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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 22, 2021—9:30 AM EDT] Global equity markets are higher this morning, 

although we have seen a pullback during the ECB press conference.  In Europe, the EuroStoxx 

50 is up 1.0% from its prior close.  In Asia, the MSCI Asia Apex 50 closed up 1.5%.  Chinese 

markets were higher, with the Shanghai Composite up 0.3% from its prior close and the 

Shenzhen Composite up 0.5%.  Additionally, U.S. equity index futures are signaling a higher 

open.  With 82 companies having reported, the S&P 500 Q2 2021 earnings stand at $47.40, 

higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% increase from Q2 

2020 earnings.  Thus far this quarter, 86.6% of the companies have reported earnings above 

forecast, while 13.4% 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 (7/22/2021): OPEC+ has a deal, and a nuclear deal with Iran 

is looking less likely.   

• 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, all!  U.S. equity futures were higher, and long-duration interest rates were rising 

overnight, but comments from the ECB (see below) have pushed equity futures into the red and 

have lifted bond prices.  We are also seeing lots of volatility in grain prices; this time of the 

summer is important.  Corn pollinates from July into August, so temperature and rain matter.  

Prices can swing violently on hourly weather forecasts.  Since the May FOMC meeting, 

expectations surrounding monetary policy have been in flux.  Complicating matters is that there 

could be some personnel changes on the Board of Governors this fall and winter.  We begin 

today with comments on the odds of Chair Powell’s reappointment and other Fed matters.  The 

ECB comes next.  Like a bad penny, Brexit has returned to the headlines.  And, the U.S. and 

Germany have come to an agreement on Nord Stream 2.  Our usual coverage begins with 

 

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
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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/global-stock-markets-dow-update-07-22-2021-11626939367?st=syqokden21meioh&reflink=desktopwebshare_permalink
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economics and policy, with China news up next.  The pandemic update follows, and we close 

with the international roundup.   

 

Powell:  It appears that Chair Powell is getting enough support to probably be reappointed to a 

second term as Fed Chair.  Aides to President Biden have indicated that they generally support 

his reappointment, which will be in February.  Randal Quarles, the vice-chair for regulation, has 

been a target of LWP criticism.  His term in his current role ends October 13, but he could stay 

as a governor until 2032.  Although it is customary for vice-chairs to resign when their 

leadership term ends, there are indications that Quarles may stay on.  Vice-Chair Clarida’s term 

expires in January.  Currently, there is one vacancy on the Board of Governors.  The end of 

Clarida’s term would give the president two positions to fill on the FOMC.  Although the LWP is 

pining for a heterodox appointment (Stephanie Kelton perhaps?), the Trump years proved that 

out-of-the-box governor appointments can’t get through the Senate.  Look for Biden to nominate 

mainstream left-of-center types.  However, we do note that some research does suggest age 

matters; younger FOMC members tend to be dovish, likely because they missed out on the 

1970s.  Therefore, even a mainstream younger candidate could be a reliable dovish vote. 

• The FOMC meets next week; we expect the topic of discussion to focus on balance sheet 

management.   

The ECB:  ECB President Lagarde has been making comments this morning about policy and 

the new inflation targeting regime.  Although the policy comments suggest that accommodation 

will continue for the foreseeable future, financial markets are taking the news as bearish.  It is 

possible that financial markets were hoping for even more policy support (given current levels, 

that looks like a long shot).  It is also possible that we are seeing position squaring during her 

comments on worries about an unexpected surprise.  If this is the case, look for a recovery when 

the statements end.   

 

Brexit returns:  The situation in Northern Ireland has remained a sore spot with Brexit.  The 

current agreement has established a trade checkpoint in the Irish Sea, meaning Northern Ireland 

is, for purposes of trade, still in the EU.  The Tories have never been comfortable with this 

arrangement since the unionist parties tend to affiliate with Johnson’s party.  David Frost, a 

member of Johnson’s cabinet, wants to reopen negotiations that would create a mixed border.  

Essentially, goods destined from Britain, Scotland, or Wales to Northern Ireland alone would no 

longer need to pass customs, whereas goods exported or imported from the U.K. for the EU 

would need special customs arrangements.  The EU has already rejected this proposal, as it will 

create a hard border on the frontier with Ireland.  In addition, it will be nearly impossible to 

prevent U.K. goods from ending up in the EU via Ireland.  The Johnson government is taking a 

risk here; the return of a hard border with Ireland will almost certainly lead to a rise in civil 

unrest, and the U.S. has indicated it won’t tolerate such a development.  We will be watching to 

see how hard the U.K. pushes on this issue, but there is a risk of serious turmoil that might 

adversely affect U.K. assets. 

 

Nord Stream 2:  The Biden administration has made it official; the U.S. will go along with the 

German/Russian Nord Stream 2 project.  We must admit this is a head scratcher for us.  The 

administration is arguing that the pipeline was nearly done, so it was counterproductive to try to 

stop it, but the approval rewards Russia and allows Germany to adversely affect nations east of it 

https://www.fa-mag.com/news/powell-has-broad-support-among-top-biden-aides-for-new-fed-term-63218.html
https://www.wsj.com/articles/fed-chair-powell-enjoys-support-for-reappointment-but-hes-not-a-lock-11626859803?st=e74j1iqckykl2u8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fed-chair-powell-enjoys-support-for-reappointment-but-hes-not-a-lock-11626859803?st=e74j1iqckykl2u8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fed-ramps-up-debate-over-taper-timing-pace-11626946201?st=yze0851po4b00a6&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/ecb-looks-to-keep-rates-low-for-longer-11626955611?st=xs2ndwu5dcwwsy8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/ecb-looks-to-keep-rates-low-for-longer-11626955611?st=xs2ndwu5dcwwsy8&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/07/21/world/europe/northern-ireland-protocol-uk.html?smid=url-share
https://www.ft.com/content/c82a5db9-fdff-4a43-a017-915c8e16b3b5?emailId=60f79e8dd834640004749e58&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c82a5db9-fdff-4a43-a017-915c8e16b3b5?emailId=60f79e8dd834640004749e58&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/frost-says-article-16-threshold-met/?utm_source=POLITICO.EU&utm_campaign=343e080b00-EMAIL_CAMPAIGN_2021_07_22_05_05&utm_medium=email&utm_term=0_10959edeb5-343e080b00-190334489
https://www.ft.com/content/13ad8840-a83c-4871-a877-47b7001d839b?emailId=60f8ef6cb4907200040d4369&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.state.gov/joint-statement-of-the-united-states-and-germany-on-support-for-ukraine-european-energy-security-and-our-climate-goals/?utm_source=POLITICO.EU&utm_campaign=343e080b00-EMAIL_CAMPAIGN_2021_07_22_05_05&utm_medium=email&utm_term=0_10959edeb5-343e080b00-190334489
https://www.wsj.com/articles/u-s-german-deal-on-russian-natural-gas-pipeline-expected-soon-11626813466?st=ypcrrlpu2jacl49&reflink=desktopwebshare_permalink
https://www.ft.com/content/49210a4e-17ed-4a2e-a986-4efcadc7f342?emailId=60f9165018dbce00040d8033&segmentId=269ab16c-599f-119f-3d76-260b55fc8e43
https://www.ft.com/content/49210a4e-17ed-4a2e-a986-4efcadc7f342?emailId=60f9165018dbce00040d8033&segmentId=269ab16c-599f-119f-3d76-260b55fc8e43


 

 

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

www.confluenceinvestment.com 

 3 

which earn transit fees from existing pipelines.  It’s hard to see how being nice with Russia will 

reap rewards, and Merkel will be out of office in less than two months.  This is giving out favors 

and seemingly getting little in return, although the U.S. did make an agreement on climate 

investment with Germany.  The president of Ukraine, Volodymyr Zelensky, is scheduled to visit 

Washington in August.  Reports indicate the U.S. has told Ukraine to be quiet about the deal.  

This is going to be an awkward meeting.  Meanwhile, criticism, both foreign and domestic, is 

pouring in.  Governments do, at times, make pacts that can be hard to accept, but usually, it’s to 

get something important in return.  This one seems to get the U.S. little of substance and will 

drain some of the president’s political capital.   

 

Economics and policy:  The debt ceiling is looming, the infrastructure debate continues, and 

house supply is still tight. 

• Although the debt ceiling expiration is looming, the Treasury can postpone a crisis 

probably into October.  However, these actions may reduce the availability of T-bills, 

potentially pressuring the money market industry.  The GOP wants to use the debt ceiling 

to push for spending cuts.  Although these debt ceiling events eventually get resolved, 

they give the party out of power some leverage.  In the past, any drama tends to lead to 

risk-off market activity.   

• Debate on the bipartisan infrastructure bill was blocked in the Senate but appears 

negotiations are continuing.  Majority leader Schumer is trying to create deadlines for 

both the infrastructure bill that will be voted on in regular order and the much larger bill 

that will go through reconciliation.  Schumer’s worry is that if the bills aren’t passed by 

the August recess (August 9), lobbyists will hammer on members back home, making 

passage more difficult.  Taking the approach of two bills carries risk, but given the 

narrow majority the Democrats hold, this is the only way to get a package through.  We 

still expect these measures to pass, but this event will probably be the last item of 

significance to be legislated. 

• The Distribution Financial Accounts data from the Federal Reserve shows that residential 

real estate is the largest asset held by the bottom 90% of households.  The steady 

encroachment of financial firms into home rental could potentially compete with 

households for home ownership.  So far, this hasn’t been a political issue, but we would 

not be surprised to see a pushback in the coming months.   

o Regulators note that the supply of lower-cost “starter” homes is very tight, 

making it harder for young families to enter the housing market.   

o Although Congress has provided around $47.2 billion in rent relief, the states 

have only distributed about $3.0 billion, or about 6.5% of the total.  If the pace of 

aid doesn’t accelerate, we could see mass evictions in the coming months.   

• So far, the states that ended extra unemployment benefits early have not seen a surge in 

new hiring.   

• The Biden administration is expanding its antitrust activity.  The Federal Maritime 

Commission announced an audit of seaborne carriers.  In the wake of the Great Financial 

Crisis, global trade contracted, leading to industry consolidation.  This action by the U.S. 

is to investigate whether this industry is engaging in anti-competitive practices.   

https://www.whitehouse.gov/briefing-room/statements-releases/2021/07/15/fact-sheet-u-s-germany-climate-and-energy-partnership/?utm_source=POLITICO.EU&utm_campaign=343e080b00-EMAIL_CAMPAIGN_2021_07_22_05_05&utm_medium=email&utm_term=0_10959edeb5-343e080b00-190334489
https://www.whitehouse.gov/briefing-room/statements-releases/2021/07/15/fact-sheet-u-s-germany-climate-and-energy-partnership/?utm_source=POLITICO.EU&utm_campaign=343e080b00-EMAIL_CAMPAIGN_2021_07_22_05_05&utm_medium=email&utm_term=0_10959edeb5-343e080b00-190334489
https://www.politico.com/news/2021/07/21/ukraine-zelensky-white-house-visit-500426?utm_source=POLITICO.EU&utm_campaign=343e080b00-EMAIL_CAMPAIGN_2021_07_22_05_05&utm_medium=email&utm_term=0_10959edeb5-343e080b00-190334489
https://www.politico.com/news/2021/07/21/ukraine-zelensky-white-house-visit-500426?utm_source=POLITICO.EU&utm_campaign=343e080b00-EMAIL_CAMPAIGN_2021_07_22_05_05&utm_medium=email&utm_term=0_10959edeb5-343e080b00-190334489
https://www.politico.com/news/2021/07/20/us-ukraine-russia-pipeline-500334
https://www.axios.com/ukraine-poland-republicans-biden-nord-stream-deal-576e50aa-2f5c-45eb-9f14-d572c054f25a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiossneakpeek&stream=top
https://www.politico.com/news/2021/07/21/democrats-biden-russian-pipeline-deal-500474?utm_source=POLITICO.EU&utm_campaign=343e080b00-EMAIL_CAMPAIGN_2021_07_22_05_05&utm_medium=email&utm_term=0_10959edeb5-343e080b00-190334489
https://www.cbo.gov/system/files/2021-07/57152-Federal-Debt-Limit.pdf
https://www.cbo.gov/system/files/2021-07/57152-Federal-Debt-Limit.pdf
https://www.wsj.com/articles/treasury-could-run-out-of-cash-in-october-or-november-unless-debt-ceiling-is-lifted-cbo-says-11626891544?st=lsg8lemootxfuhd&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/us-policy/2021/07/21/republicans-debt-ceiling/
https://www.washingtonpost.com/us-policy/2021/07/21/republicans-debt-ceiling/
https://www.nytimes.com/2021/07/21/us/politics/infrastructure-senate-vote.html?smid=url-share
https://www.wsj.com/articles/republicans-set-to-block-infrastructure-debate-as-details-remain-unresolved-11626878408?st=zer8544s5e9h7p2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/republicans-set-to-block-infrastructure-debate-as-details-remain-unresolved-11626878408?st=zer8544s5e9h7p2&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/07/22/bipartisan-infrastructure-democrats-bill-500475?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.vox.com/2021/7/21/22575946/senate-infrastructure-gamble-explained-bif
https://www.vox.com/2021/7/21/22575946/senate-infrastructure-gamble-explained-bif
https://www.wsj.com/articles/big-landlord-launches-5-billion-house-hunt-11626781403?st=6sfh6h4gzgp5tyh&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/big-landlord-launches-5-billion-house-hunt-11626781403?st=6sfh6h4gzgp5tyh&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/the-shortage-of-starter-homes-extends-beyond-major-cities-11626872400?st=9zm8d0ok5ka0i3x&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/07/21/officials-distributed-rental-aid-500402?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.politico.com/news/2021/07/21/officials-distributed-rental-aid-500402?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.stltoday.com/business/local/states-that-ended-federal-unemployment-benefit-early-saw-no-clear-job-gains/article_5a4a68eb-5ce5-54db-8b41-89abc2dec689.html
https://www.stltoday.com/business/local/states-that-ended-federal-unemployment-benefit-early-saw-no-clear-job-gains/article_5a4a68eb-5ce5-54db-8b41-89abc2dec689.html
https://www.fmc.gov/fmc-establishes-ocean-carriers-audit-program/
https://www.fmc.gov/fmc-establishes-ocean-carriers-audit-program/
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• Non-compete clauses in labor arrangements have been slowly expanding over the years 

into areas that would not appear to need them (including fast food).  Non-compete 

clauses bind the worker to the company and reduce competition for that worker, reducing 

their potential wages.  The U.S. is looking to limit these clauses in a bid to improve 

conditions for workers.   

• Internal polling is showing that Americans are becoming concerned about inflation.  The 

administration is trying to address the issue, but in reality, there isn’t a good solution to 

current supply-driven inflation other than time.  However, if inflation doesn’t begin to 

decline soon, it will be an important issue in 2022’s midterms.   

• Recent research shows that the Midwest offers a large number of jobs that have high 

wages but don’t require a bachelor’s degree.   

China:  China is struggling with flooding, Sherman will go to Beijing after all, and tensions 

between Washington and Beijing are elevated.   

• China is dealing with massive flooding, a trend that has been developing in recent years.  

Central China is receiving historic rainfall amounts; the city of Zhengzhou reported a 

daily rainfall record of 18”, with 7” reported in one hour.  For reference, the average 

annual precipitation in Zhengzhou is just over 25”.  Subways were submerged, trapping 

passengers.  Thousands have been displaced, and dozens have perished or are missing.  

Zhengzhou is the home of iPhone’s (APPL, USD, 145.40) largest manufacturing site.  

Pictures from the city show the level of devastation.   

• Earlier this week, Beijing had snubbed Deputy SoS Wendy Sherman when the U.S. 

requested a meeting with Wang Yi, China’s foreign minister.  Initially, China offered a 

lower-ranking diplomat; the U.S. refused to make a visit and treated the action as a snub.  

Beijing has apparently relented, making Wang available for a meeting.   

• In response to U.S. accusations against China hacking, Beijing has leveled similar 

charges against the U.S.  On the one hand, the report originated in Global Times, a CPC 

mouthpiece.  At the same time, American cyber capabilities are strong, so we would not 

be shocked if the charges are true.  China is lashing out verbally against the accusations 

in its media.  At the same time, there is evidence that China has made strong efforts to 

boost its cyber capabilities.   

• Evergrande Group (EGRNF, USD, 0.95), the heavily indebted Chinese property 

developer, appears to be heading toward bankruptcy.  Banks are no longer providing 

mortgages to the firm’s development projects, which will likely force it to restructure.   

• U.S. and Chinese firms are increasingly being forced to deal with rules and restrictions 

from Washington and Beijing. 

o U.S. tech social media firms are dealing with a new Hong Kong law against the 

practice of “doxing,” which is the practice of disclosing personal information 

online.  This action is usually done in protest, encouraging social media 

participants to send unpleasant messages.  In some cases, this harassment can 

move into “real life,” which can mean protests at a person’s home or hacking their 

financial accounts.  The legislature gives broad latitude to security forces, 

including the ability to seize data from social media firms, even if they are outside 

https://www.wsj.com/articles/resistance-to-noncompete-agreements-is-a-win-for-workers-11558195200?st=qpqrez7uo9ihlwu&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/sandwich-chain-jimmy-johns-to-drop-noncompete-clauses-from-hiring-packets-1466557202?st=o9ghfkhsvvi63uw&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/the-noncompete-clause-gets-a-closer-look-11626872430?st=ngtp4gymzrc6zzj&reflink=desktopwebshare_permalink
https://www.axios.com/biden-pollsters-inflation-warning-fe5b0236-1f52-4172-b9d9-77d4a02be2b5.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiossneakpeek&stream=top
https://www.axios.com/how-to-lift-americas-heartland-into-the-middle-class-6715fd3d-b381-47cd-8db8-91ad9d1a8004.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
http://www.sixthtone.com/news/1008044/central-china-in-wartime-mode-as-massive-floods-kill-29
https://www.sixthtone.com/news/1005939/chinas-historic-flood-season%2C-in-numbers-and-photos
http://www.xinhuanet.com/local/2021-07/20/c_1127676145.htm
https://twitter.com/i/status/1417476890768597006
https://twitter.com/i/status/1417476890768597006
https://www.wsj.com/articles/china-floods-kill-at-least-a-dozen-people-force-100-000-from-their-homes-11626844227?st=0gpful893z5rh2x&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/photography/interactive/2021/photos-central-china-floods/?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%2F343508c%2F60f8ec669d2fda945a119504%2F596b53f6ae7e8a44e7d597a3%2F65%2F78%2F60f8ec669d2fda945a119504
https://www.nytimes.com/2021/07/20/world/asia/china-flooding-zhengzhou-subway.html?smid=url-share
https://www.state.gov/deputy-secretary-shermans-travel-to-the-peoples-republic-of-china-and-oman/
https://www.ft.com/content/9d4154cc-b00a-4566-b3f3-78c56fd72635
https://www.scmp.com/news/china/diplomacy/article/3141949/us-hackers-attacked-thousands-servers-china-news-report-claims?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3141949
https://www.scmp.com/news/china/diplomacy/article/3141949/us-hackers-attacked-thousands-servers-china-news-report-claims?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3141949
https://www.nytimes.com/2021/07/20/world/asia/china-biden.html?smid=url-share
https://www.nytimes.com/2021/07/20/world/asia/china-biden.html?smid=url-share
https://www.nytimes.com/2021/07/19/technology/china-hacking-us.html?smid=url-share
https://www.nytimes.com/2021/07/19/technology/china-hacking-us.html?smid=url-share
https://www.reuters.com/world/asia-pacific/some-hong-kong-banks-decline-mortgages-evergrandes-off-plan-projects-2021-07-21/
https://www.reuters.com/world/asia-pacific/some-hong-kong-banks-decline-mortgages-evergrandes-off-plan-projects-2021-07-21/
https://www.legco.gov.hk/yr20-21/english/brief/cmabcr72245_20210714-e.pdf
https://qz.com/2036212/why-hong-kongs-doxxing-law-alarms-google-facebook-twitter/
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of Hong Kong.  Complicating matters further is that the law never precisely 

defines doxing, meaning the police will define the activity on the fly.  It also 

allows security forces to detain employees of tech firms for failing to remove 

content deemed to be doxing.  In effect, this is expanding the reach of China’s 

“Great Firewall.”  This new law could easily force social media firms to exit 

Hong Kong and China altogether.   

o As the U.S. attempts to ban goods from Xinjiang, suppliers who provide 

components to U.S. firms are starting to move operations out of the western 

region to other parts of China.  Their hope is by moving they can still maintain 

business with U.S. firms.   

o Eastman Kodak (KODK, USD, 7.74) has deleted an Instagram post showing 

images of Xinjiang taken by the French photographer Patrick Wack.  Wack 

described this picture as providing a narrative of Xinjiang’s “abrupt descent into 

an Orwellian dystopia.”  The company took down the post suggesting the page 

was to display creativity, not to make political statements.  The Global Times 

touted Kodak’s apology.  We would not be surprised to see a backlash to the 

decision from the U.S. 

• Despite the problems in Hong Kong, there is little evidence to suggest the turmoil is 

hurting its standing as a financial center.   

• As the U.S. and China continue to steadily decouple, China is attempting to expand its 

technology hardware industry.  Beijing’s ambitions in this area are suffering a setback, as 

Tsinghua Unigroup (002049, CNY, 172.50) appears to be on the brink of bankruptcy.   

o U.S./China decoupling is probably not fully appreciated by investors.   

• Bitcoin mining is mostly coming to an end in China. 

• It appears Chinese leaders have concluded that Biden is more difficult than Trump 

because the former is building coalitions to contain China.  However, we prefer to view 

China policy in the context of trend rather than personalities.  Simply put, the U.S., on a 

bipartisan basis, is concluding that China is a problem.   

• China was successful in reducing birth rates with its “one-child” policy.  Now it is trying 

to increase births through policy as well; results thus far are not encouraging.   

COVID-19:  The number of reported cases is 192,149,552 with 4,129,954 fatalities.  In the U.S., 

there are 34,229,841 confirmed cases with 609,870 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 391,248,955 doses of the vaccine have 

been distributed, with 339,102,867 doses injected.  The number receiving at least one dose is 

186,819,440, while the number of second doses, which would grant the highest level of 

immunity, is 161,895,045.  The FT has a page on global vaccine distribution.  The Axios map 

shows rising cases in most of the U.S.   

• The WHO is calling for a new investigation of the Wuhan lab; Beijing is not happy.   

• Australia has been controlling the virus through lockdowns and social distancing.  It 

hasn’t moved rapidly on vaccine distribution, which now looks like a mistake.   

https://qz.com/2036212/why-hong-kongs-doxxing-law-alarms-google-facebook-twitter/
https://qz.com/2017649/wix-bing-youtube-errors-stoke-fear-chinas-firewall-is-global/
https://qz.com/2017649/wix-bing-youtube-errors-stoke-fear-chinas-firewall-is-global/
https://www.wsj.com/articles/chinese-suppliers-to-apple-nike-shun-xinjiang-workers-as-u-s-forced-labor-ban-looms-11626795627?st=a5lx5asbocqonwk&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinese-suppliers-to-apple-nike-shun-xinjiang-workers-as-u-s-forced-labor-ban-looms-11626795627?st=a5lx5asbocqonwk&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/07/21/world/asia/kodak-instagram-china.html?smid=url-share
https://www.nytimes.com/2021/07/21/world/asia/kodak-instagram-china.html?smid=url-share
https://www.globaltimes.cn/page/202107/1229177.shtml
https://www.globaltimes.cn/page/202107/1229177.shtml
https://www.axios.com/hong-kong-financial-center-safe-cad97b2b-1ffa-47fc-be02-3ee4f3f66242.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/hong-kong-financial-center-safe-cad97b2b-1ffa-47fc-be02-3ee4f3f66242.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/2021/07/19/technology/china-microchips-tsinghua-unigroup.html?smid=url-share
https://www.scmp.com/tech/big-tech/article/3141703/debt-saddled-tsinghua-unigroup-turn-top-buyer-big-seller?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3141703
https://www.ft.com/content/471feda8-bae1-426a-b57f-a845baefe79b
https://www.economist.com/china/2021/07/10/deep-in-rural-china-bitcoin-miners-are-packing-up
https://www.nytimes.com/2021/07/20/world/asia/china-biden.html?smid=url-share
https://www.scmp.com/news/china/politics/article/3141978/china-offers-baby-bonuses-births-track-new-low-2021?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3141978
https://www.nytimes.com/live/2021/07/22/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
https://www.axios.com/covid-pandemic-cases-unvaccinated-vaccines-3d5ac3b0-78fb-473b-ae0b-0f8382d0501b.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/2021/07/22/world/china-wuhan-lab-who.html
https://www.nytimes.com/2021/07/22/world/australia-scott-morrison-vaccines-apology.html
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• Asian nations are dealing with high levels of Delta variant infections.   

• Although we hear of “believing in science,” it is important to remember that science is a 

process of inquiry, not an ideology.  One scientist, in analyzing new data, has moved 

from the lab-leak hypothesis to the theory that the virus moved to humans from an animal 

host.  This is how science works; a theory is constantly questioned by incoming data.  

Holding that position should be based on the strength of the explanation and not on a 

belief.   

• The CDC reports that U.S. life expectancy fell last year, mostly due to the pandemic.   

• In looking at death rates and infections, nations with higher levels of vaccinations are 

seeing lower death rates.   

 
 

International roundup:  Central Asia is in turmoil, and Cyprus might be next for unrest.  

• As the U.S. leaves Afghanistan, nations in the area are preparing for instability.  In 

response, Russia has become increasingly active in central Asia.  It has sent 17 BMP-2 

vehicles to Tajikistan to support infantry.  It also moved T-72 tanks to the region.   

o Meanwhile, Turkey says it will protect the airport in Kabul if the U.S. provides 

funding and other support.   

• The city of Varosha, on the island of Cyprus, was abandoned in 1974, when the island 

was divided between Turkey and Greek Cypriots.  It is on the border of the dividing line 

between the two powers.  In a provocative move, Turkey claims it will partially reopen 

the city to supporters of Turkey.  The U.S. and EU have protested the decision.   

• The U.S. has launched airstrikes on al-Shabab located in Somalia, the first attacks since 

January.   

• As the Olympics begin, PM Suga of Japan is in a difficult spot.  He has pushed for the 

games to go forward, but pandemic restrictions and the massive costs required to conduct 

the games have sent his approval ratings to very low levels.   

https://www.bbc.com/news/world-asia-53420537?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.npr.org/sections/goatsandsoda/2021/07/19/1016005828/new-data-leads-to-rethinking-once-more-where-the-pandemic-actually-began
https://www.npr.org/sections/goatsandsoda/2021/07/19/1016005828/new-data-leads-to-rethinking-once-more-where-the-pandemic-actually-began
https://www.npr.org/sections/goatsandsoda/2021/07/19/1016005828/new-data-leads-to-rethinking-once-more-where-the-pandemic-actually-began
https://www.axios.com/cdc-us-life-expectancy-falls-pandemic-382e2b88-fc48-4431-ad65-3acfc4e28b83.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://en.wikipedia.org/wiki/BMP-2
https://en.wikipedia.org/wiki/BMP-2
https://www.kommersant.ru/doc/4909723
https://tass.ru/armiya-i-opk/11940411
https://www.aljazeera.com/news/2021/7/20/erdogan-calls-for-us-support-for-turkey-to-protect-kabul-airport
https://www.aljazeera.com/news/2021/7/20/erdogan-calls-for-us-support-for-turkey-to-protect-kabul-airport
https://www.aljazeera.com/news/2021/7/20/turkey-says-deserted-cyprus-town-to-reopen-amid-greek-objections
https://www.duvarenglish.com/us-eu-slam-turkish-plans-to-reopen-varoshas-residential-area-news-58248
https://www.thenationalnews.com/world/2021/07/20/us-launches-air-strike-on-al-shabab-in-somalia/
https://morningconsult.com/form/global-leader-approval/#section-70
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• Earlier this week, we noted that flooding in Germany might lead to gains for the Greens.  

However, so far, no party seems to have an advantage from the disaster.   

 

U.S. Economic Releases  
 

U.S. economic activity slowed unexpectedly in June, according to the Federal Reserve Bank of 

Chicago.  The Chicago National Fed National Activity Index (CFNAI) came in at +0.09 

compared to expectations of 0.30.  The prior report was revised downward from +0.29 to +0.26. 

The slowdown appears to be related to personal consumption and housing activity.  That said, 45 

out of the 85 indicators tracked by the index remained in positive territory.  
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The chart above shows the six-month moving average of the Chicago Fed National Activity 

Index. 

 

Meanwhile, jobless claims rose unexpectedly for the week ending July 17.  Initial claims came in 

at 419K compared to expectations of 350K.  The prior report was revised from 360K to 368K.  

Continuing claims came in at 3,236K compared to expectations of 3,100K.  The prior report was 

revised from 3,241K to 3,265K.  

 

https://www.nytimes.com/2021/07/21/world/europe/germany-floods-politics-election-candidates-laschet.html?smid=url-share
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The chart above shows the four-week moving average of initial claims. The moving average rose 

from 384.5K to 385.3K. 
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The chart above shows the four-week moving average of continuing claims by region. 

 

The table below shows the domestic releases scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

10:00 Langer Consumer Comfort w/w 18-Jul 52.2 ***

10:00 Leading Index m/m Jun 0.8% 1.3% **

10:00 Existing Home Sales m/m Jun 5.90m 5.80m **

10:00 Existing Home Sales MoM m/m Jun 1.7% -0.9% *

10:00 Kansas City Fed Manf. Activity m/m Jul 25 27 *

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

China Swift Global Payments CNY m/m Jun 2.5% 1.9% ** Equity bearish, bond bullish

Australia NAB Business Confidence q/q 2Q 17.0 17.0 ** Equity and bond neutral

EUROPE

France Business Confidence m/m Jul 113 113 113 ** Equity and bond neutral

Manufacturing Confidence m/m Jul 110 107 107 ** Equity bullish, bond bearish

Production Outlook Indicator m/m Jul 20 27 28 ** Equity and bond neutral

Own-Company Production Outlook m/m Jul 21 18 18 ** Equity bullish, bond bearish

Business Survey Overall Demand m/m Jul 19 8 ** Equity bullish, bond bearish

UK CBI Trends Total Orders m/m Jul 17 19 16 ** Equity and bond neutral

CBI Trends Selling Prices m/m Jul 42 46 44 ** Equity and bond neutral

CBI Business Optimism m/m Jul 27 38 34 ** Equity and bond neutral

Switzerland CPI Weekly YTD w/w 19-Jul 4.6% 4.6% ** Equity and bond neutral

AMERICAS

Brazil Tax Collections m/m Jun 137169m 142106m 140000m * Equity bearish, bond bullish

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) 14 13 1 Up

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

TED spread (bps) 10 9 1 Neutral

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

10-yr T-note (%) 1.29 1.29 0.00 Neutral

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

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

Currencies Direction

dollar Flat Down

euro Flat Up

yen Up Up

pound Down Up

franc Flat Up

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% 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 $73.03 $72.23 1.11% Market Optimism

WTI $71.12 $70.30 1.17%  

Natural Gas $3.94 $3.96 -0.51%  

Crack Spread $20.32 $20.33 -0.02%

12-mo strip crack $19.34 $19.29 0.25%

Ethanol rack $2.41 $2.42 -0.23%

Gold $1,796.13 $1,803.66 -0.42%

Silver $25.09 $25.26 -0.67%

Copper contract $431.40 $427.20 0.98%

Corn contract $554.50 $568.50 -2.46%

Wheat contract $694.50 $710.75 -2.29%

Soybeans contract $1,366.00 $1,389.75 -1.71%

Baltic Dry Freight 3058 3053 5

Actual Expected Difference

Crude (mb) 2.1 -4.5 6.6

Gasoline (mb) -0.1 -1.2 1.1

Distillates (mb) -1.3 0.5 -1.8

Refinery run rates (%) -0.40% 0.35% -0.75%

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 is some cyclone formation located along the 

border of Alabama and Mississippi, but it is not expected to develop into a tropical storm. 
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Data Section 
 

U.S. Equity Markets – (as of 7/21/2021 close) 
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(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 7/21/2021 close) 
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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 22, 2021 
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Based on our methodology,1 the current P/E is 24.2x, -0.2x from last week.  Rising earnings and 

steady index values led to the decline in the multiple. 

 
 

 

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. 


