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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: April 22, 2021—9:30 AM EDT] Global equity markets are generally higher this
morning. The EuroStoxx 50 is currently up 0.9% from its prior close. In Asia, the MSCI Asia
Apex 50 closed up 0.4%. Chinese markets were mixed, with the Shanghai Composite down
0.2% from its prior close and the Shenzhen Composite up 0.5%. U.S. equity index futures are
signaling a flat open. With 85 companies having reported, the S&P 500 Q4 earnings stand at
$42.60, higher than the $37.94 forecast for the quarter. The forecast reflects a 23.3% increase
from Q1 2020 earnings. Thus far this quarter, 85.9% of the companies have reported earnings
above forecast, while 11.8% 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:

e Weekly Geopolitical Report (4/19/201): What Population Aging Means for Global
Inflation and Growth
Weekly Energy Update (4/22/2021)
Asset Allocation Weekly with associated chart book and podcast (4/16/2021)
Confluence of Ideas podcast (4/7/2021): “The U.S.-China Balance of Power: Part I”’
Asset Allocation Quarterly Rebalance Chart Book (Q1 2021): recaps recent changes to
our Asset Allocation portfolios

Good morning, and happy Earth Day! It’s a busy Thursday, with lots of items to cover. U.S.
equity futures are steady to lower this morning. Our coverage begins with Biden’s two-day
climate summit. The ECB holds its meeting, and we cover that too. We update the Archegos
event. Russia and China news follow. Our update on economics and policy is up next. Then
comes an international news roundup, some technology news, and we close with our regular
pandemic update.

Climate summit: The U.S. is holding a virtual Climate Summit today with 40 world leaders
invited. In anticipation of the meeting, the Biden administration announced it would reduce U.S.
greenhouse gas emissions by 50% before 2031.1 Although the administration disputes the claim,

1 To be specific, that’s 50% below 2005 levels. In 2005, U.S. CO? emissions were 6.0 BN tonnes. Last year (abet
with the pandemic), the DOE estimates emissions were 4.61 billion tonnes (for reference, 2019’s number was 5.13
billion tonnes). So, we are talking about a reduction to 3.0 billion tonnes, about a 35% reduction from last year’s
number.
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it is hard to see a path to that goal without the proposed infrastructure package passing in

Congress.
e Despite elevated tensions, Vladimir Putin will join the meeting. General Secretary Xi

will too.

e Canada was the only G-7 nation that had higher CO? emissions last year.

e Brazil, which has tended to downplay environmental issues under President Bolsonaro,
has changed its position, likely in the hope it will be paid to avoid cutting down its
forests.

e An interesting sidelight; cattle methane emissions are reduced if the animals are fed
seaweed.

Overall, we view summits such as these as PR campaigns, and we suspect this one will be too.
International environmental policy suffers from two problems. First, everyone is for the
environment as long as the costs are modest, but once it starts to hurt, it gets difficult to make
changes. Second, there is a strong temptation to “free ride.” In other words, a nation benefits
from cutting emissions but does even better if other nations do so while theirs does not. But
what is important about this one is that China and Russia are participating, even with tensions
high.

ECB: Policy, as expected, was left unchanged. In the press conference, Lagarde is clearly
getting better at managing the art of central bank speak, which is to express lots of works but say
little of substance. We note her comments that the ECB doesn’t set a target for the EUR did lead
the currency to rally. The June meeting may be more problematic. Hawks would like to start
withdrawing bank purchases in the second half of the year. We doubt this will occur due to the
slow action on EU vaccinations, but this will bear watching.

e The ECB is moving to issue a digital currency.

Archegos: As we note below in the China section, regulators there are dealing with a serious
financial problem. Meanwhile, the fallout from Archegos continues. Credit Suisse (CS, USD,
10.38) appears to be bearing the brunt of the losses. It was revealed the bank had more than $20
billion of exposure to Archegos. It is rather stunning to have that much exposure, but apparently,
the cause was improper accounting for derivative risk. Senior executives are leaving, including
the heads of the prime brokerage unit that oversaw the lending to Archegos and the risk
managers. The losses (estimated at around $4.7 billion so far) are causing the bank to raise $1.9
billion of capital. The Swiss banks used to be the apex of high net worth banking. However, in
this incident, they were clearly outclassed by their U.S. rivals. The bigger issue? The earlier
outperformance of Swiss banks appears, in the end, to be due to its country’s bank secrecy laws.
As those have been rolled back, they have lost their edge.

The bigger concern we have with the recent financial firm crises is that if we are seeing such
blowups when monetary policy is arguably the most accommodative since WWII, what happens
when policy tightens?

Russia: Putin conducted his annual press conference yesterday, and worries about the military
buildup are front and center this morning.
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Every year, President Putin holds a press conference where he addresses the nation. It is
a sort of state of the union address. A number of topics were discussed, including
Ukraine, U.S. sanctions, and Navalny. Although he stated that he would protect Russian
security, he did not offer any specific actions in retaliation for recent sanctions or
diplomat explosions. Putin made it clear that Russia will react if the West crosses any
“red lines,” but he didn’t detail what those red lines were. While Putin was holding his
conference, protestors called for the release of Alexi Navalny.

The military buildup around Ukraine continues unabated. Although we don’t expect
Russia to invade Ukraine (it would be difficult to win and even harder to control; it might
trigger a stronger response from the West than Putin could manage), the escalation is
hard to miss. We suspect this action is mostly to intimidate Ukraine and test Biden, but
there is still a degree of uncertainty that hasn’t been discounted by financial markets.
Eastern European nations are becoming increasingly uncomfortable with Russia’s
actions. The Czech Republic released a statement explaining why it expelled Russian
diplomats and is asking for EU support in opposing Russia.

The U.S. military suspects Russia used directed energy weapons on American troops.
There were no details offered about the incident.

China: Xi argues for a new world order, and we are watching yet another financial system
problem.

In a speech earlier this week at the Boao Forum, General Secretary Xi argued for a new
world order, a slightly veiled message against U.S. hegemony. The thinking in the U.S.
and China has changed markedly in the past four years. In the prior period, the accepted
wisdom was that China, following the pattern of other Asian tigers, would gradually
democratize. In fact, market liberalization would foster this shift to democracy, so
supporting globalization was based on reforming China. The consensus has clearly
shifted. Although there were dissenting voices in the prior period, now the consensus is
that China is and always will be a revisionist power tied to a particular version of
Marxist/Leninist thought that will never liberalize. But it should be noted that China’s
thinking has also changed. It realizes it now faces a hostile environment, and thus, is
preparing for a world of trade restrictions. The “dual circulation” strategy is part of this
change. Xi also believes that the decline of the U.S. is inevitable and thus the world is
heading into a period without a global hegemon. To some extent, China wants to gain
some control over the world the U.S. has built by raising its stature in multilateral
organizations, e.g., World Bank, IMF, U.N., etc.
o A problem China faces in this evolving order is that it lacks allies, and the Biden
administration is openly courting allies in the region.
o Japan is blaming the Chinese military for a series of cyberattacks. The U.S. has
suffered numerous attacks as well.
o Australia has revoked the state of Victoria’s agreement to participate in the belt
and road initiative.
o The EU and India are formulating an alternative to the Belt and Road Initiative.
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e The Chinese financial system continues to spawn debt, and some of it goes bad. The
latest credit event we are watching is Huarong Asset Management (2799, HKD, 1.02).
This company was created to absorb and liquidate bad debt created in the period
following the Asian Financial Crisis. Chinese regulators created “bad banks,” designed
to be workout groups. Bad banks try to manage distressed assets, maximizing the return
from the bad debt. Under normal circumstances, such banks eventually wind themselves
up after disposing of what debt has value and liquidating the rest. However, Huarong
took on a life of its own, becoming a normal bank and making new loans. It borrowed
heavily and had a number of loans go sour. The chairman of the company, Lia Xiaomin,
was executed in January for his crimes tied to the company, essentially, corruption and
accepting bribes.

o For world financial markets, the concern is $22 billion of USD-denominated
bonds that have plunged in value on fears of default. Foreign investors tend to
treat bonds issued by SOE’s as obligations of the central government. In other
words, they expect the government to prevent default. This belief creates a
serious moral hazard problem. On the one hand, the government wants to force
investors to be more careful in what they purchase and allow the bonds to default
to send this message. However, it doesn’t want a debt crisis either.

o Chinais rapidly moving to expand its CBDC.

e China’s voracious demand for commodities exposes a geopolitical vulnerability.
Although tensions with the U.S. are elevated, China is importing record levels of
American corn, and the need for iron ore is undermining Beijing’s attempt to punish
Australia.

e China has expanded its naval base in Djibouti to accommodate its aircraft carriers. Itis
also working on a third aircraft carrier that appears to be similar to the U.S. Ford-class
carrier.

o China’s massive fishing fleet is becoming a geopolitical force.

e Tesla (TSLA, USD, 744.12) has made a major push into China. It is finding that to be a
difficult road. First, the company’s spotty record on reliability is leading to an uproar of
consumer complaints. Initially, the government quashed the protests. But, as they have
increased, Beijing has turned its fire on the company. Unsavory sales tactics are also
undermining the brand.

e Reports suggest that the CPC is systematically rooting out banned religious groups.

Economics and policy: Taxes, inflation, and infrastructure are today’s headlines.
e Inflation worries have been rising; we have been hearing more questions on the issue and
mentions are rising too.
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Searches for inflation peaked in late February, but interest remains elevated. Reports that
consumer products companies are planning on raising prices have increased concerns. In
earnings reports, companies are complaining about rising costs. These reports are
consistent with the ISM data on prices paid.
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The key unknown is the degree to which firms can pass along higher costs. We fully
expect some of these costs will filter through to consumer prices. We continue to
maintain that the price increases will be temporary due to the lack of inflation
expectations, but we are monitoring conditions closely. We do note that Chair Powell
VOWS to react to a “substantial” overshoot of inflation.

o There are continued concerns about the labor market as well. Although the labor
force is clearly lower in the wake of the pandemic, it is unclear if some of those
workers will return anytime soon. Generous fiscal aid, fear of the virus, and
perhaps rethinking career choices may make finding workers difficult.

o On the other hand, there is growing evidence of a surge in business formation. It
is possible that workers are using the fiscal spending to venture out into their own
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businesses. If so, we could see a renaissance in small businesses, which would

expand supply.
We have been positive on residential real estate and homebuilders. Recent data shows
the strongest buying from Hispanics in two decades, supporting this sector of the
economy.
GOP senators are offered a counter to the Biden administration’s infrastructure package.
It does not include changes to corporate taxes. It is also smaller, at $800 billion over
eight years. Senate Democrats are unimpressed.
The semiconductor shortage continues to hamper auto production, both in the U.S. and
Europe.
Weak lending in Europe is slowing the recovery there.
LIBOR is in its waning days. U.S. regulators are pushing a replacement called the
Secured Overnight Financing Rate (SOFR), which is a collateralized rate based on
Treasury repos. However, Rich Sandor, who is considered the father of interest rate
derivatives and futures and also the creator of carbon trading, has created an alternative,
called the American Interbank Offering Rate (AmerIBOR). Corporations are favorable to
this alternative to SOFR because it is not collateralized by Treasuries, and it is not just an
overnight rate. Here is a broadcast on this issue from the Odd Lots podcast.
The Bank of Canada appears poised to tighten policy, the first of the G-7 nations to signal
a change.
High yield spreads in the U.S. have narrowed to historically narrow levels.

International roundup: Turkey, Myanmar, and Europe lead the news.

President Biden is reportedly prepared to declare that Turkey’s actions against Armenians
during WWI were genocide. U.S. presidents have tended to avoid this declaration, as
Turkey vigorously disputes this position. If the reports are accurate, it tends to show how
much U.S. and Turkish relations have cooled over the past 20 years.

o The Erdogan government is facing pressure over the rapid decline in foreign

reserves. We suspect the reserves were spent to support the exchange rate.

Continued protests in the wake of the recent coup are causing the economy of Myanmar
to implode. There are growing fears the country is becoming a failed state. However,
that isn’t stopping China from investing in the country.
In Europe, Denmark is considering sending Syrian refugees back, arguing that conditions
there have improved. Lithuania is opening its doors to Belarusian businesses that have
been adversely affected by instability. President Draghi of Italy says his government will
spend the EU aid on high-speed rail and technology. As we noted yesterday, German
courts have opened the way for German participation in the fiscal transfer.
Indonesia appears to have lost a submarine.

Technology: The industry continues to face the threat of regulation.

It is becoming a global phenomenon; regulators around the world are taking steps to
reduce the power of technology firms. In the U.S., the administration’s appointment of
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https://www.wsj.com/articles/more-hispanic-americans-are-buying-homes-helping-stoke-hot-housing-market-11618916403?st=v7rihednb2r6fcd&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/04/20/gop-infrastructure-bill-483551?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/04/21/senate-democrats-republican-infrastructure-484035?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/ford-prolongs-shutdowns-at-several-u-s-plants-due-to-chip-shortage-11619031751?st=kfby8qv5k0pdffx&reflink=desktopwebshare_permalink
https://www.ft.com/content/8c5bcd8e-d013-4537-9c7e-9213be7a49c4?emailId=6081588259f8270004da918f&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/weak-lending-in-europe-hampers-covid-19-recovery-11618919587?st=7o6iynbo6h4hh8i&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/push-to-replace-libor-intensifies-11616783189?st=mcktzrk8546n1hd&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/libor-replacement-competitor-gains-strength-from-new-offerings-11618833813?st=oystkghtkkkpwrv&reflink=desktopwebshare_permalink
https://podcasts.apple.com/us/podcast/the-case-for-ameribor-as-the-replacement-for-libor/id1056200096?i=1000476622833
https://www.wsj.com/articles/bank-of-canada-leaves-benchmark-interest-rate-unchanged-will-slow-pace-of-bond-buying-11619014823?st=jbat65pnacm41vx&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/borrowing-binge-reaches-riskiest-companies-11613385001?st=zdmzpa9jzqpls42&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/04/21/us/politics/biden-armenia-genocide-turkey.html?smid=url-share
https://www.nytimes.com/2021/04/21/us/politics/biden-armenia-genocide-turkey.html?smid=url-share
https://www.wsj.com/articles/biden-poised-to-recognize-armenian-massacres-as-genocide-officials-say-11619048891?st=zihb12ooo2ph39n&reflink=desktopwebshare_permalink
https://www.ft.com/content/dee218ba-c102-4a2f-8042-e8c8601991cd
https://www.ft.com/content/dee218ba-c102-4a2f-8042-e8c8601991cd
https://www.ft.com/content/6189a752-6f68-4d61-99ea-9e83137a1d3d?emailId=6080fda859f8270004da8c69&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://asia.nikkei.com/Editor-s-Picks/Interview/Chinese-carmaker-GAC-presses-ahead-with-Myanmar-factory-plan
https://www.washingtonpost.com/world/2021/04/21/denmark-syria-refugees-deportation-assylum/?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%2F31fb43d%2F6080f39e9d2fda1dfb583287%2F596b53f6ae7e8a44e7d597a3%2F50%2F82%2F6080f39e9d2fda1dfb583287
https://eimin.lrv.lt/en/news/belarusian-businesses-investing-in-lithuania-will-enjoy-incentives-for-transfer-of-employees
https://www.ft.com/content/29d4b262-fb4a-46be-b504-6689e0eec994?emailId=6080fda859f8270004da8c69&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1dd47402-2639-4c17-918d-87458b7bf910?emailId=6080fda859f8270004da8c69&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1dd47402-2639-4c17-918d-87458b7bf910?emailId=6080fda859f8270004da8c69&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
reuters.com/world/asia-pacific/indonesia-searching-53-crew-aboard-missing-submarine-seeks-australia-singapore-2021-04-21/
https://www.nytimes.com/2021/04/20/technology/global-tipping-point-tech.html?smid=url-share
https://www.axios.com/lina-khan-tech-antitrust-icon-84829d38-33d9-4a45-81fe-8600c6aa6bf0.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top

Lisa Khan is especially negative due to her calls for returning to a pre-Bork antitrust legal
standard.

e British tabloids are suing Google (GOOG, USD, 2,293.29), arguing the firm adversely
manipulated search results.

COVID-19: The number of reported cases is 143,962,157 with 3,061,748 fatalities. In the U.S.,
there are 31,862,987 confirmed cases with 569,404 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 277,938,875 doses of the vaccine have
been distributed with 215,951,909 doses injected. The number receiving at least one dose is
134,445,595, while the number of second doses, which would grant the highest level of
immunity, is 87,592,646. The FT has a page on global vaccine distribution. The weekly Axios
map shows that infection rates have stabilized but have stopped falling.

Virology

e The vaccine process is becoming a “good news/bad news” story.

o A look at various countries shows that vaccines are reducing cases, fatalities and,
hospitalizations. But, as this article shows, the data also shows rising cases in
India and Latin America. In fact, Indian infections hit a global record, and the
health system there is showing signs of stress.

o Inthe U.S,, it appears we may be reaching the apex in vaccinations. This is
mostly because the population of people willing to be vaccinated is near
completion, and those who remain are vaccine-hesitant. This hesitancy will tend
to reduce the likelihood the U.S. will achieve herd immunity. Meanwhile, U.S.
infections and hospitalizations are rising; much of this is due to lockdown fatigue.
Global data show that each successive lockdown was less effective, likely due to
lockdown fatigue.

o At the same time, wealthy South Americans are flocking to the U.S. for
vaccination.

e All this means that the optimism about opening up the economy should be tempered by
the continued problems with moving past the pandemic.

e Texas A&M researchers have isolated yet another variant of COVIC-19 that appears
related to the British B.1.1.7 type. It is not clear if this variant is a problem, but it has
raised concerns because the aforementioned variant has been more potent.

o Pfizer (PFE, USD, 39.52) has discovered that criminal groups in Mexico and Poland are
selling counterfeit versions of its vaccine.

e China is criticizing the WHO over the Wuhan leak theory. This criticism shows that
Beijing will not tolerate any notion that it bears any responsibility for the pandemic.

e The Los Angeles Dodgers are planning to create vaccination sections that will not have
strict social distancing, further evidence that the private sector is going to enforce some
form of vaccine passporting.

e Otters, apparently, can contract COVID-19.

WWW.CONFLUENCEINVESTMENT.COM
7


https://www.axios.com/lina-khan-tech-antitrust-icon-84829d38-33d9-4a45-81fe-8600c6aa6bf0.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/ftc-nominee-khan-signals-support-for-aggressive-approach-on-big-tech-11619029550?st=cxi8fbc9o0mp1gh&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/daily-mail-owner-files-antitrust-suit-against-google-11618925778?st=es78y3g4l2vgnm3&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2021/04/21/world/covid-vaccine-coronavirus-cases?campaign_id=51&emc=edit_mbe_20210422&instance_id=29533&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=56069&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://www.nytimes.com/live/2021/04/17/world/covid-vaccine-coronavirus-cases/global-toll-more-than-3-million
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-vaccines-cases-america-variants-9d33a16e-bf39-46a1-8994-a089947239e2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-vaccines-cases-america-variants-9d33a16e-bf39-46a1-8994-a089947239e2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/d71729a3-72e8-490c-bd7e-757027f9b226
https://www.ft.com/content/683914a3-134f-40b6-989b-21e0ba1dc403
https://www.wsj.com/articles/india-hits-global-record-for-daily-new-covid-19-cases-11619074547?st=18lz2zt208bx5np&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/04/21/world/asia/india-coronavirus-oxygen.html?smid=url-share
https://www.washingtonpost.com/health/2021/04/21/vaccinations-downturn-jj-pause-soft-demand/?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%2F31fc36f%2F6080f39e9d2fda1dfb583287%2F596b53f6ae7e8a44e7d597a3%2F56%2F82%2F6080f39e9d2fda1dfb583287
https://www.washingtonpost.com/health/2021/04/21/vaccinations-downturn-jj-pause-soft-demand/
https://www.axios.com/vaccine-hesitancy-tipping-point-a41db61e-8736-4306-b415-2bfd81b8137a.html
https://news.yahoo.com/elusive-herd-immunity-likely-wont-100209265.html
https://www.wsj.com/articles/michigans-spring-covid-19-surge-is-close-to-previous-pandemic-high-11619039139?st=951rd51w2pov7um&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/michigans-spring-covid-19-surge-is-close-to-previous-pandemic-high-11619039139?st=951rd51w2pov7um&reflink=desktopwebshare_permalink
https://www.cnn.com/2021/04/20/health/us-coronavirus-tuesday/index.html
https://voxeu.org/article/declining-effectiveness-lockdowns
https://apnews.com/article/business-travel-monterrey-mexico-coronavirus-pandemic-96f18e680da3c21f2ec57e0010b5254d?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://apnews.com/article/business-travel-monterrey-mexico-coronavirus-pandemic-96f18e680da3c21f2ec57e0010b5254d?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/the-covid-19-risk-to-markets-isnt-all-over-11618918469?st=u3f3i4o2hymqw74&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/the-covid-19-risk-to-markets-isnt-all-over-11618918469?st=u3f3i4o2hymqw74&reflink=desktopwebshare_permalink
https://www.foxnews.com/health/texas-am-researchers-spot-new-coronavirus-variant
https://www.wsj.com/articles/pfizer-identifies-fake-covid-19-shots-abroad-as-criminals-exploit-vaccine-demand-11619006403?st=wbkpgbv2sqzbyqd&reflink=desktopwebshare_permalink
https://www.scmp.com/news/china/diplomacy/article/3130470/coronavirus-chinese-expert-rails-against-tedros-and-wuhan-lab?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3130470
https://www.latimes.com/sports/dodgers/story/2021-04-21/dodgers-stadium-vaccinated-fan-seats-padres?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.huffpost.com/entry/otters-covid-19-georgia-aquarium_n_607f01fce4b017abd71b6ed8

U.S. Economic Releases

U.S. economic activity continues to improve, according to the Federal Reserve of Chicago. The
Chicago Fed National Activity Index came in at +1.71 compared to expectations of 1.25. The
prior month’s report was revised from -1.25 to -1.20. The increase in activity can be largely
attributed to improvements in production, personal consumption, and housing.

CHICAGO FRB NATIONAL ACTIVITY INDEX
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The chart above shows the six-month moving average of the Chicago National Activity Index.

Jobless claims fell unexpectedly to a pandemic low last week. Initial claims for the week ending
April 17 came in at 547K compared to expectations of 610K. The prior report was revised from
576K to 586K.
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The chart above shows the four-week moving average for initial claims. The moving average
fell from 678.75K to 651K.

Continuing claims for the week ending April 10, came in above expectations at 3.674MM,
compared to expectations of 3.600MM. The prior month’s report was revised from 3.731MM to
3.708MM.

Four-Week Average
Continuing Claims by Region
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The chart above shows the four-week moving average of continuing claims by region.

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

Economic Releases
EDT|Indicator Expected Prior Rating
9:45|Langer Consumer Comfort m/m 18-Apr 53.9 *x
10:00|Leading Index m/m Mar 0.0 0.0 *kk
10:00|Existing Home Sales m/m Mar 6.11m 6.22m *oxx
10:00|Existing Home Sales m/m Mar -1.8% -6.6% *okk
11:00|Kansas City Fed Manf. Activity m/m Apr 28.0 26.0 Hokk
Fed Speakers or Events
No speakers or events scheduled

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
China Swift Global Payments CNY w/w |Mar 2.5% 2.2% ** |Equity and bond neutral
Japan Supermarket Sales y/y [Mar 1.3% -2.1% ** |Equity and bond neutral
Japan Buying Foreign Stocks w/w |16-Apr -¥1145.1b -¥623.3b * |Equity and bond neutral
Japan Buying Foreign Bonds w/w |16-Apr ¥906.5b ¥1714.4b * |Equity and bond neutral
Foreign Buying Japan Stocks w/w |16-Apr ¥286.3b ¥640.9b *  |Equity and bond neutral
Foreign Buying Japan Bonds w/w |16-Apr ¥353.2b ¥1229.5b *  |Equity and bond neutral
Australia NAB Business Confidence q/q [1Q 17 14 *** |Equity and bond neutral
EUROPE
Eurozone Govt Debt/GDP Ratio y/y [12-Jul 98.0% 84.0% ** |Equity bearish, bond bullish
France Business Confidence m/m |Apr 95.0 97.0) 95.0] ** |Equity and bond neutral
Manufacturing Confidence m/m |Apr 104 98.0) 99.0| *** |Equity bullish, bond bearish
Production Outlook Indicator m/m |Apr 2.0 6.0 7.0 *** |Equity bearish, bond bullish
Own-Company Production Outlook m/m |Apr 12.0 5.0 8.0 *** |Equity and bond neutral
Business Survey Overall Demand m/m |Apr 8.0 2.0 ** |Equity bullish, bond bearish
Italy Industrial Sales WDA y/y |Feb 0.9% -1.6% ** |Equity bullish, bond bearish
Industrial Sales m/m |Feb 0.2% 2.5% ** |Equity bearish, bond bullish
UK CBI Trends Total Orders m/m |Apr -8.0 -5.0 2.0 ** [Equity bearish, bond bullish
CBI Trends Selling Prices m/m |Apr 27.0 20.0| ** |Equity bullish, bond bearish
CBI Business Optimism m/m |Apr 38.0 -22.0 20.0] ** |Equity bullish, bond bearish
Switzerland |[Exports Real m/m [Mar 4.5% -1.4% ** |Equity bullish, bond bearish
Imports Real m/m [Mar 3.5% 0.3% ** |Equity bullish, bond bearish
Russia CPI w/w [19-Apr 0.2% 0.1% **% |Equity bullish, bond bearish
AMERICAS
Canada [cPinsA [m/m[Mar | 0.50% 0.50% 0.60%| *** [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) 18 19 -1 Up
3-mo T-bill yield (bps) 1 2 -1 Neutral
TED spread (bps) 17 17 0 Up
U.S. Libor/OIS spread (bps) 8 8 0 Up
10-yr T-note (%) 1.56 1.56 0.00 Neutral
Euribor/OIS spread (bps) -54 -54 0 Neutral
EUR/USD 3-mo swap (bps) 5 5 0 Down
Currencies
dollar Flat Down
euro Up Up
yen Flat Up
pound Flat Up
franc Flat Up
Central Bank Action Prior Expected
Bank of Canada Rate Decision 0.250% 0.250% 0.250%|0n forecast
ECB Main Refinancing Rate 0.000% 0.000% 0.000%|On forecast
ECB Marginal Lending Facility 0.250% 0.250% 0.250%|0n forecast
ECB Deposit Facility Rate -0.500% -0.500%| -0.500%|0On forecast
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Commodity Markets

The commaodity 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

Energy Markets
Brent $65.07 $65.32 -0.38%
WTI $61.12 $61.35 -0.37%
Natural Gas $2.67 $2.69 -0.93%
Crack Spread $20.34 $20.08 1.30%
12-mo strip crack $18.41 $18.20 1.19%
Ethanol rack $2.38 $2.36 0.95%
Metals
Gold $1,788.84| $1,793.79 -0.28%
Silver $26.38 $26.55 -0.64%
Copper contract $429.15 $428.75 0.09%
Grains
Corn contract $615.75 $606.50 1.53%
Wheat contract $683.00 $675.00 1.19%
Soybeans contract $1,504.25| $1,479.50 1.67%
Shipping
Baltic Dry Freight | 2710) 2472| 238
DOE inventory report

Actual Expected | Difference
Crude (mb) 0.6 -3.4 3.9
Gasoline (mb) 0.1 1.2 -1.1
Distillates (mb) -1.1 -1.4 0.3
Refinery run rates (%) 0.00% 0.50% -0.50%

Weather

The 6-10 and 8-14 day forecasts currently call for colder than normal temperatures for most of
the Pacific and Rocky Mountain areas, with warmer temperatures for the rest of the country. The
forecast calls for wetter than normal conditions for parts of the Midwest, Deep South, and North
Pacific regions.
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Data Section

U.S. Equity Markets — (as of 4/21/2021 close)
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£ 1 | Materials ] ; ; ‘
. nergy 1 [ Financials
Financials | ‘ : ‘ !
Real Estate Industrials ‘ ‘
Materials | ‘ Consumer Discretionary ! ‘
Industrials : ; Energy | ‘
Communication Services Healthcare ‘ ‘

S&P 500 ﬁ Technology ]
Consumer Discretionary | S&P 500 +
Technology | Real Estate ]

1 \
Health.cafre 1 Consumer Staples
Utilities |

Communication Services
Consumer Staples

‘ Utilities | e
00%  100%  20.0%  30.0% T
0% -05% 0.0% 05% 1.0% 15% 2.0%

(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 4/21/2021 close)

YTD Asset Class Total Return This chart shows the year-to-date
] | Mid Cap returns for various asset classes,
| fea Btae updated daily. The asset classes are
S C . -
| e ranked by total return (including
| Large Cap dividends), with green indicating
o et positive and red indicating negative
Emerging Markets (local currency) returns from the beginning of the
Emerging Markets ;) year, as of prior close.
US High Yield
Cash
1 US Corporate Bond
: US Government Bond
-10.0% 0.0% 10.0% 20.0% 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),
Commaodities (Bloomberg total return Commodity Index).
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P/E Update

April 23, 2021
LONG-TERM TRAILING P/E
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Based on our methodology,? the current P/E is 25.7x, unchanged from last week.

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.
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