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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 6, 2021—9:30 AM EDT] Global equity markets are generally lower this morning.  

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

closed down 0.4%.  Chinese markets were lower, with the Shanghai Composite down 0.1% from 

its prior close and the Shenzhen Composite down 0.3%.  U.S. equity index futures are signaling a 

flat to lower open.   
 

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 (6/28/2021): The Mid-Year Geopolitical Outlook 

• Weekly Energy Update (7/1/2021): Oil inventories continue to decline, and Libya may 

have a peace deal. 

• 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 (7/2/2021): We discuss how a weaker dollar may contribute to 

inflationary pressures (no associated podcast and chart book this week). 

• Confluence of Ideas podcast (4/30/2021): “The U.S.-China Balance of Power: Part II” 

 

In today’s Comment, we open with a lengthy discussion of the Chinese government’s latest 

clampdown on its technology firms.  Importantly, we discuss the move’s implications for a range 

of geopolitical and economic issues.  We next turn to general international news, ranging from 

recent OPEC developments to rising protests against the Brazilian president.  We close with the 

latest news on the coronavirus pandemic. 

 

China:  According to reports over the weekend, Chinese regulators are investigating the security 

of customer data at ride-hailing company Didi Global, Inc. (DIDI, $15.53) and have shut down 

the firm’s app just days after its U.S. IPO last Wednesday.  Subsequently, they also launched 

probes into data security at two other U.S.-listed companies that run truck-hailing and recruiting 

apps.  The regulators’ concerns ostensibly center on the possibility that troves of customer data at 

the firm could potentially fall into foreign hands as a result of greater public disclosure 

associated with a U.S. listing.  In fact, the reports indicate the regulators pressured the company 

not to go through with its IPO, although, with the absence of a formal order not to proceed, the 

company went ahead with it.  Given the regulatory threat to the company, we would expect its 

shares to face tough sledding when U.S. markets open on Tuesday.  At the same time, we would 

emphasize a number of broader, longer-term implications of the move: 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_6_28_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_july_01_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_July_2_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/china-s-internet-regulator-reviewing-cybersecurity-of-ride-hailing-business-didi-chuxing-11625231216?mod=article_inline
https://www.wsj.com/articles/china-s-internet-regulator-reviewing-cybersecurity-of-ride-hailing-business-didi-chuxing-11625231216?mod=article_inline
https://www.wsj.com/articles/chinese-unit-launches-review-into-u-s-listed-chinese-tech-companies-11625451374
https://www.wsj.com/articles/chinese-unit-launches-review-into-u-s-listed-chinese-tech-companies-11625451374
https://www.wsj.com/articles/chinese-unit-launches-review-into-u-s-listed-chinese-tech-companies-11625451374
https://www.wsj.com/articles/chinese-regulators-suggested-didi-delay-its-u-s-ipo-11625510600?mod=hp_lead_pos1
https://www.wsj.com/articles/chinese-regulators-suggested-didi-delay-its-u-s-ipo-11625510600?mod=hp_lead_pos1
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• Chinese regulators may have legitimate concerns about Didi’s customer data being 

captured by foreign competitors or intelligence agencies.  If the concern is about foreign 

intelligence agencies, it could indicate that China has become aware of foreign spying 

operations making use of such data.  The regulatory crackdown could also aim at 

signaling that China will fight back against U.S. and allied moves to crack down on data 

capture by China.  One recent example of that has been the Chinese accusations that 

Tesla (TSLA, $678.90) and the autonomous driving system in its cars could transfer 

information about Chinese users to the U.S.; this may have been a kind of retaliation 

against the continuing U.S. clampdown on technology and information flows to China. 

• The clampdown on Didi, just days after its U.S. listing, also shows that Chinese 

regulators are willing to crimp the global ambitions of high-profile Chinese companies in 

the interest of cybersecurity.  In other words, Beijing is unlikely to hold fire even if its 

regulatory moves risk the ability of Chinese firms to court international investors.  In fact, 

just this morning, China said it would tighten rules for companies seeking to list overseas 

and change its approval process for initial public offerings.  These are moves that could 

hinder attempts by homegrown firms to raise money from stock sales in the U.S. 

• The clampdowns also point to a further severing of data flows between China and the rest 

of the world, which will further erode and reverse the globalization of the last several 

decades, thereby threatening to make the global economy less efficient and innovative. 

• The move against Didi may also be a part of President Xi’s effort to cut technology 

power centers down to size, both in terms of their market power and their potential 

political influence.  Before the latest regulatory troubles, Didi was already facing a 

separate government investigation into whether the company—which boasts hundreds of 

millions of users in China—inappropriately muscled out smaller competitors by using big 

data. Agents from government agencies, including the country’s top antitrust watchdog, 

the cyber police, and tax authorities, have paid surprise visits to its office. 

• In any case, the Didi situation underlines our oft-stated view that the growing U.S.-China 

rivalry and President Xi’s own clampdown on China present a risk that investors could be 

caught in the crossfire.  This isn’t to say that investors should steer clear of Chinese 

assets, at least not yet.  However, it suggests that we should all pay heightened attention 

to the growing risks. 

 

China-Taiwan-Japan-United States:  Japanese Deputy Prime Minister Aso said that if China 

invaded Taiwan in order to reunify the island with the mainland, it could create a situation that 

threatened Japan’s survival and would require it to defend Taiwan along with the U.S.  Under 

Japan’s constitution, such a “survival threatening” situation would allow Japan to exercise its 

right of collective self-defense and come to the aid of an ally under attack.  As might be 

expected, the Chinese government has condemned the statement. 

 

OPEC+:  OPEC and its Russia-led allies were forced to call off a Monday meeting that would 

have finalized a plan for the group to boost oil production after the United Arab Emirates balked 

at its quota.  In response, global crude prices have risen to fresh multi-year highs.  We note that if 

the deal falls apart completely, the UAE could unilaterally boost its output. 

https://www.wsj.com/articles/china-to-revise-rules-and-strengthen-supervision-of-overseas-listings-11625572533?mod=markets_lead_pos3
https://www.reuters.com/world/asia-pacific/japans-aso-peaceful-solution-desirable-any-taiwan-contingency-2021-07-06/
https://www.reuters.com/world/asia-pacific/japans-aso-peaceful-solution-desirable-any-taiwan-contingency-2021-07-06/
https://www.wsj.com/articles/in-opec-deadlock-u-a-e-steps-out-of-saudi-shadow-11625495969?mod=hp_lead_pos4
https://www.wsj.com/articles/in-opec-deadlock-u-a-e-steps-out-of-saudi-shadow-11625495969?mod=hp_lead_pos4
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Global Supply Chain Management:  For the first time, Toyota (TM, $176.03) sold slightly 

more cars in the U.S. than General Motors (GM, $58.96), in large part because it abandoned its 

previous strict adherence to just-in-time inventory management.  In particular, the company’s 

earlier decision to stockpile several months’ worth of computer chips allowed it to out-produce 

GM earlier this year despite the global chip shortage.  Although Toyota may not be able to retain 

its lead when supply chains normalize, its victory in the second quarter is further evidence that 

companies are starting to understand the risks inherent in just-in-time systems, even if they are 

more efficient.  If more firms turn toward higher inventories, greater production redundancies, 

and the like, the world’s supply chains could become more robust, but costs and inflation could 

be higher. 

 

Global Cybersecurity:  Suspected Russian cybercriminals launched a massive ransomware 

attack over the weekend against mostly small and medium-sized firms in at least 17 countries.  

The attackers have demanded $70 million in Bitcoin in exchange for a decryption tool to restore 

the thousands of computers affected.  Companies and security experts continue to assess the 

extent of the damage. 

 

United Kingdom:  British companies are facing a wave of buyouts by private-equity firms, and 

the buyout firms are staffing up to increase the pace of deals even further.  Consistent with our 

belief, the firms see new trade opportunities in post-Brexit Britain, even as company valuations 

remain in the doldrums because of Brexit and the coronavirus pandemic.  

 

Mexico:  In another blow to the country’s private sector and its 2013 energy market reform, the 

government awarded control over the 700-million barrel Zama field to state-owned oil company 

Pemex despite the fact that it was discovered by private firms, which have invested hundreds of 

millions of dollars into the field’s development. 

 

Brazil:  Thousands of protesters across Brazil demonstrated against President Bolsonaro over the 

weekend as pressure mounted on the populist leader over allegations of potential corruption in 

the procurement of COVID-19 vaccines.  The rallies, which took place in at least 13 state capital 

cities, came a day after the Supreme Court authorized a criminal investigation into whether 

Bolsonaro engaged in the crime of “prevarication,” the dereliction of public duty for reasons of 

personal interest. 

 

Turkey:  The June consumer price index was up 17.5% year-over-year, surpassing expectations 

and marking the worst inflation in more than two years.  The jump in inflation came after the 

easing of pandemic restrictions last month boosted consumer spending, complicating efforts by 

the central bank to comply with President Erdogan’s demand to cut interest rates. 

 

https://www.wsj.com/articles/toyotas-chip-supply-helps-it-beat-general-motors-for-the-first-time-11625569943?mod=hp_lead_pos10
https://www.wsj.com/articles/toyotas-chip-supply-helps-it-beat-general-motors-for-the-first-time-11625569943?mod=hp_lead_pos10
https://www.rferl.org/a/russia-ransomware-70-million/31342439.html
https://www.rferl.org/a/russia-ransomware-70-million/31342439.html
https://www.ft.com/content/e5cc18cf-081d-4b68-b469-ca77935a615e
https://www.ft.com/content/8ee90e5a-c9e4-4f11-b8c1-d1e57bd39a4b
https://www.ft.com/content/8ee90e5a-c9e4-4f11-b8c1-d1e57bd39a4b
https://www.ft.com/content/313c9a82-6599-4910-97ce-d2dab8e0df23
https://www.ft.com/content/d696b8b8-dd9f-4125-a906-3c8012359524
https://www.ft.com/content/d696b8b8-dd9f-4125-a906-3c8012359524
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COVID-19:  Official data show confirmed cases have risen to 184,252,078 worldwide, with 

3,986,701 deaths.  In the United States, confirmed cases rose to 33,723,804 with 605,567 deaths.  

Vaccine doses delivered in the U.S. now total 383,068,740, while the number of people who 

have received at least their first shot totals 182,412,776.  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, 54.9% of the U.S. population has now received at least 

one dose of a vaccine, and 47.4% of the population is fully vaccinated. 

• In Britain, Prime Minister Johnson said England is on track to lift almost all pandemic 

restrictions, as planned, on July 19, even as the highly transmissible Delta variant of 

coronavirus drives a new surge in infections.  Health Secretary Javid warned that new 

cases could quadruple to 100,000 per day from their current 25,000 per day once the 

restrictions end.  However, he insisted that the U.K.’s high vaccination rate will allow for 

much less stringent measures to deal with any such infection burst. 

• In Japan, daily new infections in the Tokyo area have increased to about 600 from 400 in 

mid-June.  The increase is putting intense pressure on officials to reverse course and ban 

spectators from the Summer Olympic Games scheduled to start in the city in just three 

weeks.  The latest surge reflects both the presence of the Delta mutation and the fact that 

only about 24% of Japan’s population has had even one dose of a vaccine. 

• In Russia, the government announced that new infections have hit their highest level 

since January, primarily because of the fast spread of the Delta variant.  Russia has now 

reported record numbers of coronavirus deaths for five days in a row. 

https://www.nytimes.com/live/2021/07/06/world/covid-19-vaccine-coronavirus-updates
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/as-delta-variant-surges-in-u-k-boris-johnson-lifts-most-covid-19-curbs-11625506392
https://www.wsj.com/articles/as-delta-variant-surges-in-u-k-boris-johnson-lifts-most-covid-19-curbs-11625506392
https://www.ft.com/content/08577e07-faeb-4cd2-96ed-567151b539f6
https://www.ft.com/content/08577e07-faeb-4cd2-96ed-567151b539f6
https://www.ft.com/content/8e4e6af7-c68a-4fa2-9cff-29d606cf9b66
https://www.rferl.org/a/russia-covid-highest-cases/31340257.html
https://www.rferl.org/a/russia-covid-highest-cases/31340257.html
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• The fast-spreading Delta variant is also driving up infections in developing countries that 

are dangerously short on vaccines to battle deadly surges, putting increased pressure on 

their healthcare systems. 

• In India, in particular, there is mounting concern about a potential third wave of 

infections driven by Delta Plus.  This variant has now been found in the prosperous state 

of Maharashtra, home to the country’s financial capital Mumbai, and in at least two other 

states.  Maharashtra has already reimposed tougher pandemic restrictions. 

• A study by Israel’s health ministry found that the vaccine from Pfizer (PFE, $39.73) is 

93% effective in preventing serious illness and hospitalization from the Delta mutation, 

but its effectiveness in preventing infection is only 64% compared with 94% for earlier 

variants of the virus. 

 

Economic and Financial Market Impacts 

• As the post-pandemic recovery in demand and supply constraints continue to drive up 

prices, supermarkets are reportedly stockpiling everything from sugar to frozen meat to 

ensure they have inventory to sell and protect their profits.  In turn, those increased 

purchases are putting further upward pressure on prices. 

 

U.S. Economic Releases  
 

There were no economic releases prior to the publication of this report. The table below lists the 

domestic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Markit US Services PMI m/m Jun 64.8 64.8 ***

9:45 Markit US Composite PMI m/m Jun 63.9 **

10:00 ISM Services Index m/m Jun 64.0 63.5 ***

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. 
 

https://www.wsj.com/articles/delta-variant-brings-calamity-to-countries-stuck-waiting-for-covid-19-vaccines-11625482191?mod=hp_lead_pos9
https://www.wsj.com/articles/delta-variant-brings-calamity-to-countries-stuck-waiting-for-covid-19-vaccines-11625482191?mod=hp_lead_pos9
https://www.ft.com/content/54cf1e2d-b39b-45a2-aca2-1136ba64bd85
https://www.ft.com/content/54cf1e2d-b39b-45a2-aca2-1136ba64bd85
https://www.ft.com/content/0b3da41e-6390-4f4b-866c-da5c6aec7f5e
https://www.ft.com/content/0b3da41e-6390-4f4b-866c-da5c6aec7f5e
https://www.wsj.com/articles/supermarkets-are-stockpiling-inventory-as-food-costs-rise-11625572980
https://www.wsj.com/articles/supermarkets-are-stockpiling-inventory-as-food-costs-rise-11625572980
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Labor Cash Earnings y/y May 1.9% 1.6% 2.1% ** Equity and bond neutral

Real Cash Earnings y/y May 2.0% 2.1% 2.4% ** Equity and bond neutral

Household Spending y/y May 11.6% 13.0% 11.0% ** Equity and bond neutral

India Markit India PMI Services m/m Jun 41.2 46.4 *** Equity bearish, bond bullish

Markit India PMI Composite m/m Jun 43.1 48.1 *** Equity bearish, bond bullish

Australia ANZ Roy Morgan Consumer Confidence w/w 4-Jul 107.8 112.2 ** Equity bearish, bond bullish

EUROPE

Eurozone Retail Sales m/m May 4.6% -3.1% 4.3% ** Equity and bond neutral

ZEW Survey Expectations m/m Jul 61.2 81.3 ** Equity and bond neutral

Germany Factory Orders m/m May -3.7% -0.2% 0.9% ** Equity and bond neutral

Markit Germany Construction PMI m/m Jun 47.0 44.5 ** Equity and bond neutral

ZEW Survey Expectations m/m Jul 63.3 79.8 75.2 ** Equity and bond neutral

ZEW Survey Current Situation m/m Jul 21.9 -9.1 5.5 ** Equity and bond neutral

UK Markit/CIPS UK Construction PMI m/m Jun 66.2 64.2 64.0 *** Equity and bond neutral

Russia Light Vehicle Car Sales y/y Jun 28.7% 133.8% 27.5% * Equity and bond neutral

AMERICAS

Canada Bloomberg Nanos Confidence w/w 2-Jul 66.4 65.8 ** Equity and bond neutral

BoC Business Outlook Future Sales q/q 2Q 47.0 52.0 ** Equity bearish, bond bullish

BoC Overall Business Outlook Survey q/q 2Q 4.2 2.9 ** Equity and bond neutral

Brazil Markit Brazil PMI Composite m/m Jun 54.6 49.2 *** Equity bullish, bond bearish

Markit Brazil PMI Services m/m Jun 53.9 48.3 *** 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) 14 14 0 Up

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

TED spread (bps) 10 10 0 Neutral

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

10-yr T-note (%) 1.42 1.43 -0.01 Neutral

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

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

Currencies Direction

dollar Up Down

euro Down Up

yen Up Up

pound Flat Up

franc Flat Up

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.100% 0.100% On forecast

RBA 3-Yr Yield Target 0.100% 0.100% 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 $77.27 $77.16 0.14%

WTI $76.31 $75.16 1.53%  

Natural Gas $3.76 $3.70 1.73%  

Crack Spread $19.41 $19.24 0.89%

12-mo strip crack $19.72 $19.69 0.15%

Ethanol rack $2.58 $2.58 0.00%

Gold $1,807.35 $1,791.77 0.87%

Silver $26.65 $26.48 0.66%

Copper contract $438.40 $427.60 2.53%

Corn contract $579.75 $589.00 -1.57%

Wheat contract $652.75 $665.50 -1.92%

Soybeans contract $1,399.00 $1,395.50 0.25%

Baltic Dry Freight 3224 3285 -61

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

the West Coast through the Rocky Mountain region and throughout the Upper Midwest.  Cool 

temperatures are expected in Texas and the Deep South.  The forecast calls for wetter-than-

normal conditions in Texas and along the Southeast coast, with dry conditions in the Pacific 

Northwest and the Northern Great Plains.  Meanwhile, Tropical Storm Elsa is expected to make 

landfall in Florida on Tuesday. 
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Data Section 
 

U.S. Equity Markets – (as of 7/2/2021 close) 
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Materials
Technology
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-0.5% 0.0% 0.5% 1.0% 1.5%

Energy
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Materials
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Consumer Staples
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Healthcare

Technology

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 7/2/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed ($)

Foreign Developed (local currency)

Growth

Large Cap

Small Cap

Value

Mid Cap

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 1, 2021 
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P/E as of 6/30/2021 = 24.8x

 
 

Based on our methodology,1 the current P/E is 24.8x, 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 (Q3 and Q4) and two estimates (Q1 and Q2). 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. 


