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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: April 1, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently up 0.6% from its prior close. In Asia, the MSCI 

Asia Apex 50 closed down 0.5%. Chinese markets were higher, with the Shanghai Composite up 

0.9% from its prior close, while the Shenzhen Composite was up 0.5%.  U.S. equity index 

futures are signaling a higher open.  
 

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 (3/28/2022) (with associated podcast): “The New Era of 

Higher Defense Budgets” 

• Weekly Energy Update (3/31/2022):  Commercial crude oil stocks decline.  We touch on 

Russia’s call to force buyers to pay for its oil in rubles.   

• 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 (3/21/2022) (with associated podcast): “A Commodity 

Update” 

• Confluence of Ideas podcast (3/25/2022): “The 2022 Outlook: Update #1” 

• Current Perspectives: “2022 Outlook: Update #1” (2/18/2022) 

• Chart Worth Noting: We show our projections for the Strategic Petroleum Reserve 

in the wake of President Biden’s announced oil release.   

Good morning!  We begin today’s report with a brief update on the Russian invasion. Next, we 

discuss U.S. economic and policy news, with an emphasis on yesterday’s yield curve inversion.  

We follow with our international news roundup and COVID-19 coverage. 

Ukraine and Russia are scheduled to resume peace talks on Friday. There is growing optimism 

that the sides are getting closer to reaching a ceasefire agreement. Ukraine has stated that it is 

willing to accept Russia's demands to remain a neutral state, meaning it will not join a military 

alliance with either Russia or the U.S. As we have mentioned in the past, we are not optimistic 

that a ceasefire agreement will completely end the conflict. While talks have improved, the 

conflict between the sides continues.   Ukraine President Volodymyr Zelensky has accused 

Russian troops of deliberately targeting agriculture, while the Kremlin claimed two Ukrainian 

helicopters attacked an oil depot in a Russian city. However, there have been signs of de-

escalation. Russian troops have left Chernobyl and a northern suburb of Kyiv. 

 

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_3_28_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_mar_31_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_mar_31_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Mar_21_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_Update1_Feb2022.pdf
https://news.yahoo.com/ukraine-sunflower-oil-shortage-hits-082003442.html
https://www.cnn.com/2022/03/31/europe/ukraine-chernobyl-russia-withdrawal-intl/index.html
https://www.npr.org/2022/03/31/1089885222/russian-troops-kyiv-eastern-ukraine
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Other Ukraine related news: 

 

● Putin’s image appears to be improving in Russia. A recent poll conducted by the Levada 

Center, an independent Russian polling firm, showed that Putin’s approval rating 

improved 12 percentage points from a month ago to 83%. The jump in support is likely to 

grow over the next few months as sanctions start to hit the economy.  As the war rages, 

we suspect Putin could play up his rivalry with the West as he attempts to frame the 

sanctions against a deliberate attack from the West on the Russian people.  

● The Biden administration leveled new sanctions against Russian tech firms on Thursday. 

The sanctions targeted Russia’s largest chipmakers and companies within the aerospace 

sector. 

● Putin proposed a plan that would stop the supply of gas to countries that he considers 

unfriendly to Russia unless they pay for it using rubles. The plan will be enforced next 

Friday; however, there have been no reports of a slowdown in Russian gas deliveries. 

 

U.S. Economic and policy news 

● The yield for the 2- year Treasury rose above the 10-year note for the first time since 

2019. This phenomenon, also known as a yield curve inversion, is considered a warning 

sign that the economy may be heading into a recession within the next two years. In our 

view, the most recent inversion reflects growing concerns that the impact of the fallout of 

the Russia-Ukraine war and hawkish Fed policy will hurt economic growth. Although we 

are not currently forecasting a recession this year, we suspect that the fiscal drag due to 

lack of stimulus will lead to slower growth. The chart below shows the latest forecast 

from the Atlanta Fed for Q1 GDP. The latest reading estimates the economy grew at an 

annualized rate of 1.3% in the first quarter of the year.  

https://www.bloomberg.com/news/articles/2022-03-31/russians-embrace-putin-s-ukraine-war-as-kremlin-muzzles-dissent?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-31/russians-embrace-putin-s-ukraine-war-as-kremlin-muzzles-dissent?sref=uIvt3NFS
https://www.politico.com/news/2022/03/31/treasury-hits-russia-with-new-sanctions-targeting-evasion-networks-tech-00022021
https://www.rferl.org/a/russia-gas-supplies-rubles-unfriendly/31766930.html
https://www.rferl.org/a/russia-gas-supplies-rubles-unfriendly/31766930.html
https://www.reuters.com/business/energy/gas-still-flows-russia-europe-buyers-navigate-putins-rouble-order-2022-04-01/
https://www.cnbc.com/2022/03/31/2-year-treasury-yield-tops-10-year-rate-a-yield-curve-inversion-that-could-signal-a-recession.html
https://www.cnbc.com/2022/03/31/2-year-treasury-yield-tops-10-year-rate-a-yield-curve-inversion-that-could-signal-a-recession.html
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● The release of strategic oil reserves to offset the loss from Russia may not have a lasting 

impact on prices. Although the release of oil helps address supply concerns in the short 

term, there are fears it could potentially scare away investment used to expand the 

production capacity of firms. After taking losses for years, investors have pushed oil-

producing firms to return much of the profits from higher prices back to shareholders 

rather than reinvesting them. To deter this behavior, the Biden administration is expected 

to push Congress to impose fines on oil drillers that do not take advantage of their oil 

leases. 

● There is growing support in the Democratic Party for the federal government to offer 

households rebates or direct payments to offset the rise in gasoline prices. The proposal is 

seen as an alternative to removing gasoline taxes, which some states are already doing. 

As the Mid-term elections approach, we suspect incumbents to push legislation to ease 

voter concerns about rising gasoline prices.  

International news 

● OPEC+ countries have decided to increase oil production at a modest pace, even as prices 

remain elevated. In its latest meeting, the cartel decided to increase oil production by an 

additional 432,000 barrels a day, a slight increase from its previous increase of 400,000 

barrels a day. Although members of the cartel have expressed openness to increasing 

production, so far, no country appears willing to violate the pact by exceeding their 

production targets.  

● Germany is considering nationalizing Gazprom and Rosneft units in the country. 

Discussions regarding expropriation are because of fears over the country’s energy 

security.  

https://www.spglobal.com/commodity-insights/en/market-insights/latest-news/petrochemicals/033122-goldman-sees-potential-spr-release-cutting-h2-2022-brent-forecast-by-15b
https://www.bloomberg.com/news/articles/2022-03-31/biden-wants-oil-companies-to-pay-penalties-on-unused-leases?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-31/biden-wants-oil-companies-to-pay-penalties-on-unused-leases?sref=uIvt3NFS
https://thehill.com/news/house/3175180-pelosi-rejects-gas-tax-holiday/
https://thehill.com/news/house/3175180-pelosi-rejects-gas-tax-holiday/
https://www.nytimes.com/2022/03/31/business/opec-plus-oil-production.html
https://www.reuters.com/world/europe/germany-mulls-nationalization-gazprom-rosneft-units-handelsblatt-2022-03-31/
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● Chinese authorities are expected to comply with U.S requests for audit reports for 

companies listed on New York exchanges. Previously, Chinese regulators have resisted 

giving the U.S. access to these reports over concerns that it could expose state secrets. 

The decision to comply is a rare concession by China and is another signal that its 

crackdown on firms may be easing.  

● China is still trying to prop up its ailing financial system. The People’s Bank of China is 

considering obtaining several hundred billion yuan to help aid some of its financial 

institutions.  

 

COVID-19: The number of reported cases is 487,775,962, with 6,142,161 fatalities.  In the U.S., 

there are 80,103,665 confirmed cases with 980,624 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 702,957,265 doses of the vaccine have been distributed, with 

560,823,729 doses injected.  The number receiving at least one dose is 255,534,750, while the 

number of second doses is 217,639,435, and the number of the third dose, granting the highest 

level of immunity, is 97,674,972. The FT has a page on global vaccine distribution.   

• Senators came to an agreement on a new $10 billion COVID-19 spending bill that will go 

to producing more vaccines, testing, and measures designed to contain the virus,   

• New COVID-19 cases in Hong Kong have started to decline, signaling that the virus may 

be slowing down. The city is considering a mass at-home testing order as a way to gauge 

whether to loosen restrictions.  

 

U.S. Economic Releases  

 

In today’s key report, March nonfarm payrolls increased by a seasonally adjusted 431K, 

undershooting the expected gain of 490K.  However, on a more positive note, the increase in 

February was revised massively upward to a strong 750K.  Almost all the net job creation in the 

last two months was in the private sector.  With the gains to date, total nonfarm payrolls are now 

down just 1.0% from their peak level right before the coronavirus pandemic.  The chart below 

shows the growth in payrolls since just before the previous recession. 

 

https://www.bloomberg.com/news/articles/2022-04-01/china-weighs-giving-u-s-full-access-to-audits-of-most-firms?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-31/china-weighs-raising-billions-to-rescue-troubled-financial-firms?sref=uIvt3NFS
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://abcnews.go.com/Politics/wireStory/mcconnell-covid-spending-package-shrink-10b-83785608
https://www.scmp.com/news/hong-kong/health-environment/article/3172549/coronavirus-hong-kong-government-considering-mass
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The report also showed that the March unemployment rate fell to a seasonally adjusted 3.6%, 

even lower than the expected rate of 3.7% and much better than the February rate of 3.8%. The 

rate of joblessness is now almost back down to the 3.5% rate that prevailed going into the 

pandemic. The chart below shows how the unemployment rate has fluctuated since just before 

the prior recession. 

 

 
 

Another measure of demand and supply in the labor market is to look at the share of the civilian, 

adult, noninstitutionalized population that is either working or looking for work. Today’s report 

showed that the March labor force participation rate (LFPR) held steady at a seasonally adjusted 

62.4%, as anticipated, but that was still better than the February rate of 62.3%. It was also much 

better than the participation rates below 61.0% in the depths of the pandemic when droves of 

people were retiring, hunkering down to avoid getting infected, taking care of family members, 
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and otherwise out of the workforce. The chart below shows how the LFPR has changed over the 

last several decades. 

 

 
 

Finally, with the demand for labor high and the “inventory” of idle workers low, wage rates 

continue to rise briskly. The report showed that average hourly earnings in March rose to a 

seasonally adjusted $31.73, up 5.6% from the same month one year earlier.  The year-over-year 

rise in the average wage was slightly better than the expected gain of 5.5%, and it marked an 

acceleration from the 5.2% increase in the year to February.  The chart below illustrates the year-

over-year growth in average hourly earnings since just before the previous recession.  The chart 

shows that wage rates continue to rise much faster than before the pandemic, putting upward 

pressure on business costs and contributing to inflation.   
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The table below lists the economic releases and/or Fed events scheduled for the rest of today 

 

EST Indicator Expected Prior Rating

9:45 S&P Manufacturing PMI m/m Mar F 58.5 58.5 ***

10:00 Construction Spending m/m Feb 1.0% 1.3% **

10:00 ISM Manufacturing PMI m/m Mar 59.0 58.6 ***

EST Speaker or Event

9:05 Charles Evans Discusses the Economy and Monetary Policy President of the Federal Reserve Bank of Chicago

Economic Releases

Federal Reserve

District or Position

 

 

Charts Worth Noting:  Yesterday, President Biden announced the largest sale of crude oil from 

the Strategic Petroleum Reserve (SPR) in its history.   The government plans to sell 1.0 mbpd for 

108 days.  The goal is to lower oil prices and ease pressure on inflation.  Since there has never 

been such a large sale, there are no historical parallels to use as a comparison.   

 

We will discuss the market 

impact of the sale in future 

Weekly Energy Update 

reports.  Until then, to give 

readers an insight into how 

big a sale this is, we provide 

this chart with our projection 

of the level of the SPR when 

the sales are expected to end 

in September.  On its face, 

the sale is bearish for crude 

oil; clearly, inventories will 

rise.  However, if there is 

further curtailment of 

Russian oil supplies, it is 

quite possible that the market 

will absorb this oil with little 

impact on prices.  In 

addition, the SPR release 

isn’t a permanent solution to the energy shortage, and it is also possible that consuming nations 

will simply buy this oil and hold it in storage to secure supplies.   

 

 

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.  
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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. 

 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tankan Large Manufacturing Index q/q 1Q 14 17 12 *** Equity bullish, bond bearish

Tankan Large Non-Manufacturing Index q/q 1Q 9 10 5 *** Equity bullish, bond bearish

Tankan Large Manufacturing Outlook q/q 1Q 9 13 10 *** Equity bearish, bond bullish

Tankan Large Non-Manufacturing Outlook q/q 1Q 7 9 8 *** Equity bearish, bond bullish

Tankan Large All-Industry Capex q/q 1Q 2.2% 9.3% 4.4% *** Equity bearish, bond bullish

Vehicle Sales y/y Mar -14.8% -18.6% ** Equity and bond neutral

Jibun Bank Manufacturing PMI m/m Mar F 54.1 53.2 *** Equity bullish, bond bearish

South Korea S&P Manufacturing PMI m/m Mar 51.2 53.8 *** Equity bearish, bond bullish

Trade Balance m/m Mar -$140m $831m $000m * Equity bearish, bond bullish

Exports y/y Mar 18.2% 20.6% 19.0% *** Equity bearish, bond bullish

Imports y/y Mar 27.9% 25.2% 27.5% ** Equity and bond neutral

China Caixin Manufacturing PMI m/m Mar 48.1 50.4 49.9 *** Equity bearish, bond bullish

EUROPE

Eurozone S&P Manufacturing PMI m/m Mar F 56.5 57.0 57.0 *** Equity bearish, bond bullish

CPI y/y Mar 7.5% 5.9% 6.7% *** Equity bearish, bond bearish

Core CPI y/y Mar P 3.0% 2.7% 3.1% ** Equity and bond neutral

Germany S&P/BME Manufacturing PMI m/m Mar F 56.9 57.6 57.6 *** Equity bearish, bond bullish

France S&P Manufacturing PMI m/m Mar F 54.7 54.8 54.8 *** Equity and bond neutral

Italy S&P Manufacturing PMI m/m Mar 55.8 58.3 57.0 *** Equity bearish, bond bullish

UK S&P/CIPS Manufacturing PMI m/m Mar F 55.2 55.5 55.5 *** Equity bearish, bond bullish

Switzerland Manufacturing PMI m/m Mar 64.0 62.6 61.0 *** Equity bullish, bond bearish

CPI y/y Mar 2.4% 2.2% 2.4% *** Equity and bond neutral

Core CPI y/y Mar 1.4% 1.3% 1.5% * Equity and bond neutral

Russia S&P Manufacturing PMI m/m Mar 44.1 48.6 42.0 *** Equity bullish, bond bearish

AMERICAS

Brazil Industrial Production y/y Feb -4.3% -7.2% -4.9% *** 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) 97 101 -4 Up

3-mo T-bill yield (bps) 48 49 -1 Neutral

TED spread (bps) 49 52 -3 Widening

U.S. Sibor/OIS spread (bps) 69 67 2 Up

U.S. Libor/OIS spread (bps) 73 72 1 Up

10-yr T-note (%) 2.40 2.34 0.06 Up

Euribor/OIS spread (bps) -46 -46 0 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Flat Down

Franc Down Down  
 

 

Commodity Markets 
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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 $103.88 $104.71 -0.79%

WTI $99.12 $100.28 -1.16%

Natural Gas $5.62 $5.64 -0.41%

Crack Spread $35.53 $34.47 3.06%

12-mo strip crack $26.69 $26.40 1.09%

Ethanol rack $2.53 $2.53 0.02%

Metals

Gold $1,928.08 $1,937.44 -0.48%

Silver $24.66 $24.79 -0.55%

Copper contract $469.45 $475.10 -1.19%

Grains

Corn contract $745.50 $748.75 -0.43%

Wheat contract $1,024.25 $1,006.00 1.81%

Soybeans contract $1,612.00 $1,618.25 -0.39%

Shipping

Baltic Dry Freight 2,358            2,369            -11

Actual Expected Difference

Crude (mb) -3.4 -2.0 -1.4

Gasoline (mb) 0.8 -1.6 2.4

Distillates (mb) 1.4 -1.5 2.9

Refinery run rates (%) 1.0% 0.4% 0.6%

Natural gas (bcf) 26.0 24.0 2.0

Energy Markets

DOE Inventory Report

 
 

Weather 
 

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

California, the Southwest, and all along the East Coast, with cooler-than-normal temperatures in 

the Pacific Northwest and the Mississippi Valley.  The forecasts call for wetter-than-normal 

conditions throughout the area east of the Mississippi River, while dry conditions are anticipated 

in California and the Southwest. 
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Data Section 
 

U.S. Equity Markets – (as of 3/31/2022 close) 
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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 3/31/2022 close) 

 

-20% -10% 0% 10% 20% 30%

Growth
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Emerging Markets (local currency)

US Government Bond

Foreign Developed ($)

Real Estate
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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 

 

March 31, 2022 
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P/E as of 3/30/2022 = 21.0x

 
 

 

Based on our methodology,1 the current P/E is 21.0x, unchanged from last week.   
 

 

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 three actual quarters (Q2, Q3, and Q4) and one estimate (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. 


