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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 17, 2022—9:30 AM EDT] 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 5.7%. Chinese markets were higher, with the Shanghai Composite up 1.4% 

from its prior close and the Shenzhen Composite up 2.2%. U.S. equity index futures are 

signaling a lower open.  
 

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 (3/14/2022) (with associated podcast): “The Ukraine War 

and the Path of Globalization” 

• Weekly Energy Update (3/17/2022):   The oil market spike appears to be mostly short 

covering.  The Saudis are cozying up to the Chinese.   

• 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 (3/7/2022) (with associated podcast): “Believe It or Not, 

Fiscal Policy Is Tightening” 

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

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

• Charts Worth Noting:  A new featured chart where we look at the relationship 

between fed funds and the VIX is included in today’s report following the “U.S. 

Economic Releases” section. 

Good morning! The report today begins with Zelensky’s speeches to Congress and the 

Bundestag. We then give a brief overview of Wednesday’s Fed meeting and the impact it may 

have on financial markets. Next, we focus on energy and China-related news and conclude with 

an update on the coronavirus pandemic.  

Ukraine-Russia news: In a speech to Congress, Ukrainian President Volodymyr Zelensky 

pushed lawmakers to do more to defend his country against the Russian invasion. Although he 

would like the U.S. to enforce a no-fly zone over Ukraine, he said his country would accept a 

surface-to-air missile system as an alternative. Following Zelensky's speech to Congress, the 

Biden administration is considering sending Switchblade drones to Ukraine. In a separate speech 

to the Bundestag, Zelensky accused Germany of prioritizing its economic relationship with 

Russia over the security of Europe. The comment comes as Zelensky pushes Europe to apply 

more pressure on Moscow by banning the imports of Russian oil. Zelensky’s warm welcome in 
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the West has worried Russian officials, as Moscow believes it is losing the information war. In a 

way to drum up domestic support, Putin accused the West of hurting Russian citizens with 

sanctions and accused the U.S. of promoting Russophobia to bring the country to its knees.   

In light of the sanctions, the Russian government appears to be willing to honor its debt 

commitments. On Wednesday, the Kremlin announced it fulfilled its $117 million 

interest payment for two Eurobonds. It also permitted Severstal, a Russian steel and 

mining company, to make a $12.6 million interest payment but warned that Citi may 

block the deal. Sanctions have made it difficult for Russian firms to secure the dollars 

needed to repay debt and avoid defaults. Russian fertilizer company EuroChem may have 

already missed a debt payment. The sanctions have forced the Russian government to 

impose new restrictions on foreigners trading Russian assets. Without access to the 

dollar, the longer these sanctions remain in place, the more likely it is that Russian firms 

will miss a debt payment.  

Fed reaction: The Federal Reserve raised rates by 25 bps on Wednesday and signaled that it 

could raise rates six additional times this year. St. Louis Fed President James Bullard dissented 

because he favored a 50bps rate hike. The Fed statement showed that the FOMC believes the 

economy and the labor markets are strong. Additionally, the statement mentioned that Russia’s 

invasion of Ukraine would likely put upward pressure on inflation and weigh on economic 

activity. As a result, the Federal Reserve updated its inflation forecast for 2022 from 2.6% to 

4.3% and downgraded its median GDP growth projections from 4.0% to 2.8%. Considering the 

situation in Ukraine, the Fed signaled it was still keen on raising rates and reducing the size of its 

balance sheet at the next meeting. The chart below shows the updated Fed’s dot plot. The new 

dot plot shows the terminal Fed Funds rate will be 1.9% for 2022. 

 

Although financial markets responded negatively to the Fed statement, they recovered slightly 

following Federal Reserve Chair Jerome Powell’s press conference. During the Q&A, Powell 

hinted the Fed could potentially view quantitative tightening as a substitute for a rate hike. The 

comment likely signaled that rate hikes might not exceed 25 bps in future meetings. Our view is 

that the Fed is correct in its decision to raise rates; however, we suspect that given the level of 

https://www.reuters.com/world/europe/russia-will-put-its-enemies-such-united-states-their-place-medvedev-says-2022-03-17/
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https://www.reuters.com/world/europe/russia-says-its-order-pay-117-mln-eurobond-interest-fulfilled-2022-03-17/
https://www.reuters.com/world/europe/russia-says-its-order-pay-117-mln-eurobond-interest-fulfilled-2022-03-17/
https://finance.yahoo.com/news/severstal-gets-kremlin-ok-pay-190339911.html
https://www.reuters.com/business/exclusive-moscow-outlines-tough-terms-foreigners-trading-russia-assets-citi-memo-2022-03-17/
https://www.reuters.com/business/exclusive-moscow-outlines-tough-terms-foreigners-trading-russia-assets-citi-memo-2022-03-17/
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debt, the Fed runs the risk of causing a financial crisis if it follows through on its plan to hike 

rates six times this year. As a result, we suspect the Fed may take its foot off the gas if it sees 

signs of a market turmoil. 

Other Fed news: The renomination and nomination of Fed Chair Powell and Fed Governor Lael 

Brainard were approved by the Senate Banking Committee on Wednesday. In addition, the 

committee advanced two economists, Lisa Cook and Philip Jefferson, in their bid to fill two 

vacant Fed governor seats.  

Energy news: The U.S. Department of Energy has approved more exports of liquified natural 

gas. The move is designed to help Europe wean itself off of Russian gas. Although this may not 

be the ultimate solution, this will likely ease some of the burdens of the switch.  In other news, 

President Biden urged oil companies to start lowering the price of gas following the recent 

decline in crude prices.  

China news: The People’s Bank of China will take steps to boost its equity market after 

pledging to calm market concerns and stimulate the economy. There is growing speculation that 

the central bank will try to cut rates or lower the reserve requirement to meet this pledge. In 

addition, monetary easing government officials signaled that their regulatory crackdown could 

end soon. The developments have had a positive impact on financial markets today.  

Other market news: In line with the Federal Reserve, the Bank of England and the Bank of 

Taiwan raised their benchmark interest rates by 25 bps. The central banks of Hungary, Indonesia, 

and Turkey held interest rates steady.  

COVID-19: The number of reported cases is 463,964,928, with 6,059,216 fatalities.  In the U.S., 

there are 79,631,708 confirmed cases, with 968,329 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 696,801,055 doses of the vaccine have been distributed with 

557,644,629 doses injected.  The number receiving at least one dose is 254,750,626, while the 

number of second doses is 216,829,829, and the number of the third dose, granting the highest 

level of immunity, is 96,232,774. The FT has a page on global vaccine distribution.   

● In China, factories in Shenzhen were allowed to resume production after the city was 

placed in lockdown three days prior. The move was designed to protect the economy and 

supply chains from the impact of the new wave of Omicron cases. 

● Irish Prime Minister Michael Martin tested positive for COVID-19 while in D.C. 

● The Biden administration has expressed concern that the reduction in COVID-era 

policies will lead to an increase in mass immigration. Since the start of the pandemic, the 

government has been using Title 42 as a way to expel migrants. However, it expects to 

end this program following the decline in the number of coronavirus cases. 

  

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ended March 12 fell to a seasonally 

adjusted 214K, beating both the expected level of 220K and the previous week’s revised level of 

https://www.wsj.com/articles/senate-panel-approves-jerome-powells-renomination-as-fed-chairman-11647475443
https://www.seattletimes.com/business/chenieres-louisiana-texas-lng-plants-okd-for-more-exports/
https://www.seattletimes.com/business/chenieres-louisiana-texas-lng-plants-okd-for-more-exports/
https://thehill.com/policy/energy-environment/598455-biden-calls-for-oil-companies-to-lower-gas-prices-as-oil-prices-dip
https://thehill.com/policy/energy-environment/598455-biden-calls-for-oil-companies-to-lower-gas-prices-as-oil-prices-dip
https://www.bloomberg.com/news/articles/2022-03-17/china-could-cut-rates-within-days-after-strong-vow-to-investors?sref=uIvt3NFS
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.bloomberg.com/news/articles/2022-03-17/china-finds-way-to-do-covid-zero-while-keeping-factories-open?sref=uIvt3NFS
https://www.politico.com/news/2022/03/16/ireland-michael-martin-covid-biden-00018034
https://www.axios.com/biden-border-mexico-migrants-title-42-a91b6441-2197-463f-ab1f-2435824a9566.html
https://www.axios.com/biden-border-mexico-migrants-title-42-a91b6441-2197-463f-ab1f-2435824a9566.html
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229K. The four-week average of initial claims, which helps smooth out some of the volatility in 

the series, fell to 223K. Meanwhile, continuing jobless claims in the week ended March 5 

declined to 1.419M compared with the anticipated reading of 1.480M and the prior week’s 

1.490M.  The chart below shows how initial jobless claims have fluctuated since just before the 

prior recession.  The chart is truncated in the first months of the coronavirus pandemic because 

of the extremely high number of initial claims at the time. 

 

 
 

To provide more detail on the more recent period, the chart below shows initial jobless claims 

just since the beginning of 2001. 

 

 
 

Separately, February housing starts jumped by a seasonally adjusted 6.8% to reach an annualized 

rate of 1.769M units. That was much better than the expected increase of 3.8% (to a rate of 

1.700M), and it was more than enough to offset January’s revised decline of 5.5% (to a rate of 
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1.657M units). In contrast, permitting for new home construction was weaker last month.  

February building permits declined 1.9% to an annual rate of 1.859M units. That was better than 

the anticipated fall of 2.4% (to a rate of 1.850M units), but it was still weaker than the revised 

gain of 0.5% in January (to a rate of 1.895M units). Compared with February 2021, 

groundbreaking for new housing units was up a whopping 22.0%, while permits for new homes 

were up 9.1%.  The chart below shows how housing starts and permits have fluctuated since just 

before the previous recession. 

 

 
 

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

 

EST Indicator Expected Prior Rating

9:15 Industrial Production m/m Feb 0.5% 1.4% ***

9:15 Industrial Capacity Utilization m/m Feb 77.9% 77.6% **

Economic Releases

Fed Speakers or Events

No Fed speakers or events today  

 

 

Charts Worth Noting:  As noted in detail above, the FOMC has moved to raise interest rates. 

The dots plot suggests there will be a rate hike of some form at every meeting this year. If that 

occurs, it will break a pattern where the Fed is cautious about rate hikes during periods of market 

volatility. 
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This chart overlays the fed 

funds target with the 12-

week moving average of the 

VIX. History shows that the 

Fed tends to avoid raising 

rates when the average VIX 

is greater than 20. The hike 

on Wednesday breaks that 

pattern. However, we note 

the Fed raised rates in 

December 2015 when the 

VIX was elevated. Notice 

how the policy rate was held 

steady for a number of 

months as the VIX declined.  

Although the dot plot is 

projecting higher rates, 

recent history suggests an 

unexpected pause may ensue.  Of course, for a pause to be considered, inflation will likely need 

to decline.   

 

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 Core Machinery Orders y/y Jan 5.1% 5.1% 8.7% *** Equity bearish, bond bullish

Japan Buying Foreign Bonds w/w 4-Mar -¥164.7b -¥363.8b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 4-Mar -¥194.6b ¥285.7b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 4-Mar ¥1339.1b ¥1332.0b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 4-Mar -¥1050.4b -¥910.0b * Equity and bond neutral

Australia Change in Employment m/m Feb 77.4k 28.3k 37.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Feb 4.0% 4.2% 4.1% *** Equity bullish, bond bearish

Participation Rate m/m Feb 66.4% 66.2% 66.3% ** Equity bullish, bond bearish

New Zealand GDP y/y Q4 3.1% -0.2% 3.3% *** Equity and bond neutral

EUROPE

Eurozone CPI y/y Feb 5.9% 5.1% 5.8% *** Equity bearish, bond bearish

Core CPI y/y Feb 2.7% 2.7% 2.7% ** Equity and bond neutral

Switzerland Real Exports m/m Feb 8.1% 2.0% * Equity bullish, bond bearish

Real Imports m/m Feb -0.9% 0.4% * Equity and bond neutral

AMERICAS

Brazil Economic Activity Index y/y Jan 0.01% 1.73% 0.73% ** Equity bearish, bond bullish  

0

1

2

3

4

5

6

7

8

9

0 

10 

20 

30 

40 

50 

60 

70 

80 

90 

90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22

FED FUNDS TARGET VIX (12-WEEK AVERAGE)

THE VIX AND THE POLICY RATE

Sources:  FRED, Haver Analytics, CIM

F
E

D
 F

U
N

D
S

V
IX



 

 

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

www.confluenceinvestment.com 

 7 

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) 92 88 4 Up

3-mo T-bill yield (bps) 39 41 -2 Neutral

TED spread (bps) 53 47 6 Widening

U.S. Libor/OIS spread (bps) 54 52 2 Down

10-yr T-note (%) 2.14 2.19 -0.05 Up

Euribor/OIS spread (bps) -49 -50 1 Neutral

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Flat Neutral

Pound Flat Up

Franc Flat Neutral

Central Bank Action Current Prior Expected

Bank of England Bank Rate 0.750% 0.500% 0.750% On Forecast

Bank of Brazil Selic Rate 11.750% 10.750% 11.750% On Forecast  
 

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 $104.17 $98.02 6.27%

WTI $100.86 $95.04 6.12%

Natural Gas $4.81 $4.75 1.20%

Crack Spread $34.79 $32.25 7.89%

12-mo strip crack $26.41 $25.53 3.43%

Ethanol rack $2.56 $2.57 -0.66%

Gold $1,941.53 $1,927.29 0.74%

Silver $25.31 $25.09 0.89%

Copper contract $462.70 $460.05 0.58%

Corn contract $740.25 $730.00 1.40%

Wheat contract $1,070.25 $1,069.25 0.09%

Soybeans contract $1,660.50 $1,649.25 0.68%

Baltic Dry Freight 2,591            2,689            -98

Actual Expected Difference

Crude (mb) 4.3 -1.8 6.1

Gasoline (mb) -3.6 -1.5 -2.2

Distillates (mb) 0.3 -1.8 2.1

Refinery run rates (%) 1.1% 0.4% 0.7%

Natural gas (bcf) -74.0

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report
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Weather 
 

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

Far West and the East Coast, with cooler-than-normal temperatures in the Mississippi Valley. 

The forecasts call for wetter-than-normal conditions mostly in the Southeast, with dry conditions 

expected throughout the Far West.  
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Data Section 
 

U.S. Equity Markets – (as of 3/16/2022 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 3/16/2022 close) 
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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 17, 2022 
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P/E as of 3/16/2022 = 21.0x

 
 

 

Based on our methodology,1 the current P/E is 21.0x, down 0.4x from last week.  The decline in 

the multiple is mostly due to upgraded earnings.  
 

 

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes 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. 


