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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: December 8, 2021—9:30 AM EST] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is down 0.5% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed unchanged. Chinese markets were higher, with the Shanghai Composite up 1.2% from its 

prior close and the Shenzhen Composite up 1.8%.  U.S. equity index futures are signaling a flat 

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 (12/6/2021): “Plunging U.S. Service Exports” 

• Weekly Energy Update (12/2/2021): Oil prices have tumbled on the Omicron variant and 

on the SPR release.  We take a look at gasoline prices relative to wages.   

• Asset Allocation Q4 2021 Rebalance Presentation (11/4/2021): A video discussion of our 

asset allocation process, Q4 2021 portfolio changes, and the macro environment 

• Asset Allocation Weekly (12/3/2021) (with associated podcast): “An Update on Gold” 

 

Today’s Comment begins with a range of U.S. news, including a detailed readout from President 

Biden’s call with Russian President Putin yesterday.  We next turn to international news, 

including an important report on how the Chinese government is planning to regulate future 

overseas stock listings.  We end with the latest developments relating to the coronavirus 

pandemic. 

 

United States-Russia-Ukraine:  In a video call yesterday, President Biden apparently issued a 

tougher-than-anticipated warning to President Putin that if he launches an invasion of Ukraine, as 

U.S. intelligence believes he may be planning, the NATO allies will respond with severe 

economic, diplomatic, and military punishments.  For example, National Security Advisor 

Sullivan suggested Biden threatened to block Russian natural gas shipments to Europe through 

its newly completed Nord Stream 2 pipeline under the Baltic Sea in the event of an attack on 

Ukraine.  Biden also warned that the U.S. would respond to an attack on Ukraine by boosting its 

deployment of troops and military equipment in Eastern Europe.  According to a sober readout 

from a Kremlin spokesman, Putin complained about strengthening ties between NATO and 

Ukraine and demanded: “reliable, legally fixed guarantees that rule out eastward NATO 

expansion and the deployment of offensive strike weapons systems in states adjacent to Russia.”  

However, the White House insisted Biden made no commitments or concessions to the Russian 

demands. 

 

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_12_6_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_02_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Dec_03_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.rferl.org/a/biden-putin-ukraine-russia/31597054.html
https://www.rferl.org/a/biden-putin-ukraine-russia/31597054.html
https://www.ft.com/content/d1ed75b0-338f-42f8-836b-f94cb00670ca
https://www.ft.com/content/d1ed75b0-338f-42f8-836b-f94cb00670ca
https://www.wsj.com/articles/biden-russian-president-putin-start-call-11638894107?mod=hp_lead_pos7
https://www.wsj.com/articles/biden-russian-president-putin-start-call-11638894107?mod=hp_lead_pos7
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• The threat to shut down Nord Stream 2 illustrates how much the retirement of German 

Chancellor Merkel has strengthened Biden’s hand in dealing with Putin.  U.S. and 

German officials have had intense discussions on the issue.  Merkel’s outgoing team and 

the team of incoming Chancellor Olaf Scholz appear confident that Scholz will take a 

harder line on Putin than Merkel, who was usually reluctant to put German industrial 

interests at risk.  (The Scholz coalition will also probably take a tougher line on Chinese 

President Xi.) 

• Analysts have also suggested the U.S. would significantly ratchet up the pain on Russia if 

it cut off the country from the SWIFT international payments system.  Blocking Russia 

from trading dollars for rubles would be particularly disruptive for the country since it 

could leave China as Russia’s only significant oil market. 

• We also note that U.S. officials have suggested blocking Russian companies from access 

to global capital markets.  Given that U.S. officials have started taking such steps against 

Chinese firms listed on U.S. stock exchanges, that probably shouldn’t be taken as an idle 

threat.  In the event of an attack on Ukraine, the threat of forced delisting would probably 

be particularly negative for Russian stocks trading in the U.S. 

 

U.S. Fiscal Policy:  Speaking at a Wall Street Journal conference, Democratic Senator Joe 

Manchin declined to commit to voting for his party’s roughly $2 trillion social-policy and 

climate package, citing concerns about inflation and the length of the programs. 

• Coupled with continuing resistance from Democratic Senator Kyrsten Sinema, Manchin’s 

stance shows Democrats are still at risk of not getting the legislation passed or only 

getting a significantly watered-down version. 

• Separately, Congressional leaders have struck a deal that paves the way to raise the 

federal government’s borrowing limit and avert a looming crisis over the U.S. debt 

ceiling.  The House passed the legislation yesterday, and the Senate is expected to follow 

suit on Thursday. 

 

U.S. Monetary Policy:  In a new poll by the Financial Times, more than half of the leading 

academic economists surveyed said it was “somewhat” or “very” likely the Fed would 

completely stop its bond purchases by the end of March.  That pace could enable the Fed to raise 

its benchmark fed funds interest rate as early as the first quarter of next year, a move that 10% of 

the respondents now expect. 

 

U.S. Labor Market:  One little-noticed factor that may be helping to drive up wage rates is the 

aggressive pay policies and rapid hiring at Amazon (AMZN, $3,523.29).  As the company 

establishes ever more warehouse and distribution operations across the nation, often in smaller 

communities with low wage rates, its relatively high pay is forcing local firms to hike their pay 

to avoid losing workers. 

 

China:  Several government agencies are reportedly developing a blacklist of startup companies 

in sensitive economic sectors that will be restricted from using “variable interest entities” to raise 

foreign capital and list on overseas stock markets.  The targeted sectors would likely include 

those that are data-intensive or have implications for national security.  The list would exclude 

https://www.nytimes.com/2021/12/07/us/politics/biden-putin-ukraine-summit.html
https://www.nytimes.com/2021/12/07/us/politics/biden-putin-ukraine-summit.html
https://www.wsj.com/articles/manchin-holds-back-support-for-social-spending-bill-11638919554?mod=hp_lead_pos5
https://www.wsj.com/articles/manchin-holds-back-support-for-social-spending-bill-11638919554?mod=hp_lead_pos5
https://www.ft.com/content/304484bf-63c5-4de4-bddf-cd166e26587b
https://www.ft.com/content/304484bf-63c5-4de4-bddf-cd166e26587b
https://www.ft.com/content/94636129-58f1-4972-ac1c-6283ff8ff447
https://www.ft.com/content/94636129-58f1-4972-ac1c-6283ff8ff447
https://www.wsj.com/articles/amazon-emerges-as-the-wage-and-benefits-setter-for-low-skilled-workers-across-industries-11638910694?mod=hp_lead_pos5
https://www.wsj.com/articles/amazon-emerges-as-the-wage-and-benefits-setter-for-low-skilled-workers-across-industries-11638910694?mod=hp_lead_pos5
https://www.ft.com/content/7689489c-cdad-4596-a7c6-0774ed68bf5a
https://www.ft.com/content/7689489c-cdad-4596-a7c6-0774ed68bf5a
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big, well-established firms, which have used the VIE structure to list in the U.S. and other 

foreign markets for decades. 

• One Chinese official indicated the blacklist is aimed at ensuring that future national 

champions critical to the country’s economy would not be dominated by foreign 

shareholders. 

• The official said that while foreign investors may be restricted from investing in Chinese 

technology companies, they could still invest in traditional firms, which don’t need to use 

the VIE structure to list overseas. 

• News of the limited blacklist is consistent with statements a Chinese official made last 

weekend, which indicated that the country is not issuing a general ban on VIEs listing 

overseas or pushing to delist existing VIEs overseas. 

• If confirmed, the reliance on a limited blacklist could offer some clarity on the status of 

existing Chinese listings on the U.S. and other Western exchanges, which could give a 

boost to those listings.  However, given the worsening U.S.-China geopolitical rivalry, 

there would still be some risk that Chinese authorities could expand the blacklist over 

time and/or still put informal pressure on Chinese firms to bring their listings back home 

to China or Hong Kong.  Besides, as the geopolitical rivalry heats up and U.S. officials 

increasingly see China as a threat, they are likely to keep pursuing their own restrictions 

on U.S. investment in China. 

 

Australia-China:  Just days after the U.S. said it would impose a diplomatic boycott on the 

upcoming Winter Olympic Games in Beijing, the Australian government announced it would 

impose its own diplomatic boycott over China’s geopolitical aggression and human rights 

abuses.  The move seems certain to draw Chinese ire and possibly new economic and diplomatic 

punishments for Australia. 

 

Germany:  The Bundestag today approved Olaf Scholz as the country’s new prime minister.  

Scholz will lead a coalition government consisting of his center-left Social Democratic Party, the 

leftist Green Party, and the libertarian Free Democratic Party. 

• As referenced above, the new government is likely to ally more closely with the U.S. as it 

tries to counter aggressive geopolitical moves from Russia and China.  In domestic 

policy, the coalition partners have agreed on a four-year program to overhaul Germany’s 

economy, fight climate change, digitize public services, and reverse its demographic 

decline. 

• For now, the coalition partners have what appears to be a workable agreement, and 

investors are likely to appreciate continuing stability in Germany.  The installation of 

Free Democratic politician Christian Lindner will also probably be taken well by 

investors.  However, given the wide differences in the coalition partners’ policy aims, 

Scholz will likely face a tough balancing act to keep the partners together, meaning the 

current aura of stability and cooperation may not last. 

 

COVID-19:  Official data show confirmed cases have risen to 267,322,517 worldwide, with 

5,275,023 deaths.  In the U.S., confirmed cases rose to 49,389,503, with 791,514 deaths.  (For an 

https://www.wsj.com/articles/australia-to-stage-diplomatic-boycott-of-2022-winter-olympics-in-beijing-11638920014
https://www.wsj.com/articles/australia-to-stage-diplomatic-boycott-of-2022-winter-olympics-in-beijing-11638920014
https://www.wsj.com/articles/germanys-scholz-takes-power-after-merkels-16-year-rule-11638955183
https://www.ft.com/content/a32b2f0d-5085-4088-b11d-1def2b615413
https://www.nytimes.com/live/2021/12/08/world/omicron-variant-covid
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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interactive chart that allows you to compare cases and deaths among countries, scaled by 

population, click here.)  Meanwhile, in data on the U.S. vaccination program, the number of 

people who have received at least their first shot totals 236,363,835.  The data show that 71.2% 

of the U.S. population has now received at least one dose of a vaccine, and 60.1% of the 

population is fully vaccinated. 

 

• Pfizer (PFE, $51.72) and BioNTech (BNTX, $302.69) said initial lab tests indicate that a 

third dose of their vaccine offers good protection against the Omicron mutation, even 

though a two-dose regime is significantly less effective against the new variant. 

o However, the companies said a two-dose regime may still induce protection 

against severe disease, and they are continuing to monitor the real-world 

effectiveness against Omicron. 

o The findings by Pfizer and BioNTech are generally consistent with an 

independent analysis published yesterday by scientists in South Africa. 

o Pfizer also said it was developing a new vaccine specifically targeting Omicron 

and expected to have it available by March if additional protection is required to 

combat the variant. 

• In the U.K., Prime Minister Johnson is set to announce fresh restrictions to curb the 

spread of the Omicron variant, including requiring vaccine passports to enter large 

venues and an order to work from home. The move comes as Omicron spreads rapidly in 

the U.K., and the government faces a scandal over a Downing Street holiday party last 

year.  In response, the pound has dropped about 0.5% to approximately $1.3170 today, 

reaching its lowest level in more than a year. 

 

 

U.S. Economic Releases  

 

Mortgage applications picked up during the week ending December 3, according to Mortgage 

Bankers Association.  The MBA mortgage application index rose 2.0% from the prior week.   

The applications index for purchases fell 5.0% from the previous week, while the refinancing 

index rose 9.0%.  The average 30-year fixed-rate mortgage fell 1 bp from 3.31% to 3.30%.   

 

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

EST Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m Oct 10469k 10438k **

Economic Releases

Fed Speakers or Events

No Fed speakers or events today  
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://www.ft.com/content/7b65c385-4147-492a-a946-30f98e59d8b0
https://www.scmp.com/news/china/science/article/3158903/could-vaccines-beat-back-omicron-south-african-study-offers?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20211208&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3158834&article_id_list=3158903,3158834,3158810,3158694,3158831,3158855,3158890,3158889&tc=7&CMCampaignID=146431171d03a57a3bc9ecd6fbd544e9
https://www.scmp.com/news/china/science/article/3158903/could-vaccines-beat-back-omicron-south-african-study-offers?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20211208&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3158834&article_id_list=3158903,3158834,3158810,3158694,3158831,3158855,3158890,3158889&tc=7&CMCampaignID=146431171d03a57a3bc9ecd6fbd544e9
https://www.ft.com/content/bd0a637e-3e2b-4637-9548-d9eac1e20838
https://www.ft.com/content/bd0a637e-3e2b-4637-9548-d9eac1e20838
https://www.ft.com/content/f2c6706f-a7ca-4a3d-81a2-bba84e11127f
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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. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Bank Lending Incl Trusts y/y Nov 0.6% 0.9% * Equity and bond neutral

Bank Lending Ex-Trusts y/y Nov 0.5% 0.8% * Equity and bond neutral

BoP Current Account Balance m/m Oct ¥1180.1b ¥1033.7b ¥1274.9b *** Equity and bond neutral

Trade Balance BoP Basis m/m Oct ¥166.7b -¥229.9b ¥128.8b *** Equity and bond neutral

GDP SA QoQ q/q 3Q F -0.90% -0.80% -0.80% *** Equity and bond neutral

Bankruptcies y/y Nov -10.36% -15.86% * Equity and bond neutral

Eco Watchers Survey Current SA m/m Nov 56.3 55.5 57.4 * Equity and bond neutral

Eco Watchers Survey Outlook SA m/m Nov 53.4 57.5 57.7 * Equity and bond neutral

EUROPE

France Bank of France Ind. Sentiment m/m Nov 104.0 102.0 103.0 *** Equity and bond neutral

Private Sector Payrolls q/q 3Q F 0.5% 0.5% 0.5% *** Equity and bond neutral

Total Payrolls q/q 3Q 0.4% 1.1% 0.5% ** Equity and bond neutral

AMERICAS

Brazil FGV CPI IPC-S w/w 7-Dec 1.18% 1.08% 1.03% ** Equity and bond neutral

Retail Sales y/y Oct -7.1% -5.5% -6.2% ** Equity and bond neutral

Retail Sales Broad y/y Oct -7.1% -4.2% -6.1% ** Equity and bond neutral

Mexico International Reserves Weekly w/w 3-Dec $199993m $199310m ** 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. 

 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 19 19 0 Down

3-mo T-bill yield (bps) 5 6 -1 Neutral

TED spread (bps) 14 13 1 Neutral

U.S. Libor/OIS spread (bps) 8 9 -1 Down

10-yr T-note (%) 1.43 1.48 -0.05 Down

Euribor/OIS spread (bps) -57 -56 -1 Neutral

EUR/USD 3-mo swap (bps) 20 21 -1 Down

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Flat Neutral

Pound Down Neutral

Franc Up Neutral

Central Bank Action Current Prior Expected

RBI Repurchase Rate 4.000% 4.000% 4.000% On forecast

RBI Reverse Repo Rate 3.350% 3.350% 3.350% On forecast

RBI Cash Reserve Ratio 4.000% 4.000% 4.000% On forecast

Bank of Canada Rate Decision 0.250% 0.250% On forecast

Brazil Selic Rate 7.750% 9.250% On forecast  
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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 $74.59 $75.44 -1.13% Long liquidation

WTI $71.05 $72.05 -1.39%  

Natural Gas $3.89 $3.71 5.02%  

Crack Spread $18.70 $18.48 1.16%

12-mo strip crack $19.39 $19.28 0.53%

Ethanol rack $3.36 $3.37 -0.10%

Gold $1,789.26 $1,784.13 0.29%

Silver $22.42 $22.51 -0.38%

Copper contract $432.60 $433.95 -0.31%

Corn contract $584.75 $586.00 -0.21%

Wheat contract $801.50 $808.50 -0.87%

Soybeans contract $1,242.00 $1,250.25 -0.66%

Baltic Dry Freight 3,352            3,235            117

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) 1.7

Distillates (mb) 1.4

Refinery run rates (%) 0.45%

Natural gas (bcf) -60.0

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 

throughout the eastern two-thirds of the country, with cooler-than-normal temperatures only on 

the West Coast.  The forecasts call for wet conditions for most of the country, with dry 

conditions in the Southeast and Southwest.   
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Data Section 
 

U.S. Equity Markets – (as of 12/7/2021 close) 
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(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 12/7/2021 close) 

 

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

Emerging Markets ($)

Emerging Markets (local currency)

US Government Bond

US Corporate Bond

Cash

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Mid Cap

Commodities

Large Cap

Growth

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 

 

December 2, 2021 
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P/E as of 12/1/2021 = 22.5x

 
 

Based on our methodology,1 the current P/E is 22.3x, up 0.3x from our last update.  Some of the 

rise reflects the transition from Thomson/Reuters to Standard & Poor’s measurement of Q3 

earnings. 
 

 

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 (Q1, Q2, and Q3) and one estimate (Q4). 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. 


