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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 27, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is relatively unchanged from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 0.4%.  Chinese markets were mixed, 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 lower open.  With 480 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 (5/27/2021): We look at the “greening” of the supermajors 

and the IEA report. 

• 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.  It’s mostly a down day for risk assets in the U.S. this morning.  Our coverage 

begins with economics and policy, with a crypto update to follow.  China news is next.  Our 

international roundup comes after, and we close with pandemic news.   

 

 Economics and policy:  A problem may be developing in the monetary plumbing. 

• We have been watching a development in the money markets recently; the Fed has 

needed to conduct rather aggressive reverse repo operations in recent days. 

 

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_27_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/global-stock-markets-dow-update-05-27-2021-11622100790?st=aaufvjs82wsfv7o&reflink=desktopwebshare_permalink
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In these operations, the private sector is putting money on deposit at the prevailing fed 

funds rate.  The current target is 0.125%, but this onslaught of funds has left the effective 

fed funds rate at 0.06%.  There are several factors at work.  First, the Treasury has been 

issuing fewer T-bills, which can also absorb these funds.  Second, QE is taking 

Treasuries and mortgages off the market and replacing them with cash that the banks 

don’t need.  Third, banks are not lending; bank loans and leases have declined compared 

to last year for the past two months.  Thus, banks don’t have a good outlet for cash.  Here 

is where the problem comes in.  The closer fed funds fall toward zero, the greater the 

pressure on money market funds.  The Fed can address this by tapering or manually 

raising the fed funds rate.  Tapering would spook the financial markets but increasing the 

fed funds rate smacks of subsidizing banks for not lending.  Although we don’t expect a 

problem to develop, the rise in reverse repo activity does suggest stress and bears 

watching. 

• Another item we have been watching is which political party goes toward MMT and 

jettisons the “pay fors” for spending.  The GOP appears to be leaning in this direction, as 

the most recent proposal for infrastructure spending does not insist on raising revenue.   

• One of the key differences between agriculture commodities and “hard” assets is the 

supply response to rising prices.  In China’s hog market, last year’s African Swine Fever 

crisis led to a dearth of pigs.  As prices rose, farmers responded by rebuilding herds.  

Now, prices have fallen so much that farmers are holding pigs off the market, hoping for 

better prices.  This decision has led to a glut of “heavy” hogs.  At some point, the 

animals will have to be brought to market, likely depressing prices further.  Meanwhile, 

miners have been slow to respond to high prices, which is continuing to support base 

metals.   

• Warehouses struggling to find workers and improve productivity are increasingly 

automating operations.  Once jobs are automated, it is highly unlikely they will return.   

https://www.wsj.com/articles/feds-no-2-official-sees-time-approaching-for-discussion-on-cutting-asset-purchases-11621964259?st=0ddh7pb1ycg9fbs&reflink=desktopwebshare_permalink
https://www.axios.com/republicans-deficit-spending-infrastructure-biden-3f39f286-db4b-4ebd-8fbc-1408f4f00933.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/republicans-deficit-spending-infrastructure-biden-3f39f286-db4b-4ebd-8fbc-1408f4f00933.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.businesstimes.com.sg/consumer/obese-pigs-in-china-are-fuelling-relentless-slump-in-pork-prices
https://www.wsj.com/articles/commodity-prices-have-soared-but-miners-arent-investing-11621940401?st=gsoffmz7q4vnscb&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/warehouses-look-to-robots-to-fill-labor-gaps-speed-deliveries-11621878163?st=u9qz4js4t9a09cj&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/warehouses-look-to-robots-to-fill-labor-gaps-speed-deliveries-11621878163?st=u9qz4js4t9a09cj&reflink=desktopwebshare_permalink
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• On the policy and political front, opposition to higher corporate taxes is growing.  Sen. 

Manchin (D-WV) is showing he is in no hurry to get legislation passed.  President Biden 

looks like he will be willing to extend the Memorial Day deadline too. 

• There is evidence that immigrants are increasingly moving to the middle of the country.   

• Tesla (TSLA, USD, 619.13) is paying for semiconductor chips in advance and is 

considering building its own foundries.   

• The D.C. Attorney General is suing Amazon (AMZN, USD, 3265.16) for illegally raising 

prices.   

• If you are in New Jersey or the vicinity, you might want to go to the docks.  The world’s 

largest container ship, the Marco Polo, is docking there.   

• And, drug testing firms report that an increasing number of applicants are testing positive 

for marijuana.  

Cryptocurrencies:  China’s crackdown on bitcoin mining is gathering momentum.  As many 

things do in China, it originated from Beijing.  The last five-year plan has references to bringing 

emissions under control.  Bitcoin mining runs against that goal, prompting disfavor at the highest 

levels of the CPC.  That message is now moving its way into provincial and municipal 

governments who are starting to restrict mining activity.  Houbi (1611, HKD, 15.80) has 

indicated it would no longer sell mining equipment into China and cease operating its 

cryptocurrency exchange.  Bitcoin is a bit weaker this morning. 

 

China:  It’s official; the era of engagement is over.   

• Although the comments didn’t garner much attention, Kurt Campbell, the 

administration’s coordinator of the Indo-Pacific, admitted yesterday that engagement 

with China is over and that relations between the two powers are now about competition 

and rivalry.   

• PLA officers have refused to meet their American military counterparts recently, 

highlighting rising tensions between the U.S. and China.   

• At the same time, U.S. and China trade officials held their first virtual meeting yesterday.  

There were few details available.  China did ask for tariffs to be lifted, but we think this is 

part of all trade meetings.  Although it wasn’t discussed in the press, we would also 

expect that the U.S. side noted China is woefully behind in its commitment to buy U.S. 

goods.  There was speculation that the Biden administration would reverse the Trump era 

trade policies with China, but so far, the new government has left most measures in place, 

suggesting that policies are less about personality and more about trends.   

• U.S. and EU officials are discussing relations with China, among other items.  In some 

respects, Chinese officials are making it easy for the U.S. to cooperate with the EU 

against China.  China’s Foreign Minister Wang, in response to the charges of the Uighur 

genocide, noted that “Our European friends know what is genocide,” essentially charging 

Europe with engaging in similar activities.   

• China’s trade relations with Australia have been deteriorating for some time.  Australia is 

managing to find new trading partners, reducing the impact of the loss of Chinese 

exports.  The inability of China to use trade to force changes in Australia’s behavior is 

https://www.cnbc.com/2021/05/25/business-groups-form-coalition-to-oppose-tax-hikes-proposal-by-democrats.html
https://www.politico.com/news/2021/05/25/manchin-bipartisan-infrastructure-deal-490796
https://www.politico.com/news/2021/05/26/biden-extend-infrastructure-talks-491087?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.axios.com/immigration-heartland-america-immigrants-jobs-arkansas-94e1101b-a8dc-48fe-a320-9db24fbae6d8.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/49459668-7eab-4589-8338-059e06b9fd8a?emailId=60af77ae7abecc0004853a8e&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.cnbc.com/2021/05/25/dc-attorney-general-sues-amazon-on-antitrust-grounds-alleges-it-illegally-raises-prices.html
https://www.foxnews.com/us/largest-container-ship-east-coast-docks-new-jersey?utm_source=Eurasia%20Group%20Signal&utm_campaign=5bf0967afa-EMAIL_CAMPAIGN_2021_05_27_11_06&utm_medium=email&utm_term=0_e605619869-5bf0967afa-134308033
https://www.foxnews.com/us/largest-container-ship-east-coast-docks-new-jersey?utm_source=Eurasia%20Group%20Signal&utm_campaign=5bf0967afa-EMAIL_CAMPAIGN_2021_05_27_11_06&utm_medium=email&utm_term=0_e605619869-5bf0967afa-134308033
https://www.wsj.com/articles/positive-marijuana-tests-are-up-among-u-s-workers-11622023202?st=mbkz0wxwcyv4s1q&reflink=desktopwebshare_permalink
https://www.carbonbrief.org/qa-what-does-chinas-14th-five-year-plan-mean-for-climate-change
https://www.carbonbrief.org/qa-what-does-chinas-14th-five-year-plan-mean-for-climate-change
https://www.protocol.com/bulletins/china-state-council-bitcoin-mining
https://www.protocol.com/bulletins/china-state-council-bitcoin-mining
https://www.protocol.com/bulletins/china-regulates-data-centers
https://www.thepaper.cn/newsDetail_forward_12458753
https://www.thepaper.cn/newsDetail_forward_12458753
https://www.globaltimes.cn/page/202105/1224478.shtml
https://www.scmp.com/tech/policy/article/3134625/china-bitcoin-mining-huobi-suspends-domestic-bitcoin-mining-amid-global?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3134625
https://www.wsj.com/articles/chinas-latest-crackdown-on-bitcoin-other-cryptocurrencies-shakes-market-11621853002?st=wdx0mejc4ozdl6x&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinas-latest-crackdown-on-bitcoin-other-cryptocurrencies-shakes-market-11621853002?st=wdx0mejc4ozdl6x&reflink=desktopwebshare_permalink
https://uk.finance.yahoo.com/news/bitcoin-price-may27-ethereum-dogecoin-cryptocurrencies-075501544.html
https://news.yahoo.com/biden-top-man-asia-says-215333126.html
https://news.yahoo.com/biden-top-man-asia-says-215333126.html
https://www.ft.com/content/c82ccb08-c0fc-468f-897f-6bab7350485d
https://www.wsj.com/articles/u-s-china-trade-officials-hold-first-virtual-meeting-11622084335?st=t3z16830kp8zc7a&reflink=desktopwebshare_permalink
https://eeas.europa.eu/headquarters/headquarters-homepage/99053/united-states-consultations-between-secretary-general-stefano-sannino-and-deputy-secretary_en
https://thediplomat.com/2021/05/how-china-is-losing-europe/
https://thediplomat.com/2021/05/how-china-is-losing-europe/
https://www.politico.eu/article/china-tells-europe-you-know-what-a-genocide-looks-like/
https://www.ft.com/content/95ad03ce-f012-49e9-a0c2-6e9e95353dd1
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evident in reports that Canberra is reviewing a China port lease at Darwin, which is near 

a U.S. military base. 

• U.K. officials are showing a degree of caution towards China’s trade too. 

• We note a rising level of concern in China over financial stability.  We suspect officials 

are worried about importing inflation from the U.S.  However, this threat could be 

mitigated as the CNY appreciates.  Although a rising exchange rate usually acts to 

dampen domestic inflation, in China, the effect of appreciation is rather modest. 

o We also note that China is trying to quell commodity price inflation, and Chinese 

officials have warned that a stronger exchange rate can’t completely offset the 

effects of higher commodity prices.  If China is serious about reducing 

commodity price inflation, the only remaining tool is reducing demand.  We 

doubt this will be enacted. 

o Tencent (TCEHY, USD, 78.73) has been ordered to create a financial holding 

company.  Like other Chinese tech firms, the company has been increasing its 

activity in financial markets in recent years.  Chinese regulators want to separate 

those activities from the overall business.  By doing so, efficiencies will be lost, 

but the financial system will be less prone to risk.   

• China is drawing up plans for hydroelectric projects in the Himalayas that would dwarf 

the Three Gorges Project.  These projects in Tibet will raise downstream concerns, 

especially in India.   

• As we saw with Apple (AAPL, USD, 126.72) last week, Tesla (TSLA, USD, 622.33) 

announced it would store customer data in Chinese data centers, giving the government 

access to the information.  The electric car company faced criticism from Beijing on 

concerns that the data it was collecting was going back to the U.S.  Beijing has restricted 

the use of Tesla cars by military personnel.  This decision should ease concerns in China, 

but given the state of current relations, raise them in Washington.   

• Jonnie Moore, the U.S. commissioner on International Religious Freedom, has been 

sanctioned by China.   

International roundup:  The EU and Switzerland are at loggerheads, and the business class is 

winning Brexit. 

• Switzerland and the EU have ended talks about codifying relations between the two 

nations.  Currently, a myriad of rules govern trade and investment.  The EU wanted to 

formalize these regs, but the Swiss didn’t seem all that interested.  EU officials warn that 

without unifying these rules, relations will eventually deteriorate.   

• The USS Ronald Reagan has moved from the Far East to the Indian Ocean to assist in the 

withdrawal of U.S. troops from Afghanistan.  For now, there are no carrier groups in the 

Far East, highlighting America’s need to reduce its focus on the Middle East.   

• Brexit was based, in part, on a bit of strategic ambiguity.  Business supporters wanted to 

be freed from EU rules to turn the island into the “Singapore on the Thames.”  Populists 

wanted to protect their home markets from foreign competition, either from goods or 

immigrants.  The U.K. and Australia have come to a trade agreement, and U.K. 

agriculture is fuming, realizing it will now be competing with highly industrialized 

https://www.wsj.com/articles/australia-reviews-china-port-lease-near-u-s-military-outpost-11622032073?st=8z54opc1jvh081a&reflink=desktopwebshare_permalink
https://www.politico.eu/article/trade-secretary-liz-truss-uk-not-dependent-china/
https://www.scmp.com/economy/china-economy/article/3134640/china-flags-greater-oversight-financial-risks-multiply-amid?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3134640
https://www.wsj.com/articles/chinas-yuan-hits-strongest-level-in-nearly-three-years-11621950836?st=hgp9vpcoqu8ks7q&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinas-yuan-hits-strongest-level-in-nearly-three-years-11621950836?st=hgp9vpcoqu8ks7q&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-tries-to-temper-rising-commodity-prices-11622033224?st=zhgpl69oyei508f&reflink=desktopwebshare_permalink
https://www.caixinglobal.com/2021-05-26/exclusive-tencent-ordered-to-set-up-financial-holding-company-101718352.html
https://www.caixinglobal.com/2021-05-26/exclusive-tencent-ordered-to-set-up-financial-holding-company-101718352.html
https://www.abc.net.au/news/2021-05-25/chinas-plan-to-build-mega-dam-on-yarlung-tsangpo-brahmaputra/100146344
https://www.wsj.com/articles/tesla-to-store-china-data-locally-in-new-data-center-11622015001?st=ncl09zsc7t7r02l&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-to-restrict-tesla-usage-by-military-and-state-personnel-11616155643?st=uzdudu4sma938cn&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-to-restrict-tesla-usage-by-military-and-state-personnel-11616155643?st=uzdudu4sma938cn&reflink=desktopwebshare_permalink
https://news.cgtn.com/news/2021-05-26/China-sanctions-U-S-individual-over-religious-issues--10zXJD9wwOQ/index.html
https://news.cgtn.com/news/2021-05-26/China-sanctions-U-S-individual-over-religious-issues--10zXJD9wwOQ/index.html
https://www.politico.eu/article/switzerland-eu-talks-partnership-treaty-end/
https://www.politico.eu/article/eu-switzerland-relations-head-for-trouble-as-partnership-deal-unravels/
https://www.wsj.com/articles/u-s-aircraft-carrier-leaving-asia-to-help-with-afghanistan-troop-withdrawal-11622034089?st=m6x7bxtuk7e7zqn&reflink=desktopwebshare_permalink
https://www.ft.com/content/8be82981-9002-43fd-a324-e9d11fe4a93d?emailId=60af77ae7abecc0004853a8e&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
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Australian farming and ranching.  If the business-friendly trend continues, the political 

fallout will be interesting to observe.   

• The Biden administration wants to curtail immigration from Central America by 

encouraging U.S. firms to outsource business to those nations.   

• Syria held presidential elections; it’s no surprise who won.   

• Colombia’s President Duque has a negative approval rating of 76%, the poorest reading 

on record. 

• Ukraine wants to join NATO.  It would be a “red line” for Moscow and isn’t likely to 

happen.   

COVID-19:  The number of reported cases is 168,497,846 with 3,500,348 fatalities.  In the U.S., 

there are 33,191,164 confirmed cases with 591,957 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 359,849,035 doses of the vaccine have 

been distributed with 289,212,304 doses injected.  The number receiving at least one dose is 

165,074,907, while the number of second doses, which would grant the highest level of 

immunity, is 131,850,089.  The FT has a page on global vaccine distribution.  The Axios map 

shows that only one state, Wyoming, has rising cases.   

 

• The calls for additional investigation of the Wuhan virology lab are growing.  U.S. health 

officials have recommended such action, and the president is ordering the intelligence 

community to look into the issue.  The incoming Biden administration halted a Trump-

era investigation but clearly has reversed itself.  The media has also moved on this issue.  

Facebook (FB, USD, 327.66) will now allow discussions on the Wuhan leak topic.  Like 

many things in our current situation, the Wuhan leak theory became politicized.  Instead 

of investigating potential signs that something may have gone awry at the Chinese 

facility, the position on it became political signaling.   

o As investors, it’s important not to reach premature conclusions.  We have noted 

that on several podcasts, the host, usually from the media, would dismiss the 

Wuhan theory, only to have the researcher suggest that we really didn’t know for 

sure what happened.   

o It is also important to note that we probably will never know for sure.  There are 

two reasons.  First, China isn’t going to allow an investigation it can’t control.  

Beijing sees no benefit in foreigners pointing out their failings.  Second, it is very 

difficult to establish where a pandemic originates.  The origin of the 1918 Spanish 

Influenza pandemic is still not completely known.  The first SARS outbreak was 

only linked to civet cats after years of research (ironically, this fact was 

established, in part, by researchers tied to the Wuhan Virology Lab).   

• There is growing concern that the Tokyo summer Olympics may not be possible.  The 

U.S. has issued a “do not travel” advisory, and prefectures in Japan are asking for 

emergency lockdown orders to be extended.   

https://www.wsj.com/articles/biden-administration-taps-private-sector-to-invest-in-central-america-11622113201?st=f7ju1d6pvvxi4xu&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/middle_east/syria-election-assad/2021/05/26/c40a5668-bd90-11eb-922a-c40c9774bc48_story.html?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%2F32ccfff%2F60af18579d2fdae302624ffb%2F596b53f6ae7e8a44e7d597a3%2F40%2F71%2F60af18579d2fdae302624ffb
https://www.aljazeera.com/news/2021/5/26/duque-most-unpopular-colombian-president-poll?utm_source=Eurasia+Group+Signal&utm_campaign=5bf0967afa-EMAIL_CAMPAIGN_2021_05_27_11_06&utm_medium=email&utm_term=0_e605619869-5bf0967afa-134308033
https://www.politico.eu/article/eu-switzerland-relations-head-for-trouble-as-partnership-deal-unravels/
https://www.nytimes.com/live/2021/05/27/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-7c8decf2-ea6a-4c57-8bb9-44473c3809ae.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-cases-infections-vaccines-success-7c8decf2-ea6a-4c57-8bb9-44473c3809ae.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.washingtonpost.com/health/2021/05/25/us-demands-who-investigation-coronavirus-origins/
https://www.washingtonpost.com/health/2021/05/25/us-demands-who-investigation-coronavirus-origins/
https://www.axios.com/biden-covid-origins-investigation-0b5d9198-2857-4930-8d89-3f5d73ce955f.html?stream=top&utm_source=alert&utm_medium=email&utm_campaign=alerts_all
https://www.axios.com/biden-covid-origins-investigation-0b5d9198-2857-4930-8d89-3f5d73ce955f.html?stream=top&utm_source=alert&utm_medium=email&utm_campaign=alerts_all
https://www.whitehouse.gov/briefing-room/statements-releases/2021/05/26/statement-by-president-joe-biden-on-the-investigation-into-the-origins-of-covid-19/
https://www.cnn.com/2021/05/25/politics/biden-shut-down-trump-effort-coronavirus-chinese-lab/index.html
https://www.cnn.com/2021/05/25/politics/biden-shut-down-trump-effort-coronavirus-chinese-lab/index.html
https://www.politico.com/news/2021/05/26/facebook-ban-covid-man-made-491053?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.washingtonpost.com/opinions/2020/04/14/state-department-cables-warned-safety-issues-wuhan-lab-studying-bat-coronaviruses/?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%2F2882c5c%2F60af18579d2fdae302624ffb%2F596b53f6ae7e8a44e7d597a3%2F25%2F71%2F60af18579d2fdae302624ffb
https://www.ft.com/content/1ab4d923-c2a3-4b61-b2ff-ddb26f619cef?emailId=60af1cdc0d34a80004d45c6c&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nature.com/news/study-revives-bird-origin-for-1918-flu-pandemic-1.14723?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.nature.com/news/study-revives-bird-origin-for-1918-flu-pandemic-1.14723?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.reuters.com/article/us-china-sars/china-scientists-say-sars-civet-cat-link-proved-idUSPEK23793120061123?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.axios.com/scientists-say-cancel-tokyo-games-6a1f8971-ed88-42a1-a319-a0b0bc03e2b9.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/eadd6577-bd6c-4d95-89f8-64a4c4140a36?emailId=60ae0268a16bb8000492dd22&segmentId=a8cbd258-1d42-1845-7b82-00376a04c08f#post-3051b6e8-a2e1-4568-b673-cc5bfcb5fb73
https://www.japantimes.co.jp/news/2021/05/25/national/japan-emergency-coronavirus-extension-2/?utm_source=dailybrief&utm_medium=email&utm_campaign=DailyBrief2021May25&utm_term=DailyNewsBrief&utm_source=Eurasia+Group+Signal&utm_campaign=55c36c04fb-EMAIL_CAMPAIGN_2021_05_26_11_03&utm_medium=email&utm_term=0_e605619869-55c36c04fb-134308033
https://www.japantimes.co.jp/news/2021/05/25/national/japan-emergency-coronavirus-extension-2/?utm_source=dailybrief&utm_medium=email&utm_campaign=DailyBrief2021May25&utm_term=DailyNewsBrief&utm_source=Eurasia+Group+Signal&utm_campaign=55c36c04fb-EMAIL_CAMPAIGN_2021_05_26_11_03&utm_medium=email&utm_term=0_e605619869-55c36c04fb-134308033
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• One of the “known/unknowns” about COVID-19 is if one contracts the disease and 

survives, does that event grant immunity.   We know that with certain diseases, like 

measles, it does.  We also know that getting influenza only offers modest protection from 

getting another bout.  Recent research on COVID-19 suggests that getting the disease 

does give lasting immunity in some cases.  Some of those who are infected don’t have a 

strong immune response, and some who have been vaccinated may need boosters.  And, 

new variants may make natural immunity less effective.  Yet, if some who have gotten 

the virus are immune, we may be closer to herd immunity than the vaccination data alone 

would suggest.  

o There are currently 84 confirmed cases of reinfections, with three fatalities and 58 

known recoveries.  The most recent cases have mostly been in Brazil, which is 

dealing with a new variant. 

• We continue to watch developments on the anti-viral front.  As David Perron of the St. 

Louis Blues can attest, being vaccinated doesn’t prevent a person from contracting the 

disease.  Having antibody treatments can prevent a person who contracts the disease from 

suffering a more serious case.  A new treatment from Vir Biotechnology (VIR, USD, 

45.76) and GlaxoSmithKline (GSK, USD, 38.71) has shown promise.    

• Across the developed world, pharmaceutical firms are pushing back against a proposal to 

lift patent enforcement on COVID-19 vaccines.   

• The COVAX program to distribute vaccines to the emerging world has mostly been a 

failure.  The reason is generally that nations tend to take care of their own citizens first.   

• The EU intends to fine AstraZeneca (AZN, USD, 56.54) billions if it fails to deliver 

promised vaccines.   

• The recent outbreak in Brazil has hit expectant mothers and newborns especially hard.   

 

U.S. Economic Releases  

New orders slowed in April due to a drop in motor vehicles and parts.  As a result, durable goods 

orders fell 1.3% from the prior month compared to expectations of 0.8%.  The previous report 

was revised from 0.8% to 1.3%.  Excluding transportation, durable goods orders rose 1.0% from 

the prior month compared to expectations of 0.7%.  Capital goods orders for nondefense 

excluding aircraft rose 3.5% from the prior month compared to expectations of 1.0%.  The 

previous report was revised from 1.2% to 1.0%.  Shipments for capital goods orders for 

nondefense excluding aircraft rose 4.8% from the prior month compared to expectations of 0.8%.  

The previous report was revised from 1.6% to 1.3%. 

 

https://www.nytimes.com/2021/05/26/health/coronavirus-immunity-vaccines.html?smid=url-share
https://www.nytimes.com/2021/05/26/health/coronavirus-immunity-vaccines.html?smid=url-share
https://bnonews.com/index.php/2020/08/covid-19-reinfection-tracker/
https://www.wsj.com/articles/covid-19-treatment-from-vir-glaxosmithkline-is-approved-11622066958?st=t1esosjbzri5qpz&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-treatment-from-vir-glaxosmithkline-is-approved-11622066958?st=t1esosjbzri5qpz&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-vaccine-makers-press-countries-to-oppose-patent-waiver-11622021402?st=049ymnmq3n3d3lr&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/why-a-grand-plan-to-vaccinate-the-world-against-covid-unraveled-covax-11622045728?st=0jqaux2k0uwhxzl&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/why-a-grand-plan-to-vaccinate-the-world-against-covid-unraveled-covax-11622045728?st=0jqaux2k0uwhxzl&reflink=desktopwebshare_permalink
https://www.ft.com/content/dd191c42-3509-42c6-8fd2-e617f16935ec?emailId=60af1cdc0d34a80004d45c6c&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/covid-19-is-killing-hundreds-of-pregnant-women-and-babies-in-brazil-11622113201?st=zhklrepewncbf0k&reflink=desktopwebshare_permalink
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The chart above shows the annual change in durable goods orders and shipments.  Annual 

shipments rose 37.72% from the prior year, while durable goods orders rose 52.1%.  The drop in 

new orders for motor vehicles and parts is likely related to the semi-conductor shortage. 

 

For the week ending May 22, initial claims came in at 406K compared to expectations of 425K.  

 

0

1,000

2,000

3,000

4,000

5,000

6,000

2008 2010 2012 2014 2016 2018 2020

FOUR-WEEK AVERAGE OF 

INITIAL CLAIMS

TH
O

US
AN

DS

Sources:  BLS, CIM  
 

The chart above shows the four-week moving average of initial claims.  The moving average fell 

from 504.75K to 456.7K. 
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The chart above shows the four-week moving average of continuing claims by region. 

 

The second revision of the GDP showed an increase in consumption but remained largely 

unchanged from the previous report.  Annualized GDP for Q1 2021 rose at an annual rate of 

6.4%, below expectations of 6.5%.  Personal consumption rose at an annual pace of 3.7% from 

the prior quarter compared to expectations of 4.1%.  Core PCE rose 2.5% from the prior quarter, 

while the GDP price index rose 3.9%. 

 

 
 

The chart above shows the GDP at current prices.  Currently, GDP sits at $22.06T. 
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Q1 2021 Second Reading Q1 2021 First Reading Difference

GDP 6.4% 6.4% 0.0%

Consumption 7.4% 7.0% 0.4%

Investment -0.8% -0.9% 0.0%

Inventories -2.8% -2.6% -0.1%

Net Exports -1.2% -0.9% -0.3%

Government 1.0% 1.1% -0.1%  
 

The table above shows the GDP contribution chart.  The biggest change in the contribution 

charts came from personal consumption and net exports.  It appears that consumers may have 

imported more than previously realized. 

 

 
 

The chart above shows the contribution chart graphically.  In the upcoming quarter, we expect 

investment spending to contribute more to GDP as the economy returns to normal. 

 

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

EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort m/m 23-May 55.3 **

10:00 Pending Home Sales MoM m/m Apr 1.9% 0.5% **

10:00 Pending Home Sales NSA YoY y/y Apr 25.3% **

11:00 Kansas City Fed Manf. Activity m/m May 31.0 30.0 **

Economic Releases

No speakers or events scheduled

Fed Speakers or Events
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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 Industrial Profits m/m Apr 57.3% 92.3% ** Equity bearish, bond bullish

Japan Japan Buying Foreign Stocks w/w 21-May -¥89.3b ¥189.7b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 21-May -¥551.5b ¥600.2b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 21-May -¥223.5b -¥471.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 21-May ¥1189.1b ¥878.4b * Equity bullish, bond bearish

EUROPE

Germany GfK Consumer Confidence m/m Jun -7.0 -8.8 -5.2 ** Equity and bond neutral

Italy Consumer Confidence Index m/m May 110.6 102.3 104.0 *** Equity and bond neutral

Manufacturing Confidence m/m May 110.2 105.4 106.0 *** Equity and bond neutral

Economic Sentiment m/m May 106.7 97.3 *** Equity and bond neutral

Switzerland Exports Real m/m Apr 0.1% 4.5% ** Equity and bond neutral

Imports Real m/m Apr 2.2% 3.5% ** Equity and bond neutral

Swiss Watch Exports y/y Apr 446.1% 37.2% ** Equity and bond neutral

Russia CPI Weekly YTD w/w 24-May 3.2% 3.1% *** Equity and bond neutral

CPI w/w 24-May 0.2% 0.1% *** Equity and bond neutral

AMERICAS

Brazil FGV Construction Costs m/m May 1.8% 1.0% 1.3% ** Equity bearish, bond bullish

Current Account Balance m/m Apr $5663m -$3970m $6100m ** Equity and bond neutral

Foreign Direct Investment m/m Apr $3544m $6864m $5000m ** Equity and bond neutral

Formal Job Creation Total m/m Apr 120935 184140 161828 *** Equity and bond neutral

Federal Debt Total m/m Apr 5089b 5243b ** 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. 
 



 

 

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

www.confluenceinvestment.com 

 11 

Today Prior Change Trend

3-mo Libor yield (bps) 14 14 0 Up

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

TED spread (bps) 14 13 1 Up

U.S. Libor/OIS spread (bps) 8 7 1 Up

10-yr T-note (%) 1.58 1.58 0.00 Neutral

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

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

Currencies

dollar Up Down

euro Flat Up

yen Down Up

pound Flat 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 $68.36 $68.87 -0.74%

WTI $65.70 $66.21 -0.77%

Natural Gas $3.01 $3.03 -0.59%

Crack Spread $22.42 $22.79 -1.61%

12-mo strip crack $21.08 $21.41 -1.53%

Ethanol rack $2.69 $2.70 -0.40%

Gold $1,894.43 $1,896.67 -0.12%

Silver $27.63 $27.68 -0.18%

Copper contract $454.70 $452.95 0.39%

Corn contract $627.00 $624.50 0.40%

Wheat contract $656.00 $648.50 1.16%

Soybeans contract $1,498.00 $1,503.50 -0.37%

Baltic Dry Freight 2754 2809 -55

Actual Expected Difference

Crude (mb) -1.7 -1.0 -0.7

Gasoline (mb) -1.7 -1.6 -0.2

Distillates (mb) -3.0 -2.3 -0.7

Refinery run rates (%) 0.70% 0.20% 0.50%

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 the eastern half of the country. 
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Data Section 
 

U.S. Equity Markets – (as of 5/26/2021 close) 
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(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 5/26/2021 close) 
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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), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

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. 


