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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 16, 2022—9:30 AM EDT] Global equity markets are generally lower this 

morning. In Europe, the EuroStoxx 50 index is currently down 0.6% from its prior close. In Asia, 

the MSCI Asia Apex 50 index closed up 0.2%. Chinese markets were lower, with the Shanghai 

Composite and the Shenzhen Composite down 0.3%. U.S. equity index futures are signaling a 

lower open. With 458 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, 77.3% of the companies have reported earnings above 

forecast, while 19.2% 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 FOMC 

Speaks” 

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

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

• Charts Worth Noting:  The “Fed put” appears to have expired. 

 

Our Comment today opens with an update on the Russia-Ukraine war.  Russian forces remain 

undermanned and largely stalled out, while Ukrainian forces are launching even more aggressive 

counterattacks.  We next review a range of international and U.S. developments with the 

potential to affect the financial markets today, including updated EU economic forecasts that 

show how the war and galloping energy prices are weighing on growth.  We wrap up with the 

latest news on the coronavirus pandemic, including a discussion of how China’s strict lockdowns 

are creating yet another major headwind for the global economy and financial markets. 

 

Russia-Ukraine:  Russian forces continue to scale back their ambitions; their primary focus is 

now on a minor encirclement of Ukrainian troops in the eastern region of Luhansk and the 
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annexation of occupied areas in southeastern Ukraine.  With President Putin reluctant to formally 

declare war and announce a slow, politically disruptive general mobilization, the Russian 

military has been limited to a “stealth mobilization” of reservists that has done little to alleviate 

its shortfall in available troops.  The Ukrainian military may have high casualties just like the 

Russian military, but its increasing ability to field modern, technologically advanced equipment 

from NATO is giving it increased advantages by the day.  The latest reports suggest Ukrainian 

forces are mounting a strong counterattack against Russian forces around the eastern city of 

Izyum in an effort to disrupt the supply lines that Russia needs to carry out its effort to take 

control of the entire Donbas region. 

 

 
 

• Illustrating how Putin’s invasion of Ukraine has backfired on him, the Finnish 

government said it would apply for membership in NATO as soon as the country’s 

parliament approves the move in the coming days.  Sweden is also expected to apply for 

membership in the near future.  Although Turkey last week suggested it may not support 

https://www.wsj.com/articles/ukraines-military-regains-ground-in-northeast-targets-another-russian-river-crossing-11652695700
https://www.wsj.com/articles/finland-plans-next-step-in-nato-bid-as-ukraine-mounts-counteroffensive-near-key-eastern-city-11652619553?mod=hp_lead_pos9
https://www.wsj.com/articles/finland-plans-next-step-in-nato-bid-as-ukraine-mounts-counteroffensive-near-key-eastern-city-11652619553?mod=hp_lead_pos9
https://www.ft.com/content/f938ee66-3130-47e9-a911-8f7177e58521
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any move by Finland or Sweden to join the alliance, the latest reports suggest Turkey will 

drop its opposition. 

• After temporarily closing its Russian restaurants in March, McDonald’s (MCD, $245.04) 

said it now plans to leave the country and sell its business there.  As we have been 

warning, the move is further evidence that the world is fracturing into different blocs that 

will have much less trade, investment, and migration between them. 

• French automaker Renault (RNLSY, $4.86) said it would sell its businesses in Russia for 

a symbolic two rubles and take a €2.2-billion write-down.  The costly exit illustrates the 

dearth of options that Western countries have as they excise themselves from Russia. 

 

Global Wheat Market:  Wheat prices are surging today after India said it would ban exports of 

the grain to maintain food security and control prices.  After a bumper crop last year, India had 

been expected to use its ample stockpiles to help fill the gap left by the cutoff of Russian and 

Ukrainian supplies because of the war.  With that option now off the table, prices have surged 

some 5% today to more than $12.40 per bushel. 

 

European Union:  Today, the European Commission issued updated forecasts showing it now 

expects both the broader EU and the Eurozone to post economic growth of just 2.7% in 2022, 

well short of the 4.0% growth in the previous forecast.  Growth is expected to fall further to 

2.3% in 2023. 

• EU Economics Commissioner Gentiloni attributed the slower growth mostly to the 

Russia-Ukraine war, which has caused energy prices to spike in Europe and further 

disrupted supply chains. 

• In a scenario where the supply of natural gas from Russia is cut off completely, the 

forecast said economic activity would grow just 0.2% this year and 1.3% next year. 

 

Germany:  Over the weekend, Chancellor Scholtz’s Social Democratic Party (SPD) suffered a 

humiliating defeat in an election in North Rhine-Westphalia, Germany’s most populous state and 

once an SPD stronghold.  The results illustrate how Scholtz has been damaged by his dithering 

on German support for Ukraine, especially compared to the tough stand taken by Foreign 

Minister Baerbock of the Greens. 

• The SPD won just 26.7% of the vote, down more than 4% from the last election in 2017. 

• The two big winners were the opposition Christian Democrats, who won with 35.7%, up 

nearly 3% from 2017, and the Greens, whose share of the vote nearly tripled to 18.2%. 

 

China:  To help revive the flagging real estate sector, top regulatory agencies said they would let 

banks cut the minimum mortgage interest rate for first-time homebuyers by 20 basis points.  

However, we suspect many Chinese will remain reluctant to buy as long as the government 

keeps trying to rein in the country’s highly indebted real estate developers.  Chinese real estate 

firms continue to face high regulatory risk, and more are likely to face bankruptcy or financial 

difficulties in the near term.  

 

U.S. Economy:  Lloyd Blankfein, former chief executive and current Chairman of Goldman 

Sachs (GS, $306.99), yesterday said there is a “very, very high risk” that the U.S. economy is 

https://www.wsj.com/articles/mcdonalds-to-exit-from-russia-11652697074?mod=hp_lead_pos1
https://www.ft.com/content/515d978a-16c9-4af9-a8b8-4c5abdfd1ee7
https://www.ft.com/content/515d978a-16c9-4af9-a8b8-4c5abdfd1ee7
https://www.ft.com/content/226f3f09-33ff-40c8-b439-08a36c515aba
https://www.ft.com/content/cf9794ee-6b0d-4a50-a433-91cd76fab7a0
https://www.ft.com/content/cf9794ee-6b0d-4a50-a433-91cd76fab7a0
https://www.ft.com/content/cc164aa5-32db-42fe-b3de-8ea80e6d23d8
https://www.ft.com/content/cc164aa5-32db-42fe-b3de-8ea80e6d23d8
https://www.scmp.com/business/article/3177829/beijing-cuts-mortgage-rates-first-time-homebuyers-revive-property-market?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220515&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3177685&article_id_list=3177618,3177827,3177815,3177816,3177782,3177807,3177819,3177809&tc=29&CMCampaignID=3b3d619e01bcf3514048cf1572246b12
https://www.scmp.com/business/article/3177829/beijing-cuts-mortgage-rates-first-time-homebuyers-revive-property-market?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220515&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3177685&article_id_list=3177618,3177827,3177815,3177816,3177782,3177807,3177819,3177809&tc=29&CMCampaignID=3b3d619e01bcf3514048cf1572246b12
https://www.ft.com/content/ce305e83-fd33-4ed2-9662-8e04764d83a2
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heading towards a recession because of factors such as high inflation and the Federal Reserve’s 

big interest-rate hikes.  According to Blankfein, “If I were running a big company, I would be 

very prepared for it. If I was a consumer, I’d be prepared for it, [although] it’s not baked in the 

cake.” 

 

U.S. Stock Market:  Recent regulatory filings indicate that Warren Buffett’s Berkshire 

Hathaway (BRK-A, $465,011) has deployed tens of billions of dollars into the stock market over 

the past few months.  The filings show big additions to the company’s holding of major oil 

companies, such as Occidental Petroleum (OXY, $64.08), and select technology firms, such as 

Apple (AAPL, $147.11). 

 

The Omaha-based company bought 901,768 shares of Occidental Petroleum Corp. OXY 8.21% 

last week, according to a regulatory filing. The move likely makes Occidental, in which 

Berkshire began buying shares in late February, one of its 10 biggest holdings. 

 

U.S. Bond Market:  In an interview with the Financial Times, PIMCO’s chief investment 

officer said that the recent sell-off in debt markets is creating a buying opportunity, and investors 

should get ready to snap up oversold corporate obligations. 

• With PIMCO being such a major presence in the bond market, the official is clearly 

“talking his book.”  The Fed is still clearly intent on tightening monetary policy 

aggressively, so it’s important to remember that bonds could fall further. 

• All the same, we have been warning that the Fed’s aggressiveness could reveal financial 

fragilities and slow the economy quicker than expected.  If that happens and the Fed is 

forced to stop hiking rates, rebounding bonds could indeed become attractive again. 

 

COVID-19:  Official data show confirmed cases have risen to  521,544,771 worldwide, with 

6,264,097 deaths.  The countries currently reporting the highest rates of new infections include 

Germany, the U.S., South Korea, and France.  (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 82,468,652, with 999,602 deaths.  In data on the U.S. vaccination 

program, the number of people considered fully vaccinated now totals 220,597,701, equal to 

66.4% of the total population. 

 

Virology 

• The seven-day average of people hospitalized with confirmed or suspected COVID-19 in 

the U.S. came in at 21,547 yesterday.  The tally of people hospitalized with COVID-19 is 

now up 24% from two weeks earlier, although it remains relatively low. 

• In China, cases and hospitalizations remain relatively low, and they’ve continued to fall 

in recent weeks, but the government is still maintaining its draconian “zero-COVID” 

strategy in multiple areas.  Shanghai officials over the weekend announced they would 

gradually allow the reopening of shopping centers, supermarkets, restaurants, 

barbershops, and other businesses; however, at the same time, they announced strict 

shutdowns for certain districts of the city. 

 

https://www.ft.com/content/ce305e83-fd33-4ed2-9662-8e04764d83a2
https://finance.yahoo.com/quote/AAPL/?p=AAPL
https://finance.yahoo.com/quote/AAPL/?p=AAPL
https://www.ft.com/content/91a6137f-ddbb-4e6c-99b5-58fdd0e1eef5
https://www.nytimes.com/live/2022/05/16/world/covid-19-mandates-vaccine-cases
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
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.scmp.com/business/article/3177815/coronavirus-shanghai-gradually-reopen-malls-supermarkets-restaurants-and?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220515&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3177816&article_id_list=3177618,3177827,3177815,3177816,3177782,3177807,3177819,3177809&tc=11&CMCampaignID=3b3d619e01bcf3514048cf1572246b12
https://www.scmp.com/business/article/3177815/coronavirus-shanghai-gradually-reopen-malls-supermarkets-restaurants-and?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220515&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3177816&article_id_list=3177618,3177827,3177815,3177816,3177782,3177807,3177819,3177809&tc=11&CMCampaignID=3b3d619e01bcf3514048cf1572246b12
https://www.scmp.com/business/article/3177815/coronavirus-shanghai-gradually-reopen-malls-supermarkets-restaurants-and?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220515&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3177816&article_id_list=3177618,3177827,3177815,3177816,3177782,3177807,3177819,3177809&tc=11&CMCampaignID=3b3d619e01bcf3514048cf1572246b12
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Economic and Financial Market Impacts 

• As shown in the tables below, new Chinese data show the government’s strict pandemic 

lockdowns are weighing dramatically on economic activity.  April retail sales were down 

11.1% year-over-year, almost twice as bad as expected and far worse than the 3.5% 

decline in the year to March.  Industrial production in April was down 2.9% on the year. 

o Since U.S. investors are so focused on domestic inflation, Fed interest-rate hikes, 

and the war in Ukraine, they may be overlooking the economic threat from 

China’s lockdowns. 

o Not only are the new lockdowns further snarling global supply chains and helping 

keep inflation high, but they are also weighing on global demand.  As weaker 

Chinese demand starts to affect companies around the world, growth is likely to 

slow, profits may weaken, and financial markets may remain under pressure. 

 

U.S. Economic Releases  

 

Manufacturing activity in New York state slowed in April, according to the New York Fed. The 

Empire manufacturing general business conditions index slowed from 24.6 to -11.6. It was well 

below expectations of 15.0. The index showed that shipment fell at the fastest pace since the 

pandemic. This may be related to a decrease in overall demand; new orders all fell in May. On 

the brighter side, inflationary pressures are showing signs of easing. Both prices received and 

prices paid fell slightly from the prior month.  
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The chart above shows the level of the Federal Reserve Bank of New York’s Empire State 

Business Conditions Index and its six-month moving average. The six-month moving average 

https://www.ft.com/content/41f80bad-0eca-445a-a7fb-922262611311
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fell from 13.00 to 5.92. Despite the decline in the moving average, the index remains above the 

recession indicator of zero.  

 

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

rest of today. 

 

 
 

Charts Worth Noting:  When equities fell sharply in 1987, Chair Greenspan announced the 

Federal Reserve was prepared to provide liquidity to the financial markets.  Although it wasn’t 

clear exactly what he meant (the Fed wasn’t buying equities, after all), it suggested that under 

conditions of market instability, the Fed would ride to the rescue.  It was a change from earlier 

policy when policymakers seemed indifferent to equity market behavior.  When the Long-Term 

Capital Management crisis hit in 1998, the Fed lowered rates to boost market liquidity.  

Thereafter, when financial stress rose, the Fed usually eased credit conditions.  This action 

became known as the “Fed put” and implied that the Fed would act to support financial markets.  

Although policy actions didn’t always lead to a recovery in the stock market, the general belief 

has been that policymakers would move to ease financial conditions in a crisis.  In recent years, 

the Fed has ended tightening in the face of falling equity values (e.g., the Christmas bear market 

in 2018) or moved rapidly 

to arrest a downturn (e.g., 

the pandemic in March 

2020). 

However, recent Fed 

behavior suggests the Fed 

put may have expired.  

This chart shows the ratio 

of the weekly Friday close 

of the S&P 500 relative to 

its recent Friday high over 

the past 52 weeks.  In the 

past, when equities fell 

10% or more, the Fed 

stopped tightening (2016, 

2018) or cut rates (1998).  

Note that equities by this 

measure are down nearly 

20%, and the Fed is tightening, shown by a rising lower blue line, which shows the change in the 

fed funds target rate.  This behavior argues that, in the face of elevated inflation, the Fed is 

willing to tolerate higher levels of financial stress, as indicated by weakness in equities.   

 

EST Indicator Expected Prior Rating

16:00 Net Long-term TIC Flows m/m Mar $141.7b **

16:00 Total Net TIC Flows m/m Mar $162.6b **
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8:55 John Williams Takes Part in Moderated Discussion President of the Federal Reserve Bank of New York
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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. 

 

 
 

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. 
 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Industrial Production y/y Apr -2.9% 5.0% 0.5% *** Equity bearish, bond bullish

Retail Sales y/y Apr -11.1% -3.5% -6.6% ** Equity bearish, bond bullish

Property Investment YTD y/y Apr -2.7% 0.7% -1.5% ** Equity bearish, bond bullish

Surveyed Jobless Rate m/m Apr 6.0% 5.8% 6.0% *** Equity and bond neutral

Japan PPI y/y Apr 10.0% 9.5% 9.4% ** Equity bullish, bond bearish

Machine Tool Orders y/y Apr 1.2% 30.0% * Equity and bond neutral

New Zealand Performance Services Index m/m Apr 51.4 51.6 ** Equity and bond neutral

EUROPE

Eurozone Trade Balance SA m/m Mar -17.6b -9.4b -17.8b ** Equity and bond neutral

Italy General Government Debt q/q 1Q 2755.4b 2736.6b ** Equity and bond neutral

Germany Wholesale Price Index m/m Apr 2.1% 6.9% ** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 13-May 666.5b 665.3b * Equity and bond neutral

Total Sight Deposits CHF w/w 13-May 753.3b 750.9b * Equity and bond neutral

AMERICAS

Brazil FGV CPI IPC-S w/w 15-May 0.4% 0.8% 0.5% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 144 141 3 Up

3-mo T-bill yield (bps) 91 96 -5 Neutral

TED spread (bps) 54 45 9 Widening

U.S. Sibor/OIS spread (bps) 127 125 2 Up

U.S. Libor/OIS spread (bps) 132 130 2 Up

10-yr T-note (%) 2.93 2.92 0.01 Up

Euribor/OIS spread (bps) -40 -41 1 Neutral

Currencies Direction

Dollar Flat Up

Euro Up Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

PBOC 1-Yr Lending Facility Rate 2.850% 2.850% 2.850% On Forecast

PBOC 1-Yr Lending Facility Volume 100b 150b 100b On Forecast
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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. 

 

 
 

Weather 
 

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

the Midwest, the South, and the East Coast, with cooler-than-normal temperatures in the 

Northwest and Northern Rockies. The forecasts call for wetter-than-normal conditions 

throughout the eastern half of the country and the northern Pacific, with dry conditions expected 

for most of the Southwest.  

Price Prior Change Explanation

Brent $110.72 $111.55 -0.74%

WTI $109.84 $110.49 -0.59%

Natural Gas $7.77 $7.66 1.44%

Crack Spread $55.42 $55.23 0.34%

12-mo strip crack $37.55 $37.41 0.36%

Ethanol rack $2.90 $2.90 -0.29%

Metals

Gold $1,803.50 $1,811.79 -0.46%

Silver $21.13 $21.11 0.06%

Copper contract $415.90 $417.50 -0.38%

Grains

Corn contract $797.75 $781.25 2.11%

Wheat contract $1,229.75 $1,177.50 4.44%

Soybeans contract $1,658.75 $1,646.50 0.74%

Shipping

Baltic Dry Freight 3,104            3,117            -13

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 5/13/2022 close) 
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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 5/13/2022 close) 
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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. 


