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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: March 3, 2022—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently down 0.4% from its prior close. In Asia, the MSCI Asia 

Apex 50 closed up 0.2%. Chinese markets were lower, with the Shanghai Composite down 0.1% 

from its prior close and the Shenzhen Composite down 0.8%. U.S. equity index futures are 

signaling a higher open. With 490 companies having reported, the S&P 500 Q4 2021 earnings 

stand at $55.10, higher than the $52.34 forecast for the quarter. The forecast reflects a 21.7% 

increase from Q4 2020 earnings. Thus far this quarter, 75.1% of the companies have reported 

earnings above forecast, while 20.4% 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 (2/28/2022) (with associated podcast): “The Turkish 

Experiment” 

• Weekly Energy Update (3/3/2022):  Oil prices move definitively over $100 per barrel 

on supply disruptions due to the war in Ukraine.   

• 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) 

Good morning! Today's report begins with the latest developments of the Ukraine Crisis. We 

will then go over recent central bank news. Afterward, we will discuss economic and policy 

updates and conclude with our standard pandemic coverage. 

Russia-Ukraine 

Entering its 8th day, fighting in Ukraine has intensified. The latest reports show that Russia may 

have seized the provincial capital of Kherson, although Ukrainian officials have denied these 

accounts. Ukraine's second-largest city, Kharkiv, continues to be pummeled with a barrage of 

indiscriminate airstrikes. Meanwhile, Russian troops are reportedly having an easier time moving 

through the southern part of Ukraine as it tries to take over the country. Despite Russian 

advances, Ukraine appears to be having some success.  In a battle against Russian Forces, 

Ukrainian troops recovered a document reportedly showing Moscow planned a 15-day war from 
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February 20 to March 6. The document revealed call signals, an invasion map, and a personnel 

list. The information could not be independently verified for its accuracy, but a U.S. intelligence 

report suggested that Russia planned to invade Ukraine after the Beijing Olympics, which 

concluded on February 20.  

The fallout from the invasion appears to be spreading throughout the financial markets. Russian 

energy firms that have not been sanctioned are finding it hard to find places to sell their products. 

Even with steep discounts, refineries have reduced or stopped purchasing Russian oil altogether 

due to concerns that the sector will eventually be sanctioned. Additionally, dockers have 

expressed an unwillingness to unload the cargo from destinations that may have originally 

sourced from Russia. The inability to find buyers for Russian products has pushed up commodity 

prices worldwide. Crude oil is on the verge of surpassing $120 a barrel, wheat prices rose above 

$11 a bushel, and zinc hit a new record at $4000 a ton. The ceiling for commodities isn’t clear, as 

Russia’s end game is still unknown.  

However, the uncertainty regarding the extent of Russian hostility throughout eastern Europe has 

already started to impact bond markets. On Thursday, an image showed Belarusian President 

Alexander Lukashenko standing in front of a map showing a planned invasion into Moldova's 

breakaway region of Transnistria. Meanwhile, Russia has threatened Bosnia that it will retaliate 

if the country attempts to join NATO. The growing instability in Europe has led to an increased 

demand for U.S. treasuries over the last few weeks. The ten-year U.S. Treasury yield has fallen 

as much as 30 bps since reaching its two-year high on February 16. This flight to safety has 

started to gum up the financial plumbing. Treasury traders have failed to follow through on their 

purchase agreement by the greatest number since the start of the pandemic. Meanwhile, U.K. 

traders have been forced to use safeguard repo facilities as short-dated gilts are becoming 

scarcer. Although there doesn’t seem to be a funding crisis, if this problem persists it could force 

the Federal Reserve to reconsider ending quantitative easing.   

● Members of the European Union and the G-7 have explored ways to block Russians from 

using digital assets as a way to evade sanctions. Crypto exchanges have stated they were 

willing to honor sanctions but have resisted calls for a blanket ban. The concerns of 

possible crypto regulation led the rise in digital assets to slow down.  

● Russia’s pariah status is becoming more accepted across the world. The MSCI and FTSE 

both decided to cut Russian stocks out of its emerging market indexes, while the London 

Stock Exchange has suspended dozens of Russian depositary receipts from trading. The 

push to exclude Russian equities is because of the growing sentiment that these firms 

may be uninvestable in the future in light of growing sanctions.  

● India is considering allowing Russia to bypass sanctions through rupee-ruble trade that 

will allow the countries to avoid sanctions and prevent trade disruptions.  

Central Bank Policy 

● U.S. economic activity expanded at a moderate to a modest pace in mid-January, 

according to the Federal Reserve Beige Book. The publication looks at the economic 

https://www.businessinsider.com/ukraine-revealed-secret-battle-plans-left-behind-by-russian-troops-2022-3
https://www.nytimes.com/2022/03/02/us/politics/russia-ukraine-china.html
https://www.nytimes.com/2022/03/02/us/politics/russia-ukraine-china.html
https://www.nytimes.com/2022/03/01/business/energy-environment/russia-oil-price.html
https://www.theguardian.com/world/2022/mar/02/pluto-tanker-oil-russia-uk-ban-loophole
https://thehill.com/policy/international/596409-belarus-president-stands-in-front-of-battle-map-indicating-moldova
https://thehill.com/policy/international/596409-belarus-president-stands-in-front-of-battle-map-indicating-moldova
https://www.reuters.com/article/us-bosnia-russia-nato/russia-warns-it-will-have-to-react-if-bosnia-moves-to-join-nato-idUSKBN2BA2FL
https://www.bloomberg.com/news/articles/2022-03-02/traders-stockpiling-bonds-are-causing-a-great-collateral-squeeze?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-02/traders-stockpiling-bonds-are-causing-a-great-collateral-squeeze?sref=uIvt3NFS
https://www.ft.com/content/325864c5-01c5-4373-bdd2-aaa56400b30b
https://www.ft.com/content/325864c5-01c5-4373-bdd2-aaa56400b30b
https://www.bloomberg.com/news/articles/2022-03-02/msci-pulls-russian-equities-out-of-its-key-emerging-market-index?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-02/msci-pulls-russian-equities-out-of-its-key-emerging-market-index?sref=uIvt3NFS
https://www.business-standard.com/article/international/top-headlines-india-abstains-on-un-resolution-rupee-ruble-trade-likely-122030300151_1.html
https://www.federalreserve.gov/monetarypolicy/files/BeigeBook_20220302.pdf
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conditions across the 12 Federal Reserve Districts. Despite the expansion of economic 

activity, many districts reported a temporary slowdown due to heightened absenteeism 

related to the surge in COVID-19 cases. Additionally, firms have expressed an increased 

willingness to raise prices as a way to mitigate the impact of rising wages and input 

prices. 

● The Federal Reserve is expected to hike rates in March, according to Fed Chair Jerome 

Powell. In a testimony to the U.S. House of Representatives Financial Services 

Committee, Powell stated the Ukraine situation would not deter another rate hike. 

Investors responded positively to Powell after he stated he does not favor an increase 

above 25 bps.  

 

Economic Policy and News 

• Support for sanctioning Russian energy is growing. Senators Lisa Murkowski (R-AK) 

and Joe Manchin (D-WV) have called on the U.S. to stop importing crude oil from 

Russia even if it means higher prices. So far, countries have avoided targeting Russian 

energy due to fears of political blowback; however, this could change as Russia becomes 

more emboldened.  

• The Pentagon postponed a launch of an intercontinental ballistic missile to avoid further 

escalating tension with Russia. The launch could have been viewed as provocative given 

Moscow’s decision to put nuclear forces on high alert. Additionally, the Pentagon has 

also delayed the release of its defense strategy as it tries to incorporate renewed Russian 

hostility. 

 

COVID-19:  The number of reported cases is 441,048,833, with 5,976,554 fatalities.  In the 

U.S., there are 79,143,885 confirmed cases with 954,519 deaths.  For illustration purposes, the 

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

scaling metrics.  The CDC reports that 691,012,865 doses of the vaccine have been distributed, 

with 553,778,476 doses injected.  The number receiving at least one dose is 253,752,684, while 

the number of second doses is 215,775,839, and the number of the third dose, granting the 

highest level of immunity, is 94,552,155. The FT has a page on global vaccine distribution.   

● New Zealand is beginning to see a surge in cases after avoiding it for most of the 

pandemic.  

● Senator Tim Kaine announced plans to introduce a bill that will look into the causes for 

long COVID. The senator has been suffering from COVID-related symptoms since 

contracting the virus in 2020. Little is known regarding why some people are able to feel 

symptoms of the virus for long periods, but millions reportedly suffer from the sickness.  

 

 

https://www.wsj.com/articles/money-supply-inflation-friedman-biden-federal-reserve-11626816746?mod=article_inline
https://www.politico.com/news/2022/03/03/murkowski-russian-energy-americans-00013386
https://www.politico.com/news/2022/03/03/murkowski-russian-energy-americans-00013386
https://www.politico.com/news/2022/03/03/russia-ukraine-defense-strategy-pengtagon-00013449
https://www.politico.com/news/2022/03/03/russia-ukraine-defense-strategy-pengtagon-00013449
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.nytimes.com/2022/03/03/world/australia/new-zealand-covid-omicron.html
https://www.nytimes.com/2022/03/03/world/australia/new-zealand-covid-omicron.html
https://www.nytimes.com/2022/03/02/us/tim-kaine-long-covid.html
https://www.nytimes.com/2022/03/02/us/tim-kaine-long-covid.html
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U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ended February 26 fell to a seasonally 

adjusted 215K, better than both the expected level of 225K and the prior week’s revised level of 

233K. The four-week moving average of initial jobless claims, which helps smooth out some of 

the volatility in the series, fell to 230.5K. Meanwhile, continuing claims in the week ended 

February 19, rose slightly to 1.476M, worse than the anticipated decline to 1.420M. The chart 

below shows how initial jobless claims have fluctuated since just before the prior recession.  The 

chart is truncated for the initial pandemic period because of the enormous number of claims at 

that time. 

 

 
 

To provide more detail on the recent trends in the series, the chart below shows how initial 

jobless claims have changed since the beginning of 2021. 

 

 
 

A separate report provided an updated estimate of the average value of output per hour worked in 

late 2021.  After stripping out price changes and seasonal factors, fourth-quarter nonfarm 
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productivity rose at an annualized rate of 6.6%.  That matched the previous estimate, but analysts 

had expected a slight upward revision to 6.7%.  In any case, the jump in productivity wasn’t 

enough to offset the increased cost of labor in today’s tight job market.  Fourth-quarter unit labor 

costs were revised sharply upward to show an annualized rise of 0.9%, rather than the initially 

estimated 0.3% rate of growth.  Compared with the same period one year earlier, productivity in 

the fourth quarter was up 1.9%, just about matching its average annual rise over the last couple 

of decades.  The problem was that unit labor costs were up 3.5% on the year, or about double 

their typical annual rise over the last two decades.  That will likely bolster current concerns that 

the tight labor market could push inflation higher.  The chart below shows the year-over-year rise 

in productivity since just before the last recession. 
 

 
 

The following chart shows the year-over-year rise in unit labor costs since just before the last 

recession. 
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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

9:45 Markit U.S. Services PMI m/m Feb 56.7 56.7 **

9:45 Markit U.S. Composite PMI m/m Feb 56.0 56.0 **

10:00 ISM Non-Manufacturing PMI m/m Feb 61.1 59.9 ***

10:00 Factory Orders m/m Jan 0.7% -0.4% ***

10:00 Factory Orders Ex Transportation m/m Jan 0.1% *

EST Speaker or Event

10:00 Jerome Powell Testifies Before Senate Panel

12:00 Thomas Barkin Speaks on the Economy

18:00 John Williams Takes Part in Discussion on the Economy

Economic Releases

Fed Speakers or Events

District or Position

Chairman of Board of Governors of Federal Reserve

President of the Federal Reserve Bank of New York

President of the Federal Reserve Bank of Richmond

 
 

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 Japan Buying Foreign Bonds w/w 25-Feb -¥332.9b ¥18.0b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 25-Feb ¥110.1b -¥55.5b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 25-Feb -¥223.2b ¥943.1b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 25-Feb -¥402.3b -¥260.8b * Equity and bond neutral

Jibun Bank Services PMI m/m Feb F 44.2 42.7 ** Equity bullish, bond bearish

Jibun Bank Composite PMI m/m Feb F 45.8 44.6 ** Equity bullish, bond bearish

Consumer Confidence Index m/m Feb 35.3 36.7 35.0 * Equity bullish, bond bearish

Australia Markit Services PMI m/m Feb F 57.4 56.4 * Equity bullish, bond bearish

Markit Composite PMI m/m Feb F 56.6 55.9 * Equity bullish, bond bearish

Building Approvals m/m Jan -27.9% 9.8% -3.0% *** Equity bearish, bond bullish

Trade Balance m/m Jan A$12891m A$8824m A$9050m *** Equity bullish, bond bearish

New Zealand ANZ Commodity Price Index m/m Feb 3.9% 1.0% ** Equity bullish, bond bearish

South Korea GDP y/y 4Q 4.2% 4.1% 4.1% *** Equity and bond neutral

China Caixin Services PMI m/m Feb 50.2 51.4 50.7 ** Equity bearish, bond bullish

Caixin Composite PMI m/m Feb 50.1 50.1 ** Equity and bond neutral

EUROPE

Eurozone Markit Services PMI m/m Feb F 55.5 55.8 55.8 ** Equity and bond neutral

Markit Composite PMI m/m Feb F 55.5 55.8 55.8 ** Equity and bond neutral

PPI y/y Jan 30.6% 26.2% 27.3% * Equity bearish, bond bearish

Unemployment Rate m/m Jan 6.8% 7.0% 6.9% ** Equity bullish, bond bearish

Germany Markit Services PMI m/m Feb F 55.8 56.6 56.6 ** Equity bearish, bond bullish

Markit Composite PMI m/m Feb F 55.6 56.2 56.2 ** Equity bearish, bond bullish

France Markit Services PMI m/m Feb F 55.5 57.9 57.9 *** Equity bearish, bond bullish

Markit Composite PMI m/m Feb F 55.5 57.4 57.4 ** Equity bearish, bond bullish

Italy Markit Services PMI m/m Feb 52.8 48.5 52.5 ** Equity and bond neutral

Markit Composite PMI m/m Feb 53.6 50.1 53.6 ** Equity and bond neutral

Unemployment Rate m/m Jan 8.8% 9.0% 9.0% * Equity bullish, bond bearish

UK Markit/CIPS Services PMI m/m Feb F 60.5 60.8 60.8 ** Equity and bond neutral

Markit/CIPS Composite PMI m/m Feb F 59.9 60.2 60.2 ** Equity and bond neutral

Switzerland CPI y/y Feb 2.2% 1.6% 1.8% *** Equity bearish, bond bearish

Core CPI y/y Feb 1.3% 0.8% 0.9% * Equity bearish, bond bearish

Russia Gold and Forex Reserves w/w 25-Feb 643.2b 643.2b *** Equity and bond neutral

Markit Services PMI m/m Feb 52.1 49.8 ** Equity and bond neutral

Markit Composite PMI m/m Feb 50.8 50.3 ** Equity and bond neutral

AMERICAS

Brazil Markit Manufacturing PMI m/m Feb 49.6 47.8 *** Equity bullish, bond bearish  
 

Financial Markets 

 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 51 50 1 Up

3-mo T-bill yield (bps) 31 33 -2 Neutral

TED spread (bps) 21 17 4 Widening

U.S. Libor/OIS spread (bps) 42 41 1 Down

10-yr T-note (%) 1.86 1.88 -0.02 Up

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

Currencies Direction

Dollar Up Neutral

Euro Down Up

Yen Down Neutral

Pound Down Up

Franc Flat Neutral  
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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 $115.84 $112.93 2.58%

WTI $113.53 $110.60 2.65%

Natural Gas $4.74 $4.76 -0.57%

Crack Spread $31.76 $32.30 -1.67%

12-mo strip crack $28.46 $28.81 -1.22%

Ethanol rack $2.54 $2.52 0.56%

Gold $1,930.42 $1,928.72 0.09%

Silver $25.35 $25.30 0.22%

Copper contract $477.00 $466.55 2.24%

Corn contract $732.00 $725.00 0.97%

Wheat contract $1,131.25 $1,059.00 6.82%

Soybeans contract $1,673.00 $1,663.00 0.60%

Baltic Dry Freight 2,137            2,069            68

Actual Expected Difference

Crude (mb) -2.6 2.5 -5.1

Gasoline (mb) -0.5 -1.4 0.9

Distillates (mb) -0.6 -1.6 1.0

Refinery run rates (%) 0.3% 0.0% 0.3%

Natural gas (bcf) -141.0

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts call for cooler-than-normal temperatures throughout the 

entire western half of the country, with warmer-than-normal temperatures along the East Coast. 

The forecasts call for wetter-than-normal conditions in the northern Rocky Mountains and the 

Southeast, with dry conditions in California and the Southwest.    
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Data Section 
 

U.S. Equity Markets – (as of 3/2/2022 close) 

 

-20% 0% 20% 40%

Consumer Discretionary

Communication Services

Technology

Real Estate
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Consumer Staples

Utilities
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S&P 500

Real Estate

Consumer Discretionary

Industrials

Technology

Materials

Energy

Financials

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 3/2/2022 close) 

 

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

Growth

Real Estate

Foreign Developed ($)

Small Cap

Large Cap

Foreign Developed (local currency)

US Corporate Bond

Mid Cap

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. 
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P/E Update 

 

March 3, 2022 
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P/E as of 3/02/2022 = 21.5x

 
 

 

Based on our methodology,1 the current P/E is 21.5x, 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 three actual quarters (Q2, Q3, and Q4) and one estimate (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. 


