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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 16, 2021—9:30 AM EDT] Global equity markets are lower this morning.  In 

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

closed down 0.6%.  Chinese markets were mixed, with the Shanghai Composite relatively 

unchanged from its prior close and the Shenzhen Composite also down 0.6%.  U.S. equity index 

futures are signaling a lower open.  With 457 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, 86.2% of the companies have 

reported earnings above forecast, while 12.0% 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 (8/13/2021) (with associated podcast and chart book): we focus 

on the implications of growing intellectual property investment 

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

Globalization” 

 

Good morning.  Risk markets are weaker this morning.  Fears of slowing global economic 

growth, the persistence of the pandemic, and the unsettling images from Kabul are weighing on 

sentiment.  Our coverage begins with the events in Afghanistan.  Up next is economics and 

policy, followed by China news and our international roundup.  We close with pandemic news. 

 

Afghanistan:  We continue to monitor events in the country.  Over the weekend, the government 

of Ashraf Ghani has collapsed as he has fled the country.  Over the past month, the Taliban has 

captured key cities amid almost non-existent resistance in most areas.  By taking Kabul, the 

Taliban has effective control of the country.  The U.S. era in Afghanistan has come to a rapid 

and chaotic end.  The last land route out of Afghanistan has been taken by the Taliban, leaving 

air evacuation from Kabul airport as the only remaining exit.  The airport has reportedly come 

under fire, so leaving the country may not be possible at some point.  Scenes at the airport, 

similar to the iconic ones observed in 1975 Saigon, will become a lasting memory.  Crowds have 
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packed the airport, hoping for a flight out.  Western nations are scrambling to pull embassy 

personnel out of the country.  U.S. embassy officials were ordered to destroy sensitive materials, 

and most personnel are being evacuated.  It appears that U.S. forces control the Kabul airport, 

but it is unclear how long that will last.  The State Department has told remaining employees to 

stay at the embassy.  Helicopters have been ferrying workers out, as it has become too dangerous 

to escape by car.  European embassies will remain in Kabul to process visas for local employees 

who would be in great danger from the Taliban government.  Germany is sending its military to 

evacuate its embassy.   

 

Unfortunately for the Taliban, taking territory is one thing, but governing is another.  

Afghanistan is divided along tribal and ethnic lines, and once outside powers are ousted, the 

country will likely spiral into civil conflict.   When the Taliban was in control before 2001, it was 

a brutal regime; although we expect a return to such governance, it is possible the group may 

govern with a lighter hand this time around.  The old leadership is mostly gone, and the lesson 

from before is that harsh conditions trigger opposition.   

 

Although it’s still a bit early to tell, our read is that the chaotic end to the U.S.-sponsored 

government in Afghanistan will have serious political ramifications.  The administration was 

caught flat-footed by the speed of the Taliban offensive.  SoS Blinken was on the Sunday news 

shows arguing that what was happening in Afghanistan “was not Saigon.”  It’s arguably worse.  

What is going on in Kabul is being described as “Saigon on steroids.”  The U.S. had effectively 

withdrawn in 1973, and the government of South Vietnam held power until 1975.  Establishment 

figures are calling the decision to leave Afghanistan and the collapse of the government an 

intelligence and planning failure.   What went wrong?  The president appears to have made up 

his mind early on to exit Afghanistan.  As a policy, this is defensible.  Although it has been 

argued that a failed state in Afghanistan could be a breeding ground for international terrorism as 

it was with al Qaeda, there are many failed states in the world and the U.S. can’t occupy all of 

them.  Afghanistan, by itself, is not central to U.S. foreign policy interests.  However, what 

happened over the past two weeks shows a clear lack of preparation.  According to reports, the 

president didn’t take the advice of military leaders.  Again, this isn’t a shock; the military rarely 

wants to abandon missions.  Leaving like this isn’t in anyone’s playbook and suggests a lack of 

planning.  After all, the administration knew we were leaving.  The lack of preparation will have 

political costs.  It can be argued that the Trump administration left Afghanistan as unfinished 

business, and “leftover” issues are always part of transitions.  In any case, once you are sworn in, 

they become your problems. 

 

Whenever an event like this occurs, questions are raised about America’s reliability as an ally.  

The human tragedy of Afghans who supported the war effort and are left behind reflects badly on 

the U.S.  History shows that if an area of the world is considered a vital interest, the U.S. has 

remarkable staying power.  The security support for Europe and Japan can attest to this.  

However, areas that are not vital can be abandoned rather quickly.   

 

All presidencies face unexpected crises.  The George W. Bush administration wanted a “humble” 

foreign policy…until 9/11.  President Obama took power into the teeth of a deep recession and a 

financial crisis.  The pandemic clearly affected the Trump administration.  The Biden 

government has been aggressively pushing for major fiscal policy actions; Afghanistan will 
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almost certainly become a serious distraction and could potentially derail the process.  To allow 

such chaos raises concerns about competence.   

 

Economics and policy:  The FOMC is leaning toward policy tightening, and the House is 

starting to prepare for the budget and infrastructure bills. 

• We will have more to say on this topic in the next couple of weeks, but we are seeing 

unmistakable momentum for monetary policy tightening, despite Chair Powell’s 

insistence that it will be a while before the stimulus is reduced.  Rising inflation and a 

rapid rebound in economic growth all support policy tightening.  However, while we are 

watching this trend toward reducing stimulus, we couldn’t help but notice last Friday’s 

plunge in consumer sentiment. 

 
 

This chart shows the monthly percent change in the index; declines seen in August (the 

data is preliminary and will be finalized at the end of the month) are unusual, and more 

often than not, are tied to recessions.  What is depressing consumers?  It’s probably a lot 

of things, such as rising inflation, the lingering pandemic, political strife, etc.  This data 

suggests the FOMC should exercise caution.  We don’t have much experience with 

pandemic recoveries, and the Fed could get “wrong-footed” here.   

• Freight rates remain elevated, exacerbating inflation.  It is not obvious when bottlenecks 

will be resolved. 

• House leadership is trying to finesse the two infrastructure measures.  Progressives want 

the budget deal first, followed by the bipartisan package.  Moderates want them reversed.  

We expect both will pass, but the budget deal will be well below the $3.5 trillion that is 

the current bill.   

o The U.S. is making the largest permanent increase in food stamps.    

• The pandemic accelerated the work from home movement.  Firms are scrambling, trying 

to determine what to do with office space.  State Street (STT, USD, 90.79) has decided to 

vacate two of its New York City locations.   
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China:  The Chinese economy is slowing, and there is growing evidence of Xi’s concentration 

of power.   

• There is a clear slowdown occurring in the Chinese economy.  Although the Delta variant 

has played a role, monetary policy is also tight.  Since the Great Financial Crisis, China 

has tended to stimulate the economy whenever there was a slowdown.  Given the recent 

crackdowns on credit, it is possible that the Xi government has accepted slower growth. 

• For the past several months, investors have seen a whole series of edits from Beijing that 

have rattled several industries.  One analyst suggests bureaucrats are acting swiftly on 

instructions or comments from General Secretary Xi in a fashion similar to the way they 

reacted to Chairman Mao’s instructions or comments during the Cultural Revolution.  If 

that is the case, predicting behavior will be exceedingly difficult.  It also reflects the 

growing concentration of power by Xi and the undermining of the CPC’s institutional 

framework created by Deng. 

•  U.S. corporations are getting antsy about the continued constraints on doing business 

with China.   The Biden administration is conducting a review of tariffs and other 

constraints but appears to be in no hurry to relax anything.   

• U.S. higher education is facing a myriad of threats.   Weakening U.S. demographics and a 

backlash against high tuitions are part of the problem.  Another one is falling 

international student enrollment, especially from China. 

International roundup:  Haiti, Beirut, and Canada are in the news.   

• Late last week, Haiti suffered a major earthquake.  The 7.2 magnitude event has killed at 

least 1,300 people and injured thousands.  And now, sadly, TS Grace is bearing down on 

the island today.  The storm is expected to reach the Gulf of Mexico by the week’s end. 

• Just over a year ago, a massive explosion at the Port of Beirut and the government’s 

inability to respond has tipped the country into chaos.  One problem that has emerged is 

that centralized electrical power has become intermittent, leading households and 

businesses to use portable generators.  The use of generators has increased the demand 

for fuel oil, leading some to hoard fuel.  The military was seizing fuel allegedly being 

hoarded when a fuel tank exploded, killing at least 28 people.   

• PM Trudeau of Canada has called for snap elections set for September 20.   Trudeau has 

been managing a minority government since 2019 and is looking to gain a majority.   

• Wildfires have been hitting European countries in the Mediterranean.  There are reports 

that suggest some of them in Italy may have been set by the Mafia in a bid to gain access 

to government relief funds.   

• Russia is expelling a BBC reporter as tensions with foreign journalists increase.   

COVID-19:  The number of reported cases is 207,278,035, with 4,364,473 fatalities.  In the 

U.S., there are 36,680,793 confirmed cases with 621,636 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 415,957,645 doses of the vaccine 
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have been distributed with 356,433,665 doses injected.  The number receiving at least one dose 

is 198,088,722, while the number receiving second doses, which would grant the highest level of 

immunity, is 168,362,058.  The FT has a page on global vaccine distribution.   

• As we noted above with the consumer sentiment data, the Delta variant is affecting the 

economy, increasing costs and weakening demand.   

• The earlier variants of COVID-19 were most deadly for older people.  Younger people 

could be infected but usually had cases that could be managed at home.  However, the 

Delta variant has been causing a surge in hospitalizations for the 30-39 age cohort.   

• In Indonesia, the Delta variant is adversely affecting children.   

• Iceland has one of the world’s highest vaccination rates.  It is also dealing with a surge in 

infections.  So far, the rate of hospitalizations has been low, confirming that vaccines for 

COVID-19 don’t grant sterilizing immunity.  They protect you from severe illness but not 

from getting infected.  If this is a permanent condition (and we suspect it is), we will live 

with this virus, much as we do with influenza. 

• On August 24, U.S. intelligence agencies will provide their assessment of the Wuhan lab 

leak theory for the origin of COVID-19. 

 

U.S. Economic Releases  

 

Manufacturing activity in New York decreased in August, according to the Federal Reserve 

Board of New York.  The U.S. Empire Manufacturing Survey General Business Conditions 

Index came in at 18.3 compared to expectations of 28.5.  The drop in the index can be attributed 

to the lengthening of delivery times as firms continue to struggle to meet demand.  However, on 

a positive note, the price paid for materials has shown signs of moderating.  

 

-80

-60

-40

-20

0

20

40

60

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

EMPIRE SIX-MONTH AVERAGE

EMPIRE STATE BUSINESS CONDITIONS INDEX

IN
D

E
X

Sources:  STL FRB (FRED), CIM  
 

The chart above shows the six-month moving average of the Empire State Business Conditions 

Index. The six-month moving average is 24.45. 

 

https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.wsj.com/articles/-delta-variant--business-economy-11629049694?st=k5bj3rgl0sp06c7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/-delta-variant--business-economy-11629049694?st=k5bj3rgl0sp06c7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/new-covid-19-hospitalizations-for-30-to-39-year-olds-at-record-rate-11628938800?st=h7bk9kzhyck1qgn&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/08/14/world/asia/indonesia-children-covid-deaths.html?smid=url-share
https://www.washingtonpost.com/world/europe/iceland-covid-surge-vaccines/2021/08/14/bdd88d04-fabd-11eb-911c-524bc8b68f17_story.html?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%2F346a465%2F6119e1c69d2fda2f47f6f610%2F596b53f6ae7e8a44e7d597a3%2F26%2F54%2F6119e1c69d2fda2f47f6f610
https://www.washingtonpost.com/world/europe/iceland-covid-surge-vaccines/2021/08/14/bdd88d04-fabd-11eb-911c-524bc8b68f17_story.html?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%2F346a465%2F6119e1c69d2fda2f47f6f610%2F596b53f6ae7e8a44e7d597a3%2F26%2F54%2F6119e1c69d2fda2f47f6f610
https://www.whitehouse.gov/briefing-room/statements-releases/2021/05/26/statement-by-president-joe-biden-on-the-investigation-into-the-origins-of-covid-19/?utm_source=POLITICO.EU&utm_campaign=871d07a8b4-EMAIL_CAMPAIGN_2021_08_16_05_06&utm_medium=email&utm_term=0_10959edeb5-871d07a8b4-190334489
https://www.politico.eu/article/coronavirus-laboratory-leak-theory-china-wuhan-who-investigation-ben-embarek/?utm_source=POLITICO.EU&utm_campaign=871d07a8b4-EMAIL_CAMPAIGN_2021_08_16_05_06&utm_medium=email&utm_term=0_10959edeb5-871d07a8b4-190334489
https://www.politico.eu/article/coronavirus-laboratory-leak-theory-china-wuhan-who-investigation-ben-embarek/?utm_source=POLITICO.EU&utm_campaign=871d07a8b4-EMAIL_CAMPAIGN_2021_08_16_05_06&utm_medium=email&utm_term=0_10959edeb5-871d07a8b4-190334489
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The table below lists the economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

16:00 Total Net TIC Flows m/m Jun $105.3b **

16:00 Net Long-term TIC Flows m/m Jun -$30.2b **

Mortgage Delinquencies q/q 2Q 6.4% *

MBA Mortgage Foreclosures q/q 2Q 0.5% *

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. 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China New Home Price m/m Jul 0.3% 0.4% ** Equity and bond neutral

Retail Sales y/y Jul 8.5% 12.1% 10.9% ** Equity bearish, bond bullish

Industrial Production y/y Jul 6.4% 8.3% 7.9% *** Equity bearish, bond bullish

Surveyed Jobless Rate m/m Jul 5.1% 5.0% 5.0% *** Equity and bond neutral

Japan GDP SA q/q 2Q 0.3% -1.0% 0.1% *** Equity and bond neutral

Capacity Utilization m/m Jun 6.2% -6.8% ** Equity bullish, bond bearish

Industrial Production m/m Jun 23.0% 6.2% *** Equity bullish, bond bearish

India Wholesale Prices y/y Jul 11.2% 12.1% 11.3% ** Equity and bond neutral

New Zealand Performance Services Index m/m Jul 57.9 58.6 ** Equity and bond neutral

EUROPE

Italy General Government Debt m/m Jun 2696.2b 2686.8b * Equity and bond neutral

UK Rightmove House Prices m/m Aug -0.3% 0.7% ** Equity bearish, bond bullish

Switzerland Domestic Sight Deposits CHF w/w 13-Aug 639.3b 635.9b * Equity and bond neutral

Total Sight Deposits CHF w/w 13-Aug 714.6b 713.2b * 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. 
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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 12 12 0 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 (%) 1.28 1.28 0.00 down

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

EUR/USD 3-mo swap (bps) 3 2 1 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Up Up

pound Flat Up

franc Flat Up

Central Bank Action Current Prior Expected

Chinese 1-Yr Medium-Term  Rate 2.950% 2.950% 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 $69.98 $70.59 -0.86%

WTI $67.77 $68.44 -0.98%  

Natural Gas $3.84 $3.86 -0.44%  

Crack Spread $23.98 $23.99 -0.03%

12-mo strip crack $20.63 $20.63 0.04%

Ethanol rack $2.45 $2.44 0.48%

Gold $1,775.15 $1,779.74 -0.26%

Silver $23.53 $23.75 -0.93%

Copper contract $431.55 $438.15 -1.51%

Corn contract $571.25 $573.00 -0.31%

Wheat contract $781.00 $774.25 0.87%

Soybeans contract $1,370.00 $1,365.00 0.37%

Baltic Dry Freight 3,566            3,503            63

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

throughout the Rocky Mountain region, with warmer-than-normal temperatures in the Midwest 

and Northeast.  The forecast calls for wetter-than-normal conditions in the Great Plains, with dry 

conditions concentrated in the Pacific Northwest, the Rocky Mountains, South Texas, and New 

England.  Tropical Depression Fred has developed into a tropical storm and is currently moving 

throughout the Gulf of Mexico.  There are two disturbances off the coast of Bermuda and 

another moving through the Dominican Republic. 
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Data Section 
 

U.S. Equity Markets – (as of 8/13/2021 close) 
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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 8/13/2021 close) 
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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. 


