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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 1, 2022—9:30 AM EST] Global equity markets are generally higher this 

morning. In Europe, the EuroStoxx 50 is currently up 1.0% from its prior close.  In Asia, the 

MSCI Asia Apex 50 closed 0.2% higher.  Chinese markets were closed for the Lunar New Year. 

U.S. equity index futures are signaling a flat open. With 172 companies having reported, the 

S&P 500 Q4 2021 earnings stand at $53.20, higher than the $52.34 forecast for the quarter.  The 

forecast reflects a 21.7% increase from Q4 2020 earnings. Thus far this quarter, 77.9% of the 

companies have reported earnings above forecast, while 19.2% 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 (1/27/2022): Oil prices are breaking out above recent highs.  

Some state governments are pushing back against measures to restrict investment in fossil 

fuels.  

• 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) 

 

We open today’s Comment with an update on the Russia-Ukraine crisis, where we see a glimmer 

of hope that war will be avoided (although anything can still happen).  We next turn to a wide 

range of mostly policy-related U.S. developments.  After that, we review several foreign news 

items that have the potential to affect the financial markets today.  We end with the latest on the 

coronavirus pandemic. 

 

Russia-Ukraine-NATO:  At yesterday’s UN Security Council meeting on the Russia-Ukraine 

crisis, the U.S. and Russia accused each other of stoking tensions in the region.  Beyond the UN, 

a series of foreign leaders—including the British, Dutch, Polish, and Turkish leaders—will visit 

Ukraine this week to try to deter Russia from attacking and look for a diplomatic solution to the 

standoff.  Separately, Russian President Putin and French President Macron spoke on Monday 
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for the second time in recent days, discussing the situation around Ukraine and Russia’s security 

concerns.  Perhaps most consequential, the U.S. State Department said it had received a Russian 

communication regarding its written response last week to Moscow’s security demands.  

However, the department declined to provide any details. 

• U.S. Secretary of State Blinken and Russian Foreign Minister Lavrov are due to talk by 

telephone on Tuesday, after which details of the Russian communication might be 

released. 

• Anything can still happen, but given the way that Russia’s saber-rattling has galvanized a 

strong U.S.-NATO response, and given that a big majority of the UN Security Council 

voted to continue with yesterday’s debate, it looks like there’s a decent chance that Putin 

will back down and scuttle any plans he had for an invasion.  Besides, even within 

Russia, Putin is facing at least some resistance to the idea of an invasion.  If Putin backs 

down, it would likely be a significant positive for global financial markets. 

 

U.S. Monetary Policy:  On Thursday, the Senate will hold a confirmation hearing on President 

Biden’s nomination of Lisa Cook for a seat on the Fed’s Board of Governors.  The professor of 

economics and international relations at Michigan State University has often focused her 

research on identifying policies that promote broad economic opportunity, particularly for racial 

minorities and women. 

• Based on her research and press interviews, analysts believe Cook would likely weigh 

monetary-policy decisions with an eye to their effects on economically disadvantaged 

Americans and economic inequality. 

• If confirmed, Cook would be the first Black woman to serve on the board. 

 

U.S. Labor Market Regulation:  Two key senators tomorrow will introduce a bill that would 

require worker representatives to be granted a seat on some corporate boards.  If you’re still 

thinking in terms of “Democrats=Pro-Worker” and “Republican=Pro-Business,” you may be 

surprised to learn that the bill is being sponsored by two Republican senators, Marco Rubio and 

Jim Banks.  The initiative nicely illustrates how the populist/elitist political cleavage continues to 

gain importance versus the left/right division. 

 

U.S. Environmental Regulation:  The EPA yesterday moved to restore a federal determination 

that allowed it is “appropriate and necessary” to regulate mercury, lead, and other toxic metals 

from coal-fired and oil-fired power plants.  The determination, first made during the Obama 

administration, was withdrawn by the Trump administration in 2020. 

 

United Kingdom:  Yesterday, civil servant Sue Gray issued her report on the major pandemic 

scandal threatening Prime Minister Johnson’s hold on power, revealing 16 social events that took 

place in Downing Street offices over the past two years when ordinary Britons were ordered to 

avoid or reduce socializing.  As bad as the rule-breaking parties were, the real danger for 

Johnson is that London’s metropolitan police are also investigating two gatherings in his 

residence that may have been illegal. 
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Australia:  In another sign of tightening monetary policy around the globe, the Reserve Bank of 

Australia today said it would cease its weekly government bond purchases of about A$4 billion, 

equivalent to about US$2.8 billion. The decision was paired with new economic forecasts 

showing the unemployment rate is likely to fall below 4.0% later this year, which would be its 

lowest level since the 1970s. 

 

India:  To boost economic growth, Finance Minister Sitharaman said the government’s budget 

for the fiscal year starting in April would hike public investment to 7.5 trillion rupees (roughly 

$100 billion).  That represents an increase of 35% from this year and about double the country’s 

pre-pandemic figure.  The spending boost would be partially funded by debt. 

 

Argentina:  Máximo Kirchner, head of the ruling Peronist bloc in the lower house of Congress, 

said he would resign in protest against the government’s debt restructuring deal with the IMF.  

The open split within the ruling coalition raises questions about whether the relatively pragmatic 

President Fernández and his government can succeed in passing and implementing the outline 

deal they announced last Friday, which includes only modest deficit-reduction targets. 

 

Peru:  In yet another crisis for leftwing President Castillo and his turbulent government, Prime 

Minister Vásquez resigned yesterday after less than four months in the job.  In her resignation 

letter, Vásquez said it was no longer possible to find a consensus within the cabinet. In a clear 

swipe at the president, she also hit out at “the executive” for his “doubts and indecision.” 

• The government’s leftwing ideology was already unsettling for Peruvian business owners 

and foreign investors in the resource-rich country, but Castillo has also been criticized for 

flip-flopping on policy and for making statements he has later had to retract or qualify. In 

opinion polls, his approval rating has plummeted from a peak of about 40% in September 

to about 25% now. 

• Castillo will now look for his third prime minister in just six months at the helm of the 

government.  He has also hinted at a broader cabinet reshuffling, which could add to the 

sense of chaos in Peru and further worry investors. 

 

COVID-19:  Official data show confirmed cases have risen to  378,888,710 worldwide, with 

5,675,902 deaths.  In the U.S., confirmed cases rose 74,943,050, with 886,691 deaths.  (For an 

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 are considered fully vaccinated now totals 211,818,885, equal to 63.8% of the total 

population. 

 

Virology 

• The seven-day average of U.S. hospital patients with a confirmed or suspected 

coronavirus infection fell to 140,450 yesterday, marking the 11th straight day of declines, 

taking further pressure off the nation’s healthcare system and providing more evidence 

that the fast-spreading Omicron mutation is in retreat. 

• The FDA gave its full approval to use the vaccine from Moderna (MRNA, $69.33) on 

adults aged 18 years and older.  The vaccine, branded Spikevax, is now the second to 
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receive full FDA authorization following the shot from Pfizer (PFE, $2.69) and 

BioNTech (BNTX, $72.08). 

 

Economic and Financial Market Impacts 

• U.S. employers pulled back on demand for workers last month amid signs the economy 

was starting to cool in response to the fast-spreading Omicron mutation. 

o According to data from the job site Indeed.com, the U.S. had 10.8 million job 

openings on January 21, a decrease of more than a million from its estimate for 

the end of December. 

o The data will likely buttress expectations for a soft number when the Labor 

Department releases its estimate of January nonfarm payrolls on Friday. 

• As people deal with yet another wave of the virus, accelerating inflation, and now weaker 

labor demand, consumer optimism has fallen sharply.  For example, the University of 

Michigan’s January Consumer Sentiment Index fell to a ten-year low of just 67.2 (see 

chart below).  Declining confidence has the potential to weigh on consumer spending, 

economic growth, and corporate profitability just as government fiscal and monetary 

policy tighten. 

 

 
 

U.S. Economic Releases  

There were no economic releases prior to the publication of this report. The table below lists the 

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

https://www.wsj.com/articles/job-openings-us-growth-labor-market-turnover-02-01-2022-11643670099
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EST Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m Jan 55.0 55.0 ***

10:00 Construction Spending MoM m/m Dec 0.6% 0.4% **

10:00 ISM Manufacturing m/m Jan 57.5 58.7 ***

10:00 ISM Prices Paid m/m Jan 67.0 68.2 **

10:00 ISM New Orders m/m Jan 58.0 60.4 **

10:00 ISM Employment m/m Jan 53.0 54.2 **

10:00 JOLTS Job Openings m/m Dec 10300k 10562k ***

Wards Total Vehicle Sales m/m Jan 12.90m 12.44m **

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 

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 Job-To-Applicant Ratio m/m Dec 1.16 1.15 1.16 *** Equity and bond neutral

Jobless Rate m/m Dec 2.7% 2.8% 2.8% ** Equity and bond neutral

Jibun Bank Japan PMI Mfg m/m Jan 55.4 54.6 *** Equity and bond neutral

Vehicle Sales YoY y/y Jan -12.5% -10.2% ** Equity bearish, bond bullish

Australia Markit Australia PMI Mfg m/m Jan 55.1 55.3 ** Equity and bond neutral

ANZ Roy Morgan Consumer Confidence w/w 30-Jan 101.8 100.1 ** Equity bullish, bond bearish

CoreLogic House Px m/m Jan 0.8% 0.6% ** Equity and bond neutral

Retail Sales m/m Dec -4.4% 7.3% -2.0% ** Equity bearish, bond bullish

Commodity Index SDR y/y Jan 25.3% 25.7% ** Equity and bond neutral

New Zealand Trade Balance NZD m/m Dec -477m -864m ** Equity and bond neutral

EUROPE

Eurozone Markit Eurozone Manufacturing PMI m/m Jan 58.7 59.0 59.0 *** Equity bearish, bond bullish

Unemployment Rate m/m Dec 7.0% 7.2% 7.1% *** Equity and bond neutral

France CPI y/y Jan 2.9% 2.8% 2.5% *** Equity and bond neutral

Markit France Manufacturing PMI m/m Jan 55.5 55.5 55.5 ** Equity and bond neutral

Germany Retail Sales NSA y/y Dec 0.0% -0.2% 3.4% *** Equity bearish, bond bullish

Unemployment Change (000's) m/m Jan -48.0k -23.0k -6.0k *** Equity bearish, bond bullish

Markit/BME Germany Manufacturing PMI m/m Jan 59.8 60.5 60.5 ** Equity and bond neutral

Italy Markit Italy Manufacturing PMI m/m Jan 58.3 62.0 61.2 *** Equity bearish, bond bullish

Unemployment Rate m/m Dec 9.0% 9.2% 9.2% *** Equity and bond neutral

UK Nationwide House PX m/m Jan 0.8% 1.0% 0.6% ** Equity and bond neutral

Net Consumer Credit m/m Dec 0.8b 1.2b 0.4b * Equity and bond neutral

Net Lending Sec. on Dwellings m/m Dec 3.6b 3.7b 3.5b * Equity and bond neutral

Mortgage Approvals m/m Dec 71.0k 67.0k 66.0k ** Equity bullish, bond bearish

Money Supply M4 m/m Dec 0.1% 0.7% * Equity and bond neutral

M4 Money Supply y/y Dec 6.4% 6.9% * Equity and bond neutral

Markit UK PMI Manufacturing SA m/m Jan 57.3 56.9 56.9 ** Equity and bond neutral

Switzerland Retail Sales Real y/y Dec -0.4% 5.8% *** Equity and bond neutral

SECO Consumer Confidence q/q 1Q -3.6 3.8 3.0 *** Equity bearish, bond bullish

PMI Manufacturing m/m Jan 63.8 62.7 64.0 ** Equity and bond neutral

Russia Markit Russia PMI Mfg m/m Jan 51.8 51.6 51.0 ** Equity and bond neutral

AMERICAS

Brazil FGV CPI IPC-S w/w 31-Jan 0.5% 0.4% 0.4% *** Equity and bond neutral

Canada Industrial Product Price m/m Dec 0.7% 0.8% 0.5% ** Equity and bond neutral

Raw Materials Price Index m/m Dec -2.90% -1.00% -1.00% ** Equity bullish, bond bearish

Mexico Net Outstanding Loans m/m Dec 4807b 4784b ** Equity bearish, bond bullish  
 

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) 32 30 2 Down

3-mo T-bill yield (bps) 17 18 -1 Neutral

TED spread (bps) 15 12 3 Neutral

U.S. Libor/OIS spread (bps) 25 23 2 Down

10-yr T-note (%) 1.79 1.77 0.02 Down

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

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Up Neutral

Pound Up Neutral

Franc Up Neutral

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.100% 0.100% 0.100% 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 $89.05 $89.26 -0.24%

WTI $87.97 $88.15 -0.20%  

Natural Gas $4.85 $4.87 -0.47%  

Crack Spread $21.33 $21.51 -0.80%

12-mo Strip Crack $22.19 $22.27 -0.37%

Ethanol Rack $2.27 $2.27 0.10%

Gold $1,807.37 $1,797.17 0.57%

Silver $22.81 $22.47 1.54%

Copper contract $436.70 $432.45 0.98%

Corn contract $627.00 $626.00 0.16%

Wheat contract $768.50 $761.25 0.95%

Soybeans contract $1,489.75 $1,490.50 -0.05%

Baltic Dry Freight 1,418            1,381            37

Actual Expected Difference

Crude (mb) 1.70

Gasoline (mb) 1.75

Distillates (mb) -1.65

Refinery run rates (%) -0.20%

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 on the 

West Coast and Rocky Mountains, with cool-to-normal temperatures for the rest of the country. 

The forecasts call for dry conditions for most of the country, with wet conditions expected for 

the Rocky Mountains and southern Texas.  
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Data Section 
 

U.S. Equity Markets – (as of 1/31/2022 close) 
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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 1/31/2022 close) 

 

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

 

January 27, 2022 
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P/E as of 1/26/2022 = 22.1x

 
 

Based on our methodology,1 the current P/E is 22.1x, down 0.5x from last week.  The decline in 

the multiple is due to lower 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. 


