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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: August 12, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

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

closed down 0.8%.  Chinese markets were lower, with the Shanghai Composite down 0.2% from 

its prior close and the Shenzhen Composite also down 0.4%.  U.S. equity index futures are 

signaling a flat open.  With 452 companies having reported, the S&P 500 Q2 2021 earnings 

stand at $52.30, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% 

increase from Q2 2020 earnings.  Thus far this quarter, 86.5% of the companies have reported 

earnings above forecast, while 11.9% 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 (8/9/2021): “August 15, 1971” 

• Weekly Energy Update (8/12/2021): We cover the administration’s curious call for 

more OPEC+ oil   

• 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 (8/6/2021) (with associated podcast and chart book): We 

examine how unified government affects long-duration bond yields 

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

Globalization” 

 

Good morning.  U.S. equity futures are mostly steady this morning.  Financial markets are 

broadly steady, consistent with late summer trading.  Our coverage kicks off with news from 

China followed by the international roundup.  Economics and policy follow, and we close with 

our usual pandemic update.   

 

China: U.S./China relations are taking on Cold War characteristics and Lithuania has Beijing 

upset.   

• One of the features of the Cold War was how the U.S. and U.S.S.R. used various tactics 

to steer nations into their respective camps.  The Soviets used force (Eastern Europe) and 

supplied critical exports (Cuba) or military equipment (Egypt, India).  The U.S. provided 

security at low cost (Japan, Europe, Canada), market access (South and Central America), 

shared intelligence (U.K., Australia, New Zealand, Canada), and military aid (Southeast 

Asia).  After the Cold War ended, much of the U.S. assistance remained, although the 
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domestic political support has waned over the years.  As relations between the U.S. and 

China devolve into a cold war, both nations are offering carrots and sticks to build 

alliances.  Although the U.S. has officially indicated that it won’t force nations to choose, 

recent actions suggest otherwise.  In Brazil, the U.S. is pushing the country to abandon 

Huawei (002502, CNY, 5.17) telecommunications equipment.  Brazil is a longtime user 

of China’s technology and getting it to give up on Huawei will be difficult.  According to 

reports, Jake Sullivan offered NATO membership if Huawei is forced out of Brazil.  

Brazil is deeply reliant on China so prying the country away from Beijing will be 

difficult.   

• Lithuania has become a problem for Beijing.  The Baltic nation has allowed Taiwan to 

open an office in the country under its own name, which smacks of statehood, something 

China opposes.  China has recalled its ambassador to Lithuania in protest.  As expected, 

state media is making all sorts of threats against Lithuania, including severing diplomatic 

relations, but there are limits to Beijing’s actions.  Lithuania is a small country, but it is a 

member of the EU and if China pushes aggressively, it could trigger a broader European 

reaction.    

• Evergrande (EGRNF, USD, 0.80), the troubled Chinese property developer, confirmed it 

is in talks to sell assets in a bid to improve its financial situation.  China’s growth since 

the Great Financial Crisis has been debt-fueled and trying to bring debt growth under 

control will almost certainly lead to lower growth.   

• Michael Spavor, a Canadian citizen, has been sentenced to 11 years in prison on spying 

charges.  It is improbable that Spavor is a spy (although that doesn’t mean Canadian 

intelligence doesn’t talk to him); instead, he is being used as leverage in the extradition 

case of Ming Wanzhou, the CFO of Huawei whom the U.S. accuses of violating Iranian 

sanctions.  The U.S. has protested the sentencing, but we doubt this will have much of an 

effect.   

• General Secretary Xi has been steadily reversing the policies of Deng.  The latter opened 

the economy and, to some extent, opened the country socially as well.  As Xi has 

consolidated power, behavior control has become part of his policy.  The latest area 

seeing a crackdown is post-work bar tours and “harmful karaoke.” 

• There are reports that China is using subsidiaries controlled by the Xinjiang Production 

and Construction Corps to export goods produced in the region that may involve detained 

labor.   

• Another element of Xi’s policies is the favoring of state-owned enterprises.  This bias is 

undercutting small enterprises, which were important to the Chinese economy during the 

Deng years.  According to reports, small businesses are closing, putting pressure on the 

economy.   

• Although data for female participation isn’t calculated in China, anecdotal reports suggest 

women are increasingly working in construction as male workers become less available.   

• China has built two aircraft carriers and is working on a third.  Interestingly enough, 

analysts are not all that concerned as there is a growing consensus that these vessels are 

becoming vulnerable to countermeasures.  Thus, it begs the question as to why China is 

building these, especially when it has developed missiles dubbed as “carrier killers.”   

https://www.aljazeera.com/news/2021/3/24/blinken-to-tell-nato-allies-they-dont-need-to-choose-us-or-china?utm_source=Eurasia+Group+Signal&utm_campaign=dd0b673f9c-EMAIL_CAMPAIGN_2021_08_11_11_06&utm_medium=email&utm_term=0_e605619869-dd0b673f9c-134308033
https://in.news.yahoo.com/us-offers-brazil-5g-tech-133935507.html
https://www.wilsoncenter.org/blog-post/pandemic-makes-brazil-even-more-reliant-china?utm_source=Eurasia+Group+Signal&utm_campaign=dd0b673f9c-EMAIL_CAMPAIGN_2021_08_11_11_06&utm_medium=email&utm_term=0_e605619869-dd0b673f9c-134308033
https://apnews.com/article/europe-business-health-china-coronavirus-pandemic-1a689c07bfa34ab638c9b57f3235fe3e
https://www.globaltimes.cn/page/202108/1231087.shtml
https://www.globaltimes.cn/page/202108/1231084.shtml
https://www.globaltimes.cn/page/202108/1231084.shtml
https://www.nytimes.com/2021/08/10/business/economy/china-evergrande-debt-property.html?smid=url-share
https://www.ft.com/content/1c46cfe0-af8e-4009-a31c-f59f9ba58c5a
https://www.scmp.com/economy/china-economy/article/3143942/chinas-debt-reduction-putting-genie-back-bottle-can-it?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3143942
https://www.scmp.com/economy/china-economy/article/3143942/chinas-debt-reduction-putting-genie-back-bottle-can-it?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3143942
https://www.nytimes.com/2021/08/10/world/asia/china-canada-spavor-kovrig.html?smid=url-share
https://www.scmp.com/news/china/diplomacy/article/3144741/meng-wanzhous-dishonesty-abundantly-clear-and-she-should-be?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3144741
https://www.scmp.com/news/china/diplomacy/article/3144741/meng-wanzhous-dishonesty-abundantly-clear-and-she-should-be?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3144741
https://www.state.gov/sentencing-of-canadian-citizen-michael-spavor/
https://www.ft.com/content/adc14a48-73ea-4baa-8638-9dec6138c758
https://www.buzzfeednews.com/article/meghara/china-xinjiang-banned-goods-united-states
https://www.buzzfeednews.com/article/meghara/china-xinjiang-banned-goods-united-states
https://www.scmp.com/economy/article/3143825/chinas-smallest-businesses-are-crumbling-costs-soar-and-help-fails-arrive?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3143825
https://www.wsj.com/articles/in-china-women-fill-gap-in-heavy-labor-industries-11628593201?st=fld7nb7ibembrkx&reflink=desktopwebshare_permalink
https://www.ft.com/content/61b31702-8425-4beb-8c1b-b05205f8402f
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• The Belt and Road project is facing rising criticism over human rights abuses.  On a 

related note, Beijing is increasing its investments in Myanmar.   

 

International roundup: North Korea won’t be ignored and details on the activities of Russian 

mercenaries comes to light.   

• In our “2021 Geopolitical Outlook,” we warned that Pyongyang would likely test the new 

administration at some point.  It looks like we may be coming to that point.  The U.S. and 

South Korean military exercises are scheduled for next week.  These regular actions tend 

to upset the Kim regime and the pattern apparently persists.  Kim Jong Un’s sister, Kim 

Yo Jong, is warning that the Hermit Kingdom will be increasing its military activity in 

light of these games, including boosting its nuclear arsenal.  North Korea is apparently 

also refusing to answer the hotline with South Korea in response to the exercises.  We 

doubt much else occurs from this incident, but it bears watching. 

• The Wagner group is a Russian organization that provides mercenaries who have been 

active in Eastern Ukraine and Africa.  The group allows Russia to have influence with a 

degree of plausible deniability.  It appears the group has been active in the Libyan 

conflict.  The BBC acquired a table from a Wagner operative which details its operations 

in Libya.  Some of the actions, which apparently include the deliberate killing of 

prisoners, would fall into the category of war crimes.   

• Russia is positioning its new military aircraft, the “Checkmate,” as an alternative to the F-

35. 

• The Taliban continues to roll up gains in Afghanistan.  Nine provincial capitals are either 

under Taliban control or are being contested.  Yesterday, Afghan government forces 

surrendered a base near Kunduz in northern Afghanistan.  Although the Taliban appears 

poised to take control of the country, maintaining that control will be problematic.  The 

most likely outcome is that a civil conflict will develop following the U.S. withdrawal.   

• With German elections about six weeks away, the SDP member, Finance Minister 

Scholz, is seeing his party’s polling improve.  The SDP has been part of a couple “grand 

coalitions” with the CDU/CSU and the SDP has faded from relevance.  Scholz is 

personally the most popular candidate for chancellor but is polling much better than his 

party.  Unfortunately, Germany has a parliamentary system so the only way Scholz can 

take power is if his party can dominate a coalition, which isn’t likely.  Meanwhile, the 

CDU/CSU candidate, Armin Laschet, is languishing in the polls; his personal support 

numbers are in single digits.  It is becoming evident that forming a government after the 

election will be difficult and it currently looks impossible to build a government without 

Green Party participation.   

• Lithuania is also on the frontlines of the Belarus situation.  As we noted in earlier reports, 

Belarus has taken a page from Turkey’s playbook, allowing Middle Eastern refugees to 

come to the country to traverse into the EU via Lithuania.  The Baltic state is getting 

border aid from the EU in response.   

• Wildfires have been devastating parts of Greece over the past couple of weeks.  Algeria is 

reporting wildfires as well.   

  

Economics and policy:  Policy tightening beckons and tax revenues rise. 

https://www.scmp.com/news/china/diplomacy/article/3144688/human-rights-abuses-claimed-hundreds-china-belt-and-road?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3144688
https://www.reuters.com/article/us-myanmar-politics-china/china-to-fund-myanmar-projects-in-agreement-with-junta-idUSKBN2FC0CP
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_12_14_2020.pdf
https://www.theguardian.com/world/2021/aug/10/treacherous-kim-jong-uns-sister-condemns-south-korea-us-war-games?utm_source=Eurasia+Group+Signal&utm_campaign=dd0b673f9c-EMAIL_CAMPAIGN_2021_08_11_11_06&utm_medium=email&utm_term=0_e605619869-dd0b673f9c-134308033
https://www.wsj.com/articles/kim-jong-uns-sister-vows-to-boost-deterrence-after-being-ignored-by-u-s-11628579896?st=mhaao6yqonq9iny&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2021/08/10/kim-north-korea-nuclear-drill/?utm_source=Eurasia+Group+Signal&utm_campaign=dd0b673f9c-EMAIL_CAMPAIGN_2021_08_11_11_06&utm_medium=email
https://www.bbc.com/news/world-asia-58162289?utm_source=Eurasia+Group+Signal&utm_campaign=dd0b673f9c-EMAIL_CAMPAIGN_2021_08_11_11_06&utm_medium=email&utm_term=0_e605619869-dd0b673f9c-134308033
https://www.bbc.com/news/world-asia-58162289?utm_source=Eurasia+Group+Signal&utm_campaign=dd0b673f9c-EMAIL_CAMPAIGN_2021_08_11_11_06&utm_medium=email&utm_term=0_e605619869-dd0b673f9c-134308033
https://www.bbc.co.uk/iplayer/episode/p09rkcsw/haftars-russian-mercenaries
https://www.bbc.co.uk/iplayer/episode/p09rkcsw/haftars-russian-mercenaries
https://www.bbc.com/news/world-africa-58009514?utm_source=POLITICO.EU&utm_campaign=0ca76056ca-EMAIL_CAMPAIGN_2021_08_12_05_07&utm_medium=email&utm_term=0_10959edeb5-0ca76056ca-190334489
https://www.bbc.co.uk/news/extra/8iaz6xit26/the-lost-tablet-and-the-secret-documents
https://www.bbc.co.uk/news/extra/8iaz6xit26/the-lost-tablet-and-the-secret-documents
https://www.wsj.com/articles/russias-new-jet-fighter-aims-to-rival-u-s-in-airand-on-geopolitical-map-11628514000?st=jc0ghbkhbln59v8&reflink=desktopwebshare_permalink
https://www.ft.com/content/23b536a3-e0c3-4c0f-bf01-ce9df0685e10?emailId=6114a16de746a700047bb738&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/2021/08/11/hundreds-afghan-forces-surrender-kunduz-taliban-consolidates-hold-countrys-north/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3461f8f%2F61149bd79d2fda2f47f03871%2F596b53f6ae7e8a44e7d597a3%2F28%2F66%2F61149bd79d2fda2f47f03871
https://www.washingtonpost.com/world/2021/08/11/hundreds-afghan-forces-surrender-kunduz-taliban-consolidates-hold-countrys-north/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3461f8f%2F61149bd79d2fda2f47f03871%2F596b53f6ae7e8a44e7d597a3%2F28%2F66%2F61149bd79d2fda2f47f03871
https://www.politico.eu/europe-poll-of-polls/germany/
https://www.ft.com/content/429c715d-313a-4ae6-b70f-4562c0240ad5
https://www.ft.com/content/429c715d-313a-4ae6-b70f-4562c0240ad5
https://www.politico.eu/article/armin-laschet-campaign-germany-elections-polls/?utm_source=POLITICO.EU&utm_campaign=0ca76056ca-EMAIL_CAMPAIGN_2021_08_12_05_07&utm_medium=email&utm_term=0_10959edeb5-0ca76056ca-190334489
https://ec.europa.eu/commission/presscorner/detail/en/mex_21_4181?utm_source=POLITICO.EU&utm_campaign=0ca76056ca-EMAIL_CAMPAIGN_2021_08_12_05_07&utm_medium=email&utm_term=0_10959edeb5-0ca76056ca-190334489
https://ec.europa.eu/commission/presscorner/detail/en/mex_21_4181?utm_source=POLITICO.EU&utm_campaign=0ca76056ca-EMAIL_CAMPAIGN_2021_08_12_05_07&utm_medium=email&utm_term=0_10959edeb5-0ca76056ca-190334489
https://www.nytimes.com/2021/08/11/world/europe/greece-wildfires-evia-climate-change-europe.html?smid=url-share
https://www.washingtonpost.com/world/2021/08/11/algeria-wildfires/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3461f8e%2F61149bd79d2fda2f47f03871%2F596b53f6ae7e8a44e7d597a3%2F27%2F66%2F61149bd79d2fda2f47f03871
https://www.washingtonpost.com/world/2021/08/11/algeria-wildfires/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3461f8e%2F61149bd79d2fda2f47f03871%2F596b53f6ae7e8a44e7d597a3%2F27%2F66%2F61149bd79d2fda2f47f03871


 

 

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

www.confluenceinvestment.com 

 4 

• The evidence that the FOMC is going to start withdrawing stimulus soon is becoming 

overwhelming.  San Francisco FRB President Daly, whom we rank as a dove, has now 

indicated that some stimulus could be withdrawn this year.  While we don’t think Chair 

Powell is in favor of removing any stimulus in the near term, of this year’s voting 

members on the FOMC, three of the four rotating members (Barkin, Bostic, Daly) are on 

record calling for tightening, joining Governor Waller.  Although four dissents would not 

be enough to force a policy change, this level of dissent isn’t all that common.  The last 

time we had four dissents was in October 1992.  Since the Fed gained independence, 

there have been 21 dissents of four or more, or about 2.8% of the time.  We suspect 

Powell will try hard to avoid removing stimulus until he is reconfirmed as Fed chair, 

which means that he will try to hold off tightening until early next year. 

• Yesterday, the Senate held its amendment session for the upcoming budget.  For the most 

part, this session is all about making the other party look bad.  But the key takeaway is 

that the Democrats are going to try to push through their budget on a party-line vote.  

Getting $3.5 billion in new spending along with a debt ceiling increase looks unlikely.   

• As the economy recovers, tax revenue is increasing and that has led the fiscal deficit to 

narrow by $2.5 trillion.  Tax revenue rose 18% to $3.3 trillion over the first 10 months of 

the fiscal year.   

• One observation from the infrastructure bill is that the crypto industry was unprepared to 

be targeted as a revenue source.  However, they did move quickly to respond.  Although 

their efforts failed, we doubt they will fail the next time.  At the same time, the move by 

regulators to bring crypto into the “fold” of financial products will tend to increase its 

usage.   

o On a related note, non-fungible tokens have become another tool for money 

laundering.   

o BitMEX paid fines and agreed to not allow American citizens to use its platform 

for trading cryptocurrencies.   

o Hackers took more than $600 million from a Poly Network, a distributed finance 

facility.  The network asked for the “money” back and hackers returned about a 

third of it.   

• Home demand remains robust and builders are slowing down accepting contracts to try to 

boost housing inventory.  This activity is lifting home prices further.   

 

COVID-19: The number of reported cases is 204,917,702 with 4,327,872 fatalities.  In the U.S., 

there are 36,193,574 confirmed cases with 618,496 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 409,566,315 doses of the vaccine have 

been distributed with 353,205,544 doses injected.  The number receiving at least one dose is 

196,077,952, while the number receiving second doses, which would grant the highest level of 

immunity, is 167,105,507.  The FT has a page on global vaccine distribution.      

• Texas hospitals are nearing capacity and are delaying elective surgeries to ensure enough 

beds for COVID-19 patients.  Doing so will reduce hospital earnings. 

https://www.ft.com/content/33e420c1-9220-49c0-bc06-105eb921dfd3
https://www.ft.com/content/e3320366-02f1-453e-ae42-e4af66a17eb0
https://www.ft.com/content/909f4976-0729-49f7-bcc7-72f3061c01b2
https://www.wsj.com/articles/u-s-budget-deficit-narrowed-to-2-5-trillion-in-first-10-months-of-fiscal-year-11628704815?st=ftbrs5ne626fygt&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-budget-deficit-narrowed-to-2-5-trillion-in-first-10-months-of-fiscal-year-11628704815?st=ftbrs5ne626fygt&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/08/09/cryptocurrency-influence-washington-infrastructure-fight-502792?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.axios.com/cryptocurrency-captured-bitcoin-regulation-c678353e-5696-4fe2-82a9-b932a06c01a9.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/cryptocurrency-captured-bitcoin-regulation-c678353e-5696-4fe2-82a9-b932a06c01a9.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://amycastor.com/2021/07/01/like-high-art-nfts-hit-all-the-right-targets-for-money-laundering/
https://amycastor.com/2021/07/01/like-high-art-nfts-hit-all-the-right-targets-for-money-laundering/
https://www.wsj.com/articles/bitmex-to-pay-100-million-to-resolve-regulators-lawsuit-over-crypto-derivatives-trading-11628624960?st=p66vq6bttrent7r&reflink=desktopwebshare_permalink
https://www.cnbc.com/2021/08/11/cryptocurrency-theft-hackers-steal-600-million-in-poly-network-hack.html?utm_source=Eurasia+Group+Signal&utm_campaign=4ff18c3a29-EMAIL_CAMPAIGN_2021_08_12_11_09&utm_medium=email&utm_term=0_e605619869-4ff18c3a29-134308033
https://www.wsj.com/articles/poly-network-hackers-steal-more-than-600-million-in-cryptocurrency-11628691400?st=39b81fz5blufrxy&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/poly-network-hackers-steal-more-than-600-million-in-cryptocurrency-11628691400?st=39b81fz5blufrxy&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/home-builders-are-restricting-sales-pushing-up-new-home-prices-11628596801?st=ra5x0k4zwhx42v0&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2021/08/12/world/covid-delta-variant-vaccine
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.nytimes.com/live/2021/08/11/world/covid-delta-variant-vaccine/texas-hospitals-are-overloaded-with-virus-cases
https://www.wsj.com/articles/texas-hospitals-are-near-capacity-as-covid-19-surges-again-11628612261?st=9s6zcq3jzviwcml&reflink=desktopwebshare_permalink
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• One overlooked element of the pandemic is that there is some degree of immunity that 

comes from surviving the virus.  This means we may be closer to herd immunity than the 

vaccination data would suggest.  Unfortunately, neither vaccines nor infection give 

sterilizing immunity, meaning that new variants and weakening immunity over time can 

lead to reinfection.  This condition isn’t unique to coronaviruses.  Influenza is similar.   

That means periodic booster shots will likely be necessary.   

o The FDA is expected to authorize a third dose to immunosuppressed individuals.   

• China has partially closed the Ningbo-Zhoushan port due to COVID-19 infections.   

• The IEA confirmed that the delta variant has adversely affected crude oil demand.  Oil 

prices are off their highs due to the upswing in infections. 

o Southwest Airlines (LUV, USD, 51.84) reports that bookings have slowed and 

cancellations increased due to the rise in infections.   

• An increasing number of firms are mandating vaccinations.  Mandates have been 

problematic as long as the FDA’s approval of the vaccines is for emergency use.  But 

once vaccines get regular approval, mandates will likely expand.  The rise in the delta 

variant is also disrupting office reopenings.  

• U.S. intelligence agencies have drafted their report on the origins of COVID-19.  

Although the report is confidential, sources suggest it won’t definitively determine the 

origin as being either from a lab or from natural causes.   

 

U.S. Economic Releases  
 

Jobless claims declined for the third consecutive month in the week ending August 7.  Initial 

claims came in at 375K, in line with expectations.  The prior report was revised from 385K to 

387K. 
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The chart above shows the four-week moving average of initial claims.  The moving average 

increased from 394.5K to 396.25K.  

 

The prices paid by producers for goods and services increased in the month of July.  The 

producer price index (PPI) rose 1.0% from the prior month compared to expectations of 0.6%. 

https://www.medrxiv.org/content/10.1101/2021.01.15.21249731v2
https://www.medrxiv.org/content/10.1101/2021.01.15.21249731v2
https://www.axios.com/vaccine-efficacy-biden-pfizer-moderna-death-infetion-4403be7b-ced7-410e-9c19-67e201f031f7.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/vaccine-efficacy-biden-pfizer-moderna-death-infetion-4403be7b-ced7-410e-9c19-67e201f031f7.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/2021/08/11/us/politics/third-vaccine-dose-approval.html?smid=url-share
https://www.trtworld.com/life/ningbo-zhoushan-port-partially-closes-as-virus-surges-latest-updates-49116
https://www.wsj.com/articles/delta-variant-has-dented-2021-recovery-in-oil-demand-iea-says-11628755201?st=2r93cnkkkwqj8c3&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/southwest-airlines-starting-to-feel-pinch-from-delta-variant-11628683588?st=nwbrvditof5tlf2&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/southwest-airlines-starting-to-feel-pinch-from-delta-variant-11628683588?st=nwbrvditof5tlf2&reflink=desktopwebshare_permalink
https://www.ft.com/content/201e6f04-342a-4131-8150-b618ba448901
https://www.wsj.com/articles/nbc-delays-office-return-as-covid-19-cases-rise-11628702724?st=ltytajdav5ng23v&reflink=desktopwebshare_permalink
https://kesq.com/news/national-politics/cnn-us-politics/2021/08/11/intel-officials-draft-classified-report-as-they-near-finish-of-90-day-covid-probe/
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Excluding energy and food, the PPI index rose 1.0% from the prior month compared to 

expectations of 0.5%.  Additionally, core PPI, which excludes food, energy, and trade services, 

rose 0.9% from the prior month compared to expectations of 0.5%. 
 

  
 

The chart above shows the annual change in PPI by commodity.  The prices paid by producers 

for commodities have risen 19.8% from the prior year, suggesting that producers are still being 

hurt by supply shortages.  

 

The table below lists the economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort w/w 8-Aug 53.3 **

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI y/y Jul 5.6% 5.0% 5.00% ** Equity bearish, bond bullish

Tokyo Avg Office Vacancies m/m Jul 6.28 6.19 ** Equity and bond neutral

Australia Consumer Inflation Expectation m/m Aug 3.3% 3.7% *** Equity and bond neutral

New Zealand REINZ House Sales y/y Jul -11.7% 6.2% ** Equity bearish, bond bullish

Food Prices m/m Jul 1.3% 1.4% ** Equity and bond neutral

2Yr Inflation Expectation q/q 3Q 2.27% 2.05% *** Equity bearish, bond bullish

EUROPE

Eurozone Industrial Production SA m/m Jun -0.3% -1.0% -0.2% *** Equity and bond neutral

Italy Trade Balance Total m/m Jun 5681m 5642m ** Equity and bond neutral

Trade Balance EU M Jun 879m 859m ** Equity and bond neutral

UK Construction Output y/y Jun 30.0% 56.5% 32.1% ** Equity and bond neutral

GDP q/q 2Q 4.8% -1.6% 4.8% *** Equity and bond neutral

Industrial Production m/m Jun -0.7% 0.8% 0.3% *** Equity bearish, bond bullish

Manufacturing Production m/m Jun 0.2% -0.1% 0.4% *** Equity and bond neutral

Index of Services 3M/3M m/m Jun 5.7% 3.9% 5.7% ** Equity and bond neutral

Trade Balance GBP/Mn m/m Jun -£2514m £884m £400m ** Equity bearish, bond bullish

AMERICAS

Brazil Retail Sales y/y Jun 6.3% 16.0% 8.6% ** Equity bearish, bond bullish

Retail Sales Broad y/y Jun 11.5% 26.2% 11.6% ** 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. 
 

Fixed Income Today Prior Change Trend

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

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

TED spread (bps) 8 7 1 Neutral

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

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

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

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

Currencies Direction

dollar Down Down

euro Flat Up

yen Down Up

pound Flat Up

franc Flat Up

Central Bank Action Current Prior Expected

Mexican Overnight Rate 4.250% 4.500% 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. 
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Price Prior Change Explanation

Brent $71.80 $71.44 0.50%

WTI $69.54 $69.25 0.42%  

Natural Gas $4.05 $4.06 -0.20%  

Crack Spread $24.45 $24.82 -1.48%

12-mo strip crack $20.88 $21.18 -1.40%

Ethanol rack $2.41 $2.41 0.19%

Gold $1,752.35 $1,751.70 0.04%

Silver $23.45 $23.55 -0.43%

Copper contract $440.25 $436.75 0.80%

Corn contract $558.75 $559.25 -0.09%

Wheat contract $737.50 $739.25 -0.24%

Soybeans contract $1,333.00 $1,340.00 -0.52%

Baltic Dry Freight 3,410            3,375            35

Actual Expected Difference

Crude (mb) -0.4 -0.5 0.1

Gasoline (mb) -1.4 -2.0 0.6

Distillates (mb) 1.8 -0.3 2.1

Refinery run rates (%) 0.50% 0.30% 0.2%

Natural gas (bcf) 47.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

throughout most of the western third of the country and the southern region, with warmer 

temperatures for the rest of the country.  The forecast calls for wetter-than-normal conditions in 

most of the southeastern and Rocky Mountain regions, with dry conditions in the rest of the 

country.  Tropical Storm Fred has been downgraded to a Tropical Depression.  It is currently 

moving across Haiti and is expected to make its way to Florida over the weekend.  There is some 

cyclone formation in the Atlantic near Africa. 
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Data Section 
 

U.S. Equity Markets – (as of 8/11/2021 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 8/11/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond
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Cash
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Emerging Markets ($)

US High Yield
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Growth
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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 

 

August 12, 2021 
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P/E as of 8/11/2021 = 23.5x

 
 

Based on our methodology,1 the current P/E is 23.5x, down 0.6x 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. 


