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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 10, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is down 0.4% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 0.6%.  Chinese markets closed higher, with the Shanghai Composite up 0.5% from its 

prior close and the Shenzhen Composite up 1.1%.  U.S. equity index futures are signaling a 

lower 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 (6/10/2021): Oil majors are facing increasing investor 

pressure to reduce carbon output. 

• 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” 

 

Good morning!  It’s ECB day as the Eurozone’s central bank holds its regular meeting.  It’s also 

CPI day; we cover the data below, but consumer inflation came in higher than expected.  

Overnight, U.S. equity futures were mostly steady in front of the data.  In its wake, equities came 

under pressure.  And, here’s a fact of the day—National Geographic has named another ocean,  

calling it the Southern Ocean, and it encircles Antarctica.  We begin today with short comments 

about the ECB.  The press conference was underway while we were writing.  Economics and 

policy are next, followed by the international news roundup.  China news follows, and we close 

with the pandemic update. 

 

ECB:  The central bank, as expected, made no changes to policy.  In the press conference, 

President Lagarde suggested that risks in the economy were mostly balanced, which could be 

taken as hawkish.  These words, however, were not backed up by tightening.  Market reaction, so 

far, has been modest, although we are seeing long-duration yields rise.  That reaction may have 

more to do with U.S. CPI.   

 

 

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_jun_10_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/global-stock-markets-dow-update-06-10-2021-11623310898?st=q0pqxrkmydk1uov&reflink=desktopwebshare_permalink
https://www.nationalgeographic.com/environment/article/theres-a-new-ocean-now-can-you-name-all-five-southern-ocean
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Economics and policy:  Crypto is continuing to dominate the news, and payment for order flow 

is coming under review.   

• We continue to closely monitor developments in the cryptocurrency market, especially as 

regulators start to recognize that much of the crypto world is looking like regulatory 

arbitrage.  In other words, a coin that essentially gives one lending or cash transfer 

powers must have the same level of regulatory protections as those in the existing 

financial system.  Much of distributed finance creates unregulated derivatives that may be 

illegal to operate in that fashion. We note the Basel Committee, which is sort of a global 

bank regulator, is calling for much tougher capital rules for cryptocurrencies.  If 

regulation creeps in, we would expect the current prices of various crypto coins to 

become more volatile. 

o Crypto for your 401k?  Coinbase (COIN, USD, 224.32) is working with 401k 

managers to offer various crypto coins for retirement plans.   

o China continues to crack down on bitcoin miners.  Qinghai province recently 

closed a mining project.   

o The U.S. custody bank State Street (STT, USD, 84.57) is creating a 

cryptocurrency division.  As cryptocurrencies steadily become embedded in the 

financial infrastructure, they will likely continue but face much higher regulatory 

scrutiny.   

o Although bitcoin was thought to be untraceable, the recent seizure of coins in the 

wake of the Colonial Pipeline hack shows that such secrecy may be 

overestimated.   

• Globalization is a major benefit for the talented and powerful.  That’s because it creates a 

broader platform allowing such people to leverage their talents on a wider scale.  Mike 

Bloomberg is looking to create an alternative to the World Economic Forum with the aim 

of fostering continued globalization.   

• Although China remains behind in its Phase One trade deal obligations, we are seeing 

continued aggressive Chinese purchases of American grain.  Current prices reflect 

China’s buying.   

• On the G-7 corporate tax harmonization plan, we already notice broader reactions.  First, 

the U.K. wants an exception for the City of London.  Second, Ireland, a notorious tax 

haven, has suggested it might be ok with a 15% rate.   

o At the same time, getting this deal through the Senate, given that it is a treaty, 

looks like a long shot.  The Senate requires two-thirds approval for a treaty, which 

may be close to impossible.  The GOP is becoming increasingly hard-wired 

against tax increases.  As the party becomes populist, it may inadvertently become 

the party most likely to adopt MMT-type policies.   

• There is a timeless economic adage that says, “nothing cures high prices like high 

prices.”  There are reports that the global logistics industry is ordering container ships, 

and shipyards are looking to invest in increasing loading capacity in response to high 

demand.   

https://www.ft.com/content/5bbf8546-29e4-4f7c-a30e-f15a5e261819?emailId=60beefec5a20580004b51643&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/5bbf8546-29e4-4f7c-a30e-f15a5e261819?emailId=60beefec5a20580004b51643&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.coindesk.com/defi-derivatives-may-be-illegal-cftc-commissioner?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/3fe7be31-179a-47dd-9a61-8f4ea42b9c62
https://www.wsj.com/articles/coinbase-teams-up-with-401-k-provider-to-offer-crypto-11623317402?st=gx8385ylo5pmqr4&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/coinbase-teams-up-with-401-k-provider-to-offer-crypto-11623317402?st=gx8385ylo5pmqr4&reflink=desktopwebshare_permalink
https://finance.sina.com.cn/tech/2021-06-09/doc-ikqcfnca0121533.shtml
https://finance.sina.com.cn/tech/2021-06-09/doc-ikqcfnca0121533.shtml
https://www.ft.com/content/52b1b8a9-2322-496c-ac16-a847c658d186
https://www.ft.com/content/52b1b8a9-2322-496c-ac16-a847c658d186
https://www.nytimes.com/2021/06/09/technology/bitcoin-untraceable-pipeline-ransomware.html?smid=url-share
https://www.nytimes.com/2021/06/09/technology/bitcoin-untraceable-pipeline-ransomware.html?smid=url-share
https://www.nytimes.com/2021/06/09/technology/bitcoin-untraceable-pipeline-ransomware.html?smid=url-share
https://www.axios.com/bloomberg-davos-globalization-pandemic-9ed8ffad-3133-4cfa-bf53-5144e0c59d06.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/e6dec6e8-852a-40d7-8338-84ce5759d73a
https://www.ft.com/content/4ed18830-f561-4291-8db5-c3c1fa86c1b8?emailId=60c0457f4ed12300043aec93&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f13ab006-8714-4bbc-bc34-3f953a4f2590
https://www.ft.com/content/6c98b271-bd13-4517-81bb-6ef7f1798085?emailId=60c197604eaca300045006bf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://twitter.com/DavidMDrucker/status/1402626144814473217
https://twitter.com/DavidMDrucker/status/1402626144814473217
https://www.wsj.com/articles/ship-orders-surge-as-carriers-rush-to-add-capacity-11623179052?st=bkvqyuvqhgf4j6i&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/ship-orders-surge-as-carriers-rush-to-add-capacity-11623179052?st=bkvqyuvqhgf4j6i&reflink=desktopwebshare_permalink
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• Payment for order flow is a way to essentially execute a form of regulatory arbitrage.  

Exchanges set the standard for bid/ask spreads on equities.  These spreads reflect the risk 

that concentrated institutional positions could pressure the spread because they tend not 

to be dispersed.  On the other hand, retail flow tends to be mostly balanced between buys 

and sells.  So, order flow firms accumulate retail trades and execute the trades inside the 

exchange spread.  When you make a retail trade, and you see a line called “price 

improvement,” it reflects the price you received inside of the exchange spread.  Payment 

for order flow means these firms split the price improvement between the customer and 

their broker/dealer.  The firm sells the flow, and the broker/dealer, the retail customer, 

and the order flow firm share the benefit.  The SEC says it intends to review this 

arrangement.  As trade commission rates fall to zero, it is the payment for order flow that 

compensates the broker/dealers.  For the most part, it appears that institutional investors, 

who get the exchange spread, are the losers in this arrangement.  We doubt the SEC will 

end the practice, but we wouldn’t be shocked to see rules put into place that give the 

greatest benefit to the retail customer.  If that is the outcome, we might see retail-focused 

broker/dealer equities come under pressure.   

• The economy is grappling with reopening.  This is revealed in the JOLTS data, which 

shows a disconnect between hiring and job openings.  It has also become evident in the 

inflation data.  However, the key point to watch isn’t this short-term logistics issue but 

the longer-term reaction.  There is great fear that the current situation will trigger lasting 

inflation problems.  There is also a good chance that it will foster a productivity boom as 

firms begin to adapt to higher wages with increased investment and productivity.  Low-

interest rates could foster this outcome.   

• Although we are, like everyone else, watching the 10-year T-note yield dip under 1.50%, 

we are not sure why it’s occurring.  If lasting inflation fears were rising, this drop 

probably wouldn’t occur.   

• One of our concerns about the current political divide is that it will lead to regulatory 

“swings” that will make investment decisions increasingly risky.  Case in point—the 

Biden administration is looking to change clean water regulations to make them more 

stringent.   

• It’s a known fact that Americans have become increasingly heavier. 

https://www.ft.com/content/6651f34a-0d8d-4d68-bdf9-23b355f8c9db
https://www.ft.com/content/83dff8fc-14ac-4e67-a969-20b358c349e8?emailId=60c197604eaca300045006bf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/83dff8fc-14ac-4e67-a969-20b358c349e8?emailId=60c197604eaca300045006bf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/sec-pursuing-broad-review-of-stock-market-structure-chairman-says-11623256566?st=zwgiomsfqid3n6e&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/sec-pursuing-broad-review-of-stock-market-structure-chairman-says-11623256566?st=zwgiomsfqid3n6e&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/technology-fills-the-gap-as-jobs-lag-gdp-11623250495?st=l4stz85684lmf1j&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/10-year-treasury-yield-dips-below-1-5-11623256393?st=qmkptx8ojkp9wgp&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/biden-administration-to-propose-new-federal-clean-water-regulation-11623262340?st=f1adhaj8x1e31kz&reflink=desktopwebshare_permalink
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The FAA is requiring airlines to take this fact into account, which may lead to more 

stringent rules on luggage or more passengers being bumped from full flights.  What we 

haven’t seen yet is seat pricing by passenger weight.   

• There is new research that suggests that up to half of unemployment insurance support 

may have been fraudulent.   

• The Fed’s reverse repo has hit a new record of $500 billion, suggesting that financial 

institutions are overwhelmed with liquidity.   

International roundup:  President Biden’s European trip kicks off today. 

• President Biden and PM Johnson are set to meet today.  Although we expect talks to 

appear agreeable, the issues surrounding Northern Ireland will likely be a sticking point.   

o It’s not just the U.S. that is troubled by the situation in Northern Ireland.  The EU 

is considering retaliation for border trade violations.   

o At the same time, the U.K. is quietly working to improve trade with the EU in the 

post-Brexit environment.   

• As President Biden travels to meet with EU leaders, his message is the U.S. is “back” and 

that America and Europe need a united front against China.   

• An international sting operation that created an encrypted communications platform, 

secretly run by the FBI, has resulted in over 800 arrests worldwide.  Cash and illegal 

drugs were seized from Asian crime syndicates, Albanian organized crime, the Italian 

mafia, and motorcycle gangs.  The sting operation lasted three years.   

• The leader of Boko Haram, a Nigerian Islamic terrorist group, has allegedly committed 

suicide.   

• It looks like Pedro Castillo has eked out a narrow victory in Peru.  An avowed left-

winger, his election has put pressure on Peruvian equities.  However, we would note this 

https://www.wsj.com/articles/heavier-passengers-on-planes-mean-new-safety-limits-for-airlines-11623243606?st=ohiossfrzaduppa&reflink=desktopwebshare_permalink
https://www.axios.com/pandemic-unemployment-fraud-benefits-stolen-a937ad9d-0973-4aad-814f-4ca47b72f67f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.reuters.com/business/us-feds-reverse-repo-volume-surges-record-half-trillion-dollars-2021-06-09/
https://apnews.com/article/donald-trump-joe-biden-business-global-trade-brexit-ed26413ada5c6b78fe4bc43e37a2c862
https://apnews.com/article/donald-trump-joe-biden-business-global-trade-brexit-ed26413ada5c6b78fe4bc43e37a2c862
https://www.ft.com/content/bc19c62a-8ab9-417b-967a-f45e40ee2be3
https://www.ft.com/content/9fa462f7-c0ed-4905-ae66-0e07a798a117?emailId=60c197604eaca300045006bf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/no-eu-uk-agreement-on-way-forward-for-northern-ireland-checks-brexit/
https://www.politico.eu/article/no-eu-uk-agreement-on-way-forward-for-northern-ireland-checks-brexit/
https://www.politico.eu/article/global-britain-local-alliance-brexit-europe/
https://www.nytimes.com/live/2021/06/09/world/biden-europe/biden-allies-europeans-summit
https://www.politico.eu/article/eu-us-trade-tech-council-joe-biden-china/
https://www.ft.com/content/47c271c1-0be3-4a5c-9ca6-b231ed0f7fef?emailId=60c0457f4ed12300043aec93&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.computerweekly.com/news/252502051/Police-raids-around-world-after-investigators-crack-An0m-cryptophone-in-biggest-hacking-operation-to
https://www.wsj.com/articles/fbi-sting-using-anom-platform-leads-to-global-roundup-of-suspects-11623165556?st=6j19p7camzmk9xa&reflink=desktopwebshare_permalink
https://www.europol.europa.eu/newsroom/news/800-criminals-arrested-in-biggest-ever-law-enforcement-operation-against-encrypted-communication?utm_source=Eurasia+Group+Signal&utm_campaign=6555c0cb4b-EMAIL_CAMPAIGN_2021_06_09_11_05&utm_medium=email&utm_term=0_e605619869-6555c0cb4b-134308033
https://www.cnn.com/2021/06/08/australia/afp-fbi-anom-app-operation-ironside/index.html?utm_source=Eurasia+Group+Signal&utm_campaign=6555c0cb4b-EMAIL_CAMPAIGN_2021_06_09_11_05&utm_medium=email&utm_term=0_e605619869-6555c0cb4b-134308033
https://www.cnn.com/2021/06/08/australia/afp-fbi-anom-app-operation-ironside/index.html?utm_source=Eurasia+Group+Signal&utm_campaign=6555c0cb4b-EMAIL_CAMPAIGN_2021_06_09_11_05&utm_medium=email&utm_term=0_e605619869-6555c0cb4b-134308033
https://www.nytimes.com/2021/06/08/world/australia/operation-trojan-horse-anom.html?smid=url-share
https://www.bbc.com/news/world-africa-57378493?utm_source=Eurasia+Group+Signal&utm_campaign=502174fcfa-EMAIL_CAMPAIGN_2021_06_08_11_03&utm_medium=email&utm_term=0_e605619869-502174fcfa-134308033
https://www.bbc.com/news/world-africa-57378493?utm_source=Eurasia+Group+Signal&utm_campaign=502174fcfa-EMAIL_CAMPAIGN_2021_06_08_11_03&utm_medium=email&utm_term=0_e605619869-502174fcfa-134308033
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party has little power in the legislature, so his win might not be all that bad for the 

Peruvian capital in the long run.   

 
(Source:  Barchart) 

 

This chart shows the Peru ETF.  When it appeared the right-wing Fujimori was set to 

win, the price rallied, but it has tumbled on Castillo’s win.   

• Nicaragua’s President Ortega has hit upon a new way to improve his chances of winning 

reelection.  He is systematically arresting his opponents.   

• Russia has outlawed Alexei Navalny’s related organizations.   

• The EU and Germany are debating if EU courts overrule German ones.  Our money is on 

Berlin.   

China:  The gains against poverty have probably been overstated, and tech firms are seeing 

tighter regulation.  Credit conditions are tightening.   

• One of General Secretary Xi’s purported accomplishments is the eradication of poverty in 

China.  It is part of Xi’s “Chinese Dream” concept.  Bill Bikales, a former U.N. 

economist, disputes the claim in a recent report, suggesting the “accomplishment” is 

more definitional than actual.  So far, we haven’t seen a reaction from Beijing, but we 

would expect a rejection of Bikales’s claim at some point.   

• When Canada held Meng Wanzhou, the CFO of Huawei (002502, CNY, 4.43), for 

extradition to the U.S. on charges she violated sanctions against Iran, China arrested two 

Canadians on what appeared to be trumped-up charges.  There are reports that there is a 

deal in the works for the release of these Canadians, Michael Kovrig and Michael Spavor.  

It is not clear if that outcome would also mean that Meng would return to China.   

• Beijing is aggressively moving to regulate China’s tech industry, which has, for the most 

part, operated in a favorable regulatory environment.  Regulators are now moving beyond 

the large firms to investigate smaller firms.  The actions are affecting the overall tech 

sector.   

https://www.washingtonpost.com/world/2021/06/08/ortega-arrest-felix-maradiaga-nicaragua-presidential-candidate/?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%2F3371005%2F60c18d769d2fdae30277a30b%2F596b53f6ae7e8a44e7d597a3%2F60%2F72%2F60c18d769d2fdae30277a30b
https://www.ft.com/content/82ff1707-fd44-43e8-887d-85d02a656e6b?emailId=60c197604eaca300045006bf&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/european-commission-declares-war-on-german-arrogance-eu-court-of-justice-karlsruhe/
https://www.ft.com/content/b459efb3-9377-4624-ab7b-33fdbc255e31
https://www.ft.com/content/b459efb3-9377-4624-ab7b-33fdbc255e31
https://www.eda.admin.ch/dam/countries/countries-content/china/en/20210608-Poverty-Reduction-China_EN.pdf
https://www.ft.com/content/883f60d5-7085-4db6-a4e0-d277f43923b8
https://www.ft.com/content/883f60d5-7085-4db6-a4e0-d277f43923b8
https://granthshala.com/canada-held-secret-u-s-talks-in-bid-to-free-kovrig-spavor-jailed-in-china/
https://granthshala.com/canada-held-secret-u-s-talks-in-bid-to-free-kovrig-spavor-jailed-in-china/
https://www.wsj.com/articles/chinas-tech-clampdown-is-spreading-like-wildfire-11622971802?st=ew06aqivv1fb44l&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/tech-crackdown-hits-chinese-stocks-just-not-in-china-11623231001?st=x4tsiyswyno4po8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/tech-crackdown-hits-chinese-stocks-just-not-in-china-11623231001?st=x4tsiyswyno4po8&reflink=desktopwebshare_permalink
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• If there was any hope in Beijing that the new administration in Washington would have a 

lighter touch, it is becoming increasingly clear that opposition to China is more about 

circumstance than personalities.  The Biden administration released the list of blacklisted 

firms, and although there are some differences, overall, it shows that accommodation to 

China is no longer the direction of policy.   

• In the late 1990s, China established four firms that were effectively “bad banks.”  They 

accepted bad debt from the Chinese financial system to eventually liquidate the loans.  

Such bad banks are standard practice in finance to address a widespread bad loan 

problem.  By taking the bad loans off bank balance sheets, the banks can begin lending 

again (sometimes after recapitalization), and the bad banks can try to recover whatever 

value remains.  Usually, once the bad loans are either written off or sold, the bad bank 

itself winds down.  That was not the case in China.  Huarong (2799, HKD, 1.02) issued 

bonds against the “assets” it held, and default fears have led to (a) the value of these 

bonds falling to around 70 cents/dollar, and (b) led to the execution of its ex-chairman, 

Lai Xiaomin.  Now, China Great Wall, another one of these companies, has seen its 

chairman come under investigation.  Although fears of China’s corporate debt have been 

around for a long time, so far, the country has avoided a major debt crisis.  Yet, each 

scandal raises fears that one might develop.   

• Meanwhile, the PBOC is steadily tightening lending, leading to slower loan growth.  

Weaker loan growth will tend to depress the economy and may lead to higher exports. 

  
 

 
(Source:  Capital Economics) 
 

• The U.S. Senate has passed $250 billion of spending to counter China’s rise.  The bill had 

wide, but not universal, bipartisan support.  China was not pleased.   

https://www.protocol.com/china/china-military-companies-ban-analysis
https://www.protocol.com/china/china-military-companies-ban-analysis
https://www.ft.com/content/1372ad41-b092-4165-82b9-a53b61caedff
https://www.ft.com/content/1372ad41-b092-4165-82b9-a53b61caedff
https://www.scmp.com/news/china/diplomacy/article/3136563/us-senate-passes-broad-us250-billion-legislation-counter-and?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3136563
https://www.nytimes.com/2021/06/08/us/politics/china-bill-passes.html?smid=url-share
https://www.globaltimes.cn/page/202106/1225873.shtml
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• Chinese social media firms have been given a reprieve from being closed in the U.S.  

However, the administration is conducting a review, which may lead to future 

restrictions.   

• The SoD has issued a directive to accelerate efforts to counter China’s rise.   

COVID-19:  The number of reported cases is 174,468,792 with 3,759,188 fatalities.  In the U.S., 

there are 33,414,769 confirmed cases with 598,766 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 372,495,525 doses of the vaccine have 

been distributed, with 304,753,476 doses injected.  The number receiving at least one dose is 

172,054,276, while the number of second doses, which would grant the highest level of 

immunity, is 140,980,110.  The FT has a page on global vaccine distribution.  

• Millions of doses of Johnson & Johnson (JNJ, USD, 165.36) COVID-19 vaccines may 

expire.  When concerns developed about the safety of the vaccine earlier this year, 

inoculations were halted.  Although the halt was lifted, doses exceeded injections.   

• The U.K. is dealing with the “delta” variant of the virus; the bad news is that it appears to 

be more contagious.  The good news is that current vaccines appear to offer good 

protection against serious illness.   

• The U.S. is purchasing 500 million doses of the Pfizer (PFE, USD, 39.81) vaccine for 

global distribution.   

• Taiwan is dealing with a serious outbreak of COVID-19.  We discussed the U.S. vaccine 

donation earlier this week.  The outbreak is starting to affect the critical chipmakers on 

the island. 

• The state of Washington is offering a free joint for accepting a COVID-19 shot.   

• China is aggressively inoculating its citizens.  Despite the jabs, new lockdowns are 

occurring as outbreaks develop.   

• The king of Thailand owns the company that is distributing vaccines; due to strict lèse 

majesté laws, it has become difficult to complain about the slow rollout of doses.   

 

U.S. Economic Releases  

 

In today’s key economic report, the May Consumer Price Index (CPI) rose by a seasonally 

adjusted 0.6%, modestly more than the expected increase of 0.5% but still tamer than the big 

0.8% rise registered in April.  Excluding the volatile food and energy components, the May Core 

CPI was up 0.7%, which similarly was above its anticipated increase of 0.5% but again tamer 

than its April gain of 0.9%.  Of course, when it comes to inflation, people tend to focus more on 

the year-over-year change in prices, and on that score, the data look rather unsettling.  Compared 

with the same month one year earlier, the overall CPI in May was up 5.0%, and the Core CPI 

was up 3.8%.  The annual rise in the overall CPI was the biggest since mid-2008, while the 

annual gain in the Core CPI was the biggest since mid-1992.  These figures are likely to keep 

inflation worries high.  However, it’s important to remember that the key question is whether the 

https://www.wsj.com/articles/biden-revokes-trump-actions-targeting-tiktok-wechat-11623247225?st=xc92q0190xbytwk&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/06/09/biden-trump-tiktok-ban-us-data-492519
https://www.wsj.com/articles/pentagon-to-speed-up-china-deterrence-work-under-order-from-austin-11623255042?st=2ipaqzj0ntcq1fi&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2021/06/10/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.wsj.com/articles/millions-of-j-j-covid-19-vaccines-are-at-risk-of-expiring-in-june-11623152775?st=7x29y76mm655sa2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/millions-of-j-j-covid-19-vaccines-are-at-risk-of-expiring-in-june-11623152775?st=7x29y76mm655sa2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/johnson-and-johnson-covid-vaccine-fda-cdc-advisory-committee-meeting-11619126227?st=mcqrsqdqcka5msr&reflink=desktopwebshare_permalink
https://www.ft.com/content/f2ae00ee-e3ae-48b5-853e-49f5cb540321?emailId=60c0457f4ed12300043aec93&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/covid-19-variant-first-found-in-india-is-quickly-spreading-across-globe-11623257849?st=ifzc3jngs8cl8n8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-variant-first-found-in-india-is-quickly-spreading-across-globe-11623257849?st=ifzc3jngs8cl8n8&reflink=desktopwebshare_permalink
https://www.axios.com/biden-500-million-pfizer-doses-world-06789f9c-a93a-485c-9ebd-474e4e2264a7.html
https://www.axios.com/biden-500-million-pfizer-doses-world-06789f9c-a93a-485c-9ebd-474e4e2264a7.html
https://www.ft.com/content/ce18b201-551c-4fb6-bd82-766e4d453dbc?emailId=60c0457f4ed12300043aec93&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ce18b201-551c-4fb6-bd82-766e4d453dbc?emailId=60c0457f4ed12300043aec93&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2021/06/07/us/washington-marijuana-covid-vaccine.html?smid=url-share
https://www.nature.com/articles/d41586-021-01545-3?utm_source=Eurasia+Group+Signal&utm_campaign=ac1122ba16-EMAIL_CAMPAIGN_2021_06_10_11_07&utm_medium=email&utm_term=0_e605619869-ac1122ba16-134308033
https://www.nytimes.com/2021/06/09/world/asia/china-covid-lockdown.html?smid=url-share
https://www.nytimes.com/2021/06/09/world/asia/china-covid-lockdown.html?smid=url-share
https://www.nytimes.com/live/2021/06/09/world/covid-vaccine-coronavirus-mask/mongolia-covid-sinopharm-vaccine
https://www.ft.com/content/aaa8b820-68c7-408d-9486-222fe2d65634
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high year-over-year price gains will really be transitory, as the Fed policymakers insist.  We 

suspect they will be transitory, but that won’t be confirmed until later in the year.   

 

 
 

The chart above shows the annual change in the overall CPI and the Core CPI over time. 

 

One of the problems with the CPI data (and in fact several other releases as well) are base 

effects; the pandemic and lockdowns led to anomalous changes in the data, so a comparison to 

last year distorts the impact to some extent.  To overcome this problem, we have been looking at 

the two-year rate of change. It shows that although price changes are elevated, they are well 

within the normal distribution.  Although there may be an inflation panic at some point, it’s 

probably too soon to declare an inflation problem. 
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In another important report this morning, initial jobless claims for the week ending June 5 fell to 

a seasonally adjusted 376,000, not quite as good as the expected level of 370,000 but better than 

the previous week’s reading of 385,000.  In fact, the latest figure is the lowest since the 

pandemic began last year; however, it remains much higher than was common in the years just 

before the coronavirus hit.   

 

 
 

The chart above shows the progression of initial jobless claims and the four-week moving 

average of initial claims since late last summer. 

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

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m May -$225.6b -$250.0b **

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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI y/y May 4.9% 3.8% 4.5% *** Equity bullish, bond bearish

Japan Buying Foreign Stocks w/w 4-Jun ¥67.5b ¥129.4b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 4-Jun ¥665.9b -¥1089.9b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 4-Jun ¥94.5b ¥181.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 4-Jun ¥489.2b -¥30.1b * Equity and bond neutral

China Money Supply M2 y/y May 8.3% 8.1% 8.1% *** Equity bullish, bond bearish

Money Supply M1 y/y May 6.1% 6.2% 5.7% * Equity bullish, bond bearish

Money Supply M0 y/y May 5.6% 5.3% 5.0% * Equity bullish, bond bearish

New Yuan Loans m/m May 1500.0B 1470.0b 1400.0b ** Equity bullish, bond bearish

EUROPE

France Industrial Production y/y Apr 43.9% 14.4% 44.9% *** Equity bearish, bond bullish

Manufacturing Production y/y Apr 49.3% 16.5% 50.7% * Equity bearish, bond bullish

Italy Industrial Production WDA y/y Apr 79.5% 38.4% 72.2% ** Equity bullish, bond bearish

UK RICS House Price Balance m/m May 83.0% 76.0% 77.0% ** Equity bullish, bond bearish  
 

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. 

 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 13 12 1 Up

3-mo T-bill yield (bps) 2 2 0 Neutral

TED spread (bps) 11 10 1 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 1.50 1.49 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 4 3 1 Down

Currencies

dollar Flat Down

euro Flat Up

yen Up Up

pound Down Up

franc Flat Up

Central Bank Action Prior Expected

ECB Deposit Facility Rate -0.500% -0.500% -0.500% On forecast

ECB Main Refinancing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

Bank of Canada Rate Decision 0.250% 0.250% 0.250% On forecast  
 

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 $72.44 $72.22 0.30%

WTI $70.09 $69.96 0.19%

Natural Gas $3.14 $3.13 0.32%

Crack Spread $21.69 $21.52 0.79%

12-mo strip crack $21.22 $21.04 0.85%

Ethanol rack $2.62 $2.63 -0.44%

Gold $1,878.08 $1,888.57 -0.56%

Silver $27.68 $27.77 -0.34%

Copper contract $447.10 $453.10 -1.32%

Corn contract $610.25 $609.75 0.08%

Wheat contract $674.75 $682.25 -1.10%

Soybeans contract $1,454.75 $1,448.25 0.45%

Baltic Dry Freight 2481 2420 61

Actual Expected Difference

Crude (mb) -5.2 -3.5 -1.7

Gasoline (mb) 7.0 1.2 5.8

Distillates (mb) 4.4 1.8 2.6

Refinery run rates (%) 2.60% 0.55% 2.05%

Natural gas (bcf) 99.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the entire Western half of the nation and in Southern Florida.  The forecast calls for wet 

conditions in Arizona and along the Gulf Coast, with drier conditions for the rest of the country. 
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Data Section 
 

U.S. Equity Markets – (as of 6/9/2021 close) 

 

  
0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Consumer Discretionary
Technology
Healthcare

S&P 500
Industrials

Communication Services
Materials

Real Estate
Financials

Energy

YTD Total Return

-2.0% -1.0% 0.0% 1.0% 2.0%

Industrials

Financials

Materials

Energy

Consumer Discretionary

Consumer Staples

S&P 500

Communication Services

Technology

Real Estate

Utilities

Healthcare

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 6/9/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Growth

Foreign Developed ($)

Large Cap

Foreign Developed (local currency)

Value

Small Cap

Mid Cap

Commodities

Real Estate

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), 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. 

 



 

 

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

www.confluenceinvestment.com 

13 

 

P/E Update 

 

June 10, 2021 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 6/09/2021 = 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. 


