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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 12, 2022—9:30 AM EDT] Global equity markets are higher this morning. In 

Europe, the EuroStoxx 50 index is currently up 0.2% from its prior close. In Asia, the MSCI 

Asia Apex 50 closed up 0.3%. Chinese markets were higher, with the Shanghai Composite 

closing up 1.5% and the Shenzhen Composite up 1.8%.  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 (4/11/2022) (with associated podcast): “The Bosnian 

Divide” 

• 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) 

 

Today’s Comment opens with an update on the Russia-Ukraine war, where we see signs that the 

Battle for Donbas is starting.  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:  As Russian forces refocus their efforts on seizing control of eastern and 

southern Ukraine, large-scale battles are starting or intensifying around the Donbas region and 

the besieged port city of Mariupol.  Ominously, the Ukrainian military said it is investigating a 

possible Russian chemical weapons attack in Mariupol.  At the same time, a French military 

policy unit entered Ukraine to help investigate possible Russian war crimes, marking the first 

deployment of troops from a NATO country into Ukraine since the war started. 

• Separately, a meeting of European Union foreign ministers yesterday discussed further 

energy sanctions against Russia, but they failed to come to a conclusion.  Officials 
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privately admit that hitting Russian oil is just a matter of time, but the sense of urgency 

that accompanied last week’s discussions has faded. 

• However, there does seem to be more progress on a new round of EU arms deliveries to 

Ukraine.  German Foreign Minister Baerbock has urged Western countries to supply 

Ukraine with “heavy weapons” while issuing a thinly veiled criticism of her own 

Chancellor, Olaf Scholz, who has delayed deliveries of tanks to Kyiv.  Separately, a 

major German defense firm said it could deliver up to 50 Leopard I battle tanks to 

Ukraine within six weeks, while Slovakia said it is still working on a plan to deliver 

Soviet-designed MiG-29 fighter jets. 

• Ukrainian Finance Minister Marchenko pleaded for financial aid from Western 

governments, the IMF, and the World Bank so it could keep prosecuting the war.  

According to Marchenko, the Ukrainian government’s spending exceeded revenues by 

about $2.7 billion in March. He expects the gap to expand $5 billion to $7 billion a month 

in April and May. 

o Yesterday, the Kyiv School of Economics estimated that Ukraine’s total 

economic losses from the war total as much as $600 billion. 

o Marchenko demanded that Russia pay reparations for “the destruction of private 

and public property” during the war and stated Kyiv had assembled an 

international legal team to lodge claims against Moscow. 

 

U.S. Energy Policy:  To help bring down energy prices that have been boosted in part by the 

Russia-Ukraine war, the Biden administration said it would temporarily allow the sale of 

gasoline with high ethanol content.  The decision will allow gasoline with 15% ethanol to be sold 

between June 1 and September 15.  Normally, only a 10% ethanol blend can be sold during that 

time period in the summer to reduce smog caused by the 15% blend’s higher volatility. 

• According to officials, allowing fuels with a higher ethanol content will lessen reliance 

on oil, give drivers more options, and save drivers as much as 10 cents per gallon. 

• However, oil-industry officials have questioned whether such moves would lower prices. 

Higher ethanol blending can sometimes raise prices on refiners. Corn prices, like oil, 

have also seen sharp increases this year because of Russia’s invasion of Ukraine. 

• Overall, the announcement reflects how the administration is desperately grasping at 

straws—any straws—to bring down inflation and salvage its political prospects ahead of 

the November mid-term elections.  Considering the political constraints facing the 

administration and the limited tools at its disposal, it does not look like it will be able to 

cut inflation meaningfully in the near term. 

 

U.S. Monetary Policy:  Chicago FRB President Evans provided further evidence that the 

Federal Reserve will hike interest rates aggressively at its early May policy meeting.  Although 

Evans isn’t a voting member of the policy committee this year, he argued at a speaking event in 

Detroit that a 50-basis-point hike at the May 3–4 meeting “is obviously worthy of consideration, 

perhaps it’s highly likely.” 

https://www.politico.eu/article/german-foreign-minister-annalena-baerbock-calls-for-heavy-weapons-for-ukraine/?utm_source=POLITICO.EU&utm_campaign=3e9402c71a-EMAIL_CAMPAIGN_2022_04_12_04_11&utm_medium=email&utm_term=0_10959edeb5-3e9402c71a-190480045
https://www.politico.eu/article/german-foreign-minister-annalena-baerbock-calls-for-heavy-weapons-for-ukraine/?utm_source=POLITICO.EU&utm_campaign=3e9402c71a-EMAIL_CAMPAIGN_2022_04_12_04_11&utm_medium=email&utm_term=0_10959edeb5-3e9402c71a-190480045
https://www.politico.eu/article/german-foreign-minister-annalena-baerbock-calls-for-heavy-weapons-for-ukraine/?utm_source=POLITICO.EU&utm_campaign=3e9402c71a-EMAIL_CAMPAIGN_2022_04_12_04_11&utm_medium=email&utm_term=0_10959edeb5-3e9402c71a-190480045
https://www.ft.com/content/46622383-d75c-4a08-b909-fbf1279b3814
https://www.ft.com/content/46622383-d75c-4a08-b909-fbf1279b3814
https://en.interfax.com.ua/news/economic/823198.html
https://en.interfax.com.ua/news/economic/823198.html
https://www.wsj.com/articles/epa-will-allow-more-ethanol-in-gas-this-summer-in-bid-to-tame-prices-11649754000?mod=hp_lead_pos2
https://www.wsj.com/articles/epa-will-allow-more-ethanol-in-gas-this-summer-in-bid-to-tame-prices-11649754000?mod=hp_lead_pos2
https://www.wsj.com/articles/feds-evans-says-good-possibility-of-50-basis-point-rate-rise-in-may-11649704397
https://www.wsj.com/articles/feds-evans-says-good-possibility-of-50-basis-point-rate-rise-in-may-11649704397
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• The statement is in line with comments by many other policymakers reflecting their panic 

over inflation and their intent to demonstrate inflation-fighting cred by jacking up interest 

rates and cutting the Fed’s balance sheet aggressively. 

• As investors mull over the implications of the Fed’s aggressive tightening plans, the yield 

curve has steepened considerably again after inverting last week.  At day’s end yesterday, 

the yield on the 10-year Treasury note had reached a three-year high of 2.827%, while the 

yield on the 2-year Treasury note rose to just 2.549%. 

• We continue to believe the policymakers will uncover financial or economic fragilities 

relatively soon and will not be able to tighten policy as far or as fast as most investors 

expect.  Still, even if the officials have to curtail their tightening early, the damage from 

high inflation and rising interest rates may already be done.  At this point, we already see 

an elevated risk of a sharp economic slowdown or recession starting in 2023. 

 

Japan:  An additional complication for Fed policymakers will come from Japan.  The rapid 

depreciation of the yen over the last week is raising hedging costs for Japanese investors and 

making it harder for them to buy U.S. bonds.  Decreased demand from Japan could make it 

harder for the Fed to implement its planned sell-off of assets held on its balance sheet without 

disrupting the bond market. 

 

France:  Working to solidify his status as the frontrunner in the April 24 presidential run-off 

election, President Macron climbed down from an earlier campaign pledge to raise the French 

retirement age from 62 to 65 by 2030.  Courting left-leaning voters who might otherwise be 

tempted to support right-wing populist Marine Le Pen, the president said he would consult 

unions and other political parties over the pace and timetable of reform.  He also hinted that he 

might be willing to submit the reform to a popular referendum. 

• In the latest opinion polls, Macron is currently supported by 52.8% of the electorate, 

while 47.2% support Le Pen.  Macron’s support has improved slightly since his better-

than-expected performance in the first round of voting last Sunday. 

• Nevertheless, the election remains fraught with danger for Macron, France, and Europe in 

general.  Le Pen has softened her hard-edged populism going into this year’s election.  

Her policy goals, if elected, would probably still include steps like clamping down on 

Muslim rights within France, restricting immigration, pulling France out of the NATO 

military command structure, and undermining European Union powers over its member 

states. 

 

Sri Lanka:  Amid a financial crisis touched off by the coronavirus pandemic, surging 

commodity prices, and political tensions, the government announced that it would suspend all 

bond payments, including debt service on some $35 billion of foreign sovereign bonds.  The 

government will also request help from the IMF. 

• The crisis is one example of the financial and political instability that can be touched off 

by high global commodity prices, as we’ve written about many times. 

https://www.wsj.com/articles/recession-risk-is-rising-economists-say-11649592002?mod=article_inline
https://www.ft.com/content/befedfdf-6738-48e4-9b00-56879485e05d
https://www.ft.com/content/befedfdf-6738-48e4-9b00-56879485e05d
https://www.ft.com/content/f390d392-fc1a-45b4-8cc8-bd9f6849bc4b
https://www.ft.com/content/f390d392-fc1a-45b4-8cc8-bd9f6849bc4b
https://www.ft.com/content/c06a762f-3d78-44d1-94d5-82c393dbd647
https://www.ft.com/content/c06a762f-3d78-44d1-94d5-82c393dbd647
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• The debt default also could have geopolitical ramifications.  Sri Lanka’s biggest foreign 

creditor is China, and Western analysts have long worried that aggressive Chinese 

lending would give it leverage over the country. 

 

COVID-19:  Official data show confirmed cases have risen to  499,748,065 worldwide, with 

6,181,560 deaths.  In the U.S., confirmed cases rose to 80,449,398, with 985,826 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 218,430,663, equal to 65.8% of the total 

population. 

 

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

COVID-19 came in at 14,940 yesterday, down 17% from two weeks earlier.  

Nevertheless, new cases of the Omicron BA.2 variant continue to surge in the Northeast. 

• Because of increasing Omicron BA.2 cases, officials in Philadelphia said they would 

reinstate a citywide indoor mask mandate.  Residents and visitors will be required to wear 

masks in public spaces indoors, including schools, starting next week. 

• The Omicron BA.2 waves continue to worsen in parts of Asia and Europe, with China 

being hit particularly hard by the government’s draconian “zero-COVID” policy.  The 

U.S. State Department has now ordered all nonessential employees out of its consulate in 

Shanghai, responding to the government’s stringent lockdown there.  Even though the 

municipal government modestly eased its strict lockdown rules yesterday, Shanghai 

remains largely shut down for the time being. 

• Two new, peer-reviewed studies found that the risk of inflammatory heart conditions 

after receiving a COVID-19 vaccine was similar to the risks after receiving other popular 

vaccines and lower than the risk after contracting COVID-19 itself.  Since the relative 

risk of a COVID-19 vaccine is middling, researchers hope the findings will encourage 

more people to get vaccinated or boosted. 

 

U.S. Economic Releases  

 

An index of small business sentiment shows that owners are becoming less optimistic about the 

economy, according to the National Federation of Independent Business (NFIB).  The NFIB 

Small Business Index came in at 93.2, its lowest level since April 2020.  Additionally, the net 

share of owners expecting better business conditions in the next six months fell to  -49.0%. 

 

https://www.nytimes.com/live/2022/04/12/world/covid-19-mandates-cases-vaccine
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.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.wsj.com/articles/philadelphia-to-reinstate-indoor-mask-mandate-11649703481?mod=hp_lead_pos6
https://www.ft.com/content/a5fa8730-0e36-4a77-97cf-718b7f9d4266
https://www.ft.com/content/a5fa8730-0e36-4a77-97cf-718b7f9d4266
https://www.ft.com/content/4d9799f7-bcaf-4de8-9319-61d8da361bf0
https://www.wsj.com/articles/covid-19-vaccines-carry-low-risk-of-heart-conditions-studies-find-11649716211?mod=hp_lead_pos4
https://www.wsj.com/articles/covid-19-vaccines-carry-low-risk-of-heart-conditions-studies-find-11649716211?mod=hp_lead_pos4
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The chart above shows the level of the NFIB Small Business Index.  

 

Consumer prices rose more than expected due to a spike in energy and food prices, according to 

the Bureau of Labor of Statistics. The consumer price index rose 1.2% from the prior month in 

line with expectations. Core CPI, which excludes food and energy, rose 0.3% from the prior 

month, below expectations of 0.5%. 

 

 
 

The chart above shows the annual change in headline CPI and core CPI. Headline CPI rose 8.5% 

from the prior year, while core CPI rose 6.5% from the previous year.  

 

The rise in the index led to a decline in real earnings. Hourly earnings fell 2.7% from the prior 

year, while weekly earnings fell 3.6%. 
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The chart above shows the annual change in hourly earnings for production and nonsupervisory 

workers.   

 

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. 

 

EST Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Mar -$185.5b -$216.6b **

EST Speaker or Event

12:10 Lael Brainard Discusses Workforce Development

19:00 Thomas Barkin Discusses Economy and Job Market

Economic Releases

Federal Reserve

District or Position

President of the Federal Reserve Bank of Richmond

Member of the Board of Governors
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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. 

 

 
 

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. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

India Industrial Production y/y Feb 1.7% 1.3% 2.7% *** Equity and bond neutral

CPI y/y Mar 6.95% 6.07% 6.40% ** Equity and bond neutral

New Zealand Net Migration SA m/m Feb -593 -558 *** Equity and bond neutral

Australia CBA Household Spending y/y Mar 5.7% 5.5% ** Equity and bond neutral

ANZ Roy Morgan Consumer Confidence w/w 10-Apr 94.6 93.4 ** Equity and bond neutral

NAB Business Conditions m/m Mar 18 9 *** Equity bullish, bond bearish

NAB Business Confidence m/m Mar 16 13 ** Equity and bond neutral

South Korea Money Supply L SA MoM m/m Feb 0.5% 0.7% * Equity and bond neutral

Money Supply M2 SA MoM m/m Feb 0.6% 0.9% * Equity and bond neutral

EUROPE

Eurozone ZEW Survey Expectations m/m Apr -43.0 -38.7 *** Equity bearish, bond bullish

Germany Wholesale Price Index y/y Mar 22.6% 16.6% * Equity bearish, bond bullish

CPI y/y Mar 7.3% 7.3% 7.3% *** Equity and bond neutral

CPI EU Harmonized y/y Mar 7.6% 7.6% 7.6% *** Equity and bond neutral

ZEW Survey Expectations m/m Apr -41.0 -39.3 -48.5 ** Equity and bond neutral

ZEW Survey Current Situation m/m Apr -30.8 -21.4 -35.0 ** Equity and bond neutral

France Trade Balance m/m Feb -10273m -8034m ** Equity bearish, bond bullish

Current Account Balance m/m Feb 1.1b -1.8b *** Equity and bond neutral

UK Claimant Count Rate m/m Mar 4.3% 4.4% *** Equity and bond neutral

Jobless Claims Change m/m Mar -46.9k -48.1k *** Equity and bond neutral

Average Weekly Earnings 3M y/y Feb 5.4% 4.8% 5.4% ** Equity and bond neutral

ILO Unemployment Rate 3Mths y/y Feb 3.8% 3.9% 3.8% *** Equity and bond neutral

Employment Change 3M/3M m/m Feb 10k -12k 52k ** Equity bearish, bond bullish

AMERICAS

Brazil Trade Balance Weekly w/w 10-Apr $1535m $2427m ** Equity and bond neutral

IBGE Services Volume NSA y/y Feb 7.4% 9.5% 8.6% * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 101 99 2 Up

3-mo T-bill yield (bps) 71 74 -3 Neutral

TED spread (bps) 30 25 5 Widening

U.S. Sibor/OIS spread (bps) 82 81 1 Up

U.S. Libor/OIS spread (bps) 86 84 2 Up

10-yr T-note (%) 2.79 2.78 0.01 Up

Euribor/OIS spread (bps) -44 -45 1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down
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Weather 
 

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

most of the country, with warmer-than-normal temperatures in Florida and Southern California.  

The forecasts call for wetter-than-normal conditions on the East Coast, while dry conditions are 

expected in California, the Southwest, and Texas. 

Price Prior Change Explanation

Brent $101.58 $98.48 3.15% Easing Lockdown Restrictions

WTI $97.14 $94.29 3.02%

Natural Gas $6.74 $6.64 1.49%

Crack Spread $35.16 $35.47 -0.87%

12-mo strip crack $27.46 $27.44 0.05%

Ethanol rack $2.60 $2.59 0.23%

Metals

Gold $1,955.35 $1,953.52 0.09%

Silver $25.02 $25.10 -0.32%

Copper contract $468.45 $463.40 1.09%

Grains

Corn contract $767.50 $758.75 1.15%

Wheat contract $1,119.25 $1,089.00 2.78%

Soybeans contract $1,672.50 $1,655.25 1.04%

Shipping

Baltic Dry Freight 2,031            2,055            -24

Actual Expected Difference

Crude (mb) 0.0

Gasoline (mb) -0.6

Distillates (mb) 0.3

Refinery run rates (%) 0.3%

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 4/11/2022 close) 
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Energy

Technology
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Industrials
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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 4/11/2022 close) 

 

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

Growth

US Corporate Bond

Small Cap

US Government Bond

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Mid Cap

US High Yield

Large Cap

Real Estate

Foreign Developed (local currency)

Value

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 

 

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. 


