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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 17, 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 up 0.4%. Chinese markets were higher, with the Shanghai Composite up 0.1% from its 

prior close and the Shenzhen Composite up 0.2%. U.S. equity index futures are signaling a lower 

open. With 380 companies having reported, the S&P 500 Q4 2021 earnings stand at $54.70, 

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 19.6% 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 (2/14/2022) (with associated podcast): “Ukraine: Key 

Questions” 

• Weekly Energy Update (2/17/2022): Oil prices remain elevated despite continued 

sales from the SPR.  

• 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) 

 

Once again, we open the Comment with the latest developments in the Russia-Ukraine crisis.  As 

we warned earlier in the week, it increasingly looks like Russia was lying when it said it was 

starting to pull back its troops.  Just as important, there has been a spike in artillery fire from the 

Russia-backed separatists in eastern Ukraine, which has the potential to spark an invasion.  

Following that discussion, we examine the minutes of last month’s Federal Reserve meeting on 

monetary policy.  We then review some other U.S. and international news that could potentially 

move the markets today.  We end with the latest on the coronavirus pandemic. 

 

Russia-Ukraine:  Despite the Russian government’s statements this week that it has withdrawn 

some of its troops from their menacing positions near the Ukrainian border, U.S. and NATO 

officials say those assertions were false.  In fact, they say the latest intelligence actually shows a 

continuing net buildup of forces.  That assessment is also being echoed by private satellite 
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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.ft.com/content/270d92d3-ac5d-49bc-a90b-2810e8f19ee2
https://www.wsj.com/articles/russia-says-troops-withdraw-from-crimea-but-u-s-warns-ukraine-invasion-still-possible-11645007072?mod=hp_lead_pos1
https://www.wsj.com/articles/russia-says-troops-withdraw-from-crimea-but-u-s-warns-ukraine-invasion-still-possible-11645007072?mod=hp_lead_pos1
https://www.defenseone.com/threats/2022/02/satellite-images-and-experts-challenge-russian-withdrawal-claims/362045/
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imagery firms and experts.  Meanwhile, the Ukrainian army this morning said Russian forces 

controlling the breakaway far eastern regions of Ukraine shelled a kindergarten in a Kyiv-

controlled area, injuring two civilians. It later said the shelling was happening in more than 20 

separate locations in what may be an effort to provoke a Ukrainian response that could justify a 

full-scale invasion.  Finally, press reports say senior Chinese leaders, including President Xi, are 

struggling to decide how and how much to support Russia in the crisis without damaging their 

own interests. 

• Even though President Xi has expressed support for President Putin’s demand that NATO 

pull back from Russian borders, deeper support or helping Russia evade any resulting 

sanctions would fly in the face of China’s traditional insistence that one country can’t 

invade or interfere with another country’s internal affairs. 

o Chinese leaders also fear that closely aligning China with Russia on European 

security issues would risk alienating Europe more and pushing countries on the 

continent further into the orbit of the U.S. 

o At the most basic level, the Chinese want to protect their own economic and 

security interests in regions that could be under threat from the Kremlin. Notably, 

Ukraine is a member of Xi’s signature Belt and Road Initiative, the vast 

infrastructure lending and construction program designed to put China at the heart 

of trade from Southeast Asia to Europe. 

• Out of deference to Xi and the Chinese, Putin may now hold off on attacking Ukraine 

until the Beijing Winter Olympics conclude this weekend, which was the original 

assumption of many observers, including ourselves.  In the meantime, the lack of 

evidence that Russia is de-escalating and incidents like the shelling in eastern Ukraine 

mean the financial markets are likely to get dicey again.  We’re already seeing some 

evidence of that today, with equity futures pulling back modestly, safe-haven Treasury 

obligations and gold being bid up, and the Russian ruble trading down.  

 

U.S. Monetary Policy:  In the minutes from last month’s FOMC meeting, released yesterday, 

Fed officials gave no indication that they would hike their benchmark fed funds interest rate by 

50 basis points next month, as some investors have started to fear and as St. Louis FRB President 

Bullard suggested on Monday.  The omission helped salvage what had been a decidedly down 

day for the financial markets, allowing equities to close essentially flat.  All the same, we caught 

numerous hawkish elements to the minutes that investors may start to focus on in the coming 

days. 

• When it comes to the size of the Fed’s balance sheet, investors have focused much more 

on the pace at which the policymakers will slow and end their asset purchases.  Less 

attention has been paid to the prospects that the Fed will actively sell off assets.  The 

minutes indicate that at least some FOMC members felt that the Fed’s balance sheet has 

become so large that “a significant reduction in the size of the balance sheet would likely 

be appropriate.” 

o Although the Fed’s main monetary policy tool is the fed funds rate, a rapid selloff 

of the Fed’s bond portfolio could be disruptive to the financial markets.  

https://www.defenseone.com/threats/2022/02/satellite-images-and-experts-challenge-russian-withdrawal-claims/362045/
https://www.ft.com/content/0f5d1ece-11af-4ada-a8b3-5d8d499be09a
https://www.ft.com/content/0f5d1ece-11af-4ada-a8b3-5d8d499be09a
https://www.wsj.com/articles/beijing-weighs-how-far-to-go-in-backing-putin-on-ukraine-11645050771?mod=hp_lead_pos2
https://www.wsj.com/articles/beijing-weighs-how-far-to-go-in-backing-putin-on-ukraine-11645050771?mod=hp_lead_pos2
https://www.wsj.com/articles/beijing-weighs-how-far-to-go-in-backing-putin-on-ukraine-11645050771?mod=hp_lead_pos2
https://www.wsj.com/articles/fed-eyes-potential-for-faster-rate-increases-to-ease-inflation-11645038761?mod=hp_lead_pos3
https://www.wsj.com/articles/fed-eyes-potential-for-faster-rate-increases-to-ease-inflation-11645038761?mod=hp_lead_pos3
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o Even if the Fed reduced its overall portfolio gradually, the minutes add to market 

speculation that it may run down or sell off its mortgage-backed securities more 

rapidly, potentially disrupting residential mortgage markets.  

• When it comes to the FOMC members’ assessments of the economy and thoughts on the 

fed funds rate, the minutes provided an updated view of the current balance between 

hawks and doves.  In general, the participants noted the strong momentum in U.S. 

economic growth and the recent surge in inflation, which “many” appeared to tag on the 

tightening labor market.  In contrast, the minutes say only “a couple” of members still felt 

there was slack in the labor market.  Similarly, only “a few” members thought 

longstanding structural factors like demographics and technological innovation would 

eventually bring inflation back down to the low levels seen before the pandemic. 

• Overall, the minutes point to an FOMC that might have an itchy trigger finger.  Although 

the minutes don’t specifically point to any discussion about a 50-basis point hike in the 

fed funds rate, it is probably on some members’ minds.  The minutes certainly point to a 

period in which the policymakers hike interest rates at each and every meeting, 

essentially every six weeks.  As that possibility hits home with investors, there will be a 

continuing risk of market volatility going forward, even if the Russia-Ukraine crisis is 

resolved peacefully. 

 

U.S. Inflation and Growth:  While it’s a bit technical, this Financial Times opinion piece 

argues that corporate capital investment in the U.S. has recently been much higher than official 

figures suggest.  If true, the increased productive capacity would promise to help bring down 

inflation, boost economic growth, and increase corporate profits in the coming years. 

 

U.S. Energy Industry:  Amid weak deliveries of natural gas from Russia to Europe and a 

resulting spike in prices that drew in U.S. shipments, the U.S. has surpassed Qatar as the biggest 

LNG exporter in the world for the first time. In the following month, the U.S. supplied almost 

half of the record 11.7 million metric tons of LNG delivered into Europe.  The data underline the 

current strong operating environment for many energy firms, despite dimmer future prospects as 

world energy policies discourage fossil fuels. 

 

China:  Dozens of bidding and procurement documents seen by the Financial Times indicate 

China has spent almost double its budget for the Beijing Winter Olympics.  The Chinese 

government has been secretive about the true cost of the games, but the documents show it has 

already spent about $8.8 billion on them in an effort to project China’s power and success. 

 

France-Mali:  France and its European and West African allies have announced they will shift 

the focus of their anti-terrorism campaign in Africa eastward to Niger and south to the Gulf of 

Guinea after being pushed out of Mali by an uncooperative military junta.  The move marks a 

setback in the effort to keep al-Qaeda and ISIS on the run.  Over time, it means the terrorists may 

be able to regroup enough to launch socially and economically disruptive attacks on developed 

Western countries. 

 

https://www.ft.com/content/63bd5aff-b125-4d4e-9ffe-42d03091b67a
https://www.wsj.com/articles/europes-energy-crisis-pays-off-for-u-s-natural-gas-sellers-global-traders-11645099204?mod=hp_lead_pos5
https://www.wsj.com/articles/europes-energy-crisis-pays-off-for-u-s-natural-gas-sellers-global-traders-11645099204?mod=hp_lead_pos5
https://www.ft.com/content/51f10d40-09b9-4b4a-9d76-9ecbcb69ca94
https://www.ft.com/content/0b3e194f-13e2-49a2-bec0-bcd552dce26b
https://www.ft.com/content/0b3e194f-13e2-49a2-bec0-bcd552dce26b
https://www.ft.com/content/0b3e194f-13e2-49a2-bec0-bcd552dce26b
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Turkey:  As expected, the central bank held its benchmark short-term interest rate unchanged at 

14.0% for a second consecutive month, citing increased geopolitical risks (likely a reference to 

the Russia-Ukraine crisis).  The central bank’s unorthodox rate cutting in the face of high 

inflation triggered a chaotic slide in the lira’s value last year, but the recent stability in rates has 

helped slow the depreciation.  So far today, the lira is trading only slightly lower. 

 

 
 

COVID-19:  Official data show confirmed cases have risen to  418,235,287 worldwide, with 

5,853,246 deaths.  In the U.S., confirmed cases rose to 78,173,320, with 928,519 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 214,218,580, equal to 64.5% of the total 

population. 

 

Virology 

• 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 81,822 yesterday, down about 49% from an all-time high 

seven-day average above 159,000 reached on January 20.  Importantly, new deaths 

related to the coronavirus have also started to drop. 

• New Census Bureau data released yesterday show the number of people who were out of 

work because they were sick or caring for someone who was sick fell sharply to 7.8 

million in late January and early February from almost 8.8 million in early January. 

The figures contribute to the evidence that the Omicron wave of the mutation is now in 

full retreat. 

• In Japan, the government today said it would reopen its border to a limited number of 

overseas students, workers, and business travelers after a three-month ban.  The ban has 

been popular among voters and helped Prime Minister Kishida maintain healthy poll 

https://www.wsj.com/articles/turkey-holds-rates-as-ukraine-crisis-looms-over-its-economy-11645098507?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/turkey-holds-rates-as-ukraine-crisis-looms-over-its-economy-11645098507?mod=lead_feature_below_a_pos1
https://www.nytimes.com/live/2022/02/17/world/covid-19-tests-cases-vaccine?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
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.wsj.com/articles/covid-19-death-reports-begin-to-drop-as-omicron-surge-rapidly-fades-11645102721?mod=hp_lead_pos10
https://www.wsj.com/articles/as-omicron-recedes-people-head-back-to-work-census-data-show-11645044512
https://www.wsj.com/articles/as-omicron-recedes-people-head-back-to-work-census-data-show-11645044512
https://www.wsj.com/articles/japan-lifts-covid-19-ban-on-foreigners-entry-but-scars-remain-11645093890
https://www.wsj.com/articles/japan-lifts-covid-19-ban-on-foreigners-entry-but-scars-remain-11645093890
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ratings during the Omicron infection wave, but it has been unpopular with foreigners and 

international businesses. 

 

Economic and Financial Market Impacts 

• Japan is also facing increased living costs, just like other countries facing higher 

inflation.  But is that prompting Japanese firms to boost salaries?  No.  A recent poll 

shows over two-thirds of Japanese firms don't plan to raise base salaries at this year's 

labor talks.  They do plan to boost pay in the form of one-time bonuses that may not kick-

start household spending. 

 

U.S. Economic Releases  

 

Weekly initial claims unexpectedly jumped to 248K, well above the 218K forecast.  The 

previous week’s report was revised to 225K from 223K.  
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The recent rise in claims is likely due to the lingering effects of the pandemic. 

 

January housing starts fell for the first time in four months.  Starts came in at 1.638M units 

annualized compared to expectations of 1.695M units annualized.  Permits came in better than 

forecast at 1.899M units annualized compared to expectations of 1.750M units annualized. 

 

https://www.japantimes.co.jp/news/2022/02/17/business/economy-business/japan-firms-bonuses-not-raises/
https://www.japantimes.co.jp/news/2022/02/17/business/economy-business/japan-firms-bonuses-not-raises/
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Compared to last year, multi-family starts are up 8.3%, while single-family starts are down 2.4%.  

Builders have complained about shortages of workers and materials, and this issue may be 

affecting starts. 

 

 
 

Sadly, rising prices are discouraging potential buyers; this may boost rental demand and rental 

inflation. 

 

The February Philadelphia FRB Business Outlook Index came in at 16.0, weaker than the 20.0 

forecast.   
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We smooth the data with a six-month average.  A reading of -10 usually signals a recession.  We 

are comfortably above that level.  In the details, the prices paid category came in elevated at 

69.3, but down from January’s 72.5.  Prices received rose to 49.8 from 46.4.   

 

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

 

EST Speaker or Event

10:00 James Bullard discusses policy at Columbia President of the Federal Reserve Bank of St. Louis

16:00 Loretta Mester Speaks on Economic and Policy Outlook at NYU President of the Federal Reserve Bank of Cleveland

Economic Releases

 No economic releases today

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 Trade balance (bn) m/m Jan -¥932.6 -¥435.30 -¥398.30 ** Equity bullish, bond bearish

Exports y/y Jan 9.6% 17.5% 17.1% ** Equity bullish, bond bearish

Imports y/y Jan 39.6% 41.1% 37.1% * Equity bullish, bond bearish

Core Machinery Orders y/y Dec 5.1% 3.4% -2.0% ** Equity bullish, bond bearish

Australia Unemployment rate m/m Jan 4.2% 4.2% 4.2% *** Equity and bond neutral

Participation rate m/m Jan 66.2% 66.1% 66.1% ** Equity and bond neutral

Employment Chg m/m Jan 12.9k 23.3k 0k *** Equity bullish, bond bearish

EUROPE

Eurozone EU 27 New Car Registrations y/y Jan -6.0% -22.8% ** Equity and bond neutral

UK Retail Sales y/y Jan -0.9% 9.4% *** Equity bearish, bond bearish

Retail Sales, ex-fuel y/y Jan -3.0% 7.9% *** Equity bearish, bond bearish

Italy Trade Balance (bn) m/m Dec €4.1 bn €1.1 bn ** Equity and bond neutral

Russia PPI y/y Jan 23.1% 28.5% 25.8% ** 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) 47 46 1 Up

3-mo T-bill yield (bps) 35 38 -3 Neutral

TED spread (bps) 12 8 4 Widening

U.S. Libor/OIS spread (bps) 41 38 3 Down

10-yr T-note (%) 2.00 2.04 -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. 
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Price Prior Change Explanation

Brent $93.15 $94.81 -1.75%

WTI $91.93 $93.66 -1.85%  

Natural Gas $4.62 $4.72 -2.10%  

Crack Spread $20.77 $21.45 -3.17%

12-mo strip crack $23.49 $23.64 -0.60%

Ethanol rack $2.25 $2.26 -0.16%

Gold $1,886.35 $1,869.80 0.89%

Silver $23.66 $23.60 0.28%

Copper contract $452.60 $454.10 -0.33%

Corn contract $646.75 $645.75 0.15%

Wheat contract $787.75 $786.25 0.19%

Soybeans contract $1,602.75 $1,591.25 0.72%

Baltic Dry Freight 1,896            1,968            -72

Actual Expected Difference

Crude (mb) 1.1 -1.9 3.0

Gasoline (mb) -1.3 0.3 -1.6

Distillates (mb) -1.6 -1.5 -0.1

Refinery run rates (%) -2.9% -0.2% -2.7%

Natural gas (bcf) -189.0

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts show a definitive cooling trend, with colder-than-normal 

temps from the west coast to the Ohio Valley.  The Eastern Seaboard is expected to enjoy much 

warmer than normal temperatures.  Wet conditions are expected in the eastern 2/3’s while dry 

conditions continue across the Rockies to the Pacific coast.   
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Data Section 
 

U.S. Equity Markets – (as of 2/16/2022 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 2/16/2022 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 17, 2022 
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P/E as of 2/16/2022 = 21.7x

 
 

 

Based on our methodology,1 the current P/E is 21.7x, down 0.1x from last week.  The decline in 

the multiple is due to the decline in the index.  
 

 

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. 


