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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 19, 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 0.6% lower.  Chinese markets were lower, with the Shanghai Composite down 0.3% 

from its prior close and the Shenzhen Composite down 0.9%. U.S. equity index futures are 

signaling a flat open. With 32 companies having reported, the S&P 500 Q4 2021 earnings stand 

at $51.90, higher than the $52.34 forecast for the quarter.  The forecast reflects a 21.7% increase 

from Q4 2020 earnings.  Thus far this quarter, 75.0% of the companies have reported earnings 

above forecast, while 21.9% 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 (1/18/2022) (with associated podcast): “What Would a 

U.S.-China War Look Like?” 

• 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) 

 

Today, our Comment begins with remarks regarding yesterday’s market volatility.  We next 

provide an update on the tensions at the Russia-Ukraine border.  We then cover a few U.S. and 

international news items that have the potential to affect the financial markets today, and we 

wrap up with the latest developments related to the coronavirus pandemic. 

 

Global Financial Markets:  Although early morning transactions suggest financial markets will 

be better behaved today than they were yesterday, some trends remain in place.  Investors 

continue to bid down bond prices on expectations for higher policy rates to combat inflation 

pressures.  The yield on Germany’s ten-year Bund rose above 0% for the first time in 30 months, 

ending at 0.01%.  In the U.K., the yield on ten-year Gilts hit its highest level since March 2019, 
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after data showed inflation in the country reaching a 30-year high (see data tables below).  In the 

U.S., the yield on the ten-year Treasury note is edging higher past 1.85%. 

• In an interview with the Financial Times, Bundesbank Vice President Claudia Buch 

warned that German banks are becoming too complacent about the risk of borrowers 

defaulting and the potential for interest rates to rise, particularly in the country’s booming 

mortgage market. 

• Even cryptocurrencies have taken a hit from expectations for higher interest rates.  The 

biggest cryptocurrencies have lost as much as 14% of their value so far this year. 

• Illustrating the unease about inflation and the prospects for aggressive central bank action 

to fight it, some investors are reportedly now thinking the Federal Reserve could impose 

a 50-basis point hike at its policy meeting in March. 

• We still think the Fed and other central banks will have to pull their punches before 

hiking rates as far as the market believes.  We believe tighter policy could quickly expose 

financial fragilities somewhere in the economy or begin to weigh on real economic 

activity, even as today’s high inflation rates start to moderate because of more favorable 

“base effects” and supply disruptions get resolved.  High financial market volatility, with 

the VIX over 20 (as it is today), has also typically discouraged the Fed from further 

policy tightening.  In the meantime, however, financial markets will remain susceptible to 

bouts of volatility. 

 

Global Energy Markets:  In its monthly report, the International Energy Agency hiked its 

forecast for global oil demand this year to 99.7 million barrels per day, up 3.3 million bpd from 

2021.  That would mean that oil demand this year will finally surpass the 99.5 million bpd 

registered before the pandemic in 2019. 

• According to the IEA, the higher forecast reflects growing coronavirus immunization 

rates and fewer economic lockdowns despite the fast spread of the Omicron mutation. 

• The forecast will likely feed into concerns about high inflation this year, even though the 

IEA projects global oil supply will exceed demand by a narrow margin. 

 

Russia-Ukraine:  As of this writing, President Putin still has not unleashed the dogs of war 

against Ukraine, giving the U.S. and its European allies additional time to pursue diplomatic and 

security measures to stop the threatened attack. 

• On the diplomatic level, U.S. Secretary of State Blinken today is meeting Ukrainian 

President Zelensky and Foreign Minister Kuleba in Kyiv, demonstrating the U.S. 

commitment to Ukraine’s sovereignty. Tomorrow, Blinken will travel to Berlin to confer 

with German Foreign Minister Baerbock, who met with Zelensky in Kyiv earlier in the 

week and then visited Russian officials in Moscow yesterday.  Blinken’s meeting in 

Berlin will also include the foreign ministers of France and the U.K.  Finally, Blinken is 

scheduled to meet with Russian Foreign Minister Lavrov in Geneva on Friday. 

• Separately, U.S. officials said the Biden administration would impose financial sanctions 

on four Ukrainian officials known to have supported the country’s pro-Russian 

separatists.  Since the sanctions would put indirect pressure only on Russia, they are seen 
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as an effort by the administration to thread the needle between imposing costs on 

Moscow and not closing the door to diplomacy. 

• Reporting in recent days suggests the U.S. has also backed off the idea of cutting Russia 

out of the SWIFT dollar transfer system in the event of a Russian attack, in part because 

of discomfort among European governments.  With their proximity to Russia and close 

trade ties with the country, the Europeans are also struggling to decide how to respond if 

Russia launches non-military aggression on Ukraine, such as a cyberattack. 

• Despite the diplomatic efforts and sanction threats, Putin continues to send threatening 

signals.  The most important move over the last few days has been the opening of joint 

Russian-Byelorussian military exercises in Belarus.  The forces gathered there could 

conceivably cross the Byelorussian-Ukrainian border, supporting an offensive crossing 

from Russia into Ukraine. 

 

Kazakhstan:  Russia's ambassador to Kazakhstan, Aleksey Borodavkin, and Russian General 

Andrei Serdyukov, who led the Collective Security Treaty Organization’s Russian-led 

“peacekeeping” mission in Kazakhstan this month, said the operation is now over and that "all" 

CSTO troops had left the former Soviet republic. 

 

U.S. Antitrust Policy:  The Department of Justice and the Federal Trade Commission yesterday 

announced they are seeking input from the public on a major overhaul of merger and takeover 

rules designed to improve competition in the economy.  The announcement marks the first step 

in a shake-up of antitrust rules and enforcement policy that President Biden called for last year. 

 

U.S. Insurance Market:  Two of the biggest insurance companies offering home insurance for 

multimillion-dollar properties in California say they will stop offering coverage in the state, 

citing the rising risk of wildfires and tough state regulations. 

 

United Kingdom:  As Prime Minister Johnson continues to face a potential no-confidence vote 

over his pandemic “bring your own booze” garden party scandal, the anger within his own 

Conservative Party has prompted a right-wing member of parliament, Christian Wakeford, to 

defect to the Labour party.  That marks the Tories’ first defection to the Labour Party in 15 years. 

 

Turkey-United Arab Emirates:  Turkey and the UAE, formerly archrivals, have signed a swap 

agreement that will boost Turkish foreign currency reserves by almost $5 billion.  The deal is 

only the latest in a succession of swap agreements Turkey has signed to shore up its dwindling 

reserves.  It is not expected to provide any significant support for the lira since analysts typically 

strip out borrowed funds when assessing a country’s foreign currency holdings. 

 

Afghanistan-Pakistan:  Even though Pakistani Prime Minister Khan welcomed the Taliban’s 

takeover of Afghanistan last summer, he’s now finding that their victory has unleashed hardline 

Islamist sentiment that is difficult to control.  Apart from the border tensions, these range from 

surging violence by emboldened domestic extremists to a growing political challenge from 

Pakistani Islamist parties who identify with the Taliban’s views. 
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COVID-19:  Official data show confirmed cases have risen to 334,541,052 worldwide, with 

5,557,369 deaths.  In the U.S., confirmed cases rose to 67,598,609, with 854,076 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 249,393,487.  The data show that 75.1% 

of the U.S. population has now received at least one dose of a vaccine, and 63.0% of the 

population is fully vaccinated. 

 

• Today, the Biden administration is officially launching its new website for ordering free 

COVID-19 tests.  The site, covidtests.gov, will link people to an order form on the U.S. 

Postal Service website. 

o There is a limit of only one order for four tests per address. 

o People can provide an email address to receive updates on the order. 

o The free tests are expected to start shipping in late January, according to the 

USPS website, and would usually be sent out within seven to 12 days of ordering. 

• The administration is also expected to announce plans to make 400 million N95 masks 

available free at pharmacies and community health centers across the country.  The 

masks should be available at pharmacies and community health centers late next week, 

and the program will be fully up and running by early February. 

• An Israeli study found that a fourth shot of the vaccine from Pfizer (PFE, 54.11) and 

BioNTech (BNTX, 169.23) was largely ineffective in stopping Omicron infections 

despite boosting antibodies.  The news is likely to be welcomed by those worried about 

the need for more and more shots beyond a mere booster. 

• Pfizer said three different lab tests showed that its oral antiviral pill Paxlovid is effective 

against the Omicron mutation.  The study results haven’t yet been peer-reviewed, but if 

they are confirmed, the easily administered drug will probably become an important 

treatment that can keep people from becoming seriously ill or dying from COVID-19. 

 

U.S. Economic Releases  

 

Mortgage applications rose in the week ending January 14, according to the Mortgage Bankers 

Association. MBA mortgage applications rose 2.3% from the prior week, faster than last week’s 

rise of 1.4%. The rise in mortgage applications can be attributed to a rush to buy homes before 

the Federal Reserve decides to raise rates. The index for purchases rose 7.9% from the prior 

week, while the index for refinancing fell 3.1% from the prior week. The average 30-year fixed-

rate mortgage rate increased 12 bps from 3.52% to 3.64%. 

 

Residential construction surged in December as warmer than normal temperatures made it easier 

for homebuilders to resume projects. Housing starts expanded at an annualized pace of 1.702MM 

compared to expectations of 1.650MM. Moreover, an expiring property tax abatement in 

Philadelphia led to a spike in building permits. Last month, the city’s Department of License and 

Inspection issued 900 permits, well above the 150 permits issued in a typical month. As a result, 

building permits for the country expanded at an annualized pace of 1.873MM, the second-

https://www.nytimes.com/live/2022/01/19/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.wsj.com/articles/biden-administration-starts-taking-orders-for-free-covid-19-tests-11642530639
https://www.wsj.com/articles/biden-administration-starts-taking-orders-for-free-covid-19-tests-11642530639
https://www.covidtests.gov/
https://www.wsj.com/articles/free-n95-masks-to-be-made-available-at-pharmacies-white-house-says-11642586403?mod=hp_lead_pos6
https://www.wsj.com/articles/free-n95-masks-to-be-made-available-at-pharmacies-white-house-says-11642586403?mod=hp_lead_pos6
https://www.ft.com/content/58cfd452-a85e-4235-8849-0f4a3c89ffc8
https://www.wsj.com/articles/pfizers-new-covid-19-pill-works-against-omicron-in-lab-11642528120?mod=hp_lead_pos5
https://www.wsj.com/articles/pfizers-new-covid-19-pill-works-against-omicron-in-lab-11642528120?mod=hp_lead_pos5
https://www.axios.com/local/philadelphia/2022/01/07/philadelphia-tax-abatement-permit-applications
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highest reading since the end of the financial crisis. The figure was well above estimates of 

1.703MM. 

 

 
 

The chart above shows the annualized rate of housing starts for single and multifamily homes. 

Single-family homes expanded at an annualized pace of 1.128MM, while multifamily homes 

expanded at an annualized pace of 0.745MM.  Multifamily home construction rose to its highest 

level since January 1990.   

 

There are no economic releases or Fed events scheduled for the rest of the day. 

 

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

Australia Westpac Consumer Conf Index m/m Jan 102.2 104.3 *** Equity and bond neutral

Westpac Consumer Conf SA m/m Jan -2.0% -1.0% *** Equity bearish, bond bullish

New Zealand Card Spending Retail m/m Dec 0.4% 9.6% ** Equity and bond neutral

Card Spending Total m/m Dec 1.9% 9.1% ** Equity and bond neutral

EUROPE

Eurozone ECB Current Account SA m/m Nov 23.6b 18.1b ** Equity bullish, bond bearish

Construction Output m/m Nov -0.2% 1.6% ** Equity bearish, bond bullish

Germany CPI y/y Dec 5.3% 5.3% 5.3% *** Equity and bond neutral

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

Italy Current Account Balance m/m Nov 4682m 5513m ** Equity and bond neutral

UK CPI y/y Dec 5.4% 5.1% 5.2% *** Equity and bond neutral

CPI Core y/y Dec 4.2% 4.0% 3.9% *** Equity and bond neutral

RPI y/y Dec 7.5% 7.1% 7.1% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y Dec 7.7% 7.2% 7.4% * Equity and bond neutral

PPI Output NSA y/y Dec 9.3% 9.1% 9.4% * Equity and bond neutral

PPI Input NSA y/y Dec 13.5% 14.3% 13.7% * Equity and bond neutral

House Price Index y/y Nov 10.0% 10.2% 10.0% * Equity and bond neutral

Russia Budget Balance YTD m/m Dec 514.8b 500.0b 2337.6b *** Equity and bond neutral

AMERICAS

Canada Housing Starts m/m Dec 236.1k 301.1k 270.0k *** Equity and bond neutral

Brazil International Reserves Weekly w/w 14-Jan $202100m $201953m *** Equity bearish, bond bullish

ANTAD Same-Store Sales y/y Dec 13.7% 9.3% ** 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) 25 24 1 Down

3-mo T-bill yield (bps) 16 17 -1 Neutral

TED spread (bps) 9 8 1 Neutral

U.S. Libor/OIS spread (bps) 20 19 1 Down

10-yr T-note (%) 1.88 1.88 0.00 Down

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

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Flat Neutral

Pound Up Neutral

Franc Up 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 $88.33 $87.51 0.94%

WTI $86.40 $85.43 1.14%  

Natural Gas $4.27 $4.28 -0.40%  

Crack Spread $19.88 $20.28 -1.97%

12-mo strip crack $21.04 $21.41 -1.70%

Ethanol rack $2.27 $2.27 0.10%

Gold $1,819.18 $1,813.74 0.30%

Silver $23.81 $23.47 1.43%

Copper contract $444.80 $438.25 1.49%

Corn contract $606.75 $599.50 1.21%

Wheat contract $781.00 $769.00 1.56%

Soybeans contract $1,376.00 $1,361.25 1.08%

Baltic Dry Freight 1,644            1,731            -87

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 3.0

Distillates (mb) -1.1

Refinery run rates (%) -0.30%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

throughout most of the country, with warmer temps in Northern Pacific and Rocky Mountain 

regions.  The forecasts call for wet conditions in the Rocky Mountains, with dry conditions 

throughout most of the country.  
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Data Section 
 

U.S. Equity Markets – (as of 1/18/2022 close) 
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Energy
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(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 1/18/2022 close) 

 

-10.0% -5.0% 0.0% 5.0% 10.0%

Growth

Small Cap

Real Estate

Mid Cap

Large Cap

US Corporate Bond

US Government Bond

US High Yield

Foreign Developed ($)

Foreign Developed (local currency)

Value

Cash

Emerging Markets (local currency)

Emerging Markets ($)

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 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. 


