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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 22, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  

In Europe, the EuroStoxx 50 is currently up 0.9% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 0.7%.  Chinese markets were mixed, with the Shanghai Composite up 

0.4% from its prior close and the Shenzhen Composite down 0.3%.  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” 

 

Today’s Comment begins with a range of U.S. news, touching on monetary policy, fiscal policy, 

bond market regulation, and relations with China.  We next review the major international 

developments that could affect the financial markets today, including the latest information on 

the European natural gas crisis.  We wrap things up with an update on the coronavirus pandemic. 

 

U.S. Monetary Policy:  The Federal Reserve wraps up its latest two-day policy meeting at 2:00 

pm ET today, with a decision on interest rates and asset purchases due.  Many observers expect 

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

months.  That move might now be pushed off because of concerns about global financial 

contagion if Chinese property developer Evergrande defaults on its massive debt (see below).  In 

any case, Chair Powell has stressed that tapering bond purchases would not necessarily point to 

any hike in the benchmark fed funds interest rate in the near term.  The problem is that tomorrow 

the committee will also release its latest “dot plot” of economic forecasts.  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. 

 

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.wsj.com/articles/fed-meeting-will-focus-on-taper-timetable-11632303002?mod=hp_lead_pos2
https://www.wsj.com/articles/fed-meeting-will-focus-on-taper-timetable-11632303002?mod=hp_lead_pos2
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U.S. Fiscal Policy:  With less than two weeks to go before the federal government’s current 

funding ends on September 30, the House last night passed a measure to keep the government 

funded until December 3 and suspend its borrowing limit to December 2022.  The Senate should 

vote on the measure late this week or early next week, but Republicans have been strongly 

opposed to linking the two provisions, setting up the possible dual crisis of a government 

shutdown and a debt default. 

 

U.S. Bond Market:  Lobby groups warn that activity in the U.S. bond market could grind to a 

halt at the end of this month without last-minute exemptions to an obscure 50-year-old rule that 

the SEC now wants to broaden beyond stocks to Treasuries and corporate bonds.  The rule 

change, which relates to issuer disclosures, was announced last year. Bond market professionals 

were apparently overconfident that it would be tweaked or they would otherwise be shielded 

from it.  Unless the rule is modified or trading firms are given more time to comply, the issue 

could feed into other bond market concerns related to inflation, Fed tapering, future interest rate 

hikes, and possible contagion related to Evergrande. 

 

United States-China:  A federal team led by the Justice Department has launched a national 

security investigation into a proposal by Zoom Video ($278.24) to buy Five9 Software 

($170.17), based on what it called concerns about the Zoom’s “foreign relationships and 

ownership.”  Zoom is already the subject of numerous other federal investigations related to its 

ties with China.  With the U.S.-China geopolitical rivalry intensifying, the new investigation 

could further exacerbate fears of technological and economic decoupling between the countries. 

 

China Evergrande:  The flagship property business of Evergrande Group (EGRNY, $7.50) said 

it negotiated an “off-market” deal to make this week’s $35.9 million interest payment on an 

onshore bond, suggesting the payment may be made in kind rather than in cash.  The firm also 

has an $83.5 million coupon payment due Thursday on its U.S. dollar bonds but hasn’t said if it 

plans to make that payment.  The onshore interest payment may give the highly indebted 

conglomerate more time to work out what investors expect will be a lengthy and complicated 

restructuring.  However, we still see near-term risks of significant financial or economic impacts. 

• With concerns about contagion rising, since last Friday, the People’s Bank of China has 

pumped the equivalent of $43.3 billion on a net basis into the country’s repo markets, 

which many banks rely on for short-term funding. 

• That move may signal that the central bank is already taking steps to insulate the Chinese 

financial system from the effects of a possible Evergrande default. 

 

United States-United Kingdom:  Even though some British officials this week floated the idea 

of the U.K. joining the U.S.-Mexico-Canada free trade pact (formerly NAFTA), it appears 

President Biden pushed back hard on trade issues during Prime Minister Johnson’s visit to the 

White House yesterday.  Most important, Biden warned Johnson not to let the U.K.-EU dispute 

over the treatment of Northern Ireland in the post-Brexit trade agreement result in a hard border 

between the U.K. and the Republic of Ireland.  The encounter appears to confirm that developing 

lucrative new trade relationships around the world after Brexit will be more difficult than 

Johnson thought. 

https://www.wsj.com/articles/debt-limit-suspension-set-to-pass-house-face-standoff-in-senate-11632251368?mod=hp_lead_pos12
https://www.wsj.com/articles/debt-limit-suspension-set-to-pass-house-face-standoff-in-senate-11632251368?mod=hp_lead_pos12
https://www.ft.com/content/47a6ad77-e70f-48ab-831f-17fbd21a4086
https://www.ft.com/content/47a6ad77-e70f-48ab-831f-17fbd21a4086
https://www.wsj.com/articles/zooms-nearly-15-billion-deal-for-five9-under-u-s-government-review-over-china-ties-11632247337?mod=hp_lead_pos2
https://www.wsj.com/articles/zooms-nearly-15-billion-deal-for-five9-under-u-s-government-review-over-china-ties-11632247337?mod=hp_lead_pos2
https://www.wsj.com/articles/zooms-nearly-15-billion-deal-for-five9-under-u-s-government-review-over-china-ties-11632247337?mod=hp_lead_pos2
https://www.wsj.com/articles/china-evergrande-onshore-unit-will-pay-bond-interest-on-time-11632287495?mod=article_inline
https://www.wsj.com/articles/china-evergrande-onshore-unit-will-pay-bond-interest-on-time-11632287495?mod=article_inline
https://www.wsj.com/articles/china-evergrande-onshore-unit-will-pay-bond-interest-on-time-11632287495?mod=article_inline
https://www.ft.com/content/a29e6b20-9d01-43c1-a7d9-77abbacf5e9a
https://www.ft.com/content/a29e6b20-9d01-43c1-a7d9-77abbacf5e9a
https://www.ft.com/content/57c02222-1634-4b88-9b46-0ebd89e89832
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European Natural Gas Crisis:  Soaring natural gas prices forced fertilizer plants in the U.K. to 

close.  One knock-off effect has been a worsening shortage of carbon dioxide, which is produced 

as a byproduct of those plants.  The CO2 shortage is threatening industries from healthcare to 

food processing, and it now appears that the shortage is spreading to the EU. 

• Separately, the International Energy Agency called on Russia to send more gas to Europe 

to help alleviate the energy crisis.  That makes IEA the first major international body to 

address claims by traders and foreign officials that Moscow has restricted supplies. 

• To the extent that Russia is perceived to be flexing its energy muscle in the crisis, it could 

have important implications in further souring European relations with Russia, perhaps 

further undermining Chancellor Merkel’s conservative party in the German elections and 

putting an even worse light on President Biden’s acquiescence in the completion of the 

Nord Stream 2 gas pipeline from Russia to Germany. 

 

COVID-19:  Official data show confirmed cases have risen to 229,628,819 worldwide, with 

4,710,758 deaths.  In the United States, confirmed cases rose to 42,415,398, with 678,517 deaths.  

Vaccine doses delivered in the U.S. now total 467,249,715, while the number of people who 

have received at least their first shot totals 212,255,202.  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 54.8% of the population is fully vaccinated.   

• A study led by Pfizer (PFE, $43.92) and BioNTech (BNTX, $341.35) evaluating their 

vaccine in expectant mothers has been complicated by slow enrollment, delaying results 

that could help inform physicians about how the shots affect pregnant women and their 

babies. 

 

Economic and Financial Market Impacts 

• The Asian Development Bank cut its 2021 economic growth forecasts for countries 

including Thailand, Indonesia, the Philippines, and Vietnam, based on what it called their 

failure to administer COVID-19 vaccines fast enough.  According to the organization, 

countries that failed to administer vaccines fast enough and are suffering outbreaks of the 

disease are causing a growing regional economic divergence.  In contrast, the group 

raised its economic growth forecasts for China, Taiwan, and South Korea. 

 

U.S. Economic Releases  
 

Mortgage applications rose for the second week, according to the Mortgage Brokers Association.  

For the week ending September 17, the MBA mortgage application index rose 4.9% from the 

previous week.  The index for purchase and refinancing applications rose 2.2% and 6.5% from 

the prior week, respectively.  The average 30-year fixed-rate mortgage remained unchanged for 

the fifth consecutive week at 3.03%. 

https://www.ft.com/content/475ca564-66b1-49b7-b6ce-f6f682deeac8
https://www.ft.com/content/22d1bac9-815f-4510-91b3-4d0906e2ad24
https://www.ft.com/content/eb231586-7214-44af-99c2-b42ee408e206
https://www.ft.com/content/eb231586-7214-44af-99c2-b42ee408e206
https://www.wsj.com/articles/europe-is-pumping-less-gas-as-demand-revives-leaving-a-gap-russia-is-filling-11632308400?mod=hp_lista_pos3
https://www.nytimes.com/live/2021/09/22/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/pfizer-study-of-covid-19-vaccine-in-pregnant-women-delayed-by-slow-enrollment-11632310283?mod=hp_lead_pos6
https://www.ft.com/content/2db2b47d-3eaa-4cc0-b933-3c7356e3dbd0
https://www.ft.com/content/2db2b47d-3eaa-4cc0-b933-3c7356e3dbd0
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The table below shows the Fed events scheduled for the rest of the day. 

 

EST Speaker or event

13:00 FOMC Rate Decision

13:30 Jerome Powell Holds Press Conference Following FOMC Meeting Chairman of Board of Governors of Federal Reserve

Economic Releases

 No economic releases today

Fed Speakers or Events

District or position

Federal Reserve Board

 
 

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

Australia Westpac Leading Index m/m Aug -0.27% -0.11% *** Equity bearish, bond bullish

EUROPE

Italy Industrial Sales m/m Jul 0.9% 3.1% ** Equity bearish, bond bullish

AMERICAS

Mexico International Reserves Weekly w/w 17-Sep $198402m $198538m * 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) 13 12 1 Down

3-mo T-bill yield (bps) 1 2 -1 Neutral

TED spread (bps) 11 10 1 Neutral

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

10-yr T-note (%) 1.34 1.32 0.02 Down

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

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

Currencies Direction

dollar Flat Down

euro Flat Up

yen Down Neutral

pound Down Neutral

franc Up Neutral

Central Bank Action Current Prior Expected

BOJ Policy Balance Rate -0.100% -0.100% -0.100% On forecast

BOJ 10-Yr Yield Target 0.000% 0.000% 0.000% On forecast

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

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

Brazil Selic Rate 5.250% 6.250% On forecast

FOMC Rate Decision (Lower Bound) 0.000% 0.000% On forecast

FOMC Rate Decision (Upper Bound) 0.250% 0.250% On forecast

Interest on Reserve Balances Rate 0.150% 0.150% On forecast  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $75.39 $74.36 1.39% Strong Demand

WTI $71.62 $70.49 1.60%  

Natural Gas $4.85 $4.81 0.89%  

Crack Spread $17.53 $18.91 -7.29%

12-mo strip crack $19.09 $19.34 -1.31%

Ethanol rack $2.58 $2.59 -0.41%

Gold $1,775.73 $1,774.51 0.07%

Silver $22.72 $22.50 1.01%

Copper contract $422.85 $412.60 2.48%

Corn contract $519.25 $517.00 0.44%

Wheat contract $696.00 $690.25 0.83%

Soybeans contract $1,274.75 $1,274.00 0.06%

Baltic Dry Freight 4,410            4,304            106

Actual Expected Difference

Crude (mb) -3.3

Gasoline (mb) -1.2

Distillates (mb) -1.2

Refinery run rates (%) 2.25%

Natural gas (bcf) 73.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

The 6-10 day and 8-14 day forecasts currently call for warmer 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.  Tropical Storm Peter and 

Tropical Storm Rose have both been downgraded to Tropical Depressions.  The third disturbance 

is moving further toward the Atlantic and is not expected to make landfall anywhere, while a 

fourth disturbance is moving toward the Cape Verde Islands and is expected to develop into a 

tropical storm within the next 48 hours.  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 9/21/2021 close) 

 

  

0.0% 20.0% 40.0%

Consumer Staples
Utilities

Materials
Industrials

Consumer Discretionary
Healthcare

S&P 500
Technology

Communication Services
Financials

Real Estate
Energy

YTD Total Return

-1.0% -0.5% 0.0% 0.5%

Industrials

Communication Services

Utilities

Materials

Financials

Consumer Staples

S&P 500

Technology

Real Estate

Consumer Discretionary

Healthcare

Energy

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 9/21/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

Emerging Markets (local currency)

Emerging Markets ($)

US Corporate Bond

Cash

US High Yield

Foreign Developed ($)

Small Cap

Value

Mid Cap

Large Cap

Foreign Developed (local currency)

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. 


