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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 17, 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 0.3%.  Chinese markets closed higher, with the Shanghai Composite up 0.2% from 

its prior close and the Shenzhen Composite also up 1.2%.  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 (6/14/2021): The Geopolitics of the Colonial Pipeline 

Ransomware Attack: Part I 

• Weekly Energy Update (6/17/2021): Hydrogen is gaining more attention and crude 

oil stockpiles continue to decline 

• 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 (6/11/2021) (with associated podcast and chart book): we 

discuss the relationship between inflation expectations and actual inflation  

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

We begin this morning in the wake of the Fed surprise.  As we discuss in detail below, the Fed 

made a hawkish turn, and we are getting the expected reaction—equities are lower, the dollar is 

up, and precious metals and commodities are lower.  We are seeing a rally in bonds this morning 

after they sold off yesterday.  Following our recap of the Fed meeting, our coverage continues 

with China news and the international roundup.  Economics and policy follow, and we close with 

the pandemic update. 

 

The Fed:  The actual statement held no surprises; rates didn’t change, and neither did QE levels.  

But, the dots plot, as we show below, signaled a profound shift.  Market reaction was swift and 

negative.  If there was any doubt that the recent strength in financial markets was dependent on 

accommodative monetary policy, yesterday’s FOMC meeting should dispel such notions.  

Interestingly enough, changes to growth forecasts were rather modest, and expectations about 

inflation still show a drop in the growth rate over the next two years.  Even without expectations 

of stronger growth or higher inflation, the dots plot signals that rate hikes will commence in 2023 

and may occur sooner.   

 

 

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_14_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_jun_17_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_June_11_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/global-stock-markets-dow-update-06-17-2021-11623901869?st=mdg7ohndp4qz21a&reflink=desktopwebshare_permalink
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(Source: The Federal Reserve) 

 

This chart shows the dots plots from March and June.  In March, only four members signaled a 

rate hike in 2022 and seven in 2023.  Yesterday, the Fed said that seven members are looking for 

a hike next year, and a clear majority looks to raise rates in 2023.  In fact, the weighted average 

fed funds rate for 2023 is 0.86% which is three rate hikes. 

 

What happened here?  It appears that the FOMC has become spooked about higher inflation 

risks, even though the base forecasts suggest the committee doesn’t think inflation will persist in 

the future.  The clue is in the uncertainty polls. 
 

(Source: The Federal Reserve) 

  

https://www.ft.com/content/0bf83e29-5ee2-415e-9e03-0edb38218bf3?emailId=60ca39eae002f50004291b88&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.wsj.com/articles/federal-reserve-meeting-interest-rates-bond-purchases-june-2021-11623777582?st=jo1mrnmanplnk9p&reflink=desktopwebshare_permalink
https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20210616.htm
https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20210616.htm
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In March, the committee had high uncertainty surrounding core PCE but thought the risks were 

mostly balanced between rising or falling.  In June, the clear majority was worried about higher 

inflation. 

Although Chair Powell has moved to change the Fed’s focus to the labor markets and intends to 

no longer engage in policy pre-emption, this position doesn’t appear to have been fully accepted 

by the rest of the committee.  This signal of rate hikes suggests to us that the Fed still seems to be 

focused on quelling inflation expectations.  Yes, it’s true that the Fed didn’t raise rates, which 

would be true pre-emption (in fact, it is arguable the hikes should have already occurred).  

However, the committee does want to signal the market participants that they are (a) worried 

about inflation and (b) are indicating they intend to do something about it.   

 

Market reaction was swift; equities fell, longer duration rates rose, commodities declined, the 

dollar rose, and bitcoin and gold fell.  In trying to assign who is on each dot, one clue is that 

there were no dissenters in the statement.  That probably means that the two highest dots are 

George (KC) and Mester (CL), who are not current voters.  We would not be surprised if 

Brainard, Evans (CHI), and Rosengren (BOS) lifted their forecasts.  They are worried about 

overheating asset markets and thus would probably join the hawks in wanting to express 

concern.  Most of the remaining members are still likely holding to the Phillips curve view of the 

world and thus are uncomfortable with never-ending accommodation. 

 

The Chair tried to downplay the dots as his predecessors have done1 when they get an outcome 

that they probably disagreed with.  To quote Powell in full: 

 

These are of course individual projections, they’re not a committee forecast, 

they’re not a plan, and we did not actually have a discussion of whether lift off is 

appropriate at any particular year. Because discussing lift off now would be highly 

premature, it wouldn’t make any sense . . . the dots are not a great forecaster of 

future rate moves and that’s because it’s so highly uncertain, there is no great 

forecaster of future rates, so [the] dots have to be taken with a big grain of salt. 

 

Such statements beg the question…if the dots are so immaterial, why have them at all?  Despite 

this sentiment, the dots should be taken seriously.  The Chair has lost control of the narrative.  

The members of the FOMC have become unnerved by the rise in inflation and are signaling that 

rate hikes are likely coming unless uncertainty about inflation eases.  In 2026, the Fed will 

release the full transcript of this meeting.  If we are still north of the dirt when it comes out, it 

will be at the top of our reading list.   

 

What now?  The key we will be watching in the coming days is the reaction from the financial 

markets and the political class.  Occasionally, the FOMC and Fed Chairs float an idea to gauge 

the reaction of both.  What comes to mind is Greenspan’s “irrational exuberance” speech which 

 
1 “I think that one should not look to the dot plot, so to speak, as the primary way in which the Committee wants to or 
is speaking about policy.” - Janet Yellen, March 19, 2014 
“I think you could also retitle this conference “Why We Don’t Like the Dot Plot.” I think the dot plot is like the advanced 
level of the video game. If you haven’t been to the first 12 levels, forget about the dot plot.” - Ben Bernanke, 
November 30, 2016 

https://www.wsj.com/articles/behind-fed-confidence-on-inflation-some-anxiety-creeps-in-11623883639?st=flt3dq1agc8ad6h&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/06/16/fed-inflation-forecast-494921?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://link.axios.com/click/24174664.25347/aHR0cHM6Ly93d3cuZmVkZXJhbHJlc2VydmUuZ292L21lZGlhY2VudGVyL2ZpbGVzL0ZPTUNwcmVzY29uZjIwMTQwMzE5LnBkZj91dG1fc291cmNlPW5ld3NsZXR0ZXImdXRtX21lZGl1bT1lbWFpbCZ1dG1fY2FtcGFpZ249bmV3c2xldHRlcl9heGlvc21hcmtldHMmc3RyZWFtPWJ1c2luZXNz/5888a6f90ca989e7188b476eBd7999f3d
https://link.axios.com/click/24174664.25347/aHR0cHM6Ly93d3cuYnJvb2tpbmdzLmVkdS93cC1jb250ZW50L3VwbG9hZHMvMjAxNi8xMi8yMDE2MTEzMF9mZWRzcGVha190cmFuc2NyaXB0LnBkZj91dG1fc291cmNlPW5ld3NsZXR0ZXImdXRtX21lZGl1bT1lbWFpbCZ1dG1fY2FtcGFpZ249bmV3c2xldHRlcl9heGlvc21hcmtldHMmc3RyZWFtPWJ1c2luZXNz/5888a6f90ca989e7188b476eBaae8abce
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was widely panned.  The political class wants an accommodative Fed forever; a tenant of MMT 

is a non-independent central bank that is in the service of the Treasury.  It will be interesting to 

see how political leaders react.  We fully expect the left-wing populists to lash out.  On the other 

hand, the establishment of all stripes will quietly cheer the FOMC for being responsible.   

 

The other item to watch carefully is that if inflation does prove to be transitory, we could see the 

dots take a dovish turn in the future.  That idea is tempered by the fact that financial conditions 

have become remarkably easy.   
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For example, for the first time ever, as this chart indicates, real high yield levels are negative.  

The FOMC members who are sensitive to financial market froth will likely continue to press for 

policy tightening.   

 

This potential shift in policy will lead to some degree of recalibration for financial markets.  

Generally speaking, higher short-term rates are dollar bullish, equity bearish, commodity bearish.  

Part of the recalibration will be further information that comes in the next few weeks.  FOMC 

members will fan out in the next few days and be questioned about this meeting.  The tenor of 

comments will be weighed carefully.  So, there is still more to come.  But a warning shot has 

been made and will be taken seriously.   

 

China:  Beijing reacts to the Biden trip, and tensions between the U.S. and China remain 

elevated.   

• As President Biden’s meetings wind down, we now begin the process of seeing what will 

follow from his visits.   

o There are increased concerns about China’s closer links to Russia.  Although the 

two nations have traditionally been enemies (nearly going to war on several 

occasions in the 1960s and 1970s), shared hostility toward the U.S. has led to 

increased cooperation between Moscow and Beijing.   

https://www.politico.com/news/2021/06/14/us-officials-russia-links-china-putin-biden-jinping-494314
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o The Europeans are not as willing to confront China as the U.S. is; the G-7 is, thus, 

divided on this issue.  Still, we note the Germans, who are probably the most 

reluctant to criticize China, did come out against Beijing’s new sanctions law.  

Despite these divisions, Beijing is angry about being a topic of discussion for 

NATO.   

o China’s foreign direct investment into Europe is declining.   

• The Pentagon is considering assigning a permanent naval task force to China.  This 

action would be a clear signal that the U.S. sees China as a serious threat.  Meanwhile, 

China has been adding ships at a furious pace; the PLA Navy usually names vessels after 

large cities but is running out of names.   

• General Secretary Xi is increasingly rewriting China’s history, especially of historical 

CPC figures.   

• Any casual look at a map around China can see a chain of islands, called the “first island 

chain,” that is key to containing Beijing’s aspirations.  A key nation in that chain is the 

Philippines.  The Biden administration is trying to improve relations with the former U.S. 

colony, but overall, the relationship is far from cordial.   

• Earlier this week, we noted there was a reported nuclear leak at a Chinese nuclear power 

plant.  China denies it occurred but did admit fuel rods were damaged.  State media is 

indicating "nothing to see here."  

• Alibaba (BABA, USD, 209.32) was hit with a data leak where a hacker pulled over a 

billion pieces of user data.   

• Among the tech firms, work life is based on “9-9-6,” or nine in the morning until nine at 

night, six days a week.  This grueling schedule has been increasingly criticized.  Now we 

are seeing a backlash against surveillance software that is used to monitor workers.  

Another development, noted at the bottom of this linked report, is a development among 

the youth of China to engage in “lying flat” or to simply turn inward and stop striving.  

There are reports that Xi is cracking down on the private test prep industry in a bid to 

ease pressure on families.  As China’s growth slows, the opportunities for advancement 

will contract, and this outcome will be a major threat to the CPC rule.   

• We continuously monitor the Chinese financial system for signs of stress.   

o The Chinese retailer Suning (002024, CNY, 5.59) has seen its share trading 

suspended due to concerns over its debt.   

o Regulators are increasing scrutiny of bank-issued cash management products; 

new rules require higher-rated debt to be held in these products, meaning that 

about $390 billion of these products will soon be out of compliance.   

International roundup:  Biden and Putin meet; North Korea is facing crop failure.   

• The Biden trip ended with a meeting in Geneva with Russian President Putin.  Recent 

presidents have vacillated on Russian relations.  Bush looked into Putin’s eyes, Obama 

called for a “reset,” Trump tried personal relations.  None of these worked particularly 

well.  It looks like Biden and Putin have set low expectations and met them.  The U.S. 

wants Russia to stop harboring cybercriminals.  Moscow wants NATO expansion to stop.  

https://www.politico.eu/article/nato-leaders-see-rising-threats-from-china-but-not-eye-to-eye-with-each-other/
https://www.politico.eu/article/nato-leaders-see-rising-threats-from-china-but-not-eye-to-eye-with-each-other/
https://www.reuters.com/business/german-industry-group-criticises-china-over-new-sanctions-law-2021-06-15/
https://www.nytimes.com/2021/06/15/world/asia/china-nato-military.html?smid=url-share
https://www.nytimes.com/2021/06/15/world/asia/china-nato-military.html?smid=url-share
https://rhg.com/research/china-europe-2020/
https://www.politico.com/news/2021/06/15/pentagon-navy-pacific-task-force-china-494605
https://www.scmp.com/news/china/military/article/3137400/chinese-navy-sails-new-destroyers-south-china-sea-amid-military?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3137400
https://www.wsj.com/articles/china-repackages-history-xi-propaganda-communist-party-centenary-11623767590?st=58up45dwjt8ngfa&reflink=desktopwebshare_permalink
https://www.ft.com/content/f654a80d-9f15-4195-9350-951dfe192311
https://www.wsj.com/articles/china-says-there-was-no-leak-at-nuclear-plant-where-issue-was-flagged-11623846080?st=4y8vb8m3zsv70od&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/06/16/business/china-nuclear-reactor.html?smid=url-share
https://www.globaltimes.cn/page/202106/1226268.shtml
https://www.wsj.com/articles/alibaba-falls-victim-to-chinese-web-crawler-in-large-data-leak-11623774850?st=s007tmriw5z4xe3&reflink=desktopwebshare_permalink
https://www.ft.com/content/b74b6ad6-3b8d-4cd8-9dd6-3b49754aa1c7
https://sinocism.com/p/chinas-political-discourse-may-2021
https://www.ft.com/content/f320aa74-cd34-44b1-b500-c5987a2d4a08
https://www.ft.com/content/f320aa74-cd34-44b1-b500-c5987a2d4a08
https://news.yahoo.com/china-escalates-crackdown-1-trillion-210000269.html
https://news.yahoo.com/china-escalates-crackdown-1-trillion-210000269.html
https://www.wsj.com/articles/biden-putin-prepare-for-tense-talks-in-geneva-11623838129?st=zas571k2f3fs1xv&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/06/16/biden-putin-meeting-494925?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
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Both are interested in some form of nuclear weapons control.  The fact that the diplomats 

are returning is a good sign.  We don’t expect much improvement, but it also looks like 

both sides are taking a realistic view of relations. 

• North Korea admitted it is facing a major crop problem, blaming flooding for falling 

output.  Kim Jong Un has described the food situation as “tense.”   

• The U.K. has signed its first major trade deal since Brexit with Australia.  British farmers 

are likely going to see their market share decline.   

• The World Bank won’t assist El Salvador in its transition to bitcoin.   

Economics and policy:  The EU has begun issuing Eurobonds, the FTC is taking a new look at 

antitrust, and bottlenecks are lifting prices. 

• The EU has begun to issue the Eurobond, backed by the full faith and credit of the entire 

Eurozone.  Brussels admitted it really can’t track how the money is spent.   

• Lina Kahn has been appointed to the chair of the FTC.  She is a 32-year-old law professor 

from Columbia Law School who became famous after publishing a paper essentially 

critical of the Bork standard for antitrust.  That standard argued that as long as consumers 

were not harmed, industry concentration was irrelevant.  Kahn suggested otherwise in her 

paper.  Her appointment signals are a more critical view toward technology, which has 

seen significant concentration in the past two decades. 

• One issue causing inflation concerns is logistical bottlenecks.  Container rates are rising 

as there are more containers to be shipped than space on vessels and in ports.2  Critical 

infrastructure is in need of repair.   

• At the same time, we are seeing some high-flying commodities pull back.  Metals are 

under pressure on reports that China may try to contain prices by releasing inventory 

from strategic stockpiles.  Homebuyers are reportedly balking at soaring home prices, and 

this news has started to bring down lumber prices as well.   

• Although we have seen a jump in used car prices, that hasn’t stopped Americans from 

holding on to their current vehicles.  The average age of an American vehicle is 12 years.   

• During the pandemic, retail landlords began charging rent based on the store’s revenue.  

This practice may continue into the future.   

• The ECB is holding a retreat to discuss policy goals.   

• Brazil’s central bank has lifted rates for the third time this year.   

COVID-19:  The number of reported cases is 177,105,723 with 3,834,719 fatalities.  In the U.S., 

there are 33,499,190 confirmed cases with 600,656 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 375,186,675 doses of the vaccine have 

been distributed, with 312,915,170 doses injected.  The number receiving at least one dose is 

175,053,401, while the number of second doses, which would grant the highest level of 

immunity, is 146,456,124.  The FT has a page on global vaccine distribution.  

 
2 A good podcast on this issue can be found here. 

https://www.politico.com/news/2021/06/16/us-russia-ambassadors-moscow-washington-summit-494861
https://www.politico.com/news/2021/06/16/us-russia-ambassadors-moscow-washington-summit-494861
https://www.ft.com/content/f39a97db-6c0c-417e-8836-f997765566ed?emailId=60cad272e002f50004291fe8&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/kim-jong-un-says-north-korea-faces-food-crisis-due-to-flooding-11623842105?st=zc6qodmiv0dre7n&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/asia_pacific/northkorea-food-shortage-kim/2021/06/16/fb745272-ce5a-11eb-a224-bd59bd22197c_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F33bc036%2F60cac7b79d2fdae302826433%2F596b53f6ae7e8a44e7d597a3%2F37%2F68%2F60cac7b79d2fdae302826433
https://www.nytimes.com/2021/06/16/world/asia/north-korea-food-shortage.html?smid=url-share
https://www.nytimes.com/2021/06/15/business/britain-australia-trade-deal.html?smid=url-share
https://finance.yahoo.com/news/cryptocurrency-bitcoin-hovers-below-40000-world-bank-rejects-el-salvador-request-084507488.html
https://ec.europa.eu/commission/presscorner/detail/en/IP_21_2982
https://www.gzeromedia.com/eu-agrees-on-a-plan-to-save-itself?utm_source=Eurasia+Group+Signal&utm_campaign=411e8126eb-EMAIL_CAMPAIGN_2021_06_17_11_07&utm_medium=email&utm_term=0_e605619869-411e8126eb-134308033
https://www.ft.com/content/2a44890b-75c7-4133-9b6f-94300467f412
https://www.ft.com/content/bee1b959-b2aa-4ee1-8391-d5b5832ededd?emailId=60c979893a72c1000487209a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/lina-khan-ftc-chair-tech-24fa3aa0-d3ba-47b0-bbda-db87f401ac25.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/lina-khan-ftc-chair-tech-24fa3aa0-d3ba-47b0-bbda-db87f401ac25.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.yalelawjournal.org/pdf/e.710.Khan.805_zuvfyyeh.pdf
https://www.axios.com/house-antitrust-bills-aim-big-tech-8e3d786a-1fb8-460a-9323-f2ef13969bbc.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.freightwaves.com/news/container-rates-rocket-even-higher-and-theres-no-end-in-sight?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/world/china/congestion-south-china-ports-worsens-anti-covid-19-measures-2021-06-11/
https://www.wsj.com/articles/one-failed-bridge-in-memphis-is-costing-business-millions-11623922201?st=23pgh8vfdgfnwei&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/one-failed-bridge-in-memphis-is-costing-business-millions-11623922201?st=23pgh8vfdgfnwei&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/copper-falls-to-eight-week-low-on-fear-china-might-release-stockpiles-11623761899?st=q646rdp2m3rtuqk&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/copper-falls-to-eight-week-low-on-fear-china-might-release-stockpiles-11623761899?st=q646rdp2m3rtuqk&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/lumber-prices-are-falling-fast-turning-hoarders-into-sellers-11623749401?st=2r8j4uh1sawpkq6&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/average-u-s-vehicle-age-hits-record-12-years-11623680640?st=sv10w79agsbr6me&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-rent-breaks-for-retailers-are-becoming-the-new-norm-11623758581?st=d9xfkve5flvuwbe&reflink=desktopwebshare_permalink
https://www.ft.com/content/10722467-65ed-4a6d-8543-0e514b30cd08
https://www.wsj.com/articles/brazils-central-bank-raises-rates-for-third-time-in-a-row-11623882742?st=wrjhgspq9krip0u&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2021/06/16/world/covid-vaccine-coronavirus-mask?campaign_id=51&emc=edit_mbe_20210617&instance_id=33211&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=60922&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
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://podcasts.apple.com/us/podcast/odd-lots/id1056200096?i=1000525408004
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• There is some evidence to suggest that COVID-19 might have been circulating as early as 

December 2019.  There is no evidence that transmission was widespread.   

• Curevac’s (CVAC, USD, 94.79) vaccine failed to meet effectiveness criteria in clinical 

trials, which probably means it won’t be used.  The EU had invested heavily in the firm, 

so this is a blow to European hopes.   

• The U.K. will delay reopening due to the delta variant of COVID-19. 

• China continues to deliver vaccines to the emerging world, boosting Beijing’s status.   

• One of the better explanations of the lab leak hypothesis is discussed in this podcast.   

 

U.S. Economic Releases  

In June, general business activity in Philadelphia and its surrounding areas continued to expand 

at a steady pace.  The Philadelphia Fed Business Outlook Index came in at 30.7 compared to 

expectations of 31.0.  Firms reported a higher level of shipments, new orders, and employment 

but continue to struggle with higher prices.  At this time, it appears that firms have absorbed the 

burden of price increases.  

 

-60

-40

-20

0

20

40

60

-60 

-40 

-20 

0 

20 

40 

60 

70 75 80 85 90 95 00 05 10 15 20

PHILADELPHIA FED 

BUSINESS OUTLOOK INDEX

Source:  Philadelphia FRB, CIM

CURRENT READING =

+35.95

IN
D

E
X

, 
6
-M

O
 S

M
O

O
T

H
IN

G

YEARS

 
 

The chart above shows the six-month moving average of the Philadelphia Business Outlook 

Index.  

 

Jobless claims rose unexpectedly during the week ending June 12.  Initial jobless claims came in 

at 412K, above expectations of 360K.  The previous report was revised from 376K to 375K.  In 

https://www.wsj.com/articles/covid-19-virus-ranged-from-illinois-to-massachusetts-before-states-reported-first-cases-11623762001?st=dnu6oak0uyc52o8&reflink=desktopwebshare_permalink
https://apnews.com/article/more-evidence-covid-in-us-by-christmas-2019-11346afc5e18eee81ebcf35d9e6caee2
https://apnews.com/article/more-evidence-covid-in-us-by-christmas-2019-11346afc5e18eee81ebcf35d9e6caee2
https://www.ft.com/content/0309b8ae-bae8-42ce-99e9-d487cd43899c
https://www.washingtonpost.com/world/2021/06/14/britain-boris-johnson-coronavirus-freedom-day/?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%2F33a23db%2F60cac7b79d2fdae302826433%2F596b53f6ae7e8a44e7d597a3%2F11%2F68%2F60cac7b79d2fdae302826433
https://www.wsj.com/articles/china-steps-into-covid-19-vaccine-void-in-asias-developing-nations-11623848904?st=gntz5kn3c4th4tp&reflink=desktopwebshare_permalink
https://www.cfr.org/podcasts/lab-leak-theory-covid-19s-origins-nicholas-wade
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the previous week, continuing claims came in at 3.518 MM, an increase of 1.000MM from the 

previous week which was revised from 3.499MM to 3.517MM. 
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The chart above shows the four-week moving average of initial claims.  The moving average fell 

by 8K from 403K to 395K. 
 

0

1,000,000

2,000,000

3,000,000

4,000,000

5,000,000

6,000,000

Jan Apr Jul Oct Jan Apr

2020 2021

Northeast Southeast Midwest

Southwest West

 Four-Week Average

 Continuing Claims by Region 

Sources: BLS, CIM

 



 

 

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

www.confluenceinvestment.com 

 9 

 

The chart above shows the four-week moving average of continuing claims by region.  

 

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

 

EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort w/w 13-Jun 55.4 **

10:00 Leading Index m/m May 1.6% 1.3% **

EST Speaker or event

15:00 John Williams Speaks at Banking Conference President of the Federal Reserve Bank of New York

District or position

Economic Releases

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

China Swift Global Payments CNY m/m May 1.9% 2.0% ** Equity and bond neutral

New Home Prices m/m May 0.5% 0.5% ** Equity and bond neutral

Japan Japan Buying Foreign Stocks w/w 11-Jun ¥105.3b ¥67.5b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 11-Jun ¥410.6b ¥665.9b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 11-Jun -¥33.2b ¥94.5b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 11-Jun ¥1312.3b ¥489.2b * Equity and bond neutral

Tokyo Condominiums for Sale y/y May 556.0% 204.5% ** Equity bullish, bond bearish

Australia Employment Change m/m May 115.2k -30.6k 30.0k *** Equity bullish, bond bearish

Participation Rate m/m May 66.2% 66.0% 66.1% *** Equity and bond neutral

Unemployment Rate m/m May 5.1% 5.5% 5.5% *** Equity bullish, bond bearish

New Zealand GDP SA q/q 1Q 1.6% -1.0% 0.5% *** Equity bullish, bond bearish

Non Resident Bond Holdings m/m May 50.3% 50.1% ** Equity and bond neutral

EUROPE

Eurozone EU27 New Car Registrations m/m May 53.4% 218.6% ** Equity and bond neutral

CPI y/y May 2.0% 2.0% 2.0% *** Equity and bond neutral

CPI Core y/y May 1.0% 0.9% 0.9% *** Equity and bond neutral

Construction Output m/m Apr -2.2% 2.7% ** Equity bearish, bond bullish

Italy Trade Balance Total m/m Apr 5870m 5190m ** Equity bullish, bond bearish

Switzerland Exports Real m/m May 2.6% 0.1% ** Equity and bond neutral

Imports Real m/m May -1.1% 2.2% ** Equity and bond neutral

Swiss Watch Exports y/y May 174.2% 446.1% ** Equity and bond neutral

AMERICAS

Canada Wholesale Trade Sales m/m Apr 0.4% 2.8% -0.9% ** Equity and bond neutral

CPI y/y May 3.6% 3.4% 3.5% *** Equity bearish, bond bullish

Mexico International Reserves Weekly w/w 11-Jun $193467m $193770m * 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) 12 12 0 Up

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

TED spread (bps) 10 9 1 Neutral

U.S. Libor/OIS spread (bps) 10 10 0 Up

10-yr T-note (%) 1.56 1.58 -0.02 Neutral

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

EUR/USD 3-mo swap (bps) 4 4 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Flat Up

franc Down Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Lower Bound) 0.000% 0.000% 0.000% On forecast

FOMC Rate Decision (Upper Bound) 0.250% 0.250% 0.250% On forecast

Brazil Selic Rate 4.250% 3.500% 4.250% On forecast

SNB Policy Rate -0.750% -0.750% -0.750% On forecast

SNB Sight Deposit Interest Rate -0.750% -0.750% -0.750% On forecast

RBA FX Transactions Government -A$826m -A$522m On forecast

RBA FX Transactions Market A$809m A$491m On forecast

RBA FX Transactions Other -A$379m -A$1346m 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. 
 

Price Prior Change Explanation

Brent $74.44 $74.39 0.07%

WTI $72.21 $72.15 0.08%  

Natural Gas $3.23 $3.25 -0.58%  

Crack Spread $17.28 $17.63 -2.00%

12-mo strip crack $17.68 $18.03 -1.92%

Ethanol rack $2.55 $2.55 -0.07%

Gold $1,804.91 $1,811.47 -0.36%

Silver $26.75 $26.98 -0.86%

Copper contract $429.65 $439.10 -2.15%

Corn contract 558.75$       572.50$       -2.40%

Wheat contract 658.50$       665.75$       -1.09%

Soybeans contract 1,323.25$    1,343.25$   -1.49%

Baltic Dry Freight 3176 3025 151

Actual Expected Difference

Crude (mb) -7.4 -2.0 -5.4

Gasoline (mb) 2.0 2.4 -0.4

Distillates (mb) -1.0 2.4 -3.4

Refinery run rates (%) 1.30% 0.40% 0.90%

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-to-normal temperatures throughout 

most of the country, with cooler temperatures in Midwest and East regions.  The forecast calls 

for wet conditions throughout most of the eastern half of the country and dry conditions in the 

Northern Pacific, Rocky Mountain, and Southwest Regions. There is some cyclone formation off 

the coast of the Yucatan Peninsula.  
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Data Section 
 

U.S. Equity Markets – (as of 6/16/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Consumer Discretionary
Technology
Healthcare

S&P 500
Industrials
Materials

Communication Services
Real Estate

Financials
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-2.0% -1.5% -1.0% -0.5% 0.0% 0.5%

Utilities

Consumer Staples

Materials

Industrials
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Technology

S&P 500

Energy

Healthcare
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Consumer Discretionary
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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 6/16/2021 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. 
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P/E Update 

 

June 17, 2021 
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P/E as of 6/16/2021 = 24.8x

 
 

Based on our methodology,3 the current P/E is 24.8x,, up 0.1x 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. 

 
3 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. 


