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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 28, 2021—9:30 AM EDT] Global equity markets are generally lower this 

morning.  In Europe, the EuroStoxx 50 is currently down 1.8% from its prior close.  In Asia, the 

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

Composite up 0.5% from its prior close, while the Shenzhen Composite is down 0.2%.  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 (9/27/2021): “Afghanistan, Part III: Russia and Central 

Asia” 

• Weekly Energy Update (9/23/2021): U.S. crude oil stockpiles continue to decline, and 

there is a natural gas crisis in Europe 

• 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 (9/24/2021) (with associated podcast): we discuss the supply 

side worry of inflation and whether it’s likely to persist when the pandemic diminishes 

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

Globalization” 

 

In today’s Comment, we open with a range of recent developments regarding U.S. fiscal and 

monetary policy.  Next, we review international news that could have an impact on the financial 

markets today or in the near future.  We wrap things up with the latest developments related to 

the coronavirus pandemic. 

 

U.S. Fiscal Policy:  As expected, Republicans in the Senate blocked a House-passed bill that 

would have raised the federal borrowing limit and provided stopgap funding for the government 

until early December.  The main thrust of the Republican opposition to the measure was to force 

the Democrats to take responsibility alone for raising the debt limit.  Both parties support the 

stopgap spending measure. 

• The failure of the procedural vote could prompt Democrats to decouple the short-term 

spending measure and the debt-limit vote.  House Speaker Pelosi suggested last week that 

Democrats would do so, saying Congress would pass a stopgap spending measure before 

the end of the month to keep the government funded. 

 

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_27_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_sep_23_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Sept_24_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/senate-republicans-set-to-block-bill-tying-short-term-funding-bill-to-debt-ceiling-11632772705?mod=hp_lead_pos1
https://www.wsj.com/articles/senate-republicans-set-to-block-bill-tying-short-term-funding-bill-to-debt-ceiling-11632772705?mod=hp_lead_pos1
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• Despite the likelihood that the measures will be decoupled and passed separately, the 

brinksmanship over the coming days has the potential to unsettle markets.  Underlining 

that risk, New York FRB President Williams yesterday warned that the Federal Reserve 

would be unable to mitigate the “extreme kind of reaction in markets” that would result 

from a potential default on the government’s debt. 

• Indeed, bond market dynamics are already affected by the risk of a potential default.  

Short-term Treasury bills most at risk of delayed payment are being sold off, driving up 

their yield, while investors are snapping up the dwindling supply of longer-term 

obligations, driving their yields down. 

• Meanwhile, at a closed-door meeting last night, it appears that House Democrats started 

to coalesce around a deal to pass President Biden's $1 trillion “hard” infrastructure 

package, with progressive opposition weakening in response to arguments about the 

political realities in the Senate.  If enough progressives move, it will open a path to the 

immediate passage of spending for roads and bridges, with a promise of future work on 

climate change and other progressive priorities. 

 

U.S. Monetary Policy:  The Federal Reserve banks of Boston and Dallas said their presidents 

were resigning, following reports of the two leaders’ investment trading that prompted calls for 

their departures and a central-bank review of its ethics rules. 

• The two banks gave different reasons for the exits. 

o Dallas Fed President Kaplan, who is resigning on October 8, acknowledged in a 

statement that his stock trading distracted from the Federal Reserve’s work. 

o Boston Fed President Rosengren, who will retire on Thursday, about nine months 

early, cited health reasons. He said in a statement that he was leaving as he had 

qualified for a kidney transplant to deal with a long-running condition. 

• The Fed is under intense criticism for the trading by Kaplan and Rosengren, but one 

important implication of the resignations is that Chair Powell may have more control 

over the organization than might have been expected, given that some policymakers have 

been far out in front of Powell’s view regarding inflation risks.  Influence over 

administrative personnel issues is separate from monetary policymaking.  Powell’s 

apparent success in pushing out Kaplan and Rosengren suggests he may still be able to 

keep policy accommodative, despite some policymakers’ preference to tighten policy in 

the near term to guard against inflationary risks. 

 

China Evergrande:  Heavily indebted real estate developer Evergrande (EGRNG, $0.34) 

remains in limbo for the next few weeks during the grace period after its missed international 

interest payment.  The sector as a whole, however, got a boost today when the People’s Bank of 

China said it would support liquidity in the sector.  Rival Sunac (SCCCF, $1.72), which had been 

under heavy selling pressure recently as investors feared it could be the next to default, is 

rebounding particularly strongly today. 

• Despite the central bank action today, Chinese debt risks remain high. 

• The risk of a messy default will also complicate Beijing’s effort to rein in the country’s 

property sector. 

https://www.ft.com/content/72080165-403c-409b-85d4-2ae6350c252c
https://www.ft.com/content/72080165-403c-409b-85d4-2ae6350c252c
https://www.wsj.com/articles/debt-ceiling-standoff-distorts-short-term-treasury-market-11632821400?mod=hp_lead_pos3
https://www.axios.com/house-coalesce-bipartisan-infrastructure-deal-9453619f-3544-4d08-bfad-6b7c4d5d9d68.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/house-coalesce-bipartisan-infrastructure-deal-9453619f-3544-4d08-bfad-6b7c4d5d9d68.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/house-coalesce-bipartisan-infrastructure-deal-9453619f-3544-4d08-bfad-6b7c4d5d9d68.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/boston-fed-leader-rosengren-to-retire-early-from-bank-11632747033?mod=hp_lead_pos2
https://www.wsj.com/articles/boston-fed-leader-rosengren-to-retire-early-from-bank-11632747033?mod=hp_lead_pos2
https://www.ft.com/content/1ffb1250-979b-409f-8f0a-b7fd93185399
https://www.ft.com/content/1ffb1250-979b-409f-8f0a-b7fd93185399
https://www.japantimes.co.jp/news/2021/09/28/business/evergrande-risk-china-property-sector/
https://www.japantimes.co.jp/news/2021/09/28/business/evergrande-risk-china-property-sector/
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Germany:  Following up on the weekend parliamentary elections, the mid-sized leftist Green 

Party and the libertarian Free Democratic Party have emerged as the likely kingmakers, since 

both the main parties would likely need to ally with these two parties to form a governing 

coalition.  To fully leverage their position, the parties are, therefore, launching talks to determine 

how to bridge their policy differences and wield the greatest possible influence, regardless of 

which government they join.  All the same, it still looks like the process of forming a 

government could take until the end of the year. 

 

France:  The center-right Les Républicains (LR) party has delayed choosing its candidate for 

next year’s presidential election until it can hold a primary election in December.  Party leaders 

hope that the divided movement will be able to coalesce behind a champion who can take on 

President Macron and far-right leader Marine Le Pen in the April vote. 

 

European Union-Russia:  Hungary signed a new 15-year natural-gas supply deal with Russia's 

state-controlled energy giant Gazprom.  At least in part, the move reflects Russia’s use of energy 

as a political weapon.  At one level, the deal means Ukraine will lose tens of millions of euros in 

gas transit fees.  Against the backdrop of Europe’s current energy shortage, it may also 

exacerbate tensions between Brussels and Hungary. 

 

North Korea:  The North Korean military has launched at least one more short-range missile, 

marking their third test this month and pointing to a possible renewal of tensions on the Korean 

peninsula. 

 

COVID-19:  Official data show confirmed cases have risen to 232,428,536 worldwide, with 

4,758,529 deaths.  In the United States, confirmed cases rose to 43,117,906, with 690,556 deaths.  

Vaccine doses delivered in the U.S. now total 471,818,715, while the number of people who 

have received at least their first shot totals 213,657,193.  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, 64.4% of the U.S. population has now received at least 

one dose of a vaccine, and 55.4% of the population is fully vaccinated.   

• In an effort to “lead from the front,” President Biden yesterday received a booster shot of 

the vaccine from Pfizer (PFE, $43.57).  He received the booster more than eight months 

after getting his second shot of the vaccine on January 11. 

• Russia has recorded 852 fatalities over the past 24 hours, marking its highest daily 

coronavirus death toll since the start of the pandemic. 

 

Economic and Financial Market Impacts 

• The federal government’s extra pandemic unemployment benefits were long considered a 

reason firms are having trouble finding workers.  Evidence is now accumulating in both 

the U.S. and Europe that shows removing those programs isn’t necessarily prompting 

potential employees to come off the sidelines. 

https://www.ft.com/content/fe539f99-8311-4ad7-96c0-ebc30ed9c1a0
https://www.ft.com/content/5953c751-d086-4952-b09d-cdbad8d39585
https://www.ft.com/content/5953c751-d086-4952-b09d-cdbad8d39585
https://www.rferl.org/a/hungary-russia-gazprom-gas/31479747.html
https://www.rferl.org/a/hungary-russia-gazprom-gas/31479747.html
https://www.wsj.com/articles/north-korea-fires-unidentified-projectile-off-its-east-coast-south-korea-says-11632785106
https://www.japantimes.co.jp/news/2021/09/28/asia-pacific/north-korea-ballistic-missile-launch/
https://www.nytimes.com/live/2021/09/28/world/covid-coronavirus-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/biden-to-receive-covid-19-booster-shot-monday-11632757059
https://www.rferl.org/a/russia-covid-record-deaths/31481856.html
https://www.ft.com/content/f6da4a8d-0b93-495b-8dcd-0c988a52c066
https://www.ft.com/content/f6da4a8d-0b93-495b-8dcd-0c988a52c066
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• As the pandemic eases and the economy continues to recover, landlords in New York are 

once again boosting rents. 

 

U.S. Economic Releases  
 

The U.S. trade deficit for goods widened in August as the rise in imports outpaced the rise in 

exports.  The deficit for goods came in at $87.6B compared to expectations of $87.3B.  The 

previous report’s deficit was revised from $86.4B to $86.8B.  Wholesale inventories rose 1.2% 

from the prior month, while retail inventories rose 0.1%. 

 

 

 
 

The chart above shows the Trade Balance. 

 

Home prices cooled in July, according to the Federal Housing Finance Agency (FHFA) and 

Standard & Poor’s.  According to the FHFA, national home prices rose 1.4% in July, slower than 

the previous month’s reading of 1.7%.  Meanwhile, S&P showed that national home prices rose 

1.55%, and the top 20-city home prices rose 1.55% from the prior month. 

https://www.wsj.com/articles/new-york-rents-jump-as-covid-19-pandemic-discounts-fade-11632830401?mod=hp_listc_pos2
https://www.wsj.com/articles/new-york-rents-jump-as-covid-19-pandemic-discounts-fade-11632830401?mod=hp_listc_pos2
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The table above shows the annual change in the S&P CoreLogic Case-Shiller Home Price Index 

for the country and the top-20 cities.  The index for national home prices rose 18.6% from the 

prior year, while the top-20 cities index rose 19.1% 

 

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 Conf. Board Consumer Confidence m/m Sep 115 113.8 ***

10:00 Conf. Board Present Situation m/m Sep 147.3 **

10:00 Conf. Board Expectations m/m Sep 91.4 **

10:00 Richmond Fed Manufact. Index m/m Sep 10 9 **

EST Speaker or event

9:00 Charles Evans Gives Welcoming Remarks at Payments Conference

10:00 Jerome Powell and Yellen Appear Before Senate Banking Panel Chairman of Board of Governors of Federal Reserve

13:40 Michelle Bowman Speaks at Community Bank Event

15:00 Raphael Bostic Discusses Economic Outlook President of the Federal Reserve Bank of Atlanta

19:00 James Bullard Discusses U.S. Economy and Monetary Policy President of the Federal Reserve Bank of St. Louis

District or position

Member of the Board of Governors

Economic Releases

Fed Speakers or Events

President of the Federal Reserve Bank of Chicago

 
 

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 
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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. 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Industrial Profits y/y Aug 10.1% 16.4% *** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 26-Sep 103.7 103.3 *** Equity bullish, bond bearish

Retail Sales m/m Aug -1.7% -2.7% -2.5% ** Equity and bond neutral

EUROPE

Germany GfK Consumer Confidence m/m Oct 0.3 -1.2 -1.5 ** Equity bullish, bond bearish

France Consumer Confidence m/m Sep 102.0 99.0 100.0 ** Equity bullish, bond bearish

AMERICAS

Brazil FGV Construction Costs m/m Sep 0.6% 0.6% 0.4% * Equity bullish, bond bearish

Outstanding Loans m/m Aug 1.5% 1.2% 1.2% * Equity bullish, bond bearish

Total Outstanding Loans m/m Aug 4335b 4266b 4302b * Equity and bond neutral

Personal Loan Default Rate m/m Aug 0.042 0.041 * Equity and bond neutral

Federal Debt Total m/m Aug 5481b 5396b ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 24-Sep 60.9 60.9 ** Equity and bond neutral

Mexico Trade Balance m/m Aug -3902.2m -4062.9m -1084.7m ** Equity and bond neutral

Economic Activity IGAE y/y Jul 7.1% 13.3% 8.5% ** 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) 13 13 0 Down

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

TED spread (bps) 11 10 1 Neutral

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

10-yr T-note (%) 1.52 1.49 0.03 Down

Euribor/OIS spread (bps) -54 -54 0 Neutral

EUR/USD 3-mo swap (bps) 3 2 1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Neutral

pound Down Neutral

franc Down 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 $80.22 $79.53 0.87%

WTI $76.25 $75.45 1.06%  

Natural Gas $6.07 $5.71 6.29%  

Crack Spread $17.02 $17.29 -1.61%

12-mo strip crack $18.88 $19.02 -0.72%

Ethanol rack $2.55 $2.56 -0.23%

Gold $1,740.26 $1,750.16 -0.57%

Silver $22.34 $22.63 -1.28%

Copper contract $423.60 $428.95 -1.25%

Corn contract $538.25 $539.50 -0.23%

Wheat contract $725.00 $722.25 0.38%

Soybeans contract $1,283.25 $1,287.50 -0.33%

Baltic Dry Freight 4,717            4,644            73

Actual Expected Difference

Crude (mb) -2.5

Gasoline (mb) 1.2

Distillates (mb) -1.1

Refinery run rates (%) 0.50%

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 for 

most of the country, with cooler-than-normal temperatures concentrated in the Southwest and 

New England regions.  The forecast calls for dry conditions throughout the Rocky Mountains 

and the Great Plains, with wet conditions in the Northeast. 

 

There are currently four cyclonic disturbances in the Atlantic region.  Hurricane Sam is now off 

the coast of South America and moving westward toward the Caribbean Islands.  There are two 

disturbances off the coast of West Africa and heading toward Cabo Verde. Both disturbances are 

expected to develop into tropical storms within the next 48 hours. The last disturbance is located 

in the Mid-Atlantic near Bermuda. This disturbance may form into a Tropical Depression within 

the next 48 hours. We are past the normal peak of hurricane activity, which occurred on 

September 10. 
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Data Section 
 

U.S. Equity Markets – (as of 9/27/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Utilities
Consumer Staples

Materials
Industrials

Consumer Discretionary
Healthcare

S&P 500
Technology

Communication Services
Real Estate

Financials
Energy

YTD Total Return

-2.0% 0.0% 2.0% 4.0%

Healthcare

Real Estate

Utilities

Technology

Consumer Staples

S&P 500

Communication Services

Industrials

Consumer Discretionary

Materials

Financials

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 9/27/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0% 40.0%

US Government Bond

US Corporate Bond

Emerging Markets (local currency)

Emerging Markets ($)

Cash

US High Yield

Foreign Developed ($)

Small Cap

Value

Foreign Developed (local currency)

Mid Cap

Large Cap

Growth

Real Estate

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 

 

September 23, 2021 
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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. 


