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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 19, 2021—9:30 AM EDT] Global equity markets are mostly lower this 

morning.  In Europe, the EuroStoxx 50 is down 2.1% from its prior close.  In Asia, the MSCI 

Asia Apex 50 closed down 2.4%.  Chinese markets were mixed, with the Shanghai Composite 

down 0.6% from its prior close and the Shenzhen Composite up 0.2%.  U.S. equity index futures 

are signaling a lower open.  With 466 companies having reported, the S&P 500 Q2 2021 

earnings stand at $52.50, 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 11.8% 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 (8/16/2021): “Data and Geopolitics: Part I” 

• Weekly Energy Update (8/19/2021): Oil prices continue to decline on fears over the 

pandemic and on expectations of rising OPEC+ production.    

• 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 on the 30-year anniversary of the Soviet coup.  Risk markets continue to slump 

this morning.  Equities and commodities are lower, and Treasuries prices are higher.  The 

combination of tighter policy signaling and rising pandemic concerns are weighing on risk 

markets.  Our coverage begins with the Fed minutes; reducing QE appears to be coming.  There 

is an update on the situation in Afghanistan.  A brief comment on La Niña follows.  Next, we 

cover economics and policy, China news, and our international roundup.  We close with 

pandemic news.   

 

Fed minutes:  It appears the FOMC will begin slowing its asset purchase program by early next 

year.  That doesn’t mean that rate hikes will follow, but it is reasonable to expect that rate hikes 

will be the next step toward policy normalization.  Equity markets didn’t take the news well; we 

saw over a 1% decline in the S&P 500 yesterday.   

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_16_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_aug_19_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Aug_13_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://apnews.com/article/europe-aaf01f87bfed95e5bfcf23bdb0350085?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/global-stock-markets-dow-update-08-19-2021-11629359284?st=2siti2gxet24hdk&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-08-19-2021-11629359284?st=2siti2gxet24hdk&reflink=desktopwebshare_permalink
https://www.federalreserve.gov/monetarypolicy/fomcminutes20210728.htm
https://www.wsj.com/articles/fed-debated-timing-mechanics-of-stimulus-pullback-at-july-meeting-11629309648?st=nxe50w6hz3dgfj1&reflink=desktopwebshare_permalink
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Asset purchases remain controversial.  We still don’t know for sure how they work.  The 

argument for using them was that it lowers long-term interest rates.  However, that effect is 

ambiguous.   
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There are episodes where expanding the balance sheet clearly led to falling yields; in other times, 

expanding the balance sheet had the opposite effect.  With equities, it appears the presence of QE 

is bullish, but the absence isn’t necessarily bearish. 
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This behavior has raised the idea that the apparent positive correlation is spurious.  We are not 

sure that’s the case.  The rise in equities in 2016, despite a flat then declining balance sheet, may 
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have been due to the anticipation of corporate tax cuts.  However, since March 2020, the 

relationship between the balance sheet and the index is pretty clear.  So, concerns about slowing 

the expansion of the balance sheet are causing obvious concern about future equity values.   

 

Is the Fed making a mistake by reducing accommodation?  We suspect the answer depends on 

what constitutes a mistake.  If tapering raises unemployment, then it’s probably a mistake.  It 

could reduce asset values.  Some members of the FOMC don’t think this is a problem.  Several 

have consistently expressed concerns, especially about housing prices.  Reducing the expansion 

of the balance sheet is potentially a negative factor for equities; thus, yesterday’s reaction bears 

watching.   

 

On a couple of related notes, the market isn’t projecting anything of substance from the annual 

Jackson Hole meeting.  Although we agree with this sentiment, it creates conditions for a 

surprise.  The Roosevelt Institute, a left-leaning think tank, has issued a very favorable paper on 

Chair Powell’s policies.  There have been rumblings from left-wing populists in Congress 

opposing Powell, but this paper may quell some of these concerns.   

 

Afghanistan:  Here is what we are following: 

• The Taliban takeover is likely to create a refugee problem. Iran has responded by closing 

its border with Afghanistan.  Meanwhile, the EU is sending mixed signals about its 

willingness to accept Afghans.  Some nations in the bloc are still keen to deport Afghans 

living in Europe.  Greece’s migration minister, Notis Mitarachi, remarked that it was 

okay for Greece to deport Afghans to Turkey.  Needless to say, Ankara didn’t agree.  The 

EU Commission is meeting on the issue and is trying to plan in advance regarding what 

will certainly be a wave of asylum seekers.  However, the EU always faces the collective 

action problem.  It’s better for an individual nation to avoid taking refugees if others do 

instead.  With elections looming in Germany, another refugee crisis has EU leaders 

concerned.  

• The West is rapidly moving to deny funds to the new Taliban government in a bid to gain 

some leverage over the group.  The U.S. has frozen accounts and pressed the IMF to stop 

disbursements, essentially shutting down the central bank.  In the short run, these actions 

will create serious problems for the new government.  Around 80% of the ousted 

government’s budget came from foreign aid, representing about 43% of GDP.  At first 

blush, these numbers suggest the economy will collapse.  However, this situation is more 

like a cash crunch rather than a serious threat to the economy.  The Taliban will likely 

rely on two sources of income.  The first is opium.  Poppy field cultivation has increased 

since the U.S. incursion and will remain a potent source of funds.  The second source is 

minerals, including valuable rare earths.  We note China has made overtures to the 

Taliban, and we would not be surprised to see Beijing move to exploit rare earths.  After 

all, China is the world’s largest processor of these metals.  In addition to these two 

sources, the Taliban has been a moneymaking operation for some time, engaging in 

extortion and other similar activities.  It is estimated the group has earned around $400 

million per year since 2011 but has been making much more money recently as its grip 

https://www.reuters.com/world/us/investors-look-jackson-hole-options-markets-see-a-lot-nothing-2021-08-17/
https://rooseveltinstitute.org/2021/08/16/priorities-for-the-next-federal-reserve-chair-completing-the-revolution-in-macroeconomic-policy/
https://rooseveltinstitute.org/2021/08/16/priorities-for-the-next-federal-reserve-chair-completing-the-revolution-in-macroeconomic-policy/
https://www.wsj.com/articles/the-politics-of-regulation-intrude-on-fed-succession-11629295200?st=u0qqyk3bq8f36is&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/the-politics-of-regulation-intrude-on-fed-succession-11629295200?st=u0qqyk3bq8f36is&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2021/08/18/afghanistan-kabul-taliban-live-updates/?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%2F3471174%2F611dd65c9d2fda2f47fd6109%2F596b53f6ae7e8a44e7d597a3%2F48%2F61%2F611dd65c9d2fda2f47fd6109#link-IXXFCYZPIBAXTDBNOCVRJN7F7Q
https://thehill.com/policy/international/568421-iran-closes-border-to-fleeing-afghans
https://thehill.com/policy/international/568421-iran-closes-border-to-fleeing-afghans
https://www.politico.eu/article/afghanistan-refugees-europe-asylum-deportations/?utm_source=POLITICO.EU&utm_campaign=c1690ace36-EMAIL_CAMPAIGN_2021_08_19_05_04&utm_medium=email&utm_term=0_10959edeb5-c1690ace36-190334489
https://www.dailysabah.com/politics/eu-affairs/turkey-safe-country-for-afghan-migrants-greek-minister?utm_source=POLITICO.EU&utm_campaign=c1690ace36-EMAIL_CAMPAIGN_2021_08_19_05_04&utm_medium=email&utm_term=0_10959edeb5-c1690ace36-190334489
https://www.dailysabah.com/politics/eu-affairs/turkey-safe-country-for-afghan-migrants-greek-minister?utm_source=POLITICO.EU&utm_campaign=c1690ace36-EMAIL_CAMPAIGN_2021_08_19_05_04&utm_medium=email&utm_term=0_10959edeb5-c1690ace36-190334489
https://ec.europa.eu/commission/presscorner/detail/en/statement_21_4286?utm_source=POLITICO.EU&utm_campaign=c1690ace36-EMAIL_CAMPAIGN_2021_08_19_05_04&utm_medium=email&utm_term=0_10959edeb5-c1690ace36-190334489
https://ec.europa.eu/commission/presscorner/detail/en/statement_21_4286?utm_source=POLITICO.EU&utm_campaign=c1690ace36-EMAIL_CAMPAIGN_2021_08_19_05_04&utm_medium=email&utm_term=0_10959edeb5-c1690ace36-190334489
https://www.ft.com/content/de3b86cb-3a97-4181-9304-229d3ebc5bd5?emailId=611dda404dac9a0004041ce3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2021/08/18/world/europe/afghanistan-refugees-europe-migration-asylum.html?smid=url-share
https://www.washingtonpost.com/us-policy/2021/08/17/treasury-taliban-money-afghanistan/?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%2F3471172%2F611dd65c9d2fda2f47fd6109%2F596b53f6ae7e8a44e7d597a3%2F46%2F61%2F611dd65c9d2fda2f47fd6109
https://www.cnn.com/2021/08/18/business/afghanistan-taliban-imf-yellen/index.html?utm_source=Eurasia+Group+Signal&utm_campaign=15628c4cd8-EMAIL_CAMPAIGN_2021_08_19_11_10&utm_medium=email&utm_term=0_e605619869-15628c4cd8-134308033
https://www.reuters.com/world/asia-pacific/afghan-central-banks-10-billion-stash-not-all-within-reach-taliban-2021-08-17/
https://www.ft.com/content/65f61fb1-9462-4e25-990a-702812860b76?emailId=611dda404dac9a0004041ce3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/65f61fb1-9462-4e25-990a-702812860b76?emailId=611dda404dac9a0004041ce3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/taliban-is-denied-foreign-aid-but-taps-billion-dollar-drug-trade-11629324383?st=7qaa35s8j6r6h7f&reflink=desktopwebshare_permalink
https://www.gzeromedia.com/the-graphic-truth-how-opium-kept-the-taliban-going
https://wdr.unodc.org/wdr2020/field/WDR20_Booklet_3.pdf?utm_source=Eurasia+Group+Signal&utm_campaign=15628c4cd8-EMAIL_CAMPAIGN_2021_08_19_11_10&utm_medium=email&utm_term=0_e605619869-15628c4cd8-134308033
http://hdr.undp.org/sites/default/files/2020_nhdr_afganistan_en.pdf?utm_source=Eurasia+Group+Signal&utm_campaign=15628c4cd8-EMAIL_CAMPAIGN_2021_08_19_11_10&utm_medium=email&utm_term=0_e605619869-15628c4cd8-134308033
https://edition.cnn.com/2021/08/18/business/afghanistan-lithium-rare-earths-mining/index.html
https://www.securitycouncilreport.org/atf/cf/%7B65BFCF9B-6D27-4E9C-8CD3-CF6E4FF96FF9%7D/s_2012_683.pdf
https://www.securitycouncilreport.org/atf/cf/%7B65BFCF9B-6D27-4E9C-8CD3-CF6E4FF96FF9%7D/s_2012_683.pdf
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on the country widened.  Our take is that denying official funds will hurt in the short run, 

but the leverage value is limited.   

• The Taliban has apparently fired on protestors.  We were a bit surprised to see protests 

emerge, but it is clear the Taliban isn’t interested in allowing them.  There were at least 

three killed in the protests. 

• The ousted president of Afghanistan, Ashraf Ghani, has ended up in the UAE.  And, 

members of the Afghan military apparently used U.S.-supplied aircraft to flee to 

Uzbekistan.   

• Meanwhile, the handling of the U.S. military exit is seriously undermining the 

creditability of the U.S. and likely marks the end of the Biden administration’s policy 

momentum.  Reports of stranded Afghans who allied with the U.S. efforts and are now 

exposed to the tender mercies of the new government in Afghanistan are unsettling.  The 

lack of planning for a mass evacuation is stunning.  It appears U.S. troops will remain in 

Afghanistan after the end of August.   

o China is moving quickly to take advantage of the debacle, calling the collapse a 

failure not just for the U.S. but for Western civilization as a whole.  Beijing noted 

Taiwan should take notice of the reliability of U.S. security support.  At the same 

time, however, Beijing knows Afghanistan represents a security threat, and at 

some point, the Taliban will no longer be a drain on U.S. resources that can be 

redirected against China.  Both China and Russia will try to fill the vacuum 

created by the U.S. exit, but it won’t be easy. 

La Niña:  NOAA is projecting that La Niña conditions could develop soon and likely last into 

winter, although it will likely be a weak event.  La Niña events can have an adverse effect on 

crop yields and could lead to higher grain prices.  As if the area needed it, La Niña events can 

lead to dry winters for the Southwest.  The Northwest, on the other hand, may receive much-

needed rain.  The upper Midwest tends to be colder and snowier than normal.   

 

Economics and policy:  Firms continue to order aggressively to secure supplies, and the 

government crackdown on crypto expands. 

• As continued reports of tight shipping conditions persist, we are seeing firms 

aggressively order goods.  In the ISM Manufacturing Index, only 3.3% of purchasing 

managers are placing fewer orders, the lowest in history. 

 

https://www.wsj.com/articles/taliban-block-routes-to-kabul-airport-hampering-evacuations-from-afghanistan-11629279556?st=iyj720caf8ju3s9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/afghanistans-taliban-rulers-meet-their-first-political-protests-with-gunfire-11629311240?st=s4qjw0mynvzsryr&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/afghanistans-taliban-rulers-meet-their-first-political-protests-with-gunfire-11629311240?st=s4qjw0mynvzsryr&reflink=desktopwebshare_permalink
https://www.reuters.com/world/asia-pacific/evacuations-afghanistan-gather-momentum-taliban-promise-peace-2021-08-18/
https://www.reuters.com/world/asia-pacific/evacuations-afghanistan-gather-momentum-taliban-promise-peace-2021-08-18/
https://www.wsj.com/articles/deposed-afghan-president-ghani-turns-up-in-emirates-11629307780?st=ofmzgkez1gy2h16&reflink=desktopwebshare_permalink
https://www.cnbc.com/2021/08/18/afghan-president-ashraf-ghani-is-in-uae-after-fleeing-afghanistan.html
https://www.wsj.com/articles/afghan-military-remnants-fled-taliban-takeover-in-u-s-supplied-aircraft-11629292300?st=nmd36yvanggwyb9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/afghan-military-remnants-fled-taliban-takeover-in-u-s-supplied-aircraft-11629292300?st=nmd36yvanggwyb9&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/politics/biden-afghanistan-refugees/2021/08/18/e88bbf86-002f-11ec-a664-4f6de3e17ff0_story.html
https://www.washingtonpost.com/politics/biden-afghanistan-refugees/2021/08/18/e88bbf86-002f-11ec-a664-4f6de3e17ff0_story.html
https://www.nytimes.com/2021/08/18/us/politics/afghanistan-refugees.html?smid=url-share
https://abcnews.go.com/Politics/us-troops-stay-americans-afghanistan-biden-abc-news/story?id=79507932
https://abcnews.go.com/Politics/us-troops-stay-americans-afghanistan-biden-abc-news/story?id=79507932
https://www.globaltimes.cn/page/202108/1231848.shtml
https://twitter.com/HuXijin_GT/status/1427286890835705860?utm_source=Eurasia+Group+Signal&utm_campaign=15628c4cd8-EMAIL_CAMPAIGN_2021_08_19_11_10&utm_medium=email&utm_term=0_e605619869-15628c4cd8-134308033
https://www.nytimes.com/2021/08/18/world/asia/china-afghanistan-taliban-usa.html?smid=url-share
https://www.ft.com/content/7ceb9e3b-bd6e-43fe-bb86-80353249e6ac
https://www.cpc.ncep.noaa.gov/products/analysis_monitoring/enso_advisory/ensodisc.shtml
https://www.climate.gov/news-features/blogs/enso/enso-climate-conductor-global-crop-yields
https://www.climate.gov/news-features/blogs/enso/enso-climate-conductor-global-crop-yields
https://www.climate.gov/news-features/blogs/enso/august-2021-enso-update-rockin%E2%80%99-out-neutral
https://www.nbc4i.com/weather/la-nina-pattern-shaping-up-for-the-fall-and-winter-across-the-u-s/
https://www.freightwaves.com/news/clock-ticking-for-christmas-imports-as-california-congestion-mounts
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Meanwhile, 56.3% of purchasing managers see their customer inventories as “too low,” 

also the highest in history.  This combination of characteristics could lead firms to 

aggressively overorder for fears of supply shortages.  At some point, we could see a 

major inventory imbalance.   

• The crypto industry is still reeling from the adverse policy ideas that emerged from the 

Senate in the budget and infrastructure bill.  Although the industry is attempting to 

respond, it looks to us that, at best, they are merely managing greater regulatory action.  

The SEC appears to be leading the charge to regulate the industry. 

o In response to regulatory threats, Coinbase (COIN, USD, 244.39) claims it has 

built up a $4.0 billion cash hoard.   

o A crypto firm called Helix, which provides “mixer” services (a way to hide 

transactions) has pled guilty to conspiring to launder money and will pay $200 

million in bitcoin, and its principal may go to prison.   

• As we watch the economy adapt to the post-pandemic world, the service industry is 

reviewing the services it provides and how they are provided.  For example, hotels are 

moving to à la carte pricing, meaning that if there are services you don’t use, you can get 

a price break or some other service.  For example, for a two-day stay, you might forgo 

another round of sheets on the second day for a free drink at the bar.   

• A judge has blocked Alaska oil permits on grounds of inadequate environmental impact 

studies.   

• Toyota (TM, USD, 175.73) announced it would cut global auto production by 40% due to 

supply chain problems.   

• China is reducing its crude steel output to cut emissions and is pressing the industry to 

make more steel from scrap.  This action is detrimental to iron ore prices.   

China:  Beijing continues to move against inequality.   

• General Secretary Xi spoke at the 10th meeting of the Central Committee for Financial 

and Economic Affairs.  He continues to press on addressing inequality and is specifically 

targeting the wealthy.  The turn of phrase is “common prosperity.”  China became quite 

unequal during its development.  Although the official data suggests inequality has 

declined, the data are suspect.  In any case, Xi is calling for direct wealth redistribution.   

• We noted yesterday that Beijing is taking direct investment in large companies, acquiring 

a “golden share” that gives the government a large say in the governance of the firm.  

Interestingly enough, this idea has been around at least since 2017.  The investment is 

giving fodder to U.S. policymakers looking to further restrict U.S. investment in Chinese 

equities.  We also note that the government is taking steps to direct the wage policies of 

some firms.   

• The closure of the Chinese tutoring industry has tutors (often Americans) and families 

scrambling to make informal contacts.   

• As noted above, China is insinuating to Taiwan that the U.S. is unreliable; after making 

these comments, the PLA held aggressive exercises around the island.   

https://www.politico.com/news/2021/08/17/cryptocurrency-legal-crackdown-505595
https://www.wsj.com/articles/cryptos-defi-projects-arent-immune-to-regulation-secs-gensler-says-11629365401?st=wgyxdl0cql7zvk8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/coinbase-builds-a-4-billion-cash-pile-ahead-of-possible-regulatory-tightening-11629295200?st=3uf9lile8ldorer&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/operator-of-helix-bitcoin-mixer-pleads-guilty-11629328791?st=363et78iwvbnyt1&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/hotels-try-out-fees-for-using-the-pool-and-checking-in-early-11629192602?st=x0669udlijo4nk6&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/alaska-oil-permits-blocked-by-federal-judge-11629346302?st=05hurtcn14suo30&reflink=desktopwebshare_permalink
https://asia.nikkei.com/Business/Automobiles/Toyota-to-cut-September-global-production-by-40-from-previous-plan?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-china-steel-output-idUSKBN2BO4SO?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
http://www.jjckb.cn/2021-08/18/c_1310133410.htm
http://www.xinhuanet.com/english/2021-08/18/c_1310133051.htm
http://www.xinhuanet.com/english/2021-08/18/c_1310133051.htm
https://www.wsj.com/articles/chinas-xi-eyes-return-to-communist-party-roots-amid-private-sector-crackdown-11629289611?st=y91ssf58w58e8wk&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinas-xi-eyes-return-to-communist-party-roots-amid-private-sector-crackdown-11629289611?st=y91ssf58w58e8wk&reflink=desktopwebshare_permalink
https://www.yicaiglobal.com/news/china-needs-property-inheritance-taxes-to-realize-common-prosperity-expert-says
https://www.statista.com/statistics/250400/inequality-of-income-distribution-in-china-based-on-the-gini-index/
https://www.statista.com/statistics/250400/inequality-of-income-distribution-in-china-based-on-the-gini-index/
https://www.ft.com/content/87c3aa02-f970-48c8-b795-82768c9f7634
https://www.wsj.com/articles/beijing-pushes-for-a-direct-hand-in-chinas-big-tech-firms-1507758314?st=mfe1ayao4w7md7f&reflink=desktopwebshare_permalink
https://www.reuters.com/technology/rubio-wants-biden-block-tiktok-after-chinese-government-takes-stake-2021-08-17/
https://www.reuters.com/article/china-ridehailing/update-1-china-to-cap-how-much-ride-hailing-platforms-can-take-from-drivers-idUSL1N2PP0K0
https://www.edsurge.com/news/2021-08-16-the-collapse-of-china-s-online-tutoring-industry-is-taking-american-educators-down-with-it
https://www.reuters.com/world/china/china-says-military-drills-near-taiwan-were-response-provocations-2021-08-17/
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International roundup:  The German conservatives are in trouble, and Lithuania is securing its 

border.   

• Chancellor Merkel is on her way to Moscow to discuss Afghanistan and Ukraine with 

President Putin.  Meanwhile, the selected successor, Armin Laschet, continues his 

party’s lackluster poll performance.  In fact, the previously moribund SDP has now risen 

to the second-best party in recent polls.  Green Party leader Baerbock is working to 

prepare for a push into the elections.  There is a chance the next government will exclude 

the CDU/CSU.  Odds still favor the conservative bloc, but the risks are rising.   

• Lithuania, facing a surge of refugees being funneled from Belarus, has put up a 

temporary border wall.   

• Brexit has reduced the number of immigrants in the U.K.  That has apparently also 

reduced workers in chicken processing plants, leading to a shortage of chicken meat.   

COVID-19:  The number of reported cases is 209,489,010, with 4,396,744 fatalities.  In the 

U.S., there are 37,158,863 confirmed cases with 624,260 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 419,612,925 doses of the vaccine 

have been distributed, with 358,599,835 doses injected.  The number receiving at least one dose 

is 199,325,940, while the number receiving second doses, which would grant the highest level of 

immunity, is 169,186,268.  The FT has a page on global vaccine distribution.  Here is the latest 

Axios state infection map. 

 

• The U.S. is planning on offering booster shots to some groups beginning in autumn.  The 

federal government will require nursing home staff to get vaccinated as a funding 

requirement.   

• Steadily, governments around the world are preparing to live with COVID-19.  This 

means that instead of dealing with a pandemic, it will be more like addressing periodic 

epidemics.  In other words, the virus will ebb and flow over time.   

• China’s “zero tolerance” policy of locking down areas with infections is exacerbating 

shipping bottlenecks.   

• Beijing is aggressively ramping up its propaganda apparatus to deflect attention from the 

Wuhan lab leak theory.  The attention is suggesting the U.S. was the source of the virus.   

• We are watching a resurgence of infections in Israel.  The country has a high vaccination 

rate, but the increase may suggest the immunity is not lasting very long.  At the same 

time, Pfizer (PFE, USD, 49.31) suggests booster shots improve immunity.   

U.S. Economic Releases  

 

In today’s key economic release, initial claims for unemployment benefits for the week ending 

August 14 fell to a seasonally adjusted 348,000.  Not only was it the lowest level since the 

pandemic struck in early 2020, but it was also significantly better than both the expected level of 

364,000 and the revised figure of 377,000 in the previous week.  As a result, the four-week 

moving average of new claims fell to a post-pandemic low of 377,750.  In sum, the report 

https://finance.yahoo.com/news/merkel-discuss-afghanistan-ukraine-meeting-172325971.html?utm_source=POLITICO.EU&utm_campaign=c1690ace36-EMAIL_CAMPAIGN_2021_08_19_05_04&utm_medium=email&utm_term=0_10959edeb5-c1690ace36-190334489
https://www.politico.eu/article/armin-laschet-campaign-germany-elections-polls/?utm_source=POLITICO.EU&utm_campaign=c1690ace36-EMAIL_CAMPAIGN_2021_08_19_05_04&utm_medium=email&utm_term=0_10959edeb5-c1690ace36-190334489
https://www.politico.eu/europe-poll-of-polls/germany/
https://www.politico.eu/europe-poll-of-polls/germany/
https://www.ft.com/content/12756e45-c2e1-4739-9a2a-4b7528fd5266?emailId=611dda404dac9a0004041ce3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/12756e45-c2e1-4739-9a2a-4b7528fd5266?emailId=611dda404dac9a0004041ce3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.bbc.com/news/world-europe-58255448?utm_source=Eurasia+Group+Signal&utm_campaign=15628c4cd8-EMAIL_CAMPAIGN_2021_08_19_11_10&utm_medium=email&utm_term=0_e605619869-15628c4cd8-134308033
https://www.bbc.com/news/world-europe-58163073?utm_source=Eurasia+Group+Signal&utm_campaign=15628c4cd8-EMAIL_CAMPAIGN_2021_08_19_11_10&utm_medium=email&utm_term=0_e605619869-15628c4cd8-134308033
https://www.ft.com/content/5b8f4aaf-d6e0-4ea7-b4e6-a6850ab7f6e8?emailId=611dda404dac9a0004041ce3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/5b8f4aaf-d6e0-4ea7-b4e6-a6850ab7f6e8?emailId=611dda404dac9a0004041ce3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/live/2021/08/18/world/covid-delta-variant-vaccine?campaign_id=51&emc=edit_mbe_20210819&instance_id=38283&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=66644&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
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.axios.com/america-delta-coronavirus-cases-43db0419-db2a-4257-9830-c0e3d6f370c9.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/booster-shots-covid-vaccine-biden-b1c15165-83d7-42c9-bcc2-e8f47c9af8fa.html?stream=top&utm_source=alert&utm_medium=email&utm_campaign=alerts_all
https://www.statnews.com/2021/08/18/u-s-health-officials-recommend-booster-shots-against-covid-19/?utm_source=STAT+Newsletters&utm_campaign=5a3c57ebda-Daily_Recap&utm_medium=email&utm_term=0_8cab1d7961-5a3c57ebda-152749274
https://edition.cnn.com/2021/08/18/politics/nursing-homes-federal-funding/index.html
https://www.wsj.com/articles/forget-beating-covid-19-europe-is-preparing-to-live-with-it-11629118024?st=ln4d04rbhwpbe9b&reflink=desktopwebshare_permalink
https://www.reuters.com/world/china/chinese-ports-choke-over-zero-tolerance-covid-19-policy-2021-08-17/
https://www.globaltimes.cn/page/202108/1231868.shtml
https://www.globaltimes.cn/page/202108/1231519.shtml
https://www.nytimes.com/2021/08/18/world/middleeast/israel-virus-infections-booster.html?smid=url-share
https://www.wsj.com/articles/pfizers-covid-19-booster-shot-improves-immunity-israeli-study-suggests-11629308427?st=3fawrhylf7ksf0x&reflink=desktopwebshare_permalink
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suggests layoffs continue to trend downward as businesses adjust to the new, post-pandemic 

world.  In addition, the report showed that continuing claims for the week ending August 6 fell to 

2.82 million, slightly above expectations, but still comfortably below the revised 2.899 million 

the prior week, as more unemployed people get back to work.  The chart below shows how 

initial jobless claims have trended since the beginning of 2020. 

 

 
 

On a more negative note, the Philadelphia Federal Reserve said its August Business Outlook 

Index fell to a seasonally adjusted 19.4, short of both the expected reading of 23.1 and the July 

reading of 21.9.  The data suggest that manufacturing activity in the mid-Atlantic region softened 

modestly in recent weeks, although it is still growing well (the index is designed so that readings 

above 0.0 reflect expanding activity).  The graph below shows how the Philly Fed Index has 

fluctuated over the last decade or so. 

 

 
 

The table below lists the economic releases scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

10:00 Leading Index m/m Jul 0.7% 0.7% ***

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

Japan Japanese Purchases of Foreign Stocks w/w 13-Aug -¥85.4b ¥615.7b * Equity and bond neutral

Japanes Purchases of Foreign Bonds w/w 13-Aug ¥661.8b -¥1103.6b * Equity and bond neutral

Foreign Purchases of Japanese Stocks w/w 13-Aug ¥198.8b ¥104.9b * Equity and bond neutral

Foreign Purchases of Japanese Bonds w/w 13-Aug ¥161.5b ¥681.8b * Equity and bond neutral

Tokyo Condominiums for Sale y/y Jul -6.3% 25.7% ** Equity and bond neutral

Australia Employment Change m/m Jul 2.2k 29.1k -43.1k *** Equity bullish, bond bearish

Full-Time Employment Change m/m Jul -4.2k 51.6k * Equity and bond neutral

Part-Time Employment Change m/m Jul 6.4k -22.5k * Equity and bond neutral

Unemployment Rate m/m Jul 4.6% 4.9% 5.0% *** Equity bullish, bond bearish

Participation Rate m/m Jul 66.0% 66.2% 66.0% *** Equity and bond neutral

EUROPE

Switzerland Industrial Production WDA y/y 2Q 15.7% 4.8% ** Equity bullish, bond bearish

Exports, Real m/m Jul 0.6% -3.0% * Equity bullish, bond bearish

Imports, Real m/m Jul 1.0% -2.7% * 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. 

 
Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 6 6 0 Neutral

TED spread (bps) 7 7 0 Neutral

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

10-yr T-note (%) 1.23 1.26 -0.03 down

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

EUR/USD 3-mo swap (bps) 2 2 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Up

franc Down Up  
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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 $66.04 $68.23 -3.21% Worries about Fed tightening, slower Chinese Growth

WTI $63.10 $65.46 -3.61% Worries about Fed tightening, slower Chinese Growth

Natural Gas $3.79 $3.85 -1.66%  

Crack Spread $22.91 $23.11 -0.90%

12-mo strip crack $20.07 $20.34 -1.31%

Ethanol rack $2.47 $2.46 0.17%

Gold $1,787.92 $1,787.82 0.01%

Silver $23.35 $23.51 -0.67%

Copper contract $398.70 $412.00 -3.23% Worries about Fed tightening, slower Chinese Growth

Corn contract $559.75 $565.00 -0.93%

Wheat contract $742.50 $751.25 -1.16%

Soybeans contract $1,338.00 $1,353.25 -1.13%

Baltic Dry Freight 3,833            3,657            176

Actual Expected Difference

Crude (mb) -3.2 -1.5 -1.7

Gasoline (mb) 0.7 -2.0 2.7

Distillates (mb) -2.7 -0.2 -2.5

Refinery run rates (%) 0.40% 0.20% 0.2%

Natural gas (bcf) 30.0

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 

throughout the Far West and the Deep South, with cooler-than-normal temperatures concentrated 

in the Great Lakes region.  The forecast calls for wetter-than-normal conditions throughout the 

Deep South and along the entire East Coast, with dry conditions in the Pacific Northwest, the 

Rocky Mountains, and the Northern Great Plains. 

 

Hurricane Grace is currently pounding Mexico’s Yucatan Peninsula, after which it is expected to 

hit Central Mexico.  Meanwhile, Tropical Storm Henri has formed in the Atlantic Ocean 

southeast of Bermuda, and after turning northward, it is expected to hit the northeastern coast of 

the U.S. late this weekend or early next week. 
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Data Section 
 

U.S. Equity Markets – (as of 8/18/2021 close) 

 

  

0.0% 20.0% 40.0%

Consumer Staples
Consumer Discretionary

Utilities
Materials

Industrials
Technology

S&P 500
Healthcare

Communication Services
Real Estate

Energy
Financials

YTD Total Return

-3.0% -2.0% -1.0% 0.0% 1.0%

Energy

Healthcare

Technology

Consumer Staples

Financials

Materials

Industrials

S&P 500

Real Estate

Communication Services

Utilities

Consumer Discretionary

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 8/18/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Emerging Markets ($)

Emerging Markets (local currency)

Cash

US High Yield

Small Cap

Foreign Developed ($)

Mid Cap

Value

Foreign Developed (local currency)

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 

 

August 12, 2021 
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P/E as of 8/18/2021 = 23.5x

 
 

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


