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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 26, 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 up 0.6%.  Chinese markets were mixed, with the Shanghai Composite up 0.3% 

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

signaling a higher open.  With 478 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, 86.8% of the companies have reported 

earnings above forecast, while 11.5% 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” 

 

We open today’s Comment with the state of play on President Biden’s proposed spending 

program on infrastructure and other economic initiatives.  We follow with several items related 

to technology, cybersecurity, cryptocurrencies, and tech regulation.  We then address 

miscellaneous international news items before turning to the latest developments on the 

coronavirus pandemic.  And finally, on a historic note, today is the 125th anniversary of the 

launch of the Dow Jones Industrial Average.  In case you’re wondering, the DJIA has risen by an 

average of 7.69% each year since it began on May 26, 1896. 

 

U.S. Fiscal Policy:  Republicans in the Senate met yesterday to discuss a nearly $1 trillion 

counteroffer on infrastructure spending to present to the White House later this week.  The new 

proposal would represent a significant increase from their original $568 billion plan and a 

reduction of President Biden’s offer of $1.7 trillion.  While the path to an agreement that can 

pass Congress remains thin, the significant narrowing in the two sides’ differences will probably 

help increase the odds of a deal. 

 

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/dow-jones-industrial-average-celebrates-125-years-as-wall-streets-bellwether-11622001661?mod=article_inline
https://www.wsj.com/articles/dow-jones-industrial-average-celebrates-125-years-as-wall-streets-bellwether-11622001661?mod=article_inline
https://www.wsj.com/articles/senate-republicans-prepare-1-trillion-infrastructure-offer-11621974562
https://www.wsj.com/articles/senate-republicans-prepare-1-trillion-infrastructure-offer-11621974562
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• Even a deal in the range of $1 trillion or so would likely provide a noticeable additional 

jolt to the economy and keep alive fears of rising inflation.  Such a spending deal would 

also help provide additional support to stocks and other risk assets. 

• As the negotiations between the six Republicans and the White House progress, other 

lawmakers are exploring their own bipartisan agreement on infrastructure. Sen. Mitt 

Romney and a group of Republicans and Democrats have been holding recent discussions 

on a possible infrastructure plan that Romney said they could release soon. 

• As a reminder, however, the administration will still face longer odds on hiking taxes on 

corporations or wealthy individuals to help pay for the infrastructure spending. 

 

U.S. Cybersecurity:  Responding to the ransomware attack against Colonial Pipeline, officials 

at the Department of Homeland Security said the Transportation Security Administration will 

soon require notification from pipeline operators when they become targets or victims of 

cyberattacks.  The directive also will require each company to designate a point person for 

cybersecurity.  According to the officials, the action is merely the prelude to a more muscular set 

of rules that will require pipeline owners to take concrete steps to secure their assets against 

attacks. 

• Other important infrastructure industries, such as electric utilities, have had mandatory 

cybersecurity requirements for years.  Nevertheless, the petroleum industry has already 

pushed back against any potential new cybersecurity regulations. 

• Any new rules could presage even broader cybersecurity regulations across critical 

industries, potentially increasing compliance costs. 

 

Cryptocurrencies:  In their annual oversight testimony before the Senate Banking Committee 

today, the chief executives of several major U.S. banks plan to express caution regarding the use 

of cryptocurrencies like Bitcoin.  For example, the chief of Bank of America (BAC, $42.01) 

offered assurances that “Currently, we do not lend against cryptocurrencies and do not bank 

companies whose primary business is cryptocurrency or the facilitation of cryptocurrency trading 

and investment.” 

• The testimony could further dampen cryptocurrency enthusiasm after other recent 

indications of a regulatory clampdown.  Despite the Bank of America assurances, we 

have learned of suggestions that some market participants are allowing leverage on 

cryptocurrencies, with all the volatility and risk to the financial market that implies. 

• Meanwhile, in South Korea, many crypto exchanges are facing an existential crisis as 

they struggle to meet conditions for regulatory approval in a shake-up concerning one of 

the world’s biggest cryptocurrency markets.  To be licensed as a legal trading platform, 

Korean exchanges are required to partner with local banks and open real-name bank 

accounts for customers. However, banks are reluctant to participate out of a fear of being 

held liable for any money laundering in digital currencies. 

 

United States-Canada:  The Biden administration yesterday initiated a formal trade complaint 

against the Canadian dairy industry, triggering for the first time the dispute mechanism contained 

in the new U.S.-Mexico-Canada Agreement (USMCA).  In the complaint, the U.S. alleges that 

https://www.wsj.com/articles/tsa-to-require-pipeline-operators-to-notify-it-of-cyberattacks-11621960244?mod=hp_lead_pos6
https://www.wsj.com/articles/tsa-to-require-pipeline-operators-to-notify-it-of-cyberattacks-11621960244?mod=hp_lead_pos6
https://www.wsj.com/articles/tsa-to-require-pipeline-operators-to-notify-it-of-cyberattacks-11621960244?mod=hp_lead_pos6
https://www.banking.senate.gov/hearings/annual-oversight-of-wall-street-firms
https://www.ft.com/content/9c6d03f8-03d9-40a2-ba94-44142544f9a2
https://www.ft.com/content/c3bbf8cc-6d6c-4673-bf47-b3a5e3e32dc8
https://www.ft.com/content/c3bbf8cc-6d6c-4673-bf47-b3a5e3e32dc8
https://www.wsj.com/articles/u-s-initiates-trade-dispute-against-canadian-dairy-industry-11621966202?mod=hp_listb_pos1
https://www.wsj.com/articles/u-s-initiates-trade-dispute-against-canadian-dairy-industry-11621966202?mod=hp_listb_pos1
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Canada used a complex system of tariff-rate quotas that sets aside a share of its dairy market 

exclusively for Canadian dairy processors, and that the system violates what Canada agreed to in 

the USMCA. 

• The new trade complaint actually is just one of several that the Biden administration has 

launched over the USMCA. 

• The continued use of the trade agreement’s dispute provisions is another example of how 

the Biden administration has been happy to continue many of the populist and 

protectionist policies launched by former President Trump. 

 

European Union:  Officials at the EU said the European Commission will soon launch a formal 

probe into alleged anti-competitive practices by Facebook (FB, $327,79).  Specifically, the 

commission will examine whether the social network is distorting the classified ads business by 

promoting its Marketplace services for free to its two billion users.  Facebook is the only major 

U.S. technology firm that hasn’t faced a formal antitrust probe by the EU.  The new examination 

shows that the technology sector continues to face regulatory risks. 

 

Iran:  The head of the International Atomic Energy Agency, Rafael Grossi, has warned that Iran 

is enriching uranium at purity levels that “only countries making bombs are reaching,” even as it 

continues to talk with Western leaders in Vienna about rejoining its 2015 nuclear limitation deal. 

 

Brazil:  Finance Minister Guedes, Senate President Pacheco, and House Speaker Lira have 

agreed to scrap the sweeping tax reform proposed by President Bolsonaro last year because it 

wouldn’t receive enough support in Congress.  Instead, the leaders agreed to simply rework the 

country’s byzantine fiscal regime through a series of piecemeal changes.  Economists have long 

argued that increasing Brazil’s competitiveness would require a major tax reform and 

simplification, so the agreement is likely to be taken as a negative for Brazilian stocks. 

 

COVID-19:  Official data show confirmed cases have risen to 167,898,407 worldwide, with 

3,487,458 deaths.  In the United States, confirmed cases rose to 33,166,902 with 590,994 deaths.  

Vaccine doses delivered in the U.S. now total 359,004,955, while the number of people who 

have received at least their first shot totals 164,378,258.  Finally, here is the interactive chart 

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

by population.   

 

• Newly confirmed U.S infections totaled just 22,756 yesterday, remaining below both the 

seven-day moving average and the 14-day moving average.  New deaths related to the 

virus totaled 543 and continue to trend lower.  Meanwhile, data from the CDC shows 

49.5% of the U.S. population has now received at least one dose of a vaccine, and 39.5% 

of the population is fully vaccinated. 

• French counterintelligence agents are reportedly investigating an apparent effort by 

Russia to discredit the vaccine from Pfizer (PFE, $39.33) by paying high-profile health 

and science bloggers to publish articles or videos discrediting it.  If true, the project 

would mirror efforts by the developers of Russia’s Sputnik V vaccine. 

https://www.ft.com/content/3750ad46-04c3-4010-9fc1-fe2427c8520c
https://www.ft.com/content/3750ad46-04c3-4010-9fc1-fe2427c8520c
https://www.ft.com/content/ad04cf8f-1740-4022-9119-114b6bd66c4b
https://www.ft.com/content/ad04cf8f-1740-4022-9119-114b6bd66c4b
https://www.ft.com/content/3a53dfdb-86a8-47ff-846f-88475ac114a1
https://www.nytimes.com/live/2021/05/26/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=theme_coronavirus-ribbon
https://www.wsj.com/articles/france-suspects-russian-role-in-campaign-to-discredit-pfizer-vaccine-11621978289
https://www.wsj.com/articles/france-suspects-russian-role-in-campaign-to-discredit-pfizer-vaccine-11621978289
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• In Japan, regional governors in Tokyo, Osaka, and other localities requested that the 

government extend its pandemic state of emergency and social distancing measures 

beyond the scheduled end date of May 31, as anticipated.  The government is expected to 

approve the extension into mid-June, which would be just one month before the 

scheduled start of the Summer Olympic Games in Tokyo. 

• In some better news out of India, newly confirmed infections are steadily declining in 

response to regional lockdowns and increased levels of antibodies among the population, 

according to public health experts. 

o The country’s seven-day moving average of new daily infections has fallen to 

237,000 from a peak of 392,000 in early May. 

o The country’s test positivity rate has dropped to 9.4% from a high of about 23% 

earlier this month, although that’s still above the World Health Organization’s 

benchmark of 5% for having a pandemic under control. 

• Meanwhile, the WHO is seeking more data on the CoronaVac vaccine from China’s 

Sinovac Biotech.  According to sources, the WHO has recently asked for more details 

regarding the safety of the shot.  It has requested data about Sinovac’s manufacturing 

process to assess whether it is compliant with WHO standards. One senior WHO official 

now expects a decision on authorizing the vaccine to be delayed into June. 

• As the WHO’s governing board met yesterday, the Biden administration called for a 

deeper investigation into China’s role in the pandemic under rules that “give international 

experts the independence to fully assess the origins of the virus.”  As might be expected, 

however, China pushed back with a strong statement that it considered the investigation 

in its country to be complete and said attention should now turn to other countries. 

U.S. Economic Releases  

The MBA mortgage application index fell 4.2% from the prior week. The refinance index fell 

7% from the previous week, while the purchase index increased 2%. The 30-year fixed-rate 

mortgage increased from 3.15% to 3.18%. 

 

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

EST Speaker or event

15:00 Randal Quarles Discusses the Economic Outlook U.S. Federal Reserve Vice Chairman for Supervision

District or position

Economic Releases

 No economic releases today

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 

https://www.wsj.com/articles/japan-looks-to-extend-covid-19-state-of-emergency-11622029625
https://www.wsj.com/articles/japan-looks-to-extend-covid-19-state-of-emergency-11622029625
https://www.wsj.com/articles/japan-looks-to-extend-covid-19-state-of-emergency-11622029625
https://www.ft.com/content/f0ecf587-db29-4195-a286-43b86f5661a3
https://www.ft.com/content/f0ecf587-db29-4195-a286-43b86f5661a3
https://www.wsj.com/articles/who-seeks-more-data-on-second-chinese-covid-19-vaccine-up-for-approval-11622019526
https://www.wsj.com/articles/inquiry-into-covid-19s-origins-splits-u-s-and-china-11621969480?mod=hp_lead_pos4
https://www.wsj.com/articles/inquiry-into-covid-19s-origins-splits-u-s-and-china-11621969480?mod=hp_lead_pos4
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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 PPI Services y/y Apr 1.0% 0.7% 0.9% ** Equity bearish, bond bullish

Supermarket Sales y/y Apr 6.0% 1.3% ** Equity bullish, bond bearish

Leading Index CI m/m Mar 102.5 103.2 *** Equity and bond neutral

Coincident Index m/m Mar 93.0 93.1 *** Equity and bond neutral

Australia Westpac Leading Index m/m Apr 0.2% 0.4% *** Equity and bond neutral

Construction Work Done q/q 1Q 2.4% -0.9% 2.0% ** Equity bullish, bond bearish

South Korea Business Survey Manufacturing m/m Jun 97 98 ** Equity and bond neutral

Business Survey Non-Manufacturing m/m Jun 81 82 ** Equity and bond neutral

EUROPE

France Business Confidence m/m May 108 95 98 *** Equity bullish, bond bearish

Manufacturing Confidence m/m May 107 104 105 *** Equity bullish, bond bearish

Production Outlook Indicator m/m May 18 2 5 ** Equity bullish, bond bearish

Own-Company Production Outlook m/m May 19 12 10 ** Equity bullish, bond bearish

Consumer Confidence m/m May 97 94 97 ** Equity and bond neutral

Switzerland Credit Suisse Survey Expectations m/m May 72.2 68.3 ** Equity bullish, bond bearish

Russia Unemployment Rate m/m Apr 5.2% 5.4% 5.4% *** Equity bullish, bond bearish

Industrial Production y/y Apr 7.2% 1.1% 6.5% *** Equity bullish, bond bearish

AMERICAS

Canada Bloomberg Nanos Confidence m/m 21-May 65.7 64.6 ** Equity and bond neutral

Brazil FGV Consumer Confidence m/m May 76.2 72.5 ** Equity and bond neutral

IBGE Inflation IPCA-15 m/m May 0.4% 0.6% 0.6% *** Equity bullish, bond bearish

Canada Trade Balance m/m Apr 1500.6m -3003.6m -600.0m ** Equity and bond neutral

Current Account Balance m/m 1Q -$5135m $17409m -$2568m ** Equity and bond neutral

International Reserves Weekly w/w 21-May $194381m $194645m *** 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 $68.70 $68.65 0.07%

WTI $65.94 $66.07 -0.20%

Natural Gas $2.95 $2.91 1.24%

Crack Spread $22.06 $21.87 0.86%

12-mo strip crack $21.03 $20.83 0.94%

Ethanol rack $2.70 $2.72 -0.92%

Gold $1,907.15 $1,899.25 0.42%

Silver $28.07 $28.00 0.26%

Copper contract $452.40 $450.65 0.39%

Corn contract $625.25 $620.25 0.81%

Wheat contract $652.75 $656.50 -0.57%

Soybeans contract $1,509.00 $1,511.75 -0.18%

Baltic Dry Freight 2809 2881 -72

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) -1.6

Distillates (mb) -2.3

Refinery run rates (%) 0.20%

Natural gas (bcf) 105.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the country, with cooler than normal temperatures throughout the South.  The forecast calls for 

wet conditions throughout Southern Plains and Mississippi Valley. 
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Data Section 
 

U.S. Equity Markets – (as of 5/25/2021 close) 

 

  
0.0% 20.0% 40.0%

Utilities
Consumer Staples

Consumer Discretionary
Technology
Healthcare

S&P 500
Communication Services

Industrials
Real Estate

Materials
Financials

Energy

YTD Total Return

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

Energy

Utilities

Financials

Materials

Industrials

Healthcare

S&P 500

Real Estate

Communication Services

Consumer Staples

Technology

Consumer Discretionary

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 5/25/2021 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 ($)

Small Cap

Large Cap

Foreign Developed (local currency)

Value

Mid Cap

Commodities

Real Estate

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. 


