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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 25, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently up 0.9% from its prior close. In Asia, the MSCI 

Asia Apex 50 closed down 1.5%. Chinese markets were lower, with the Shanghai Composite 

down 1.2% from its prior close while the Shenzhen Composite was down 1.4%. U.S. equity 

index futures are signaling a higher 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 (3/24/2022):   Market turmoil caused by the Ukraine War 

continues to roil the energy markets.   

• 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 (3/21/2022) (with associated podcast): “A Commodity 

Update” 

• Confluence of Ideas podcast (3/25/2022): “The 2022 Outlook: Update #1” 

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

• Charts Worth Noting:  We look at residential real estate leverage of lower-income 

households.   

Good morning! Today's report will focus on internal fears that Russia will use chemical or 

nuclear weapons in Ukraine. Next is our U.S. economic and policy update, followed by 

international news. We conclude with our pandemic coverage.  

Following his meeting with NATO and G-7 leaders, President Biden warned the West is 

prepared to respond “in-kind” if Russia uses chemical or nuclear weapons against Ukraine. 

Officials in the Biden administration are growing concerned that the longer the war drags on, the 

more likely Putin will respond by using more dangerous weapons. In addition to the warning, 

Gen. Tod D. Wolters, NATO’s top commander, activated NATO’s chemical, biological, 

radiological, and nuclear defense elements. The activation also means that NATO is preparing 

for the possibility of deploying forces. The President’s warning and NATO’s response suggest 

the U.S. may be utilizing inside information; given its track record regarding the telegraphing of 

the invasion, it is difficult to argue that the risk of an attack isn’t at least elevated. As we 

mentioned yesterday, the cost of such an attack may deter Russia from following through. 

 

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_24_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_mar_24_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q122.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Mar_21_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.ft.com/content/ddaf60ed-e271-495b-b083-f00fbc276018
https://www.ft.com/content/ddaf60ed-e271-495b-b083-f00fbc276018
https://www.bloomberg.com/news/articles/2022-03-24/putin-stirs-u-s-concern-that-he-feels-cornered-and-may-lash-out?sref=uIvt3NFS
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There is growing speculation that China is starting to distance itself from the Russian invasion. 

In a joint statement, nearly three weeks before the invasion, Moscow and Beijing stated the two 

sides had a friendship with no boundaries and emphasized that there were no “forbidden areas” 

in their collaboration. Fast-forward to a month after the invasion, and their close relationship 

appears to be fraying slightly. On Thursday, China’s envoy to the U.S. stated Beijing is 

committed to abiding by international laws and norms and emphasized there were limits to the 

two’s relationship. The remark comes after the West accused China of indirectly supporting 

Russia’s invasion into Ukraine, spreading propaganda on Moscow’s behalf, and possibly 

providing Russia with assistance during its war efforts.  

China’s slight reversal of its commitment to support Russia suggests it is not willing to assist 

Putin at all costs. It is often forgotten that China wants to be considered an international broker 

of peace. Thus, the country does not want to give the appearance that it aided in carrying out war 

crimes. As a result, the recent comment may be a signal that China could consider pulling 

support from Russia if such an attack occurs. From our perspective, China may not be willing to 

deliver equipment such as an anti-defense system or jets. However, we believe that sending non-

lethal items such as semiconductors may still be on the table.    

We view elevated concerns regarding using nuclear weapons as bearish for risky assets and 

bullish for safe-haven assets and commodities. Although we are optimistic that such weapons 

will not be used in this conflict, we acknowledge wars are often unpredictable, and bad things 

can happen. In all, we continue to stress that Russia has more to lose than to gain if it decides to 

use nuclear or chemical weapons.  

• While demand for Russian oil has dried in the West, China and India appear to have used 

this opportunity to purchase barrels on the cheap. The two countries purchased at least 13 

million barrels of Ural since late February.  

U.S. Economic News and Releases 

 

● Chicago Fed President Charles Evans indicated he is open to a 50 bp rate hike but is 

comfortable with raising rates in 25 bp increments. Evans expressed concerns that a big 

increase could create messaging problems in the future. That being said, he is not a 

voting member of the FOMC this year. 

● Nickel prices continue to surge on the LME, sparking more turmoil in commodity 

markets.  

● The spread between the 10-year and 2-year Treasuries is approaching zero. A negative 

spread, also known as yield curve inversion, has been associated with recessions. 

However, there is a growing concern that if the curve does invert, this time could be 

different.  

 

International News 

● The European Union has agreed to new rules to curb anti-competitive behavior from tech 

firms. Under the Digital Markets Act (DMA), companies such as Google (GOOG, 

$2,826.24) and Apple (AAPL, $174.07) will be forced to open their platform to other 

https://tass.com/politics/1398071?utm_source=google.com&utm_medium=organic&utm_campaign=google.com&utm_referrer=google.com
https://tass.com/politics/1398071?utm_source=google.com&utm_medium=organic&utm_campaign=google.com&utm_referrer=google.com
https://www.scmp.com/news/china/diplomacy/article/3171765/china-says-un-charter-bottom-line-relationship-russia
https://www.scmp.com/news/china/diplomacy/article/3171765/china-says-un-charter-bottom-line-relationship-russia
https://www.bloomberg.com/news/articles/2022-03-25/eu-analysis-suggests-china-may-send-tech-hardware-to-help-putin?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-25/eu-analysis-suggests-china-may-send-tech-hardware-to-help-putin?sref=uIvt3NFS
https://markets.businessinsider.com/news/commodities/russia-crude-oil-west-sanctions-china-india-2022-3
https://finance.yahoo.com/news/fed-evans-refrains-signaling-backing-135000773.html
https://www.bloomberg.com/news/articles/2022-03-24/mexico-s-president-says-central-bank-decided-to-raise-key-rate?sref=uIvt3NFS
https://www.wsj.com/articles/yield-curve-almost-flashes-recession-maybe-but-who-knows-when-11648118199
https://www.wsj.com/articles/yield-curve-almost-flashes-recession-maybe-but-who-knows-when-11648118199
https://sports.yahoo.com/europe-agrees-law-curb-big-032450943.html#:~:text=European%20lawmakers%20have%20agreed%20on,and%20platforms%20to%20other%20businesses.
https://sports.yahoo.com/europe-agrees-law-curb-big-032450943.html#:~:text=European%20lawmakers%20have%20agreed%20on,and%20platforms%20to%20other%20businesses.
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businesses.  The law will only impact companies whose value exceeds more than €75 

billion, have annual sales of €7.5 billion, and have at least 45 million users monthly. This 

law is another example of the scrutiny big tech companies face as advanced economies 

look to rein them in. The U.S. is also considering laws to limit big tech market 

dominance. 

●  Mexican President Andres Manuel Lopez Obrador (AMLO) announced that Banxico, 

Mexico’s central bank, will raise rates by 50 bps to 6.5% hours before making the official 

statement. AMLO’s comments have led to concerns about Banxico’s independence, and 

his action could potentially lead to questions about the bank's credibility.  

● German Chancellor Olaf Scholz and Italian Prime Minister Mario Draghi rejected Putin’s 

plan to demand payment for gas in rubles. EU leaders are still looking to wean 

themselves off of Russian gas as they seek to drain Russia of revenue that could be used 

to support war efforts. On Thursday, the U.S. and U.K. agreed to try to boost LNG supply 

by at least 15 billion cubic meters by year-end to replace the 14-18 billion cubic meters 

supplied by Russia. Some of this may come from diverting a portion of the exports given 

to China, which now has access to cheaper Russian gas. However, there are still 

production constraints that will prevent the U.S. from increasing its export capacity. 

 

COVID-19: The number of reported cases is 476,805,836, with 6,108,631 fatalities.  In the U.S., 

there are 79,886,529 confirmed cases with 975,702 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 699,987,725 doses of the vaccine have been distributed, with 

559,242,230 doses injected.  The number receiving at least one dose is 255,103,626, while the 

number of second doses is 217,271,157, and the number of the third dose, granting the highest 

level of immunity, is 96,999,241. The FT has a page on global vaccine distribution.   

• The COVID-19 restrictions related to the recent surge of Omicron cases in Hong Kong 

have led foreign firms to move their operations and staff out of the city. Fifty percent of 

the European companies have decided to leave the city. Although some restrictions were 

lifted, it wasn’t enough to sway the decision of exiting firms. 

U.S. Economic Releases  

 

No major U.S. data has been published so far today.  The table below lists the economic releases 

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

 

https://www.bloomberg.com/news/articles/2022-03-24/mexico-s-president-says-central-bank-decided-to-raise-key-rate?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-24/mexico-s-president-says-central-bank-decided-to-raise-key-rate?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-24/europe-rejects-putin-s-demand-for-natural-gas-payments-in-rubles?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-24/europe-rejects-putin-s-demand-for-natural-gas-payments-in-rubles?sref=uIvt3NFS
https://www.reuters.com/business/energy/us-uk-send-more-lng-europe-british-ambassador-2022-03-24/
https://www.reuters.com/business/energy/us-uk-send-more-lng-europe-british-ambassador-2022-03-24/
https://www.nytimes.com/2022/03/25/business/energy-environment/biden-europe-lng-natural-gas.html
https://www.nytimes.com/2022/03/25/business/energy-environment/biden-europe-lng-natural-gas.html
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/2022-03-24/nearly-50-of-foreign-firms-in-hong-kong-plan-to-relocate-staff?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-03-24/nearly-50-of-foreign-firms-in-hong-kong-plan-to-relocate-staff?sref=uIvt3NFS
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EST Indicator Expected Prior Rating

10:00 Pending Home Sales m/m Feb 1.0% -5.7% **

10:00 Pending Home Sales y/y Feb -2.2% -9.1% *

10:00 U. of Michigan Consumer Sentiment m/m Mar F 59.7 59.7 ***

10:00 U. of Michigan Current Conditions m/m Mar F 67.6 67.8 **

10:00 U. of Michigan Expectations m/m Mar F 54.4 54.4 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Mar F 5.4% 5.4% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Mar F 3.0% *

EST Speaker or Event

10:00 John Williams Discusses Monetary Policy President of the Federal Reserve Bank of New York

11:30 Thomas Barkin Discusses Containing Inflation

12:00 Chris Waller Discusses Central Bank Digital Currencies Member of the Board of Governors

President of the Federal Reserve Bank of Richmond

Economic Releases

Federal Reserve

District or Position

 

 

Charts Worth Noting:  As housing prices rise, there is a growing concern about households 

becoming overextended.  That became a serious problem in 2005 and was most apparent in 

lower-income households.  As the chart shows, by 2008, the net worth of real estate for the 

bottom 50% of households by income was negative and remained underwater into 2014.  To see 

if a similar risk situation is developing, we looked at current data.   

 

The lower line on the chart 

shows the ratio of assets to 

liabilities, and it shows 

leverage is at record lows for 

this income group.  It has 

been falling for the middle 

51%/89% and the top 10% as 

well, but not near record 

lows.  As the chart shows, 

liabilities are rising but much 

slower than assets.  So far, 

we can conclude that real 

estate leverage should not be 

a serious issue as the FOMC 

tightens credit policy. 

 

 

 

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 
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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 Tokyo CPI y/y Mar 1.3% 1.0% 1.2% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Mar 0.8% 0.5% 0.7% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food & Energy y/y Mar -0.4% -0.6% -0.5% *** Equity and bond neutral

PPI for Services y/y Feb 1.1% 1.2% 1.2% * Equity and bond neutral

Japan Buying Foreign Bonds w/w 18-Mar -¥111.8b -¥164.4b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 18-Mar ¥123.5b -¥194.6b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 18-Mar -¥969.7b ¥1337.4b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 18-Mar -¥631.4b -¥1050.5b * Equity and bond neutral

China BoP Current Account Balance q/q 4Q F $118.4b $119.4b * Equity and bond neutral

EUROPE

Eurozone M3 Money Supply y/y Feb 6.3% 6.4% 6.3% *** Equity and bond neutral

Germany IFO Business Climate m/m Mar 90.8 98.5 94.2 *** Equity bearish, bond bullish

IFO Current Assessment m/m Mar 97.0 98.6 96.6 ** Equity and bond neutral

IFO Expectations m/m Mar 85.1 98.4 92.0 *** Equity bearish, bond bullish

Italy Consumer Confidence m/m Mar 100.8 112.4 108.0 *** Equity bearish, bond bullish

Manufacturing Confidence m/m Mar 110.3 112.9 111.3 *** Equity bearish, bond bullish

Economic Sentiment m/m Mar 105.4 107.9 ** Equity bearish, bond bullish

UK Retail Sales y/y Feb 7.0% 9.4% 7.8% *** Equity bearish, bond bullish

Retail Sales Ex-Auto Fuel y/y Feb 4.6% 7.5% 5.6% ** Equity bearish, bond bullish

AMERICAS

Mexico Economic Activity IGAE y/y Jan 1.75% 1.32% 2.10% ** Equity bearish, bond bullish

Brazil IBGE Inflation IPCA-15 y/y Mar 10.79% 10.76% 10.69% *** Equity and bond neutral

FGV Consumer Confidence m/m Mar 74.8 77.9 *** Equity bearish, bond bullish  
 

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) 97 95 2 Up

3-mo T-bill yield (bps) 47 49 -2 Neutral

TED spread (bps) 50 46 4 Widening

U.S. Libor/OIS spread (bps) 66 65 1 Down

10-yr T-note (%) 2.36 2.37 -0.01 Up

Euribor/OIS spread (bps) -48 -49 1 Neutral

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Up Neutral

Pound Flat Up

Franc Up 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. 
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Price Prior Change Explanation

Brent $116.82 $119.03 -1.86%

WTI $110.25 $112.34 -1.86%

Natural Gas $5.47 $5.40 1.31%

Crack Spread $35.61 $35.56 0.15%

12-mo strip crack $26.88 $26.78 0.39%

Ethanol rack $2.60 $2.60 -0.21%

Metals

Gold $1,951.51 $1,957.69 -0.32%

Silver $25.57 $25.53 0.12%

Copper contract $472.45 $474.25 -0.38%

Grains

Corn contract $747.25 $748.25 -0.13%

Wheat contract $1,079.00 $1,085.75 -0.62%

Soybeans contract $1,695.75 $1,700.75 -0.29%

Shipping

Baltic Dry Freight 2,567            2,575            -8

Actual Expected Difference

Crude (mb) -2.5 -0.8 -1.7

Gasoline (mb) -2.9 -1.9 -1.1

Distillates (mb) -2.1 -1.1 -1.0

Refinery run rates (%) 0.7% 0.2% 0.5%

Natural gas (bcf) -51.0 -59.0 8.0

Energy Markets

DOE Inventory Report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for warmer-than-normal temperatures only in Texas and 

Florida, with cooler-than-normal temperatures in the Great Plains, the Upper Midwest, and New 

England.  The forecasts call for wetter-than-normal temperatures in the Rocky Mountains and 

along the East Coast, with dry conditions anticipated along the West Coast and in Texas. 



 

 

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

www.confluenceinvestment.com 

 7 

Data Section 
 

U.S. Equity Markets – (as of 3/24/2022 close) 
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Technology
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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 3/24/2022 close) 

 

-20% -10% 0% 10% 20% 30% 40%

US Corporate Bond

Growth

Real Estate

Emerging Markets ($)

Small Cap

Foreign Developed ($)

US Government Bond

Emerging Markets (local currency)

US High Yield

Mid Cap

Large Cap

Foreign Developed (local currency)

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 24, 2022 
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P/E as of 3/23/2022 = 21.0x

 
 

 

Based on our methodology,1 the current P/E is 21.0x, unchanged from last week.   
 

 

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. 


