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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 5, 2022—9:30 AM EDT] Global equity markets are generally lower this 

morning. In Europe, the EuroStoxx 50 index is currently down 0.5% from its prior close. In Asia, 

the MSCI Asia Apex 50 closed up 0.1%. Chinese markets are closed for the Qingming Festival.  

U.S. equity index futures are signaling a lower 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 (4/4/2022) (with associated podcast): “Latin America’s Day 

in the Sun” 

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

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

 

We open our Comment today with an update on the Russia-Ukraine war, where the newly 

discovered atrocities by Russian troops continue to reverberate.  Further sanctions against Russia 

are due to be announced as early as today, while reports say the Czech Republic has sent a small 

number of Soviet-era tanks to the Ukrainians.  We next review a range of international and U.S. 

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

news on the coronavirus pandemic. 

 

Russia-Ukraine:  The most recent reports confirm Russian forces continue to withdraw from 

around the capital city of Kyiv.  They are now redeploying for what will likely be an effort to 

take control of Kharkiv, the Donbas region of eastern Ukraine, and the entire southern coastline 

of the country.  In the areas where Russian forces have pulled out, Ukrainian authorities continue 

to uncover evidence that they committed war crimes against civilians, including rapes, torture, 

and mass executions.  As we discussed in our Comment yesterday, reports of the atrocities have 

sparked calls for additional sanctions against Russia.  In addition, several European countries 

yesterday registered their disgust by expelling large numbers of Russian diplomats.  Germany 
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and France each expelled dozens.  Lithuania even expelled the Russian ambassador.  Ukrainian 

President Zelensky will make a video speech to the UN Security Council regarding the atrocities 

today, which could fuel further actions to punish the Russians.  Separately, the continuing war 

has prompted further military support for Ukraine, including the Czech Republic’s quiet 

provision of more than a dozen Soviet-era tanks to Kyiv in recent weeks. 

• The European Commission today is set to propose broad new sanctions on Russia, 

including a ban on imports of Russian coal, a cap on the import of potash for fertilizer 

(also widely purchased from Russian ally Belarus), restricted access to the bloc for 

Russian land and sea shippers, and a block on some high-tech machinery exports. 

• Once the new round of sanctions is announced, attention is expected to turn toward 

developing a ban on importing oil from Russia.  Although many EU countries are still 

resistant to the idea of cutting Russian oil and gas imports, political momentum for such a 

move is becoming overwhelming.  A compromise currently being discussed would 

impose tariffs on Russian oil and/or gas in order to start ratcheting down demand.  The 

discussions suggest commodity markets will continue to be roiled by the Russia-Ukraine 

war for the foreseeable future. 

• Meanwhile, the U.S. Treasury Department said it would make it more difficult for the 

Russian government to make debt payments in dollars through U.S. banks, bringing 

Moscow one step closer to a potential default on its obligations to international investors. 

o The department said it would no longer permit any dollar debt payments to be 

made from Russian government accounts at U.S. financial institutions. Russia, 

therefore, must choose between draining its remaining dollar reserves, using new 

revenue coming in, or defaulting. 

o The Russian government had been due to make an $84 million coupon payment 

and a $552 million repayment on a maturing bond yesterday, but it was unable to 

proceed because of the department’s action.  Russia now has a 30-day grace 

period to get the cash to investors before it is in default. 

o Prices for Russian sovereign dollar bonds had rebounded somewhat from their 

post-invasion slump, but they started falling again today. A bond maturing in 

2028 traded at a price of 34 cents on the dollar, down from 42 cents yesterday. 

• As we’ve discussed many times before, the war and the resulting sanctions continue to 

accelerate the breakup of the global economy into two or more blocs:  a U.S.-led block of 

liberal, free-market democracies; a Chinese-led bloc marked by heavy state intervention 

in the economy and authoritarian politics; and perhaps a group of smaller economies 

trying to maintain their freedom to maneuver.  Importantly, such fracturing may be hard 

to reverse once it happens. 

 

Brazil:  State-owned oil giant Petrobras (PBR, $15.15) has been thrown into disarray after the 

government’s choice of a new chief executive pulled out of the job over conflict-of-interest rules, 

just a day after the withdrawal of an incoming chair also handpicked by Brasília. 

 

United States-China:  As Chinese regulators continue to show new flexibility in meeting U.S. 

demands for access to audit records for Chinese companies listed in the U.S., some Chinese 

firms are reportedly using workarounds to prevent their delisting here.  That has raised hopes for 

https://www.wsj.com/articles/ukraines-zelensky-to-address-u-n-with-claims-of-alleged-russian-war-crimes-11649155565
https://www.wsj.com/articles/ukraine-quietly-receives-tanks-from-czech-republic-to-support-war-effort-11649160666
https://www.wsj.com/articles/europe-to-propose-fresh-sanctions-on-russia-11649152947?mod=article_inline
https://www.ft.com/content/81f59d57-0b59-4d54-a21f-6f0d8d43353e
https://www.ft.com/content/81f59d57-0b59-4d54-a21f-6f0d8d43353e
https://www.ft.com/content/51224dd4-86e8-417c-8289-a683ad4ef31c
https://www.wsj.com/articles/russian-sanctions-created-a-new-worldand-it-cant-be-undone-11649161282
https://www.wsj.com/articles/russian-sanctions-created-a-new-worldand-it-cant-be-undone-11649161282
https://www.ft.com/content/6c82f823-bfb3-4972-8c1e-b982fde071c3
https://www.ft.com/content/6c82f823-bfb3-4972-8c1e-b982fde071c3
https://www.wsj.com/articles/some-chinese-companies-find-workaround-to-avoid-u-s-delisting-11649158109?mod=hp_lead_pos6
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a thaw in U.S.-China capital flows, but it’s important to note that U.S. regulators still need to 

sign off on the moves. 

 

U.S. Labor Market:  In another sign that the tight labor market has shifted economic power 

toward workers, an eight-day strike by Sacramento teachers and school staff ended in a tentative 

deal to boost pay and improve health benefits.  To date, businesses and organizations have been 

able to absorb the higher cost of compensation and benefits.  Corporate profits remain robust.  

Going forward, however, continued high employment costs could potentially cut into profits, 

spur further inflation, and weigh on stock prices. 

• The deal, which the unions and school board will vote on later this week, includes annual 

4% pay raises for teachers and staff, plus back pay retroactive to 2019-20 and bonuses. 

• Substitute teachers will get 25% higher pay, and the staff contract includes several 

provisions to recruit more bus drivers, including a $5,000 signing bonus. 

 

U.S. Cryptocurrency Regulation:  As SEC Chair Gensler continues to look for ways to 

regulate digital currency exchanges, he has asked his staff to explore forcing them to separate 

their custody and market-making functions. 

• To support the effort, Gensler cited statistics showing that some $14 billion in crypto 

assets were stolen last year, and issues can arise when crypto exchanges trade as 

principals against their own customers on their platforms. 

• Gensler’s continued push for SEC regulation of crypto exchanges is a reminder that the 

asset class faces significant regulatory risks, despite the growing popularity of digital 

currencies. 

 

COVID-19:  Official data show confirmed cases have risen to  493,924,905 worldwide, with 

6,171,092 deaths.  In the U.S., confirmed cases rose to 81,495,687, with 997,129 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 217,882,466, equal to 65.6% of the total 

population. 

 

Virology 

• In the U.S., the seven-day average of people hospitalized with a confirmed or suspected 

case of COVID-19 came in at 15,692 yesterday, down 27% from two weeks earlier. 

• The Biden administration announced it would soon donate 100 million doses of the 

children’s vaccine from Pfizer (PFE, $50.94) to poorer countries, but a dispute with 

Congress means the funding to get the doses delivered to their final recipients is not yet 

in place.  

 

U.S. Policy Responses 

• A group of Senators unveiled a $10 billion proposal to further fund the U.S. response to 

the pandemic with money repurposed from earlier aid rounds.  Although the funding is 

only about half the amount requested by the Biden administration for vaccines and 

therapeutics, it would allow the U.S. to purchase supplies ranging from tests to vaccines.  

The bill is set to come to a vote in the Senate later this week. 

https://www.wsj.com/articles/sacramento-teachers-strike-ends-in-more-pay-healthcare-concessions-11649092638
https://www.wsj.com/articles/sacramento-teachers-strike-ends-in-more-pay-healthcare-concessions-11649092638
https://www.ft.com/content/efb9e8d5-02c1-4727-a46d-5ad5d34fdf28
https://www.ft.com/content/efb9e8d5-02c1-4727-a46d-5ad5d34fdf28
https://www.nytimes.com/live/2022/04/05/world/covid-19-mandates-cases-vaccine
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.nytimes.com/interactive/2021/us/covid-cases.html?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
https://www.ft.com/content/3e5f9359-67a5-4f24-971e-51761119899b
https://www.ft.com/content/3e5f9359-67a5-4f24-971e-51761119899b
https://www.wsj.com/articles/congressional-negotiators-settle-on-10-billion-for-covid-tests-treatments-11649092836?mod=hp_listb_pos3
https://www.wsj.com/articles/congressional-negotiators-settle-on-10-billion-for-covid-tests-treatments-11649092836?mod=hp_listb_pos3
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U.S. Economic Releases  

 

The trade balance narrowed less than expected in February, according to the Census Bureau.  

The latest report showed exports barely outpaced imports; as a result, the trade deficit was 

relatively unchanged from the previous month at $89.2B.  The consensus estimate was $88.5B. 

 

 
 

The chart above shows the level of the trade balance. Exports outpaced imports by less than 

$100M, leading to a slight uptick in the trade balance.  

 

The table below lists the economic releases and/or Fed events scheduled for the rest of 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 

EST Indicator Expected Prior Rating

9:45 S&P Global US Services PMI m/m Mar 58.9 58.9 ***

9:45 S&P Global US Composite PMI m/m Mar 58.5 58.5 **

9:45 ISM Services Index m/m Mar 58.5 56.5 **

EST Speaker or Event

10:05 Lael Brainard speaks at Forum on Inflation

12:30 Mary Daly Discusses the U.S. Economy President of the Federal Reserve Bank of San Francisco

14:00 John Williams Takes Part in Discussion on the Economy President of the Federal Reserve Bank of New York

Economic Releases

Federal Reserve

District or Position

Member of the Board of Governors
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following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 

 

 
 

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. 

 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Labor Cash Earnings y/y Feb 1.2% 0.9% 0.6% ** Equity bullish, bond bearish

Real Cash Earnings y/y Feb 0.0% 0.4% -0.7% ** Equity bullish, bond bearish

Household Spending y/y Feb 1.1% 6.9% 2.7% ** Equity and bond neutral

Jibun Bank Japan PMI Services y/y Mar 49.4 48.7 ** Equity and bond neutral

Jibun Bank Japan PMI Composite y/y Mar 50.3 49.3 ** Equity bullish, bond bearish

Australia S&P Global Australia PMI Composite m/m Mar 55.1 57.1 ** Equity and bond neutral

S&P Global Australia PMI Services m/m Mar 55.6 57.9 ** Equity and bond neutral

ANZ Roy Morgan Consumer Confidence w/w 44654 93.4 91.1 *** Equity bullish, bond bearish

New Zealand CoreLogic House Prices y/y Mar 23.4% 25.2% ** Equity and bond neutral

South Korea Foreign Reserves m/m Mar $457.81b $461.77b * Equity and bond neutral

CPI y/y Mar 4.1% 3.7% 4.0% *** Equity and bond neutral

CPI Core y/y Mar 3.3% 3.2% 3.3% *** Equity and bond neutral

EUROPE

Eurozone S&P Global Eurozone Services PMI m/m Mar 55.6 54.8 54.8 ** Equity bullish, bond bearish

S&P Global Eurozone Composite PMI m/m Mar 54.9 54.5 54.5 ** Equity and bond neutral

France Industrial Production m/m Feb -0.9% 1.6% -0.3% ** Equity and bond neutral

Manufacturing Production m/m Feb -0.5% 1.8% ** Equity and bond neutral

S&P Global France Services PMI m/m Mar 57.4 57.4 57.4 ** Equity and bond neutral

S&P Global France Composite PMI m/m Mar 56.3 56.2 56.2 ** Equity and bond neutral

Germany S&P Global Germany Services PMI m/m Mar 56.1 55.0 55.0 ** Equity bullish, bond bearish

S&P Global Germany Composite PMI m/m Mar 55.1 54.6 54.6 ** Equity bullish, bond bearish

Italy S&P Global Italy Services PMI m/m Mar 52.1 52.8 51.5 ** Equity bullish, bond bearish

S&P Global Italy Composite PMI m/m Mar 52.1 53.6 52.1 ** Equity and bond neutral

Deficit to GDP YTD q/q 4Q 7.2% 8.8% ** Equity and bond neutral

Russia S&P Global Russia Services PMI m/m Mar 38.1 52.1 46 ** Equity bearish, bond bearish

S&P Global Russia Composite PMI m/m Mar 37.7 50.8 42 ** Equity bearish, bond bearish

AMERICAS

Brazil BoC Overall Business Outlook Survey q/q 1Q 5 6 ** Equity and bond neutral

BoC Business Outlook Future Sales q/q 1Q -11 3 ** Equity and bond neutral

Mexico International Merchandise Trade m/m Feb 2.62b 3.00b ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 96 96 0 Up

3-mo T-bill yield (bps) 62 63 -1 Neutral

TED spread (bps) 34 33 1 Widening

U.S. Sibor/OIS spread (bps) 71 71 0 Up

U.S. Libor/OIS spread (bps) 76 75 1 Up

10-yr T-note (%) 2.45 2.40 0.05 Up

Euribor/OIS spread (bps) -45 -46 1 Neutral

Currencies Direction

Dollar Flat Up

Euro Flat Down

Yen Down Down

Pound Up Down

Franc Flat Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target -0.100% -0.100% -0.100% On Forecast
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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. 

 

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cooler-than-normal temperatures to move from 

the Pacific region into the Midwest, with warmer-than-normal temperatures expected for East 

Coast.  The forecasts call for wetter-than-normal conditions for most of the country, while dry 

conditions are anticipated for the East Coast. 

Price Prior Change Explanation

Brent $108.37 $107.53 0.78%

WTI $104.16 $103.28 0.85%

Natural Gas $5.85 $5.71 2.40%

Crack Spread $35.72 $35.92 -0.57%

12-mo strip crack $26.79 $26.63 0.62%

Ethanol rack $2.50 $2.50 0.02%

Metals

Gold $1,929.89 $1,932.73 -0.15%

Silver $24.66 $24.54 0.48%

Copper contract $482.65 $478.15 0.94%

Grains

Corn contract $757.25 $750.50 0.90%

Wheat contract $1,042.75 $1,010.25 3.22%

Soybeans contract $1,617.75 $1,602.25 0.97%

Shipping

Baltic Dry Freight 2,307            2,357            -50

Actual Expected Difference

Crude (mb) -2.9

Gasoline (mb) 0.3

Distillates (mb) -5.5

Refinery run rates (%) 0.3%

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 4/4/2022 close) 

 

-20% 0% 20% 40% 60%
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Consumer Discretionary
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S&P 500
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Industrials
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Healthcare

Materials

Consumer Staples

Utilities
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Healthcare

Utilities

Real Estate

Financials

Consumer Staples

Industrials

Materials

Energy

S&P 500

Technology

Consumer Discretionary

Communication Services

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 4/4/2022 close) 

 

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

-10% 0% 10% 20% 30%

US Corporate Bond

US Government Bond

Growth

Small Cap

Foreign Developed ($)

Emerging Markets ($)

Emerging Markets (local currency)

Mid Cap

US High Yield

Real Estate

Large Cap

Foreign Developed (local currency)

Cash

Value

Commodities

YTD Asset Class Total Return

Source: Bloomberg

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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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. 


