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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 25, 2021—9:30 AM EDT] Global equity markets are higher this morning.  In 

Europe, the EuroStoxx 50 is up 0.1% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 0.4%.  Chinese markets were higher, with the Shanghai Composite up 0.7% from its 

prior close and the Shenzhen Composite up 0.5%.  U.S. equity index futures are signaling a flat 

open.  With 480 companies having reported, the S&P 500 Q2 2021 earnings stand at $52.60, 

higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% increase from Q2 

2020 earnings.  Thus far this quarter, 86.9% of the companies have reported earnings above 

forecast, while 11.5% 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 (8/23/2021): “Data and Geopolitics: Part II” 

• 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” 

 

We open today’s Comment with the latest on Afghanistan, where President Biden has rejected 

calls to extend the U.S. evacuation effort beyond his August 31 deadline.  We then review a 

range of U.S. domestic developments, followed by some key foreign news.  We close with the 

latest on the coronavirus pandemic. 

 

Afghanistan:  In yesterday’s G7 virtual meeting, President Biden apparently pushed back hard 

against allies who argued to keep U.S. military forces in Afghanistan past his August 31 

deadline, contending that the risk of attack on troops and evacuees would be too great.  

Meanwhile, Taliban officials said they would stop Afghans from trying to enter the airport, 

purportedly to prevent continued chaos around the facility.  They said they would continue to 

allow foreigners with valid travel documents in, and U.S. officials said they were working with 

the Taliban to allow Afghans with valid travel documents to reach the airport. 

 

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_23_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/g-7-allies-to-press-u-s-to-extend-afghanistan-presence-11629801930
https://www.wsj.com/articles/g-7-allies-to-press-u-s-to-extend-afghanistan-presence-11629801930
https://www.wsj.com/articles/g-7-allies-to-press-u-s-to-extend-afghanistan-presence-11629801930
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• U.S. officials have reportedly sent messages to stranded Americans in Kabul, asking 

them to send their GPS coordinates and wait for a rescue team to come, according to 

people informed about the efforts.  Military teams from Germany, the U.K., and France 

were carrying out similar operations for their citizens who are trying to get out of 

Afghanistan, according to these sources. 

• Two U.S. congressmen, Representatives Seth Moulton (D., Mass) and Peter Meijer (R., 

Mich.), flew into Kabul airport.  They wanted to get on-the-ground intelligence to relay 

to fellow elected officials and expected to press the Biden administration to extend the 

timeline for evacuating Americans and Afghans from the country.  The two ended up 

agreeing with the administration’s August 31 evacuation timeline after their trip. 

 

 
 

U.S. Fiscal Policy:  The House yesterday narrowly passed a measure greenlighting the main 

contours of next year’s federal budget, including the Democrats’ $3.5 trillion antipoverty and 

climate proposals, and locking in a deadline of September 27 to vote on the $1.0 trillion “hard” 

infrastructure bill.  The measure represents a compromise between Democratic progressives, 

who wanted to approve both proposals simultaneously, and Democratic moderates, who wanted 

to pass the infrastructure bill first.  In reality, the approved measure will put pressure on House 

progressives to pass their detailed antipoverty and climate plan as quickly as possible in order to 

https://www.ft.com/content/a42b6570-d037-41c9-9e35-a0e6779a2e87
https://www.wsj.com/articles/house-democratic-leaders-move-to-get-centrists-on-board-ahead-of-key-vote-11629820709?mod=hp_lead_pos2
https://www.wsj.com/articles/house-democratic-leaders-move-to-get-centrists-on-board-ahead-of-key-vote-11629820709?mod=hp_lead_pos2
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keep the moderates from abandoning it.  Nevertheless, some versions of the Democrats’ 

proposals are likely to be passed into law, but what gets passed may end up being significantly 

watered down from the current proposals. 

 

U.S. National Security:  On her swing through Asia yesterday, Vice President Harris’s 

departure from Singapore to Vietnam was delayed for several hours in connection with an 

“anomalous health incident,” according to the State Department.  The government has used that 

term to describe the “Havana Syndrome” that appears to result from unknown attack vectors 

against U.S. diplomats.  The announcement immediately raised concerns that Harris herself may 

have been targeted, although the State Department later insisted she was fine.  In any case, if 

foreign interests targeted the vice president’s delegation, it would be a major escalation of the 

attacks and put greater pressure on the federal government to get to the bottom of the problem. 

 

U.S. Cybersecurity:  President Biden today will host a summit of top U.S. business leaders to 

discuss ways to enhance cybersecurity.  Following the afternoon meeting, the companies are 

expected to announce a number of “concrete steps” and commitments to help fight cybercrime. 

 

China:  Shares of Chinese internet retailer Pinduoduo (PDD, $99.12) jumped more than one-

fifth after it said yesterday that it would donate $1.5 billion in future earnings to charity.  

Commentators on Beijing’s new “common prosperity” policy have focused on its effort to rein in 

large, fast-growing companies that could become rival power centers and its more recent income 

redistribution slant.  Now, a third major plank of the program involves the government 

“encouraging” rich companies and individuals to “contribute” more to charity.  Given the way 

investors reacted to the Pinduoduo news, it appears they’re wagering that big charitable 

donations will help keep firms in Beijing’s good graces. 

• As we’ve noted, the common prosperity program is a significant regulatory risk for 

Chinese companies.  However, there is also a budding labor shortage that companies are 

dealing with as young people shun factory jobs and more migrant workers stay home. 

• Some migrant workers are worried about catching COVID-19 in cities or factories, 

despite China’s low caseload. Other young people are gravitating toward service-industry 

jobs that pay more or are less demanding. 

 

Japan:  With Prime Minister Suga’s popularity plunging ahead of this autumn’s elections, 

Former Foreign Minister Fumio Kishida said he would run to replace Suga as the Liberal 

Democratic Party’s leader in September’s party elections.  Kishida will be at least the second 

LDP official who has announced an effort to depose Suga. 

 

European Union-Russia:  In a sign of how Russia might use its energy exports for political 

purposes after the imminent completion of the Nord Stream 2 natural gas pipeline from Russia to 

Germany, Moscow is refusing to significantly boost its current gas exports through Ukraine, 

despite the fact that Europe’s gas supplies are at their lowest levels in years and prices are 

surging to record levels.  The refusal to boost flows through Ukraine deprives that pro-Western 

country of vast amounts of transit fees. 

https://www.ft.com/content/e2e97a9a-9263-494c-bb9b-7c18ffb6eacd
https://www.ft.com/content/e2e97a9a-9263-494c-bb9b-7c18ffb6eacd
https://www.ft.com/content/f6fa1f66-6a26-4ae0-b5a2-560c887b1998
https://www.ft.com/content/f6fa1f66-6a26-4ae0-b5a2-560c887b1998
https://www.ft.com/content/b7842137-5b9f-4261-81ed-d049e365b2f3
https://www.ft.com/content/b7842137-5b9f-4261-81ed-d049e365b2f3
https://www.wsj.com/articles/chinese-factories-are-having-labor-painswe-can-hardly-find-any-workers-11629883801?mod=hp_featst_pos4
https://www.japantimes.co.jp/news/2021/08/25/national/politics-diplomacy/fumio-kishida-ldp-leadership/
https://www.japantimes.co.jp/news/2021/08/25/national/politics-diplomacy/fumio-kishida-ldp-leadership/
https://www.wsj.com/articles/gas-shortage-boosts-russias-sway-over-europes-energy-markets-11629891705
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COVID-19:  Official data show confirmed cases have risen to 213,396,756 worldwide, with 

4,456,252 deaths.  In the United States, confirmed cases rose to 38,077,814, with 630,840 deaths.  

Vaccine doses delivered in the U.S. now total 428,529,385, while the number of people who 

have received at least their first shot totals 202,041,893.  Finally, here is the interactive chart 

from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   

 

Virology 

• According to the latest CDC data, 60.9% of the U.S. population has now received at least 

one dose of a vaccine, and 51.6% of the population is fully vaccinated.   

• Johnson & Johnson (JNJ, $175.39) said researchers found antibody levels increased 

ninefold among people who received a second dose of its vaccine, compared with one 

month after they received a first dose. 

o The company didn’t specify exactly when or how many subjects received the 

second dose; information posted about the clinical trial in an online government 

database indicates it was administered six months after the first shot. 

o In any case, the study is expected to bolster the case for allowing booster shots 

with the J&J vaccine. 

• In a sign of how corporate vaccine mandates are spreading following the full 

authorization of the shot from Pfizer (PFE, $48.38) and BioNTech (BNTX, $368.20), 

Goldman Sachs said it would require proof of vaccination from all staff and clients 

entering the bank’s offices starting September 7.  It will require any employees who were 

not fully vaccinated to work from home.  

• In Japan, Prime Minister Suga has imposed states of emergency or similar policies on 

even more areas.  With emergency or quasi-emergency measures now applied in 33 of 

the country’s 47 prefectures, there are growing calls — including from the National 

Governors' Association last week — for one or the other to be expanded nationwide as a 

fifth wave fueled by the Delta variant continues to spread. 

• An official intelligence assessment by U.S. spy agencies on the origins of the pandemic 

didn’t reach a definitive conclusion regarding whether the new coronavirus jumped to 

humans naturally or via a lab leak, in part because of the lack of detailed information 

from China.  The report, delivered to the White House on Tuesday, highlights the 

challenge in understanding the source of the pandemic as China continues to withhold lab 

records, genomic samples, and other data. 

 

Economic and Financial Market Impacts 

• With risk markets continuing to be buoyed by stimulative fiscal and monetary policies 

related to the pandemic, established companies are taking advantage of the hot market by 

raising billions of dollars in follow-on stock offerings.  In fact, follow-on stock issuances 

are proceeding at the fastest pace since 1996. 

 

 

 

https://www.nytimes.com/live/2021/08/25/world/covid-delta-variant-vaccine
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/j-j-says-covid-19-booster-shots-after-eight-months-supported-by-data-11629888301?mod=hp_lead_pos1
https://www.wsj.com/articles/j-j-says-covid-19-booster-shots-after-eight-months-supported-by-data-11629888301?mod=hp_lead_pos1
https://www.ft.com/content/eed019a6-903f-4cfc-aaa1-777f00fa148a
https://www.ft.com/content/eed019a6-903f-4cfc-aaa1-777f00fa148a
https://www.japantimes.co.jp/news/2021/08/25/national/japan-coronavirus-emergency-expansion/
https://www.japantimes.co.jp/news/2021/08/25/national/japan-coronavirus-emergency-expansion/
https://www.wsj.com/articles/biden-to-receive-report-on-coronavirus-origins-but-challenges-persist-in-how-to-deal-with-china-11629825758?mod=hp_lead_pos6
https://www.wsj.com/articles/biden-to-receive-report-on-coronavirus-origins-but-challenges-persist-in-how-to-deal-with-china-11629825758?mod=hp_lead_pos6
https://www.wsj.com/articles/companies-strike-while-the-stock-market-is-hot-11629883802?mod=hp_lead_pos4
https://www.wsj.com/articles/companies-strike-while-the-stock-market-is-hot-11629883802?mod=hp_lead_pos4
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U.S. Economic Releases  

 

For the week ending August 20, there was an increase in mortgage applications, according to the 

Mortgage Broker Association.  The MBA mortgage applications index rose 1.6% from the prior 

week.  The index for purchases and refinances rose 3.0% and 0.9%, respectively, from the 

previous week.  The average 30-year fixed-rate mortgage fell from 3.06% to 3.03%. 

 

The value of new orders for durable goods, which is viewed as a proxy for capital investment, 

came in above expectations.  New orders for durable goods fell 0.1% from the prior month, 

better than the expected drop of 0.3%.  Excluding transportation, durable goods orders rose 0.7% 

from the prior month, above expectations of 0.5%.  Nondefense capital goods orders excluding 

aircraft remained unchanged from the previous month compared to expectations of 0.5% rise. 

Meanwhile, shipments of nondefense capital goods excluding aircraft rose 1.0% from the prior 

month. 

 

 
 

The chart above shows the annual change in durable goods orders and shipments.  The value of 

new orders and shipments has risen 17.6% and 10.6%, respectively, from the prior year. 

 

The table below lists the Fed events scheduled for the rest of the day. 

 

EST Speaker or event

13:00 Mary Daly Discusses Fintech and Racial Equity President of the Federal Reserve Bank of San Francisco

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 
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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 Leading Index CI m/m Jun 104.1 104.1 ** Equity and bond neutral

Coincident Index m/m Jun 94.5 94 ** Equity and bond neutral

Machine Tool Orders YoY y/y Jul 93.4% 93.4% * Equity and bond neutral

Australia Construction Work Done q/q 2Q 0.8% 2.4% 2.8% *** Equity bearish, bond bullish

New Zealand Trade Balance NZD m/m Jul -402m 261m ** Equity and bond neutral

EUROPE

Germanay IFO Expectations m/m Aug 97.5 101.2 100 ** Equity bearish, bond bullish

IFO Current Assessment m/m Aug 101.4 100.4 100.8 ** Equity and bond neutral

IFO Business Climate m/m Aug 99.4 100.8 100.4 ** Equity bearish, bond bullish

Switzerland Credit Suisse Survey Expectations m/m Aug -7.8 42.8 ** Equity and bond neutral

AMERICAS

Brazil FIPE CPI - Weekly w/w 23-Aug 1.4% 1.4% 1.4% *** Equity and bond neutral

Mexico Bi-Weekly CPI y/y 15-Aug 5.6% 5.9% 5.7% ** Equity and bond neutral

International Reserves Weekly w/w 20-Aug $193154m $193214m ** Equity and bond neutral  
 

Financial Markets 

 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 

 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 13 13 0 Down

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

TED spread (bps) 9 8 1 Neutral

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

10-yr T-note (%) 1.30 1.30 0.00 Down

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

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

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Flat 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. 
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Price Prior Change Explanation

Brent $70.90 $71.05 -0.21%

WTI $67.32 $67.54 -0.33%

Natural Gas $3.89 $3.90 -0.18%  

Crack Spread $19.14 $18.95 1.02%

12-mo strip crack $19.59 $19.53 0.33%

Ethanol rack $2.45 $2.45 0.11%

Gold $1,794.50 $1,802.90 -0.47%

Silver $23.81 $23.86 -0.23%

Copper contract $428.40 $426.05 0.55%

Corn contract $543.00 $545.25 -0.41%

Wheat contract $723.50 $732.25 -1.19%

Soybeans contract $1,325.25 $1,331.75 -0.49%

Baltic Dry Freight 4,201            4,147            54

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) -1.1

Distillates (mb) -0.9

Refinery run rates (%) 0.10%

Natural gas (bcf) 42.0

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 most of the country, with cooler temperatures in the Northern Pacific.  The forecast 

calls for wetter-than-normal conditions for most of the country.  In the Atlantic, there are three 

tropical disturbances, but they are not expected to develop into tropical storms. 
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Data Section 
 

U.S. Equity Markets – (as of 8/24/2021 close) 

 

  

0.0% 20.0% 40.0%

Consumer Staples
Utilities

Consumer Discretionary
Industrials
Materials

Healthcare
S&P 500

Technology
Communication Services

Real Estate
Energy

Financials

YTD Total Return

-1.0% 0.0% 1.0% 2.0%

Consumer Staples

Utilities

Real Estate

Healthcare

Technology

S&P 500

Communication Services

Industrials

Financials

Materials

Consumer Discretionary

Energy

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 8/24/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Emerging Markets ($)

Cash

Emerging Markets (local currency)

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Mid Cap

Large Cap

Commodities

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,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. 


