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Daily Comment

By Patrick Fearon-Hernandez, CFA, and Thomas Wash

[Posted: August 5, 2026 — 9:30 AM ET] Global equity markets are higher this morning. In
Europe, the Euro Stoxx 50 is up 0.1% from its prior close. In Asia, the MSCI Asia Apex 50
Index closed up 3.0%. Chinese markets were higher with the Shanghai Composite up 1.5% and
the Shenzhen Composite up 2.1%. US equity index futures are signaling a higher open.

With 372 companies having reported so far, S&P 500 earnings for Q2 are running at $86.50 per
share, compared to an estimate of $82.54, which is up 23.3% from Q2 2025. Of the companies
that have reported thus far, 86.0% have exceeded expectations while 9.9% have fallen short.

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 in bold.
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Have a question on the economy, markets, geopolitics, or other important topics? You can
submit your queries to our monthly podcast, Confluence Mailbag! Submit your question to
mailbag@confluenceim.com.

Our Comment opens with an analysis of the recent push by the US and Iran toward an interim
deal over the Strait of Hormuz. We then examine the results of Tuesday’s primaries and what
they could mean for the upcoming midterms. Next, we briefly cover growing concerns over Al
safety, China’s crackdown on tax avoidance, and Italy’s push to slow its military buildup. As
always, we conclude with a round-up of recent domestic and international economic data.

Deal Possible: Optimism is mounting that the United States and Iran are moving closer to an
interim agreement designed to de-escalate tensions and restore commercial traffic through the
Strait of Hormuz. On Tuesday, Treasury Secretary Scott Bessent confirmed that negotiations are
underway on a potential arrangement to reopen the waterway to shipping, though he cautioned
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that a final deal has not yet been reached. The improving outlook has buoyed risk assets, as fears
of a broader regional conflict continue to recede.

Progress appears to be centered on parallel diplomatic tracks. Iran has been negotiating
with Oman on a framework for safe maritime passage, while the United States has
engaged Qatar on potential arrangements to support a broader interim deal. Although Iran
continues to publicly assert its ability to manage maritime trade through the strait, there
are indications that its position has softened in private discussions as the agreement takes
shape.

While few details have been officially disclosed, there are emerging signs of de-
escalation. Iran is reportedly considering allowing the EU to clear mines within the strait,
a move that would restore confidence among shipping operators and insurers after five
months of hostilities between the two sides. However, any agreement would hinge on
securing reliable assurances that the Islamic Revolutionary Guard Corps will not target
commercial vessels.

While no final agreement has been reached, both sides appear to signal their willingness
to continue fighting if necessary. That said, the recent talks do seem more constructive,
particularly regarding the reopening of the strait as a preliminary step while the two sides
negotiate a broader accord on Iran's nuclear ambitions. As a result, this is likely to bring a
significant easing of tensions, though it probably will not mark a definitive end to the
underlying conflict.

Midterms: The recent primary elections brought less-than-stellar results for progressives. Abdul
El-Sayed managed to secure the Democratic nomination for the Senate, narrowly defeating his
opponent. However, the unexpectedly tight race could reinforce concerns within the party about
its ability to flip the Senate in November. This narrow victory highlights growing internal
divisions within the Democratic Party regarding its policy direction as it seeks to rebuild support
following its defeat in the 2024 general election.

The election results show that the progressive wing of the Democratic Party still faces
challenges with mainstream appeal, despite recent victories elsewhere. In Missouri,
incumbent Wesley Bell, a traditional Democrat, easily staved off progressive challenger
Cori Bush in a rematch of their 2024 primary. While this was the progressive wing's only
major loss of the night, it reinforces unease within the party about how a leftward shift
might impact performance in the general election.

Heading into the midterms, Republicans appear well-positioned to retain control of the
Senate, while Democrats remain favored to flip the House. According to
RealClearPolitics, eight Senate seats are currently considered tossups, with Democrats
needing to win six to secure a majority. Although polling prior to the Michigan primary
showed Democrats holding an advantage, current polls indicate that Republican
challenger Mike Rogers has an edge over El-Sayed in the general election.

Overall, a divided Congress may be the most favorable outcome for equity markets.
Gridlock makes major legislative shifts less frequent, creating a more predictable
regulatory environment that allows companies to plan long-term with greater confidence.
Additionally, split control relieves pressure on either party to take performative stances.
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Instead, it creates room for compromise on complex issues, such as addressing the
growing fiscal deficit.

Rogue AI? New reports from the UK have revealed that the latest tools from Anthropic and
OpenAl were used to hack into third-party software and send phishing emails to steal user
credentials. The activities also included the potential insertion of malicious code into an open-
source project. Although the breach was detected within an hour, the incident is likely to
heighten concerns over the growing Al-related risks to critical infrastructure, particularly at a
time when governments are still working to establish the necessary regulatory guardrails.

China Tax Crackdown: Beijing is cracking down on tax avoidance as it seeks to plug widening
fiscal budget deficits. Authorities have stepped up efforts to curb capital flight and repatriate
offshore wealth, with tax audits extending as far back as 2000. This campaign specifically targets
ultra-wealthy individuals and gains made on foreign investments. Because Chinese capital has
long been a major driver of global investment, this enforcement push could potentially ripple
through international asset markets.

Italy Cool on Ukraine? The Five Star Movement's resurgence could raise serious questions
about Europe's ability to achieve military self-sufficiency. The left-wing Five Star Movement has
begun pushing back against providing further military aid to Ukraine for use in its conflict with
Russia. This hesitancy stems from apprehension that aid has merely prolonged the stalemate
rather than facilitating peace negotiations between the two sides. The party has also opposed
raising Italy’s defense budget to meet NATO spending targets.

US Economic Releases

The Mortgage Bankers Association said mortgage applications in the week ended July 31 fell
2.9%, after declining 6.4% in the previous week. Applications for home purchase mortgages fell
3.6%, matching their drop in the prior week. Applications for refinancing mortgages fell 1.9%,
but that was much better than their 9.9% plunge the week before. The average interest rate on a
30-year, fixed-rate mortgage rose 5 basis points to 6.81%. The chart below shows how mortgage
rates have changed over time.
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Average Interest Rate on New 30-Year, Fixed-Rate Mortgages
Source: Mortgage Bankers Association
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Separately, the ADP Research Institute estimated that private payroll employment rose in July
by a seasonally adjusted 44,000, short of the anticipated gain of 65,000 and less than half the
revised increase of 95,000 in June. ADP’s estimate is widely seen as an indicator of what to
expect when the Labor Department releases its measure of nonfarm payrolls on Friday. The chart
below shows the Labor Department’s figure for total nonfarm payrolls and ADP’s estimate of
private payrolls since 2010.
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Source: US Bureau of Labor Statistics and ADP
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The table below lists the economic releases and Fed events scheduled for the rest of the day.

Economic Releases
EST|Indicator Expected| Prior Rating
9:45|S&P Global US Services PMI m/m Jul F 53.6 53.6 Hokk
9:45|S&P Global US Composite PMI m/m JulF 53.6 *ok ok
10:00|ISM Services Index m/m Jul 54.5 54.0 *kk
10:00(1SM Services Prices Paid m/m Jul 65.0 67.7 *
10:00|ISM ServicesNew Orders m/m Jul 55.9 55.1 *
10:00|ISM Services Employment m/m Jul 51.2 51.2 *
Federal Reserve
EST|Speaker or Event District or Position
16:05|Lisa Cook Speaks on Economic Outlook Members of the Board of Governors
20:35|Mary Daly Deliers Keynote Remarks President of the Federal Reserve Bank of San Francisco

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
shift 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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Country Indicator | Current Prior Expected | Rating | Market Impact
ASIA-PACIFIC
Japan Labor Cash Earnings v/y Jun 3.4% 3.2% 3.4% ** Equity and bond neutral
Real Cash Earnings m/m Jun 1.6% 1.4% 1.6% * Equity and bond neutral
S&P Global Japan Composite PMI m/m Jul F 52.7 53.1 * Equity and bond neutral
S&P Global Japan Services PMI m/m Jul F 51.2 51.9 * Equity and bond neutral
Australia S&P Global Australia Composite PMI  |m/m Jul F 53.2 52.6 * Equity and bond neutral
S&P Global Australia Services PMI m/m Jul F 53.6 53.0 * Equity and bond neutral
New Zealand |Employment Change q/q 2Q 1.2% 0.5% 0.7% ** Equity bullish, bond bearish
Unemployment Rate q/q 2Q 5.6% 5.4% 5.4%| *** |Equity and bond neutral
Participation Rate q/q 2Q 70.7% 70.4% 70.4% ** Equity and bond neutral
ANZ Commodity Price m/m Jul -3.9% -1.1% **  |Equity and bond neutral
South Korea |[Foreign Reserves m/m Jul $427.95b| $427.36b ** Equity and bond neutral
China Official Composite PMI m/m Jul 50.8 53.6 * Equity and bond neutral
Official Services PMI m/m Jul 50.4 54.1 53.7 ** Equity bearish, bond bullish
India HSBC India PMI Composite m/m Jul F 54.3 54.3 *k Equity and bond neutral
HSBC India PMI Services m/m Jul F 53.3 53.1 **  |Equity and bond neutral
EUROPE
Eurozone S&P Global Eurozone Services PMI m/m Jul F 51.7 51.6 51.6| ** Equity and bond neutral
S&P Global Eurozone Composite PMI |m/m Jul F 52.0 51.9 51.9 * Equity and bond neutral
PPI v/y Jun 4.6% 5.9% 4.6%| ** |Equity and bond neutral
Germany S&P Global Germany Services PMI m/m Jul F 49.8 49.6 49.6| ** Equity and bond neutral
S&P Global Germany Composite PMI [m/m Jul F 51.3 51.2 51.2 ** Equity and bond neutral
France Industrial Production v/y Jun -0.1% 3.1% 0.6%| *** |Equity and bond neutral
Manufacturing Production v/y Jun -1.7% 2.4% **  |Equity and bond neutral
S&P Global France Services PMI m/m Jul F 49.6 49.8 49.8| **  [Equity and bond neutral
S&P Global France Composite PMI m/m Jul F 49.4 49.6 49.6| ** [Equity and bond neutral
Italy S&P Global Italy Services PMI m/m Jul 52.5 50.2 51.0/ ** [Equity and bond neutral
S&P Global Italy Composite PMI m/m Jul 52.5 50.8 51.5 ** Equity and bond neutral
UK New Car Registrations v/y Jul 11.7% 11.4% * Equity and bond neutral
S&P Global UK Services PMI m/m Jul F 52.1 51.8 51.8| ** Equity and bond neutral
S&P Global UK Composite PMI m/m JulF 52.2 52.1 52.1| ** [Equity and bond neutral
Official Reserves Changes m/m Jul -$281m| -$5978m * Equity and bond neutral
Russia S&P Global Russia Composite PMI m/m Jul 49.6 48.9 *k Equity and bond neutral
S&P Global Russia Services PMI m/m Jul 49.0 48.2 **  |Equity and bond neutral
AMERICAS
Canada International Merchandise Trade m/m Jun 3.86b 3.70b 3.0b * Equity and bond neutral
S&P Global Canada Manufacturing m/m Jul 53.5 53.0 ***  |Equity and bond neutral
Mexico International Reserves Weekly w/w 31-Jul | $255498m| $255297m * Equity and bond neutral
Gross Fixed Investment NSA y/y May 1.1% 6.0% -0.5% ** Equity bullish, bond bearish

Financial Markets

The table below highlights some of the indicators that we follow daily. 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 T-bill yield (bps) 372 371 1 Up
U.S. Sibor/OIS spread (bps) 375 375 0 Up
U.S. Libor/OIS spread (bps) 374 373 1 Up
10-yr T-note (%) 4.61 4.61 0.00 Down
Euribor/OIS spread (bps) 250 246 4 Up
Currencies 3 Mo
Dollar Down us Up
Euro Up Euro Down
Yen Up Japan Up
Pound Up UK Down
Franc Up |Switzerland Down
Central Bank Action Prior Expected
RBI Repurchase Rate 5.25% 5.25% 5.25%| 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

Energy Markets
Brent $80.46 $79.36 1.39%
WTI $76.24 $75.77 0.62%
Natural Gas $2.70 $2.68 0.63%
Crack Spread $56.95 $57.45 -0.86%
12-mo strip crack $43.85 $44.51 -1.50%
Ethanol rack $2.10 $2.10 -0.01%
Metals
Gold $4,181.15| $4,077.99 2.53%
Silver $61.82 $59.55 3.80%
Copper Contract $664.70 $664.35 0.05%
Grains
Corn contract $459.75 $465.50 -1.24%
Wheat contract $637.75 $638.50 -0.12%
Soybeans contract $1,168.25| $1,177.75 -0.81%
Shipping
Baltic Dry Freight | 2936 2843] 93
DOE Inventory Report

Actual Expected | Difference
Crude (mb) -1.50
Gasoline (mb) -1.45
Distillates (mb) 0.42
Refinery run rates (%) -0.50%
Natural gas (bcf) 30
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Weather

The 6-to-10-day and 8-to-14-day forecasts currently call for warmer-than-normal temperatures
everywhere except the states bordering Canada east of Idaho, with cooler-than-normal temps in
New England. The outlook calls for wetter-than-normal conditions in the Rocky Mountains, the

northern and central Great Plains, the Midwest, and the Northeast, with dry conditions only in
southern Florida.

There are currently no tropical disturbances expected in the Atlantic area within the next seven
days.
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Data Section

US Equity Markets — (as of 8/4/2026 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 8/4/2026 close)

YTD Asset Class Total Return

Small Cap

Commodities

Emerging Markets ($)

Emerging Markets (local currency)
Mid Cap

Real Estate
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Growth
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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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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), US Corporate Bond
(iShares iBoxx $ Investment Grade Corporate Bond ETF), US Government Bond (iShares 7-10
Year Treasury Bond ETF), US 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).
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P/E Update
July 30, 2026
LONG-TERM TRAILING P/E
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Sources: Robert Shiller, Haver Analytics,Bloomberg, CIM

Based on our methodology,! the current P/E is 23.9x, down 0.3 from the previous report. The
multiple contraction was driven by an increase in earnings and a decline in the stock price index.

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.

! 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 Bloomberg estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings
sum includes three actual quarters ( Q3, Q4, Q1) and one estimate (Q2). We take the S&P average for the quarter
and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect (it will
tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data and
avoid P/E volatility caused by unusual market activity (through the average price process). Why this process? Given
the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios.
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