Daily Comment
By Patrick Fearon-Hernandez, CFA,
and Thomas Wash

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: May 2, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In
Europe, the EuroStoxx 50 index is currently up 1.6% from its prior close. In Asia, the MSCI
Asia Apex 50 closed down 0.3%. Chinese markets are closed for Labor Day. U.S. equity index
futures are signaling a flat open. With 275 companies having reported, the S&P 500 Q1 2022
earnings stand at $53.70, lower than the $54.70 forecast for the quarter. The forecast reflects a
4.7% increase from Q1 2021 earnings. Thus far this quarter, 80.7% of the companies have
reported earnings above forecast, while 16.4% have reported earnings below forecast.
The Confluence macro team publishes a plethora of research reports and multimedia offerings on
a weekly and quarterly basis, all available on our website. We highlight recent publications
below, with new items of the day emphasized in bold:
•
•
•
•
•
•

Bi-Weekly Geopolitical Report (4/25/2022) (with associated podcast): “The Russians
Respond”
Weekly Energy Update (4/28/2022): We update the EU situation related to the Ukraine
War.
Asset Allocation Quarterly - Q2 2022 (4/21/2022): Discussion of our asset allocation
process, Q2 2022 portfolio changes, and our outlook for the markets
Asset Allocation Bi-Weekly (5/2/2022) (with associated podcast): “The Tale of Two
Surveys”
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 Russian forces
continue to make only limited territorial gains but have intensified their efforts to Russify the
areas they already occupy. We next review a range of international and U.S. developments with
the potential to affect the financial markets today. Finally, we wrap up with the latest news on
the coronavirus pandemic, including signs of even tighter lockdowns in Beijing that will
continue to weigh on economic activity in China and globally.
Russia-Ukraine: Russian forces continue to make only limited gains in the eastern Ukrainian
region of Donbas and along Ukraine’s southern coast, even as they keep attacking strategic cities
such as Kharkiv and Odesa with missiles, artillery, and aerial bombs. Reports also indicate the
Russians are increasingly taking steps to incorporate occupied territories into Russia proper. For
example, Russian sources said stores in occupied Melitopol and Volnovakha are beginning to
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transition to using the Russian ruble, and British Defense Intelligence reported the ruble would
be used in Kherson starting on May 1 as part of a four-month currency transition scheme enacted
by the occupation administration. The measures, which are not necessary or normal in military
occupation administrations, suggest that Russian President Putin likely intends to retain control
over these areas and that his ambitions are not confined to Donbas. Meanwhile, Ukraine
launched a missile attack against a Russian command post in the northeastern city of Izyum over
the weekend, killing at least one more Russian general and several other senior officers and
reportedly wounding Russia’s Chief of the General Staff Valery Gerasimov. The Ukrainian
military also claimed its drones have sunk two small Russian patrol craft in the Black Sea.

•

As we have written before, the ultimate risk in the war is if a frustrated President Putin
decides to launch either a tactical, battlefield nuclear strike against Ukraine or a strategic
nuclear strike against the U.S. and its NATO allies. Perhaps the next-most dangerous
risk is if Russia’s currently deployed forces still can’t make headway in Ukraine and
Putin declares a general mobilization of Russian society for the effort. Some sources
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•

have speculated that Putin may call for such a general mobilization at the May 9
celebration of the Soviet Union’s victory over Nazi Germany in World War II.
o Whether formally or informally, a general mobilization would basically equate to
a declaration of war. Contrary to Putin’s current characterization of the conflict
as a “special military operation,” such a situation would force Putin to seek
maximalist war aims and constrain his flexibility in pursuing the war.
o As in the run-up to World War I, a general mobilization by Russia would require
at least Poland and the Baltic states to mobilize as well. And, given that they are
all NATO members, the overall alliance also might have to mobilize.
o With potentially millions of soldiers mobilized and at the ready on both sides of
the Atlantic, the risk of miscalculation or accident would increase dramatically.
Beyond that, the economic costs on both sides of the Atlantic would spike. For
example, the current severe labor shortage in the U.S. and some allied countries
would worsen immensely if tens of thousands of reservists and national
guardsmen were called up from their jobs. The high economic cost alone could
tempt some policymakers to bet on a quick military victory.
▪ One important lesson may be the situation at the beginning of the Korean
War in 1950. At the time, the National Security Resources Board, headed
by a former secretary of the Air Force, advocated for large-scale economic
mobilization.
▪ However, President Truman ruled out the idea and instead envisioned only
a limited mobilization accompanied by aggressive wage and price
controls. The result was the passage by Congress of the Defense
Production Act (DPA), which gives the president authority to order private
businesses to take specific steps to support the war effort.
▪ The DPA gives the U.S. a certain amount of flexibility in responding to
the economic pressures of supporting Ukraine in the war or mobilizing the
U.S. itself. Other countries may not have the same amount of flexibility.
In a general NATO or Russian mobilization, high economic costs have the
potential to prompt rash military decisions that would present enormous
risks for investors.
Separately, the German government said it would now support a ban on Russian oil
imports into the EU that would be phased in over several months. Previously, the
government said Germany would need a phase-in period lasting to the end of the year.
o Germany’s new stance increases the likelihood that the EU will impose a ban on
Russian oil to punish President Putin for his invasion of Ukraine. However, the
ban is still not certain, as it would need to be approved by all EU countries. Some
of those countries highly depend on Russian energy supplies and will be reluctant
to cut them off. In an effort to ease approval of the sanctions when it is released
tomorrow, the EU will reportedly offer some exemptions to Hungary and
Slovakia, which are particularly reliant on Russian oil.
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•

o Just as important, we note that the ban under discussion would only apply to
Russian oil. It would not address Russian natural gas, on which some EU
countries are even more dependent.
EU Economics Commissioner Dombrovskis said EU officials are looking for ways to aid
the Ukrainian government further. According to Dombrovskis, the EU hopes to both
accelerate the payment of €600 million under the bloc’s existing emergency support plan
and bring forward a new round of lending.

Iran Nuclear Deal: Despite the distractions of the Russia-Ukraine war, the EU told Iran that it
was prepared to make a renewed push to reinstate the 2015 deal, lifting economic sanctions on
Tehran in return for restrictions on its nuclear program. Even though the text of a deal
reinstating the program has been virtually finalized, negotiations on it have essentially been
frozen since early spring. EU officials say they are still waiting for Iran to respond to the offer.
European Union: European Commission regulators say Apple (AAPL, 157.65) has broken EU
competition law by abusing its dominant position in mobile payments to limit rivals’ access to
contactless technology. According to the preliminary charge, Apple is preventing competitors
from accessing “tap and go” chips or near-field communication (NFC) to benefit its own Apple
Pay system.
• Under EU law, Apple could face fines worth up to 10% of global turnover if the charges
are upheld.
• The charge highlights our oft-stated concern that big, rich U.S. technology companies
face increased regulatory risk both at home and abroad.
France: The traditional May Day labor marches yesterday were reportedly on the raucous side,
as protesters warned newly re-elected President Macron that they want higher incomes, lower
inflation, and an end to his proposals to raise the country’s retirement age.
• Macron faces his first major challenge in June as he tries to win another parliamentary
majority in legislative elections that would enable him to pass his reforms.
• Parties on the left and right are exploring potential alliances to deprive him of that power.
U.S. Monetary Policy: Federal Reserve officials this week will hold their latest two-day
monetary policy meeting, in which they are expected to announce an aggressive 50-basis-point
hike in the benchmark fed funds interest rate and detail a relatively quick run-off of bonds on the
central bank’s balance sheet.
• We have no doubt the Fed will embark on an aggressive tightening of policy, just as the
officials have indicated.
• However, as we’ve mentioned before, we remain skeptical that the Fed can continue with
its entire program of tightening without causing financial market disruptions or
contributing to a sharper-than-planned slowdown in the economy.
• Considering factors like sky-high inflation, fiscal tightening, continued supply chain
disruptions, and the blow to confidence from the Russia-Ukraine war, we believe there is
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an elevated risk of a sharp economic slowdown, recession, or financial market volatility
in the next 12 to 18 months.
Global Green Energy: One little-noticed alternative source of “green” energy is naturally
occurring hydrogen, which small, start-up energy firms are already exploring for, or even
producing in places like Australia and Africa. While the gas isn’t renewable, boosters say
burning it carries few of the environmental concerns of burning natural gas or other fossil fuels.
COVID-19: Official data show confirmed cases have risen to 513,890,808 worldwide, with
6,236,772 deaths. The countries currently reporting the highest rates of new infections include
South Korea, Germany, France, and Italy. (For an interactive chart that allows you to compare
cases and deaths among countries, scaled by population, click here.) In the U.S., confirmed
cases rose to 81,365,218, with 993,733 deaths. In data on the U.S. vaccination program, the
number of people considered fully vaccinated now totals 219,729,731, equal to 66.2% of the
total population.
Virology
• In the U.S., the Omicron BA.2 variant continues to spread, but it is still causing relatively
few serious illnesses or hospitalizations. The seven-day average of people hospitalized
with confirmed or suspected COVID-19 came in at 17,248 yesterday, up 16% from two
weeks earlier. Because of the low level of hospitalizations and general fatigue with the
pandemic, the new outbreak is generating few new policy responses.
• In China, newly reported infections in Beijing only rose to 41 yesterday, but that was
more than enough to prompt officials to ratchet up social restrictions under President Xi’s
ultra-strict “zero-COVID” policy. City officials closed gyms and cinemas and raised
testing requirements in an effort to avoid replicating the situation in Shanghai, where tens
of millions have been restricted to their apartments, sparking protests.
Economic and Financial Market Impacts
• In a report over the weekend, China’s official April purchasing managers’ index (PMI)
for manufacturing fell to a seasonally adjusted 47.4, versus 49.5 in March. As with all
major PMIs, the China gauge is designed so that readings under 50 point to declining
activity. The reading for April was the lowest since February 2020, largely reflecting
Xi’s “zero COVID” policy and its strict economic lockdowns. Reports say some Chinese
officials are now criticizing the policy, in private, for its negative impact on the domestic
and global economy.
o The official nonmanufacturing PMI plunged to 41.9 in April from 48.4 in March.
o Nineteen out of 21 surveyed industries, including transportation, accommodation,
and catering, recorded contractions in activity, the statistics bureau said.
U.S. Economic Releases
There were no economic releases prior to the publication of this report. The table below lists the
economic releases and/or Fed events scheduled for the rest of the day.
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Economic Releases
EST Indicator
9:45 S&P Global US Manufacturing PMI
10:00 Construction Spending
10:00 ISM Manufacturing
10:00 ISM Prices Paid
10:00 ISM New Orders
10:00 ISM Employment
Federal Reserve

m/m
m/m
m/m
m/m
m/m
m/m

Expected
59.7
0.8%
57.6
87.4
54.1
55.0

Apr
Mar
Apr
Apr
Apr
Apr

Prior
59.7
0.5%
57.1
87.1
53.8
56.3

Rating
***
***
***
**
*
*

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
ASIA-PACIFIC
Japan
Jibun Bank Japan PMI Mfg
Vehicle Sales
Consumer Confidence Index
India
S&P Global India PMI Mfg
Australia
S&P Global Australia PMI Mfg
CoreLogic House Px
Melbourne Institute Inflation
ANZ Job Advertisements
Commodity Index SDR
EUROPE
Eurozone
S&P Global Eurozone Manufacturing PMI
Economic Confidence
France
S&P Global France Manufacturing PMI
Germany
Retail Sales
S&P Global Germany Manufacturing PMI
Italy
S&P Global Italy Manufacturing PMI
Unemployment Rate
Switzerland
SECO Consumer Confidence
PMI Manufacturing
Domestic Sight Deposits CHF
Total Sight Deposits CHF
AMERICAS
Brazil
FGV CPI IPC-S
Economic Activity
Net Debt % GDP
Primary Budget Balance
Canada
Bloomberg Nanos Confidence

Current

Prior

m/m
y/y
m/m
m/m
m/m
m/m
m/m
m/m
y/y

Apr
Apr
Apr
Apr
Apr
Apr
Apr
Apr
Apr

53.5
-15.0%
33.0
54.7
58.8
0.3%
-0.1%
-0.5%
39.9%

53.4
-14.8%
32.8
54.0
57.9
0.3%
0.8%
0.4%
40.9%

m/m
m/m
m/m
m/m
m/m
m/m
m/m
q/q
m/m
w/w
w/w

Apr
Apr
Apr
Mar
Apr
Apr
Mar
2Q
Apr
29-Apr
29-Apr

55.5
105.0
55.7
-0.1%
54.6
54.5
8.3%
-27.4
62.5
667.1b
744.4b

55.3
108.5
55.4
0.3%
54.1
55.8
8.5%
-3.6
64.0
667.6b
742.6b

w/w
m/m
m/m
m/m
w/w

30-Apr
Feb
Feb
Feb
29-Apr

1.08%
0.34%
57.1%
3.5b
56.7

1.47%
-0.99%
56.6%
101.8b
57.5

Expected

Rating

Market Impact

***
**
***
***
***
**
*
**
**

Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity bullish, bond bearish
Equity bullish, bond bearish
Equity and bond neutral
Equity bearish, bond bullish
Equity and bond neutral
Equity and bond neutral

55.3
108.0
55.4
0.2%
54.1
55.0
8.4%
-15.5
60.4

***
**
***
**
***
***
***
***
**
*
*

Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity bearish, bond bullish
Equity bullish, bond bearish
Equity and bond neutral
Equity and bond neutral
Equity bearish, bond bearish
Equity bullish, bond bearish
Equity and bond neutral
Equity and bond neutral

1.06%
0.40%
57.0%
-8.3b

***
***
***
**
**

Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral
Equity and bond neutral

34.9
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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
3-mo Libor yield (bps)
3-mo T-bill yield (bps)
TED spread (bps)
U.S. Sibor/OIS spread (bps)
U.S. Libor/OIS spread (bps)
10-yr T-note (%)
Euribor/OIS spread (bps)
Currencies
Dollar
Euro
Yen
Pound
Franc

Today
124
76
48
112
117
2.86
-44
Direction
Down
Up
Up
Up
Flat

Prior
124
81
43
109
114
2.83
-45

Change
0
-5
5
3
3
0.03
1

Trend
Up
Neutral
Widening
Up
Up
Up
Neutral
Up
Down
Down
Down
Down

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
Energy Markets
Brent
WTI
Natural Gas
Crack Spread
12-mo strip crack
Ethanol rack
Metals
Gold
Silver
Copper contract
Grains
Corn contract
Wheat contract
Soybeans contract
Shipping
Baltic Dry Freight

Prior

Change

Explanation

$104.21
$101.45
$7.37
$49.40
$33.56
$2.88

$107.14
$104.69
$7.24
$47.96
$33.31
$2.88

$1,880.57
$22.70
$429.25

$1,896.93
$22.78
$440.85

-0.86%
-0.36%
-2.63%

$803.75
$1,048.25
$1,667.25

$813.50
$1,055.75
$1,684.75

-1.20%
-0.71%
-1.04%

2,404

2,403

-2.73% Demand Pessimism
-3.09%
1.68%
3.00%
0.73%
0.01%

1

Weather
The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures from Texas
through the Southeast, with cooler-than-normal temperatures in the Pacific Northwest, New
England, and the Mid-Atlantic regions. The forecasts call for wetter-than-normal conditions in
the Northern Rockies, the Great Plains, and the Midwest, with dry conditions in the Southwest
and New England regions.
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Data Section
U.S. Equity Markets – (as of 4/29/2022 close)

YTD Total Return

Prior Trading Day Total Return

Energy
Consumer Staples
Utilities
Materials
Healthcare
Industrials
Real Estate
Financials
S&P 500
Technology
Consumer Discretionary
Communication Services

Materials
Energy
Healthcare
Industrials
Consumer Staples
Utilities
Communication Services
Financials
S&P 500
Technology
Real Estate
Consumer Discretionary

-40%

-20%

0%

20%

40%

-6.0% -5.0% -4.0% -3.0% -2.0% -1.0% 0.0%

(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 4/29/2022 close)
YTD Asset Class Total Return
Commodities
Cash
Foreign Developed (local currency)
Value
US High Yield
Real Estate
Emerging Markets (local currency)
US Government Bond
Mid Cap
Foreign Developed ($)
Emerging Markets ($)
Large Cap
US Corporate Bond
Small Cap
Growth
-40%

-20%

0%

20%

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.

40%

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).
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P/E Update
April 28, 2022
LONG-TERM TRAILING P/E
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Sources: Robert Shiller, Haver Analytics, I/B/E/S, CIM

Based on our methodology,1 the current P/E is 20.4x, down 0.3x from last week. Lower index
values lowered the multiple.
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 two actual quarters (Q3, and Q4) and two estimates (Q1 and Q2). 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.
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