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

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

50 closed down 0.9%. Chinese markets were mixed, with the Shanghai Composite up 0.7% from 

its prior close and the Shenzhen Composite down 0.9%. U.S. equity index futures are signaling a 

flat open. With 282 companies having reported, the S&P 500 Q4 2021 earnings stand at $54.20, 

higher than the $52.34 forecast for the quarter. The forecast reflects a 21.7% increase from Q4 

2020 earnings. Thus far this quarter, 75.2% of the companies have reported earnings above 

forecast, while 19.9% 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) 

 

In today’s Comment, we open with an update on the Russia-Ukraine crisis, with a focus on two 

key diplomatic meetings yesterday.  We next turn to a range of U.S. developments, including 

another U.S. hurdle to investments in China.  Following that, we review other international news 

items that have the potential to move the financial markets today, and we close with the latest 

news on the coronavirus pandemic. 

 

Russia-Ukraine:  As several divisions of Russian troops remain poised for attack along 

Ukraine’s borders, and as six additional Russian warships are being transferred to the Black Sea 

from the Mediterranean, the key developments in the crisis over the last day have centered on 

two diplomatic meetings, one of which had the characteristic of a carrot and the other a stick. 

 

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_1_31_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_feb_03_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Feb_07_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_Year_of_Fat_Tails.pdf
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.rferl.org/a/russia-warships-black-sea-ukraine/31692995.html
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• Macron’s Carrot for Putin:  After hinting that NATO should be prepared to offer 

concessions to Russian security concerns, French President Macron met with Russian 

President Putin for more than five hours of talks inside the Kremlin. 

o At a joint press conference afterward, Putin remained combative and critical of 

NATO, blaming the West and Ukraine for the crisis, but said Russia would do 

“everything possible to reach compromises acceptable to everyone” on European 

security. 

o Macron was more positive, saying Putin had given him assurances that he was 

open to exploring ways to defuse the crisis.  He said Putin promised not to 

undertake any new military initiatives and agreed to launch a broad dialogue on 

Russian troop deployments, including an agreement to withdraw thousands of 

Russian troops from Belarus after completing their current exercises in the 

country.  Macron flies to Kyiv to confer with Ukrainian President Zelensky today. 

• Biden’s Stick for Scholz:  Meanwhile, President Biden held a meeting at the White 

House with German Chancellor Scholz. 

o After a press conference alongside the German leader, Biden stated definitively 

that if Russian forces invade Ukraine again, the Nord Stream 2 natural gas 

pipeline from Russia to Germany will be shut down.  In Biden’s words, “If Russia 

invades, . . . then there will be no longer a Nord Stream 2. We will put an end to it 

. . . I promise you, we will be able to do it.” 

o Notably, however, Scholz continued to refrain from stating the same commitment.  

He merely offered assurances that the U.S. and Germany are aligned fully in their 

approach to Ukraine’s security. 

• Overall, these diplomatic moves illustrate the difficulty the NATO allies have in striking 

the right balance between conciliatory measures and firm threats to rein in Putin.  

Macron’s willingness to respond to some Russian concerns has long worried others in the 

alliance, who fear he is only encouraging Putin’s belligerence.  Germany has also been 

reluctant to act as firmly as the U.S., the U.K., and NATO’s new Eastern European 

members.  Behind closed doors, German officials have assured the U.S. that they would 

shut down Nord Stream 2 in the event of a Russian attack on Ukraine.  However, 

Scholz’s refusal to say so publicly takes some of the bite out of the U.S. sanctions threats 

meant to dissuade Russian President Putin from attacking.  Overall, the situation remains 

fluid, and although we still suspect the crisis will eventually get resolved with Putin 

backing down, anything could happen.  The world’s financial markets will therefore 

remain on edge. 

 

United States-China:  Chinese healthcare stocks are selling off sharply today after the U.S. 

placed 33 health companies on its list of Chinese firms that are restricted from importing certain 

advanced technologies from the U.S.  Hong Kong’s Hang Seng Healthcare Index ended the day 

down almost 5%, although some companies in the index fell much more than that.  The 

development is a reminder that U.S.-China geopolitical and economic tensions continue to 

present a risk for investors in Chinese companies. 

 

https://www.wsj.com/articles/putin-to-meet-macron-as-france-tries-to-flex-diplomatic-muscle-over-ukraine-11644241608?mod=hp_lead_pos6
https://www.wsj.com/articles/putin-to-meet-macron-as-france-tries-to-flex-diplomatic-muscle-over-ukraine-11644241608?mod=hp_lead_pos6
https://www.wsj.com/articles/biden-says-nord-stream-2-pipeline-wont-go-forward-if-russia-invades-ukraine-11644268407?mod=hp_lead_pos1
https://www.wsj.com/articles/biden-says-nord-stream-2-pipeline-wont-go-forward-if-russia-invades-ukraine-11644268407?mod=hp_lead_pos1
https://www.wsj.com/articles/biden-says-nord-stream-2-pipeline-wont-go-forward-if-russia-invades-ukraine-11644268407?mod=hp_lead_pos1
https://www.ft.com/content/2501ffe8-0a31-4e9d-bd46-d6e20206ea5e
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United States-Japan:  The Biden administration has agreed to lift the import tariffs imposed on 

Japanese steel by the Trump administration in 2018, following a similar deal with the EU last 

fall.  Under the agreement, Japan can avoid duties on up to 1.25 million metric tons of steel 

shipped to the U.S. each year, a level similar to its exports in 2018 and 2019. 

• The deal will remove an irritant in the countries’ bilateral relationship as the U.S. seeks to 

strengthen its alliance system to counter China’s growing geopolitical assertiveness. 

• The agreement is clearly designed to discourage increases in imports by maintaining 

tariffs on shipments beyond the agreed-upon level.  All the same, the deal should help 

lower the cost of imported steel for U.S. users, marginally reducing the U.S. inflation 

pressures that have been pushing up interest rates and rattling risk markets. 

 

U.S. Fiscal Policy:  House leaders scheduled a Tuesday vote to extend a temporary government 

funding measure through March 11, buying time for negotiators to work out a comprehensive 

fiscal 2022 package after a prolonged deadlock over how much to allocate for military and 

nondefense spending.  Without the passage of the temporary funding, the government would be 

at risk of a partial shutdown, and investors would once again have to consider the risk of a U.S. 

debt default. 

 

EU Monetary Policy:  After refusing last week to rule out an interest-rate hike this year and 

saying there was “unanimous concern” about inflation among the Eurozone’s monetary 

policymakers, ECB President Lagarde yesterday played down the chances of a “measurable 

tightening” of monetary policy and insisted there was no rush to tackle inflation.  While she did 

admit Eurozone inflation was no longer likely to fall below the ECB’s target of 2% by the end of 

the year, her effort to walk back last week’s hawkishness probably reflects her discomfort with 

the financial market volatility sparked by such rhetoric in Europe, the U.K., and the U.S. 

• That sensitivity to market volatility is a significant reason the policymakers at major 

central banks may not tighten policy this year as much as investors think.  More broadly, 

there is also some concern about the impact of higher interest rates on less-developed 

countries. 

• If the policymakers ultimately get cold feet, especially as “base effects” start to push 

down inflation around mid-year, any signal of an early end to rate hikes would likely give 

a major boost to bond prices and bring yields back down. 

 

EU Industrial Policy:  The European Commission today introduced legislation to make 

available about $49 billion in public and private funding for the chip-making industry.  The 

proposal, known as the European Chips Act, could unleash tens of billions of dollars in funding 

for research and new production facilities, part of the bloc’s economywide effort to boost its 

commercial independence. 

• If successful, the program could eventually help resolve supply constraints that have been 

driving up prices for computer chips and worsening inflation. 

• If the program successfully reinvigorates Europe’s semiconductor industry, it could also 

eventually expand opportunities for technology investors. 

 

https://www.wsj.com/articles/u-s-agrees-to-lift-trump-era-tariffs-on-japanese-steel-11644271202
https://www.wsj.com/articles/u-s-agrees-to-lift-trump-era-tariffs-on-japanese-steel-11644271202
https://www.wsj.com/articles/house-plans-stopgap-spending-bill-as-government-shutdown-approaches-11644268626
https://www.wsj.com/articles/house-plans-stopgap-spending-bill-as-government-shutdown-approaches-11644268626
https://www.ft.com/content/9d5583f8-fc26-4b43-b264-efbca959d857
https://www.ft.com/content/9d5583f8-fc26-4b43-b264-efbca959d857
https://www.wsj.com/articles/developing-countries-brace-for-impact-from-fed-rate-increases-11644321780
https://www.wsj.com/articles/developing-countries-brace-for-impact-from-fed-rate-increases-11644321780
https://www.wsj.com/articles/europe-aims-to-boost-microchip-output-with-billions-in-new-funding-11644322236?mod=hp_lista_pos4
https://www.wsj.com/articles/europe-aims-to-boost-microchip-output-with-billions-in-new-funding-11644322236?mod=hp_lista_pos4
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Poland:  Finance Minister Koscinski has resigned amid a widening backlash against the 

government’s “Polish Deal” economic reforms last year.  The reforms, supported by the EU’s 

new pandemic relief fund, included higher spending on healthcare and other public services, 

along with tax cuts for lower- and middle-income people. 

• However, implementation has been poor, resulting in some people paying higher taxes 

than before. 

• Political shakeups in major countries always have the potential to affect investors.  If 

Koscinski’s resignation leads to significant economic policy changes in Poland, it could 

have big implications for the country’s investment climate going forward.  However, 

there is no indication right now who might replace Koscinski or how the country’s 

economic policy might evolve. 

 

Sri Lanka:  Asia’s top high-yield bond issuer, Sri Lanka, is edging closer to default on its 

billions of dollars of debt.  The South Asian island was plunged into crisis after a cascade of 

rating downgrades following large tax cuts in 2019 and the loss of tourism during the pandemic.  

That has left it unable to tap global markets as it faces some $7 billion in debt service payments 

due this year. 

 

COVID-19:  Official data show confirmed cases have risen to  397,963,515 worldwide, with 

5,753,381 deaths.  In the U.S., confirmed cases rose to 76,853,612, with 905,544 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 212,920,278, equal to 64.1% of the total 

population. 

 

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

COVID-19 dropped to 115,173 yesterday, extending its drop over the last two and a half 

weeks.  The seven-day average of new cases stood at 265,700 on Monday, after falling 

under the 300,000 mark on Sunday for the first time this year. 

• Even though the highly transmissible Omicron variant appears to be in retreat in at least 

some major countries, drug firms continue their efforts to develop one-shot vaccines that 

could be used in the future. 

• Officials in several Democrat-led states yesterday said they would lift their mask 

mandates for schools or other indoor areas in the coming weeks as COVID-19 cases fall. 

o The governors of Connecticut and New Jersey said school districts would be able 

to determine their own masking policies starting February 28 and March 7, 

respectively. 

o California Governor Newsom said his state’s indoor mask mandate would expire 

on February 15. 

• In Canada, hundreds of truckers and their big rigs continue to occupy parts of the capital 

city of Ottawa to protest Prime Minister Trudeau’s vaccine mandates.  The protest, now 

in its 12th day, aims to put political pressure on Trudeau to reverse his policies. 

https://www.ft.com/content/8621e189-8cda-46ab-8d68-f634954895a3
https://www.ft.com/content/8621e189-8cda-46ab-8d68-f634954895a3
https://www.ft.com/content/d6abdb5c-8560-40c7-b229-a2cf6fefe254
https://www.ft.com/content/d6abdb5c-8560-40c7-b229-a2cf6fefe254
https://www.ft.com/content/09e1159f-9c45-4379-b862-98cb5e30a4da
https://www.nytimes.com/live/2022/02/08/world/covid-test-vaccine-cases
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.wsj.com/articles/covid-19-restrictions-unwind-as-omicron-wanes-in-u-s-parts-of-europe-11644319970
https://www.ft.com/content/fd1f1d63-d367-4d87-b003-bd334347c0aa
https://www.ft.com/content/fd1f1d63-d367-4d87-b003-bd334347c0aa
https://www.wsj.com/articles/new-jersey-to-lift-school-mask-mandate-next-month-11644246532?mod=hp_lead_pos12
https://www.wsj.com/articles/new-jersey-to-lift-school-mask-mandate-next-month-11644246532?mod=hp_lead_pos12
https://www.wsj.com/articles/canada-trucker-protest-ottawa-shifts-to-aggressive-gear-in-policing-freedom-convoy-11644248545
https://www.wsj.com/articles/canada-trucker-protest-ottawa-shifts-to-aggressive-gear-in-policing-freedom-convoy-11644248545
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o However, vaccination support among Canadians remains high, with more than 

85% of the population fully or partially vaccinated.  Indeed, Trudeau won 

reelection last fall in part on a promise to impose vaccine mandates. 

o Moreover, the disruptions to everyday life in Ottawa have pressured police to 

begin taking a hard line against the protestors, including arresting some.  

• In contrast to the loosening restrictions and mandates in the U.S. and other countries, 

Hong Kong is tightening its mandates in conjunction with China’s zero-COVID policy.  

Under the new rules, unvaccinated residents will be barred from Hong Kong’s 

supermarkets and malls.  The restrictions expand a vaccine mandate scheduled to begin 

on February 24 that already covered venues like restaurants and gyms. 

 

U.S. Economic Releases  

 

Rising inflation continues to weigh on small business sentiment, according to the National 

Federation of Independent Business.  The NFIB Small Business Optimism Index for January 

came in at 97.1. The reading came in below consensus estimates of 97.5, and the previous 

month’s reading of 98.9. The latest report shows 22% of owners surveyed reported rising prices 

as the biggest problem.  
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The chart above shows the level of the index.  

 

The trade deficit widened less than expected in December, according to the Bureau of Economic 

Analysis.  The trade deficit came in at $80.7B compared to expectations of $83.0B.  The 

previously reported deficit was revised from $80.2B to $79.3B.  

 

https://www.wsj.com/articles/hong-kong-expands-vaccine-mandate-amid-record-covid-19-outbreak-11644326507
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The chart above shows the level of the Trade Balance.  

 

There are no other economic releases 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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Labor Cash Earnings y/y Dec -0.2% 0.0% 0.9% ** Equity bearish, bond bullish

Household Spending y/y Dec -0.2% -1.3% 0.0% ** Equity bearish, bond bullish

BoP Current Account Balance m/m Dec -¥370.8b ¥897.3b ¥106.4b ** Equity bearish, bond bullish

Trade Balance BoP Basis m/m Dec -¥318.7b -¥431.3b -¥200.7b ** Equity and bond neutral

Bank Lending Incl Trusts y/y Jan 0.6% 0.6% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y Jan 0.6% 0.5% ** Equity and bond neutral

Bankruptcies y/y Jan -4.6% -9.7% * Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 6-Feb 99.9 101.8 *** Equity bearish, bond bullish

NAB Business Conditions m/m Jan 3 8 ** Equity bearish, bond bullish

NAB Business Confidence m/m Jan 3 -12 ** Equity and bond neutral

EUROPE

France Current Account Balance m/m Dec -7.1b -3.6 ** Equity bearish, bond bullish

Trade Balance m/m Dec -11321m -9727m ** Equity bearish, bond bullish

Italy Retail Sales y/y Dec 9.4% 12.5% ** Equity and bond neutral

Russia Official Reserve Assets m/m Jan 630.2b 630.6b 640.0b *** Equity and bond neutral

AMERICAS

Brazil Trade Balance Weekly w/w 6-Feb $754m -$877m ** Equity bullish, bond bearish

Canada Bloomberg Nanos Confidence w/w 4-Feb 58.6 56.8 *** Equity and bond neutral  
 

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) 23 26 -3 Neutral

TED spread (bps) 11 6 5 Neutral

U.S. Libor/OIS spread (bps) 31 29 2 Down

10-yr T-note (%) 1.93 1.92 0.01 Down

Euribor/OIS spread (bps) -53 -55 2 Neutral

Currencies Direction

Dollar Up Neutral

Euro Down Up

Yen Down Neutral

Pound Down Neutral

Franc Flat 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 $90.79 $92.69 -2.05% Ukraine situation de-escalating

WTI $89.62 $91.32 -1.86%  

Natural Gas $4.23 $4.23 0.00%  

Crack Spread $23.12 $23.78 -2.78%

12-mo Strip Crack $22.86 $23.35 -2.09%

Ethanol Rack $2.15 $2.15 0.00%

Gold $1,819.16 $1,820.47 -0.07%

Silver $22.88 $23.01 -0.59%

Copper contract $440.55 $446.25 -1.28%

Corn contract $633.00 $635.25 -0.35%

Wheat contract $758.25 $768.75 -1.37%

Soybeans contract $1,575.00 $1,581.75 -0.43%

Baltic Dry Freight 1,422            1,423            -1

Actual Expected Difference

Crude (mb) 1.4

Gasoline (mb) 1.5

Distillates (mb) -1.5

Refinery run rates (%) -0.40%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

 

Weather 

 

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

the country, with cooler-than-normal temperatures in the eastern third. The forecasts call for dry 

conditions throughout most of the country, with wetter-than-normal conditions in the Southwest, 

Mississippi Valley, and most of the Central Rockies.  
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Data Section 
 

U.S. Equity Markets – (as of 2/7/2022 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 2/7/2022 close) 
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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 

 

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. 


