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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: November 4, 2021—9:30 AM EDT] Global equity markets are higher this morning.  

In Europe, the EuroStoxx 50 is up 0.5% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 0.7%. Chinese markets were higher, with the Shanghai Composite up 0.8% from its 

prior close and the Shenzhen Composite up 1.3%.  U.S. equity index futures are signaling a 

slightly higher open.  With 363 companies having reported, the S&P 500 Q3 2021 earnings stand 

at $54.10, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% increase 

from Q3 2020 earnings.  Thus far this quarter, 82.6% of the companies have reported earnings 

above forecast, while 13.8% 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 (11/1/2021): “Approaching A Traffic Light in Germany” 

• Weekly Energy Update (11/4/2021): We discuss falling oil prices, the SPR, and the 

budget’s proposals for oil and gas, and alternative energy.   

• Asset Allocation Q3 2021 Rebalance Presentation (8/26/2021): A video discussion of our 

asset allocation process, portfolio changes in Q3, and the macro environment 

• Asset Allocation Weekly (10/29/2021) (with associated podcast): We discuss the current 

standoff over the debt limit and the investment implications 

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

Globalization” 

 

Good morning.  Risk markets are mostly moving higher this morning.  Our coverage focuses on 

central banks this morning.  The Bank of England was unexpectedly dovish while the Fed is 

moving to taper.  We look at the impact.  Our regular coverage begins with economics and 

policy.  Budget talks continue, and the labor markets continue to confound.  China news is next; 

the food directive remains a puzzle.  The international roundup follows, and we close with our 

regular pandemic update.   

 

BREAKING:  The Bank of England leaves policy unchanged in the face of rising inflation.  

Markets had been leaning toward at least a signal of accommodation removal.  The GBP has 

fallen hard on the report.   

 

FOMC meeting:  The FOMC announced it would begin reducing the pace of its balance sheet 

expansion beginning this month by $15 billion per month in November and December and then 
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https://www.wsj.com/articles/global-stock-markets-dow-update-11-04-2021-11636014981?st=he0zjwsgpxd7fwg&reflink=desktopwebshare_permalink
https://www.cnbc.com/2021/11/04/bank-of-england-holds-off-hiking-rates-despite-surging-inflation.html
https://www.barchart.com/futures/quotes/B6Z21/interactive-chart
https://www.barchart.com/futures/quotes/B6Z21/interactive-chart
https://www.federalreserve.gov/newsevents/pressreleases/monetary20211103a.htm
https://www.ft.com/content/d10c157f-5530-48a0-9c5f-afed19057d8a?emailId=6182cd0e6546ce0004c7fb65&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.ft.com/content/d10c157f-5530-48a0-9c5f-afed19057d8a?emailId=6182cd0e6546ce0004c7fb65&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.wsj.com/articles/fed-dials-back-bond-purchases-plots-end-to-stimulus-by-june-11635962417?st=ogkolnnrd6ah9eo&reflink=desktopwebshare_permalink
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reassess its position.  The general expectation is that the FOMC will continue at this pace unless 

(a) strong growth and inflation worries require a faster drawdown or (b) slower economic growth 

or slower inflation requires a slower drawdown or re-expansion.  In the press conference, the 

first question was, “is the market wrong to be projecting rate hikes?”  It was a good question, and 

Powell, showing he has learned how to speak like a Fed Chair, responded but didn’t answer the 

question.   

 

Our read is that the market has built in 50 bps of rate hikes over the next two years. 
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The rise in the implied rate of the two-year Eurodollar futures has increased rapidly in the past 

month.  This level is consistent with 50 bps of tightening.  It should be noted that in 2014 when 

this level was reached, it took about a year before the first rate hike. Thus, the market seems to 

be discounting a rate hike by this time next year. 

 

When (if?) policy rates begin to rise, the real test begins.  We have avoided a “taper tantrum” this 

time because Powell has been able to separate balance sheet policy from interest rate policy.  

Essentially, the FOMC is using tapering as its answer to the inflation issue.  If inflation turns out 

to be “transitory” and begins to fall next year, then Powell will have been vindicated for moving 

slowly to pull stimulus.  To a great extent, the equity markets, which as we note below, took the 

taper news quite well, depend on liquidity flowing to stocks and not on real goods and services.   

 

There are two other issues that emanate from yesterday’s decision.  The first is whether this 

action changes the renomination decision.  The president has indicated that a decision will be 

coming “fairly quickly.”  We would argue that he is already late.  We suspect Powell would have 

likely preferred to have waited, but the FOMC was dead set on moving.  Powell’s strongest 

critics are on the left, but most of the left-wing economists we read are generally supportive of 

the chair; populist left-wing politicians are less supportive.  But, if there is anyone with any 

market sensitivity in the White House, yesterday’s market action was exactly what the president 

https://www.nytimes.com/2021/11/03/business/economy/fed-taper-bond-buying.html?smid=url-share
https://www.ft.com/content/e7e5b235-fb44-496c-af3e-297d1aa1a8ca
https://www.wsj.com/articles/inflation-debate-can-wait-as-fed-tapers-11635970731?st=3t9vcr1mxsrq0l9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/inflation-debate-hangs-over-stock-markets-record-run-11636018200?st=xhlwgj4mw0bwa5v&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-11-03-2021-11635928550?st=773dxxnqb0sxys8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/global-stock-markets-dow-update-11-03-2021-11635928550?st=773dxxnqb0sxys8&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/11/02/biden-fed-nominees-518579
https://www.politico.com/news/2021/11/02/biden-fed-nominees-518579
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should want—there was only a modest rise in long-term interest rates, equity prices rallied, and 

commodity prices fell.  This morning, we are seeing a rebound in oil and gold, but nothing close 

to new highs.  That is a good outcome, and Biden should support that.  We think that if Powell is 

rejected, the financial markets won’t be pleased. 

 

The second issue is the economic impact of tapering.  In general, the history of QE episodes 

shows the impact of QE has been mixed.  In some previous episodes, ending QE led to lower 

long-term interest rates.  Our focus is the impact on the money supply. 

 

 
 

As this chart shows, the relationship between the balance sheet and M2 is mixed.  For example, 

during the expansion of the balance sheet in 2013, M2 and the balance sheet moved together.  

M2 continued to trend higher, mostly unaffected during tapering and QT.  However, in the latest 

episode, M2 has risen in concert with the balance sheet, raising concerns that tapering will slow 

money growth.  If lending increases, tapering won’t be a big deal, but if M2 tracks lower because 

of tapering, it may reduce liquidity and potentially be negative for financial markets.  This is a 

risk we will monitor closely in the coming months.   

 

To sum up, the Fed’s nightmare is the Tinbergen problem.  Jan Tinbergen, who won the first 

Economics Nobel prize, postulated that policymakers need an equal number of policy tools for 

the number of policy problems.  Trouble comes if a policymaker, for example, has one tool but 

two problems.  Stagflation is the worst of all outcomes because the FOMC must choose whether 

it will attack inflation or slow growth.  Although Q3 GDP was sluggish, the current Atlanta FRB 

GDPNow projection is for 8.2% growth in Q4.  We expect that estimate will come down, but it 

suggests Q3’s weak growth was probably an aberration.  Yesterday’s ISM Service report is 

consistent with that position.  The most likely trend for policy is to tighten, but we expect the 

pace of tightening to be slow, mostly because the labor markets are not close to full recovery… 

https://www.atlantafed.org/-/media/documents/cqer/researchcq/gdpnow/RealGDPTrackingSlides.pdf
https://www.atlantafed.org/-/media/documents/cqer/researchcq/gdpnow/RealGDPTrackingSlides.pdf
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with the caveat that the pandemic has played havoc on the labor markets and thus it is hard to 

determine if what appears to be the lack of recovery is really a permanent change.   

 

Economics and policy:  Budget talks and tight labor markets continue. 

• Budget talks continue.  There are two developments to note. First, the House leadership 

has added paid leave and the partial (from a cap of $10,000 to $72,500) restoration of 

SALT deductions to the budget.  These measures have been opposed by Sen. Manchin 

(D-WV), so it doesn’t appear this action will increase the chance of passage.  In 

particular, the SALT measure is a sop to the wealthiest taxpayers.  It isn’t even clear 

whether the left-wing populists can support it.  Second, Sen. Manchin and Sinema (D-

AZ) are no longer united on all issues.  If they diverge, it further complicates negotiations 

because in a party-line vote, approval of both is required.   

• Shortages of workers are creating all sorts of issues for the economy.  The issue of truck 

drivers has been well documented.  Poor working conditions, better pay and job 

conditions in other areas of the economy, logistical snarls that affect pay, are leading to a 

situation where it is estimated that the industry needs 80,000 more workers.  In other 

industries, firms are taking unusual steps to improve working conditions, including free 

clothes, education, and other benefits.  One factor that could relieve some of the 

shortages would be to increase immigration.  That is a political landmine, so an increase 

of foreign workers probably won’t be fully implemented.  Meanwhile, at John Deere 

(DE, USD, 343.05), the strike continues, with the company saying it won’t make a better 

offer.   

• Rent inflation has been tame, with the yearly change only up 2.4% in September.  As the 

economy reopens, anecdotal reports signal that rents are rising fast.   

• At long last, banks are ending the practice of using LIBOR for loans.  So far, the SOFR 

rate1 seems to be the most popular, although it is tied to sovereign rates and not bank cost 

of funds.  We expect banks to use a number of new instruments that have emerged before 

we eventually settle on a single rate for loan origination.   

China news:  The uncertainty surrounding the food directive continues, and China is expanding 

its nuclear capability. 

• The recent directive for households to store food is raising many concerns.  Authorities 

are attempting to censor reports of panic buying, but it appears to be happening.  

Although it is arguable that Beijing sees tight food supplies and is warning households to 

prudently buy now, similar to warning in the U.S. to buy early for Christmas, there are 

underlying fears that this directive is a precursor to war.  Images of military convoys are 

circulating but seem to be quickly censored.  The one linked in the previous sentence is 

said to be from Fujian province, which is near Taiwan.   

• In what could be related news, U.S. military officials confirm that China appears to be 

rapidly expanding its nuclear capability.  If China intends to become aggressive in the 

 
1 See what we did there? 

https://www.brookings.edu/research/the-relationship-between-school-closures-and-female-labor-force-participation-during-the-pandemic/?mod=djemRTE_h
https://www.brookings.edu/research/the-relationship-between-school-closures-and-female-labor-force-participation-during-the-pandemic/?mod=djemRTE_h
https://www.wsj.com/articles/pelosi-says-house-democrats-will-add-paid-leave-back-to-bill-11635951745?st=rafnfp3m6ys080e&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/pelosi-says-house-democrats-will-add-paid-leave-back-to-bill-11635951745?st=rafnfp3m6ys080e&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/pelosi-says-house-democrats-will-add-paid-leave-back-to-bill-11635951745?st=rafnfp3m6ys080e&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/11/02/end-of-sinema-manchin-manchema-518569
https://www.wsj.com/articles/truck-driver-shortage-supply-chain-issues-logistics-11635950481?st=1uscw7q5ax4lblu&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/when-bonuses-and-raises-arent-enough-try-manicures-and-free-clothes-11635949795?st=fkabzskm7glbdpd&reflink=desktopwebshare_permalink
https://www.axios.com/immigration-jobs-employment-pandemic-labor-shortage-2c5af6a4-4c90-451c-9b8a-124ee55ceb7b.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/deere-says-its-done-bargaining-after-striking-workers-reject-second-contract-offer-11635976220?st=5jebc36m6tty2ly&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/deere-says-its-done-bargaining-after-striking-workers-reject-second-contract-offer-11635976220?st=5jebc36m6tty2ly&reflink=desktopwebshare_permalink
https://www.cnbc.com/2021/11/01/rents-are-bouncing-back-what-to-do-if-you-expect-a-big-increase-.html
https://www.ft.com/content/1436bf12-5bfd-4ee4-97cc-5af68f644c22?emailId=618357e16546ce0004c7ffde&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://webcache.googleusercontent.com/search?q=cache:uzO72W5vm9MJ:https://news.sina.cn/sh/2021-11-03/detail-iktzscyy3434035.d.html+&cd=6&hl=zh-CN&ct=clnk&gl=us
https://www.reuters.com/business/cop/chinese-stock-up-food-temperatures-fall-covid-19-spreads-2021-11-03/
https://www.scmp.com/news/china/politics/article/3154719/beijing-quells-rumours-looming-taiwan-war-stoked-fake-pla-texts?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3154719
https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F801497aa-3c0c-4564-8496-1b226b37e25c_956x662.png
https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F801497aa-3c0c-4564-8496-1b226b37e25c_956x662.png
https://en.wikipedia.org/wiki/Fujian
https://www.nytimes.com/2021/11/03/us/politics/china-military-nuclear.html?smid=url-share
https://www.ft.com/content/d1225e37-30ef-4fa7-99a9-e5994ebe2aba
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region, it has to fear the U.S. could use the threat of a nuclear strike to stop its actions.  

Thus, it may see the need for a more credible nuclear deterrent.   

• The EU has invited officials from Taiwan to discuss China’s disinformation efforts.  This 

invitation will certainly not be welcomed by Beijing.   

• China is dealing with a "me too" moment on reports that a tennis star was accosted by a 

high-ranking CPC official.  This is the first time such accusations have been leveled 

against a high-ranking official; it will be interesting to see how Xi deals with this issue.  

The official, Zhang Gaoli, who is retired, was a key ally of Premier Li Keqiang.  Given 

that relations between Li and Xi are not warm, Xi might harshly punish Zhang to 

undermine Li. 

• Shenzhen is easing some rules for land developers in relation to land purchases.   

• In a surprise move, China has applied to join a digital agreement with Singapore and New 

Zealand. 

 International roundup:  The fish fight is calming down, and Ethiopia is spiraling into civil 

war. 

• The EU and the U.K. continue to work to ease the fishing dispute between Britain and 

France.  Earlier, the French seized a U.K. fishing trawler; it has been released, which is a 

show of progress.   

• The U.S. continues to press OPEC to lift output.  We doubt that the cartel will cave in to 

U.S. pressure.   

• We have been watching a deteriorating situation in Ethiopia, which is in what appears to 

be a full-blown civil war.  Rebels are closing in on Addis Ababa.   

• Islamic State (IS), which lost its caliphate in the Iraq/Syrian frontier, is reemerging in 

Afghanistan as an opponent to the Taliban.   

• Meta Platforms (FB, USD, 331.70) is facing substantial regulatory risk from the EU.  In 

the U.S., regulators and legislators have to weigh the costs of corralling a major U.S. 

company.  Europe doesn’t face those costs and is rapidly moving to implement 

regulations that will undermine the company’s business model.   

COVID-19:  The number of reported cases is 248,243,646, with 5,024,725 fatalities.  In the 

U.S., there are 46,253,861 confirmed cases with 750,431 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 525,071,855 doses of the vaccine 

have been distributed, with 425,272,828 doses injected.  The number receiving at least one dose 

is 222,268,786, while the number receiving second doses, which would grant the highest level of 

immunity, is 192,931,486.  For the population older than 18, 69.8% of the population has been 

vaccinated.  The FT has a page on global vaccine distribution.  The weekly Axios map shows 

continued improvement, although some states are seeing a resurgence, especially in the 

southwest.   

• The Biden vaccine mandates go into effect today. 

https://fas.org/blogs/security/2021/11/a-closer-look-at-chinas-missile-silo-construction/
https://www.politico.eu/newsletter/brussels-playbook/meps-in-taiwan-carbon-border-tax-at-cop-macron-and-merkel-bid-adieu/?utm_source=POLITICO.EU&utm_campaign=c7e0ec2f48-EMAIL_CAMPAIGN_2021_11_04_05_16&utm_medium=email&utm_term=0_10959edeb5-c7e0ec2f48-190334489#driving-the-day-china-watch
https://www.europarl.europa.eu/doceo/document/TA-9-2021-0431_EN.html?utm_source=POLITICO.EU&utm_campaign=c7e0ec2f48-EMAIL_CAMPAIGN_2021_11_04_05_16&utm_medium=email&utm_term=0_10959edeb5-c7e0ec2f48-190334489
https://twitter.com/EP_Democracy/status/1455859339307233282?s=20&utm_source=POLITICO.EU&utm_campaign=c7e0ec2f48-EMAIL_CAMPAIGN_2021_11_04_05_16&utm_medium=email&utm_term=0_10959edeb5-c7e0ec2f48-190334489
https://www.washingtonpost.com/world/asia_pacific/china-peng-shuai-zhang-gaoli-metoo/2021/11/03/79c0f308-3c4f-11ec-bd6f-da376f47304e_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%2F353186f%2F61835ae29d2fda9d4134dbce%2F596b53f6ae7e8a44e7d597a3%2F28%2F63%2F61835ae29d2fda9d4134dbce
https://www.nytimes.com/2021/11/03/world/asia/china-metoo-peng-shuai-zhang-gaoli.html?smid=url-share
https://www.nytimes.com/2021/11/03/world/asia/china-metoo-peng-shuai-zhang-gaoli.html?smid=url-share
https://www.scmp.com/business/companies/article/3154547/shenzhen-relaxes-rules-developers-buying-land-backing-away-cap?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3154547
https://asia.nikkei.com/Economy/Trade/China-applies-to-join-digital-trade-pact-with-Singapore-and-NZ
https://www.politico.eu/article/eu-resolution-brexit-fishing-dispute-france-uk/?utm_source=POLITICO.EU&utm_campaign=c7e0ec2f48-EMAIL_CAMPAIGN_2021_11_04_05_16&utm_medium=email&utm_term=0_10959edeb5-c7e0ec2f48-190334489
https://www.bbc.com/news/uk-59156110?utm_source=POLITICO.EU&utm_campaign=c7e0ec2f48-EMAIL_CAMPAIGN_2021_11_04_05_16&utm_medium=email&utm_term=0_10959edeb5-c7e0ec2f48-190334489
https://www.state.gov/united-arab-emirates-foreign-affairs-minister-sheikh-abdullah-bin-zayed/
https://edition.cnn.com/2021/11/03/africa/ethiopia-tigray-explainer-2-intl/index.html?utm_source=POLITICO.EU&utm_campaign=c7e0ec2f48-EMAIL_CAMPAIGN_2021_11_04_05_16&utm_medium=email&utm_term=0_10959edeb5-c7e0ec2f48-190334489
https://www.nytimes.com/2021/11/02/world/africa/ethiopia-state-of-emergency.html?smid=url-share
https://www.nytimes.com/2021/11/03/world/asia/isis-afghanistan-taliban.html?smid=url-share
https://www.nytimes.com/2021/11/03/world/asia/isis-afghanistan-taliban.html?smid=url-share
https://www.politico.com/news/agenda/2021/11/02/facebook-europe-privacy-content-laws-518514?nname=global-insider&nid=0000016f-153f-d06a-a5ff-f57f38310000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2660405
https://www.nytimes.com/live/2021/11/03/world/covid-delta-variant-vaccine?campaign_id=51&emc=edit_mbe_20211104&instance_id=44574&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=73498&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/covid-cases-infections-deaths-vaccines-winter-b6b8fa49-3e44-44ee-8d4f-1b035b7f7248.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/covid-vaccine-mandate-private-sector-biden-osha-eea6e85d-fefe-4e4b-8cc0-0564c764bdf4.html?stream=top&utm_source=alert&utm_medium=email&utm_campaign=alerts_all
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• The WHO granted emergency authorization to a new Indian vaccine, Covaxin.  It is a 

two-dose vaccine but does not have strict storage requirements, which should make it 

popular in the emerging world.   

• The U.K. has approved Merck’s (MRK, USD, 88.68) antiviral treatment.  U.S. and EU 

regulators are still evaluating molnupiravir, a pill treatment for patients who have 

contracted COVID-19.  An easy-to-distribute antiviral is critical for two reasons.  First, 

full inoculation isn’t going to occur, so a treatment to keep people from becoming 

seriously ill is necessary.  Second, even among the vaccinated, breakthrough infections 

occur, and having a secondary treatment is necessary to open up economies.   

 

U.S. Economic Releases  

 

The number of layoff announcements declined from the prior year, according to the 

outplacement firm Challenger, Gray & Christmas.  The challenger job cuts index fell 71.7% 

from the prior year. 

 

Jobless claims fell for the fifth consecutive week to a new pandemic low, according to the 

Department of Labor.  For the week ending October 30, initial claims came in at 269K compared 

to expectations of 275K.  The prior report was revised from 281K to 283K.  Continuing claims 

for the week ending October 23 came in at 2,105K compared to expectations of 2,150K.  The 

prior report was revised from 2,243K to 2,239K. 
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https://www.nytimes.com/2021/11/03/world/asia/covaxin-covid-vaccine-who.html?smid=url-share
https://www.washingtonpost.com/world/2021/11/03/who-india-vaccine/?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%2F353186e%2F61835ae29d2fda9d4134dbce%2F596b53f6ae7e8a44e7d597a3%2F27%2F63%2F61835ae29d2fda9d4134dbce
https://www.washingtonpost.com/world/2021/11/03/who-india-vaccine/?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%2F353186e%2F61835ae29d2fda9d4134dbce%2F596b53f6ae7e8a44e7d597a3%2F27%2F63%2F61835ae29d2fda9d4134dbce
https://www.ft.com/content/ec43623e-13ac-4f44-b0f7-9c82d062dfdd?emailId=6183b9146546ce0004c80449&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
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The chart above shows the four-week moving average of initial claims.  The moving average fell 

from 299.75K to 284.75K. 

 

U.S. productivity fell in the third quarter, according to the Bureau of Labor Statistics. Nonfarm 

productivity, which measures output per hour of all workers, fell at an annualized rate of 5.0% 

from the previous quarter.  It was below expectations of a 3.1% drop in the pace of productivity.  

Additionally, unit labor costs, which measure the price of labor per single unit of output, rose at 

an annualized rate of 8.3% from the prior quarter, above expectations of a rise of 7.0%.  On a 

yearly basis, unit labor costs have clearly jumped. 

 

 
 

At the same time, businesses appear to be adjusting in other areas. 
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The chart above shows the annualized quarterly percent change of nonlabor payments.  Despite 

the increase in labor costs, firms have experienced a slowdown in payments for nonlabor factors 

of production. This suggests that firms may be learning to do more with less.  

 

Lastly, the trade deficit widened further than expected in September, according to the Census 

Bureau. The trade deficit came in at $80.9B compared to expectations of $80.2B.  The prior 

report was revised from $73.3B to $73.2B. 

 

 
 

The chart above shows the level of the trade balance. 
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The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort w/w 31-Oct 47.9 **

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 Jibun Bank Japan PMI Services m/m Oct 50.7 50.7 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Oct 50.7 50.7 ** Equity and bond neutral

Australia Retail Sales Ex Inflation q/q 3Q -4.4% 0.8% -5.0% *** Equity and bond neutral

Trade Balance m/m Sep A$12243m A$15077m A$12375m ** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Oct 2.1% 1.5% ** Equity bearish, bond bullish

EUROPE

Eurozone Markit Eurozone Composite PMI m/m Oct 54.2 54.3 54.3 ** Equity and bond neutral

Markit Eurozone Services PMI m/m Oct 54.6 54.7 54.7 ** Equity and bond neutral

PPI y/y Sep 16.0% 13.4% 15.4% ** Equity bearish, bond bullish

France Markit France Services PMI m/m Oct 56.6 56.6 56.6 ** Equity and bond neutral

Markit France Composite PMI m/m Oct 54.7 54.7 54.7 ** Equity and bond neutral

Germany Factory Orders m/m Sep 1.3% -7.7% 1.8% ** Equity bearish, bond bullish

Markit Germany Services PMI m/m Oct 52.4 52.4 52.4 ** Equity and bond neutral

Markit/BME Germany Composite PMI m/m Oct 52.0 52.0 52.0 ** Equity and bond neutral

Italy Markit Italy Services PMI m/m Oct 52.4 55.5 54.5 ** Equity bearish, bond bullish

Markit Italy Composite PMI m/m Oct 54.2 56.6 55.6 ** Equity bearish, bond bullish

Switzerland SECO Consumer Confidence q/q 4Q 3.8 7.8 7.0 ** Equity bearish, bond bullish

AMERICAS

Brazil Trade Balance Monthly m/m Oct $2004m $4322m $2346m ** Equity bearish, bond bullish

Mexico Leading Indicators m/m Sep -4.00% 1.00% ** Equity bearish, bond bullish

International Reserves Weekly w/w 29-Oct $198850m $198546m * Equity and bond neutral  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 15 14 1 Down

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

TED spread (bps) 11 10 1 Neutral

U.S. Libor/OIS spread (bps) 8 8 0 Down

10-yr T-note (%) 1.57 1.61 -0.04 Down

Euribor/OIS spread (bps) -57 -56 -1 Neutral

EUR/USD 3-mo swap (bps) 20 19 1 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Flat Neutral

pound Down Neutral

franc Down Neutral

Central Bank Action Current Prior Expected

FOMC Rate Decision (Lower Bound) 0.000% 0.000% 0.000% On forecast

FOMC Rate Decision (Upper Bound) 0.250% 0.250% 0.250% On forecast

Interest on Reserve Balances Rate 0.150% 0.150% 0.150% On forecast

Bank of England Bank Rate 0.100% 0.100% 0.100% On forecast

BOE Corporate Bond Target 20b 20b 20b On forecast

BOE Gilt Purchase Target 875b 875b 875b On forecast  
 

Commodity Markets 

 

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

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

Price Prior Change Explanation

Brent $82.88 $81.99 1.09%

WTI $81.46 $80.86 0.74%  

Natural Gas $5.66 $5.67 -0.16%  

Crack Spread $19.02 $19.09 -0.36%

12-mo strip crack $21.11 $21.09 0.11%

Ethanol rack $3.12 $3.09 1.15%

Gold $1,776.47 $1,769.84 0.37%

Silver $23.63 $23.52 0.46%

Copper contract $435.25 $432.10 0.73%

Corn contract $565.75 $564.00 0.31%

Wheat contract $786.50 $781.00 0.70%

Soybeans contract $1,241.25 $1,244.25 -0.24%

Baltic Dry Freight 2,892            3,187            -295

Actual Expected Difference

Crude (mb) 3.3 2.0 1.3

Gasoline (mb) -1.5 -1.0 -0.5

Distillates (mb) 2.2 -1.1 3.3

Refinery run rates (%) 1.20% 0.50% 0.70%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 

 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 11 

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

throughout the Midwest, Great Plains, Mississippi Valley, Southeast, and most of the East Coast, 

with warmer-to-normal temperatures for the rest of the country.  The forecasts call for wet 

conditions for most of the country, with dry conditions expected throughout the New England 

and Southwest regions. Tropical Storm Wanda is floating deeper into the Atlantic and is not 

expected to make landfall anywhere. We are now approaching the end of hurricane season, 

which concludes on November 30.  
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Data Section 
 

U.S. Equity Markets – (as of 11/3/2021 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 11/3/2021 close) 
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Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

November 4, 2021 
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P/E as of 11/03/2021 = 22.0x

 
 

Based on our methodology,2 the current P/E is 22.0x, down 0.1x from last week.  The decline in 

the multiple is due to strong earnings.   
 

 

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 (Q1 and Q2) and two estimates (Q3 and 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. 


