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

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

Asia Apex 50 closed up 0.5%. Chinese markets were lower, with the Shanghai Composite down 

0.4% from its prior close and the Shenzhen Composite down 0.3%.  U.S. equity index futures are 

signaling a lower open.  With 455 companies having reported, the S&P 500 Q3 2021 earnings 

stand at $53.80, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% 

increase from Q3 2020 earnings.  Thus far this quarter, 81.5% of the companies have reported 

earnings above forecast, while 14.5% 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 (11/8/2021): “Meet Fumio Kishida” 

• 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 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 (11/5/2021) (with associated podcast): We discuss the financial 

market's influence on Fed policy 

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

Globalization” 

 

Today’s Comment opens with key U.S. developments that could have an impact on the financial 

markets today, including news of a new government crackdown on crime at big companies.  We 

next cover a range of international news, including the appointment of a new Japanese foreign 

minister who is surprisingly soft on China.  We close with the latest news on the coronavirus 

pandemic. 

 

U.S. Regulatory Policy:  An official at the Justice Department yesterday warned that the 

administration would launch a crackdown on corporate crime in the coming weeks, with a focus 

on companies that have violated past deferred prosecution agreements or have failed to invest in 

legal compliance systems.  The official warned that the crackdown, which is separate from the 

administration’s intent to ramp up antitrust enforcement, would touch some of the biggest U.S. 

companies.  The statement highlights our concern that U.S. firms are likely facing much greater 

regulatory risks than they have in many years. 

 

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_11_8_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_nov_04_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Nov_05_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.ft.com/content/81a90d89-2fa5-45b3-8de6-d70ae9e37810
https://www.ft.com/content/81a90d89-2fa5-45b3-8de6-d70ae9e37810
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U.S. Bond Market:  A federal working group looking into the U.S. Treasury market’s recent 

liquidity problems issued a progress report but was criticized for failing to go beyond familiar 

solutions such as increased transparency and oversight and central clearing.  The report also 

stopped short of making any policy recommendations and did not suggest a timeline for the 

working group’s analysis to be completed. 

 

U.S. Inflation:  Yet another basic commodity is getting attention for its rapid price increases.  

Prices for ethanol, the corn-based fuel that is a common additive to gasoline, have risen about 

50% year to date, with the near-term contract trading at about $2.20 a gallon on the Chicago 

Board of Trade.  The jump comes as demand rebounds strongly from the coronavirus pandemic, 

and supply remains constrained. 

 

Belarus-European Union:  As troops and border guards pushed back thousands of primarily 

Middle Eastern migrants trying to enter Poland from Belarus, the EU accused Belarussian 

President Lukashenko of acting like a “gangster” in instigating the crisis.  EU officials believe 

Lukashenko orchestrated the mass migration push to punish the EU for the sanctions it has 

imposed on Belarus for its political repression. 

 

Japan-China:  Japan’s new prime minister, Fumio Kishida, has appointed a foreign minister 

who is unexpectedly dovish on China.  The new foreign minister will be Yoshimasa Hayashi, a 

Harvard-educated, English-speaking official, who previously served as both minister of defense 

and minister of education.  Like Kishida, he is also a member of the ruling party’s most liberal 

and pacifist faction, suggesting that Kishida has been emboldened by his party’s win in the late 

October parliamentary elections.  Therefore, he may feel less need to bend to the conservative 

factions in the party.  All the same, the conservatives remain dominant in the party and will 

probably pressure Hayashi to maintain a tough stance on China and continue bolstering Japan’s 

alliance with the U.S.   

 

China-Taiwan:  In its biannual military strategy report, Taiwan’s defense department said it 

would try to deter China from taking the island by force primarily by adopting “asymmetric” 

tactics like sinking China’s large amphibious landing ships with multitudes of small, cheap, fast 

attack boats.  The strategy calls for inflicting maximum damage on any Chinese invasion force 

while its troops are embarking on their ships or airplanes and when they are crossing the Taiwan 

Strait, the times they would be most vulnerable. 

• The strategy of attacking Chinese forces during their embarkation and cross-strait transit 

phase may make sense, but we have seen little evidence that Taiwan’s military is 

sufficiently aggressive or skilled in long-distance strikes to pull it off. 

• In reality, Taiwan’s military would probably require a massive transformation before it 

could hold off a Chinese invasion for any significant time. 

• Besides that, many of China’s options for taking control of Taiwan center on tactics that 

would be much smaller in scale and harder to defend against, such as blockading or 

seizing the many Taiwanese islands that lie literally just a few miles off China’s coast.  

One example is the Taiwanese island of Kinmen, from which the Chinese city of Xiamen 

is clearly visible (see photo below). 

https://www.ft.com/content/ede12db9-0261-4c7e-8f6f-b61de57b2383
https://www.wsj.com/articles/ethanol-prices-climb-on-strong-demand-for-fuel-as-drivers-hit-road-11636545600
https://www.wsj.com/articles/ethanol-prices-climb-on-strong-demand-for-fuel-as-drivers-hit-road-11636545600
https://www.wsj.com/articles/poland-tries-to-repel-crowds-of-migrants-caught-up-in-eu-belarus-standoff-11636470387
https://www.wsj.com/articles/poland-tries-to-repel-crowds-of-migrants-caught-up-in-eu-belarus-standoff-11636470387
https://www.ft.com/content/edff3e15-5d4f-4ab3-a0dd-4dcb013f2fd9
https://www.ft.com/content/edff3e15-5d4f-4ab3-a0dd-4dcb013f2fd9
https://www.ft.com/content/a5f8bb0a-8b69-4009-9c78-ca2ee1658bdd
https://www.ft.com/content/a5f8bb0a-8b69-4009-9c78-ca2ee1658bdd
https://www.japantimes.co.jp/news/2021/11/10/national/politics-diplomacy/kishida-nakatani-hayashi-diplomacy-china/
https://www.japantimes.co.jp/news/2021/11/09/asia-pacific/taiwan-china-gray-zone-counter/
https://www.japantimes.co.jp/news/2021/11/09/asia-pacific/taiwan-china-gray-zone-counter/
https://www.japantimes.co.jp/news/2021/11/09/asia-pacific/taiwan-china-gray-zone-counter/
https://www.reuters.com/investigates/special-report/taiwan-china-wargames/?utm_source=Sailthru&utm_medium=email&utm_campaign=EBB%2011.08.2021&utm_term=Editorial%20-%20Early%20Bird%20Brief
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A view of the Chinese city of Xiamen, Fujian Province, from the Taiwanese island of Kinmen (Source: NPR). 

 

China:  The October Producer Price Index was up a whopping 13.5% year-over-year, far worse 

than both the expected increase and the rise in the year through September.  The gain in October 

was the biggest since 1995.  The country’s statistics bureau ascribed the price jump mostly to 

higher costs for domestic energy and raw materials.  Even though the government can keep a 

tight lid on China’s consumer prices (the Consumer Price Index was up just 1.5% year-over-

year), the big hike in basic materials will surely feed into concerns about higher production costs 

in China boosting inflation in other countries. 

 

 
 

India:  An acute shortage of fertilizers is threatening to disrupt the winter planting season, 

stoking unrest among the country’s politically important farmers ahead of a series of crucial state 

elections next year. 

 

https://www.ft.com/content/1c4b8670-a86f-446d-bb4e-5019d7f4df38
https://www.scmp.com/economy/china-economy/article/3155511/china-inflation-consumers-set-feel-stronger-knock-effect?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20211110&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3155516&article_id_list=3155511,3155516,3155545,3155553,3155537,3155530,3155522,3155406&tc=7&CMCampaignID=af9d51b7ec6869c500adcb9afd96b864
https://www.scmp.com/economy/china-economy/article/3155511/china-inflation-consumers-set-feel-stronger-knock-effect?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20211110&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3155516&article_id_list=3155511,3155516,3155545,3155553,3155537,3155530,3155522,3155406&tc=7&CMCampaignID=af9d51b7ec6869c500adcb9afd96b864
https://www.ft.com/content/5674eee9-6fad-45f4-9bd1-5d7898cf0a8a
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COVID-19:  Official data show confirmed cases have risen to 251,054,359 worldwide, with 

5,068,233 deaths.  In the United States, confirmed cases rose to 46,696,230, with 757,417 deaths.  

Vaccine doses delivered in the U.S. now total 536,665,505, while the number of people who 

have received at least their first shot totals 224,257,467.  Finally, here is the interactive chart 

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

by population.   

 

• According to the latest CDC data, 67.5% of the U.S. population has now received at least 

one dose of a vaccine, and 58.5% of the population is fully vaccinated. 

• Pfizer (PFE, $47.30) and partner BioNTech (BNTX, $226.37) asked U.S. health 

regulators to expand the authorization of their booster to people as young as 18 years old.  

If the regulators approve, the extra doses could provide millions of people with another 

layer of security as winter drives many indoors where the risk of transmission is higher. 

o Currently, the vaccine booster from Pfizer and BioNTech is approved only for 

adults who are 65 years and older or are at risk of severe disease and death, 

including a consequence of their jobs or where they live. 

o In contrast, the vaccine booster shots produced by Moderna (MRNA, $236.85) 

and Johnson & Johnson (JNJ, $162.51) have already been approved. 

• In France, President Macron announced that residents over 65 would need booster jabs if 

they want to eat out or make long-distance journeys, beginning next month.  The move 

suggests all adults will eventually require a third injection against the virus if they want 

to continue to live normally. 

• In China, where the government continues to enforce its strict “zero COVID” policy, the  

Shanghai Marathon was postponed, just as similar races have been postponed in Wuhan, 

Shijiazhuang, and Beijing. 

 

U.S. Economic Releases  

 

Mortgage applications rose last week, according to the Mortgage Bankers Association.  The 

MBA mortgage applications index rose 5.5% from the prior week.  The applications index for 

purchases rose 3% from the previous week, while the refinancing applications index rose 7%.  

The average 30-year fixed-rate mortgage fell 8 bps from 3.24% to 3.16%. 

 

Jobless claims fell for the sixth consecutive time in six weeks, according to the Department of 

Labor.  For the week ending November 6, initial claims came in at 267K compared to 

expectations of 260K.  The previous report was revised from 269K to 271K. 

 

https://www.nytimes.com/live/2021/11/10/world/covid-vaccine-boosters-mandates
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/pfizer-biontech-ask-fda-to-expand-covid-19-booster-use-to-all-adults-11636489789?mod=hp_lead_pos3
https://www.wsj.com/articles/pfizer-biontech-ask-fda-to-expand-covid-19-booster-use-to-all-adults-11636489789?mod=hp_lead_pos3
https://www.ft.com/content/152d589d-5d9b-4b63-ab45-47e0ffcf4e17
https://www.ft.com/content/152d589d-5d9b-4b63-ab45-47e0ffcf4e17
https://www.scmp.com/news/china/science/article/3155545/shanghai-marathon-chinas-covid-19-outbreak-passes-1000-cases?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20211110&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3155553&article_id_list=3155511,3155516,3155545,3155553,3155537,3155530,3155522,3155406&tc=11&CMCampaignID=af9d51b7ec6869c500adcb9afd96b864
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The chart above shows the four-week moving average of initial claims.  The moving average fell 

from 285.25K to 278.00K. 

 

In October, the prices paid by consumers for goods and services rose at the fastest rate in nearly 

30 years.  The Consumer Price Index (CPI) rose 6.2% from the prior year compared to 

expectations of 5.9%.  Excluding food and energy, CPI rose 4.6% from the prior month 

compared to expectations of 4.3%.  The sharp rise in inflation negatively impacted workers, who 

saw a dip in real wages. Real hourly earnings fell 1.2% from the prior year, while real weekly 

earnings fell 1.6%. 
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The chart above shows the contributions to CPI.  In October, we saw a return in inflation related 

to services, particularly from shelter.  Additionally, food inflation has picked up due to a 

culmination of shortages related to feed and poor weather conditions.  

 

 
 

The chart above shows the annual change for owners’ equivalent rent and rent of primary 

residence.   Although inflation has risen for both sub-groups, the pace of the price increases is 

still slower than it was prior to the pandemic.  As a result, inflation will likely remain elevated 

for the foreseeable future as groups revert to their normal rate of growth at varying times.  

https://nbcmontana.com/news/working-for-you/ranchers-sell-cattle-as-hay-shortage-continues
https://farmpolicynews.illinois.edu/2021/11/global-food-prices-jump-again/
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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 7-Nov 49.2 ***

 10:00 Wholesale Inventories m/m Sep F 1.1% 1.1% **

 10:00 Wholesale Trade Sales m/m Sep -1.1% ***

 14:00 Monthly Budget Statement m/m Oct -$179.0b -$61.5b **

TBD Mortgage Delinquencies q/q 3Q 5.5% ***

TBD MBA Mortgage Foreclosures q/q 3Q 0.5% **

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 Labor Cash Earnings y/y Sep 0.2% 0.7% 0.6% ** Equity bearish, bond bullish

Bank Lending Incl Trusts y/y Oct 0.9% 0.6% ** Equity and bond neutral

BoP Current Account Balance m/m Sep ¥1033.7b ¥1665.6b ¥1052.3b ** Equity bearish, bond bullish

Trade Balance BoP Basis m/m Sep -¥229.9b -¥372.4b -¥358.7b ** Equity and bond neutral

Bankruptcies y/y Oct -15.9% -10.6% ** Equity and bond neutral

Australia NAB Business Conditions m/m Oct 11 5 ** Equity and bond neutral

NAB Business Confidence m/m Oct 21 13 ** Equity and bond neutral

ANZ Roy Morgan Consumer Confidence w/w 7-Nov 109.0 108.4 *** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Oct 1.0% 13.4% ** Equity bearish, bond bullish

Card Spending Retail m/m Oct 10.1% 0.9% ** Equity bullish, bond bearish

Card Spending Total m/m Oct 9.5% 1.6% ** Equity bullish, bond bearish

EUROPE

Eurozone ZEW Survey Expectations m/m Nov 25.9 21.0 ** Equity bullish, bond bearish

France Bank of France Ind. Sentiment m/m Oct 102 100 100 *** Equity bullish, bond bearish

Trade Balance m/m Sep -6777m -6669m -7100m ** Equity and bond neutral

Current Account Balance m/m Sep -2.7b -1.3b ** Equity and bond neutral

Germany Trade Balance m/m Sep 16.2b 10.7b 16.0b ** Equity and bond neutral

Current Account Balance m/m Sep 19.6b 11.8b 17.0b ** Equity bullish, bond bearish

ZEW Survey Expectations m/m Nov 31.7 22.3 20 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m Nov 12.5 21.6 18.3 ** Equity and bond neutral

AMERICAS

Mexico CPI m/m Oct 0.84% 0.62% 0.79% *** Equity and bond neutral

CPI Core m/m Oct 0.49% 0.46% 0.47% *** Equity and bond neutral  
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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) 15 14 1 Down

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

TED spread (bps) 11 10 1 Neutral

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

10-yr T-note (%) 1.48 1.46 0.02 Down

Euribor/OIS spread (bps) -57 -57 0 Neutral

EUR/USD 3-mo swap (bps) 22 21 1 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Down Neutral

pound Up 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. 

 
Price Prior Change Explanation

Brent $84.69 $84.78 -0.11%

WTI $83.69 $84.15 -0.55%  

Natural Gas $4.83 $4.98 -2.97%  

Crack Spread $17.69 $17.51 1.03%

12-mo strip crack $20.70 $20.90 -0.96%

Ethanol rack $3.34 $3.35 -0.31%

Gold $1,825.03 $1,831.92 -0.38%

Silver $24.21 $24.31 -0.39%

Copper contract $437.80 $437.30 0.11%

Corn contract $558.75 $554.75 0.72%

Wheat contract $781.25 $778.50 0.35%

Soybeans contract $1,212.50 $1,212.00 0.04%

Baltic Dry Freight 2,805            2,718            87

Actual Expected Difference

Crude (mb) 1.6

Gasoline (mb) -0.9

Distillates (mb) -1.5

Refinery run rates (%) 0.70%

Natural gas (bcf) 10.0

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 Southwest and most of the Pacific, Rocky Mountain, and Great Plains Regions, 

cooler-than-normal temperatures are expected throughout the East Coast.  The forecasts call for 

wet conditions in the Rocky Mountain Region, with dry conditions in the Southwest, New 

England, Great Plains, and Mississippi Valley Regions. There is some cyclone formation deep in 

the Atlantic but is not expected to develop into a Tropical Storm within the next 48 hours. 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 11/9/2021 close) 
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Utilities
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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 11/9/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0% 40.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

Foreign Developed ($)

Foreign Developed (local currency)

Value

Small Cap

Large Cap

Mid Cap

Growth

Commodities

Real Estate

YTD Asset Class Total Return

Source: Bloomberg

 
 

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

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

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

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

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

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

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

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 

 



 

 

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

www.confluenceinvestment.com 

11 

 

P/E Update 

 

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

 
 

Based on our methodology,1 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. 

 
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 (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. 


