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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 28, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently down 2.7% from its prior close. In Asia, the MSCI Asia 

Apex 50 closed up 0.1%. Chinese markets were higher, with the Shanghai Composite up 0.3% 

from its prior close and the Shenzhen Composite up 0.4%. U.S. equity index futures are 

signaling a lower open. With 474 companies having reported, the S&P 500 Q4 2021 earnings 

stand at $55.00, 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 20.0% 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 (2/25/2022): Oil inventories and price remain inversely 

correlated; if there is a supply panic, that relationship will reverse.  See our discussion in 

this week’s report.   

• 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 extensive update on the Russia-Ukraine crisis.  Among many 

significant developments over the weekend, the Russian offensive seems to have stalled, 

prompting talks between Russian and Ukrainian officials this morning.  All the same, the U.S. 

and its allies have imposed sweeping sanctions against Russia, contributing to disruptions in 

many financial markets so far today.  Given our expansive treatment of the Russia-Ukraine 

crisis, we provide only a limited overview of some other important U.S. and international 

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

 

Russia-Ukraine:  Some developments over the weekend were positive, and some were negative, 

but on balance, we judge that security, economic, and financial-market risks have increased.  

Among the positive developments, multiple reports suggest the Russian offensive has stalled out 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_2_14_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_feb_25_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Feb_22_2022.pdf
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_Update1_Feb2022.pdf
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.ft.com/content/dd28dd4c-ab02-4f06-a56a-e930d1ce0ffd
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because of stronger-than-anticipated resistance from the Ukrainians and the Russian military’s 

own logistical, tactical, and morale shortcomings (for a map of Russia’s surprisingly limited 

military gains so far, see below).  Additional strong sanctions by Western governments and 

corporations announced over the weekend may help explain why both sides have agreed to 

negotiations on Monday at the Belarusian-Ukrainian border.  On the negative side, however, it 

appears Russian President Putin has become so frustrated with Russia’s slow progress that he is 

increasingly apt to adopt stronger, more dangerous measures.  On Sunday, he announced he was 

putting Russia’s nuclear forces on heightened alert, and many observers believe he will try to 

reinvigorate the Russian invasion by unleashing much more destructive attacks against civilian 

targets.  It also appears he is making sure that Belarusian President Lukashenka helps with his 

dirty work.  Over the weekend, Lukashenka pushed through constitutional changes that would 

increase his power and rid Belarus of its non-nuclear status, which would allow Russia to base 

nuclear missiles there.  Reports indicate Belarus will also send troops into Ukraine to support the 

Russian forces there.  In any case, the tensions continue to push energy prices sharply higher 

today and are weighing on most major equity markets.  The tensions also threaten new supply 

shortages that could push prices up for a range of globally traded commodities. 

 

 
 

• The sanctions announced by Western governments over the weekend included a ban on 

transactions with the Russian central bank, which will inhibit liquidation of the country’s 

international reserves and shut key Russian banks out of the SWIFT global payment 

system.  This will inhibit international trade and capital flows with Russia.  Even though 

the sanctions provide exemptions for certain energy-related transactions, their overall 

impact will likely be highly disruptive to the Russian financial markets and economy. 

o In early trading today, the ruble tumbled more than 25% to approximately 118 per 

dollar before partially recovering to about 102.  Since President Putin became 

https://greyharemedia.com/russias-invasion-and-assessment/
https://greyharemedia.com/russias-invasion-and-assessment/
https://www.ft.com/content/073a37d5-4daf-49ed-b5bc-a4682ef1aa88
https://www.ft.com/content/073a37d5-4daf-49ed-b5bc-a4682ef1aa88
https://www.rferl.org/a/russia-ukraine-talks-belarus/31727584.html
https://www.rferl.org/a/russia-ukraine-talks-belarus/31727584.html
https://www.ft.com/content/4bf149f7-6f70-4d8b-bc69-13a6c1f56e33
https://www.ft.com/content/4bf149f7-6f70-4d8b-bc69-13a6c1f56e33
https://www.rferl.org/a/belarus-lukashenka-constitution-nukes/31727695.html
https://www.rferl.org/a/belarus-lukashenka-constitution-nukes/31727695.html
https://www.wsj.com/articles/oil-natural-gas-prices-vault-as-sanctions-threaten-russias-commodity-exports-11646049246
https://www.wsj.com/articles/oil-natural-gas-prices-vault-as-sanctions-threaten-russias-commodity-exports-11646049246
https://www.wsj.com/articles/war-ukraine-supply-chain-russia-oil-11645995369
https://www.wsj.com/articles/war-ukraine-supply-chain-russia-oil-11645995369
https://www.ft.com/content/6f3ce193-ab7d-4449-ac1b-751d49b1aaf8
https://www.wsj.com/articles/russias-ruble-financial-markets-are-hammered-by-sanctions-11646038133
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Russia’s leader some 20 years ago, the ruble has fallen almost 75% (see chart 

below). 

o To arrest the decline, the Russian central bank has implemented an emergency 

rate hike, boosting its benchmark short-term interest rate to 20% from 9.5%. 

 

 
 

• Among the longer-term impacts of the crisis, multiple European governments have 

recognized their military vulnerabilities after decades of excessively low defense 

spending, and they are now hiking their military budgets. 

o Summing up the change, former NATO Deputy Secretary-General Alexander 

Vershbow said in an interview that "Real power comes from military power. Putin 

certainly feels that way. And I think NATO is going to have to develop a culture 

of readiness and start talking Putin's language." 

o This change of policy is already driving up defense stocks.  Given how much 

military modernization and rebuilding will be necessary for some NATO 

countries, we suspect the trend could be attractive for investors for an extended 

period. 

• Even more fundamentally, it appears to us that the crisis has profoundly altered Western 

assessments of the threat from authoritarian leaders in key countries like Russia and 

China and galvanized Western resolve to oppose them. 

o At one level, Western perceptions are being driven by the leadership of Ukrainian 

President Zelensky, who has vowed to stay in the capital city of Kyiv and fight 

shoulder-to-shoulder with his countrymen until the end.  Few would argue that 

this former television comedian is perfect, but people worldwide have embraced 

his patriotic commitment to defending Ukraine.  In a quote that will live for the 

https://www.ft.com/content/f7148532-36cd-4683-8f1b-ea79428488c4
https://www.politico.eu/article/germany-to-ramp-up-defense-spending-in-response-to-russias-war-on-ukraine/?utm_source=email&utm_medium=alert&utm_campaign=Germany%20to%20ramp%20up%20defense%20spending%20in%20response%20to%20Russia%27s%20war%20on%20Ukraine&utm_source=POLITICO.EU&utm_campaign=c286d15213-EMAIL_CAMPAIGN_2022_02_27_11_48&utm_medium=email&utm_term=0_10959edeb5-c286d15213-190048001&utm_source=POLITICO.EU&utm_campaign=d8e980886e-EMAIL_CAMPAIGN_2022_02_27_01_22&utm_medium=email&utm_term=0_10959edeb5-d8e980886e-190480045
https://www.rferl.org/a/vershbow-nato-putin-language/31727551.html
https://www.ft.com/content/df1cbca9-1f3f-4889-a626-8a36bdd43f65
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ages, Zelensky, over the weekend, responded to Western offers to help him 

escape by saying, “The fight is here . . . I need ammunition, not a ride.” 

o Broadly, the sight of Ukrainian popular resistance and self-sacrifice is proving to 

be an inspiration.  Examples include a video of Ukrainian civilians facing down 

Russian tanks, Ukraine’s “Ghost of Kyiv” air force pilot who has already downed 

six Russian jets, and the story of 13 Ukrainian border guards who responded to a 

Russian navy ship’s radioed demand to surrender by responding, “Russian Navy 

Ship:  Go f*** yourself,” at which point they were killed.  Some of those stories 

have already been called into question, but that’s not the point.  The point is that 

the Ukrainians fighting for their independence and democratic government have 

proven to be a sympathetic underdog that only serves to highlight the ugliness of 

authoritarian aggression.  As we’ve mentioned before, the result will probably be 

a continued rift between the world’s liberal democracies and the authoritarian 

blocs led by Russia and China.  Complete globalization is now dead, and the 

result is likely to be a world in which the liberal democracies are largely 

decoupled from the Russian and Chinese blocs, the defense industry is growing 

and invigorated, and global supply chains are shorter and costlier. 

 

U.S. Economy:  New research from the Atlanta FRB shows the country’s youngest workers are 

securing the fastest wage increases of any age group.  Median hourly wages for workers aged 16 

to 24 were 10.6% higher in January than a year earlier, far exceeding the 4% overall gain for all 

workers.  The gains largely reflect the post-pandemic economic recovery, especially at 

restaurants and other venues that employ a lot of younger people. 

 

Australia:  Huge rainstorms over the weekend have submerged cities and towns in Queensland 

and New South Wales, triggering thousands of insurance claims and stoking criticism of Prime 

Minister Morrison’s stance on climate change. 

 

China:  New research by consultancy AidData highlights the extent to which President Xi’s 

“Belt and Road Initiative” of big infrastructure loans to generally poor countries leaves them 

saddled with debt and under the influence of China.  The new research shows that BRI contracts 

have not only required collateral in the form of escrow accounts funded by the projects 

themselves, but also accounts funded by the overall revenues of a borrowing entity. 

 

North Korea:  According to Japanese and South Korean intelligence officials, North Korea 

launched a suspected ballistic missile off its east coast on Sunday morning, restarting weapons 

tests after nearly a month of inaction and highlighting that destabilizing military activity remains 

a threat in the Asia-Pacific region. 

 

COVID-19:  Official data show confirmed cases have risen to  435,483,792 worldwide, with 

5,950,144 deaths.  In the U.S., confirmed cases rose to 78,939,203, with 948,397 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 

https://www.wsj.com/articles/young-workers-rake-in-biggest-wage-gains-in-tight-labor-market-11646044201
https://www.wsj.com/articles/young-workers-rake-in-biggest-wage-gains-in-tight-labor-market-11646044201
https://www.ft.com/content/e5c6d6c3-9ff3-4bd0-aeea-5a45fa9fd792
https://www.ft.com/content/e5c6d6c3-9ff3-4bd0-aeea-5a45fa9fd792
https://www.ft.com/content/3f8c005d-df23-45fd-a502-770735a997a9
https://www.ft.com/content/3f8c005d-df23-45fd-a502-770735a997a9
https://www.wsj.com/articles/north-korea-launches-unidentified-projectile-off-its-east-coast-south-korea-says-11645918029?mod=hp_listb_pos2
https://www.nytimes.com/live/2022/02/28/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
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people who are considered fully vaccinated now totals 215,457,016, equal to 64.9% of the total 

population. 

 

• 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 52,909 yesterday, down 43% from just two weeks ago. 

• With the downward trend in U.S. infections, New York City Mayor Adams said the city’s 

mask mandate for public schools and its vaccine requirement for restaurants, fitness 

centers, and entertainment venues could be lifted on March 7, provided that infections 

keep falling.  New York Governor Hochul said the statewide school mask requirement 

would end on March 2. 

• In contrast, the massive outbreak in Hong Kong continues.  Hong Kong’s total cases 

since the start of the pandemic are now twice the amount in mainland China, leading to 

overflowing morgues and extreme strain on the healthcare system. 

 

U.S. Economic Releases  

 

The trade deficit for goods widened unexpectedly in January, according to the Commerce 

Department.  The merchandise-trade deficit came in at $107.6B compared to expectations of 

$99.3B.  Wholesale inventories rose 0.8% from the prior month, while retail inventories rose 

1.9%.  The rise in imports, along with a pickup inventory, may be a signal that supply chains are 

improving.  However, it may also be signaling that U.S. demand remains relatively strong.  

 

 
 

The chart above shows the level of the trade balance. 

 

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

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/new-york-to-lift-school-mask-mandate-11645995503
https://www.wsj.com/articles/new-york-to-lift-school-mask-mandate-11645995503
https://www.wsj.com/articles/new-york-to-lift-school-mask-mandate-11645995503
https://www.ft.com/content/79eed1b9-78ab-45fb-99f6-c617d9d946fa
https://www.ft.com/content/79eed1b9-78ab-45fb-99f6-c617d9d946fa
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EST Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Feb 62.0 65.2 ***

10:30 Dallas Fed Manf. Activity m/m Feb 3.5 2.0 **

10:30 Raphael Bostic Discusses the Economy

Economic Releases

Fed Speakers or Events

President of the Federal Reserve Bank of Atlanta  
 

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 Retail Sales y/y Jan 1.6% 1.4% 1.4% ** Equity and bond neutral

Industrial Production m/m Jan -1.3% -1.0% -0.7% *** Equity bearish, bond bullish

Housing Starts y/y Jan 2.1% 4.2% 2.3% *** Equity and bond neutral

India Fiscal Deficit INR Crore m/m Jan 178502 63752 ** Equity and bond neutral

Australia Melbourne Institute Inflation m/m Feb 0.5% 0.4% ** Equity and bond neutral

Company Operating Profit q/q 4Q 2.0% 4.0% 2.0% ** Equity and bond neutral

Inventories SA q/q 4Q 1.1% -1.9% 0.0% ** Equity bullish, bond bearish

Retail Sales m/m Jan 1.8% -4.4% 0.3% ** Equity bullish, bond bearish

Private Sector Credit y/y Jan 7.6% 7.2% 7.6% ** Equity and bond neutral

New Zealand ANZ Activity Outlook m/m Feb -2.2 11.8 ** Equity bearish, bond bullish

ANZ Business Confidence m/m Feb -51.8 -23.2 ** Equity bearish, bond bullish

EUROPE

Switzerland Retail Sales Real y/y Jan 5.1% -0.4% ** Equity bullish, bond bearish

GDP y/y 4Q 0.3% 4.1% 3.7% *** Equity bearish, bond bullish

KOF Leading Indicator m/m Feb 105.0 107.8 108.2 ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 44617 660.9b 662.9b * Equity and bond neutral

Total Sight Deposits CHF w/w 25-Feb 725.2b 725.2b * 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) 50 49 1 Up

3-mo T-bill yield (bps) 30 31 -1 Neutral

TED spread (bps) 20 18 2 Widening

U.S. Libor/OIS spread (bps) 43 40 3 Down

10-yr T-note (%) 1.99 1.97 0.02 Up

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

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Down Neutral

Pound Up 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 $102.90 $97.93 5.08%

WTI $95.56 $91.59 4.33%

Natural Gas $4.54 $4.47 1.54%

Crack Spread $28.07 $28.20 -0.46%

12-mo strip crack $25.29 $24.98 1.23%

Ethanol rack $2.35 $2.37 -0.67%

Gold $1,905.94 $1,889.34 0.88%

Silver $24.39 $24.27 0.46%

Copper contract $450.65 $448.50 0.48%

Corn contract $679.50 $655.75 3.62%

Wheat contract $906.00 $859.75 5.38%

Soybeans contract $1,625.25 $1,584.50 2.57%

Baltic Dry Freight 2,076            2,187            -111

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts call for cooler-than-normal for most of the country, with 

warm-to-normal temperatures throughout the Midwest and the East. The forecasts call for 

wetter-than-normal temperatures for most of the country, with drier conditions expected for the 

Pacific Northwest and Florida.    
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Data Section 
 

U.S. Equity Markets – (as of 2/25/2022 close) 

 

-20% 0% 20% 40%
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Materials
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Utilities

Consumer Staples

Financials

Energy
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0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0%

Technology

Communication Services

Consumer Discretionary

S&P 500

Industrials

Real Estate

Energy

Healthcare

Utilities

Financials

Consumer Staples

Materials

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 2/25/2022 close) 

 

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

Growth

Real Estate

Small Cap

Large Cap

US Corporate Bond

Foreign Developed ($)

Mid Cap

Foreign Developed (local currency)

Emerging Markets ($)

Emerging Markets (local currency)

US High Yield

US Government Bond

Value

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. 

 



 

 

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

www.confluenceinvestment.com 

9 

 

P/E Update 

 

February 24, 2022 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 2/23/2022 = 21.6x

 
 

 

Based on our methodology,1 the current P/E is 21.6x, 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. 


