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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 21, 2021—9:30 AM EDT] Global equity markets are generally lower this 

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

Asia Apex 50 closed down 0.6%.  Chinese markets were mixed, with the Shanghai Composite up 

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

signaling a lower open.  With 69 companies having reported, the S&P 500 Q3 2021 earnings 

stand at $51.00, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% 

increase from Q3 2020 earnings.  Thus far this quarter, 84.1% of the companies have reported 

earnings above forecast, while 11.6% 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 (10/18/2021): “Revisiting Thucydides” 

• Weekly Energy Update (10/21/2021): Oil prices move higher as there was a surprise 

inventory decline.   

• 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.  Risk markets are a bit weaker this morning but are mostly marking time after a 

strong week thus far.  Our coverage starts with the Beige Book and moves on to confirm that Q3 

was a soft quarter.  Economics and policy come next with a focus on the budget process.  Bitcoin 

is making new highs.  We discuss that and other items in the crypto section.  China news 

follows; the heavy hand of government presses harder, and the real estate sector remains shaky.  

We then look at international news as the EU meetings begin, and we close with a pandemic 

update. 

 

On a lighter note:  Yesterday, there was a Bloomberg interview where a young child 

photobombed the video.  We have the link—check it out! It’s a hoot.   

 

Beige Book:  Yesterday, the Fed released its Beige Book, a survey of the economy performed by 

the regional district banks.  The report offers information about the U.S. economy on a regional 
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basis.  The report confirms what the next section is signaling—for a variety of reasons, the 

economy has slowed recently.  Supply problems are plaguing the economy, and until these kinks 

are resolved, the economy will continue to struggle.   

• There are a couple of notes on the supply chain issues.  First, there is growing evidence 

of double ordering; this activity is to be expected.  First, during the 1970s, it was 

common practice to overorder, hoping that at least some of what you ordered would 

arrive.  Just-in-time inventory methods are rapidly turning into just-in-case, which will 

tend to lift prices further.  Second, persistent problems with orders are undermining the 

case for globalization.  If globalization unwinds, it will result in higher prices.   

• On the topic of the Fed, yesterday we noted that Fed Governor Waller suggested rate 

hikes might become necessary sooner than currently expected.  Governor Quarles joined 

him in that sentiment.   

Q3 is looking weak:  The Atlanta FRB’s GDPNow nowcasting model is projecting Q3 GDP 

growth of 0.5%.  Weak industrial production and soft housing starts were the latest data to lead 

to a lower forecast. 

 

 
 

This summer, when the bank began forecasting for Q3, it was projecting 6.1% growth, with 

inventories adding 3.7% points and consumption 1.5%.  Consumption is now expected to add a 

small 31 bps to GDP.  What is surprising to us is that when consumption falls, net exports 

usually become a smaller drag on growth.  That isn’t the case in this model.  Inventories will 

have a smaller contribution as well.  Overall, the expectation is that Q3 will be an anomaly 

caused by supply chain problems.  That idea is likely correct, but nearly flat GDP in Q3 is 

disappointing; the worry is that supply chain issues won’t get resolved until well into next year.   

https://www.wsj.com/articles/u-s-growth-slowed-in-recent-months-fed-beige-book-says-11634754868?st=zy18k4zqaoqnjw4&reflink=desktopwebshare_permalink
https://www.cnbc.com/2021/10/20/retailers-manufacturers-over-ordering-amid-supply-chain-crisis.html?utm_source=Eurasia+Group+Signal&utm_campaign=83d35c9484-EMAIL_CAMPAIGN_2021_10_21_11_02&utm_medium=email&utm_term=0_e605619869-83d35c9484-134308033
https://www.cnbc.com/2021/10/20/retailers-manufacturers-over-ordering-amid-supply-chain-crisis.html?utm_source=Eurasia+Group+Signal&utm_campaign=83d35c9484-EMAIL_CAMPAIGN_2021_10_21_11_02&utm_medium=email&utm_term=0_e605619869-83d35c9484-134308033
https://www.wsj.com/articles/supply-chain-crisis-fuels-latest-retreat-from-globalization-11634741616?st=3io6thzelyla829&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/supply-chain-crisis-fuels-latest-retreat-from-globalization-11634741616?st=3io6thzelyla829&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fed-official-signals-risks-from-higher-than-expected-inflation-11634749285?st=xr7f1ce56ue5762&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fed-official-signals-risks-from-higher-than-expected-inflation-11634749285?st=xr7f1ce56ue5762&reflink=desktopwebshare_permalink
https://www.atlantafed.org/-/media/documents/cqer/researchcq/gdpnow/RealGDPTrackingSlides.pdf
https://www.wsj.com/articles/supply-chain-bottlenecks-elevated-inflation-to-last-well-into-next-year-survey-finds-11634479202?st=eqb6vczywro20bw&reflink=desktopwebshare_permalink
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• A caveat to the above—high-frequency data is hinting that the worst may be over and 

that hiring is picking up.  This data is noisy, but if current trends continue, Q3 may just 

be a hiccup.   

• One factor that may be reducing available workers has been the continued expansion of 

business startups.  We know that much of the pandemic relief was saved.  Former 

workers may have decided to use those funds to start their own businesses, thus depriving 

current businesses workers.  Surveys suggest that many of these startups are in the leisure 

and hospitality area, which has struggled to find workers.   

Economics and policy:  Talks on the budget continue. 

• The budget saga continues, and since the fiscal budget is inherently a political process, 

politics matters.  The recent uproar includes reports that Sen. Manchin (D-WV) is 

considering leaving the Democratic Party and becoming an independent.  The senator has 

denied the story.  We suspect this report reflects a couple of possibilities.  First, Manchin 

is using the threat of going independent as a way to boost his bargaining leverage.  With 

an equally split Senate, even if Manchin caucused with the Democrats, the GOP 

leadership would try to at least split the committee chairs.  So, Manchin does have some 

power here.  Second, Manchin may simply have been expressing frustration at the 

process.   

o There has been a tendency to link Manchin with Arizona Senator Sinema, but 

they have differences on various issues, which are complicating negotiations.  The 

latter has pushed back against the majority of the budget’s funding by opposing 

tax hikes that would mostly reverse the Trump tax cuts.  Manchin has been more 

open to higher taxes on higher-income households.   

o Budget negotiators are considering alternatives to rolling back the Trump tax cuts 

due to Sinema’s opposition.  Ideas like taxing stock buybacks and a form of the 

wealth tax are being floated.   

o At the same time, establishment Democrats want to return the SALT deductions, 

and this group won’t approve a budget without ending the restrictions on state and 

local government tax write-offs.  However, restricting these deductions has 

increased tax revenue, and the optics are awful, given that most of the benefit 

goes to the wealthiest taxpayers.   

o President Biden is increasing his intervention to push through his budget.  

Although his participation may be helpful, in reality, the problem is that with such 

narrow majorities, it is nearly impossible to make everyone in the party happy.  

So, the odds of something getting done are falling.   

• A San Francisco FRB study suggests that the fiscal support package may be creating 

conditions that foster a normal Phillips Curve relationship.  In other words, the job 

vacancies to unemployment ratio has become sensitive to inflation for the first time since 

the early 1980s. 

• Amazon (AMZN, USD, 3415.06) is facing a unionization drive at its Staten Island 

facility.  Amazon has, so far, fended off such movements, but New York is a more fertile 

ground for such actions.  If the vote is successful, it will be worth watching to see if the 

https://morningconsult.com/2021/10/07/job-searches-increase-in-september/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://eig.org/news/the-startup-surge-business-formation-in-2021-on-pace-to-break-record?mod=djemRTE_h
https://www.yelpeconomicaverage.com/yea-q3-2021.html?mod=djemRTE_h
https://www.motherjones.com/politics/2021/10/senator-joe-manchin-democratic-party-exit-plan-biden-infrastructure-deal-exclusive/
https://twitter.com/burgessev/status/1450888653417422849?s=20
https://twitter.com/burgessev/status/1450888653417422849?s=20
https://www.politico.com/news/2021/10/20/sinema-democrat-tax-plan-corporations-516364?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/democrats-cut-programs-durations-to-lower-cost-of-social-policy-and-climate-plan-11634747582?st=e7slna1z7dns199&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/democrats-cut-programs-durations-to-lower-cost-of-social-policy-and-climate-plan-11634747582?st=e7slna1z7dns199&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/us-policy/2021/10/20/white-house-tax-plan/
https://www.washingtonpost.com/us-policy/2021/10/20/white-house-tax-plan/
https://www.politico.com/news/2021/10/20/democrats-work-save-salt-516395?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/10/20/joe-biden-scranton-pennsylvania-park-avenue-516409?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.washingtonpost.com/politics/biden-agenda-democrats-spending/2021/10/20/cf88f12c-31b5-11ec-9241-aad8e48f01ff_story.html?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%2F350ba91%2F6170e5f99d2fda9d411b87cc%2F596b53f6ae7e8a44e7d597a3%2F41%2F69%2F6170e5f99d2fda9d411b87cc
https://www.washingtonpost.com/us-policy/2021/10/20/biden-democrats-economic-agenda/
https://www.frbsf.org/economic-research/publications/economic-letter/2021/october/is-american-rescue-plan-taking-us-back-to-1960s/
https://www.wsj.com/articles/amazon-employee-group-seeks-worker-vote-on-unionization-11634806801?st=lx5844dq4lfhlym&reflink=desktopwebshare_permalink
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efforts spread.  On a different note, the company is becoming a very large player in parcel 

delivery.   

• The Commerce Department is formulating rules that would limit the sale of hacking tools 

to foreigners (read: Russia and China).   

• Sen Warren (D-MA) wants to give powers to bankruptcy creditors to go after private 

equity.  Often, in a merger, private equity will burden a target with debt to extract value 

from the company.  The company sometimes can’t service the debt and goes bankrupt.  

Warren’s bill would allow creditors to go after the private equity firms to claw back the 

equity withdrawal. 

Crypto:  The bitcoin ETF spurs buying.   

• Bitcoin has hit a new high, moving past $66,000 on buying momentum from the newly 

issued ETF (BITO, USD, 43.28).  The ETF is now over a billion in market cap.  As we 

have noted in the past, crypto is becoming the debasement asset of choice, steadily 

unseating gold.   

• Crypto miners are facing increasing scrutiny over their electricity consumption and 

resulting carbon emissions.   

• Crypto is regularly used for nefarious purposes.  Ransomware payments and money 

laundering are common uses of bitcoin.  It is also used to circumvent capital controls, 

allowing citizens to protect their purchasing power in countries facing hyperinflation.  

The Treasury Department is also starting to realize that crypto could be used to 

undermine U.S. sanctions.  The department is reviewing the sanctions policy in light of 

this development.   

China news:  Beijing continues to weigh on society, and real estate problems widen. 

• Since General Secretary Xi began his rule of China in 2012, we have watched his steady 

accumulation of power.  It hasn’t always been obvious what he would do with all that 

influence.  At times, it looked as if it was simply for its own sake.  Recently, though, it 

looks like Xi has changed his mind.  He is almost certainly going to get a third term, 

something unprecedented in the Deng Era.  The recent move to bring debt under control 

signals another element of control.  In an interesting development, Xi now is moving to 

take control of China’s historical narrative.  In 1945, Mao issued a resolution on the 

history of the party and China.  Deng did something similar in 1981.  Both resolutions 

were designed to consolidate authority and quash dissent.  Although these actions, in part, 

are likely to prepare the ground for a third term, some of this is also to bolster his position 

as he tackles China’s debt problems.   

o We note that as part of the narrative control, Beijing has excluded Caixin from its 

approved internet news list.  The publication is one of the more trusted reporters 

on business in China, but it is sometimes critical of the government.   

• Speaking of debt, real estate firms beyond Evergrande (EGRNF, USD, 0.36) are missing 

debt payments, often a precursor to default.  Sinic Holdings (2103, HKD, 0.50) has 

reportedly defaulted on offshore bonds.  And sadly, it doesn’t appear that conditions will 

improve anytime soon as the housing market in China remains weak.  We note that new 

https://www.axios.com/amazon-shipping-bigger-than-fedex-3dc5d80d-e16a-4531-9f45-1898a6261a78.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/amazon-shipping-bigger-than-fedex-3dc5d80d-e16a-4531-9f45-1898a6261a78.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/new-u-s-rule-would-limit-sales-of-hacking-tools-to-russia-and-china-11634759525?st=ruuncwvsh9vluzz&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/elizabeth-warren-floats-expanded-powers-for-bankruptcy-creditors-against-private-equity-11634750237?st=g59p27uzoyrgfbf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/bitcoin-price-surges-to-record-high-11634743244?st=ia0ukohmyjljzyq&reflink=desktopwebshare_permalink
https://www.ft.com/content/4c5b5e0c-8975-4c56-804e-33339c510e45
https://www.ft.com/content/4c5b5e0c-8975-4c56-804e-33339c510e45
https://www.wsj.com/articles/crypto-miners-struggle-to-cut-carbon-emissions-11634808781?st=nz7zxgp6vbggnpg&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/crypto-miners-struggle-to-cut-carbon-emissions-11634808781?st=nz7zxgp6vbggnpg&reflink=desktopwebshare_permalink
https://www.reuters.com/world/us/us-reviews-sanctions-policy-warns-threat-cryptocurrencies-2021-10-18/
https://www.wsj.com/articles/chinas-xi-flexes-power-with-plan-to-rewrite-communist-party-history-11634562713?st=2rs8t77cvrihnjb&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinas-xi-flexes-power-with-plan-to-rewrite-communist-party-history-11634562713?st=2rs8t77cvrihnjb&reflink=desktopwebshare_permalink
https://www.ft.com/content/3f6575a5-048c-411d-8103-162d4b27fcbb
https://www.reuters.com/world/china/china-updates-official-news-sources-list-tightening-information-oversight-2021-10-20/
https://www.wsj.com/articles/chinese-developer-defaults-pile-up-as-evergrande-contagion-spreads-11634808889?st=znvdk8tibqntkm7&reflink=desktopwebshare_permalink
https://www.axios.com/china-evergrande-debt-property-market-55d61183-6ae7-4ad6-96a1-61f961a52d72.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/china-evergrande-debt-property-market-55d61183-6ae7-4ad6-96a1-61f961a52d72.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/1e79c466-c813-41de-a0b3-cbd27a983aaa
https://www.wsj.com/articles/chinese-property-slump-extends-11634560166?st=p4f15k7f9m5m0nl&reflink=desktopwebshare_permalink
https://www.ft.com/content/2764776a-2ee6-4cb2-94f8-05c4603dc6d5
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home prices have had their first month-to-month decline in six years.  Local 

governments, fearing unrest, are trying to shore up home prices, but this effort may make 

conditions worse.  The better outcome would be to allow prices to fall to where the 

market would clear, but the loss of wealth would bring lasting economic damage.   

o Evergrande’s attempt to sell its property services unit has failed, making it 

increasingly likely it won’t avoid default and potentially bankruptcy.  Officials are 

trying to contain a steadily spreading problem.   

• The WTO is conducting its review of China’s trade practices.  The U.S. and others are 

pushing to censure China, while Beijing is looking for approval.   

• One area of potential conflict in the U.S. is that the political class has mostly decided that 

relations with China are probably not possible.  On the other hand, business leaders loath 

to give up the opportunities to continue to do business with China.  What will be 

interesting to watch is how the regulatory state handles this conflict.  It is a well-known 

fact that there is a “revolving door” between business and government regulators.  When 

working in the private sector, a middle-level executive may be trying to do business in 

China; when she cycles into government, she may be doing just the opposite.  The 

problem is that such conditions create divided loyalties.  How the elected political class 

will try to control this problem is still unclear.   

o Here is an example.  Sinopec (SNP, USD, 51.17) has signed a massive agreement 

to purchase U.S. LNG, a deal that will more than double current sales.  Not only 

will this sale potentially reduce supply available to other nations (read: Europe), 

but it will make energy producers less open to sanctioning Beijing. 

• China is taking aggressive measures to contain coal prices.  Although prices dropped on 

the news, it isn’t obvious how prices can be regulated lower without further curtailing 

supplies.  One way China is trying to boost supplies is by reopening mines.   

• On the geopolitical front: 

o China apparently conducted two hypersonic missile tests this summer. 

o The EU is concerned about the Chinese threat to Taiwan (hint: it’s all about 

semiconductors).  At the same time, Taiwan’s military leaders are worried they 

may not be able to mount an effective defense against a Chinese invasion.   

International roundup:  The Europeans hold meetings; Poland is the main topic. 

• The European Council meetings begin this week, and the big topic is the Polish rejection 

of EU courts.  Poland’s government was trying to bring its domestic courts under its 

control but ran afoul of EU courts and is now facing the threat of a cutoff of EU funds.  

In the past, Chancellor Merkel tended to protect states like Poland and Hungary, mostly 

to protect German investments there (Germany offshores production in central Europe), 

but with her power waning, the EU might move against Warsaw. 

o The other big issue is immigration (which was, interestingly enough, a big issue 

in Merkel’s first council meeting in 2005).  Poland is facing waves of Middle East 

immigration being fostered by Belarus as a way to dilute sanctions against Minsk.  

In an offer fraught with symbolism, Germany has offered to patrol the 

Poland/Belarus frontier jointly.   

https://www.ft.com/content/2764776a-2ee6-4cb2-94f8-05c4603dc6d5
https://www.wsj.com/articles/chinese-cities-move-to-support-housing-market-as-prices-drop-11634738243?st=knyd1hsrgm88tub&reflink=desktopwebshare_permalink
https://www.ft.com/content/bb043495-fffe-4e04-a6b6-7dd1016ddd4a
https://www.wsj.com/articles/china-evergrande-calls-off-plans-to-sell-key-unit-for-2-6-billion-11634743747?st=nftzxpouxna7drx&reflink=desktopwebshare_permalink
https://www.reuters.com/business/china-protect-legal-rights-evergrande-creditors-cbank-head-2021-10-20/
https://www.reuters.com/business/china-protect-legal-rights-evergrande-creditors-cbank-head-2021-10-20/
https://www.wto.org/english/tratop_e/tpr_e/tp515_e.htm
https://www.ft.com/content/77bb9c77-2e4b-4169-bfd6-615eeb95be23
https://www.reuters.com/business/energy/chinas-enn-agrees-long-term-gas-deal-with-us-energy-firm-cheniere-2021-10-11/
https://www.ft.com/content/00fdc70e-1482-4ce6-ba43-a802550838d4?emailId=61709397d7ecbd0004e171a6&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/00fdc70e-1482-4ce6-ba43-a802550838d4?emailId=61709397d7ecbd0004e171a6&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/041b24fb-e8bd-44dd-b546-5a5ff9c9f564?emailId=61709397d7ecbd0004e171a6&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.yicaiglobal.com/news/china-coal-futures-sink-by-limit-as-ndrc-looks-at-ways-to-curb-record-high-prices
https://www.yicaiglobal.com/news/china-coal-futures-sink-by-limit-as-ndrc-looks-at-ways-to-curb-record-high-prices
https://www.wsj.com/articles/china-takes-the-brakes-off-coal-production-to-tackle-power-shortage-11634727835?st=zbdk1kqc04jnpfu&reflink=desktopwebshare_permalink
https://www.ft.com/content/c7139a23-1271-43ae-975b-9b632330130b
https://www.politico.eu/article/china-taiwan-europe-security-microchips-technology-trade-josep-borrell/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.wsj.com/articles/chinese-warplanes-lead-taiwanese-to-think-about-what-to-do-in-an-attack-11634732013?st=cndhnx543qbodyn&reflink=desktopwebshare_permalink
https://www.politico.eu/article/european-council-energy-prices-rule-of-law-poland/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.politico.eu/article/poland-rule-of-law-judicial-system-eu-pis-jaroslaw-kaczynski/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.politico.eu/article/poland-rule-of-law-constitution-european-council-summit-michel-brussels-warsaw/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.ft.com/content/fb7c2484-8923-446c-8328-51ca76175412?emailId=6170408a76c90a000437d995&segmentId=d16cd453-7bb5-45ba-728c-35ca5739b9f6
https://www.europarl.europa.eu/summits/pdf/bru1205_en.pdf?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.europarl.europa.eu/summits/pdf/bru1205_en.pdf?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.politico.eu/article/germany-joint-patrols-poland-belarus-border-migration-arrivals-human-trafficking/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.politico.eu/article/germany-joint-patrols-poland-belarus-border-migration-arrivals-human-trafficking/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
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o NATO is also meeting this week; Germany is warning against growing sentiment 

for a Europe-only defense.  We would, too; history suggests a Europe-only 

defense would devolve into the inter-Europe tensions that led to two world wars 

in the last century.   

• As we noted yesterday, the resignation of Bundesbank President Weidmann is creating a 

political situation for Germany’s coalition negotiations.  The SPD, FDP, and Greens are 

allocating power, and we suspect all three would like to put one of their own in this 

position.  An FDP member would maintain the hawkish tradition of the Bundesbank; 

either other party would suggest an easier stance.  Although the Bundesbank has not been 

able to prevent an expansion of monetary easing in recent years, a dovish German would 

likely open the door for even more policy easing.   

o The ECB wants European banks to begin pulling activity to the continent and out 

of London.   

• Brazilian President Bolsonaro is facing criminal charges for his handling of the 

pandemic.   

• Although Pakistan generally welcomed the Taliban taking power in Afghanistan, it is 

facing an increase in Islamic insurgency activity as a result.  It will be interesting to see if 

these insurgents target Chinese nationals who work in Pakistan.   

COVID-19:  The number of reported cases is 242,163,439, with 4,924,605 fatalities.  In the 

U.S., there are 45,220,057 confirmed cases with 731,2712 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 496,915,265 doses of the vaccine 

have been distributed with 410,189,737 doses injected.  The number receiving at least one dose 

is 219,381,466, while the number receiving second doses, which would grant the highest level of 

immunity, is 189,709,710.  For the population older than 18, 68.6% of the population has been 

vaccinated.  The FT has a page on global vaccine distribution.  The Axios weekly map shows 

cases rising as temperatures cool across the northern tier of states.  Meanwhile, the south is 

showing continued declines as cooler weather there allows outdoor gatherings.   

• Booster shots for the three major vaccines have been approved by the FDA; patients can 

“mix or match” the vaccines. In related news, the CDC says it’s acceptable to get the 

COVID-19 vaccine and the annual flu shot on the same day.  Boosters are showing a 

strong immune response.   

• Russia has ordered a seven-day shutdown to curtail rising infection rates.   

• On the other hand, the U.K. is resisting closures, even as cases rise.   

 U.S. Economic Releases  

 

Jobless claims fell for the fourth consecutive week, according to the Department of Labor.  In the 

week ending October 16, initial claims came in at 290K compared to expectations of 297K.  The 

previous report was revised from 293K to 296K.  Meanwhile, for the week ending October 9, 

continuing claims came in at 2,481K compared to expectations of 2,548K.  The prior report was 

revised from 2,593K to 2,603K. 

https://www.politico.eu/article/germany-defense-minister-annegret-kramp-karrenbauer-eu-nato/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.politico.eu/article/germany-defense-minister-annegret-kramp-karrenbauer-eu-nato/?utm_source=POLITICO.EU&utm_campaign=d3344824e9-EMAIL_CAMPAIGN_2021_10_21_04_06&utm_medium=email&utm_term=0_10959edeb5-d3344824e9-190334489
https://www.ft.com/content/355c45ee-dfc8-46e2-bc65-6dc9c4078090
https://www.ft.com/content/39591ec1-98ca-4b47-9aa7-2cb184127d9f
https://www.ft.com/content/39591ec1-98ca-4b47-9aa7-2cb184127d9f
https://www.nytimes.com/2021/10/19/world/americas/bolsonaro-covid-19-brazil.html?smid=url-share
https://www.wsj.com/articles/brazilian-panel-recommends-criminal-charges-against-jair-bolsonaro-11634767002?st=z5y8dsbs6gayevc&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/brazilian-panel-recommends-criminal-charges-against-jair-bolsonaro-11634767002?st=z5y8dsbs6gayevc&reflink=desktopwebshare_permalink
https://apnews.com/article/afghanistan-religion-pakistan-islamabad-taliban-3d002d01a1fee6f7f868ae9cd3f243a8
https://apnews.com/article/afghanistan-religion-pakistan-islamabad-taliban-3d002d01a1fee6f7f868ae9cd3f243a8
https://www.nytimes.com/live/2021/10/20/world/covid-vaccine-boosters?campaign_id=51&emc=edit_mbe_20211021&instance_id=43401&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=72245&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
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.axios.com/covid-cases-deaths-falling-720f0b49-57cf-4dda-b821-51c42a7201df.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.washingtonpost.com/health/2021/10/20/fda-authorizes-moderna-johnson-and-johnson-vaccines/
https://www.wsj.com/articles/fda-authorizes-covid-19-vaccine-boosters-from-moderna-j-j-11634763535?st=ri68tn9k6xa1qmn&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/can-i-get-a-flu-shot-and-covid-19-booster-at-the-same-time-and-other-answers-to-your-flu-season-questions-11634549401?st=atd6wag8nwfxtni&reflink=desktopwebshare_permalink
https://www.ft.com/content/d4e58d38-37d6-40cd-9d72-6b9bfd0a3683?emailId=617146633aa797000421e2a2&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.ft.com/content/d4e58d38-37d6-40cd-9d72-6b9bfd0a3683?emailId=617146633aa797000421e2a2&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.wsj.com/articles/russia-orders-people-not-to-got-to-work-as-covid-19-deaths-mount-11634750559?st=50i5c0y4syoyu6r&reflink=desktopwebshare_permalink
https://www.ft.com/content/72179827-fa69-414c-95c6-e6e6c9f8da3d?emailId=6170dfdaadf29500040af974&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2021/10/20/world/europe/britain-covid-cases.html?smid=url-share
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The chart above shows the four-week moving average of initial claims. The four-week moving 

average fell from 335.00K to 319.75K. 
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The chart above shows the four-week moving average of continuing claims by region. 

 

Manufacturing activity in eastern and central Pennsylvania, southern New Jersey, and Delaware 

slowed more than expected, according to the Federal Reserve Bank of Philadelphia.  The 
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Philadelphia Fed Business Outlook Index came in at 23.8 compared to expectations of 25.0. The 

previous month’s reading was 30.7. 
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The chart above shows the six-month moving average of the Philadelphia Fed Business Outlook 

Index. 

 

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

EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort w/w 17-Oct 51.2 **

10:00 Leading Index m/m Sep 0.4% 0.9% ***

10:00 Existing Home Sales m/m Sep 6.09m 5.88m **

10:00 Existing Home Sales MoM m/m Sep 3.6% -2.0% **

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

EST Speaker or event

9:00 Christopher Waller Discusses the U.S. Economy

21:00 John Williams Takes Part in Moderated Discussion President of the Federal Reserve Bank of New York

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 
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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 Swift Global Payments CNY m/m Sep 2.19% 2.15% * Equity and bond neutral

Japan Supermarket Sales y/y Sep 3.2% -0.1% ** Equity bullish, bond bearish

Machine Tool Orders y/y Sep 71.9% 71.9% * Equity and bond neutral

Australia NAB Business Confidence q/q 3Q -1.0 17.0 *** Equity bearish, bond bullish

EUROPE

Eurozone Govt Debt/GDP Ratio y/y 12-Jul 97.3% 98% *** Equity and bond neutral

France Business Confidence m/m Oct 113 111 110 ** Equity bullish, bond bearish

Manufacturing Confidence m/m Oct 107 106 105 ** Equity bullish, bond bearish

Production Outlook Indicator m/m Oct 21 23 17 ** Equity bullish, bond bearish

Own-Company Production Outlook m/m Oct 17 19 15 ** Equity bullish, bond bearish

Business Survey Overall Demand m/m Oct 20 19 ** Equity bullish, bond bearish

Italy Industrial Sales m/m Aug 0.8% 0.9% ** Equity and bond neutral

UK Public Sector Net Borrowing m/m Sep 21.0b 19.3b 23.2b * Equity and bond neutral

PSNB ex Banking Groups m/m Sep 21.8b 20.0b 22.6b * Equity and bond neutral

Public Finances (PSNCR) m/m Sep 4.7b 5.8b * Equity and bond neutral

CBI Trends Total Orders m/m Oct 9 22 17 * Equity bearish, bond bullish

CBI Business Optimism m/m Oct 2 27 20 * Equity bearish, bond bullish

Switzerland Money Supply M3 y/y Sep 3.2% 3.1% ** Equity and bond neutral

Russia PPI y/y Sep 26.3% 28.6% 29.7% ** Equity and bond neutral

CPI w/w 18-Oct 0.3% 0.2% *** Equity and bond neutral

AMERICAS

Canada Teranet/National Bank HPI m/m Sep 0.1% 1.0% ** Equity and bond neutral

CPI y/y Sep 4.4% 4.1% 4.3% *** Equity bearish, bond bullish  
 

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) 4 5 -1 Neutral

TED spread (bps) 9 8 1 Neutral

U.S. Libor/OIS spread (bps) 7 7 0 Down

10-yr T-note (%) 1.64 1.66 -0.02 Down

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

EUR/USD 3-mo swap (bps) 20 20 0 Down

Currencies Direction

dollar Up Neutral

euro Flat Up

yen Up Neutral

pound Down Neutral

franc Flat Neutral

Central Bank Action Current Prior Expected

RBA FX Transactions Government -A$1505m -A$962m On forecast

RBA FX Transactions Market A$1518m A$914m On forecast

RBA FX Transactions Other A$1759m A$11994m On forecast  
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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 $84.90 $85.82 -1.07%

WTI $82.77 $83.42 -0.78%  

Natural Gas $5.07 $5.17 -1.88%  

Crack Spread $20.66 $22.51 -8.23%

12-mo strip crack $22.64 $23.25 -2.64%

Ethanol rack $2.76 $2.74 0.54%

Gold $1,786.91 $1,782.08 0.27%

Silver $24.27 $24.29 -0.10%

Copper contract $463.90 $473.45 -2.02%

Corn contract $538.00 $539.25 -0.23%

Wheat contract $745.00 $749.25 -0.57%

Soybeans contract $1,239.00 $1,245.50 -0.52%

Baltic Dry Freight 4,751            4,714            37

Actual Expected Difference

Crude (mb) -0.4 2.0 -2.4

Gasoline (mb) -5.4 -0.7 -4.7

Distillates (mb) -3.9 -1.3 -2.6

Refinery run rates (%) -2.00% -0.20% -1.80%

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 for most of the country. Meanwhile, dry conditions are expected in the 

Southwest region.  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 10/20/2021 close) 
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Consumer Staples
Utilities

Healthcare
Industrials

Consumer Discretionary
Materials

Communication Services
S&P 500

Technology
Real Estate

Financials
Energy

YTD Total Return

-1.0% 0.0% 1.0% 2.0%

Technology

Consumer Discretionary

Communication Services

S&P 500

Consumer Staples

Industrials

Financials

Materials

Energy

Healthcare

Real Estate

Utilities

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 10/20/2021 close) 

 

-20.0% 0.0% 20.0% 40.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield
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Small Cap
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Value

Mid Cap
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Real Estate
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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 21, 2021 
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P/E as of 10/20/2021 = 21.9x

 
 

Based on our methodology,1 the current P/E is 21.9x, up 0.1x from last week.  The rise in the 

multiple is mostly due to increasing index values offsetting strong earnings.   
 

 

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. 


