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

In Europe, the EuroStoxx 50 is currently down 2.2% from its prior close.  In Asia, the MSCI 

Asia Apex 50 closed down 1.7%.  Chinese markets were lower, with the Shanghai Composite 

down 0.2% from its prior close and the Shenzhen Composite down 0.4%.  U.S. equity index 

futures are signaling a lower open.   
 

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 (9/13/2021): “Afghanistan, Part I: History” 

• Weekly Energy Update (9/16/2021): In addition to our usual updates, we have a special 

section on natural gas; fundamentals look bullish 

• 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 (9/17/2021) (with associated podcast): we discuss the size of the 

workforce and how quickly workers are reentering the jobs market, and how this data 

impacts the Fed’s timetable for withdrawing stimulus and raising rates 

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

Globalization” 

 

Good morning on a rather blue (or, better said, red) Monday.  U.S. equity futures are down hard 

this morning as stocks appear to be in a corrective phase.  There is a lot of news this morning.  

There was a volcanic eruption on the Canary Islands.  Ash from these eruptions can lead to 

cooler temperatures.  China’s markets were closed for the autumn holidays.  Canadians go to the 

polls today.  PM Trudeau called snap elections in a bid to build a majority government, but 

polling suggests the plan failed.  They voted in Russia yesterday, and despite severe restrictions 

and allegations of voting irregularities, Putin-aligned parties didn’t do very well.  There is no 

danger he will be pushed from office, but Putin uses these votes as proof of legitimacy, so his 

weak showing won’t sit well.  In a bit of a departure from our usual lineup, we will start today 

with a look at issues that are weighing on equities.  Next will be economics and policy, followed 

by international issues, and we will close with the pandemic update. 

 

What’s weighing on equity sentiment?  We think the following items are causing investor 

concern: 

 

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_9_13_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_sep_16_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Sept_17_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/stock-futures-european-and-asian-indexes-fall-sharply-11632123909?st=l7dg3jdagi9rmcs&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/09/19/world/europe/thousands-evacuated-as-canary-island-volcano-erupts.html?smid=url-share
https://www.washingtonpost.com/world/2021/09/17/canada-election-trudeau-otoole/?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%2F34baea4%2F6148076f9d2fda9d41d87d03%2F596b53f6ae7e8a44e7d597a3%2F13%2F75%2F6148076f9d2fda9d41d87d03
https://www.washingtonpost.com/world/2021/09/17/canada-election-trudeau-otoole/?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%2F34baea4%2F6148076f9d2fda9d41d87d03%2F596b53f6ae7e8a44e7d597a3%2F13%2F75%2F6148076f9d2fda9d41d87d03
https://www.wsj.com/articles/canadian-election-threatens-justin-trudeaus-grip-on-power-11632135600?st=06f1pjez1fgqxxa&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/canadian-election-threatens-justin-trudeaus-grip-on-power-11632135600?st=06f1pjez1fgqxxa&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/europe/russia-duma-election-putin-fraud-claims/2021/09/19/a2d942ae-165c-11ec-a019-cb193b28aa73_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%2F34baeb4%2F6148076f9d2fda9d41d87d03%2F596b53f6ae7e8a44e7d597a3%2F41%2F75%2F6148076f9d2fda9d41d87d03
https://www.nytimes.com/2021/09/19/world/europe/russia-election-google.html?smid=url-share
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• Is Evergrande (EGRNF, USD, 0.40) Lehman or LTCM1?  There is little doubt that 

Evergrande is going to fail.   

 

 
(Source:  Bloomberg) 

 

It has interest payments due today and later this week and has already indicated it won’t 

make them.  As we have noted over the past couple of weeks, there are broadening ripple 

effects from the decline of Evergrande.  Contractors and workers are losing out, and 

social unrest is rising.  Many employees were encouraged to buy Evergrande wealth 

management products, which can best be described as having preferred stock 

characteristics.  It now comes to light that executives cashed out early while they still had 

value.  The company’s biggest boosters are bailing out, usually a signal the end is near. 

 

The company is too big to fail.  It has 200,000 direct employees but creates 3.8 million 

jobs per year.  It has diversified beyond real estate, including EV’s and a theme park.  It 

currently owns 1,300 projects in 280 cities across China.  Evergrande is a classic “grey 

rhino.”  Unlike a “black swan,” which is an unpredictable event, the company and the 

real estate industry have had a problem for a long time.   

 

So, what’s the difference between a Lehman event and an LTCM event?  The former 

creates a hard-to-control systemic event, while the latter is isolated and controlled.  The 

LTCM event was resolved by the Fed and the Treasury, forcing large banks to buy up 

LTCM’s positions and prevent the financial markets from locking up.  Both events are 

 
1 For those younger readers, LTCM is Long-Term Capital Management.  It was a heavily levered hedge fund, loaded 
with PhD finance and economists that failed spectacularly in August 1998.  Perhaps the best book on the event is 
Lowenstein’s When Genius Failed:  The Rise and Fall of Long-Term Capital Management. 

https://www.bnnbloomberg.ca/china-tells-banks-evergrande-won-t-pay-interest-due-next-week-1.1652420
https://www.bnnbloomberg.ca/china-tells-banks-evergrande-won-t-pay-interest-due-next-week-1.1652420
https://www.oann.com/explainer-how-china-evergrandes-debt-troubles-pose-a-systemic-risk/?utm_source=rss&utm_medium=rss&utm_campaign=explainer-how-china-evergrandes-debt-troubles-pose-a-systemic-risk
https://money.usnews.com/investing/news/articles/2021-09-16/as-china-evergrandes-debt-crisis-deepens-unpaid-small-business-owners-speak-of-despair
https://news.yahoo.com/evergrande-says-six-execs-redeemed-020004422.html
https://news.yahoo.com/evergrande-says-six-execs-redeemed-020004422.html
https://finance.yahoo.com/news/evergrandes-staunchest-allies-drop-chinese-093000625.html
https://www.cnbc.com/2021/09/17/china-developer-evergrande-debt-crisis-bond-default-and-investor-risks.html
https://www.wsj.com/articles/how-beijings-debt-clampdown-shook-the-foundation-of-a-real-estate-colossus-11631957400?st=2lziop7nnpivgsj&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/how-beijings-debt-clampdown-shook-the-foundation-of-a-real-estate-colossus-11631957400?st=2lziop7nnpivgsj&reflink=desktopwebshare_permalink
https://poseidon01.ssrn.com/delivery.php?ID=618009031125123086118098080097123123085011052016042090064017122099099004007003019075067090014030062103073095088024006121126012110100075013025122094025001125024103006027089067069&EXT=pdf&INDEX=TRUE
https://www.ft.com/content/6366d4c1-bcad-326f-a221-527a0ca94dc1
https://www.amazon.com/When-Genius-Failed-Long-Term-Management/dp/0375758259/ref=asc_df_0375758259/?tag=hyprod-20&linkCode=df0&hvadid=312243616995&hvpos=&hvnetw=g&hvrand=5980043548235514915&hvpone=&hvptwo=&hvqmt=&hvdev=c&hvdvcmdl=&hvlocint=&hvlocphy=9022874&hvtargid=pla-432153397867&psc=1
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related; regulators were upset over the moral hazard caused by the LTCM bailout, and 

thus, allowed Lehman to fail and set an example.  We don’t think Beijing wants a 

Lehman event, and it has the power to prevent it.  However, by doing so, it creates a 

moral hazard.  It will be hard to argue that real estate speculators will be less open to 

continue speculating in the aftermath.  We expect some differences.  Evergrande 

executives will probably be arrested to act as a deterrent to others.  We doubt it will 

work.  If we are correct, the good news is that Evergrande won’t bring down the financial 

system, so market conditions from this event will improve in the next few weeks; the bad 

news is the rot caused by real estate malinvestment won’t be fixed either.  Investment-

grade corporate bonds are not showing signs of stress, which suggests the Evergrande 

problem, so far, is contained. 

 

• How will the infrastructure, debt ceiling, and budget work out?  What we see at 

present looks like a mess, but it should be noted that the process is usually messy.  After 

all, Bismarck’s warning that one should never watch the process of making sausage and 

legislation still holds.  Still, what is happening now is a mess.  There are three moving 

parts—the budget, a $3.5 trillion behemoth, a $1.2 trillion infrastructure package, and the 

debt ceiling.  The root problem is that the Democrats have such a narrow majority that it 

gives power to small groups of lawmakers.  The fight is between moderates, who want to 

vote first on the infrastructure package and second on the budget.  Progressives fear, 

rightly, that if this is the sequence, the budget will fail or be much smaller.  Sen Manchin 

(D-WV) has already suggested that the budget be shelved until 2022, which will 

effectively doom its passage.  The infrastructure package is bipartisan and narrow, while 

the budget is a wish list of progressive goals.  We have seen enough legislation over our 

lives to think that what we are seeing may not necessarily be the usual brinkmanship 

before legislation gets passed.  However, due to the stark differences between the 

moderates and progressives, the expectation that the other side “has to cave” and the 

ambition of the legislation with such a narrow majority may lead to nothing getting done.  

The uncertainty of these measures is a concern for markets.  As for the debt ceiling, the 

GOP will likely force the Democrats to put the hike into the reconciliation bill, giving the 

Republicans a potent campaign issue for the midterms.   

 

• Will the Fed start tapering, and who will be on the committee?  The FOMC meets 

this week.  There is no doubt the committee will at least discuss the beginning of 

trimming QE.  We may see details on when the buying slowdown will begin.  Up to now, 

Chair Powell has been able to separate QE from rate hikes, but if the market starts to tie 

rate hikes to QE, the impact to monetary tightening will begin to affect equities 

adversely.  It should also be noted that if Powell is going to be replaced, Biden has to 

make that call in the next few weeks; we expect him to be renominated.  After all, 

Congress doesn’t have a lot of bandwidth for another issue.  But, again, monetary policy 

is another source of uncertainty. 

• What about the economy?  Growth is slowing, and it is difficult to sort out what is a 

secular change from the pandemic and what is merely cyclical.  For example, some 

https://www.politico.com/news/2021/09/19/democrats-congress-september-problems-pile-up-512858?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/09/19/democrats-congress-september-problems-pile-up-512858?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.axios.com/scoop-manchin-delay-biden-plan-to-22-8116a0e8-ed10-4662-8ebb-6922f073a8e8.html
https://www.wsj.com/articles/democrats-press-ahead-with-debt-limit-vote-amid-standoff-with-gop-11632049201?st=jqkaxvzlub00oym&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/democrats-press-ahead-with-debt-limit-vote-amid-standoff-with-gop-11632049201?st=jqkaxvzlub00oym&reflink=desktopwebshare_permalink
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elements of inflation may stay with us for a while.  Inventory management will change 

and be less efficient.  The labor force has contracted and may not fully recover for a long 

time.  Some items are not going to persist.  Auto prices will fall from current levels as 

supply returns, for example.  Supply chains should stabilize.  Although a recession is 

unlikely, as monetary policy will likely remain supportive, this 

recession/recovery/expansion is completely unique to our experience over the past 40 

years.  Thus, some element of uncertainty is bound to weigh on sentiment. 

 

• What about the path of earnings?  S&P earnings have been fabulous and will remain 

elevated, but the pace of earnings growth will very likely slow.  That fact is raising some 

caution among investors. 

 

• Aren’t we due for a correction?  In a word, yes.  It has been 367 trading days since the 

last 10% pullback in the S&P 500.  The average since 1979 is 252 days.   

Overall, we think equity markets are simply going through a correction.  What would change our 

minds?  If Evergrande is really a Lehman event or if monetary policy rapidly reverses.  Although 

both are possible, we don’t see them as likely.  Soon we will be in Q4, which is a seasonally 

positive period for equities.  A pullback in front of that period would set the market up for a 

year-end rally.   

 

Economics and policy:  Overtime and revolving doors are an issue. 

• Because companies are scrambling to find workers, they are relying on overtime to meet 

demand.  Workers can become accustomed to higher pay and might rebel against 

normalization and/or burnout and leave the job, exacerbating the labor supply problem.  

All this points to higher wages. 

o It’s not just a U.S. problem.  Australia is looking for coal truck drivers and paying 

large bonuses to find them.   

• Big tech is buying up smaller rivals; look for this practice to catch the attention of 

regulators.   

• The White House is issuing new rules to deal with ransomware.   

• There is a well-known practice in public administration known as the “revolving door.”  

Essentially, a regulator’s next job is usually in industry, so the regulator has a vested 

interest in currying favor from those he regulates.  The problem is known as “regulatory 

capture” and expresses why regulation always disappoints.  Apparently, there is a new 

twist on this problem; lawyers from top accounting firms are doing short stints for the 

Treasury and crafting favorable tax treatment for former clients.  They are then rewarded 

when they leave government “service.”   

International roundup:  The French are angry.   

• After the U.S., U.K., and Australia agreed to share nuclear submarine technology, Paris 

got really angry.  Ambassadors were recalled, and there was talk of “stabbing in the 

back.”  Why such a strong reaction?  First, the deal France had with Australia was worth 

€60 billion, by far the largest that the country’s defense industry had with an outside 

https://www.wsj.com/articles/companies-use-overtime-to-solve-worker-shortages-that-may-cost-them-more-workers-11631937827?st=9n0ccoveujigg7b&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/companies-use-overtime-to-solve-worker-shortages-that-may-cost-them-more-workers-11631937827?st=9n0ccoveujigg7b&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/miners-labor-to-find-enough-truck-drivers-workers-11632043801?st=0hm6409dbnffsqn&reflink=desktopwebshare_permalink
https://www.ft.com/content/e2e34de1-c21b-4963-91e3-12dff5c69ba4?emailId=61480a9fe1ca010004e13442&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/e2e34de1-c21b-4963-91e3-12dff5c69ba4?emailId=61480a9fe1ca010004e13442&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2021/09/19/business/accounting-firms-tax-loopholes-government.html?smid=url-share
https://www.nytimes.com/2021/09/19/business/accounting-firms-tax-loopholes-government.html?smid=url-share
https://www.politico.eu/article/france-recalls-ambassadors-to-us-australia-over-submarine-spat/?utm_source=POLITICO.EU&utm_campaign=ac51488a2c-EMAIL_CAMPAIGN_2021_09_20_05_19&utm_medium=email&utm_term=0_10959edeb5-ac51488a2c-190334489
https://www.nytimes.com/2021/09/17/world/europe/france-ambassador-recall-us-australia.html?smid=url-share
https://www.nytimes.com/2021/09/17/world/europe/france-ambassador-recall-us-australia.html?smid=url-share
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power.  Losing that business will smart.  On the other hand, the program was plagued 

with trouble, and diesel submarines are just not the proper tool for containing China.  

Second, France is upset because this affair is additional data showing just how 

inconsequential Europe is becoming.  There is much commentary about how the White 

House is struggling to maintain alliances, but since President Bush (the 2nd), the U.S. has 

shown little regard for Europe.  In retaliation, the EU has called off free trade 

negotiations with Australia, but the trade amounts involved are small.   

• With a week before the German elections, not much has changed, despite debates over 

the weekend.   

• Islamic State is attacking the Taliban in Afghanistan, highlighting continued instability.   

COVID-19:  The number of reported cases is 228,630,066, with 4,693,750 fatalities.  In the 

U.S., there are 4,291,156 confirmed cases with 673,768 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 466,561,785 doses of the vaccine 

have been distributed with 385,586,785 doses injected.  The number receiving at least one dose 

is 211,776,515, while the number receiving second doses, which would grant the highest level of 

immunity, is 181,382,976.  For the population older than 18, 65.8% have been vaccinated.  The 

FT has a page on global vaccine distribution.   

• The Delta variant has slowed global growth.   

• The FDA has voted against Pfizer’s (PFE, USD, 43.89) booster shot plan, limiting 

boosters to at-risk patients.  Meanwhile, physicians are making vaccination decisions on 

who can get boosters.   

 

U.S. Economic Releases  
 

There have been no major U.S. economic releases so far today.  The table below lists any 

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

EDT Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m Sep 74.0 75.0 **

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 

https://www.politico.eu/article/why-australia-wanted-out-of-its-french-sub-deal/?utm_source=POLITICO.EU&utm_campaign=ac51488a2c-EMAIL_CAMPAIGN_2021_09_20_05_19&utm_medium=email&utm_term=0_10959edeb5-ac51488a2c-190334489
https://www.politico.eu/article/why-australia-wanted-out-of-its-french-sub-deal/?utm_source=POLITICO.EU&utm_campaign=ac51488a2c-EMAIL_CAMPAIGN_2021_09_20_05_19&utm_medium=email&utm_term=0_10959edeb5-ac51488a2c-190334489
https://www.wsj.com/articles/u-s-spat-with-france-shows-challenge-of-keeping-allies-unified-11632082796?st=8kuo42sq9z72nvh&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/politics/biden-macron-france-diplomatic-spat/2021/09/19/5851151e-18cc-11ec-9589-31ac3173c2e5_story.html
https://www.washingtonpost.com/politics/biden-macron-france-diplomatic-spat/2021/09/19/5851151e-18cc-11ec-9589-31ac3173c2e5_story.html
https://www.politico.eu/article/eu-australia-trade-deal-runs-aground-over-submarine-furor/?utm_source=POLITICO.EU&utm_campaign=ac51488a2c-EMAIL_CAMPAIGN_2021_09_20_05_19&utm_medium=email&utm_term=0_10959edeb5-ac51488a2c-190334489
https://www.politico.eu/article/eu-australia-trade-deal-runs-aground-over-submarine-furor/?utm_source=POLITICO.EU&utm_campaign=ac51488a2c-EMAIL_CAMPAIGN_2021_09_20_05_19&utm_medium=email&utm_term=0_10959edeb5-ac51488a2c-190334489
https://trade.ec.europa.eu/doclib/docs/2021/july/tradoc_159745.pdf?utm_source=POLITICO.EU&utm_campaign=ac51488a2c-EMAIL_CAMPAIGN_2021_09_20_05_19&utm_medium=email&utm_term=0_10959edeb5-ac51488a2c-190334489
https://www.politico.eu/article/spd-pole-position-german-campaign-final-week/?utm_source=POLITICO.EU&utm_campaign=ac51488a2c-EMAIL_CAMPAIGN_2021_09_20_05_19&utm_medium=email&utm_term=0_10959edeb5-ac51488a2c-190334489
https://www.washingtonpost.com/world/2021/09/19/islamic-state-khorasan-afghanistan-taliban-attacks/?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%2F34baeb3%2F6148076f9d2fda9d41d87d03%2F596b53f6ae7e8a44e7d597a3%2F40%2F75%2F6148076f9d2fda9d41d87d03
https://www.nytimes.com/live/2021/09/19/world/covid-delta-variant-vaccine?campaign_id=51&emc=edit_mbe_20210920&instance_id=40824&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=69378&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.wsj.com/articles/covid-19-vaccinations-boost-the-global-economy-but-may-not-cure-it-alone-11632060000?st=yfhntprb63hb46a&reflink=desktopwebshare_permalink
https://www.ft.com/content/c95611ae-3c2d-46ae-a196-e790a5767537?emailId=61480a9fe1ca010004e13442&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/doctors-left-to-decide-who-gets-extra-covid-19-vaccines-amid-booster-debate-11632130200?st=8xclhmsr3n3maky&reflink=desktopwebshare_permalink
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following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

New Zealand Performance Services Index m/m Aug 35.6 57.9 ** Equity and bond neutral

EUROPE

Germany PPI m/m Aug 1.5% 1.9% 0.8% ** Equity bearish, bond bullish

UK Rightmove House Prices m/m Sep 0.3% -0.3% ** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 17-Sep 636.0b 635.9b * Equity and bond neutral

Total Sight Deposits CHF w/w 17-Sep 714.7b 714.8b * 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 12 12 0 Down

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

TED spread (bps) 10 9 1 Neutral

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

10-yr T-note (%) 1.33 1.36 -0.03 Down

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

EUR/USD 3-mo swap (bps) 4 4 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Neutral

pound Down 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. 
 



 

 

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

www.confluenceinvestment.com 

 7 

Price Prior Change Explanation

Brent $74.10 $75.34 -1.65% Long liquidation

WTI $70.55 $71.97 -1.97%  

Natural Gas $5.00 $5.11 -2.04%  

Crack Spread $19.40 $19.83 -2.18%

12-mo strip crack $19.48 $19.91 -2.17%

Ethanol rack $2.62 $2.63 -0.32%

Gold $1,759.22 $1,754.34 0.28%

Silver $22.45 $22.39 0.31%

Copper contract $414.25 $424.60 -2.44%

Corn contract $519.50 $527.25 -1.47%

Wheat contract $703.00 $708.75 -0.81%

Soybeans contract $1,270.50 $1,284.00 -1.05%

Baltic Dry Freight 4,275            4,215            60

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts currently call for warmer temperatures for most of the 

country, with cooler-than-normal temperatures only in the Mid-Atlantic and Southeast regions.  

The forecast calls for dry conditions everywhere but the Northern Pacific. 

 

There are currently four cyclonic disturbances in the Atlantic region.  First, Tropical Storm Peter 

is moving toward Puerto Rico.  Second, Tropical Storm Rose has developed deep in the Atlantic 

but isn’t expected to make landfall.  The third disturbance is moving toward Newfoundland but 

is not expected to develop into a tropical cyclone within the next 48 hours, while a fourth 

disturbance has formed just off the western coast of Africa.  We are past the normal peak of 

hurricane activity, which occurs on September 10. 
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Data Section 
 

U.S. Equity Markets – (as of 9/17/2021 close) 

 

  

0.0% 20.0% 40.0%
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Utilities

Materials
Industrials

Consumer Discretionary
Healthcare

S&P 500
Technology

Communication Services
Real Estate

Financials
Energy
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-3.0% -2.0% -1.0% 0.0% 1.0%

Materials

Technology

Utilities

Communication Services

Industrials

S&P 500

Real Estate

Energy

Consumer Staples

Financials

Consumer Discretionary

Healthcare

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 9/17/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

Foreign Developed ($)

Small Cap

Value

Mid Cap

Foreign Developed (local currency)

Large Cap

Growth

Commodities

Real Estate

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 

 

September 16, 2021 
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P/E as of 9/15/2021 = 23.7x

 
 

Based on our methodology,2 the current P/E is 23.7x, unchanged from last week. 

 
 

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
2 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). 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. 


