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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 17, 2021—9:30 AM EST] Global equity markets are lower this morning.  

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

Asia Apex 50 closed down 1.1%. Chinese markets were weaker, with the Shanghai Composite 

down 1.2% from its prior close and the Shenzhen Composite down 1.4%.  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 (12/13/2021): “The 2022 Geopolitical Outlook” 

• Weekly Energy Update (12/16/2021): The weekly inventory data was bullish for oil and 

products.   

• 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 (12/17/2021) (with associated podcast): “What’s Causing the 

Yield Curve to Flatten?” 

• Confluence of Ideas podcast (12/14/2021): “The Regional Threats from the Taliban in 

Afghanistan” 

• Current Perspectives: “2022 Outlook: The Year of Fat Tails” (12/16/2021) 

 

Note to readers: The Daily Comment will go on holiday after today’s comment and return on 

January 3, 2022. From all of us at Confluence Investment Management, have a Merry 

Christmas and Happy New Year! 

Good morning! Today's report begins with U.S. economic and policy news, followed by China-

related stories. International news is next, and we end with our pandemic coverage. 

Economics and policy:  

● President Biden announced on Thursday that a vote on the $1.75 trillion Build Back 

Better bill will be delayed for several weeks. The pushback was likely due to resistance 

from West Virginia Senator Joe Manchin, who has expressed concern that the bill could 

contribute to inflationary pressures.  

● The market has downplayed the possibility that the Fed could raise rates three times in 

2022. On Thursday, trading in futures markets showed investors expect the U.S. central 
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bank overnight rate to be 1.27% in 2023, down 11 bps from the previous day. The 

decrease in expectations is related to investors’ concern that the economy has still not 

fully recovered from the pandemic and that too many rate hikes could hurt growth.  

● Driven primarily by India and China, coal power generation is expected to hit a record 

high by the end of 2021. The steep rise in coal power production shows how difficult it 

will be for the world to move away from fossil fuels as it tries to reduce carbon 

emissions. A faster than expected recovery this year has made cleaner sources of fuel 

scarce, thus leaving countries with no other choice but to use more coal. The lack of 

alternatives, especially during times of crisis, suggests that countries will likely be 

hesitant to reduce the production of these resources in the future. 

China:   

● The U.S. placed China’s Academy of Military Medical Sciences as well as 12 affiliated 

research institutions on its blacklist. The institute has been accused of helping the 

Chinese government to develop brain-control technology. By being placed on the black-

list, U.S. companies will be banned from selling these institutions’ technology.  

● Chinese real estate developing company Evergrande (EGRNF, USD, 0.20) was labeled a 

defaulter by S&P Global Ratings. The rating agency had downgraded Evergrande’s credit 

rating from SD to CC but withdrew the rating at the company's request. The designation 

comes a week after Fitch Ratings had declared the company a defaulter.  

● The U.S. is considering imposing more sanctions on China’s largest chipmaker, 

Semiconductor Manufacturing International Corp ( 981 HK, HKD,18.68), in order to 

limit China’s access to technology that could be used for military purposes.  

International news:   

● A new wave of COVID cases weighed on business sentiment in Germany, according to 

the IFO institute. The main business confidence indicator fell from 96.5 to 94.7 in 

December, its lowest level since February of this year.  It is the sixth consecutive month 

the indicator has fallen and has led to concerns that Germany could be heading for 

recession next year. 

● The chip shortage has impacted car sales in Europe. Car registrations in the EU fell for 

the fifth consecutive month in November, as automakers continue to struggle to find the 

chips needed to make new vehicles. Germany and Italy, which rank 1 and 3 respectively 

in EU car exports, saw the steepest declines in registrations. The weakening in car sales 

suggests that the EU could possibly see sluggish growth going into the next year.  

● Russia’s central bank has decided to raise its key interest rate by 100 bps to help tackle 

rising inflation. It is the seventh time Russia has raised its key interest rate this year, and 

it has not ruled out another rate hike in February.  

https://www.wsj.com/articles/global-coal-power-expected-to-hit-record-despite-climate-fight-11639737307?mod=hp_lista_pos1
https://www.wsj.com/articles/global-coal-power-expected-to-hit-record-despite-climate-fight-11639737307?mod=hp_lista_pos1
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https://www.bloomberg.com/news/articles/2021-12-17/chinese-property-tycoons-lose-46-billion-evergrande-update
https://www.bloomberg.com/news/articles/2021-12-14/biden-team-considers-new-clampdown-on-china-s-biggest-chipmaker
https://www.ft.com/content/48931667-cbb5-481d-acef-b2263bb74f80
https://www.ft.com/content/48931667-cbb5-481d-acef-b2263bb74f80
https://www.ft.com/content/48931667-cbb5-481d-acef-b2263bb74f80
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https://www.reuters.com/markets/europe/russia-raises-key-rate-sharply-85-its-highest-since-2017-2021-12-17/
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● The Bank of Japan signaled it does not expect to raise rates in 2022. While other 

countries have seen multi-decade highs in inflation, Japan has only had a modest rise in 

inflation.  

● The British government has softened its stance concerning the North Ireland issue. The 

U.K. would like to establish an interim agreement on the most critical issues of the 

arrangement. It would deal with reducing the number of custom checks as well as 

decreasing the bureaucratic burden faced by traders. Talks between the U.K. and EU are 

expected to continue in 2022.  

COVID-19:  The number of reported cases is 273,058,583, with 5,340,088 fatalities.  In the 

U.S., there are 50,513,437 confirmed cases with 803,652 deaths.  For illustration purposes, the 

FT has created an interactive chart that allows one to compare cases across nations using similar 

scaling metrics.  The FT has also issued an economic tracker that looks across countries with 

high-frequency data on various factors.  The CDC reports that 602,523,315 doses of the vaccine 

have been distributed, with 490,030,849 doses injected.  The number receiving at least one dose 

is 240,321,022, the number of second doses is 203,159,327, and the number of the third dose, the 

highest level of immunity, is 57,101,568. The FT has a page on global vaccine distribution.   

● France will block the entry of U.K. tourists in order to contain the spread of COVID-19.  

● A study showed that vaccines made by Sinopharm (1099 HK, HKD, 16.56), Johnson & 

Johnson (JNJ, USD, 173.01), and Sputnik produce little or no antibodies against the 

Omicron variant. 

○ Russian President Vladimir Putin has since responded to the report by stating that 

the Sputnik V vaccine is effective against the Omicron variant.  

● The CDC has recommended that adults get the Pfizer (PFE, USD, 61.25) or Moderna 

MRNA, USD, 282.02) vaccine instead of the J&J. The advisory change is in response to 

growing evidence that the J&J vaccine can cause blood clots in rare cases.  

● States across the U.S. are starting to see a pickup in COVID-19 cases. 

● On the positive side, Omicron cases in South Africa have shown signs of easing. In 

addition, hospital admissions remain below previous waves, suggesting that waves in 

other countries will likely be short. 

U.S. Economic Releases  

 

There have been no major economic releases in the U.S. so far today.  The table below lists the 

economic releases and/or Fed events scheduled for the rest of the day. 

 

EST Speaker or event

13:00 Christopher Waller Discusses the Economic Outlook Member of the Board of Governors

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

 
 

Foreign Economic News 
 

https://www.wsj.com/articles/japans-central-bank-shuns-tightening-trend-citing-lack-of-inflation-11639733579
https://www.bloomberg.com/news/articles/2021-12-17/u-k-seeks-interim-n-ireland-deal-in-2022-to-break-impasse?srnd=economics-vp&sref=uIvt3NFS
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.ft.com/content/9e84e155-2963-4d29-8331-cace0d022fa5
https://www.bloomberg.com/news/articles/2021-12-17/sinopharm-j-j-sputnik-shots-weaken-against-omicron-study-sees?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-12-17/sinopharm-j-j-sputnik-shots-weaken-against-omicron-study-sees?sref=uIvt3NFS
https://www.reuters.com/business/healthcare-pharmaceuticals/putin-says-sputnik-v-coronavirus-vaccine-effective-against-omicron-ria-2021-12-17/
https://www.reuters.com/business/healthcare-pharmaceuticals/putin-says-sputnik-v-coronavirus-vaccine-effective-against-omicron-ria-2021-12-17/
https://www.politico.com/news/2021/12/16/cdc-covid-vaccine-johnson-525153
https://www.politico.com/news/2021/12/16/cdc-covid-vaccine-johnson-525153
https://www.bloomberg.com/news/articles/2021-12-15/apple-delays-office-return-canada-travel-warning-virus-update?srnd=premium&sref=uIvt3NFS
https://www.ft.com/content/48931667-cbb5-481d-acef-b2263bb74f80
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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. 

 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

New Zealand ANZ Business Confidence m/m Dec -23.2 -16.4 ** Equity bearish, bond bullish

ANZ Activity Outlook m/m Dec 11.8 15.0 * Equity bearish, bond bullish

EUROPE

Eurozone CPI y/y Nov F 4.9% 4.9% 4.9% *** Equity and bond neutral

Core CPI y/y Nov F 2.6% 2.6% 2.6% ** Equity and bond neutral

EU27 New Car Registrations y/y Nov -20.5% -30.3% * Equity and bond neutral

Germany IFO Business Climate m/m Dec 94.7 96.5 95.3 *** Equity bearish, bond bullish

IFO Expectations m/m Dec 92.6 94.2 93.6 *** Equity bearish, bond bullish

IFO Current Assessment m/m Dec 96.9 99.0 97.5 ** Equity bearish, bond bullish

PPI y/y Nov 19.2% 18.4% 20.0% * Equity and bond neutral

UK Retail Sales y/y Nov 4.7% -1.5% 4.2% *** Equity bullish, bond bearish

Retail Sales Ex-Auto Fuel y/y Nov 2.7% -2.1% 2.3% ** Equity bullish, bond bearish

AMERICAS

Canada International Securities Transactions m/m Oct 23.92b 19.78b * Equity and bond neutral

Brazil FIPE CPI w/w 15-Dec 0.56% 0.61% ** 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) 22 21 1 Down

3-mo T-bill yield (bps) 4 4 0 Neutral

TED spread (bps) 18 17 1 Neutral

U.S. Libor/OIS spread (bps) 9 9 0 Down

10-yr T-note (%) 1.39 1.41 -0.02 Down

Euribor/OIS spread (bps) -59 -60 1 Neutral

EUR/USD 3-mo swap (bps) 15 16 -1 Down

Currencies Direction

Dollar Flat Neutral

Euro Flat Up

Yen Up Neutral

Pound Down Neutral

Franc Flat Neutral

Central Bank Action Current Prior Expected

Bank of Japan Policy Balance Rate -0.100% -0.100% -0.100% On forecast

Bank of Japan 10-Year Yield Target 0.000% 0.000% 0.000% On forecast

Russian Central Bank Target Rate 8.500% 7.500% 8.500% 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 $73.62 $75.02 -1.87%

WTI $70.90 $72.38 -2.04%  

Natural Gas $3.68 $3.77 -2.36%  

Crack Spread $19.99 $20.25 -1.26%

12-mo strip crack $20.47 $20.76 -1.38%

Ethanol rack $3.04 $3.09 -1.46%

Gold $1,811.94 $1,799.35 0.70%

Silver $22.61 $22.49 0.54%

Copper contract $430.80 $430.45 0.08%

Corn contract $590.50 $591.25 -0.13%

Wheat contract $773.00 $770.50 0.32%

Soybeans contract $1,282.25 $1,278.25 0.31%

Baltic Dry Freight 2,498            2,665            -167

Actual Expected Difference

Crude (mb) -4.6 -2.3 -2.3

Gasoline (mb) -0.7 2.0 -2.7

Distillates (mb) -2.9 0.2 -3.1

Refinery run rates (%) 0.00% 0.50% -0.50%

Natural gas (bcf) -88.0 -85.0 -3.0

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 in the 

Southwest, Texas, and the Southeast, with cooler-than-normal temperatures on the Pacific Coast 

and throughout the Northern Tier states.  The forecasts call for wet conditions throughout the 

Pacific Coast, Rocky Mountain, and Great Plains regions, with dry conditions in Texas and the 

Southeast.   
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Data Section 
 

U.S. Equity Markets – (as of 12/16/2021 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 12/16/2021 close) 

 

-20.0% 0.0% 20.0% 40.0%

Emerging Markets ($)

US Government Bond

Emerging Markets (local currency)

US Corporate Bond

Cash

US High Yield

Small Cap

Foreign Developed ($)

Mid Cap

Foreign Developed (local currency)

Value

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 16, 2021 
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P/E as of 12/15/2021 = 22.6x

 
 

Based on our methodology,1 the current P/E is 22.6x, up 0.1x from last week.  The rise in the 

multiple is due to higher index prices.  
 

 

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. 


