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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 17, 2021—9:30 AM EST] Global equity markets are mixed this morning.  

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

closed down 0.3%. Chinese markets were higher, with the Shanghai Composite up 0.4% from its 

prior close and the Shenzhen Composite up 1.1%.  U.S. equity index futures are signaling a 

lower open.  With 465 companies having reported, the S&P 500 Q3 2021 earnings stand at 

$53.90, 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 14.6% 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 (11/15/2021): “The Special Relationship” 

• Weekly Energy Update (11/11/2021): We recap the data and look at the COP26 meeting.   

• 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 (11/12/2021) (with associated podcast): We discuss the 

Citigroup Economic Surprise Index and how it might provide valuable clues about future 

bond yields 

 

Today’s Comment begins with a range of U.S.-related developments, including news that 

Monday’s summit between Presidents Biden and Xi opened the possibility of negotiations for a 

nuclear arms control deal with the U.S. and China.  We next turn to several international 

developments before wrapping up with the latest news on the coronavirus pandemic. 

 

United States-China:  National Security Advisor Sullivan announced that Presidents Biden and 

Xi agreed in their virtual summit on Monday to explore the possibility of a nuclear arms control 

deal between the U.S. and China.  The White House offered no further details, and any such deal 

would likely take years to negotiate, especially since Russia would almost certainly have to be 

included in the talks.  Nevertheless, any commitment to launch such discussions is a step toward 

cooperation that could help manage the growing geopolitical rivalry between the U.S. and China.  

On balance, it’s probably a positive for investors in risk assets. 

 

U.S. Monetary Policy:  President Biden hinted to reporters that his decision on reappointing 

Federal Reserve Chair Powell to another term would come around the end of the week.  Powell 
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still appears likely to get another nod, which would likely be taken well by the financial markets.  

However, there is still an outside chance Biden will tap the more liberal Fed governor, Lael 

Brainard.  In that case, the announcement would likely spur sharp volatility, at least in debt 

markets. 

 

U.S. Fiscal Policy:  As a reminder that the U.S. still could face a debt crisis in the coming weeks 

unless the nation’s borrowing limit is raised, Treasury Secretary Yellen warned in a letter to 

Congressional leaders that the government may run out of money to pay its obligations by 

December 15.  Without a doubt, the next negotiations to raise the limit will involve the usual 

brinksmanship on the part of both Democrats and Republicans.  Any resulting standoff could be 

disturbing to the financial markets. 

 

European Union – Financial System:  In its latest semiannual financial stability report, the 

European Central Bank warned that increased “exuberance” in housing markets, junk bonds, and 

crypto assets have created vulnerabilities that will be exposed if higher-than-expected inflation 

leads to a sharp rise in interest rates.  Echoing what we and many other analysts have noted, the 

report states that rising inflation and falling real interest rates have prompted investors to take 

greater risks in their search for yield, leaving parts of the property, debt, and crypto asset markets 

more susceptible to corrections. 

 

European Union – Trade Policy:  In a further sign that environmental protection concerns are 

becoming more entrenched in trade policy, the EU said it drafted an anti-deforestation law that 

will ban the import of six products that are often associated with land-clearing in less developed 

countries: beef, soy, palm oil, coffee, cacao, and timber. 

• The six products alone account for approximately 19% of all EU commodity imports. 

• The regulation would force companies to prove that products they sold into the EU did 

not contribute to legal and illegal deforestation or forest degradation. 

 

India:  Amid a wave of dangerous air pollution, the Indian government has closed six of the 11 

coal-fired electricity plants within a 300-kilometer radius of New Delhi.  The Commission for 

Air Quality Management also closed schools and colleges until further notice, banned private 

construction work, and restricted the entry of trucks into the city until November 21.  Based on 

the experience in China, where authorities also recently closed many power plans to cut 

pollution, there is some risk that the Indian move will disrupt economic activity, at least around 

the capital city. 

 

Iran:  Diplomatic reporting indicates Iran has resumed producing equipment for advanced 

uranium centrifuges at a site in the city of Karaj that the UN atomic-energy agency has been 

unable to monitor or gain access to for months.  The renewed work has raised concerns that Iran 

could start secretly diverting centrifuge parts if Tehran chooses to build a covert nuclear-

weapons program, although they say there is no evidence at this point that it has done so. 

 

COVID-19:  Official data show confirmed cases have risen to 254,589,111 worldwide, with 

5,118,866 deaths.  In the United States, confirmed cases rose to 47,312,411, with 765,919 deaths.  

Vaccine doses delivered in the U.S. now total 556,077,145, while the number of people who 
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have received at least their first shot totals 227,691,941.  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, 68.6% of the U.S. population has now received at least 

one dose of a vaccine, and 58.9% of the population is fully vaccinated. 

• Before Japan started administering shots, it had one of the lowest rates of vaccine 

confidence in the world.  Now, the country — which started doling out immunizations 

months after the U.S. — has the highest inoculation rate among the G7 nations, without 

mandates of any kind! 

o Japan had now fully inoculated 75.5% of its population of 126 million people. 

o That pushed the country just ahead of Canada, with 75.3% of its population fully 

vaccinated. 

• Pfizer (PFE, $49.60) has asked U.S. health regulators to authorize its oral protease 

inhibitor drug (which differs from its vaccine) for high-risk COVID-19 patients.  That 

puts the pill, Paxlovid, on course to be available for people to take at home by the end of 

the year.  The pill has been shown to be an easy-to-use treatment to keep people out of 

the hospital in the early course of the disease. 

 

Economic and Financial Market Impacts 

• Nurses are winning enormous salary increases across the country, reflecting not only the 

tight labor market as pandemic lockdowns ease but also the need to compensate nurses 

for heavy COVID-19 caseloads in some areas.  According to healthcare consultants 

Premier, Inc., the average annual salary for registered nurses, not including bonus pay 

and overtime, grew about 4% in the first nine months of the year to $81,376. 

• The tight, post-pandemic labor market also helped fuel widespread increases in state and 

local governments’ minimum wage.  While there’s still plenty of debate on whether or 

not those minimum wage hikes have an effect on hiring, a new study shows that higher 

minimum wages tend to result in better service. 

 

U.S. Economic Releases  

 

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

MBA mortgage applications index fell 2.8% from the prior week.  The applications index for 

refinancing fell 5.1% from the previous week, while the index for purchases rose 1.5%.  The 

average 30-year fixed-rate mortgage rose from 3.16% to 3.20%.  

 

U.S. residential constructions slowed in October, according to the U.S. Census Bureau, as 

homebuilders are struggling to find workers and materials needed for projects.  Housing starts 

rose at a seasonally adjusted annualized pace of 1,520K, below expectations of 1,579K.  The 

increase in housing starts was 0.7% higher than in the prior month.  Despite the slowdown in 

construction, homebuilders are still planning more ventures.  Building permits rose at a 

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
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https://www.wsj.com/articles/pfizer-asks-fda-to-authorize-covid-19-pill-paxlovid-11637089791?mod=hp_lead_pos6
https://www.wsj.com/articles/pfizer-asks-fda-to-authorize-covid-19-pill-paxlovid-11637089791?mod=hp_lead_pos6
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seasonally adjusted annualized pace of 1,650K compared to expectations of 1,630K.  The 

increase in building permits is 4.0% higher than the prior month. 

 

 
 

The chart above shows annualized housing starts for multi- and single-family homes.  Multi-

family construction rose at an annualized pace of 481K, while single-family homes expanded at 

an annualized pace of 1,039K. 

 

 

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

 

EST Speaker or event

9:10 John Williams speaks at U.S. Treasury Market Conference President of the Federal Reserve Bank of New York

11:00 Michelle Bowman speaks at Dallas Fed roundtable

11:20 Loretta Mester and Christopher Waller Discuss Inflation Dynamics President of the Federal Reserve Bank of Cleveland

12:40 Mary Daly speaks in at New York Fed's Treasury Mkt Conference President of the Federal Reserve Bank of San Francisco

12:40 Christopher Waller Discusses Stablecoins

16:05 Charles Evans Takes Part in Moderated Q&A

16:10 Raphael Bostic Discusses Community Development President of the Federal Reserve Bank of Atlanta

Economic Releases

 No economic releases today

Fed Speakers or Events

President of the Federal Reserve Bank of Chicago

District or position

Federal Reserve Board

Member of the Board of Governors

 
 

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 Trade Balance m/m Oct -¥67.4b -¥622.8b -¥320.0b ** Equity and bond neutral

Core Machine Orders m/m Sep 0.0% -2.4% 1.5% * Equity bearish, bond bullish

Australia Westpac Leading Index m/m Oct 0.16% -0.02% *** Equity bullish, bond bearish

Wage Price Index q/q 3Q 0.6% 0.4% 0.6% *** Equity and bond neutral

New Zealand PPI Input q/q 3Q 1.6% 3.0% * Equity and bond neutral

PPI Output q/q 3Q 1.8% 2.6% * Equity and bond neutral

EUROPE

Eurozone CPI y/y Oct 4.1% 3.4% 4.1% *** Equity bullish, bond bearish

Construction Output y/y Sep 1.5% -1.6% ** Equity bullish, bond bearish

Italy Trade Balance Total m/m Sep 2454m 1316m ** Equity bullish, bond bearish

UK CPI y/y Oct 4.2% 3.1% 3.9% *** Equity bearish, bond bullish

CPI Core y/y Oct 3.4% 2.9% 3.1% *** Equity bearish, bond bullish

RPI y/y Oct 6.0% 4.9% 5.7% ** Equity and bond neutral

RPI Ex Mort Int.Payments (YoY) y/y Oct 6.1% 5.0% 5.9% * Equity and bond neutral

PPI Output NSA y/y Oct 8.0% 6.7% 7.3% * Equity and bond neutral

PPI Input NSA y/y Oct 13.0% 11.4% 12.1% * Equity bearish, bond bullish

House Price Index y/y Sep 11.8% 10.6% ** Equity bearish, bond bullish

AMERICAS

Brazil Trade Balance Weekly w/w 14-Nov $278m -$30m ** Equity bullish, bond bearish

Canada Housing Starts m/m Oct 236.6k 251.2k 255.0k *** 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) 16 16 0 Down

3-mo T-bill yield (bps) 4 4 0 Neutral

TED spread (bps) 12 12 0 Neutral

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

10-yr T-note (%) 1.63 1.64 -0.01 Down

Euribor/OIS spread (bps) -56 -56 0 Neutral

EUR/USD 3-mo swap (bps) 23 23 0 Down

Currencies Direction

dollar Up Neutral

euro Flat Up

yen Flat Neutral

pound Flat Neutral

franc Down 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. 

 



 

 

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

www.confluenceinvestment.com 

 6 

Price Prior Change Explanation

Brent $81.41 $82.43 -1.24% Speculation about Strategic Reserves

WTI $79.71 $80.76 -1.30%  

Natural Gas $5.06 $5.18 -2.18%  

Crack Spread $18.83 $19.19 -1.90%

12-mo strip crack $20.75 $21.11 -1.67%

Ethanol rack $3.50 $3.48 0.45%

Gold $1,861.04 $1,850.63 0.56%

Silver $25.08 $24.83 0.98%

Copper contract $430.05 $435.95 -1.35%

Corn contract $578.00 $577.50 0.09%

Wheat contract $823.75 $820.00 0.46%

Soybeans contract $1,257.50 $1,251.25 0.50%

Baltic Dry Freight 2,591            2,759            -168

Actual Expected Difference

Crude (mb) 1.1

Gasoline (mb) -0.8

Distillates (mb) -1.5

Refinery run rates (%) 0.45%

Natural gas (bcf) 24.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 day and 8–14-day forecasts currently call for warmer-to-normal temperatures in the 

western half of the country, with cooler temperatures expected for the rest of the country.  The 

forecasts call for wet conditions throughout most of the south and the east, with dry conditions in 

the Pacific.  There is currently no cyclonic activity in the Atlantic Ocean region. 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 11/16/2021 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 11/16/2021 close) 

 

-20.0% 0.0% 20.0% 40.0%

US Government Bond
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Emerging Markets (local currency)

US High Yield

Foreign Developed ($)

Value

Small Cap
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Large Cap
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Growth

Real Estate

Commodities

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 

 

November 11, 2021 
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P/E as of 11/10/2021 = 22.2x

 
 

Based on our methodology,1 the current P/E is 22.2x, up 0.2x from last week.  The rise in the 

multiple is due to higher index values.   
 

 

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. 


