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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 26, 2021—9:30 AM EDT] Global equity markets are generally higher this 

morning.  In Europe, the EuroStoxx 50 is up 0.8% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed up 0.2%.  Chinese markets were lower, with the Shanghai Composite down 

0.3% from its prior close and the Shenzhen Composite down 0.4%.  U.S. equity index futures are 

signaling a higher open.  With 119 companies having reported, the S&P 500 Q3 2021 earnings 

stand at $51.60, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% 

increase from Q3 2020 earnings.  Thus far this quarter, 81.5% of the companies have reported 

earnings above forecast, while 13.4% 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 (10/25/2021): “Here Comes China!” 

• 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 (10/22/2021) (with associated podcast): We recap the annual 

cost-of-living increase in Social Security payments.  

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

Globalization” 

 

In today’s Comment, we open with developments touching on two of the biggest concerns that 

investors have these days, China’s debt crisis and high prices for commodities and other goods.  

We next provide an update to the U.S. fiscal policy negotiations and review a number of news 

items from overseas that could affect the financial markets today.  We close with the latest 

developments on the coronavirus pandemic. 

 

Chinese Debt Crisis:  Developer Modern Land (1107.HK, HKD, 0.38) has become the latest 

Chinese real estate firm to miss an international bond payment.  After a request to delay the 

maturity of a $250 million bond earlier this month, which it later withdrew, the firm failed to pay 

principal and interest on the bond yesterday, blaming “unexpected liquidity issues arising from 

the adverse impact of several factors including the macroeconomic environment, the real estate 

industry environment, and the COVID-19 pandemic.” 

 

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_25_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_oct_21_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_22_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/5248fe9d-c7e2-46dc-964a-7b8307183e6b
https://www.ft.com/content/5248fe9d-c7e2-46dc-964a-7b8307183e6b
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• Despite the fact that major developer Evergrande (EGRNY, USD, 8.63) was barely able 

to skirt a formal default on its dollar bonds last weekend, the Modern Land default is a 

reminder that the broad real estate sector in China is at risk as the government clamps 

down after years of debt-fueled growth. 

• China’s real estate sector has been a crucial engine for growth and rising living standards, 

but it has also become a key reason for the country’s excess growth in private debt.  Now 

that the government is trying to rein in the sector and get control over its debt growth, 

Chinese real estate firms face increasing regulatory risks, and some aren’t managing the 

situation well. 

• Along with the risks arising from the U.S.-China geopolitical rivalry and the Chinese 

government’s broader crackdown on the private sector, the real estate debt crisis is 

adding to investor caution regarding the outlook for the Chinese economy and the 

investability of Chinese assets.  

 

South American Drought:  In our recent discussions of surging natural gas prices around the 

world, we’ve mentioned that one reason is a drought in South America that has reduced 

hydroelectricity generation and forced a greater reliance on gas.  The Wall Street Journal today 

has an article that shows the impact of the drought is even broader than that, from reduced river 

navigation keeping soybeans from the market to lower yields on-farm production.  In any case, 

the drought will likely add to global price inflation in the coming months. 

 

U.S. Fiscal Policy:  As Democrats in Congress continue negotiating over their social-policy and 

climate bill, which would complement the $1.0-trillion “hard” infrastructure bill already passed 

by the Senate, Majority Leader Schumer said that there are now just three to four open issues. 

• Lawmakers and aides said major policy areas that remain unresolved include the tax 

increases to pay for the package, Medicare and Medicaid provisions, and a paid leave 

program.  The bill is now expected to cost between $1.5 trillion and $2 trillion. 

• Top Democrats want to secure an agreement by Friday in order to score a win on climate 

legislation before President Biden heads to a meeting with a group of 20 leaders in Rome 

this weekend and a climate summit in Glasgow, Scotland, next week. 

 

Japan:  In the runup to Sunday’s parliamentary elections, Prime Minister Kishida today directed 

a government economic policy panel to compile “urgent proposals” by early November to flesh 

out his signature “New Capitalism” vision.  In addition to the hundreds of billions of dollars in 

new spending that Kishida has promised to help the economy recover from the coronavirus 

pandemic, his New Capitalism proposals will include expanding the middle-class through wage 

hikes and improved working conditions for non-regular employees and freelancers, promoting 

the development of advanced technology for digitalization and decarbonization, and economic 

security issues including securing semiconductor supplies. 

 

Russia-Europe:  Amos Hochstein, a senior advisor for global energy security at the U.S. State 

Department, warned Europe against bowing to Russian pressure and waiving the lengthy process 

needed to approve Nord Stream 2, the controversial Baltic Sea natural gas pipeline from Russia 

to Germany.  According to Hochstein, if Russia has more gas to ship to Europe to ease the 

https://www.wsj.com/articles/severe-drought-hits-south-america-11635240602?mod=hp_listb_pos1
https://www.wsj.com/articles/democrats-negotiate-tax-healthcare-provisions-as-biden-seeks-deal-this-week-11635186568
https://www.japantimes.co.jp/news/2021/10/26/business/economy-business/kishida-economic-proposals/
https://www.japantimes.co.jp/news/2021/10/26/business/economy-business/kishida-economic-proposals/
https://www.rferl.org/a/washington-russia-nord-stream-2/31529010.html
https://www.rferl.org/a/washington-russia-nord-stream-2/31529010.html
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continent’s supply crunch, it should do so through existing export pipeline infrastructure, 

including the ones that transit Ukraine. 

 

Russia-Afghanistan:  Last week, Russia held another series of joint exercises with its Central 

Asian neighbors near Tajikistan’s border with Afghanistan.  The military drills highlight its 

continued concern about social unrest or terrorism spreading across the region as Islamic State 

challenges the Taliban’s control over Afghanistan.  Involving over 4,000 troops using artillery, 

tanks, and assault aircraft, the drills sought to signal that any infiltration from Afghan territory 

into Tajikistan would be met by force, Russian military officials said. 

 

Turkey:  President Erdogan has backed down from his threat to expel ten Western ambassadors 

over their call for the release of a jailed Turkish philanthropist, which we described in our 

Comment yesterday.  Although Erdogan viewed the ambassadors’ call as an insult to Turkey, he 

was reportedly convinced to back down to avoid worsening Turkey’s already-strained 

relationship with Western countries.  The lira has therefore regained much of the ground it lost at 

the beginning of the week. 

 

Space Tourism:  In another sign that private space travel is likely to be a growth industry into 

the future, Blue Origin LLC said it would help build a privately owned and operated space 

station.  The planned facility will aim to generate revenue from government agencies and 

private-sector customers, including entertainment companies and manufacturers. 

 

COVID-19:  Official data show confirmed cases have risen to 244,210,069 worldwide, with 

4,959,112 deaths.  In the United States, confirmed cases rose to 45,546,609, with 737,371 deaths.  

Vaccine doses delivered in the U.S. now total 503,418,475, while the number of people who 

have received at least their first shot totals 220,519,217.  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, 66.4% of the U.S. population has now received at least 

one dose of a vaccine, and 57.4% of the population is fully vaccinated. 

• An FDA advisory panel composed of outside experts will meet today to consider the 

effectiveness and risks of injecting children aged 5 to 11 with the vaccine developed by 

Pfizer (PFE, USD,  43.15) and BioNTech (BNTX, USD, 294.92).  Since the U.S. has 

approximately 28 million children in that age group, vaccinating a substantial number of 

them could have a big impact on boosting the country’s overall vaccination rate. 

• Meanwhile, Moderna (MRNA, USD, 349.56) said a clinical trial showed its vaccine to be 

safe and effective in children aged 6 to 11.  The company only released interim results, 

and the full study hasn’t yet been peer-reviewed.  Nevertheless, Moderna said it expects 

to submit the results to health regulators in the U.S., Europe, and elsewhere in seeking 

authorization to widen the use of its shots to include this younger age group. 

https://www.wsj.com/articles/russian-military-drills-near-afghan-border-deliver-warning-to-extremists-11635188626
https://www.wsj.com/articles/russian-military-drills-near-afghan-border-deliver-warning-to-extremists-11635188626
https://www.ft.com/content/a6cb70ba-dabd-4734-940a-63f4172c291f
https://www.ft.com/content/a6cb70ba-dabd-4734-940a-63f4172c291f
https://www.ft.com/content/344dc375-abb2-4bc8-9165-82b41522d7a7
https://www.wsj.com/articles/jeff-bezos-blue-origin-pursues-private-space-station-11635194295?mod=hp_lista_pos2
https://www.wsj.com/articles/jeff-bezos-blue-origin-pursues-private-space-station-11635194295?mod=hp_lista_pos2
https://www.nytimes.com/live/2021/10/26/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
https://www.ft.com/content/71f07d95-aba5-48b5-b103-a8875644d068
https://www.ft.com/content/71f07d95-aba5-48b5-b103-a8875644d068
https://www.wsj.com/articles/moderna-data-shows-covid-19-vaccine-produced-strong-immune-response-in-6-to-11-year-olds-11635173936?mod=hp_lead_pos3
https://www.wsj.com/articles/moderna-data-shows-covid-19-vaccine-produced-strong-immune-response-in-6-to-11-year-olds-11635173936?mod=hp_lead_pos3
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• Providing more details on its plan to allow foreigners to fly into the U.S. starting 

November 8, if they have received a WHO-approved vaccine, the Biden administration 

said the vaccination requirement would not apply to: 

o Children under 18 

o People in certain vaccine clinical trials 

o Individuals with medical contraindications to the vaccines 

o People who are traveling for emergency or humanitarian reasons, and 

o People traveling on non-tourist visas from countries that the Centers for Disease 

Control and Prevention have determined to have low vaccine availability 

• In China, officials have set strict health protocols for the Winter Olympic Games in 

Beijing next February.  These include a requirement that almost all participants be 

vaccinated against COVID-19 or face a 21-day quarantine that would effectively shred 

their competitive hopes.  The requirements are significantly tighter than those imposed by 

the Tokyo organizers of the delayed Olympic Games held this summer. 

 

Economic and Financial Market Impacts 

• As major banks rolled out their third-quarter earnings reports over the last week, one 

theme is that they are seeing evidence pointing to renewed credit card borrowing. 

o For example, JPMorgan Chase (JPM, USD, 170.94) said credit card users who 

were most likely to carry balances before the pandemic are now reducing their 

deposits, which had been boosted by pandemic stimulus payments and debt 

forbearance programs, at a faster clip than other customers. 

o The bank believes that as customers spend down their excess deposits, credit card 

borrowing should start to grow faster, providing a boost to both the banking 

industry and the overall economy. 

 

U.S. Economic Releases  

 

Home prices continued their rapid rise in August, according to the Federal Housing Finance 

Agency and S&P CoreLogic.  The FHFA home price index rose 1.4% from the prior month 

compared to expectations of 1.5%.  The S&P CoreLogic rose 19.95% from the prior year in the 

top 20 cities in the country. This is below expectations of 20.02% from the prior year.  

Meanwhile, the S&P CoreLogic rose from the prior year 19.84% year for the county. The 

previous report was revised from 19.70% to 19.75%.  

 

https://www.ft.com/content/d0d4156d-ace9-4119-ac3e-a1e4d4bf6440
https://www.wsj.com/articles/u-s-to-exempt-certain-foreign-air-travelers-from-covid-19-vaccine-rules-11635185386
https://www.wsj.com/articles/beijing-olympics-playbook-vaccine-quarantine-11635178078?mod=hp_listc_pos3
https://www.ft.com/content/059a8ff6-5464-47de-8ff4-e23c2068d447
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The chart above shows the monthly change in the S&P Case-Shiller Index for the country.   

 

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

EDT Indicator Expected Prior Rating

10:00 New Home Sales m/m Sep 757k 740k ***

10:00 New Home Sales m/m Sep 2.3% 1.5% **

10:00 Conf. Board Consumer Confidence m/m Oct 108.5 109.3 ***

10:00 Conf. Board Present Situation m/m Oct 143.4 **

10:00 Conf. Board Expectations m/m Oct 86.6 ***

10:00 Richmond Fed Manufact. Index m/m Oct 5.0 -3.0 **

Economic Releases

Fed Speakers or Events

No Fed speakers or events today  
 

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

Japan PPI Services y/y Sep 0.9% 1.0% 1.1% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 24-Oct 106.8 107.0 ** Equity and bond neutral

EUROPE

UK CBI Retailing Reported Sales m/m Oct 30.0 11.0 13.0 ** Equity bullish, bond bearish

CBI Total Dist. Reported Sales m/m Oct 27.0 21.0 20.0 ** Equity bullish, bond bearish

AMERICAS

Brazil Outstanding Loans m/m Sep 2.0% 1.5% 1.4% * Equity bullish, bond bearish

Total Outstanding Loans m/m Sep 4429b 4335b 4383b * Equity bullish, bond bearish

Personal Loan Default Rate m/m Sep 4.2% 4.2% * Equity and bond neutral

Trade Balance Weekly w/w 24-Oct -$371m $250m ** Equity and bond neutral

FIPE CPI - Weekly w/w 23-Oct 1.03% 1.08% 1.06% *** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 22-Oct 59.0 59.1 ** 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) 9 8 1 Neutral

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

10-yr T-note (%) 1.62 1.63 -0.01 Down

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

EUR/USD 3-mo swap (bps) 23 23 0 Down

Currencies Direction

dollar Flat Neutral

euro Flat Up

yen Down Neutral

pound Up Neutral

franc Flat 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 $85.59 $85.99 -0.47%

WTI $83.26 $83.76 -0.60%  

Natural Gas $5.98 $5.90 1.37%  

Crack Spread $20.88 $20.56 1.56%

12-mo strip crack $22.51 $22.43 0.39%

Ethanol rack $2.82 $2.79 1.01%

Gold $1,803.14 $1,807.73 -0.25%

Silver $24.33 $24.57 -0.96%

Copper contract $449.50 $452.80 -0.73%

Corn contract $536.50 $538.00 -0.28%

Wheat contract $754.75 $759.50 -0.63%

Soybeans contract $1,245.00 $1,247.00 -0.16%

Baltic Dry Freight 4,257            4,410            -153

Actual Expected Difference

Crude (mb) 1.8

Gasoline (mb) -2.3

Distillates (mb) -2.3

Refinery run rates (%) 0.00%

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 the Pacific, Southwest, and New England regions.  Cooler-than-normal temperatures 

are expected in the Rocky Mountain, Midwest, and Southeast regions.  The forecast calls for wet 

conditions for the New England region. Meanwhile, dry conditions are expected throughout most 

of the country.  There is a tropical disturbance developing along the Carolina coast, and so far, it 

is not expected to develop into a tropical storm.  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 10/25/2021 close) 
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Industrials

Real Estate

Technology

Communication Services

S&P 500

Materials
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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 10/25/2021 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

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Large Cap
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Growth
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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 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. 


