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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 20, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

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

closed down 0.4%.  Chinese markets were mixed, with the Shanghai Composite down 0.7% from 

its prior close and the Shenzhen Composite up 0.2%.  Additionally, U.S. equity index futures are 

signaling a higher open.  With 47 companies having reported, the S&P 500 Q2 2021 earnings 

stand at $47.00, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% 

increase from Q2 2020 earnings.  Thus far this quarter, 87.2% of the companies have reported 

earnings above forecast, while 12.8% 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 (7/19/2021): “Nigeria’s Conflict with Biafra and Social 

Media” 

• 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” 

 

In today’s Comment, we open with new threats to regulate cryptocurrency-related assets.  

Coupled with the surging concerns about the new Delta mutation that pushed down prices for a 

variety of assets yesterday, the new regulatory threat helped push down cryptocurrency values as 

well.  We next turn to a variety of foreign, economic, and political news.  We close with the 

latest developments on the pandemic. 

 

U.S. Cryptocurrency Regulation:  At yesterday’s meeting of President Biden’s working group 

on financial markets, Treasury Secretary Yellen “underscored the need to act quickly to ensure 

an appropriate U.S. regulatory framework in place” over stablecoins.  According to the Treasury 

Department, participants in the meeting discussed the rapid growth of stablecoins and their 

potential use as a means of payment, as well as potential risks to consumers, the financial 
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system, and national security.  The new threat of regulation put further downward pressure on 

cryptocurrencies yesterday, helping to drive Bitcoin below $30,000. 

 

United States-Vietnam:  In a joint statement yesterday, Treasury Secretary Yellen and Vietnam 

State Bank Governor Nguyen Thi Hong said Vietnam’s central bank pledged not to manipulate 

its exchange rate to give its exporters a competitive advantage.  If the pledge is honored, it could 

be an important benefit since Vietnam has become a major source of U.S. imports in recent 

years. 

• Last year, the Trump administration labeled Vietnam a currency manipulator and 

threatened to impose sweeping tariffs on imports from Vietnam. 

• The Biden administration reversed the “manipulator” designation in April, saying it 

found insufficient evidence that the country was manipulating its currency but is still 

holding out the possibility of imposing tariffs if Vietnam doesn’t meet its pledge. 

 

European Union:  In a report on the health of the EU’s rule of law due today, the European 

Commission is set to highlight “serious concerns” about judicial independence in Poland and 

Hungary and clientelism, favoritism, and corruption in the Hungarian government.  The language 

on Poland and Hungary is particularly sensitive, as the two countries are currently seeking 

approval for their plans to receive their share of the EU’s €800 billion pandemic recovery fund. 

• Poland and Hungary have often been at odds with the rest of the EU over issues such as 

media freedom and judicial independence.  Since many EU decisions require unanimity 

among the bloc’s members, those disputes have weakened the EU’s cohesion and 

hamstrung it on some issues. 

• The EU’s continuing cohesion and decision-making hurdles are an ongoing challenge to 

the bloc’s competitiveness and economic heft. 

 

Olympic Games:  A day after Toyota Motor (TM, $176.30) said it wouldn’t show any 

commercials related to the Olympics in Japan during the games, other major Japanese sponsors 

are also announcing reduced activities related to them.  Today, companies ranging from Nippon 

Telephone and Telegraph (NTTYY, $25.95) to Fujitsu (FJTSY, $36.36) and NEC Corporation 

(6701-JP, JPY, 5,550) said they would not be sending any senior officials to the opening 

ceremony on Friday.  The news suggests that the Tokyo Summer Games will be a bust for many 

of those involved, including the athletes who will compete without an audience. 

• On at least one level, the games will also be a bust diplomatically.  South Korean Prime 

Minister Moon has reportedly decided not to attend the Friday opening ceremony. 

• That means he won’t be meeting Japanese Prime Minister Suga, dashing hopes of a 

breakthrough to better relations between the two countries. 

 

Russia-Tajikistan-Uzbekistan-Afghanistan:  Russia, Tajikistan, and Uzbekistan will hold joint 

military maneuvers near the Tajik-Afghan border in early August amid increasing security 

concerns in Central Asian nations over Taliban offensives against government troops in northern 

Afghanistan.  The drills underscore the deep concerns that the U.S. military pullout and an 

imminent Taliban takeover of Afghanistan could destabilize the entire region. 

 

https://www.wsj.com/articles/u-s-treasury-vietnam-central-bank-reach-agreement-on-currency-practices-11626700492
https://www.wsj.com/articles/u-s-treasury-vietnam-central-bank-reach-agreement-on-currency-practices-11626700492
https://www.ft.com/content/9591a832-681b-41a0-aa54-572bbe5b60dd
https://www.ft.com/content/9591a832-681b-41a0-aa54-572bbe5b60dd
https://www.japantimes.co.jp/news/2021/07/20/business/corporate-business/olympics-no-show/
https://www.japantimes.co.jp/news/2021/07/20/national/moon-olympics-absence-stalemate/
Russia,%20Tajikistan,%20and%20Uzbekistan%20will%20hold%20joint%20military%20maneuvers%20near%20the%20Tajik-Afghan%20border%20in%20early%20August%20amid%20increasing%20security%20concerns%20in%20Central%20Asian%20nations%20over%20Taliban%20offensives%20against%20government%20troops%20in%20northern%20Afghanistan.
Russia,%20Tajikistan,%20and%20Uzbekistan%20will%20hold%20joint%20military%20maneuvers%20near%20the%20Tajik-Afghan%20border%20in%20early%20August%20amid%20increasing%20security%20concerns%20in%20Central%20Asian%20nations%20over%20Taliban%20offensives%20against%20government%20troops%20in%20northern%20Afghanistan.
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Ukraine:  Even as Russian-backed separatists continue to hold territory and fight the 

government in eastern Ukraine, some economic reform efforts are proceeding in the country.  

The government has just proposed new laws to combat graft and promote good governance in 

financial institutions, which central bank governor Shevchenko said was an essential step 

towards the planned privatization of Ukraine’s state-owned lenders.  Those lenders still make up 

about 55% of the country’s banking sector. 

 

Peru:  The National Electoral Jury finally gave official confirmation that leftist candidate Pedro 

Castillo won the June presidential election.  Castillo will be sworn into office next week after 

one of the longest and most bitter electoral battles in the country’s history. 

 

COVID-19:  Official data show confirmed cases have risen to 191,057,501 worldwide, with 

4,099,017 deaths.  In the United States, confirmed cases rose to 34,133,951, with 609,268 deaths.  

Vaccine doses delivered in the U.S. now total 390,174,755, while the number of people who 

have received at least their first shot totals 186,317,651.  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, 56.1% of the U.S. population has now received at least 

one dose of a vaccine, and 48.6% of the population is fully vaccinated. 

• Despite the progress to date on vaccinations, the seven-day average of new infections in 

the U.S. has risen to 32,287, more than double the level 10 days ago. The uptick in cases 

has touched every state and Washington, D.C., with the seven-day average of newly 

reported cases exceeding the 14-day average in each jurisdiction for the past four days.  

Hospitalizations and deaths are also beginning to rise again, driven in large part by those 

who have not gotten their vaccinations. 

• A federal judge has ruled that Indiana University may require its students to submit proof 

of COVID-19 vaccination before returning to campus this fall, dealing a setback to legal 

efforts against vaccination requirements in higher education. 

o According to the judge, the university system acted reasonably to protect public 

health when it required all of its students, faculty, and staff to be fully vaccinated 

against COVID-19 by July 1, with limited medical and religious exceptions. 

o However, an attorney who represented the students who brought the suit said they 

would appeal the ruling. 

• The Canadian government said it would allow fully vaccinated Americans to enter 

Canada for recreational or tourist activities beginning August 9, more than a year after 

authorities closed the 5,500-mile border to most travelers to limit the spread of COVID-

19. 

• Even though China’s strict, zero-tolerance strategy to contain the pandemic helped 

quickly bring it under control and has prevented any broad resurgence of the disease, 

analysts now note that the strategy means the country will probably not be able to open 

up internationally until the end of the year. 

 

https://www.ft.com/content/2135c38c-f7cb-4941-8f77-4299c643459b
https://www.ft.com/content/2135c38c-f7cb-4941-8f77-4299c643459b
https://www.ft.com/content/5abe3db4-86db-4abd-8051-d6fec4d955d1
https://www.ft.com/content/5abe3db4-86db-4abd-8051-d6fec4d955d1
https://www.nytimes.com/live/2021/07/20/world/covid-variant-vaccine-updates?type=styln-live-updates&label=coronavirus%20updates&index=0&action=click&module=Spotlight&pgtype=Homepage
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/delta-variant-helps-push-covid-19-cases-higher-in-every-state-11626733436
https://www.wsj.com/articles/covid-19-vaccination-requirement-at-indiana-university-upheld-by-federal-judge-11626724756?mod=hp_lead_pos2
https://www.wsj.com/articles/covid-19-vaccination-requirement-at-indiana-university-upheld-by-federal-judge-11626724756?mod=hp_lead_pos2
https://www.wsj.com/articles/canada-to-reopen-border-for-fully-vaccinated-u-s-tourists-in-august-11626716475
https://www.wsj.com/articles/canada-to-reopen-border-for-fully-vaccinated-u-s-tourists-in-august-11626716475
https://www.ft.com/content/0f1048e2-62dd-48ae-a80a-6b6b48cc0851
https://www.ft.com/content/0f1048e2-62dd-48ae-a80a-6b6b48cc0851
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Economic and Financial Market Impacts 

• The National Bureau of Economic Research, the official arbiter of U.S. economic cycles, 

declared that the pandemic-induced recession lasted only during March and April 2020, 

after which the economy began to recover.  That means that the recession was the 

shortest on record, owing in large part to the rapid governmental response in terms of 

loosening monetary and fiscal policy. 

• Rebounding demand and a shortage of workers continue to give workers the leverage to 

demand higher pay.  Information technology tools such as online courses and social 

media may be helping to give workers more leverage over employers, just as unions did 

in the past. 

• With the dollar surging again in response to concerns over the Delta mutations and the 

prospect of higher interest rates, emerging market investors are bracing for increased 

volatility.  Further appreciation of the greenback would be a negative for emerging-

market stocks going forward. 

 

U.S. Policy Response 

• At the White House yesterday, President Biden touted the burst of job creation and 

economic growth during his first six months in office as pandemic restrictions were lifted 

and households benefited from large doses of fiscal stimulus.  However, he also took 

pains to say that the administration would remain vigilant about rising prices, and he 

expects the Fed to take action if needed. 

 

U.S. Economic Releases  
 

Rising costs in labor and supply may have contributed to a slowdown in planned residential 

construction in June.  Last month, housing starts expanded at an annualized rate of 1,643K 

compared to expectations of 1,590K.  Meanwhile, building permits increased at an annualized 

pace of 1,598K compared to expectations of 1,696K. 
 

 

https://www.nber.org/news/business-cycle-dating-committee-announcement-july-19-2021
https://www.wsj.com/articles/u-s-recession-lasted-two-months-ended-in-april-2020-official-arbiter-says-11626715788?mod=hp_lead_pos4
https://www.ft.com/content/a6501b83-79c8-479a-8f5d-bd240ccc6194
https://www.ft.com/content/a6501b83-79c8-479a-8f5d-bd240ccc6194
https://www.ft.com/content/6a0ae96f-0143-4881-9a11-b3b78977798a
https://www.ft.com/content/6a0ae96f-0143-4881-9a11-b3b78977798a
https://www.ft.com/content/a9e7450a-5ed3-4718-b71a-8a7f5d3148aa
https://www.ft.com/content/a9e7450a-5ed3-4718-b71a-8a7f5d3148aa
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The chart above shows the housing starts for multi and single-family homes.  Multifamily homes 

expanded at an annual pace of 483K, while single-family expanded at an annual pace of 1,160K. 

 

There are no economic releases or Fed events scheduled for the rest of the day. 

 

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  
 

 

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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 13 13 0 Up

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

TED spread (bps) 11 9 2 Neutral

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

10-yr T-note (%) 1.17 1.19 -0.02 Neutral

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

EUR/USD 3-mo swap (bps) 5 4 1 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Down Up

franc Down Up

Central Bank Action Current Prior Expected

PBOC 1-Year Loan Prime Rate 3.850% 3.850% 3.850% On forecast

PBOC 5-Year Loan Prime Rate 4.650% 4.650% 4.650% 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 $68.88 $68.62 0.38%

WTI $66.84 $66.42 0.63%  

Natural Gas $3.77 $3.78 -0.37%  

Crack Spread $20.56 $20.38 0.91%

12-mo strip crack $18.75 $18.50 1.34%

Ethanol rack $2.41 $2.42 -0.49%

Gold $1,817.20 $1,812.64 0.25%

Silver $25.14 $25.18 -0.13%

Copper contract $423.05 $420.15 0.69%

Corn contract $560.00 $552.25 1.40%

Wheat contract $711.75 $697.75 2.01%

Soybeans contract $1,392.00 $1,372.75 1.40%

Baltic Dry Freight 3059 3039 20

Actual Expected Difference

Crude (mb) -4.5

Gasoline (mb) -1.2

Distillates (mb) 0.5

Refinery run rates (%) 0.35%

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 for the 

entire country.  The forecast calls for wetter-than-normal conditions in Nevada and Utah, with 
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dry conditions for the rest of the country.  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 7/19/2021 close) 
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Utilities
Consumer Staples

Consumer Discretionary
Materials

Healthcare
Industrials
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Energy

Financials

Materials
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S&P 500
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Healthcare

Consumer Staples

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 7/19/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond
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Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

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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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. 


