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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 19, 2021—9:30 AM EDT] Global equity markets are higher this morning.  In 

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

closed up 1.5%.  Chinese markets were higher, with the Shanghai Composite up 0.7% from its 

prior close and the Shenzhen Composite up 0.9%.  U.S. equity index futures are signaling a 

higher open.  With 43 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, 83.7% of the companies have reported earnings 

above forecast, while 14.0% 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 (10/18/2021): “Revisiting Thucydides” 

• 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” 

 

In today’s Comment, we open with several global issues, ranging from magnesium supply 

shortages that could further crimp automobile output to a new pilot project on central bank 

digital currencies in France.  We next review the latest real estate developer default in China 

before turning to a range of other international news that could affect the financial markets today.  

We wrap up with a couple of U.S. developments and the latest on the coronavirus pandemic. 

 

Global Supply Shortages:  Just when you thought the global supply chain issues couldn’t get 

any worse, new reporting suggests Chinese production curbs have started to show shortages of 

magnesium.  Since magnesium is needed to produce aluminum alloys like those used in 

automotive products, any shortage of this metal could worsen the global shortage of new 

automobiles. 

 

 

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_18_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_oct_15_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_15_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.ft.com/content/1611e936-08a5-4654-987e-664f50133a4b
https://www.ft.com/content/1611e936-08a5-4654-987e-664f50133a4b
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Global Digital Currencies:  France has used digital assets and blockchain technology in a series 

of bond transactions, marking one of the most significant trials to date of cryptocurrencies in a 

leading established market.  In the pilot project, a consortium of France’s biggest financial 

market participants used a digital currency issued by Banque de France as part of the 10-month 

experiment in the country’s debt market.  The experiment underlines how seriously some major 

central banks are looking at the possibility of issuing and utilizing their own digital currencies, 

potentially outlawing private digital currencies at the same time. 

 

Chinese Debt Crisis:  Yet another Chinese real estate developer has defaulted on its debt.  This 

time, Sinic Holdings (2103.HK, HKD, 0.50) missed repaying $246 million in bonds that matured 

Monday.  That adds to a growing list of heavily indebted developers who have defaulted 

recently. 

• Major developer Evergrande (EGRNY, USD, 9.41) reportedly made a scheduled interest 

payment today of a domestic bond issue, reflecting the government’s prioritization to 

protect homebuyers and domestic investors first. 

• However, Evergrande this weekend faces the end of its grace period to pay millions of 

dollars of interest on its international dollar bonds, and that payment remains highly in 

doubt. 

• Markets have now largely priced in the financial problems with Chinese developers, and 

there is little apparent market impact from today’s Sinic default.  However, markets could 

still react negatively if the wave of defaults worsens or there is any indication of 

contagion affecting other parts of the economy.  

 

NATO - China:  In an interview with the Financial Times, NATO Secretary General 

Stoltenberg said the alliance’s new military doctrine for the coming decade would address how it 

will defend against China’s cyberwarfare capabilities, new technologies, and long-range 

missiles.  At one level, the statement reflects how the Biden administration has been working to 

build coalitions to counter China’s growing geopolitical aggressiveness.  At another level, 

however, the statement probably reflects European concerns that the U.S. will focus less on them 

unless they pony up to help with U.S. efforts against China. 

 

NATO - Russia:  In response to NATO’s expulsion of eight members of Russia’s mission to the 

alliance earlier this month, the Russian government said it would suspend the mission entirely as 

of November 1 and close the NATO military mission in Moscow the same day as well.  

According to Russian Foreign Minister Lavrov, Russia will now deal with NATO through its 

ambassador in Brussels. 

 

European Union – Rule of Law:  In a speech today, EU Commission President Ursula von der 

Leyen vowed to punish Poland for its continued challenges to the supremacy of EU law over 

member countries.  In particular, von der Leyen said the EU could try to bring Poland in line 

using legal processes, a formal sanction that could withhold tens of billions of euros in EU funds, 

or a political process that could strip the country of bloc membership rights. 

• Some EU officials prefer a less confrontational approach to Poland and other Eastern 

European governments that have taken action when at odds with the bloc’s laws and 

cultural values. 

https://www.ft.com/content/23c2572a-29a2-4ef4-aa8a-27f8ad30ba09
https://www.ft.com/content/23c2572a-29a2-4ef4-aa8a-27f8ad30ba09
https://www.ft.com/content/1e79c466-c813-41de-a0b3-cbd27a983aaa
https://www.ft.com/content/1e79c466-c813-41de-a0b3-cbd27a983aaa
https://www.ft.com/content/0202ed6e-62d1-44b6-a61c-8b1278fcf31b
https://www.ft.com/content/0202ed6e-62d1-44b6-a61c-8b1278fcf31b
https://www.ft.com/content/0202ed6e-62d1-44b6-a61c-8b1278fcf31b
https://www.rferl.org/a/russia-suspends-nato-mission/31516633.html
https://www.rferl.org/a/russia-suspends-nato-mission/31516633.html
https://www.ft.com/content/fb7c2484-8923-446c-8328-51ca76175412
https://www.ft.com/content/fb7c2484-8923-446c-8328-51ca76175412
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• However, von der Leyen is coming under increased pressure from EU parliament 

members and other officials who worry about the potential for the disintegration of the 

EU if member countries don’t follow EU law or adhere to common bloc principles. 

 

European Union – Economic Policy:  EU Competition Commissioner Vestager said the bloc 

may extend its pandemic-related relaxation of rules on state aid to industry “one last time,” but 

arrangements for certain industries would remain even after the special exemptions are phased 

out. 

• The relaxed rules, which made it easier for European governments to offer financial 

assistance to their companies in the midst of the coronavirus crisis, are currently due to 

expire at the end of the year. 

• If the relaxation is extended or made permanent for some industries, it would mark 

significant backtracking from some of the EU’s stringent rules on competition and state-

funded assistance to business. 

 

Italy:  In another sign of at least partial recovery for Europe’s traditional centrist parties, the 

center-left Democratic Party won municipal elections and has taken control of both Rome and 

Turin.  In each city, the Democrats beat populist right-wing parties and the struggling Five Star 

Movement. 

 

U.S. Technology Industry:  Congressional efforts to reign in the U.S. technology sector have 

started to gel, with new legislation now introduced to clamp down on anticompetitive practices 

and control online content.  As we’ve warned many times before, the tech industry worldwide is 

facing increasing regulatory threats that could have a negative impact on its operations and stock 

returns. 

 

California Drought:  The California Department of Water Resources said the year ended on 

September 30 was the driest since 1924, measured in terms of precipitation and runoff.  Dry 

weather, warmer temperatures, reduced snowmelt, and population growth have all contributed to 

drought conditions, which have put added strains on water resources.  Potential economic 

consequences range from mandatory water rationing that reduces agricultural production to 

decreased reservoir levels that could impede hydroelectric production. 

 

COVID-19:  Official data show confirmed cases have risen to 241,261,660 worldwide, with 

4,908,382 deaths.  In the United States, confirmed cases rose to 45,051,922, with 726,267 deaths.  

Vaccine doses delivered in the U.S. now total 494,655,075, while the number of people who 

have received at least their first shot totals 218,973,123.  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, 66.0% of the U.S. population has now received at least 

one dose of a vaccine, and 57.0% of the population is fully vaccinated. 

https://www.ft.com/content/167dbabd-7661-4ea9-a3b3-fdc9830eacaa
https://www.ft.com/content/167dbabd-7661-4ea9-a3b3-fdc9830eacaa
https://www.ft.com/content/6400ad46-c17d-4698-8adf-1dfd6689f464
https://www.ft.com/content/6400ad46-c17d-4698-8adf-1dfd6689f464
https://www.wsj.com/articles/u-s-lawmakers-step-up-pressure-to-adopt-tougher-tech-laws-11634635802
https://www.wsj.com/articles/u-s-lawmakers-step-up-pressure-to-adopt-tougher-tech-laws-11634635802
https://www.wsj.com/articles/california-has-driest-year-since-1924-11634577173
https://www.nytimes.com/live/2021/10/19/world/covid-vaccine-boosters
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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• Following on its decisions to authorize booster shots in some cases, the FDA is 

reportedly preparing to allow people to receive booster shots that are different from their 

first vaccine doses. 

• Washington State University yesterday fired football coach Nick Rolovich for failing to 

comply with their state’s vaccination mandate, making him the first major college 

football coach to face professional and financial consequences for his refusal to get the 

shot.  The university also fired four assistant coaches for not getting vaccinated. 

• Singapore has eased one of the world’s most stringent pandemic regimes, launching 

quarantine-free travel arrangements with ten countries after nearly 21 months of closed 

borders.  Vaccinated people now will be able to travel freely to eight countries, including 

the U.K., the US, France, Italy, the Netherlands, and Canada. 

 

Economic and Financial Market Impacts 

• The UN Conference on Trade and Development said international corporate investment 

in the first six months of 2021 totaled some $852 billion, more than doubling from the 

$373 billion recorded in the first half of 2020.  However, the rebound from the early days 

of the pandemic was wildly uneven. 

o According to the report, international investment in the developed countries more 

than doubled, reflecting their economic stimulus measures and relatively good 

prospects, while investment in the poorest countries contracted. 

o Most of the growth in investment also reflected mergers and acquisitions, while 

investment in new industrial production facilities weakened, despite the recent 

dearth of supply and high prices. 

 

U.S. Economic Releases  

 

Supply and labor shortages led to an unexpected slowdown in residential construction in 

September.  Housing starts expanded at an annualized rate of 1,555K from the prior month 

compared to expectations of 1,615K.  The previous report was revised from 1,615K to 1,580K.  

Meanwhile, building permits expanded at an annualized pace of 1,589K from the prior month 

compared to expectations of 1,680K.  The previous report was revised from 1,680K to 1,721K. 

 

https://www.wsj.com/articles/fda-nearing-approval-for-mixing-and-matching-covid-19-booster-shots-11634599855
https://www.wsj.com/articles/washington-state-nick-rolovich-covid-vaccine-11634608043?mod=hp_featst_pos5
https://www.wsj.com/articles/washington-state-nick-rolovich-covid-vaccine-11634608043?mod=hp_featst_pos5
https://www.ft.com/content/70cb075e-41e8-4edc-85a5-a14b70c8fb45
https://www.wsj.com/articles/foreign-investment-rebounds-but-strained-factories-miss-out-11634570372?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/foreign-investment-rebounds-but-strained-factories-miss-out-11634570372?mod=lead_feature_below_a_pos1
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The chart above shows the level of housing starts for multi-family and single-family homes.  

Single-family home starts expanded at an annualized pace of 1,080K from the prior month, while 

multi-family home starts expanded at an annualized pace of 475K. 

 

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

EDT Indicator Expected Prior Rating

Monthly Budget Statement m/m Sep -$59.0b -$124.6b **

EST Speaker or event

11:00 Mary Daly Makes Introductory Remarks at Regional Bank Forum President of the Federal Reserve Bank of San Francisco

12:15 Thomas Barkin Speaks to South Carolina Chamber of Commerce President of the Federal Reserve Bank of Philadelphia

14:50 Raphael Bostic Interviewed About Long-Term Unemployment President of the Federal Reserve Bank of Atlanta

15:00 Christopher Waller Discusses the Economic Outlook Federal Reserve Board

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia ANZ Roy Morgan Consumer Confidence w/w 17-Oct 107.0 105.6 *** Equity and bond neutral

EUROPE

Eurozone Construction Output m/m Aug -1.3% 0.1% ** Equity bearish, bond bullish

Switzerland Exports Real m/m Sep 0.4% -0.4% ** Equity and bond neutral

Imports Real m/m Sep -0.8% 0.2% * Equity bearish, bond bullish

Swiss Watch Exports y/y Sep 16.6% 11.5% * Equity bullish, bond bearish

AMERICAS

Brazil FGV CPI IPC-S w/w 15-Oct 1.3% 1.4% 1.3% *** Equity and bond neutral

Trade Balance Weekly w/w 17-Oct $250m $1103m ** Equity and bond neutral

FIPE CPI - Weekly w/w 15-Oct 1.08% 1.09% 1.06% ** Equity bullish, bond bearish

Canada Bloomberg Nanos Confidence w/w 15-Oct 59.1 59.8 *** Equity and bond neutral

Housing Starts m/m Sep 251.2k 260.2k 256.5k *** Equity and bond neutral

Int'l Securities Transactions m/m Aug 26.30b 14.19b * Equity and bond neutral

BoC Business Outlook Future Sales q/q 3Q 9.0 47.0 ** Equity and bond neutral

BoC Overall Business Outlook Survey q/q 3Q 4.7 4.2 ** 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) 4 5 -1 Neutral

TED spread (bps) 8 7 1 Neutral

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

10-yr T-note (%) 1.59 1.60 -0.01 Down

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

EUR/USD 3-mo swap (bps) 22 23 -1 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Neutral

pound Up Neutral

franc Up 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 $85.03 $84.33 0.83%

WTI $83.48 $82.44 1.26%  

Natural Gas $5.01 $4.99 0.42%  

Crack Spread $22.13 $22.62 -2.16%

12-mo strip crack $22.71 $22.95 -1.04%

Ethanol rack $2.68 $2.67 0.50%

Gold $1,778.04 $1,764.86 0.75%

Silver $23.71 $23.19 2.23%

Copper contract $478.20 $472.55 1.20%

Corn contract $533.50 $532.75 0.14%

Wheat contract $743.00 $736.25 0.92%

Soybeans contract $1,227.75 $1,221.50 0.51%

Baltic Dry Freight 4,732            4,854            -122

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -0.7

Distillates (mb) -1.3

Refinery run rates (%) -0.20%

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, 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. 
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Data Section 
 

U.S. Equity Markets – (as of 10/18/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Utilities
Consumer Staples

Healthcare
Industrials
Materials

Consumer Discretionary
Communication Services

S&P 500
Technology
Real Estate

Financials
Energy

YTD Total Return

-2.0% -1.0% 0.0% 1.0% 2.0%

Utilities

Healthcare

Consumer Staples

Materials

Financials

Industrials

Energy

Real Estate

S&P 500

Communication Services

Technology

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 10/18/2021 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

Mid Cap

Large Cap

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 

 

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. 


