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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 27, 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 2.4% lower. Chinese markets were lower, with the Shanghai Composite down 1.8% 

from its prior close and the Shenzhen Composite also down a whopping 2.9%. U.S. equity index 

futures are signaling a higher open. With 117 companies having reported, the S&P 500 Q4 2021 

earnings stand at $52.30, essentially equal to the $52.34 forecast for the quarter. The forecast 

reflects a 21.7% increase from Q4 2020 earnings. Thus far this quarter, 80.3% of the companies 

have reported earnings above forecast, while 17.9% 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 (1/27/2022): Oil prices are breaking out above recent highs.  

Some state governments are pushing back against measures to restrict investment in 

fossil fuels.  

• 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 (1/24/2022) (with associated podcast): “Real Income versus 

the Wealth Effect; What is Driving Consumption?” 

• 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 a discussion about the Federal Reserve meeting on 

Wednesday. Next, we discuss U.S. economics and policy news with an update on the Ukraine 

situation. We then turn to China-related stories. International news follows, and we end with our 

pandemic coverage. 

The Federal Reserve signaled that it expects to begin raising rates soon and start shrinking its 

balance sheets soon after.  During a press conference, Chair Jerome Powell stated he believes the 

labor market and the economy are strong enough to withstand a series of rate hikes. When 

pressed about whether there could be a rate hike after every meeting, Powell did not rule out the 

possibility. Based on his comments, interest rates on the two-year deferred Eurodollar futures 

 

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_27_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_24_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.bloomberg.com/news/articles/2022-01-26/fed-signals-liftoff-soon-sees-asset-reduction-start-afterward?srnd=premium&sref=uIvt3NFS
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contracts rose to 2.00%, signaling the possibility of the Fed raising rates four times this year and 

next. The hawkish tone by the Fed led to a sell-off in equities and Treasuries.  

 

Source: Bloomberg 

The chart above shows the spread between the 10-year and 2-year Treasuries. Following 

Powell's press conference, the spread narrowed 8 bps to its flattest level since 2020. The yield 

curve flattening likely signals growing pessimism about GDP growth expectations as the Fed 

attempts to contain inflation. 

Economics and policy:  

● Supreme Court Justice Stephen Breyer is planning to retire. The vacancy will give 

President Biden a chance to select his first Supreme Justice since taking office. The 

circuit judge of the United States Court of Appeals for the District of Columbia, Kentaji 

Brown Jackson, appears to be the frontrunner to fill the seat. She was confirmed to the 

appeals court last year by a 53-to-44 vote, thus making her ascension to the Supreme 

Court even more likely. 

● The U.S. and NATO delivered Russia a written response to its demands that NATO 

withdraws its troops from Eastern Europe and ban Ukraine from joining the military 

alliance. In response to the letter, Moscow stated it does not feel its concerns were fully 

addressed. That being said, it also said that Moscow was still open to further discussions 

on the matter. In the letter, NATO stated it was willing to be more transparent about its 

military exercises and would consider not deploying intermediate-range missiles or 

troops in Ukraine in exchange for a drawdown of troops along the Ukraine border. The 

stand-off between the two sides has increased concerns of conflict in Europe and pushed 

up commodity prices, most notably Palladium.  

https://www.bloomberg.com/news/articles/2022-01-26/supreme-court-justice-breyer-to-retire-letting-biden-fill-slot?srnd=premium&sref=uIvt3NFS
https://www.nytimes.com/2022/01/26/us/politics/ketanji-brown-jackson-supreme-court.html
https://www.nytimes.com/2022/01/26/us/politics/ketanji-brown-jackson-supreme-court.html
https://www.nytimes.com/live/2022/01/26/world/ukraine-russia-us/the-us-delivers-its-written-response-to-russias-demands-in-eastern-europe
https://www.nytimes.com/live/2022/01/26/world/ukraine-russia-us/the-us-delivers-its-written-response-to-russias-demands-in-eastern-europe
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○ In a virtual summit, Beijing showed its support for Russia in its escalating conflict 

with Ukraine by stating Moscow “had reasonable security concerns.” Although 

Beijing’s support does not come as a surprise, it shows that China appears to have 

a vested interest in the outcome.  Beijing may have used the event as a blueprint 

for getting the West to withdraw its support from Taiwan.  

China:   

● On Wednesday, the WTO ruled in favor of China in its dispute with the U.S. The ruling 

authorizes China to impose $645 billion in tariffs on U.S. goods and services.  

● China is considering a proposal to sell off most of the assets owned by Evergrande 

(EGRNF, USD, 0.22). In the proposal, the company would get rid of all its assets except 

for its separately listed property management and electric vehicles unit. A state-owned 

bad debt manager, Cinda Asset Management (1359 HK, HKD, 1.40), would take over the 

assets with the proceeds of the sale going to repay creditors.   

● The EU filed a complaint against China to the WTO on Wednesday. The group alleged 

China has been discriminating against Lithuania and other exporters from member states 

in an attempt to pressure countries to disassociate from Taiwan. Earlier this year, 

Lithuania opened diplomatic ties with Taiwan and allowed the region to open an office in 

its capital city of Vilnius. Following this decision, Beijing has prevented Lithuanian 

exports from entering China and has told other exporters to remove any inputs from its 

goods that come from Lithuania. Although China has denied imposing a ban on 

Lithuanian goods, Lithuanian exports to China fell in December 90% from the prior year. 

International news:   

● The European Central Bank issued a warning to financial institutions with exposure to 

Russia. The central bank warned it is prepared to impose international sanctions on 

Moscow if it invades Ukraine. The central bank has also asked the institutions to explain 

how they would handle different sanctions scenarios. For example, if Russia is removed 

from the SWIFT international payments system, how would these institutions deal with 

Russian transactions? The warning comes as the ECB looks to tie up loose ends if it is 

forced to punish Russia if an invasion of Ukraine occurs.  

● The Argentine government has asked China to expand its currency swaps in yuan ahead 

of its payments due to the International Monetary Fund.  

● Mexican President Andres Manuel Lopez Obrador’s decision to have the state take over 

the country’s electricity sector has potentially scared away green investors. The country 

needs an additional $10 billion to meet its clean energy goal by 2024. However, the pace 

of investment has slowed dramatically while investors await the outcome of the power 

control bill, which is currently being debated in Congress.  

● Inflation in New Zealand rose to its fastest pace in more than 31 years. The latest reports 

showed that inflation rose 5.9% from the prior year, up from the previous quarter reading 

https://www.ft.com/content/d402d072-f19a-4f75-80c6-e6973c3137cd
https://www.bloomberg.com/news/articles/2022-01-26/wto-grants-china-a-645-million-tariff-weapon-against-the-u-s?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-01-27/china-is-said-to-weigh-breaking-up-evergrande-to-contain-crisis?utm_source=google&utm_medium=bd&cmpId=google&sref=uIvt3NFS-services-wont-save-evergrande-11633349342
https://www.scmp.com/news/china/diplomacy/article/3164845/eu-launch-wto-case-against-china-over-lithuania-embargo-row
https://www.ft.com/content/e195353f-00f6-4a21-93eb-f06590ed7ac8
https://www.ft.com/content/e195353f-00f6-4a21-93eb-f06590ed7ac8
https://www.bloomberg.com/news/articles/2022-01-26/argentina-asks-china-to-expand-yuan-swap-to-strengthen-reserves?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-01-26/investment-in-mexican-green-energy-drying-up-trade-groups-warn?sref=uIvt3NFS
https://www.nzherald.co.nz/business/inflation-hits-30-year-high-of-59-per-cent/NTY5NODTQT62NMZZHGB3AX4OOM/
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of 4.9%. The increase in inflation suggests the Reserve Bank of New Zealand will raise 

rates for the third time in five months at its February 23 meeting.   

 

COVID-19:  The number of reported cases is 362,947,159, with 5,628,271 fatalities.  In the 

U.S., there are 72,910,879 confirmed cases with 876,066 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 662,359,855 doses of the vaccine have been distributed, 

with 537,171,553 doses injected.  The number receiving at least one dose is 251,518,114, the 

number of second doses is 210,850,212, and the number of the third dose, the highest level of 

immunity, is 85,218,657. The FT has a page on global vaccine distribution.   

● Hong Kong plans to cut its 21-day quarantine to 14 days starting February 4. It will also 

extend a ban on flights from eight different countries.  

● A study has shown that six months after the Moderna (MRNA, $154.26) shot was 

administered, antibody levels fell.  

COVID-19 cases in Germany surpassed 200,000 for the first time. The rise in cases has led to 

staff shortages. 

 

U.S. Economic Releases  
 

In the first of three regular estimates, fourth-quarter gross domestic product (GDP) rose at a 

seasonally adjusted, annualized rate of 6.9%, smashing through the expected growth rate of 5.5% 

and far better than the third-quarter rate of just 2.3%.  Personal consumption in the last three 

months of 2021 rose almost exactly as expected, at an annualized rate of 3.3%, but other types of 

demand were more robust than anticipated.  Reflecting the outsized demand, the fourth-quarter 

GDP deflator, a broad measure of price inflation, also rose at a rate of 6.9%, well above 

expectations that prices would increase at the same 6.0% annual rate as in the third quarter.  The 

chart below shows the annual growth rate of GDP since just before the previous recession. 

 

 

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://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.nbcnews.com/news/world/hong-kong-cuts-quarantine-requirement-arrivals-14-days-21-rcna13746
https://www.reuters.com/business/healthcare-pharmaceuticals/moderna-starts-trial-testing-omicron-specific-booster-shot-2022-01-26/
https://www.reuters.com/business/healthcare-pharmaceuticals/moderna-starts-trial-testing-omicron-specific-booster-shot-2022-01-26/
https://www.reuters.com/world/europe/german-daily-covid-cases-rise-above-200000-causing-staff-shortages-2022-01-27/
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The chart below shows how the different demand categories contributed to the annualized 

growth rate. 

 
Q4 2021 - 1st Estimate Q3 2021 - 3rd Estimate Difference

GDP 6.9% 2.3% 4.6%

Consumption 2.3% 1.4% 0.9%

Investment 5.2% 2.1% 3.1%

Inventories 4.9% 2.2% 2.7%

Net Exports 0.0% -1.3% 1.3%

Government -0.5% 0.2% -0.7%  
 

Separately, December durable goods orders declined by a seasonally adjusted 0.9%, worse than 

the anticipated fall of 0.6% but still not enough to offset the upwardly revised jump of 3.2% in 

November.  In fact, the decline last month appeared to be concentrated in the volatile 

transportation sector, where just a few airliner orders can have a big impact.  December durable 

orders excluding transportation rose 0.4%, beating expectations for an increase of 0.3% after 

their revised increase of 1.1% in the previous month.  Finally, the report also included a key 

indicator of corporate capital investment.  Nondefense capital goods orders excluding aircraft 

were unchanged from the previous month, marking a disappointment compared with the 

expected increase of 0.4% and the revised gain of 0.3% in November.  Still, orders continue to 

grow compared with a year ago.  Overall durable goods orders in December were up 15.6% from 

December 2020, while durables ex-transportation were up 12.0%, and nondefense capital goods 

orders ex-aircraft were up 11.2%.  The chart below shows the year-over-year change in 

nondefense capital goods orders excluding aircraft since just before the previous recession. 

 

 
 

Finally, initial claims for unemployment benefits in the week ending January 22 fell to a 

seasonally adjusted 260K, better than both the expected level of 265K and the revised level of 

290K in the prior week.  The moderation in initial jobless claims last week could reflect how 

rapidly the disruptions from the Omicron mutation of the coronavirus are already in retreat.  On a 

less positive note, however, continuing unemployment claims rose to 1.675M in the week ending 
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January 15, worse than the anticipated level of 1.653M and the revised 1.624M in the previous 

week.  The chart below shows how initial jobless claims have changed since before the last 

recession. 

 

 
 

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 Pending Home Sales m/m Dec -0.4% -2.2% **

10:00 Pending Home Sales y/y Dec -4.0% 0.2% *

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 Machine Tool Orders y/y Dec F 40.6% 40.5% ** Equity and bond neutral

Japan Buying Foreign Bonds w/w 21-Jan -¥107.1b ¥935.4b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 21-Jan -¥86.5b -¥531.0b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 21-Jan -¥1720.0b ¥562.9b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 21-Jan ¥10.2b -¥11.3b * Equity and bond neutral

Australia Westpac Leading Index m/m Dec -0.03% 0.22% ** Equity bearish, bond bullish

New Zealand CPI y/y 4Q 5.9% 4.9% 5.7% ** Equity and bond bearish

South Korea Business Survey:  Manufacturing m/m Feb 90.0 92.0 ** Equity and bond neutral

Business Survey:  Nonmanufacturing m/m Feb 82.0 78.0 * Equity bullish, bond bearish

Department Store Sales y/y Dec 36.5% 18.3% * Equity bullish, bond bearish

Discount Store Sales y/y Dec -6.1% -10.3% * Equity bullish, bond bearish

China Industrial Profits y/y Dec 4.2% 9.0% * Equity bearish, bond bullish

EUROPE

Germany GfK Consumer Confidence m/m Feb -6.7 -6.9 -8.0 ** Equity bullish, bond bearish

Switzerland Real Exports m/m Dec -3.2% 1.6% * Equity and bond neutral

Real Imports m/m Dec -0.8% 4.4% * Equity and bond neutral

Russia Gold & Forex Reserves w/w 21-Jan 639.6b 638.2b *** Equity and bond neutral

AMERICAS

Mexico Trade Balance m/m Dec 590.3m -111.7m 0.4m ** 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) 27 27 0 Down

3-mo T-bill yield (bps) 19 19 0 Neutral

TED spread (bps) 8 7 1 Neutral

U.S. Libor/OIS spread (bps) 24 22 2 Down

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

Euribor/OIS spread (bps) -55 -55 0 Neutral

Currencies Direction

Dollar Up Neutral

Euro Down Up

Yen Down 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. 
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Price Prior Change Explanation

Brent $90.67 $89.96 0.79%

WTI $88.00 $87.35 0.74%  

Natural Gas $4.35 $4.28 1.71%  

Crack Spread $21.40 $21.05 1.67%

12-mo Strip Crack $22.05 $21.82 1.04%

Ethanol Rack $2.27 $2.27 0.10%

Gold $1,808.89 $1,819.59 -0.59% Expectations for more aggressive monetary policy tightening.

Silver $23.05 $23.53 -2.03% Expectations for more aggressive monetary policy tightening.

Copper contract $446.25 $451.50 -1.16% Expectations for more aggressive monetary policy tightening.

Corn contract $624.50 $627.00 -0.40%

Wheat contract $787.75 $795.00 -0.91%

Soybeans contract $1,442.00 $1,440.00 0.14%

Baltic Dry Freight 1,296            1,343            -47

Actual Expected Difference

Crude (mb) 2.4 1.0 1.4

Gasoline (mb) 1.3 1.9 -0.6

Distillates (mb) -2.8 -1.2 -1.6

Refinery run rates (%) -0.40% -0.40% 0.00%

Natural gas (bcf) -216.0

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 for the 

entire country east of the Mississippi River, with cooler-than-normal temperatures in the 

Southwest. The forecasts call for wet conditions throughout the eastern half of the country and 

dry conditions in California.  
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Data Section 
 

U.S. Equity Markets – (as of 1/26/2022 close) 

 

-20.0% 0.0% 20.0%

Consumer Discretionary
Technology
Real Estate

Communication Services
Healthcare

Materials
S&P 500
Utilities

Industrials
Consumer Staples

Financials
Energy

YTD Total Return

  
-2.0% -1.0% 0.0% 1.0%

Real Estate

Communication Services

Materials

Industrials

Utilities

Consumer Staples

Healthcare

Consumer Discretionary

Energy

S&P 500

Financials

Technology

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 1/26/2022 close) 

 

-20.0% -10.0% 0.0% 10.0%

Growth

Small Cap

Real Estate

Mid Cap

Large Cap

Foreign Developed ($)

US Corporate Bond

Value

Foreign Developed (local currency)

US Government Bond

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Cash

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 27, 2022 
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Based on our methodology,1 the current P/E is 22.1x, down 0.5x 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. 


