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

Europe, the EuroStoxx 50 is down 0.2% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed down 0.6%.  Chinese markets closed higher, with the Shanghai Composite up 0.3% from 

its prior close and the Shenzhen Composite up 0.1%.  U.S. equity index futures are signaling a 

flat 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” 

 

In today’s Comment, we open with some early responses to the G7’s call for a global minimum 

tax rate on corporations.  In a word, it looks like pretty tough sledding for the proposal.  Next, we 

move to U.S. fiscal and regulatory policy developments, with a particular focus on President 

Biden’s decision to abandon his talks on infrastructure spending with Republicans in the Senate.  

We then move to various international news items before wrapping things up with the latest 

items of note on the coronavirus pandemic. 

 

Global Minimum Tax for Corporations:  Responding to the G7’s call for a global minimum 

tax of 15% on corporations, the finance spokesman for Ireland’s second-largest opposition party 

backed a “small increase” in the country’s 12.5% rate.  Yet, the proposal is likely to get 

significant pushback as the G7 tries to sell it to the broader G20 grouping. 

• Even Poland and Hungary have already come out against the plan unless it includes 

carve-outs for certain businesses. 

• And, of course, the idea would face immense hurdles getting through the U.S. Congress. 

o Assuming the plan would take the form of a treaty, it would require the approval 

of two-thirds of the Senate.  That would be very difficult to achieve in today’s 
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polarized political environment and the current 50-50 split in the chamber 

between Democrats and Republicans. 

o Senior Republican lawmakers have already lined up to slam the fledgling accord, 

citing the potential harm to U.S. competitiveness and sovereignty.  

• For now, at least, we think the proposal is unlikely to be implemented anytime soon. 

 

U.S. Fiscal Policy:  President Biden called off an effort to craft a bipartisan spending package on 

infrastructure and other economic initiatives after negotiations with Republicans stalled.  Instead, 

Biden is shifting his focus to a separate set of negotiations with a group of Republicans and 

Democrats in an effort to salvage a bipartisan deal on the issue.  Senate Majority Leader 

Schumer said Democrats are preparing to pass elements of Biden’s original, $2.3 trillion 

infrastructure plan through reconciliation, a budget maneuver allowing lawmakers to avoid the 

60-vote threshold for most legislation in the Senate.  Democrats are probably able to pass some 

infrastructure spending on their own through the reconciliation process.  The amount ultimately 

approved may be significantly smaller than President Biden’s original proposal, but it could still 

provide a significant boost to economic activity and inflation pressures. 

• Meanwhile, the Senate approved the “U.S. Innovation and Competition Act,” which 

would provide $250 billion to boost government spending on technology research and 

development to counter the rising threat from China and other nations. 

• If approved by the House of Representatives, the legislation would represent a landmark 

effort to turn the tide on several long-term trends in U.S. competitiveness, such as 

eroding federal investment in research and a shrinking share of the world’s 

semiconductor manufacturing. 

 

U.S. Cryptocurrency Regulation:  Hester Peirce, one of the two Republicans on the five-

member Securities and Exchange Commission, in a statement to the Financial Times, warned 

against attempts by her colleagues to regulate cryptocurrencies more strictly, saying that doing so 

runs the risk of discouraging investors. 

• The comments expose a split at the top of the SEC just as Gary Gensler, its chair, 

spearheads an effort to bring the fast-growing cryptocurrency market more in line with 

other types of financial assets. 

• Separately, El Salvador’s legislative body today passed a law that will make the nation 

the first in the world to deem bitcoin legal tender. 

 

United States-Japan-Australia-India:  White House Indo-Pacific Coordinator Kurt Campbell 

said the U.S. will host the first in-person summit of the “Quad” countries–the U.S., Japan, 

Australia, and India–this fall in Washington.  At the summit, the countries’ leaders will further 

discuss strategies to counter China’s geopolitical, military, and economic aggressions throughout 

the Indo-Pacific region. 

 

Chinese Inflation:  The May producer price index (PPI) was up an astounding 9.0% year-over-

year, well above the expected increase of 8.5% and far worse than the April increase of 6.8% 

(see data tables in the Foreign Economic News section below).  Driven by vast price increases in 

industrial commodities like crude oil and iron ore, the annual gain in May was the biggest since 

https://www.ft.com/content/6c98b271-bd13-4517-81bb-6ef7f1798085
https://www.wsj.com/articles/president-biden-ends-infrastructure-talks-with-senate-gop-group-11623185881?mod=hp_lead_pos4
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https://www.wsj.com/articles/senate-approves-250-billion-bill-to-boost-tech-research-11623192584?mod=hp_lead_pos1
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https://www.wsj.com/articles/chinas-surging-manufacturing-prices-put-pressure-on-beijing-to-do-something-about-them-11623222635?mod=article_inline
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September 2008.  The large rise in costs could help reignite concerns about persistent high 

inflation around the world. 

• However, one important question is the extent to which higher producer costs will be 

passed on to the consumer. 

• China’s May consumer price index (CPI) was up just 1.3% on the year, higher than the 

0.9% growth in April but lower than the anticipated increase of 1.6%. 

 

Chinese Housing Market:  Fast-rising home prices have also become a problem in China, 

prompting many local governments to impose new restrictions.  Among the most interesting is a 

move by Shenzhen to publish “guidance prices” for about 3,500 different housing developments.  

In effect, the guidance prices are taken as a cap on the size of a mortgage that a bank can offer on 

a property.  If a buyer wants to pay more than the guidance price, he or she can do so, but the 

buyer then needs to make a larger down payment. 

 

South Korea:  The ruling Democratic Party today said it was trying to regain public trust by 

asking 12 lawmakers to leave the party over a property scandal that has alienated voters.  The 

insider land trading scandal, alongside skyrocketing home prices and deepening inequality, has 

contributed to President Moon Jae-in’s approval ratings plunging to record lows and his party’s 

abject defeat in key mayoral elections in April. 

 

COVID-19:  Official data show confirmed cases have risen to 174,060,099 worldwide, with 

3,749,148 deaths.  In the United States, confirmed cases rose to 33,393,813 with 598,330 deaths.  

Vaccine doses delivered in the U.S. now total 372,100,285, while the number of people who 

have received at least their first shot totals 171,731,584.  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, 51.7% of U.S. residents have now received at least one 

dose of a vaccine, and 42.3% are fully vaccinated. 

• The vaccines developed by Pfizer (PFE, $38.85) and Moderna (MRNA, $213.00) are 

now reportedly in clinical trials with children under the age of 12 years.  If the trials show 

the shots are safe and effective with that age group, the companies expect to apply for 

emergency use as early as this autumn. 

• Wisconsin pharmacist Steven Brandenburg, a vaccine skeptic, was sentenced to three 

years in prison yesterday for tampering with hundreds of doses of the Moderna vaccine at 

the pharmacy where he worked.  Working the night shift, Brandenburg would 

deliberately remove the vaccines from their refrigerator for hours at a time, trying to ruin 

them. 

• The Biden administration has taken the first step towards relaxing the U.S.’s international 

travel bans related to the pandemic, setting up working groups to advise him on ways to 

loosen restrictions on arrivals from the U.K., EU, Mexico, and Canada. 

 

 

https://www.wsj.com/articles/china-tests-out-intervening-in-housing-market-to-tame-prices-11623161379
https://www.japantimes.co.jp/news/2021/06/09/asia-pacific/south-korea-moon-scandal/
https://www.japantimes.co.jp/news/2021/06/09/asia-pacific/south-korea-moon-scandal/
https://www.nytimes.com/live/2021/06/09/world/covid-vaccine-coronavirus-mask
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/covid-19-vaccines-for-young-children-move-ahead-in-testing-11623168758
https://www.wsj.com/articles/covid-19-vaccines-for-young-children-move-ahead-in-testing-11623168758
https://www.wsj.com/articles/wisconsin-pharmacist-sentenced-to-three-years-in-prison-for-tampering-with-covid-vaccines-11623186447
https://www.wsj.com/articles/wisconsin-pharmacist-sentenced-to-three-years-in-prison-for-tampering-with-covid-vaccines-11623186447
https://www.ft.com/content/bc0c2f74-8ce5-4d85-bcf7-4b56edd13ad2
https://www.ft.com/content/bc0c2f74-8ce5-4d85-bcf7-4b56edd13ad2
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Economic and Financial Market Impacts 

• A new COVID-19 outbreak in southern China is curbing activity at some of the country’s 

biggest ports, stoking fears of further disruption to international trade and more upward 

pressure on prices. 

o More than 100 new cases have been reported since late May in Guangdong 

province, one of China’s most important manufacturing hubs, leading to strict 

countermeasures from the government. 

o Processing at the Yantian container terminal in Shenzhen, which suspended 

exports for almost a week last month after workers tested positive, has 

plummeted. There has also been a sharp decline in the number of ships berthing 

as authorities enforce coronavirus prevention measures. 

• Despite the new outbreak in China, infections in the U.S. continue to fall, and businesses 

continue to reopen.  Some observers thought the quick U.S. reopening would convince 

companies to put some of their enormous cash holdings to work, but that isn’t happening 

so far.  Banks are now pressuring some companies to take their cash elsewhere, 

especially since excess deposits could force some banks to raise extra cash. 

 

U.S. Economic Releases  

 

Mortgage Bankers Association (MBA) reported a decrease in mortgage applications for the week 

ending June 4.  The MBA Mortgage Application Index fell 3.1% from the prior week.  Home 

purchase applications rose 0.3%, and refinancing applications fell 5.1%.  The average 30-year 

fixed-rate mortgage fell 2 bps from the previous week, from 3.17% to 3.15%. 

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

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Apr 0.8% 0.8% **

10:00 Wholesale Trade Sales m/m Apr 4.6% **

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. 
 

https://www.ft.com/content/b43cef86-085b-416d-99b8-8c7c054d0f41
https://www.ft.com/content/b43cef86-085b-416d-99b8-8c7c054d0f41
https://www.wsj.com/articles/banks-to-companies-no-more-deposits-please-11623238200?mod=hp_lead_pos3
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China CPI y/y May 1.3% 0.9% 1.6% *** Equity and bond neutral

PPI y/y May 9.0% 6.8% 8.5% ** Equity and bond neutral

Japan Money Stock M2 y/y May 7.9% 9.2% 8.4% ** Equity and bond neutral

Money Stock M3 y/y May 6.9% 7.8% 7.0% ** Equity and bond neutral

Machine Tool Orders y/y May 140.7% 120.8% ** Equity and bond neutral

Australia Westpac Consumer Conf SA m/m Jun -5.2% -4.8% ** Equity and bond neutral

EUROPE

Germany Trade Balance m/m Apr 15.5b 20.5b 16.3b ** Equity and bond neutral

Current Account Balance m/m Apr 21.3b 30.2b 23.0b ** Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI m/m May 3.4% 2.2% 3.7% ** Equity and bond neutral

Retail Sales m/m Apr 1.8% -0.6% -0.3% ** Equity and bond neutral

Vehicle Sales Anfavea m/m May 188678 175116 ** Equity and bond neutral

Vehicle Production Anfavea m/m May 192843 190907 ** Equity and bond neutral

Vehicle Exports Anfavea m/m May 36974 33877 ** Equity and bond neutral

FIPE CPI - Weekly w/w 7-Jun 0.5% 0.3% 0.5% ** Equity and bond neutral

Canada Int'l Merchandise Trade m/m Apr 0.59b -1.14b -0.80b ** 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) 12 13 -1 Up

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

TED spread (bps) 12 10 2 Neutral

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

10-yr T-note (%) 1.51 1.54 -0.03 Neutral

Euribor/OIS spread (bps) -54 -55 1 Neutral

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

Currencies Direction

dollar Down Down

euro Up Up

yen Flat Up

pound Up 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. 
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Price Prior Change Explanation

Brent $72.45 $72.22 0.32%

WTI $70.27 $70.05 0.31%  

Natural Gas $3.12 $3.13 -0.29%  

Crack Spread $21.93 $21.93 0.00%

12-mo strip crack $21.40 $21.42 -0.13%

Ethanol rack $2.64 $2.64 -0.07%

Gold $1,888.88 $1,892.89 -0.21%

Silver $27.57 $27.62 -0.16%

Copper contract $450.00 $455.60 -1.23%

Corn contract 598.50$       609.50$       -1.80%

Wheat contract 679.00$       685.00$       -0.88%

Soybeans contract 1,444.75$    1,457.00$   -0.84%

Baltic Dry Freight 2420 2428 -8

Actual Expected Difference

Crude (mb) -3.3

Gasoline (mb) 1.6

Distillates (mb) 1.8

Refinery run rates (%) 0.50%

Natural gas (bcf) 100.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the Eastern Region.  The forecast calls for wet conditions throughout the Deep South, with drier 

conditions for the rest of the country. 
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Data Section 
 

U.S. Equity Markets – (as of 6/8/2021 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 6/8/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%
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Emerging Markets ($)
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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. 


