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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 25, 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 up 1.2%.  Chinese markets were higher, with the Shanghai Composite up 1.2% from its 

prior close and the Shenzhen Composite up 1.1%.  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 (6/21/2021): The Geopolitics of the Colonial Pipeline 

Ransomware Attack: Part II 

• Weekly Energy Update (6/24/2021): Iran has a new president, and U.S. commercial crude 

oil inventories 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 (6/25/2021) (with associated podcast and chart book): We 

look at the Flow of Funds data from the Federal Reserve for insights in the economy 

and financial system. 

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

Good morning, all! U.S. equities appear to be headed for a higher open this morning. We begin 

with a discussion about the impact that transitory effects may have on the global economy.  

International news follows, with reports on India restoring autonomy to Kashmir and Russia 

threatening to bomb ships entering its waters.  U.S. Economics and policy news are next, 

including the bipartisan infrastructure package and large banks passing the Fed's stress tests.  

China news follows, and we end with our pandemic coverage. 

As inflation begins to rise across the world, central banks are now mulling when to begin raising 

interest rates.  Central banks in emerging markets have already started. Brazil, the first of the 

major economies to raise rates, has increased its policy rate three times this year.  Although 

developing countries are still wary of raising rates prematurely, it does seem that the spend-and-

see approach may no longer be in vogue.  Given the extreme measures governments have taken 

to shield their economies from the pandemic, we are not surprised by the change of heart.  That 

said, we do have some concerns that inflation may not be the only statistic impacted by transitory 

effects. One statistic that we are closely monitoring is the unemployment rate of each country. 

The pandemic has caused significant disruption of the labor markets.  Workers have received 
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unusually large unemployment benefits, and clearly, some of them are considering new career 

options.  Yesterday, we noted the surge in new business startups.  Capturing these new 

businesses in the employment statistics could be difficult.  In addition, a large number of older 

workers in the developed world appear to have concluded that retirement is a better option…for 

now.  Investors should be prepared for noisy employment data, which may include unexpected 

increases in the unemployment rate both here and abroad.  The increases probably don’t mean a 

slowdown but a churn. 

International news:  Russia warns of targeting foreign warships, Modi reaches out to Kashmir, 

and EU members rebuff Putin’s invite. 

● A day after Russia allegedly fired shots and dropped bombs in the path of the British 

destroyer, HMS Defender, a Russian diplomat warned that next time Russia might 

attempt to hit the target. The attack represents an escalation in tensions between Russia 

and the West. 

● India’s Prime Minister Narendra Modi has held talks with Kashmiri politicians about 

restoring the region’s democracy.  In 2019, the Indian government removed a 

constitutional provision that granted political autonomy to Kashmir.  The move to 

reconcile with Kashmir appears to be in response to concerns about the U.S. withdrawal 

from Afghanistan and its growing feud with China.  The decision is intended to reduce 

tensions with Pakistan as the two sides attempt to normalize ties. 

● A request by Germany and France to consider inviting Russian Vladimir Putin to the EU 

summit was rebuffed by other EU members.  Those in opposition stated that inviting 

Putin would send the wrong message to the Kremlin regarding the EU’s stance about its 

previous abuses.  

Economics and policy: A bipartisan infrastructure plan, the extension of the eviction 

moratorium, and banks can return to buying back shares. 

● President Biden has backed a bipartisan infrastructure package. The bill would include 

$1.2 trillion in infrastructure spending, which includes more than $550 billion of new 

spending on roads, bridges, and other projects.  There appear to be some obstacles that 

could prevent the bill from becoming law.  On Thursday, House Speaker Nancy Pelosi 

(D- CA) said that the House would not support a bipartisan infrastructure bill until the 

Senate passes a bill that includes pieces of the $4 trillion proposal.  Additionally, 

President Biden has stated that he does not plan to sign the bipartisan bill into law 

without a reconciliation bill.  This likely means that the Democrats will try to push a 

second infrastructure package through Congress.  However, it isn’t clear whether it will 

have the necessary votes to make it law.  Noticeable holdouts Joe Manchin (D-WV) and 

Krysten Sinema (D-AZ) have yet to comment regarding whether they would support a 

reconciliation bill.  There is still a chance that the administration overreaches, and 

nothing gets done. 

https://www.ft.com/content/06b57f92-c737-4a36-8441-f682a99ec30a
https://www.ft.com/content/3c397438-d662-4c02-8f1e-2cf1e5a66426
https://www.nbcnews.com/politics/congress/we-have-deal-biden-announces-bipartisan-infrastructure-agreement-n1272284
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● The Center for Disease Control and Prevention announced the extension of the eviction 

moratorium to July 31. The moratorium allows individuals who have lost income during 

the pandemic to protect themselves from eviction by declaring under penalty of perjury 

that they have made their best effort to pay rent and could face homelessness if evicted. 

In the meantime, the Biden administration is working with state and local governments to 

distribute $46 billion in rental assistance and other programs to prevent a wave of 

evictions when the moratorium ends. 

● The Senate approved a bill that would allow landowners—particularly farmers, ranchers, 

and foresters—to sell carbon credits.  The bill will encourage them to change their 

operations to cut emissions so they can sell these carbon credits to companies.  

● The Federal Reserve has lifted pandemic-related restrictions on large banks following the 

latest stress test results. The test revealed that in a hypothetical downturn, 23 of the 

largest banks would lose a combined $474 billion, which still leaves banks twice the 

amount of capital required under Fed rules.  As a result of the test, large banks will now 

be able to buy back shares and issue dividends. 

● On Thursday, a residential building in Surfside, Florida partially collapsed. It is unclear 

what caused the building to collapse, although the building did show signs of sinking in 

the 1990s, which may have been a contributing factor.  

China:  The U.S. bans Hoshine’s products and a NATO official’s warning. 

● The U.S. announced a ban on silica-based products made by Hoshine Silicon Industry 

Company ( 603260.SS, CNY, 60.21) as well as goods made using those products. The 

ban comes as part of the Biden administration’s goal of cracking down on forced labor 

used in supply chains.  

● A NATO senior official warned that China's military has modernized at an unprecedented 

rate. Additionally, he claimed that China’s expansive military and diplomatic presence 

poses a risk to the international rules-based order. The concern highlights the alliance’s 

growing focus shift away from Russia and toward China. So far, NATO has struggled to 

counter a strengthening China, as the group has been unable to get all its members to 

agree on a plan of action.    

COVID-19:  The number of reported cases is 180,036,101 with 3,901,300 fatalities.  In the U.S., 

there are 33,590,550 confirmed cases with 603,178 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 379,248,700 doses of the vaccine have 

been distributed, with 320,687,205 doses injected.  The number receiving at least one dose is 

178,331,677, while the number of second doses, which would grant the highest level of 

immunity, is 151,252,034.  The FT has a page on global vaccine distribution.   

https://www.usatoday.com/story/news/nation/2021/06/24/white-house-announces-30-day-extension-eviction-moratorium/7620990002/
https://www.usatoday.com/story/news/nation/2021/06/24/white-house-announces-30-day-extension-eviction-moratorium/7620990002/
https://www.bloomberg.com/news/articles/2021-06-24/biden-to-put-46-billion-into-effort-to-avoid-flood-of-evictions
https://www.bloomberg.com/news/articles/2021-06-24/biden-to-put-46-billion-into-effort-to-avoid-flood-of-evictions
https://www.politico.com/news/2021/06/24/senate-farmers-carbon-agriculture-496029
https://www.reuters.com/business/banks-clear-fed-stress-test-paving-way-boost-buybacks-dividends-2021-06-24/
https://www.reuters.com/business/banks-clear-fed-stress-test-paving-way-boost-buybacks-dividends-2021-06-24/
https://www.cnn.com/us/live-news/miami-florida-building-collapse-06-24-21/index.html
https://www.reuters.com/business/us-restricts-exports-5-chinese-firms-over-rights-violations-2021-06-23/
https://www.ft.com/content/8a0b3975-1938-4815-af3b-22b5d3e6aca4
https://www.ft.com/content/8a0b3975-1938-4815-af3b-22b5d3e6aca4
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
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://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://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://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
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● The U.S. life expectancy dropped by more than a year from 78.74 years to 77.43 years in 

2020. This was partly due to COVID-19 deaths. 

● The Food and Drug Administration issued an emergency use authorization for Actemra. 

The antibody treatment is believed to reduce the chances of mortality and cuts down 

hospital times. The treatment is authorized for those older than two years old. 

● Parts of the Australian city of Sydney will go into lockdown this week in an attempt to 

contain the spreading of the Delta variant of the coronavirus. 

● The U.S. plans to deliver three million of the one-dose Johnson & Johnson (JNJ, 

$163.37) vaccine to Afghanistan. The country is struggling to contain the latest wave of 

the virus. 

U.S. Economic Releases  

 

In today’s key economic report, May personal income declined by a seasonally adjusted 2.0%, 

beating expectations for a fall of 2.5% and improving markedly from the 13.1% drop in April.  

May personal consumption expenditures (PCE) were unchanged from the prior month but trailed 

expectations of a 0.4% increase and was well short of the revised April gain of 0.9%.  Clearly, 

the income and spending figures are still distorted by the massive ebb and flow of the federal 

government’s pandemic relief funds and their impact on spending behavior.  Normally, looking 

at the year-over-year increases helps one look through temporary distortions, but not this time.  

Compared with the same month one year earlier, personal income in May was up 2.8%, while 

PCE was up an enormous 18.9%.  The following chart compares the year-over-year growth in 

personal income and PCE since just before the prior recession. 

 

 
 

https://www.axios.com/covid-us-life-expectancy-02d29172-dcb4-4993-9a01-ff7dc40e9409.html
https://www.axios.com/covid-us-life-expectancy-02d29172-dcb4-4993-9a01-ff7dc40e9409.html
https://www.ft.com/content/b5757bd4-5128-4e21-995f-38f774e2f004
https://www.reuters.com/world/asia-pacific/australias-new-south-wales-state-reports-11-local-covid-19-cases-2021-06-25/
https://www.reuters.com/business/healthcare-pharmaceuticals/us-send-3-million-jj-covid-19-vaccine-doses-brazil-white-house-2021-06-23/
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The personal income and spending report also includes a figure for the average personal savings 

rate, calculated as the difference between disposable income (personal income minus taxes) and 

PCE.  In May, the savings rate came in at 12.4%.  That’s down from the enormous savings rates 

seen earlier in the pandemic, but it’s still almost twice as high as the typical savings rate over the 

last decade or more.  The chart below shows the progression of the personal savings rate since 

2007. 
 

 
 

Finally, the report also includes the Fed’s preferred gauge of consumer inflation.  Excluding the 

volatile food and energy components, the May “Core” PCE price index was up 3.4% from one 

year earlier.  That was exactly as anticipated, but it still marked an acceleration from the rise of 

3.1% in the year to date through April, and it was well above the Fed’s target of 2.0%.  The chart 

below compares the year-over-year change in the Core PCE to the Fed’s target over time. 
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The table below shows the domestic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 U. of Michigan Consumer Sentiment m/m Jun F 86.5 86.4 ***

10:00 U. of Michigan Current Conditions m/m Jun F 92.0 90.6 **

10:00 U. of Michigan Future Expectations m/m Jun F 83.8 83.8 **

10:00 U. of Michigan 1 Yr Inflation Expectation m/m Jun F 4.1% 4.0% *

10:00 U. of Michigan 5-10 Yr Inflation Expectation m/m Jun F 2.8% *

EST Speaker or event

10:00 Neel Kashkari Speaks at Virtual Townhall President of the Federal Reserve Bank of Minneapolis

11:35 Loretta Mester Speaks on Economic Resilience President of the Federal Reserve Bank of Cleveland

13:00 Eric Rosengren Discusses Financial Stability President of the Federal Reserve Bank of Boston

15:00 John Williams Gives Honoree Remarks at Award Ceremony 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

Japan Tokyo CPI y/y Jun 0.0% -0.4% -0.3% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Jun 0.0% -0.2% -0.1% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food, Energy y/y Jun 0.0% -0.1% -0.1% * Equity and bond neutral

New Zealand Trade Balance NZD m/m May 469m 414m ** Equity bullish, bond bearish

Exports NZD m/m May 5.87b 5.40b ** Equity bullish, bond bearish

Imports NZD m/m May 5.40b 4.99b ** Equity bullish, bond bearish

South Korea Business Survey:  Manufacturing m/m Jul 99.0 97.0 ** Equity bullish, bond bearish

Business Survey:  Nonmanufacturing m/m Jul 82.0 81.0 * Equity bullish, bond bearish

EUROPE

Eurozone M3 Money Supply y/y May 8.4% 9.2% 8.5% *** Equity and bond neutral

Germany GfK Consumer Confidence m/m Jul -0.3 -6.9 -4.0 ** Equity bullish, bond bearish

Italy Consumer Confidence m/m Jun 115.1 110.6 112.0 *** Equity bullish, bond bearish

Manufacturing Confidence m/m Jun 114.8 110.2 112.0 *** Equity bullish, bond bearish

Economic Sentiment m/m Jun 112.8 106.7 ** Equity bullish, bond bearish

AMERICAS

Mexico Economic Activity Index IGAE y/y Apr 22.3% 0.8% 21.7% ** Equity and bond neutral

Brazil IBGE Inflation IPCA-15 y/y Jun 8.1% 7.3% 8.2% *** Equity and bond neutral

Current Account Balance m/m May $3840m $5663m $3800m ** Equity and bond neutral

Foreign Direct Investment m/m May $1229m $3544m $2500m ** Equity bearish, bond bullish  
 

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) 15 13 2 Up

3-mo T-bill yield (bps) 4 5 -1 Neutral

TED spread (bps) 10 9 1 Neutral

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 1.49 1.49 0.00 Neutral

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

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

Currencies Direction

dollar Flat Down

euro Flat Up

yen Up Up

pound Down Up

franc Flat Up  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $75.42 $75.56 -0.19%

WTI $73.08 $73.30 -0.30%  

Natural Gas $3.47 $3.42 1.55%  

Crack Spread $20.87 $20.74 0.64%

12-mo strip crack $20.47 $20.34 0.62%

Ethanol rack $2.53 $2.54 -0.26%

Gold $1,784.48 $1,775.17 0.52%

Silver $26.18 $25.95 0.88%

Copper contract $431.20 $430.50 0.16%

Corn contract $536.00 $536.00 0.00%

Wheat contract $654.75 $652.00 0.42%

Soybeans contract $1,294.75 $1,291.75 0.23%

Baltic Dry Freight 3175 3147 28

Actual Expected Difference

Crude (mb) -7.6 -3.5 -4.1

Gasoline (mb) -2.9 1.0 -3.9

Distillates (mb) 1.8 1.0 0.8

Refinery run rates (%) -0.40% 0.50% -0.90%

Natural gas (bcf) 55.0 67.0 -12.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

Northwest and Northeast regions, with cooler temperatures in Texas, the Mississippi Valley, and 

the South.  The forecast calls for wet conditions from the Southwest through the Mississippi 

Valley and up the East Coast, with dry conditions in the Pacific Northwest and the Northern 

Great Plains.  Meanwhile, there is a tropical disturbance developing in the far eastern Atlantic off 

the coast of Africa. 
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Data Section 
 

U.S. Equity Markets – (as of 6/24/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%
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-0.5% 0.0% 0.5% 1.0% 1.5%

Real Estate

Utilities

Materials
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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 6/24/2021 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

Foreign Developed (local currency)

Value

Mid Cap

Commodities

Small Cap

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 24, 2021 
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P/E as of 6/23/2021 = 24.8x

 
 

Based on our methodology,1 the current P/E is 24.8x, 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. 


