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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: December 10, 2021—9:30 AM EST] Global equity markets are mostly lower this 

morning.  In Europe, the EuroStoxx 50 is down almost 0.1% from its prior close.  In Asia, the 

MSCI Asia Apex 50 closed down 1.2%. Chinese markets were mixed, with the Shanghai 

Composite down 0.2% from its prior close and the Shenzhen Composite up 0.1%.  U.S. equity 

index futures are signaling a higher open.   
 

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 (12/6/2021): “Plunging U.S. Service Exports” 

• Weekly Energy Update (12/9/2021): Oil prices have tumbled on the Omicron variant and 

on the SPR release.  We take a look at gasoline prices relative to wages.   

• Asset Allocation Q4 2021 Rebalance Presentation (11/4/2021): A video discussion of our 

asset allocation process, Q4 2021 portfolio changes, and the macro environment 

• Asset Allocation Weekly (12/10/2021) (with associated podcast): “The Omicron 

Problem” 

Good morning! Today's report begins with a discussion about Starbucks (SBUX, USD,115.35). 

We then turn to U.S. economic and policy news, followed by China-related stories. International 

news is next, and we end with our pandemic coverage. 

Baristas in a Starbucks store in Buffalo voted to form a union on Thursday. The vote reflects 

how a tight labor market can give workers the confidence to push for concessions from their 

employers. Since the pandemic began, restaurant workers, who are grouped as Leisure and 

Hospitality by the BLS, have seen their wages accelerate faster than inflation. 

 

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_12_6_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_09_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Dec_10_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.nytimes.com/2021/12/09/business/economy/starbucks-buffalo-union-vote.html
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In fact, there is some evidence suggesting the pickup in wages may have leaked into the inflation 

data. 

  

The chart above shows that in October, the rise in service inflation for Food and Accommodation 

and Recreation Services were only exceeded by Transportation Services. Hence, the PCE Price 

Index, the Federal Reserve’s preferred inflation gauge, may already show signs that the labor 

tightness is pushing up prices. It is worth noting that the jump in inflation for Food and 

Accommodation can also be attributed to an increase in food and drink prices. Meanwhile, price 

increases for Recreational Services were likely boosted by a surge in demand due to the lifting of 

pandemic restrictions and will eventually fade away. That being said, if more workers start to 

unionize, especially in low-skill and critical industries like food processing, we could see 

sustained inflationary pressure, margin contractions, or possibly both in the upcoming year. In 

this event, we think the Fed may decide to respond by enacting more hawkish policy that could 
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slow GDP growth. It could be beneficial for industries with relatively low overhead and stable 

revenue (i.e., tech).   

Economics and policy:  

● The Senate passed a measure that would make it easier for Democrats to raise the debt 

limit without Republican support. The move would allow the debt ceiling to be raised 

with a simple majority as opposed to 60 votes. 

● The U.S. military has ended its combat mission with ISIS in Iraq and will now focus on 

advising and assisting the local government. 

● The Biden administration is looking to develop an economic framework with Asian 

countries hoping to resolve supply chain issues, export controls, and standards for 

artificial intelligence. Because the administration doesn’t feel confident it can push a 

trade deal through Congress, the administration is looking to secure a deal that falls just 

short of the definition of a trade agreement.  

● News about supply chain relief may have been exaggerated. Recently, the reduction in 

the number of container ships waiting to dock at the ports of Los Angeles has been 

attributed to ships floating out of range from which the vessels were being counted. 

Additionally, the resurgence of the Omicron variant has led to increased concerns that the 

new supply-chain disruptions are on the horizon.  

● The labor crunch could affect your commute to work this winter. States are finding it 

difficult to find snowplow drivers due to the lack of qualified applicants.  

China:   

● At the behest of Beijing, Nicaragua cut off diplomatic ties with Taiwan. The move comes 

after Nicaragua faces international scrutiny over its handling of the country’s presidential 

election last month. By ending its relationship with Taiwan, Nicaragua appears to be 

positioning itself to build closer ties with China. 

● Fitch Ratings declared that property development companies Evergrande (EGRNF, USD, 

0.23) and Kaisa (1638 HK, HKD, 0.92) were in default because both companies missed 

U.S. dollar-denominated payments earlier this week. Chairman of the Evergrande Group, 

Hui Ka Yan was forced to sell shares following the news of his company’s default. In 

light of the slowdown of its property market, China has imposed additional measures 

designed to prevent further contagion. China has forced banks to hold on to more foreign 

currency to prevent an appreciation of the yuan due to speculation. The PBOC Governor 

Yi Gang has stated that there will be no bailout of Evergrande.  

International news:   

● President Biden held a meeting with NATO leaders of Eastern Europe on Thursday. The 

discussion focused on whether Washington was willing to compromise with Moscow’s 

https://www.barrons.com/articles/us-congress-debt-ceiling-news-agreement-51638908793
https://www.barrons.com/articles/us-congress-debt-ceiling-news-agreement-51638908793
https://www.wsj.com/articles/chinese-developer-kaisa-defaults-fitch-says-as-industrys-debt-challenges-mount-11639046650?mod=hp_lista_pos2
https://www.bloomberg.com/news/articles/2021-12-09/u-s-eyes-powerful-asia-economic-deal-in-2022-raimondo-says?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-12-09/u-s-eyes-powerful-asia-economic-deal-in-2022-raimondo-says?sref=uIvt3NFS
https://www.yahoo.com/now/biden-cheers-falling-gas-prices-194307774.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAAAtpP7X2j5my2hu2nhyu0OZC8kBmjepp3DLhn_2qRiI65sOOIVbB3Ca-JJVTHXX3JvazxNzG64KPgW4ycbrlYmCL10kWjCZvY4urfs6jw3r5VQRArg5LxlsPgAqemYtzX8PM_J8C5JnflBgUSAJgr4YMbXxJa5VOxYqq-ZvWGbeo
https://www.bloomberg.com/news/articles/2021-12-10/vanishing-ships-underscore-supply-woe-crisis-peak-is-a-mirage?sref=uIvt3NFS
https://apnews.com/article/coronavirus-pandemic-business-health-storms-pennsylvania-e694fe4467db0116dd32fae4806d5dd8
https://www.bloomberg.com/news/articles/2021-12-09/nicaragua-breaks-off-ties-with-taiwan-and-recognizes-beijing?sref=uIvt3NFS
https://www.wsj.com/articles/chinese-developer-kaisa-defaults-fitch-says-as-industrys-debt-challenges-mount-11639046650?mod=hp_lista_pos2
https://www.wsj.com/articles/chinese-developer-kaisa-defaults-fitch-says-as-industrys-debt-challenges-mount-11639046650?mod=hp_lista_pos2
https://www.forbes.com/sites/ywang/2021/11/29/hui-ka-yan-raises-343-million-by-cutting-evergrande-stake-for-first-time-since-ipo/?sh=4f5a23c16f8d
https://www.bloomberg.com/news/articles/2021-12-10/china-battles-against-hot-money-with-swift-yuan-intervention?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-12-10/china-battles-against-hot-money-with-swift-yuan-intervention?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-12-09/evergrande-to-be-handled-in-market-oriented-way-pboc-s-yi-says?sref=uIvt3NFS
https://www.ft.com/content/6835ea18-0085-4deb-8ff8-78d185f36beb
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request to draw down NATO deployment in Eastern European states along Russia’s 

border and to end its recruitment of Ukraine to join NATO. Eastern European countries 

fear accepting terms laid out by Moscow could set a dangerous precedent that could lead 

to more confrontation with Russia in the future. During the meeting, President Biden 

reaffirmed the U.S.’s allegiance to NATO and stated that it was fully committed to 

ensuring Ukraine’s sovereignty. The growing angst about a possible Russian invasion of 

Ukraine has made Eastern European countries wary of the U.S.’s willingness to protect 

fellow NATO members from a Russian attack. At this time, it is unclear what concession 

Biden plans, but we suspect that at a minimum, it will include a reassurance that Ukraine 

does not join NATO.      

○ Discussion over a new cease-fire agreement between Ukraine and Russia broke 

down on Thursday after Kyiv accused Moscow of not taking the negotiations 

seriously.  

● Turkish President Recep Erdogan is struggling to maintain his popularity as the country’s 

economy continues to struggle. President Erdogan's refusal to listen to experts and 

advisors has led many people to question his leadership. With elections 18 months away, 

President Erdogan has a lot of ground to make up if he wants to win re-election.  

COVID-19:  The number of reported cases is 268,663,978, with 5,290,569 fatalities.  In the 

U.S., there are 49,664,506 confirmed cases with 794,648 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 588,422,575 doses of the vaccine 

have been distributed with 477,433,765 doses injected.  The number receiving at least one dose 

is 237,468,725, the number of second doses is 200,717,387, and the number of the third dose, the 

highest level of immunity, is 49,900,089. The FT has a page on global vaccine distribution.   

● The Omicron variant is four times more transmissible than the Delta variant, according to 

a recent study. There is still no evidence that suggests the Omicron variant is more 

dangerous than the Delta variant.  

● The pandemic led to the biggest rise in the payout of death benefits since the 1918 

Spanish Flu.  

● New restrictions to curb the spread of COVID-19 went into effect in the U.K. on Friday. 

● South Korea is in the midst of its worst wave of COVID-19 infections since the start of 

the pandemic. 

 

U.S. Economic Releases  

 

In the key economic report so far today, the November Consumer Price Index (CPI) rose by a 

seasonally adjusted 0.8%, beating the expected increase of 0.7% but still slightly better than the 

0.9% advance in October.  Excluding the volatile food and energy components, the November 

https://www.reuters.com/world/europe/russia-ukraine-trade-blame-ceasefire-push-breaks-down-2021-12-09/
https://www.nytimes.com/2021/12/10/world/middleeast/erdogan-economy-lira-turkey.html
https://www.nytimes.com/2021/12/10/world/middleeast/erdogan-economy-lira-turkey.html
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
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://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://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://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.bloomberg.com/news/articles/2021-12-09/omicron-four-times-more-transmissible-than-delta-in-japan-study
https://www.wsj.com/articles/covid-spurs-biggest-rise-in-life-insurance-payouts-in-a-century-11639045802
https://www.usnews.com/news/world/articles/2021-12-10/new-uk-mask-rules-start-as-johnson-under-fire-over-parties
https://apnews.com/article/coronavirus-pandemic-business-health-pandemics-seoul-46b4b803df3fa51a29227b784ab14e3e
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“core” CPI rose 0.5%, matching expectations and slowing a bit from its October rise of 0.6%.  

Compared with November 2020, the headline CPI was up 6.8%, exactly as expected, but it was 

also a significant acceleration from the 6.2% rise in the year to October.  In fact, the year-over-

year gain of 6.8% marked the nation’s highest rate of inflation since 1982.  The core CPI was up 

a more muted 4.9%, as anticipated.   That was also an acceleration from its year-over-year rise of 

4.6% in October.  The chart below shows the year-over-year change for both the headline CPI 

and the Core CPI over the last several decades. 

 

 
  

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

EST Indicator Expected Prior Rating

10:00 U. of Michigan Consumer Sentiment m/m Dec P 68.0 67.4 ***

10:00 U. of Michigan Current Conditions m/m Dec P 73.5 73.6 **

10:00 U. of Michigan Expectations m/m Dec P 62.5 63.5 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Dec P 5.0% 4.9% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Dec P 3.0% *

14:00 Federal Budget Balance m/m Nov -$193.0b -$145.3b **

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 
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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 PPI y/y Nov 9.0% 8.3% 8.5% *** Equity and bond bearish

New Zealand BusinessNZ Manufacturing PMI m/m Nov 50.6 54.2 *** Equity bearish, bond bullish

India Industrial Production y/y Oct 3.2% 3.3% 3.6% *** Equity bearish, bond bullish

EUROPE

Germany CPI y/y Nov F 5.2% 5.2% 5.2% *** Equity and bond neutral

CPI, EU Harmonized y/y Nov F 6.0% 6.0% 6.0% ** Equity and bond neutral

Italy Industrial Production y/y Oct -1.1% 4.6% * Equity bearish, bond bullish

Industrial Production, WDA y/y Oct 2.0% 4.5% 3.3% ** Equity bearish, bond bullish

UK Industrial Production y/y Oct 1.4% 2.9% 2.2% ** Equity bearish, bond bullish

Manufacturing Production y/y Oct 1.3% -0.1% 0.2% ** Equity bullish, bond bearish

Trade Balance m/m Oct -£2027m -£2777m -£2424m ** Equity bullish, bond bearish

Visible Trade Balance m/m Oct -£13934m -£14736m -£14400m ** Equity bullish, bond bearish

Russia Trade Balance m/m Oct 19.8b 20.0b 18.0b * Equity and bond neutral

Exports m/m Oct 46.6b 45.6b 46.7b * Equity and bond neutral

Imports m/m Oct 26.8b 25.6b 26.4b * Equity and bond neutral

AMERICAS

Canada Capacity utilization q/q 3Q 81.4% 82.0% 83.0% * Equity and bond neutral

Mexico Industrial Production y/y Oct 0.7% 1.6% 1.8% *** Equity bearish, bond bullish

Manufacturing Production y/y Oct 0.0% -0.4% 1.0% * Equity bearish, bond bullish

Brazil IBGE Inflation IPCA y/y Nov 10.7% 10.7% 10.9% *** 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) 20 20 0 Down

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

TED spread (bps) 15 14 1 Neutral

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

10-yr T-note (%) 1.51 1.50 0.01 Down

Euribor/OIS spread (bps) -59 -57 -2 Neutral

EUR/USD 3-mo swap (bps) 13 12 1 Down

Currencies Direction

Dollar Up Neutral

Euro Down Up

Yen Down Neutral

Pound Down Neutral

Franc Flat Neutral  
 

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 $75.14 $74.42 0.97%

WTI $71.67 $70.94 1.03%  

Natural Gas $3.87 $3.81 1.36%  

Crack Spread $20.03 $19.82 1.06%

12-mo strip crack $20.48 $20.31 0.84%

Ethanol rack $3.33 $3.33 -0.15%

Gold $1,772.57 $1,775.33 -0.16%

Silver $21.88 $21.96 -0.39%

Copper contract $433.25 $433.30 -0.01%

Corn contract $589.50 $591.75 -0.38%

Wheat contract $782.00 $776.75 0.68%

Soybeans contract $1,273.75 $1,272.25 0.12%

Baltic Dry Freight 3,343            3,423            -80

Actual Expected Difference

Crude (mb) -0.2 -1.8 1.6

Gasoline (mb) 3.9 1.7 2.2

Distillates (mb) 2.7 1.4 1.4

Refinery run rates (%) 1.00% 0.45% 0.55%

Natural gas (bcf) -59.0 -60.0 1.0

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 entire eastern two-thirds of the country, with cooler-than-normal temperatures 

only on the West Coast.  The forecasts call for wet conditions along the West Coast and 

throughout the Mississippi Valley, with dry conditions on the East Coast.   
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Data Section 
 

U.S. Equity Markets – (as of 12/9/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Communication Services
Healthcare
Industrials
Materials
S&P 500

Consumer Discretionary
Real Estate
Technology

Financials
Energy

YTD Total Return

-2.0% -1.0% 0.0% 1.0%

Consumer Discretionary

Real Estate

Technology

Communication Services

Energy

S&P 500

Materials

Industrials

Financials

Utilities

Healthcare

Consumer Staples

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 12/9/2021 close) 

 

-20.0% 0.0% 20.0% 40.0%

US Government Bond

US Corporate Bond

Emerging Markets ($)

Emerging Markets (local currency)

Cash

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Mid Cap

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 

 

December 9, 2021 
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P/E as of 12/8/2021 = 22.5x

 
 

Based on our methodology,1 the current P/E is 22.5x, up 0.2x from last week; the rise in the 

multiple is due to higher index prices.  
 

 

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 three actual quarters (Q1, Q2, and Q3) and one estimate (Q4). 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. 


