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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 23, 2022—9:30 AM EST] Global equity markets are generally higher this 

morning. In Europe, the EuroStoxx 50 is currently up 1.0% from its prior close. In Asia, the 

MSCI Asia Apex 50 closed down 0.1%. Chinese markets were higher, with the Shanghai 

Composite up 0.9% from its prior close and the Shenzhen Composite up 1.8%. U.S. equity index 

futures are signaling a higher open. With 435 companies having reported, the S&P 500 Q4 2021 

earnings stand at $54.90, higher than the $52.34 forecast for the quarter. The forecast reflects a 

21.7% increase from Q4 2020 earnings. Thus far this quarter, 75.8% of the companies have 

reported earnings above forecast, while 19.5% 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 (2/22/2022) (with associated podcast): “The U.S. Trade 

Deficit and Global Prices” 

• Confluence of Ideas podcast (1/20/2022): “The 2022 Outlook” 

• Current Perspectives: “2022 Outlook: Update #1” (2/18/2022) 

 

Our Comment today opens with an update on the Russia-Ukraine crisis, where the U.S. and other 

Western nations have now imposed sanctions on Russia for its deployment of troops into the 

Donbas region.  Those sanctions are seen by many observers to be lighter than expected, but they 

could still be ratcheted up if Russia takes further steps against Ukraine.  We next review other 

U.S. and international news that could affect the financial markets today.  We end with the latest 

developments related to the coronavirus pandemic. 

 

Russia-Ukraine:  President Biden yesterday characterized President Putin’s deployment of 

troops into Ukraine’s eastern Donbas region as “the beginning of a Russian invasion of Ukraine” 

and “a flagrant violation of international law,” setting the stage for a series of steep economic 

punishments.  The U.S. sanctions will target two major Russian financial institutions and their 

subsidiaries, as well as five Russian elites and their family members with connections to the 
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Kremlin.  The sanctions will also restrict investor purchases of any new sovereign debt issued by 

Russia.  Other key Western nations, and the EU, also imposed sanctions on top of Germany’s 

decision to freeze certification of the new Nord Stream 2 natural gas pipeline from Russia to 

Germany. 

• In each case, however, the Western leaders held some sanctions in reserve to leave room 

for diplomacy and maintain leverage against further Russian aggression.  For example, 

the sanctions announced yesterday did not include the threatened export controls on 

advanced technology or the blacklisting of major state-owned industrial giants. Sanctions 

on Russian oil and gas exports were also not imposed in order to avoid further upward 

pressure on consumer energy prices.  The measured nature of the sanctions allowed the 

ruble to rebound yesterday, although it is probably still at risk of additional downward 

moves if more severe sanctions are imposed in the future. 

• Separately, President Biden also has authorized additional movements of U.S. forces and 

equipment already stationed in Europe to help protect Lithuania, Latvia, and Estonia.  

Roughly 800 U.S. troops based in Italy will head toward the Baltic states, along with 

eight F-35 fighter jets from Germany and Greece.  Almost three dozen Apache 

helicopters based in Germany and Greece will also be deployed forward, with 12 sent to 

Poland and 20 to the Baltics.  British Prime Minister Johnson said the U.K. would send 

additional defensive weapons directly to Ukraine “in light of the increasingly threatening 

behavior” displayed by Russia. 

• In Ukraine, President Zelensky announced a national state of emergency, mobilized 

military reserves, and recalled contract military personnel to active duty.  He also 

mobilized Ukraine’s new territorial defense brigades for exercises but said he wouldn’t 

announce a general call-up of civilians for now.  On the non-military front, Zelensky 

warned Ukrainian citizens to leave Russia, while Foreign Minister Kuleba begged for the 

West to impose even tougher sanctions. 

• More broadly, the Russian move against Ukraine continues to reinvigorate NATO and 

energize stronger defense efforts.  For example, Poland’s government yesterday approved 

a bill boosting its defense spending and launching a doubling in the size of its military to 

300,000 troops.  At that level, Poland would have one of the largest armies in Europe. 

• Other than the risks of direct combat damage to Ukraine and sanctions on Russia, we 

continue to believe the primary near-term economic and financial impacts of the conflict 

will come from the risk to Russian energy and mineral shipments.  Such supply 

disruptions would likely boost energy and raw materials prices, especially in Europe but 

also to some extent in the U.S., just as the world’s major central banks are planning to 

tighten monetary policy.  A recent European Central Bank simulation exercise showed 

that a 10% shortage in gas could knock 0.7% off Eurozone Gross Domestic Product, with 

the effects most pronounced among countries with large gas and electricity sectors and 

industries most dependent on gas (see chart below). As expected, the result has been 

additional downward pressure on equity prices, driving the S&P 500 stock price index 

into correction territory as of yesterday’s close. 

 

https://www.wsj.com/articles/eu-to-sanction-russian-defense-minister-internet-research-agency-11645615176
https://www.wsj.com/articles/sanctions-against-russia-roll-out-west-says-more-could-come-11645554675
https://www.wsj.com/articles/germany-puts-russian-gas-pipeline-on-hold-amid-ukraine-crisis-raising-supply-worry-11645546318
https://www.wsj.com/articles/germany-puts-russian-gas-pipeline-on-hold-amid-ukraine-crisis-raising-supply-worry-11645546318
https://www.ft.com/content/40b149bd-cbaa-418c-90df-00fa861e22f4
https://www.ft.com/content/40b149bd-cbaa-418c-90df-00fa861e22f4
https://www.wsj.com/livecoverage/russia-ukraine-latest-news/card/ruble-rallies-after-biden-unveils-sanctions-f7woB7TrKPxlsQ7ZilXH
https://www.wsj.com/livecoverage/russia-ukraine-latest-news/card/ruble-rallies-after-biden-unveils-sanctions-f7woB7TrKPxlsQ7ZilXH
https://www.militarytimes.com/flashpoints/ukraine/2022/02/22/us-attack-helos-f-35s-and-infantry-heading-to-baltics-amid-ukraine-invasion/?utm_source=Sailthru&utm_medium=email&utm_campaign=EBB%2002.23.2022&utm_term=Editorial%20-%20Early%20Bird%20Brief
https://www.militarytimes.com/flashpoints/ukraine/2022/02/22/us-attack-helos-f-35s-and-infantry-heading-to-baltics-amid-ukraine-invasion/?utm_source=Sailthru&utm_medium=email&utm_campaign=EBB%2002.23.2022&utm_term=Editorial%20-%20Early%20Bird%20Brief
https://www.ft.com/content/a4eaf76f-703b-4e03-b86b-2035c0eac7cb
https://www.ft.com/content/a4eaf76f-703b-4e03-b86b-2035c0eac7cb
https://www.wsj.com/articles/germany-halts-nord-stream-2-after-putin-orders-troops-to-ukrainian-breakaway-regions-11645529981
https://www.wsj.com/articles/germany-halts-nord-stream-2-after-putin-orders-troops-to-ukrainian-breakaway-regions-11645529981
https://www.ft.com/content/a4eaf76f-703b-4e03-b86b-2035c0eac7cb
https://www.ft.com/content/a4eaf76f-703b-4e03-b86b-2035c0eac7cb
https://www.ft.com/content/1a7a2640-c149-4218-8e8c-35a8836b062f
https://www.ft.com/content/1a7a2640-c149-4218-8e8c-35a8836b062f
https://www.wsj.com/articles/global-stocks-markets-dow-update-02-22-2022-11645496248?mod=hp_lead_pos1&mod=hp_lead_pos1
https://www.wsj.com/articles/global-stocks-markets-dow-update-02-22-2022-11645496248?mod=hp_lead_pos1&mod=hp_lead_pos1
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United States:  Several winter storms are forecast to bring frigid temperatures, strong winds, and 

heavy snow and rain to swaths of the U.S. this week, potentially leading to disrupted travel, 

school closures, and other economic disruptions in some states.  The storms are expected to span 

from Texas to the Dakotas and as far east as Maine. 

 

Canada:  The Finance Ministry has already told banks to unlock financial accounts belonging to 

individuals involved in the Ottawa truckers’ protest against COVID-19 mandates, which police 

shut down this past weekend.  It isn’t clear whether the quick reversal of the lockdowns was 

because they weren’t effective or because the government believes it already has control of the 

situation and wants to minimize any antagonisms caused by the action. 

 

United Kingdom:  In its annual review of the British economy, the IMF said the government 

should try to limit the risk of persistently high inflation by bringing forward planned tax hikes, 

especially on higher-income people.  In contrast, the organization warned the Bank of England 

should not increase interest rates rapidly, or it could risk tipping the economy into recession. 

 

EU Information Technology Regulation:  The European Commission has proposed new 

legislation that would force big technology companies to share more of the non-personal data 

generated by connected products like smart appliances or automobiles. 

• The proposal is part of the biggest proposed expansion of global tech regulation in 

decades. The EU is in the final stages of settling on the texts of two new laws aimed at 

large tech companies.  One seeks to limit potential abuses of dominance, and the other 

aims to force them to take more responsibility for policing online content; significant 

fines back both. 

https://www.wsj.com/articles/snow-sleet-and-frigid-temperatures-forecast-to-hit-much-of-u-s-11645544251?mod=hp_listb_pos5
https://www.wsj.com/articles/snow-sleet-and-frigid-temperatures-forecast-to-hit-much-of-u-s-11645544251?mod=hp_listb_pos5
https://www.wsj.com/articles/canada-instructs-banks-to-unfreeze-freedom-convoy-accounts-11645590500?mod=markets_lead_pos3
https://www.wsj.com/articles/canada-instructs-banks-to-unfreeze-freedom-convoy-accounts-11645590500?mod=markets_lead_pos3
https://www.ft.com/content/0520b466-b21a-4ee8-ba3c-91cbe1b1c6fd
https://www.ft.com/content/0520b466-b21a-4ee8-ba3c-91cbe1b1c6fd
https://www.wsj.com/articles/tech-giants-to-be-forced-to-share-more-data-under-eu-proposal-11645618258?mod=hp_lista_pos2
https://www.wsj.com/articles/tech-giants-to-be-forced-to-share-more-data-under-eu-proposal-11645618258?mod=hp_lista_pos2
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• As we’ve said before, the global technology industry faces increased regulatory risks, not 

only in Europe but in countries such as Canada and the U.S.  Increased regulation would 

threaten tech firms’ profits and take even more wind out of their stock prices. 

 

Global Energy Technology:  We’re always on the lookout for up-and-coming technologies that 

could not only change how we all live but also offer future investment opportunities.  In one such 

development, European aerospace giant Airbus (EADSY, $32.03) said it would work with 

France’s Safran (SAFRY, $31.94) and General Electric (GE, $94.15) of the U.S. to develop an 

engine that can run on hydrogen. Executives said that a converted A380 test aircraft would fly by 

the end of 2026 and that a zero-emissions plane could be in service by 2035. 

 

COVID-19:  Official data show confirmed cases have risen to  428,190,863 worldwide, with 

5,909,581 deaths.  In the U.S., confirmed cases rose to 78,649,877, with 939,202 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 215,006,201, equal to 64.8% 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 62,464 yesterday, down 44% from two weeks ago. 

• Despite the downward trend in Omicron infections and hospitalizations in the U.S. and 

many other countries, scientists say a more transmissible subvariant of the mutation, 

designated BA.2, has surged to account for more than a third of global COVID-19 cases 

sequenced recently and could extend the current infection waves.  Nevertheless, we still 

believe most developed countries will continue to ratchet down their economically 

disruptive pandemic restrictions because of Omicron’s reduced morbidity, a better 

understanding of how to live with the disease, and voter fatigue with social distancing 

measures. 

• As Hong Kong continues to grapple with its big infection wave with draconian testing 

and lockdown measures, the municipal government said it would give spending vouchers 

of HK$10,000 (US$1,280) to 6.6 million adult residents in order to help preserve demand 

and support the economy. 

 

Economic and Financial Market Impacts 

• While U.S. life insurers saw a jump in COVID-19 deaths last year, as anticipated, they 

also faced higher payouts because of an unexpected rise in non-coronavirus deaths.  

Industry executives and actuaries believe many of these other fatalities are tied to delays 

in medical care as a result of lockdowns in 2020, and later, people’s fears of seeking out 

treatment and trouble lining up appointments. 

 

 

 

https://www.wsj.com/articles/u-s-urges-canada-to-abandon-digital-service-tax-11645554146?mod=lead_feature_below_a_pos1
https://www.ft.com/content/3a5f7756-781a-418e-a151-0c87f85fa3df
https://www.ft.com/content/3a5f7756-781a-418e-a151-0c87f85fa3df
https://www.ft.com/content/3a5f7756-781a-418e-a151-0c87f85fa3df
https://www.nytimes.com/live/2022/02/23/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.wsj.com/articles/fast-spreading-covid-19-omicron-type-revives-questions-about-opening-up-11645616471?mod=hp_lead_pos7
https://www.wsj.com/articles/fast-spreading-covid-19-omicron-type-revives-questions-about-opening-up-11645616471?mod=hp_lead_pos7
https://www.ft.com/content/1ca6533b-c01b-4f48-80b9-b0c35790522a
https://www.ft.com/content/196eee9a-d8c1-434d-971a-42745b7f33f9
https://www.ft.com/content/196eee9a-d8c1-434d-971a-42745b7f33f9
https://www.wsj.com/articles/rise-in-non-covid-19-deaths-hits-life-insurers-11645576252?mod=hp_lead_pos3
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U.S. Economic Releases  

 

Mortgage applications fell for the third consecutive week, according to the Mortgage Bankers 

Association. In the week ending February 18, the MBA Mortgage Applications Index fell 13.1% 

from the previous week. The steep decline in applications can be attributed to rising mortgage 

rates making homes less affordable. The average 30-year fixed-rate mortgage rose 1 bp from 

4.05% to 4.06%, while the index for purchases and refinancing fell 10.1% and 15.6%, 

respectively. 

 

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

 

EST Speaker or Event

15:30 Mary Daly Speaks at Los Angeles World Affairs Council President of the Federal Reserve Bank of San Francisco

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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Construction Work Done q/q 4Q -0.4% -0.3% 2.5% ** Equity bearish, bond bullish

Wage Price Index q/q 4Q 0.7% 0.6% 0.7% ** Equity and bond neutral

EUROPE

Eurozone CPI y/y Jan 5.1% 5.0% 5.1% *** Equity and bond neutral

CPI Core y/y Jan 2.3% 2.3% 2.3% *** Equity and bond neutral

France Business Confidence m/m Feb 112 107 108 *** Equity bullish, bond bearish

Manufacturing Confidence m/m Feb 112 112 112 ** Equity and bond neutral

Production Outlook Indicator m/m Feb 22 13 *** Equity bullish, bond bearish

Own-Company Production Outlook m/m Feb 24 23 ** Equity and bond neutral

Germany GfK Consumer Confidence m/m Mar -8.1 -6.7 -6.3 * Equity bearish, bond bullish

Switzerland Credit Suisse Survey Expectations m/m Feb 9.0 9.5 ** Equity bullish, bond bearish

AMERICAS

Brazil FIPE CPI - Weekly w/w 21-Feb 0.8% 0.9% 0.9% *** Equity bearish, bond bullish

FGV CPI IPC-S w/w 22-Feb 0.3% 0.4% 0.4% *** Equity and bond neutral

FGV Construction Costs m/m Feb 0.5% 0.6% 0.5% ** Equity and bond neutral

Brazil International Reserves Weekly w/w 18-Feb $201501m $201438m ** 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) 48 48 0 Up

3-mo T-bill yield (bps) 30 34 -4 Neutral

TED spread (bps) 18 15 3 Widening

U.S. Libor/OIS spread (bps) 40 37 3 Down

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

Euribor/OIS spread (bps) -53 -53 0 Neutral

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Down Neutral

Pound Down Up

Franc Down 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 $96.09 $96.84 -0.77%

WTI $91.06 $91.91 -0.92%  

Natural Gas $4.47 $4.50 -0.67%  

Crack Spread $27.33 $22.92 19.23%

12-mo strip crack $24.10 $24.42 -1.30%

Ethanol rack $2.32 $2.31 0.69%

Gold $1,895.22 $1,898.64 -0.18%

Silver $24.10 $24.11 -0.06%

Copper contract $453.40 $451.75 0.37%

Corn contract $668.25 $672.50 -0.63%

Wheat contract $849.00 $852.50 -0.41%

Soybeans contract $1,639.75 $1,635.00 0.29%

Baltic Dry Freight 2,148            2,045            103

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) -1.5

Distillates (mb) -1.7

Refinery run rates (%) -0.1%

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts show rising temperatures and an increase in precipitation 

over the next two weeks. Temperatures in the eastern half of the country are expected to be cool-

to-normal over the 6-10 days but will become warmer thereafter. As temperatures rise 

throughout the country, the Northern Pacific expects cooler-than-normal temperatures. Lastly, 

precipitation is expected in the Rockies and may spread into most of the northern and central 

states over the next 8-14 days.    
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Data Section 
 

U.S. Equity Markets – (as of 2/22/2022 close) 

 

 

-20% -10% 0% 10% 20% 30%

Consumer Discretionary

Communication Services

Technology

Real Estate

Healthcare

S&P 500

Materials

Industrials

Utilities

Consumer Staples

Financials

Energy

YTD Total Return

-3.5% -3.0% -2.5% -2.0% -1.5% -1.0% -0.5% 0.0%

Consumer Discretionary

Energy

Materials

Communication Services

S&P 500

Industrials

Technology

Consumer Staples

Financials

Real Estate

Healthcare

Utilities

Prior Trading Day Total Return

(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 2/22/2022 close) 

 

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

Growth

Real Estate

Small Cap

Large Cap

Mid Cap

US Corporate Bond

Foreign Developed ($)

Foreign Developed (local currency)

US High Yield

Value

US Government Bond

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 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. 


