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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 15, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently up 1.6% from its prior close. In Asia, the MSCI Asia Apex 

50 closed down 0.3%. Chinese markets were higher, with the Shanghai Composite up 0.5% from 

its prior close and the Shenzhen Composite up 1.4%. U.S. equity index futures are signaling a 

higher open. With 362 companies having reported, the S&P 500 Q4 2021 earnings stand at 

$54.60, higher than the $52.34 forecast for the quarter. The forecast reflects a 21.7% increase 

from Q4 2020 earnings. Thus far this quarter, 75.7% 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 (2/14/2022) (with associated podcast): “Ukraine: Key 

Questions” 

• 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) 

 

Today’s Comment begins with tantalizing news that Russia may be pulling back its military 

forces from the Ukrainian border, although it’s important to stress that the move is not 

confirmed, and anything can still happen.  Given that our discussion of the Russia-Ukraine crisis 

is quite detailed, we next cover only the most significant developments in the U.S. and abroad.  

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

 

Russia-Ukraine:  In a potential sign that President Putin is backing down from his threatening 

stance toward Ukraine, a spokesman for the Russian Ministry of Defense said units from the 

country’s southern and western military districts have completed their “training exercises” and 

have begun returning to their bases.  Of course, there can be no assurance that the statement is 

true.  It could easily be a ruse to get the U.S. and its NATO allies to let their guard down while 

Putin proceeds with an attack.  Besides, the statement came as German Chancellor Scholz was 
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about to meet Putin in an effort to defuse the crisis.  The announcement could simply be aimed at 

weakening German resolve in resisting Putin’s designs on Ukraine.  The Ukrainian government 

has already expressed skepticism that Russia is really pulling back, and NATO General Secretary 

Stoltenberg has said the alliance has still not seen any concrete evidence of a Russian stand 

down.  It may well take several days before commercial and government imagery or other 

intelligence confirms a Russian move to de-escalate the situation.  Until then, we can only be 

cautiously optimistic. 

• There have been tantalizing hints that President Putin was setting the stage to back away 

from a confrontation; we think this is more likely the scenario. 

o Russian television often airs footage of highly choreographed meetings between 

Putin and his advisors to portray Putin as a tough leader in total control of his 

government or present the case for a policy initiative.  In one such meeting 

broadcast yesterday, Russian Foreign Minister Lavrov tells Putin that the West is 

ignoring the Kremlin’s core security demands but that Moscow should continue 

negotiations.  In reply, Putin says “Good,” raising hopes he may be signaling a 

desire to avoid war. 

o Kremlin spokesman Peskov yesterday said that if the Ukrainian government 

formally abandoned its 2008 application for membership in NATO, it would help 

address Russia’s security concerns.  Some Ukrainian officials have floated that 

possibility as a way to diffuse the crisis, but Zelensky said in his press conference 

with Scholz that he wouldn’t abandon Ukraine’s effort to join the alliance. 

• All the same, the Russian statement is at odds with the country’s continued military 

buildup near the Ukrainian border.  U.S. officials say Russia has now boosted its military 

forces near Ukraine to 105 battalion tactical groups, up from 83 units earlier this month.  

In addition, the military has moved about 500 combat aircraft within range of the country 

and has 40 combat ships in the Black Sea. 

o Meanwhile, the Russian Duma today will begin considering two bills recognizing 

the independence of Ukraine’s breakaway Russian-dominated provinces of 

Donetsk and Luhansk.  If approved, either bill could provide a pretext for Russia 

to cross into Ukraine, ostensibly at the invitation of Donetsk or Luhansk in order 

to protect ethnic Russians living in those regions. 

o These developments would be consistent with intelligence reports suggesting this 

Wednesday is a potential target date for a Russian invasion. 

• If a Russian military pullback is confirmed, it would probably have a significant impact 

on the financial markets.  Already today, equity values are rebounding, while gold and 

crude oil prices are sliding.  Bonds are selling off, boosting yields again.  There could 

also be broader geopolitical implications: 

o A Russian pullback would offer tantalizing clues regarding what can be 

accomplished with reinvigorated U.S. leadership and global engagement.  As 

we’ve noted before, the U.S., and the Biden administration in particular, knows 

how to do great-power politics.  Success in diffusing the Russia-Ukraine crisis 

and utilizing its new information-warfare skills would likely burnish U.S. prestige 

and repair some of its influence worldwide. 

https://www.wsj.com/articles/russia-says-some-troops-pulling-back-from-ukraine-border-but-exercises-continue-11644920006?mod=hp_lead_pos1
https://www.rferl.org/a/ukraine-stoltenberg-russian-troop-pullback/31704714.html
https://www.rferl.org/a/ukraine-stoltenberg-russian-troop-pullback/31704714.html
https://www.wsj.com/articles/west-steps-up-diplomatic-efforts-to-avert-russian-attack-on-ukraine-11644841979?mod=hp_lead_pos1
https://www.wsj.com/articles/west-steps-up-diplomatic-efforts-to-avert-russian-attack-on-ukraine-11644841979?mod=hp_lead_pos1
https://www.wsj.com/articles/russias-parliament-to-weigh-recognition-of-breakaway-ukraine-regions-11644868385
https://www.wsj.com/articles/russias-parliament-to-weigh-recognition-of-breakaway-ukraine-regions-11644868385
https://www.wsj.com/articles/russias-parliament-to-weigh-recognition-of-breakaway-ukraine-regions-11644868385
https://www.ft.com/content/1d8ee52b-f596-44d3-a87b-924c9c70f38f
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▪ In one example, the U.S. would likely pressure its NATO allies to invest 

more in their own defense so they can be better prepared to stand up to 

Russia in the future.  Indeed, after feeling the hot breath of the Russian 

bear on their necks, NATO countries may well be incentivized to boost 

their defense efforts in any case.  The Polish government has even started 

to ease some of its tensions with the European Union. 

▪ U.S. officials have said that their firm stance against Russia aims, in part, 

to signal that the U.S. and its Indo-Pacific allies would take a strong stance 

in protecting Taiwan from Chinese aggression. 

o Of course, diffusing the Russia-Ukraine crisis would also be a domestic political 

win for Biden, as it could help people forget about the chaotic U.S. withdrawal 

from Afghanistan last year.  With the administration seemingly unable or 

uninterested in bringing down inflation, it would probably be happy to try to turn 

their attention to foreign policy wins ahead of this fall’s mid-term elections. 

 

U.S. Financial System:  The Federal Reserve Board, Federal Deposit Insurance Corp., and the 

Office of the Comptroller of the Currency yesterday issued a report that flagged mounting 

vulnerabilities across a number of sectors hardest hit by the coronavirus pandemic, including 

commercial real estate. 

• The report shows that excessive borrowing and declining creditworthiness remained a 

problem in 2021. 

• The fragility mentioned in the report is a key reason we think the Fed won’t be able to 

hike interest rates this year as fast or as far as investors currently expect.  With the 

fragilities that have built up in some financial sectors during the Fed’s slow pivot away 

from loose monetary policy, it will probably only take a few rate hikes and reduced asset 

purchases to expose problems and force the Fed to retreat. 

 

United States-Mexico:  The U.S. has suspended essentially all imports of Mexican avocados 

until further notice after a threatening message was sent to a U.S. plant safety inspector working 

in the state of Michoacan, a center of drug-cartel activity.  If the import cut-off lasts too long, it 

would likely cause a spike in avocado prices and further feed into investor concerns about 

inflation and interest-rate hikes. 

 

Canada:  A day after police cleared truckers blocking the Ambassador Bridge linking Detroit to 

Windsor, Ontario, Prime Minister Trudeau yesterday took the rare step of declaring a national 

public order emergency to end the truckers’ anti-vaccine protests in the capital city of Ottawa. 

• Invocation of the Emergencies Act confers enormous, if temporary, power on the federal 

government, including the ability to freeze the protestors’ bank accounts. 

• Although the protests have proven quite disruptive in Ottawa and at U.S.-Canadian 

border crossings, the government’s disciplined, measured approach so far has contained 

the situation.  The clearance of the Ambassador Bridge suggests the government will 

soon get control of the situation.  If so, its actions could serve as a template for 

governments struggling to contain potentially violent populist protests. 

https://www.ft.com/content/c408c7bd-466a-496b-9889-9f83cc85e813
https://www.ft.com/content/8447f51f-df45-4490-a2e8-de0f6894c847
https://www.ft.com/content/8447f51f-df45-4490-a2e8-de0f6894c847
https://www.wsj.com/articles/japan-calls-for-tough-response-on-ukraine-saying-china-is-watching-11644923764
https://www.wsj.com/articles/japan-calls-for-tough-response-on-ukraine-saying-china-is-watching-11644923764
https://www.ft.com/content/e640520a-a806-4fa7-a49f-e9c84252d177
https://www.ft.com/content/e640520a-a806-4fa7-a49f-e9c84252d177
https://www.wsj.com/articles/behind-the-feds-slow-pivot-to-tackling-inflation-11644930180?mod=hp_lead_pos10
https://www.wsj.com/articles/behind-the-feds-slow-pivot-to-tackling-inflation-11644930180?mod=hp_lead_pos10
https://www.axios.com/us-mexico-avocado-import-7acff0cd-39ec-4b9b-9d2c-70de56abb832.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioscloser&stream=top
https://www.nytimes.com/2022/02/14/world/americas/justin-trudeau-emergencies-act-canada.html
https://www.nytimes.com/2022/02/14/world/americas/justin-trudeau-emergencies-act-canada.html
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Japan:  Fourth-quarter gross domestic product (GDP) rebounded to grow by a seasonally 

adjusted 1.3%, equal to an annualized rate of 5.4%.  That was more than enough to offset the 

decline in the previous quarter, and it meant the economy avoided slipping into recession.  Given 

the size of Japan’s economy, the return to growth could signal momentum in the broader global 

economy at the end of last year, which would be positive for equities. 

 

COVID-19:  Official data show confirmed cases have risen to  413,746,208 worldwide, with 

5,827,947 deaths.  In the U.S., confirmed cases rose to 77,919,052, with 922,473 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 213,962,983, equal to 64.4% of the total 

population. 

 

• In the U.S., data continues to suggest 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 89,158 yesterday, down some 36% from just two weeks ago. 

• French liquor firm Pernod Ricard (PRNDY, 42.91) has asked its top executives in Hong 

Kong to temporarily relocate as the municipal government’s zero-COVID policies 

become increasingly onerous. 

• In Japan, the situation is looking better than in Hong Kong.  The government is starting to 

see a decline in daily new COVID-19 cases—a major relief after infections rose 

exponentially in the past month—but experts say it’s still too early for people to let their 

guard down, especially since past waves have shown that critical cases and deaths 

continue to rise well after daily cases peak. 

 

U.S. Economic Releases  

 

Producer inflation came in “hot,” exceeding expectations.  The monthly change in January PPI 

came in at 1.0% compared to expectations of 0.5%.  The monthly core rate, which excludes food 

and energy, rose 0.8% compared to forecasts of 0.5%.  Compared to last year, PPI is up 9.7% 

versus expectations of 9.1%, with the core rate up 8.3% compared to a forecast rise of 7.9%. 

 

https://www.wsj.com/articles/japans-economy-recovers-in-fourth-quarter-11644883463
https://www.wsj.com/articles/japans-economy-recovers-in-fourth-quarter-11644883463
https://www.nytimes.com/live/2022/02/15/world/covid-19-tests-cases-vaccine
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.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
https://www.ft.com/content/b3e6a001-96b0-423f-9ab2-176a3bdc69b3
https://www.ft.com/content/b3e6a001-96b0-423f-9ab2-176a3bdc69b3
https://www.japantimes.co.jp/news/2022/02/15/national/national-cases-decline-deaths-rise/
https://www.japantimes.co.jp/news/2022/02/15/national/national-cases-decline-deaths-rise/
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The BLS reconstituted the PPI recently, adding services to final demand.  The new index better 

reflects price pressure but has a short history.  To offer some perspective, we have included the 

older price index, shown in blue above.  The current reading from the old index shows prices 

haven’t been this high since the early 1980s.   

 

Below is the same chart, using core PPI. 

 

 
 

Consumer energy prices are at levels last seen during the Gulf War. 
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Although we expect inflation to cool later this year due to base effects alone, there is an 

increasing risk that the solution to inflation requires a recession.  For a good discussion of 

inflation and Fed policy, we recommend the latest Odd Lots podcast, with guest Tim Duy, a 

long-time Fed watcher.   

 

The Empire State Manufacturing Index for February came in at 3.1 compared to expectations of 

12.0.  In January, the index was -0.7.  The prices received jumped to a record of 54.1, up 17 

points.   
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https://podcasts.apple.com/us/podcast/tim-duy-on-the-huge-challenge-the-fed-now-has-in-2022/id1056200096?i=1000551012432
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The table below lists the economic releases and/or Fed events scheduled for the rest of today. 

 

EST Indicator Expected Prior Rating

16:00 Net Long-term TIC Flows m/m Nov 137.4 bn ***

16:00 Total Net TIC Flows m/m Nov $223.9b **

EST Speaker or Event

10:00 Neel Kashkari Discusses Programs to Target AAPI Communities President of the Federal Reserve Bank of Minneapolis

13:00 Fed Minutes 

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. 

 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan GDP Annualized q/q 1Q 5.4% -3.6% 6.0% *** Equity and bond neutral

GDP Deflator q/q 1Q -1.3% -1.3% -1.2% ** Equity and bond neutral

Industrial production y/y Dec 2.7% 2.7% Equity and bond neutral

India Trade Deficit m/m Jan $17.4 bn $21.7 bn $17.9 bn ** Equity and bond neutral

EUROPE

Eurozone ZEW survey m/m Feb 48.6 49.4 * Equity and bond neutral

Trade Balance m/m Dec €-9.7 bn €-1.3 bn €-4.7 bn ** Equity bullish, bond bearish

Employment y/y 4Q 2.1% 2.1% ** Equity and bond neutral

GDP y/y 4Q P 4.6% 4.6% 4.6% *** Equity and bond neutral

Germany ZEW survey m/m Feb 54.3 51.7 55.0 *** Equity and bond neutral

UK Claimant Count rate m/m Jan 4.6% 4.7% *** Equity and bond neutral

Unemployment rate m/m Dec 4.1% 4.1% 4.1% *** Equity and bond neutral

AMERICAS

Canada Housing starts m/m Jan 230.8k 236.1k 245.0k *** 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. 
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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 51 39 12 Up

3-mo T-bill yield (bps) 37 40 -3 Neutral

TED spread (bps) 14 0 14 Neutral

U.S. Libor/OIS spread (bps) 41 40 1 Down

10-yr T-note (%) 2.03 1.99 0.04 Up

Euribor/OIS spread (bps) -52 -52 0 Neutral

Currencies Direction

Dollar down Neutral

Euro Down Up

Yen up Neutral

Pound down Up

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 $93.57 $96.48 -3.02% Optimism over Ukraine

WTI $92.27 $95.46 -3.34%  

Natural Gas $4.37 $4.20 4.05%  

Crack Spread $23.46 $23.72 -1.13%

12-mo strip crack $24.02 $24.22 -0.85%

Ethanol rack $2.27 $2.27 0.10%

Gold $1,849.14 $1,871.18 -1.18% Optimism over Ukraine

Silver $23.29 $23.84 -2.30%

Copper contract $454.00 $450.80 0.71%

Corn contract $646.25 $655.25 -1.37%

Wheat contract $789.75 $805.50 -1.96%

Soybeans contract $1,559.00 $1,574.00 -0.95%

Baltic Dry Freight 1,984            1,977            7

Actual Expected Difference

Crude (mb) -1.9

Gasoline (mb) 0.3

Distillates (mb) -1.5

Refinery run rates (%) -0.2%

Natural gas (bcf) -189.0

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts call for the eastern half of the nation to be much warmer 

than normal, with the western half seeing below normal temps.  The forecasts call for wetter-

than-normal conditions throughout most of the country, with dry conditions expected along the 

West Coast.  
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Data Section 
 

U.S. Equity Markets – (as of 2/14/2022 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 2/14/2022 close) 

 

 
 
 

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. 


