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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 6, 2022—9:30 AM EST] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is currently down 1.3% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed essentially flat. Chinese markets were slightly lower, with the Shanghai 

Composite down 0.3% from its prior close and the Shenzhen Composite down 0.1%.  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 (1/6/2022): The WEU returns with a wrap-up of last year’s 

data and a recap of OPEC+’s decision to raise production next month.   

• 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) 

 

Good morning! Today's report begins with U.S. economic and policy news followed by China-

related stories. International news is next, and we end with our pandemic coverage. 

Economics and policy:  

● The Federal Reserve released its meeting minutes on Wednesday. Overall, the report 

confirmed the Fed’s expected shift to more hawkish monetary policy. The minutes 

showed that the central bank expects to wind down its balance sheet expansion faster than 

projected, which would pave the way for a quicker than anticipated rate hike this year. 

Additionally, the minutes suggested the Fed is open to reducing its balance sheet after the 

first rate hike.  

Financial markets, particularly tech stocks, did not respond well to the minutes. There 

was a selloff in equities and bonds following the report. At this time, we remain 
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optimistic that the Fed will not follow through on its three planned rate increases for the 

year, but we acknowledge that the current mix of voting Fed members does make these 

events more likely. President Biden could reduce the likelihood of further rate hikes by 

filling the three vacant seats on the Fed board. However, he has been reluctant to 

nominate officials for these positions due to concerns that his picks may not get 

confirmed in the evenly split and heavily partisan Senate.  On Wednesday, it was 

reported that Biden is looking at former Federal Reserve Governor Sarah Bloom Raskin 

for vice chair for supervision. Raskin is a popular choice among progressives due to her 

views on climate change, and her previous confirmation increases the likelihood that she 

will be confirmed again if nominated. 

● The Consumer Financial Protection Bureau is focusing its attention on the buy now, pay 

later industry. The federal agency is concerned that the industry could be encouraging 

consumers to overspend while skirting around credit and lending regulations. Although 

there are no restrictions being proposed, there does seem to be a growing push among 

Democrats for transparency and possibly new rules regarding how these companies 

operate.    

China:   

● Taiwan has pledged to establish a $200 million fund in Lithuania to invest in areas such 

as semiconductors, lasers, biotechnologies, and research. The venture comes after 

Lithuania drew the ire of China by allowing Taiwan to open a representative office under 

its own name. The U.S. has vowed to support Lithuania as it deals with economic fallout 

associated with retaliation from Beijing following this decision.  Now that the office 

opened, Lithuania faces unofficial trade hurdles and a downgrade of diplomatic relations 

with China.  

International news:   

● The Kazakhstan government resigned on Wednesday as the protest over rising fuel prices 

has stirred civil unrest across the country.  After protests turned violent, Kazakhstan 

President Kassym-Jomart Tokayev pleaded for support from a Russian-led military 

alliance. Following his plea, the President’s house was set ablaze, and several protesters 

were killed after they attempted to storm the administrative building in the country’s 

largest city of Almaty.  The mounting unrest in Kazakhstan highlights the growing risk of 

instability in response to rising fuel prices.  

● An expected colder-than-normal winter in South and Southeast Asia countries has forced 

governments to start actively securing natural gas.  Indonesia, a major exporter, has 

encouraged its domestic gas producers to prioritize local customers, while countries such 

as Thailand and Bangladesh have purchased cargoes of liquefied natural gas on-the-spot 

market. The surge in demand will likely further cause natural gas prices to rise globally.  

https://www.bloomberg.com/news/articles/2022-01-05/bloom-raskin-emerges-as-a-top-contender-for-fed-regulator-post?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-01-05/bloom-raskin-emerges-as-a-top-contender-for-fed-regulator-post?srnd=premium&sref=uIvt3NFS
https://www.axios.com/buy-now-pay-later-scrutiny-bnpl-07bb5981-3c06-4e55-8665-cc41d786497a.html
https://www.axios.com/buy-now-pay-later-scrutiny-bnpl-07bb5981-3c06-4e55-8665-cc41d786497a.html
https://www.reuters.com/article/china-lithuania/taiwan-to-set-up-200-million-fund-to-invest-in-lithuania-amid-dispute-with-china-idINKBN2JF13I
https://www.scmp.com/news/china/diplomacy/article/3162323/china-lithuania-dispute-us-vows-side-europe-beat-economic
https://thehill.com/policy/international/588318-kazakhstan-government-resigns-as-demonstrators-set-fire-to-capital
https://theweek.com/protests/1008647/protesters-burn-kazakh-presidents-house-after-cabinet-resigns
https://www.wsj.com/articles/dozens-killed-in-kazakhstan-as-authorities-crack-down-on-unrest-11641462504
https://www.wsj.com/articles/dozens-killed-in-kazakhstan-as-authorities-crack-down-on-unrest-11641462504
https://news.yahoo.com/global-gas-shortage-worsens-emerging-033026686.html
https://news.yahoo.com/global-gas-shortage-worsens-emerging-033026686.html
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● Oil prices continue to climb as it is unclear whether OPEC+ countries will be able to 

ramp up oil production to meet growing demand. Despite OPEC members and Russia 

agreeing to boost production in February, there are concerns that countries within the 

group will not be able to increase their output. In Libya, attacks by militias have cut the 

country’s daily production from 1.06 million barrels per day to 700 million barrels. 

Meanwhile, Nigeria has struggled to ship out crude oil from its Forcados and Bonny 

terminals.  

● U.S. and German diplomats gave a joint statement warning Russia of massive economic 

consequences if it were to invade Ukraine. Russian and U.S. officials are expected to 

meet Monday in Geneva for high-level security talks.  Although Germany and the U.S. 

appeared to be a united front, there are members within the EU that feel European 

countries have been sidelined in discussions regarding Ukraine. Josep Borrell, head of the 

EU’s foreign and security arm, warned the U.S. and Russia from agreeing to a Yalta-type 

agreement. Borrell was alluding to the post-war agreement in which the U.S., Russia, and 

the U.K. came together to discuss how to divide Europe following the end of WWII. 

Europe fears the U.S. and Russia could come to an agreement that would create 

boundaries where the two sides will not meddle in each other's affairs. This could include 

where the U.S. stations its military.  

● The head of Israeli military intelligence has expressed support for the Iran nuclear deal.  

COVID-19:  The number of reported cases is 297,997,595 with 5,467,568 fatalities.  In the U.S., 

there are 57,762,144 confirmed cases with 832,148 deaths.  For illustration purposes, the FT has 

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

metrics.  The FT has also issued an economic tracker that looks across countries with high-

frequency data on various factors.  The CDC reports that 618,076,045 doses of the vaccine have 

been distributed with 513,839,973 doses injected.  The number receiving at least one dose is 

245,278,020, the number of second doses is 206,797,799, and the number of the third dose, the 

highest level of immunity, is 72,262,703. The FT has a page on global vaccine distribution.   

● Chicago schools were forced to close as teachers did not feel comfortable with the city's 

protocols regarding COVID. 

● There have been protests throughout Germany in response to COVID restrictions.   

U.S. Economic Releases  

 

Initial applications for unemployment benefits totaled a seasonally adjusted 207,000 in the week 

ending January 1.  That was higher than both the expected level of 195K and the revised level of 

200K in the prior week, but it was still back down in the range seen before the pandemic.  

Continuing claims during the week ending December 25 came in at 1.754M, also higher than 

anticipated and up from the previous week.  The chart below shows the long slide in initial 

jobless claims over the last year. 

 

https://www.bloomberg.com/news/articles/2022-01-05/oil-holds-gain-after-opec-adds-more-output-as-market-tightens?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-01-05/oil-holds-gain-after-opec-adds-more-output-as-market-tightens?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-01-05/opec-output-boost-severely-limited-as-african-members-struggle?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-01-05/opec-output-boost-severely-limited-as-african-members-struggle?sref=uIvt3NFS
https://www.nytimes.com/2021/12/12/us/politics/g7-russia-ukraine.html
https://www.nytimes.com/2021/12/12/us/politics/g7-russia-ukraine.html
https://www.ft.com/content/4fec318e-1e53-4f9a-999a-443a432dd6cd
https://www.ft.com/content/4fec318e-1e53-4f9a-999a-443a432dd6cd
https://www.axios.com/israel-iran-deal-military-intel-chief-434b6757-88a0-4df2-91c0-9cec5286828c.html
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.politico.com/news/2022/01/05/chicago-schools-shutdown-teachers-covid-protest-526535
https://www.dw.com/en/germany-thousands-protest-against-covid-measures-across-country/a-60181181
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Separately, the November trade balance showed a seasonally adjusted deficit of $80.2B, which 

was better than the expected shortfall of $81.0B, but still much wider than the revised October 

deficit of $67.2B.  The widening in the deficit in November stemmed mostly from a jump in 

imports while exports were essentially flat.  Total U.S. exports in November were up 21.1% 

year-over-year, while imports were up 20.6%.  The chart below shows how exports and imports 

have changed since just before the prior recession. 

 

 
 

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 
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EST Indicator Expected Prior Rating

10:00 ISM Services PMI m/m Dec 67.0 69.1 **

10:00 Factory Orders m/m Nov 1.5% 1.0% ***

10:00 Factory Orders Ex-Transportation m/m Nov 1.1% 1.6% *

10:00 Factory Orders - Durables m/m Nov F 2.5% 2.5% ***

10:00 Factory Orders - Durables Ex-Transportation m/m Nov F 0.8% **

10:00 Factory Orders - Nondefense Capital Goods Ex-Aircraft m/m Nov F -0.1% *

EST Speaker or event

11:30 Mary Daly speaks at Central Bank of Ireland event

13:15 James Bullard discusses the U.S. economy and monetary policy President of the Federal Reserve Bank of St. Louis

District or position

Economic Releases

Fed Speakers or Events

Regional Fed Presidents

 
 

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 Jibun Bank Services PMI m/m Dec F 52.1 51.1 ** Equity bullish, bond bearish

Jibun Bank Composite PMI m/m Dec F 52.5 51.8 ** Equity bullish, bond bearish

Australia Markit Services PMI m/m Dec F 54.9 54.9 * Equity and bond neutral

Markit Composite PMI m/m Dec F 55.1 55.1 * Equity and bond neutral

China CaixinServices PMI m/m Dec 53.1 52.1 51.7 ** Equity bullish, bond bearish

Caixin Composite PMI m/m Dec 53.0 51.2 ** Equity bullish, bond bearish

EUROPE

Eurozone PPI y/y Nov 23.7% 21.9% 22.9% * Equity bullish, bond bearish

Germany Factory Orders WDA y/y Nov 1.3% 0.1% -1.1% *** Equity bullish, bond bearish

CPI y/y Dec P 5.3% 5.2% 5.1% * Equity and bond neutral

CPI EU Harmonized y/y Dec P 5.7% 6.0% 5.6% * Equity and bond neutral

UK Markit Services PMI m/m Dec F 53.6 53.2 53.2 ** Equity bullish, bond bearish

Markit Composite PMI m/m Dec F 53.6 53.2 53.2 ** Equity bullish, bond bearish

New Car Registrations y/y Dec -18.2% 1.7% * Equity bearish, bond bullish

AMERICAS

Canada International Merchandise Trade m/m Nov 3.13b 2.09b 2.03b ** Equity bullish, bond bearish

Brazil FGV Inflation IGP-DI y/y Dec 17.7% 17.2% 18.1% ** Equity and bond neutral

Industrial Production y/y Nov -4.4% -7.8% -4.1% *** 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. 
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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 22 21 1 Down

3-mo T-bill yield (bps) 8 9 -1 Neutral

TED spread (bps) 13 12 1 Neutral

U.S. Libor/OIS spread (bps) 14 13 1 Down

10-yr T-note (%) 1.73 1.71 0.02 Down

Euribor/OIS spread (bps) -58 -57 -1 Neutral

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

Currencies Direction

Dollar Flat Neutral

Euro Flat Up

Yen Up Neutral

Pound Down 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 $81.97 $80.80 1.45%

WTI $79.27 $77.85 1.82%  

Natural Gas $3.86 $3.88 -0.54%  

Crack Spread $20.05 $20.44 -1.94%

12-mo strip crack $21.29 $21.42 -0.58%

Ethanol rack $2.50 $2.53 -1.09%

Gold $1,790.35 $1,810.44 -1.11%

Silver $22.03 $22.81 -3.38%

Copper contract $434.35 $441.35 -1.59%

Corn contract $600.50 $602.25 -0.29%

Wheat contract $754.00 $760.75 -0.89%

Soybeans contract $1,380.00 $1,394.75 -1.06%

Baltic Dry Freight 2,289            2,285            4

Actual Expected Difference

Crude (mb) -2.1 -3.4 1.3

Gasoline (mb) 10.1 2.5 7.6

Distillates (mb) 4.4 -1.0 5.4

Refinery run rates (%) 0.10% 0.35% -0.25%

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 the West Coast, the Rocky Mountains, and the Great Plains, with cooler-than-normal 

temperatures in New England.  The forecasts call for dry conditions throughout the Far West and 

the Great Lakes region, with wet conditions in the Southwest.   
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Data Section 
 

U.S. Equity Markets – (as of 1/5/2022 close) 
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S&P 500
Utilities

Consumer Discretionary
Materials

Industrials
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-4.0% -3.0% -2.0% -1.0% 0.0%

Technology

Real Estate

Consumer Discretionary

Communication Services

S&P 500

Financials

Industrials

Healthcare

Consumer Staples

Utilities

Energy

Materials

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 1/5/2022 close) 

 

-4.0% -2.0% 0.0% 2.0% 4.0%

Real Estate

Growth

Small Cap

US Corporate Bond

Mid Cap

US Government Bond

Large Cap

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Cash

Value

Foreign Developed ($)

Foreign Developed (local currency)

Commodities

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 

 

January 6, 2022 
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Based on our methodology,1 the current P/E is 23.1x, up 0.5x from our last report.  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 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. 


