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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 20, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently up 0.1% from its prior close. In Asia, the MSCI Asia Apex 

50 closed 2.2% higher.  Chinese markets were flat-to-down, with the Shanghai Composite 

essentially unchanged from its prior close and the Shenzhen Composite down 0.9%. U.S. equity 

index futures are signaling a higher open. With 43 companies having reported, the S&P 500 Q4 

2021 earnings stand at $52.00, lower than the $52.34 forecast for the quarter.  The forecast 

reflects a 21.7% increase from Q4 2020 earnings.  Thus far this quarter, 79.1% of the companies 

have reported earnings above forecast, while 18.6% 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) 

 

Good morning! Treasury yields have moderated, and equity futures are higher. Today's report 

begins with a few items from President Biden’s speech yesterday. Next, we discuss U.S. 

economic and policy news followed by China-related stories. International news follows, and we 

end with our pandemic coverage. 

 

The President Speaks: On Wednesday, President Biden marked his first year in office with an 

address and a news conference. During this speech, the President briefly discussed his 

accomplishments and shortcomings in his first year in office. He touted his success in getting the 

economy to reopen and lowering unemployment and also stated he could have done more to 

speed up the availability of rapid testing. In addition, the President discussed his expectations for 

his second year in office. He mentioned that the Build Back Better Act would likely need to be 
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scaled back, the Fed will need to fight inflation, and his administration will continue fighting for 

voting rights.  

 

When the topic of Ukraine was brought up, the President stated the U.S. expects a “minor 

incursion” by Russia that would fall short of a full-scale invasion. This remark led to speculation 

that the U.S. was prepared to offer lighter sanctions depending on the scale of the invasion.  The 

White House would later clarify that the U.S. and its allies are prepared to respond swiftly if 

Russian military forces cross the Ukraine border. It still leaves unanswered what a “minor 

incursion” means and whether other acts of aggression such as cyberattacks and paramilitary 

tactics will lead to a strong response from the West. 

 

Unity among the U.S., Europe, and other NATO allies was questioned. On Wednesday, French 

President Emmanuel Macron has called on the European Union to secure its own security pact 

with Russia rather than rely on NATO. The tiff has added to Ukraine’s concerns as it fears that 

the West may be unwilling to provide the security it needs to feel protected from Russian 

aggression. Ukraine President Volodymyr Zelensky has told U.S. lawmakers that threatening 

sanctions after Russia invades his country is not helpful. Nonetheless, the fragmented 

relationship between the U.S. and Europe likely suggests Ukraine will probably be a dividing 

issue amongst Western countries and could be valuable in Russia’s attempt to break up the 

relationship between the U.S. and Europe. If we are right, this could be somewhat bearish on 

commodities, as Russia will likely not risk a major conflict that could disrupt the flow of 

commodities. However, it could also encourage Russia to further weaponize its natural gas in an 

attempt to pressure Europe to get the Nord Stream 2 Pipeline finished. 

Economics and policy:  

• Democrats appear to be preparing a slimmed-down version of President Biden’s Build 

Back Better plan. The decision to reduce the size of the bill comes after West Virginia 

Senator Joe Manchin stated he could not support the current bill. At this point, the party 

needs to secure a victory going into midterm elections. The new bill is expected to pare 

back much of the social spending and keep most of the climate change provisions.   

• The Senate Judiciary Committee will consider a tech-focused antitrust bill on Thursday. 

The American Innovation and Choice Online Act will look to reign in big tech 

companies’ ability to favor their own services in an anti-competitive way. Although the 

bill appears to have bipartisan support, the White House has stopped short of endorsing it. 

The bill, if passed, will likely be detrimental to tech equities.  

• The United States government has pledged its support for Bosnia as the country suffers 

its worst economic crisis since its 1992-1995 war. 

 

China:   

• A United States Navy guided-missile destroyer traveled through the South China Sea on 

Thursday in a direct challenge to China’s claim of sovereignty. The Chinese military 

accused the ship of entering its waters illegally and warned of serious consequences if 

these actions continue. Although China has established military infrastructures 

https://www.ft.com/content/0db12864-a154-4607-a0e8-c9722e956424
https://www.ft.com/content/0db12864-a154-4607-a0e8-c9722e956424
https://www.axios.com/ukraine-russia-sanctions-invasion-senators-9f657902-f4f9-40fe-a5e5-a6d58d4e1033.html
https://www.axios.com/ukraine-russia-sanctions-invasion-senators-9f657902-f4f9-40fe-a5e5-a6d58d4e1033.html
https://thehill.com/homenews/house/590313-desperate-dems-signal-support-for-cutting-biden-bill-down-in-size
https://thehill.com/homenews/house/590313-desperate-dems-signal-support-for-cutting-biden-bill-down-in-size
https://www.axios.com/big-tech-ceos-lobby-antitrust-bill-8e300451-8997-4e3e-8ae0-700d13708091.html
https://www.reuters.com/world/europe/us-stands-with-bosnia-crisis-times-us-top-official-2022-01-20/
https://www.theguardian.com/world/2022/jan/20/china-warns-of-serious-consequences-after-tracking-us-warship
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throughout the islands within the sea, the area has also been claimed by Taiwan and 

Vietnam.  

• China disclosed it has begun importing oil from Iran. The disclosure comes as the West 

revives talks of a nuclear accord with Tehran. The decision by China to resume purchases 

will likely give Iran added leverage in negotiations. 

International news:   

• President of the European Central Bank Christine Lagarde stated she does not plan to 

follow the Federal Reserve’s lead in tightening monetary policy. She justified her 

position by stating that in Europe, the recovery is slower, and inflation is lower.  There is 

no reason for the ECB to act as rapidly as the Fed plans to.  Moreover, she stated she 

expects inflation to stabilize gradually in 2022, but the central bank is ready to act if the 

data “demands it.” 

• Turkish President Recep Tayyip Erdoğan and Salvadoran President Nayib Bukele will 

meet on Thursday. The two are expected to discuss cryptocurrencies. El Salvador is 

planning to launch a bitcoin-backed bond, in which the country will use the sale of $1 

billion in U.S. dollar-denominated bonds to buy bitcoin, and fund construction projects 

related to bitcoin. In Turkey, a currency crisis due to rampant inflation has led to capital 

flight from the country into cryptocurrencies. Although Turkey banned the use of crypto 

as a form of payment last year, it appears Erdogan may be interested in using the digital 

asset to help mitigate his country’s currency crisis. 

• U.K. Prime Minister Boris Johnson’s woes continue after a senior Conservative MP 

accused his team of threatening to blackmail backbenchers who are attempting to oust 

him from office.  

• Russia and Iran are looking to form stronger ties to counter the U.S.’s ability to punish 

them with sanctions.  

• Silvio Berlusconi, former Prime Minister of Italy, appears to be preparing for a political 

comeback as the country’s president.  

• The Prime Minister of Finland, Sanna Marin, stated her country does not plan to join 

NATO in the near future. The country shares a border with Russia, and its membership in 

NATO would likely spark a response from Moscow.  

COVID-19:  The number of reported cases is 338,164,251, with 5,567,277fatalities.  In the U.S., 

there are 68,569,958 confirmed cases with 857,778 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 654,197,025 doses of the vaccine have been distributed, with 

530,430,844 doses injected.  The number receiving at least one dose is 249,702,939, the number 

of second doses is 209,509,297, and the number of the third dose, the highest level of immunity, 

is 81,691,581. The FT has a page on global vaccine distribution.   

• A study from the Centers for Disease Control and Prevention showed that Americans 

who were previously infected and received the vaccines had the highest protection 

against the Delta variant.  

https://www.bloomberg.com/news/articles/2022-01-20/china-discloses-iranian-oil-imports-as-nuclear-talks-drag-on?sref=uIvt3NFS
https://www.reuters.com/world/europe/ecbs-lagarde-inflation-drivers-will-ease-gradually-2022-2022-01-20/
https://www.reuters.com/world/europe/ecbs-lagarde-inflation-drivers-will-ease-gradually-2022-2022-01-20/
https://www.wsj.com/articles/turkeys-erdogan-meets-el-salvadors-bitcoin-boosting-leader-amid-economic-crisis-11642678083
https://www.wsj.com/articles/el-salvador-to-issue-bitcoin-bond-in-2022-11637616550?mod=article_inline
https://www.wsj.com/articles/el-salvador-to-issue-bitcoin-bond-in-2022-11637616550?mod=article_inline
https://www.ft.com/content/087364f6-de0a-4f0b-bb23-02bee760dd3d
https://www.nytimes.com/2022/01/19/world/europe/russia-iran-unity-us.html
https://www.nytimes.com/2022/01/19/world/europe/berlusconi-italy-president-mario-draghi.html
https://www.nytimes.com/2022/01/19/world/europe/berlusconi-italy-president-mario-draghi.html
https://www.reuters.com/world/europe/finlands-pm-says-nato-membership-is-very-unlikely-her-watch-2022-01-19/
https://www.reuters.com/world/europe/finlands-pm-says-nato-membership-is-very-unlikely-her-watch-2022-01-19/
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://www.politico.com/news/2022/01/19/cdc-infection-delta-527384
https://www.politico.com/news/2022/01/19/cdc-infection-delta-527384
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• The White House plans to distribute non-surgical N95 masks from its national stockpile 

and make them available to the public for free starting next week to curb the spread of 

COVID-19. 

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ended January 15 jumped to a 

seasonally adjusted 286K, much higher than both the expected level of 225K and the revised 

figure of 231,000 in the previous week.  Initial jobless claims last week were at their highest 

level since mid-October. The four-week moving average of initial claims, which helps smooth 

out some of the volatility in the series, rose to 231K, reaching its highest level since late 

November. The unexpectedly poor reading could partly reflect seasonal adjustment issues related 

to the holidays, but even so, they suggest the recent wave of new coronavirus infections and 

continued supply chain issues have sparked at least some layoffs.  Meanwhile, continuing jobless 

claims in the prior week rose to 1.635M, compared with an anticipated level of 1.563M and a 

revised 1.551M in the week before. The chart below shows how initial jobless claims have 

fluctuated since just before the prior recession. 

 

 
 

Separately, the Philadelphia FRB said its January business outlook index rose to a seasonally 

adjusted 23.2, beating both the expected reading of 19.0 and the December figure of 15.4.  The 

chart below shows the progression of the outlook and current-activity indexes over the last 

decade. 

 

https://www.reuters.com/world/us/us-make-400-million-n95-masks-available-free-fight-covid-19-pandemic-official-2022-01-19/
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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

10:00 Existing Home Sales m/m Dec 6.42m 56.46m ***

10:00 Existing Home Sales MoM m/m Dec -0.6% 1.9% *

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 

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 Trade Balance m/m Dec -¥582.4b -¥955.6b -¥787.6b ** Equity bullish, bond bearish

Adjusted Trade Balance m/m Dec -¥435.3b -¥486.8b -¥473.9b * Equity bullish, bond bearish

Exports y/y Dec 17.5% 20.5% 15.9% ** Equity bullish, bond bearish

Imports y/y Dec 41.1% 43.8% 43.0% * Equity bullish, bond bearish

Japan Buying Foreign Bonds w/w 14-Jan ¥928.2b ¥620.4b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 14-Jan -¥531.0b -¥833.2b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 14-Jan ¥562.9b -¥160.6b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 14-Jan -¥13.0b ¥780.6b * Equity and bond neutral

Australia Employment Change m/m Dec 64.8k 366.1k 60.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Dec 4.2% 4.6% 4.5% *** Equity bullish, bond bearish

Participation Rate m/m Dec 66.1% 66.1% 66.2% *** Equity and bond neutral

New Zealand Food Prices m/m Dec 0.6% -0.6% *** Equity and bond bearish

South Korea PPI y/y Dec 9.0% 9.8% ** Equity and bond neutral

EUROPE

Eurozone CPI y/y Dec F 5.0% 4.9% 5.0% *** Equity and bond neutral

Core CPI y/y Dec F 2.6% 2.6% 2.6% *** Equity and bond neutral

Germany PPI y/y Dec 24.2% 19.2% 19.3% *** Equity and bond bearish

France Manufacturing Confidence m/m Jan 112.0 111.0 112.0 ** Equity and bond neutral

UK RICS House Price Balance m/m Dec 69.0% 71.0% 69.0% * Equity and bond neutral

Russia Gold and Forex Reserves w/w 14-Jan 638.2b 630.5b *** Equity and bond neutral

AMERICAS

Mexico Unemployment Rate m/m Dec 3.5% 3.7% 3.4% ** 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. 

 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 25 25 0 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 20 0 Down

10-yr T-note (%) 1.83 1.87 -0.04 Down

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

Currencies Direction

Dollar Up Neutral

Euro Flat Up

Yen Flat Neutral

Pound Flat 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 $87.93 $88.44 -0.58%

WTI $86.34 $86.96 -0.71%  

Natural Gas $3.91 $4.03 -3.08%  

Crack Spread $19.54 $19.43 0.55%

12-mo strip crack $21.07 $21.03 0.19%

Ethanol rack $2.27 $2.27 0.10%

Gold $1,842.50 $1,840.54 0.11%

Silver $24.22 $24.14 0.35%

Copper contract $450.00 $447.00 0.67%

Corn contract $608.75 $610.50 -0.29%

Wheat contract $790.25 $796.50 -0.78%

Soybeans contract $1,395.00 $1,391.25 0.27%

Baltic Dry Freight 1,570            1,644            -74

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) 2.6

Distillates (mb) -1.3

Refinery run rates (%) -0.35%

Natural gas (bcf) -198.0

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 the entire eastern half of the country, with warmer-than-normal temperatures in the 

southern Rocky Mountains.  The forecasts call for wet conditions along the Gulf Coast, with dry 

conditions throughout the West and the Midwest.  
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Data Section 
 

U.S. Equity Markets – (as of 1/19/2022 close) 
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Industrials
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-2.0% -1.0% 0.0% 1.0%

Consumer Discretionary

Financials

Technology

Real Estate

Industrials

S&P 500

Energy

Healthcare

Materials

Communication Services

Utilities

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 1/19/2022 close) 

 

 
 

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 20, 2022 
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P/E as of 1/19/2022 = 22.6x

 
 

Based on our methodology,1 the current P/E is 22.6x, down 0.1x from last week.  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. 


