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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: January 3, 2022—9:30 AM EST] Global equity markets are higher this morning.  In 

Europe, the EuroStoxx 50 is currently up 1.1% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed up 0.1%. Chinese markets were higher, with the Shanghai Composite up 0.6% 

from its prior close and the Shenzhen Composite up 0.5%.  U.S. equity index futures are 

signaling a higher 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) 

 

In today’s Comment, we open with a major new U.S. regulatory initiative and further indications 

the U.S. and its NATO allies are trying to scare off Russia from any invasion of Ukraine.  We 

next turn to a range of other international developments that have the potential to affect the 

financial markets today.  We wrap up with the latest news on the coronavirus pandemic. 

 

U.S. Regulatory Policy:  President Biden today is launching a crackdown on the country’s 

largest meat producers, including a push for tighter “Made in America” labeling rules that could 

fuel tensions with U.S. trading partners. 

• The Biden administration has singled out excessive market concentration in the meat 

industry as a key source of vulnerability in the country’s food supply chain and as one 

cause of high inflation. 

• The White House says just four companies controlled 85% of the beef market, 70% of the 

pork market, and 54% of the poultry market. 

 

 

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_13_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_16_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Dec_17_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Year_of_Fat_Tails.pdf
https://www.ft.com/content/a180dc0d-0cfc-4321-91aa-c5772b4a8dc1
https://www.ft.com/content/a180dc0d-0cfc-4321-91aa-c5772b4a8dc1
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United States-Russia-Ukraine:  In a phone call yesterday, President Biden assured Ukrainian 

President Zelensky that the U.S. and NATO would “respond decisively” if Russia invades 

Ukraine as feared.  Tensions over the possible invasion remain high, despite a pre-Christmas 

agreement for a series of de-escalation talks beginning January 10 between Russia and the U.S., 

NATO, and the Organization for Security and Cooperation in Europe.  Separately, in a year-end 

address, Zelensky struck a defiant tone toward Moscow, saying, "No army on the other side of 

the border frightens us . . . because a great army on our side of the border protects us." 

• In a sign of how Russia’s threatening stance on Ukraine affects politics in Europe, 

Finland’s president, Sauli Niinistö, and prime minister, Sanna Marin, used New Year 

addresses to underscore that the country reserved the option of seeking NATO 

membership at any time. 

• Russia’s foreign ministry said last week that Finland and Sweden joining NATO “would 

have serious military and political consequences that would require an adequate response 

from the Russian side.” 

 

European Green Policies:  The European Commission has recommended that nuclear energy 

and natural gas be considered “green” for investment purposes.  The controversial Commission 

push is part of the so-called “taxonomy” list, which will be crucial to channeling billions of euros 

in investments toward technologies needed to build clean power plants and decarbonize the 

bloc’s economy.  Some EU governments, including Germany’s, have already criticized the 

move, but reports indicate they will not be able to block it.  The move should therefore be 

positive for nuclear and gas producers in the EU. 

 

China:  The Hong Kong stock exchange today suspended trading in defaulted real estate 

developer Evergrande (3333 HK, HKD, 1.59) following reports that the government instructed 

the firm to demolish 39 buildings in the southern province of Hainan because its planning permit 

was obtained illegally and had been revoked. 

• Such legal problems would add to the company’s inability to borrow following the 

government’s crackdown on real estate debt.  These legal problems might also signal the 

crackdown on the real estate sector may go beyond just debt issues. 

• In any case, the news raises further questions about investing in Chinese assets amid 

President Xi’s regulatory drive, although it’s important to remember that the regulatory 

issues have had much less impact on domestically-traded shares than on shares traded 

outside of China. 

 

Turkey:  As President Erdogan continues pressuring the central bank to cut interest rates and the 

currency plunges, the country’s December consumer price index was up a whopping 36.1% from 

the same month one year earlier.  That marks Turkey’s highest inflation rate since Erdogan came 

to power almost two decades ago.  Nevertheless, Erdogan shows no sign of any major reversal of 

his low-interest-rate policy.  The lira looks set to remain weak, and economic instability remains 

a serious risk in Turkey.  The chart below shows how Turkey’s annual inflation rate has 

fluctuated since 2000. 

 

https://www.ft.com/content/e3142343-9c76-42c8-a949-634f662fddfb
https://www.ft.com/content/e3142343-9c76-42c8-a949-634f662fddfb
https://www.rferl.org/a/ukraine-zelenskiy-new-year-address/31635495.html
https://www.ft.com/content/28e104d4-bee1-4685-acd1-ff7cd0186ddf
https://www.ft.com/content/28e104d4-bee1-4685-acd1-ff7cd0186ddf
https://www.politico.eu/article/eu-nuclear-energy-gas-green-climate-technology/?utm_source=POLITICO.EU&utm_campaign=59951b3eb9-EMAIL_CAMPAIGN_2022_01_03_06_00&utm_medium=email&utm_term=0_10959edeb5-59951b3eb9-190480045
https://www.politico.eu/article/eu-nuclear-energy-gas-green-climate-technology/?utm_source=POLITICO.EU&utm_campaign=59951b3eb9-EMAIL_CAMPAIGN_2022_01_03_06_00&utm_medium=email&utm_term=0_10959edeb5-59951b3eb9-190480045
https://www.ft.com/content/fc49ae99-9fe5-494e-a2ae-a05be25eb309
https://www.ft.com/content/fc49ae99-9fe5-494e-a2ae-a05be25eb309
https://www.wsj.com/articles/chinese-companies-listed-at-home-surge-while-crackdowns-clobber-those-abroad-11641205803?mod=hp_lead_pos2
https://www.ft.com/content/c4edcd14-85c3-46b9-a87a-f2369e8dadc6
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International Trade:  On Saturday, the Asia-Pacific region’s new free-trade grouping, known 

as the Regional Comprehensive Economic Partnership (RCEP), officially began operating.  The 

RECP will eventually eliminate more than 90% of tariffs on commerce among its 15 member 

countries in what economists say will be a boon to trade in the region.  It could also give China a 

more prominent role in setting trade rules in the region at the expense of the U.S., which has 

declined to join. 

 

COVID-19:  Official data show confirmed cases have risen to 290,319,169 worldwide, with 

5,445,346 deaths.  In the U.S., confirmed cases increased to 55,114,128, with 826,065 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 have received at least their first shot totals 243,527,564.  The data show that 73.3% 

of the U.S. population has now received at least one dose of a vaccine, and 62.0% of the 

population is fully vaccinated. 

 

Virology 

• Reflecting the high transmissibility of the newly dominant Omicron mutation, as well as 

seasonal factors, new U.S. infections continue to soar and set new daily records.  The 

seven-day rolling average of new cases neared 400,000 on Saturday, its highest daily 

tally since the start of the pandemic and more than double the average registered on 

Christmas Day.  According to the Pentagon, the recent new cases include Defense 

Secretary Austin, although he reportedly only has mild symptoms. 

o Compared with earlier variations of the coronavirus, a smaller percentage of 

Omicron patients get seriously sick and need hospitalization.  However, if total 

cases expand enough, even that smaller share of hospitalizations would put added 

stress on the healthcare system. 

o In addition, even less serious cases can keep people out of work and contribute to 

staffing disruptions, as discussed below. 

https://www.wsj.com/articles/u-s-on-sidelines-as-china-and-other-asia-pacific-nations-launch-trade-pact-11641038401
https://www.nytimes.com/live/2022/01/03/world/omicron-covid-vaccine-tests
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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/a75a74a9-a017-4c5a-9cc9-fd9c76bac51f
https://www.militarytimes.com/news/pentagon-congress/2022/01/02/defense-secretary-lloyd-austin-has-coronavirus-symptoms-mild/?utm_source=Sailthru&utm_medium=email&utm_campaign=EBB%2001.03.2022&utm_term=Editorial%20-%20Early%20Bird%20Brief
https://www.militarytimes.com/news/pentagon-congress/2022/01/02/defense-secretary-lloyd-austin-has-coronavirus-symptoms-mild/?utm_source=Sailthru&utm_medium=email&utm_campaign=EBB%2001.03.2022&utm_term=Editorial%20-%20Early%20Bird%20Brief
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• Only a week after the CDC sparked controversy by saying that people who are infected 

but asymptomatic may leave isolation after five days, provided they wear masks around 

others for five more days, chief administration pandemic officer Dr. Anthony Fauci 

yesterday said that could change this week to require a negative test after five days of 

isolation.  Several countries facing unprecedented levels of new infections due to the 

Omicron mutation are also cutting back on isolation requirements in order to limit mass 

staffing shortages. 

• In Britain, a senior government official said recent data suggests the country’s latest wave 

of infections, driven by Omicron, is starting to plateau.  If so, the official said, the 

government may be able to avoid imposing further social distancing measures. 

 

Economic and Financial Market Impacts 

• Surging Omicron infections, coupled with a major winter storm, prompted thousands of 

airline flight cancellations in the U.S. over the New Year weekend.  The infections kept 

thousands of airport and airline employees from working, just as they have for many 

other types of workers.  The staffing challenges could have some impact on economic 

growth in the fourth quarter of 2021 and the first quarter of 2022, but it isn’t yet clear just 

how significant the impact will be. 

• Meanwhile, the lapsing of the monthly child tax credit payment at the end of the year 

means approximately 30 million households will no longer receive the benefit of up to 

$300 per child beginning this month.  The loss of that income is one example of the fiscal 

tightening we expect to weigh increasingly on the economy this year. 

 

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 Indicator Expected Prior Rating

9:45 Markit Manufacturing PMI m/m Dec 57.7 57.8 **

10:00 Construction Spending m/m Nov 0.7% 0.2% *

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 

https://www.wsj.com/articles/u-s-europe-weigh-isolation-requirements-as-omicron-disrupts-daily-life-11641137748
https://www.wsj.com/articles/u-s-europe-weigh-isolation-requirements-as-omicron-disrupts-daily-life-11641137748
https://www.ft.com/content/228a6033-6432-452b-807e-b4a5a8b2eb1c
https://www.ft.com/content/228a6033-6432-452b-807e-b4a5a8b2eb1c
https://www.wsj.com/articles/winter-snow-exacerbates-u-s-airport-snarls-11641091000
https://www.wsj.com/articles/winter-snow-exacerbates-u-s-airport-snarls-11641091000
https://www.wsj.com/articles/omicron-takes-a-toll-on-businesses-from-airports-to-bars-and-supermarkets-11641144710?mod=hp_lead_pos3
https://www.wsj.com/articles/omicron-takes-a-toll-on-businesses-from-airports-to-bars-and-supermarkets-11641144710?mod=hp_lead_pos3
https://www.wsj.com/articles/monthly-child-tax-credit-payments-cease-ending-cushion-for-family-budgets-11641205801?mod=hp_lead_pos5
https://www.wsj.com/articles/monthly-child-tax-credit-payments-cease-ending-cushion-for-family-budgets-11641205801?mod=hp_lead_pos5
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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

India Markit India PMI Mfg m/m Dec 55.5 57.6 *** Equity and bond neutral

EUROPE

Eurozone Markit Eurozone Manufacturing PMI m/m Dec 58.0 58.0 58.0 *** Equity and bond neutral

France Markit France Manufacturing PMI m/m Dec 55.6 54.9 54.9 *** Equity bullish, bond bearish

Germany Markit/BME Germany Manufacturing PMI m/m Dec 57.4 57.9 57.9 *** Equity and bond neutral

Italy Markit Italy Manufacturing PMI m/m Dec 62.0 62.8 61.5 *** Equity bullish, bond bearish

Switzerland PMI Manufacturing m/m Dec 62.7 62.5 61.3 ** Equity bullish, bond bearish

Domestic Sight Deposits CHF w/w 31-Dec 648.9b 650.0b * Equity and bond neutral

Total Sight Deposits CHF w/w 31-Dec 722.8b 722.3b * Equity and bond neutral

AMERICAS

Brazil FGV CPI IPC-S w/w 31-Dec 0.57% 0.83% 0.58% *** 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) 21 21 0 Down

3-mo T-bill yield (bps) 5 4 1 Neutral

TED spread (bps) 16 17 -1 Neutral

U.S. Libor/OIS spread (bps) 12 12 0 Down

10-yr T-note (%) 1.53 1.51 0.02 Down

Euribor/OIS spread (bps) -57 -57 0 Neutral

EUR/USD 3-mo swap (bps) -2 -1 -1 Down

Currencies Direction

Dollar Up Neutral

Euro Down Up

Yen Flat Neutral

Pound Down Neutral

Franc Flat 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. 
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Price Prior Change Explanation

Brent $78.21 $77.78 0.55%

WTI $75.50 $75.21 0.39%  

Natural Gas $3.69 $3.73 -0.97%  

Crack Spread $20.09 $19.23 4.47%

12-mo strip crack $21.00 $20.30 3.46%

Ethanol rack $2.71 $2.72 -0.06%

Gold $1,821.74 $1,829.20 -0.41%

Silver $23.18 $23.31 -0.56%

Copper contract $445.45 $446.35 -0.20%

Corn contract $600.50 $593.25 1.22%

Wheat contract $773.00 $770.75 0.29%

Soybeans contract $1,362.75 $1,339.25 1.75%

Baltic Dry Freight 2,217            2,219            -2

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 day and 8-14-day forecasts currently call for warmer-than-normal temperatures 

throughout most of the western half of the country, with cooler-than-normal temperatures in the 

New England, Mideast, and Midwest regions.  The forecasts call for dry conditions throughout 

the entire country, with wet conditions in southern Texas.   
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Data Section 
 

U.S. Equity Markets – (as of 12/31/2021 close) 
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Technology
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S&P 500
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Industrials

Materials

Consumer Staples

Prior Trading Day Total Return

(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 12/31/2021 close) 

 

-20.0% 0.0% 20.0% 40.0% 60.0%

US Government Bond

Emerging Markets ($)

Emerging Markets (local currency)

US Corporate Bond

Cash

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Mid Cap

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. 


