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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 19, 2022—9:30 AM EDT] Global equity markets are mostly lower this morning. 

In Europe, the EuroStoxx 50 index is currently down 1.8% from its prior close. In Asia, the 

MSCI Asia Apex 50 index closed down 3.0%. Chinese markets were higher, with the Shanghai 

Composite up 0.3% and the Shenzhen Composite up 0.6%. U.S. equity index futures are 

signaling a lower open. With 466 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, 77.0% of the companies have reported 

earnings above forecast, while 19.5% 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 (5/19/2022): Crude oil inventories fell unexpectedly last week 

• 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) 

 

Good morning! Our report begins with the market’s reaction to disappointing quarterly reports 

from major retailers. Afterward, we give an update on the Russian invasion of Ukraine. Next is a 

discussion about Sri Lanka's default and rising tensions surrounding Taiwan. We end with U.S. 

economic news and an update on COVID-19. 

 

Equities: There was a broad market sell-off in equities on Thursday after commercial retailer 

Target (TGT, $161.61) stated that rising freight, wage, and fuel costs would hurt the company's 

profit margin. The bearish report comes a day after Walmart (WMT, $121.43) cut its earnings 

guidance and admitted that it underestimated inflation's impact on its bottom line. In addition to 

rising inflation, retailers have also noticed a shift in consumer taste. Purchases of discretionary 

goods such as televisions, furniture, and clothes dipped in the latest quarters, while staple goods 

such as food and drinks increased. The shift in preferences suggests that households are 
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https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update1_Feb2022.pdf
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beginning to respond to rising inflation, particularly for food and energy. In short, market 

reaction was driven by concerns that economic growth may be showing signs of moderating.  

 

Russia-Ukraine: After taking over Mariupol, Russian forces are expected to destroy the 

Azovstal Steel Plant and turn the city into a tourist attraction. The Kremlin would like to wipe 

out any reminder of the Ukrainian soldiers' historic stand against Russian forces. The pivot 

toward making Mariupol a tourist destination is due to concerns that the city will struggle to 

regain its economic prowess following the destruction from the war. The Azovstal Steel Plant 

was a significant economic driver for the town. It employed over 10,000 workers and generated 

billions of dollars of foreign exchange earnings and taxes. On the war front, Russia is preparing 

for an assault on Severodonetsk as the Kremlin aims to take complete control over the Donetsk 

and Luhansk regions. Meanwhile, Ukrainian forces continue to pressure Russian troops in 

Kharkiv. The map below illustrates the latest developments in the war. 

 

 
 

• The Biden administration is looking into ways to cripple Russia's economy even further. 

The White House is drawing up plans that will make it difficult for other countries to 

purchase Russian oil. The new proposal is expected to include price caps on Russian oil. 

The point of the cap is to allow Russia to produce enough oil to sustain global supply, 

while also limiting the amount of revenue it can generate. Countries that violate the 

sanctions could face secondary sanctions, which will limit their ability to do business 

with companies in the U.S. and its allies. This move further indicates that the world could 

be moving toward regionalization and away from globalization.  

https://www.newsweek.com/mariupol-ukraine-resort-plans-denis-pushilin-donetsk-peoples-republic-1707793
https://www.newsweek.com/mariupol-ukraine-resort-plans-denis-pushilin-donetsk-peoples-republic-1707793
https://www.nytimes.com/2022/05/19/us/politics/russia-ukraine-oil-sanctions.html?smid=url-share
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o China is in the process of purchasing cheap oil to replenish its strategic reserves 

from Russia. The decision to buy Russian crude suggests Beijing seeks to build 

closer energy ties with Moscow. Since the start of the war in Ukraine, the price of 

Russian oil has plummeted. As the world becomes more regionalized, we suspect 

suppliers will eventually be forced to choose which bloc to supply with energy.  

 

 
 

• President Biden is expected to meet with Finnish President Sauli Niinistö and Swedish 

Prime Minister Magdalena Andersson to discuss their applications to NATO. The two 

countries are applying to join the military alliance in response to Russia's invasion of 

Ukraine. So far, Turkey remains the only country opposing their admission to NATO. 

However, it is widely speculated that this is simply a negotiating tactic. 

o Poland has stated it would assist Sweden and Finland if they were attacked before 

being admitted into NATO. It is unclear in what capacity Poland would help these 

countries, but it raises the likelihood that an attack on either of these countries 

could lead to a direct conflict between NATO and Russia. 

 

Sri Lanka: On Wednesday, Sri Lanka fell into default for the first time in its history. Last 

month, the country's president, Gotabaya Rajapaksa, said that his government would stop paying 

its international debt to conserve foreign currency reserves to import necessities such as food and 

energy. The country's default is evidence that rising inflation has a detrimental impact on 

emerging market countries. Countries like Pakistan have ended fuel subsidies to help conserve 

their reserves. The risk of contagion appears to be limited, but we are paying close attention to 

emerging markets.  

 

Taiwan issue: A Chinese official warned of a “dangerous situation” if the U.S. insists on 

increasing its support for Taiwan. The threat appears to be about the U.S.'s increased interaction 

with the island democracy following Russia's invasion of Ukraine. The Biden administration is 

considering including Taiwan in talks with other Indo-Pacific countries regarding their economic 

framework. Including Taiwan would be the region's highest recognition as an independent nation 

and could further deteriorate the relationship between Beijing and Washington.   

https://www.bloomberg.com/news/articles/2022-05-19/china-in-talks-with-russia-to-buy-oil-for-strategic-reserves-l3cusjp0
https://www.bloomberg.com/news/articles/2022-05-19/china-in-talks-with-russia-to-buy-oil-for-strategic-reserves-l3cusjp0
https://www.bloomberg.com/news/articles/2022-05-19/biden-to-push-sweden-and-finland-nato-bid-stymied-by-turkey?srnd=premium&sref=uIvt3NFS
https://www.reuters.com/world/europe/poland-says-it-will-help-sweden-finland-if-they-attacked-before-nato-accession-2022-05-19/
https://www.bbc.com/news/business-61505842
https://www.bloomberg.com/news/articles/2022-05-19/china-warns-us-a-dangerous-situation-is-forming-over-taiwan?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-19/china-warns-us-a-dangerous-situation-is-forming-over-taiwan?sref=uIvt3NFS
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U.S. Economic and Policy News: 

• Energy Secretary Jennifer Granholm stated she is confident that Congress will pass some 

form of the clean energy tax credit. The tax credits were initially a part of the Democrats’ 

budget reconciliation package that failed to pass the Senate due to opposition from West 

Virginia Senator Joe Manchin (Sen-D). Granholm hinted that updating mining 

regulations could be enough to sway the senator to support the credits. The legislation 

will be supportive of renewable companies. 

• Treasury Secretary Janet Yellen warned that the war in Ukraine would lead to 

stagflationary effects worldwide.  

• President Biden invoked the Defense Production Act (DPA) to help address the baby 

formula shortage. The act will direct firms to prioritize the production of inputs needed 

for formulas to help increase production and speed up supply chains. Over the last few 

weeks, shortages in baby formula have led to public outcry. As a result, the government 

addressed the crisis. Accordingly, the move could pave the way for more government 

action to respond to shortages. 

 

COVID-19:  The number of reported cases is 525,401,086, with 6,283,844 fatalities. In the U.S., 

there are 82,951,379 confirmed cases with 1,001,269 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 738,312,155 doses of the vaccine have been 

distributed, with 582,757,136 doses injected. The number receiving at least one dose is 

258,008,907, the number of second doses is 220,739,345, and the number receiving the third 

dose is 102,439,617. The FT has a page on global vaccine distribution.   

 

• An official from the Centers for Disease Control and Prevention (CDC) warned that one-

third of Americans live in areas where the risk of COVID-19 is so high that they should 

consider wearing masks. It supported its recommendation with data showing a jump in 

cases and hospitalizations. At this time, we do not believe the Biden administration will 

reimpose mask guidelines due to the political ramifications; however, the rise in cases 

could impact growth. As cases rise, consumers tend to become more reluctant to leave 

their homes.  

 

U.S. Economic Releases  

 

The Philadelphia FRB Business Outlook Index for May came in well below expectations, with a 

reading of 2.6 compared to expectations of 15.0.  The April report was 17.6.  Although it came in 

below forecast, the expectation number appears rather high given the disappointing Empire State 

report earlier this month.  The two series tend to track each other, so a weaker number was 

likely.  One month does not constitute a trend; to account for this fact, we smooth this index with 

a six-month moving average.   

 

https://www.politico.com/news/2022/05/18/granholm-congress-clean-energy-tax-credits-00033369
https://www.politico.com/news/2022/05/18/granholm-congress-clean-energy-tax-credits-00033369
https://www.axios.com/2022/05/18/yellen-stagflation-gas-food-price
https://www.axios.com/2022/05/18/yellen-stagflation-gas-food-price
https://thehill.com/news/administration/3493561-biden-invokes-defense-production-act-to-address-infant-formula-shortage/
https://thehill.com/news/administration/3493561-biden-invokes-defense-production-act-to-address-infant-formula-shortage/
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
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.nytimes.com/live/2022/05/18/world/covid-19-mandates-vaccine-cases
https://www.nytimes.com/live/2022/05/18/world/covid-19-mandates-vaccine-cases
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Although it is clear the index is weakening, it remains well above the recession line of -10.  

Financial markets are clearly signaling recession concerns, but so far, the economic data is 

showing weakness but not an imminent downturn.   

 

Weekly initial claims are rising modestly.  For the week ending May 14, claims rose 218K, well 

above the 200K forecast.  The four-week average of claims stands at 199.5K, up 8.25K from last 

week. 
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In general, there is no specific level that signals recession, but most recessions start when claims 

rise about 100K over the recent low.  Thus, a reading of 300K would be a cause for concern.   

 

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

 

 

EST Indicator Expected Prior Rating

10:00 Existing Home Sales MoM m/m Feb 5.56 mm 5.77 mm **

10:00 Leading Economic Indicators m/m Apr 0.0% 0.3% ***

EST Speaker or Event

3:00 Neel Kashkari discusses economic outlook President of the Federal Reserve Bank of Minneapolis

Economic Releases

 No economic releases for the rest of today

Federal Reserve

No Fed speakers or events today

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Trade Balance y/y Apr -¥839.2b -¥414.1b ¥-1150.0b ** Equity bearish, bond bearish

Export growth y/y Apr 12.5% 14.7% 13.9% ** Equity and bond neutral

Import growth y/y Apr 28.2% 31.2% 35.0% ** Equity and bond neutral

Core Machinery orders y/y Mar 7.6% 4.3% 3.3% *** Equity bullish, bond bearish

Australia Unemployment rate m/m Jan 3.9% 4.0% 3.9% *** Equity and bond neutral

Participation rate m/m Jan 66.3% 66.4% 66.4% ** Equity and bond neutral

Employment Chg m/m Jan 4.0k 17.9k 30k *** Equity bearish, bond bullish

New Zealand PPI input q/q Q4 3.6% 1.1% * Equity bearish, bond bearish

PPI output q/q Q4 2.6% 1.4% * Equity bullish, bond bearish

EUROPE

Eurozone Current Account m/m Mar €-1.6 bn €20.8 bn €0.02 bn * Equity bearish, bond bullish

Italy Current Account m/m Mar €-10.25 bn €-15.1 bn * Equity and bond neutral

AMERICAS

Canada Industrial prices m/m Apr 0.8% 4.0% ** Equity bullish, bond bearish
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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 for most of 

the country, with cooler-than-normal temperatures in the Northern Pacific and Rocky Mountain 

regions. The forecasts call for wetter-than-normal conditions throughout most of the country, 

with dry conditions expected for most of California, Nevada, and most of the Southwest region.  

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 145 146 -1 Up

3-mo T-bill yield (bps) 98 101 -3 Neutral

TED spread (bps) 47 45 2 Widening

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

U.S. Libor/OIS spread (bps) 136 135 1 Up

10-yr T-note (%) 2.83 2.89 -0.06 Up

Euribor/OIS spread (bps) -37 -38 1 Neutral

Currencies Direction

Dollar down Up

Euro up Down

Yen up Down

Pound up Down

Franc up Down

Price Prior Change Explanation

Brent $108.17 $109.11 -0.86% Recession fears

WTI $108.10 $109.59 -1.36%

Natural Gas $8.10 $8.37 -3.23%

Crack Spread $43.25 $46.09 -6.18%

12-mo strip crack $32.67 $34.68 -5.82%

Ethanol rack $2.92 $2.93 -0.22%

Metals

Gold $1,831.79 $1,816.60 0.84% Dollar weakness

Silver $21.76 $21.42 1.58%

Copper contract $419.80 $417.85 0.47%

Grains

Corn contract $778.75 $781.50 -0.35%

Wheat contract $1,213.25 $1,230.75 -1.42%

Soybeans contract $1,668.00 $1,662.75 0.32%

Shipping

Baltic Dry Freight 3,189            3,095            94

Actual Expected Difference

Crude (mb) -3.4 1.6 -5.0

Gasoline (mb) -4.8 -1.0 -3.9

Distillates (mb) 1.2 -0.8 2.0

Refinery run rates (%) 1.8% 0.6% 1.2%

Natural gas (bcf) 90.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/18/2022 close) 

 

(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 5/18/2022 close) 

 

 
 

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 19, 2022 
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P/E as of 5/18/2022 = 19.5x

 
 

Based on our methodology,1 the current P/E is 19.5x, down 0.2x 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. 


