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

In Europe, the EuroStoxx 50 is up 1.4% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 0.1%.  Chinese markets were essentially unchanged, with the Shanghai Composite 

down slightly from its prior close and the Shenzhen Composite up slightly.  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 (7/9/2021): Inventories continue to decline, OPEC+ is at an 

impasse, and gasoline prices aren’t a problem quite yet  

• 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 (7/9/2021) (with associated podcast and chart book): We 

discuss the Distributional Financial Accounts data release, which provides a balance 

sheet by wealth percentile 

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

Globalization” 

 

Good morning, all! U.S. equities appear to be headed for a higher open this morning. Today’s 

report begins with a discussion of what happened in the financial markets yesterday. 

International news follows, with the EU’s decision to boost its anti-money laundering efforts and 

growing tensions within Mercosur. U.S. economics and policy news are up next, including an 

update on the Afghanistan withdrawal. China news follows, and we end with our pandemic 

coverage. 

 

About yesterday: On Thursday, rising doubts about the global economy led to a rotation away 

from risky assets into safe haven assets. As a result, the S&P 500 closed lower and Treasury 

yields dropped to a three-month low. The rotation to risk-off assets may be attributed to fears of 

policy tightening and a reduction in stimulus. Earlier this week, the Federal Reserve minutes 

revealed that the central bank is considering tapering its bond purchases. Meanwhile, 

expectations that China will reduce its reserve requirements have led to speculation that its latest 

GDP numbers will miss forecasts. In short, the market pessimism can likely be attributed to 

investors moderating their growth forecasts for the global economy. Additionally, the rapid 
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spread of the delta variant has likely raised concerns that the pandemic may be around longer 

than originally anticipated. San Francisco Fed President Mary Daly warned that she believed the 

biggest threat to growth is a premature declaration of victory over COVID-19. Countries have 

already begun reinstating restrictions following the spread of the delta variant. 

 

We believe that forecasts of global growth were based on the best-case scenario, thus we are not 

surprised about yesterday's market response. In January, investors likely assumed that by this 

time vaccination rates would be higher, COVID-19 cases would be lower, and the world would 

be closer to returning to its pre-pandemic normal. These assumptions may have led investors to 

hold elevated growth expectations. Halfway through the year, it seems this forecast may have 

been overly optimistic. Going forward, we think investors should be cautious about making 

drastic changes to their portfolios as there still appear to be a lot of unknowns about this 

recovery. Over the next few months, it will become more evident whether or not inflation is 

indeed transitory or permanent. Also, as demand starts to decelerate, we will see how firms and 

the labor market adapt. In short, we still believe it is too soon to tell when the economy will 

return to normal. As a result, we recommend a more cautious approach to managing portfolios in 

order to avoid any unwelcome surprises. 

 

International news: European Union crackdown on money laundering, Brussels and London 

argue over Brexit bill, and Uruguay wants to find trading partners outside of Mercosur.  

● The European Union is expected to introduce a new anti-money laundering agency. 

Following a series of failures that have led to consternation from U.S. officials, the new 

agency will look to improve efforts to crack down on dirty money entering the bloc.  

● The European Central Bank announced a new policy change that will likely pave the way 

for monetary easing to continue for the foreseeable future. In a statement, the central 

bank said it will aim to keep Eurozone inflation at 2% over the medium term as opposed 

to the current target below 2%. The new move will likely allow the central bank to 

overshoot its 2% target whenever it is deemed appropriate. 

● Brussels and London are currently in a dispute about the size of the Brexit bill. The EU 

has the figure being closer to £40.8 billion and the U.K. has the bill at £35-£39 billion. 

Although this situation is unlikely to lead to a major break in ties, we suspect if this issue 

doesn’t get resolved soon relations between the sides may deteriorate. Polls suggest that 

British people do not like the fact that the U.K. is paying more than £25 billion to break 

away from the EU.  

● Uruguay has signaled that it would like to look for trade deals outside of Mercosur. The 

decision comes after Uruguay failed to come to an agreement with other members within 

the trading bloc to reduce trade barriers and allow the group to look at more trade deals 

with outside countries.  

 

Economics and policy: U.S. withdrawal update, regulators to target shipping monopolies, and 

American frackers decide to pay down debt. 

● The Biden administration announced that the interpreters that helped soldiers during the 

Afghanistan war will be transported out of the country. The move comes as U.S. troops 

begin their full withdrawal out of Afghanistan. On Thursday, President Biden announced 

that the U.S. military mission will conclude on August 31.  

https://www.ft.com/content/bf16910d-8558-4e4c-a79f-03edbcee102b
https://www.ft.com/content/bf16910d-8558-4e4c-a79f-03edbcee102b
https://www.wsj.com/articles/europe-proposes-new-agency-to-tackle-money-laundering-problems-11625760543?mod=hp_lista_pos4
https://www.wsj.com/articles/ecb-aims-for-slightly-higher-inflation-stops-short-of-feds-major-shift-11625746143
https://www.wsj.com/articles/ecb-aims-for-slightly-higher-inflation-stops-short-of-feds-major-shift-11625746143
https://www.ft.com/content/9bf18f0d-7cf7-4347-8cbf-82f7330d269a
https://yougov.co.uk/topics/politics/articles-reports/2017/09/14/why-amount-brexit-divorce-bill-doesnt-matter-much
https://yougov.co.uk/topics/politics/articles-reports/2017/09/14/why-amount-brexit-divorce-bill-doesnt-matter-much
https://www.ft.com/content/f1047598-912f-48d8-963d-fa2311c6ff7a
https://www.bloomberg.com/news/articles/2021-07-08/biden-meets-security-advisers-on-afghanistan-as-taliban-advance?sref=uIvt3NFS
https://www.axios.com/biden-us-afghanistan-withdrawal-taliban-25a62ca3-d49a-40d7-874b-004c20cf04b8.html
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○ Fears of a Taliban takeover in Afghanistan are becoming apparent. On Friday, the 

Taliban delegation in Moscow announced that the group now controls 85% of the 

country. It has offered reassurances to Russia that it will not seek to attack others 

and has informed China that it will not interfere with its internal affairs.  

● U.S. regulators are going to reduce rising shipping costs by targeting shipping companies 

that are operating as monopolies. The Biden administration will be targeting foreign-

owned shipping alliances in ocean shipping and rail industries. President Biden is 

expected to sign an executive order that will ask the Federal Maritime Commission and 

the Surface Transportation Board to crack down on consolidation and aggressive pricing. 

○ In addition to these measures on shipping companies, President Biden is expected 

to sign a series of executive orders designed to promote competition among big 

tech and agriculture firms. He will also look to curtail the use of non-compete 

clauses for employees.  

● Seven states have now reported cases of mosquitos infected with the West Nile Virus, 

four of which have found cases that have been transmitted to humans.  

● Shale companies have largely used profits from the rise in oil prices to repay debt as 

opposed to reinvesting the funds to expand drilling capacity. As a result, it is unlikely that 

U.S. oil production will pick up anytime soon.  

 

China:   

● Regulators in China requested that Didi (Didi, $11.38) change its mapping function 

before its U.S. listing. The request was due to fears that the app could be a security risk as 

it may expose sensitive government locations. The request provides insight into why the 

Chinese government decided to come down on the tech company less than a week ago.  

● The Cyberspace Administration of China is gaining more clout as it adapts to its new role 

of regulating U.S.-listed Chinese companies. Its growing influence has put investors on 

notice as it has shown that it will be undeterred by investor backlash in its regulation of 

companies it believes is a threat to China’s national security.  

 

COVID-19: The number of reported cases is 185,663,348 with 4,012,659 fatalities.  In the U.S., 

there are 33,792,445 confirmed cases with 606,482 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 385,495,790 doses of the vaccine have 

been distributed with 332,345,797 doses injected.  The number receiving at least one dose is 

183,237,046, while the number of second doses, which would grant the highest level of 

immunity, is 158,287,566.  The FT has a page on global vaccine distribution.   

● Spectators will be banned from watching the Olympics games at stadiums. Rising cases 

in Tokyo forced the government to put the city under a state of emergency.  

● A White House official announced that COVID-19 cases are expected to rise in the U.S. 

over the next few weeks due to the spread of the delta variant. The official also warned 

that “virtually all COVID-19 hospitalizations and deaths” are coming from people who 

have not been vaccinated. 

https://www.reuters.com/world/asia-pacific/taliban-says-it-controls-most-afghanistan-reassures-russia-2021-07-09/?taid=60e81144fdc7d300011fdfb4&utm_campaign=trueAnthem:+Trending+Content&utm_medium=trueAnthem&utm_source=twitter
https://www.reuters.com/world/asia-pacific/taliban-says-it-controls-most-afghanistan-reassures-russia-2021-07-09/?taid=60e81144fdc7d300011fdfb4&utm_campaign=trueAnthem:+Trending+Content&utm_medium=trueAnthem&utm_source=twitter
https://www.wsj.com/articles/afghanistans-taliban-now-on-chinas-border-seek-to-reassure-beijing-11625750130
https://www.bloomberg.com/news/articles/2021-07-08/us-seeks-to-lower-spiking-shipping-costs-with-competition?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-07-08/us-seeks-to-lower-spiking-shipping-costs-with-competition?sref=uIvt3NFS
https://thehill.com/homenews/administration/562203-biden-to-sign-executive-order-on-anti-competitive-practices-in-tech
https://thehill.com/homenews/administration/562203-biden-to-sign-executive-order-on-anti-competitive-practices-in-tech
https://thehill.com/changing-america/well-being/prevention-cures/562148-at-least-seven-states-report-mosquitoes-carrying
https://www.wsj.com/articles/american-frackers-show-restraint-as-oil-tops-70-11625823000?mod=hp_lead_pos7
https://www.wsj.com/articles/american-frackers-show-restraint-as-oil-tops-70-11625823000?mod=hp_lead_pos7
https://www.ft.com/content/dafbd0a2-106b-4dcc-a4c3-4ff77178bc33
https://www.wsj.com/articles/chinas-cyber-watchdog-to-police-chinese-overseas-listings-11625742254?mod=hp_lead_pos2
https://www.wsj.com/articles/chinas-cyber-watchdog-to-police-chinese-overseas-listings-11625742254?mod=hp_lead_pos2
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
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://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://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://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://apnews.com/article/tokyo-lifestyle-health-coronavirus-pandemic-olympic-games-5fe54df9b5c06abbc54a633cbd0d907e
https://thehill.com/changing-america/well-being/prevention-cures/562124-nearly-all-covid-19-hospitalizations-deaths
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● Pfizer (PFE, $39.25) has requested emergency authorization for the third booster shot of 

its COVID-19 vaccine. Early data shows that the booster can increase protection against 

the virus.  

○ So far, the approval odds appear to be bleak as the FDA and CDC announced that 

fully vaccinated people do not need booster shots at this time. 

 

U.S. Economic Releases  
 

There have been no major economic releases in the U.S. so far today.  The table below shows the 

domestic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m May 1.1% 1.1% ***

10:00 Wholesale Trade Sales m/m May 0.8% **

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

Japan Money Supply M2 y/y Jun 5.9% 7.9% 6.0% ** Equity and bond neutral

Money Supply M3 y/y Jun 5.2% 6.8% 5.2% ** Equity and bond neutral

China CPI y/y Jun 1.1% 1.3% 1.2% *** Equity and bond neutral

PPI y/y Jun 8.8% 9.0% 8.8% *** Equity and bond neutral

Money Supply M2 y/y Jun 8.6% 8.3% 8.2% *** Equity bullish, bond bearish

New Yuan Loans m/m Jun 2120.0b 1500.0b 1850.0b ** Equity bullish, bond bearish

EUROPE

Italy Industrial Production WDA y/y May 21.1% 79.0% 24.8% *** Equity bearish, bond bullish

UK Industrial Production y/y May 20.6% 27.2% 21.6% *** Equity bearish, bond bullish

Manufacturing Production y/y May 27.7% 39.1% 29.5% ** Equity bearish, bond bullish

Trade Balance m/m May £884m -£1595m -£1250m ** Equity bullish, bond bearish

Visible Trade Balance m/m May -£8481m -£10948m -£11050m ** Equity bullish, bond bearish

AMERICAS

Canada Net Change in Employment m/m Jun 231.0k -68.0k 175.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Jun 7.8% 8.2% 7.8% ** 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. 
 

https://www.bloomberg.com/news/articles/2021-07-08/pfizer-plans-to-request-fda-nod-for-covid-booster-in-august?srnd=premium&sref=uIvt3NFS
https://www.axios.com/fda-cdc-fully-vaccinated-booster-covid-vaccine-c648f786-3bb9-40f3-b43d-cd88b54a4fa3.html
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Today Prior Change Trend

3-mo Libor yield (bps) 12 13 -1 Up

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

TED spread (bps) 8 9 -1 Neutral

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

10-yr T-note (%) 1.34 1.29 0.05 Neutral

Euribor/OIS spread (bps) -55 -55 0 Neutral

EUR/USD 3-mo swap (bps) 6 6 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Down Up

pound Up Up

franc Up Up

Central Bank Action Current Prior Expected

PBOC Reserve Requirement 12.000% 12.500% 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 $74.82 $74.12 0.94%

WTI $73.84 $72.94 1.23%  

Natural Gas $3.69 $3.69 -0.03%  

Crack Spread $19.81 $19.94 -0.64%

12-mo strip crack $19.63 $19.77 -0.68%

Ethanol rack $2.49 $2.50 -0.38%

Gold $1,801.15 $1,802.83 -0.09%

Silver $26.00 $25.94 0.27%

Copper contract $433.85 $426.45 1.74%

Corn contract $520.50 $523.75 -0.62%

Wheat contract $618.00 $618.00 0.00%

Soybeans contract $1,321.00 $1,319.50 0.11%

Baltic Dry Freight 3281 3241 40

Actual Expected Difference

Crude (mb) -6.9 -4.0 -2.9

Gasoline (mb) -6.1 1.5 -7.6

Distillates (mb) 1.6 -0.9 2.5

Refinery run rates (%) -0.70% 0.45% -1.15%

Natural gas (bcf) 16.0 29.0 -13.0

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 from 

the Northern Rockies through the Great Plains and the Midwest to the Northeast, with cooler 

temperatures expected in Texas and the surrounding areas.  The forecast calls for wetter-than-

normal conditions in the Southwest and the Midwest, with dry conditions in the Northern 

Rockies.  Meanwhile, Tropical Storm Elsa is making its way up the East Coast. 
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Data Section 
 

U.S. Equity Markets – (as of 7/8/2021 close) 
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Energy
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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 7/8/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Mid Cap

Large Cap

Growth

Commodities

Real Estate

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

July 8, 2021 
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P/E as of 7/07/2021 = 24.4x

 
 

Based on our methodology,1 the current P/E is 24.4x, down 0.4x from last week.  The decline in 

the multiple is due to the rotation to Q3.   

 
 

 

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. 


