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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 15, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is down 0.5% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 1.0%.  Chinese markets were higher, with the Shanghai Composite up 1.0% from its 

prior close and the Shenzhen Composite up 0.4%.  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 (7/15/2021): OPEC+ has a deal and U.S. commercial crude oil 

inventories 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 (7/9/2021) (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.  There are two meetings of note this morning.  First, President Biden meets with 

Chancellor Merkel for her last official visit before she leaves office in September.  Expect lots of 

warm comments, but the obvious drift in policy between the U.S. and Germany will continue.  

Second, Chair Powell heads to the Senate today for the semiannual testimony to Congress (more 

on this below).  In Europe, heavy flooding has left 20 dead.  U.S. equity futures are falling this 

morning.  Our coverage begins with Chair Powell’s testimony and Fed policy.  Up next are 

comments about the EU’s new climate policy.  China news is followed by economics and policy.  

International news comes after that, and we close with pandemic coverage. 

 

Chair Powell:  The Fed Chair will testify before the Senate Banking Committee today, after 

talking to the House yesterday.  The takeaways are that he admitted inflation has risen faster and 

greater than he expected, but he continues to hold that the changes will be transitory.  There is 

evidence to support this position.  The Cleveland FRB trimmed mean measure, for example, up 

2.9% from last year, which is elevated but still well below core CPI.  There is no doubt the Fed is 

trying to navigate a difficult path.  It’s important to remember that in the short run, Fed policy 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_7_12_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_july_15_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_July_9_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.washingtonpost.com/national-security/biden-merkel-us-germany-ties/2021/07/14/42a1a97e-e4b3-11eb-a41e-c8442c213fa8_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%2F3426b1e%2F60efb1e59d2fda945a04f99b%2F596b53f6ae7e8a44e7d597a3%2F11%2F78%2F60efb1e59d2fda945a04f99b
https://www.wsj.com/articles/angela-merkels-white-house-visit-ends-trump-era-hostilities-but-trans-atlantic-drift-continues-11626271040?st=ukiqncqs0vj02w3&reflink=desktopwebshare_permalink
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mostly affects aggregate demand.  When it tightens, it weakens consumption to reduce inflation.  

Much of what we are seeing on the inflation front is supply driven.  The pandemic affected the 

economy in a myriad of ways, and many of them will be temporary.  However, some may not be 

(e.g., the drop in over 65 labor participation probably isn’t returning to pre-pandemic levels).  

The longer inflation persists, the greater the chance that inflation expectations change, leading to 

balance sheet adjustments that foster future inflation (i.e., higher inventory levels, rising wages).  

At the same time, tightening into temporary supply constraints will lead to falling demand just as 

supply is recovering, which could lead to a rapid decline in prices and risk recession.  Thus, we 

expect policy to remain steady at least through 2021, although pressures to at least slow the 

balance sheet expansion will be high.  We will have more to say on this issue in the coming 

weeks, but 2022 could easily become the year of dissent on the FOMC. 

 

A couple of observations—first, there is rumbling on the left to replace Powell next year.  His 

term is up in February.  The policy establishment likes Powell and is lobbying to keep him in 

power.  The Chair has cultivated relationships in Congress and would almost certainly be 

confirmed if reappointed.  The populist left thinks he is too cozy with the financial services 

industry and wants him replaced.  The establishment hopes that replacing Vice-Chair for 

Regulation Randy Quarles will placate the left (his term ends in October), but it might not.  If 

Powell isn’t going to get another four-year term, Biden will need to signal his intentions by 

September or October at the latest.  If Powell is out, who is in?  The consensus bet is Fed 

Governor Brainard, but we are keeping our eye on Raphael Bostic, the Atlanta FRB president.  

Second, some rethinking about inflation is starting to show up in the media.  Although inflation 

is complicated, in one sense, it’s a measure of the relative power of labor versus capital.  The rise 

of profitability over the past three decades is prima facia evidence that 2% inflation is favorable 

to capital.  It’s also the case that in the early stages of reflation, lower-income groups can benefit.  

As inflation and wages rise, the real cost of debt service falls.  This effect is not permanent; as 

inflation expectations change, borrowing costs rise to reflect anticipated inflation.  Another item 

of note: because the baby boomers are the last generation to experience significant inflation, the 

ageing process is removing that institutional memory and younger generations are more willing 

to take a chance on reflation.   

 

The EU’s climate policy:  The EU unveiled its climate policy today, and it is aggressive.  The 

plan calls for ending sales of internal combustion engines by 2035.  It will expand the use of 

carbon pricing.  The often discussed carbon border tariff is part of the plan.  Fuel taxes will be 

aimed at the dirtiest fuels.  The EU is attempting to have the incidence of carbon pricing fall on 

European business, but we doubt households will be spared from absorbing the costs.  This plan 

is ambitious and will face strong opposition both in Europe and abroad.  EU automakers are 

getting a clear signal to electrify, and foreign firms will at some point face potential tariffs based 

on their production methods.  It is also worth noting that addressing climate change will fix one 

problem but create others; for example, mining the metals required for electrification is a dirty 

process that is probably unavoidable.   

 

China:  Japan is becoming more vocal on Taiwan, and China’s GDP slows.   

• Japan has published its annual Defense of Japan report and it makes clear that Japan’s 

defense establishment is quite concerned about the situation in Taiwan.   Earlier this 

month, Japan’s defense minister indicated Japan would use its military to defend Taiwan 

https://www.wsj.com/articles/time-is-money-for-companies-facing-transport-snarl-11626269933?st=v6ivjpfck1gs2n5&reflink=desktopwebshare_permalink
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https://www.reuters.com/world/us/seven-months-ticking-case-keeping-powell-fed-chair-builds-2021-07-14/
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https://messaging-custom-newsletters.nytimes.com/template/oakv2?campaign_id=4&emc=edit_dk_20210714&instance_id=35265&nl=dealbook&productCode=DK&regi_id=46610293&segment_id=63391&te=1&uri=nyt://newsletter/fe587592-1a4a-5663-8130-2403e23ae637&user_id=4bcd72adc8f84a0177e2c411fb85cba7&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.politico.eu/article/brussels-drops-landmark-climate-package-to-hit-emissions-goals/?utm_source=POLITICO.EU&utm_campaign=611d4e5b1e-EMAIL_CAMPAIGN_2021_07_15_05_08&utm_medium=email&utm_term=0_10959edeb5-611d4e5b1e-190334489
https://www.politico.eu/article/europe-climate-emmissions-combustion-engine-fit-for-55-carbon/?utm_source=POLITICO.EU&utm_campaign=611d4e5b1e-EMAIL_CAMPAIGN_2021_07_15_05_08&utm_medium=email&utm_term=0_10959edeb5-611d4e5b1e-190334489
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https://www.nytimes.com/2021/07/14/world/europe/climate-change-carbon-green-new-deal.html?smid=url-share
https://www.nytimes.com/2021/07/14/climate/carbon-border-tax.html?smid=url-share
https://www.ft.com/content/f0343c3b-361c-40b3-87b8-409e610c9cb0?emailId=60efbb4ea2321a0004c24fe4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/climate-change-solutions-downsides-c153e209-4782-4f63-bfd0-5b4c3ef926f2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/climate-change-solutions-downsides-c153e209-4782-4f63-bfd0-5b4c3ef926f2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.mod.go.jp/en/publ/w_paper/wp2021/DOJ2021_Digest_EN.pdf
https://www.japantimes.co.jp/news/2021/07/13/national/japan-taiwan-defense-paper/
https://www3.nhk.or.jp/nhkworld/en/news/20210713_15/


 

 

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

www.confluenceinvestment.com 

 3 

against Chinese aggression even if the U.S. refrained.  It appears that Tokyo is raising the 

stakes in the Taiwan/China situation.   

• China’s GDP for Q2 rose 7.9% from last year, but compared to Q1, growth was a mere 

0.5%.  There is rising speculation the PBOC will begin to ease soon to lift activity.  

However, there are also concerns about rising levels of bad debt, which may limit 

stimulus. 

• Although there has been little written on Chinese debt problems recently, a builder in 

Sichuan province has apparently failed to repay a local bond, which is the first default on 

a domestic credit.  Real estate developers have been struggling to meet their debt 

obligations in recent months.  The firm, Sichuan Languang Development Co (600466, 

CNY, 2.68) has indicated it would not be able to pay back the bond.  S&P has 

downgraded the firm to “D” from “CCC- .”   

o Meanwhile, the money markets in China are waiting to see how the PBOC deals 

with CNY 400 billion of medium-term credit facility loans that are coming due 

today.  Financial regulators are increasingly worried about a slowing Chinese 

economy but are leery of easing credit too quickly and triggering another bout of 

new lending. 

• The U.S. has further clarified its position on U.S. firms conducting business with Chinese 

companies with ties to Xinjiang.  It appears that it will become very difficult for 

American firms to conduct almost any transactions related to the province.   

o In light of these restrictions, Chinese consumers are increasingly looking to 

purchase domestically produced goods.   

• The position of the Biden administration towards China is looking a bit mixed.  On the 

one hand, Treasury indicated it would extend the Trump-era ban on economic dialogue.  

On the other, there are indications that Washington is trying to set up a summit meeting 

between Biden and Xi.   

o The U.S. wants to create a “hotline” with Beijing, similar to what the U.S. had 

with the Soviets during the Cold War.   

• We continue to monitor the situation with Chinese firms looking to list on U.S. 

exchanges.  Concerns that delisting may occur have led to a decline in the capitalization 

of over $800 billion in Chinese tech stocks since February.  The State Internet 

Information Office has published a notice clarifying new cybersecurity measures.  

Another interesting development has been emerging; social media nationalists are 

increasingly criticizing Chinese tech firms listed in the U.S.   

• Chinese authorities are increasing their discrimination measures against LGBT groups in 

China.  Given the visibility of such issues in the U.S., we expect this factor to become 

another point of contention between the two countries.   

• China is continuing to close down bitcoin mining operations.  The latest region to deny 

power to miners is Anhui province.   

• The Biden administration has appointed Alan Estevez to the Commerce Department.  The 

former Pentagon official will be the undersecretary for industry and security.  This part of 

the Commerce department regulates technology trade with China.   

https://www.nytimes.com/2021/07/13/world/asia/japan-taiwan-china-us.html?smid=url-share
https://www.nytimes.com/2021/07/13/world/asia/japan-taiwan-china-us.html?smid=url-share
https://www.wsj.com/articles/chinas-economic-growth-slows-in-the-second-quarter-11626317154?st=l4t8m4mk3aoncyx&reflink=desktopwebshare_permalink
https://www.reuters.com/business/finance/pboc-asks-banks-about-mlf-loan-demand-sources-say-easing-speculation-grows-2021-07-14/
https://www.reuters.com/business/finance/chinas-bank-regulator-warns-rising-bad-loans-due-uneven-recovery-2021-07-14/
https://finance.yahoo.com/news/china-developers-defaults-spread-languang-010146010.html
https://finance.yahoo.com/news/china-developers-defaults-spread-languang-010146010.html
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https://www.politico.com/news/2021/07/13/us-federal-agency-warning-xinjiang-499493
https://www.politico.com/news/2021/07/13/us-federal-agency-warning-xinjiang-499493
https://asia.nikkei.com/Business/Retail/Chinese-youth-snub-foreign-brands-in-favor-of-China-chic
https://asia.nikkei.com/Business/Retail/Chinese-youth-snub-foreign-brands-in-favor-of-China-chic
https://www.bnnbloomberg.ca/u-s-to-extend-trump-era-halt-to-economic-dialogue-with-china-1.1628970
https://www.scmp.com/news/china/diplomacy/article/3141033/xi-biden-summit-moves-closer-senior-us-diplomat-wendy-shermans?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3141033
https://www.cnn.com/2021/07/14/politics/biden-red-phone-china-xi/index.html
https://www.protocol.com/newsletters/protocol-china/didi-china-tech-ipos?rebelltitem=1#rebelltitem1
https://acropreneur.com/down-831-billion-china-tech-firm-selloff-may-be-far-from-over/
https://acropreneur.com/down-831-billion-china-tech-firm-selloff-may-be-far-from-over/
http://www.cac.gov.cn/2021-07/10/c_1627503724456684.htm
http://www.cac.gov.cn/2021-07/10/c_1627503724456684.htm
https://www.protocol.com/china/china-nationalists-delete-didi-campaign
https://www.protocol.com/china/china-nationalists-delete-didi-campaign
https://bmcpublichealth.biomedcentral.com/articles/10.1186/s12889-020-08834-y
https://bmcpublichealth.biomedcentral.com/articles/10.1186/s12889-020-08834-y
https://www.straitstimes.com/business/companies-markets/china-crypto-miners-squeezed-further-as-anhui-halts-projects
https://www.straitstimes.com/business/companies-markets/china-crypto-miners-squeezed-further-as-anhui-halts-projects
https://www.reuters.com/world/us/former-pentagon-official-be-nominated-key-us-commerce-department-post-source-2021-07-13/
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• Uyghur businessmen in Xinjiang have been arrested as part of China’s security 

crackdown.   

• An increasing number of Hong Kongers are leaving. 

Economics and policy:  Chip supplies are projected to improve, and the reason workers are slow 

to return may be more complicated than generally believed. 

• There is some potentially good news; Taiwan Semiconductor (TSMC, USD, 124.39) is 

indicating that the semiconductor chip shortage that has plagued industries from 

electronics to automaking will begin to abate in Q3.  In the latest inflation data, used car 

prices soared in part because automakers can’t meet the demand for new cars because of 

chip shortages.  Increasing chip supplies should improve the supply situation and bring 

used car prices down.   

• A survey by Morning Consult shows that childcare and pandemic fears are the two 

primary reasons workers are hesitant to return to work.  The third reason is 

unemployment insurance.  Thus, without school reopening and falling infection rates, 

cutting unemployment benefits may not lead to a rising labor force.   

• Checks for the new child care credit are starting to show up; the policy should support 

consumption but may have surprising tax ramifications.  

• One behavior we have noticed over the years is that merchants tend to raise prices 

quickly when raw materials prices rise but are slow to reduce them when they fall.  This 

is true with gasoline prices and is now being reported as lumber prices drop.   

• The ECB is moving forward on the digital EUR.   

• Americans are generally upbeat according to a recent Gallup survey.   

• Facebook (FB, USD, 347.63) is the latest tech firm calling for Lina Khan to recuse 

herself from investigating the company on antitrust.   

International roundup:  A hacker disappears, and Putin wants Ukraine back. 

• Ransomware Evil, the organized crime group that recently launched a massive hack, has 

suddenly gone dark.  It is unclear exactly why.   

• Recent comments from President Putin seemed to intimate that Ukraine is really part of 

Russia and should return to the fold.  Kiev is understandably uncomfortable with this 

position.   

• Iran apparently attempted to kidnap an Iranian dissident living in the U.S. with the intent 

of returning her to Tehran.  This news won’t help Iran in its goal to return to the 2015 

nuclear deal.   

COVID-19:  The number of reported cases is 188,521,901 with 4,060,815 fatalities.  In the U.S., 

there are 33,947,232 confirmed cases with 608,115 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 388,295,385 doses of the vaccine have 

been distributed, with 335,487,779 doses injected.  The number receiving at least one dose is 

184,835,149, while the number of second doses, which would grant the highest level of 

immunity, is 160,126,516.  The FT has a page on global vaccine distribution.  

https://www.wsj.com/articles/china-imprisons-uyghur-businessmen-once-seen-as-bridges-to-community-11626174001?st=jsbpdgi86igz6yg&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2021/07/14/hong-kong-exodus-britain-emigration/?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%2F3426b42%2F60efb1e59d2fda945a04f99b%2F596b53f6ae7e8a44e7d597a3%2F66%2F78%2F60efb1e59d2fda945a04f99b
https://www.ft.com/content/d0f4efec-d83c-47e1-b81f-7b57b729d76d?emailId=60f011c308407a0004602c60&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.wsj.com/articles/tsmc-expects-auto-chip-shortage-to-abate-this-quarter-11626347114?st=k0414u5jpq8s4bs&reflink=desktopwebshare_permalink
https://www.axios.com/inflation-used-cars-ff7d9744-a846-4743-ab04-19fc239b43c4.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/inflation-used-cars-ff7d9744-a846-4743-ab04-19fc239b43c4.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://morningconsult.com/2021/07/14/expiring-unemployment-insurance/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/child-tax-credit-payments-11626294557?st=lr8v4mhgfgndblw&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/lumber-prices-are-way-downbut-dont-expect-new-houses-to-cost-less-11626260401?st=lg85nbpfkkp2tpx&reflink=desktopwebshare_permalink
https://www.ecb.europa.eu/pub/pdf/other/ecb.letter210714_Panetta_Tinagli~16d70f5a2b.en.pdf?7fa0f9c72c9e58961c02030ea19043d9&utm_source=POLITICO.EU&utm_campaign=611d4e5b1e-EMAIL_CAMPAIGN_2021_07_15_05_08&utm_medium=email&utm_term=0_10959edeb5-611d4e5b1e-190334489
https://www.politico.eu/article/ecb-to-launch-digital-euro-experiment/?utm_source=POLITICO.EU&utm_campaign=611d4e5b1e-EMAIL_CAMPAIGN_2021_07_15_05_08&utm_medium=email&utm_term=0_10959edeb5-611d4e5b1e-190334489
https://news.gallup.com/poll/351932/americans-life-ratings-reach-record-high.aspx?utm_source=alert&utm_medium=email&utm_content=morelink&utm_campaign=syndication&utm_source=Eurasia+Group+Signal&utm_campaign=a1c920c5b8-EMAIL_CAMPAIGN_2021_07_09_11_04&utm_medium=email&utm_term=0_e605619869-a1c920c5b8-134308033
https://www.ft.com/content/3f7e7e02-82e0-430d-b923-b0a0c4ab50c4?emailId=60efbb4ea2321a0004c24fe4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2021/07/13/us/politics/russia-hacking-ransomware-revil.html
https://tass.com/world/1313223
https://twitter.com/Beliakova_P/status/1414694774037262338?s=20
https://www.washingtonpost.com/world/2021/07/14/iran-journalist-kidnapping-alinejad/?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%2F3426b32%2F60efb1e59d2fda945a04f99b%2F596b53f6ae7e8a44e7d597a3%2F41%2F78%2F60efb1e59d2fda945a04f99b
https://www.nytimes.com/live/2021/07/15/world/covid-variant-vaccine-updates
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
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• France is moving aggressively to increase vaccinations by severely restricting the 

movement of the unvaccinated.  

• China is making vaccination mandatory in some areas of the country. 

• One downside of lockdowns has been a spike in drug overdose fatalities.  Isolation and 

the inability to maintain counseling are partly to blame.   

• The U.K. is using an app created by the NHS to inform people if they have come into 

contact with a person infected by COVID-19.  Apparently, the Delta variant is so 

widespread that many people have been “pinged” by the app and are required to isolate 

for 10 days.  The warnings are so widespread that shifts at automakers had to be canceled 

due to the lack of workers.   

 

U.S. Economic Releases  
 

Jobless claims fell from the prior week to a new post-pandemic low. For the week ending July 

10, initial claims came in at 360K compared to expectations of 350K.  The prior report was 

revised from 373K to 386K.  For the prior week, continuing claims came in at 3,241K compared 

to expectations of 3,300K; it was revised from 3,339K to 3,367K.  
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The chart above shows the four-week moving average of initial claims.  The moving average fell 

from 397.0K to 382.5K. 

 

https://www.economist.com/graphic-detail/2021/07/14/why-vaccine-shy-french-are-suddenly-rushing-to-get-jabbed?utm_campaign=the-economist-today&utm_medium=newsletter&utm_source=salesforce-marketing-cloud&utm_term=2021-07-14&utm_content=article-link-7&etear=nl_today_7
https://www.nytimes.com/2021/07/14/world/europe/france-macron-vaccination-coercion.html?smid=url-share
https://www.nytimes.com/2021/07/14/world/europe/france-macron-vaccination-coercion.html?smid=url-share
https://www.wsj.com/articles/covid-19-vaccines-are-becoming-mandatory-in-parts-of-china-11626259091?st=q5n4c7gjplgzke8&reflink=desktopwebshare_permalink
https://www.nytimes.com/interactive/2021/07/14/upshot/drug-overdose-deaths.html?smid=url-share
https://www.wsj.com/articles/u-s-drug-overdose-deaths-soared-nearly-30-in-2020-11626271200?st=yrmhqimndjlx6or&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-drug-overdose-deaths-soared-nearly-30-in-2020-11626271200?st=yrmhqimndjlx6or&reflink=desktopwebshare_permalink
https://www.ft.com/content/560613f2-2421-4dcf-9476-b55bd383b1f8?emailId=60efbb4ea2321a0004c24fe4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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The chart above shows the four-week moving average for continuing claims by region. 

 

Fed surveys from the Philadelphia and New York fed show that the economy is still growing. 

The Empire State Business Conditions Index came in at 43.0 compared to expectations of 18.0.  

The Philadelphia Fed Business Outlook Index came in at 21.9 compared to expectations of 28.0.  
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The chart above shows the six-month moving average of the Empire State Business Conditions 

Index. The six-month moving average rose from 16.8 to 23.4. 
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The chart above shows the six-month moving average of the Philadelphia Business Outlook 

Index.  

 

Trade conditions continue to show signs of improvement as export prices rose at a faster pace 

than import prices in June.  The import price index rose 1.0% from the prior month, compared to 

expectations of a rise of 1.1%.  Excluding petroleum, the import price index rose 0.7% from the 

previous month compared to expectations of 0.6%.  The export price index rose 1.2% from the 

prior month, compared to expectations of a 1.4% rise. 

 

 
 

The chart above shows the annual change in the terms of trade index. The index rose 5.03% from 

the previous year. 
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The table below shows the domestic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

9:15 Industrial Production m/m Jun 0.6% 0.8% *

9:15 Capacity Utilization m/m Jun 75.6% 75.2% *

9:15 Manufacturing (SIC) Production m/m Jun 0.3% 0.9% **

9:45 Langer Consumer Comfort w/w 11-Jul 53.3 **

EST Speaker or event

9:30 Jerome Powell to Deliver Semi-Annual Testimony to House Panel Chairman of Board of Governors of Federal Reserve

11:00 Charles Evans Discusses the Economy

District or position

Economic Releases

Fed Speakers or Events

President of the Federal Reserve Bank of Chicago  
 

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

China New Home Price m/m Jun 0.4% 0.5% ** Equity and bond neutral

GDP y/y 2Q 7.9% 18.3% 8.0% * Equity and bond neutral

Retail Sales y/y Jun 12.1% 12.4% 10.8% *** Equity bullish, bond bearish

Industrial Production y/y Jun 8.3% 8.8% 7.9% ** Equity bullish, bond bearish

Surveyed Jobless Rate m/m Jun 5.0% 5.0% 5.0% ** Equity and bond neutral

Japan Japan Buying Foreign Stocks w/w 9-Jul -¥77.2b -¥202.1b ** Equity and bond neutral

Japan Buying Foreign Bonds w/w 9-Jul -¥1217.8b -¥190.9b *** Equity and bond neutral

Foreign Buying Japan Stocks w/w 9-Jul -¥10.5b -¥310.1b *** Equity and bond neutral

Foreign Buying Japan Bonds w/w 9-Jul ¥2567.8b ¥907.3b ** Equity and bond neutral

Tertiary Industry Index m/m May -2.7% -0.7% -0.9% ** Equity bearish, bond bullish

Australia Consumer Inflation Expectation m/m Jul 3.7% 4.4% *** Equity and bond neutral

Employment Change m/m Jun 29.1k 115.2k 20.0k ** Equity and bond neutral

Unemployment Rate m/m Jun 4.9% 5.1% 5.1% *** Equity and bond neutral

Participation Rate m/m Jun 66.2% 66.2% 66.2% ** Equity and bond neutral

EUROPE

Italy CPI EU Harmonized y/y Jun 1.3% 1.3% 1.3% *** Equity and bond neutral

General Government Debt m/m May 2686.8b 2680.5b ** Equity and bond neutral

UK Claimant Count Rate m/m Jun 5.8% 6.2% *** Equity bullish, bond bearish

Jobless Claims Change m/m Jun -114.8k -92.6k *** Equity and bond neutral

Average Weekly Earnings 3M/YoY m/m May 7.3% 5.6% 7.1% ** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m May 4.8% 4.7% 4.7% ** Equity and bond neutral

Russia CPI w/w 12-Jul 0.1% 0.5% *** Equity and bond neutral

AMERICAS

Brazil Economic Activity y/y May 14.2% 15.9% 15.7% *** Equity and bond neutral

Canada Manufacturing Sales m/m May -0.6% -2.1% 1.0% ** Equity and bond neutral  
 

 

 

Financial Markets 
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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) 8 9 -1 Neutral

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

10-yr T-note (%) 1.31 1.35 -0.04 Neutral

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

EUR/USD 3-mo swap (bps) 4 4 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Down Up

franc Up Up

Central Bank Action Current Prior Expected

RBA FX Transactions Government -A$2509m -A$826m On forecast

RBA FX Transactions Market A$2484m A$809m On forecast

RBA FX Transactions Other A$2317m -A$379m On forecast

PBOC Medium-Term Lending Facility 2.950% 2.950% On forecast

Bank of Canada Rate Decision 0.250% 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. 
 

Price Prior Change Explanation

Brent $74.16 $74.76 -0.80%

WTI $72.39 $73.13 -1.01%  

Natural Gas $3.67 $3.66 0.25%  

Crack Spread $21.22 $21.17 0.24%

12-mo strip crack $20.04 $20.07 -0.17%

Ethanol rack $2.43 $2.43 0.04%

Gold $1,832.67 $1,827.53 0.28%

Silver $26.34 $26.25 0.33%

Copper contract $431.30 $426.75 1.07%

Corn contract $556.25 $558.75 -0.45%

Wheat contract $654.50 $654.25 0.04%

Soybeans contract $1,384.00 $1,383.25 0.05%

Baltic Dry Freight 3139 3228 -89

Actual Expected Difference

Crude (mb) -7.9 -4.4 -3.5

Gasoline (mb) 1.0 -1.5 2.5

Distillates (mb) 3.7 1.0 2.7

Refinery run rates (%) -0.40% 0.40% -0.80%

Natural gas (bcf) 49.0

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 from 

the Pacific region to the Rocky Mountain regions, 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 7/14/2021 close) 
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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 7/14/2021 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), 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 15, 2021 
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P/E as of 7/14/2021 = 24.4x

 
 

Based on our methodology,1 the current P/E is 24.4x, unchanged from last week.    

 
 

 

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. 


