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

morning.  In Europe, the EuroStoxx 50 is currently up 1.3% from its prior close.  In Asia, the 

MSCI Asia Apex 50 closed down 0.1%.  Chinese markets were higher, with the Shanghai 

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

index futures are signaling a higher 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 (9/20/2021): “Afghanistan, Part II: Pakistan, India, and 

Iran” 

• 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” 

 

In today’s Comment, we open with a discussion of new global inflation forecasts from the OECD 

and include some notes on monetary policy and inflation.  We next turn to a range of U.S. and 

international developments that could impact the financial markets today.  We close with the 

latest news on the coronavirus pandemic. 

 

Global Inflation:  In updated forecasts that will likely bolster concerns about consumer price 

growth, the OECD said it now expects inflation to be significantly higher in 2021 and 2022 than 

it had previously forecast for most G20 countries. 

• The OECD economists now think the average inflation rate across the G20 economies 

will hit 4.5% in the fourth quarter of the year, with 1.5% of that caused by the effects of 

higher shipping costs and commodity prices. 

• Separately, the U.K. reported that its public-sector net borrowing in August came in far 

above expectations, driven in part by higher interest payments on inflation-indexed 

borrowings.  We’ve seen little discussion of this issue, but we think it is a notable risk.  

 

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_20_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.ft.com/content/55300c7b-ab06-40c4-a5f4-ed02ddb31374
https://www.ft.com/content/55300c7b-ab06-40c4-a5f4-ed02ddb31374
https://www.ft.com/content/ef622802-e5ab-41b6-a4b1-9750a6cf6a95
https://www.ft.com/content/ef622802-e5ab-41b6-a4b1-9750a6cf6a95
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Traditional nominal bonds still account for the bulk of the debt issued by governments 

worldwide, but obligations that have their interest payments indexed to inflation are not 

insignificant.  As inflation rises, the interest payments on those existing obligations will 

go up, no matter what happens with the interest rate on new issuances.  

 

 
 

European Energy Market:  As natural gas prices continue to surge in response to rising 

demand and crimped supply, the British government is reportedly considering state-backed loans 

to large utilities that take on customers from smaller energy companies that have collapsed.  It 

may subsidize fertilizer production after rising gas prices forced two of the country’s major 

fertilizer plants to suspend production.  On the Continent, several EU governments are being 

forced to discuss billions of euros in aid for households and stricken suppliers. 

• The higher prices have already pushed four British energy suppliers, which buy 

wholesale and supply consumers, out of business. 

• Many gas customers are on fixed tariffs, meaning their supplier must absorb the higher 

price. The U.K. government also has imposed a cap on energy prices for 15 million 

households, limiting the extent to which suppliers can feed higher wholesale prices 

through to customers. 

 

United States-European Union:  The rift between the U.S. and Continental Europe continues to 

widen following the chaotic U.S. withdrawal from Afghanistan and the signing of the AUKUS 

submarine deal in abrogation of a French-Australian agreement.  It now appears that France tried 

to push Brussels to postpone the high-level U.S.-EU trade and technology council meeting due to 

take place in Pittsburgh later this month.  That’s on top of France recalling its ambassadors to the 

U.S. and Australia and the EU calling off free-trade negotiations with Australia.  In the words of 

https://www.wsj.com/articles/energy-price-surge-leads-u-k-government-to-consider-steps-to-soften-impact-11632158169?mod=hp_lista_pos5
https://www.wsj.com/articles/energy-price-surge-leads-u-k-government-to-consider-steps-to-soften-impact-11632158169?mod=hp_lista_pos5
https://www.ft.com/content/0fba039b-9e1a-413f-aa3a-7478d02ef3a5
https://www.ft.com/content/0fba039b-9e1a-413f-aa3a-7478d02ef3a5
https://www.ft.com/content/b336fac8-ce36-44b8-8a30-022c5d20a926
https://www.ft.com/content/b336fac8-ce36-44b8-8a30-022c5d20a926
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Thierry Breton, EU commissioner for internal markets, “There is of course in Europe a growing 

feeling that something is broken in our transatlantic relations.” 

 

U.S. Monetary Policy:  The Federal Reserve begins its latest two-day policy meeting today, 

with a decision on interest rates and asset purchases due tomorrow.  Many observers expect the 

policymakers to signal they will begin to taper the Fed’s bond purchases in the next few months.  

However, Chair Powell has stressed that the move would not necessarily point to any hike in the 

benchmark fed funds interest rate in the near term.  The problem is that the committee will also 

release its latest “dot plot” of economic forecasts tomorrow.  If the dot plots indicate rates will be 

hiked earlier than anticipated, it would likely spark a renewed bout of volatility in the financial 

markets. 

 

Canada:  Prime Minister Trudeau and his Liberal Party won yesterday’s elections, giving 

Trudeau a new mandate as leader of the country, but he fell short of his goal of securing an 

outright majority in parliament.  The Canadian Broadcasting Corporation projects the Liberals 

will win 156 seats, just one more than the 155 it had since the last election in 2019 and well short 

of the 170 needed for an outright majority. 

• Meanwhile, the Conservative Party is projected to win 122 seats, up from 119. 

• As they have over the last two years, Trudeau and the Liberals will probably rely on 

backing from the New Democrats, a socialist party to the left of the Liberals, on 

important legislation. 

 

China Evergrande:  Even as risk markets today are recovering a bit from their plunge 

yesterday, which was driven in part by concerns that major Chinese developer Evergrande might 

default on its debts, the company still isn’t out of the woods.  Reporting today indicates 

Evergrande used billions of dollars raised by selling wealth management products to retail 

investors to plug funding gaps and even pay back other wealth management investors. 

• Evergrande financial advisers marketed the products widely, including homeowners in its 

apartment blocks, while its managers persuaded subordinates to invest, the executives of 

Evergrande’s wealth management division said.  One executive suggested the products 

were too high-risk for ordinary retail investors and should not have been offered to them. 

• The recent development will make authorities even less likely to save the firm.  However, 

it also means the government will face a costlier, more complex job in mitigating the 

impact of the firm’s collapse on homebuyers and other clients of the firm.  More broadly, 

the resulting slowdown in the property sector will likely have a significant slowing 

impact on the overall economy, which could put further downward pressure on Chinese 

assets. 

 

Russia:  Preliminary results show the Kremlin-backed United Russia party maintained its 

constitutional majority in the lower house of parliament in elections last weekend.  United Russia 

candidates took 112 seats in the State Duma along with 198 single-mandate constituencies across 

the country.  That gives the party a comfortable two-thirds majority in the Duma's 450 seats 

needed to make changes to the constitution.  The election was denounced by the West and 

described by an independent monitoring agency as "one of the dirtiest" in Russian history. 

https://www.wsj.com/articles/powells-taper-tightrope-could-be-complicated-by-fed-dots-11632216602?mod=lead_feature_below_a_pos1
https://www.ft.com/content/fdd9db45-45db-4852-a970-fa0cd7c81d73
https://www.ft.com/content/0b03d4de-1662-4d30-bcfd-c9bae24fa9cc
https://www.ft.com/content/0b03d4de-1662-4d30-bcfd-c9bae24fa9cc
https://www.ft.com/content/4b179ceb-bdd4-4d0a-b009-aea7c9ee0d8d
https://www.ft.com/content/4b179ceb-bdd4-4d0a-b009-aea7c9ee0d8d
https://www.rferl.org/a/united-russia-constitutional-majority/31471022.html
https://www.rferl.org/a/united-russia-constitutional-majority/31471022.html
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Digital Currencies:  Coinbase (COIN, 236.53) has dropped its plans to launch a new digital 

asset lending product, bowing to pressure from U.S. securities regulators, who had warned that it 

constituted an unregistered security that would have prompted them to take legal action. 

 

COVID-19:  Official data show confirmed cases have risen to 229,170,561 worldwide, with 

4,702,286 deaths.  In the United States, confirmed cases rose to 42,291,718, with 676,268 deaths.  

Vaccine doses delivered in the U.S. now total 466,535,855, while the number of people who 

have received at least their first shot totals 212,035,328.  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, 63.9% of the U.S. population has now received at least 

one dose of a vaccine, and 54.7% of the population is fully vaccinated.   

• Johnson & Johnson (JNJ, 163.81) said a late-stage clinical trial has indicated that a 

booster dose of its vaccine administered two months after the first shot increased 

protection against symptomatic illness to 75% effectiveness.  In addition, the company 

said a double dose of the vaccine provided participants with 100% protection against 

severe or critical COVID-19 at least two weeks after the second shot.  The results could 

not only set up the approval of booster shots for the Johnson & Johnson vaccine, but it 

could also buttress the argument for boosters among the broader population. 

• The Indian government said it would resume exports of COVID-19 vaccines starting next 

month, in a move likely to aid developing nations that have struggled to vaccinate their 

populations after New Delhi restricted shipments amid a resurgence of cases at home. 

• COVID-19 deaths in the U.S. yesterday surpassed the number of fatalities in the country 

during the 1918-19 flu pandemic. 

• The Biden administration said yesterday it would dismantle the Trump administration’s 

outright travel ban for people from a range of foreign countries but keep in place the 

requirement to show proof of vaccination or a recent test showing they aren’t infected. 

o Officials admitted the modest easing of restrictions was partly to assuage foreign 

leaders angered by the chaotic U.S. exit from Afghanistan and last week’s abrupt 

breaking of a submarine contract between France and Australia. 

o  The change is due to take effect in November. 

 

U.S. Economic Releases  
 

Lower lumber prices and strong housing demand led to a faster than expected increase in 

housing starts.  In August, housing starts expanded at an annualized pace of 1,615K, above 

expectations of 1,550K.  The prior month’s report was revised upward from 1,534K to 1,554K.  

Additionally, housing permits expanded at an annualized pace of 1,728K compared to 

expectations of 1,600K.  The previous report was revised from 1,635K to 1,630K. 

 

https://www.ft.com/content/bd09f8bf-e65b-4870-affe-55b5346af3e1
https://www.ft.com/content/bd09f8bf-e65b-4870-affe-55b5346af3e1
https://www.nytimes.com/live/2021/09/21/world/covid-delta-variant-vaccine
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.wsj.com/articles/j-j-says-covid-19-vaccine-booster-two-months-after-first-shot-increases-protection-11632220201?mod=hp_lead_pos4
https://www.wsj.com/articles/j-j-says-covid-19-vaccine-booster-two-months-after-first-shot-increases-protection-11632220201?mod=hp_lead_pos4
https://www.wsj.com/articles/india-to-resume-covid-19-vaccine-exports-to-developing-nations-11632155352
https://www.wsj.com/articles/u-s-covid-19-death-toll-surpasses-1918-flu-fatalities-11632176583
https://www.wsj.com/articles/u-s-covid-19-death-toll-surpasses-1918-flu-fatalities-11632176583
https://www.wsj.com/articles/u-s-to-require-foreign-nationals-seeking-entry-to-show-proof-of-covid-19-vaccination-11632147264?mod=hp_lead_pos3
https://www.wsj.com/articles/u-s-to-require-foreign-nationals-seeking-entry-to-show-proof-of-covid-19-vaccination-11632147264?mod=hp_lead_pos3


 

 

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

www.confluenceinvestment.com 

 5 

 
 

The chart above shows the annualized pace of housing starts for single and multi-family homes.  

Single-family housing starts expanded at an annual pace of 1,076K, while multi-family housing 

starts expanded at an annual pace of 534K. 

 

The U.S. current account deficit widened slightly in the second quarter, according to the Bureau 

of Economic Analysis. The current account deficit came in at 190.3B compared to expectations 

of $190.8B. The prior report was revised from $195.6B to $189.4B. 
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The chart above shows the current account deficit as a percentage of GDP.  The deficit is 3.35% 

of GDP. 

 

There are no economic releases or Fed events scheduled for the rest of the day. 

 
 

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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Machine Tool Orders y/y Aug 85.2% 86.2% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 19-Sep 103.3 103.1 *** Equity and bond neutral

New Zealand Westpac Consumer Confidence q/q 3Q 102.7 107.1 *** Equity and bond neutral

Credit Card Spending y/y Aug -6.3% 6.9% ** Equity and bond neutral

EUROPE

UK Public Finances (PSNCR) m/m Aug 5.8b -2.3b * Equity and bond neutral

Public Sector Net Borrowing m/m Aug 19.8b 9.6b 14.6b * Equity and bond neutral

PSNB ex Banking Groups m/m Aug 20.5b 10.4b 15.6b * Equity and bond neutral

CBI Trends Total Orders m/m Sep 22 18 16 ** Equity and bond neutral

CBI Trends Selling Prices m/m Sep 41 43 43 ** Equity and bond neutral

Switzerland Exports Real m/m Aug -0.4% 0.6% ** Equity and bond neutral

Imports Real m/m Aug 0.2% 1.0% ** Equity and bond neutral

Swiss Watch Exports y/y Aug 11.5% 29.1% ** Equity and bond neutral

Money Supply M3 y/y Aug 3.1% 3.4% ** Equity and bond neutral

AMERICAS

Mexico Aggregate Supply and Demand q/q 2Q 23.3% -2.9% 24.8% ** Equity and bond neutral

Brazil Trade Balance Weekly w/w 19-Sep $376m $1399m *** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 17-Sep 60.9 61.2 ** Equity and bond neutral

Teranet/National Bank HPI m/m Aug 1.0% 2.0% * Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
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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. 
 

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 in the Eastern region.  The forecast calls for dry 

conditions everywhere but the Southwest Region. 

 

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

is moving toward Puerto Rico.  Second, Tropical Storm Rose is moving throughout 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 9/20/2021 close) 

 

  

0.0% 20.0% 40.0%
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Materials
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Healthcare

S&P 500
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Financials
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Energy
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-4.0% -3.0% -2.0% -1.0% 0.0%

Energy

Financials

Consumer Discretionary

Communication Services

Materials

Technology

S&P 500

Industrials

Healthcare

Consumer Staples

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 9/20/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

Emerging Markets (local currency)

Emerging Markets ($)
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Cash

US High Yield

Foreign Developed ($)

Small Cap

Value

Mid Cap

Foreign Developed (local currency)
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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,1 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. 

 
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 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. 


