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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 18, 2021—9:30 AM EDT] Global equity markets are generally lower this 

morning.  In Europe, the EuroStoxx 50 is down 0.7% from its prior close.  In Asia, the MSCI 

Asia Apex 50 closed down 0.2%.  Chinese markets were mixed, with the Shanghai Composite 

down 0.1% from its prior close and the Shenzhen Composite up 0.1%.  U.S. equity index futures 

are signaling a lower open.  With 41 companies having reported, the S&P 500 Q3 2021 earnings 

stand at $50.60, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% 

increase from Q3 2020 earnings.  Thus far this quarter, 82.9% 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 (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 and happy Monday!  Risk markets are lower this morning as Treasury yields rise.  

Our coverage begins with China news this morning, including comments on weak Q3 GDP.  

Economics and policy are next, where we look at the progress on the budget and the situation in 

the labor markets.  Crypto follows; a bitcoin ETF has been approved but with caveats.  We close 

with the international roundup and pandemic news.   

 

China news:  China’s GDP plummets, and a hypersonic missile surprises military analysts. 

• China’s Q3 GDP fell to 4.9% from last year (down from 7.9% in Q2) and up 1.6% on a 

Q/Q% annualized basis.  Power shortages and supply chain snarls adversely affected the 

data.  The longer-term outlook isn’t all that positive either.  Beijing’s decision to rein in 

residential real estate will tend to weaken China’s growth going forward.  It has been well 

known for some time that China has used investment, mostly with leverage, to maintain 

greater than 6% GDP growth.  A more realistic growth rate is probably closer to 3%.  At 
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that rate, China can likely slow its debt growth.  However, cutting growth to that level 

creates a bevy of new risks.  Commodity consumption is at risk, and it isn’t obvious 

whether General Secretary Xi has been able to substitute some other factor for CPC 

legitimacy.  In other words, the CPC has argued that it gains legitimacy by fast growth.  

Xi is trying to substitute nationalism or national pride (“Chinese Dream”), but it isn’t 

clear whether the people buy in.  So, there is much to watch in the coming months and 

years. 

• In August, China tested a nuclear-capable hypersonic missile that circled the globe before 

landing near its target.  Military analysts were caught by surprise by Beijing’s rapid 

development in this space.  Hypersonic missiles are mostly gliding vehicles that travel at 

five times the speed of sound.  Although slower than a ballistic missile, they don’t follow 

a fixed path and are thus harder to track.  Current anti-missile systems would not be of 

much use, and warning systems are less effective as well against these vehicles.  This test 

suggests China is a much more formidable nuclear adversary than analysts thought and 

will likely trigger a response in U.S. defense spending.   

• NATO leaders say they are focusing on the security threat from China.  This 

announcement is important because NATO has traditionally paid attention to Russia.  We 

find it interesting that NATO made this announcement as Chancellor Merkel is preparing 

to exit Germany’s leadership.  Germany has tended to push back against confronting 

China. 

• Brazilian ranchers are worried about the ongoing ban on beef exports to China.  A couple 

of cases of mad cow disease in September triggered the initial ban, but Brazil thought the 

restrictions would be lifted by now.   

Economics and policy:  The House is back as Congress tries to pare back the budget. 

• There has been rising speculation for weeks that the budget’s spending target would be 

cut.  The general expectation is that spending around $2.0 trillion would be a reasonable 

target.  Within that lower target, lawmakers are now working on spending priorities.  Sen. 

Manchin (D-WV) is a key swing voter and is starting to dictate terms.  He is officially 

opposing most of the environmental proposals in the budget, forcing negotiators to either 

give up on these goals or to use some other tool to achieve them.  Although progressives 

are pushing a discussion of the costs of not spending on various goals, ultimately, politics 

is about power, and, with a narrow majority, power is given to those with swing votes.   

• As the labor force fails to expand, labor is suddenly finding itself with power.  Last week, 

we noted a rising number of labor actions.  Hollywood has avoided a strike by reaching 

an agreement with producers.  It’s also worth noting that this isn’t just a U.S. problem; 

Europe is facing similar worker shortages.  We expect firms will use a variety of tactics 

to cope; higher wages and better working conditions, higher prices, and investment in 

new technology are all in the mix.  So far, profit margins have been high, but we worry 

they are almost certain to narrow in the coming quarters.   

o Supply shortages also affect workers.  Anyone who has bought a car recently can 

attest to nearly non-existent inventories and the lack of haggling with dealers.  

https://www.ft.com/content/ba0a3cde-719b-4040-93cb-a486e1f843fb?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/0202ed6e-62d1-44b6-a61c-8b1278fcf31b?utm_source=POLITICO.EU&utm_campaign=b2e7666bc0-EMAIL_CAMPAIGN_2021_10_18_05_05&utm_medium=email&utm_term=0_10959edeb5-b2e7666bc0-190334489
https://www.ft.com/content/67409a6f-5f7a-410c-90d6-a41d0888f5d2
https://www.politico.com/news/2021/10/17/democrats-agenda-last-chance-516160?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.axios.com/scoop-manchins-red-lines-f9f5f7f7-56d8-4bf6-8345-13abb75ef03f.html?utm_source=twitter&utm_medium=social&utm_campaign=editorial&utm_content=politics-childtaxcredit
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https://www.washingtonpost.com/business/2021/10/17/strikes-great-resignation/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3503641%2F616cf1749d2fda9d4115fe82%2F596b53f6ae7e8a44e7d597a3%2F17%2F77%2F616cf1749d2fda9d4115fe82
https://www.washingtonpost.com/business/2021/10/16/iatse-hollywood-agreement-strike/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wired.co.uk/article/great-resignation-quit-job?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.eu/article/good-news-labor-shortages-coronavirus-economic-recovery/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://finance.yahoo.com/news/the-great-resignation-is-ripping-through-the-restaurant-industry-162052446.html?.tsrc=FMB
https://finance.yahoo.com/news/the-great-resignation-is-ripping-through-the-restaurant-industry-162052446.html?.tsrc=FMB
https://www.ft.com/content/24583d1b-7c65-40ec-8516-711c54495163
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The lack of supply is changing the role of car sales personnel and will probably 

lead to fewer workers who are much better paid.   

• A WSJ article points out the problem of public sector pension fund managers.  They have 

high return hurdles in a world of very low-interest rates.  The situation has led managers 

to have no other choice than to take more risk in portfolios.  This outcome is, of course, 

of concern and raises the stakes over policy tightening.  The pension system may not be 

able to cope with a bout of Fed tightening.   

• The ECB may expand its buying of Eurobonds.   

• Facebook (FB, USD, 324.76) plans to expand its use of AI to manage its platform.  

Results so far have underwhelmed.  If AI doesn’t do the trick, the company may be 

forced to hire many more content moderators.   

• Oats used to be one of the quieter areas of the grain markets.  That might not be the case 

this year, as drought has reduced this year’s crop.  Oats aren’t just for breakfast porridge 

anymore; they’re also a “milk,” which has boosted demand. 

Crypto:  An ETF is coming, and stablecoins are in the news.   

• The SEC has approved a bitcoin ETF, but it won’t be a grantor trust but instead is based 

on U.S. futures.  We suspect regulators are uncomfortable with backing the product with 

bitcoin itself on concerns about supply and the use of the product for money laundering.  

There is a downside to using futures, two in fact.  First, the product will likely have a K-1 

for tax reporting, which usually discourages retail participation.  Second, bitcoin futures 

trade in contango, which means the deferred contracts trade at a premium to the spot.  

Futures ETF like this “roll” the contracts at expiration, so when they roll to the next 

contract month, they will pay a higher price than the one they liquidated, all else held 

equal.  In other words, there will be a negative “roll yield” that will tend to depress the 

price of the ETF relative to spot bitcoin.   

• The stablecoin Tether was hit with a $41 million fine for misrepresenting its reserves.   

International roundup:  Germany begins to form a government, and Lebanon spirals into civil 

war. 

• It’s official; the “stoplight”1 coalition of the SDP, FDP, and the Greens has started the 

process of forming a government.  If they can form a government, Olaf Scholz will be the 

next German chancellor.  Although this configuration is no surprise, it will be the first of 

its kind in Germany.  It remains to be seen how stable it will be.  The policy differences 

between the groups are vast (the FDP is a libertarian party, while the SPD and Greens are 

pro-government).   

• Lebanon is rapidly descending into chaos.  The political situation in the country has been 

tenuous for years, but recent crises, such as the port explosion, have revealed underlying 

divisions that may not be manageable.  The country was wracked by civil war in the 

1970s and seems to be on a path to repeating the process.  The most recent problem is 

 
1 Referring to the colors of the parties.   

https://www.wsj.com/articles/selling-cars-in-the-era-of-the-chip-shortage-online-chats-and-no-more-haggling-11634463001?st=5mougbs20y5ta91&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/an-ohio-pension-manager-risks-running-out-of-retirement-money-his-answer-take-more-risks-11634356831?st=f5cqwf6egopvogo&reflink=desktopwebshare_permalink
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https://www.wsj.com/articles/stablecoin-giant-tether-hit-with-41-million-fine-in-latest-crypto-crackdown-11634321524?st=a9bdb0lnelnky36&reflink=desktopwebshare_permalink
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that Hezbollah appears to be stifling the investigation into the port explosion, most likely 

because the evidence will reveal it was caused by its negligence.   

• The EU Parliament is pushing national European governments to take a harder line on 

Chinese imports from Xinjiang.   

• Criminal groups in Haiti kidnapped U.S. missionaries.   

• The U.S. arrested a Colombian businessman linked to corruption in Venezuela.  The 

Maduro government has pulled out of talks over the arrest.   

COVID-19:  The number of reported cases is 240,773,139, with 4,900,537 fatalities.  In the 

U.S., there are 44,934,688 confirmed cases with 724,632 deaths.  For illustration purposes, the 

FT has created an interactive chart that allows one to compare cases across nations using similar 

scaling metrics.  The FT has also issued an economic tracker that looks across countries with 

high-frequency data on various factors.  The CDC reports that 494,698,695 doses of the vaccine 

have been distributed, with 408,265,959 doses injected.  The number receiving at least one dose 

is 218,805,579, while the number receiving second doses, which would grant the highest level of 

immunity, is 189,141,481.  For the population older than 18, 68.4% of the population has been 

vaccinated.  The FT has a page on global vaccine distribution.   

• Colin Powell, the four-star general who was Chief of Staff during the First Gulf War and 

later Secretary of State during the George W. Bush administration, has died due to 

complications from COVID-19.  He was fully vaccinated.  Powell was 84.  His passing 

shows that even with vaccination, COVID-19 remains a threat to older people.   

• The U.S. will ease travel restrictions for fully vaccinated foreign nationals on November 

8.   

• The Kremlin is attempting to silence analysts who are challenging the government’s 

official statistics on the impact of the pandemic. 

 

U.S. Economic Releases  

 

There were no economic releases prior to the publication of this report. The table below lists the 

economic releases and/or Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:15 Industrial Production m/m Sep 0.4% 0.2% ***

9:15 Capacity Utilization m/m Sep 76.4% 76.5% ***

9:15 Manufacturing (SIC) Production m/m Sep 0.2% 0.1% **

10:00 NAHB Housing Market Index m/m Oct 76.0 75.0 **

16:00 Total Net TIC Flows m/m Aug $126.0b **
16:00 Net Long-term TIC Flows m/m Aug $2.0b **

EST Speaker or event

13:15 Randal Quarles Discusses Financial Stability Board U.S. Federal Reserve Vice Chairman for Supervision

14:30 Neel Kashkari Discusses Improving Financial Inclusion President of the Federal Reserve Bank of Minneapolis

Economic Releases

Fed Speakers or Events

District or position

 
 

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 

https://www.politico.eu/article/uyghur-china-europe-ban-imports-europe-trade-hot-potato-forced-labor/?utm_source=POLITICO.EU&utm_campaign=b2e7666bc0-EMAIL_CAMPAIGN_2021_10_18_05_05&utm_medium=email&utm_term=0_10959edeb5-b2e7666bc0-190334489
https://www.politico.eu/article/uyghur-china-europe-ban-imports-europe-trade-hot-potato-forced-labor/?utm_source=POLITICO.EU&utm_campaign=b2e7666bc0-EMAIL_CAMPAIGN_2021_10_18_05_05&utm_medium=email&utm_term=0_10959edeb5-b2e7666bc0-190334489
https://www.nytimes.com/live/2021/10/17/world/missionaries-kidnap-haiti?campaign_id=51&emc=edit_mbe_20211018&instance_id=43115&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=71939&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.nytimes.com/2021/10/16/world/americas/alex-saab-arrest-venezuela-maduro.html?smid=url-share
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.nytimes.com/2021/10/18/us/politics/colin-powell-dead.html?smid=url-share
https://www.nytimes.com/2021/10/18/us/politics/colin-powell-dead.html?smid=url-share
https://www.ft.com/content/bef0a253-fd7f-4d00-822c-9d12d4246cfa?emailId=616cf46c33f78d00043d003e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22


 

 

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

www.confluenceinvestment.com 

 5 

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

China GDP y/y 3Q 4.9% 7.9% 5.0% *** Equity bearish, bond bullish

Retail Sales y/y Sep 4.4% 2.5% 3.5% *** Equity bullish, bond bearish

Industrial Production y/y Sep 3.1% 5.3% 3.8% ** Equity bearish, bond bullish

Fixed Assets Ex Rural YTD y/y Sep 7.3% 8.9% 7.8% ** Equity bearish, bond bullish

Property Investment YTD y/y Sep 8.8% 10.9% 9.5% ** Equity bearish, bond bullish

Surveyed Jobless Rate y/y Sep 4.9% 5.1% 5.1% *** Equity bullish, bond bearish

Japan Tokyo Condominiums for Sale y/y Sep -6.7% 16.2% ** Equity and bond neutral

New Zealand Performance Services Index m/m Sep 46.9 35.6 ** Equity bullish, bond bearish

CPI q/q 3Q 2.2% 1.3% 1.5% *** Equity bearish, bond bullish

Non Resident Bond Holdings m/m Sep 4.9% 53.3% ** Equity and bond neutral

EUROPE

UK Rightmove House Prices m/m Oct 1.8% 0.3% ** Equity bullish, bond bearish

Switzerland Domestic Sight Deposits CHF w/w 15-Oct 640.2b 638.4b * Equity and bond neutral

Total Sight Deposits CHF w/w 15-Oct 714.3b 714.1b * 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) 12 12 0 Down

3-mo T-bill yield (bps) 3 5 -2 Neutral

TED spread (bps) 9 8 1 Neutral

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

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

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

EUR/USD 3-mo swap (bps) 24 23 1 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Down 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. 
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Price Prior Change Explanation

Brent $85.53 $84.86 0.79%

WTI $83.30 $82.28 1.24%  

Natural Gas $5.23 $5.41 -3.40%  

Crack Spread $22.74 $22.85 -0.48%

12-mo strip crack $23.06 $23.22 -0.70%

Ethanol rack $2.65 $2.63 0.71%

Gold $1,762.13 $1,767.62 -0.31%

Silver $23.27 $23.31 -0.19%

Copper contract $474.20 $472.95 0.26%

Corn contract $526.50 $525.75 0.14%

Wheat contract $736.50 $734.00 0.34%

Soybeans contract $1,216.00 $1,217.75 -0.14%

Baltic Dry Freight 4,854            5,062            -208

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

throughout most of the country, especially in the Upper Great Plains and the Great Lakes 

regions.  Cooler-than-normal temperatures are expected in the Pacific region.  The forecast calls 

for wet conditions along the entire West Coast, Rocky Mountain, and Mississippi Valley regions.  

Dry conditions are expected in the Southwest region.  There is no tropical cyclone activity 

expected for 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 

 7 

Data Section 
 

U.S. Equity Markets – (as of 10/15/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Healthcare
Industrials
Materials

Consumer Discretionary
Communication Services

S&P 500
Technology
Real Estate

Financials
Energy

YTD Total Return

-1.0% 0.0% 1.0% 2.0%

Utilities

Consumer Staples

Communication Services

Real Estate

Materials

Energy

Healthcare

S&P 500

Technology

Industrials

Financials

Consumer Discretionary

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 10/15/2021 close) 
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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,2 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. 

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


