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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 15, 2021—9:30 AM EDT] Global equity markets are higher this morning.  In 

Europe, the EuroStoxx 50 is up 0.4% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 1.8%.  Chinese markets were higher, with the Shanghai Composite up 0.4% from its 

prior close and the Shenzhen Composite up 0.1%.  U.S. equity index futures are signaling a 

higher open.  With 35 companies having reported, the S&P 500 Q3 2021 earnings stand at 

$50.40, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% increase 

from Q3 2020 earnings.  Thus far this quarter, 80.0% of the companies have reported earnings 

above forecast, while 17.1% 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 (10/11/2021): “AUKUS” 

• Weekly Energy Update (10/15/2021): Oil prices remain elevated despite rising 

inventories on fears that rising global demand won't lead to higher production 

• 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 (10/15/2021) (with associated podcast): We discuss the 

supply chain breakdown and explore the impact on inflation  

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

Globalization” 

 

Good morning! U.S. equity futures are pointing higher this morning. Today’s report begins with 

our thoughts on EU and U.K. trade relations. Afterward, we review international news followed 

by U.S. economics and policy coverage. China news is next, and we end the report with our 

pandemic coverage. 

 

U.K.- EU: The ongoing row between the U.K. and the EU over the Northern Ireland issue 

appears to be heading to a point of no return. On Thursday, EU leaders urged Maros Sefcovic, 

Brexit negotiator for the EU, to draw up retaliatory measures if the U.K. decides to trigger 

Article 16 of the Northern Ireland Protocol. The protocol allows goods to move freely between 

the EU and Northern Ireland and from Northern Ireland to Great Britain. However, goods from 

the U.K. into Northern Ireland must go through customs. Invoking Article 16 would allow the 

U.K. or EU to suspend this arrangement if either side believes that the arrangement is causing 
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“economic, societal, or environmental difficulties.” Earlier this year, the EU threatened to invoke 

Article 16 to deal with its vaccine shortage but backtracked days later. 

 

Since coming to terms over the Northern Ireland issue, the two sides have struggled to make the 

deal work. Rivaling factions within Northern Ireland have made the protocol less tenable as 

Unionist and Loyalists, who consider themselves British, resented the restrictions placed on U.K. 

goods. In an attempt to appease critics of the protocol, Prime Minister Boris Johnson has openly 

pushed to revisit the agreement but Brussels has expressed little appetite for doing so. The 

unwillingness of Brussels to discuss the matter further has likely put the two sides on a collision 

course as calls for its removal have become louder. 

 

The rise in tensions between the two sides indicates a growing trend that could lead to a potential 

hard break between the EU and the U.K. Although we suspect that neither side wants to scrap the 

Brexit agreement, political constraints may make it difficult for the two sides to coexist. PM 

Johnson’s credibility and legacy are dependent on not only navigating the U.K. away from the 

European Union but also selling the public that it was the best decision for the country. 

Additionally, leaders of countries within the European Union need to convince their constituents 

that leaving the bloc is a bad idea. As a result, the path of de-escalation is becoming increasingly 

difficult. Recent polls suggesting the British people have soured on Brexit likely add to PM 

Johnson’s woes. The fall in sentiment is partially related to the increase in food and energy 

shortages.  
 

 
 

International news:   

● French Finance Minister Bruno Le Maire said that the European Union and the U.S. are 

not on the same page when it comes to engaging with China. Speaking to Bloomberg 

News, Le Maire stated that “the U.S. wants to oppose China, Europe wants to engage 

China.” The differing views on China highlight the growing friction between the U.S. and 

Europe. Up until recently, Europe has generally followed the U.S. lead when it comes to 

foreign policy. However, the U.S. appears to be souring on its relationship with Europe. 

The AUKUS pact between Australia, the U.K., and the U.S. that led to France losing a 

submarine contract was the latest evidence of this shift.  

https://www.bbc.com/news/uk-northern-ireland-58765848
https://www.bbc.com/news/uk-northern-ireland-58765848
https://www.ft.com/content/d650dbc0-477b-42c3-a80b-9c75e34a7133
https://www.bloomberg.com/news/articles/2021-10-14/france-says-u-s-europe-must-discuss-differing-views-on-china?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-10-14/france-says-u-s-europe-must-discuss-differing-views-on-china?sref=uIvt3NFS
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● Japanese Prime Minister Fumio Kishida dissolved the country’s House of 

Representatives to pave the way for new elections on October 31. Kishida is seeking a 

mandate to push his policies through the government. Currently, the country is dealing 

with a potential resurgence of COVID-19 and a sluggish economy. The move to dissolve 

the government is rather risky given Kishida’s declining approval ratings since taking 

office 11 days ago. 

○ In a recent interview with the Financial Times, Kishida took a veiled shot at 

former Japanese PM Shinzo Abe in which he argued that his predecessor’s brand 

of economics didn’t do enough to support the broad economy.  

● Protests over an inquiry into last year’s port explosion turned into armed clashes in Beirut 

on Thursday. The violence underscores the growing tensions within Lebanon that 

threaten the newly formed government. 

 

Economics and policy:  

● A heightened chance of La Niña could lead to more issues for the global economy. The 

U.S. Climate Prediction Center stated that conditions favor a La Niña event to take place 

sometime between December 2021 and February 2022. If accurate, this could mean drier 

conditions in South America and increased flooding conditions in Indonesia. As a result, 

agricultural crops would be negatively affected. 

● Arizona Senator Kyrsten Sinema (D-AZ) reportedly told Democrats in the House of 

Representatives that she will not vote for the social spending bill. The Democrats are 

facing a time crunch to get a bill passed before the debt ceiling expires on December 3, 

and they are still struggling to cobble together the votes needed to push the bill through 

Congress. 

● Around 10,000 unionized workers at Deere & Company (DE, $329.77) went on strike on 

Thursday after rejecting a contract proposal settled with the company and the United 

Automobile Workers union.  

 

China:   

● LinkedIn is removing the social media components of its website in China. The site will 

be replaced and rebranded as a new job-board service called “InJobs.” Recently, 

LinkedIn was embroiled in a lot of controversy after blocking the profiles of activists and 

journalists in China who were critical of Beijing. The decision to remove the social media 

component highlights the growing scrutiny that social media platforms are receiving from 

governments around the world. Prior to removing the social media component, Chinese 

regulators were pressuring LinkedIn to clean up its online content. Given the fact that a 

large share of new social media users are coming from developing markets, moves like 

this suggest that these firms may struggle to attract more users to their sites in the future. 

● The People’s Bank of China has stated that the fallout from Evergrande (EGRNY, USD, 

8.88) is controllable and unlikely to spread. However, the central bank’s decision to 

loosen restrictions on home loans has stirred speculation that the Evergrande fallout could 

be worse than China is letting on.  

 

COVID-19: The number of reported cases is 239,642,888 with 4,882,474 fatalities.  In the U.S., 

there are 44,768,043 confirmed cases with 721,567 deaths.  For illustration purposes, the FT has 

https://www.axios.com/japan-fumio-kishida-dissolves-parliament-for-elections-761d45ca-8b2d-4ff2-b19a-538be79cb7a8.html
https://www.axios.com/japan-fumio-kishida-dissolves-parliament-for-elections-761d45ca-8b2d-4ff2-b19a-538be79cb7a8.html
https://www.ft.com/content/ffa6754f-3c12-4729-921d-aa2acc5e96ee
https://www.nytimes.com/2021/10/14/world/middleeast/beirut-lebanon.html
https://www.cpc.ncep.noaa.gov/products/analysis_monitoring/enso_advisory/ensodisc.shtml
https://www.cpc.ncep.noaa.gov/products/analysis_monitoring/enso_advisory/ensodisc.shtml
https://www.reuters.com/world/us/us-senator-sinema-rejects-vote-big-biden-package-before-infrastructure-source-2021-10-14/
https://www.reuters.com/world/us/us-senator-sinema-rejects-vote-big-biden-package-before-infrastructure-source-2021-10-14/
https://www.theguardian.com/us-news/2021/oct/14/john-deere-workers-strike-contract-union
https://www.ft.com/content/bf56e388-f2c5-4686-90c0-b995529ce63f
https://www.bloomberg.com/news/articles/2021-10-15/china-breaks-silence-on-evergrande-saying-risks-controllable?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-10-15/china-breaks-silence-on-evergrande-saying-risks-controllable?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-10-15/china-eases-mortgages-for-rest-of-year-amid-evergrande-contagion?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-10-15/china-eases-mortgages-for-rest-of-year-amid-evergrande-contagion?sref=uIvt3NFS
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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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 490,951,045 doses of the vaccine have 

been distributed with 405,444,558 doses injected.  The number receiving at least one dose is 

217,953,275, while the number receiving second doses, which would grant the highest level of 

immunity, is 188,281,747.  The FT has a page on global vaccine distribution.   

● An advisory panel recommended that the Food and Drug Administration should authorize 

an extra dose of the Moderna (MRNA, $331.88) vaccine to adults 65 years and older as 

well as those who are younger and at risk. A panel is expected to meet to discuss the 

booster for Johnson & Johnson (JNJ, $160.11) on Friday.  

 

U.S. Economic Releases  

 

In the most important U.S. release so far this morning, September retail sales rose by a 

seasonally adjusted 0.7%, far better than the expected decline of 0.2%.  In addition, August sales 

were revised upward to show a monthly increase of 0.9%.  Of course, the retail sales data is 

sometimes distorted by the volatility in auto sales, but that wasn’t much of an issue this time.  

September retail sales excluding autos rose 0.8%, beating expectations for a 0.5% increase but 

still weaker than their revised August gain of 2.0%.  Overall retail sales in September were up 

14.3% from the same month one year earlier, while sales excluding autos were up 15.9%.  The 

chart below shows the year-over-year increase in retail sales since just prior to the last recession. 
 

 
 

Separately, the New York Federal Reserve said its October Empire State Manufacturing Index 

came in at a seasonally adjusted 19.8, falling far short of both the anticipated figure of 25.0 and 

the September reading of 34.3.  This index is designed so that readings over zero point to 

expansion, so it still appears New York factory activity has been increasing this month, but 

supply shortages and logistics snarls may be having a negative impact.  The chart below shows 

how the index has fluctuated since just before the last recession. 

 

https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.wsj.com/articles/fda-advisors-to-consider-moderna-covid-19-booster-shot-11634211532?mod=hp_lead_pos1
https://www.wsj.com/articles/fda-advisors-to-consider-moderna-covid-19-booster-shot-11634211532?mod=hp_lead_pos1
https://www.nytimes.com/2021/10/15/us/politics/johnson-vaccine-boosters-fda.html
https://www.nytimes.com/2021/10/15/us/politics/johnson-vaccine-boosters-fda.html
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(Source: Federal Reserve Bank of New York) 

 

Finally, September import prices rose by a seasonally adjusted 0.4%, which was slightly better 

than the expected rise of 0.6% but still more than enough to erase the 0.3% decline in the 

previous month.  Similarly, import prices excluding petroleum rose 0.1% last month, better than 

the anticipated rise of 0.2% but just about enough to offset their 0.1% decline in August.  Overall 

import prices in September were up 9.2% year-over-year, while U.S. export prices were up 

16.3%.  The chart below shows the year-over-year changes in import prices over time. 
 

 
 

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

10:00 Business Inventories m/m Aug 0.6% 0.5% *

10:00 U. of Michigan Consumer Sentiment m/m Oct P 73.1 72.8 ***

10:00 U. of Michigan Current Conditions m/m Oct P 81.3 80.1 **

10:00 U. of Michigan Expectations m/m Oct P 69.1 68.1 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Oct P 4.7% 4.6% *

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

EST Speaker or event

11:45 James Bullard Discusses Optimal Monetary Policy President of the Federal Reserve Bank of St. Louis

12:20 John Williams Takes Part in Monetary Policy Panel Discussion President of the Federal Reserve Bank of New York

District or position

Economic Releases

Fed Speakers or Events

 
 

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 Tertiary Industry Index m/m Aug -1.7% -0.6% -1.2% *** Equity bearish, bond bullish

New Zealand BusinessNZ Manufacturing PMI m/m Sep 51.4% 39.7 *** Equity and bond neutral

EUROPE

Eurozone EU27 New Car Registrations y/y Sep -23.1% -19.1% * Equity bearish, bond bullish

Trade Balance m/m Aug 11.1b 13.5b 14.2b * Equity bearish, bond bullish

France CPI y/y Sep F 2.2 2.1% 2.1% *** Equity and bond neutral

CPI, EU Harmonized y/y Sep F 2.7 2.7% 2.7% ** Equity and bond neutral

Italy Trade Balance m/m Aug 1.3b 8.8b * Equity bearish, bond bullish

CPI, EU Harmonized y/y Sep F 2.9 3.0% 3.0% *** Equity and bond neutral

AMERICAS

Canada Wholesale Trade Sales m/m Aug 0.3% -2.1% 0.5% * Equity and bond neutral

Brazil Economic Activity y/y Aug 4.7% 5.4% 4.9% * Equity and bond neutral  
 

Financial Markets 
 

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

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

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

3-mo Libor yield (bps) 12 13 -1 Down

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

TED spread (bps) 9 8 1 Neutral

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

10-yr T-note (%) 1.54 1.51 0.03 Down

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

EUR/USD 3-mo swap (bps) 21 21 0 Down

Currencies Direction

dollar Flat Neutral

euro Flat Up

yen Down Neutral

pound Up 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. 
 

Price Prior Change Explanation

Brent $84.91 $84.00 1.08%

WTI $82.07 $81.31 0.93%  

Natural Gas $5.67 $5.69 -0.25%  

Crack Spread $22.93 $22.76 0.74%

12-mo strip crack $23.19 $23.13 0.29%

Ethanol rack $2.59 $2.58 0.62%

Gold $1,778.58 $1,795.87 -0.96%

Silver $23.19 $23.52 -1.40%

Copper contract $472.60 $463.15 2.04%

Corn contract $523.75 $516.75 1.35%

Wheat contract $734.00 $724.75 1.28%

Soybeans contract $1,216.25 $1,206.25 0.83%

Baltic Dry Freight 5,062            5,206            -144

Actual Expected Difference

Crude (mb) 6.1 1.1 5.0

Gasoline (mb) -2.0 1.3 -3.2

Distillates (mb) 0.0 -1.0 1.0

Refinery run rates (%) -2.90% 0.40% -3.30%

Natural gas (bcf) 81.0 95.0 -14.0

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 most of the country, but especially in the Pacific Northwest, the Upper Great Plains, 

and the Great Lakes regions.  Cooler-than-normal temperatures are expected only in Southern 

California.  The forecast calls for wet conditions along the entire West Coast, in Texas, and in 

Florida. Dry conditions are expected in the Upper Great Plains and Great Lakes regions. 



 

 

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

www.confluenceinvestment.com 

 8 

 

There is a tropical disturbance northeast of Turks and Caicos, but it is not expected to develop 

into a tropical storm within the next 48 hours.  We are now well past the normal peak of 

hurricane activity, which occurred on September 10. 



 

 

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

www.confluenceinvestment.com 

 9 

Data Section 
 

U.S. Equity Markets – (as of 10/14/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Healthcare
Industrials

Consumer Discretionary
Materials
S&P 500

Technology
Communication Services

Real Estate
Financials

Energy
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0.0% 1.0% 2.0% 3.0%

Consumer Discretionary

Consumer Staples

Real Estate

Energy

Utilities

Communication Services

Healthcare

Financials
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Industrials

Technology

Materials

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 10/14/2021 close) 

 

-20.0% 0.0% 20.0% 40.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets ($)

Emerging Markets (local currency)

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Large Cap

Growth

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 

 

October 14, 2021 
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P/E as of 10/13/2021 = 21.8x

 
 

Based on our methodology,1 the current P/E is 21.8x, up 0.1x from last week.  The rise in the 

multiple is mostly due to increasing 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. 


