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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: August 2, 2021—9:30 AM EDT] Global equity markets are higher this morning.  In 

Europe, the EuroStoxx 50 is up 0.8% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 1.0%.  Chinese markets were mixed, with the Shanghai Composite up 2.0% from its 

prior close and the Shenzhen Composite up 2.2%.  U.S. equity index futures are signaling a 

higher open.  With 296 companies having reported, the S&P 500 Q2 2021 earnings stand at 

$51.10, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% increase 

from Q2 2020 earnings.  Thus far this quarter, 87.5% of the companies have reported earnings 

above forecast, while 10.5% have reported earnings below forecast.   
 

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 (7/26/2021): “The Protests in Cuba” 

• Weekly Energy Update (7/29/2021): Oil inventories decline, and iron-air batteries could 

bring a notable change to the attractiveness of renewable power  

• Asset Allocation Q2 2021 Rebalance Presentation (5/20/2021): A video discussion of our 

asset allocation process, portfolio changes in Q2, and the macro environment 

• Asset Allocation Weekly (7/30/2021) (with associated podcast and chart book): We look 

at where bond yields are likely headed, focusing on the 10-year Treasury 

• Confluence of Ideas podcast (7/7/2021): “The Geopolitics of Taiwan and the Issue of 

Globalization” 

 

Good morning and happy Monday!  It’s the first trading day of August (a time of the year often 

unfriendly to equities), and U.S. equity futures are pointing to a higher open.  Our coverage 

begins with an incident off the coast of Oman.  Economics and policy are up next.  China news 

and the international roundup follow, and we conclude with pandemic coverage. 

 

Drone attack:  Over the weekend, an oil tanker, the MV Mercer Street, was attacked by drones 

and killed two people, a Briton and a Romanian.  Zodiac Maritime, an Israeli company, manages 

the vessel; it is owned by Taihei Kaiun (1968, JPY, 2723).  According to reports, the drones, 

which apparently carried explosive charges, crashed into the ship’s bridge, killing two crew 

members.  The U.S., U.K., and Israel have blamed Iran for the attack.  Tehran denies its 

involvement.  This attack has been part of a series of strikes between Iran and Israel.  We noted 

in June that Iran’s largest warship, the Kharg, caught fire and sank under suspicious 

circumstances.  Market reaction has been mostly non-existent.  Oil prices are lower this morning 
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on pandemic concerns.  However, an attack on oil shipping in the region around the Strait of 

Hormuz does raise the potential for a supply disruption.   

 

Economics and policy:  The infrastructure bill is now printed, real estate is in the news, and 

there is a potential strike in Chile.   

• The bipartisan infrastructure bill is now available, all 2,702 pages.  Although we are 

going to have a period to discuss amendments, we don’t expect major changes to occur.  

All signs suggest it will pass the Senate.  However, this deal isn’t done yet; the House 

leadership wants the Senate to pass a larger infrastructure package via reconciliation 

before the House takes up this bipartisan measure.  If that requirement remains in place, 

none of this may get passed.  What is our expectation?  The Senate will pass a smaller 

additional measure, around $1.5 trillion to $2.0 trillion, and force the House to either get 

nothing or settle for less.  Our bet is that, after much anguish, the smaller measure along 

with the bipartisan one will make it through the House.   

• Real estate markets have been roiled by the pandemic.  We see a global jump in home 

prices, raising fears of a repeat of 2008.  We believe these fears are overblown; credit 

standards have held up remarkably well in this cycle.  Calls to raise interest rates to cool 

the housing market look to us to be misguided.  This isn’t a demand problem but a supply 

problem.  We need to build more homes and apartments.  While the housing boom is 

going on, the eviction moratorium appears to have expired, which may soon lead to mass 

evictions.  It is unclear how this will all work.  Landlords rightly are unhappy with 

months of unpaid rent and want paying tenants, but if thousands are turned out, it could 

lead to a situation where rentals are empty because the newly evicted can’t afford to rent 

out the property.  And, it isn’t just renters; mortgage delinquencies rose during the 

pandemic, and foreclosures could come next.  There may be enough buyers to purchase 

foreclosed homes, but you still have the problem of the newly homeless.  The sad part is 

that Congress has provided massive funding to smooth out the problem; state and local 

governments have failed to administer the funding.  The area most affected appears to be 

the South.  

• The global supply chain remains under stress.  There are a number of crosscurrents.  At 

the onset of the pandemic, firms prepared themselves for a long and deep recession.  

They cut orders and reduced inventory.  Unfortunately, they were half right; it was deep 

but the shortest on record.  Demand roared back into lean inventories and canceled 

orders.  Exacerbating the problem was a rise in goods demand relative to services 

demand, a legacy of the lockdowns.  We are still months from seeing supplies normalize. 

o One item we are watching is whether we end up with inventory instability.  Until 

the 1980s, inventory recessions were rather common.  Technology has completely 

changed inventory management.  Before the 1980s, firms would overestimate 

demand and end up with excessive inventory.  It would lead to layoffs as the 

inventory was sold off.  With modern inventory technology, the supply chain 

typically knows where everything is.  That has allowed inventory levels to decline 

overall as sales and stockpiles are closely matched.  Until now.  We are hearing 

anecdotal reports of double and triple ordering to ensure that products will be 

https://www.epw.senate.gov/public/_cache/files/e/a/ea1eb2e4-56bd-45f1-a260-9d6ee951bc96/F8A7C77D69BE09151F210EB4DFE872CD.edw21a09.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/senators-push-to-wrap-up-bipartisan-infrastructure-bill-this-week-11627840443?st=n3jv9p6wr2485x5&reflink=desktopwebshare_permalink
https://www.ft.com/content/9985dc21-04a9-445d-ab59-6dc6c8dbfd2e
https://www.ft.com/content/491a245d-4af7-4cad-b860-6ba51b86b45f?emailId=61077858677a97000468fa02&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/491a245d-4af7-4cad-b860-6ba51b86b45f?emailId=61077858677a97000468fa02&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2e742557-1ceb-41b1-980f-74460281244f?emailId=61077858677a97000468fa02&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.vox.com/2021/8/1/22604762/federal-eviction-protections-moratorium-ended-rental-relief-funds
https://www.washingtonpost.com/business/2021/08/01/tsunami-deferred-debt-is-about-hit-homeowners-no-longer-protected-by-foreclosure-moratorium/?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%2F344c92b%2F61076cca9d2fda945a264701%2F596b53f6ae7e8a44e7d597a3%2F45%2F72%2F61076cca9d2fda945a264701
https://www.washingtonpost.com/business/2021/08/01/tsunami-deferred-debt-is-about-hit-homeowners-no-longer-protected-by-foreclosure-moratorium/?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%2F344c92b%2F61076cca9d2fda945a264701%2F596b53f6ae7e8a44e7d597a3%2F45%2F72%2F61076cca9d2fda945a264701
https://www.wsj.com/articles/eviction-bans-expiration-leaves-renters-in-south-appearing-most-vulnerable-11627810842?st=nq4sp3rnn2g2sdh&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/eviction-bans-expiration-leaves-renters-in-south-appearing-most-vulnerable-11627810842?st=nq4sp3rnn2g2sdh&reflink=desktopwebshare_permalink
https://www.ft.com/content/03a693a7-0445-41dd-a7f3-c1b6f162e5ef
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available.  It is quite possible that all this “stuff” will show up at once, and firms 

will find they have an overstock problem.  Such a situation will scramble 

economic projections.  We doubt anyone’s economic models have inventory 

reactions from 60 years ago built into them.   

o Complicating matters further is the administration’s regulation policy toward 

logistics.  Ocean shipping and rail have become concentrated over the past 20 

years (unlike trucking, which is remarkably competitive), and the administration 

is looking to open competition in these areas.  Not a bad idea but doing it at this 

moment may be difficult.   

• Chipmaking facilities report gas contamination may affect semiconductor production.   

• Workers at Chile’s La Escondida copper mine voted to strike.  If a work stoppage occurs, 

it could constrain already tight supplies for this metal.   

• China became dominant in solar panel production, mostly due to lax environmental 

standards and the willingness to forgo profit for market share.  As a result, Chinese solar 

panels dominated supply.  In response, in 2018, the U.S. implemented an 18% tariff on 

the product.  That tariff is scheduled to end next year; U.S. firms are lobbying for an 

extension.  The extension puts the administration in a bind.  The environmental policy 

supports the expanded use of solar energy, and one factor in adoption is low cost.  Yet, 

protecting domestic suppliers is a goal as well.   

• As entry-level wages rise, established workers are finding their pay relative to new hires 

has declined.  This development is creating problems for employers and may encourage 

established workers to seek new jobs.   

• We continue to monitor news about Chair Powell’s reappointment.  He is facing criticism 

regarding regulatory policy.  Although we expect him to be reappointed, it may mean a 

populist will get the role of Vice-Chair for regulation.  That position is currently held by 

Randal Quarles.  His term in this role ends in October.   

• An anti-dumping measure in the fertilizer market may lead to higher prices.   

• Germany’s pork industry is facing a threat from African Swine Virus.  The bug is being 

found in wild boars, and the fear is that these boars will spread it into farms.   

• How do you feel about flying without a pilot?  Airlines are considering pilotless aircraft 

for short flights.   

 

China:  We continue to monitor China’s regulatory policy.   

• For the past few weeks, Chinese regulators have taken aim at several industries in China, 

including for-profit tutoring, e-commerce, and social media.  Although this crackdown 

continues, it is worth noting that it isn’t just Beijing involved in this effort.  The U.S. is 

pressing Chinese firms looking to list in the U.S. to provide additional risk disclosures.  

And Chinese regulators are expanding their oversight of foreign listings as well.   

o We view China’s actions so far as part of industrial policy.  We note that 

hardware firms have not faced any sanction thus far.  The U.S. restrictions on 

technology goods exports are spurring an expansion in hardware production and 

investment.  However, China’s behavior does highlight that, for investors, another 

https://www.wsj.com/articles/how-bidens-executive-order-could-reshape-rail-and-ocean-shipping-11626255001?st=uwdc9guh72s5zr2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/how-bidens-executive-order-could-reshape-rail-and-ocean-shipping-11626255001?st=uwdc9guh72s5zr2&reflink=desktopwebshare_permalink
https://www.reuters.com/technology/tsmc-reports-gas-contamination-key-chip-plant-which-supplies-apple-nikkei-2021-07-30/
https://www.wsj.com/articles/chile-workers-at-worlds-biggest-copper-mine-vote-to-strike-11627832311?st=sf0ghbk43yidxlo&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-imposes-trade-tariffs-signaling-tougher-line-on-china-1516658821?st=i12ck6ekbug8xhb&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/two-u-s-companies-seek-continued-tariffs-on-imported-solar-panels-11627819200?st=6fr5tmlcvruclf0&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/two-u-s-companies-seek-continued-tariffs-on-imported-solar-panels-11627819200?st=6fr5tmlcvruclf0&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/companies-pay-new-workers-higher-wages-and-current-employees-ask-what-about-us-11627810202?st=saf2obn62spt9dp&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/companies-pay-new-workers-higher-wages-and-current-employees-ask-what-about-us-11627810202?st=saf2obn62spt9dp&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fed-chairman-powells-approach-to-regulation-has-drawn-criticism-from-some-democrats-11627896600?st=2immumkk40wmtes&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fed-chairman-powells-approach-to-regulation-has-drawn-criticism-from-some-democrats-11627896600?st=2immumkk40wmtes&reflink=desktopwebshare_permalink
https://texasfarmbureau.org/potential-tariffs-may-cause-fertilizer-prices-to-soar/
https://www.washingtonpost.com/world/2021/08/01/swine-fever-germany-boars-pigs/?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%2F344c860%2F61076cca9d2fda945a264701%2F596b53f6ae7e8a44e7d597a3%2F60%2F72%2F61076cca9d2fda945a264701
https://www.yahoo.com/news/airlines-united-american-dedicating-billions-123000875.html
https://www.yahoo.com/news/airlines-united-american-dedicating-billions-123000875.html
https://www.reuters.com/business/finance/exclusive-us-regulator-freezes-chinese-company-ipos-over-risk-disclosures-2021-07-30/
https://www.ft.com/content/cb3c0ee7-2ddb-48d2-8b58-9700dfbaadbd
https://www.wsj.com/articles/subsidies-chips-china-state-aid-biden-11627565906?st=n3xkqaecaxrjkqx&reflink=desktopwebshare_permalink
https://www.foreignaffairs.com/articles/united-states/2021-07-29/chinas-sputnik-moment
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consideration is a company’s position in terms of China’s industrial policy.  In 

other words, there may be more firms subject to increased scrutiny.   

o The crackdown on the tutoring industry is being seen as a way to level the playing 

field in terms of education.  After all, a meritocracy that “loads the dice” for the 

better connected is bound to create social unrest.  However, there are reports that 

some parents worry that without the tutoring, their children will be at a 

disadvantage.  It remains to be seen how this plays out, but one way to reduce the 

pressure for education is to reduce the stakes of not getting it.  So, if the lot of the 

normal person improves relative to the upper class, the drive to enter the upper 

ranks is less interesting.   

• Japan’s defense minister renewed his linking of Taiwan’s security to Japan’s safety.   

• The Biden administration has taken notice of China’s treatment of foreign journalists.  

Last week, we noted that foreign reporters who were covering recent flooding were 

harassed.  Apparently, the harassment was encouraged by the Communist Youth League, 

meaning the CPC essentially endorsed the action. 

• Earlier this summer, we reported on problems at the Taishan Nuclear Power Plant in 

Guangdong province.  Chinese authorities claimed there were no problems despite 

evidence of higher radiation readings.  Last week, the plant was closed for maintenance, 

raising the possibility of additional problems.   

• Amazon (AMZN, USD, 3355.50) has removed a number of Chinese firms from its 

platform, ostensibly over fake reviews.  However, the firms believe the action is coming 

from orders from Washington.   

• We reported earlier this summer that Beijing has been removing LGBT groups from 

social media.  Although an official crackdown against these groups isn’t evident, the 

restrictions on social media suggest one might be coming.  The German consulate in 

Guangzhou posted a note about an LGBTQ film festival.  Beijing has banned the 

consulate from social media for doing so.  We have not seen the U.S. respond to this 

issue, but the rising number of them will likely spark a reaction at some point.   

• Facebook (FB, USD, 356.30) is banned in China.  That doesn’t stop the company from 

earning advertising dollars in China.  Interestingly, Chinese state media outlets have four 

of the top 25 spots in most liked accounts.   

• There are reports that China is encouraging ethnic Tibetans to move to cities; by doing 

so, the countryside becomes depopulated.  This includes the border regions, making them 

less secure.  In response, Beijing is encouraging the dominant Han ethnic group and other 

loyalists to move to the frontier regions. 

• China has suspended fertilizer exports to ensure ample supplies for China’s farmers.  

Cutting off these exports will hurt Pakistan and India.   

International roundup:  The Philippines renews military relations with the U.S.   

• Since coming to power in 2016, President Duterte has had a difficult relationship with the 

U.S.; he once slurred President Obama after American criticism of Duterte’s drug 

enforcement activities.  Duterte has threatened, over the years, to severe America’s long-

https://www.ft.com/content/1282e529-ee65-4a8d-9190-c7d1eb70b8d5
https://www.nytimes.com/2021/07/30/business/economy/china-education-tutors.html?smid=url-share
https://www.nytimes.com/2021/07/30/business/economy/china-education-tutors.html?smid=url-share
https://www.ft.com/content/e82fe924-ba9b-4325-b8a4-0d5482ee1d24
https://www.ft.com/content/b23f099f-b689-4e1f-944d-3bade3ad6127
https://www.scmp.com/news/china/politics/article/3137264/chinas-taishan-nuclear-plant-operating-safely-french-firm-says?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3137264
https://www.scmp.com/news/china/science/article/3143238/china-shuts-nuclear-reactor-taishan-plant-over-minor-fuel-damage?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3143238
https://www.ft.com/content/baef0aa8-88b2-45ae-a03d-5509e13ca93e
https://pandaily.com/amazon-the-monopoly-takes-on-unruly-chinese-firms/#.YQQrayOJBvc.link
https://pandaily.com/amazon-the-monopoly-takes-on-unruly-chinese-firms/#.YQQrayOJBvc.link
https://variety.com/2021/film/news/china-bans-german-consulate-weibo-lgbt-film-festival-1235030180/
https://variety.com/2021/film/news/china-bans-german-consulate-weibo-lgbt-film-festival-1235030180/
https://www.thewirechina.com/2021/08/01/facebooks-china-advertising/
https://www.thewirechina.com/2021/08/01/facebooks-china-advertising/
https://www.thewirechina.com/2021/07/25/facebooks-super-spreaders/
https://foreignpolicy.com/2021/07/28/china-tibet-bhutan-empire-borders-villages/?tpcc=35073
https://www.reuters.com/article/us-china-exports-fertilisers/china-says-some-key-fertiliser-firms-to-suspend-exports-idUSKBN2F007W
https://www.abc.net.au/news/2016-09-06/obama-calls-off-planned-talks-with-duterte/7817454
https://www.abc.net.au/news/2016-09-06/obama-calls-off-planned-talks-with-duterte/7817454
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standing security relationship with the Philippines.  However, recently, China has been 

aggressively encroaching on the Philippines.  For China, getting effective control of this 

island nation would allow it to break out of the first island chain that envelops China.  

Last week, Duterte moved to resume security relations with the U.S., likely because he 

sees the threat from China.   

• During the Syrian crisis, Turkey effectively weaponized refugees from the war.  After 

causing a refugee crisis in Europe, Chancellor Merkel worked out an arrangement with 

President Erdogan.  The EU paid Turkey money, and Turkey kept the refugees out of 

Europe.  On occasion, when Turkey isn’t happy with Europe, the refugee flow resumes.  

It appears that Belarus is taking a page out of Turkey’s playbook.   

• Myanmar’s military intends to remain in power into 2023. 

 COVID-19:  The number of reported cases is 198,425,839 with 4,227,258 fatalities.  In the 

U.S., there are 35,004,592 confirmed cases with 613,228 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 400,674,525 doses of the vaccine 

have been distributed, with 346,456,669 doses injected.  The number receiving at least one dose 

is 191,498,983, while the number of second doses, which would grant the highest level of 

immunity, is 164,757,423.  The FT has a page on global vaccine distribution.     

• Over the weekend, information emerged that the Delta variant spreads much more easily 

than earlier variants, may be more lethal, and could be spread by the vaccinated.  The 

reports highlight a problem that has been in place during this pandemic.  The media 

reports on what is incomplete scientific information.  Science is an inductive process; as 

new information emerges, viewpoints change.  However, the public messaging becomes 

garbled.  Part of the scientific process is to question and review findings and what was 

thought to be true once changes over time.  The best we can determine is that the Delta 

variant does spread more easily.  It’s probably too soon to know if it’s worse than earlier 

variants.  It does not appear that lockdowns are returning, so we expect medical systems 

will remain under pressure for a while longer. 

• France is seeing massive protests against its new vaccine passport policy.  As France opts 

for sticks, Germany is trying “carrots” or specifically, bratwurst.  That’s right, get a shot, 

get a brat. 

• China is dealing with a large outbreak of the Delta variant.  Beijing has mostly used 

social measures to control the virus and lags on the vaccination front.  The Delta variant, 

which is more contagious, is leading to renewed lockdowns.   

U.S. Economic Releases  
 

There were economic releases prior to the publication of this report. The table below lists the 

domestic releases scheduled for the rest of the day. 
 

https://www.japantimes.co.jp/news/2021/07/30/asia-pacific/politics-diplomacy-asia-pacific/us-philippines-lloyd-austin/
https://www.washingtonpost.com/world/2021/08/01/lithuania-belarus-migrants/?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%2F344c857%2F61076cca9d2fda945a264701%2F596b53f6ae7e8a44e7d597a3%2F42%2F72%2F61076cca9d2fda945a264701
https://www.nytimes.com/2021/08/01/world/asia/myanmar-state-emergency.html?smid=url-share
https://www.nytimes.com/live/2021/08/02/world/covid-delta-variant-vaccine
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.washingtonpost.com/health/2021/07/29/cdc-mask-guidance/?utm_campaign=wp_main&utm_medium=social&utm_source=twitter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F344c844%2F61076cca9d2fda945a264701%2F596b53f6ae7e8a44e7d597a3%2F15%2F72%2F61076cca9d2fda945a264701
https://www.washingtonpost.com/health/2021/07/29/cdc-mask-guidance/?utm_campaign=wp_main&utm_medium=social&utm_source=twitter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F344c844%2F61076cca9d2fda945a264701%2F596b53f6ae7e8a44e7d597a3%2F15%2F72%2F61076cca9d2fda945a264701
https://www.nytimes.com/2021/07/31/world/europe/france-covid-pass-protest.html?campaign_id=51&emc=edit_mbe_20210802&instance_id=36869&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=65106&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.ft.com/content/10c5954c-9dc4-4da6-acdc-37e446f49049
https://www.ft.com/content/e4f40866-5a48-4674-9976-7b8b79e80aed
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EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m Jul 63.1 63.1

10:00 Construction Spending m/m Jun -0.3% 0.5%

10:00 ISM Manufacturing m/m Jul 60.6 60.9

10:00 ISM Prices Paid m/m Jul 92.1 88

10:00 ISM New Orders m/m Jul 66.0 64.3

10:00 ISM Employment m/m Jul 49.9 51.4

Economic Releases

Fed Speakers or Events

No Fed speakers or events today  
 

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 Caixin China PMI Mfg m/m Jul 50.3 51.3 51 *** Equity bearish, bond bullish

Japan Jibun Bank Japan PMI Mfg m/m Jul 53.0 52.2 *** Equity bullish, bond bearish

Vehicle Sales y/y Jul 3.3% 9.2% *** Equity and bond neutral

Consumer Confidence Index m/m Jul 37.5 37.4 36.9 ** Equity bullish, bond bearish

India Markit India PMI Mfg m/m Jul 55.1 48.1 * Equity bullish, bond bearish

Australia Markit Australia PMI Mfg m/m Jul 56.9 56.8 ** Equity bullish, bond bearish

CoreLogic House Px m/m Jul 1.6% 1.9% ** Equity and bond neutral

Melbourne Institute Inflation m/m Jul 0.5% 0.4% ** Equity and bond neutral

ANZ Job Advertisements m/m Jul -0.5% 3.0% * Equity bearish, bond bullish

EUROPE

Eurozone Markit Eurozone Manufacturing PMI m/m Jul 62.8 62.6 62.6 ** Equity and bond neutral

France Markit France Manufacturing PMI m/m Jul 58.0 58.1 58.1 ** Equity and bond neutral

Germany Retail Sales m/m Jun 4.2% 4.2% 2.0% ** Equity bullish, bond bearish

Markit/BME Germany Manufacturing PMI m/m Jul 65.9 65.6 65.6 ** Equity and bond neutral

Italy Markit Italy Manufacturing PMI m/m Jul 60.3 62.2 61.5 ** Equity and bond neutral

Switzerland CPI y/y Jul 0.7% 0.6% 0.7% *** Equity and bond neutral

CPI EU Harmonized y/y Jul 0.5% 0.5% *** Equity and bond neutral

CPI Core y/y Jul 0.2% 0.3% 0.3% *** Equity and bond neutral

Retail Sales Real y/y Jun 0.1% 2.8% ** Equity and bond neutral

PMI Manufacturing m/m Jul 7.11 66.7 66.0 ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 30-Jul 636.4b 635.5b * Equity and bond neutral

Total Sight Deposits CHF w/w 30-Jul 712.0b 712.1b * Equity and bond neutral

Russia Markit Russia PMI Mfg m/m Jul 47.0 49.2 50.4 ** 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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Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 4 4 0 Neutral

TED spread (bps) 8 8 0 Neutral

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

10-yr T-note (%) 1.23 1.22 0.01 down

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

EUR/USD 3-mo swap (bps) 5 5 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Up

franc Flat Up

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.100% 0.100% On forecast

RBA 3-Yr Yield Target 0.100% 0.100% 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 $74.67 $75.41 -0.98% Global growth pessimism

WTI $73.15 $73.95 -1.08%  

Natural Gas $3.99 $3.91 1.94%  

Crack Spread $22.21 $22.01 0.90%

12-mo strip crack $20.66 $20.58 0.40%

Ethanol rack $2.44 $2.44 0.10%

Gold $1,807.84 $1,814.19 -0.35%

Silver $25.42 $25.49 -0.27%

Copper contract $451.10 $448.25 0.64%

Corn contract $543.25 $545.25 -0.37%

Wheat contract $713.50 $703.75 1.39%

Soybeans contract $1,342.00 $1,349.25 -0.54%

Baltic Dry Freight 3,292            3,214            78

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

much of the country, and cooler temperatures in the Southwest, the Pacific, and Rocky Mountain 

regions.  The forecast calls for wetter-than-normal conditions in the Rocky Mountains and the 

Great Lakes regions, with dry conditions for the rest of the country.  There is no tropical cyclone 

activity expected over the next 48 hours. 



 

 

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

www.confluenceinvestment.com 

 8 

Data Section 
 

U.S. Equity Markets – (as of 7/30/2021 close) 

 

  

0.0% 20.0% 40.0%

Utilities
Consumer Staples

Consumer Discretionary
Materials

Healthcare
Industrials

S&P 500
Technology

Communication Services
Financials

Real Estate
Energy

YTD Total Return

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

Consumer Discretionary

Energy

Utilities

Financials

S&P 500

Communication Services

Industrials

Technology

Healthcare

Real Estate

Consumer Staples

Materials

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 7/30/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Large Cap

Mid Cap

Growth

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 

 

July 29, 2021 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 7/28/2021 = 24.1x

 
 

Based on our methodology,1 the current P/E is 24.1x, down 0.1x from last week.  Rising earnings 

and steady index values led to the decline in the multiple. 

 
 

 

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 (Q4 and Q1) and two estimates (Q2 and Q3). 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. 


