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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 5, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

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

closed down 0.5%.  Chinese markets were lower, with the Shanghai Composite down 0.3% from 

its prior close and the Shenzhen Composite down 0.8%.  U.S. equity index futures are signaling a 

higher open.  With 403 companies having reported, the S&P 500 Q2 2021 earnings stand at 

$51.90, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% increase 

from Q2 2020 earnings.  Thus far this quarter, 87.6% of the companies have reported earnings 

above forecast, while 10.7% 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 (8/02/2021): “Power, Influence, and Leadership in 

Geopolitics” 

• Weekly Energy Update (8/05/2021): The odds of a resumption of the nuclear deal 

with Iran continue to decline.  

• 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.  Overall, it’s a rather quiet trading day so far.  U.S. equity futures are edging 

higher, although recent market action suggests it may not hold.  Our coverage begins with 

comments from Fed officials who are signaling the end of accommodative monetary policy.  It’s 

been a year since the fertilizer explosion in Lebanon; conditions have become dreadful.  We start 

our regular reporting with economics and policy, and China news follows.  International news is 

next, and we close with our pandemic coverage. 

 

The Fed:  Vice-Chair Clarida spoke yesterday and indicated that the economy was progressing 

at a pace that would lead to the removal of stimulus by 2023, with announcements to that effect, 

such as tapering, starting later this year.  The financial markets didn’t like the message; bond 

yields rose, equities fell, and commodities slumped.  Clarida is important.  Using the Dudley 

Rule, the three most important messengers from the Fed are the Chair, the Vice-Chair, and the 
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head of the NY FRB.  According to Dudley, these are the opinion leaders, and as long as they 

stay unified, the level of dissent doesn’t really matter.  Clarida’s positioning appears to us to be 

out of sync with Powell and Williams, which could mean evidence of policy dissension later this 

year.  At the same time, Clarida’s term will end in January, and his messaging will likely prompt 

Biden to pick a dove to replace him.  Earlier this week, the newest governor also pushed for an 

accelerated timeline, a similar message spouted by his former boss, St. Louis FRB President 

Bullard.  Fed tightening will come at some point but preventing a repeat of the “taper tantrum” 

will be very difficult to prevent. 

 

The unending crisis in Lebanon:  It’s been a year since the massive explosion at the Port of 

Beirut.  The explosion has accelerated the collapse of the state.  Conditions have become 

abysmal.  Inflation is rampant, reaching nearly 85% last year; the exchange rate has collapsed, 

with the Lebanese pound losing 95% of its pre-crisis value.  Electricity generation is unreliable 

and diesel for private generators is becoming scarce.  Water systems are failing.  This podcast 

offers valuable background on the crisis.  So far, the crisis has been contained in Lebanon.  Israel 

occasionally has skirmishes with Hezbollah, which dominates the government.  And although 

conditions in Lebanon are awful, they are worse in Syria, its neighbor.  The longer-running 

problem is that another failed state in the region will trigger refugee flows, destabilizing 

neighboring nations and spreading to Europe. 

 

Economics and policy:  The eviction moratorium may not last, and negative nominal interest 

rate bonds are expanding again.   

• The Biden administration is using the CDC to extend the eviction moratorium.  Their 

legal rationale is shaky, and the courts may overturn the measure, leading to foreclosures 

and evictions.   

• The bond rally seen in the U.S. over the past quarter is sending global yields into negative 

nominal territory.  The stock of negative-yielding debt is up to $16 trillion.  Generally 

speaking, negative yields tend to support gold prices. 
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https://www.washingtonpost.com/world/interactive/2021/beirut-explosion-anniversary-photos/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&itid=sf_world&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F34537dd%2F610b613d9d2fda2f47e3fdb2%2F596b53f6ae7e8a44e7d597a3%2F43%2F69%2F610b613d9d2fda2f47e3fdb2
https://www.wsj.com/articles/beirut-explosion-brings-lebanon-to-the-brink-11596663015?st=wc8kakxi84k4m8o&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/beirut-explosion-brings-lebanon-to-the-brink-11596663015?st=wc8kakxi84k4m8o&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/lebanons-economy-still-reeling-from-beirut-port-explosion-falls-off-a-cliff-11628089525?st=edp0cfg3qtr43l5&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/08/04/world/lebanon-crisis.html?smid=url-share
https://www.nytimes.com/2021/08/04/world/lebanon-crisis.html?smid=url-share
https://www.unicef.org/press-releases/water-supply-systems-verge-collapse-lebanon-over-71-cent-people-risk-losing-access?utm_source=POLITICO.EU&utm_campaign=f5f3dae5a7-EMAIL_CAMPAIGN_2021_08_05_05_08&utm_medium=email&utm_term=0_10959edeb5-f5f3dae5a7-190334489
https://geopoliticalfutures.com/lebanons-bleak-future-midterm-forecast-report-card/
https://www.wsj.com/articles/legal-battle-looms-over-new-eviction-moratorium-11628104428?st=36oxu0onikflssc&reflink=desktopwebshare_permalink
https://www.ft.com/content/43280fe3-b6cd-44e1-bb75-25b0962b5ba1
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• Many employers struggle to find seasonal help. Tourist or agricultural establishments 

often rely on foreign seasonal workers who come for the summer and return home in the 

fall.  The U.S., under the H-2B program, offers J-1 visas for such workers.  However, 

COVID-19 issues have disrupted this process.  As reopening occurs, seasonal firms are 

scrambling for workers.  Domestic workers usually prefer year-round employment. 

• Early indications suggest that the majority leadership in Congress will forego passing the 

debt ceiling increase in reconciliation and will force GOP members to vote to expand it 

as well.  Although this action might take away the political potency of the measure, it is 

risky because it may trigger a government shutdown in the fall.   

• The crypto industry is reacting against tax proposals, trying to narrow who is considered 

a “broker” of cryptocurrencies.   

• The pandemic has scrambled the global logistics industry.1  One problem that has 

emerged is that shipping containers, the backbone of global shipping, are ending up in the 

wrong places.  Much of this is because the U.S. is importing much more than it is 

exporting, meaning that containers are piling up here when they are needed elsewhere.   

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

• Investors continue to struggle with the evolving investing environment.  We continue to 

monitor the situation closely.  Although it is still uncertain which firms and industries 

will avoid problems and which will be targeted, we notice social media and software 

seem to be catching most of the scrutiny.  Manufacturing—companies that make things—

seem to be given a wider berth.  Overall, the CPC seems to be focusing on three areas: 

o Antitrust—the Xi regime appears to view size alone as an area of concern.  China 

has had antitrust rules in place since 2008, but active enforcement didn’t occur 

until last year.  We note this issue isn’t just one for China; there is an active trend 

in the U.S. to overturn the Bork Rule, but so far, Beijing has been much more 

effective in this arena than Washington. 

o Data security—it’s really hard to know what data are critical and what 

information doesn’t pose a threat.  China has noted that the NSA seems to capture 

data first and ask questions later.  This stance seems to have led Chinese 

regulators to try to prevent ANY data from falling into foreign hands.  So, firms 

that collect data are being forced to isolate to China in all matters. 

o Disorder—capitalism is disruptive.  Joseph Schumpeter’s description of “creative 

destruction” details how free enterprise creates conditions of unending stress.  

China tends to view disorder and disruption as dangerous.   

• So, what is our best guess about what is going on (at least for now)? 

o Much of this is industrial policy.  As noted above, Beijing wants to direct 

resources to industries they consider important.  Every engineer it can move from 

gaming to chip production is a win.  There are flaws to this thinking; it suggests 

there are only so many engineers, so they must be marshaled, where, in reality, 

 
1 The Odd Lots podcast has held a series of shows on various elements of the logistical snags.   

https://www.nytimes.com/2021/08/02/business/economy/seasonal-foreign-guest-workers.html?smid=url-share
https://www.nytimes.com/2021/08/02/business/economy/seasonal-foreign-guest-workers.html?smid=url-share
https://www.politico.com/news/2021/08/04/debt-limit-congress-502417
https://www.politico.com/news/2021/08/04/debt-limit-congress-502417
https://www.politico.com/news/2021/08/04/cryptocurrency-tax-provisions-502435?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/08/04/cryptocurrency-tax-provisions-502435?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/where-did-all-the-shipping-containers-go-11628104583?st=nvgwztweemsz5xd&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/where-did-all-the-shipping-containers-go-11628104583?st=nvgwztweemsz5xd&reflink=desktopwebshare_permalink
https://www.reuters.com/technology/baffled-investors-fear-nothings-off-limits-china-regulatory-crackdown-2021-08-03/
https://www.wsj.com/articles/china-wants-manufacturingnot-the-internetto-lead-the-economy-11628078155?st=vpjkjxbkzsbpeuw&reflink=desktopwebshare_permalink
https://supchina.com/2021/08/02/chinas-big-tech-crackdown-a-guide/?utm_source=Eurasia+Group+Signal&utm_campaign=a8627a364b-EMAIL_CAMPAIGN_2021_08_05_11_09&utm_medium=email&utm_term=0_e605619869-a8627a364b-134308033
https://www.washingtonpost.com/politics/2021/07/28/technology-202-china-is-doing-what-us-cant-seem-regulate-its-tech-giants/
https://www.washingtonpost.com/politics/2021/07/28/technology-202-china-is-doing-what-us-cant-seem-regulate-its-tech-giants/
https://www.thewirechina.com/2020/12/06/the-snowden-effect/
https://www.thewirechina.com/2020/12/06/the-snowden-effect/
http://www.xinhuanet.com/english/2021-03/05/c_139784906.htm
https://podcasts.apple.com/us/podcast/odd-lots/id1056200096
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having gaming might create more engineers.  However, that sentiment isn’t 

making it in the Politburo. 

o Regulatory turf wars may be part of this too.  Regulators get rewarded for 

regulating, and we may see a fight among regulators to determine who will be the 

most powerful. 

o Like in the West, there is rising populism in China.  The “lying flat” movement 

and the pushback against “996” are part of the anger against inequality and the 

difficult labor environment.  Beijing may be trying to get in front of these issues. 

• The action of regulators has created conditions of volatility, and it will be difficult to 

unwind that sentiment.  In other words, Chinese equity prices will likely build a discount 

that will simply reflect regulatory risk.   

• China is also cracking down on firms thought to be hoarding critical supplies.   

• Equities are not the only market that has faced government action.  China has released 

strategic stockpiles of commodities in a bid to reduce prices.  So far, the actions have 

reduced the upside momentum of prices but have failed to bring prices down 

significantly.   

• One little thing we noticed is that two Chinese cyclists who won medals at the Olympics 

wore Mao pins at their awards ceremony.  Not only is this against Olympic protocol, but 

it also suggests a “great leader” worship that Deng tried to end.  Xi has fostered this sort 

of activity, and this episode suggests it is becoming an acceptable practice. 

• Tensions with Taiwan remain elevated.  Civil society groups that act to help dissidents 

leave China are starting to fear that their activities will be next on Beijing’s radar.  

Taiwan officials confirm that U.S. advisors were present at Patriot missile tests.  

Yesterday, the Biden administration approved arms sales to the island.   

• New research offers an insight into how China structures its sovereign loans.  Two items 

are interesting—the bonds do not participate in the Paris Accord, which is a forum for 

dealing with default.  The other is that China includes language that allows it to call the 

loan based on certain behaviors, such as increased fiscal spending.  The former means 

that default must be dealt with bilaterally, giving Beijing leverage.  The latter is common 

with commercial loans but usually not with sovereign ones because they infringe on the 

sovereignty of the borrower.  China appears less concerned about this issue.   

• Evergrande (EGRNF, USD, 0.65) bonds are being shorted aggressively.   

International roundup:  Belarus is honing the migration game, and Mexico is suing U.S. gun 

manufacturers.   

• Monitors are seeing a jump in immigrants moving from Iraq to Belarus.  From there, they 

are heading to the EU.  It appears that Minsk, like Ankara, is using immigration from the 

Middle East to try to soften sanctions.   

• Facing a constant problem with gun violence, Mexico is suing U.S. gun manufacturers.   

• So far, attacks on shipping in the region around the Persian Gulf have had little effect on 

oil prices.  If they escalate further, a spike in oil prices is possible.   

https://www.sixthtone.com/news/1007589/tired-of-running-in-place%2C-young-chinese-lie-down
https://www.ft.com/content/1d7737d2-73b8-4a3e-b0ad-9177589ba81c
https://www.wsj.com/articles/tencent-selloff-shows-deep-scar-tissue-in-chinese-markets-11628063785?st=9v3232sbyblorgg&reflink=desktopwebshare_permalink
https://www.ft.com/content/8feef138-d73f-43e7-82af-5bc1fe70e92f
https://www.yicai.com/news/101129528.html
https://www.reuters.com/article/us-china-commodities-intervention-analys/analysis-reality-bites-chinas-meddling-cools-but-cant-reverse-hot-commodity-prices-idUSKBN2F50SZ
https://www.reuters.com/article/us-china-commodities-intervention-analys/analysis-reality-bites-chinas-meddling-cools-but-cant-reverse-hot-commodity-prices-idUSKBN2F50SZ
https://www.reuters.com/article/us-china-commodities-intervention-measur/china-intervenes-to-manage-commodity-prices-idUSKBN2F50V7
https://www.reuters.com/article/us-china-commodities-intervention-factbo/factbox-chinas-key-commodities-targeted-by-beijings-recent-measures-idUSKBN2F50V9
https://www.nytimes.com/2021/08/04/sports/olympics/olympics-china-cyclists-mao-pins.html
https://www.nytimes.com/2021/08/04/magazine/taiwan-china.html?smid=url-share
https://www.nytimes.com/2021/08/04/magazine/taiwan-china.html?smid=url-share
https://www.scmp.com/news/china/politics/article/3143536/taiwan-report-confirms-us-patriot-experts-present-missile-tests
https://thehill.com/policy/defense/566406-biden-administration-approves-first-arms-sale-to-taiwan
https://www.ft.com/content/f78ebff8-a4d9-419c-9a76-dcf6cddb3ad9
https://www.ft.com/content/8f28f192-c3e4-4207-a813-4f0f58ff1219
https://ls-osp-sdg.maps.arcgis.com/apps/dashboards/9b0a008b1fff41a88c5efcc61a876be2
https://www.politico.eu/article/belarus-migrant-arrivals-growing-lithuania-minister-warns/?utm_source=POLITICO.EU&utm_campaign=f5f3dae5a7-EMAIL_CAMPAIGN_2021_08_05_05_08&utm_medium=email&utm_term=0_10959edeb5-f5f3dae5a7-190334489
https://www.politico.eu/article/belarus-migrant-arrivals-growing-lithuania-minister-warns/?utm_source=POLITICO.EU&utm_campaign=f5f3dae5a7-EMAIL_CAMPAIGN_2021_08_05_05_08&utm_medium=email&utm_term=0_10959edeb5-f5f3dae5a7-190334489
https://www.nytimes.com/2021/08/04/world/americas/mexico-lawsuit-gun-companies.html?smid=url-share
https://www.washingtonpost.com/world/the_americas/mexico-guns-us-lawsuit/2021/08/04/181fdbaa-f52d-11eb-a636-18cac59a98dc_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%2F34537e4%2F610b613d9d2fda2f47e3fdb2%2F596b53f6ae7e8a44e7d597a3%2F57%2F69%2F610b613d9d2fda2f47e3fdb2
https://www.politico.eu/article/gulf-shipping-attacks-leave-global-economy-vulnerable-trade/?utm_source=POLITICO.EU&utm_campaign=f5f3dae5a7-EMAIL_CAMPAIGN_2021_08_05_05_08&utm_medium=email&utm_term=0_10959edeb5-f5f3dae5a7-190334489
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• Wildfires are affecting Europe and the Middle East.  Greece and Turkey are fighting 

wildfires, which are being fanned by elevated temperatures.  In the latter, President 

Erdogan is facing political criticism for the response to the crisis.   

• Ebrahim Raisi will be sworn in today as the new president of Iran. 

  

COVID-19:  The number of reported cases is 200,370,643 with 4,259,874 fatalities.  In the U.S., 

there are 35,334,422 confirmed cases with 614,804 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 402,010,455 doses of the vaccine have 

been distributed, with 348,102,478 doses injected.  The number receiving at least one dose is 

192,614,017, while the number of second doses, which would grant the highest level of 

immunity, is 165,334,987.  The FT has a page on global vaccine distribution.   

• The WHO is opposing booster shots in the West before the emerging world is vaccinated.  

Although we understand the sentiment, the idea that an elected official would divert 

vaccines to foreigners is a non-starter.   

• We are starting to see the Delta and Lambda surges affect the economy and sentiment.  

Recent polls suggest that only 40% of Americans see the pandemic situation as 

improving, compared to 89% in June.  Consumers are beginning to express concern about 

economic conditions.   

• China’s primary measures for dealing with COVID-19 outbreaks are lockdowns.  We 

note that transportation links are being closed due to Delta variant infections.   

• Israel, one of the earliest nations to reopen after an aggressive vaccination campaign, is 

reinstituting some restrictions.  However, they are less than a full lockdown. 

• South Asia is facing a new surge in infections.  India and Thailand are seeing higher 

cases, and Indonesia now has over 100,000 deaths from the virus.   

• Vaccine passports remain problematic, and corporations continue to debate vaccine 

mandates for their employees.  The U.S. is considering requiring proof of vaccination for 

foreign visitors.  Meanwhile, the U.K. has relaxed travel guidance for French visitors.   

• One problem that has emerged in the pandemic has been just how little we know about it.  

Scientists continue to engage in studies to learn more, although the media reporting 

about these studies has been problematic.  Reporters have little ability to judge the power 

of a study, so the most controversial tends to get the most airtime.  With that in mind, a 

recent study from Imperial College suggests that current vaccines are effective in 

preventing serious illness.  This is consistent with other studies we have seen, and 

consistency is mostly how the scientific method establishes its findings.   

 

 

 

 

 

 

https://www.nytimes.com/2021/08/04/world/europe/greece-wildfires.html?smid=url-share
https://www.nytimes.com/2021/08/04/world/europe/turkey-fires-erdogan-anger.html?smid=url-share
https://www.wsj.com/articles/iran-to-swear-in-new-president-as-unease-grows-over-nuclear-deal-11628150225?st=3hl2fscao7cxtmo&reflink=desktopwebshare_permalink
https://www.ft.com/content/184103fd-f5fc-4778-aeea-075524935581
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.politico.eu/article/who-calls-for-moratorium-on-booster-vaccines/?utm_source=POLITICO.EU&utm_campaign=f5f3dae5a7-EMAIL_CAMPAIGN_2021_08_05_05_08&utm_medium=email&utm_term=0_10959edeb5-f5f3dae5a7-190334489
https://www.nytimes.com/2021/08/04/world/who-covid-vaccine-boosters.html?smid=url-share
https://news.gallup.com/poll/353003/americans-optimism-covid-dashed-cases-surge.aspx?utm_source=Eurasia+Group+Signal&utm_campaign=a8627a364b-EMAIL_CAMPAIGN_2021_08_05_11_09&utm_medium=email&utm_term=0_e605619869-a8627a364b-134308033
https://go.morningconsult.com/rs/850-TAA-511/images/210802_US-Economic-Outlook-August.pdf
https://www.nytimes.com/2021/08/04/world/china-grapples-with-its-worst-outbreak-in-a-year.html?smid=url-share
https://www.ft.com/content/062a15b6-d2bb-4356-be9d-b231352d020e
https://www.ft.com/content/062a15b6-d2bb-4356-be9d-b231352d020e
https://www.nytimes.com/2021/08/04/world/israel-covid-restrictions-lockdown.html?smid=url-share
https://www.ft.com/content/32fe6509-372f-4335-9e23-38a508469529?emailId=610b612081b1db0004f0d198&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.aljazeera.com/news/2021/8/4/thailand-reports-daily-record-of-over-20000-covid-19?utm_source=Eurasia+Group+Signal&utm_campaign=a8627a364b-EMAIL_CAMPAIGN_2021_08_05_11_09&utm_medium=email&utm_term=0_e605619869-a8627a364b-134308033
https://www.washingtonpost.com/world/indonesia-surpasses-100000-deaths-amid-new-virus-wave/2021/08/04/dcf1f1f0-f50c-11eb-a636-18cac59a98dc_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%2F34537e5%2F610b613d9d2fda2f47e3fdb2%2F596b53f6ae7e8a44e7d597a3%2F58%2F69%2F610b613d9d2fda2f47e3fdb2
https://www.axios.com/why-vaccine-passports-are-still-just-a-dream-955aa597-5e1d-46de-ae4b-c039933a6cf8.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/covid-19-vaccine-mandates-split-corporate-america-walmart-amazon-disney-delta-11628098239?st=sexrc3xoul0ldwo&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-vaccine-mandates-split-corporate-america-walmart-amazon-disney-delta-11628098239?st=sexrc3xoul0ldwo&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-vaccine-mandates-split-corporate-america-walmart-amazon-disney-delta-11628098239?st=sexrc3xoul0ldwo&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-vaccine-mandates-split-corporate-america-walmart-amazon-disney-delta-11628098239?st=sexrc3xoul0ldwo&reflink=desktopwebshare_permalink
https://www.ft.com/content/741dfdf7-1980-4d2b-aac3-814a5ee0f62d?emailId=610b612081b1db0004f0d198&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/df4db947-8697-49a7-b38b-e46bd86ba915?emailId=610b612081b1db0004f0d198&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/df4db947-8697-49a7-b38b-e46bd86ba915?emailId=610b612081b1db0004f0d198&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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U.S. Economic Releases  
 

The outplacement firm Challenger, Gray & Christmas, Inc. reported that U.S. firm layoff 

announcements decreased 99.2% from the prior year.  The decrease in layoffs may reflect a more 

stable labor market compared to a year ago. 

 

The balance of trade expanded more than expected in June as the rise in imports outpaced the 

rise in exports.  Last month, the trade deficit came in at $75.2B, compared to expectations of 

$74.1B.  The prior month’s report was revised from $71.2B to $71.0B.  The rise in the deficit 

reflects a surge in consumption, as households continue to spend more and firms continue to 

rebuild their inventory. 

 

 
 

The chart above shows the trade balance. 

 

Filings for unemployment benefits fell during the week ending July 31.  Initial claims came in at 

385K compared to expectations of 381K.  The prior report was revised from 400K to 399K. 

Continuing claims came in at 2,930K compared to expectations of 3,269K.  The prior report was 

revised from 3,255K to 3,296K. 
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The chart above shows the four-week moving average of initial claims.  The moving average 

rose from 394.0K to 394.25K. 
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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. 
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EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort m/m 1-Aug 53.2 **

EST Speaker or event

10:00 Christopher Waller Discusses Central Bank Digital Currency

16:00 Neel Kashkari Speaks at Virtual Townhall Event

Federal Reserve Board

President Federal Reserve Bank

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. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Stocks w/w 30-Jul -¥190.6b ¥133.5b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 30-Jul ¥225.6b -¥1087.4b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 30-Jul ¥3.2b -¥58.5b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 30-Jul ¥547.8b -¥223.2b * Equity and bond neutral

Australia Trade Balance m/m Jun A$10496 A$9681m A$10450m ** Equity and bond neutral

EUROPE

Germany Factory Orders m/m Jun 4.1% -3.7% 2.0% ** Equity and bond neutral

Markit Germany Construction PMI m/m Jul 47.1 47 ** Equity and bond neutral

France Industrial Production m/m Jun 0.5% -0.3% 0.5% *** Equity and bond neutral

Manufacturing Production m/m Jun 0.9% -0.5% 1.4% *** Equity and bond neutral

UK New Car Registrations y/y Jul -29.5% 28.0% * Equity and bond neutral

Markit/CIPS UK Construction PMI m/m Jul 58.7 66.3 64.4 ** Equity and bond neutral

Russia CPI Weekly YTD w/w 2-Aug 4.5% 4.6% ** Equity and bond neutral

CPI w/w 2-Aug -0.1% 0.0% ** Equity and bond neutral

AMERICAS

Brazil Markit Brazil PMI Composite m/m Jul 55.2 54.6 ** Equity and bond neutral

Markit Brazil PMI Services m/m Jul 54.4 53.9 ** Equity and bond neutral

Canada Building Permits m/m Jun 6.9% -14.8% 6.3% ** Equity and bond neutral

Mexico Vehicle Domestic Sales m/m Jul 82157 87088 ** 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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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 12 12 0 Down

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

TED spread (bps) 9 8 1 Neutral

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

10-yr T-note (%) 1.19 1.18 0.01 down

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

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

Currencies Direction

dollar Flat Down

euro Flat Up

yen Down Up

pound Up Up

franc Flat Up

Central Bank Action Current Prior Expected

Brazil Selic Rate 4.250% 5.250% On forecast

Bank of England Bank Rate 0.100% 0.100% On forecast

BOE Corporate Bond Target 20b 20b On forecast

BOE Gilt Purchase Target 875b 875b On forecast

RBI Repurchase Rate 4.000% 4.000% On forecast

RBI Reverse Repo Rate 3.350% 3.350% On forecast

RBI Cash Reserve Ratio 4.000% 4.000% 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 $70.77 $70.38 0.55%

WTI $68.72 $68.15 0.84%  

Natural Gas $4.13 $4.16 -0.75%  

Crack Spread $23.56 $23.82 -1.06%

12-mo strip crack $20.73 $20.87 -0.68%

Ethanol rack $2.43 $2.43 -0.32%

Gold $1,810.31 $1,811.74 -0.08%

Silver $25.40 $25.38 0.08%

Copper contract $432.45 $433.25 -0.18%

Corn contract $549.50 $546.75 0.50%

Wheat contract $721.00 $717.25 0.52%

Soybeans contract $1,318.25 $1,325.75 -0.57%

Baltic Dry Freight 3,318            3,281            37

Actual Expected Difference

Crude (mb) 3.6 -3.2 6.8

Gasoline (mb) -5.3 -1.1 -4.2

Distillates (mb) 0.8 -0.1 0.9

Refinery run rates (%) 0.20% 0.50% -0.3%

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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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 forecast calls for wetter-

than-normal conditions in the Great Lakes region, with dry conditions for the rest of the country.  

There is some cyclone formation along the West African coast. 
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Data Section 
 

U.S. Equity Markets – (as of 8/4/2021 close) 
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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 8/4/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

Cash

US Corporate Bond

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

Foreign Developed ($)

Small Cap

Value

Foreign Developed (local currency)

Mid Cap

Large 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 

 

August 5, 2021 
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P/E as of 8/4/2021 = 23.5x

 
 

Based on our methodology,2 the current P/E is 23.5x, down 0.6x 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. 

 
2 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. 


