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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 24, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is currently down 0.1% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 0.4%.  Chinese markets were higher, with the Shanghai Composite up 

0.3% from its prior close and the Shenzhen Composite up 0.8%.  U.S. equity index futures are 

signaling a higher open.  With 476 companies having reported, the S&P 500 Q1 2021 earnings 

stand at $48.90, higher than the $37.94 forecast for the quarter.  The forecast reflects a 23.3% 

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

earnings above forecast, while 11.4% 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 (5/20/2021): we look at the stunning IEA announcement and the 

administration’s apparent acceptance of Nord Stream 2 

• Asset Allocation Q2 2021 Rebalance Presentation (5/20/2021): video discussion of our 

asset allocation process, portfolio changes in Q2, and the macro environment 

• Asset Allocation Weekly (with associated podcast and chart book) (5/21/2021)  

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

 

Good morning, and happy Monday!  U.S. equity futures are higher this morning.  The Northern 

Hemisphere’s hurricane season runs from June 1 to November 1, but recently it has become 

common for storms to form early.  NOAA has named Ana the first tropical storm of 2021, but it 

has already become subtropical.  Our coverage starts with the Belarus situation. Cryptocurrency 

news is followed by the international roundup.  Next up is economics and policy, and we close 

with pandemic news. 

  

Belarus:  In a bold action, Belarus forced a Ryanair (RYAAY, USD, 115.64) flight to make an 

emergency landing in Minsk, using the pretext of a bomb threat.  The flight originated in Athens 

on its way to Vilnius.  Belarusian security agents on the plane claimed that there was a bomb on 

board and then sent a MIG-19 to force the civilian airliner to land at the Minsk airport.  Once the 

plane landed, Roman Protasevich, a Belarusian journalist, was detained.  He is wanted by the 

regime for disclosing state secrets and for fomenting unrest.  Protasevich faces a 12-year 

sentence and perhaps worse if convicted (and it is highly likely he will be).  After a “search” for 

a bomb showed that no such device was on board, the plane was allowed to fly to its original 
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destination; however, Protasevich, his girlfriend, and four security agents did not complete the 

last part of the flight.   

 

It remains to be seen what actions the West will take.  The common refrain is that this event was 

”state hijacking.”  Eastern European Nations are incensed, but getting Western European Nations 

to take any significant actions will be difficult.  EU leaders are discussing the situation today.  

But, if the reaction of the European Commissioner for Transportation is any guide, we wouldn’t 

expect much beyond strong statements.  The U.S. issued a statement condemning the act.  

America already sanctions Belarus, so we would not expect much more to come from 

Washington.  We would, however, expect the EU to ban commercial flights originating in the 

region from entering Belarusian airspace.  Nonetheless, fears that further measures may lead to 

Russia absorbing the former Soviet state will likely limit action.   

 

Cryptocurrencies:  After selling off most of the night, bitcoin is moving higher at present.  

Prices have been under strong pressure recently.  As we warned last week, it appears the crypto 

assets are beginning to have an impact on broader financial markets.  Although recent behavior 

between markets could be a coincidence, we suspect that the rising use of leverage in crypto 

trading will end up linking this market to the broader financial system.  We are noting a more 

hostile stance from central bankers concerning crypto; perhaps the most substantial risk to that 

market comes from the government.   

 

International roundup:  Japan is signaling a more aggressive military stance, tensions remain 

high in Myanmar, and election violence in Mexico is elevated. 

• Japan Defense Minister Nobuo Kishi indicated that his country must radically increase 

defense spending to counter the threat from China.  He also noted that the threat to 

Taiwan is a direct threat to Japan as well.   

• In Myanmar, the current government plans to dissolve the National League of 

Democracy, the party of Aung San Suu Kyi.  The EU has denounced the action.  Fighting 

continues against the junta, and the government has suspended 125,000 teachers for 

opposing the coup.   

• Mexico will hold midterm elections on June 6.  Over the weekend, a mayoral candidate 

for Ciudad Obregon was shot while campaigning.  This is the 83rd candidate killed in 

Mexico since September.   

• In Peru, Pedro Castillo, the leftist candidate for president, is gaining ground in the polls.   

• The Nyiragongo volcano in Congo has erupted, killing at least 15 people and displacing 

thousands.  Over one million people live within the vicinity of the volcano, which had a 

large eruption in 2002.   

• Although expectations are high that the Iran nuclear deal will be resurrected, SoS Blinken 

noted that Tehran has not taken the actions required to lift sanctions.  Oil prices have 

come under pressure recently on fears that Iranian oil will return to markets soon.  It 

should be noted that oil has been evading sanctions for some time, although a return to 

the agreement will likely lift Iranian sales by 1.0 mbpd to 1.5 mbpd over time.  
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• Russia, seeing the rapid ice melt in the Arctic, is quickly building its defense forces in the 

region.  Russia has traditionally expected the cold and ice to make its long Arctic border 

safe from invasion but now realizes this border will need to be defended.  

• Ukraine is asking Congress to maintain sanctions on Nord Stream 2 as the administration 

moves to ease them.   

Economics and policy:  A bipartisan infrastructure bill isn’t likely, a deal on corporate taxes is 

more likely, and economic expectations have caught up with the data, meaning that positive 

surprises will probably decline. 

• It is looking increasingly like a bipartisan deal on infrastructure isn’t going to happen.  

Although there has been some movement, the two sides remain far apart.  It remains to 

be seen whether the president’s full bill can make it through the Senate.  In the end, we 

may see something, but momentum is slowing, and, as often happens, the White House 

has to deal with surprises that distract it from moving forward (e.g., Israel, Belarus, Nord 

Stream 2, etc.). 

• We may be getting close to a deal on corporate taxes; the U.S. is supporting a 15% 

minimum rate within the G-7.  That won’t prevent firms from moving business to 

traditional tax havens, but a deal within the G-7 will likely raise revenue from 

corporations.   

• The Citi economic surprise index measures the difference between economist 

expectations and the actual data.  The index is adjusted for its impact on the forex 

markets, but it is a handy way of seeing how much of the economic trends are discounted 

in markets.  Recent data is approaching zero, suggesting that much of the economy’s 

good news is in market prices. 

-200

-100

0

100

200

300

2004 2006 2008 2010 2012 2014 2016 2018 2020

CITI U.S. ECONOMIC SURPRISE INDEX

<
<

<
D

A
T

A
 W

O
R

SE
 :

: 
D

A
T

A
 B

E
T

T
E

R
>

>
>

Sources:  Bloomberg, CIM  
 

https://www.nytimes.com/2021/05/22/world/russia-us-arctic-military.html?smid=url-share
https://www.nytimes.com/2021/05/22/world/russia-us-arctic-military.html?smid=url-share
https://www.ft.com/content/8915c2c8-5e05-41f3-8c14-94d15b2932ef
https://www.nytimes.com/2021/05/23/us/politics/congress-biden-infrastructure-police.html?smid=url-share
https://www.wsj.com/articles/lawmakers-divided-on-infrastructure-jan-6-commission-11621781690?st=jrcs48t3vfsl8gy&reflink=desktopwebshare_permalink
https://www.ft.com/content/c300ac5b-999e-48c0-bde1-40c5f1ee7497
https://www.ft.com/content/c300ac5b-999e-48c0-bde1-40c5f1ee7497


 

 

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

www.confluenceinvestment.com 

 4 

If so, this means that even strong economic data will have fewer positive effects on 

prices, and it increases the likelihood of negative surprises.   

• This is one to watch—Atlanta FRB President Bostic’s name is being circulated as a 

candidate for the next Fed Chair.  He has made very clear statements suggesting that he 

would push hard to move the Fed’s priority to full employment and has suggested less 

emphasis on financial markets.  Although Chair Powell is well-liked and could get 

another term, his term as chair ends next February.1  A Bostic Fed would send an 

unmistakable signal that the Volcker era is over (although we think that signal has 

already been sent) and likely be taken as negative by financial markets.   

• One of the problems tied to the exodus of households to smaller cities is that these new 

buyers bid up the price of existing homes, putting them out of reach for local buyers.  

Investor groups buying single-family homes have exacerbated the problem.  There are 

several resolutions to this problem, but the one that is most socially viable is an 

expansion of homebuilding. 

• The pandemic has brought havoc to supply systems.  A telling development is that hand 

sanitizer, which was in very short supply last year, is now so abundant that retailers can’t 

get rid of it fast enough.   

• Recently, the Biden administration offered to suspend intellectual property (IP) rules on 

vaccine patents.  South Africa and India have proposed new rules on IP that are so broad 

that they will almost certainly be rejected by the WTO.   

• The FTC leadership looks to take a more aggressive posture on antitrust. 

COVID-19:  The number of reported cases is 167,229,205 with 3,464,997 fatalities.  In the U.S., 

there are 33,117,923 confirmed cases with 589,893 deaths.  U.S. cases and deaths are at their 

lowest levels in a year.  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 357,250,375 doses of the vaccine have been distributed with 285,720,586 

doses injected.  The number receiving at least one dose is 163,309,414, while the number of 

second doses, which would grant the highest level of immunity, is 130,014,175.  The FT has a 

page on global vaccine distribution.   

 

• Today’s big story is that there is evidence that three researchers at the Wuhan virology 

lab became sick enough to see hospitalization in November 2019.  This facility has come 

under scrutiny as perhaps being the origin of COVID-19.  Although the dominant origin 

story is that the virus crossed over from bats to humans, this lab, which works on 

coronaviruses, may have leaked SARS-CoV-2 through inadequate security measures.  

Beijing strongly rejects this theory and pushed WTO researchers from this idea.  The 

Wuhan institute has not shared its data, raising concerns that it may have inadvertently 

released the virus.  The theory that the virus originated in this lab has become politicized; 

however, we note that a growing chorus of scientists have suggested that further 

investigation is warranted.   

 
1 For reference, Vice-Chair Clarida’s term ends September 2022 and Vice-Chair Quarles’s term ends in October.   
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• The death rate has been on a long-term downtrend, but the pandemic has led to the 

highest death rate in 17 years.  It’s not just the disease itself.  Shutdowns delayed 

preventive health care measures, and social distancing likely facilitated a surge in drug 

overdose deaths.  Life expectancy fell from 78.8 years in 2019 to 77.8 years in 2020; a 

decline in life expectancy is common with pandemics.   

• China, which has lagged the rest of the world, has stepped up its distribution of vaccines.   

• Taiwan is experiencing a jump in cases, although some of the increase may be due to lags 

in reporting.   

• Indonesia is reporting a cluster of new cases after treating merchant sailors who were 

infected.   

• Latin America has suffered one million fatalities from COVID-19. 

 

U.S. Economic Releases  

The Chicago Fed National Activity Index declined from +1.20 in March to +0.24 in April, well 

below expectations of 1.2. Three of the four broad categories deteriorated from the previous 

month. Production and income fell from +0.92 to +0.18. Personal consumption and housing fell 

from +0.50 to -0.06. Employment, unemployment, and hours fell from +0.38 to +0.05. Lastly, 

sales, orders, and inventories rose from -0.09 to +0.07. 
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The chart above shows the six-month moving average of the Chicago Fed National Activity 

Index. 
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https://www.reuters.com/article/us-health-coronavirus-taiwan-cases/taiwan-promises-quick-fix-to-covid-testing-issue-after-criticism-idUSKCN2D4012
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https://www.reuters.com/article/us-health-coronavirus-indonesia/indonesia-finds-new-covid-19-cluster-after-cargo-ship-infections-idUSKCN2D4046
https://www.reuters.com/world/americas/covid-19-deaths-latin-america-set-surpass-1-mln-outbreak-worsens-2021-05-21/
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The table below lists the Fed events scheduled for the rest of the day. 
 

EST Speaker or event

9:00 Lael Brainard Speaks at Crypto Currency

11:00 Loretta Mester Speaks on Diversity and Communication President of the Federal Reserve Bank of Cleveland

12:00 Raphael Bostic Policy Response to COVID-19 President of the Federal Reserve Bank of Atlanta

17:30 Esther George Speaks at Agriculture Symposium President of the Federal Reserve Bank of Kansas City

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

Members of the Board of Governors

 
 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

add a paragraph below if any development merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Nationwide Dept Sales y/y Apr 167.0% 21.8% ** Equity and bond neutral

Tokyo Dept Store Sales y/y Apr 186.2% 18.5% ** Equity and bond neutral

New Zealand Retail Sales Ex Inflation q/q 1Q 2.5% -2.7% -1.8% ** Equity and bond neutral

AMERICAS

Mexico Bi-Weekly CPI w/w 15-May 0.0% 0.3% -0.2% ** Equity and bond neutral

Bi-Weekly Core CPI w/w 15-May 0.3% 0.2% 0.2% ** 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 15 0 Up

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

TED spread (bps) 15 15 0 Up

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

10-yr T-note (%) 1.62 1.62 0.00 Neutral

Euribor/OIS spread (bps) -54 -55 1 Neutral

EUR/USD 3-mo swap (bps) 2 1 1 Down

Currencies

dollar Down Down

euro Up Up

yen Down Up

pound Down Up

franc Flat Up  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $67.55 $66.44 1.67% Supply Pessimism

WTI $64.64 $63.58 1.67%

Natural Gas $2.85 $2.91 -2.06%

Crack Spread $22.40 $22.19 0.97%

12-mo strip crack $20.99 $20.78 0.97%

Ethanol rack $2.77 $2.77 -0.10%

Gold $1,880.71 $1,881.25 -0.03%

Silver $27.68 $27.56 0.42%

Copper contract $448.75 $448.10 0.15%

Corn contract $649.75 $659.50 -1.48%

Wheat contract $657.75 $674.25 -2.45%

Soybeans contract $1,517.00 $1,526.25 -0.61%

Baltic Dry Freight 2869 2824 45

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

the country, with cooler than normal temperatures in Texas and surrounding areas.  The forecast 

calls for wet conditions throughout the Midwest, Great Plains, and Mid-Atlantic, with drier 

conditions expected along the West Coast and in the Southeast. 
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Data Section 
 

U.S. Equity Markets – (as of 5/21/2021 close) 

 

  
0.0% 20.0% 40.0% 60.0%

Technology
Consumer Discretionary

Consumer Staples
Utilities

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%

Technology

Consumer Discretionary

Communication Services

Real Estate

S&P 500

Consumer Staples

Healthcare

Energy

Materials

Industrials

Utilities

Financials

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 5/21/2021 close) 

 

-10.0% 0.0% 10.0% 20.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Growth

Foreign Developed ($)

Large Cap

Foreign Developed (local currency)

Small Cap

Real Estate

Commodities

Value

Mid Cap

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

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

 
 

Based on our methodology,2 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. 

 
2 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. 


