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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: July 12, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

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

closed up 0.7%.  Chinese markets were higher, with the Shanghai Composite up 0.7% from its 

prior close and the Shenzhen Composite up 2.0%.  U.S. equity index futures are signaling a 

lower open.   
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

• Weekly Geopolitical Report (6/28/2021): The Mid-Year Geopolitical Outlook 

• Weekly Energy Update (7/9/2021): Inventories continue to decline, OPEC+ is at an 

impasse, and gasoline prices aren’t a problem quite yet  

• 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 (7/9/2021) (with associated podcast and chart book): We discuss 

the Distributional Financial Accounts data release, which provides a balance sheet by 

wealth percentile 

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

Globalization” 

 

Good morning.  The All-Star break is upon us, the unofficial marking of midsummer.  U.S. 

equity futures are mixed this morning, with the S&P 500 lower but the NASDAQ higher.  

Another heat dome has emerged for the western third of the U.S.; Death Valley reached a high of 

130o over the weekend (we are aware it’s a dry heat…).  And, congratulations to Italy and 

Argentina for their wins in regional soccer tournaments.  Our coverage begins with comments on 

the international tax meetings.  We then discuss economic and market news.  The international 

roundup is next, followed by China news.  We close with the pandemic update. 

 

The global tax meetings:  Finance ministers from the G20 met in Venice over the weekend to 

discuss a minimum global corporate tax of 15%.  The G20 all agreed to the measure and, so far, 

130 nations have signed up for the pact.  There are several nations, all considered tax havens, 

that have refused to join.  Ireland is the most notable.  An enforced minimum tax would reduce 

the practice of firms moving profits to tax havens to reduce their tax bills.  Although the Biden 

administration has championed the measure, it faces an uncertain path in Congress.  The U.S. did 
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get one item in the negotiations; agreeing to the corporate minimum has led the EU to delay 

digital service taxes, which would have targeted American tech firms.   

 

Economics and policy:  Inflation forecasts rise, a budget compromise is brewing, and 

immigration is rising.    

• It’s a busy week ahead.  CPI data is out on Tuesday, and Chair Powell testifies before 

Congress on Wednesday and Thursday.   

• A WSJ survey of economists shows their forecasts are suggesting an upward and more 

lasting shift to inflation.  We tend to agree with this view.  At the same time, it is 

important to note that inflation running in a range of 2% to 3% isn’t 1970s inflation.  

There is a tendency among some investors to see any backsliding as a return to the 

inflation crisis of that decade.  There is a chance of that occurring at some point in the 

future, but it could be over a decade away.   

o One generational pattern to watch is to see whether baby boomers still have the 

“muscle memory” of how to adapt to higher prices.  Buying in bulk and doing 

more of the work within the household, whether it’s cooking, cleaning, or 

gardening, is part of the routine.  For generations that have lived in a low inflation 

environment for most of their lives, paying others for these things made perfect 

sense.  It may not be the case going forward. 

• Senator Sanders (I-VT) has apparently caved on his insistence for a $6.0 trillion budget.  

According to reports, it looks like the starting point will be $3.5 trillion, and that will 

likely be trimmed through the process.  To paraphrase Hamilton, Sanders didn’t have the 

votes.   

• As workers start returning to the office, clothing manufactures are reporting a rise in sales 

as the returnees deal with their post-pandemic bodies.  Although some are buying smaller 

sizes, most are having to “upsize.”   

• The U.S. labor markets have been both loose and tight, according to former NY FRB 

President Bill Dudley.  There are widespread reports of firms being forced to pay signing 

bonuses and higher wages to fill positions.  An interesting development is that in 

response, we are starting to see a rise in immigration.   

International roundup:  Cuba is facing widespread protests, and the outcome of the Bulgarian 

elections is unclear. 

• Cuba is facing widespread protests as the economy falters.  The pandemic weakened 

tourism in particular, and the collapse of the Venezuelan economy has hurt the Cuban 

economy as well.  Overall, Cuba has a two-sector economy, one for those with hard 

currencies and the other using pesos.  Like protestors everywhere, actions were organized 

over social media.  What makes these protests interesting is that the Castro family is no 

longer running the country.  Fidel and Raul had the revolutionary credibility to keep most 

citizens pacified.  It is unclear whether President Miguel Díaz-Canel has the same ability 

to sway.  Of course, he blamed the island’s economic woes on the U.S. embargo.  

Although the embargo plays a role, it has been in place for decades, and it is hard to make 

the argument that the current problems are caused by the U.S. 

https://www.ft.com/content/1613a3bd-cf4c-4ce9-b427-e7dc0a15382f
https://www.ft.com/content/1613a3bd-cf4c-4ce9-b427-e7dc0a15382f
https://www.wsj.com/articles/higher-inflation-is-here-to-stay-for-years-economists-forecast-11626008400?st=7nda4qdkpy8bckv&reflink=desktopwebshare_permalink
https://www.axios.com/35-trillion-reconciliation-cap-ee2bc5a0-25d2-4263-8818-1262bf13be2c.html
https://www.cnbc.com/video/2021/07/09/levi-strauss-pandemic-weight-fluctuations-demand.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.msn.com/en-gb/money/markets/labor-market-is-both-loose-and-tight-bill-dudley-says/vi-AALXMp7
https://www.axios.com/mexico-us-migration-immigration-2463d95e-b263-4632-9f4f-b957c043c0f5.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.washingtonpost.com/world/2021/07/11/cuba-protests/?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%2F3420ab3%2F60ebbd389d2fda806002f321%2F596b53f6ae7e8a44e7d597a3%2F60%2F74%2F60ebbd389d2fda806002f321
https://www.nytimes.com/2021/07/11/world/americas/cuba-crisis-protests.html?smid=url-share
https://www.nytimes.com/2021/07/11/world/americas/cuba-crisis-protests.html?smid=url-share
https://www.washingtonpost.com/world/the_americas/cubans-are-using-social-media-to-air-their-grievances--and-the-government-is-responding-sometimes/2019/07/07/01b3cba2-912e-11e9-956a-88c291ab5c38_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%2F3420b3f%2F60ebbd389d2fda806002f321%2F596b53f6ae7e8a44e7d597a3%2F57%2F74%2F60ebbd389d2fda806002f321
https://www.washingtonpost.com/world/the_americas/cubans-are-using-social-media-to-air-their-grievances--and-the-government-is-responding-sometimes/2019/07/07/01b3cba2-912e-11e9-956a-88c291ab5c38_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%2F3420b3f%2F60ebbd389d2fda806002f321%2F596b53f6ae7e8a44e7d597a3%2F57%2F74%2F60ebbd389d2fda806002f321
https://www.wsj.com/articles/cubas-raul-castro-retires-as-head-of-communist-party-marking-an-end-of-an-era-11618604458?st=nv7ja3ew0gq1lzq&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/cubas-raul-castro-retires-as-head-of-communist-party-marking-an-end-of-an-era-11618604458?st=nv7ja3ew0gq1lzq&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/cuban-protests-demand-freedom-food-covid-19-vaccines-11626045095?st=9nafk5xu34kir3c&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/cuban-protests-demand-freedom-food-covid-19-vaccines-11626045095?st=9nafk5xu34kir3c&reflink=desktopwebshare_permalink


 

 

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

www.confluenceinvestment.com 

 3 

• North Korea is intimated because international aid groups are interfering in the country’s 

internal affairs.  That position does not bode well for North Koreans.   

• Bulgaria held elections over the weekend.  There does not appear to be a clear outcome to 

the vote, which may lead to instability.   

• Three years ago, the EU launched the Permanent Structured Cooperation (PESCO) 

program, which promised to be a platform for European defense.  A leaked report 

suggests that there has been little progress in achieving the program’s goals.   

• International piracy is at its lowest level in 27 years.   

China:  China tech firms continue to face listing restrictions, Beijing prepares to retaliate against 

a U.S. blacklist, and China’s South China Sea claims are rejected.   

• Beijing regulators have been actively restricting Chinese tech company’s ability to list in 

the U.S.  ByteDance is the latest firm to shelve its U.S. IPO.   

• The U.S. recently blacklisted Chinese firms with ties to Xinjiang.  China says it will 

retaliate, although nothing specific has emerged.   

• Maintaining Trump policy, the Biden administration has rejected China’s South China 

Sea claims.  The U.S. also reiterated its support for the Philippines in its ongoing tensions 

with China.   

COVID-19:  The number of reported cases is 186,902,683 with 4,033,883 fatalities.  In the U.S., 

there are 33,854,127 confirmed cases with 607,157 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 387,006,120 doses of the vaccine have 

been distributed, with 334,151,648 doses injected.  The number receiving at least one dose is 

184,132,768, while the number of second doses, which would grant the highest level of 

immunity, is 159,266,536.  The FT has a page on global vaccine distribution.  

• As the Delta variant spreads in Europe, the reopening to tourism is in doubt.  Increased 

infection rates are raising concerns about the path of the EU economic recovery.  

• Malta becomes the first EU nation to ban all unvaccinated visitors.   

• France, facing a rise in infections, is considering mandatory vaccination for health care 

workers and the wider use of vaccine passports.   

• Taiwan’s tech giants are working to acquire vaccines for the island.   

 

U.S. Economic Releases  
 

There were no economic releases prior to the publication of this report. The table below shows 

Fed events scheduled for the rest of the day. 

 

EST Speaker or event

12:00 Neel Kashkari Speaks at Townhall President of the Federal Reserve Bank of Minneapolis

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

 
 

 

https://www.ft.com/content/f6e6b4d5-c454-4944-8e4f-d71483d650cc
https://www.ft.com/content/f6e6b4d5-c454-4944-8e4f-d71483d650cc
https://www.politico.eu/article/no-clear-winner-in-bulgarian-election-exit-poll/
https://pesco.europa.eu/
https://www.politico.eu/article/leaked-document-shows-delays-in-eu-military-pact/
https://www.dpa-international.com/topic/maritime-piracy-lowest-level-27-years-new-data-shows-urn%3Anewsml%3Adpa.com%3A20090101%3A210712-99-349215
https://www.wsj.com/articles/bytedance-shelvedipo-intentions-after-chinese-regulators-warned-about-data-security-11626078000?st=r24fh8ayezmty8n&reflink=desktopwebshare_permalink
https://apnews.com/article/business-china-race-and-ethnicity-f45033df7f77d52d0d8a10b25b257f93
https://apnews.com/article/business-china-race-and-ethnicity-f45033df7f77d52d0d8a10b25b257f93
https://apnews.com/article/business-government-and-politics-china-south-china-sea-5ea0eeb76a57d529dc982caeb802c456
https://apnews.com/article/business-government-and-politics-china-south-china-sea-5ea0eeb76a57d529dc982caeb802c456
https://www.ft.com/content/79574dc0-375a-47f7-b572-cbd259a92e0b
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.ft.com/content/1f9c18cf-706c-4d9c-9764-d3c088bdc1a2
https://www.reuters.com/world/europe/malta-bans-all-visitors-who-arent-fully-vaccinated-against-covid-2021-07-09/
https://www.politico.eu/article/france-covid-19-vaccination-vaccine-hesitancy-macron/
https://www.ft.com/content/a5b8cf73-0d46-4ed8-a75f-69902b8a951c?emailId=60ec1d0bc1f0a0000438987c&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2


 

 

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

www.confluenceinvestment.com 

 4 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Core Machine Orders m/m May 7.8% 0.6% 2.4% ** Equity bullish, bond bearish

PPI y/y Jun 5.0% 4.9% 4.8% ** Equity and bond neutral

Machine Tool Orders y/y Jun 96.6% 141.9% ** Equity and bond neutral

New Zealand Card Spending Retail m/m Jun 0.9% 1.7% ** Equity and bond neutral

Card Spending Total m/m Jun 1.6% 2.3% ** Equity and bond neutral

EUROPE

Germany Wholesale Price Index m/m Jun 1.5% 1.7% ** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 9-Jul 637.5b 632.8b * Equity and bond neutral

Total Sight Deposits CHF w/w 9-Jul 711.1b 712.1b * Equity and bond neutral

AMERICAS

Brazil FIPE CPI - Weekly w/w 7-Jul 0.9% 0.8% 0.8% *** 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. 
 

Today Prior Change Trend

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

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

TED spread (bps) 9 7 2 Neutral

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

10-yr T-note (%) 1.33 1.36 -0.03 Neutral

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

EUR/USD 3-mo swap (bps) 5 6 -1 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Down Up

franc Flat Up  
 

Commodity Markets 
 

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

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

Brent $74.49 $75.55 -1.40% Demand Pessimism

WTI $73.53 $74.56 -1.38%  

Natural Gas $3.63 $3.67 -1.22%  

Crack Spread $19.61 $19.52 0.47%

12-mo strip crack $19.41 $19.46 -0.24%

Ethanol rack $2.45 $2.45 -0.23%

Gold $1,802.96 $1,808.32 -0.30%

Silver $25.98 $26.10 -0.49%

Copper contract $431.25 $434.55 -0.76%

Corn contract $522.75 $517.00 1.11%

Wheat contract $616.50 $615.00 0.24%

Soybeans contract $1,333.00 $1,329.25 0.28%

Baltic Dry Freight 3300 3281 19

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

the Northern Rockies through the Great Plains and the Midwest to the Northeast, with cooler 

temperatures expected throughout the South and Mid-Atlantic regions.  The forecast calls for 

wetter-than-normal conditions in the Southwest and the Midwest, with dry conditions in the 

Northern Rockies.  At this time, there are no tropical storms forecast for the next 48 hours. 
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Data Section 
 

U.S. Equity Markets – (as of 7/9/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Utilities
Consumer Staples

Consumer Discretionary
Healthcare

Materials
Technology

S&P 500
Industrials

Communication Services
Real Estate

Financials
Energy

YTD Total Return

0.0% 1.0% 2.0% 3.0% 4.0%

Utilities

Healthcare

Consumer Staples

Communication Services

Technology

Consumer Discretionary

S&P 500

Industrials

Real Estate

Materials

Energy

Financials

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 7/9/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Foreign Developed (local currency)

Small Cap

Value

Large Cap

Growth

Mid Cap

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 8, 2021 
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P/E as of 7/07/2021 = 24.4x

 
 

Based on our methodology,1 the current P/E is 24.4x, down 0.4x from last week.  The decline in 

the multiple is due to the rotation to Q3.   

 
 

 

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. 


