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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 14, 2022—9:30 AM EST] Global equity markets are under downward 

pressure this morning. In Europe, the EuroStoxx 50 is currently down 1.2% from its prior close. 

In Asia, the MSCI Asia Apex 50 closed 0.4% lower.  Chinese markets were also weaker, with 

the Shanghai Composite down 1.0% from its prior close and the Shenzhen Composite essentially 

flat. U.S. equity index futures are signaling a lower 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 (1/13/2022): Oil inventories fell last week; at the same time, 

gasoline stockpiles rose strongly but were in line with seasonal patterns.  

• 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 Bi-Weekly (1/10/2022) (with associated podcast): “The Path of Monetary 

Policy” 

• 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 President Biden’s Fed picks and additional U.S. 

economic and policy news. Next, we discuss China’s trade surplus. We then focus on 

international news, and we conclude with a pandemic update. 

Economics and policy:  

• The White House announced President Biden’s nominations to the Federal Reserve 

Board on Thursday. As expected, former Fed Governor Sarah Bloom Raskin was selected 

to take over as Federal Reserve Vice chair for Supervision. Biden also chose economists 

Lisa Cook, a professor of economics at Michigan State University, and Philip Jefferson, a 

professor and administrator at Davidson College, to fill the other two vacant Fed board 

seats. The picks will need to be confirmed by the deeply divided Senate. We expect 

Raskin will have a fairly easy time getting nominated due to her previous nomination as a 

Federal Reserve Governor. However, the two additional candidates may face greater 

scrutiny, as Senators on both sides of the aisle will probably seek assurances from the 

nominees that they will be supportive of efforts to combat inflation.  

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

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_Jan_13_2022.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_10_2022.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.wsj.com/articles/biden-will-nominate-sarah-bloom-raskin-as-top-fed-banking-regulator-11642123396
https://www.wsj.com/articles/biden-will-nominate-sarah-bloom-raskin-as-top-fed-banking-regulator-11642123396
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o Current Fed Governor Christopher Waller signaled he could support as many as 

five rate hikes this year if inflation remains too hot. 

• The amount of money investors have stashed at the Federal Reserve facility jumped by 

the most since the end of 2021. Seventy-nine counterparties stored $1.637 trillion at the 

Federal Reserve overnight reverse repurchase agreement facility (RRP). The increased 

usage of the facility appears to be driven by the investors' need to store their short-term 

cash. One reason for the surge into RRP could be for regulatory purposes: another reason 

could be the lack of short-term treasuries. That being said, the problem will likely persist 

while the Fed maintains its asset purchase program, which is expected to end by March.  

• Mortgage rates continue to surge based on expectations that the Federal Reserve will 

raise interest rates multiple times this year. The combination of higher rates and home 

prices will likely reduce demand for homes, as fewer buyers will be able to afford to 

make the purchase. According to the Federal Reserve Bank of Atlanta, Americans needed 

33% of their income to cover mortgage payments in 2021.  That is up from the 29% 

required in 2020. We expect housing prices could start to rise at a slower pace in 2022 

and could possibly fall. 

• The Earth’s temperature rose to its sixth-highest level on record in 2021, according to the 

National Aeronautics and Space Administration (NASA).  

China:   

• Global demand continues to boost Chinese exports. In December, Chinese exports were 

$340.5 billion, pushing the annual total to $3.36 trillion. The strong growth in exports 

comes despite the supply chain issues due to the pandemic and a real-estate property 

meltdown that has slowed economic growth. In 2022, we expect that a weaker yuan 

relative to the dollar could be supportive of trade growth. According to China’s General 

Administration of Customs, the U.S. was the country’s largest export market in 2021. 

Despite an increase in Chinese exports, the prices for these goods were more favorable to 

the U.S. when compared to trade partners. 

https://www.bloomberg.com/news/articles/2022-01-13/fed-s-waller-says-three-2022-rate-hikes-still-a-good-baseline
https://www.bloomberg.com/news/articles/2022-01-13/fed-s-waller-says-three-2022-rate-hikes-still-a-good-baseline
https://www.bloomberg.com/podcasts/series/daybreak-americas?sref=uIvt3NFS
https://www.bloomberg.com/podcasts/series/daybreak-americas?sref=uIvt3NFS
https://www.wsj.com/articles/mortgage-rates-jump-to-highest-level-since-march-2020-11642092479
https://www.wsj.com/articles/2021-was-earths-sixth-hottest-year-on-record-temperature-reports-say-11642089601
https://www.bloomberg.com/news/articles/2022-01-14/china-posts-record-trade-surplus-in-2021-on-soaring-exports?sref=uIvt3NFS
http://www.xinhuanet.com/english/20220114/d7db76814ffd47c0b50d2a8fab4988da/c.html
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International news:   

• Tensions over Ukraine continue to simmer as NATO leaders and Russian officials are 

struggling to come to terms over a security agreement that could prevent further 

escalation. Russian Foreign Minister Sergei Lavrov has warned NATO that Moscow will 

not wait “endlessly” to ensure a security deal. Meanwhile, the U.S. is pressuring its 

European allies to agree to potential sanctions if Russia invades Ukraine. Talks between 

the two sides have failed to come to an agreement, and Russia has only ramped up the 

pressure in recent days. On Thursday, several Ukrainian government agencies were hit 

with a cyberattack that warned Ukrainians to “be afraid and expect the worst.” In 

addition, the attack brought down a few government agency websites. The tense 

geopolitical situation has led to an increase in natural gas prices in Europe as the financial 

markets fear a potential conflict and are growing concerned that Russia could withhold 

more of its natural gas from the continent. 

• The Bank of Korea (BOK) raised its key policy rate by 25 bps to 1.25% on Friday and 

signaled the central bank is prepared for additional rate hikes. This is the bank’s third-rate 

hike since the summer. The aggressive rate hikes suggest the BOK may be more 

concerned with an increase in inflation than with the risks posed by the spread of 

COVID-19. Over the last few months, inflation has been driven primarily by rising 

transportation costs.  

https://www.bloomberg.com/news/articles/2022-01-14/lavrov-says-russia-won-t-wait-endlessly-for-nato-security-deal
https://www.bloomberg.com/news/articles/2022-01-14/lavrov-says-russia-won-t-wait-endlessly-for-nato-security-deal
https://www.bloomberg.com/news/articles/2022-01-13/u-s-pushes-europe-to-sort-sanctions-plan-with-wary-eye-on-putin
https://www.bloomberg.com/news/articles/2022-01-13/u-s-pushes-europe-to-sort-sanctions-plan-with-wary-eye-on-putin
https://www.businessinsider.com/ukraine-cyberattack-warning-be-afraid-amid-russia-tensions-2022-1
https://www.bloomberg.com/news/articles/2022-01-14/bank-of-korea-hikes-again-as-inflation-mounts-fed-gears-up?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-01-14/bank-of-korea-hikes-again-as-inflation-mounts-fed-gears-up?sref=uIvt3NFS
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• Bank of Japan policymakers are discussing a timeframe to begin telegraphing an eventual 

rate hike.  The latest CPI report in Japan shows that annual inflation rose 0.6% from the 

prior year, its highest level since the start of the pandemic. 

• North Korea appeared to have launched two ballistic missiles hours after threatening the 

U.S. On Friday, Pyongyang warned that it would take a “stronger and certain reaction” if 

the U.S. sanctioned individuals associated with its weapons program. Over the last few 

days, Washington has advocated that additional U.N. sanctions must be imposed on 

North Korea in response to its recent missile launches. Earlier this week, a North Korean 

missile launch forced some airports on the U.S. west coast to halt flights as a precaution.  

COVID-19:  The number of reported cases is 320,609,453, with 5,522,759 fatalities.  In the 

U.S., there are 64,083,262 confirmed cases with 846,488 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 646,546,885 doses of the vaccine have been distributed, 

with 524,199,956 doses injected.  The number receiving at least one dose is 247,987,225, the 

number of second doses is 208,564,894, and the number of the third dose, the highest level of 

immunity, is 78,139,161. The FT has a page on global vaccine distribution.   

• The European Medicines Agency warned that frequent booster shots may cause more 

harm than good. The agency explained that frequent booster doses, described as every 

four months, could weaken the immune system, and tire out the body. It recommends that 

countries should leave more time between shots and schedule the boosters to align with 

the onset of cold season.  

• The Supreme Court has blocked President Biden’s vaccine mandate for large businesses 

but allowed the mandate for healthcare workers. The court’s decision will likely make it 

harder for the Biden administration to increase vaccination rates.  

• Hong Kong is expected to extend its COVID restrictions and flight ban until after the 

Lunar New Year. The region has struggled to contain the spread of the Omicron variant. 

 

https://www.reuters.com/markets/currencies/exclusive-boj-debates-messaging-eventual-rate-hike-inflation-perks-up-2022-01-13/
https://www.reuters.com/markets/currencies/exclusive-boj-debates-messaging-eventual-rate-hike-inflation-perks-up-2022-01-13/
https://www.wsj.com/articles/north-korea-fired-unidentified-projectile-off-its-east-coast-south-says-11642145343
https://www.reuters.com/world/us/us-pushing-more-un-sanctions-north-korea-over-missiles-2022-01-13/
https://www.bloomberg.com/news/articles/2022-01-11/flights-at-u-s-airports-halted-during-north-korea-missile-test?sref=uIvt3NFS
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://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://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://news.bloomberglaw.com/coronavirus/repeat-booster-shots-spur-europe-warning-on-immune-system-risks
https://news.bloomberglaw.com/coronavirus/repeat-booster-shots-spur-europe-warning-on-immune-system-risks
https://www.nytimes.com/2022/01/13/us/politics/supreme-court-biden-vaccine-mandate.html
https://www.straitstimes.com/asia/east-asia/hong-kong-to-extend-covid-19-curbs-for-chinese-new-year-local-media#:~:text=HONG%20KONG%20(BLOOMBERG%2C%20REUTERS),Year%2C%20according%20to%20local%20media.
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U.S. Economic Releases  

 

In a preliminary estimate, December retail sales declined by a seasonally adjusted 1.9% from 

November, worse than the expected fall of 0.1% and more than enough to offset the revised 

0.2% gain in the previous month.  Sales in the volatile auto and auto parts category strengthened 

in December, but that couldn’t make up for the weakness in other areas.  December retail sales 

excluding auto and auto parts were down 2.3% in the month compared with expectations that 

they would match their November rise of 0.1%.  Compared with December 2020, overall retail 

sales were up 16.9%, while sales ex-autos 18.4%.  The chart below shows the year-over-year 

change in retail sales since just before the previous recession. 

 

 
 

Separately, December import prices fell by a seasonally adjusted 0.2%, versus expectations that 

they would rise 0.2%.  Still, the fall in import prices during December only offset part of their 

0.7% increase in November.  The report also showed that December export prices fell 1.8% 

month-over-month, short of both the expected rise of 0.3% and the revised November increase of 

0.8%.  Compared with December 2020, import prices were up 10.4%, driven mostly by higher 

prices for petroleum.  Export prices were up 14.7%.  The chart below shows the year-over-year 

change in export and import prices since just prior to the previous recession. 
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The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

EST Indicator Expected Prior Rating

9:15 Industrial Production m/m Dec 0.2% 0.5% ***

9:15 Industrial Capacity Utilization m/m Dec 77.0% 76.8% **

10:00 Business Inventories m/m Nov 1.3% 1.2% *

10:00 U. of Michigan Consumer Sentiment m/m Jan P 70.0 70.6 ***

10:00 U. of Michigan Current Conditions m/m Jan P 73.8 74.2 **

10:00 U. of Michigan Expectations m/m Jan P 67.0 68.3 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Jan P 4.8% 4.8% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Jan P 2.9% *

EST Speaker or event

11:00 John Williams Speaks at the Council on Foreign Relations President of the Federal Reserve Bank of New York

District or position

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI y/y Dec 8.5% 9.2% 8.8% *** Equity and bond neutral

Japan Buying Foreign Bonds w/w 7-Jan ¥617.3b -¥416.5b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 7-Jan -¥834.5b ¥213.6b * Equity and bond neutral

Foreign Buying Japanese Bonds w/w 7-Jan -¥160.6b ¥447.2b * Equity and bond neutral

Foreign Buying Japanese Stocks w/w 7-Jan ¥781.1b ¥17.1b * Equity and bond neutral

China Trade Balance m/m Dec $94.46b $71.72b $73.95b *** Equity bullish, bond bearish

Exports y/y Dec 20.9% 22.0% 20.0% ** Equity bullish, bond bearish

Imports y/y Dec 19.5% 31.7% 27.8% ** Equity bearish, bond bullish

India Wholesale Price Index y/y Dec 13.6% 14.2% 13.8% ** Equity and bond neutral

EUROPE

Eurozone Trade Balance m/m Nov -1.3b 1.8b 1.5b * Equity bearish, bond bullish

France CPI y/y Dec F 2.8% 2.8% 2.8% *** Equity and bond neutral

CPI EU Harmonized y/y Dec F 3.4% 3.4% 3.4% ** Equity and bond neutral

UK Industrial Production y/y Nov 0.1% 0.2% 1.3% *** Equity bearish, bond bullish

Manufacturing Production y/y Nov 0.4% 1.1% -0.3% ** Equity bullish, bond bearish

Trade Balance m/m Nov £0.626b £0.151b -£2.500b ** Equity bullish, bond bearish

Visible Trade Balance m/m Nov -£11.337b -£11.807b -£14.300b ** Equity bullish, bond bearish

Russia Money Supply, Narrow Def. w/w 31-Dec 14.61t 14.47t * Equity and bond neutral

Official Reserve Assets m/m Dec 630.6b 622.5b 628.0b * Equity and bond neutral

AMERICAS

Brazil Retail Sales y/y Nov -4.2% -7.1% -5.7% *** Equity bullish, bond bearish

Broad Retail Sales y/y Nov -2.9% -7.1% -4.7% * 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. 

 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 24 24 0 Down

3-mo T-bill yield (bps) 11 12 -1 Neutral

TED spread (bps) 13 13 0 Neutral

U.S. Libor/OIS spread (bps) 17 17 0 Down

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

Euribor/OIS spread (bps) -56 -56 0 Neutral

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

Currencies Direction

Dollar Flat Neutral

Euro Flat Up

Yen Up Neutral

Pound Flat Neutral

Franc Flat Neutral

Central Bank Action Current Prior Expected

Bank of Korea 7-Day Repo Rate 1.250% 1.000% 1.250% On forecast  
 

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 $85.04 $84.47 0.67%

WTI $82.45 $82.12 0.40%  

Natural Gas $4.23 $4.27 -1.03%  

Crack Spread $21.67 $21.16 2.41%

12-mo strip crack $21.99 $21.78 0.95%

Ethanol rack $2.25 $2.27 -0.86%

Gold $1,820.95 $1,822.54 -0.09%

Silver $22.93 $23.09 -0.71%

Copper contract $450.40 $454.60 -0.92%

Corn contract $589.75 $587.50 0.38%

Wheat contract $743.75 $746.75 -0.40%

Soybeans contract $1,374.00 $1,377.25 -0.24%

Baltic Dry Freight 1,873            2,027            -154

Actual Expected Difference

Crude (mb) -4.6 -1.7 -2.9

Gasoline (mb) 8.0 3.1 4.9

Distillates (mb) 2.5 1.7 0.8

Refinery run rates (%) -1.40% -0.20% -1.20%

Natural gas (bcf) -179.0 -178.0 -1.0

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 along 

the West Coast and in the Southwest, with cooler-than-normal temperatures throughout the entire 

Eastern half of the country.  The forecasts call for wet conditions in the Northern Great Plains 

and the Southeast, with dry conditions on the West Coast and in the Great Lakes region.  
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Data Section 
 

U.S. Equity Markets – (as of 1/13/2022 close) 

 

  

-10.0% 0.0% 10.0% 20.0%

Technology
Real Estate
Healthcare

Consumer Discretionary
Utilities

S&P 500
Communication Services

Materials
Consumer Staples

Industrials
Financials

Energy

YTD Total Return

-3.0% -2.0% -1.0% 0.0% 1.0%

Technology

Consumer Discretionary

Healthcare

S&P 500

Communication Services

Materials

Energy

Financials

Real Estate

Consumer Staples

Industrials

Utilities

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 1/13/2022 close) 

 

-10.0% -5.0% 0.0% 5.0%

Growth

Real Estate

Small Cap

Large Cap

Mid Cap

US Corporate Bond

US Government Bond

US High Yield

Cash

Foreign Developed (local currency)

Foreign Developed ($)

Value

Emerging Markets (local currency)

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 13, 2022 
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P/E as of 1/12/2022 = 22.7x

 
 

Based on our methodology,1 the current P/E is 22.7x, down from last week’s 23.1x.  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. 


