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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: February 3, 2022—9:30 AM EST] Global equity markets are generally lower this 

morning. In Europe, the EuroStoxx 50 is currently down 0.6% from its prior close. In Asia, the 

MSCI Asia Apex 50 closed essentially unchanged. Chinese markets were closed for a holiday. 

U.S. equity index futures are signaling a lower open. With 233 companies having reported, the 

S&P 500 Q4 2021 earnings stand at $53.70, higher than the $52.34 forecast for the quarter. The 

forecast reflects a 21.7% increase from Q4 2020 earnings. Thus far this quarter, 75.1% of the 

companies have reported earnings above forecast, while 20.2% have reported earnings below 

forecast.   
 

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: 

• Bi-Weekly Geopolitical Report (1/31/2022) (with associated podcast): “Two Power Plays 

in Kazakhstan” 

• Weekly Energy Update (2/3/2022): Oil prices continue to move higher despite reports 

OPEC+ will increase production quotas.  

• Asset Allocation Quarterly - Q1 2022 (1/20/2022): Discussion of our asset allocation 

process, Q1 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (1/24/2022) (with associated podcast): “Real Income versus 

the Wealth Effect; What is Driving Consumption?” 

• Confluence of Ideas podcast (1/20/2022): “The 2022 Outlook” 

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

Good morning! The overnight news was relatively tame, but we are following several stories. 

Today's report begins with recent developments regarding the Ukraine situation. Up next, we 

discuss U.S. economic and policy news with an update on President Biden’s pick to fill the 

vacant seats on the FOMC. International news follows, and we conclude with our pandemic 

coverage. 

Ukraine update: The White House has announced that it will taper down its rhetoric regarding 

the Russia-Ukraine conflict. At the insistence of Ukraine, the Biden administration stated it 

would stop describing a Russian invasion as being imminent. The change in rhetoric comes after 

Ukraine President Volodymyr Zelensky complained that calling an invasion imminent was 

causing unnecessary panic and having a negative impact on his country’s economy. That being 

said, the administration is still looking into ways to deter Russia from sending its troops into 

Ukraine.  The White House announced on Wednesday that it would cut Russia off from 
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receiving semiconductors if its troops enter Ukraine.  Although unprecedented, the government 

could use regulation to restrict U.S. companies and pressure foreign companies that rely on U.S. 

equipment from selling chips to Russia. If the U.S. were to follow through on this threat, it 

would have a severe impact on the Russian economy.  Additionally, the U.S. has decided to 

enhance its presence in Europe. On Wednesday, the Pentagon announced that 2,000 more troops 

were deployed to Eastern Europe to bolster NATO defenses. 

In light of growing pressure from the West, Russian President Vladimir Putin is trying to form 

closer ties with China. He will meet with Chinese President Xi Jinping on Thursday to discuss 

ways China could help Russia counter U.S. sanctions. Recently, China has become more 

outspoken in its support for Russia’s position concerning Ukraine. Last week, Chinese Foreign 

Minister Wang Yi stated that Russia’s security concerns were legitimate. China’s strong demand 

for commodities and its vast market will be critical for Russia if it plans to wean itself from its 

dependence on the U.S. However, it will likely come at a steep cost.  In exchange for helping 

Russia, China will probably demand a substantial discount for Russian commodities. China, 

which also has ambitions to expand its reach into Eastern Europe, could also use Russia’s 

dependency as leverage in future disputes. So, forming closer ties with China may not be that 

attractive of an option for Putin. 

At the moment, we suspect that the primary path to de-escalation will be through peace talks. 

Last week, French President Emmanuel Macron and Vladimir Putin met to discuss reviving the 

Minsk-2 agreement. Originally brokered in 2015, the agreement gave Russia more influence in  

Ukraine in exchange for peace. In the absence of an outright commitment from the U.S. to not 

allow Ukraine to join NATO, Russia could look to have a greater say in Ukraine government as a 

consolation prize. Reports suggest Ukraine may be receptive to increased Russian influence if it 

prevents an invasion. The revival of talks between Ukraine and Russia could possibly be the 

reason both sides have been keen to talk down the possibility of an imminent attack, with Russia 

going as far as implying the U.S. is the only aggressor in this conflict. We are still far away from 

a resolution, but conditions increasingly favor a peaceful outcome. If we are correct, it would be 

favorable to risk assets and bearish to commodity prices.  

Economics and policy:  

● The Biden administration has moved to limit the security risks posed by foreign-owned 

apps such as TikTok.  The Commerce Department announced a rule change that could 

force foreign apps to submit to third-party auditing, source-code examination, and 

monitoring of the logs that show user data. Violations of security rules could lead to an 

app being banned from use in the U.S. 

● President Biden’s pick to serve on the Federal Reserve Board, Lisa Cook, has met 

resistance to her confirmation. Cook’s research has been criticized for being too focused 

on race. Additionally, her misgiving regarding the Paycheck Protection Program being 

too small and biased toward large companies has received some blowback from 

politicians. In related news, Sarah Bloom Raskin, who has served on the Federal Reserve 

Board previously, is also expected to face scrutiny regarding her positions related to 
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climate change, crypto, and bank mergers. The President’s three picks to fill the vacant 

seats on the Federal Reserve Board will have their Senate hearings today.  

● The Pentagon announced that U.S. troops killed Islamic State leader Abu Ibrahim al-

Hashimi al-Qurayshi in a raid.  

 

International news:   

● Mexican President Andres Manuel Lopez Obrador announced his desire to form a state 

lithium company. On Wednesday, he told reporters in Mexico City that lithium is a 

strategic material that belongs to the people, signaling that private investment wasn’t 

welcome. As the demand for electric vehicles has increased in recent years, lithium has 

emerged as a possible competitor to oil. Thus, it is likely that lithium-producing 

companies will become more critical to the global economy as the world moves to cut 

down on carbon emissions. 

● OPEC and its allies have agreed to increase production by an additional 400,000 barrels a 

day at its latest meeting.  Despite the agreement to increase production, certain countries 

within the group have struggled to fulfill their respective supply pledge. Countries such 

as Nigeria and Libya have struggled to ramp up production due to the lack of investment 

and militia unrest.  

● The U.K. is planning to resume free-trade talks with the U.S. after the midterm elections.  

● The NATO chief raised concerns about a Russian military buildup along the Belarus 

border with Ukraine. The troop movements come amidst joint military exercises with 

Belarus and Russia. Moscow has held that having troops along the Ukraine border is 

consistent with military training and not a prelude to an invasion; however, NATO is not 

convinced. We suspect the buildup could be related to the U.S. decision to send 

additional troops into Eastern Europe. Therefore, we still believe that conflict in Ukraine 

remains a possibility.   

 

COVID-19:  The number of reported cases is 385,424,523, with 5,702,683 fatalities.  In the 

U.S., there are 75,681,309 confirmed cases with 894,316 deaths.  For illustration purposes, the 

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

scaling metrics.  The CDC reports that 668,308,025 doses of the vaccine have been distributed 

with 540,630,198 doses injected.  The number receiving at least one dose is 250,378,993, the 

number of second doses is 212,130,684, and the number of the third dose, the highest level of 

immunity, is 88,614,084. The FT has a page on global vaccine distribution.   

● Germany will allow up to 10,000 people to attend large outdoor events as long as the 

spectators wear masks and have proof of vaccinations.  

● The World Health Organization has expressed optimism regarding the pandemic in 

Europe. The organizations stated the region is entering a “plausible endgame” as COVID 

deaths start to slow down. 
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https://www.bloomberg.com/news/articles/2022-02-02/mexico-declares-lithium-too-strategic-for-private-investors?srnd=economics-vp&sref=uIvt3NFS
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https://coronavirus.jhu.edu/map.html
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U.S. Economic Releases  
 

Initial applications for unemployment benefits in the week ended January 29 fell to 238K, better 

than both the expected level of 245K and the revised figure of 261K for the previous week.  It 

was also lower than the four-week average of initial claims, which now stands at 255K.  The 

report also showed that continuing claims in the week ended January 22 fell to 1.628M from a 

revised 1.672M in the week before that.  The chart below shows how initial jobless claims have 

fluctuated since just before the prior recession. 

 

 
 

Separately, the average value of output per hour worked rose at a seasonally adjusted, annualized 

rate of 6.6% in the fourth quarter, more than double the expected rate of increase and more than 

enough to offset the revised rate of decline of 5.0% in the previous quarter.  In contrast to the 

previous quarter, output surged much faster than the number of hours worked.  As a result, 

fourth-quarter unit labor costs rose at a modest annual rate of 0.3%, or just a fraction of their rate 

of increase in July through September.  Compared with the same period one year earlier, 

productivity was up 2.0%, just about equal to the average annual rise over the last 20 years.  Unit 

labor costs were up 3.1%.  The chart below shows the annual growth in productivity since prior 

to the previous recession. 
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The chart below shows the annual growth in unit labor costs since just prior to the previous 

recession. 

 

 
 

The table below shows the U.S. economic releases and/or Fed events scheduled for the rest of the 

day. 
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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. 
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Indicator Current Prior Expected Rating Market Impact
ASIA-PACIFIC
Japan Japan Buying Foreign Bonds w/w 28-Jan -555.8b -¥107.1b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 28-Jan -¥690.2b -¥86.5b * Equity and bond neutral
Foreign Buying Japan Bonds w/w 28-Jan -¥561.8b -¥1720.0b * Equity and bond neutral
Foreign buying Japan stocks w/w 28-Jan -¥120.6b -¥10.2b * Equity and bond neutral
Jibun Bank Manufacturing PMI m/m Jan F 47.6 46.6 *** Equity and bond neutral
Jibun Bank Services PMI m/m Jan F 49.9 48.8 ** Equity and bond neutral

Australia Markit  PMI Composite m/m Jan F 46.7 45.3 *** Equity bullish, bond bearish
Markit PMI Services m/m Jan F 46.6 45.0 *** Equity bullish, bond bearish
Building Approvals m/m Dec 8.2% 2.6% -1.0% *** Equity bullish, bond bearish
Trade Balance m/m Dec A$8356m A$9756m A$9850m ** Equity and bond neutral

India Markit  PMI Composite m/m Jan F 53.0 56.4 *** Equity bearish, bond bullish
Markit PMI Services m/m Jan F 51.5 55.5 *** Equity bearish, bond bullish

New Zealand ANZ Commodity Price m/m Jan 1.0% -0.2% *** Equity and bond neutral
South Korea Markit South Korea PMI Manufacturing m/m Jan 52.8 51.9 *** Equity and bond neutral
EUROPE
Eurozone CPI Estimate y/y Jan 5.1% 5.0% 4.4% *** Equity and bond bearish

CPI y/y Jan P 0.3% 0.4% -0.4% *** Equity and bond neutral
CPI Core y/y Jan P 2.3% 2.6% 1.9% *** Equity and bond bearish
Markit Eurozone Services PMI m/m Jan F 51.1 51.2 51.2 *** Equity and bond neutral
Markit Eurozone Composite PMI m/m Jan F 52.3 52.4 52.4 *** Equity and bond neutral
PPI y/y Dec 26.2% 23.7% 26.1% *** Equity and bond neutral

France Budget Balance YTD m/m Dec -170.0b -181.0b * Equity and bond neutral
Markit Services PMI m/m Jan F 53.1 53.1 53.1 *** Equity and bond neutral
Markit Composite PMI m/m Jan F 52.7 52.7 52.7 *** Equity and bond neutral

Italy CPI EU Harmonized  YoY y/y Jan P 5.3% 4.2% 4.0% *** Equity and bond bearish
CPI EU Harmonized MoM m/m Jan P 0.2% 0.5% -0.7% *** Equity and bond bearish
CPI NIC incl. tobacco YoY y/y Jan P 4.8% 3.9% 3.8% *** Equity and bond bearish
CPI NIC incl. tobacco oM m/m Jan P 1.6% 0.4% 0.5% *** Equity and bond neutral
Markit Services PMI m/m Jan 48.5 53.0 50.0 *** Equity bearish, bond bullish
Markit Composite PMI m/m Feb 50.1 54.7 52.3 *** Equity bearish, bond bullish

Germany Markit Services PMI m/m Jan F 52.2 52.2 52.2 *** Equity and bond neutral
Markit/BME  Composite PMI m/m Jan F 53.8 54.3 54.3 *** Equity and bond neutral

UK Official Reserve Changes m/m Jan $1375m $337m * Equity and bond neutral
Markit/CIPS UK Services PMI m/m Jan F 54.1 53.3 53.3 *** Equity bullish, bond bearish
Markit/CIPS UK Composite PMI m/m Jan F 54.2 53.4 53.4 *** Equity bullish, bond bearish

Russia Industrial Production y/y Dec 6.1% 7.0% 4.5% ** Equity and bond neutral
CPI WoW w/w 28-Jan 0.2% 0.2% *** Equity and bond neutral
CPI weekly YTD W/w 28-Jan 1.1% 0.9% *** Equity and bond neutral
Markit Services PMI m/m Jan 49.8 49.5 49.5 *** Equity and bond neutral
Markit Composite PMI m/m Jan 50.3 50.2 *** Equity and bond neutral
Gold & Forex Reserves w/w 28-Jan 634.1% 639.6b *** Equity and bond neutral

AMERICAS
Brazil Industrial Production MoM y/y Jan 2.9% -0.2% 1.6% ** Equity bullish, bond bearish

Industrial Production YoY y/y Dec -5.0% -4.4% -5.9% ** Equity bullish, bond bearish
Markit Composite PMI m/m Jan 50.9 52.0 *** Equity and bond neutral
Markit Services PMI m/m Jan 52.8 53.6 *** Equity and bond neutral

Canada Building Permits m/m Dec 1.9% 7.6% -1.5% ** Equity bullish, bond bearish
Mexico Consumer Confidednce m/m Jan 43.4 44.5 43.8% * 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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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 30 31 -1 Down

3-mo T-bill yield (bps) 19 19 0 Neutral

TED spread (bps) 11 12 -1 Neutral

U.S. Libor/OIS spread (bps) 26 23 3 Down

10-yr T-note (%) 1.80 1.78 0.02 Down

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

Currencies Direction

Dollar Up Neutral

Euro Up Up

Yen Down Neutral

Pound Up Neutral

Franc Down Neutral

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% -0.500% On forecast

Brazil Selic Rate 10.750% 9.250% 10.750% On forecast

Bank of England Bank Rate 0.500% 0.250% 0.500% 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 $88.43 $89.47 -1.16%

WTI $87.07 $88.26 -1.35%  

Natural Gas $4.93 $5.50 -10.42%  

Crack Spread $23.68 $23.72 -0.17%

12-mo Strip Crack $23.11 $23.17 -0.24%

Ethanol Rack $2.27 $2.27 0.10%

Gold $1,802.26 $1,806.80 -0.25%

Silver $22.36 $22.66 -1.30%

Copper contract $445.05 $449.60 -1.01%

Corn contract $616.00 $622.50 -1.04%

Wheat contract $747.50 $755.00 -0.99%

Soybeans contract $1,530.25 $1,545.25 -0.97%

Baltic Dry Freight 1,419            1,440            -21

Actual Expected Difference

Crude (mb) -1.0 1.80 -2.8

Gasoline (mb) 2.1 2.00 0.1

Distillates (mb) 2.4 1.50 0.9

Refinery run rates (%) -1.00% -0.10% -0.90%

Natural gas (bcf) -280.0

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-than-normal temperatures along 

the West Coast and in the Northern Great Plains, with cooler-than-normal temperatures in the 

Mississippi Valley and the Deep South. The forecasts call for wetter-than-normal conditions 

throughout the Northern Tier states and South Texas, with dry conditions primarily along the 

West Coast and the Rocky Mountains.  
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Data Section 
 

U.S. Equity Markets – (as of 2/2/2022 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 2/2/2022 close) 

 

-15% -10% -5% 0% 5% 10% 15%

Small Cap

Real Estate

Growth

Mid Cap
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US Corporate Bond
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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 

 

February 3, 2022 
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Based on our methodology,1 the current P/E is 22.2x, up 0.1x from last week.  The modest rise in 

the multiple is due to the recovery in 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 two actual quarters (Q2 and Q3) and two estimates (Q4 and Q1). 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. 


