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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: October 6, 2021—9:30 AM EDT] Global equity markets are lower this morning.  In 

Europe, the EuroStoxx 50 is down 2.3% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed down 0.8%.  Chinese markets are closed for the week to celebrate China National Day.  

U.S. equity index futures are signaling a lower 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 (10/4/2021): “Afghanistan, Part IV: China” 

• Weekly Energy Update (9/30/2021):  Oil inventories unexpectedly rose last week, and the 

energy crisis in Europe is worsening.   

• 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 (10/1/2021) (with associated podcast): we discuss the monthly 

inflation numbers and what they can tell us about the strength and staying power of 

inflation  

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

Globalization” 

 

We open today’s Comment with the latest developments in U.S. fiscal policy and other issues.  

We then turn to several international issues, many of which are playing into the weak financial 

markets we’re seeing across the globe today.  Those items touch on everything from Chinese 

debt defaults to Europe’s energy crisis and higher interest rates in New Zealand.  We close with 

an update on the coronavirus pandemic. 

 

U.S. Fiscal Policy:  Much has been made of President Biden’s decision to support Democratic 

progressives’ demand that their large antipoverty and climate change package be passed ahead of 

the $1 trillion bipartisan “hard” infrastructure proposal.  However, what is lost in much of the 

discussion is that he has also given the progressives the tough message that their proposal will 

need to be whittled down to much less than the proposed price tag of $3.5 trillion. Therefore, 

Democrats yesterday continued to struggle with how much narrower—and which of—their 

proposed childcare, education, or health programs would have to get trimmed or culled. 

• Democrats must now contend with the central question of whether to try to squeeze in 

funding for a broader array of programs by shortening their duration or spending on 

fewer programs for a longer period. 

 

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_10_4_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_sep_30_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_1_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/democrats-wrangleover-how-to-shrink-3-5-trillion-proposal-11633466811?mod=hp_lead_pos6
https://www.wsj.com/articles/democrats-wrangleover-how-to-shrink-3-5-trillion-proposal-11633466811?mod=hp_lead_pos6
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• Beyond adjusting the duration of the programs, Democrats are also looking at narrowing 

the eligibility for the programs to lower-income Americans. Some of the programs 

Democrats are proposing, such as universal pre-kindergarten, are currently set to be 

available to Americans regardless of income level. 

• Last night, President Biden said Democrats might rely on a temporary or limited “carve-

out” from normal filibuster rules to help get the legislation passed. 

 

U.S. Monetary Policy:  In the face of mounting criticism of Federal Reserve Chair Powell from 

progressive Democratic Senator Elizabeth Warren, President Biden said he still has confidence 

in Powell “thus far.” 

• Biden gave no indication whether he has decided to offer Powell a second term when his 

current one expires in February, but members of Biden’s economic team have supported 

keeping Powell. 

• Several members of both parties have also voiced support in recent weeks for Powell’s 

renomination, giving him high marks for his response to the pandemic. 

 

United States-China:  U.S. National Security Advisor Sullivan will meet in Switzerland today 

with China’s top foreign policy official, Yang Jiechi, in an effort to arrange a virtual summit 

between Presidents Biden and Xi.  However, President Xi has been playing hard to get, so it’s 

not entirely clear that any summit will be set up, despite Biden’s recent efforts to engage in 

dialogue and better manage the U.S.-China rivalry. 

 

China-Taiwan:  In testimony before parliament, Taiwanese Defense Minister Chiu Kuo-cheng 

warned that China will be fully capable of invading the island by 2025.  The statement appears to 

mark the government’s first clear message to the public that the country faces a threat of war.  

Speaking of China, the defense minister said, “If they want to attack now, they are already 

capable. But they have to calculate at what cost it would come and what results it would have . . . 

From 2025, they will already have lowered the cost and the losses to the lowest possible level,” 

meaning they would be completely unrestrained from seizing the island. 

• The defense minister’s warning came just a day after President Tsai Ing-wen appealed to 

the international community for support against China’s growing aggression against 

Taiwan. 

• Although China is probably some ways off from having a full, unrestrained capability to 

launch an outright invasion of Taiwan, it is certainly moving in that direction.  The 

statements by Taiwan’s leaders reflect a certain level of panic about China’s growing 

power and the slow pace at which the world’s liberal democracies are coalescing to 

counter the threat.  In reality, however, tensions between China and the U.S.-led 

democracies are rising as the democracies start to stand up their defenses, not only 

regarding Taiwanese security but any number of Chinese challenges in the spheres of 

economics, finance, politics, technology, culture, and global security.  As we have noted 

frequently, those increasing tensions create significant risks for investors. 

 

Chinese Debt Crisis:  Dollar bonds issued by Chinese real estate developers are in a steep 

market rout today as investors react to news of weak apartment sales last month and the 

https://apnews.com/article/joe-biden-business-congress-filibusters-daf3d1c1e78a764b01af043ac2617cc6?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://apnews.com/article/joe-biden-business-congress-filibusters-daf3d1c1e78a764b01af043ac2617cc6?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/biden-backs-powell-after-sen-elizabeth-warren-intensifies-opposition-11633479452
https://www.wsj.com/articles/biden-backs-powell-after-sen-elizabeth-warren-intensifies-opposition-11633479452
https://www.ft.com/content/2bef8dac-a9a6-4f5a-9be3-4992f313dd55
https://www.ft.com/content/2bef8dac-a9a6-4f5a-9be3-4992f313dd55
https://www.ft.com/content/212f44b9-a271-425b-a7cf-608d43d46288
https://www.wsj.com/articles/chinese-property-bonds-hammered-by-weak-september-sales-and-a-surprise-default-11633523451?mod=hp_lead_pos6
https://www.wsj.com/articles/chinese-property-bonds-hammered-by-weak-september-sales-and-a-surprise-default-11633523451?mod=hp_lead_pos6
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unexpected default of developer Fantasia Holdings (1777 HK, HKD, 0.56) yesterday.  The 

market retreat is likely to increase concerns about further Chinese debt defaults and a slowdown 

in the Chinese economy as the government tries to rein in the sector. 

 

European Energy Crisis:  British and European natural gas prices shot higher again today, 

trading at close to ten times their level at the start of the year.  U.K. gas contracts for November 

delivery surged almost 40% to reach more than £4 per therm, having started the week at £2.40 

per therm. 

• Record natural gas prices are one symptom of a deepening energy crunch that has rippled 

across the globe.  Countries are battling to secure fuel supplies after demand rebounded 

rapidly from the depths of the pandemic, even as a range of issues has curbed supplies. 

• Other energy sources are also becoming more expensive, including electricity and coal. 

• The jump in energy prices threatens to curb industrial activity and sharply raise inflation 

in Europe and globally.  The jump in energy prices is likely a key reason for the sharp 

drop in global financial markets that we’ve seen so far today. 

 

Germany:  The Social Democratic, Green, and Free Democratic parties have agreed to launch 

talks today on a three-way coalition after the libertarian Free Democrats appeared to sour on a 

coalition with their natural allies, the center-right Christian Democrats governing Germany for 

the last 16 years.  The momentum appears to be building for a left-of-center alliance that 

includes an element of free-market orthodoxy.  Overall, that result would be generally centrist, 

but with a tilt toward looser fiscal policy and tighter regulation, especially regarding climate 

policies. 

 

New Zealand:  The Reserve Bank of New Zealand hiked its benchmark interest rate for the first 

time in seven years, making it only the third developed-country central bank to tighten monetary 

policy since the beginning of the coronavirus pandemic.  Not only did the bank boost its 

benchmark lending rate to 0.50% from 0.25% previously, but it also signaled that more hikes are 

in the offing as it looks to control surging property prices and tamp down inflation.  The move is 

likely to underline investor concerns about tighter policy in the U.S. and other major developed 

markets as well, so it has probably contributed to the selloff in global markets that we’ve seen so 

far today. 

 

Global Cryptocurrency Regulation:  A joint report from two global regulatory groups 

recommended that operators of stablecoins, which act as a bridge between national currencies 

and the cryptocurrency market, should be regulated as financial market infrastructure alongside 

payment systems and clearinghouses. The rules would apply to stablecoins that regulators have 

decided are systemically important and have the potential to disrupt payments. 

 

COVID-19:  Official data show confirmed cases have risen to 235,947,679 worldwide, with 

4,819,788 deaths.  In the United States, confirmed cases rose to 43,952,159, with 705,374 deaths.  

Vaccine doses delivered in the U.S. now total 479,356,915, while the number of people who 

have received at least their first shot totals 215,737,487.  Finally, here is the interactive chart 

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

by population.   

https://www.ft.com/content/e06c3b5d-153d-4c86-8c49-0d5447d58e76
https://www.ft.com/content/e06c3b5d-153d-4c86-8c49-0d5447d58e76
https://www.ft.com/content/1d12e93a-4b5a-46aa-bc77-c04d430f93eb
https://www.ft.com/content/1d12e93a-4b5a-46aa-bc77-c04d430f93eb
https://www.ft.com/content/3d41796d-6330-40d8-b67a-34a2e3b31a90
https://www.ft.com/content/ca3aa122-e1f3-464a-8a78-032e0675c57a
https://www.nytimes.com/live/2021/10/06/world/covid-delta-variant-vaccine
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
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Virology 

• According to the latest CDC data, 65.0% of the U.S. population has now received at least 

one dose of a vaccine, and 56.0% of the population is fully vaccinated. 

• Johnson & Johnson (JNJ, $159.58) asked U.S. health regulators to authorize a booster 

dose for its vaccine, citing studies showing it improved protection among adults who 

previously received a single shot. 

• Even though the latest wave of the pandemic driven by the Delta variant is on the wane in 

much of the world, it is still in full force in Russia.  The government today reported 929 

new COVID-19 deaths, marking the country’s highest single-day death toll since the 

pandemic began. 

 

Economic and Financial Market Impacts 

• Amid the hot U.S. housing market touched off by the pandemic, shortages of key 

construction materials are forcing some builders and contractors to turn to substitutes and 

hunt for alternative suppliers as they rush to meet high demand. 

 

U.S. Economic Releases  

 

Higher interest rates led to a decline in mortgage applications for the week ending October 1, 

according to the Mortgage Brokers Association.  The MBA mortgage applications index fell 

6.9% from the previous week. The purchase and refinance index fell 2.0% and 10%, 

respectively, from the prior week.  The average 30-year fixed-rate mortgage rose from 3.10% to 

3.14%. 

 

Employers hired at a faster than expected pace in September, according to a report released by 

ADP.  Private payrolls came in at 568K compared to expectations of 430K, although the 

previous report was revised downward from 374K to 340K. 

 

https://www.wsj.com/articles/johnson-johnson-asks-fda-to-authorize-covid-19-booster-11633442928
https://www.wsj.com/articles/johnson-johnson-asks-fda-to-authorize-covid-19-booster-11633442928
https://www.rferl.org/a/russia-900-covid-deaths-day/31495828.html
https://www.rferl.org/a/russia-900-covid-deaths-day/31495828.html
https://www.wsj.com/articles/builders-hunt-for-alternatives-to-materials-in-short-supply-11633512601?mod=hp_lead_pos4
https://www.wsj.com/articles/builders-hunt-for-alternatives-to-materials-in-short-supply-11633512601?mod=hp_lead_pos4
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The chart above shows the monthly percentage of private payrolls as reported by ADP and BLS.  

ADP private payrolls expanded 0.5% from the prior month.  A similar movement in the BLS 

report would lead to a payroll number of 576K. 

 

There are no economic releases or Fed events scheduled for the rest of the day.  

 

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. 
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Indicator Current Prior Expected Rating Market Impact

EUROPE

Eurozone Retail Sales m/m Aug 0.3% -2.3% 0.8% ** Equity bearish, bond bullish

Factory Orders m/m Aug -7.7% 3.4% -2.2% ** Equity bearish, bond bullish

Markit Germany Construction PMI m/m Sep 47.1 44.6 ** Equity and bond neutral

UK Markit/CIPS UK Construction PMI m/m Sep 52.6 55.2 54.0 ** Equity bearish, bond bullish

Russia Markit Russia PMI Services m/m Sep 50.5 49.3 50.3 ** Equity and bond neutral

Markit Russia PMI Composite m/m Sep 50.5 48.2 ** Equity and bond neutral

Wellbeing Fund m/m Sep $191.0b $190.5b * Equity and bond neutral

Light Vehicle Car Sales y/y Sep -22.6% -17.0% -16.4% * Equity bearish, bond bullish

AMERICAS

Mexico International Reserves Weekly w/w 1-Oct $198560m $198216m * Equity and bond neutral

Brazil Industrial Production y/y Aug -0.7% 1.2% 0.0% *** Equity bearish, bond bullish

Markit Brazil PMI Composite m/m Sep 54.7 54.6 *** Equity and bond neutral

Markit Brazil PMI Services m/m Sep 54.6 55.1 ** Equity and bond neutral

FGV Inflation IGP-DI MoM m/m Sep -0.14% -0.60% ** Equity and bond neutral

Canada CFIB Business Barometer m/m Sep 57.8 67.1 ** Equity and bond neutral

Int'l Merchandise Trade m/m Aug 1.94b 0.78b 0.43b ** Equity and bond neutral  
 

Financial Markets 
 

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

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

a certain move merits further explanation. 
 

Fixed Income Today Prior Change Trend

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

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

TED spread (bps) 10 10 0 Neutral

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

10-yr T-note (%) 1.54 1.53 0.01 Down

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

EUR/USD 3-mo swap (bps) 17 16 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

RBNZ Official Cash Rate 0.500% 0.250% 0.500% 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. 
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Price Prior Change Explanation

Brent $82.45 $82.56 -0.13%

WTI $78.76 $78.93 -0.22%  

Natural Gas $6.39 $6.31 1.22%  

Crack Spread $21.96 $21.52 2.04%

12-mo strip crack $22.64 $22.41 0.99%

Ethanol rack $2.53 $2.52 0.47%

Gold $1,750.59 $1,760.18 -0.54%

Silver $22.28 $22.63 -1.54%

Copper contract $412.35 $419.25 -1.65%

Corn contract $535.50 $537.50 -0.37%

Wheat contract $747.25 $744.75 0.34%

Soybeans contract $1,250.25 $1,250.50 -0.02%

Baltic Dry Freight 5,409            5,267            142

Actual Expected Difference

Crude (mb) 0.7

Gasoline (mb) 0.4

Distillates (mb) 0.8

Refinery run rates (%) 0.35%

Natural gas (bcf) 105.0

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 Northern Great Plains, the Great Lakes, and the Northeast, with cooler-than-

normal temperatures throughout the Far West.  The forecast calls for dry conditions in the 

Southwest and New England regions, with wet conditions in the Far West and the Great Plains. 

There is a tropical disturbance developing over the northwestern Bahamas.  However, the 

disturbance is not expected to develop into a tropical storm within the next 48 hours.  We are 

past the normal peak of hurricane activity, which occurred on September 10. 
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Data Section 
 

U.S. Equity Markets – (as of 10/5/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Healthcare
Consumer Discretionary

Materials
Industrials

Technology
S&P 500

Communication Services
Real Estate

Financials
Energy

YTD Total Return

-1.0% 0.0% 1.0% 2.0% 3.0%

Real Estate

Utilities

Consumer Discretionary

Consumer Staples

Energy

Healthcare

Materials

S&P 500

Industrials

Technology

Communication Services

Financials

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 10/5/2021 close) 

 

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

US Government Bond

Emerging Markets ($)

Emerging Markets (local currency)

US Corporate Bond

Cash

US High Yield

Foreign Developed ($)

Small Cap

Growth

Foreign Developed (local currency)

Large Cap

Value

Mid Cap

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 

 

September 30, 2021 
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P/E as of 9/29/2021 = 23.7x

 
 

Based on our methodology,1 the current P/E is 23.7x, unchanged from last week. 

 
 

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


