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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 29, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  

In Europe, the EuroStoxx 50 is currently up 1.2% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 1.0%.  Chinese markets were lower, with the Shanghai Composite down 

1.8% from its prior close, while the Shenzhen Composite is down 2.3%.  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 (9/27/2021): “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” 

 

We open today’s Comment with the latest brinksmanship in Congress over the federal 

government’s debt limit and budget, along with a note on Federal Reserve Chair Powell’s 

prospects of being reappointed to a second term later this year.  We next turn to international 

news, including the selection of a new leader in Japan and the latest on Evergrande’s debt issues 

in China.  We close with an update on the coronavirus pandemic. 

 

U.S. Fiscal Policy:  Political maneuvers in Congress continue to stymie efforts to raise the 

federal debt limit and provide stopgap funding for the government.  Just a day after Senate 

Republicans blocked a House-passed bill that would have raised the borrowing limit and 

provided stopgap funding until early December, Senate Majority Leader Schumer yesterday 

sought unanimous consent to move straight to a final vote on a simple debt-limit increase.  That 

maneuver would have allowed Democrats to raise the ceiling on their own with just a majority 

vote.  However, Senate Minority Leader McConnell objected, blocking the effort. 

• In testimony before the Senate Banking Committee, Treasury Secretary Yellen warned 

that the government would be unable to pay its bills beginning October 18 if the debt 

limit is not increased. 

 

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/democrats-press-for-action-on-debt-limit-11632846681?mod=hp_lead_pos3
https://www.wsj.com/articles/democrats-press-for-action-on-debt-limit-11632846681?mod=hp_lead_pos3
https://www.wsj.com/articles/yellen-says-treasury-could-exhaust-cash-reserves-by-oct-18-if-debt-limit-isnt-raised-11632835248
https://www.wsj.com/articles/yellen-says-treasury-could-exhaust-cash-reserves-by-oct-18-if-debt-limit-isnt-raised-11632835248


 

 

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

www.confluenceinvestment.com 

 2 

• The U.S. faces an estimated $20 billion in Social Security payments on October 20, along 

with around $6 billion in individual tax refunds, according to forecasts by the Bipartisan 

Policy Center. It faces another $49 billion in payments through October 29 and then an 

additional $80 billion in payments on November 1, including $14 billion in interest on 

the federal debt. 

• Democrats are actively exploring several alternatives to hike the debt limit on their own, 

most likely by attaching the increase to their budget resolution.  However, plenty of 

political wrangling and brinksmanship is probably still in store, which has the potential to 

unsettle markets over the coming weeks. 

 

U.S. Monetary Policy:  For the first time, progressive firebrand Sen. Elizabeth Warren 

explicitly said she would oppose a second term for Fed Chair Powell if President Biden 

nominates the central bank leader.  The statement highlights the Democrats’ intraparty divide 

over his candidacy.  The most progressive legislators want Biden to nominate someone who 

would support progressive policies much more strongly than Powell has.  If the progressives 

eventually appear to be getting the upper hand in the debate, it will likely spark concerns about 

excessively loose monetary policy and unsettle the financial markets. 

 

Japan:  Former Foreign Minister Fumio Kishida won the ruling Liberal Democratic Party’s 

leadership election.  It makes him the presumptive successor to Yoshihide Suga as Japan’s prime 

minister and ensures he will represent the LDP in the general elections slated to be held by 

November.  With no candidates obtaining a majority in the first round, the runoff in the LDP 

election was a head-to-head race between first-place Kishida and second-place Taro Kono, the 

vaccine czar and top choice for prime minister in public opinion polls. 

• An extraordinary Diet session will be convened on Monday, at which Kishida will 

officially be nominated to take over the Prime Minister’s Office. The LDP has a majority 

in the Lower House, essentially guaranteeing that he will become prime minister.  After 

his nomination, he will immediately form a Cabinet and appoint ministers. 

• Kishida has already vowed to continue strengthening Japan’s coronavirus response and to 

compile an economic stimulus package worth trillions of yen.  Indeed, he has vowed in 

the past to moderate the country’s neoliberal policies and reduce its wealth gap.  He has 

also supported raising the country’s low birth rates.  Although he comes from a 

traditionally dovish wing of the LDP, he has also recently expressed a need to ensure a 

free and open Indo-Pacific region. 

• We’ll provide a biography and assessment of Kishida in a Weekly Geopolitical Report 

soon.  For now, however, we suspect Kishida won’t stray too dramatically from the Abe 

and Suga policies of the recent past, so financial markets are unlikely to react badly. 

 

China Evergrande (EGRNF, $0.40):  Heavily indebted real estate developer Evergrande said it 

sold part of its stake in Shengjing Bank for approximately $1.5 billion.  However, those funds 

won’t necessarily be available to settle the firm’s wider obligations because the bank is 

demanding the net proceeds from the sale be used to settle liabilities Evergrande owes to it. 

• The Evergrande saga, and China’s broader problem with excess debt, will likely remain a 

key risk for global financial markets in the near term. 

https://www.wsj.com/articles/elizabeth-warren-says-she-will-vote-against-second-term-for-feds-jerome-powell-11632852098?mod=hp_lead_pos11
https://www.wsj.com/articles/elizabeth-warren-says-she-will-vote-against-second-term-for-feds-jerome-powell-11632852098?mod=hp_lead_pos11
https://www.japantimes.co.jp/news/2021/09/29/national/politics-diplomacy/kishida-ldp-election-victory/
https://www.japantimes.co.jp/news/2021/09/29/national/politics-diplomacy/kishida-ldp-election-victory/
https://www.ft.com/content/802e9d29-9ae4-441a-871c-edb8277dc7e2
https://www.ft.com/content/802e9d29-9ae4-441a-871c-edb8277dc7e2
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• Reflecting those concerns, Japan’s Government Pension Investment Fund has decided to 

shun renminbi-denominated Chinese sovereign bonds from its $1.73 trillion portfolio, 

citing liquidity concerns and other risks related to Chinese government debt. 

 

China Belt and Road Initiative:  New data shows China’s “Belt and Road Initiative,” which 

has provided billions of dollars in infrastructure development aid worldwide, has left scores of 

lower- and middle-income countries saddled with “hidden debts” totaling $385 billion.  

According to AidData, an international development lab at the College of William & Mary in 

Virginia, more than 40 of those countries now have debt exposure to China higher than 10% of 

their national gross domestic product. 

 

COVID-19:  Official data show confirmed cases have risen to 232,888,917 worldwide, with 

4,767,825 deaths.  In the United States, confirmed cases rose to 43,233,019, with 693,069 deaths.  

Vaccine doses delivered in the U.S. now total 472,646,105, while the number of people who 

have received at least their first shot totals 213,752,856.  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 55.8% of the population is fully vaccinated. 

• Now that the FDA and CDC have said people over 65 and those at heightened risk from 

COVID-19 can get booster shots of the vaccine from Pfizer (PFE, $43.04), many doctors 

and pharmacies are providing the boosters with little or no verification that the recipients 

are really eligible. 

• United Airlines (UAL, $48.68) announced that it is moving ahead with plans to terminate 

close to 600 employees who didn’t meet its vaccination deadline.  In August, United said 

it would require all of its 67,000 U.S. employees to be vaccinated, making it the first 

major U.S. airline and one of the first large U.S. companies to do so. 

o In a Gartner survey of legal, compliance, and human resources executives at 

companies across the country, 46% of organizations now plan to institute a 

vaccine mandate where legally permissible. 

o Still, only 15% of companies said they'd fire workers who refuse the shot. 

• Harvard Business School has moved most of its M.B.A. classes online following a spate 

of breakthrough infections among its students.  The move to remote instruction for all 

first-year courses and some second-year courses will run until at least October 3 and 

comes about a month after the start of classes. It is one of the first instances of a major 

university halting some in-person instruction this fall. 

• As the latest Delta wave of infections sweeps across the U.S. and tens of thousands of 

frontline workers face dismissal for refusing to be vaccinated, healthcare employers and 

unions have called on the federal government to tackle crippling staff shortages by 

addressing issues such as low pay and insufficient nursing training. 

 

https://www.ft.com/content/297beae8-7243-4d93-9fac-09e515e82972
https://www.ft.com/content/297beae8-7243-4d93-9fac-09e515e82972
https://www.nytimes.com/live/2021/09/29/world/covid-delta-variant-vaccines?type=styln-live-updates&label=coronavirus%20updates&index=0
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/americans-are-getting-covid-19-boostersno-questions-asked-11632916800?mod=hp_lead_pos7
https://www.wsj.com/articles/americans-are-getting-covid-19-boostersno-questions-asked-11632916800?mod=hp_lead_pos7
https://www.wsj.com/articles/united-airlines-prepares-to-fire-employees-who-refuse-covid-19-vaccinations-11632868364?mod=hp_lista_pos3
https://www.wsj.com/articles/united-airlines-prepares-to-fire-employees-who-refuse-covid-19-vaccinations-11632868364?mod=hp_lista_pos3
https://www.gartner.com/en/newsroom/press-releases/2021-09-24-gartner-survey-reveals-nearly-half-of-organizations-will-institute-vaccine-mandates?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.gartner.com/en/newsroom/press-releases/2021-09-24-gartner-survey-reveals-nearly-half-of-organizations-will-institute-vaccine-mandates?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/harvard-business-school-suspends-most-in-person-m-b-a-classes-and-networking-after-covid-19-outbreak-11632849496?mod=hp_listb_pos3
https://www.wsj.com/articles/harvard-business-school-suspends-most-in-person-m-b-a-classes-and-networking-after-covid-19-outbreak-11632849496?mod=hp_listb_pos3
https://www.ft.com/content/d703e190-7b0a-447b-b8f8-bd6f700cb6d6
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Economic and Financial Market Impacts 

• Both traditional and new, high-frequency data series ranging from shopping trips to 

movie theater attendance suggest the European economy continues to recover at a good 

pace.  The data suggest European consumers feel emboldened by high vaccination rates, 

despite a slew of worrying economic news, including higher energy bills, supply chain 

disruptions, and worries about the impact of an economic slowdown in China. 

 

U.S. Economic Releases  

 

Mortgage applications fell in the week ending September 24, according to the Mortgage Brokers 

Association. The MBA mortgage applications index fell 1.1% from the prior week.  The decline 

in mortgage applications was led by a slump in refinancing applications, which fell 0.9% from 

the previous week and accounted for 66.4% of total loans. Meanwhile, purchase applications fell 

1.2% from the prior week. The average 30-year fixed-rate mortgage rose 7 bps from 3.03% to 

3.10%. 

 

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 Pending Home Sales m/m Aug 1.3% -1.8% ***

10:00 Pending Home Sales NSA y/y Aug -13.8% -9.5% **

EST Speaker or event

9:00 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

11:45 Jerome Powell Takes Part in ECB Forum on Central Banking Chairman of Board of Governors of Federal Reserve

13:00 Mary Daly Gives Speech to UCLA President of the Federal Reserve Bank of San Francisco

15:00 Raphael Bostic Gives Remarks at Chicago Fed President of the Federal Reserve Bank of Atlanta

District or position

Economic Releases

Fed Speakers or Events

 
 

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. 
 

https://www.ft.com/content/c4d3daa9-cd61-46cb-9db9-00cb1a9fbac0
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Indicator Current Prior Expected Rating Market Impact

EUROPE

Eurozone Consumer Confidence m/m Sep F -4.0 -4.0 ** Equity and bond neutral

Economic Confidence m/m Sep 117.8 117.5 117.0 ** Equity and bond neutral

Industrial Confidence m/m Sep 14.1 13.7 12.6 ** Equity bullish, bond bearish

Services Confidence m/m Sep 15.1 16.8 16.4 * Equity and bond neutral

Germany Import Price Index m/m Aug 1.4% 2.2% 0.9% *** Equity and bond neutral

Italy PPI m/m Aug 0.4% 2.5% ** Equity bullish, bond bearish

Switzerland Credit Suisse Survey Expectations m/m Sep 25.7 -7.8 ** Equity bullish, bond bearish

UK Net Consumer Credit m/m Aug 0.4b -0.0b 0.3b ** Equity and bond neutral

Net Lending Sec. on Dwellings m/m Aug 5.3b -1.4b 3.5b ** Equity and bond neutral

Mortgage Approvals m/m Aug 74.5k 75.2k 73.0k ** Equity and bond neutral

M4 Money Supply y/y Aug 7.0% 6.0% ** Equity and bond neutral

Money Supply M4 m/m Aug 0.5% 0.1% ** Equity and bond neutral

AMERICAS

Brazil Central Govt Budget Balance m/m Aug -9.9b -19.8b -14.0b ** Equity bearish, bond bullish

Mexico Unemployment Rate NSA m/m Aug 4.3% 4.4% 4.4% *** Equity bullish, bond bearish  
 

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. 
 

 
 

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. 

 
 

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 (%) 1.49 1.54 -0.05 Down

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

EUR/USD 3-mo swap (bps) 17 3 14 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Neutral

pound Down Neutral

franc Flat Neutral
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Price Prior Change Explanation

Brent $78.49 $79.09 -0.76%

WTI $74.68 $75.29 -0.81%  

Natural Gas $5.80 $5.88 -1.31%  

Crack Spread $16.99 $16.84 0.89%

12-mo strip crack $18.89 $18.85 0.21%

Ethanol rack $2.53 $2.54 -0.29%

Gold $1,745.11 $1,734.01 0.64%

Silver $22.35 $22.46 -0.46%

Copper contract $423.20 $424.65 -0.34%

Corn contract $535.50 $532.50 0.56%

Wheat contract $709.50 $706.50 0.42%

Soybeans contract $1,278.50 $1,277.00 0.12%

Baltic Dry Freight 4,962            4,717            245

Actual Expected Difference

Crude (mb) -2.5

Gasoline (mb) 1.2

Distillates (mb) -1.1

Refinery run rates (%) 0.50%

Natural gas (bcf) 86.0

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 and 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 9/28/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Utilities
Consumer Staples

Materials
Industrials

Consumer Discretionary
Healthcare

Technology
S&P 500

Communication Services
Real Estate

Financials
Energy

YTD Total Return

-4.0% -3.0% -2.0% -1.0% 0.0% 1.0%

Technology

Communication Services

S&P 500

Consumer Discretionary

Healthcare

Financials

Utilities

Materials

Consumer Staples

Industrials

Real Estate

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 9/28/2021 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. 

 



 

 

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

www.confluenceinvestment.com 

8 

 

P/E Update 

 

September 23, 2021 
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P/E as of 9/22/2021 = 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. 


