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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: February 7, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently down 0.1% from its prior close. In Asia, the MSCI Asia 

Apex 50 closed down 0.6%. Chinese markets were higher, with the Shanghai Composite up 

2.0% from its prior close and the Shenzhen Composite up 1.0%. U.S. equity index futures are 

signaling a flat open. With 278 companies having reported, the S&P 500 Q4 2021 earnings stand 

at $55.10, higher than the $52.34 forecast for the quarter. The forecast reflects a 21.7% increase 

from Q4 2020 earnings. Thus far this quarter, 75.5% of the companies have reported earnings 

above forecast, while 19.4% have reported earnings below forecast.   
 

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 (1/31/2022) (with associated podcast): “Two Power Plays 

in Kazakhstan” 

• Weekly Energy Update (2/3/2022): Oil prices continue to move higher despite reports 

OPEC+ will increase production quotas.  

• 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 (2/7/2022) (with associated podcast): “Gold: An Update 

of Current Conditions” 

• Confluence of Ideas podcast (1/20/2022): “The 2022 Outlook” 

• Current Perspectives: “2022 Outlook: The Year of Fat Tails” (12/16/2021) 

 

Today’s comment begins with an update on the Russia-Ukraine situation. We then cover a range 

of U.S. and international developments that have the potential to affect the financial markets 

today. We wrap up with the latest news on the coronavirus pandemic. 

 

Russia-Ukraine:  National Security Advisor Sullivan and other officials have revealed that the 

latest U.S. intelligence assessments show Russia has now boosted its forces on the Ukrainian 

border to the point where it could launch an attack at any moment.  The assessments show Russia 

currently has 83 battalion tactical groups arrayed close to Ukraine’s borders, a substantial 

increase from the 53 groups it had in December and 60 last month.  Separately, Russian media 

said some parliament members may try to bring up a bill recognizing the independence of 

Ukraine’s Donbas region, dominated by ethnic Russians, and has been waging a separatist war 

against Kyiv since 2014.  U.S. officials worry such a move could offer the Kremlin political 
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cover for an attack.  All this comes as Ukraine faces a severe energy crunch that has forced it to 

operate all 15 of its nuclear electricity plants simultaneously for the first time since the end of the 

Soviet Union.  Meanwhile, French President Macron today is visiting Russian President Putin in 

Moscow in an effort to de-escalate the situation, while President Biden is hosting German 

Chancellor Scholz at the White House to persuade him to take a tougher line against Russia. 

• The intelligence assessments suggest that between 3,000 and 10,000 Russian troops and 

between 5,000 and 25,000 Ukrainian troops could be killed or wounded if Russia 

launches a full-scale invasion of the country.  The assessments also warn that a full 

invasion could produce 25,000 to 50,000 civilian casualties, depending on the extent of 

fighting in urban areas. 

• As we’ve seen before, the Ukrainian government tried to put on a brave face and played 

down the latest Russian maneuvering.  Foreign Minister Kuleba issued a statement 

saying, “Don’t believe in apocalyptic scenarios... Ukraine possesses a powerful army, 

unprecedented international support, and the faith of Ukrainians in their state. The enemy 

is the one who has to fear us, not the other way around.” 

• The latest intelligence assessments provide a hint at the potential humanitarian cost of a 

Russia-Ukraine conflict.  With an attack likely leading to massive economic sanctions 

against Russia, a potential disruption to Russian energy exports, and the possibility of a 

wider conflict and more extensive economic damage, investors would also face falling 

values for risk assets.  We would, however, expect a conflict to boost prices for U.S. 

Treasury obligations, gold, crude oil, and natural gas. 

 

United States-China:  The Biden administration is reportedly close to finalizing its strategy to 

boost trade in the Asia-Pacific region to counter China’s growing influence there.  The new Indo-

Pacific Economic Framework would focus on rebuilding ties with friendly nations in areas such 

as digital commerce, supply chain development, and green technology.  It would not involve a 

full-fledged, tariff-cutting free-trade agreement like the Trans-Pacific Partnership, which the U.S. 

abandoned in 2017. 

 

U.S. Healthcare Industry:  At least a dozen states, led by both Republicans and Democrats, 

have recently enacted or are considering enacting laws aimed at reining in aggressive financial 

tactics by healthcare providers and collection agencies.  For example, some of the laws include 

requirements for hospitals to provide financial assistance to people with low incomes or limit 

aggressive debt-collection practices. 

• Medical bills are the biggest source of debt in collections, larger than all other types of 

debt combined, including credit cards and utilities, according to an analysis of a sampling 

of credit reports published in the Journal of the American Medical Association last July.  

Before the housing crisis in 2007-2008, medical bills were the most prevalent source of 

household financial stress and bankruptcy. 

• If the clampdown on hospital billing and collections continues to grow, it could have 

ripple effects on pricing for a wide range of healthcare firms.  Since healthcare is one of 

the largest sectors of the stock market, such price pressures could hurt returns for many 

investors. 

 

https://www.rferl.org/a/ukraine-power-crunch-russia-squeeze/31689964.html
https://www.rferl.org/a/ukraine-power-crunch-russia-squeeze/31689964.html
https://www.ft.com/content/d8216f03-904f-44ce-ac92-43969dd6adc4
https://www.ft.com/content/605091aa-6d9c-4960-85a6-7d2872590876
https://www.ft.com/content/605091aa-6d9c-4960-85a6-7d2872590876
https://www.washingtonpost.com/world/2022/02/05/ukraine-russia-nato-putin-germany/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/907c85e0-7cbe-4eea-a725-db601895a84e
https://www.wsj.com/articles/u-s-readies-new-asia-pacific-economic-strategy-to-counter-china-11644148801?mod=hp_lead_pos4
https://www.wsj.com/articles/u-s-readies-new-asia-pacific-economic-strategy-to-counter-china-11644148801?mod=hp_lead_pos4
https://www.wsj.com/articles/states-move-to-protect-hospital-patients-from-heavy-medical-debt-11644235200?mod=hp_lead_pos12
https://www.wsj.com/articles/states-move-to-protect-hospital-patients-from-heavy-medical-debt-11644235200?mod=hp_lead_pos12


 

 

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

www.confluenceinvestment.com 

 3 

United Kingdom:  Prime Minister Johnson has revamped his staff after several top officials 

resigned late last week amid the scandal over his pandemic rule-breaking social gatherings. 

• London’s police continue to investigate whether the parties broke any laws.  Johnson’s 

grip on power remains tenuous, with an increasing chance he will be forced out of power. 

• Political instability is rarely good for an economy or its stock market.  If Johnson is 

forced out of office, British equities would likely face downward pressure. 

 

France:  New polling shows right-wing candidates are in an extremely close race for the run-off 

spot in the April presidential election.  The latest surveys show President Macron still has the 

highest support, but upstart far-right firebrand Éric Zemmour has now almost pulled even with 

long-term right-wing leader Marine Le Pen, who is only about one percentage point behind 

traditional center-right conservative Valérie Pécresse.  The election bears watching because the 

potential election of a far-right populist in a country as important as France would likely rattle 

financial markets in Europe. 

 

Global Monetary Policy:  In a Financial Times opinion piece yesterday, former PIMCO chief 

investment officer Mohamed El-Erian warned that even though the Fed and the ECB are now in 

a “hawkish pivot,” the switch to tighter policy is still partial at best, too slow, and likely to lead 

to an over-compensation later this year. 

• If El-Erian is correct, it would imply a long series of benchmark rate hikes and a quicker 

reduction in Fed and ECB balance sheets, which would likely keep boosting bond yields 

and undermining equities throughout the year. 

• We still think it’s more likely that tighter policy will quickly spark disruption in some 

corners of the financial market or start to slow the economy, forcing policymakers to end 

their tightening cycle earlier than many investors expect.  As shown in the chart below, 

investors are still expecting about 1% of total tightening in the Fed’s benchmark fed 

funds interest rate by the end of the year, equivalent to about four 0.25% hikes. 

 

 
Source:  Cmegroup.com 

 

Global Financial System:  With the world awash in capital seeking higher returns, and with 

banks wanting to offload risk to reduce capital buffers, Credit Suisse (CS, $9.64) has securitized 
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an $80 million portfolio of loans backed by its ultra-high net worth clients’ yachts, private jets, 

and other assets.  And what is the interest rate on the portfolio?  It is over 11%. 

 

COVID-19:  Official data show confirmed cases have risen to  395,540,912 worldwide, with 

5,741,726 deaths.  In the U.S., confirmed cases rose to 76,506,842, with 902,639 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 212,806,521, equal to 64.1% of the total 

population. 

  

• Major companies in a wide range of industries have reported their operations and growth 

were held back in the latest quarter because of workers on sick leave with the Omicron 

mutation. 

• In South Korea, the government is abandoning its vaunted test-and-trace system in the 

face of a surge of Omicron cases that threatens to overwhelm the country’s health system. 

 

U.S. Economic Releases  

 

There were no domestic releases scheduled prior to the publication of this report. The table 

below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

EST Indicator Expected Prior Rating

15:00 Consumer Credit m/m Dec $25.000b $39.991b *

Economic Releases

Fed Speakers or Events

No Fed speakers or events 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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Caixin China PMI Composite m/m Jan 50.1 53.0 ** Equity bearish, bond bullish

Caixin China PMI Services m/m Jan 51.4 53.1 50.5 ** Equity bullish, bond bearish

Foreign Reserves m/m Jan 3221.6b $3250.17b $3254.00b * Equity and bond neutral

Japan Leading Index CI m/m Dec 103.2 103.2 103.7 *** Equity and bond neutral

Coincident Index m/m Dec 92.6 92.8 92.6 ** Equity and bond neutral

Australia Retail Sales Ex Inflation q/q 4Q 8.2% -4.4% 7.8% ** Equity bullish, bond bearish

ANZ Job Advertisements m/m Jan -0.3% -5.5% * Equity and bond neutral

Foreign Reserves m/m Jan A$81.1b A$80.8b * Equity and bond neutral

EUROPE

Eurozone Sentix Investor Confidence m/m Feb 16.6 14.9 15.2 *** Equity bullish, bond bearish

Germany Industrial Production SA m/m Dec -0.3% -0.2% 0.5% *** Equity bearish, bond bearish

Switzerland Unemployment Rate m/m Jan 2.6% 2.6% 2.7% *** Equity bullish, bond bearish

Foreign Currency Reserves m/m Jan 947.2b 944.5b * Equity and bond neutral

Domestic Sight Deposits CHF w/w 4-Feb 659.5b 659.3b * Equity and bond neutral

Total Sight Deposits CHF w/w 4-Feb 725.0b 724.9b * Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI m/m Jan 2.0% 1.3% 1.7% *** Equity bearish, bond bullish  
 

Financial Markets 

 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 

 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 34 32 2 Down

3-mo T-bill yield (bps) 21 23 -2 Neutral

TED spread (bps) 13 9 4 Neutral

U.S. Libor/OIS spread (bps) 31 31 0 Down

10-yr T-note (%) 1.92 1.91 0.01 Down

Euribor/OIS spread (bps) -55 -55 0 Neutral

Currencies Direction

Dollar Up Neutral

Euro Down Up

Yen Up Neutral

Pound Down Neutral

Franc Up Neutral  
 

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. 
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Price Prior Change Explanation

Brent $92.83 $93.27 -0.47%

WTI $91.43 $92.31 -0.95%  

Natural Gas $4.41 $4.57 -3.52%  

Crack Spread $24.27 $22.50 7.86%

12-mo Strip Crack $23.10 $22.65 2.03%

Ethanol Rack $2.15 $2.14 0.20%

Gold $1,810.45 $1,808.28 0.12%

Silver $22.72 $22.52 0.92%

Copper contract $444.45 $448.75 -0.96%

Corn contract $627.00 $620.50 1.05%

Wheat contract $770.25 $763.25 0.92%

Soybeans contract $1,571.50 $1,553.50 1.16%

Baltic Dry Freight 1,423            1,425            -2

Shipping

Energy Markets

Metals

Grains

 
 

 

Weather 

 

The 6-10 day and 8-14-day forecasts currently call for cool-to-normal temperatures for most of 

the country, with warmer temperatures in the Northern Pacific and Central Rockies. The 

forecasts call for dry conditions throughout most of the country, with wetter-than-normal 

conditions in the Rockies and the Deep South.  
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Data Section 
 

U.S. Equity Markets – (as of 2/4/2022 close) 
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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 2/4/2022 close) 
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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 

 

February 3, 2022 
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P/E as of 2/2/2022 = 22.2x

 
 

 

Based on our methodology,1 the current P/E is 22.2x, up 0.1x from last week.  The modest rise in 

the multiple is due to the recovery in index prices.  
 

 

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 (Q2 and Q3) and two estimates (Q4 and 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. 


