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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 14, 2021—9:30 AM EDT] Global equity markets are generally lower this 

morning.  In Europe, the EuroStoxx 50 is down 0.1% from its prior close.  In Asia, the MSCI 

Asia Apex 50 closed down 0.1%.  Chinese markets were lower, with the Shanghai Composite 

down 1.1% from its prior close and the Shenzhen Composite down 0.9%.  U.S. equity index 

futures are signaling a flat 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 (7/12/2021): Unrest in Colombia 

• 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” 

 

We open today’s Comment with news that Democrats have agreed that their “soft” infrastructure 

plan will total some $3.5 trillion in spending, though details still need to be worked out, and the 

proposal will face tough sledding in Congress.  Next, we discuss Federal Reserve Chair Powell’s 

testimony before Congress this afternoon.  We then turn to various international news items, and 

we close with the latest developments related to the coronavirus pandemic.  Finally, we note that 

today is Bastille Day.  Vive la France! 

 

U.S. Fiscal Policy:  Senate Majority Leader Schumer (D, NY) said Democrats on the Senate 

Budget Committee have agreed to spend roughly $3.5 trillion on a broad climate, education, and 

anti-poverty plan.  That is down from the $6 trillion that the committee’s chair, Senator Bernie 

Sanders (I, VT) had demanded, but it will still face resistance from many Democrats, and its 

future remains uncertain.  In addition, we note that the deal only set the total spending figure of 

$3.5 trillion.  The committee will need to flesh out the actual policy provisions of the plan. 

• The “soft” infrastructure plan would have to be passed separately from the approximately 

$1 trillion “hard” infrastructure package, which until now has had just enough bipartisan 
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support to pass.  Yesterday, however, Senate Republicans began to show signs they were 

getting cold feet over that plan, in large part regarding concerns that revenue increases in 

the package might not be enough to pay for it. 

• In addition, some economists argue that hard infrastructure benefits often aren’t as much 

as commonly perceived. 

• In any case, there is still a decent chance that additional fiscal stimulus will hit the U.S. 

economy sometime in the coming months.  The actual economic and financial impact 

would play out over time.  For example, revenue-raising tax hikes would likely hit 

earlier than much of the spending, potentially producing a near-term drag on the 

economy before the stimulus truly kicks in.  Yet, the likelihood of new net stimulus will 

probably buoy expectations for continued economic growth and continued inflation 

risks. 

 

U.S. Monetary Policy:  At 12:00 pm ET today, Fed Chair Powell will appear before the House 

Financial Services Committee to present the central bank’s twice-yearly report on monetary 

policy.  As with many investors, we will focus on whether Powell still believes that the current 

bout of inflation will be transitory and whether he continues to resist any idea of tightening 

monetary policy early.  We think Powell has lost control over several traditionalist, capital-

friendly members of the policymaking board who are more concerned about inflation and want 

to hike interest rates earlier rather than later, so we’ll be looking for any clues as to the current 

personnel and policymaking dynamics at the Fed.  Powell will also testify before the Senate 

Banking Committee on Thursday. 

 

European Union:  The European Commission today will unveil 13 policies designed to address 

climate change by ensuring the continent meets its goal of reducing average greenhouse gas 

emissions by 55% in 2030 and net-zero by 2050, compared to 1990 levels.  The “Fit for 55” 

program risks a backlash from poorer EU countries and some industries which argue that the 

pace of change and increased regulations will become a financial burden. The measures will also 

be examined closely by the bloc’s trading partners as their companies face penalties on exports 

of carbon-intensive products such as steel and cement. 

• The centerpiece of the plan is to expand the Emissions Trading Scheme, a system that 

makes companies pay for the cost of polluting. Brussels wants to take it further to 

include emissions from the car industry and from heating buildings to quicken the pace 

of decarbonization.  It would also impose new import taxes based on products’ carbon 

footprint. 

• Depending on how quickly and stringently the policies are implemented, they could 

result in a net drag on European economic growth and financial assets. 

 

China:  Calculations by the Financial Times show global investors have boosted their holdings 

of Chinese stocks and bonds by approximately 40% over just the last year; they now hold 

approximately $800 billion of the securities.  In part, the increase is driven by the inclusion of 

more Chinese securities in global stock and bond indexes, which forces index-driven funds to 

boost their exposure to them.  The increase is also driven by optimism over how quickly the 
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Chinese government was able to get control over the country’s coronavirus pandemic and boost 

economic growth. 

• All the same, we’ve been warning that piling into Chinese stocks and bonds carries some 

amount of risk at a time of rising U.S.-China geopolitical tensions related to issues like 

Xinjiang, Hong Kong, and Taiwan.  More to the point, both the U.S. and the Chinese 

governments are actively taking steps that have the effect of gradually decoupling the 

two countries economically and financially.  For example, the U.S. government has 

clamped down on U.S. investors putting funds into Chinese companies connected with 

the People’s Liberation Army, and the Chinese government has begun to discourage 

Chinese firms from listing in the U.S. over auditing and data security concerns. 

• Given the aggressive actions taken by the two governments so far, we cannot discount the 

possibility of a sudden, unexpected regulatory decision by either side that might require 

or encourage the unwinding of cross-border holdings.  For example, sharpening 

regulatory moves might force index firms to ratchet down their Chinese exposure.  In 

any case, investors could get caught in the crossfire despite the positive performance 

some Chinese stocks have provided to date. 

 

China-Pakistan:  An explosion killed at least nine Chinese nationals and at least four Pakistanis 

who were traveling in a bus in northern Pakistan.  The cause of the blast couldn’t immediately be 

determined, but Chinese building sites, symbols, and citizens have all been attacked by local 

insurgents in Pakistan. The incident represents the largest loss of Chinese lives in recent years in 

Pakistan, where China is carrying out a multibillion-dollar infrastructure building program. 

 

Global Oil Market:  OPEC has reached a compromise with the United Arab Emirates that will 

allow it to boost its production as part of a wider agreement with Russia-led producers to boost 

global oil supplies to meet resurgent, post-pandemic demand.  Details on the compromise are 

still sketchy, but if it allows the OPEC+ group to proceed with something like their earlier plan 

to increase production by 400,000 barrels per day each month through late 2022, it could help 

cap surging oil prices and eventually help bring down inflation. 

 

COVID-19:  Official data show confirmed cases have risen to 187,941,030 worldwide, with 

4,051,232 deaths.  In the United States, confirmed cases rose to 33,916,927, with 607,786 deaths.  

Vaccine doses delivered in the U.S. now total 387,241,530, while the number of people who 

have received at least their first shot totals 184,543,821.  Finally, here is the interactive chart 

from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   

 

Virology 

• According to the latest CDC data, 55.6% of the U.S. population has now received at least 

one dose of a vaccine, and 48.1% of the population is fully vaccinated. 

• Despite the progress on vaccinations to date, the U.S. is now averaging more than 23,000 

new cases a day, double the seven-day average of around 11,300 cases three weeks ago. 

On 17 of the past 18 days, the seven-day case average was higher than the 14-day 

https://www.wsj.com/articles/explosion-kills-at-least-nine-chinese-nationals-in-pakistan-11626255076?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/opec-reaches-compromise-with-u-a-e-over-oil-production-standoff-11626264218
https://www.nytimes.com/live/2021/07/14/world/covid-variant-vaccine-updates
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/u-s-covid-19-case-counts-have-doubled-in-recent-weeks-11626198501?mod=hp_lead_pos6
https://www.wsj.com/articles/u-s-covid-19-case-counts-have-doubled-in-recent-weeks-11626198501?mod=hp_lead_pos6
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average, also suggesting infections have been rising nationally.  According to the CDC, 

virtually all the new cases and deaths are among those who still haven’t been vaccinated. 

• To encourage more young people to get vaccinated, the White House is enlisting social 

influencers like pop star Olivia Rodrigo to make pro-vaccination videos. 

• As if the U.S. vaccination shortfalls aren’t bad enough, more developing countries are 

losing faith in the less effective Chinese vaccines they have been relying on.  Thailand is 

the latest such country, saying it will offer Western vaccines as booster shots to its health 

workers who have already received Chinese shots.  Similar moves have been undertaken 

by Indonesia and Bahrain. 

o If the Delta mutation continues to drive new infection waves in countries that 

have mostly relied on Chinese vaccines, the diplomatic goodwill China achieved 

by donating the shots will likely reverse. 

o On the other hand, many emerging markets heavily depend on exports to China or 

on Chinese capital, so they may be reluctant to take steps that would make China 

look bad. 

• In China, several local governments are planning to bar unvaccinated residents from 

accessing public venues like schools, nursing homes, and hospitals without a valid 

exemption.  As in other countries that have offered benefits to the vaccinated or imposed 

restrictions on the unvaccinated, the moves are generating pushback and debate over 

personal health freedoms. 

 

Economic and Financial Market Impacts 

• In India, inflation is surging because of supply disruptions from its recurring waves of 

infection and rising global demand as developed countries recover.  Retail prices are 

currently up about 6.3% year-over-year, exceeding the central bank’s target of 6.0%.  The 

increased prices are reportedly undermining support for Prime Minister Modi, although it 

is still too early to know whether the dissatisfaction might eventually lead to unrest or 

political instability. 

 

Foreign Policy Response 

• The Reserve Bank of New Zealand said it would halt pandemic-related bond purchases 

this month.  That will make the central bank one of the first in the developed world to 

step back from the monetary stimulus provided to fight the crisis. The surprise decision 

has pushed the local currency sharply higher against the U.S. dollar today, as economists 

forecast the bank would raise interest rates as early as August to prevent the economy 

from overheating. 

 

U.S. Economic Releases  
 

Mortgage approvals increased from the prior week, according to the Mortgage Brokers 

Association. The MBA mortgage applications index rose 16.0% from the prior week. The 

application index for refinancing rose 20.4% from the previous week, while the index for 

purchases rose 8.3%. The average 30-year fixed-rate fell from 3.15% to 3.09%. 

https://www.wsj.com/articles/pop-star-olivia-rodrigo-white-house-to-urge-young-people-to-get-covid-19-vaccine-11626195832?mod=politics_lead_pos6
https://www.wsj.com/articles/pop-star-olivia-rodrigo-white-house-to-urge-young-people-to-get-covid-19-vaccine-11626195832?mod=politics_lead_pos6
https://www.wsj.com/articles/countries-signal-doubts-about-delta-protection-from-chinese-vaccine-11626183948
https://www.wsj.com/articles/covid-19-vaccines-are-becoming-mandatory-in-parts-of-china-11626259091?mod=hp_lead_pos13
https://www.wsj.com/articles/covid-19-vaccines-are-becoming-mandatory-in-parts-of-china-11626259091?mod=hp_lead_pos13
https://www.ft.com/content/de840a18-cb5e-45e7-ad4e-981b8aee2d58
https://www.ft.com/content/df62adeb-5679-4c8b-8336-cedae484f009
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The prices paid by producers rose sharply in June. Producer Prices Index (PPI) final demand rose 

1.0% from the prior month compared to expectations of 0.6%. Excluding food and energy, PPI 

rose 1.0% from the prior month, compared to expectations of 0.5%. That sharp rise in the PPI 

index is largely due to the increase that producers paid for trade services. Core PPI, which 

excludes food, energy, and trade, rose 0.5% from the prior month, in line with expectations. 

 

 
 

The chart above shows the annual change in headline PPI and core PPI. Headline PPI rose 7.1% 

from the prior year, while core PPI rose 5.5%. The sharp rise in the annual change in PPI can be 

attributed to base effects. 

 

The table below shows the Fed events scheduled for the rest of the day. 

 

EST Speaker or event

12:00 Jerome Powell to Deliver Semi-Annual Testimony to House Panel Chairman of Board of Governors of Federal Reserve

13:30 Neel Kashkari Discusses Programs to Target AAPI Communities President of the Federal Reserve Bank of Minneapolis

14:00 U.S. Federal Reserve Releases Beige Book

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

Federal Reserve Board  
 

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

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

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

add a paragraph below if any development merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China FDI YTD y/y Jun 28.7% 35.4% * Equity and bond neutral

Japan Industrial Production m/m May -6.5% -5.9% *** Equity bearish, bond bullish

Capacity Utilization m/m May -6.8% 1.1% *** Equity bearish, bond bullish

India Wholesale Prices y/y Jun 12.1% 12.9% 12.2% ** Equity and bond neutral

Australia Westpac Consumer Confidence SA m/m Jul 1.5% -5.2% *** Equity bullish, bond bearish

New Zealand Net Migration SA m/m May 1182 1037 ** Equity bullish, bond bearish

EUROPE

Eurozone Industrial Production SA m/m May -1.0% 0.8% -0.3% *** Equity bearish, bond bullish

UK CPI y/y Jun 2.5% 2.1% 2.2% *** Equity and bond neutral

CPI Core y/y Jun 2.3% 2.0% 2.0% *** Equity and bond neutral

RPI y/y Jun 3.9% 3.3% 3.4% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y Jun 3.9% 3.4% 3.5% ** Equity and bond neutral

House Price Index y/y May 10.0% 8.9% 9.4% ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly  w/w 9-Jul $193,188 $193,020 * Equity and bond neutral

Brazil IBGE Services Sector Volume y/y May 23.0% 19.8% 22.2% ** 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 13 0 Up

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

TED spread (bps) 10 8 2 Neutral

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

10-yr T-note (%) 1.39 1.42 -0.03 Neutral

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

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

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Up

franc Down Up

Central Bank Action Current Prior Expected

PBOC Medium-Term Lending Facility 2.950% On forecast

Bank of Canada Rate Decision 0.250% 0.250% 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 $75.95 $76.49 -0.71%

WTI $74.72 $75.25 -0.70%  

Natural Gas $3.69 $3.70 -0.19%  

Crack Spread $19.85 $20.21 -1.75%

12-mo strip crack $19.45 $19.77 -1.61%

Ethanol rack $2.43 $2.42 0.28%

Gold $1,813.86 $1,807.76 0.34%

Silver $26.04 $25.99 0.20%

Copper contract $427.35 $430.70 -0.78%

Corn contract $540.00 $540.75 -0.14%

Wheat contract $641.00 $633.75 1.14%

Soybeans contract $1,353.00 $1,351.75 0.09%

Baltic Dry Freight 3228 3300 -72

Actual Expected Difference

Crude (mb) -4.4

Gasoline (mb) -1.5

Distillates (mb) 1.0

Refinery run rates (%) 0.40%

Natural gas (bcf) 49.0

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 from 

the Northern Rockies through the Great Plains, with cooler temperatures for the rest of the 

country.  The forecast calls for wetter-than-normal conditions for most of the southern half of the 

country.  There is cyclone formation southwest of Cape Race, Newfoundland. 
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Data Section 
 

U.S. Equity Markets – (as of 7/13/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Utilities
Consumer Staples

Consumer Discretionary
Healthcare

Materials
Industrials

S&P 500
Technology

Communication Services
Real Estate

Financials
Energy

YTD Total Return

-1.5% -1.0% -0.5% 0.0% 0.5% 1.0%

Real Estate

Consumer Discretionary

Financials

Industrials

Materials

Energy

Utilities

S&P 500

Communication Services

Healthcare

Consumer Staples

Technology

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 7/13/2021 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 ($)

Small Cap

Foreign Developed (local currency)

Mid Cap

Value

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 

 

July 8, 2021 
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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. 


