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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 31, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently up 0.4% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed 1.1% higher.  Chinese markets were closed for the Lunar New Year. U.S. equity 

index futures are signaling a lower open. With 168 companies having reported, the S&P 500 Q4 

2021 earnings stand at $53.20, higher than the $52.34 forecast for the quarter.  The forecast 

reflects a 21.7% increase from Q4 2020 earnings. Thus far this quarter, 77.4% of the companies 

have reported earnings above forecast, while 19.6% 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 (1/27/2022): 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) 

 

In today’s Comment, we open with the latest developments in the Russia-Ukraine crisis, which 

will be discussed today at the United National Security Council meeting.  We next turn to U.S. 

news, including a preview of this week’s confirmation hearing for economist Philip Jefferson to 

join the Federal Reserve’s Board of Governors.  We next cover a range of international news that 

has the potential to affect the financial markets today.  We close with the latest on the 

coronavirus pandemic. 

 

Russia-Ukraine-NATO:  While Russia continues to threaten Ukraine with more than 100,000 

troops poised along its borders, the UN Security Council will meet today in an effort to diffuse 

the situation.  Meanwhile, U.S. senators are nearing the completion of a bill that would provide 

for major sanctions in the event of an attack.   If it passes Congress and is signed into law, the 

bill will target large Russian banks, hit Russians’ savings and pensions, and limit the market for 
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Russia’s sovereign debt, among other elements.  Ukraine’s ambassador to the U.S. insisted that 

Kiev and Washington are on the same page regarding the threat from Russia, despite press 

reports that some Ukrainian officials worry the U.S. is overstating the likelihood of an invasion. 

• U.S. officials continue to highlight their threat to impose economic sanctions against 

Russia and key Russian officials in the event of an invasion.  They maintain assurances 

that the U.S. will not be sending troops to fight on Ukrainian soil.  However, there is 

more of a military threat here than meets the eye.  Importantly, the Biden administration 

has also stressed that if Russia invades Ukraine, the U.S. and NATO will boost their 

military infrastructure and deployments in Eastern Europe, close to Russian borders, and 

bolster their military aid to Ukraine as well.  In this sense, it’s not entirely accurate to say 

that the U.S. and NATO have vowed to limit their response to economic sanctions. 

• As if to reinforce the idea that the U.S. and NATO would respond by increasing their 

military presence in Eastern Europe, British Prime Minister Johnson said over the 

weekend that the U.K. was prepared to massively boost its troop presence on the 

Continent “next week” if needed to deter Russia.  More broadly, Russia’s threatening 

stance could prompt many European nations to finally increase their defense spending 

and strengthen their military forces over the longer term. 

• If the U.S. and NATO really do boost their military presence in Eastern Europe, it would 

mark a significant strategic mistake for Russian President Putin.  It may be why some 

Russian officials have recently taken a relatively conciliatory stance to last week’s U.S. 

and NATO responses to Russian security demands.  An invasion or other serious attack 

on Ukraine still doesn’t seem to be set in stone.  Naturally, if tensions cool, it would 

likely give a boost to global risk markets and help cool some commodity markets that 

have risen due to the potential for war, such as the market for wheat. 

 

U.S. Monetary Policy:  On Thursday, the Senate will hold a confirmation hearing on President 

Biden’s nomination of Philip Jefferson for a seat on the Fed’s board of governors.  Although the 

economist has focused his research on how economic policy affects social groups differently, a 

number of current and former colleagues are making the argument that he is apolitical and would 

be open to hiking interest rates in order to rein in inflation. 

• As a reminder, the Fed’s policy tightening plans include not only higher interest rates but 

also an eventual reduction in its bond-buying.  Some observers are getting concerned that 

reduced Fed purchases of mortgage-backed securities will come just as banks start 

unloading their holdings to meet increased loan demand. 

• The result could push mortgage interest rates even higher.  Given that consumption 

spending is now much more dependent on the “wealth effect” than in previous decades, 

higher mortgage rates leading to softer home prices could weigh on consumer spending, 

corporate profitability, and stock values. 

 

U.S. Storm Impacts:  Damage from the weekend’s winter storm in the Northeast didn’t appear 

to be extensive for a storm of such magnitude, in part because people were generally off the 

roads during the height of the storm on Saturday. In addition, the snow was light and fluffy, 

which limited damage to power lines and trees. 

https://www.ft.com/content/baa50a17-5f6b-47f3-8b79-5667ec6d78ac
https://www.politico.eu/article/uk-big-military-support-nato/?utm_source=POLITICO.EU&utm_campaign=59da486256-EMAIL_CAMPAIGN_2022_01_30_01_24&utm_medium=email&utm_term=0_10959edeb5-59da486256-190480045
https://www.politico.eu/article/uk-big-military-support-nato/?utm_source=POLITICO.EU&utm_campaign=59da486256-EMAIL_CAMPAIGN_2022_01_30_01_24&utm_medium=email&utm_term=0_10959edeb5-59da486256-190480045
https://www.politico.eu/article/uk-big-military-support-nato/?utm_source=POLITICO.EU&utm_campaign=59da486256-EMAIL_CAMPAIGN_2022_01_30_01_24&utm_medium=email&utm_term=0_10959edeb5-59da486256-190480045
https://www.wsj.com/articles/russia-ukraine-tensions-drive-global-wheat-prices-higher-11643630790
https://www.wsj.com/articles/economist-philip-jefferson-in-his-own-words-11643625009
https://www.wsj.com/articles/fed-nominee-has-focused-his-research-on-monetary-policy-and-poverty-11643625006
https://www.wsj.com/articles/fed-nominee-has-focused-his-research-on-monetary-policy-and-poverty-11643625006
https://www.wsj.com/articles/how-the-feds-policy-shift-is-rippling-through-the-housing-market-11643568763?mod=hp_lead_pos4
https://www.wsj.com/articles/how-the-feds-policy-shift-is-rippling-through-the-housing-market-11643568763?mod=hp_lead_pos4
https://www.wsj.com/articles/how-the-feds-policy-shift-is-rippling-through-the-housing-market-11643568763?mod=hp_lead_pos4
https://www.wsj.com/articles/winter-snowstorm-aftermath-a-sunday-digging-out-11643556388
https://www.wsj.com/articles/winter-snowstorm-aftermath-a-sunday-digging-out-11643556388
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Italy:  The country’s parliament voted to re-elect President Sergio Mattarella as head of state, 

rather than promoting Prime Minister Mario Draghi to the position.  That means Draghi will 

continue to head Italy’s broad unity government until early 2023, giving the country a welcome 

period of political stability that is likely to be positive for the Italian economy and financial 

markets. 

 

Portugal:  The ruling Socialist Party won yesterday’s parliamentary election with an absolute 

majority after voters penalized the far-left parties that triggered the snap poll.  With only a few 

votes still to be counted, the Socialists should win at least 117 seats in the 230-seat parliament, 

promising a period of stable policy.  Prime Minister Costa has signaled he will continue to focus 

on reining in the country’s budget deficit. 

 

Yemen-United Arab Emirates:  The UAE said it shot down a missile fired at it by Iran-backed 

Houthi rebels in Yemen, marking the third such attack in recent weeks.  The attack happened as 

Israeli President Herzog was in Dubai for the Expo 2020 world’s fair.  According to the UAE’s 

defense ministry, the missile was destroyed over an unpopulated area and caused no casualties. 

 

Digital Currencies:  Following up on the IMF’s warning last week that El Salvador should stop 

recognizing bitcoin as legal tender, the head of the organization’s monetary and capital markets 

department warned that the use of cryptocurrencies in place of traditional currencies poses 

“immediate and acute risks” for many emerging markets.  In particular, the official highlighted 

the destabilizing effect of the currencies’ huge price swings and their use to yank capital out of 

weak economies. 

• The IMF’s stance on digital currencies supports our view that they face significant 

regulatory risk, especially as they present challenges to national sovereignty.  Over time, 

central bank digital currencies are more likely to survive and develop.  At least in Japan, 

however, there is still some pushback against the idea of CBDCs. 

• Separately, the world’s first exchange-traded fund dedicated to decentralized finance 

networks is due to launch in Brazil on February 17.  The Hashdex DeFi Index ETF will 

allow investors to track a basket of projects betting on decentralized trading and lending 

networks whose standards are automated and often decided by consensus. 

 

COVID-19:  Official data show confirmed cases have risen to  375,281,990 worldwide, with 

5,665,683 deaths.  In the U.S., confirmed cases rose to 74,333,528, with 884,265 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 are considered fully vaccinated now totals 211,695,131 , equal to 63.8% of the total 

population. 

 

Virology 

• The seven-day average of U.S. hospital patients with confirmed or suspected COVID-19 

infections fell to 146,769 over the weekend, about 8% lower than the peak on January 20.  

The data suggest stress on the healthcare system from the fast-spreading Omicron 

mutation is now easing rapidly. 

https://www.wsj.com/articles/italy-opts-to-keep-the-same-leaders-averting-political-chaos-11643480296
https://www.ft.com/content/87db87ef-500e-4aa8-a7d7-aadca43fb024
https://www.ft.com/content/87db87ef-500e-4aa8-a7d7-aadca43fb024
https://www.ft.com/content/87db87ef-500e-4aa8-a7d7-aadca43fb024
https://www.ft.com/content/e49275e3-4c5e-4554-a9de-8956a6361810
https://www.ft.com/content/dd6452ea-5316-4b26-af34-d5f7e973cc46
https://www.ft.com/content/dd6452ea-5316-4b26-af34-d5f7e973cc46
https://www.ft.com/content/45ca2229-485e-4043-b709-deda943e9ddb
https://www.ft.com/content/45ca2229-485e-4043-b709-deda943e9ddb
https://www.japantimes.co.jp/news/2022/01/31/business/economy-business/boj-digital-yen/
https://www.ft.com/content/2d00d0e4-0297-484d-aaa5-069bf4df64b7
https://www.nytimes.com/live/2022/01/31/world/omicron-covid-vaccine-tests?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
https://coronavirus.jhu.edu/map.html
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/u-s-covid-19-hospitalizations-retreat-but-deaths-keep-rising-11643536011
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o Despite the decline in hospitalizations, deaths continue to rise, with the seven-day 

average of new COVID-19 deaths now standing at an 11-month high of almost 

2,400 per day. 

o Even though Omicron is much less virulent than earlier mutations, the sheer 

number of infections with the variant is boosting total deaths. 

 

Economic and Financial Market Impacts 

• In China, where the government’s strict zero-COVID policy has prompted lockdowns 

against Omicron outbreaks around the country, the official January PMI for the 

manufacturing sector fell to 50.1 from 50.3 in December.  The January Caixin PMI for 

manufacturing, more heavily weighted toward the private sector, fell all the way to 49.1, 

marking its lowest reading since February 2020.  Meanwhile, the official 

nonmanufacturing PMI, which includes both services and construction activity, fell to 

51.1 in January from December’s 52.7. 

o All three indexes are designed so that readings over 50 will point to expanding 

activity.  

o Taken together, the figures suggest the government’s strict response to the 

Omicron outbreaks is proving to be a big headwind for the economy.  That is 

likely to weigh on overall global economic activity and financial markets in the 

coming months. 

 

U.S. Economic Releases  
 

There were no economic releases prior to the publication of this report. The table below lists the 

economic releases and/or Fed events scheduled for the rest of the day. 
 

EST Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Jan 68.8 68.8 ***

10:30 Dallas Fed Manufacturing Activity m/m Jan 73.2 73.2 **

11:30 Mary Daly Speaks at Reuters Live Event President of the Federal Reserve Bank of San Francisco

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. 

 
 

https://www.wsj.com/articles/china-economy-starts-the-year-with-a-wobble-11643522037?mod=article_inline
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Industrial Production m/m Dec -1.0% 7.0% -0.6% *** Equity bearish, bond bullish

Retail Sales y/y Dec 1.4% 1.9% 2.8% ** Equity bearish, bond bullish

Dept. Store, Supermarket Sales y/y Dec 1.4% 1.4% 1.9% ** Equity and bond neutral

Consumer Confidence Index m/m Jan 36.7 39.1 37.0 *** Equity and bond neutral

Housing Starts y/y Dec 4.2% 3.7% 8.1% *** Equity and bond neutral

Australia Melbourne Institute Inflation m/m Jan 0.4% 0.2% ** Equity and bond neutral

Private Sector Credit m/m Dec 0.8% 0.9% 0.6% ** Equity bullish, bond bearish

EUROPE

Eurozone GDP SA y/y 4Q 4.6% 3.9% 4.6% *** Equity and bond neutral

Italy GDP WDA y/y 4Q 6.4% 3.9% 6.2% *** Equity and bond neutral

Hourly Wages y/y Dec 0.7% 0.7% *** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 28-Jan 659.3b 657.4b * Equity and bond neutral

Total Sight Deposits CHF w/w 28-Jan 724.9b 724.8b * Equity and bond neutral

AMERICAS

Brazil Net Debt % GDP m/m Dec 57.3% 57.0% 57.0% *** Equity and bond neutral

Nominal Budget Balance m/m Dec -54.2b -26.6b -44.0b * Equity and bond neutral

Primary Budget Balance m/m Dec 0.1b 15.0b 10.0b * Equity and bond neutral

Formal Job Creation Total m/m Dec -265811 324112 -175000 ** Equity bearish, bond bullish

Canada Bloomberg Nanos Confidence w/w 28-Jan 56.8 57.8 ** Equity and bond neutral

Mexico GDP NSA y/y 4Q 1.0% 4.5% 1.5% *** Equity and bond neutral  
 

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) 32 30 2 Down

3-mo T-bill yield (bps) 17 18 -1 Neutral

TED spread (bps) 15 12 3 Neutral

U.S. Libor/OIS spread (bps) 25 23 2 Down

10-yr T-note (%) 1.79 1.77 0.02 Down

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

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Down Neutral

Pound Up 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 $91.40 $90.03 1.52% Ukraine worries

WTI $87.63 $86.82 0.93%  

Natural Gas $4.94 $4.64 6.51%  

Crack Spread $23.11 $22.24 3.91%

12-mo Strip Crack $22.92 $22.53 1.77%

Ethanol Rack $2.27 $2.27 0.10%

Gold $1,791.84 $1,791.53 0.02%

Silver $22.54 $22.47 0.29%

Copper contract $433.35 $431.00 0.55%

Corn contract $640.25 $636.00 0.67%

Wheat contract $794.50 $786.25 1.05%

Soybeans contract $1,490.75 $1,470.00 1.41%

Baltic Dry Freight 1,381            1,302            79

Shipping

Energy Markets

Metals

Grains

 
 

Weather 

 

The 6-10 day and 8-14-day forecasts currently call for warmer-than-normal temperatures on the 

West Coast and Rocky Mountains, with cool-to-normal temperatures for the rest of the country. 

The forecasts call for dry conditions for most of the country, with conditions expected for Rocky 

Mountains and southern Texas.  
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Data Section 
 

U.S. Equity Markets – (as of 1/28/2022 close) 
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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 1/28/2022 close) 
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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. 


