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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 6, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is up 0.2% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed essentially unchanged.  Chinese markets were lower, with the Shanghai Composite down 

0.2% from its prior close and the Shenzhen Composite also down 0.2%.  U.S. equity index 

futures are signaling a higher open.  With 427 companies having reported, the S&P 500 Q2 2021 

earnings stand at $52.10, higher than the $45.31 forecast for the quarter.  The forecast reflects a 

60.0% increase from Q2 2020 earnings.  Thus far this quarter, 86.9% of the companies have 

reported earnings above forecast, while 11.5% 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 (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 (8/6/2021) (with associated podcast and chart book): We 

examine how unified government affects long-duration bond yields. 

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

Globalization” 

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

with a discussion about the effect the new variant may have on the recovery.  Our international 

news coverage includes escalating tensions between Israel and Lebanon and India’s removal of a 

controversial tax.  U.S. economics and policy news are up next, with details about the 

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

State Labor Force: As new COVID-19 cases spread throughout the country, there may be a 

glimmer of hope that the recovery will not be significantly affected.  Although infections are 

rising throughout the U.S., most of this increase has been concentrated within the Southern 

region.  Average daily cases per 100,000 in the South are almost double its nearest competitor.  

Despite the increase in cases, the political situation in the South makes the likelihood of new 

restrictions doubtful.  As a result, this region should remain relatively stable regardless of the rise 

in infections.  Additionally, the fact that southern states have the lowest vaccination rates 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_2_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_aug_05_2021.pdf
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https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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compared to the rest of the country suggests that hospitalization rates will likely be manageable 

for other parts of the country.  Hence, the chances of another lockdown are relatively small.  

 

Despite having higher infection rates, the South has seen a faster labor force recovery than its 

peers.  As of June, the labor force in the Southwest and Southeast regions has returned to their 

January 2020 levels.  Although there have been new restrictions imposed in certain states, most 

notably in New York, it should be worth noting that these states are more prepared than they 

were in December of last year when the country saw a similar uptick in cases. We believe that 

although the employment data may be relatively weak in the coming months, the impact of the 

variant on the labor market, as well as the broader economy, may not severely derail the 

recovery.  That being said, the spread will likely not ease concerns of potential workers who are 

sitting out of the labor market until the pandemic is better controlled.  
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International news:   

● Prime Minister Narendra Modi’s government removed a controversial tax that would 

allow the government to impose taxes retrospectively on foreign investment.  The move 

comes as India struggles to get its economy back on track following pandemic-related 

setbacks. 

● On Wednesday, Israel carried out airstrikes in Lebanon. The attack was in response to a 

barrage of rockets launched from southern Lebanon into northern Israeli territory. Israel 

has attributed the attack to Palestinian terrorist groups operating within Lebanon.  On 

Friday, Hezbollah responded with missiles of their own toward military outposts along 

the border of the two countries.  In its defense, Hezbollah explained that its response was 

due to Israeli airstrikes within the country that killed two of its operatives.  

● An Eyewitness report suggests that Tigrayan forces have taken control of Lalibela.  The 

town is known for its orthodox churches and is regarded as a culturally important site by 

the United Nations. The report has not been verified. 

● Brazilian President Jair Bolsonaro's request to have printed ballots in case of an electoral 

challenge was denied by the Brazilian congressional committee.  Bolsonaro has argued 

that electronic voting machines cannot be trusted and warned that he may not accept the 

result of the elections if he loses. Over the last few months, Bolsonaro has seen a 

significant drop in popularity due to his handling of the pandemic and the economy. His 

insistence on printed ballots appears to be a way to delegitimize the election in case he is 

defeated. 

Economics and policy:  

● President of the AFL-CIO labor organization, Richard Trumka, died unexpectedly on 

Thursday. He was an ally of President Biden. The Federation’s secretary-treasurer, Liz 

Shuler, will take over as president until a successor is elected. 

● U.S. President Joe Biden directed the Department of Homeland Security to offer a “safe 

haven” for Hong Kong residents who fear returning home.  

● The Congressional Budget Office (CBO) announced that the infrastructure bill does not 

pay for itself, contradicting the claims of the bill’s negotiators.  The CBO report claimed 

the federal budget deficit would expand by $256 billion. 

○ In other news, there seems to be more clarification on the provision within the 

infrastructure bill regarding how cryptocurrency will be reported to the IRS.   

● In an effort to reduce carbon emissions, President Biden introduced a plan that will 

expand upon the tailpipe regulations from the Obama era to help push Americans toward 

electric vehicles. The plan will look to strengthen auto mileage standards and implement 

more stringent auto pollution rules for passenger vehicles and heavy-duty trucks. The 

president is also pushing for 500,000 electric vehicle charge stations.  

https://www.ft.com/content/6bb63863-c0eb-4e5b-99bd-b023847d3595
https://www.ft.com/content/1e9fabf5-985e-4c93-ad70-fdff1362d0a8
https://www.axios.com/hezbollah-israel-rockets-d5cfb525-d93b-4483-b34a-7a3f3b8ac68c.html
https://www.reuters.com/world/africa/tigrayan-forces-take-control-ethiopian-town-lalibela-un-world-heritage-site-2021-08-05/
https://www.reuters.com/world/americas/brazilian-congressional-committee-defeats-election-change-sought-by-bolsonaro-2021-08-06/
https://www.reuters.com/world/americas/brazilian-congressional-committee-defeats-election-change-sought-by-bolsonaro-2021-08-06/
https://www.politico.com/news/2021/08/05/afl-cio-trumka-dead-502573
https://www.axios.com/biden-hong-kong-safe-haven-a53f8b1b-a976-4abc-80df-6edf6c110867.html
https://www.axios.com/biden-hong-kong-safe-haven-a53f8b1b-a976-4abc-80df-6edf6c110867.html
https://www.reuters.com/world/us/us-senators-gird-cbo-analysis-1-trillion-infrastructure-bill-2021-08-05/
https://www.reuters.com/world/us/us-senators-gird-cbo-analysis-1-trillion-infrastructure-bill-2021-08-05/
https://www.wsj.com/articles/cryptocurrency-compromise-emerges-for-infrastructure-bill-11628185806?mod=cxrecs_join#cxrecs_s
https://www.nytimes.com/2021/08/05/climate/biden-tailpipe-emissions-electric-vehicles.html?action=click&module=Spotlight&pgtype=Homepage
https://www.nytimes.com/2021/08/05/climate/biden-tailpipe-emissions-electric-vehicles.html?action=click&module=Spotlight&pgtype=Homepage
https://www.axios.com/electric-vehicle-charging-stations-equity-1b00f7a6-f87a-4125-9bc0-82399663b345.html
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● A software update in Apple (AAPL, $147.06) will scan the phones for child abuse 

imagery.  Researchers fear the update could lead to an increase in surveillance of phones.  

China:   

● Antitrust regulators in China are preparing to impose a $1 billion fine on food delivery 

platform Meitaun (MPGNY, $54.97).  Regulators have accused the firm of using its 

position to disadvantage small companies.  The latest fine represents a larger crackdown 

by Chinese authorities as a way to reign in tech firms.  

● Australia is expected to introduce new powers that will allow it to target individuals who 

are associated with human rights violations. The proposal is believed to be aimed at 

Beijing, following its treatment of Uyghurs and dissidents in Hong Kong.  Those 

believed to be affiliated with human rights violations could be subject to sanctions and a 

travel ban. 

● Chinese semiconductor foundry company SMIC (0981, HK$28.15) plans to build two 

new manufacturing plants in Beijing and Shanghai. The new plants are part of China’s 

broader goal of being more self-reliant.  However, possible U.S. restrictions could 

prevent it from receiving the production equipment these factories need to operate.  

COVID-19:  The number of reported cases is 200,939,775 with 4,267,859 fatalities.  In the U.S., 

there are 35,440,509 confirmed cases with 615,320 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 403,047,945 doses of the vaccine have 

been distributed, with 348,966,419 doses injected.  The number receiving at least one dose is 

193,199,353, while the number of second doses, which would grant the highest level of 

immunity, is 165,637,566.  The FT has a page on global vaccine distribution.   

● Leading U.S. infectious disease expert Dr. Anthony Fauci announced that the country 

would start to give additional booster COVID-19 shots to people with compromised 

immune systems. The booster is still waiting to be authorized for emergency use. 

● Moderna (MRNA, $416.26 ) announced that its COVID-19 shot was 93% effective four 

to six months after the second dose. This is a better outcome than its competitor Pfizer 

(PFE, $45.06), which had a reported effectiveness rate of 84%. 

● China has seen an increase in coronavirus cases in the mainland. In the past, China has 

dealt with containing the virus through lockdowns.  At this point, it is unclear whether 

such measures will be used this time around while the country tries to maintain growth. 

● The Biden administration is considering using regulatory powers and the threat of 

withholding federal funds from institutions as a way to encourage people to get 

vaccinated.  The proposal will likely impact long-term care facilities, cruise ships, and 

universities. 

 

https://www.ft.com/content/14440f81-d405-452f-97e2-a81458f5411f
https://www.ft.com/content/14440f81-d405-452f-97e2-a81458f5411f
https://www.wsj.com/articles/chinas-antitrust-regulator-planning-to-fine-meituan-about-1-billion-11628238951
https://www.wsj.com/articles/chinas-antitrust-regulator-planning-to-fine-meituan-about-1-billion-11628238951
https://www.scmp.com/week-asia/politics/article/3144066/australias-proposed-magnitsky-style-sanctions-law-could-target?module=lead_hero_story&pgtype=homepage
https://www.scmp.com/week-asia/politics/article/3144066/australias-proposed-magnitsky-style-sanctions-law-could-target?module=lead_hero_story&pgtype=homepage
https://www.scmp.com/tech/tech-war/article/3144091/chinas-smic-pushes-ahead-planned-new-chip-plants-beijing-shenzhen
https://www.scmp.com/tech/tech-war/article/3144091/chinas-smic-pushes-ahead-planned-new-chip-plants-beijing-shenzhen
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
https://www.reuters.com/world/us/us-plans-give-extra-covid-19-shots-at-risk-americans-fauci-2021-08-05/
https://www.reuters.com/world/us/us-plans-give-extra-covid-19-shots-at-risk-americans-fauci-2021-08-05/
https://www.reuters.com/business/healthcare-pharmaceuticals/moderna-says-its-covid-19-shot-remains-93-effective-4-6-months-after-second-dose-2021-08-05/
https://www.reuters.com/business/healthcare-pharmaceuticals/moderna-says-its-covid-19-shot-remains-93-effective-4-6-months-after-second-dose-2021-08-05/
https://www.reuters.com/world/china/china-reports-124-new-coronavirus-cases-aug-5-vs-85-day-ago-2021-08-06/
https://www.washingtonpost.com/politics/biden-vaccines-delta/2021/08/05/4359ac76-f567-11eb-a49b-d96f2dac0942_story.html
https://www.washingtonpost.com/politics/biden-vaccines-delta/2021/08/05/4359ac76-f567-11eb-a49b-d96f2dac0942_story.html
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U.S. Economic Releases  
 

In today’s key economic report, July nonfarm payrolls increased by a seasonally adjusted 943K, 

handily beating expectations for an increase of 870K.  Perhaps just as important, June payroll 

growth was revised upward to 938K from the initial estimate of 850K.  Even though the figures 

suggest a lot of the upside surprise in July stemmed from government hiring, the data still point 

toward an enormous improvement in employment that is taking place in the U.S. over the 

summer.  The chart below shows the growth of nonfarm payrolls since just before the prior 

recession. 

 

 
 

Separately, the July unemployment rate dropped significantly to 5.4% compared with the 

anticipated rate of 5.7% and the June rate of 5.9%.  The chart below shows how the 

unemployment rate has changed since just before the previous recession. 

 

 
 

Finally, the report showed average hourly earnings in July rose to $30.54, for a 4.0% gain from 

one year earlier.  As with so much in this report, the annual increase was better than the expected 
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rise of 3.9% and much better than the revised 3.7% increase in the year through June.  The chart 

below shows the year-over-year increase in average hourly earnings over time compared with the 

annual rise in the Consumer Price Index.  The chart serves as a reminder that even though 

average wage rates are rising briskly, prices are outstripping those gains for at least the time 

being. 

 

 
 

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

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Jun F 0.8% 0.8% ***

15:00 Consumer Credit m/m Jun $23.000b $35.281b *

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Leading Index m/m Jun P 104.1 102.6 104.2 ** Equity and bond neutral

Coincident Index m/m Jun P 94.0 92.1 94.0 * Equity and bond neutral

South Korea BoP Current Account Balance m/m Jun $8846.9m $10761.2m ** Equity and bond neutral

BoP Goods Balance m/m Jun $7618.3m $6367.4m * Equity and bond neutral

EUROPE

Germany Industrial Production WDA y/y Jun 5.1% 16.6% 7.9% ** Equity bearish, bond bullish

France Trade Balance m/m Jun -5819m -6801m -6200m * Equity and bond neutral

Italy Industrial Production WDA y/y Jun 13.9% 21.1% 13.4% ** Equity bullish, bond bearish

Industrial Production NSA y/y Jun 14.0% 24.9% * Equity and bond neutral

Switzerland Foreign Reserves m/m Jul 923.2b 941.1b *** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 30-Jul 14.19t 14.21t * Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Jul 94.0k 230.7k 150.0k *** Equity bearish, bond bullish

Unemployment Rate m/m Jul 7.5% 7.8% 7.4% *** Equity bearish, bond bullish

Mexico Gross Fixed Investment y/y May 46.5% 43.1% 45.4% ** Equity bullish, bond bearish  
 

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. 

 
Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 5 5 0 Neutral

TED spread (bps) 8 7 1 Neutral

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

10-yr T-note (%) 1.26 1.22 0.04 down

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

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

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Up

franc Down Up

Central Bank Action Current Prior Expected

RBI Repurchase Rate 4.000% 4.000% 4.000% On forecast

RBI Reverse Repo Rate 3.350% 3.350% 3.350% On forecast

RBI Cash Reserve Ratio 4.000% 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. 
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Price Prior Change Explanation

Brent $72.22 $71.29 1.30%

WTI $69.99 $69.09 1.30%  

Natural Gas $4.13 $4.14 -0.36%  

Crack Spread $24.47 $24.58 -0.45%

12-mo strip crack $21.05 $21.21 -0.71%

Ethanol rack $2.43 $2.42 0.03%

Gold $1,799.43 $1,804.41 -0.28%

Silver $25.05 $25.16 -0.44%

Copper contract $439.55 $434.80 1.09%

Corn contract $552.00 $553.00 -0.18%

Wheat contract $717.75 $712.75 0.70%

Soybeans contract $1,336.75 $1,328.50 0.62%

Baltic Dry Freight 3,376            3,318            58

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%

Natural gas (bcf) 13.0 18.0 -5.0

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 for 

virtually the entire country, with average temperatures only in the Southwest.  The forecast calls 

for wetter-than-normal conditions in New England, the mid-Atlantic states, and the Southwest, 

with dry conditions for the rest of the country.  There is some cyclone activity in the Atlantic, but 

it remains far off the coasts of South America and Western Africa. 
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Data Section 
 

U.S. Equity Markets – (as of 8/5/2021 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 8/5/2021 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

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,1 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. 

 
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. 


