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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 25, 2022—9:30 AM EDT] Global equity markets are generally higher this 

morning. In Europe, the EuroStoxx 50 index is currently up 0.3% from its prior close. In Asia, 

the MSCI Asia Apex 50 index closed relatively unchanged. Chinese markets were higher, with 

the Shanghai Composite up 1.2% from the prior close and the Shenzhen Composite up 1.2%. 

U.S. equity index futures are signaling a slightly lower open. With 478 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, 

76.8% of the companies have reported earnings above forecast, while 20.1% have reported 

earnings below forecast.  
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

 

• Bi-Weekly Geopolitical Report (5/23/2022) (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) 

 

Our Comment today opens with an update on the Russia-Ukraine war, where Russian forces are 

now making better gains toward their newly reduced goals.  We next review a range of 

international and U.S. developments with the potential to affect the financial markets.  We wrap 

up with the latest news on the coronavirus pandemic. 

 

Russia-Ukraine:  Russian forces continue to implement their latest strategy shift, which 

involves abandoning their effort to make a major encirclement of Ukrainian forces in the eastern 

Donbas region.  They are instead completing a series of smaller encirclements.  The strategy 

shift has allowed them to seize more territory than they did earlier in May, but their progress is 

still relatively minor, and the tough, costly urban combat would likely slow them if they try to 

take the city of Severodonetsk.  Meanwhile, we continue to see increased complaints about the 

war within Russia, even by nationalist politicians who generally support President Putin. 

 

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.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-may-24
https://www.wsj.com/articles/russian-forces-expand-donbas-assault-but-at-steep-cost-11653472850?mod=hp_lead_pos11
https://www.ft.com/content/551a56d8-8cce-480d-b222-b0ef137bbacd
https://www.ft.com/content/551a56d8-8cce-480d-b222-b0ef137bbacd
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• The Treasury Department today will end its sanction exemption that allows U.S. banks 

and investors to process and receive payments on existing Russian bonds.  The move puts 

Russia on a path toward defaulting on its foreign debts this summer and deepening the 

country’s economic isolation after its invasion of Ukraine. 

• Amid fears Russia will continue its efforts to destabilize its enemies and help its friends 

in regional governments, Moldova has detained pro-Russian Former President Igor 

Dodon on charges of treason, corruption, and illicit political financing. 

 

United Kingdom: Prime Minister Johnson has come under new political pressure today as an 

official investigation found he must “bear responsibility” for a culture in Downing Street during 

the pandemic that allowed the repeated breaking of COVID-19 rules.  However, the long-

anticipated report was not as critical of him as some had expected, increasing the chance that he 

could survive what has been one of his most dangerous political scandals. 

 

Saudi Arabia:  Finance Minister Al-Jadaan said the kingdom will use its huge windfall from 

today’s high oil prices to top up its reserves, fund more domestic development projects, and 

invest more into its massive sovereign wealth fund. 

• The kingdom posted a $15.3 billion budget surplus in the first quarter, putting it on track 

to meet its goal of a $24.0 billion surplus for the entire year. 

• If Saudi Arabia succeeds in posting a surplus this year, it would be the kingdom’s first 

since 2013. 

 

Pakistan:  Foreign Minister Bilawal Bhutto Zardari said he wants to negotiate a deal with the 

IMF to resume lending under a $6 billion loan program agreed upon in 2019 but in limbo since a 

dispute with the previous government over energy subsidies.  The renewed lending would be 

used to help replenish the country’s foreign reserves and deal with the surge in food and energy 

prices touched off by the war in Ukraine. 

 

United States:  As the Federal Reserve continues to tighten monetary policy, driving interest 

rates higher, top U.S. mortgage lenders are reporting a sudden plunge in refinancing demand.  

Firms ranging from Wells Fargo (WFC, $43.29) to Rocket (RKT, $8.75) are laying off staff, 

selling servicing rights, and otherwise trying to survive. 

 

COVID-19:  Official data show confirmed cases have risen to  526,808,553 worldwide, with 

6,280,679 deaths.  The countries currently reporting the highest rates of new infections include 

the U.S., Germany, Taiwan, and Australia.  (For an interactive chart that allows you to compare 

cases and deaths among countries, scaled by population, click here.)  In the U.S., confirmed 

cases rose to 83,505,455, with 1,002,743 deaths.  In data on the U.S. vaccination program, the 

number of people considered fully vaccinated now totals 221,001,614, equal to 66.6% of the 

total population. 

• As yet another wave of infections seems to be hitting the U.S., newly reported cases are 

on the rise, again.  The seven-day average of newly reported cases has now reached 

108,082, up 40% from two weeks ago.  However, hospitalization and death rates are still 

rising much more slowly.  The seven-day average of people hospitalized with confirmed 

https://www.wsj.com/articles/treasury-to-block-u-s-investors-from-receiving-russian-debt-payments-11653420533
https://www.wsj.com/articles/treasury-to-block-u-s-investors-from-receiving-russian-debt-payments-11653420533
https://www.ft.com/content/c98a86ac-d00a-44f1-8736-9a698cec834d
https://www.ft.com/content/c98a86ac-d00a-44f1-8736-9a698cec834d
https://www.ft.com/content/2a9304c5-082b-4dd2-9d24-a1ea61e14c9c
https://www.ft.com/content/2a9304c5-082b-4dd2-9d24-a1ea61e14c9c
https://www.ft.com/content/d48d61a2-d1c1-4c4d-8e3c-332c954deeea
https://www.ft.com/content/d48d61a2-d1c1-4c4d-8e3c-332c954deeea
https://www.ft.com/content/f5b83ce2-80bd-4f68-9921-1350fadd0150
https://www.ft.com/content/f5b83ce2-80bd-4f68-9921-1350fadd0150
https://finance.yahoo.com/quote/RKT/?p=RKT
https://www.nytimes.com/live/2022/05/25/world/covid-19-mandates-vaccine-cases?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=Interactive&variant=show&is_new=false
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
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or suspected COVID-19 in the U.S. came in at 25,383 yesterday, up 30% from two weeks 

earlier.  New COVID-19 deaths average just 331 per day, down 10% from two weeks 

earlier. 

• The chief executive of Pfizer (PFE, $53.41) has warned that the stage is set for “constant” 

waves of infections because of growing complacency about the virus, politicization of the 

government response, and waning immunity from infections and vaccinations. 

• In China, the government is cracking down even harder on students at elite universities 

who have been protesting strict pandemic restrictions.  The action raises the risk of wider 

political protests and instability in the country. 

• To help cushion the economy from President Xi’s super-strict “zero- COVID” strategy, 

the government has released a 33-point stimulus package.  The measures are centered on 

greater financial relief for more industries via tax refunds, tax cuts, and fee reductions. 

o The government will also support banks by allowing borrowers of various types 

of loans to postpone principal and interest repayments until the end of this year.  

Bank lending quotas for small and micro-sized businesses will be doubled. 

o The additional measures will bring the government’s total planned tax refunds 

and reductions to 2.64 trillion yuan (US$396 billion) for 2022. 

 

U.S. Economic Releases  

 

Mortgage applications fell for the second consecutive week, even as mortgage rates declined, 

according to the Mortgage Banker Association.  The MBA applications index fell 1.2% from the 

prior week.  The drop in mortgage applications was primarily the result of a slowdown in 

refinancing applications.  The index for refinancing fell 3.9% from the previous week, while 

purchases rose 0.2%.  The average 30-year fixed-rate mortgage fell 3 bps from 5.49% to 5.46%. 

 

The value of orders for durable goods rose less than expected in April, signaling that business 

sentiment may be waning.  According to the Census Bureau, durable goods orders rose 0.4% 

from the prior month, below expectations of 0.6%.  An increase in nondefense aircraft drove the 

rise in new orders.  Excluding transportation, durable goods orders rose 0.3% from the prior 

month compared to expectations of 0.6%.  Core capital goods orders, which removes defense 

goods and aircraft, rose 0.3% from the preceding month, below expectations of 0.5%. Lastly, 

shipments of nondefense goods excluding aircraft rose 0.8% from the prior month, well above 

expectations of 0.5%.  

 

https://www.nytimes.com/interactive/2021/us/covid-cases.html?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
https://www.ft.com/content/8244af52-26ba-4676-961a-c57f1d4892e8
https://www.ft.com/content/8244af52-26ba-4676-961a-c57f1d4892e8
https://www.ft.com/content/5cc39f12-0a34-4059-ac88-a5a6f2a85554
https://www.ft.com/content/5cc39f12-0a34-4059-ac88-a5a6f2a85554
https://www.scmp.com/economy/china-economy/article/3178989/china-has-33-ways-get-economy-back-track-critics-say?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220525&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3179016&article_id_list=3179012,3179002,3179020,3178977,3179004,3179021,3179018,3179014&tc=21&CMCampaignID=1327dbe76a03d55992d55695a77f7d46
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The less than stellar durable goods reports may result from firms factoring in increased 

borrowing costs as they plan for future expenditures.  However, the annual change in orders and 

shipments suggests business spending remains strong.  In April, new orders for durable goods 

rose 12.2% from the prior year, while the shipments increased 12.2%.  

 

The table below lists the economic releases and/or 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 Speaker or Event

14:00 U.S. Federal Reserve Releases Meeting Minutes Federal Reserve Board

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position
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Financial Markets 

 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 

 

  
 

Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Leading Index CI m/m Mar 100.8 101.0 ** Equity and bond neutral

Coincident Index m/m Mar 97.5 97.0 *** Equity bullish, bond bearish

Australia Construction Work Done q/q 1Q -0.9% -0.4% 1.0% ** Equity bearish, bond bullish

South Korea Business Survey Manufacturing m/m Jun 87 88 ** Equity and bond neutral

Business Survey Non-Manufacturing m/m Jun 86 85 ** Equity and bond neutral

Short-Term External Debt q/q 1Q $174.9b $166.2b ** Equity and bond neutral

EUROPE

Germany GfK Consumer Confidence m/m Jun -26.0 -26.5 -25.5 ** Equity and bond neutral

GDP SA q/q 1Q 0.2% 0.2% 0.2% *** Equity and bond neutral

France Consumer Confidence m/m May 86.0 88.0 89.0 *** Equity and bond neutral

Switzerland Credit Suisse Survey Expectations m/m May -52.6 -51.6 ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 20-May $199187m $198724m *** Equity and bond neutral

GDP NSA y/y 1Q F 1.8% 1.6% 1.7% *** Equity and bond neutral

Trade Balance m/m Apr -1884.1m 198.7m 539.5m ** Equity and bond neutral

Economic Activity IGAE y/y Mar 0.40% 2.45% 0.90% ** Equity and bond neutral

Brazil FIPE CPI - Weekly w/w 23-May 0.8% 1.0% 0.8% ** Equity and bond neutral

FGV Consumer Confidence m/m May 75.5 78.6 *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 152 151 1 Up

3-mo T-bill yield (bps) 103 104 -1 Up

TED spread (bps) 49 46 3 Widening

U.S. Sibor/OIS spread (bps) 137 135 2 Up

U.S. Libor/OIS spread (bps) 141 139 2 Up

10-yr T-note (%) 2.75 2.75 0.00 Up

Euribor/OIS spread (bps) -36 -36 0 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% 2.000% 1.500% Above Forecast
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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 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 $115.02 $113.56 1.29% Bullish API report

WTI $111.42 $109.77 1.50%

Natural Gas $8.87 $8.80 0.78%

Crack Spread $45.65 $44.40 2.82%

12-mo strip crack $33.41 $32.92 1.47%

Ethanol rack $2.97 $2.97 -0.05%

Metals

Gold $1,855.90 $1,866.45 -0.57%

Silver $21.86 $22.12 -1.14%

Copper contract $425.10 $430.50 -1.25%

Grains

Corn contract $763.25 $771.75 -1.10%

Wheat contract $1,124.00 $1,154.75 -2.66%

Soybeans contract $1,687.00 $1,693.00 -0.35%

Shipping

Baltic Dry Freight 3,253            3,369            -116

Actual Expected Difference

Crude (mb) -2.1

Gasoline (mb) -1.1

Distillates (mb) 0.8

Refinery run rates (%) 0.7%

Natural gas (bcf) 90.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/24/2022 close) 

 

-50% 0% 50% 100%

Consumer Discretionary

Communication Services

Technology

S&P 500

Real Estate

Industrials

Financials

Materials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

-4.0% -3.0% -2.0% -1.0% 0.0% 1.0% 2.0% 3.0%

Communication Services

Consumer Discretionary

Technology

S&P 500

Materials

Financials

Industrials

Healthcare

Energy

Real Estate

Consumer Staples

Utilities

Prior Trading Day Total Return

(Source: Bloomberg) 
 

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

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

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

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

Asset Class Performance – (as of 5/24/2022 close) 

 

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

Growth

Small Cap

Large Cap

Emerging Markets ($)

Mid Cap

Real Estate

Emerging Markets (local currency)

US Corporate Bond

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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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


