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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 21, 2022—9:30 AM EST] Global equity markets are lower this morning. In 

Europe, the EuroStoxx 50 is currently down 1.9% from its prior close. In Asia, the MSCI Asia 

Apex 50 closed 0.7% lower.  Chinese markets were down, with the Shanghai Composite falling 

0.9% from its prior close and the Shenzhen Composite dropping 1.3%. U.S. equity index futures 

are signaling a lower open. With 61 companies having reported, the S&P 500 Q4 2021 earnings 

stand at $52.10, lower than the $52.34 forecast for the quarter.  The forecast reflects a 21.7% 

increase from Q4 2020 earnings.  Thus far this quarter, 78.7% of the companies have reported 

earnings above forecast, while 19.7% 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 (1/21/2022): Oil prices are being supported by geopolitical 

tensions in Europe and the Middle East.  

• Asset Allocation Quarterly - Q1 2022 (1/20/2022): Discussion of our asset allocation 

process, Q1 2022 portfolio changes, and our outlook for the markets 

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

Policy” 

• Confluence of Ideas podcast (1/20/2022): “The 2022 Outlook” 

• Current Perspectives: “2022 Outlook: The Year of Fat Tails” (12/16/2021) 

 

Good morning! Today's report begins with Treasury Secretary Yellen’s outlook on inflation. We 

then turn to a report from the Federal Reserve regarding digital currencies and comment on a few 

other U.S. economic and policy news items. Next, we discuss details about China’s investigation 

into the Ant Group. International news follows, and we wrap up with our pandemic coverage. 

 

In an interview with CNBC, Treasury Secretary Janet Yellen stated she expects inflation to slow 

down close to 2% by the end of the year. Her forecast assumes the pandemic is somewhat 

controlled by that time. Although we are more sanguine about inflation relative to our peers, we 

must admit that a prediction of 2% is a bit overly optimistic. In explaining her prediction, she 

mentioned that a key to lowering inflation would be to resolve the supply chain issues. Even 

though we agree that improving supply chains will help, our research suggests energy prices also 

must be addressed if the administration wants to successfully lower 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_1_18_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_20_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
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.msn.com/en-us/money/news/i-expect-inflation-to-remain-above-2-25-but-to-diminish-over-the-course-of-the-year-says-treasury-sec-yellen/vi-AASZ28B?ocid=BingNewsSearch
https://www.msn.com/en-us/money/news/i-expect-inflation-to-remain-above-2-25-but-to-diminish-over-the-course-of-the-year-says-treasury-sec-yellen/vi-AASZ28B?ocid=BingNewsSearch
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In 2021, the average price of Brent Crude Oil rose nearly 60%, its sharpest rise in over 30 years. 

The strong rally in oil prices was driven by a surge in demand due to the reopening of the global 

economy, falling inventories, and shrinking capacity. We do not expect oil prices to have a 

similar rise in 2022, but a significant increase in oil prices will likely prevent inflation from 

reverting to 2% by year-end. 
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The chart above shows the primary driver in nondurable goods (which also includes food and 

apparel) inflation in 2021 was gasoline prices, a by-product of oil. With more analysts, including 

our firm, predicting the price of Brent Crude will reach $100 a barrel this year, we think it will 

be very difficult for inflation to fall to 2% in 2022. However, we still believe inflation will ease 

throughout the year to around 4.0-3.5%. 

 

Economics and policy:  

• The Federal Reserve released its report on central bank currencies on Thursday. The 

paper concluded that creating a digital version of the dollar will likely speed up payment 

delivery but could cause financial instability and lead to privacy concerns. The bank 

made no policy recommendation but stated it would only proceed with creating the 

currency with the backing of the executive branch and Congress.  

• Secretary of State Antony Blinken and his Russian counterpart Sergei Lavrov met in 

Geneva on Friday. The two discussed a possible de-escalation of the situation at the 

Ukraine border. Although they reached no final agreement, Lavrov stated a willingness to 

continue talks. News of continued talks is a relatively positive development following 

Biden’s remark on Wednesday that suggested a “minor incursion” from Russia into 

Ukraine was inevitable. However, the U.S. is still preparing for the worst-case scenario. 

The Biden administration is looking into ways Russia might retaliate if removed from the 

SWIFT financial system. Additionally, the U.S. has given permission to NATO allies to 

send American-made weapons into Ukraine. 

https://www.bloombergquint.com/business/morgan-stanley-sees-brent-crude-hitting-100-by-third-quarter
https://www.reuters.com/article/usa-fed-cbdc/fed-lays-out-risks-and-benefits-of-a-cbdc-in-paper-takes-no-policy-stance-idUSS0N2TQ00J
https://www.cnn.com/2022/01/21/politics/blinken-lavrov-geneva-meeting-ukraine/index.html
https://www.cnn.com/2022/01/21/politics/blinken-lavrov-geneva-meeting-ukraine/index.html
https://www.reuters.com/world/top-diplomats-us-russia-meet-geneva-soaring-ukraine-tensions-2022-01-21/
https://www.reuters.com/world/top-diplomats-us-russia-meet-geneva-soaring-ukraine-tensions-2022-01-21/
https://www.reuters.com/world/us/us-assesses-russian-retaliation-potential-should-it-be-cut-swift-senator-2022-01-20/
https://www.reuters.com/world/us/us-assesses-russian-retaliation-potential-should-it-be-cut-swift-senator-2022-01-20/
https://thehill.com/policy/defense/590676-us-allows-nato-allies-to-send-american-made-weapons-to-ukraine
https://thehill.com/policy/defense/590676-us-allows-nato-allies-to-send-american-made-weapons-to-ukraine
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• The Senate Judiciary Committee advanced an anti-trust bill that would limit big tech 

companies’ ability to favor their own services.   

• Federal agencies will raise the minimum wage to $15 an hour for all employees. 

• The U.S. is working on a way to speed up the delivery of F-16 fighter jets to Taiwan. The 

new jets will help the region to intercept aggressive Chinese military planes.    

 

China:   

The Ant Group, an affiliate company of Alibaba (BABA, $131.03), has been implicated in a 

corruption scandal. A documentary alleged private companies made “unreasonably high 

payments” for private land to a brother of a Chinese Communist Party member in exchange for 

government favors. Although the Ant Group was not named directly in the documentary, public 

records seemed to link the group with the transaction. The crackdown on Alibaba shows Chinese 

regulators are still trying to rein in big tech companies. 

 

International news:   

• The push by the EU to label nuclear power and some natural gas sources as green energy 

has received some backlash. The decision appears to be in response to growing concerns 

that existing ESG restrictions will make it harder for countries to meet their energy 

consumption needs. The new designation would make it easier for nuclear power and 

natural gas firms to have access to additional financing.  

• Russia announced it plans to hold military exercises with its entire fleet this month and 

next. The drills come after growing speculation that Moscow may stage an invasion of 

Ukraine.   

• Germany would like to attract 400,000 qualified workers to help address demographic 

imbalances and labor shortages.  

 

COVID-19:  The number of reported cases is 342,928,762, with 5,576,274 fatalities.  In the 

U.S., there are 69,309,309 confirmed cases with 860,248 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 655,282,365 doses of the vaccine have been distributed, 

with 531,864,871 doses injected.  The number receiving at least one dose is 250,028,635, the 

number of second doses is 209,842,610, and the number of the third dose, the highest level of 

immunity, is 82,450,772. The FT has a page on global vaccine distribution.   

• EU countries are set to update their rules on traveling. The new rules will allow travelers 

with a COVID-19 certificate to avoid additional testing or quarantine if they are not 

coming from a high-risk area. The European Center for Disease Prevention and Control 

coronavirus map, which tracks the rise in cases for most of Europe, will be used to 

determine whether travelers will be required to undergo additional screening.  

• There is growing concern that China will not be able to maintain its no-tolerance 

COVID-19 policy. The city has struggled to contain the virus despite extreme measures 

such as mass testing, stringent border controls, extensive contact tracing, and snap 

lockdowns. If COVID-19 cases continue to spread in China, it could lead to worsening 

supply chain problems.  

• Germany expects to see as many as 400,000 COVID-19 cases per day by mid-February.  

 

https://thehill.com/policy/technology/590659-senate-panel-advances-bill-blocking-tech-giants-from-favoring-own-products
https://thehill.com/policy/technology/590659-senate-panel-advances-bill-blocking-tech-giants-from-favoring-own-products
https://www.axios.com/minimum-wage-increase-federal-workers-biden-5806be19-a753-458e-8af8-56bab9498f50.html
https://www.reuters.com/world/asia-pacific/exclusive-us-seeks-way-speed-delivery-new-fighter-jets-taiwan-2022-01-20/
https://www.ft.com/content/aac4b040-e349-4feb-9030-bc49ab568c22
https://www.ft.com/content/aac4b040-e349-4feb-9030-bc49ab568c22
https://www.ft.com/content/928ad46d-ffd8-41b1-b327-c8eb2354b88c
https://www.reuters.com/world/europe/russia-hold-major-navy-drills-involving-all-its-fleets-2022-01-20/
https://www.reuters.com/world/europe/germany-wants-attract-400000-skilled-workers-abroad-each-year-2022-01-21/
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.eu/article/countries-prepare-shift-to-person-based-eu-travel-rules/
https://www.reuters.com/world/europe/german-health-minister-sees-possible-tripling-coronavirus-infections-by-mid-feb-2022-01-21/
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U.S. Economic Releases  
 

No major U.S. economic reports have been released so far today.  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 Leading Index m/m Dec 0.8% 1.1% ***

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. 

 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan CPI y/y Dec 0.8% 0.6% 0.9% *** Equity and bond neutral

CPI Ex-Fresh Food y/y Dec 0.5% 0.5% 0.6% ** Equity and bond neutral

CPI Ex-Fresh Food and Energy y/y Dec -0.7% -0.6% -0.6% * Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Dec 53.7 50.6 *** Equity bullish, bond bearish

EUROPE

UK Retail Sales y/y Dec -0.9% 4.3% 3.4% *** Equity bearish, bond bullish

Retail Sales Ex-Auto Fuel y/y Dec -3.0% 2.2% 1.1% ** Equity bearish, bond bullish

Switzerland Money Supply M3 y/y Dec 1.7% 1.9% * Equity and bond neutral

Russia Money Supply, Narrow Def. w/w 14-Jan 14.39t 14.61t * Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Dec 1.1% 1.3% 1.2% ** Equity bearish, bond bullish

Retail Sales Ex-Autos m/m Dec 0.7% 1.6% 1.2% ** 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) 26 25 1 Down

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

TED spread (bps) 9 9 0 Neutral

U.S. Libor/OIS spread (bps) 20 20 0 Down

10-yr T-note (%) 1.78 1.81 -0.03 Down

Euribor/OIS spread (bps) -55 -56 1 Neutral

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Up Neutral

Pound Down 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. 

 
Price Prior Change Explanation

Brent $87.23 $88.38 -1.30%

WTI $84.33 $85.55 -1.43%  

Natural Gas $3.91 $3.80 2.76%  

Crack Spread $20.52 $19.44 5.59%

12-mo Strip Crack $21.14 $21.12 0.08%

Ethanol Rack $2.27 $2.27 0.10%

Gold $1,834.68 $1,839.29 -0.25%

Silver $24.38 $24.47 -0.36%

Copper contract $452.15 $458.25 -1.33%

Corn contract $608.25 $611.00 -0.45%

Wheat contract $784.75 $790.25 -0.70%

Soybeans contract $1,420.00 $1,425.75 -0.40%

Baltic Dry Freight 1,474            1,570            -96

Actual Expected Difference

Crude (mb) 0.5 -1.8 2.3

Gasoline (mb) 5.9 2.6 3.3

Distillates (mb) -1.4 -1.3 -0.1

Refinery run rates (%) -0.30% -0.35% 0.05%

Natural gas (bcf) -206.0 -198.0 -8.0

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  

Southwest.  The forecasts call for wet conditions along the northern Rocky Mountain Region and 

the Southeast, with dry conditions throughout the West and the Midwest.  
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Data Section 
 

U.S. Equity Markets – (as of 1/20/2022 close) 

 

  
-20.0% -10.0% 0.0% 10.0% 20.0%
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-2.0% -1.0% 0.0% 1.0%
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Materials

Technology

Real Estate
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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 1/20/2022 close) 

 

-15.0% -10.0% -5.0% 0.0% 5.0% 10.0%

Small Cap

Growth

Real Estate

Mid Cap

Large Cap

US Corporate Bond

US Government Bond

US High Yield

Value

Foreign Developed (local currency)

Foreign Developed ($)

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 20, 2022 
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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. 


