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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 18, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 is currently down 1.1% from its prior close. In Asia, the MSCI Asia 

Apex 50 closed down 0.7%. Chinese markets were higher, with the Shanghai Composite up 

1.1% from its prior close and the Shenzhen Composite up 0.6%. 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! Today's report begins with the latest updates on the Russian invasion of Ukraine. 

We then give a brief roundup of international news items and conclude with COVID-19 

coverage. 

The conflict in Ukraine shows no signs of abating. On Thursday, Reuters news agency reported 

that there has been very little progress made in peace talks. The two sides are working on an 

agreement that would allow Ukraine to remain neutral while keeping its military. However, there 

are rumors that Russia is also pushing Ukraine to formally cede territory in eastern Ukraine. 

Zelensky has stated that he is willing to accept Russia’s neutrality demand but is unwilling to 

give up any parts of the country.  The two sides are still far apart, and fighting will likely 

continue. That being said, there are growing concerns that Putin is considering using nuclear 

weapons to end the war, an action that may come with its own risk. Eight years ago, Chinese 

President Xi Jinping signed a pledge to protect Ukraine in the event of a nuclear attack. 

 

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_3_14_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_mar_17_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_mar_17_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Mar_07_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.reuters.com/business/aerospace-defense/scant-progress-peace-talks-ukrainian-cities-pounded-more-russian-attacks-2022-03-17/
https://www.bbc.com/news/world-europe-60785754
https://www.wsj.com/articles/under-new-scrutiny-chinas-nuclear-pledge-to-ukraine-11647007200
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Consequently, Russia risks a response from China if it does use its nuclear weapons in Ukraine. 

Although we think a military response from China is highly doubtful, we suspect Beijing will be 

forced to take some kind of action to maintain its credibility and willingness to honor its 

commitment to other countries. A non-military response from China could come in the form of a 

reduction in sanction relief. As a result, we suspect China may offer military support to Russia to 

dissuade Putin from using nuclear weapons. 

Reports yesterday showed that the Biden administration is becoming confident that China will 

grant Russia military support in its efforts to invade Ukraine. Publicly, China has advocated that 

it would like to see a peaceful solution to the Ukraine crisis and has maintained that it is not 

taking sides in the dispute. This position is becoming less tenable by the day as Russian atrocities 

continue to mount. If China provides Russia with support, the U.S. will likely respond with 

sanctions. Given that China holds much of its reserves in dollars, sanctions could be very 

detrimental to its economy. That does not mean China will be deterred from helping Russia. A 

primary concern for China is that the collapse of Russia will make it easier for the West to form 

a blockade around it. The development of the AUKUS alliance formed in September of last year 

further adds to Chinese fears of a blockade. China may want to protect Russia simply to keep the 

West off its back. From a market standpoint, the situation represents another fat tail event that 

can potentially be detrimental to equities but may be favorable to U.S. treasuries.  

Other Ukraine news 

● Going into the fourth week of the conflict, the Russian military has not been able to take 

over a major city, although Russian troops are making progress in Mariupol. Meanwhile, 

House Speaker Nancy Pelosi (CA-D) ruled out the possibility of having NATO or U.S. 

forces create a no-fly zone over Ukraine. In a bid of support, Slovakia has stated it was 

willing to send long-range surface-to-air missiles to Ukraine immediately, provided that 

Western allies give them a replacement. 

● Russia's troubles are growing. On Wednesday, Russian officials stated there has been an 

unprecedented number of cyberattacks on government websites.  In other news, rating 

agency S&P (SPGI, $402.66) has downgraded the rating for Russian bonds to junk due to 

concerns that the debt is “highly vulnerable to nonpayment.” 

● On Thursday, the House passed legislation that would end normal trade ties with Russia 

and Belarus. If passed in the Senate, the bill will impose tariffs on Russian and Belarus 

imports.  

 

Non-Ukraine related news 

● The United Kingdom plans to take steps to suspend parts of the post-Brexit deal for 

Northern Ireland. The decision is not final and will likely not lead to an immediate 

suspension of the agreement. The move may lead to a complete severing of ties between 

the U.K. and EU. 

● France is considering nationalizing assets from the nuclear electric power generation 

company Électricité de France (ECIFY, $2.06) as the country seeks to become energy 

independent. The country is also looking to boost the construction of atomic plants and 

renewable energy sources. 

https://www.nytimes.com/2022/03/17/us/politics/russia-china-weapons.html
https://www.nytimes.com/2022/03/17/us/politics/russia-china-weapons.html
https://www.usnews.com/news/world/articles/2022-03-18/russia-says-separatists-tightening-the-noose-around-mariupol-ria
https://thehill.com/homenews/house/598657-pelosi-rejects-zelenskys-calls-to-close-the-sky-over-ukraine
https://thehill.com/homenews/house/598657-pelosi-rejects-zelenskys-calls-to-close-the-sky-over-ukraine
https://www.washingtonpost.com/national-security/2022/03/17/s-300-ukraine-slovakia/
https://www.washingtonpost.com/national-security/2022/03/17/s-300-ukraine-slovakia/
https://www.washingtonpost.com/world/2022/03/17/russia-government-hacking-wave-unprecedented/?utm_source=feedly&utm_medium=referral&utm_campaign=wp_homepage
https://www.washingtonpost.com/world/2022/03/17/russia-government-hacking-wave-unprecedented/?utm_source=feedly&utm_medium=referral&utm_campaign=wp_homepage
https://www.bloomberg.com/news/articles/2022-03-17/s-p-says-russia-debt-is-vulnerable-to-nonpayment-as-cuts-rating?sref=uIvt3NFS
https://www.wsj.com/articles/house-passes-legislation-to-end-normal-trade-relations-with-russia-11647545860
https://www.wsj.com/articles/house-passes-legislation-to-end-normal-trade-relations-with-russia-11647545860
https://www.bloomberg.com/news/articles/2022-03-17/u-k-steps-up-plan-to-potentially-suspend-n-ireland-brexit-deal?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-17/u-k-steps-up-plan-to-potentially-suspend-n-ireland-brexit-deal?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-17/macron-says-french-state-should-take-control-of-some-edf-assets?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-17/macron-says-french-state-should-take-control-of-some-edf-assets?sref=uIvt3NFS
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● The International Energy Agency has advocated for countries to reduce crude prices by 

restricting cars. In its proposal, it argued that if countries could lower speed limits and 

promote the usage of public transportation, they could reduce oil demand by 2.7 million 

barrels within four months. 

 

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.   

● Canada plans to lift COVID-19 testing requirements for fully vaccinated travelers. 

Although some vaccinated travelers may be randomly selected to take a molecular test, 

they will not be required to quarantine. Meanwhile, Germany plans to let virus 

restrictions expire, even as case numbers rise.  

● South Korea reported a new peak in COVID-19 cases on Thursday. The country is facing 

its strongest wave of the virus since the start of the pandemic in 2020. 

● Chief Medical Advisor to the President, Anthony Fauci, warned that without additional 

funding, the country may be vulnerable to another surge in COVID-19 cases. While cases 

have fallen in the U.S., the funding used to combat other waves is running out. Fauci does 

not predict another surge in infections, but he suspects we might see an increase in cases 

in the coming weeks. 

 

U.S. Economic Releases  

 

No major U.S. economic reports have been released so far today.  The table below lists the 

economic releases and/or Fed events scheduled for the rest of today. 

 

EST Indicator Expected Prior Rating

10:00 Existing Home Sales m/m Feb 6.10m 6.50m ***

10:00 Existing Home Sales MoM m/m Feb -6.2% 6.7% *

10:00 Leading Economic Indicators m/m Feb 0.3% -0.3% ***

EST Speaker or Event

12:00 Neel Kashkari Discusses Access to Capital & Energy Sector

13:20 Thomas Barkin Discusses the Economic Outlook

14:00 Michelle Bowman Speaks at "Fed Listens" Event

President of the Federal Reserve Bank of Richmond

Member of the Board of Governors

Economic Releases

Fed Speakers or Events

President of the Federal Reserve Bank of Minneapolis

District or Position

 

 

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. 

https://www.bloomberg.com/news/articles/2022-03-18/iea-says-world-could-ease-russia-oil-crisis-by-restricting-cars?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-18/iea-says-world-could-ease-russia-oil-crisis-by-restricting-cars?srnd=premium&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.politico.com/news/2022/03/17/canada-ditches-covid-testing-rule-at-the-border-and-its-pressed-to-do-even-more-00018177
https://apnews.com/article/covid-health-europe-germany-b51a03b82da28b2be49387394ae04fde
https://apnews.com/article/covid-health-europe-germany-b51a03b82da28b2be49387394ae04fde
https://www.nytimes.com/2022/03/17/world/asia/coronavirus-south-korea.html
https://www.bloomberg.com/news/articles/2022-03-17/fauci-says-u-s-covid-cases-could-soon-rise-as-funding-runs-dry?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-17/fauci-says-u-s-covid-cases-could-soon-rise-as-funding-runs-dry?srnd=premium&sref=uIvt3NFS
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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 National CPI y/y Feb 0.9% 0.5% 0.9% *** Equity and bond neutral

National CPI Ex-Fresh Food y/y Feb 0.6% 0.2% 0.5% *** Equity and bond neutral

National CPI Ex-Fresh Food & Energy y/y Feb -1.0% -1.1% -1.0% *** Equity and bond neutral

Tertiary Industry Index m/m Jan -0.7% 0.1% -1.0% *** Equity bullish, bond bearish

EUROPE

Eurozone Trade Balance m/m Jan -7.700b -9.700b -9.000b * Equity bullish, bond bearish

Italy Trade Balance m/m Jan -5.052b 1.103b * Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Jan 3.2% -1.8% 2.4% ** Equity bullish, bond bearish

Retail Sales Ex-Autos m/m Jan 2.5% -2.5% 2.2% ** Equity bullish, bond bearish

Brazil Unemployment Rate m/m Jan 11.20% 11.10% 11.30% * Equity and bond neutral  
 

Financial Markets 
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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) 95 92 3 Up

3-mo T-bill yield (bps) 36 38 -2 Neutral

TED spread (bps) 59 54 5 Widening

U.S. Libor/OIS spread (bps) 54 53 1 Down

10-yr T-note (%) 2.14 2.17 -0.03 Up

Euribor/OIS spread (bps) -49 -49 0 Neutral

Currencies Direction

Dollar Up Neutral

Euro Down Up

Yen Down Neutral

Pound Down Up

Franc Up Neutral

Central Bank Action Current Prior Expected

Bank of Japan Policy Balance Rate -0.100% -0.100% -0.100% On Forecast

Bank of Japan 10-Year Yield Target 0.000% 0.000% 0.000% 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 $107.09 $106.64 0.42%

WTI $103.49 $102.98 0.50%

Natural Gas $4.88 $4.99 -2.16%

Crack Spread $35.40 $35.02 1.09%

12-mo strip crack $26.16 $26.23 -0.27%

Ethanol rack $2.57 $2.57 0.21%

Gold $1,939.51 $1,942.89 -0.17%

Silver $25.27 $25.38 -0.43%

Copper contract $471.40 $470.20 0.26%

Corn contract $751.00 $754.50 -0.46%

Wheat contract $1,080.75 $1,098.00 -1.57%

Soybeans contract $1,676.50 $1,668.50 0.48%

Baltic Dry Freight 2,588            2,591            -3

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) -79.0 -74.0 -5.0

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report

 
 

Weather 
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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 and 

Texas. The forecasts call for wetter-than-normal conditions east of the Mississippi River, with 

dry conditions expected in the Far West and Texas.  
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Data Section 
 

U.S. Equity Markets – (as of 3/17/2022 close) 
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(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 3/17/2022 close) 

 

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

Growth
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Real Estate

Emerging Markets (local currency)

Small Cap

Foreign Developed ($)

Large Cap

Mid Cap
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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 

 

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
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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. 


