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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 23, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently up 0.2% from its prior close. In Asia, the MSCI 

Asia Apex 50 index closed down 0.6%. Chinese markets were mixed, with the Shanghai 

Composite relatively unchanged from the prior close and the Shenzhen Composite up 0.6%. U.S. 

equity index futures are signaling a higher open. With 474 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 19.9% 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 and happy Monday!  On Friday, the S&P 500 flirted with official bear market 

territory (a decline of 20% from the high), but using the words of a locally once famous market 

strategist, it made a “Hollywood finish” and closed nearly unchanged.  We are seeing follow-

through buying this morning with bond yields up a bit after stabilizing recently.  The dollar is 

sharply lower this morning, with the EUR rallying on reports the ECB is poised to end its 

negative policy rate soon.  The World Economic Forum is being held in Davos this week, and 

continuing the tradition of stating the obvious, the tone of the meeting is the end of globalization.   

 

Our coverage this morning begins with China news, focusing on comments from President Biden 

on Taiwan.  From there, we take a look at the Australian elections, where a transfer of power has 

occurred.  An update on the Ukraine war follows.  We have a long read on the change in German 
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thinking and the problems it presents for the Social Democrats.  A quick update on some 

economic and international news comes next, and we finish with the latest on the pandemic.   

  

China news:  While at a press conference in Tokyo, President Biden stated that the U.S. would 

militarily intervene if China were to invade Taiwan.  This is monumental.  America’s policy 

toward Taiwan has traditionally been strategic ambiguity.  We never committed to the defense of 

the island for a couple of reasons.  Knowing it was defended could change Taiwan’s behavior.  It 

could either (a) become reckless, threatening Chinese actions in the region (imagine shooting 

down Chinese warplanes that regularly penetrate its airspace), or (b) knowing the U.S. would act, 

no longer take steps to defend itself.  There have been voices calling for such a declaration. 

These were not universal.  The White House claimed that this wasn’t a change in policy, but that 

is contradicted by similar comments made last year that set off a scramble by the State 

Department to walk back the president’s remarks.  Although the U.S. never said it wouldn’t 

defend Taiwan, the end of strategic ambiguity is a new complication for the region and U.S.-

Chinese relations.  As one would expect, China isn’t happy with the comments.  In other news 

relating to China:   

• The first time we noticed Chinese capital flight was in 2012, which was just about the 

time that Xi Jinping began his first term.  Despite capital controls, Chinese money 

flowing into various markets became noticeable.  For example, the FHFA House Price 

Index for the Pacific region (where the impact was noticeable) was markedly different 

from that in New England. 

 
 

In 2013, the first year after Xi’s elevation to power, Pacific home prices rose nearly 19% 

compared to New England, where prices rose a modest 4.5% (for the U.S. as a whole, 

including the Pacific region, the rise was only 7.7%).  Fears of Xi’s crackdown on 

https://www.ft.com/content/f4435be6-61bf-4565-8f19-60b69ebc41de
https://apnews.com/article/russia-ukraine-biden-taiwan-china-4fb0ad0567ed5bbe46c01dd758e6c62b
https://www.nytimes.com/2022/05/23/world/asia/biden-taiwan-china.html?smid=url-share
https://www.foreignaffairs.com/articles/united-states/american-support-taiwan-must-be-unambiguous
https://www.nytimes.com/2021/10/22/us/politics/biden-taiwan-defense-china.html?smid=url-share
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corruption likely led many wealthy Chinese to try to preserve their wealth from seizure 

by sending it abroad, with some of it finding its way to West Coast real estate.  Although 

outflows wax and wane over time, recently, there are reports of increased outflows. 

 

 
(Source:  IIF) 

 

This chart from the Institute for International Finance shows a rise in outflows from 

China.  Likely, fears of a larger crackdown in front of Xi’s third term are leading wealthy 

Chinese to move money out of the country.  The CPC is now saying party elites should 

divest from their foreign holdings, ostensibly to protect themselves from Western 

sanctions.  Even though the experience of Russian oligarchs suggests this is a prudent 

policy, we suspect policy instability in China is a more pertinent concern.   

o Another element of the foreign investing environment is that the PRC is becoming 

less attractive to Western firms’ direct investment.  Intrusive regulations and the 

capricious nature of their implementation are apparently cooling the ardor for 

such investment.  Concerns have been rising for some time about the value 

companies gain by investing in China.  We note that Apple (AAPL, USD, 137.59) 

is looking to shift production outside of China.   

• President Biden is in Asia making the case for the administration’s Indo-Pacific 

Economic Framework.  Outside of America’s clear allies in Asia—Australia, Japan, 

South Korea, and Taiwan—the rest of Asia is indifferent to U.S. overtures.  Although 

these nations appreciate America’s security support, they really want access to U.S. 

consumers.  Unfortunately, that desire isn’t likely to be offered by the president.  Instead, 

he is promising to start talking, which is far short of what these nations want.  The 

problem is that these nations like the presence of the U.S. military in the region to protect 

them from the “tender mercies” of the Chinese.  Nevertheless, they don’t want to be 

forced to choose to lose the economic relationship with China because the U.S. isn’t open 
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https://www.wsj.com/articles/china-insists-party-elites-shed-overseas-assets-eyeing-western-sanctions-on-russia-11652956787?st=9n1tmk6tq5r5r7f&reflink=desktopwebshare_permalink
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https://www.nytimes.com/2022/05/20/world/asia/samsung-biden-asia-economy.html?smid=url-share
https://www.washingtonpost.com/opinions/2022/05/19/biden-trip-asia-china-russia-trade-ipec/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F36e9570%2F628b084a956121755a8bf118%2F596b53f6ae7e8a44e7d597a3%2F49%2F63%2F628b084a956121755a8bf118
https://www.washingtonpost.com/opinions/2022/05/19/biden-trip-asia-china-russia-trade-ipec/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F36e9570%2F628b084a956121755a8bf118%2F596b53f6ae7e8a44e7d597a3%2F49%2F63%2F628b084a956121755a8bf118
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to increasing trade with the region.  The political support for trade is lacking in Congress 

as populists on both the left and right have soured on trade.   

• Needless to say, Beijing isn’t pleased with the president’s visit to the region.  In fact, the 

PLA Navy is conducting exercises in the South China Sea to coincide with this tour.  

American policy is designed to isolate China; the code words are “cold war strategy.”  In 

the meantime, China is trying to expand its security outposts into the region beyond the 

recent one with the Solomon Islands.  

• Although China has indicated it is a close ally of Russia, that relationship didn’t stop 

Beijing from trying to steal Russian defense data through hacking.  Albeit the news is 

ironic to some extent, friendly nations usually conduct intelligence gathering on each 

other.  The U.S. hacking of the German Chancellor’s cell phone is a case in point.   

• China is Russia’s ally, but we note that Chinese firms have been instructed to stop 

working on an LNG project in Russia.  It appears Chinese leaders would prefer not to run 

afoul of EU sanctions.   

A change down under:  In Saturday’s election in Australia, Labor has won the most seats and 

will form a government.  It is the first Labor government in almost a decade.  The latest data 

show that the Labor, led by Anthony Albanese, has won 73 seats, three short of a majority.  

However, there are three races that are likely to go to Labor, meaning it should be able to form a 

government without a coalition.  The Liberal/National coalition, the conservatives led by Scott 

Morrison, took a drubbing, losing 21 seats to secure 54, although it might secure four more seats 

as the vote counting finishes.  Most notable, seven seats went to non-party affiliated 

independents, suggesting the Australian electorate is fracturing to some extent.  Calling 

themselves the “teal independents,” a play on the colors of the major parties, these independents 

support climate change legislation but are also centrists, meaning they reject the right-wing 

populism of the Liberal/National coalition.  How did Labor win?  It ran on a climate platform, 

promising to address carbon emissions.  Such promises are attractive until the costs of these 

policies emerge, and with inflation becoming a problem, it may be impossible to both reduce 

carbon emissions and control prices.  Increasing discomfort with the previous government also 

helped Albanese.  This election may have been more about not supporting the incumbent.  

Unfortunately for Albanese, he is taking office as the Australian economy is hitting serious 

headwinds.  We note the OECD’s leading indicator is signaling a recession. 

 

 

https://www.abc.net.au/news/2022-05-20/china-south-china-sea-exercises-biden-visit-south-korea-japan/101086768?utm_campaign=abc_news_web&utm_content=link&utm_medium=content_shared&utm_source=abc_news_web
https://www.scmp.com/economy/global-economy/article/3178231/joe-bidens-ipef-economic-pivot-seen-cold-war-strategy?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3178231
https://www.ft.com/content/e2116b29-e58b-4fa0-8003-d28d18ddf06f
https://www.nytimes.com/2022/05/19/world/asia/china-hackers-russia.html?smid=url-share
https://www.theguardian.com/world/2015/jun/12/germany-drops-inquiry-into-claims-nsa-tapped-angela-merkels-phone
https://www.scmp.com/news/china/diplomacy/article/3178572/chinese-firms-told-stop-work-russian-arctic-lng-2-project-due?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3178572
https://www.scmp.com/news/china/diplomacy/article/3178572/chinese-firms-told-stop-work-russian-arctic-lng-2-project-due?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3178572
https://apnews.com/article/scott-morrison-australia-sydney-government-and-politics-dc475b4063ed3f2fd01fb00874f6b32c
https://www.ft.com/content/0f1177d5-75ee-4423-8b9f-c1bd133a9c38
https://www.abc.net.au/news/elections/federal/2022/results?filter=indoubt&sort=az&state=all
https://www.ft.com/content/44a8a791-70ec-4701-841e-2f61da28df32?emailId=628b06945b3c8900231df0ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://theconversation.com/the-big-teal-steal-independent-candidates-rock-the-liberal-vote-183024?utm_source=POLITICO.EU&utm_campaign=91edbd86aa-EMAIL_CAMPAIGN_2022_05_23_04_56&utm_medium=email&utm_term=0_10959edeb5-91edbd86aa-190334489
https://www.nytimes.com/2022/05/22/world/australia/election-albanese-climate.html?smid=url-share
https://www.ft.com/content/c71bac61-1385-4df6-93cf-794f29a77e05?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.wsj.com/articles/australias-center-left-labor-party-on-track-to-win-election-11653137678?st=tih4uw2lbrii9d7&reflink=desktopwebshare_permalink
https://www.nytimes.com/2022/05/21/world/australia/anthony-albanese-australia-election.html?smid=url-share
https://www.nytimes.com/2022/05/21/world/australia/anthony-albanese-australia-election.html?smid=url-share
https://www.nytimes.com/2022/05/21/world/australia/anthony-albanese-australia-election.html?smid=url-share
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The Ukraine War:  The conflict appears to be evolving into a trench war, with both sides 

building fortifications to thwart offensive actions.  Here is the latest map: 

 

 
(Source:  Institute for the Study of War)  

 

Most of the fighting is shown by the green circles on the map.  The circle highlighted with an 

arrow shows the fighting around Sievierodonetsk, where Russian forces are trying to push 

Ukrainian forces out of the area.  There are reports the Russian military has relieved some 

commanders of their posts, is splitting units into smaller groups, and is using more artillery and 

less infantry in its fighting.   

• Although the U.S. approved a $40 billion aid package for Ukraine, we are starting to hear 

rumblings about the path of the war and U.S. policy.  For Russia, Ukraine is critical; 

without control of Ukraine, Russia’s hopes for restoring the empire are lost.  For Ukraine, 

ceding any territory is impossible.  President Zelensky has staked his administration on 

pushing Russian troops out of his country.  These conditions suggest that the conflict will 

go on for a long time.  But a long conflict isn’t necessarily in the U.S.’s best interest.  The 

longer the war goes on, the harder it will be to keep NATO intact and the greater the 

negative effects of the war on the global economy.  Given concerns about a recession in 

the U.S., second thoughts about supporting a long war are starting to emerge.  As readers 

know, we don’t consider the New York Times as just a news organization but also a 

reflection of elite opinion formation.  We note the paper’s editorial board has pointed out 

that support for Ukraine in Congress is far from universal.  The editorial signals that the 

https://www.nytimes.com/live/2022/05/22/world/russia-ukraine-war?campaign_id=51&emc=edit_mbe_20220523&instance_id=62123&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=93073&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-may-21
https://www.nytimes.com/live/2022/05/22/world/russia-ukraine-war/latest-developments-in-the-war-in-ukraine?smid=url-share
https://www.washingtonpost.com/national-security/2022/05/21/russia-ukraine-victory/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F36e9566%2F628b084a956121755a8bf118%2F596b53f6ae7e8a44e7d597a3%2F30%2F63%2F628b084a956121755a8bf118
https://www.nytimes.com/2022/05/21/world/biden-ukraine-zelensky-ceasefire-russia.html?smid=url-share
https://www.nytimes.com/2022/05/19/opinion/america-ukraine-war-support.html?smid=url-share
https://www.axios.com/2022/05/23/republicans-plot-isolationist-surge?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
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U.S. may not support Zelensky’s goal of removing Russia from Ukraine.  There is also 

talk of a ceasefire.  Although we don’t expect the conflict to end soon, we may see a 

growing movement to force a ceasefire that may allow Russia to hold the territory it 

seized in 2014.   

• President Zelensky has proposed using Russia’s foreign reserves to rebuild his country. 

• Prince Abdulaziz bin Salman, the Saudi energy minister and half-brother of Crown 

Prince Salman, signaled that the kingdom would stand by Russia as a member of OPEC+.  

This news suggests the oil cartel will maintain its program of gradual production 

increases.  For Western consumers, this means oil prices will remain high until demand 

reductions bring prices down.   

o An increasing number of firms in Germany and Italy are preparing to pay for 

energy in RUB after the EU quietly allowed the practice.   

• Russian debtors have paid coupons in advance of a Treasury directive that will almost 

certainly push Russia into default. 

• Russia has banned 963 Americans from entering its country, including Senators Harry 

Reid, John McCain, and Orrin Hatch, all who have left here earthly pale.   

• As fears of Russia grow, bonds in the Baltic states and Finland are showing signs of 

weakness. 

• Vitaly Savelyev, the Russian Transportation Minister, admitted Saturday that Western 

sanctions have “practically broken” logistics in Russia.  The war and sanctions have 

caused a major rerouting of the flow of commodities, raising costs and causing spot 

shortages of key materials. 

o Despite worries that Egypt is facing a food catastrophe, Ukrainian media is 

reporting that Egypt has refused a shipment of grain from Ukraine that Russia had 

confiscated.   

A German scandal:  Narratives are important to human thinking.  We tend to tell stories as a 

way to make sense of the world.  We don’t consider them “stories” or “myths,” instead, we call 

them “narratives” to frame our views of the world.  Robert Schiller wrote a book about economic 

narratives that is a worthy read.   

 

One narrative that has emerged in various forms over the past couple of centuries is the idea that 

trade makes the world less risky.  In other words, if we trade with each other, we are less likely 

to go to war.  Norman Angell wrote a book called “The Great Illusion” where he suggested that a 

major war in Europe wasn’t likely because of how deeply intertwined the economies of the 

continent were… in 1910.  Despite how disastrously wrong this idea was with reference to WWI, 

the notion has persisted.  Tom Friedman made famous a common saying that two nations with 

McDonald’s (MCD, USD, 230.51) have never gone to war.  Well, they have now; both Ukraine 

and Russia had the restaurant chain. 

 

A variation of this idea became popular in Germany among the Social Democrats (SDP), which 

was that trade with the Soviets would improve relations and tame the worst instincts of Moscow.  

The concept, called Osthandel, argued that this trade helped end the Cold War.  Needless to say, 

the U.S. narrative on the end of the Cold War didn’t acknowledge this German narrative. The 

https://www.ft.com/content/ab665086-37e9-4be8-8292-2f9d24d1e337
https://www.ft.com/content/87ac05cd-d1e4-4495-8064-60d97b17f5f4
https://www.reuters.com/markets/europe/germany-italy-approved-russian-gas-payments-after-nod-brussels-sources-2022-05-20/
https://www.reuters.com/markets/europe/germany-italy-approved-russian-gas-payments-after-nod-brussels-sources-2022-05-20/
https://www.wsj.com/articles/russia-pays-bond-coupons-ahead-of-likely-u-s-payment-block-11653059013?st=0j3nvztita37xk9&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2022/05/21/russia-bans-963-americans-ukraine-biden/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F36e9569%2F628b084a956121755a8bf118%2F596b53f6ae7e8a44e7d597a3%2F33%2F63%2F628b084a956121755a8bf118
https://www.ft.com/content/9a9c9c25-819e-408c-a15f-51c3dc25fc05?emailId=628b06945b3c8900231df0ee&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/live/2022/05/22/world/russia-ukraine-war/russias-transport-minister-says-sanctions-have-broken-logistics-in-the-country?smid=url-share
https://www.ft.com/content/ce2c9890-1aa2-4d56-bd4f-bcf9d4b5a0c4
https://twitter.com/kyivindependent/status/1527418476868030473?s=12&t=VadPnz6pOOafCZQCzYRGZQ
https://twitter.com/kyivindependent/status/1527418476868030473?s=12&t=VadPnz6pOOafCZQCzYRGZQ
https://www.amazon.com/Narrative-Economics-Stories-Economic-Events/dp/0691210268/ref=sr_1_1?gclid=Cj0KCQjw-JyUBhCuARIsANUqQ_KKxtPk-ugRN0SRYr0TfvZGzsW2dzgKxWHDxg3fb12-d1b8tE3m3tQaAl-IEALw_wcB&hvadid=409929813250&hvdev=c&hvlocphy=9022874&hvnetw=g&hvqmt=e&hvrand=5166647937826594741&hvtargid=kwd-837419949104&hydadcr=22538_11318432&keywords=economic+narratives&qid=1653069692&sr=8-1
https://www.amazon.com/Narrative-Economics-Stories-Economic-Events/dp/0691210268/ref=sr_1_1?gclid=Cj0KCQjw-JyUBhCuARIsANUqQ_KKxtPk-ugRN0SRYr0TfvZGzsW2dzgKxWHDxg3fb12-d1b8tE3m3tQaAl-IEALw_wcB&hvadid=409929813250&hvdev=c&hvlocphy=9022874&hvnetw=g&hvqmt=e&hvrand=5166647937826594741&hvtargid=kwd-837419949104&hydadcr=22538_11318432&keywords=economic+narratives&qid=1653069692&sr=8-1
https://www.amazon.com/Great-Illusion-Norman-Angell/dp/1507644302
https://web.archive.org/web/20130106132459/http:/www.nytimes.com/1996/12/08/opinion/foreign-affairs-big-mac-i.html
https://web.archive.org/web/20130106132459/http:/www.nytimes.com/1996/12/08/opinion/foreign-affairs-big-mac-i.html
https://foreignpolicy.com/2020/11/26/mcdonalds-peace-nagornokarabakh-friedman/
https://etd.ohiolink.edu/apexprod/rws_etd/send_file/send?accession=osu1346850432&disposition=inline
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American version would argue the U.S. prevailed despite German actions.  But, stories stick, and 

the Germans held on to it after the Soviet Union dissolved.  Thus, Germany saw the growing 

dependence on Russian energy not as a bug but as a feature, a formula for peace and prosperity.  

The Germans went so far as to build direct pipelines to Germany through the Baltic Sea, the 

Nord Stream I and Nord Stream II pipelines, bypassing those pesky Poles and Ukrainians. 

 

The Russian invasion of Ukraine has shredded Osthandel, and the political ramifications are just 

starting.  Former German Chancellor Schroder has finally resigned from the board of Rosneft 

(NK Rosneft’ PAO, RUB, 384.25).  But, he is the Chairman of Nord Stream 2 and was recently 

nominated to the board of Gazprom (Gazprom PAO, RUB, 263.00).  In a recent profile in the 

New York Times, Schroder was unapologetic for his ties to Russian energy and his personal 

friendship with Vladimir Putin.  In fact, Putin offered him a board seat on Nord Stream 2 a mere 

17 days after Schroder left the office of the Chancellor of Germany, the project was approved on 

his watch.  This week, the SDP and its coalition partners stripped Schroder of his parliamentary 

privileges.  He loses his office and staff, although he will keep his pension and security detail.  

The CSU leader, Markus Soder, described Schroder as a “willful, bizarre, old man who cares 

more about his own bank account than Germany’s reputation in the world.” “That’s 

embarrassing, a disgrace for our country.” 

 

Adding to the scandal is that Matthias Warnig, a former Stasi agent, was also a colleague of 

Schroder on the board of Rosneft.  Warnig worked with Putin during the latter’s time in East 

Germany when he was a KGB agent.  After the fall of the GDR, Warnig, who used the cover of a 

trade official for East Germany when he was with the East German spy agency, was hired by 

Dresdner Bank (now a unit of Commerzbank, (XETRA, EUR, 7.24)) shortly after German 

reunification.  He was instrumental in founding the Dresdner Bank Moscow branch; this branch 

was in St. Petersburg and was negotiated with none other than Vladimir Putin.   

 

So why is this important?  The German ruling coalition is perhaps the most complicated in 

postwar German history.  The three parties that form it have divergent interests, and thus, unlike 

former governments, this coalition might not hold together.  Or, the leadership might change; if 

the Chancellor came from the Greens, the policy toward Russia would likely harden.  The same 

is true for the Free Democrats, the other member of the coalition.  Schroder has damaged the 

SDP in a manner that may force Chancellor Scholz out of office.  The comments above by Soder 

of the opposition CSU suggest the political atmosphere for Scholz is deteriorating.  There is a 

growing likelihood that Green Party leader and current foreign minister Annalena Baerbock 

could take that role.  In any case, the only way for Scholz to survive will likely require him to 

take a much more hardline position against Russia.  Burying Osthandel would harden relations 

with Russia, regardless of who is in power in Russia.  And, of course, this hardening of relations 

has led to Germany planning to boost its defense spending.   

 

Economics and policy:  China tariffs and other news   

• The Biden administration is wrestling with how to manage tariffs on China.  From an 

economic perspective, easing tariffs could reduce U.S. inflation, which has been a serious 

drag on the president’s approval ratings.  However, making conditions more favorable for 

China is a difficult sell.   

https://www.ft.com/content/a48e9087-c951-4ec8-bcc2-e2d9a90f47e6?emailId=6287c2773d0e980023981fe1&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.dw.com/en/germanys-former-chancellor-gerhard-schr%C3%B6der-to-join-gazprom-board/a-60664273
https://www.dw.com/en/germanys-former-chancellor-gerhard-schr%C3%B6der-to-join-gazprom-board/a-60664273
https://www.nytimes.com/2022/04/23/world/europe/schroder-germany-russia-gas-ukraine-war-energy.html?smid=url-share
https://www.ft.com/content/b445d9b7-7c35-4f64-8bb5-d76a5393212f
https://www.ft.com/content/b445d9b7-7c35-4f64-8bb5-d76a5393212f
https://www.ft.com/content/2cae8777-4423-4596-b3d5-e5c5ff93bbf9
https://www.ft.com/content/2cae8777-4423-4596-b3d5-e5c5ff93bbf9
https://www.ft.com/content/2cae8777-4423-4596-b3d5-e5c5ff93bbf9
https://archive.ph/20191231234407/https:/www.wsj.com/articles/SB111446508809216383
https://www.dw.com/en/who-is-nord-streams-matthias-warnig-putins-friend-from-east-germany/a-56328159
https://web.archive.org/web/20141001202759/http:/miamioh.edu/cas/_files/documents/havighurst/stasi-documents.pdf
https://www.theguardian.com/world/2014/aug/13/russia-putin-german-right-hand-man-matthias-warnig
https://www.ft.com/content/a9045654-f378-4f42-a012-e35f9e43b135?segmentId=114a04fe-353d-37db-f705-204c9a0a157b
https://www.washingtonpost.com/us-policy/2022/05/20/trump-tariffs-biden-inflation/
https://www.politico.com/news/2022/05/17/bidens-china-trade-trump-tariffs-inflation-00032874
https://www.politico.com/news/2022/05/17/bidens-china-trade-trump-tariffs-inflation-00032874
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• Although she doesn’t have a direct influence on the policy, Treasury Secretary Yellen has 

expressed opposition to raising the Fed’s 2% inflation target.  Some economists (Adam 

Posen at the Peterson Institute has been vocal about this idea) have called for raising the 

target, arguing that the fact that the fed funds target fell to zero is clear evidence the 

inflation target is too low.  There isn’t much evidence to suggest that much thought went 

into picking a 2% target, but it has become the global standard.  There are two problems 

with changing it.  First, a target that can be changed often isn’t much of a target.  After 

all, the goal of the target is to create clarity for borrowers and lenders on the path of 

policy.  Second, it’s quite possible that a 4% target may lead to instability, as households 

and businesses might view a higher target as obvious debasement.   

• Small business surveys suggest confidence is falling, adding to evidence of a weakening 

economy.  Economists are starting to downgrade their forecasts for economic growth.   

• When I used to teach, I would often use babysitting pay to illustrate opportunity cost.  I 

tried to show that there may be a wage so high that it doesn’t make sense to stay in 

school, for instance.  It was mostly, at the time, a thought experiment.  However, parents 

are now seeing a shortage of sitters, and pay is skyrocketing, along with other perks.  

Rates are being quoted at up to $30 per hour.   

International roundup:  More from the president’s trip and an update on Israel 

• While in South Korea, President Biden and the newly elected President Yoon of South 

Korea agreed to increase the deterrence of North Korea.   

• It looked like the narrow coalition holding the Israeli government together was about to 

fray until a member of a Palestinian Party agreed to return to the coalition after 

threatening to leave.  Her leaving would have led to a no-confidence vote and new 

elections.  

• A senior member of the Iran Revolutionary Guard Corps was assassinated outside his 

home yesterday.  No one claimed responsibility for the attack.   

COVID-19:  The number of reported cases is 525,686,037 with 6,277,389 fatalities.  In the U.S., 

there are 83,281,403 confirmed cases with 1,002,173 deaths.  For illustration purposes, the FT 

has created an interactive chart that allows one to compare cases across nations using similar 

scaling metrics.  The FT has also issued an economic tracker that looks across countries with 

high-frequency data on various factors.  The CDC reports that 741,676,155 doses of the vaccine 

have been distributed, with 584,279,990 doses injected.  The number receiving at least one dose 

is 258,149,591, while the number fully vaccinated, which would grant the highest level of 

immunity, is 220,914,142.  For the population older than 18, 76.5% of the population has been 

fully vaccinated, with 61.1% of the entire population fully vaccinated.  For those over 65, 90.5% 

have been fully vaccinated.  The FT has a page on global vaccine distribution.    

 

• China is sending hundreds of college students into quarantine due to the outbreak of 

COVID-19. 

 

 

https://www.bloomberg.com/news/articles/2022-05-19/yellen-rejects-the-idea-of-fed-raising-its-2-inflation-target?sref=p6AmiyaF
https://www.wsj.com/articles/small-businesses-lose-confidence-in-u-s-economy-11653211803?st=p1tgaz6cn6xes63&reflink=desktopwebshare_permalink
https://www.axios.com/2022/05/23/economists-are-marking-down-growth-forecasts-and-thats-good-news?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/babysitters-teenagers-inflation-11652970427?st=blj5dgsu0uspo2y&reflink=desktopwebshare_permalink
https://www.ft.com/content/23c9b4df-cdc9-49a7-a8b4-c71d3dd51a0e
https://www.nytimes.com/2022/05/22/world/middleeast/israel-government-crisis.html?smid=url-share
https://www.nytimes.com/live/2022/05/23/world/covid-19-mandates-vaccine-cases?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=show&is_new=false
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://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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.scmp.com/news/china/science/article/3178262/hundreds-beijing-university-campus-sent-quarantine-amid-covid-19?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3178262
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U.S. Economic Releases  

 

Economic activity in the U.S. improved in April, according to the Federal Reserve Bank of 

Chicago.  The Chicago Fed National Activity Index rose from +0.36 to +0.46 last month.  The 

reading was slightly below expectations of +0.50.  The index suggests that despite rising 

inflation, the economy remains in expansion. 
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The chart above shows the six-month moving average for the Chicago FRB National Activity 

Index.  

 

The table below shows the economic releases scheduled for the rest of the day.  

  
 

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 

EST Speaker or Event

12:00 Raphael Bostic Discusses the Economic Outlook President of the Federal Reserve Bank of Atlanta

19:30 Esther George Speech at Agricultural Symposium President of the Federal Reserve Bank of Kansas City

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position
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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. 

 

  
 

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 Tokyo Condominiums for Sale y/y Apr 16.1% -19.7% ** Equity bullish, bond bearish

South Korea Exports 20 Days y/y May 24.1% 16.9% ** Equity bullish, bond bearish

Imports 20 Days y/y May 37.8% 25.5% ** Equity and bond neutral

Trade Balance 20 Days m/m May -$4827.0m -$5199.0m *** Equity bullish, bond bearish

EUROPE

Germany IFO Business Climate m/m May 93.0 91.8 91.4 *** Equity and bond neutral

IFO Current Assessment m/m May 99.5 97.2 96.8 ** Equity and bond neutral

IFO Expectations m/m May 86.9 86.7 86.5 ** Equity and bond neutral

U.K. Rightmove House Prices y/y May 10.2% 9.9% ** Equity and bond neutral

Switzerland Money Supply M3 y/y Apr -0.1% 0.6% * Equity and bond neutral

Domestic Sight Deposits CHF w/w 20-May 664.9b 666.5b * Equity bearish, bond bullish

Total Sight Deposits CHF w/w 20-May 754.1b 753.3b * Equity and bond neutral

AMERICAS

Brazil FGV CPI IPC-S w/w 22-May 0.44% 0.41% 0.44% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 151 150 1 Up

3-mo T-bill yield (bps) 95 101 -6 Up

TED spread (bps) 56 50 6 Widening

U.S. Sibor/OIS spread (bps) 134 132 2 Up

U.S. Libor/OIS spread (bps) 138 137 1 Up

10-yr T-note (%) 2.82 2.78 0.04 Up

Euribor/OIS spread (bps) -35 -35 0 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Down Down

Franc Up Down
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Weather 
 

The 6-10 and 8-14 day forecast shows warmer to normal temperatures for most of the country 

with cooler temperatures in the Northern Pacific region. In the 6-10 day forecast, dry conditions 

are expected for most of the Southwest and Great Plains regions, with wet conditions forecasted 

throughout the eastern third of the country and the northern Pacific. Meanwhile, the 8-14 day 

forecast shows dry conditions for most of California and Nevada, with wet conditions expected 

for the rest of the country.  

Price Prior Change Explanation

Brent $113.86 $112.55 1.16% Supply Pessimism

WTI $111.46 $110.28 1.07%

Natural Gas $8.01 $8.08 -0.96%

Crack Spread $43.42 $46.87 -7.37%

12-mo strip crack $33.01 $34.46 -4.20%

Ethanol rack $2.93 $2.93 0.15%

Metals

Gold $1,862.51 $1,846.50 0.87%

Silver $22.14 $21.78 1.69%

Copper contract $429.45 $427.50 0.46%

Grains

Corn contract $783.75 $778.75 0.64%

Wheat contract $1,194.50 $1,168.75 2.20%

Soybeans contract $1,711.75 $1,705.25 0.38%

Shipping

Baltic Dry Freight 3,344            3,289            55

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 5/20/2022 close) 
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(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return. Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 5/20/2022 close) 

 

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

Growth

Small Cap

Large Cap

Real Estate

Mid Cap

Emerging Markets ($)

US Corporate Bond

Foreign Developed ($)

Emerging Markets (local currency)

US High Yield

US Government Bond

Value

Foreign Developed (local currency)

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 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. 


