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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 21, 2021—9:30 AM EDT] Global equity markets are generally higher this 

morning.  In Europe, the EuroStoxx 50 is up 1.2% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 0.4%.  Chinese markets were higher, with the Shanghai Composite up 

0.7% from its prior close and the Shenzhen Composite up 1.5%.  Additionally, U.S. equity index 

futures are signaling a higher open.  With 60 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, 86.7% of the companies have 

reported earnings above forecast, while 13.3% 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 begin with a preview of today’s procedural vote in the Senate on the 

bipartisan “hard” infrastructure bill.  We follow that with a range of U.S. and international news, 

focusing on the increasing regulatory risks facing the technology sector.  We wrap up with the 

latest developments regarding the coronavirus pandemic. 

 

U.S. Fiscal Policy:  The Senate today is scheduled to hold a procedural vote on the bipartisan 

“hard” infrastructure bill totaling approximately $1 trillion, but Republicans are threatening it 

because the continuing negotiations on the proposal leave too many details up in the air.  Senate 

Majority Leader Schumer is also pushing for all 50 members of the Democratic caucus to agree 

today to a $3.5 trillion outline for a broad antipoverty and climate package they are pursuing 

parallel with the bipartisan infrastructure talks. 

 

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_19_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_16_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.wsj.com/articles/infrastructure-vote-approaches-without-final-agreement-in-place-11626809903?mod=politics_lead_pos1
https://www.wsj.com/articles/infrastructure-vote-approaches-without-final-agreement-in-place-11626809903?mod=politics_lead_pos1
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• Failure of the hard infrastructure vote wouldn’t necessarily kill the bill since it could be 

brought up again. 

• There is still some chance that Schumer could delay the hard infrastructure bill until later 

in the week when some Republicans suggest they would likely have final details and 

could vote for it. 

 

United States-Germany-Russia:  Washington and Berlin have reportedly reached an agreement 

allowing completion of the Nord Stream 2 natural gas pipeline from Russia to Germany.  Under 

the deal, the U.S. will end its opposition to the pipeline, which was based on its view that the line 

would boost Russia’s leverage over Europe and weaken Ukraine by draining shipments away 

from its major Russia-Europe pipeline.  In turn, with the threat of U.S. sanctions over the 

pipeline lifted, Germany would help Ukraine develop its energy independence and back it 

diplomatically.  The U.S. would retain the right to levy future pipeline sanctions in the case of 

actions deemed to represent Russian energy coercion. 

• Resolving the pipeline dispute will open President Biden to allegations of being soft on 

Russia and unsupportive of Ukraine.  However, it also plays into Biden’s focus on 

improving U.S.-Europe relations so they can together focus on the geopolitical 

competition with China. 

• Indeed, resolving the dispute could even help ease U.S. tensions with Russia, which the 

Biden administration has also sought to achieve in order to allow it to focus more fully on 

the competition with China.  As one sign of the effort to cool tensions, the U.S. and 

Russia will launch new arms-control talks next week.  The talks, which were agreed to by 

President Biden and Russian President Putin at a summit last month, would seek to build 

on the New START nuclear arms treaty. 

• Finally, the pipeline was approximately 90% complete when Biden took office, and 

administration officials saw little hope of derailing the project at such a late stage.  

Resolving the disagreement is a relatively inexpensive way to “throw a bone” to 

Germany and Russia. 

 

United States-Somalia:  U.S. forces have conducted an airstrike targeting al-Shabab fighters in 

Somalia, marking the first such strike under President Biden.  The strike, which comes after most 

U.S. troops have left the country, supported partner Somali forces under attack in the vicinity of 

Galkayo. 

 

Global Technology Industry Regulation:  The Chinese government has opened yet another 

new front in its battle to get control over its burgeoning technology companies.  This time, the 

Cyberspace Administration of China has fined and warned several big companies, including 

Alibaba (BABA, $210.59) and Tencent (TCEHY, $69.85), over explicit material and 

exploitation of children on their platforms.  We continue to believe major technology firms 

worldwide are facing increased regulatory risks, especially those that could be caught up in the 

U.S.-China geopolitical competition or in Beijing’s effort to clamp down on rich and powerful 

tech firms. 

https://www.wsj.com/articles/u-s-german-deal-on-russian-natural-gas-pipeline-expected-soon-11626813466?mod=hp_lead_pos3
https://www.wsj.com/articles/u-s-german-deal-on-russian-natural-gas-pipeline-expected-soon-11626813466?mod=hp_lead_pos3
https://www.rferl.org/a/washington-moscow-nuclear-talks/31368035.html
https://www.airforcemag.com/us-conducts-first-somalia-airstrike-biden-administration/?utm_source=Sailthru&utm_medium=email&utm_campaign=EBB%2007.21.21&utm_term=Editorial%20-%20Early%20Bird%20Brief
https://www.airforcemag.com/us-conducts-first-somalia-airstrike-biden-administration/?utm_source=Sailthru&utm_medium=email&utm_campaign=EBB%2007.21.21&utm_term=Editorial%20-%20Early%20Bird%20Brief
https://www.ft.com/content/c30c0302-d64e-4844-a0c9-8971e1bed9b5
https://www.ft.com/content/c30c0302-d64e-4844-a0c9-8971e1bed9b5
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• The technology sector is also facing increased regulatory risks in the U.S.  President 

Biden yesterday said he would nominate Jonathan Kanter to run the Justice Department’s 

antitrust division. 

• Kanter has been a vocal critic of Google (GOOG, $2,622.03), so the nomination provides 

further evidence that the administration will take an aggressive posture on enforcing 

antitrust laws, not just in the technology sector but across industries.  

 

China Demographic Policy:  Following up on its May decision to allow couples to have up to 

three children, the government launched several new initiatives to boost the country’s birth rate 

and stave off population decline by making it cheaper and easier to raise kids.  Under the 

guidelines, provincial and local governments will be encouraged to increase the number of 

daycare slots, give preferential treatment to parents looking for housing, and offer tax breaks to 

parents for their childrearing costs. 

• We note, however, that similar efforts by other demographically challenged countries 

have done relatively little to reverse their falling birth rates.  Once the process of 

population decline has started, it can be very difficult to reverse. 

• Over the longer term, falling birth rates will lead to further population aging, slower 

economic growth, and less economic dynamism in China.  Over time, that will likely 

have a negative impact on Chinese economic and financial prospects.  It could also put 

President Xi under even more pressure to boost Chinese geopolitical power as soon as 

possible before the negative impact of its demographics really starts to take hold. 

 

China Flooding:  Severe flooding has killed at least a dozen people in Zhengzhou, the central 

Chinese city that is home to the world’s largest iPhone assembly plant, and record rainfall is 

threatening to burst through nearby dams. 

• The torrential rain was described by meteorologists as a “once in a millennium” event 

that surpassed anything recorded since 1951. 

• Coupled with Europe’s “once in a millennium” flooding over the last week, the 

catastrophe is likely to feed into calls for stricter climate-change policies in advanced 

countries. 

 

Iran:  Angry demonstrations calling for better access to electricity, water, and other public 

services have broken out all over Iran during the last week, posing an immediate challenge for 

incoming president Ebrahim Raisi when he is inaugurated on August 4. 

 

Olympic Games:  Strict quarantine and self-isolation rules are sparking intense anger among 

athletes, staff, and media professionals at the Tokyo Olympics.  For example, athletes who have 

come into contact with a person who has tested positive have been told to quarantine and train 

alone under strict rules.  They will still be allowed to participate as long as they continue to pass 

daily tests.  Stricter rules apply to media and other delegates, who have been forced to quarantine 

for two weeks in cramped hotel rooms.  

 

COVID-19:  Official data show confirmed cases have risen to 191,549,981 worldwide, with 

4,121,042 deaths.  In the United States, confirmed cases rose to 34,177,406, with 609,536 deaths.  

https://www.wsj.com/articles/jonathan-kanter-to-be-nominated-as-doj-antitrust-chief-white-house-says-11626805273?mod=politics_lead_pos13
https://www.wsj.com/articles/china-moves-to-ease-child-rearing-costs-in-drive-to-boost-births-11626799245?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/china-moves-to-ease-child-rearing-costs-in-drive-to-boost-births-11626799245?mod=lead_feature_below_a_pos1
https://www.ft.com/content/ca6f8716-9a5a-4d7a-9cc7-808a6c5203d1
https://www.ft.com/content/ca6f8716-9a5a-4d7a-9cc7-808a6c5203d1
https://www.rferl.org/a/iran-water-shortages-protests/31369894.html
https://www.ft.com/content/ded09ab0-756b-48ae-bea8-1524645dad1b
https://www.ft.com/content/79532274-1125-49ca-9ea6-53a747420487
https://www.ft.com/content/79532274-1125-49ca-9ea6-53a747420487
https://www.nytimes.com/live/2021/07/21/world/covid-variant-vaccine-updates?type=styln-live-updates&label=coronavirus%20updates&index=0&action=click&module=Top%20Stories&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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Vaccine doses delivered in the U.S. now total 390,735,975, while the number of people who 

have received at least their first shot totals 186,474,836.  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, 56.2% of the U.S. population has now received at least 

one dose of a vaccine, and 48.7% of the population is fully vaccinated.  All the same, the 

more transmissible and lethal Delta variant of the virus continues to spread rapidly, 

especially among the unvaccinated.  The result is that U.S. infections, hospitalizations, 

and deaths continue to rebound after a long period of decline. 

• According to CDC Director Walensky, the Delta variant of the virus now accounts for 

83% of COVID-19 cases analyzed by the agency.  That’s up from 50% in the week of 

July 3.  Despite the spread of the Delta variant and the resurgence of infections, however, 

local officials are generally trying to avoid stringent new lockdowns like those imposed 

at the beginning of the pandemic last year.  That could help minimize the negative 

economic impact of Delta but wouldn’t necessarily eliminate it, as many individuals are 

likely to respond by self-isolating and pulling back on shopping and other activities. 

• Provisional data from the CDC indicates that the pandemic drove U.S. life expectancy 

down 1.5 years in 2020.  Life expectancy in 2020 was calculated at 77.3 years, basically 

back to where it was in 2003. 

• Apple (AAPL, $146.92) told its workers yesterday that their planned return to the office 

would be delayed from September until at least October, based on the recent resurgence 

of cases. 

• Throughout Southeast Asia, surging infections have started to disrupt operations at major 

firms related to the electronics industry.  Of particular concern is the risk that rising cases 

in Southeast Asia could exacerbate the global semiconductor shortage. 

• Just as the Tokyo Summer Olympics are due to open officially on Friday (some 

competitions have already begun), Tokyo reported 1,832 new COVID-19 cases today, 

rising by nearly 700 and surpassing the week-before figure for the 32nd consecutive day.  

Today’s figure in Tokyo was the most since January 16, and it was the sixth-highest daily 

tally ever in the capital. 

 

Economic and Financial Market Impacts 

• As rebounding demand and supply disruptions continue to buoy prices, increased housing 

costs are getting more focus as a source of inflation, not only among investors and 

economists but also among policymakers at the Fed. 

• On a related note, new data shows that as remote work became more common, home 

buyers have started to put much less emphasis on the length of a commute.  In some of 

the nation’s most expensive metro areas, home prices rose faster during the pandemic in 

areas with longer morning commutes to business districts versus neighborhoods with 

short commutes. 

 

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.ft.com/content/39ff87ce-57b7-4007-9504-7eb2c7bc911f
https://www.wsj.com/articles/delta-variant-accounts-for-83-of-known-covid-19-cases-11626807019?mod=hp_lead_pos11
https://www.wsj.com/articles/delta-variant-accounts-for-83-of-known-covid-19-cases-11626807019?mod=hp_lead_pos11
https://www.wsj.com/articles/local-health-authorities-seek-to-curb-delta-variant-without-new-rules-11626826692
https://www.wsj.com/articles/u-s-life-expectancy-fell-by-1-5-years-in-2020-the-biggest-decline-in-generations-11626840061?mod=hp_lead_pos6
https://www.wsj.com/articles/u-s-life-expectancy-fell-by-1-5-years-in-2020-the-biggest-decline-in-generations-11626840061?mod=hp_lead_pos6
https://www.wsj.com/articles/apple-delays-office-return-as-covid-19-delta-variant-spreads-11626803578
https://www.wsj.com/articles/apple-delays-office-return-as-covid-19-delta-variant-spreads-11626803578
https://www.ft.com/content/7b678988-53d1-4a52-8866-28f109e88d79
https://www.ft.com/content/7b678988-53d1-4a52-8866-28f109e88d79
https://www.japantimes.co.jp/news/2021/07/21/national/japan-coronavirus-july-21/
https://www.ft.com/content/efdf1845-6138-4af7-8d2b-c20df9fed218
https://www.wsj.com/articles/for-home-buyers-length-of-commute-drops-in-importance-new-data-shows-11626832140?mod=hp_lead_pos10
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U.S. Economic Releases  
 

Mortgage applications fell in the week ending July 16, according to the Mortgage Brokers 

Association. MBA mortgage applications index fell 4% from the prior week. The index for 

refinancing fell 2.8% from the prior week, while the purchase index fell 6.4%. The 30-year 

fixed-rate mortgage rose 2 bps from 3.09% to 3.11%.  

 

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 Trade Balance m/m Jun -¥383.2b --¥187.1b -¥460.0b ** Equity and bond neutral

Australia Westpac Leading Index m/m Jun -0.1% -0.1% *** Equity and bond neutral

Retail Sales m/m Jun P -1.8% 0.4% -0.7% ** Equity bearish, bond bullish

New Zealand Credit Card Spending y/y Jun 6.3% 27.2% ** Equity and bond neutral

EUROPE

Eurozone Industrial Sales m/m May -1.0% 3.3% ** Equity bearish, bond bullish

UK Public Finances (PSNCR) m/m Jun 11.3b 21.7b ** Equity bearish, bond bullish

Central Government NCR m/m Jun 19.2b 23.9b ** Equity bearish, bond bullish

PSNB ex Banking Groups m/m Jun 22.8b 24.3b 21.9b ** Equity and bond neutral

Public Sector Net Borrowing m/m Jun 22.0b 23.6b 21.5b ** Equity and bond neutral

Switzerland Money Supply M3 y/y Jun 3.5% 4.1% ** Equity and bond neutral

AMERICAS

Canada Teranet/National Bank HPI y/y Jun 16.0% 13.7% ** Equity and bond neutral

Mexico International Reserves Weekly w/w 16-Jul $193231m $193188m * 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) 4 4 0 Neutral

TED spread (bps) 10 9 1 Neutral

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

10-yr T-note (%) 1.24 1.22 0.02 Neutral

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

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

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Flat Up

franc Flat Up  
 

Commodity Markets 

 

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

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

Price Prior Change Explanation

Brent $70.24 $69.35 1.28% Market Optimism

WTI $68.02 $67.20 1.22%  

Natural Gas $3.93 $3.88 1.37%  

Crack Spread $19.97 $20.28 -1.52%

12-mo strip crack $18.89 $18.61 1.46%

Ethanol rack $2.43 $2.42 0.21%

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%

Natural gas (bcf) 42.0

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 for the 

entire country.  The forecast calls for wetter-than-normal conditions in Nevada and Utah, with 

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 7/20/2021 close) 

 

  

0.0% 10.0% 20.0% 30.0%

Utilities
Consumer Staples

Materials
Consumer Discretionary

Healthcare
S&P 500

Technology
Industrials

Communication Services
Financials

Real Estate
Energy

YTD Total Return

0.0% 1.0% 2.0% 3.0%

Consumer Staples

Utilities

Communication Services

Materials

Healthcare

Energy

Technology

S&P 500

Consumer Discretionary

Real Estate

Financials

Industrials

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 7/20/2021 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)

Value

Mid Cap

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,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. 


