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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: May 13, 2022—9:30 AM EDT] Global equity markets are higher this morning. In 

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

Asia Apex 50 index closed up 2.1%. Chinese markets were higher, with the Shanghai Composite 

up 1.0% and the Shenzhen Composite up 0.5%. U.S. equity index futures are signaling a higher 

open. With 456 companies having reported, the S&P 500 Q1 2022 earnings stand at $54.40, 

lower than the $54.70 forecast for the quarter. The forecast reflects a 4.7% increase from Q1 

2021 earnings. Thus far this quarter, 77.4% of the companies have reported earnings above 

forecast, while 19.1% 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 (5/9/2022) (with associated podcast): “Parsing the 

World’s New Geopolitical Blocs” 

• Weekly Energy Update (5/11/2022): U.S. commercial crude oil inventories jump in the 

wake of the highest SPR withdrawal in history.  

• 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) 

 

Good morning! Today's report begins with updates on stablecoin and the war in Ukraine. Next, 

we go over the latest U.S. economic and policy news, including a discussion about Fed Chair 

Powell's Senate confirmation for a second term. We then review international news, focusing on 

the USDA's wheat production outlook. We end with our daily pandemic coverage.  

 

Stablecoin 

 

After a rough few days, the crypto market is showing signs of improving. Tether, the world's 

biggest stable coin, was able to regain its peg to the dollar, to the relief of many of its investors. 

Meanwhile, Bitcoin is now trading above $30,000 after falling below $25,000 a day prior. That 

being said, crypto remains risky. Terra Blockchain has halted the trading of its tokens. 

 

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_5_9_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_12_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_12_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q222.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_2_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.bloomberg.com/news/articles/2022-05-12/tether-takes-victory-lap-after-stablecoin-regains-peg?srnd=premium&sref=uIvt3NFS
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Meanwhile, crypto.com and Binance have suspended the trading of several other digital tokens. 

So far, there are no signs that U.S. money markets were affected by the recent turmoil in 

stablecoins. Although some stablecoins are backed by assets like U.S. Treasuries and 

commercial paper, the recent redemptions have not caused havoc in the financial system. The 

resiliency of money markets suggests that market conditions remain stable. However, we still 

suspect that the recent crypto panic will lead to calls for more oversight within the crypto 

markets in the future.  

 

Russia-Ukraine update  

 

On the war front, Russia and Ukraine remain at a stalemate. Ukrainian forces have had some 

success in pushing back Russian troops. Still, some areas within Ukraine remain firmly under 

Russian control. Talks between leaders of both sides are infrequent. In a phone call with German 

Chancellor Olaf Scholz, Putin stated Kyiv has essentially blocked peace talks.  

● Finland announced its intention to join NATO. The country’s admission into the military 

alliance would place a NATO ally along the Russian borders. Moscow has argued that 

NATO expansion is what provoked its decision to invade Ukraine. In response to 

Finland’s potential bid, Russia announced it would send troops along its shared border 

once it formally applies.   

● A study conducted by the Swedish government suggested that Russia would be 

less likely to attack the Baltic-Nordic region if Sweden joined NATO. The 

findings could pave the way for Sweden to apply to join NATO. 

● Turkey has stated it would likely not back Sweden or Finland’s bid to join NATO. 

Its reluctance is due to the two countries harboring Kurdistan Workers’ Party 

(PKK) members. The EU, Turkey, and the U.S. have labeled the group a terrorist 

organization, and to join NATO, Sweden and Finland would need the approval of 

every member of the alliance. Nevertheless, this may not deter the countries from 

applying.  

● European gas prices soared 10 percent on Thursday after Vladimir Putin reduced the 

amount of natural gas going into Germany. The cut in supplies was in retaliation for 

sanctions. The move will likely force the EU to take more significant measures to reduce 

its dependency on Russian energy.  

● Chinese officials are becoming more vocal about their dismay with Russia. A Retired 

Chinese diplomat, who served in Kyiv and Moscow, gave a speech questioning Russia's 

value to China. He argued Russia was in historical decline and the war proved that 

Beijing exaggerated Putin's leadership skills. Even though there is no evidence that China 

will abandon Russia, the diplomat's speech hints that elites in China are growing restless 

with the ongoing war. 

 

 

 

 

https://www.bloomberg.com/news/articles/2022-05-12/money-markets-are-insulated-for-now-from-the-stablecoin-mess?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-12/money-markets-are-insulated-for-now-from-the-stablecoin-mess?srnd=premium&sref=uIvt3NFS
https://www.nytimes.com/2022/05/12/world/europe/finland-sweden-nato-russia-war.html?smid=url-copy
https://www.bbc.com/news/world-europe-61420185
https://www.bbc.com/news/world-europe-61420185
https://www.ft.com/content/512f07ba-dc18-4c97-aa06-9ab7e725bdae
https://www.ft.com/content/512f07ba-dc18-4c97-aa06-9ab7e725bdae
https://www.ft.com/content/512f07ba-dc18-4c97-aa06-9ab7e725bdae
https://www.ft.com/content/d5e42eae-2387-4893-ab4e-7b58478f23e0
https://thediplomat.com/2022/05/a-former-chinese-ambassadors-trenchant-comments-on-ukraine-war-attract-notice/
https://thediplomat.com/2022/05/a-former-chinese-ambassadors-trenchant-comments-on-ukraine-war-attract-notice/
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U.S. economic policy news 

 

● The Senate confirmed Federal Reserve Chair Jerome Powell for a second term. He 

received an overwhelming majority of votes (80-19), suggesting the Senate still trusts 

Powell to decrease inflation.   

○ In an interview, Powell showed signs of regret for not raising rates sooner but 

maintained that officials were making decisions based on the data available at the 

time. His remarks prove he may give up hope that inflation is transitory. If true, it 

could mean the Fed may become more hawkish.  

● The White House is hosting a group of Southeast Asian countries on Friday. The meeting 

is designed to build closer trade and military ties between the U.S. and Indo-Pacific 

countries. The Biden administration is currently holding discussions with Southeast 

Asian countries as his administration looks to rewrite trade standards. The U.S. courtship 

of these countries is another example of its rising competition with China. Integration of 

Indo-Pacific countries could boost trade and bring down inflation in the long run.  

  

International News 

 

● In Europe, Spain and Portugal are passing legislation that will put a cap on gas prices. 

The EU permitted the two countries to act outside the bloc's common market price-setting 

rules. Although there are ongoing discussions about implementation, the move could 

pave the way for more price controls within Europe as countries try to tame inflation. 

● Qatar has stepped in to try to help the U.S. and Iran come to revive the nuclear pact 

signed in 2015. The deal was close to being settled in March, but at the last minute, Iran 

demanded the removal of the Islamic Revolutionary Guard Corps, its elite security force, 

from the U.S. Foreign Terrorist Organizations list.   

● The latest World Agricultural Supply and Demand Estimates report showed that the 

global stockpile of wheat would fall to a six-year low in the upcoming season. The report 

attributes the lack of production to the war in Ukraine and drought in major wheat-

producing countries. Food inflation will probably be a problem due to this lack of 

production.  

○ In Indonesia, the spread of foot-and-mouth disease in cattle threatens the country's 

beef supply. The outbreak could boost beef imports, especially in July when the 

Eid al-Adha festival starts. 

 

COVID-19:  The number of reported cases is 519,936,669, with 6,259,865 fatalities. In the U.S., 

there are 82,325,687 confirmed cases with 999,111 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 734,783,455 doses of the vaccine have been distributed, with 

580,514,653 doses injected. The number receiving at least one dose is 257,707,346, the number 

https://www.bloomberg.com/news/articles/2022-05-12/powell-wins-senate-confirmation-for-second-term-as-fed-chair?srnd=premium&sref=uIvt3NFS
https://www.washingtonpost.com/us-policy/2022/05/12/fed-powell-rates-marketplace/
https://www.axios.com/2022/05/13/biden-asean-summit-pledges
https://www.bloomberg.com/news/articles/2022-05-13/spain-approves-cap-in-europe-s-boldest-effort-to-tame-gas-prices?srnd=premium&sref=uIvt3NFS
https://www.aljazeera.com/news/2022/5/12/qatars-emir-in-iran-in-bid-to-help-salvage-2015-nuclear-pact
https://www.aljazeera.com/news/2022/5/12/qatars-emir-in-iran-in-bid-to-help-salvage-2015-nuclear-pact
https://www.usda.gov/oce/commodity/wasde
https://www.usda.gov/oce/commodity/wasde
https://www.bloomberg.com/news/articles/2022-05-13/indonesia-to-vaccinate-herds-as-foot-and-mouth-hits-provinces?srnd=markets-vp&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://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
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of second doses is 220,461,007, and the number of the third dose is 102,011,446. The FT has a 

page on global vaccine distribution.   

● In an escalation of its extreme Zero-COVID strategy, the Chinese government announced 

it would strictly limit "unnecessary" foreign travel for its citizens. The announcement 

comes as China looks to tame a surge of rising COVID-19 cases. In Beijing, officials 

announced the city would not be locked down. On Thursday, rumors of a possible 

lockdown led to runs on grocery stores as people prepare to be stuck at home.  

● In Shanghai, officials announced it expects to stop the "community spread" of COVID-19 

by May 20. This statement could mean that officials might loosen restrictions soon.    

● The number of COVID-19 cases in North Korea has accelerated. A day after it admitted 

that it had its first case of COVID-19, the country announced the virus had caused six 

deaths and 350,000 cases since April. The outbreak provides insight into how dangerous 

the virus can be for countries with relatively low immunity.  

 

U.S. Economic Releases  

 

In the only significant U.S. data today, April import prices were unchanged from the previous 

month, in seasonally adjusted terms, compared with an expected increase of 0.6% and their 

revised jump of 2.9% in March. The flat performance in April partly reflected the month’s 

pullback in oil prices. April import prices excluding fuels rose 0.4%, although that was still 

better than their expected rise of 0.7% and their revised increase of 1.2% in the previous month. 

Overall import prices in April were up 12.0% from the same month one year earlier; import 

prices ex-fuels were up a somewhat more modest 7.2%. The chart below shows the year-over-

year change in import prices since just before the prior recession. 

 

 
 

The report also tracks prices for U.S. exports, and on that score, developments remain favorable. 

April export prices rose by a seasonally adjusted 0.6%, almost matching expectations for a rise 

of 0.7%, but much softer than their revised 4.1% increase in March. As a result, the U.S. 

continues to enjoy positive “terms of trade,” defined as the relative growth in export prices 

https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.ft.com/content/b91c64e9-d67c-46e7-8923-69de55f5c38b
https://www.ft.com/content/b91c64e9-d67c-46e7-8923-69de55f5c38b
https://www.reuters.com/world/china/shanghai-hunts-down-covid-cases-beijing-curbs-taxi-services-2022-05-12/
https://www.bloomberg.com/news/articles/2022-05-13/shanghai-aims-to-achieve-no-community-spread-by-mid-may?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-13/shanghai-aims-to-achieve-no-community-spread-by-mid-may?sref=uIvt3NFS
https://www.washingtonpost.com/world/2022/05/12/north-korea-coronavirus-positive-outbreak-omicron/
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compared with import prices. U.S. residents may be paying more for imported products from 

abroad, but U.S. producers are enjoying an even bigger jump in the prices they receive from 

foreigners. The chart below tracks the U.S. terms of trade since just before the prior recession. 

 

 
 

The table below shows any economic releases and/or Federal Reserve events scheduled for the 

rest of 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. 

 

EST Indicator Expected Prior Rating

10:00 U. of Michigan Consumer Sentiment m/m May P 64.0 65.2 ***

10:00 U. of Michigan Current Conditions m/m May P 69.3 69.4 **

10:00 U. of Michigan Expectations m/m May P 61.5 62.5 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m May P 5.5% 5.4% *

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

EST Speaker or Event

11:00 Neel Kashkari Discusses Energy and Inflation President of the Federal Reserve Bank of Minneapolis

12:00 Loretta Mester Discusses Monetary Policy President of the Federal Reserve Bank of Cleveland

Economic Releases

Federal Reserve

District or Position
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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. 
 

 
 

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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Money Stock M2 y/y Apr 3.6% 3.5% 3.4% ** Equity and bond neutral

Money Stock M3 y/y Apr 3.2% 3.1% 3.0% ** Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Apr 51.2 53.7 *** Equity bearish, bond bullish

South Korea Export Price Index y/y Apr 21.4% 23.4% * Equity and bond neutral

Import Price Index y/y Apr 35.0% 35.9% * Equity and bond neutral

China New Yuan Loans m/m Apr 0.645t 3.125t 1.530t ** Equity bearish, bond bullish

Money Supply M0 y/y Apr 11.4% 9.9% 9.8% * Equity and bond neutral

Money Supply M1 y/y Apr 5.1% 4.7% 5.0% * Equity and bond neutral

Money Supply M2 y/y Apr 10.5% 9.7% 9.9% *** Equity and bond neutral

India Trade Balance m/m Apr -$20.110b -$18.515b -$20.000b * Equity and bond neutral

Exports y/y Apr 30.7% 19.8% ** Equity bullish, bond bearish

Imports y/y Apr 31.0% 24.2% ** Equity bullish, bond bearish

EUROPE

Eurozone Industrial Production WDA y/y Mar -0.8% 1.7% -1.0% ** Equity and bond neutral

France CPI y/y Apr F 4.8% 4.8% 4.8% *** Equity and bond neutral

CPI, EU Harmonized y/y Apr F 5.4% 5.4% 5.4% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 142 140 2 Up

3-mo T-bill yield (bps) 90 93 -3 Neutral

TED spread (bps) 53 47 6 Widening

U.S. Sibor/OIS spread (bps) 126 124 2 Up

U.S. Libor/OIS spread (bps) 131 129 2 Up

10-yr T-note (%) 2.91 2.85 0.06 Up

Euribor/OIS spread (bps) -41 -41 0 Neutral

Currencies Direction

Dollar Down Up

Euro Flat Down

Yen Down Down

Pound Flat Down

Franc Up Down

Central Bank Action Current Prior Expected

Bank of Mexico Overnight Rate 7.000% 6.500% 7.000% On Forecast
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Weather 
 

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

the Midwest, and the South, with cooler-than-normal temperatures in the Pacific Northwest and 

Northern Rockies. The forecasts call for wetter-than-normal conditions throughout the Northern 

Tier states and in the Mississippi Valley region, with dry conditions in the Southwest. 

Price Prior Change Explanation

Brent $109.34 $107.45 1.76%

WTI $107.98 $106.13 1.74%

Natural Gas $7.88 $7.74 1.77%

Crack Spread $56.00 $54.76 2.27%

12-mo strip crack $37.77 $37.52 0.68%

Ethanol rack $2.91 $2.91 0.06%

Metals

Gold $1,816.91 $1,821.82 -0.27%

Silver $20.77 $20.68 0.46%

Copper contract $408.65 $410.05 -0.34%

Grains

Corn contract $793.75 $791.50 0.28%

Wheat contract $1,175.25 $1,178.75 -0.30%

Soybeans contract $1,624.00 $1,613.75 0.64%

Shipping

Baltic Dry Freight 3,117            3,052            65

Actual Expected Difference

Crude (mb) 8.5 -1.0 9.4

Gasoline (mb) -3.6 -1.8 -1.8

Distillates (mb) -0.9 -1.2 0.2

Refinery run rates (%) 1.6% 0.6% 1.1%

Natural gas (bcf) 76.0 81.0 -5.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/12/2022 close) 

 

 

-40% -20% 0% 20% 40% 60%

Consumer Discretionary

Communication Services

Technology

Real Estate

S&P 500

Financials

Industrials

Materials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

-1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5%

Technology

Utilities

Financials

Materials

S&P 500

Consumer Staples

Industrials

Energy

Consumer Discretionary

Real Estate

Healthcare

Communication Services

Prior Trading Day Total Return

(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 5/12/2022 close) 

 

-40% -20% 0% 20% 40%

Growth

Small Cap

Emerging Markets ($)

Real Estate

Large Cap

Foreign Developed ($)

Emerging Markets (local currency)

Mid Cap

US Corporate Bond

US High Yield

US Government Bond

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 

 

May 12, 2022 
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P/E as of 5/11/2022 = 19.7x

 
 

Based on our methodology,1 the current P/E is 19.7x, down 0.3x from last week. Lower index 

values and higher earnings 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. 


