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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 4, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently down 1.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 closed up 1.7%. Chinese markets were closed for a holiday. U.S. equity index futures 

are signaling a higher open. With 271 companies having reported, the S&P 500 Q4 2021 

earnings stand at $55.00, higher than the $52.34 forecast for the quarter. The forecast reflects a 

21.7% increase from Q4 2020 earnings. Thus far this quarter, 75.6% of the companies have 

reported earnings above forecast, while 19.6% 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. Today's report begins with U.S. economics and policy, including updates on 

Ukraine and President Biden’s pick for the FOMC.  Next, we discuss the significance of the 

Beijing Winter Olympics. International news follows, and we conclude with our pandemic 

coverage. 

Economics and policy:  

● The Biden administration has accused Russia of trying to fabricate an incident along the 

Ukraine border to justify an invasion. White House officials alleged Russia planned to 

release a fake video showing a Ukrainian attack on Russian or Russian-speaking people. 

Russia has denied the accusation. Following a classified briefing, Senators from both 

parties are looking to pass a sanctions bill to deter Russia. Although the sides are close to 

an agreement, there are concerns that progress is not moving fast enough. In Europe, 
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French President Emmanuel Macron plans to meet with the leaders of Russia and 

Ukraine next week. Macron will seek to act as a mediator for the two sides to avoid a 

conflict.    

○ Russian President Vladimir Putin and Chinese President Xi Jinping met in Beijing 

on Thursday. Following the meeting, Putin announced a 30-year agreement with 

China to provide the country with natural gas through a new pipeline. The sale of 

natural gas will be settled in euros and not dollars. 

 

● President Biden’s nominees to the FOMC testified before the Senate on Thursday. 

Although all the candidates are expected to be confirmed by the Senate, Sarah Bloom 

Raskin appears to be the most vulnerable to being rejected. Despite previously serving on 

the FOMC, her work with the fintech company Reserve Trust has been under scrutiny. 

The company received access to the Federal Reserve’s payment system after Raskin 

joined its board in 2017. It is the first state-chartered trust company to receive this access. 

When asked if she personally lobbied the Federal Reserve on the company’s behalf, she 

stated she did not violate any of the Federal Reserve’s ethical rules.     

● 50% of U.S. small companies reported they raised wages in January in order to attract 

workers, according to the National Federation of Independent Business. Over a quarter of 

small business owners surveyed stated that they still plan to raise wages over the next few 

months.   

● President Biden intends to extend tariffs on solar cells and panels imposed by the prior 

administration but loosen some restrictions. The new tariff restrictions will exclude 

bifacial solar panels, which are needed to expand solar capacity. The tariffs were 

scheduled to expire on Sunday but have been extended for another four years.   

● As the winter storm passes from Texas, electricity demands are expected to soar as more 

households turn up the heat. Due to last year’s statewide power outage, residents are 

fearful that the Texas power grid will not be able to support the demand. So far, the grid 

has held up as strong winds have allowed wind farms to contribute to the state’s 

electricity supply.  

 

China:  

● The 2022 Beijing Winter Olympics kick-off on Friday. Chinese President Xi Jinping will 

look to use the game to burnish his country's reputation as a global power. Recently, 

China has come under increased scrutiny from abroad following its crackdown on Hong 

Kong protesters and has been accused of mistreating Uyghurs, a Muslim minority group. 

Additionally, there have been concerns that the government has ramped up its 

surveillance, leading some athletes to purchase burner phones. In protest of China’s 

human rights violations, several countries, including the U.S., have decided to boycott the 

games by not sending diplomats. Only a few countries have joined the boycott. That 

https://www.politico.eu/article/macron-russia-ukraine-visit/
https://www.politico.eu/article/macron-russia-ukraine-visit/
https://www.wsj.com/articles/russias-vladimir-putin-meets-with-chinese-leader-xi-jinping-in-beijing-11643966743
https://www.wsj.com/articles/russias-vladimir-putin-meets-with-chinese-leader-xi-jinping-in-beijing-11643966743
https://www.washingtonpost.com/us-policy/2022/02/03/raskin-cook-jefferson-fed-hearing/
https://thehill.com/homenews/senate/592666-gop-senator-15-million-private-sector-payout-to-biden-nominee-doesnt-smell
https://www.bloomberg.com/news/articles/2022-02-03/a-record-50-of-u-s-small-businesses-raised-wages-in-january?srnd=premium&sref=uIvt3NFS
https://www.axios.com/biden-trump-solar-tariffs-extend-modify-dd9339b8-6eef-4b21-b093-bcf33f0acced.html
https://www.axios.com/biden-trump-solar-tariffs-extend-modify-dd9339b8-6eef-4b21-b093-bcf33f0acced.html
https://www.bloomberg.com/news/articles/2022-02-03/wind-gives-surprising-boost-to-texas-grid-as-power-use-surges?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-02-03/wind-gives-surprising-boost-to-texas-grid-as-power-use-surges?sref=uIvt3NFS
https://abcnews.go.com/Sports/live-updates/beijing-olympics-opening-ceremony/?id=82644432
https://www.aljazeera.com/sports/2022/2/3/beijing-2022-winter-games-explainer#:~:text=Canada%2C%20Australia%2C%20the%20United%20Kingdom,will%20not%20be%20in%20Beijing.
https://www.aljazeera.com/sports/2022/2/3/beijing-2022-winter-games-explainer#:~:text=Canada%2C%20Australia%2C%20the%20United%20Kingdom,will%20not%20be%20in%20Beijing.


 

 

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

www.confluenceinvestment.com 

 3 

being said, the winter games will probably be an opportunity for Xi to show that China 

remains an attractive destination for foreign tourists and investors, despite its increased 

crackdown. Assuming that there is no controversy, similar to the Mexico City Olympics 

in 1968, we suspect the event will go off with little contention.  

International news:   

● The Spanish Parliament passed a controversial labor reform bill on Thursday, forcing the 

country to reduce the proportion of the Spanish workforce on temporary contracts. The 

bill's passage allowed Spain to unlock additional funding from the EU Recovery Fund.  

● Chilean President Sebastián Piñera selected Rosanna Costa to take over the Bank of 

Chile. Costa will be Chile’s first female central bank chief. She was nominated based on 

her experience and support for inflation control.   

● After the Bank of England raised rates in back-to-back meetings, central bank governor 

Andrew Bailey tried to quell fears of market uncertainty. In an interview with CNBC, he 

stated the rate hikes would likely continue at a gradual pace as the BOE tries to stem 

rising inflation. On Thursday, the central bank raised rates by 25 bps. Although the rate 

hike was in line with expectations, four out of the nine members of the Monetary Policy 

Committee voted for a 0.50% raise, suggesting the committee has become increasingly 

hawkish. In a separate interview with the BBC, Bailey urged workers not to demand big 

pay raises as it could make inflation harder to contain. The comments indicate the BOE 

may also view their labor market as being too tight.  

COVID-19:  The number of reported cases is 388,686,859 with 5,715,128 fatalities.  In the U.S., 

there are 75,994,966 confirmed cases with 897,377 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 669,540,355 doses of the vaccine have been distributed with 

541,410,847 doses injected.  The number receiving at least one dose is 250,593,665, the number 

of second doses is 212,336,183, and the number of the third dose, the highest level of immunity, 

is 88,983,833. The FT has a page on global vaccine distribution.   

● Lawmakers in Austria successfully passed legislation that could pave the way for making 

vaccinations mandatory for adults. If signed into law, Austria would be the first Western 

democracy to legally require vaccination and could provide a test case for other countries 

around the world.  

● Several states will allow their health emergency declarations to expire on February 15. 

The move will allow states to reduce pandemic restrictions, such as mask mandates, and 

in some cases, lead states to limit the release of public health data.  

● The omicron sub-variant has started to make up a growing portion of South Africa’s 

COVID-19 cases. The variant jumped from making up 4% of the cases in December to 

23% in January. 
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U.S. Economic Releases  
 

In today’s only major U.S. release, January nonfarm payrolls increased by a seasonally adjusted 

467K, far better than the expected rise of 125K.  This month’s release included a significant 

series of corrections and revisions, including massively increased figures for the previous two 

months.  The data now show payrolls increased by 501K in December and 647K in November.  

Including all those revisions, U.S. payrolls now stand just 2.875M, or 1.9%, below their peak 

level before the coronavirus pandemic hit in early 2020.  The chart below shows how nonfarm 

payrolls have progressed since just before the prior recession, taking into account the latest data 

updates. 

 

 
 

According to the report, the January unemployment rate rose to a seasonally adjusted 4.0% 

compared with expectations that it would remain unchanged at 3.9%.  On a positive note, 

however, the jobless rate only increased because of a surge of people into (or back into) the labor 

force.  The chart below shows how the rate of joblessness has fluctuated since just before the 

previous recession. 
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The report also included an important figure representing the share of the adult, civilian, 

noninstitutionalized population that was in the labor force, i.e., either working or looking for 

work.  Reflecting the surge of people into the labor force mentioned above, the January Labor 

Force Participation Rate (LFPR) rose to a seasonally adjusted 62.2%, compared with 

expectations that it would be unchanged at 61.9%.  The chart below shows how the LFPR has 

fluctuated over the last several decades. 

 

 
 

Finally, the report showed that average hourly earnings rose to a seasonally adjusted $31.63 in 

January, for a gain of 5.7% from the same month one year before.  The annual gain was much 

stronger than both the anticipated increase of 5.2% and the revised rise of 4.9% in the year 

ending in December, which will likely bolster investors’ current concerns about inflation 
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pressures.  The chart below shows the year-over-year growth in average hourly earnings since 

just before the previous recession. 

 

 
    

There are no other economic releases or Fed events scheduled for the rest of 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 

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. 

 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

New Zealand Building Permits m/m Dec 0.6% 0.6% ** Equity and bond neutral

South Korea CPI y/y Jan 3.6% 3.7% 3.4% *** Equity and bond neutral

Core CPI y/y Jan 3.0% 2.7% 2.8% ** Equity and bond neutral

EUROPE

Eurozone Retail Sales y/y Dec 2.0% 8.2% 5.0% ** Equity bearish, bond bullish

Germany Factory Orders WDA y/y Dec 5.5% 2.3% 3.0% ** Equity bullish, bond bearish

France Industrial Production y/y Dec -0.5% -0.5% 0.5% *** Equity bearish, bond bullish

Manufacturing Production y/y Dec -0.3% -1.4% ** Equity and bond neutral

UK Markit/CIPS Construction PMI m/m Jan 56.3 54.3 54.3 ** Equity bullish, bond bearish

New Car Registrations y/y Jan 27.5% -18.2% * Equity bullish, bond bearish

Russia Money Supply, Narrow Definition w/w 28-Jan 14.31t 14.38t * Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Jan -200.1k 78.6k -110.0k *** Equity bearish, bond bullish

Unemployment Rate m/m Jan 6.5% 6.0% 6.3% *** Equity bearish, bond bullish

Participation Rate m/m Jan 65.0% 65.4% 65.2% ** Equity bearish, bond bullish  
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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) 31 30 1 Down

3-mo T-bill yield (bps) 18 20 -2 Neutral

TED spread (bps) 13 11 2 Neutral

U.S. Libor/OIS spread (bps) 27 27 0 Down

10-yr T-note (%) 1.82 1.83 -0.01 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  
 

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 $92.92 $91.11 1.99%

WTI $92.10 $90.27 2.03%  

Natural Gas $4.75 $4.89 -2.88%  

Crack Spread $23.60 $23.32 1.20%

12-mo Strip Crack $23.17 $23.02 0.63%

Ethanol Rack $2.14 $2.15 -0.70%

Gold $1,811.71 $1,804.85 0.38%

Silver $22.51 $22.42 0.39%

Copper contract $447.55 $447.10 0.10%

Corn contract $618.00 $616.75 0.20%

Wheat contract $755.50 $751.75 0.50%

Soybeans contract $1,551.25 $1,544.25 0.45%

Baltic Dry Freight 1,425            1,419            6

Actual Expected Difference

Crude (mb) -1.0 1.8 -2.8

Gasoline (mb) 2.1 2.0 0.1

Distillates (mb) 2.4 1.5 0.9

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

Natural gas (bcf) -268.0 -218.0 -50.0

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 Southwest. The forecasts call for wetter-than-normal conditions 

throughout the Northern Great Plains and the Upper Midwest, with dry conditions throughout the 

Far West and the Deep South.  
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Data Section 
 

U.S. Equity Markets – (as of 2/3/2022 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 2/3/2022 close) 
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Cash
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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. 


