391812?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/technology/bullard-crypto-rout-not-systemic-concern-2021-05-19/
https://podcasts.apple.com/us/podcast/odd-lots/id1056200096?i=1000521065073
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Israel and Hamas:  President Biden is pressuring PM Netanyahu to end the current campaign 

against Hamas.  So far, the Israeli leader is ignoring the U.S., but we don’t think this defiance 

will last much longer, simply because it looks like this current situation has about run its course.  

What we have learned from this event is that the Arab world has mostly abandoned the 

Palestinian cause.  As the U.S. moves out of the region, the Arab states are banding with Israel to 

oppose Iran.  This development was part of the Abraham Accords.  It appears that with each 

flareup of hostilities, Palestinians in Gaza are put in a worse position.  We would expect 

hostilities to wane by the weekend.   

 

Economics and policy:  Tariffs are being eased, and rents are rising. 

• The EU has suspended its plans to raise tariffs on numerous goods.  This was part of the 

retaliation for the U.S. implementing steel tariffs.  So far, the U.S. is maintaining the steel 

tariffs, at least for now, but there is pressure building to rescind those as well.    

• Apartment rents are starting to recover in most markets.  Single-family home rents are 

rising rapidly too.  This development could exacerbate current inflation worries.   

• As housing prices rise, there is renewed interest in modular homebuilding.  Currently, 

most homes are built on-site.  Modular homes are factory build, allowing for assembly 

line production in a controlled environment.  Although most communities have a bias 

towards site-built homes, cheaper modular homes could become an alternative.  At least 

Warren Buffett thinks so.   

• Argentina is banning the export of beef in an attempt to quell domestic inflation.  

Ranchers are not happy and are planning to strike.   

https://www.ft.com/content/0e0433f3-f35d-49dc-b474-80ebad535d30?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/2021/05/19/israel-gaza-conflict-latest-updates/?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%2F3277806%2F60a5dde69d2fdae302578d6c%2F596b53f6ae7e8a44e7d597a3%2F34%2F61%2F60a5dde69d2fdae302578d6c
https://www.wsj.com/articles/israel-says-it-is-assessing-a-possible-cease-fire-with-hamas-11621423957?st=22jmhxbxsg1oadf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/eu-suspend-plans-to-raise-tariffs-on-u-s-whiskey-other-goods-11621257768?st=r0s4yq05tfg9a7n&reflink=desktopwebshare_permalink
https://www.ft.com/content/603c83bc-0c0e-4bd9-9fb3-0f5ea5b264c0?emailId=60a4eb621b7bd3000463bdaa&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/603c83bc-0c0e-4bd9-9fb3-0f5ea5b264c0?emailId=60a4eb621b7bd3000463bdaa&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.tariffsaretaxes.org/sites/default/files/2021-05/FINAL_Business%20Letter%20to%20Presiden%20Biden%20232%20Business.pdf
https://www.wealthmanagement.com/multifamily/apartment-rents-rise-most-markets?NL=WM-056&Issue=WM-056_20210518_WM-056_966&sfvc4enews=42&cl=article_1&utm_rid=CPG09000003323282&utm_campaign=32525&utm_medium=email&elq2=3a230127d84343878947dc7cb21fe679&oly_enc_id=7565J9063734D8B
https://www.wealthmanagement.com/sfr/us-single-family-home-rents-hit-14-year-high-costs-surge?NL=WM-056&Issue=WM-056_20210520_WM-056_858&sfvc4enews=42&cl=article_5&utm_rid=CPG09000003323282&utm_campaign=32527&utm_medium=email&elq2=1ad49938aabd44488801c149b3dd1e07&oly_enc_id=7565J9063734D8B
https://www.wsj.com/articles/warren-buffett-to-offer-a-new-spin-on-modular-construction-11621339201?st=was569y9d30o4ro&reflink=desktopwebshare_permalink
https://finance.yahoo.com/news/argentina-halts-beef-exports-30-010200477.html
https://www.ft.com/content/7c08538f-d636-4ed9-9446-ac2d0567ae50?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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• Taiwan has been hit by a series of maladies.  One of them is drought.  Semiconductor 

production uses a lot of water, and the fabs are having to deal with water restrictions.  

These restrictions will exacerbate semiconductor shortages.   

• Russia now holds more gold in its foreign reserves than it holds in U.S. dollars.   

• We note that a number of large firms are announcing their own minimum wage hikes.  

This development will pressure smaller firms to either match the increases or make other 

arrangements (e.g., work current employees longer hours, add capital to reduce labor, 

leave vacancies open).   

• This is one to watch; the ECB may end or reduce its emergency bond-buying in June.  If 

it does, look for the EUR to rise.   

• And finally, here’s a curious situation—bank branches in Japan have been “swamped” by 

pensioners bringing in U.S. stimulus checks to be cashed.  Apparently, some Japanese 

citizens who worked in the U.S. are getting the checks in error.  This situation occurred 

with the first stimulus last year and has apparently not been fixed.   

China:  U.S. tech in China is in an uncomfortable position, and cross-border investment is down. 

• Apple (APPL, USD, 124.69) is coming under unwelcome scrutiny as the NY Times 

reports that the firm is sharing its customer data with the Chinese government, a practice 

it doesn’t do in the U.S. or Europe.  It has also taken actions to placate CPC officials, 

including removing apps from Chinese users.  The company is not pleased with the 

reports.  But the reality is that firms operating in China are required to adhere to CPC 

rules.  Globalization encouraged firms to adjust their practices to the local community.  

That behavior is becoming difficult to justify, and at some point, firms will be forced to 

choose.  We recommend care in that choice.   

o A further warning: acting against China is one of the few areas of bipartisanship.  

The Senate advanced a bill to “counter China’s economic and global ambitions” 

by a vote of 86-11.   

• Cross-border investment between the U.S. and China has declined to its lowest level 

since 2009.  Some of this drop is tied to the pandemic. 

• China continues to ramp up steel production, exacerbating supply issues.  Its aluminum 

production is at record levels as well.  The U.S. and Europe are attempting to manage the 

steel supply, but if China continues to lift output, it will be difficult to work out a deal.  

The U.S. is facing internal pressure to ease tariffs on steel from manufacturing firms.   

o The rise in steel production is increasing iron ore purchases from Australia.  The 

two countries have had frosty relations recently, and Chinese officials have 

warned Canberra that it intends to “diversify” its sources for iron ore.   

• The Biden administration continues to grapple with the Trump era restrictions regarding 

investment in China and Chinese listed stocks.  It has recently delayed a decision on this 

matter.   

• China has bought 37% of next year’s U.S. corn crop.  This is aggressive buying and may 

signal that Beijing is stockpiling corn to protect against supply disruptions.  Beijing is 

apparently worried about rising commodity prices and is considering export controls.   

https://www.reuters.com/technology/amid-drought-taiwan-plans-more-water-curbs-chip-hub-hsinchu-2021-05-19/
https://news.bitcoin.com/gold-exceeds-us-dollars-in-russias-reserves-putin-de-dollarization/
https://finance.yahoo.com/news/mc-donalds-chipotle-amazon-offer-lucrative-incentives-to-lure-in-workers-amid-labor-crunch-113849530.html
https://www.reuters.com/article/ecb-policy-idUSF9N2KZ01B?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/102e0104-ca6f-4d59-be1b-90860426d5a5?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/apple-china-human-rights-privacy-violations-810dd6fa-bbbb-45d9-b855-f51783b69bee.html
https://www.nytimes.com/2021/05/17/technology/apple-china-censorship-data.html?smid=url-share
https://www.nytimes.com/2021/05/17/technology/apple-china-privacy-censorship.html?smid=url-share
https://int.nyt.com/data/documenttools/apple-statement/61821a018e163070/full.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.youtube.com/watch?v=VA7J0KkanzM
https://www.politico.com/news/2021/05/17/senate-bipartisan-deal-countering-china-489152
https://www.scmp.com/news/china/article/3133976/us-china-cross-border-investment-drops-lowest-level-2009?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3133976
https://rhg.com/wp-content/uploads/2021/05/RHG_TWS-2021_Full-Report_Final.pdf
https://www.reuters.com/world/china/china-april-crude-steel-output-hits-record-despite-production-controls-2021-05-17/
https://www.reuters.com/world/china/china-april-aluminium-output-hits-record-high-output-curbs-ease-2021-05-17/
https://www.reuters.com/world/china/china-april-aluminium-output-hits-record-high-output-curbs-ease-2021-05-17/
https://www.commerce.gov/news/press-releases/2021/05/joint-united-states-european-union-statement-addressing-global-steel
https://www.commerce.gov/news/press-releases/2021/05/joint-united-states-european-union-statement-addressing-global-steel
http://www.ce.cn/cysc/newmain/yc/jsxw/202105/18/t20210518_36568702.shtml
http://www.ce.cn/cysc/newmain/yc/jsxw/202105/18/t20210518_36568702.shtml
https://www.bloomberg.com/news/articles/2021-05-18/china-puts-australia-on-notice-with-push-to-diversify-iron-ore?sref=6ZE6q2XR
https://news.yahoo.com/biden-delays-revamp-trump-blacklist-174528391.html
https://news.yahoo.com/china-bought-37-next-corn-172052454.html
http://www.xinhuanet.com/english/2021-05/19/c_139956626.htm


 

 

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

www.confluenceinvestment.com 

 6 

• The U.S. is accusing Beijing of ducking nuclear arms talks.   

• China is increasing its efforts to join the Comprehensive and Progressive Trans-Pacific 

Partnership.  This multilateral free-trade zone is the predecessor of the Transpacific 

Partnership from which the U.S. withdrew.  The irony is that the original TPP excluded 

China, and if China joins the successor, it will have excluded the U.S. 

• Huarong, the “bad bank” that grew into a financial conglomerate, may be hampering 

efforts by Chinese regulators to bring borrowing under control.  It has issued $40 billion 

of debt that is in trouble.  Given its size, it will be difficult for the government to allow it 

to default, but if it bails the company out, it creates a moral hazard problem.   

o China’s mutual funds have languished this year, leading to a backlash on social 

media.  Given Beijing’s discomfort with anything that smacks of organized 

trouble, it will be interesting to see if (a) this gets worse and (b) what China does 

about it, e.g., prop up equity prices or squelch the complaints.   

• China is making it illegal for foreigners to own private elementary schools or for any 

Chinese school to have a foreign curriculum.   

• It looks like the European Parliament is shelving the China investment deal.   

International roundup:  A rebel leader in Colombia has been killed, and PM Johnson is facing 

farmer pressure. 

• Jesus Santrich has reportedly been killed.  He was the leader of a breakaway faction of 

the FARC, the rebel group that was at war with the Colombian government for years.  

There are conflicting reports regarding who was responsible for this death.   

• The U.K. is engaged in trade talks with Australia.  Farmers in the U.K. are worried that 

they won’t be able to compete with Australia’s agriculture and are pressing against the 

deal.   

• U.K. businesses are being required to adhere to EU VAT rules, which reportedly will cost 

them 180 million GBP per year.   

COVID-19:  The number of reported cases is 164,966,830 with 3,419,446 fatalities.  In the U.S., 

there are 33,027,220 confirmed cases with 587,875 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 349,210,095 doses of the vaccine have 

been distributed with 277,209,173 doses injected.  The number receiving at least one dose is 

159,174,963, while the number of second doses, which would grant the highest level of 

immunity, is 125,453,423.  The FT has a page on global vaccine distribution.  The Axios map 

shows unmistakable good news.  Forty-nine states are showing steady to declining infection 

rates.  

  

• Many parts of Asia have performed remarkably well during the early stages of the 

pandemic.  That is no longer the case.   

o As we have noted in recent weeks, India has faced a surge in cases.  Its recent 

death count was the world’s highest.  As the virus spreads to rural India, the lack 

of health care in these areas is becoming a problem. 

https://www.reuters.com/world/china/us-says-china-is-resisting-bilateral-nuclear-talks-2021-05-18/
https://www.theedgemarkets.com/article/china-steps-efforts-join-trade-pact-created-exclude-it
https://www.nytimes.com/2021/05/18/business/economy/china-bank-debt-huarong.html?smid=url-share
https://www.nytimes.com/2021/05/18/business/economy/china-bank-debt-huarong.html?smid=url-share
https://www.wsj.com/articles/chinas-mutual-fund-stars-go-from-boom-to-backlash-11621503001?st=1chpfwlye6ch4d2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinas-mutual-fund-stars-go-from-boom-to-backlash-11621503001?st=1chpfwlye6ch4d2&reflink=desktopwebshare_permalink
https://www.reuters.com/world/china/china-bars-foreign-curriculum-ownership-some-private-schools-2021-05-17/
https://www.politico.com/news/2021/05/18/european-parliament-china-489341
https://www.bbc.com/news/world-latin-america-57170692
https://www.nytimes.com/2021/05/18/world/americas/jesus-santrich-killed-colombia-venezuela.html?smid=url-share
https://www.ft.com/content/c0607b26-f2dc-4941-9be4-7bf081f734dd?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ffc1e4aa-6c5f-4f96-9f1c-11b3194c7ed0?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/e21654a2-8c3c-4bfb-a81d-be12d301f7dc
https://www.ft.com/content/e21654a2-8c3c-4bfb-a81d-be12d301f7dc
https://www.nytimes.com/live/2021/05/20/world/covid-vaccine-coronavirus-mask
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-infections-vaccines-success-5cc898bc-55a0-4bbc-89c0-f8e9d84d6d76.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/as-covid-19-variants-spread-and-vaccines-dont-asia-suffers-outbreaks-where-disease-had-seemed-beaten-11621419961?st=4yd4mvn2s9don7q&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/indias-covid-19-daily-death-toll-hits-worlds-high-11621445978?st=iwpjn0v058o00ff&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/indias-covid-19-daily-death-toll-hits-worlds-high-11621445978?st=iwpjn0v058o00ff&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2021/05/15/india-coronavirus-rural/?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%2F32777f7%2F60a5dde69d2fdae302578d6c%2F596b53f6ae7e8a44e7d597a3%2F15%2F61%2F60a5dde69d2fdae302578d6c
https://www.washingtonpost.com/world/2021/05/15/india-coronavirus-rural/?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%2F32777f7%2F60a5dde69d2fdae302578d6c%2F596b53f6ae7e8a44e7d597a3%2F15%2F61%2F60a5dde69d2fdae302578d6c
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o The problem has spread to one of its neighbors, Nepal.   

o Taiwan, which appeared to have the virus under control, is facing a surge of 

infections and a lack of vaccine supply.  As cases rise, the government has raised 

the alert level.   

• The pandemic tended to more adversely affect the less affluent.  It has also led to workers 

taking on new careers and locating to different areas of the country.   

• Meanwhile, as cases fall in the U.S., Mexico is reporting a similar decline.   

• Major vaccine companies are preparing for booster shots scheduled for autumn.  The 

U.K. is conducting booster trials.  We suspect that COVID will become, like influenza, a 

regular vaccination event. 

• New York is reopening; the EU will allow foreign travelers who have been vaccinated to 

visit this summer.   

• China is rolling out a single-dose vaccine. 

• The U.S. is sending vaccines to Honduras after the country considered ending its 

recognition of Taiwan for China in order to acquire vaccines.   

• Your next COVID tester could have four legs. 

 

U.S. Economic Releases  

In May, the Philadelphia Fed Business Outlook Index, which measures manufacturing activity, 

slowed more than expected. The index fell by 19 points from 50.5 to 31.5.  The reading came in 

below expectations of 41.5.  The drop in the index is likely due to increasing prices related to the 

scarcity of key raw materials such as steel and lumber.  The price indicator rose to its highest 

level in 40 years.  Despite these price pressures, firms expect input prices to rise faster than 

inflation, suggesting that they are not confident in their ability to push rising costs on to 

consumers.  However, firms remain optimistic about growth. 
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https://www.wsj.com/articles/steep-covid-19-rise-in-nepal-mirrors-indias-surge-11621350579?st=609j0a8g3auwiqz&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/asia_pacific/taiwan-virus-outbreak-covid-vaccines/2021/05/18/bba4c770-b6fa-11eb-bc4a-62849cf6cca9_story.html
https://www.washingtonpost.com/world/asia_pacific/taiwan-virus-outbreak-covid-vaccines/2021/05/18/bba4c770-b6fa-11eb-bc4a-62849cf6cca9_story.html
https://www.scmp.com/news/china/politics/article/3134023/coronavirus-taiwan-outbreak-continues-267-new-domestic-cases?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3134023
https://www.scmp.com/news/china/politics/article/3134023/coronavirus-taiwan-outbreak-continues-267-new-domestic-cases?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3134023
https://www.wsj.com/articles/pandemic-hit-less-educated-workers-hardest-fed-survey-shows-11621267575?st=ufzimulqaf8j7h7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/job-search-small-business-pandemic-careers-good-use-11621014650?st=3xi3orldz4up84s&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2021/05/19/coronavirus-mexico/?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%2F327780a%2F60a5dde69d2fdae302578d6c%2F596b53f6ae7e8a44e7d597a3%2F38%2F61%2F60a5dde69d2fdae302578d6c
https://www.wsj.com/articles/covid-19-vaccine-booster-shots-raise-tough-issues-for-health-authorities-11621503181?st=h5fvprydkdo7irl&reflink=desktopwebshare_permalink
https://www.axios.com/coronavirus-vaccines-boosters-pfizer-moderna-e8d6bed6-8238-4e52-9959-ca4c6a6e0d5a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/f60b3201-8efd-494f-b4c7-afea6be3a4ba?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/live/2021/05/19/world/covid-vaccine-coronavirus-mask/new-york-city-reopening
https://www.nytimes.com/2021/05/19/world/europe/eu-coronavirus-vaccination-travel.html?smid=url-share
https://www.ft.com/content/1aab1c65-903b-427c-8334-004d8d6dfbd2?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.caixinglobal.com/2021-05-19/china-rolls-out-single-dose-covid-19-vaccine-in-five-eastern-cities-101715207.html
https://www.ft.com/content/c0717932-0d88-4cea-b55c-ff561ed1f70e?emailId=60a5e8d813980d000403a6a6&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/your-next-covid-19-test-could-be-a-dogs-sniff-11621425603?st=sh5o15f8wbhssjv&reflink=desktopwebshare_permalink
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The chart above shows the six-month moving average of the Philadelphia Fed Business Outlook 

Index.  On this basis, which smooths the volatility, it is the strongest expansion since 1983. 

 

Although there was a drop in new jobless claims, continuing claims picked up in the prior week, 

suggesting that hiring may be slowing.  For the week ending May 15, initial claims came in at 

444K compared to expectations of 450K.  The prior report was revised up, from 473K to 478K. 

Additionally, continuing claims from the previous week came in at 3,751K compared to 

expectations of 3,620K. 
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The chart above shows the four-week moving average of initial claims. The moving average fell 

from 535.25K to 504.75K. 
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The above chart shows the four-week moving average of continuing claims by region. 

 

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 54.6 **

10:00 Leading Index m/m May 1.3% 1.3% ***

EST Speaker or event

10:30 Robert Kaplan Panel Discussion at Atlanta Fed Conference President of the Federal Reserve Bank of Dallas

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. 

 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Swift Global Payments CNY m/m Apr 2.0% 2.5% *** Equity and bond neutral

1-Year Loan Prime Rate m/m 20-May 3.9% 3.9% 3.9% ** Equity and bond neutral

5-Year Loan Prime Rate m/m 20-May 4.7% 4.7% 4.7% ** Equity and bond neutral

Japan Core Machine Orders MoM m/m Mar 3.7% -8.5% 5.0% ** Equity and bond neutral

Japan Buying Foreign Stocks w/w 14-May ¥189.7b ¥114.2b ** Equity and bond neutral

Japan Buying Foreign Bonds w/w 14-May ¥600.2b -¥73.6b ** Equity and bond neutral

Foreign Buying Japan Stocks w/w 14-May -¥471.4b ¥144.8b ** Equity and bond neutral

Foreign Buying Japan Bonds w/w 14-May ¥878.4b -¥372.9b ** Equity and bond neutral

New Zealand Consumer Inflation Expectation m/m May 3.5% 3.2% * Equity and bond neutral

Employment Change m/m Apr -30.6k 70.7k 20.0k ** Equity bearish, bond bullish

Participation Rate m/m Apr 66.0% 66.3% 66.3% ** Equity and bond neutral

Unemployment Rate m/m Apr 5.5% 5.6% 5.6% ** Equity and bond neutral

EUROPE

Eurozone ECB Current Account SA m/m Mar 17.8b 25.9b ** Equity bearish, bond bullish

Construction Output m/m Mar 2.7% -2.1% ** Equity bullish, bond bearish

Germany PPI m/m Apr 0.8% 0.9% 0.8% ** Equity and bond neutral

Italy Current Account Balance m/m Mar 3033m 3737m ** Equity and bond neutral

UK CBI Trends Total Orders m/m May 17 -8 0 ** Equity and bond neutral

CBI Trends Selling Prices m/m May 38 27 ** Equity bullish, bond bearish

Russia CPI Weekly YTD w/w 17-May 3.1% 3.0% ** Equity bearish, bond bullish

AMERICAS

Brazil IGP-M Inflation 2nd Preview m/m May 3.8% 1.2% 2.8% * Equity and bond neutral

Canada CPI y/y Apr 3.4% 2.2% 3.2% *** Equity and bond neutral

Teranet/National Bank HPI m/m Apr 2.4% 1.5% ** Equity and bond neutral

Existing Home Sales m/m Apr -12.5% 5.2% -2.8% ** Equity and bond neutral  
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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 15 1 Up

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

TED spread (bps) 15 14 1 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 1.67 1.67 0.00 Neutral

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

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

Currencies

dollar Down Down

euro Up Up

yen Up Up

pound Up Up

franc Up Up

Central Bank Action Prior Expected

RBA FX Transactions Government -A$522m -A$1390m On forecast

RBA FX Transactions Market A$491m A$1332m On forecast

RBA FX Transactions Other -A$1346m A$4014m 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 $65.73 $66.66 -1.40% Potential Iran sanctions removal deal

WTI $62.57 $63.36 -1.25%

Natural Gas $2.98 $2.96 0.44%

Crack Spread $23.56 $23.56 0.00%

12-mo strip crack $21.36 $21.44 -0.37%

Ethanol rack $2.77 $2.78 -0.18%

Gold $1,871.83 $1,869.62 0.12%

Silver $27.80 $27.74 0.21%

Copper contract $458.00 $457.65 0.08%

Corn contract $663.50 $658.25 0.80%

Wheat contract $681.50 $679.25 0.33%

Soybeans contract $1,543.50 $1,538.25 0.34%

Baltic Dry Freight 2801 2795 6

Actual Expected Difference

Crude (mb) 1.3 2.0 -0.7

Gasoline (mb) -2.0 -0.7 -1.3

Distillates (mb) -2.3 -0.8 -1.5

Refinery run rates (%) 0.20% 1.00% -0.80%

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 Eastern third of the country and the Pacific North, with cooler temperatures for the rest of the 

country.  The forecast calls for wet conditions throughout the Midwest, Great Plains, and Mid-

Atlantic, with drier conditions expected in the Pacific and Southeast regions. 
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Data Section 
 

U.S. Equity Markets – (as of 5/19/2021 close) 

 

  
0.0% 20.0% 40.0% 60.0%

Technology
Consumer Discretionary

Utilities
Consumer Staples

Healthcare
S&P 500

Communication Services
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%

Energy

Materials

Consumer Discretionary

Financials

Industrials

Consumer Staples

Real Estate

S&P 500

Healthcare

Utilities

Communication Services

Technology

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 5/19/2021 close) 

 

-10.0% 0.0% 10.0% 20.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

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 20, 2021 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 5/19/2021 = 24.6x

 
 

Based on our methodology,1 the current P/E is 24.4x, down 0.4x 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. 


