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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 21, 2021—9:30 AM EDT] Global equity markets are generally higher this 

morning.  In Europe, the EuroStoxx 50 is up 0.6% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 1.3%.  Chinese markets were higher, with the Shanghai Composite up 

0.1% from its prior close and the Shenzhen Composite up 0.7%.  U.S. equity index futures are 

signaling a higher open.   
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

• Weekly Geopolitical Report (6/14/2021): 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 (6/18/2021) (with associated podcast and chart book): we 

discuss how “base effects” are affecting today's economic and financial data 

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

Happy Monday, the day after the summer solstice.  Days will get shorter from here!  We are 

watching the destruction waged by TS Claudette that moved through the Southeast over the 

weekend.  The storm is on its way back to the Atlantic.  We are getting a reflation trade bounce 

this morning, although we have little faith it will hold.  Our coverage begins with the Iranian 

election.  A deeper dive into Fed policy follows.  There was a surfeit of political news from 

Europe, which we cover next.  China news follows.  Our international roundup comes next; 

economics and policy follow, and we close with pandemic news. 

 

Iran Presidency:  As expected, Ebrahim Raisi won the presidency easily.  It was mostly rigged 

as the Guardian Council eliminated nearly all the candidates and two conservatives withdrew 

from the race on Thursday.  Turnout was below 50% of voters, which does undermine his 

legitimacy.  Raisi is something of Ayatollah’s Khamenei’s executioner; as a prosecutor, he has 

overseen hundreds of executions.   

 

The focus now shifts to talks on the U.S. returning to the nuclear deal.  There is an element of a 

“Nixon to China” moment.  Only an Iranian hardliner can make a deal with the U.S. because that 

person has political cover.  A moderate would be criticized by the conservatives.  In addition, 
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https://www.ft.com/content/cf6259b1-78d8-41d6-96f4-fc666f4efcd5
https://www.wsj.com/articles/irans-new-hard-line-president-poised-for-pivotal-role-in-nuclear-talks-11624205291?st=u7eswgeh0dqkdik&reflink=desktopwebshare_permalink
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Ayatollah Khamenei likely wanted a hardliner like himself to get credit for the lifting of 

sanctions.  Of course, there is the awkwardness that Raisi is under U.S. sanctions.   

When Obama made the deal, it appears he saw it as an opening gambit to eventually give Iran 

the role of regional hegemon.  This would finally allow the U.S. to move on from the Middle 

East and focus on the Far East.  Obama assumed Clinton would win in 2016 and negotiate a 

broader agreement.  When Trump won, the Arab states and Israel moved quickly to isolate Iran 

and were successful.   

 

As we move closer to a resumption of the agreement, its flaws will only be highlighted.  The 

U.S. would like a broader agreement that would include curtailing Iran’s missile program and its 

support of proxies throughout the region.  There is little chance Iran will give that up.  Iran wants 

assurances that a new administration won’t again withdraw from the agreement.  Since the Iran 

deal isn’t a treaty (which requires a two-third’s majority in the Senate) there is no guarantee a 

new administration wouldn’t withdraw again.  Although we suspect that the U.S. will return to 

the agreement, it probably won’t matter all that much.  Only nations like China and Russia will 

invest there because any other nation knows that in 2024 the deal could be off.  There is fear in 

the oil markets that the return of the Iran deal will be bearish due to increased supply.  Any price 

weakness from that news isn’t likely to last.   

 

The Fed:  The repercussions of the change in the FOMC’s tone continue to affect financial 

markets.  On Friday, after we published, St. Louis FRB President Bullard delivered a rather 

hawkish interview on CNBC.  As we noted on Thursday, the dots plot pretty much ended the 

Fed’s earlier narrative of no hikes through 2023, and no amount of discussion by the Chair at his 

press conference could undo the damage.  The market’s reaction has been swift and 

unmistakable.  The reflation trade is being unwound.  Commodities are under pressure, stocks 

fell, and the dollar appreciated.  Perhaps the most profound change has been in fixed income, 

where the yield curve flattened rapidly. 

 

First, the 10-year/2-year spread: 
 

 
(Source:  Bloomberg) 

https://www.nytimes.com/2021/06/19/world/middleeast/ebrahim-raisi-iran-president.html?smid=url-share
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https://www.cnbc.com/video/2021/06/18/james-bullard-weighs-in-on-the-feds-purchase-of-mortgage-backed-securities.html
https://www.cnbc.com/video/2021/06/18/james-bullard-weighs-in-on-the-feds-purchase-of-mortgage-backed-securities.html
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Next, the 10-year/5-year:   
 

(Source:  Bloomberg) 
 

Although we are still a long way from inverting, the decline is unmistakable.   

 

Meanwhile, the LIBOR futures are not yet factoring in rate hikes but are rapidly moving to a 

neutral position.   
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The two-year deferred Eurodollar futures have added 30 bps to the implied rate over the past 

week.  Our model that incorporates the economy with Eurodollar futures suggests that short-term 

interest rate futures have not begun to build in tightening but are moving in that direction. 

What happened here?  It appears that Powell was trying to engineer a regime change at the Fed, 

shifting from an exclusive focus on inflation suppression to a greater consideration of full 

employment.  The dispersion of the dots plot would argue that Powell has a rebellion of sorts on 

his hands.  At the same time, we note that not all members of the FOMC have turned hawkish; 

Minneapolis FRB President Kashkari is still calling for a steady policy through 2023. 

• Regime changes need different economic paradigms.  The Phillips Curve dominated the 

Fed in the 1960s and 1970s.  It is important to remember that Paul Volcker adopted 

monetarism by targeting the money supply and allowing fed funds to find their own level.  

Had he announced 19% fed funds in January 1981, he probably would not have survived. 

However, by saying the focus was on the money supply, it was the “market” that set the 

rate.  This is obviously disingenuous (there is nothing sacred about a money supply 

target), but it gave him cover for doing something controversial.  Powell has tried to 

change the regime by talking about an inflation target over a cycle and by a fully 

employed labor market.  But he has never defined what these terms mean.  By doing so, 

he hoped to give the FOMC maximum flexibility.  By failing to set parameters, it was 

never clear when goals were close to achievement.  So, when it came time to “stare 

down” the current spike in inflation, he apparently didn’t have the tools to sway a 

majority of the FOMC members.   

• Earlier chairs never had to deal with the transparency that is now in place.  We know 

from biographies that earlier Fed Chairs faced criticism.  But then again, the 

disagreement wasn’t so public in the past.  Thus, markets were forced to estimate the 

degree of dissension.  For example, if Greenspan had dots in the late 1990s, it probably 

would have looked like he was facing a rebellion.  After all, several members, including 

Janet Yellen, wanted to tighten credit.   

• We suspect Powell lacks the theoretical credibility to sway the members.  He isn’t an 

economist.  Although that may not be necessary for much of the job, in this circumstance, 

the lack of intellectual credibility is damning.  To note, he has very good relations with 

Congress.  He consults with members regularly and is well-liked.  Yet, when a Chair is 

standing up against orthodoxy, he must show he can argue the point.  Volcker was able to 

credibly argue for money supply control.  Greenspan could delay rate hikes in the late 

1990s by arguing that productivity gains would keep inflation suppressed.  Powell lacks 

credibility in this area, and when the economic orthodoxy (Summers, Dudley, and El-

Erian) constantly warns that the Fed needs to address rising inflation, Powell is unable to 

craft a response.  He is apparently unable to control the committee either. 

Although commentators correctly point out that the Fed actually hasn’t “done” anything yet, this 

is misleading.  The flattening of the yield curve and the rise in Eurodollar futures rates will affect 

borrowing costs and potentially slow the economy.  Is the orthodoxy right?  It depends on the 

path of inflation.  If inflation is transitory, the Fed has made a mistake; the current turmoil is 

unwarranted.  If inflation expectations are rising, then tightening is the correct action, and we can 

expect the dots to steadily build in rate hikes.   

https://www.reuters.com/business/exclusive-feds-kashkari-opposed-rate-hikes-least-through-2023-2021-06-18/
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For markets, the reflation trade—weak dollar, strong commodities, small caps over large caps, 

value over growth, and international over domestic—is in question.  There are still elements that 

argue for reflation; it’s not just the Fed that drives the trade.  Nevertheless, the Fed’s shift will 

lead to a recalibration of the position.  

 

The EU:  Local elections show a recovery of the center-right, Sweden’s PM facing a no-

confidence measure, and the DUP leader resigns. 

• France held local elections over the weekend, and the results were surprising.  Macron’s 

party didn’t do well; neither did Le Pen’s.  Instead, the Republicans carried the day.  

Conventional wisdom suggests that Macron and Le Pen will be the leading candidates for 

president in the next elections, but this local result may signal that French voters have had 

enough with non-establishment parties.   

• A dispute of rent control has led the Left Party in Sweden to pull out of the coalition, 

triggering a no-confidence vote.  PM Löfven lost this vote, making him the first in 

Swedish history to lose in this fashion.  He may try to form a new government, but if this 

effort fails, new elections will be held.   

• The leader of the Northern Ireland DUP, the loyalist party, resigned late last week.  

Edwin Poots resigned after making concessions to the republican parties.  These 

concessions, which centered around Sinn Fein’s demand for wider use of the Irish 

language in Northern Ireland, angered the DUP members.  His resignation may force 

Westminster to retake control of Northern Ireland’s legislature. 

• Poland claims it was hit with a Russian cyberattack which revealed emails from 

government officials.   

• The EU agrees to increase sanctions on Belarus regarding the recent hijacking of a 

civilian aircraft to detain a government critic.   

• Although the German Green party has become more centrist over time, its recent election 

manifesto stayed true to its environmental roots.  It has been slipping in the polls, 

probably on fears that new regulations will hurt the economy.   

China:  Germany is reluctant to oppose China, and the world is overly dependent on Taiwan for 

semiconductors.   

• In President Biden’s recent visit to Europe, he tried to build a coalition to counter China.  

Germany’s CDU leader has pushed back against this idea, showing that Germany is 

reluctant to disrupt its relations with Beijing and harm its investments in China.  Despite 

the apparent lack of progress, Beijing remains furious about U.S. and NATO talks 

concerning containing China.   

• We recently published a series of WGRs on Taiwan and the overdependence on this 

island for semiconductor production.  The WSJ published a weekend report on this issue.   

• Beijing is issuing new rules for the construction of commodity indexes.  Although this 

may be a bid to standardize these indicators, we would not be shocked to see if they also 

minimized price increases.   

https://www.ft.com/content/2e1604a1-9d88-4159-943a-48fd039796be
https://www.ft.com/content/2e1604a1-9d88-4159-943a-48fd039796be
https://www.ft.com/content/d883f300-5f2e-4bfb-96c7-e9146acfc29f
https://www.politico.eu/article/sweden-prime-minister-stefan-lofven-government-no-confidence-vote-rent-controls/
https://www.ft.com/content/f592ab48-e3fa-4242-9088-3072e7195136
https://www.ft.com/content/0d359513-d105-4040-bc30-d9425de1bb39?emailId=60cc2186fb391900044d892a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ecabed4c-7b86-4f20-907e-e56e4443f84b
https://www.politico.eu/article/polish-politics-hit-with-by-cyberattack/
https://www.politico.eu/article/polish-politics-hit-with-by-cyberattack/
https://www.ft.com/content/0638205f-d9a3-472d-a2fd-3f84a7f3680d
https://www.ft.com/content/d8c98692-21c9-47f0-92f5-2c84071b50f4
https://www.ft.com/content/76ddd8a8-bb08-4b27-bbd6-61f6e8f45431
https://www.ft.com/content/76ddd8a8-bb08-4b27-bbd6-61f6e8f45431
https://www.ft.com/content/c3a321e9-f85c-42f7-b02c-0644f7fd7c75
https://www.ft.com/content/0da3c218-e3e6-402e-b87e-21570bd68ba7
https://www.wsj.com/articles/the-world-relies-on-one-chip-maker-in-taiwan-leaving-everyone-vulnerable-11624075400?st=rt8pmrsz3gp341m&reflink=desktopwebshare_permalink
https://www.reuters.com/world/china/china-bring-new-rules-commodity-price-indexes-august-2021-06-17/
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• As birth rates plummet in China, Beijing is thinking about ending all restrictions on 

family size by 2025.  We strongly doubt this will make much difference.   

• Chinese high-yield bond prices are falling on fears of default.  Index yields have hit 10%.  

• China has expanded its crackdown on bitcoin mining.   

International roundup:   New sanctions on Russia, North Korea is threatening the U.S., and 

Brazil is dealing with drought. 

• President Biden’s meeting with President Putin seems to have gone remarkably well.  

This is due, in part, to skillfully reducing expectations to the point where almost anything 

short of a blowup was seen as a success.  It also seems that Biden has no illusions about 

getting along well with Putin, and therefore, both nations can pursue their interests on a 

clear-eyed basis.  So, no great reconciliation, but a position where each party understands 

the other.   

o Despite these talks, the U.S. is preparing additional sanctions due to the treatment 

of Alexei Navalny.  

• Last week, we noted North Korea was probably facing severe food shortages if not 

famine.  Almost on cue, Kim Jong Un is getting belligerent.  When facing a crisis such as 

this, Pyongyang often threatens its neighbors in order to extract aid.   

• Brazil is dealing with a crippling drought, said to be the worst in 90 years.  Hydroelectric 

power is being curtailed, and crops are threatened.   

Economics and policy:  Tech remains under regulatory scrutiny, and a global tax deal may be 

unveiled by the end of June. 

• The tech world is beginning to notice that its lobbying efforts are not achieving desired 

results.    

• Left-wing populists in Congress are unveiling a large fiscal spending package designed to 

expand health care coverage.  We don’t see how they have the votes to pass it in its 

current form.   

• Sometimes, the U.K. acts as a harbinger for the U.S.  In Britain, like here, companies are 

struggling to fill positions in the post-pandemic environment.  Part of the U.K.’s problem 

may be due to Brexit, which has curtailed immigration.   

• Treasury Secretary Yellen indicated that the U.S. would not back the global corporate tax 

plan if China is given carve-outs.  A deal is expected by the end of this month.  If so, it 

would pave the way for a domestic hike to corporate tax rates.   

• The Fed’s shift in policy is a factor hitting timber prices and bitcoin.   

• If banks pass the Fed’s stress tests, they hope to boost cash returns to shareholders.   

COVID-19:  The number of reported cases is 178,528,742 with 3,867,050 fatalities.  In the U.S., 

there are 33,542,382 confirmed cases with 601,825 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 379,003,410 doses of the vaccine have 

been distributed with 317,966,408 doses injected.  The number receiving at least one dose is 

https://www.wsj.com/articles/china-plans-further-shift-toward-encouraging-childbirth-11624003448?reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-plans-further-shift-toward-encouraging-childbirth-11624003448?reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinese-junk-bonds-flash-warning-signs-11624267802?st=77jb746jotqs4pn&reflink=desktopwebshare_permalink
https://www.ft.com/content/7526f514-9f36-4dbb-94ee-beb061f5cc52
https://www.nytimes.com/2021/06/17/world/europe/russia-putin-biden-summit.html?smid=url-share
https://www.nytimes.com/2021/06/20/us/politics/russia-sanctions.html?smid=url-share
https://apnews.com/article/donald-trump-joe-biden-government-and-politics-c923fd72f4814043f0b94fb20df9c1cf
https://www.nytimes.com/2021/06/19/world/americas/brazil-drought.html?smid=url-share
https://www.ft.com/content/958e313a-c474-4b0a-80c5-2679ee4bb307
https://www.wsj.com/articles/tech-industrys-glory-days-in-washington-are-over-11623936187?reflink=desktopwebshare_permalink
https://www.wsj.com/articles/tech-industrys-glory-days-in-washington-are-over-11623936187?reflink=desktopwebshare_permalink
https://www.axios.com/democrats-health-care-medicare-prescription-drugs-c82137b8-75f6-4364-9161-5d2779704f23.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/2021/06/17/world/europe/uk-employment-jobs.html?smid=url-share
https://www.nytimes.com/2021/06/17/world/europe/uk-employment-jobs.html?smid=url-share
https://www.reuters.com/business/us-keeping-tariffs-table-if-countries-dont-remove-digital-services-taxes-yellen-2021-06-16/
https://www.reuters.com/business/us-keeping-tariffs-table-if-countries-dont-remove-digital-services-taxes-yellen-2021-06-16/
https://www.politico.eu/article/global-tax-agreement-g7-oecd/
https://www.ft.com/content/38bedc2b-e605-4b7c-8f6e-9f61c398718c?emailId=60d06c250959f100046ecf43&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://finance.yahoo.com/news/cryptocurrency-bitcoin-price-21-june-ethereum-dogecoin-china-fed-075124006.html
https://www.ft.com/content/c4f446b1-a71d-4656-a81f-f2bcaf97c9ba
https://www.nytimes.com/live/2021/06/20/world/covid-vaccine-coronavirus-mask?campaign_id=51&emc=edit_mbe_20210621&instance_id=33491&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=61265&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
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177,088,290, while the number of second doses, which would grant the highest level of 

immunity, is 149,667,646.  The FT has a page on global vaccine distribution.  

• The Delta variant, which emerged from India, is rapidly spreading through the EU.  It has 

already delayed the U.K. reopening and is threatening the continent’s plans as well.  

Russia is reporting a surge in cases tied to this variant as well.   

• Brazil has suffered 500,000 COVID-19 fatalities.   

• Japan will limit attendance to Olympic events to 10,000.  An Olympian from Uganda 

tested positive for the virus upon his arrival in Japan.   

• Moderna (MNRA, USD, 199.19) says it will boost the production of its vaccines.   

• We have been tracking the lab leak origin theory of COVID-19 for the past few months.  

The theory has been downplayed by numerous researchers; however, there is growing 

concern that these scientists may not be unbiased.  In Wuhan, the lab was conducting 

“gain of function” experiments on various viruses.  These experiments, in part, 

manipulate the virus to increase its potency to determine how it might evolve to become 

more dangerous.  The practice, obviously, is controversial.  The research industry 

attempts to deal with the issue by arguing it has strong safety protocols.  The fear among 

researchers is that if COVID-19 did escape from a lab due to inadequate safety 

procedures, it could lead to a halt of such studies.  So, we may not be getting a clear read 

from these scientists regarding the origin of the virus.  There is a history of such 

deception.   

 U.S. Economic Releases  
 

U.S. economic activity picked up at a slower than expected pace in May, according to the 

Federal Reserve Bank of Chicago. The Chicago National Activity Index came in at +0.29, below 

estimates of +0.70.  The previous report was revised downward from 0.24 to -0.09. 
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https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.reuters.com/world/delta-covid-variant-becoming-globally-dominant-says-who-official-2021-06-18/
https://www.ft.com/content/d4abbe5e-8650-4a76-9fea-2d3efa2ed52b
https://www.nytimes.com/2021/06/18/world/europe/coronavirus-russia-delta-moscow.html?smid=url-share
https://www.nytimes.com/2021/06/20/health/brazil-deaths-covid.html?smid=url-share
https://finance.yahoo.com/news/tokyo-olympics-allow-limit-10-084700528.html
https://www.washingtonpost.com/world/2021/06/20/coronavirus-tokyo-olympics-uganda-positive-test/?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%2F33e478e%2F60d00dc69d2fdae3028860b1%2F596b53f6ae7e8a44e7d597a3%2F24%2F52%2F60d00dc69d2fdae3028860b1
https://www.washingtonpost.com/world/2021/06/20/coronavirus-tokyo-olympics-uganda-positive-test/?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%2F33e478e%2F60d00dc69d2fdae3028860b1%2F596b53f6ae7e8a44e7d597a3%2F24%2F52%2F60d00dc69d2fdae3028860b1
https://www.wsj.com/articles/moderna-plans-to-expand-production-to-make-covid-19-vaccine-boosters-supply-more-countries-11624273200?st=gjepmca4qx41bpu&reflink=desktopwebshare_permalink
https://theintercept.com/2021/06/19/lab-leak-covid-origins-virology/
https://www.nytimes.com/2021/06/20/world/europe/coronavirus-lab-anthrax.html?smid=url-share
https://www.nytimes.com/2021/06/20/world/europe/coronavirus-lab-anthrax.html?smid=url-share
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The above chart shows the six-month moving average of the Chicago National Activity Index.   

 

The table below shows the Fed events scheduled for the rest of the day. 
 

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

 No economic releases today

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

Australia Retail Sales m/m May 0.1% 1.1% 0.4% ** Equity bearish, bond bullish

EUROPE

UK Rightmove House Prices m/m Jun 0.8% 1.8% ** Equity and bond neutral

Switzerland Money Supply M3 m/m May 4.1% 4.7% ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 18-Jun 631.4b 630.8b * Equity and bond neutral

Total Sight Deposits CHF w/w 18-Jun 712.2b 711.0b * 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 13 13 0 Up

3-mo T-bill yield (bps) 3 4 -1 Neutral

TED spread (bps) 11 10 1 Neutral

U.S. Libor/OIS spread (bps) 10 9 1 Up

10-yr T-note (%) 1.44 1.44 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 5 4 1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Down Up

pound Up Up

franc Flat Up

Central Bank Action Current Prior Expected

PBOC 1-Year Loan Prime Rate 3.850% 3.850% 3.850% On forecast

PBOC 5-Year Loan Prime Rate 4.650% 4.650% 4.650% 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 $73.62 $73.51 0.15%

WTI $71.79 $71.64 0.21%  

Natural Gas $3.18 $3.22 -1.00%  

Crack Spread $18.00 $18.14 -0.78%

12-mo strip crack $18.79 $18.82 -0.20%

Ethanol rack $2.52 $2.52 0.19%

Gold $1,783.51 $1,764.16 1.10%

Silver $26.01 $25.79 0.88%

Copper contract $414.60 $416.35 -0.42%

Corn contract $552.25 $566.25 -2.47%

Wheat contract $660.00 $665.75 -0.86%

Soybeans contract $1,290.00 $1,313.00 -1.75%

Baltic Dry Freight 3218 3267 -49

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

throughout the entire western half of the country, with cooler temperatures in the Midwest and 

South.  The forecast calls for wet conditions across most of the eastern half of the country and 

dry conditions in the Pacific Northwest and the Rocky Mountains.  Meanwhile, Tropical Storm 

Claudette has touched down in South Carolina. 
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Data Section 
 

U.S. Equity Markets – (as of 6/18/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Consumer Discretionary
Healthcare

Technology
S&P 500

Materials
Industrials

Communication Services
Financials

Real Estate
Energy

YTD Total Return

-4.0% -3.0% -2.0% -1.0% 0.0%

Energy

Utilities

Financials

Consumer Staples

Real Estate

Materials

S&P 500

Industrials

Communication Services

Healthcare

Technology

Consumer Discretionary

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 6/18/2021 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 ($)

Foreign Developed ($)

Growth

Large Cap

Value

Small Cap

Mid Cap

Foreign Developed (local currency)

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,1 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. 

 
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. 


