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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 7, 2021—9:30 AM EDT] Global equity markets are generally higher this 

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

Apex 50 closed down 0.6%.  Chinese markets were higher, with the Shanghai Composite up 

0.7% from its prior close and the Shenzhen Composite up 1.7%.  U.S. equity index futures are 

signaling a higher 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 (7/7/2021): “The Geopolitics of Taiwan and the Issue of 

Globalization” 

 

We begin today’s Comment with U.S. politics and some new developments regarding U.S. 

relations with China and Russia.  We then touch on the imminent release of a new strategy paper 

from the European Central Bank before addressing a few other international developments.  We 

end with the latest news related to the coronavirus pandemic. 

 

U.S. Politics:  The Associated Press has called New York City’s Democratic mayoral primary, 

declaring former police captain Eric Adams, currently the borough president for Brooklyn, the 

winner.  The win would put Adams on track to become only the second Black mayor in the 

history of the nation’s largest city.  Against a backdrop of rising crime rates around the country, 

the election of the law-and-order Adams could potentially help insulate Democrats from 

accusations of being soft on crime. 

 

United States-China:  Responding to China’s crackdown on ride-hailing company Didi 

Chuxing (DIDI, $12.49) just days after its initial U.S. listing, Senator Marco Rubio (R, Florida) 

has lambasted the firm as an “unaccountable Chinese company” due to China’s refusal to subject 

its U.S.-listed companies to U.S. accounting standards.  The statement highlights the risk that the 
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Didi fiasco could stoke efforts in Congress to clamp down on Chinese companies listing on U.S. 

exchanges.  As we have continually warned, such efforts show how the worsening U.S.-China 

rivalry and decoupling could pose risks for U.S. investors. 

• Last year, after a groundswell of support from lawmakers, former President Trump 

signed legislation imposing tougher accounting standards on Chinese entities that sell 

shares in the U.S.  The law in effect bars companies from listing in the U.S. if they fail to 

submit to audits from the Washington-based Public Company Accounting Oversight 

Board for three consecutive years.  China critics in Washington believe the legislation 

should also serve as the starting point for a broader decoupling of capital markets 

between the countries. 

• The attack on Chinese companies is not limited to those listed on U.S. exchanges and not 

following U.S. auditing standards.  There is also increased scrutiny of U.S.-listed Chinese 

companies with ties to the People’s Liberation Army.  Finally, reports say the federal 

government’s Committee on Foreign Investment in the U.S., or Cfius, is taking a closer 

look at Chinese firms trying to invest in the U.S. and is seeking to coordinate its actions 

with U.S. allies. 

 

United States-Russia:  With smaller companies around the world reacting to another major 

ransomware attack seemingly perpetrated by a Russian criminal gang, the White House has 

announced that U.S. officials will meet next week with their Russian counterparts to discuss 

cybersecurity.  We have seen no details on the meeting, but it could be designed to emphasize 

President Biden’s warning to President Putin at their summit last month, in which Biden said the 

U.S. reserves "the right to take action, on our own" if the Russian government cannot or will not 

hold cybercriminals accountable. 

 

European Union:  The 25 members of the ECB’s governing council are meeting today to 

finalize the agreement on an updated strategy after a 19-month review.  Although the strategy 

review was scheduled to last into September, the recent agreement on key points has prompted 

ECB Chief Lagarde to push for a deal that could be published as early as Thursday.   

• The most fundamental change expected is regarding the way the ECB defines its core 

mandate of “price stability.”  After years of failing to lift inflation up to their objective, 

the policymakers are expected to ditch their target of “close to, but below, 2%” on the 

grounds that it is too opaque and implies a cap on price growth. 

• There is widespread support on the council for a more straightforward 2% target, which 

the policymakers would likely describe as symmetric.  In other words, the ECB would be 

as concerned about exceeding it as being below it. The target would be a medium-term 

objective with the flexibility to fluctuate in either direction in the short term. 

 

France:  Seeking to burnish his reformist credentials ahead of his reelection campaign next year, 

President Macron is considering reviving a controversial overhaul of France’s costly pension 

system that was abandoned last year because of the pandemic.  Yesterday, he met with labor 

union and business leaders to discuss options, including a suggestion by Finance Minister Le 

Maire to raise the retirement age from the current 62. 

 

https://www.wsj.com/articles/investment-review-panel-gets-wider-role-under-biden-in-rivalry-with-china-11625650200?mod=hp_lead_pos3
https://www.wsj.com/articles/investment-review-panel-gets-wider-role-under-biden-in-rivalry-with-china-11625650200?mod=hp_lead_pos3
https://www.wsj.com/articles/investment-review-panel-gets-wider-role-under-biden-in-rivalry-with-china-11625650200?mod=hp_lead_pos3
https://www.rferl.org/a/us-russia-cybersecurity-meeting/31344306.html
https://www.rferl.org/a/us-russia-cybersecurity-meeting/31344306.html
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Haiti:  President Jovenel Moïse, who had been ruling by decree for over a year and refused to 

step down after the apparent end of his term in February, was reportedly assassinated by a group 

of gunmen at his residence overnight.  In addition, the swearing-in of a new prime minister 

scheduled for today has not happened, which could point to the involvement of the current prime 

minister, Claude Joseph.  In any case, Haiti’s long history of political turmoil looks poised to 

continue. 

 

COVID-19:  Official data show confirmed cases have risen to 184,720,810 worldwide, with 

3,995,703 deaths.  In the United States, confirmed cases rose to 33,748,698 with 605,932 deaths.  

Vaccine doses delivered in the U.S. now total 383,068,840, while the number of people who 

have received at least their first shot totals 182,714,064.  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, 55.0% of the U.S. population has now received at least 

one dose of a vaccine, and 47.5% of the population is fully vaccinated. 

• As the highly transmissible and more dangerous Delta variant of the virus drives 

infections higher again, especially in areas with low vaccination rates, President Biden 

announced a series of measures designed to encourage more people to get a shot.  The 

new measures include setting up vaccination clinics in workplaces, establishing more 

mobile vaccination clinics, and improving access for adolescents aged 12 to 18.  The 

administration will also supply more doses to doctors’ offices and send advocates to visit 

people on their doorstep to provide information about the vaccines. 

• In Spain, the rapid spread of the Delta mutation, especially among younger, unvaccinated 

people, has quickly pushed the country’s new infection rate to the highest in Europe.  In 

fact, the seven-day rate of new infections almost tripled from 58 cases per 100,000 on 

June 29 to 156 on Tuesday. 

• In Japan, politicians continue to spar over whether or not to allow spectators at the 

Summer Olympic Games in Tokyo starting on July 23.  Meanwhile, the government 

plans to declare a fresh state of emergency for Tokyo through August 22, and it will 

extend the emergency for Okinawa Prefecture and the quasi-emergencies for Osaka, 

Saitama, Chiba, and Kanagawa to the same date.  Many observers believe the moves will 

force the government and organizers’ hands to ban spectators from the Olympics. 

• Canadian researchers say they have pinpointed a handful of amino acids targeted by key 

antibodies in the blood of some people who received the vaccine developed by 

AstraZeneca (AZN, $59.90), offering fresh clues to what causes rare blood clots 

associated with the shot. 

 

Economic and Financial Market Impacts 

• As a gradual relaxation of pandemic restriction boosts activity, the European Commission 

has hiked its forecast of EU economic growth this year to the fastest pace in decades.  

The forecasts now call for EU gross domestic product (GDP) to grow 4.8% in 2021 and 

https://www.nytimes.com/2021/07/07/world/americas/haiti-president-killed.html
https://www.nytimes.com/live/2021/07/07/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.ft.com/content/a6059766-50e6-4bc8-888d-c3aaadf56c5c
https://www.ft.com/content/06334a7b-30cc-40bf-942b-e3bcd2efb305
https://www.japantimes.co.jp/news/2021/07/07/national/tokyo-olympics-spectators-politics/
https://www.wsj.com/articles/covid-19-vaccine-related-blood-clots-linked-to-amino-acids-in-new-study-11625648400?mod=hp_lead_pos6
https://www.ft.com/content/5506964f-b50a-46a9-9605-e9a18bbfaae8
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4.5% in 2022.  After the 6.0% decline in 2020, that would suggest the EU’s economy will 

totally recover and begin a new expansion by the end of next year. 

o One major beneficiary of the budding recovery is European bank stocks. 

o So far this year, the Euro Stoxx Banks index is up 26%, compared with a 14% rise 

for the broader benchmark, and it has recently regained all the ground it lost 

during the pandemic. 

• Despite the building recovery in Europe, the OECD issued a new report today showing 

that some 22 million fewer people are working in the world’s advanced economies now 

than there were right before the pandemic hit.  Moreover, the report forecasts that 

employment in advanced economies won’t fully recover until the end of 2022. 

o One reason the labor market recovery will be slow is that the low-skilled workers 

who most likely lost their jobs at the start of the pandemic are ill-equipped to 

move into the sectors where hiring is strongest. 

o Meanwhile, businesses are likely to bring back employees who are still being 

supported through short-time work schemes before they create new jobs at scale, 

risking the emergence of a gulf between those who have continued to work and 

those who have lost jobs and income. 

 

U.S. Economic Releases  
 

Mortgage applications fell for the second consecutive week, according to the Mortgage Brokers 

Association.  The MBA mortgage application index fell 1.9% during the week ending July 2. 

The index for purchases and refinancing fell 1.1% and 2.3%, respectively, from the prior week. 

The average 30-year fixed-rate mortgage fell from 3.20% to 3.15%.  

 

The table below shows the domestic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m May 9325k 9286k ***

EST Speaker or event

14:00 FOMC Meeting Minutes

15:00 Raphael Bostic Discusses Economy President of the Federal Reserve Bank of Atlanta

District or position

Economic Releases

Fed Speakers or Events

Federal Reserve Board

 

 

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/bank-stocks-in-europe-zoom-higher-rewarding-bargain-hunters-11625650201?mod=markets_lead_pos4
https://www.ft.com/content/47136e8b-aead-49ba-9966-625ea4c371d3
https://www.ft.com/content/47136e8b-aead-49ba-9966-625ea4c371d3
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Leading Index CI m/m May 102.6 103.8 102.7 ** Equity and bond neutral

Coincident Index m/m May 92.7 95.3 92.7 ** Equity and bond neutral

China Foreign Reserves m/m Jun $3,214.00 $3,221.80 3,200.00$  *** Equity and bond neutral

Australia Foreign Reserves m/m Jun A$64.7b A$62.1b ** Equity and bond neutral

EUROPE

Germany Industrial Production SA m/m May -0.3% -1.0% 0.5% *** Equity and bond neutral

France Trade Balance m/m May -6800m -6244m -6100m ** Equity and bond neutral

Current Account Balance m/m May -2.3b -1.4b ** Equity and bond neutral

Italy Retail Sales m/m May 0.2% -0.4% 3.0% ** Equity and bond neutral

UK Output Per Hour y/y 1Q 0.9% 1.0% ** Equity and bond neutral

Unit Labor Costs y/y 1Q 5.0% 7.2% ** Equity and bond neutral

Switzerland Foreign Currency Reserves m/m Jun 941.1b 902.5b * Equity bullish, bond bearish

Russia Wellbeing Fund m/m Jun $187.6b $189.4b * Equity and bond neutral

AMERICAS

Mexico Gross Fixed Investment m/m Apr 43.1% 1.4% 42.0% ** Equity and bond neutral

International Reserves Weekly w/w 2-Jul $193020m $192886m ** 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) 3 4 -1 Neutral

TED spread (bps) 11 9 2 Neutral

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

10-yr T-note (%) 1.35 1.35 0.00 Neutral

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

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

Currencies Direction

dollar Down Down

euro Flat Up

yen Down Up

pound Flat Up

franc Up Up  
 

Commodity Markets 
 

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

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

Brent $75.58 $74.53 1.41% Demand Optimism

WTI $74.49 $73.37 1.53%  

Natural Gas $3.69 $3.64 1.37%  

Crack Spread $18.66 $18.73 -0.39%

12-mo strip crack $18.99 $18.96 0.16%

Ethanol rack $2.51 $2.53 -0.93%

Gold $1,805.40 $1,797.08 0.46%

Silver $26.36 $26.16 0.77%

Copper contract $433.45 $425.10 1.96%

Corn contract $542.50 $539.75 0.51%

Wheat contract $631.25 $626.00 0.84%

Soybeans contract $1,339.75 $1,305.00 2.66%

Baltic Dry Freight 3179 3224 -45

Actual Expected Difference

Crude (mb) -4.0

Gasoline (mb) 1.5

Distillates (mb) -0.9

Refinery run rates (%) 0.45%

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, with cooler temperatures expected in Texas, New Mexico, and surrounding 

areas.  The forecast calls for wetter-than-normal conditions in Texas, most of the Mississippi 

Valley, the Midwest, and Northeast regions.  Dry conditions are expected in the Pacific 

Northwest and the Northern Great Plains.  Meanwhile, Tropical Storm Elsa has touched down in 

Florida.  
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Data Section 
 

U.S. Equity Markets – (as of 7/6/2021 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 7/6/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%
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US Corporate Bond
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Emerging Markets ($)

Foreign Developed ($)

Foreign Developed (local currency)

Small Cap

Value

Large Cap

Growth

Mid Cap
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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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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. 


