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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 10, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently up 0.3% from its prior close. In Asia, the MSCI Asia Apex 

50 closed up 1.0%. Chinese markets were mixed, with the Shanghai Composite up 0.2% from its 

prior close and the Shenzhen Composite down 0.6%. U.S. equity index futures are signaling a 

lower open. With 326 companies having reported, the S&P 500 Q4 2021 earnings stand at 

$54.50, 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 19.3% 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 (2/10/2022): Oil prices have retreated from recent highs in 

hopes of a return to the 2015 nuclear deal with Iran.  

• 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) 

 

Good morning! Today's report begins with an update on the Russia-Ukraine conflict. Up next, in 

the U.S. economics and policy section, we discuss the Canadian trucker protest and a few other 

stories. We then review central bank news, and we end with our pandemic coverage. 

Russia-Ukraine: The situation in Ukraine remains fluid. On Thursday, Russia and Belarus 

began one of their largest joint military drills since the Cold War.  In Ukraine, troops have 

started drills using armed drones and antitank weapons provided by NATO and the U.S. 

Although Russia adamantly denies it is preparing to invade Ukraine unprovoked, the two sides 

appear to be getting ready for conflict. Additionally, leaders from the West are preparing for a 

response in case of a Russian invasion, even as they explore a path to de-escalation. British 

Prime Minister Boris Johnson has urged solidarity with NATO allies, as he plans to travel to 
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Warsaw and NATO headquarters in Brussels. The U.K. sent 350 troops to Poland on Monday as 

a sign it is ready to defend Poland in the event of Russian aggression. Meanwhile, British 

Foreign Secretary Liz Truss traveled to Moscow to share the U.K.’s concerns about Russia’s 

actions along the Ukraine border to her Russian counter. In a speech, she warned that an invasion 

would lead to a severe response from the U.K. In response, Russia’s Foreign Minister, Sergei 

Lavrov, stated his country would not be cowed by threats made by the West.  

Russia's continued interaction with Western leaders and diplomats is possibly a sign that it does 

not intend to invade Ukraine imminently. We suspect Russia is trying to see what concessions it 

can get from the U.S. and NATO before deciding to invade Ukraine or withdraw its troops from 

the border. Russia would like a commitment from NATO that it will not admit Ukraine into the 

alliance, but we suspect Russia may be satisfied if Ukraine granted the regions Donetsk and 

Luhansk more autonomy. This will allow Russia to maintain its influence in those regions and 

Ukraine to retain its territorial integrity. We assume both Ukraine and Russia will push for a 

resolution before local elections in two major cities in Donetsk take place on March 27.  As the 

situation continues, some countries are already preparing for possible energy supply disruption. 

South Korea announced on Wednesday that it is prepared to release its strategic oil reserves in 

the event of a conflict. At this time, we suspect cooler heads will prevail, which should be 

bearish for commodity prices.  

Economics and policy:  

 

● Iran nuclear talks appear to be entering their final stages, according to the U.S. State 

Department. The two sides began discussions this week, and negotiations have reportedly 

been successful. The major obstacle in securing a deal is convincing Iran to revert to the 

curbs established in the 2015 agreement. If an agreement is reached, Iran would be able 

to sell its crude oil in the global market, and this should put downward pressure on oil 

prices.  

● The trucker protests at the Ambassador Bridge over vaccine mandates have started to 

impact the economies of both the U.S. and Canada. The blockade has forced a Ford (F, 

$18.35) engine factory in Chicago to go idle. The bridge carries 25% of all trade between 

Canada and the U.S., this will likely make it harder for firms to receive needed materials. 

Officials from both the U.S. and Canada have warned the protests would exacerbate the 

ongoing supply chain bottlenecks.   

● The world’s largest assembler of iPhones, Hon Hai, stated the supply shortages are 

showing signs of easing. This is promising news for the global economy, as it signals 

factories will eventually start operating at full capacity. 

 

Central bank news:   

● Susan M. Collins was chosen to replace Eric S. Rosengren at the Federal Reserve Bank 

of Boston. She will be the first woman of color to take over one of the central bank’s 12 

districts. Currently, Collins is provost and executive vice president for academic affairs at 
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the University of Michigan.  The new president will have a voting role on the FOMC 

committee this year. She has stated that she is committed to maintaining the Fed’s 

inflation and employment mandates.  

● The Bank of Japan has offered to buy unlimited quantities of government debt next week 

to head off investors who are testing the central bank’s commitment to yield curve 

control. In Japan, a sudden pick-up in inflation has led traders to speculate that the BOJ 

could begin to tighten monetary policy. The move by the BOJ suggests it is committed to 

ensuring its 10-year yield does not rise above the 0.25% level.  

● The Reserve Bank of Australia ended its quantitative easing program on Thursday. The 

central bank’s balance sheet tripled under the program to about A$650 billion. Following 

the end of quantitative easing, the bank has not indicated what it would do with its 

purchases. Governor Philip Lowe stated the RBA would decide in May whether it would 

reinvest the proceeds of maturing bonds. There is no expectation the RBA will run off its 

balance anytime soon. Its first notable bond maturity isn’t until April 2023.   

 

COVID-19:  The number of reported cases is 403,909,435, with 5,779,881 fatalities.  In the 

U.S., there are 77,267,876 confirmed cases, with 912,257 deaths.  For illustration purposes, the 

FT has created an interactive chart that allows one to compare cases across nations using similar 

scaling metrics.  The CDC reports that 673,608,245 doses of the vaccine have been distributed 

with 544,772,697 doses injected.  The number receiving at least one dose is 251,467,303, while 

the number of second doses is 213,246,140, and the number who have received the third dose, 

granting the highest level of immunity, is 90,533,404. The FT has a page on global vaccine 

distribution.   

● The U.S. government is expected to authorize COVID-19 shots for kids under the age of 

five. The Centers for Disease Control and Prevention is on track to authorize the Pfizer 

(PFE, $51.47) vaccines for children 2-4 years of age.  After the vaccine is approved, the 

government plans to deliver the doses by February 21.  

● The country is heading out of the “full-blown” pandemic, according to Chief Medical 

Officer Anthony Fauci. In an interview with the Financial Times, Fauci stated that the 

country could end all pandemic-related restrictions in the coming months, including mask 

mandates. 

U.S. Economic Releases  

 

In today’s key economic report, the January Consumer Price Index (CPI) rose by a seasonally 

adjusted 0.6%, worse than the expected increase of 0.4% but equal to the rise in December.  The 

headline CPI is often driven by its volatile food and energy components but not this time. 

Excluding food and energy, the January Core CPI also rose 0.6%, a bit worse than its expected 

gain of 0.5% but matching its gain in the prior month.  Because of the current inflation panic, a 

lot of focus will be on the year-over-year changes, and from that perspective, the report was 

discouraging.  Compared with the same month one year earlier, the overall CPI was up 7.5%, 

and the Core CPI was up 6.0%, in each case marking their biggest annual rise since 1982.  The 

https://www.ft.com/content/253df366-707b-4a45-8eb4-f245e08fa370
https://finance.yahoo.com/news/australia-end-qe-murky-future-180000727.html
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
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https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.reuters.com/world/us/us-plans-roll-out-covid-19-shots-children-under-5-years-february-2022-02-09/
https://www.reuters.com/world/us/us-plans-roll-out-covid-19-shots-children-under-5-years-february-2022-02-09/
https://www.ft.com/content/3800e619-3404-4e57-a9eb-dab311405c2a
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chart below shows the year-over-year change in the CPI and Core CPI over the last several 

decades. 

 

 
 

Separately, initial applications for unemployment benefits in the week ended February 5 fell to a 

seasonally adjusted 223K, better than both the expected level of 230K and the prior week’s 

revised reading of 239K.  The four-week moving average of initial jobless claims, which helps 

smooth out some of the volatility in the series, fell for the first time since late December to 

253.25K.  Continuing jobless claims in the week ended January 29 held steady at 1.621M 

compared with the anticipated decline to 1.615M.  The chart below shows how initial jobless 

claims have fluctuated since just before the prior recession. 

 

 
 

The chart above is truncated because of the enormous jump in initial claims at the beginning of 

the coronavirus pandemic.  To avoid that problem and provide greater detail on the most recent 



 

 

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

www.confluenceinvestment.com 

 5 

trends, the chart below shows how initial jobless claims have fluctuated just since the beginning 

of 2021. 

 

 
 

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

 

EST Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Jan $23.0b -$162.8b **

EST Speaker or Event

12:00 Thomas Barkin Discusses Policy Amid Pandemic Uncertainty President of the Federal Reserve Bank of Richmond

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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI y/y Jan 8.6% 8.7% 8.2% *** Equity and bond neutral

Japan Buying Foreign Bonds w/w 4-Feb ¥72.9b -¥555.2b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 4-Feb ¥264.5b ¥690.7b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 4-Feb ¥287.7b ¥561.8b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 4-Feb -¥234.4b -¥120.9b * Equity and bond neutral

South Korea BoP Current Account Balance m/m Dec $6062.0m $6820.7m ** Equity and bond neutral

China New Yuan Loans m/m Jan 3980.0b 1131.8b 3700.0b ** Equity bullish, bond bearish

Money Supply M0 y/y Jan 18.5% 7.7% 12.0% * Equity and bond neutral

Money Supply M1 y/y Jan -1.9% 3.5% 3.2% * Equity and bond neutral

Money Supply M2 y/y Jan 9.8% 9.0% 9.2% *** Equity bullish, bond bearish

EUROPE

France Bank of France Industrial Sentiment Index m/m Jan 106.0 107.0 109.0 * Equity bearish, bond bullish

Russia Gold and Forex Reserves m/m 4-Feb 634.9b 634.1b *** Equity and bond neutral

AMERICAS

Brazil IBGE Services Volume y/y Dec 10.4% 10.2% 9.1% * Equity bullish, bond bearish  
 

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) 37 36 1 Down

3-mo T-bill yield (bps) 26 28 -2 Neutral

TED spread (bps) 10 9 1 Neutral

U.S. Libor/OIS spread (bps) 34 31 3 Down

10-yr T-note (%) 1.93 1.94 -0.01 Down

Euribor/OIS spread (bps) -52 -54 2 Neutral

Currencies Direction

dollar Flat Neutral

euro Flat Up

yen Down Neutral

pound Up Neutral

franc Flat Neutral

Central Bank Action Current Prior Expected

RBI Repurchase Rate 4.000% 4.000% 4.000% On forecast

RBI Reverse Repo Rate 3.350% 3.350% 3.550% Below Forecast

RBI Cash Reserve Ratio 4.000% 4.000% 4.000% On forecast  
 

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 $92.29 $91.55 0.81%

WTI $90.57 $89.66 1.01%  

Natural Gas $3.96 $4.01 -1.30%  

Crack Spread $24.21 $24.05 0.67%

12-mo strip crack $23.56 $23.58 -0.08%

Ethanol rack $2.19 $2.18 0.49%

Gold $1,830.82 $1,833.36 -0.14%

Silver $23.33 $23.31 0.07%

Copper contract $465.75 $460.25 1.20%

Corn contract $653.00 $646.00 1.08%

Wheat contract $796.25 $785.00 1.43%

Soybeans contract $1,621.50 $1,594.75 1.68%

Baltic Dry Freight 1,711            1,503            208

Actual Expected Difference

Crude (mb) -4.8 1.4 -6.1

Gasoline (mb) -1.6 1.5 -3.1

Distillates (mb) -0.9 -1.5 0.6

Refinery run rates (%) 1.50% -0.40% 1.90%

Natural gas (bcf) -223.0

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures along the 

West Coast and throughout the Great Plains, with cooler-than-normal temperatures in the 

Northeast.  The forecasts call for wetter-than-normal conditions throughout the Great Plains and 

the Mississippi Valley, with dry conditions expected along the West Coast.  
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Data Section 
 

U.S. Equity Markets – (as of 2/9/2022 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 2/9/2022 close) 

 

-10% -5% 0% 5% 10% 15%

Real Estate

Growth

Small Cap

US Corporate Bond

Mid Cap

Large Cap

US Government Bond

US High Yield

Foreign Developed ($)

Foreign Developed (local currency)

Cash

Value

Emerging Markets (local currency)

Emerging Markets ($)

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 10, 2022 
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P/E as of 2/9/2022 = 21.8x

 
 

 

Based on our methodology,1 the current P/E is 21.8x, down 0.4x from last week.  The decline in 

the multiple is due to stronger earnings.  
 

 

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. 


