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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 20, 2021—9:30 AM EDT] Global equity markets are lower this morning.  In 

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

closed down 1.2%.  Chinese markets were lower, with the Shanghai Composite down 1.1% from 

its prior close and the Shenzhen Composite down 1.2%.  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 (8/20/2021) (with associated podcast and chart book): we 

look at how the pandemic is affecting the labor market, particularly the impact of 

older Americans 

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

Globalization” 

 

Good morning on this August Friday.  Equity markets remain under pressure this morning as 

worries about the economy and monetary policy weigh on sentiment.  Our coverage begins with 

China, where regulatory conditions are changing fast and Taiwan is also in the headlines.  Up 

next is our update on Afghanistan.  Economics and policy are next as the FTC returns to tech and 

the rules for banks regarding gold are changing.  Our international roundup follows, and we 

close with pandemic coverage. 

 

China:  The crackdown on tech and big business expands, and credit issues dominate.  Taiwan is 

also in the news. 

• We continue to closely monitor activities in the Chinese financial markets, especially 

focusing on the government’s continued interventions on tech companies and markets.  

Here are some recent developments: 

 

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_20_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://www.wsj.com/articles/global-stock-markets-dow-update-08-20-2021-11629446010?st=tsdz1i88gisktnh&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2021-07-27/china-tech-crackdown-xi-charts-new-model-after-emulating-silicon-valley?sref=OGRRCILc
https://www.bbc.com/news/business-58182658
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o Evergrande Group (EGRNF, USD, 0.70) leadership has been scrambling to sell 

assets and shore up its balance sheet.  Representatives from the PBOC and 

financial regulatory bodies summoned company leadership and told them to 

resolve its debt issues without destabilizing property and financial markets (how 

helpful!).  About the only way the company can do that is by issuing equity or 

selling off more assets.   

o Meanwhile, Huarong (2799, HKD, 1.02), the “bad bank” that housed defaulted 

loans from the restructuring that occurred earlier in the century, is getting bailed 

out by other state-owned enterprises.  Huarong is majority owned by the 

government.  Although the company is getting better treatment than Evergrande, 

the same can’t be said about its former chairman, Lai Xiaomin.  He was executed.   

o Beijing is issuing new rules for tech companies.  First, competition rules are being 

tightened to prevent market power.  Second, today China passed a new data 

privacy law that looks to us to be designed to reduce the ability of tech firms to 

access and use data for advertising.  These laws dovetail into recent new 

cybersecurity rules.  The privacy rules weaken the business model of tech firms.  

After all, it’s the promise of targeted advertising that makes these firms attractive.   

o Baidu (BIDU, USD, 137.25) has come under scrutiny but that didn’t prevent 

investors from snapping up new bonds.    

o However, equity values of Baidu and Alibaba Group (BABA, USD, 98.78) 

remain under pressure on fears of increased regulation.   

o Chinese regulators are looking to regulate online games, especially those that may 

not conform to the CPC’s version of history.   

o The FBI is warning that China and Russia are turning tech employees into sources 

of information.   

• U.S. firms want auditing on some Chinese goods to prove they were not made with 

incarcerated labor.  The U.S. auditor, Verite, has a Chinese partner; that partner was shut 

down by Beijing.  This means firms will have a more difficult time determining the 

veracity of claims on Chinese goods.   

• Meng Wanzhou’s extradition hearings have finally concluded.  A decision will likely 

occur in October.   

• Taiwan continues to be a flashpoint. 

o In responding to questions about America’s resolve, President Biden responded 

with this comment: 

STEPHANOPOULOS: You talked about our adversaries, China and Russia. You 

already see China telling Taiwan, "See? You can't count on the Americans." 

(LAUGH) 

BIDEN: Sh-- why wouldn't China say that? Look, George, the idea that w-- 

there's a fundamental difference between-- between Taiwan, South Korea, NATO. 

We are in a situation where they are in-- entities we've made agreements with 

based on not a civil war they're having on that island or in South Korea, but on 

an agreement where they have a unity government that, in fact, is trying to keep 

bad guys from doin' bad things to them. 

https://www.wsj.com/articles/chinas-financial-regulators-summon-evergrande-executives-to-a-meeting-11629373785?st=4vwci9383snykg7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinas-financial-regulators-summon-evergrande-executives-to-a-meeting-11629373785?st=4vwci9383snykg7&reflink=desktopwebshare_permalink
https://www.reuters.com/world/china/chinese-regulators-summon-evergrande-execs-warn-debt-risks-2021-08-19/
https://www.nytimes.com/2021/08/19/business/economy/huarong-bailout-china.html?smid=url-share
https://www.wsj.com/articles/chinese-bad-debt-manager-huarong-to-be-bailed-out-by-state-owned-firms-11629353827?st=c0j5wbd521vj3po&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinese-bad-debt-manager-huarong-to-be-bailed-out-by-state-owned-firms-11629353827?st=c0j5wbd521vj3po&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-hands-rare-death-sentence-to-former-asset-management-head-11609860783?st=7wxd7j65ox6g6lc&reflink=desktopwebshare_permalink
https://www.ft.com/content/7ccf409d-489b-411a-8b4f-4b5d8b8ed0b1
https://www.ft.com/content/7ccf409d-489b-411a-8b4f-4b5d8b8ed0b1
https://finance.yahoo.com/news/china-passes-personal-data-privacy-044025273.html?.tsrc=FMB
https://www.ft.com/content/c5572f5a-d086-4ca2-995a-7b559f4e1d32
https://www.ft.com/content/c5572f5a-d086-4ca2-995a-7b559f4e1d32
https://www.wsj.com/articles/china-passes-one-of-the-worlds-strictest-data-privacy-laws-11629429138?st=rppl1cwebdj18ax&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-passes-one-of-the-worlds-strictest-data-privacy-laws-11629429138?st=rppl1cwebdj18ax&reflink=desktopwebshare_permalink
https://digichina.stanford.edu/news/after-5-years-chinas-cybersecurity-rules-critical-infrastructure-come-focus
https://digichina.stanford.edu/news/after-5-years-chinas-cybersecurity-rules-critical-infrastructure-come-focus
https://www.ft.com/content/f193aef9-e5da-4bcc-9151-fee7234e3d12
https://www.caixinglobal.com/2021-08-19/investors-dump-more-alibaba-shares-as-bears-and-bulls-grapple-101757403.html
https://www.reuters.com/world/china/china-should-root-out-online-games-that-distort-history-china-national-radio-2021-08-14/
https://www.protocol.com/fbi-delta-protocol-economic-espionage
https://www.protocol.com/fbi-delta-protocol-economic-espionage
https://www.wsj.com/articles/china-closes-u-s-auditor-as-tensions-mount-over-forced-labor-allegations-11629390253?st=kqiotpdgatbr74s&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/china-closes-u-s-auditor-as-tensions-mount-over-forced-labor-allegations-11629390253?st=kqiotpdgatbr74s&reflink=desktopwebshare_permalink
https://www.scmp.com/news/china/diplomacy/article/3145549/meng-wanzhou-told-hsbc-some-truth-was-dishonest-enough-fraud?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3145549
https://abcnews.go.com/Politics/full-transcript-abc-news-george-stephanopoulos-interview-president/story?id=79535643
https://abcnews.go.com/Politics/full-transcript-abc-news-george-stephanopoulos-interview-president/story?id=79535643
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We have made-- kept every commitment. We made a sacred commitment to Article 

Five that if in fact anyone were to invade or take action against our NATO allies, 

we would respond. Same with Japan, same with South Korea, same with-- 

Taiwan. It's not even comparable to talk about that. 

o We bolded the word “Taiwan” because it appears Biden was giving a direct 

security guarantee to Taiwan, which would be a major policy shift.  The State 

Department walked back the comment later, but it does look to us that he 

probably is now including Taiwan in that security umbrella.  If true, that is a big 

deal and will signal to China that the “one China” policy is over.  This issue bears 

watching; it may blow over as a simple mistake, but the fact that he said it twice 

makes us think that isn’t the case.   

o Deputy SoS Sherman defended Lithuania’s decision to upgrade its ties to Taiwan.  

Beijing has been critical of the decision.   

o SoS Blinken has invited Taiwan to a U.S. democracy summit that will be held in 

December.  This invitation was not taken well in Beijing. 

o Japan’s concern about aggression against Taiwan has led Tokyo to accelerate its 

five-year military spending plans.   

• Although Afghanistan is a crisis and a failure, it’s important to note that it isn’t fatal 

because the country was never vital to U.S. interests.  We note that the focus has already 

shifted toward China.  Getting out of Afghanistan, in particular, and the Middle East, in 

general, is part of shifting the focus of policy on Great Power competition with China. 

• We continue to closely monitor the policy shift we are seeing toward “common 

prosperity,” which looks to us to be the Chinese version of an equality cycle.   

 

Afghanistan:  Here is what we are following: 

• The Taliban’s rapid expansion of control initially stunned the country and the world.  

However, we are starting to see some resistance.  We reported earlier this week that 

protests against the Taliban led to members of the group firing on protestors.  However, a 

more potent adversary exists in the north.  The old Northern Alliance, which was 

dominated by Tajiks, may be forming to oppose the Taliban.  Ahmad Massoud, the son of 

Ahmad Shah Massoud, has reportedly been in talks with former Afghan VP Amrullah 

Saleh.  Although the Tajiks could receive some degree of autonomy in return for 

allegiance to the Taliban, maintaining control of this group could be a challenge.  We are 

also monitoring groups aligned with the Taliban that operate in the southern part of the 

nation.  It is possible the Taliban has become more sophisticated in managing the tribal 

structure of Afghanistan, or that patina of sophistication may simply be a cover crafted on 

social media.   

o Yesterday was the anniversary of Afghanistan’s independence from Britain in 

1919.  The flag from this government was prominently displayed during protests 

against the Taliban.   

• The Taliban is reportedly searching for Afghans who worked with NATO forces in the 

region.  Women are said to be going into hiding.  The Taliban has been accused of killing 

the relative of a journalist.   

https://www.reuters.com/world/asia-pacific/us-position-taiwan-unchanged-despite-biden-comment-official-2021-08-19/
https://www.reuters.com/world/asia-pacific/us-position-taiwan-unchanged-despite-biden-comment-official-2021-08-19/
https://www.reuters.com/world/us/sherman-stresses-us-support-lithuania-against-coercive-china-2021-08-14/
https://www.taiwannews.com.tw/en/news/4147760
https://www.whitehouse.gov/briefing-room/statements-releases/2021/08/11/president-biden-to-convene-leaders-summit-for-democracy/
https://www.japantimes.co.jp/news/2021/08/14/national/japan-defense-budget-revise/
https://www.japantimes.co.jp/news/2021/08/14/national/japan-defense-budget-revise/
https://www.wsj.com/articles/u-s-tightens-focus-on-china-after-afghanistan-withdrawal-11629378244?st=o8yei9ie8vif5gw&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-tightens-focus-on-china-after-afghanistan-withdrawal-11629378244?st=o8yei9ie8vif5gw&reflink=desktopwebshare_permalink
https://www.globaltimes.cn/page/202108/1231990.shtml
https://www.globaltimes.cn/page/202108/1231990.shtml
http://paper.ce.cn/jjrb/html/2021-08/19/content_448401.htm
https://www.nytimes.com/live/2021/08/19/world/taliban-afghanistan-news?name=styln-afghanistan&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=show&is_new=false
https://www.ft.com/content/63955291-f1ee-40af-b44d-b2fc9ec2a976
https://www.politico.eu/article/taliban-afghanistan-rebrand-social-media-twitter-international-recognition/?utm_source=POLITICO.EU&utm_campaign=5637600182-EMAIL_CAMPAIGN_2021_08_20_04_59&utm_medium=email&utm_term=0_10959edeb5-5637600182-190334489
https://www.politico.eu/article/taliban-afghanistan-rebrand-social-media-twitter-international-recognition/?utm_source=POLITICO.EU&utm_campaign=5637600182-EMAIL_CAMPAIGN_2021_08_20_04_59&utm_medium=email&utm_term=0_10959edeb5-5637600182-190334489
https://www.ft.com/content/63955291-f1ee-40af-b44d-b2fc9ec2a976?emailId=611f2564407a7b00041ad0e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/thousands-still-trying-to-flee-taliban-in-kabul-as-biden-says-u-s-troops-will-stay-as-long-as-needed-11629370077?st=c1m2zek2m6fpvsj&reflink=desktopwebshare_permalink
https://www.reuters.com/world/asia-pacific/taliban-are-rounding-up-afghans-blacklist-private-intel-report-2021-08-19/
https://www.nytimes.com/live/2021/08/19/world/taliban-afghanistan-news/the-taliban-intensify-a-search-for-people-who-worked-with-us-and-british-forces-a-un-document-says
https://www.nytimes.com/live/2021/08/19/world/taliban-afghanistan-news/the-taliban-intensify-a-search-for-people-who-worked-with-us-and-british-forces-a-un-document-says
https://www.wsj.com/articles/afghan-women-are-already-fading-from-public-view-as-fear-of-the-taliban-and-uncertainty-prevail-11629327049?st=hmaidsoytde9j7s&reflink=desktopwebshare_permalink
https://www.dw.com/en/relative-of-dw-journalist-killed-by-the-taliban/a-58912975?utm_source=POLITICO.EU&utm_campaign=5637600182-EMAIL_CAMPAIGN_2021_08_20_04_59&utm_medium=email&utm_term=0_10959edeb5-5637600182-190334489
https://www.ft.com/content/11969c3c-d9ff-44ee-99ce-2e45b7012c13
https://www.ft.com/content/11969c3c-d9ff-44ee-99ce-2e45b7012c13
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• The Taliban has captured a treasure trove of military assets, although it isn’t clear if they 

can use them all.  That in itself may present a problem.  As we noted yesterday, the West 

is moving rapidly to deny funding to the Taliban government.  One way it can generate 

liquidity is by selling arms.  The Taliban, as we noted yesterday, has several sources of 

funding.  A new report suggests that much of their resources come from taxing fuel sales 

in the regions they control.  In effect, the Taliban has been acting like a shadow 

government for some time.   

• Meanwhile, at the Kabul airport, there is still little evidence of order.  Part of the problem 

is the lack of preparedness on the part of U.S. officials for the crush of Afghans wanting 

to flee the country.   

• There are two underlying questions to the collapse in Afghanistan.  The first is why the 

administration didn’t see this coming.  Over the past couple of days we have seen a 

steady stream of reports from intelligence agencies and analysts within departments 

warning of just this outcome.  Here is the problem with such reports—a decision maker 

never knows for sure if these reports are accurate assessments or an attempt to shape 

behavior.  Since Bush, U.S. presidents have been trying to figure out how to exit 

Afghanistan.  It was clear that the costs of “winning” this war exceeded the benefits.  But 

it is likely that the State Department and the Pentagon didn’t want to leave.  Obama did 

authorize a surge but with a deadline, suggesting he wanted to limit the commitment.  

Trump wanted out, too.  The key unknown is whether these departments limited their 

preparation, assuming that Biden wouldn’t really stick to his guns.  Second, whenever the 

U.S. leaves a war, it raises concerns among allies about U.S. support for their interests.  

Although the credibility argument is common among the foreign policy elite, the reality 

is that the best way to gauge America’s commitment is to frame an area or issue in terms 

of U.S. interests.  Based on this idea, the Far East should not doubt U.S. commitment.  If 

anything, leaving Afghanistan enhances that effort because it frees up resources to focus 

on containing China.  On the other hand, Europe should be worried. 

 

Economics and policy:  The FTC returns, and Basel III hits gold. 

• The FTC has refiled its antitrust lawsuit against Facebook (FB, USD, 355.39), arguing its 

“buy or bury” strategy is designed to eliminate competition.  This suit has already been 

rejected in Federal Court.  The FTC has added details in the new suit.   

• Here is one we missed earlier.  International banking rules are conducted in Basel; they 

establish how much capital a bank must allocate to various assets it holds.  The most 

recent rules, Basel III, change how banks must allocate capital to their gold holdings.  

Physical gold—bullion, coins, bars—now get a zero risk rating, meaning that if a bank 

holds that asset, it no longer needs to allocate capital to it; gold becomes like government 

bonds or cash.  This type of gold is called “allocated.”  Unallocated gold, which is gold 

represented “on paper” such as swaps, futures, ETFs, and forwards, now needs to have 

capital allocated to it.  For most investors, this probably won’t make an immediate 

difference, but it could, over time, prompt banks to buy more allocated gold and may 

widen the spread between bullion and unallocated products.  It will also make the market 

less efficient.  Now, banks will have to move actual bars instead of swapping paper 

promises.  The rules come into effect in January 2022. 

https://www.reuters.com/business/aerospace-defense/planes-guns-night-vision-goggles-talibans-new-us-made-war-chest-2021-08-19/
https://www.politico.com/news/2021/08/19/us-weapons-seized-taliban-506313?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/08/19/us-weapons-seized-taliban-506313?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.gzeromedia.com/the-taliban-are-super-rich-is-it-enough-to-run-a-country
https://www.gzeromedia.com/the-taliban-are-super-rich-is-it-enough-to-run-a-country
https://l4p.odi.org/assets/images/L4P-Nimroz-study_main-report-13.08.21.pdf
https://www.ft.com/content/25b48967-2d8c-4acd-8699-e0cbdf164cb8?emailId=611f2564407a7b00041ad0e4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/airport-kabul-taliban-state-department-karzai/2021/08/19/5de79f4a-0105-11ec-87e0-7e07bd9ce270_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%2F34736e5%2F611f27ae9d2fda2f47ff650d%2F596b53f6ae7e8a44e7d597a3%2F46%2F76%2F611f27ae9d2fda2f47ff650d
https://www.nytimes.com/2021/08/19/us/politics/afghanistan-visas-refugees.html?smid=url-share
https://www.wsj.com/articles/confidential-state-department-cable-in-july-warned-of-afghanistans-collapse-11629406993?st=t83pdm41g7ivui9&reflink=desktopwebshare_permalink
https://www.brookings.edu/blog/order-from-chaos/2021/08/18/how-will-china-seek-to-profit-from-the-talibans-takeover-in-afghanistan/
https://www.washingtonpost.com/world/asia_pacific/afghanistan-chaos-blame-us/2021/08/14/0d4e5ab2-fd3e-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%2F346a45f%2F611f27ae9d2fda2f47ff650d%2F596b53f6ae7e8a44e7d597a3%2F21%2F76%2F611f27ae9d2fda2f47ff650d
https://www.wsj.com/articles/u-s-tightens-focus-on-china-after-afghanistan-withdrawal-11629378244?st=034izyw7tt6h7bl&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-tightens-focus-on-china-after-afghanistan-withdrawal-11629378244?st=034izyw7tt6h7bl&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-tightens-focus-on-china-after-afghanistan-withdrawal-11629378244?st=034izyw7tt6h7bl&reflink=desktopwebshare_permalink
https://www.ft.com/content/2035020e-8594-4ae7-997b-9a194c8350bc'
https://www.ftc.gov/system/files/documents/cases/ecf_75-1_ftc_v_facebook_public_redacted_fac.pdf
https://www.marketwatch.com/story/why-basel-iii-regulations-are-poised-to-shake-up-the-gold-market-11624561325
https://www.ft.com/content/e8676475-5a0d-4b9b-8f8b-c75720b6802a
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• The SEC looks open to approving bitcoin ETF products that are based on futures as 

opposed to actual bitcoin.  There is a race by financial product firms to build these 

products.  A warning to investors—these products, common in commodity markets, have 

a number of issues.  First, there is the “roll yield” problem.  If the spread between 

contract months goes into contango, the investor can be disadvantaged.  Second, unless 

the product is sourced in the Caribbean, it will generate a K-1.  Third, firms often use 

exchange-traded notes for these sorts of products because it is easier to keep the spread 

between the underlying and the cash market narrower and you avoid the K-1 problem.  

But, you accept credit risk and these products often have out clauses in the fine print that 

can lead to automatic product liquidation at the most inopportune time.   

 

International roundup:  North Korea and Cuba are in focus today.   

• North Korea threatened to retaliate against U.S./South Korea military exercises.  

Although it appears that nothing occurred, as the war games have come and gone, a small 

earthquake was reported in Rajin.  It is possible that the DPRK tried to conduct missile 

tests but may have misfired.  It has also been noted that Kim Jong Un has taken another 

holiday as the war games started.   

• Cuba, the subject of a recent WGR, has issued new decrees to take more control over the 

internet and social media.  Social media dissent is now a criminal activity.  We note that 

the Biden administration has maintained a hardline policy against Havana.   

 

COVID-19: The number of reported cases is 210,108,036 with 4,405,174 fatalities.  In the U.S., 

there are 37,297,023 confirmed cases with 625,183 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 422,175,735 doses of the vaccine have 

been distributed with 359,623,380 doses injected.  The number receiving at least one dose is 

199,887,548, while the number receiving second doses, which would grant the highest level of 

immunity, is 169,592,873.  For the population older than 18, 62% of this population has been 

vaccinated.  The FT has a page on global vaccine distribution.   

• AstraZeneca (AZN, USD, 59.19) is seeking approval for an antibody treatment that 

reduces the symptoms of COVID-19.  This is a non-vaccine treatment; clinical trials 

suggest it gives protection for at least a year from the virus.1   

• Although the majority of people who contract COVID-19 survive, the disease has 

inflicted long-lasting symptoms on some survivors.  The medical establishment is starting 

to work on cures for “long-COVID.”   

• The WHO has established a new group to examine the origins of COVID-19.  The origin 

story has become politicized and we have doubts that a new group will get access to 

Chinese data, which will be critical in determining the actual origins.   

• Three senators, all vaccinated, have tested positive for COVID-19.   

 
1 In an interesting twist, no participants in the trial who received the drug died; two receiving the placebo did.  This 
event shows that care must always be exercised when examining the results of treatments.   
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• Fake COVID-19 vaccination documents are readily available; interestingly enough, 

Customs and Border Protection report many of them are coming from China.   

• On the international front, Australia, which has followed a “zero tolerance” policy on 

COVID-19 similar to China’s, is locking down again and is pushing faster vaccine 

distribution.  A single case of the virus has led to the shutdown of the Ningbo-Zhoushan 

Port in China.  The shutdown is snarling shipping yet again.   

 

U.S. Economic Releases  
 

There have been no major economic releases so far today.  The table below lists the economic 

releases and/or Fed events scheduled for the rest of the day. 
 

EST Speaker or event

11:00 Robert Kaplan Speaks at Texas Tech College of Business President of the Federal Reserve Bank of Dallas

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

 
 

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. 
 

ASIA-PACIFIC

Japan National CPI y/y Jul -0.3% -0.5% -0.4% *** Equity and bond neutral

National CPI Ex-Fresh Food y/y Jul -0.2% -0.5% -0.4% ** Equity and bond neutral

National CPI Ex-Fresh Food, Energy y/y Jul -0.6% -0.9% -0.8% * Equity and bond neutral

New Zealand Credit Card Spending y/y Jul 6.9% 6.4% ** Equity bullish, bond bearish

South Korea PPI y/y Jul 7.1% 6.6% * Equity and bond neutral

China 1-Year Prime Rate w/w 13-Aug 3.85% 3.85% 3.85% * Equity and bond neutral

5-Year Prime Rate w/w 13-Aug 4.65% 4.65% 4.65% * Equity and bond neutral

EUROPE

Germany PPI y/y Jul 19.4% 8.5% 9.2% * Equity and bond neutral

UK Retail Sales y/y Jul 2.4% 9.2% 5.9% ** Equity bearish, bond bullish

Retail Sales Ex-Auto Fuel y/y Jul 1.8% 6.8% 5.8% ** Equity bearish, bond bullish

Public Sector Net Borrowing (PSNB) y/y Jul 9.6b 20.7b 11.0b ** Equity and bond neutral

PSNB Ex-Banking Groups y/y Jul 10.4b 21.5b 11.9b ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 13-Aug 14.33t 14.25t * Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Jun 4.2% -2.1% 4.5% ** Equity and bond neutral

Retail Sales Ex-Autos m/m Jun 4.7% -2.0% 4.5% ** Equity and bond neutral  
 

 

 

 

 

https://www.cbp.gov/newsroom/local-media-release/memphis-seizes-hundreds-counterfeit-covid-19-vaccination-cards-every
https://www.reuters.com/article/idCAKBN2FJ2BC?edition-redirect=ca&utm_source=Eurasia+Group+Signal&utm_campaign=ec78844212-EMAIL_CAMPAIGN_2021_08_20_11_06&utm_medium=email&utm_term=0_e605619869-ec78844212-134308033
https://www.reuters.com/article/idCAKBN2FJ2BC?edition-redirect=ca&utm_source=Eurasia+Group+Signal&utm_campaign=ec78844212-EMAIL_CAMPAIGN_2021_08_20_11_06&utm_medium=email&utm_term=0_e605619869-ec78844212-134308033
https://www.wsj.com/articles/covid-19-closure-at-chinas-ningbo-port-is-latest-snarl-in-global-supply-chains-11629451800?st=uls8c6ooppkjni9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/covid-19-closure-at-chinas-ningbo-port-is-latest-snarl-in-global-supply-chains-11629451800?st=uls8c6ooppkjni9&reflink=desktopwebshare_permalink
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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 13 0 Down

3-mo T-bill yield (bps) 5 5 0 Neutral

TED spread (bps) 8 8 0 Neutral

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

10-yr T-note (%) 1.23 1.24 -0.01 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 Down Up

yen Down Up

pound Down Up

franc Flat Up  
 

Commodity Markets 
 

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

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

Price Prior Change Explanation

Brent $65.90 $66.45 -0.83%

WTI $63.25 $63.69 -0.69%

Natural Gas $3.91 $3.83 2.17%  

Crack Spread $21.12 $22.00 -4.03%

12-mo strip crack $18.77 $19.43 -3.39%

Ethanol rack $2.46 $2.46 -0.09%

Gold $1,784.67 $1,780.38 0.24%

Silver $23.23 $23.25 -0.09%

Copper contract $406.15 $404.35 0.45%

Corn contract $549.75 $550.75 -0.18%

Wheat contract $744.25 $742.75 0.20%

Soybeans contract $1,322.25 $1,320.00 0.17%

Baltic Dry Freight 3,976            3,833            143

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) 46.0 32.0 14.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

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

throughout the entire western half of the nation and the Deep South, with cooler-than-normal 

temperatures in the Great Lakes and East Coast regions.  The forecast calls for wetter-than-

normal conditions throughout the Deep South and up through the Appalachian Mountains, with 

dry conditions in the Rocky Mountains, Texas, and the Great Lakes region. 

 

After pounding Mexico’s Yucatan Peninsula yesterday, Hurricane Grace is now traveling 

westward over the Bay of Campeche, after which it is expected to hit Central Mexico over the 

weekend.  Meanwhile, Tropical Storm Henri has formed in the Atlantic Ocean southeast of 

Bermuda.  After turning northward, it is expected to hit the northeastern coast of the U.S. this 

weekend or early next week. 
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Data Section 
 

U.S. Equity Markets – (as of 8/19/2021 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 8/19/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

Emerging Markets ($)

Emerging Markets (local currency)

US Government Bond

US Corporate Bond

Cash

US High Yield

Small Cap

Foreign Developed ($)

Mid Cap

Foreign Developed (local currency)

Value

Commodities

Large Cap

Growth

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 19, 2021 
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P/E as of 8/18/2021 = 23.5x

 
 

Based on our methodology,2 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. 

 
2 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. 


