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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 26, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently up 0.8% from its prior close. In Asia, the MSCI 

Asia Apex 50 index closed down 0.5%. Chinese markets were higher, with both the Shanghai 

Composite and the Shenzhen Composite closing up 0.5% from their prior closing levels. U.S. 

equity index futures are signaling a higher open.  With 482 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 (5/26/2022): We recap the data and look at the WTI-Brent 

spread. 

• 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! Today's report begins with a summary of the Fed meeting minutes and other 

central bank news. Next, we discuss the latest developments in the Russia-Ukraine war. 

Afterward, we go over the pushback regarding China's zero-COVID strategy and the possibility 

of global famine due to the Russian blockade of the Black Sea. We end with international news 

and our COVID-19 coverage.  

 

Fed Meeting Minutes: The Fed meeting minutes revealed a consensus among voting members 

for the central bank to hike rates 50 bps over the next couple of meetings. The minutes 

reaffirmed market sentiment that the central bank might push rates into restrictive territory to 

tame inflation. As a result, the S&P rose slightly, and Treasuries were relatively unaffected. The 

Fed's decision to maintain 50 bp hikes appears to be related to its confidence that the economy is 
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https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
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strong and capable of withstanding additional tightening. Fed members and staff shrugged off the 

unexpected decline in Q1 GDP as being temporary. Additionally, the group downplayed the 

possibility that decreases in inventory spending, government spending, as well as net exports, 

would persist throughout the year. Although the Fed was generally upbeat about the economy, it 

mentioned the Russia-Ukraine war and lockdowns in China as threats to the expansion.  

 

Central Bank News 

● Federal Reserve Bank of Kansas City President Esther George has announced that she 

will be stepping down in January. The decision to leave her post was not surprising. Fed 

officials are required to step down due to mandatory retirement rules of Fed Presidents. 

Chicago Fed President Charles Evans is also expected to step down for a similar reason. 

As a result, there will likely be two vacancies in 2023 among the 12 regional banks. 

● There are growing fears that the ECB is behind the curve in containing inflation. Veteran 

British economist Charles Goodhart warned wage pressures would contribute to inflation 

as workers demand higher pay to cope with increasing food and energy prices. There 

seems to be a broad consensus among ECB members to end negative rates next quarter, 

with Dutch central bank chief Klaas Knot stating that he would support a 50 bp rate hike 

in July. By one of our central bank policy measures, seen in the chart below, the ECB 

may be behind the curve but still in a better position than the U.S. This suggests that the 

ECB may not have to raise rates as aggressively. 

 

 
 

● The chart above shows the annual change in CPI minus the unemployment rate. When 

CPI exceeds that unemployment rate, it signals that the economy may be overheating. 

 

https://www.bloomberg.com/news/articles/2022-05-25/kansas-city-fed-s-george-to-retire-creates-second-2023-opening?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-25/kansas-city-fed-s-george-to-retire-creates-second-2023-opening?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-25/goodhart-slams-ecb-s-ultra-loose-policy-while-wishing-lane-luck?sref=uIvt3NFS
https://www.reuters.com/markets/europe/ecbs-knot-backs-lagardes-rate-hike-plans-2022-05-25/
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Russia-Ukraine: As the war enters its fourth month, the Kremlin faces growing criticism on 

social media regarding the way it is handling the Ukraine war. Bloggers on Telegram have 

complained that the government has not adequately supplied Russian soldiers with military 

equipment needed to hold off Ukraine troops. Although it is unclear how impactful these 

messages are on the general public, the backlash suggests the government may be losing control 

over the narrative. Meanwhile, the West is preparing for the possibility of a long war. NATO 

general Jens Stoltenberg urged countries need to be prepared to provide Ukraine with additional 

support. We believe that as the conflict rages on, the West will struggle to maintain its coalition. 

The inability of the EU to secure an agreement on the Russian oil ban reinforces the concern that 

this coalition may fracture in the future. If we are correct, it could mean the West could push 

Ukraine into accepting a ceasefire with Russia. At this time, leaders in both Russia and Ukraine 

have been postponing peace talks, hoping to secure more leverage. We believe such negotiations 

will happen sooner rather than later.  

 

On the ground, Russian forces have entered Lyman and are closing in on Popasna. Russian 

troops are making gains in Ukraine but very modestly. The military is struggling to find reserves 

to carry out the mission.  It has raised the maximum age for army recruits and forced border 

guards to cancel their vacations.  

 

 
 

https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-may-25
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-may-25
https://www.bloomberg.com/news/articles/2022-05-26/ukraine-latest-bank-of-russia-to-meet-nato-warns-of-long-war?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-26/ukraine-latest-bank-of-russia-to-meet-nato-warns-of-long-war?sref=uIvt3NFS


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO 63119 | 314.743.5090 

www.confluenceinvestment.com 

 4 

The Global Food Crisis: The Russian blockade of Ukrainian ports continues to stir fears of 

global famine and instability. Russia and Ukraine supply about 30% of the world's wheat, a 

crucial food source for developing countries. In response to criticism, Russia has agreed to 

relieve some of the pressure by opening the Black Sea port for foreign ships. The move should 

put downward pressure on grain prices.  

● Brazil agreed to supply China with corn. The move comes as Beijing looks to build up its 

stocks to hedge against a potential food crisis. The agreement led to a decline in corn 

prices due to concerns that the deal could reduce demand for U.S. corn. 

 

Zero-COVID Policy:  In a rarity, Chinese Premier Li Keqiang openly acknowledged that the 

zero-COVID strategy is harming the economy. In a meeting with multinationals operating in 

China, Li offered reassurances that the country would do its best to expand vaccinations. In 

addition, conceding the need for increased vaccinations, Li warned that the Chinese economy 

could struggle to avoid a contraction in the second quarter. His remarks highlight the growing 

unease among members of Chinese leadership about Xi’s decision to reimpose COVID-19 

restrictions. 

 

International News  

● Hungarian President Viktor Orban has demanded the largest companies turn over “extra 

profits” to help the government with its finances. The Hungarian government lacks 

funding for it wants to pay for utility subsidies and improvements in the country’s armed 

forces. The government had its funding frozen by the EU over accusations that Orban is 

undermining democracy.  

● Iran’s nuclear program was likely more advanced than previously thought. Intelligence 

officials believed Iran secured access to United Nations atomic agency reports and 

falsified a record to conceal its past work on nuclear weapons. However, the revelation 

may complicate the efforts of the Biden administration to secure a nuclear agreement. 

 

Interesting facts:  

● Saudi Arabia is exploring a takeover of Valvoline’s lubricant business.  

● A financial scam has led to protests in China’s Henan Province.  

 

COVID-19:  The number of reported cases is 527,228,581, with 6,282,713 fatalities. In the U.S., 

there are 83,702,508 confirmed cases with 1,003,738 deaths. For illustration purposes, the FT 

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

scaling metrics. The CDC reports that 739,095,455 doses of the vaccine have been distributed, 

with 583,221,364 doses injected. The number receiving at least one dose is 258,312,266, the 

number of second doses is 221,050,854, the number receiving the first booster is 102,997,276, 

and the number receiving the second booster is 12,988,274. The FT has a page on global vaccine 

distribution.   

 

 

 

 

https://www.marketwatch.com/story/russian-promises-to-allow-allow-foreign-ships-to-leave-black-sea-ports-as-global-food-crisis-grows-01653546915
https://gro-intelligence.com/insights/china-to-buy-brazil-corn-as-ukraine-exports-remain-blocked
https://www.wsj.com/articles/chinas-top-two-leaders-diverge-in-messaging-on-covid-impact-11653486508
https://www.wsj.com/articles/chinas-top-two-leaders-diverge-in-messaging-on-covid-impact-11653486508
https://www.ft.com/content/14f6651f-b727-45e5-8370-7dfb245381a7
https://www.bloomberg.com/news/articles/2022-05-25/hungary-to-force-large-companies-to-turn-over-extra-profit?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-25/hungary-to-force-large-companies-to-turn-over-extra-profit?srnd=premium&sref=uIvt3NFS
https://www.reuters.com/world/europe/eu-executive-launches-new-bid-cut-funds-hungary-over-corruption-2022-04-27/
https://www.reuters.com/world/europe/eu-executive-launches-new-bid-cut-funds-hungary-over-corruption-2022-04-27/
https://www.wsj.com/articles/iran-used-secret-u-n-records-to-evade-nuclear-probes-11653473247?mod=hp_lead_pos11
https://www.wsj.com/articles/iran-used-secret-u-n-records-to-evade-nuclear-probes-11653473247?mod=hp_lead_pos11
https://www.wsj.com/articles/aramco-approached-valvoline-about-takeover-11653494714
https://www.bloomberg.com/news/articles/2022-05-25/china-protesters-demand-back-billions-invested-in-suspected-scam?sref=uIvt3NFS&utm_medium=social&cmpid=socialflow-twitter-business&utm_source=twitter&utm_content=business&utm_campaign=socialflow-organic
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
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U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ended May 21 fell to a seasonally 

adjusted 210K, better than both the expected level of 215K and the prior week’s level of 218K.  

Nevertheless, the four-week moving average of initial claims, which helps smooth out some of 

the volatility in the series, rose to a 14-week high of 206.75K.  The number of people continuing 

to draw benefits in the week ended May 14 rose to 1.346M, worse than both the revised reading 

of 1.315M for the previous week and the anticipated reading of 1.310M.  The chart below shows 

how initial jobless claims have changed since just before the prior recession.  The chart is 

truncated through much of the pandemic period because of the extremely high level of claims at 

that time. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since the start of 2021. 
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Separately, the Commerce Department released its second estimate of economic activity in the 

first three months of 2022.  After stripping out seasonal factors and price changes, first-quarter 

gross domestic product (GDP) fell at a revised annual rate of 1.5%, even worse than the initial 

estimate showing a 1.4% rate of decline and a big disappointment compared with expectations 

for a revision to a 1.3% rate of decline.  Personal consumption spending in the quarter was 

revised upward, as anticipated, but that was more than offset by a downward revision in 

investment and net exports.  The chart below shows the annualized growth rate of U.S. GDP 

since just before the previous recession. 

 

 
 

A close look at the details in the report shows that the main drag on activity in the quarter was 

international trade, where there was not only a surge in imports but also a modest drop in 

exports.  The chart below shows the contributions to the annualized growth rate in the first 

quarter. 
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The GDP report also includes the broadest measure of U.S. inflation.  The first-quarter GDP 

Price Index was revised upward to show an annualized increase of 8.1% versus expectations that 

it would be unchanged at 8.0%.  The chart below shows the year-over-year change in the GDP 

Price Index over the last several decades. 

 

 
 

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 Indicator Expected Prior Rating

10:00 Pending Home Sales m/m Apr -2.0% -1.2% **

10:00 Pending Home Sales NSA y/y Apr -7.6% -8.9% **

EST Speaker or Event

12:00 Lael Brainard Discusses Digital Assets Before House Panel Members of the Board of Governors

Economic Releases

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 Foreign Buying Japan Stocks w/w 29-Apr ¥4.1b -¥345.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 29-Apr ¥1281.6b ¥374.5b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 29-Apr ¥326.6b -¥57.4b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 29-Apr ¥627.0b ¥370.8b * Equity and bond neutral

Services PPI y/y Apr 1.7% 1.3% 1.5% * Equity and bond neutral

Australia Private Capital Expenditure y/y Q1 -0.3% 2.3% 1.5% ** Equity bearish, bond bullish

EUROPE

France Bank of France Industrial Sentiment m/m Apr 103 103 * Equity and bond neutral

Italy Consumer Confidence m/m May 102.7 100.0 99.9 *** Equity bullish, bond bearish

Manufacturing Confidence m/m May 109.3 109.9 109.0 *** Equity bullish, bond bearish

Economic Sentiment m/m May 110.9 108.4 ** Equity bullish, bond bearish

Industrial Sales WDA y/y May 21.4% 20.8% * Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Mar 0.0% 0.2% 1.4% ** Equity bearish, bond bullish

Retail Sales Ex-Autos m/m Mar 2.4% 1.8% 2.1% ** Equity bullish, bond bearish

Mexico Retail Sales y/y Mar 3.8% 6.4% 2.7% *** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 153 152 1 Up

3-mo T-bill yield (bps) 102 104 -2 Up

TED spread (bps) 51 48 3 Widening

U.S. Sibor/OIS spread (bps) 139 136 3 Up

U.S. Libor/OIS spread (bps) 144 140 4 Up

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

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

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

Bank of Russia Benchmark Rate 11.000% 14.000% 11.500% Below Forecast

Bank of Korea 7-Day Repo Rate 1.750% 1.500% 1.750% On Forecast
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Weather 
 

The 6-10 and 8-14 day forecast shows warmer-to-normal temperatures in a band running from 

Texas through the Mississippi Valley and up through the Northeast, with cooler temperatures in 

the Pacific Northwest and northern Rocky Mountain regions.  Wetter-than-normal conditions are 

expected in the Pacific Northwest, the Rocky Mountain region, and Florida, with dry conditions 

in the Southwest and the Upper Midwest.  

Price Prior Change Explanation

Brent $114.82 $114.03 0.69%

WTI $111.25 $110.33 0.83%

Natural Gas $9.11 $8.97 1.49%

Crack Spread $46.26 $46.31 -0.10%

12-mo strip crack $34.21 $34.35 -0.40%

Ethanol rack $2.96 $2.97 -0.11%

Metals

Gold $1,846.39 $1,853.46 -0.38%

Silver $21.91 $21.99 -0.35%

Copper contract $424.60 $425.45 -0.20%

Grains

Corn contract $759.50 $772.25 -1.65%

Wheat contract $1,125.50 $1,148.25 -1.98%

Soybeans contract $1,678.50 $1,681.00 -0.15%

Shipping

Baltic Dry Freight 3,127            3,253            -126

Actual Expected Difference

Crude (mb) -1.0 -2.1 1.1

Gasoline (mb) -0.5 -1.6 1.2

Distillates (mb) 1.7 1.0 0.7

Refinery run rates (%) 1.4% 0.7% 0.7%

Natural gas (bcf) 91.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/25/2022 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

-0.5% 0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0%

Utilities

Healthcare

Consumer Staples

Materials

Industrials

Financials

Real Estate

S&P 500

Technology

Communication Services

Energy

Consumer Discretionary

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 5/25/2022 close) 

 

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

Growth

Small Cap

Emerging Markets ($)

Large Cap

Emerging Markets (local currency)

Real Estate

Mid Cap

Foreign Developed ($)

US Corporate Bond

US Government Bond

US High Yield

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 26, 2022 
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P/E as of 5/25/2022 = 19.7x

 
 

Based on our methodology,1 the current P/E is 19.7x, up 0.2x from last week. The multipole rose 

because we have the Standard and Poor’s earnings data.  We use this source for the history of 

this series but use Thomson/Reuters for the estimates.  In general, the Thomson/Reuters data 

tends to be higher than the Standard and Poor’s data, and so we often see the multiple rise when 

the latter data is available.   
 

 

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 three actual quarters (Q3, Q4 and Q1) and one estimate (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. 


