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

Europe, the EuroStoxx 50 is currently up 1.4% from its prior close. In Asia, the MSCI Asia Apex 

50 closed up 2.0%. Chinese markets were higher, with the Shanghai Composite up 0.8% from its 

prior close and the Shenzhen Composite up 1.6%. U.S. equity index futures are signaling a 

higher open. With 311 companies having reported, the S&P 500 Q4 2021 earnings stand at 

$54.40, 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 19.6% 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) 

 

We open today’s Comment with an update on the Russia-Ukraine crisis, focusing on the 

interpersonal balance of power between Russian President Putin and the other major world 

leaders he is dealing with.  Next, we cover a range of U.S. and international developments that 

could affect the financial markets today.  We wrap up with the latest news related to the 

coronavirus pandemic. 

 

Russia-Ukraine:  A day after French President Macron met with President Putin, which is 

increasingly described as a humiliating failure in the face of Putin’s uncompromising demands, 

the French leader held talks with Ukrainian President Zelensky in Kyiv.  In a joint press 

conference with Zelensky after that meeting, Macron again insisted that he sees “concrete, 

practical solutions” to the crisis, even if negotiating them with Putin might take months.  In 

contrast, Zelensky struck a more cautious note, saying Ukraine is looking for concrete steps from 
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Putin to prove he is serious about de-escalating tensions and pulling back Russian troops from 

the border. 

• Macron has been trying to portray himself as a source of influence over Putin, and even 

though he has suggested he secured commitments from Putin to avoid any further 

escalation and enter talks over his security demands, the French leader is probably 

overstating his success.  Indeed, Kremlin spokesman Dmitry Peskov took him down a 

notch (or two) with a statement yesterday in which he basically said it’s not possible for 

Russia to put any value on a deal struck with France or Macron.  According to Peskov, 

“It’s impossible because France is a member of the EU, and of NATO, where it is not the 

leader. A different country in that bloc is the leader. So how can we speak about any 

‘agreements’?” 

• We’ve written before about the way interpersonal power and leadership skills can be a 

decisive factor in geopolitics (for example, see our WGR from August 2021).  This 

week’s various diplomatic initiatives offer proof of that.  For example, Putin’s 

threatening military buildup on Ukraine’s border is based on the principle of 

“reciprocity,” as he’s offering to take away the threat and ease tensions in return for the 

security guarantees he has demanded.  More interesting, in his public comments and 

meetings with foreign leaders like Macron, the Russian leader is relying on the principle 

of “authority,” specifically in the sense that he is uncompromisingly “framing” or 

controlling the issue.  Putin’s insistence that NATO is the aggressor in this crisis and that 

Russia’s security is at risk may come off as fantasy to the Western ear, but strong, 

effective leaders who are committed to a clear goal can often move mountains by pushing 

their view of the world in just this manner (a fun discussion of the concept can be found 

in this analysis of the television series Game of Thrones).  The bottom line is that when 

two leaders are trying to use this framing tactic against each other, the one who wins is 

often the one who is most convinced of his power and importance.  When Macron 

publicly agreed, before he even left for Moscow, that Russia has legitimate security 

concerns, the French leader had already shown that his frame of the crisis was weaker 

than Putin’s, setting him up for failure. 

• Going forward, the key relationship here will be between President Putin and President 

Biden.  Although Biden has muddled his message somewhat, the administration so far 

has been remarkably firm in its framing of the crisis and its insistence on principles such 

as the territorial integrity of Ukraine and the right of any sovereign nation to apply for 

membership in NATO.  Selling weapons to Ukraine and deploying U.S. troops to Eastern 

Europe has also sent a strong signal of firmness.  Diffusing the crisis, forcing Putin to 

back down, and removing this geopolitical threat from the financial markets may well 

turn on Biden and the administration maintaining their uncompromising rejection of 

Putin’s demands and tactics. 

 

U.S. Fiscal Policy:  Yesterday, the House passed a bill to keep the federal government funded 

through mid-March, advancing a temporary fix that will give negotiators time to reach an overall 

agreement on fiscal 2022 spending after weeks of negotiations failed to yield a deal.  The Senate 
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now plans to take up the measure and pass it quickly before the current temporary deal ends on 

February 18. 

• If the stopgap spending bill does not pass by then, it will force the government into a 

partial shutdown. 

• As we noted in our Comment yesterday, such an event would be negative for the financial 

markets because it would once again force investors to consider the risk of a U.S. debt 

default. 

 

U.S. Monetary Policy:  As we’ve been arguing, the increasing panic about inflation among 

Federal Reserve policymakers and many investors may not lead to as many interest-rate hikes as 

people think. 

• One consideration is that the current extended period of low interest rates probably bred 

excess risk-taking or other fragilities in corners of the financial market.  Even the mere 

rhetoric about higher rates could expose those problems and spark so much volatility that 

policymakers end their tightening programs early. 

• On top of that, high debt levels and other economic headwinds may mean that even 

modestly higher rates will slow activity too much.  Indeed, some emerging markets that 

tightened policy early now face that very dilemma.  If economic growth proves more 

sensitive to rate hikes than the major central banks now believe, the policymakers may 

have to stop hiking their benchmark rates well before the market expects. 

• If the Fed, the ECB, and other major central banks show any hint in the coming months 

of ending their tightening phase early, it would likely give a major boost to both bond 

prices and the value of risk assets. 

 

United States-China:  In another sign of economic decoupling amid increased U.S.-China 

geopolitical tensions, U.S. regulators are reportedly planning to get more cautious about 

approving dozens of cancer drugs and other new medicines developed in China.  Specifically, the 

regulators have expressed concerns about the quality of studies largely conducted in China and 

whether the results can apply to patients in the U.S. 

 

Japan-Taiwan:  In yet another sign of how China’s geopolitical aggression is pushing the U.S. 

and its allies into closer cooperation, Taiwan said it would relax a ban on Japanese food imports 

put in place after the 2011 Fukushima nuclear disaster.  The move is probably designed not only 

to help Taiwan secure more defense cooperation with Japan but to support its application to join 

the CPTPP trans-Pacific trade agreement.  In either case, greater Japan-Taiwan cooperation 

could boost each country’s trade and economic growth, which should be positive for investors. 

 

Digital Currencies:  The Justice Department yesterday said it seized over $3.6 billion worth of 

digital currency stolen during a hack of a cryptocurrency exchange in 2016 and arrested two 

suspects for allegedly trying to launder the proceeds.  Although advocates cite transaction 

privacy and security as key advantages to digital currencies, the Justice Department action 

illustrates both the government’s improving capabilities in cyber investigations and the fact that 

digital currencies can’t be deemed 100% secure. 
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COVID-19:  Official data show confirmed cases have risen to  401,426,692 worldwide, with 

5,766,919 deaths.  In the U.S., confirmed cases rose to 77,053,769, with 909,018 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 213,061,117, equal to 64.2% of the total 

population. 

 

Virology 

• In the U.S., data continues to suggest that the highly transmissible Omicron mutation is in 

retreat.  The seven-day average of people hospitalized with a confirmed or suspected 

COVID-19 infection fell to approximately 111,000 yesterday, down 30% from its peak in 

January.  The seven-day average of deaths related to COVID-19 held roughly steady at 

2,531. 

• With Omicron receding and people pushing back harder against pandemic restrictions, 

politicians in the U.S. and other countries continue to signal they will soon ease their 

remaining rules.  In an interview yesterday, White House Chief Medical Advisor Fauci 

said the U.S. is moving out of the “full-blown” pandemic phase of the crisis, leaving him 

hopeful that there would be an end to all pandemic-related restrictions in the coming 

months, including mandatory mask-wearing. 

• Despite Omicron’s apparent retreat in the U.S. and many other countries, Japan continues 

to face increased case counts.  The government is therefore considering extending its 

COVID-19 quasi-emergency designation for Tokyo and 12 other prefectures for about 

three weeks beyond Sunday's expiration. 

 

Economic and Financial Market Impacts 

• The massive Canadian trucker protest against vaccine mandates, which we described here 

yesterday, now threatens to spill over into the U.S.  Last night, protestors and their 

supporters shut down the Ambassador Bridge linking Detroit with Windsor, Ontario.  The 

bridge was reopened early this morning, but the incident suggests the truckers could try 

again to disrupt U.S.-Canadian trade in order to call attention to their demands.  These 

protests could also inspire copycat demonstrations in which truckers use their big rigs to 

occupy major U.S. thoroughfares to protest pandemic rules. 

• Preliminary data from the CDC suggest the pandemic has led to a smaller baby bust than 

earlier feared.  According to the data, the U.S. saw only about 7,000 fewer births through 

the first nine months of 2021 compared with the same period the year prior. 

 

U.S. Economic Releases  

 

In the week ending February 16, rising rates likely contributed to a decline in mortgage 

applications. According to the Mortgage Bankers Association, mortgage applications fell 8.1% 

from the prior week. The drop was driven primarily by a decline in refinancing applications, 

which accounted for 56.2% of filings, but purchase applications also contributed. The application 

https://www.nytimes.com/live/2022/02/09/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-hospitalizations-track-downward-30-off-peak-11644403313?mod=lead_feature_below_a_pos1
https://www.ft.com/content/3800e619-3404-4e57-a9eb-dab311405c2a
https://www.japantimes.co.jp/news/2022/02/08/national/extension-of-pre-emergency/
https://www.japantimes.co.jp/news/2022/02/08/national/extension-of-pre-emergency/
https://www.wsj.com/articles/covid-vaccine-protests-disrupt-traffic-on-u-s-canada-bridge-11644351229?mod=hp_listc_pos1
https://www.wsj.com/articles/covid-19-pandemic-led-to-smaller-than-expected-baby-bust-new-data-suggest-11644328800
https://www.wsj.com/articles/covid-19-pandemic-led-to-smaller-than-expected-baby-bust-new-data-suggest-11644328800


 

 

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

www.confluenceinvestment.com 

 5 

index for refinancing and purchases fell 7.3% and 9.1% from the prior week, respectively. The 

average 30-year fixed mortgage rate rose 5 bps from 3.78% to 3.83%. 

 

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

 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Dec 2.1% 2.1% **

10:00 Wholesale Trade Sales m/m Dec 1.5% 1.3% **

EST Speaker or event

10:30 Michelle Bowman Speaks to Community Bankers

12:00 Loretta Mester Speaks on Economic and Policy Outlook President of the Federal Reserve Bank of Cleveland

Member of the Board of Governors

Economic Releases

Fed Speakers or Events

District or position

 
 

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. 

 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Money Stock M2 y/y Jan 3.6% 3.7% 3.6% ** Equity and bond neutral

Money Stock M3 y/y Jan 3.3% 3.4% 3.3% ** Equity and bond neutral

Machine Tool Orders y/y Jan 61.4% 40.6% ** Equity and bond neutral

Australia Westpac Consumer Conf Index m/m Feb 100.8 102.2 ** Equity and bond neutral

Westpac Consumer Conf SA m/m Feb -1.3% -2.0% ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Jan -0.5% -0.6% ** Equity and bond neutral

EUROPE

Germany Trade Balance m/m Dec 7.0b 12.0b 11.0b ** Equity bearish, bond bullish

Current Account Balance m/m Dec 23.9b 18.9b 20.0b ** Equity bullish, bond bearish

Italy Industrial Production m/m Dec -1.0% 1.9% -0.7% ** Equity bearish, bond bullish

AMERICAS

Mexico Formal Job Creation Total m/m Jan 142.3k -312.9k ** Equity bullish, bond bearish

Brazil FGV CPI IPC-S w/w 7-Feb 0.49% 0.49% 0.54% *** 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. 

 



 

 

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

www.confluenceinvestment.com 

 6 

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. 

 
Price Prior Change Explanation

Brent $90.34 $90.78 -0.48%

WTI $88.89 $89.36 -0.53%  

Natural Gas $4.15 $4.25 -2.24%  

Crack Spread $23.41 $23.47 -0.29%

12-mo Strip Crack $23.05 $23.16 -0.46%

Ethanol Rack $2.15 $2.15 0.00%

Gold $1,826.30 $1,825.92 0.02%

Silver $23.21 $23.19 0.10%

Copper contract $445.40 $446.10 -0.16%

Corn contract $635.50 $632.25 0.51%

Wheat contract $772.25 $778.75 -0.83%

Soybeans contract $1,579.00 $1,569.00 0.64%

Baltic Dry Freight 1,503            1,422            81

Actual Expected Difference

Crude (mb) 1.4

Gasoline (mb) 1.5

Distillates (mb) -1.5

Refinery run rates (%) -0.40%

Natural gas (bcf) -223.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 day forecast currently calls for warm-to-normal temperatures for most of the country, 

with cooler-than-normal temperatures in the eastern third.  Meanwhile, the 8-14 day forecast 

calls cooler-than-normal temperatures for the Southwest and the Northern Great Lakes and 

warm-to-normal temperatures for the rest of the country. Additionally, wetter-than-normal 

conditions are expected for most of the country, with dry conditions expected for most of the 

Pacific.  
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Data Section 
 

U.S. Equity Markets – (as of 2/8/2022 close) 
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Materials
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S&P 500
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Energy

Real Estate

Communication Services

Utilities
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Healthcare
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Materials
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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 2/8/2022 close) 

 

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

Small Cap

Growth

Real Estate

Mid Cap

Large Cap

US Corporate Bond

US High Yield

Foreign Developed ($)

US Government Bond

Foreign Developed (local currency)

Value

Emerging Markets (local currency)

Emerging Markets ($)

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 

 

February 3, 2022 
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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. 


