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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: June 8, 2021—9:30 AM EDT] Global equity markets are generally lower this 

morning.  In Europe, the EuroStoxx 50 is down 0.3% from its prior close.  In Asia, the MSCI 

Asia Apex 50 closed down 0.2%.  Chinese markets closed lower, with the Shanghai Composite 

down 0.5% from its prior close and the Shenzhen Composite down 0.9%.  U.S. equity index 

futures are signaling a higher open.   

 

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 (6/7/2021): Taiwan and the Risk of Deglobalizing the 

World’s Semiconductor Industry: Part II 

• 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 (6/4/2021): we discuss the outlook for the U.K. over the next 

few years (no associated podcast and chart book this week)   

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

 

We open today’s Comment with a range of reports that ultimately touch on technology, Taiwan, 

and China.  We also explore important trade news out of Europe and new developments in the 

Peruvian presidential election, where it now looks like a Marxist firebrand will take power.  We 

conclude with the latest news on the coronavirus pandemic, including the news of a major U.S. 

intelligence report that last year lent credence to the hypothesis that the virus could have escaped 

from a Chinese laboratory. 

 

United States-Global Cybersecurity:  On a day filled with reports that key commercial and 

government websites are down across the globe, sparking fears of a coordinated hacker attack, 

there is also an important report that underlines our belief that the U.S. probably has greater 

offensive capabilities in cyberspace than many people realize.  According to the report, the FBI 

was able to use “Trojan horse” technology to gain access to a criminal internet network and, in 

conjunction with allied police forces in other countries, has monitored millions of encrypted 

criminal messages over the last three years.  In Australia alone, the program has allowed police 

to disrupt 21 murder plots and seize 3.7 tons of illegal drugs.   

 

 

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/wp-content/uploads/weekly_geopolitical_report_6_7_2021.pdf
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_June_4_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/news-government-websites-go-down-amid-widespread-outages-11623149507?mod=hp_lead_pos1
https://www.wsj.com/articles/news-government-websites-go-down-amid-widespread-outages-11623149507?mod=hp_lead_pos1
https://www.ft.com/content/47c271c1-0be3-4a5c-9ca6-b231ed0f7fef
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United States-Taiwan:  Secretary of State Blinken revealed the Biden administration is 

launching talks with the Taiwanese government on a “framework agreement” relating to trade 

and investment.  Although Blinken declined to elaborate and referred any questions to U.S. 

Trade Representative Tai, it appears the effort would revive lower-level talks that the two 

governments have pursued off-and-on for years.  Coupled with the revelation of a U.S. 

intelligence report that lends credence to the hypothesis that the coronavirus pandemic could 

have resulted from a Chinese laboratory accident (see below), the announcement of closer 

economic ties with Taipei will certainly exacerbate U.S.-China tensions and keep risks elevated 

for investors. 

 

United States-China:  As a result of President Biden’s call in February for a review of supply 

chain security for key products, the Commerce Department will investigate whether imported 

rare earth magnets made largely in China pose a national security threat that could warrant the 

imposition of tariffs.  The magnets, made from the rare-earth element neodymium, are used to 

manufacture everything from smartphones to electric vehicle motors.  Tariffs on the magnets 

could be imposed under Section 232 of a 1962 trade law, which was rarely used until former 

President Trump employed it to justify tariffs on steel and aluminum imports from U.S. allies. 

• The investigation and potential imposition of tariffs is another example of how President 

Biden is not only continuing many of the Trump administration’s trade policies but has 

also sharpened their focus on China. 

• According to press reports, Biden will release further results of the supply chain probe 

later today. 

 

European Union-United Kingdom:  EU Brexit Commissioner Maros Sefcovic warned that 

Brussels would intensify its retaliation if the U.K. continues to delay implementing the post-

Brexit trade treaty’s provisions on Northern Ireland.  The EU has complained that Britain is 

failing to implement basic parts of the new arrangements, such as building and properly staffing 

border control posts for goods and sharing data with Brussels. 

 

Germany-Ukraine:  In testimony before Congress yesterday, Secretary of State Blinken said 

Germany is discussing ways to compensate Ukraine for the financial loss it will suffer from the 

completion of Nord Stream 2, the controversial pipeline that will carry Russian natural gas under 

the Baltic Sea to Germany.  By providing an alternate route for gas that had previously flowed 

through Ukraine, the pipeline is expected to deprive Kyiv of billions of dollars in annual transit 

fees if completed. 

 

Peru:  With 96% of the vote in Sunday’s presidential election now counted, Marxist politician 

Pedro Castillo has extended his lead over conservative Keiko Fujimori and appears to be poised 

for victory.  Many of the remaining tallies should come from rural areas, where Castillo is 

strongest.  Although ballots from Peruvians living abroad are likely to favor Fujimori, it appears 

there will not be enough to tip the balance back in her direction. 

• In an effort to reassure markets, the Castillo team published a statement outlining an 

economic plan that is considerably more moderate than the platform approved by 

Castillo’s “Peru Libre” party.  While it reiterated Castillo’s plan to raise taxes on natural 

resources companies to pay for increased health and education spending, the plan also 

https://www.wsj.com/articles/u-s-taiwan-to-launch-trade-talks-11623097659?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/u-s-taiwan-to-launch-trade-talks-11623097659?mod=lead_feature_below_a_pos1
https://www.ft.com/content/30dac928-e54a-4925-a1fa-e8bc6a7adae7
https://www.ft.com/content/30dac928-e54a-4925-a1fa-e8bc6a7adae7
https://www.ft.com/content/eef61b70-094d-49c3-8413-53f35549ef56
https://www.ft.com/content/eef61b70-094d-49c3-8413-53f35549ef56
https://www.rferl.org/a/germany-compensation-ukraine-blinken/31295014.html
https://www.rferl.org/a/germany-compensation-ukraine-blinken/31295014.html
https://www.ft.com/content/4e8a8afa-b68c-4da1-9c9e-b2a34058fd9d
https://www.ft.com/content/4e8a8afa-b68c-4da1-9c9e-b2a34058fd9d
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asserted, “We have not considered nationalization, expropriation, confiscation of savings, 

exchange controls, price controls or import prohibitions . . . [We would] respect the 

autonomy of the central bank, which has done a good job [of] keeping inflation low for 

more than two decades.” 

• However, despite those reassurances, Peruvian stocks and bonds have been dropping 

dramatically, and the country’s currency, which has depreciated sharply in recent weeks 

in anticipation of a possible Castillo victory, has lost over 2% against the dollar to trade 

at an all-time low of 3.93. 

 

COVID-19:  Official data show confirmed cases have risen to 173,694,649 worldwide, with 

3,739,238 deaths.  In the United States, confirmed cases rose to 33,378,767 with 597,983 deaths.  

Vaccine doses delivered in the U.S. now total 371,520,735, while the number of people who 

have received at least their first shot totals 171,310,738.  Finally, here is the interactive chart 

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

by population.   

 

Virology 

• According to the latest CDC data, 51.6% of U.S. residents have now received at least one 

dose of a vaccine, and 42.1% are fully vaccinated. 

• As U.S. infections and deaths continue to fall and more people get vaccinated, both 

Carnival Cruise (CUK, $26.50) and Norwegian Cruise Line (NCLH, $33.11) said they 

will finally resume sailing from U.S. ports this summer.  Given that infections on cruise 

ships were some of the most notorious incidents early in the pandemic, the announcement 

marks an important milestone in the post-pandemic economic reopening. 

o The announcement from the companies comes after protracted negotiations with 

the CDC over the safety measures that will be required. 

o Passengers must have a final dose of a coronavirus vaccine approved by U.S. 

authorities. 

• New reporting shows the Lawrence Livermore National Laboratory issued a classified 

report in May 2020 that concluded, based on a genomic analysis of the SARS-CoV-2 

virus (which causes COVID-19), the virus might have leaked from a Chinese lab in 

Wuhan.  The report, vetted with other U.S. intelligence agencies, called for further 

investigation into the hypothesis.  It was referenced by the State Department when it 

conducted an inquiry into the pandemic’s origins during the final months of the Trump 

administration.  It also appears to be one reason President Biden last week directed the 

U.S. intelligence community to send him a report on how the virus emerged. 

o The study is important because it came from a respected national laboratory and 

differed from the dominant view in spring 2020 that the virus almost certainly 

was first transmitted to humans via an infected animal. 

▪ Specifically, the report came from the laboratory’s intelligence division, 

which has deep expertise in biological warfare issues. 

https://www.nytimes.com/live/2021/06/08/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.ft.com/content/6bf58a23-8f2e-4a31-8fee-26a271906eee
https://www.ft.com/content/6bf58a23-8f2e-4a31-8fee-26a271906eee
https://www.wsj.com/articles/u-s-report-concluded-covid-19-may-have-leaked-from-wuhan-lab-11623106982?mod=hp_lead_pos2
https://www.wsj.com/articles/u-s-report-concluded-covid-19-may-have-leaked-from-wuhan-lab-11623106982?mod=hp_lead_pos2
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▪ Notably, when President Biden announced his request for a study of the 

pandemic’s origins, he said the federal government’s national laboratories 

would contribute to the effort. 

o Because of Lawrence Livermore’s strong reputation in biological warfare issues, 

its view that the pandemic could plausibly be traced to a Wuhan lab leak will 

likely keep that hypothesis alive in the near term.  Not only will that help keep 

tensions high between the U.S. and China, but it might even lead to the Biden 

administration explicitly blaming China for the pandemic at some point.  After all, 

the administration has already shown it is willing to be tougher on China than 

Trump was.  For example, it has highlighted Chinese human rights abuses and has 

worked hard to corral U.S. allies into a coalition that will stand up to China’s 

destabilizing geopolitical, military, and economic behavior.  Explicitly blaming 

China for the pandemic in a multilateral way would further sour relations between 

the liberal democracies and China, with unpredictable consequences for investors. 

 

Economic and Financial Market Impacts 

• As Taiwan suffers its first large COVID-19 outbreak, the spread of infections in the 

island’s globally important semiconductor industry is raising the prospect of reduced 

production and a worsening in the global computer chip shortage. 

o For example, chip testing and packaging company King Yuan Electronics said an 

outbreak among its workers could reduce its June output and revenue by up to 

35%. Of KYEC’s 7,300 staff, 238 are confirmed to have been infected.  Multiple 

firms are testing their entire workforces or have closed entire factories for days at 

a time in order to conduct disinfecting. 

o As we have often noted, Taiwan occupies a critical place in the global 

semiconductor industry.  For more details, see Part I and Part II of our recent 

WGR on the Taiwanese chip industry and how it fits into the U.S.-China 

geopolitical rivalry. 

• Reflecting on the new strategies companies are adopting to deal with the tight labor 

market, Southwest Airlines (LUV, $58.28) is leaning more on digital job placement tools, 

including chatbots, to speed up the hiring process. 

• All the same, high-frequency data suggests that while job openings are still climbing, 

they’re beginning to moderate.  The data suggests labor demand is already leveling off in 

some sectors, such as manufacturing and retail trade, and it may even be falling a bit in 

construction.   

 

U.S. Economic Releases  

 

Small business owners have become less optimistic about the economy, according to the 

National Federation of Independent Business (NFIB).  The NFIB Small Business Optimism 

Index fell unexpectedly from 99.8 to 99.6.  Estimates suggested the index would increase to 

https://www.ft.com/content/ce18b201-551c-4fb6-bd82-766e4d453dbc
https://www.ft.com/content/ce18b201-551c-4fb6-bd82-766e4d453dbc
https://www.confluenceinvestment.com/weekly-geopolitical-report-taiwan-and-risk-of-deglobalizing-worlds-semiconductor-industry-part-i-may-24-2021/
https://www.confluenceinvestment.com/weekly-geopolitical-report-taiwan-and-risk-of-deglobalizing-worlds-semiconductor-industry-part-ii-june-7-2021/
https://finance.yahoo.com/quote/LUV?p=LUV&.tsrc=fin-srch-v1
https://www.wsj.com/articles/job-openings-are-still-rising-but-labor-demand-is-easing-in-some-sectors-11623144602
https://www.wsj.com/articles/job-openings-are-still-rising-but-labor-demand-is-easing-in-some-sectors-11623144602
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101.0.  The decline was driven by small business owners struggling to find workers and an 

increase in material costs. 
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The chart above shows the NFIB Small Business Optimism Index.  

 

The trade balance was narrowed by less than forecast in April, according to the Census Bureau, 

from 75.0B to 68.9B.  Forecasters expected the trade deficit to narrow to 68.7B.  The shrinking 

deficit was driven by a surge in exports. 
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The chart above shows the level of the trade balance.  

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

EDT Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m Apr 8200k 8123k ***

Economic Releases

No speakers or events scheduled

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 

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 Labor Cash Earnings y/y Apr 1.6% 0.2% 0.8% *** Equity bullish, bond bearish

Real Cash Earnings y/y Apr 2.1% 0.5% 1.4% ** Equity bullish, bond bearish

GDP SA q/q 1Q F -1.0% -1.3% -1.2% *** Equity and bond neutral

BoP Current Account Balance q/q Apr ¥1321.8b ¥2650.1b ¥1500.6b *** Equity and bond neutral

Trade Balance BoP Basis q/q Apr ¥289.5b ¥983.1b ¥389.6b ** Equity and bond neutral

Bank Lending Incl Trusts y/y May 2.9% 4.8% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y May 2.2% 4.3% ** Equity and bond neutral

Bankruptcies y/y May 50.3% -35.8% ** Equity and bond bearish

Eco Watchers Survey Current SA m/m May 38.1 39.1 34.0 ** Equity and bond neutral

Eco Watchers Survey Outlook SA m/m May 47.6 41.7 38.0 ** Equity and bond neutral

Australia Foreign Reserves m/m May A$62.1b A$61.5b ** Equity and bond neutral

ANZ Roy Morgan Consumer Confidence w/w 6-Jun 110.7 111.4 ** Equity and bond neutral

NAB Business Conditions m/m May 37.0 32.0 *** Equity and bond neutral

NAB Business Confidence m/m May 20.0 26.0 ** Equity and bond neutral

EUROPE

Eurozone Employment y/y 1Q F -1.8% -2.1% ** Equity bullish, bond bearish

GDP SA q/q 1Q F -0.3% -0.6% -0.6% ** Equity and bond neutral

ZEW Survey Expectations m/m Jun 81.3 84.0 *** Equity and bond neutral

Germany Industrial Production SA m/m Apr -1.0% 2.5% 0.4% *** Equity bearish, bond bullish

ZEW Survey Expectations m/m Jun 79.8 84.4 86.0 ** Equity bearish, bond bullish

ZEW Survey Current Situation m/m Jun -9.1 -40.1 -28.0 ** Equity and bond neutral

France Trade Balance m/m Apr -6244m -6067m -5421m *** Equity bullish, bond bearish

Current Account Balance m/m Apr -1.4b -2.9b ** Equity bearish, bond bullish

Italy Retail Sales y/y Apr 30.4% 22.9% ** Equity bullish, bond bearish

Russia Official Reserve Assets m/m May 605.2b 590.5b 602.0b ** Equity and bond neutral

CPI m/m May 0.7% 0.6% 0.6% *** Equity and bond neutral

CPI Core m/m May 0.8% 0.6% 0.5% *** Equity and bond neutral

AMERICAS

Mexico Gross Fixed Investment m/m Mar 1.4% -4.5% 2.3% ** Equity and bond neutral

Canada Bloomberg Nanos Confidence m/m 4-Jun 65.9 65.8 ** Equity and bond neutral

Brazil Trade Balance Weekly w/w 6-Jun $2425m $2380m *** Equity and bond neutral  
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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) 13 13 0 Up

3-mo T-bill yield (bps) 1 2 -1 Neutral

TED spread (bps) 12 11 1 Neutral

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

10-yr T-note (%) 1.55 1.57 -0.02 Neutral

Euribor/OIS spread (bps) -55 -55 0 Neutral

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

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Up

franc Down 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 $70.98 $71.49 -0.71%

WTI $68.76 $69.23 -0.68%  

Natural Gas $3.12 $3.07 1.76%  

Crack Spread $21.60 $21.82 -1.03%

12-mo strip crack $21.10 $21.28 -0.86%

Ethanol rack $2.65 $2.66 -0.24%

Gold $1,893.86 $1,899.21 -0.28%

Silver $27.68 $27.89 -0.75%

Copper contract $450.30 $452.65 -0.52%

Corn contract 610.25$       602.75$       1.24%

Wheat contract 686.75$       680.00$       0.99%

Soybeans contract 1,450.00$    1,440.00$   0.69%

Baltic Dry Freight 2428 2438 -10

Actual Expected Difference

Crude (mb) -3.3

Gasoline (mb) 1.6

Distillates (mb) 1.8

Refinery run rates (%) 0.50%

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

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

the country, with cooler than normal temperatures in Florida and the West Coast.  The forecast 

calls for wet conditions throughout the Southeast, with dry conditions for the rest of the country. 
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Data Section 
 

U.S. Equity Markets – (as of 6/4/2021 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 6/4/2021 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 

 

June 3, 2021 
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P/E as of 6/2/2021 = 24.7x

 
 

Based on our methodology,1 the current P/E is 24.7x, 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. 

 
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. 


