
 

 

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

www.confluenceinvestment.com 

 1 

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 19, 2021—9:30 AM EDT] Global equity markets are lower this morning.  In 

Europe, the EuroStoxx 50 is down 1.9% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed down 2.0%.  Chinese markets were flat, with the Shanghai Composite relatively 

unchanged from its prior close and the Shenzhen Composite down 0.1%.  Additionally, U.S. 

equity index futures are signaling a lower open.  With 41 companies having reported, the S&P 

500 Q2 2021 earnings stand at $46.90, higher than the $45.31 forecast for the quarter.  The 

forecast reflects a 60.0% increase from Q2 2020 earnings.  Thus far this quarter, 87.8% of the 

companies have reported earnings above forecast, while 12.2% have reported earnings below 

forecast.   
 

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

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

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

• Weekly Geopolitical Report (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 (7/16/2021) (with associated podcast and chart book): a look at 

the current state of the labor market 

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

Globalization” 

 

Good morning.  U.S. equity futures continue to trend lower this morning.  A resurgence in 

COVID-19 infections and worries about the economy and inflation have weakened investor 

sentiment.  Oil prices are sharply lower this morning, and bond yields are falling as well.  Our 

coverage begins with reports that the U.S. is accusing China of instigating the hack of Microsoft 

(MSFT, USD, 280.75).  German flooding is up next, followed by the OPEC+ deal.  We then 

move to a discussion of cryptocurrencies, economics and policy, and the pandemic update.  We 

close with China news and comments on Lebanon.   

 

The Microsoft hack:  The U.S. is accusing the Chinese government of cooperating with 

organized crime groups in China to engage in widespread cyber-attacks, including last year’s 

infiltration of Microsoft.  This accusation isn’t coming from Washington alone; the EU, U.K., 

Australia, Canada, New Zealand, Japan, and NATO all agree on this point.  The governments 
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accuse China’s Ministry of State Security (MSS) of employing criminal elements to carry out 

these attacks.  The U.S. is expected to reveal details of the attacks later today.  This accusation is 

notable.  Criminal groups in Russia have carried out numerous high-profile attacks recently, but 

the Kremlin has apparently taken great pains to avoid direct state sponsorship.  All Russia does, 

at this point, is provide safe harbor for cybercriminals. Tying the attacks to the Chinese 

government directly requires a state-to-state response.  At a minimum, sanctions will likely be 

applied to officials tied to MSS.  If Beijing maintains its “wolf warrior” diplomacy, we can 

expect an aggressive reaction against these charges.   

 

German flooding:  The tragedy in Germany continues.  Floods, described as a “500-year” event, 

are affecting areas in western Germany.  New evacuation orders have been issued, even as some 

areas start the clean-up process.  Chancellor Merkel visited flood affected areas of Germany 

yesterday.  There is growing speculation that the intensity of the flooding, which may have been 

affected by climate change, might help the Greens in the September elections.  So far, polling 

isn’t showing this development, but the prediction markets suggest a modest decline in support 

for Armin Laschet, the CDU candidate for chancellor, who is also the premier of the flood-

affected North Rhine-Westphalia region.  Although the Federal government issued warnings, 

state and local governments apparently didn’t issue evacuation orders, leading to high fatality 

rates.  Compounding the lack of action to protect lives, Laschet was seen laughing in the 

background during a press conference.  Although the Greens rose in popularity in the spring, that 

surge didn’t last.  Recent polling trends suggested that the CDU/CSU was likely going to 

maintain power.  This event and Laschet’s lackluster response could change that trend.   

 

OPEC+:  Although an agreement was indicated last week, over the weekend, the oil cartel 

formalized the deal.  Oil production is scheduled to rise 0.4 mbpd per month, starting in August, 

for the next two years.  Oil prices have fallen hard this morning on the news.  It remains to be 

seen just how much new oil comes to market.  At the same time, rising COVID-19 cases threaten 

demand.  The combination of higher output and perhaps slower consumption is weighing on 

prices. 

 

Cryptocurrencies:  Regulators are taking aim at “stablecoins.”  These coins are pegged to 

national currencies and are used by participants in cryptocurrencies to transact business.  For 

example, if traders wanted to take profits on a bitcoin position and didn’t want to trigger a 

traceable taxable event by putting the proceeds into the banking system, they could put the funds 

into a stablecoin.  In theory, if the stablecoin did what it says it does, simply holds reserves of 

USD for each stablecoin issued, this would not create a systemic risk issue.  However, it is hard 

to see how the provider of the stablecoin makes any money by acting in this fashion.  The fear is 

that stablecoins are runnable; in other words, the provider, to make money, is likely investing the 

reserves in some other financial asset.  The stability of the stablecoin is dependent on the 

holdings in its reserves.  Since there are no regulations in this arena, the temptation is to hold 

higher-yielding but less liquid assets on the assumption that all the holders won’t demand the 

national currencies simultaneously.1  The fear among regulators is that a run on stablecoins could 

end up affecting the financial system, as the coins may have been used as collateral for lending.  

 
1 This is, of course, the business model of fractional reserve banking.  Until deposit insurance and regulation, bank 
failures were common.   
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The numbers are not insignificant; Tether has $64 billion in assets, USD coin, $26 billion, and 

Binance (BND, USD, 280.01) USD, $11 billion.   

• Although there has been a steady parade of proposals for crypto ETFs, the SEC has not 

approved any in the U.S. 

• It appears the bitcoin mining has moved from China to Kazakhstan.   

Economics and policy:  Infrastructure legislation reaches a critical moment, and the tight labor 

markets are colliding with the politics of immigration. 

• Senate majority leader Schumer is trying to set close deadlines for the infrastructure 

measures.  This is a time-worn tactic in legislation; put an artificial deadline in place, and 

the party in power tries to force legislators to compromise quickly.  There is another 

reason Schumer is moving so fast.  If he doesn’t get the bills done by August 9, the 

Senate is scheduled to go into recess.  This absence would give lobbyists the opportunity 

to work against the legislation for about a month and reduce the odds of passage.  

Minority members are crying foul (also a time-worn tactic by the party out of power).  

One item that has emerged is that the IRS enforcement source of revenue has apparently 

been killed.  This struck us as a questionable tactic.  It’s a bit like a city deciding to 

budget more revenue from traffic tickets.  Although we expect something to get done on 

infrastructure, the clock is running, and if it doesn’t pass by early August, the odds that 

part will fail increases. 

• In the “dog that didn’t bark” category, we note that recent antitrust measures didn’t get 

much pushback from the GOP.  This is likely an indication of just how populist both 

parties are becoming.   

• In a related area, it is well known that friction in the labor markets is elevated.  The 

opening to hires ratio is at record levels, for example. 

 
 

We note a recent editorial in a Texas newspaper suggesting that immigration could fix 

this problem.  We also note that there has been a surge of arrests on the Mexican/U.S. 

frontier.  Soaring wages (our own Dave Miyazaki sent me a report of a fast-food 
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restaurant offering $17 per hour in Frazer, CO) are a result.  The goals of populism, 

margin protection, and immigration are colliding here.  Business would like more 

workers to keep wages dampened and thus supports higher immigration.  Populists on the 

right oppose immigration in order to keep wages elevated.  Immigrants, seeing the higher 

wages, are clearly flocking to the border.  There is no doubt this is a crisis; the issue is 

who will bear the cost of the crisis, capital or labor.   

• Related to the stablecoin discussion above, the Fed and other regulators are taking 

another swing at making money markets less runnable.  The industry wants to “have its 

cake and eat it too,” which means it wants to have investors believe money markets are as 

safe as bank deposits with a higher yield.  In fact, they are not.  The issue is how “less 

safe” are they?  It is clear that in recent financial crises, money market funds proved to be 

“ground zero” as they proved runnable.  However, if regulators reduce the risk, they may 

also reduce funding for commercial paper and other short-term debt instruments.   

• Although inflation worries are elevated, the drop in oil prices and the recent decline in 

lumber show that markets for commodities do eventually clear.  In homebuilding, 

builders are trying to figure out how to price their product in the face of rising material 

costs.   

• Markets are beginning to figure out that we are probably at peak growth, and the rate of 

change will slow from here.   

COVID-19:  The number of reported cases is 190,526,225 with 4,091,672 fatalities.  In the U.S., 

there are 34,080,890 confirmed cases with 609,021 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 390,100,605 doses of the vaccine have 

been distributed, with 337,740,358 doses injected.  The number receiving at least one dose is 

186,038,501, while the number of second doses, which would grant the highest level of 

immunity, is 161,232,483.  The FT has a page on global vaccine distribution.  

• As the U.K. officially reopens from pandemic lockdown measures tomorrow, infection 

rates are rising, and the PM and a few other cabinet members have gone into quarantine 

after being exposed to the virus.  There are concerns that the U.K. may have moved 

prematurely.   

• The U.K. is expanding its research on “long COVID,” the condition where those infected 

have lingering symptoms.   

• Indonesia has become the world’s “hot spot” with new infections.  The highly infectious 

Delta variant is rapidly spreading across the island nation, overwhelming the medical 

system there.   

• China is mandating vaccines for both students and their families.   

• The EU has caught up to the U.S. on vaccinations.   

• Although U.S. infection rates are rising, hospitalizations and deaths are not as high as in 

earlier periods.  Most of the hospital admissions are being reported in areas with low 

vaccination rates.   

China:  China acts to quell inflation, and the U.S. acts to limit technology exports to China.   
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https://covid.cdc.gov/covid-data-tracker/#vaccinations
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https://www.ft.com/content/ba99bec3-b9ce-4c49-a5ac-d258e709d266?emailId=60f4ff84d7e8ff00045010ff&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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https://www.bbc.com/news/uk-57858864?campaign_id=51&emc=edit_mbe_20210719&instance_id=35665&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=63814&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.bbc.com/news/uk-57858864?campaign_id=51&emc=edit_mbe_20210719&instance_id=35665&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=63814&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.ft.com/content/dfe2a834-e944-46fa-a1b2-7daca6e65c4b?emailId=60f4ff84d7e8ff00045010ff&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2021/07/17/world/asia/indonesia-covid.html?smid=url-share
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https://www.nytimes.com/live/2021/07/18/world/covid-variant-vaccine-updates/some-parts-of-china-are-requiring-vaccines-not-just-for-students-but-for-their-families-as-well
https://twitter.com/CBeaune/status/1416406362461032449?utm_source=POLITICO.EU&utm_campaign=f76c6f94c8-EMAIL_CAMPAIGN_2021_07_19_05_01&utm_medium=email&utm_term=0_10959edeb5-f76c6f94c8-190334489
https://www.wsj.com/articles/unvaccinated-covid-19-hospitalizations-11626528110?st=mfseilg6mgcq2bd&reflink=desktopwebshare_permalink
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• Although there have been concerns that China would become a conduit for inflation, the 

country has, instead, taken aggressive steps to dampen price increases.  The country has 

released strategic stocks to lower commodity prices, and companies are seeing margins 

fall as they absorb higher material costs.   

• In further evidence that the policy of opposing China has become bipartisan, the Biden 

administration is continuing the Trump administration policy of blocking high-tech 

machine tools to China.   

• Australia is providing financing to Telstra (TLSYY, USD, 13.94) to buy mobile networks 

in the small Pacific island states to prevent Chinese firms from purchasing them.   

Lebanon:  Although it isn’t gathering much media attention, Lebanon is slipping into a massive 

crisis.  The exchange rate is plummeting, the government is in disarray, and now the head of the 

central bank is embroiled in a corruption scandal.  As conditions deteriorate, it would be 

reasonable to expect another refugee situation to emerge.   

 

U.S. Economic Releases  
 

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

 

EDT Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m Jul 81.0 82.0 ***

Economic Releases

Fed Speakers or Events

No Fed speakers or events today  
 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

add a paragraph below if any development merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo Condominiums for Sale y/y Jun 25.7% 556.0% ** Equity and bond neutral

New Zealand Performance Services Index m/m Jun 58.6 56.1 ** Equity and bond neutral

EUROPE

Eurozone Construction Output m/m May 0.9% -2.2% ** Equity bullish, bond bearish

UK Rightmove House Prices m/m Jul 0.7% 0.8% ** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 16-Jul 636.5b 637.5b * Equity and bond neutral

Total Sight Deposits CHF w/w 16-Jul 711.9b 711.7b * Equity and bond neutral

AMERICAS

Brazil FIPE CPI - Weekly w/w 15-Jul 0.9% 0.9% 0.9% ** Equity and bond neutral  
 

 

https://www.wsj.com/articles/china-steels-itself-for-fight-to-cool-rising-commodities-prices-11626600602?st=9edl6qakkk6z2v8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/how-china-is-helping-to-damp-global-inflation-11626616802?st=aqfvw0xnp160qpr&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/how-china-is-helping-to-damp-global-inflation-11626616802?st=aqfvw0xnp160qpr&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-wants-a-chip-machine-from-the-dutch-the-u-s-said-no-11626514513?st=xaj510ilj1ijcj1&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-wants-a-chip-machine-from-the-dutch-the-u-s-said-no-11626514513?st=xaj510ilj1ijcj1&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/australia-seeks-to-block-china-with-stake-in-pacific-mobile-networks-11626689637?st=nhbp9csg89ebawp&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/australia-seeks-to-block-china-with-stake-in-pacific-mobile-networks-11626689637?st=nhbp9csg89ebawp&reflink=desktopwebshare_permalink
https://www.aljazeera.com/opinions/2021/7/19/a-country-in-freefall-what-future-for-lebanon
https://www.aljazeera.com/opinions/2021/7/19/a-country-in-freefall-what-future-for-lebanon
https://foreignpolicy.com/2021/07/16/no-prime-minister-and-no-more-hope-for-lebanon/
https://www.nytimes.com/2021/07/17/business/lebanon-riad-salameh.html?smid=url-share
https://www.nytimes.com/2021/07/17/business/lebanon-riad-salameh.html?smid=url-share
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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) 3 5 -2 Neutral

TED spread (bps) 10 9 1 Neutral

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

10-yr T-note (%) 1.26 1.29 -0.03 Neutral

Euribor/OIS spread (bps) -55 -55 0 Neutral

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

Currencies Direction

dollar Up Down

euro Down Up

yen Up Up

pound Down Up

franc Down 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. 
 

Price Prior Change Explanation

Brent $72.71 $73.59 -1.20% OPEC agreement for production increased

WTI $71.02 $71.81 -1.10%  

Natural Gas $3.71 $3.67 1.03%  

Crack Spread $20.72 $20.72 0.00%

12-mo strip crack $19.36 $19.39 -0.18%

Ethanol rack $2.43 $2.43 -0.07%

Gold $1,814.81 $1,812.05 0.15%

Silver $25.66 $25.66 -0.01%

Copper contract $429.40 $432.30 -0.67%

Corn contract $562.00 $552.00 1.81%

Wheat contract $704.50 $692.50 1.73%

Soybeans contract $1,413.50 $1,391.75 1.56%

Baltic Dry Freight 3039 3073 -34

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

California, the Northern Rockies, and across the Northern Great Plains, with cooler temperatures 

for the rest of the country.  The forecast calls for wetter-than-normal conditions in the southern 

Rockies and Texas, with notably dry conditions in the Great Plains.  There are currently no 

cyclonic disturbances being tracked in the Atlantic and Caribbean areas. 
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Data Section 
 

U.S. Equity Markets – (as of 7/16/2021 close) 

 

  

0.0% 20.0% 40.0%

Consumer Staples
Utilities

Consumer Discretionary
Materials

Healthcare
Industrials

Technology
S&P 500

Communication Services
Financials

Real Estate
Energy

YTD Total Return

-4.0% -2.0% 0.0% 2.0%

Energy

Materials

Financials

Consumer Discretionary

Technology

Industrials

S&P 500

Communication Services

Real Estate

Consumer Staples

Healthcare

Utilities

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 7/16/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed ($)

Small Cap

Mid Cap

Foreign Developed (local currency)

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 15, 2021 
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P/E as of 7/14/2021 = 24.4x

 
 

Based on our methodology,2 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. 

 
2 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. 


