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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 20, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is relatively unchanged from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed up 1.0%.  Chinese markets were lower, with the Shanghai Composite down 

0.2% from its prior close and the Shenzhen Composite down 0.1%.  U.S. equity index futures are 

signaling a flat open.  With 57 companies having reported, the S&P 500 Q3 2021 earnings stand 

at $50.80, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% increase 

from Q3 2020 earnings.  Thus far this quarter, 82.5% of the companies have reported earnings 

above forecast, while 12.3% 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” 

 

Good morning.  Comments will be brief today due to a mix-up on coverage (blame Bill—senior 

moment!).  Risk markets are mostly marking time this morning. 

 

China and property taxes:  As we have been reporting at length recently, the real estate sector 

has been under pressure due to regulatory changes designed to limit leverage.  However, to date, 

Beijing has avoided the most aggressive action to curb real estate, which would be the 

implementation of a property tax.  Apparently, President Xi is considering taking this step.  He is 

facing stiff resistance from within the CPC.  A property tax would almost immediately lead to a 

decline in property prices which would directly affect household debt.  To some extent, this is 

the clearest test of just how serious China is regarding dealing with its overvalued and 

overleveraged property sector.  Although it looks like the government is backing down, for now, 

this idea is worth watching.  It isn’t out of the ordinary for a government to run “trial balloons” 

to see reactions to policy.  There is one positive factor to a property tax; it could fund local 
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governments that would become less dependent on property sales and thus less interested in 

rising property prices. 

 

Bitcoin trading:  The bitcoin ETF started trading yesterday.  ProShares launched its product 

(BITO, USD, 42.14), and we expect others to follow.  The U.S. products are based on futures 

contracts, and with the calendar structure in contango, the ETF will face a negative roll yield, 

which will adversely affect performance.    

 

Fiscal packages:  It appears serious negotiations are occurring, and a scaled-back budget with 

means testing of programs looks like where the legislation is heading.  The president is talking 

about $2.0 trillion, which is probably about right.   

 

Monetary Policy:  Bundesbank head Weidmann has resigned.  Although he has cited personal 

reasons, he may have concluded that the new coalition is going to force the German central bank 

to accept easier monetary policy, and rather than fighting, he decided to leave.  Fed Governor 

Waller has indicated the Fed may need to accelerate rate hikes in the face of persistent inflation.   

 

COVID-19:  The number of reported cases is 241,718,224, with 4,916,060 fatalities.  In the 

U.S., there are 45,140,220 confirmed cases with 728,313 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 495,844,635 doses of the vaccine 

have been distributed with 409,438,987 doses injected.  The number receiving at least one dose 

is 219,161,368, while the number receiving second doses, which would grant the highest level of 

immunity, is 189,487,793.  For the population older than 18, 68.6% of the population has been 

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

 

U.S. Economic Releases  

 

Mortgage applications fell in the week ending October 15, according to the Mortgage Brokers 

Association survey.  The MBA mortgage applications index fell 6.3% from the prior week.  The 

index for refinancing fell 7.0% from the prior week, while the index for home purchases dropped 

5.0%.  The average 30-year fixed-rate mortgage rose 5 bps from 3.18% to 3.23%. 

 

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

12:00 Raphael Bostic Speaks on Racism and the Economy President of the Federal Reserve Bank of Atlanta

12:00 Charles Evans Speaks on Racism and the Economy

12:00 James Bullard Speaks on Racism and the Economy President of the Federal Reserve Bank of St. Louis

13:00 Randal Quarles Discusses the Economic Outlook U.S. Federal Reserve Vice Chairman for Supervision

14:00 Federal Reserve Releases Beige Book

District or position

Federal Reserve Board

Economic Releases

Fed Speakers or Events

President of the Federal Reserve Bank of Chicago

 
 

 

https://www.wsj.com/articles/first-bitcoin-futures-etf-rises-in-trading-debut-11634656217?mod=djem10point
https://www.wsj.com/articles/biden-hosts-democrats-to-try-to-narrow-differences-on-climate-benefits-11634655724?st=rgea5j0f75i2aef&reflink=desktopwebshare_permalink
https://www.cnbc.com/2021/10/20/ecb-hawk-jens-weidmann-says-he-wants-to-quit.html
https://www.wsj.com/articles/waller-if-inflation-doesnt-cool-by-year-end-fed-could-bring-rate-increases-forward-11634671400?st=kdbwohh4eqkd8kl&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/waller-if-inflation-doesnt-cool-by-year-end-fed-could-bring-rate-increases-forward-11634671400?st=kdbwohh4eqkd8kl&reflink=desktopwebshare_permalink
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


 

 

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

www.confluenceinvestment.com 

 3 

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

China New Home Prices MoM m/m Sep -0.08% 0.16% ** Equity and bond neutral

FDI YTD CNY y/y Sep 19.6% 22.3% * Equity and bond neutral

Australia Westpac Leading Index m/m Sep -0.02% -0.27% ** Equity and bond neutral

Japan Trade Balance m/m Sep -¥624.8b -¥635.4b -¥530.4b ** Equity bearish, bond bullish

EUROPE

Eurozone ECB Current Account SA m/m Aug 13.4b 21.6b ** Equity bearish, bond bullish

CPI y/y Sep 3.4% 3.0% 3.4% *** Equity and bond neutral

CPI Core y/y Sep 1.9% 1.9% 1.9% *** Equity and bond neutral

Germany PPI m/m Sep 2.3% 1.5% 1.1% ** Equity bearish, bond bullish

Italy Current Account Balance m/m Aug 5031m 7947m ** Equity and bond neutral

UK CPI y/y Sep 3.1% 3.2% 3.2% *** Equity and bond neutral

CPI Core y/y Sep 2.9% 3.1% 3.0% *** Equity and bond neutral

RPI y/y Sep 4.9% 4.8% 4.7% * Equity and bond neutral

RPI Ex Mort Int.Payments y/y Sep 5.0% 4.9% 4.8% * Equity and bond neutral

PPI Output NSA y/y Sep 6.7% 5.9% 6.8% * Equity and bond neutral

PPI Input NSA y/y Sep 11.4% 11.0% 11.8% * Equity and bond neutral

House Price Index y/y Aug 10.6% 8.0% ** Equity bullish, bond bearish

AMERICAS

Mexico International Reserves Weekly w/w 15-Oct $198522m $198482m * 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) 13 12 1 Down

3-mo T-bill yield (bps) 4 5 -1 Neutral

TED spread (bps) 10 8 2 Neutral

U.S. Libor/OIS spread (bps) 8 7 1 Down

10-yr T-note (%) 1.64 1.64 0.00 Down

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

EUR/USD 3-mo swap (bps) 21 22 -1 Down

Currencies Direction

dollar Up Neutral

euro Flat Up

yen Down Neutral

pound Down Neutral

franc Flat Neutral

Central Bank Action Current Prior Expected

PBOC 1-Year Loan Prime Rate 3.850% 3.850% 3.850% On forecast

PBOC 5-Year Loan Prime Rate 4.650% 4.650% 4.650% On forecast

RBA FX Transactions Government -A$962m On forecast

RBA FX Transactions Market A$914m On forecast

RBA FX Transactions Other A$11994m 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. 
 

Price Prior Change Explanation

Brent $84.24 $85.08 -0.99%

WTI $82.28 $82.96 -0.82%  

Natural Gas $5.03 $5.09 -1.22%  

Crack Spread $21.70 $22.40 -3.13%

12-mo strip crack $22.62 $23.13 -2.20%

Ethanol rack $2.74 $2.71 1.03%

Gold $1,779.33 $1,769.29 0.57%

Silver $23.91 $23.67 1.04%

Copper contract $464.25 $470.30 -1.29%

Corn contract $533.00 $530.25 0.52%

Wheat contract $740.75 $736.00 0.65%

Soybeans contract $1,237.50 $1,228.00 0.77%

Baltic Dry Freight 4,714            4,732            -18

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -0.7

Distillates (mb) -1.3

Refinery run rates (%) -0.20%

Natural gas (bcf) 91.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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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 and New England regions.  

The forecast calls for wet conditions for most of the country. Meanwhile, dry conditions are 

expected in the Southwest and New England regions.  There is no tropical cyclone activity 

expected for the next 48 hours.  We are now approaching the end of hurricane season, which 

concludes on November 30.  
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Data Section 
 

U.S. Equity Markets – (as of 10/19/2021 close) 
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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 10/19/2021 close) 

 

-20.0% 0.0% 20.0% 40.0%
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Emerging Markets ($)
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Value
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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. 


