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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 24, 2022—9:30 AM EDT] Global equity markets are lower this morning. In 

Europe, the EuroStoxx 50 index is currently down 1.0% from its prior close. In Asia, the MSCI 

Asia Apex 50 index closed down 1.8%. Chinese markets were lower, with the Shanghai 

Composite down 2.4% from the prior close and the Shenzhen Composite down 3.6%. U.S. 

equity index futures are signaling a lower open. With 476 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, 76.9% of the 

companies have reported earnings above forecast, while 20.0% 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 (5/23/2022) (with associated podcast): “Going Nuclear 

with North Korea” 

• 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.  After a strong rally off the lows on Friday and impressive follow-through 

yesterday, risk assets are lower this morning.  However, one pattern emerging in the past couple 

of weeks is that the correlation between stocks and bonds has again become inverse.  Since about 

May 6, we have seen the inverse pattern that has mainly been in place since the mid-1990s and is 

the backbone of the 60/40 portfolio.  We remain cautious about the long-term path of this 

relationship.  If inflation becomes persistent, higher bond yields are probably unavoidable. The 

fact the pattern has returned suggests that (a) the market thinks the current yield on longer 

duration Treasuries is “about right,” and (b) the debt markets believe the Fed will defend bond 

values against inflation.   

 

 

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_23_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_19_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_19_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q222.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_16_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.wsj.com/articles/global-stocks-markets-dow-update-05-24-2022-11653379171?st=gccpjc0ohhtztt4&reflink=desktopwebshare_permalink
https://finance.yahoo.com/chart/TLT#
https://finance.yahoo.com/chart/TLT#
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In today’s Comment, we open with China news, focusing on the aftermath of President Biden’s 

statements on Taiwan.  From there, we take a look at economic news.  The Ukraine update 

follows.  International news comes next, and we close with the pandemic update. 

 

China news:  Was it a gaffe, or not?  As we reported yesterday, President Biden seemed to end 

the U.S. policy of strategic ambiguity regarding Taiwan.  Within 24 hours, the White House tried 

to walk the comments back, suggesting “nothing has changed.”  To be fair to the president, 

strategic ambiguity has been fraying for some time.  We note that SoS Blinken once referred to 

Taiwan as a “country,”  and it isn’t the first time the president has suggested the U.S. would 

defend the island militarily.   

 

So, has anything changed?  In some ways, yes, but in others, no.  What has changed?  Japan 

seems much more committed to the defense of Taiwan.  As we have noted before, Taiwan in the 

hands of Beijing is an existential threat to Tokyo.  What remains the same?  We seriously doubt 

anyone in China’s leadership believes the U.S. would not come to the aid of Taipei if China tried 

to invade Taiwan.  That isn’t anything new.  The rhetoric surrounding the president’s remarks in 

Beijing will escalate; if the PLA hasn’t been pondering how to thwart American defense efforts 

in its invasion plans, they should be relieved of duty.  We note that within the international 

relations community, the end of strategic ambiguity is being widely cheered.  The primary 

benefit of ending strategic ambiguity is that China won’t be as likely to miscalculate, assuming 

the U.S. won’t act; that was, in part, why the Korean War occurred.  However, as noted above, 

the odds of such a miscalculation were small anyway.  The most serious risk of ending the policy 

is that it reduces American optionality and might lead to less cautious behavior on the part of 

Taiwan.  We still view Taiwan as a chief point of geopolitical risk; the president’s “gaffe” 

doesn’t change that. 

• Airbnb (ABNB, USD, 1113.28) is closing its domestic business in China, although it will 

maintain an office for outbound travelers.  It appears the company simply could not 

compete against Chinese incumbents.   

• The incoming Australian PM has indicated that he doesn’t expect relations with China to 

improve anytime soon. 

Economics and policy:  It’s day two of Davos.  Some softening in monetary policy may be 

coming. 

• The attitude of Davos appears downbeat.  A big part of this mood is that this crowd really 

benefited from globalization.  Although we have been suggesting for some time that 

globalization was under threat, the tensions with China, the rise of populism, and the 

Ukraine war have pretty much confirmed that it’s over.  Among the attendees, the general 

consensus is that recession is coming.   

o Weakening globalization further is the realization that data is being constrained 

within borders.   

• On the FOMC, St. Louis FRB President Bullard is considered a hawk, while Atlanta FRB 

President Bostic is more dovish.  Yet, both made statements suggesting they may relent 

on policy.  Bullard suggested the Fed might cut rates next year.  Such a shift is what the 

Fed did in the mid-1990s when it executed a rare soft landing.  Bostic indicated a “pause” 

in the fall might make sense to see how the market deals with rate hikes.  In the near 

https://www.wsj.com/articles/biden-says-his-taiwan-policy-hasnt-changed-11653367016?st=0sw5g05n6kvc1a1&reflink=desktopwebshare_permalink
https://www.nytimes.com/2022/05/23/world/asia/biden-taiwan-china.html?smid=url-share
https://www.taiwannews.com.tw/en/news/4288972?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.nytimes.com/2022/05/23/us/politics/biden-taiwan-comments.html?smid=url-share
https://www.politico.com/news/2022/05/23/bidens-taiwan-defense-pledge-inflames-u-s-china-relations-00034588?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2022/05/23/bidens-taiwan-defense-pledge-inflames-u-s-china-relations-00034588?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://twitter.com/MatthewKroenig/status/1528622270951792640?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://twitter.com/MatthewKroenig/status/1528622270951792640?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.bloomberg.com/opinion/articles/2022-05-23/biden-s-taiwan-gaffe-is-a-smart-strategy-to-deter-a-chinese-invasion?utm_source=substack&utm_medium=email
https://www.cnbc.com/2022/05/23/airbnb-is-closing-its-domestic-business-in-china-sources-say.html?utm_source=substack&utm_medium=email
https://www.afr.com/politics/federal/not-so-fast-albanese-tells-china-as-quad-meets-in-japan-20220523-p5anq7
https://www.politico.eu/newsletter/davos-playbook/
https://www.ft.com/content/4db632df-ff13-4c22-8808-f7ddb047aec9?emailId=628c6342d65a9b0023970a14&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/at-davos-confab-ceos-fret-over-economy-start-to-plan-for-a-downturn-11653323066?st=ftw6cl8cmhlbj77&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/at-davos-confab-ceos-fret-over-economy-start-to-plan-for-a-downturn-11653323066?st=ftw6cl8cmhlbj77&reflink=desktopwebshare_permalink
https://www.nytimes.com/2022/05/23/technology/data-privacy-laws.html?smid=url-share
https://www.wsj.com/articles/two-fed-officials-weigh-future-rate-policy-shift-11653344997?st=q5q888psmhj7715&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2022-05-23/fed-rate-hike-pause-in-september-may-make-sense-bostic-says?cmpid=BBD052422_AUT&utm_medium=email&utm_source=newsletter&utm_term=220524&utm_campaign=authers
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term, we expect nothing other than tightening.  These comments suggest the FOMC is 

looking past the tightening cycle. 

o Congress has approved two new governors along with Jay Powell’s renomination.  

In addition, Michael Barr is likely to be approved for the Vice-Chair of 

Supervision.   

• Whether we have a recession or not in the next 18 months will likely depend on the 

consumer.  A Fed survey conducted last fall showed that the consumer was doing quite 

well; of course, that was before inflation jumped.  However, JP Morgan (JPM, USD, 

124.60) said yesterday that the bank’s read on the consumer is that things are just fine.   

o One interesting indicator—birth rates showed a modest improvement last year. 

• As diesel prices soar, the administration is considering a release from the Strategic 

Heating oil reserve.  

• Larry Summers has been a problem for the administration.  He criticized the fiscal 

stimulus in 2021, saying it would likely lead to higher inflation.  Although fiscal 

spending wasn’t the only reason for inflation, it certainly contributed.  He is now 

attacking the idea that industry concentration leads to higher prices.  The basic issue is 

that industry concentration can improve efficiencies but also gives market power to firms.  

Firms can decide how to allocate the gains to efficiency because they have market power.  

Since the mid-1980s, when the Bork Standard for antitrust emerged, firms have mostly 

allocated these efficiencies to profits and consumers by keeping price hikes contained.  

Labor has generally been excluded from benefiting from any efficiencies.   

 
 

This chart shows the share of output going to labor.  The trend was mainly declining but 

clearly accelerated this century.  So, back to Summers’s argument.  He contends that 

antitrust action might actually lead to higher inflation if it undermines the efficiencies 

from concentration.  But, that is true only if two conditions are met.  First, increased 

https://www.reuters.com/markets/us/exclusive-us-republican-senator-toomey-expects-barr-be-confirmed-fed-2022-05-23/
https://www.reuters.com/markets/us/exclusive-us-republican-senator-toomey-expects-barr-be-confirmed-fed-2022-05-23/
https://www.federalreserve.gov/newsevents/pressreleases/files/other20220523a1.pdf
https://www.wsj.com/articles/americans-reported-strong-personal-finances-late-last-year-fed-finds-11653317014?st=cfdxrcis7wsox9b&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/americans-reported-strong-personal-finances-late-last-year-fed-finds-11653317014?st=cfdxrcis7wsox9b&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/jpmorgan-says-u-s-consumers-are-doing-just-fine-11653327789?st=f82p3qj3hd6hlpt&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-births-increase-for-first-time-since-2014-11653364861?st=p190r6gwe19aa0e&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/biden-exploring-release-of-diesel-fuel-reserves-amid-high-prices-11653333243?st=reuwj4xrhabkvdx&reflink=desktopwebshare_permalink
https://www.cnn.com/2022/05/23/energy/inflation-diesel-white-house/index.html
https://www.cnn.com/2022/05/23/energy/inflation-diesel-white-house/index.html
https://www.axios.com/2022/05/24/summers-opens-new-front-on-inflation?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
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competition should make it more difficult to pass along high costs.  Second, it appears 

that Summers believes current profit margins will be maintained.  With S&P 500 

earnings nearly 8% of GDP, an all-time record, it seems reasonable that a return to trend 

could allow for antitrust to at least not contribute to higher inflation.  At the same time, 

we think the administration is overstating the case for antitrust to bring down inflation.  

It’s easier to blame industry concentration for inflation than to cool the economy by 

cutting spending and raising taxes.   

• Here are some random facts we found interesting: 

o Walmart (WMT, USD, 122.60) is expanding drone delivery in six states.  Items 

up to 10 pounds can be delivered for $3.99. 

o The last payphones in New York City have been removed.   

o The average age of a U.S. vehicle is 12.2 years, a new record.  

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: 

 

 
 

• The most active fighting continues in Severodonetsk as Russia attempts to solidify gains 

in the territory it holds. 

https://www.axios.com/2022/05/24/walmart-drone-delivery-droneup-packages-doorstep-home?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/new-york-city-removes-last-public-pay-phone-in-end-of-an-era-11653330801?st=qvzjqzjyxbflj5a&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/the-average-age-of-vehicles-on-u-s-roadways-hits-a-record-12-2-years-11653303602?st=zb1582awii0t08z&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2022/05/23/russia-ukraine-war-news-live-updates-putin/
https://www.washingtonpost.com/world/2022/05/23/severodonetsk-ukraine-russia-battle-east/?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%2F36eabcd%2F628c59de956121755a8cb68f%2F596b53f6ae7e8a44e7d597a3%2F40%2F74%2F628c59de956121755a8cb68f
https://www.wsj.com/articles/russia-tries-to-tighten-hold-over-occupied-areas-of-ukraine-11653388676?st=x59ve99utocnfuz&reflink=desktopwebshare_permalink
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• We see increasing criticism of the war effort from Russian nationalist figures, who are 

pressuring the Kremlin to at least make a partial mobilization to rebuild troop strength.  

Mobilization would be a significant escalation, and if Moscow is going to continue the 

conflict, it will need, at some point, to mobilize.  Yesterday, we noted growing comments 

on a ceasefire.  If Russia announces a mobilization, we doubt a ceasefire is possible.  

Thus, for now, the Russian war effort is to continue in the current pattern despite heavy 

losses to maintain gains in eastern Ukraine. 

o It’s not just nationalists attacking the Kremlin.  A Russian diplomat attached to 

the nation’s U.N. mission in Geneva has resigned because of the war.   

• The EU is accusing Russia of purposely attacking Ukrainian agriculture in a bid to 

worsen the global food shortage.   

• NATO continues to send heavier weapons into Ukraine as the war develops into an 

artillery battle.  The U.S. has sent the M777 howitzer, a weapon with significant 

firepower that is easily transportable.  The Czech Republic has sent attack helicopters and 

is acting as a repair depot for Ukraine armor.   

• Ukraine has convicted a Russian soldier for war crimes.   

International roundup:  A big deal is in the works and more from the president’s trip. 

• The U.S. is reportedly working on a deal between Israel, Egypt, and the KSA over two 

small islands near the Gulf of Aqaba.  The islands, Tiran Island and Sanafir Island, were 

said to be “given” to Egypt by the KSA in 1950.  In the aftermath of the 1973 Yom 

Kippur War, the islands were demilitarized and currently occupied by a multinational 

U.N. force.  Legally, they remain Egypt’s.  The deal being struck is ostensibly between 

the KSA and Egypt, but Israel would have to approve.  The negotiation might lead to a 

normalization of relations between the KSA and Israel, further extending the Abraham 

Accords.   

• Although the economic deal offered by the administration is underwhelming, 12 Asian 

nations have been invited.  Essentially, it will set up a talking shop for various issues that 

would have been part of TPP.  Since multilateral trade deals are no longer politically 

possible, such arrangements are about the only thing the U.S. can offer.  Interestingly 

enough, the reception was better than we expected.   

• The OECD has been working on a minimum corporate tax program that would prevent 

companies from shifting to jurisdictions that offer lower taxes.  Poland, likely to gain 

leverage in EU negotiations over COVID-19 relief funds, is opposing the tax measure.   

• Turkey continues to oppose Sweden’s entry into NATO, demanding that Kurds operating 

in Sweden and Finland be extradited to Turkey.  We still expect a deal to be struck, but 

Ankara’s actions are slowing the process.   

o Turkey also says it no longer recognizes the existence of the Greek leader.  Greek 

PM Kyriakos Mitsotakis is lobbying Congress and the administration to deny 

Turkey F-16s.   

• Starbucks (SBUX, USD, 73.42) announced its exiting Russia. 

https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-may-23
https://www.washingtonpost.com/world/2022/05/23/russia-diplomat-resigns-united-nations-ukraine-war/?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%2F36eabcc%2F628c59de956121755a8cb68f%2F596b53f6ae7e8a44e7d597a3%2F39%2F74%2F628c59de956121755a8cb68f
https://www.washingtonpost.com/world/2022/05/23/russia-diplomat-resigns-united-nations-ukraine-war/?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%2F36eabcc%2F628c59de956121755a8cb68f%2F596b53f6ae7e8a44e7d597a3%2F39%2F74%2F628c59de956121755a8cb68f
https://data.consilium.europa.eu/doc/document/ST-7426-2022-INIT/en/pdf?utm_source=POLITICO.EU&utm_campaign=6694781cad-EMAIL_CAMPAIGN_2022_05_24_03_18&utm_medium=email&utm_term=0_10959edeb5-6694781cad-190334489
https://www.nytimes.com/2022/05/23/world/europe/us-ukraine-howitzers.html?smid=url-share
https://en.wikipedia.org/wiki/M777_howitzer
https://www.wsj.com/articles/czech-republic-gives-ukraine-attack-helicopters-and-repairs-its-vehicles-11653342703?st=h4i3hab1hhqnjpn&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/world/2022/05/23/ukraine-russia-soldier-war-crimes-verdict/?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%2F36eabca%2F628c59de956121755a8cb68f%2F596b53f6ae7e8a44e7d597a3%2F37%2F74%2F628c59de956121755a8cb68f
https://www.axios.com/2022/05/23/saudi-arabia-egypt-israel-red-sea-islands?stream=politics&utm_source=alert&utm_medium=email&utm_campaign=alerts_politics
https://www.axios.com/2022/05/23/saudi-arabia-egypt-israel-red-sea-islands?stream=politics&utm_source=alert&utm_medium=email&utm_campaign=alerts_politics
https://www.nytimes.com/2022/05/23/world/asia/biden-asian-pacific-bloc.html?smid=url-share
https://www.nytimes.com/2022/05/23/world/asia/biden-asian-pacific-bloc.html?smid=url-share
https://www.politico.eu/article/oecd-global-tax-agreement-100-biggest-companies-g20/?utm_source=POLITICO.EU&utm_campaign=6694781cad-EMAIL_CAMPAIGN_2022_05_24_03_18&utm_medium=email&utm_term=0_10959edeb5-6694781cad-190334489
https://www.politico.eu/article/poland-vetoes-eu-tax-reform-again-dismisses-alternative-motives/?utm_source=POLITICO.EU&utm_campaign=6694781cad-EMAIL_CAMPAIGN_2022_05_24_03_18&utm_medium=email&utm_term=0_10959edeb5-6694781cad-190334489
https://www.politico.eu/article/sweden-finland-nato-turkey-erdogan-magdalena-anderssonkurdish-rights/?utm_source=POLITICO.EU&utm_campaign=6694781cad-EMAIL_CAMPAIGN_2022_05_24_03_18&utm_medium=email&utm_term=0_10959edeb5-6694781cad-190334489
https://www.ft.com/content/b81b5904-2c3c-4b41-a63f-e9e8a5505df2
https://www.cnbc.com/2022/05/23/starbucks-will-exit-russia-after-15-years-closing-130-licensed-cafes.html?utm_source=substack&utm_medium=email
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• U.K. professional services firms are finding that restrictions on providing services to 

Russians are making it impossible to avoid breaking the law.  They want relief.   

• As we have been reporting for some time, Egypt is at high risk of political unrest due to 

rising grain prices.   

• Conditions in Venezuela have become so dire that the national output of vehicles was 

eight last year.  Maintaining old cars has become a necessity, much like in Cuba.   

COVID-19:  The number of reported cases is 526,196,860 with 6,278,868 fatalities.  In the U.S., 

there are 83,393,876 confirmed cases with 1,002,385 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 584,449,398 doses injected.  The number receiving at least one dose 

is 258,174,992, while the number fully vaccinated, which would grant the highest level of 

immunity, is 220,933,970.  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, 90.9% 

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

• Pfizer (PFE, USD, 52.88) says studies show its vaccine triggers a strong immune 

response in young children.   

U.S. Economic Releases  

 

There were no economic releases prior to the publication of this report. The table below shows 

the economic releases and Fed events 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 

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

9:45 S&P Global US Manufacturing PMI m/m May 57.7 59.2 ***

9:45 S&P Global US Services PMI m/m May 55.2 55.6 **

9:45 S&P Global US Composite PMI m/m May 55.7 56 **

10:00 Richmond Fed Manufact. Index m/m May 10 14 **

10:00 New Home Sales m/m Apr 750k 763k **

10:00 New Home Sales m/m Apr -1.7% -8.6% *

EST Speaker or Event

12:20 Jerome Powell Makes Welcoming Remarks at an Economic Summit Chairman of the Board of Governors

Economic Releases

Federal Reserve

District or Position

https://www.ft.com/content/3f74c9d7-d945-4a77-b0d5-81fdf5b7b23f?emailId=628c6342d65a9b0023970a14&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/egypts-bread-crisis-wheat-supplies-russia-ukrain-warawakens-old-fears-of-political-unrest-11653318765?st=buxkp9thcsbotfy&reflink=desktopwebshare_permalink
https://apnews.com/article/caribbean-caracas-venezuela-5a113f7f603f4d449e926ac9b981d4d5
https://apnews.com/article/caribbean-caracas-venezuela-5a113f7f603f4d449e926ac9b981d4d5
https://www.nytimes.com/live/2022/05/24/world/covid-19-mandates-vaccine-cases
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.pfizer.com/news/press-release/press-release-detail/pfizer-biontech-covid-19-vaccine-demonstrates-strong-immune?utm_source=substack&utm_medium=email
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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. 

 

  

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Nationwide Department Sales y/y Apr 19.0% 4.6% *** Equity and bond neutral

Jibun Bank Japan PMI Services m/m May 51.7 50.7 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m May 51.4 51.1 ** Equity and bond neutral

Jibun Bank Japan PMI Mfg m/m May 53.2 53.5 ** Equity and bond neutral

Australia S&P Global Australia PMI Composite m/m May P 52.5 55.9 ** Equity bearish, bond bullish

S&P Global Australia PMI Services m/m May P 53.0 56.1 ** Equity bearish, bond bullish

S&P Global Australia PMI Mfg m/m May P 55.3 58.8 ** Equity bearish, bond bullish

ANZ Roy Morgan Consumer Confidence w/w 22-May 90.8 89.3 *** Equity bullish, bond bearish

New Zealand Retail Sales Ex Inflation q/q 1Q -0.5% 8.6% 0.3% *** Equity bearish, bond bearish

South Korea Consumer Confidence m/m May 102.6 103.8 *** Equity and bond neutral

South Korea Household Credit q/q 1Q K1859.4t KR1862.1t ** Equity and bond neutral

EUROPE

Eurozone S&P Global Eurozone Manufacturing PMI m/m May 54.4 55.5 54.7 ** Equity and bond neutral

S&P Global Eurozone Services PMI m/m May 56.3 57.7 57.4 ** Equity and bond neutral

S&P Global Eurozone Composite PMI m/m May 54.9 55.8 55.1 ** Equity and bond neutral

France Business Confidence m/m May 106.0 106.0 105.0 *** Equity bullish, bond bearish

Manufacturing Confidence m/m May 106.0 108.0 107.0 ** Equity and bond neutral

Production Outlook Indicator m/m May -9.0 -5.0 -7.0 ** Equity bearish, bond bearish

Own-Company Production Outlook m/m May 6.0 11.0 7.0 ** Equity and bond neutral

S&P Global France Manufacturing PMI m/m May 54.5 55.7 55.2 ** Equity and bond neutral

S&P Global France Services PMI m/m May 58.4 58.9 58.5 ** Equity and bond neutral

S&P Global France Composite PMI m/m May 57.1 57.6 56.9 ** Equity and bond neutral

Gernany S&P Global Germany Manufacturing PMI m/m May 54.7 54.6 54.0 ** Equity and bond neutral

S&P Global Germany Services PMI m/m May 56.3 57.6 57.1 ** Equity and bond neutral

S&P Global Germany Composite PMI m/m May 54.6 54.3 53.9 ** Equity bullish, bond bearish

U.K. PSNB ex Banking Groups m/m Apr 18.6b 18.1b 18.9b * Equity and bond neutral

S&P Global/CIPS UK Manufacturing PMI m/m May 54.6 55.8 55.0 ** Equity and bond neutral

S&P Global/CIPS UK Services PMI m/m May 51.8 58.9 57.0 ** Equity bearish, bond bullish

S&P Global/CIPS UK Composite PMI m/m May 51.8 58.2 56.5 ** Equity bearish, bond bullish

CBI Total Dist. Reported Sales m/m May 13 3 * Equity bullish, bond bearish

CBI Retailing Reported Sales m/m May -1 -35 -30 * Equity and bond neutral

AMERICAS

Brazil Trade Balance Weekly w/w 21-May 524m *** Equity and bond neutral

IBGE Inflation IPCA-15 m/m May 0.59% 1.7% 0.5% ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 20-May 5320.0% 54.3 ** Equity bullish, bond bearish

Mexico Bi-Weekly CPI m/m 15-May -0.06% 0.18% -0.07% ** Equity and bond neutral

Bi-Weekly Core CPI m/m 15-May 0.31% 0.27% 0.27% *** 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) 100 104 -4 Up

TED spread (bps) 51 47 4 Widening

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

U.S. Libor/OIS spread (bps) 140 139 1 Up

10-yr T-note (%) 2.81 2.85 -0.04 Up

Euribor/OIS spread (bps) -36 -35 -1 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Down Down

Franc Flat Down

Central Bank Action Current Prior Expected

RBNZ Official Cash Rate 2.000% 1.500% Below 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 forecast shows warmer-to-normal temperatures for most of the country, 

with cooler temperatures in the Northern Pacific and Rocky Mountain regions. 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 $113.06 $113.42 -0.32%

WTI $109.91 $110.29 -0.34%

Natural Gas $8.79 $8.74 0.49%

Crack Spread $41.77 $41.10 1.61%

12-mo strip crack $32.48 $32.03 1.41%

Ethanol rack $2.98 $2.96 0.71%

Metals

Gold $1,855.67 $1,853.59 0.11%

Silver $21.83 $21.79 0.18%

Copper contract $429.30 $434.55 -1.21%

Grains

Corn contract $785.50 $786.25 -0.10%

Wheat contract $1,203.25 $1,190.00 1.11%

Soybeans contract $1,690.25 $1,687.00 0.19%

Shipping

Baltic Dry Freight 3,369            3,344            25

Actual Expected Difference

Crude (mb) -2.1

Gasoline (mb) -1.1

Distillates (mb) 0.8

Refinery run rates (%) 0.7%

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/23/2022 close) 

 

-50% 0% 50% 100%
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Energy
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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 5/23/2022 close) 

 

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

Growth

Small Cap

Large Cap

Real Estate

Emerging Markets ($)

US Corporate Bond

Mid Cap

Emerging Markets (local currency)

Foreign Developed ($)

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. 


