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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 25, 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 1.8%.  Chinese markets were higher, with the Shanghai Composite up 2.4% 

from its prior close and the Shenzhen Composite up 1.9%.  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 (5/24/2021): Taiwan and the Risk of Deglobalizing the 

World’s Semiconductor Industry: Part I 

• 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” 

 

In today’s Comment, we open with the latest details on the Belarusian “state hijacking” and its 

impact on geopolitical relations between the U.S., Europe, and Russia.  We then continue with 

other international news ranging from China and Russia to Turkey and Ecuador.  We end with 

the latest developments on the coronavirus pandemic. 

 

European Union-Belarus:  EU leaders imposed new sanctions on Belarus and banned 

Belarusian airlines from entering EU airspace to punish the Lukashenko government for an 

incident over the weekend.  A jet fighter was ordered to force a civilian airliner flying over 

Belarusian territory to land and then arrested an opposition journalist on the plane.  Separately, 

British Foreign Secretary Raab said the U.K. was suspending the Belarusian national airline’s 

permit to operate in British airspace and would advise British airlines to avoid the former Soviet 

Republic’s airspace.  President Biden said his administration was also considering punishments. 

 

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/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_21_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/european-airline-wizz-air-redirects-flight-to-avoid-belarus-airspace-11621847226?mod=hp_lead_pos2
https://www.wsj.com/articles/european-airline-wizz-air-redirects-flight-to-avoid-belarus-airspace-11621847226?mod=hp_lead_pos2
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• In response, President Lukashenko signed a series of laws that gave authorities the power 

to suspend telecom networks, block media outlets, and ban unauthorized opinion polls. In 

addition, all mass events in Belarus now have to be authorized. 

• Since Belarus and its authoritarian government are already very isolated politically, with 

few friends besides Russia, it’s not clear that any new Western sanctions will have much 

impact on the country, its economy, or Europe in general. 

• However, we do note that the weekend incident continues a trend in recent years in which 

authoritarian governments have shown an increased willingness to strike out at their 

enemies beyond their own territory.  Other notable examples include Russia’s poisoning 

of dissidents living in the U.K. and China’s new security law for Hong Kong, which 

criminalizes anti-Chinese agitation anywhere in the world. 

 

United States-China:  Goldman Sachs (GS, $368.29) won approval from Chinese regulators to 

launch a joint-venture asset management company in China with the Industrial and Commercial 

Bank of China (IDCBY, $12.70).  That follows an announcement earlier this month that 

BlackRock (BLK, $872.36) won approval for a joint venture with the China Construction Bank 

(CICHY, $15.86). 

• The decisions demonstrate that China continues to implement economic reforms in select 

areas, opening up opportunities for U.S. investors. 

• However, by giving major U.S. financial firms a greater interest in good U.S.-China 

relations, Beijing probably hopes the firms will lobby Washington to cool bilateral 

tensions. 

 

United States-Russia:  The U.S. and Russia may be ready to announce a date for the first 

summit meeting between Presidents Biden and Putin.  In a news conference today, Kremlin 

spokesman Dmitry Peskov told reporters an announcement related to a summit would be coming 

“soon.”  Based on its sources, a Swiss newspaper yesterday said the summit will be held in 

Switzerland. 

 

Global Commodity Sector:  Even though the post-pandemic commodity boom is boosting 

profits for miners, they aren’t throwing cash at new projects, raising concerns about future 

shortages and higher prices for some metals. 

• So-called technology metals, such as cobalt, copper, and lithium, are set for particularly 

large deficits amid rising demand for batteries, electric cars, and wind turbines. 

• As we’ve noted before, the dearth of new oil and gas projects is also likely to buoy 

energy prices into the future, despite the long-term trend toward renewables. 

 

Turkey:  In the latest sign of political interference in Turkish monetary policy, President 

Erdogan has dismissed Oguzhan Ozbas, one of the central bank’s deputy governors and a 

member of its monetary policy committee.  He replaced him with Semih Tumen, a presidential 

adviser and a professor of economics at TED University in Ankara.  Erdogan has now replaced 

three senior central bank officials in just the last two months, on top of numerous other personnel 

changes in recent years.  He makes these moves as he pushes his unconventional view that high 

interest rates are a cause, rather than a cure, for Turkey’s high inflation and financial problems.  

https://www.ft.com/content/147532bc-8f98-406c-807b-748520be6633
https://www.ft.com/content/147532bc-8f98-406c-807b-748520be6633
https://www.wsj.com/articles/hong-kong-national-security-law-11605104896
https://www.ft.com/content/263c5b4a-8c29-485a-8b25-20f74c04ae7d
https://www.ft.com/content/263c5b4a-8c29-485a-8b25-20f74c04ae7d
https://www.rferl.org/a/russia-presidential-summit-statement-soon/31272697.html
https://www.rferl.org/a/russia-presidential-summit-statement-soon/31272697.html
https://www.wsj.com/articles/commodity-prices-have-soared-but-miners-arent-investing-11621940401?mod=hp_lista_pos4
https://www.ft.com/content/b7115d35-54be-465f-92c2-3463f4c596f6
https://www.ft.com/content/b7115d35-54be-465f-92c2-3463f4c596f6
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In response, the lira has plunged some 14% since March, although the currency has reacted little 

to today’s news. 

 

 
 

Ecuador:  Conservative businessman Guillermo Lasso was sworn in as the country’s new 

president yesterday.  In his inauguration speech, Lasso decried corruption and authoritarianism 

and vowed to address the country’s massive economic and social challenges. 

 

COVID-19:  Official data show confirmed cases have risen to 167,367,952 worldwide, with 

3,475,611 deaths.  In the United States, confirmed cases rose to 33,144,178 with 590,697 deaths.  

Vaccine doses delivered in the U.S. now total 357,250,475, while the number of people who 

have received at least their first shot totals 163,907,827.  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 totaled just 25,925 yesterday, essentially in line with the 

seven-day moving average of 24,794 and a bit lower than the 14-day moving average.  

The nation’s mass vaccination program is now proceeding somewhat slower than it was 

early in the spring, largely due to the highest-priority and most-avid vaccine seekers 

already having their shots, but it continues to inoculate almost two million people per 

day.  Data from the CDC indicates 49.4% of all U.S. residents have received at least one 

injection, and 39.3% are fully vaccinated. 

• Citing a new study, Moderna (MRNA, $164.17) said its vaccine has similar effectiveness 

in adolescents aged 12 to 17 as it has in adults and would apply in early June for 

regulatory approval to give the vaccine to that age group.  The news should be positive 

for risk assets because approval of the shot for adolescents would further broaden and 

accelerate the global vaccination drive. 

https://www.ft.com/content/a229b358-7667-4b35-ba59-81ad7ef0da1e
https://www.ft.com/content/a229b358-7667-4b35-ba59-81ad7ef0da1e
https://www.nytimes.com/live/2021/05/25/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
https://www.wsj.com/livecoverage/covid-2021-05-24?mod=article_inline
https://www.wsj.com/articles/modernas-covid-19-vaccine-works-safely-in-adolescents-company-says-11621944002?mod=hp_lead_pos2
https://www.wsj.com/articles/modernas-covid-19-vaccine-works-safely-in-adolescents-company-says-11621944002?mod=hp_lead_pos2
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• A new Axios/Ipsos poll indicates that among those people who have been vaccinated, 

only 47% say they're still wearing a mask at all times outside the home, a steep drop from 

65% two weeks ago.  The poll also indicates people are very skeptical about strangers’ 

honesty regarding their vaccination status. 

• Despite the continued positive progress against the pandemic at home, the State 

Department yesterday warned U.S. citizens against all travel to Japan because of the risk 

posed by that country’s high infection rate. 

o The move puts the U.S. travel advisory at its highest level just two months ahead 

of the Tokyo Olympics. 

o Tokyo reported 542 new cases of COVID-19 on Tuesday as momentum grows for 

the extension of a coronavirus state of emergency covering Tokyo, Osaka, and 

other areas beyond the current deadline of May 31. 

• In Australia, the government has reintroduced social-distancing restrictions in Melbourne 

following the discovery of a COVID-19 cluster that experts warn could derail one of the 

world’s most successful efforts to suppress the virus.  Nine cases of the variant first 

identified in India have been detected in the city’s northern suburbs, breaking an 86-day 

run without a locally transmitted infection outside of hotel quarantines. 

• A long article in the Wall Street Journal provides new revelations regarding virus-driven 

illnesses linked to bats and the Wuhan Institute of Virology (WIV) in Southwest China 

prior to the pandemic.  The article also highlights various inconsistencies and corrections 

in statements by Chinese officials and a potential conflict of interest for a U.S. researcher 

who has supported China’s insistence that there is no need for a further investigation of 

the WIV.  The new revelations may put additional pressure on the Chinese government to 

be more forthcoming about the origins of the pandemic. 

 

Economic and Financial Market Impacts 

• As more evidence of the big economic rebound expected when economies open up again, 

non-official, real-time data showed that Britons quickly returned to their favorite pubs 

and restaurants after the country lifted restrictions on May 17.  In fact, bank transaction 

tracker Fable Data said U.K. consumer spending between Monday and Wednesday last 

week was 10% higher than the levels recorded for the same days in 2019, before the 

pandemic hit. 

• As the Chinese economy continues to perform well, benefiting from its first-in, first-out 

experience with the pandemic, the renminbi hit a three-year high against the dollar today.  

The onshore-traded renminbi gained 0.2% to trade at 6.4052/$, its highest point since 

June 2018.  With a gain of approximately 10% over the last year, the currency is now 

creating a quandary for monetary policy officials who fear that the appreciation will slow 

growth or exacerbate the risk of asset bubbles. 

 

U.S. Economic Releases  

Reports from the Federal Housing Finance Association and S&P CoreLogic showed that demand 

for homes remained strong in March.  The FHFA Home Price Index showed that nationwide 

https://www.axios.com/axios-ipsos-poll-re-emerging-without-trust-a6720232-3b7a-4a4c-8101-eddcc01673a0.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/u-s-warns-against-all-travel-to-japan-ahead-of-olympics-11621893482
https://www.japantimes.co.jp/news/2021/05/25/national/japan-coronavirus-may-25/
https://www.japantimes.co.jp/news/2021/05/25/national/japan-coronavirus-may-25/
https://www.japantimes.co.jp/news/2021/05/25/national/japan-coronavirus-may-25/
https://www.ft.com/content/267e478e-079a-4a0f-88b0-780b3f2f9127
https://www.wsj.com/articles/wuhan-lab-leak-question-chinese-mine-covid-pandemic-11621871125?mod=hp_lead_pos5
https://www.wsj.com/articles/wuhan-lab-leak-question-chinese-mine-covid-pandemic-11621871125?mod=hp_lead_pos5
https://www.wsj.com/articles/wuhan-lab-leak-question-chinese-mine-covid-pandemic-11621871125?mod=hp_lead_pos5
https://www.ft.com/content/534733d0-9e55-453f-b6d3-767f167c0c00
https://www.ft.com/content/534733d0-9e55-453f-b6d3-767f167c0c00
https://www.ft.com/content/7df07c54-e5ef-4fb9-a40d-056dd18e3827
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home prices rose 1.4% from the prior month compared to expectations of 1.3%.  The index rose 

3.5% compared to Q4 2020.  Meanwhile, the S&P CoreLogic 20-City Index rose 2.2% from the 

prior month. In that same period, the nationwide S&P CoreLogic Index rose 2.0%.   

 

 
 

The chart above shows the annual change in S&P CoreLogic 20-City and U.S. Indices. The 20-

City Index rose 13.3%, while the national index rose 13.2%. 

 

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

EDT Indicator Expected Prior Rating

9:45 New Home Sales m/m Apr 950k 1021k **

9:45 New Home Sales m/m Apr -7.0% 20.7% **

9:45 Conf. Board Consumer Confidence m/m May 119.0 121.7 ***

9:45 Conf. Board Present Situation m/m May 139.6 **

10:00 Conf. Board Expectations m/m May 109.8 **

10:00 Richmond Fed Manufact. Index m/m May 19 17 **

EST Speaker or event

10:00 Randal Quarles Testifies before Senate Banking Committee U.S. Federal Reserve Vice Chairman for Supervision

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 
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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 Machine Tool Orders y/y Apr 120.8% 120.8% * Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 23-May 114.2 112.5 *** Equity and bond neutral

EUROPE

Germany GDP SA q/q 1Q -1.8% -1.7% -1.7% *** Equity bearish, bond bullish

IFO Expectations m/m May 102.9 99.5 101.0 ** Equity bullish, bond bearish

IFO Current Assessment m/m May 95.7 94.1 95.5 ** Equity bullish, bond bearish

IFO Business Climate m/m May 99.2 96.8 98.0 ** Equity bullish, bond bearish

UK Public Finances (PSNCR) m/m Apr 33.6b 19.2b * Equity bullish, bond bearish

PSNB ex Banking Groups m/m Apr 31.7b 28.0b 31.0b * Equity and bond neutral

Public Sector Net Borrowing m/m Apr 31.0b 27.3b 32.8b * Equity and bond neutral

CBI Retailing Reported Sales m/m May 18 20 25 ** Equity bearish, bond bullish

CBI Total Dist. Reported Sales m/m May 43 30 ** Equity bullish, bond bearish

Switzerland Domestic Sight Deposits CHF w/w 21-May 635.1b 631.1b * Equity and bond neutral

Total Sight Deposits CHF w/w 21-May 709.6b 707.8b * Equity and bond neutral

AMERICAS

Brazil Trade Balance Weekly w/w 23-May $2380m $2883m ** Equity and bond neutral  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 15 15 0 Up

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

TED spread (bps) 14 14 0 Up

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

10-yr T-note (%) 1.59 1.60 -0.01 Neutral

Euribor/OIS spread (bps) -54 -54 0 Neutral

EUR/USD 3-mo swap (bps) 2 2 0 Down

Currencies

dollar Down Down

euro Up Up

yen Down 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. 
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Price Prior Change Explanation

Brent $68.14 $68.46 -0.47%

WTI $65.62 $66.05 -0.65%

Natural Gas $2.87 $2.89 -0.45%

Crack Spread $22.08 $22.01 0.29%

12-mo strip crack $20.97 $21.00 -0.11%

Ethanol rack $2.76 $2.76 -0.08%

Gold $1,883.95 $1,881.02 0.16%

Silver $27.63 $27.77 -0.49%

Copper contract $451.10 $452.55 -0.32%

Corn contract $654.50 $657.25 -0.42%

Wheat contract $664.00 $662.25 0.26%

Soybeans contract $1,532.25 $1,522.75 0.62%

Baltic Dry Freight 2881 2869 12

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) -1.6

Distillates (mb) -2.3

Refinery run rates (%) 0.20%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the country, with cooler than normal temperatures in Texas and the 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 5/24/2021 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 5/24/2021 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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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. 


