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

Europe, the EuroStoxx 50 index is currently up 1.5% from its prior close. In Asia, the MSCI 

Asia Apex 50 closed up 0.2%. Chinese markets were mixed, with the Shanghai Composite up 

0.1% from its prior close while the Shenzhen Composite was down 0.8%. U.S. equity index 

futures are signaling a flat 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) 

 

Our Comment today opens with an update on the Russia-Ukraine war, where the big stories are 

an apparent Russian decision to limit its war aims and President Biden’s off-the-cuff remark 

suggesting President Putin should be removed from power.  We next review a range of 

international and U.S. developments with the potential to affect the financial markets today.  We 

wrap up with the latest news on the coronavirus pandemic. 

 

Russia-Ukraine:  Militarily, the key development over the last few days has been Russia’s 

apparent shift in strategy toward seizing only the Donbas region in eastern Ukraine.  Since 

Russian forces have been fought to a stalemate elsewhere in Ukraine, reflecting both their own 

military errors and the Ukrainians’ unexpectedly effective resistance, they probably see such a 

strategy as a way to salvage what they can from their invasion.  Of course, the strategy shift 

doesn’t mean peace in the rest of Ukraine.  The Russian invasion forces have dug into defensive 

positions around the capital city of Kyiv and other urban centers, and they continue to pummel 

Ukrainian cities, fuel depots, and food warehouses with artillery, missiles, and aerial bombs.  

There are also reports that fresh Russian troops are being massed at the border, ready to be 

 

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.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.wsj.com/articles/russia-refocuses-on-ukraines-east-after-month-of-heavy-losses-11648243627?mod=article_inline
https://www.wsj.com/articles/ukraine-and-russia-prepare-for-talks-in-turkey-as-russian-missiles-hit-cities-11648464333
https://www.wsj.com/articles/ukraine-and-russia-prepare-for-talks-in-turkey-as-russian-missiles-hit-cities-11648464333


 

 

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

www.confluenceinvestment.com 

 2 

thrown into the battle.  Even if the Russians really intend to focus on the Donbas now, they’ll 

have to keep up the military pressure elsewhere around the country to keep the Ukrainians from 

shifting their forces to the east. 

• The other key event in recent days was President Biden’s trip to Europe, where he ended 

a major speech underlining the West’s unity and dedication to democracy with an 

unscripted threat to topple President Putin, saying, “For God’s sake, this man cannot 

remain in power.”  U.S. officials later tried to walk back the statement, saying Biden 

merely meant that Putin can’t be allowed to keep persecuting other countries.  

Nevertheless, the perception remains that Biden was essentially calling for regime change 

in Russia. 

• After a month of Russia’s brutal, unprovoked war against Ukraine, it’s probably safe to 

say that Biden’s sentiment is shared widely among global leaders and citizens alike.  

Nevertheless, there are some sentiments better left unsaid.  Biden’s statement was a clear 

gaffe for two key reasons: 

o First, the statement will probably confirm in Putin’s mind that he has nothing to 

lose in continuing the war.  Now, he is even more likely to believe that the U.S. 

and the West are out to get him, and the only way out is to win and win big in 

Ukraine.  That suggests he will keep fighting, escalating, and taking ever bigger 

risks in order to shift his luck. 

o Second, Biden’s statement will probably expose divisions among the U.S. and its 

allies.  Some European leaders, such as French President Macron, have already 

distanced themselves from any sense that they want regime change in Russia.  If 

the U.S. can’t contain the transgression in the coming days, it could exacerbate 

the allies’ differing opinions about questions like providing more lethal weaponry 

to Ukraine or when it might be appropriate to lift their sanctions against Russia. 

• Separately, Russian and Ukrainian officials are preparing for another round of ceasefire 

negotiations in Turkey tomorrow.  Importantly, Turkish Foreign Minister Mevlüt 

Çavuşoğlu hinted that President Putin and Ukrainian President Zelensky have already 

been in negotiations through an intermediary he didn’t want to name (Russian oligarch 

Roman Abramovich is one possibility).  In addition, in two separate interviews over the 

weekend, Zelensky hinted that the concessions he is prepared to offer Russia, subject to 

approval by a national referendum, would include: 

o disavowing any intention to join NATO, subject to gaining security guarantees 

from other countries; 

o committing to never acquiring nuclear weapons; and 

o ensuring Ukraine’s political neutrality. 

• Russia’s adoption of more limited war aims in eastern Ukraine, Biden’s show of force 

during his European trip, and the news of Putin-Zelensky negotiations might at first 

sound positive to investors, but they don’t necessarily mean a near-term end to the 

conflict or the uncertainty it has generated.  Continued fighting and uncertainty will likely 

mean more headwinds for global financial markets.  Despite the rebound in global stocks 

these last two weeks, it’s probably too early for investors to let their guard down. 
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China:  As we’ve argued previously, the Russia-Ukraine war will likely accelerate the trend 

toward deglobalization that had been in place for years.  As a result, the world economy and 

financial markets will likely break up into a U.S.-led bloc, a Chinese-led bloc, and many 

countries trying to remain unaligned or attempting to play one bloc off the other. 

• As China faces this prospect, it is trying to curry favor with dozens of less-developed 

countries in order to expand its bloc and make it as independent and resilient as possible. 

• A key question is whether the U.S. will be able to keep up with China in the competition 

for influence and friendship.  One big asset for China is its large, fast-growing, import-

hungry economy and state-sponsored foreign investment programs.  As we’ve written 

before, the U.S. has wearied its traditional role as a global hegemon, especially the 

required trade deficits and the damage to its industrial base and unskilled workers.  The 

U.S. will soon need to figure out what it can offer to the unaligned countries to keep them 

in the U.S. camp. 

 

China-Hong Kong:  Municipal Chief Executive Carrie Lam, whose current five-year term ends 

on June 30, hinted yesterday that she may not seek re-election.  When asked in a press 

conference if she would take responsibility for Hong Kong’s vast new wave of coronavirus 

infections, Lam merely said it would be up to the next administration to conduct a full 

investigation into the city’s handling of the pandemic.  She offered herself as an adviser to any 

such investigation. 

• With their “zero-COVID” policy, Chinese leaders in Beijing have been angered by the 

big, disrupted wave in Hong Kong.  Even though new infections in the city appear to be 

declining, the leadership may have decided to replace Lam. 

• Ousting Lam would signal that Beijing is bringing Hong Kong under even tighter control.  

That would probably exacerbate China’s current frictions with the West and prolong the 

regulatory risk for Chinese assets trading in the U.S. 

 

Middle East Politics:  Following many Arab states’ recognition of Israel in recent years, foreign 

ministers from the U.S., Israel, Egypt, Bahrain, Morocco, and the United Arab Emirates have 

begun an unprecedented meeting on Israeli soil in which they will discuss how to strengthen 

their cooperation in confronting Iran.  The meeting could set the direction of a continued mutual 

effort to maintain peace and the security of energy supplies from the region. 

 

Japan:  Faced with an unwanted rise in bond yields, the Bank of Japan today said it would buy 

an unlimited number of 10-year Japanese government bonds at a set yield.  The move aims to 

demonstrate the central bank’s commitment to its strategy of yield curve control, under which it 

promises to keep the yield on 10-year JGBs “around 0%.”  In response, the yen dropped sharply 

to low as ¥124/dollar so far today, its weakest level since 2015. 

 

https://www.ft.com/content/98529d12-6cd6-40dc-a242-3ca907f20a73
https://www.ft.com/content/98529d12-6cd6-40dc-a242-3ca907f20a73
https://www.scmp.com/news/hong-kong/health-environment/article/3172016/coronavirus-hong-kong-inoculate-elderly-found?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220327&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3171974&article_id_list=3172028,3172012,3172013,3171996,3171911,3171887,3172016,3171974&tc=25&CMCampaignID=14992243773707fe17efb0ba2d146882
https://www.wsj.com/articles/a-middle-east-geopolitical-realignment-accelerates-to-confront-and-contain-iran-11648397242?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/a-middle-east-geopolitical-realignment-accelerates-to-confront-and-contain-iran-11648397242?mod=lead_feature_below_a_pos1
https://www.ft.com/content/471db20d-8f9d-44b1-8dc8-5414ee19eb92
https://www.ft.com/content/471db20d-8f9d-44b1-8dc8-5414ee19eb92
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U.S. Monetary Policy:  Shorter-term bonds continue to lose value amid growing concerns that 

the Federal Reserve will turn to aggressive, 50-basis-point interest rate hikes to help bring down 

inflation.  As of this writing, the yield on the 2-year Treasury note has risen to approximately 

2.32%, only about 15 basis points below the 10-year note’s 2.47%. 

• As short-term yields continue threatening to overtake longer-term yields, creating an 

inversion in the yield curve, stock investors are likely to start pricing in an imminent 

economic slowdown or recession. 

• On a more positive note, however, transportation-related stocks have recently been 

outperforming the broader U.S. market.  That has often been a positive harbinger for the 

broader market, although the relationship this time around could be distorted by the 

easing of pandemic travel restrictions and supply disruptions. 

 

U.S. Fiscal Policy:  The Biden administration today plans to release its proposed budget for the 

federal fiscal year beginning October 1.  The proposal reportedly forecasts the cumulative budget 

deficit over the coming decade will be $1 trillion lower than previously expected, in part because 

of fast economic growth touched off by the administration’s pandemic-relief spending and in 

part because of a proposed new wealth tax on the super-rich. 

• The proposed budget deficit for fiscal 2023 would be approximately 5% of gross 

domestic product, down from almost 15% of GDP at the height of the coronavirus 

pandemic. 

• The plan would mandate that billionaires pay a tax rate of at least 20% on their full 

income or the combination of traditional forms of wage income and whatever they may 

have made in unrealized gains. 

 

COVID-19:  Official data show confirmed cases have risen to  481,009,234 worldwide, with 

6,124,067 deaths.  In the U.S., confirmed cases rose to 79,954,460, with 976,704 deaths.  (For an 

interactive chart that allows you to compare cases and deaths among countries, scaled by 

population, click here.)  Meanwhile, in data on the U.S. vaccination program, the number of 

https://www.ft.com/content/dca0f014-b659-4516-8d97-e6945c863792
https://www.ft.com/content/dca0f014-b659-4516-8d97-e6945c863792
https://www.wsj.com/articles/transport-stocks-are-flashing-bullish-signals-for-broader-market-11648393780?mod=hp_lead_pos4
https://www.wsj.com/articles/transport-stocks-are-flashing-bullish-signals-for-broader-market-11648393780?mod=hp_lead_pos4
https://apnews.com/article/biden-covid-business-health-economy-34e13b5a1bde5167d10303bb25652376
https://apnews.com/article/biden-covid-business-health-economy-34e13b5a1bde5167d10303bb25652376
https://www.wsj.com/articles/biden-spending-budget-inflation-11648228176
https://www.washingtonpost.com/us-policy/2022/03/26/billionaire-tax-budget-biden/
https://www.washingtonpost.com/us-policy/2022/03/26/billionaire-tax-budget-biden/
https://www.nytimes.com/live/2022/03/28/world/covid-19-mandates-cases-vaccine
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
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people who are considered fully vaccinated now totals 217,424,576, equal to 65.5% of the total 

population. 

 

• In the U.S., the seven-day average of people hospitalized with a confirmed or suspected 

COVID-19 fell to 18,396 yesterday, down 36% from two weeks earlier. 

• The Omicron wave in mainland China continues to test the country’s “zero COVID” 

strategy.  In Shanghai, city authorities yesterday said they plan to lock down the city in 

two phases over the next week and a half to try to control its outbreak. 

o Because of Shanghai’s economic heft, the lockdown is likely to affect economic 

activity throughout China and even globally. 

o If the lockdown widens or is prolonged, it could be a significant headwind for the 

global economy and financial markets.  For example, news of the Shanghai 

lockdowns has pushed Brent crude oil prices down almost 4% so far this morning. 

 

U.S. Economic Releases  

 

In February, the trade deficit in merchandise slowed for the first time in five months, according 

to data released by Census Bureau. The advance trade deficit in goods came in at 106.6B 

compared to $107.6B in the previous month. The survey consensus showed an estimate of 

$106.3B.  Wholesale inventories rose 2.1% from the previous month compared to expectations 

of 1.2%.  Lastly, retail inventories rose 1.1% from the prior month, compared to expectations of 

1.4%. 

 

 
 

The chart above shows the level of the Trade Balance.  Despite the slight improvement in the 

Trade Balance, the deficit is still near a record low.  

 

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

 

https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://www.nytimes.com/interactive/2021/us/covid-cases.html?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
https://www.wsj.com/articles/shanghai-imposes-staggered-lockdowns-to-keep-coronavirus-at-bay-11648399828?mod=hp_lead_pos9
https://www.wsj.com/articles/shanghai-imposes-staggered-lockdowns-to-keep-coronavirus-at-bay-11648399828?mod=hp_lead_pos9
https://www.ft.com/content/4bb84965-9763-4e11-bd81-25383cf2c747
https://www.wsj.com/articles/global-stocks-markets-dow-update-03-28-2022-11648453090?mod=markets_lead_pos1
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EST Indicator Expected Prior Rating

10:30 Dallas Fed Manfuctaring Activity m/m Mar 11 14 **

Economic Releases

Federal Reserve

No Fed speakers or events today  

 

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

EUROPE

Switzerland Domestic Sight Deposits CHF w/w 25-Mar 658.8b 659.9b * Equity and bond neutral

Total Sight Deposits CHF w/w 25-Mar 731.5b 728.9b * Equity and bond neutral

AMERICAS

Brazil FGV Construction Costs m/m Mar 0.73% 0.48% 0.43% ** 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) 98 97 1 Up

3-mo T-bill yield (bps) 52 52 0 Neutral

TED spread (bps) 47 45 2 Widening

U.S. Libor/OIS spread (bps) 68 67 1 Down

10-yr T-note (%) 2.50 2.48 0.02 Up

Euribor/OIS spread (bps) -48 -48 0 Neutral

Currencies Direction

Dollar Up Neutral

Euro Flat Up

Yen Down Neutral

Pound Down Up

Franc Down Neutral  
 

Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $116.30 $120.65 -3.61% Supply Optimism

WTI $109.48 $113.90 -3.88%

Natural Gas $5.57 $5.57 -0.05%

Crack Spread $34.68 $34.33 1.03%

12-mo strip crack $26.74 $26.67 0.25%

Ethanol rack $2.61 $2.60 0.23%

Metals

Gold $1,931.14 $1,958.29 -1.39%

Silver $25.04 $25.53 -1.92%

Copper contract $467.30 $469.85 -0.54%

Grains

Corn contract $742.50 $754.00 -1.53%

Wheat contract $1,064.25 $1,102.25 -3.45%

Soybeans contract $1,696.50 $1,710.25 -0.80%

Shipping

Baltic Dry Freight 2,544            2,567            -23

Energy Markets

 
 

Weather 
 

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

the Pacific and Rocky Mountain regions, with cooler-to-normal temperatures for the rest of the 

country.  The forecasts call for wetter-than-normal temperatures in the Southeast, Southwest, and 

parts of the Mid-Atlantic regions, with dry conditions anticipated in the Pacific regions and 

Michigan. 
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Data Section 
 

U.S. Equity Markets – (as of 3/25/2022 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 3/25/2022 close) 

 

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

US Corporate Bond

Growth

Emerging Markets ($)

Emerging Markets (local currency)

US Government Bond

Real Estate

Small Cap

Foreign Developed ($)

US High Yield

Large Cap

Mid Cap

Foreign Developed (local currency)

Cash

Value

Commodities

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 

 



 

 

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

www.confluenceinvestment.com 

9 

 

P/E Update 

 

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. 


