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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 28, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is up 0.6% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 0.6%.  Chinese markets were lower, with the Shanghai Composite down 0.6% from its 

prior close and the Shenzhen Composite down 0.8%.  U.S. equity index futures are signaling a 

flat-to-higher open.  With 174 companies having reported, the S&P 500 Q2 2021 earnings stand 

at $49.70, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% increase 

from Q2 2020 earnings.  Thus far this quarter, 88.5% of the companies have reported earnings 

above forecast, while 10.9% 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 (7/26/2021): “The Protests in Cuba” 

• 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 (7/23/2021) (with associated podcast and chart book): We look 

at the implications for investors and for the world economy of high corporate debt in 

China. 

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

Globalization” 

 

We begin today’s Comment with several items related to U.S. fiscal, monetary, and regulatory 

policy.  We next turn to a range of international developments that highlight the growing risks of 

great-power military conflict in the future.  We end with the latest news on the coronavirus 

pandemic. 

 

U.S. Fiscal Policy:  Lawmakers negotiating over the bipartisan “hard” infrastructure bill totaling 

approximately $1 trillion said yesterday they were approaching a resolution to some of the issues 

that had bogged down the final stretch of talks.  However, partisan sniping continues over a few 

final disputes.  As of last night, the key remaining issues included how much money to allocate 

to public transit facilities and how to pay for the proposal.  We expect the negotiators will agree 

on a deal soon, although the impact on the economy and the financial markets will depend on the 

details. 

 

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_26_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_july_22_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_July_23_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/lawmakers-say-infrastructure-deal-within-reach-11627419274?mod=hp_listb_pos1
https://www.wsj.com/articles/lawmakers-say-infrastructure-deal-within-reach-11627419274?mod=hp_listb_pos1
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U.S. Monetary Policy:  The Federal Reserve will finish its latest two-day policy meeting today, 

with a decision and a press conference by Chair Powell this afternoon.  We expect no change to 

the Fed’s benchmark fed funds interest rate or its bond-buying program.  However, with multiple 

renegades on the policymaking committee calling for tighter monetary policy sooner rather than 

later, the officials may signal intensified discussion about the timing of an asset-purchase taper 

later in the year. 

 

U.S. Regulatory Policy:  To bolster his “Buy American” program and help address international 

supply chain vulnerabilities, President Biden is preparing a new executive order that would 

sharply increase the domestic content requirement for products sold to the federal government.  

The order would lift the current 55% requirement to 60% and phase in further increases to 75% 

over the next eight years. 

• Since the order could encourage additional domestic manufacturing, it may help reduce 

U.S. dependence on foreign goods over time.  However, since domestic products are 

often more expensive than foreign ones, it could raise costs for the government. 

• The order would also risk unnerving international suppliers to the government and could 

raise tensions with allies in Canada and Europe that have long resisted Washington’s 

attempts to tighten procurement rules. 

 

United States-China-Russia:  In a speech at the Office of the Director of National Intelligence, 

President Biden warned that cyberattacks would be the most likely cause of any shooting war 

between the U.S. and China or Russia.  According to Biden, “If we end up in a war, a real 

shooting war with a major power, it’s going to be as a consequence of a cyber breach.” 

• Biden’s remark is at odds with the views of many national security analysts and 

observers, who are more concerned about a potential Chinese takeover of Taiwan.  The 

remark may, therefore, be a deliberate attempt to express the administration’s frustration 

over continued Chinese and Russian cyberattacks and warn off any further attacks.  The 

prepared nature of the statement and the venue at the ODNI would be consistent with that 

hypothesis.  The remarks did not appear to be off-the-cuff. 

• Given that Biden also stressed the burdens and disruptions of cyberattacks in his speech, 

we think it’s an important reminder that a lot of tension between the U.S. and its great-

power rivals is probably building up unseen by the public in the realm of cyberwarfare, 

intelligence operations, and secret weapons developments.  Although we still subscribe to 

the idea that Taiwan is probably “the most dangerous place in the world,” geopolitical 

risks are probably also rising well beyond the shores of that island. 

 

China:  The Federation of American Scientists yesterday issued a report saying China has begun 

building out a second network of nuclear missile silos in the far west of the country.  According 

to the report, based on commercial satellite imagery, the site near the city of Hami in Xinjiang 

province could eventually include about 110 silos, making it similar in size to the network that a 

separate think tank identified earlier this year near the city of Yumen in Gansu province. 

• The U.S. still has approximately ten times as many warheads as China’s 400 or so, with a 

similar advantage in delivery systems.  However, China is rapidly building out its 

https://www.ft.com/content/6b5992d3-967e-4a63-b159-a398654d6199
https://www.wsj.com/articles/fed-meeting-will-focus-on-tapering-timeline-11627464602?mod=hp_lead_pos2
https://www.wsj.com/articles/fed-meeting-will-focus-on-tapering-timeline-11627464602?mod=hp_lead_pos2
https://www.ft.com/content/2be56cd6-e6d8-4189-927e-c39e7766f3f2
https://www.ft.com/content/2be56cd6-e6d8-4189-927e-c39e7766f3f2
https://www.ft.com/content/5bbaa89b-2e85-4c5f-b918-566e6712d273
https://www.ft.com/content/5bbaa89b-2e85-4c5f-b918-566e6712d273
https://www.wsj.com/articles/china-appears-to-be-building-new-silos-for-nuclear-missiles-researchers-say-11627401364
https://www.wsj.com/articles/china-appears-to-be-building-new-silos-for-nuclear-missiles-researchers-say-11627401364
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strategic forces with a focus on survivability.  It is working to complete a full “triad” of 

basing options, including air-, sea-, and land-based missiles (which include mobile 

systems deployed on rails in deep underground tunnels). 

• The more missiles China can deploy in hardened or difficult-to-target launching systems, 

the more likely at least some of its weapons could survive a U.S. first strike.  The 

possibility of some missiles surviving would act as a powerful deterrent against U.S. 

forces. 

 

Russia-Afghanistan:  As the U.S. completes its military withdrawal from Afghanistan and 

Taliban forces continue to seize territory, Russia is building ties with Taliban leaders to ensure it 

can influence future developments in the region. 

 

U.K. Industrial Policy:  The Ministry of Defense has agreed to buy Sheffield Forgemasters, one 

of Britain’s oldest steelmakers, for £2.5 million. The deal paves the way for the ministry to 

invest up to £400 million in new equipment and infrastructure at the steelmaker’s facilities over 

the next 10 years, intending to ensure the company can continue to produce key components for 

the Royal Navy’s nuclear submarines. 

• After three decades in which politicians and business leaders across the world 

emphasized building hyper-efficient, global supply chains, and just-in-time inventory 

systems, we are seeing increased signs that the ideal is being reversed.  One reason is that 

the pandemic-related supply disruptions have exposed the commercial, economic, and 

social vulnerabilities produced by such a production system. The global shortage of 

semiconductors has become the world’s poster child for that issue. 

• In addition, however, we also see signs that great-power geopolitical rivalries are also 

undermining the efficiency focus.  As the U.S. and its allies confront a world of threats 

from great powers like China and Russia, they put more emphasis on old-fashioned 

concerns like mobilization capacity in the defense industry and ensuring they can make 

critical defense goods at home. 

 

U.K.-Brexit:  Despite the government’s program to grant secure immigration status to European 

citizens living long term in the U.K. after Brexit, many people who experienced the enforcement 

of the rules complain they are applied in a harsh and inflexible way.  The tough enforcement not 

only affects millions of foreigners living and working in the U.K., but it also endangers the 

country’s aspiration to be a “global Britain.” 

 

European Union-Serbia-Albania-North Macedonia:  The leaders of Serbia, Albania, and 

North Macedonia have hit out at Brussels over the slow pace of EU enlargement, vowing to 

press ahead with their own border-free travel and business zone as they wait for the bloc to admit 

them. 

 

COVID-19:  Official data show confirmed cases have risen to 195,498,370 worldwide, with 

4,180,770 deaths.  In the United States, confirmed cases rose to 34,606,631, with 611,304 deaths.  

Vaccine doses delivered in the U.S. now total 395,460,845, while the number of people who 

have received at least their first shot totals 188,996,475.  Finally, here is the interactive chart 

https://www.ft.com/content/38c0dd0c-6f69-41bd-9866-fb77a94fb2cd
https://www.ft.com/content/5156f3a6-7b15-4fe3-b938-12e423f873f6
https://www.ft.com/content/5156f3a6-7b15-4fe3-b938-12e423f873f6
https://www.ft.com/content/04ba2bbd-c430-4f59-9ce2-2506a3f6256c
https://www.ft.com/content/85c3ebb9-346e-40de-96ae-77963eb99b6f
https://www.nytimes.com/live/2021/07/28/world/covid-delta-variant-vaccine?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=Interactive&variant=1_Show&is_new=false
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
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from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   

 

Virology 

• According to the latest CDC data, 56.9% of the U.S. population has now received at least 

one dose of a vaccine, and 49.2% of the population is fully vaccinated.  However, new 

polling shows stark differences between vaccination status and willingness to be 

vaccinated among different religious groups.  According to the polling, white 

evangelicals are the most resistant, with only 56% of that group saying they have been 

vaccinated or plan to get the shot as soon as possible.  Among all Americans, 71% have 

been vaccinated or are willing to be. 

• Saudi Arabia has become the latest major country to impose a vaccine mandate on its 

citizens.  Starting Sunday, Saudis will need to show proof on a mobile app that they have 

received at least one vaccine dose to enter public and private institutions such as schools, 

shops, malls, markets, restaurants, cafes, concert venues, and public transportation. 

Beginning August 9, they will need two doses to travel abroad. 

• In Israel, where the Delta mutation is again pushing up infection rates, the government 

authorized using the vaccine from Pfizer (PFE, $42.10) for vulnerable children between 

five and 11 years old.  The authorization allows administering the vaccine to the children 

if they have a high likelihood of serious illness or death from COVID-19 because of 

underlying conditions such as severe obesity, chronic lung disease, immunosuppression, 

or heart failure. 

• Back in the U.S., President Biden said he was considering requiring all federal 

government employees to be vaccinated.  Separately, the CDC issued revised 

recommendations that vaccinated people in areas with “substantial” levels of COVID-19 

start wearing masks again in indoor public places. 

 

Economic and Financial Market Impacts 

• The IMF issued updated economic forecasts showing that while overall global growth is 

still expected to be 6.0% in 2021, but only because a downward revision in the growth 

forecast for developing countries was offset by an upward revision in the forecast for 

developed nations. 

o The IMF now sees the developing countries growing just 6.3% this year, largely 

because of resurgent infections from the Delta mutation and slow progress in their 

mass vaccination campaigns. 

o In contrast, the organization now expects economic growth in the developed 

countries to reach 5.6%, based on positive progress regarding vaccinations and 

large spending packages designed to support their recoveries. 

 

U.S. Economic Releases  

 

Mortgage application rose in the week ending July 23, according to the Mortgage Brokers 

Association (MBA).  The MBA mortgage applications index rose 5.7% from the prior week.  

https://www.wsj.com/articles/white-evangelicals-resist-covid-19-vaccine-most-among-religious-groups-11627464601?mod=hp_lead_pos7
https://www.wsj.com/articles/white-evangelicals-resist-covid-19-vaccine-most-among-religious-groups-11627464601?mod=hp_lead_pos7
https://www.wsj.com/articles/saudi-arabia-to-impose-covid-19-vaccine-mandate-11627402754
https://www.wsj.com/articles/israel-begins-pfizer-covid-19-vaccine-for-at-risk-children-under-12-as-delta-cases-surge-11627414792
https://www.wsj.com/articles/israel-begins-pfizer-covid-19-vaccine-for-at-risk-children-under-12-as-delta-cases-surge-11627414792
https://www.ft.com/content/712d6c67-f720-44da-b51b-da6f5a0c74d1
https://www.ft.com/content/712d6c67-f720-44da-b51b-da6f5a0c74d1
https://www.wsj.com/articles/imf-sees-countries-economic-prospects-split-based-on-covid-19-vaccination-rates-11627390800
https://www.wsj.com/articles/imf-sees-countries-economic-prospects-split-based-on-covid-19-vaccination-rates-11627390800
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The index for purchases fell 1.6%, while the index for refinancing rose 9.3%.  The average 30-

year fixed-rate mortgage fell 10 bps from 3.11% to 3.01%. 

 

In June, the U.S. goods trade balance widened more than expected due to the increase in imports 

outweighing the increase in exports.  The advance goods trade deficit came in at $91.2B 

compared to expectations of $88.0B.  The prior reported deficit was revised upward from $88.1B 

to $88.2B.  In addition to trade, retail inventories unexpectedly rose 0.3% from the previous 

month compared to expectations of -0.5%.  Wholesale inventories rose 0.8% from the prior 

month compared to expectations of a 1.1% rise. 

 

 
 

The chart above shows the level of Advance Trade Balance.  
 

The table below lists the Fed events scheduled for the rest of the day. 

 

EST Speaker or event

14:00 FOMC Rate Decision

District or position

Federal Reserve Board

Economic Releases

 No economic releases today

Fed Speakers or Events

 
 

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.  
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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 Leading Index CI m/m May 102.6 102.6 ** Equity and bond neutral

Coincident Index m/m May 92.1 92.7 ** Equity and bond neutral

Australia CPI y/y 2Q 3.8% 1.1% 3.7% *** Equity and bond neutral

EUROPE

Germany Import Price Index m/m Jun 1.6% 1.7% 1.5% ** Equity and bond neutral

GfK Consumer Confidence m/m Aug -0.3 -0.3 1 *** Equity and bond neutral

France Consumer Confidence m/m Jul 101 102 102 *** Equity and bond neutral

Italy Consumer Confidence Index m/m Jul 116.6 115.1 115.5 *** Equity bullish, bond bearish

Manufacturing Confidence m/m Jul 115.7 114.8 115.3 ** Equity bullish, bond bearish

Economic Sentiment m/m Jul 116.3 112.8 ** Equity bullish, bond bearish

U.K. Nationwide House PX m/m Jul -0.5% 0.7% 0.3% ** Equity bearish, bond bullish

Switzerland Credit Suisse Survey Expectations m/m Jul 42.8 51.3 ** Equity and bond bearish

AMERICAS

Brazil FGV Construction Costs m/m Jul 1.2% 2.3% 1.1% ** Equity and bond neutral

Current Account Balance m/m Jun $2791m $3840m $3800m ** Equity bearish, bond bullish

Foreign Direct Investment m/m Jun $174m $1229m $2500m ** Equity bearish, bond bullish

Mexico Trade Balance m/m Jun 762.0m 339.7m 2005.3m ** Equity bearish, bond bullish

Economic Activity IGAE y/y May 25.1% 22.3% 23.9% ** Equity bullish, bond bearish  
 

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 Down

3-mo T-bill yield (bps) 4 4 0 Neutral

TED spread (bps) 9 9 0 Neutral

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

10-yr T-note (%) 1.25 1.24 0.01 down

Euribor/OIS spread (bps) -54 -54 0 Neutral

EUR/USD 3-mo swap (bps) 5 5 0 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Flat Up

franc Flat Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Lower Bound) 0.000% 0.000% On forecast

FOMC Rate Decision (Upper Bound) 0.250% 0.250% On forecast

Interest on Reserve Balances Rate 0.150% 0.150% 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. 
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Price Prior Change Explanation

Brent $74.89 $74.48 0.55%

WTI $72.25 $71.65 0.84%  

Natural Gas $3.91 $3.97 -1.64%  

Crack Spread $22.13 $22.41 -1.25%

12-mo strip crack $20.32 $20.57 -1.23%

Ethanol rack $2.40 $2.39 0.10%

Gold $1,801.24 $1,799.09 0.12%

Silver $24.83 $24.69 0.55%

Copper contract $453.25 $454.45 -0.26%

Corn contract 544.00$       546.25$       -0.41%

Wheat contract 685.25$       674.50$       1.59%

Soybeans contract 1,354.75$    1,359.50$   -0.35%

Baltic Dry Freight 3166 3210 -44

Actual Expected Difference

Crude (mb) -2.1

Gasoline (mb) -1.0

Distillates (mb) -0.3

Refinery run rates (%) 0.45%

Natural gas (bcf) 41.0

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 

most of the country.  New England and the Southwest regions are expected to have cooler-than-

normal temperatures.  The forecast calls for wetter-than-normal conditions in the Pacific region, 

with dry conditions for most of the country.  There is no tropical cyclone activity expected over 

the next 48 hours. 
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Data Section 
 

U.S. Equity Markets – (as of 7/27/2021 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

-2.0% -1.0% 0.0% 1.0% 2.0%

Communication Services

Consumer Discretionary

Technology

Energy

Industrials

S&P 500

Financials

Materials

Consumer Staples

Healthcare

Real Estate

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 7/27/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

Emerging Markets ($)

Emerging Markets (local currency)

US Government Bond

US Corporate Bond

Cash

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Mid Cap

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 22, 2021 
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P/E as of 7/21/2021 = 24.2x

 
 

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. 


