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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 8, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently up 1.6% from its prior close. In Asia, the MSCI 

Asia Apex 50 closed down 0.4%. Chinese markets were mixed, with the Shanghai Composite 

closing up 0.5% and the Shenzhen Composite closing down 0.3%.  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 (4/7/2022):  We take a look at the upcoming Strategic Petroleum 

Reserve sale.   

• 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) 

Good morning! Today's report opens with the economic fallout from the Russian invasion. We 

then cover a few central bank updates. Economic and policy news follows, and we close with our 

COVID-19 coverage.  

Less than two months into its invasion of Ukraine, Russia is already feeling the pain of the 

sanctions. Russia expects to be headed toward one of its worst economic crises in recent history. 

According to a Bloomberg survey, Russia is on track to contract for two consecutive years for 

the first time since the breakup of the Soviet Union. In an unscheduled decision, the Central 

Bank of Russia cut its key rate by 300 bps to 17%. The quick slash of rates suggests that the 

government has started to change its focus from stabilizing the financial system to stimulating 

the real economy. Although policy rates remain far above their level prior to the invasion, it does 

signal that the central bank still has some tools at its disposal to soften the blow of the economic 

sanctions. That being said, as food prices rise globally, we suspect Russia will likely have to be 

very cautious with its policy accommodation as it is forced to decide how much inflation and 

unemployment it is willing to tolerate. 

 

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_Apr_07_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Apr_07_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Apr_04_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://www.bloomberg.com/news/articles/2022-03-25/russia-seen-on-course-for-deep-two-year-recession-20-inflation?sref=uIvt3NFS
https://www.wsj.com/articles/russia-cuts-interest-rate-as-financial-system-stabilizes-11649411183
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As Russia looks for ways to cushion the impact of the economic sanctions from the invasion, the 

West tries to ramp up the pressure.  On Thursday, Congress officially passed a bill that would 

ban Russian commodities. Additionally, Congress approved removing Russia’s and Belarus’ 

most favored nation status, a move that could potentially expose the countries’ exports to tariffs. 

The U.S. has started to enforce its export controls against companies sending tech made in the 

U.S. or containing parts made in the U.S. The move comes as the government tries to ensure that 

Russia lacks the equipment needed to maintain its aggression in Ukraine. 

Germany is also trying to cope with mounting pressures from the war. On Thursday, Germany’s 

ruling coalition agreed to a stimulus package to support domestic companies impacted by 

economic sanctions. In the commodity sector, German regulators have asked banks and trading 

partners to continue to do business with Russian gas firm Gazprom.  In a letter, the Federal 

Network Agency, the German regulatory office for electricity, gas, telecommunications, post, 

and railway markets, warned that shunning the company could force it into bankruptcy, leading 

to further disruption in the gas market. Therefore, it appears energy concerns have taken a back 

seat to the Ukraine conflict. Germans are pushing their government to do more to help Ukraine 

defend itself from the Russian invasion. A survey by ARD-DeutschlandTrend showed that 45% 

of respondents believe that the government’s response to the invasion is insufficient, with only 

37% holding the opposite view. The increase in public support suggests the government has 

amassed a lot of political capital as it tries to deal with its changing relationship with Russia.   

Since the start of the war, we have been paying close attention to Germany because of its strong 

dependency on Russian energy. In our view, wars are fought by the public just as much as by the 

military. As long as the public supports the government in its effort, a war will be able to 

continue. However, if the people express an unwillingness to pay the economic cost needed to 

maintain the war, the ruling government risks being ousted., German support of the invasion is 

likely a sign they will continue to support Ukraine in its war effort, but sentiment may change in 

the winter when Germany feels the bite of rising energy costs. In response to energy concerns, 

the country appears to be building its inventory, but it isn’t clear whether Germany will have 

enough storage to prevent an energy crisis during the colder months. Russia also has a public 

perception problem. Although it can stop media outlets from showing unfriendly news about the 

war, it cannot stop people from mourning the death of family members fighting in Ukraine. 

Thus, there are still risks on both sides regarding maintaining their position. With respect to 

markets, this could mean conditions remain unfavorable to equities. 

Central Bank News 

St. Louis Fed President James Bullard stated he would like the Fed to raise rates sharply in order 

to counter inflation. He also pushed for the policy rate to be near 3-3.25% by the end of the year. 

History suggests that the Fed could cause havoc in the financial system if it follows this 

recommendation. Over the last three decades, the Federal Reserve has not been able to raise rates 

above the preceding business cycle’s peak without triggering a market issue. The previous 

business cycle was not an exception. Although it is true that the pandemic forced the Fed to push 

rates back down to zero, there were also problems within the repo market prior to that happening. 

As we mentioned yesterday, we suspect the Fed is still taking a wait-and-see approach to 

inflation. Thus, there remains a chance that the Fed could slow the pace of rate hikes as new 

https://www.bloomberg.com/news/articles/2022-04-07/u-s-senate-to-vote-on-russian-crude-oil-ban-send-to-house?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-04-07/u-s-senate-to-vote-on-russian-crude-oil-ban-send-to-house?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-04-08/germany-strikes-deal-on-support-package-for-firms-hurt-by-war?sref=uIvt3NFS
https://www.reuters.com/world/europe/germanys-response-ukraine-insufficient-nearly-half-germans-say-survey-2022-04-07/
https://www.reuters.com/world/europe/germanys-response-ukraine-insufficient-nearly-half-germans-say-survey-2022-04-07/
https://www.bloomberg.com/news/articles/2022-04-08/germany-warns-it-will-act-to-secure-sufficient-gas-storage?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-04-07/fed-s-bullard-says-rates-may-still-need-to-rise-300-basis-points?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-04-07/fed-s-bullard-says-rates-may-still-need-to-rise-300-basis-points?srnd=premium&sref=uIvt3NFS
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economic data is released. We are paying close attention to the CPI and GDP reports because we 

suspect that a deceleration in economic growth or inflation could lead to a rethink on the current 

pace of policy hikes. 

 

Economic and Policy News 

● Treasury Secretary Janet Yellen stated it would take years to develop a central bank 

currency if the U.S. decides to create one. Following President Biden’s signing of an 

executive order on cryptocurrency, the administration has been studying the possibility of 

issuing a national digital currency. One of the goals of issuing a central bank currency is 

to provide low-income households with more access to the banking system.  

● The UN General Assembly voted to suspend Russia from the Human Rights Council. In a 

previous vote condemning Russia for the humanitarian crisis, the number supporting its 

removal was greater. The outcome suggests that more countries are feeling 

uncomfortable choosing sides between the West and Russia over the conflict in Ukraine. 

Prior to the vote, Russia stated it would view support for its removal as unfriendly, 

implying that Moscow could retaliate by limiting energy exports.   

 

COVID-19: The number of reported cases is 495,763,966, with 6,169,643 fatalities. In the U.S., 

there are 80,289,237 confirmed cases with 984,571 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 708,450,345 doses of the vaccine have been distributed, with 

563,999,093 doses injected. The number receiving at least one dose is 255,975,678, while the 

number of second doses is 218,135,613, and the number of the third dose, granting the highest 

level of immunity, is 98,424,742. The FT has a page on global vaccine distribution.   

● China continues to be the current epicenter of COVID-19, with over 21,000 cases in 

Shanghai on Thursday. Beijing is facing growing pressure from the public, who are 

experiencing lockdown fatigue due to the country's zero-COVID-19 policy.  

https://www.wsj.com/articles/crypto-like-digital-dollar-at-least-several-years-away-yellen-says-11649353558
https://www.wsj.com/articles/crypto-like-digital-dollar-at-least-several-years-away-yellen-says-11649353558
https://www.politico.com/news/2022/04/07/un-votes-suspend-russia-hrc-00023834
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.bloomberg.com/news/articles/2022-04-08/china-s-covid-zero-policy-defended-as-shanghai-frustration-grows?utm_content=asia&utm_source=facebook&cmpid=socialflow-facebook-markets&utm_campaign=socialflow-organic&utm_medium=social&fbclid=IwAR2WVsBqDOSPDodfqTLb87DjzRHTGn4C0RXHkz6BQXMeR4lgekSVcwhxKgM&sref=uIvt3NFS
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U.S. Economic Releases  

 

There have been no major economic releases in the U.S. so far today.  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 

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. 

 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Feb F 2.1% 2.1% **

10:00 Wholesale Trade Sales m/m Feb 4.0% 0.8% **

Economic Releases

Federal Reserve

No Fed speakers or events today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan BoP Current Account Balance, Adjusted m/m Feb ¥516.6b ¥184.0b ¥274.8b ** Equity bullish, bond bearish

BoP Trade Balance m/m Feb -¥176.8b -¥1604.3b -¥205.0b ** Equity bullish, bond bearish

Bankruptcies y/y Mar -6.5% 2.9% * Equity bullish, bond bearish

South Korea BoP Current Account Balance m/m Mar $6419.4mm $1915.5m ** Equity bullish, bond bearish

BoP Goods Balance m/m Mar $4273.3m $820.1m * Equity bullish, bond bearish

EUROPE

Italy Retail Sales y/y Feb 4.3% 8.3% ** Equity bearish, bond bullish

AMERICAS

Canada Net Change in Employment m/m Mar 72.5k 336.6k 79.9k *** Equity and bond neutral

Unemployment Rate m/m Mar 5.3% 5.5% 5.4% *** Equity and bond neutral

Participation Rate m/m Mar 65.4% 65.4% 65.4% * Equity and bond neutral

Brazil IBGE Inflation IPCA y/y Mar 11.30% 10.54% 11.00% *** Equity bearish, bond bearish
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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. 

 

 
 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 99 97 2 Up

3-mo T-bill yield (bps) 66 67 -1 Neutral

TED spread (bps) 33 30 3 Widening

U.S. Sibor/OIS spread (bps) 79 77 2 Up

U.S. Libor/OIS spread (bps) 83 81 2 Up

10-yr T-note (%) 2.67 2.66 0.01 Up

Euribor/OIS spread (bps) -47 -46 -1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

RBI Reverse Repo Rate 3.350% 3.350% 3.350% On Forecast

RBI Cash Reserve Ratio 4.000% 4.000% 4.000% On Forecast

RBI Repurchase Rate 4.000% 4.000% 4.000% On Forecast

Bank of Russia Benchmark Rate 17.000% 20.000% 20.000% Below Forecast

Price Prior Change Explanation

Brent $100.47 $100.58 -0.11%

WTI $96.26 $96.03 0.24%

Natural Gas $6.47 $6.36 1.81%

Crack Spread $34.68 $34.54 0.42%

12-mo strip crack $26.92 $26.79 0.48%

Ethanol rack $2.56 $2.54 0.50%

Metals

Gold $1,932.98 $1,931.86 0.06%

Silver $24.64 $24.60 0.15%

Copper contract $474.85 $469.95 1.04%

Grains

Corn contract $749.50 $750.25 -0.10%

Wheat contract $1,028.50 $1,025.25 0.32%

Soybeans contract $1,651.25 $1,645.50 0.35%

Shipping

Baltic Dry Freight 2,061            2,128            -67

Actual Expected Difference

Crude (mb) 2.4 -2.8 5.2

Gasoline (mb) -2.0 0.4 -2.4

Distillates (mb) 0.8 -6.0 6.8

Refinery run rates (%) 0.4% 0.3% 0.1%

Natural gas (bcf) -33.0 -28.0 -5.0

Energy Markets

DOE Inventory Report
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Weather 
 

The 6-10 and 8-14 day forecasts currently call for much colder-than-normal temperatures to 

move from the Rocky Mountains and Great Plains into the Midwest, with warmer-than-normal 

temperatures expected for California and the East Coast.  The forecasts call for wetter-than-

normal conditions on the East Coast, while dry conditions are anticipated in California, the 

Southwest, and Texas. 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 7 

Data Section 
 

U.S. Equity Markets – (as of 4/7/2022 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 4/7/2022 close) 

 

-20% -10% 0% 10% 20% 30%
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Mid Cap
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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 

 

April 7, 2022 
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P/E as of 4/06/2022 = 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 two actual quarters (Q3, and Q4) and two estimates (Q1 and Q2). 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. 


