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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 5, 2022—9:30 AM EST] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is currently up 0.5% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 1.7%. Chinese markets were lower, with the Shanghai Composite down 

1.0% from its prior close and the Shenzhen Composite down 1.7%.  U.S. equity index futures are 

signaling a flat 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) 

 

Our Comment today focuses on international news, including a U.S. victory in its dairy trade 

dispute with Canada and the latest OPEC+ decision on oil supplies.  We also cover several 

developments related to China’s real estate and technology sectors and a new treaty between 

Japan and Australia to enhance their defense against potential Chinese aggression.  We wrap up 

with the latest news on the coronavirus pandemic. 

 

United States-Canada:  In the first-ever use of a new dispute resolution panel established by the 

U.S.-Mexico-Canada Agreement of 2020, the Canadian government will be forced to end tariffs 

on U.S. dairy products worth hundreds of millions of dollars.  If Canada doesn’t come into 

compliance by the deadline of February 3, the U.S. could begin the process of initiating tariffs or 

other countermeasures. 

 

OPEC+:  After a meeting yesterday in Vienna, the Organization of the Petroleum Exporting 

Countries and its Russian-led allies (OPEC+) said they will continue with their plan to boost 
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global oil sales by 400,000 per day.  The group is betting the surge of coronavirus infections 

from the Omicron mutation will have only a limited impact on rebounding energy demand. 

• Oil prices surged in response to the sign of confidence in demand, after initially 

shrugging off the news. 

• In London, Brent crude jumped almost 2.0% to approximately $80.50 a barrel, while U.S. 

crude surpassed $77.50, almost a six-week closing high. 

 

Kazakhstan:  President Kassym-Jomart Tokayev accepted the resignation of his prime minister 

and the rest of his government after protestors took to the streets in major cities demanding 

action against rising prices for energy and other basic commodities. 

• As we have warned, periods of rising commodity prices often lead to political unrest in 

less developed countries. 

• The unrest in Kazakhstan is notable because the Central Asian country has been tightly 

controlled by its government since it was a member of the Soviet Union.  Reports 

indicate mass protests are continuing even after the government’s resignation. 

• In response to the situation, the country’s bond values have declined significantly so far 

today, illustrating what could be in store for other emerging markets that might face 

similar inflation-inspired unrest. 

 

China Real Estate Sector:  Heavily indebted real estate developer Evergrande (EGRNY, USD, 

4.97) said it would meet January 7-10 with holders of one of its onshore bonds to negotiate 

payment delays.  The meeting may provide additional clues about how the government will 

manage the firm’s massive debt default. 

• The government’s clampdown on heavily indebted developers remains a major threat to 

China’s economic growth in 2022, especially with some big players already defaulted 

and facing difficulties completing current projects.  Home sales have also been falling. 

• Reflecting the likelihood of a slowing economy, new data shows banks trying to meet 

their annual lending quotas in late December focused much more on buying bankers’ 

acceptances than putting their money at greater risk by issuing loans. 

 

China Technology Sector:  Internet giant Tencent (TCEHY, USD, 57.37)  has cut its stake in a 

highly valued Southeast Asian internet company, shedding an ownership position worth about $3 

billion.  Coming on the heels of other such divestments by Chinese technology firms, the move 

has sparked concerns that the Chinese government is pressuring them to shrink.  In response, 

Chinese tech stocks trading in Hong Kong have fallen sharply today, with Tencent itself down 

approximately 4.3%.  As with the real estate sector, Beijing’s tightening regulatory noose 

continues to present growing risks for investors. 

 

Japan-Australia:  Japanese Prime Minister Kishida and Australian Prime Minister Morrison 

will hold a virtual summit tomorrow to sign a historic defense and security treaty.  The reciprocal 

access agreement will provide a framework for enhanced interoperability and cooperation 

between the two countries’ militaries. 

• The agreement will be only the second such treaty for Japan, after the longstanding 

agreement that governs its hosting of U.S. troops and cooperation with the U.S. military. 
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• More broadly, it illustrates the growing defense cooperation among many key U.S. allies 

in the Indo-Pacific region as they face China’s growing geopolitical assertiveness. 

 

North Korea:  According to Japanese and South Korean officials, North Korea fired a suspected 

ballistic missile into waters off its east coast early today, continuing a series of tests it has 

conducted while rebuffing Biden administration offers to reopen arms control talks. 

 

Italy:  Parliament has formally launched its process for electing the country’s next president, 

with voting set to begin on January 24.  Prime Minister Draghi, the former ECB chief, has 

announced that he would be willing to serve as president, but that would raise the prospect of 

renewed Italian political instability by ending the current unity government and forcing new 

elections. 

 

Autonomous Vehicles:  Deere & Co. (DE, USD, 371.29) announced that it has developed a 

fully autonomous tractor designed for large-scale farming.  The tractor, a version of the 

company’s 410-horsepower 8R machine, will be available for sale later this year. 

 

COVID-19:  Official data show confirmed cases have risen to 295,242,378 worldwide, with 

5,455,889 deaths.  In the U.S., confirmed cases rose to 57,041,530, with 828,436 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 244,947,293.  The data show that 73.8% 

of the U.S. population has now received at least one dose of a vaccine, and 62.2% of the 

population is fully vaccinated. 

 

• The CDC issued updated quarantine guidance.  Now, if an infected person has access to 

testing and wants to get tested, the best method would be to use an antigen test (also 

known as a rapid test) toward the end of their five-day isolation period. The person 

should continue to isolate until day 10 if the test is positive but can end isolation after 

five days if the result is negative, as long as the individual wears a well-fitting mask 

around others. 

• A panel of outside experts advising the CDC today will consider whether the vaccine 

from Pfizer (PFE, USD, 54.53) and BioNTech (BNTX, USD, 224.09) should be 

authorized as a booster for adolescents aged 12 to 15. 

• Walmart (WMT, USD, 142.00) and Kroger (KR, USD, 46.17) said they are raising their 

prices for BinaxNOW at-home, rapid COVID-19 tests, after the December 31 expiration 

of a deal with the White House to sell the test kits at cost, $14.  Walmart is increasing the 

price to $19.98 a box, and Kroger now sells them for $23.99. 

• In France, President Macron is being criticized for saying in an interview that he is 

deliberately trying to “p*** off” the unvaccinated by depriving them of restaurants, 

cinemas, and social activities as a way to pressure them to get inoculated.  Ahead of the 

elections coming up in a few months, the king (oops! I mean president) is being criticized 

by his political opponents not only for his vulgar language but also for his lack of 

empathy toward those who are afraid or can’t get vaccinated. 

https://www.wsj.com/articles/north-korea-fires-projectile-off-its-east-coast-11641344771
https://www.wsj.com/articles/north-korea-fires-projectile-off-its-east-coast-11641344771
https://www.ft.com/content/e8c83430-3774-464c-b82c-76c7c147a8d2
https://www.wsj.com/articles/deere-rolls-out-fully-autonomous-tractor-at-ces-11641346963?mod=hp_lista_pos4
https://www.wsj.com/articles/deere-rolls-out-fully-autonomous-tractor-at-ces-11641346963?mod=hp_lista_pos4
https://www.nytimes.com/live/2022/01/05/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
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https://www.wsj.com/articles/cdc-advisory-panel-considers-pfizer-covid-19-boosters-for-12-to-15-year-olds-11641378601?mod=hp_lead_pos1
https://www.wsj.com/articles/cdc-advisory-panel-considers-pfizer-covid-19-boosters-for-12-to-15-year-olds-11641378601?mod=hp_lead_pos1
https://www.wsj.com/articles/cdc-advisory-panel-considers-pfizer-covid-19-boosters-for-12-to-15-year-olds-11641378601?mod=hp_lead_pos1
https://www.wsj.com/articles/walmart-kroger-raise-prices-of-covid-19-test-kits-11641320476
https://www.wsj.com/articles/walmart-kroger-raise-prices-of-covid-19-test-kits-11641320476
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• In Hong Kong, the arrival of the city’s first Omicron cases has prompted the government 

to impose a two-week ban on incoming flights from eight countries, including the U.S.  

The government is also banning nighttime dining and closing bars for the period. 

 

U.S. Economic Releases  

 

Mortgage applications fell in the week ending December 31, according to the Mortgage Bankers 

Association.  The MBA mortgage applications index fell 5.6% from the prior week.  The 

applications index for purchases and refinancing fell 10.2% and 2.5%, respectively.  The average 

30-year fixed-rate mortgage rose 2 bps from 3.31% to 3.33%.  

 

Hiring surged in December, according to the ADP employment report.  The latest figures showed 

that private U.S. payrolls rose 807K from the prior month, well above estimates of 410K.  The 

increase in payrolls was led by Leisure and Hospitality, which added 246K.  The previous 

month’s report was revised downward from 534K to 505K. 

 

 
 

The strong ADP employment report suggests the BLS employment report will also show a huge 

jump in private payrolls.  If private payrolls reported by the BLS expand at a similar pace, 

Friday’s report should show the country added 700K private sector jobs. The chart above shows 

the period change in the BLS and ADP reports.  

 

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

https://www.wsj.com/articles/hong-kong-bans-flights-shutters-nightlife-after-omicron-bursts-pandemic-free-bubble-11641384074?mod=hp_listb_pos2
https://www.wsj.com/articles/hong-kong-bans-flights-shutters-nightlife-after-omicron-bursts-pandemic-free-bubble-11641384074?mod=hp_listb_pos2
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EST Indicator Expected Prior Rating

9:45 Markit US Composite PMI m/m Dec 56.9 ***

9:45 Markit US Services PMI m/m Dec 57.5 57.5 **

EST Speaker or event

13:00 FOMC Morning Minutes

District or position

Federal Reserve Board

Economic Releases

Fed Speakers or Events

 
 

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. 

 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Monetary Base y/y Dec 8.3% 9.3% * Equity and bond neutral

Vehicle Sales y/y Dec -10.2% -13.4% ** Equity and bond neutral

Consumer Confidence Index m/m Dec 39.1 39.2 39.9 ** Equity and bond neutral

India Markit India PMI Composite m/m Dec 56.4 59.2 *** Equity bearish, bond bullish

Markit India PMI Services m/m Dec 55.5 58.1 *** Equity bearish, bond bullish

New Zealand CoreLogic House Prices y/y Dec 27.6% 28.4% ** Equity and bond neutral

Australia ANZ Job Advertisements m/m Dec -5.50% 7.40% *** Equity bearish, bond bullish

EUROPE

Eurozone Markit Eurozone Services PMI m/m Dec 53.1 53.3 53.3 *** Equity and bond neutral

Markit Eurozone Composite PMI m/m Dec 53.3 53.4 53.4 *** Equity and bond neutral

France Consumer Confidence m/m Dec 100.0 99.0 97.0 *** Equity bullish, bond bearish

Markit France Services PMI m/m Dec 57.0 57.1 57.1 *** Equity and bond neutral

Markit France Composite PMI m/m Dec 55.8 55.6 55.6 *** Equity and bond neutral

Germany Markit Germany Services PMI m/m Dec 48.7 48.4 48.4 *** Equity and bond neutral

Markit/BME Germany Composite PMI m/m Dec 49.9 50.0 50.0 *** Equity bearish, bond bullish

Italy Markit Italy Services PMI m/m Dec 53.0 55.9 54.0 *** Equity and bond neutral

Markit Italy Composite PMI m/m Dec 54.7 57.6 56.1 *** Equity and bond neutral

CPI EU Harmonized m/m Dec 0.5% 0.8% 0.4% *** Equity and bond neutral

CPI NIC incl. tobacco m/m Dec 0.4% 0.7% 0.3% *** Equity and bond neutral

AMERICAS

Brazil Markit Brazil PMI Composite m/m Dec 52.0 52.0 *** Equity and bond neutral

Markit Brazil PMI Services m/m Dec 53.6 53.6 ** Equity and bond neutral

Canada MLI Leading Indicator m/m Nov -0.2% 0.2% *** Equity and bond neutral

Building Permits m/m Nov 6.8% 1.3% 2.0% ** Equity bullish, bond bearish

Mexico International Reserves Weekly w/w 31-Dec $202399m $202274m *** Equity and bond neutral

Consumer Confidence m/m Dec 44.5 45.8 *** Equity bearish, bond bullish

Vehicle Domestic Sales m/m Dec 97365 82829 ** Equity bullish, bond bearish  
 

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) 21 21 0 Down

3-mo T-bill yield (bps) 7 8 -1 Neutral

TED spread (bps) 14 14 0 Neutral

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

10-yr T-note (%) 1.65 1.65 0.00 Down

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

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

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Up 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. 

 
 

Price Prior Change Explanation

Brent $80.04 $78.98 1.34% A Bullish API report

WTI $77.07 $76.08 1.30%  

Natural Gas $3.75 $3.82 -1.70%  

Crack Spread $20.54 $20.16 1.86%

12-mo strip crack $21.15 $20.81 1.62%

Ethanol rack $2.62 $2.67 -2.05%

Gold $1,814.33 $1,801.45 0.71%

Silver $23.07 $22.90 0.74%

Copper contract $447.15 $442.15 1.13%

Corn contract $609.25 $589.25 3.39%

Wheat contract $768.75 $758.00 1.42%

Soybeans contract $1,390.50 $1,355.50 2.58%

Baltic Dry Freight 2,217            2,219            -2

Actual Expected Difference

Crude (mb) -3.4

Gasoline (mb) 2.5

Distillates (mb) -1.0

Refinery run rates (%) 0.35%

Natural gas (bcf) -55.0

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 

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

New England and Mideast regions.  The forecasts call for dry conditions throughout the entire 

country, with wet conditions in the Southwest.   
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Data Section 
 

U.S. Equity Markets – (as of 1/4/2022 close) 
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Technology

Materials
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S&P 500
Consumer Staples

Industrials
Consumer Discretionary

Financials
Energy

YTD Total Return

 
-2.0% 0.0% 2.0% 4.0%

Healthcare

Technology

Consumer Discretionary

Utilities

Communication Services

Real Estate

S&P 500

Consumer Staples

Materials

Industrials

Financials

Energy

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 1/4/2022 close) 

 

-2.0% -1.0% 0.0% 1.0% 2.0%

US Government Bond

US Corporate Bond

Real Estate

US High Yield

Growth

Cash

Emerging Markets ($)

Emerging Markets (local currency)

Large Cap

Mid Cap

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Commodities

Value

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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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. 


