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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 13, 2022—9:30 AM EDT] Global equity markets are generally lower this 

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

the MSCI Asia Apex 50 closed up 1.2%. Chinese markets were lower, with the Shanghai 

Composite closing down 0.8% and the Shenzhen Composite down 1.7%.  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) 

 

Our Comment today opens with an update on the Russia-Ukraine war, including a discussion of 

the trend toward ever-greater U.S. and European sanctions, weapons shipments, and alliance 

building against Russia, which are likely to lead to greater risks over time.  We next review a 

range of international and U.S. developments with the potential to affect the financial markets 

today and conclude with the latest news on the coronavirus pandemic. 

 

Russia-Ukraine:  Russian forces continue to regroup, reequip, and reposition for a concentrated 

effort to seize control of the Donbas region of eastern Ukraine and the country’s southern coast.  

The initial skirmishes in that effort are apparently already taking place, and it looks like 

Ukrainian forces in the besieged southeastern port city of Mariupol may not be able to hold out 

much longer, and the Russians’ main attack may still be a week or two away.  In the meantime, 

the Russians continue to attack both military and civilian targets with artillery, missiles, and 

aerial bombardment.  Separately, Ukrainian officials said they thwarted a planned Russian 

cyberattack against the country’s electric grid last Friday.  That success not only illustrates the 
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continued risk of cyberwarfare in the conflict but probably shows the effectiveness of U.S. and 

Western cyberdefense aid provided to the Ukrainians.  Finally, in his first extended remarks on 

the war in several weeks, Russian President Putin said ceasefire negotiations with the Ukrainians 

are at a dead end.  Consistent with the reports from various Western leaders who have met with 

Putin in recent months, Putin also signaled no intention to moderate Russia’s attacks or goals.  

He insisted his forces would achieve complete victory in the war. 

• To cut Italy’s reliance on Russian energy, Prime Minister Draghi and Algerian President 

Tebboune have struck a deal under which Algeria will boost its natural gas exports to 

Italy by 40% in 2023 and 2024.  Algeria would then displace Russia as Italy’s top source 

of gas, although significant investment will be needed to boost Algerian output to 

accommodate the increase. 

• Finally, we think Putin’s unyielding position on the war and insistence on pressing 

forward will force the U.S. and its NATO allies to continue ratcheting up their economic 

sanctions, weapons transfers, and other involvement in the conflict.  It’s increasingly 

clear that Putin is now fully committed to the goal of recreating a vast, powerful new 

Russian Empire and will only back down if he is confronted with undeniable defeat or 

driven from power.  The U.S. and its allies will likely increase pressure on him gradually, 

in a process that will require taking ever-greater risks—probably up to the same level of 

risks taken during the Cuban Missile Crisis in 1962. 

o First, we suspect the West will focus on ratcheting up its economic sanctions, 

ultimately to the point of banning at least some imports of Russian oil and gas.  

The momentum is moving in that direction even though a major study released 

today suggests that a full EU embargo on Russian energy would trigger a major 

recession in Germany, sending output down 2.2% next year and wiping out more 

than 400,000 jobs. 

o Second, we believe the continuing bloodshed, Russian atrocities, and Russian 

aggressiveness will spur ever-greater risks in terms of the weaponry provided to 

Ukraine.  We note that a new military aid package that President Biden is 

expected to unveil today will reportedly include Soviet-era Mi-17 helicopters and 

sea drones.  Ultimately, the tanks, artillery, and fighter jets that have been so 

controversial up to now will probably be provided to the Ukrainians as well. 

o Third, we think President Putin’s intransigence in prosecuting the war in Ukraine 

could be taken as a signal of what the rest of Europe can expect as long as he’s in 

power, and that will probably drive more front-line countries to join NATO.  For 

instance, Finnish Prime Minister Marin today said her country would decide 

whether to apply for NATO membership within weeks, despite Russian threats to 

retaliate against any such move. 

o To understand the fourth and last level of allied commitment, it’s only necessary 

to ask what happens if economic sanctions, weapons shipments, and a bigger 

NATO all fail to stop the Russians, especially in the event that Russian war 

crimes intensify to include chemical attacks or the use of tactical nuclear 

weapons.  As it becomes clearer that the Russian military is under-resourced, 

logistically incompetent, poorly led, and morally bankrupt, more observers will 
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argue that while Russia can inflict severe damage on unarmed civilians, it is 

militarily little more than a paper tiger, and the U.S. and its allies should intervene 

to put a stop to the carnage.  Such an intervention could well extend to the allies 

deploying their own airpower or even their own troops on the ground.  The risk is 

that Putin might then be convinced that he is backed into a corner, at which point 

he might be tempted to use the most powerful weapons in his arsenal.  In other 

words, despite the ebb and flow of conventional warfare that will likely play out 

in the coming weeks and months, the war will continue to present enormous risks 

to the global polity, economy, and financial markets for as long as President Putin 

is in power. 

 

U.S. Monetary Policy:  The last 24 hours have included a range of developments related to the 

Federal Reserve.  The first development to report is simply that former Treasury Department 

official Michael Barr has emerged as the Biden administration’s top choice to be the Fed vice 

chairman for regulation, following the withdrawal of former nominee Sarah Bloom Raskin in the 

face of Congressional opposition.  However, the other developments relate more specifically to 

Fed monetary policy: 

• Federal Governor Brainard, an inflation dove who recently rattled the bond market with 

her hawkish statements on upcoming rate hikes, offered a benign view of policy going 

forward.  While reiterating that consumer prices are still rising too fast and that bringing 

down inflation is still the Fed’s most important task, Brainard said the ongoing 

moderation in federal fiscal stimulus and the Fed’s tightening of monetary policy would 

help reduce demand and bring down inflation over the course of the year.  Most 

optimistically of all, Brainard said the momentum in the economy would keep those 

factors from causing an outright recession.   

o Coupled with the big slowdown in the March “core” consumer price index (CPI) 

reported yesterday, Brainard’s argument for a soft landing in the economy gave a 

boost to both stocks and bonds. 

o Even though overall CPI inflation accelerated to 8.5%, the highest rate since 

1981, bond buying strengthened enough to drive the yield on the 10-year Treasury 

note down to 2.748%.  The yield on the 2-year Treasury note fell to 2.426%. 

• In contrast with Brainard’s view, St. Louis FRB President Bullard said in an interview 

with the Financial Times that the Fed needs to be more aggressive in its fight against 

inflation.  Arguing that it’s a “fantasy” to think the central bank can bring inflation down 

sufficiently without raising interest rates to a level where they constrain the economy, 

Bullard called for rates to rise to a point where they actively curtail growth. 

o Bullard’s hawkishness is well known to the market, which may explain why his 

comments don’t seem to have had much impact on bond yields yet. 

o However, fear of meaningfully tight monetary policy and the risk of the Fed going 

too far have contributed to concerns that the Fed could help spark a sharp 

economic slowdown or even recession in the coming months or quarters. 
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New Zealand:  In its battle against high inflation, the Reserve Bank of New Zealand today hiked 

its benchmark short-term interest rate by 50 basis points to 1.5% and signaled more rate hikes are 

likely to follow.  The rate increase today was the institution’s biggest in 22 years. 

 

Japan:  As the Bank of Japan continues to stand by its policy of yield curve control, including a 

commitment to buy unlimited amounts of Japanese government bonds to cap 10-year yields at 

0%, traders continue to sell down the yen.  Earlier today, the currency broke through ¥126 per 

dollar to trade at its weakest level in 20 years.  The yen is now approximately 9% lower than at 

the end of 2021. 

 

 
 

South Korea:  A member of President-elect Yoon Suk-yeol’s transition committee said the new 

administration would reverse the country’s nuclear phaseout plan, which had been criticized for 

intensifying the east Asian country’s dependence on fossil fuels.  The statement underscores how 

nuclear energy has gotten a second look amid rising prices and supply disruptions for fossil fuels.  

We believe the trend is bullish for uranium and other aspects of the nuclear industry. 

 

United States-Mexico:  Texas Governor Abbott is facing growing calls to abandon a two-week-

old vehicle inspection program that has led to blockades and long queues at border crossings 

from Mexico into Texas. 

• To protest the new security checks, Mexican truck drivers have blockaded the border 

crossings since Monday. 

• Crossing times for commercial freight have slowed to 10, 20, or even 30 hours in some 

cases, threatening billions of dollars in trade and the lifeblood of many Texas businesses 

at a time when supply chains are already under strain. 

 

United Kingdom:  The London Police Department has fined Prime Minister Johnson and 

Treasury Secretary Sunak for a series of Downing Street parties that broke the government’s own 

pandemic rules.  The fines, among 50 imposed on a range of officials, will revive a scandal that 
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threatened to unseat Johnson early this year.  Given the prime minister’s leading role in 

responding to the Russia-Ukraine war, he is now much more likely to survive the scandal. 

 

Global Oil Market:  In its April update, the International Energy Agency said it now expects 

that global oil demand in 2022 will rise to just 99.4 million barrels per day (mbpd) versus its 

March forecast of 99.7 mbpd.  The agency ascribed its lower forecast primarily to the big, new 

coronavirus wave sweeping across China and the government’s aggressive economic lockdown 

to combat it.  However, it also suggested that high energy prices are starting to curtail demand in 

the U.S. and other developed countries. 

• Despite the modest drop in the IEA’s demand forecast, we continue to believe that factors 

like rising demand, high financial liquidity, geopolitical fracturing, and other supply 

disruptions will keep buoying oil prices for the foreseeable future. 

• More broadly, we think those factors will continue to boost prices for a broad range of 

commodities going forward. 

 

Global Industrial Metals Market:  As record-high energy prices curtail industrial production in 

Europe and the war in Ukraine crimps output from Russia, inventories of some of the world’s 

most important industrial metals have dropped to critically low levels.  Stockpiles of aluminum, 

copper, nickel, and zinc—four of the major contracts on the London Metal Exchange — have 

plunged by as much as 70% over the past year as traders and big consumers have tapped 

warehouses for material.  The trend supports our view that conditions remain bullish for 

commodity prices. 

 

COVID-19:  Official data show confirmed cases have risen to  500,939,776 worldwide, with 

6,185,579 deaths.  In the U.S., confirmed cases rose to 80,478,089, with 986,408 deaths.  (For an 

interactive chart that allows you to compare cases and deaths among countries, scaled by 

population, click here.)  In data on the U.S. vaccination program, the number of people 

considered fully vaccinated now totals 218,521,227, 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 14,870 yesterday, down 15% from two weeks earlier. 

• Amidst the big new Omicron BA.2 wave in China, people looking with dismay at the 

draconian lockdowns and food shortages in Shanghai are stockpiling food and emptying 

store shelves of staples like toilet paper and instant noodles.  At the same time, ever more 

factories around Shanghai are closing down as government restrictions on transportation 

make it impossible to get supplies delivered.  The behavior highlights just how socially 

and economically disruptive the government’s “zero-COVID” policy is. 

 

U.S. Economic Releases  

 

Mortgage applications fell for the fifth consecutive week, according to the Mortgage Bankers 

Association. In the week ending April 8, the MBA mortgage applications index fell 1.3% from 

the previous week. The decline in applications is probably related to an increase in mortgage 

rates, which rose 23 bps from 4.90% to 5.13%. The rising interest rates have primarily impacted 

https://www.ft.com/content/8172498a-30f4-4c37-a621-9571042be5ee
https://www.nytimes.com/live/2022/04/13/world/covid-19-mandates-cases-vaccine
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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
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refinancing applications. The index for refinancing fell 4.9% from the prior week, while the 

index for home purchases rose 1.4%.  

 

The prices paid to producers for inputs rose at their fastest pace in history due to a surge in 

energy, transportation, and warehousing prices, according to the Bureau of Labor Statistics. The 

producer price index rose 1.4% from the prior month, compared to expectations of 1.1%. 

Excluding food and energy, producer prices rose at a much slower pace, increasing 1.0% from 

the previous month. Consensus estimates showed that PPI excluding food and energy would rise 

0.5%. Core PPI, which excludes food, energy, and trade, rose 0.9% from the prior month, 

compared to expectations of 0.5%. 

 

 
 

The chart above shows the annual change in the headline and core PPI.   Headline PPI rose 

11.2% from the prior year, while core PPI rose 9.2%. The rise in the PPI can partly be attributed 

to ongoing supply chain issues related to the pandemic and the Russian invasion of Ukraine.  
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The prices paid to producers for transportation rose 21% from the prior year, while the prices 

paid for energy rose 37% from the prior year.  

 

There are no economic releases or Fed events scheduled for the rest of the day. 

 

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. 
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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

China Trade Balance m/m Mar $47.38b $30.58b $21.70b ** Equity bullish, bond bearish

Japan Money Stock M2 y/y Mar 3.5% 3.6% 3.6% ** Equity and bond neutral

Money Stock M3 y/y Mar 3.1% 3.2% 3.2% ** Equity and bond neutral

Core Machine Orders m/m Feb -9.8% -2.0% -1.5% *** Equity bearish, bond bearish

India Trade Balance m/m Mar -$18510.0m -$20880.0m -$18686.0m ** Equity bullish, bond bearish

Australia Westpac Consumer Conf SA m/m Apr -0.9% -4.2% *** Equity and bond neutral

New Zealand Food Prices m/m Mar 0.7% -0.1% *** Equity and bond neutral

EUROPE

France Bank of France Ind. Sentiment m/m Mar 103 107 104 ** Equity bearish, bond bullish

Italy Industrial Production m/m Feb 4.0% -3.4% 1.0% ** Equity bullish, bond bearish

UK CPI y/y Mar 7.0% 6.2% 6.7% *** Equity bearish, bond bullish

CPI Core y/y Mar 5.7% 5.2% 5.3% *** Equity bearish, bond bullish

RPI Ex Mort Int.Payments y/y Mar 9.1% 8.3% 9.0% ** Equity and bond neutral

PPI Output NSA y/y Mar 11.9% 10.1% 11.1% ** Equity and bond neutral

PPI Input NSA y/y Mar 19.2% 14.7% 15.1% ** Equity and bond neutral

House Price Index y/y Feb 10.9% 9.6% 10.1% *** Equity and bond neutral

Russia Budget Balance YTD m/m Mar 1151.1b 412.6b 1100.0b ** Equity bullish, bond bearish

AMERICAS

Mexico International Reserves Weekly w/w 8-Apr $200146m $200726m ** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 102 101 1 Up

3-mo T-bill yield (bps) 70 73 -3 Neutral

TED spread (bps) 32 28 4 Widening

U.S. Sibor/OIS spread (bps) 84 80 4 Up

U.S. Libor/OIS spread (bps) 85 84 1 Up

10-yr T-note (%) 2.73 2.72 0.01 Up

Euribor/OIS spread (bps) -43 -44 1 Neutral

Currencies Direction

Dollar Up Up

Euro Flat Down

Yen Down Down

Pound Flat Down

Franc Flat Down

Central Bank Action Current Prior Expected

Bank of Canada Rate Decision 0.500% 1.000% Below Forecast
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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 $106.59 $104.64 1.86% Supply Pessimism

WTI $102.28 $100.60 1.67%

Natural Gas $6.80 $6.68 1.78%

Crack Spread $36.86 $36.88 -0.05%

12-mo strip crack $28.33 $28.33 0.01%

Ethanol rack $2.67 $2.63 1.34%

Metals

Gold $1,979.72 $1,966.76 0.66%

Silver $25.70 $25.37 1.28%

Copper contract $471.50 $470.95 0.12%

Grains

Corn contract $771.25 $772.50 -0.16%

Wheat contract $1,116.00 $1,112.50 0.31%

Soybeans contract $1,653.50 $1,660.50 -0.42%

Shipping

Baltic Dry Freight 2,035            2,031            4

Actual Expected Difference

Crude (mb) 0.0

Gasoline (mb) -0.6

Distillates (mb) 0.3

Refinery run rates (%) 0.3%

Natural gas (bcf) 15.0

Energy Markets

DOE Inventory Report
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U.S. Equity Markets – (as of 4/12/2022 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 4/12/2022 close) 

 

-20% -10% 0% 10% 20% 30% 40%

Growth

US Corporate Bond

Small Cap

Emerging Markets ($)

US Government Bond

Foreign Developed ($)

Emerging Markets (local currency)

Mid Cap

Large Cap

US High Yield

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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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


