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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 27, 2022—9:30 AM EDT] Global equity markets are generally higher this 

morning. In Europe, the EuroStoxx 50 index is currently up 0.9% from its prior close. In Asia, 

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

Composite closing up 0.2% from its prior close and the Shenzhen Composite closing unchanged. 

U.S. equity index futures are signaling a higher open. With 488 companies having reported, the 

S&P 500 Q1 2022 earnings stand at $54.50, 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! U.S. equities continue to rally as investors no longer fear that the Fed will 

become more hawkish. Additionally, a drop in mortgage rates and a strong performance from 

retailers have boosted investor sentiment. Today's report begins with the rising popularity of 

windfall taxes. Next, we discuss the latest updates on the Russia-Ukraine war and other related 

stories. We comment on the latest U.S. economic and policy news, focusing on the rivalry 

between Washington and Beijing and waning inflation expectations. We conclude with our 

COVID-19 coverage. 

Tax on Energy: On Thursday, the U.K. government announced that it would introduce a 25% 

tax on the profits of energy producers. The government will use the tax to provide subsidies of 

£650 in two installments to low incomes households and £300 to some pensioners. The U.K. is 

not the first country to push corporations to use their profits to help the country. On Wednesday, 

the Hungarian government made a similar request for companies to use their "excess profits" to 
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help the government fund utility subsidies. Italy also taxed profits on energy companies to fund 

aid packages earlier this month.  

We suspect that taxing excess profits of firms, particularly those in the energy sector, could be 

detrimental to resolving the oil shortage. By taxing firms for being extremely profitable, the 

government gives them less incentive to expand production capacity. Moreover, by using the 

funds for consumer subsidies, the government is disrupting the communication mechanism for 

the consumer to purchase less. As a result, the tax on excess profits may hinder attempts to lower 

prices because it does not reduce demand or encourage firms to expand capacity. 

Russia-Ukraine: Russian soldiers are having more success in eastern Ukraine as the troops learn 

from their previous mistakes. Russian forces are advancing in Severodonetsk and are close to 

encircling the region. These forces also appear to be closing in on the west and south of Popasna. 

Despite these gains, Ukrainian officials have maintained a solid defense.  

 

Other Russia-Ukraine news 

• The White House stated it expects a Russian default to have a minimal effect global 

economy. The remarks came after the Treasury decided not to extend the waiver to allow 

Russia to repay bondholders in dollars. Last month, World Bank economist Carmen 

Reinhart warned that a Russian default could stress a financial system already burdened 

with rising inflation and slowing growth. Russia is expected to pay about $100 million of 

interest on its foreign debt on Friday. 

• In a phone call with Italian Prime Minister Mario Draghi, Russian President Vladimir 

Putin stated his country would be willing to help ease the food crisis in exchange for 

https://www.bloomberg.com/news/articles/2022-05-02/italy-set-to-back-14-billion-euros-in-aid-to-offset-energy-costs?sref=uIvt3NFS
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-may-26
https://www.reuters.com/markets/rates-bonds/white-house-expects-minimal-impact-us-global-economy-russia-default-2022-05-26/
https://www.reuters.com/markets/rates-bonds/white-house-expects-minimal-impact-us-global-economy-russia-default-2022-05-26/
https://www.barrons.com/articles/russian-default-risks-emerging-markets-reinhart-world-bank-51648758181?tesla=y
https://www.barrons.com/articles/russian-default-risks-emerging-markets-reinhart-world-bank-51648758181?tesla=y
https://www.bloomberg.com/news/articles/2022-05-26/russia-faces-biggest-debt-test-yet-as-us-payment-ban-clouds-path?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-26/russia-faces-biggest-debt-test-yet-as-us-payment-ban-clouds-path?sref=uIvt3NFS
https://www.reuters.com/world/putin-says-russia-ready-help-solve-food-crisis-if-west-lifts-sanctions-kremlin-2022-05-26/
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lifting sanctions. U.K. and U.S. officials have described the offer as blackmail. The 

Kremlin's decision to block the export of grains is another sign that Russia is trying to 

raise the cost of the West's loyalty to Ukraine. The blockade has benefited Russia as it 

has raised the price it can charge for its grains; meanwhile, it hurts the West by 

contributing to rising inflation. As food prices increase, we suspect that the Western 

coalition will start to fray. If we are correct, it would mean that Ukraine is running out of 

time to retake regions lost to Russia. The rising inflation due to conflict may lead the 

West to pressure Ukraine to agree to a cease-fire with Russia. 

U.S. economic and policy news 

• The U.S. pivot: Despite the ongoing conflict in Russia, Washington still views China as 

its primary geopolitical rival. In a speech, SoS Antony Blinken stated that the U.S. would 

attempt to influence China's behavior by shaping the "strategic environment around 

Beijing." The remark came on the eve of economic talks between the U.S. and Taiwan. 

The Biden administration is developing the Indo-Pacific Economic Framework, designed 

to create greater economic integration with the U.S. and countries within the region. 

Meanwhile, China has been trying to expand its military influence throughout the region 

by acquiring security pacts. Despite the U.S. and China's supposed advantages, it isn't 

clear who has the upper hand. The U.S. is unwilling to provide the market access that 

China is willing to offer. Meanwhile, China does not have the defensive capabilities to 

provide the same level of protection as the U.S. military. As the two countries compete 

for influence, countries within the Indo-Pacific will likely benefit, and thus, these areas 

could be attractive places for investment.  

• Fiji announced it would join the Indo-Pacific Economic Framework on Friday.  

• Inflation expectations: Although inflation remains elevated, there are growing signs that 

it may have peaked. Research from the New York fed suggests that consumers' inflation 

expectations are starting to wane. The finding shows that consumers expect inflation to 

fall to 3% in about five years. Consequently, the study suggests inflation expectations are 

more anchored than most people realize. In another sign that inflationary pressures are 

fading, staffing companies report firms are becoming more reluctant to raise wages due to 

concerns that consumers are starting to push back. Although inflation will likely remain 

above the Fed's two percent target for the foreseeable future, we suspect the Fed will be 

less inclined to be more assertive in raising rates. 

International news 

• Chinese lockdowns have led to a worker revolt in a factory in Shanghai. To minimize the 

impact of lockdowns on the global economy, China has forced laborers to work in a 

bubble. The unrest adds pressure on Beijing to abandon its controversial Zero-COVID 

Strategy. The lockdown is affecting the economy. In April, industrial profits fell 8.5% 

from the prior year.  

• The E.U. is preparing for Russia to halt natural gas shipments to the bloc. Europe is 

already building its inventory stock and is willing to ration gas supplies to industries.  

 

 

https://www.nytimes.com/2022/05/26/us/politics/china-policy-biden.html
https://www.nytimes.com/2022/05/26/us/politics/china-policy-biden.html
https://www.bloomberg.com/news/articles/2022-05-27/us-plans-economic-talks-with-taiwan-in-latest-test-with-china?sref=uIvt3NFS
https://www.ft.com/content/b9c268f3-3012-4dee-9dbc-137707965c89
https://www.bloomberg.com/news/articles/2022-05-26/us-consumers-expect-inflation-shock-to-pass-ny-fed-survey-finds?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-26/us-consumers-expect-inflation-shock-to-pass-ny-fed-survey-finds?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-27/apple-supplier-faces-worker-revolt-in-locked-down-china-factory?sref=uIvt3NFS
https://www.aljazeera.com/economy/2022/5/27/chinas-industrial-profit-falls-sharply-in-april-amid-covid-curbs
https://www.aljazeera.com/economy/2022/5/27/chinas-industrial-profit-falls-sharply-in-april-amid-covid-curbs
https://www.ft.com/content/6432719d-9a08-4ab2-b8cc-719589b79a23
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Interesting fact 

• Following the decline of several of its competitors, Bitcoin has reclaimed its dominance 

as the most widely held cryptocurrency. 

 

COVID-19: The number of reported cases is 527,941,243, with 6,284,762 fatalities. In the U.S., 

there are 83,837,175 confirmed cases with 1,004,122 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 744,812,955 doses of the vaccine have been distributed, 

with 586,008,740 doses injected. The number receiving at least one dose is 258,394,333, and the 

number of second doses is 221,128,528. The number receiving the first booster is 103,110,612, 

and the number receiving the second booster is 13,235,706. The FT has a page on global vaccine 

distribution.  

• The White House has stepped up its efforts to make it easier for patients to access the 

COVID-19 oral pill treatment, Paxlovid. The Federal government plans to reimburse a 

clinic in Rhode Island that immediately prescribes the pill to patients who test positive for 

the virus. The new approach suggests that the Biden administration is looking for 

alternative methods outside of vaccinations to contain the spread of the virus.  

 

U.S. Economic Releases  

 

April personal income rose by a seasonally adjusted 0.4%, short of both the expected increase of 

0.5% and the revised increases of 0.6% in March and February. April personal consumption 

expenditures (PCE) rose 0.9%, beating the anticipated increase of 0.8%, but the increase was still 

weaker than the revised gain of 1.4% in the previous month. Compared with the same month one 

year earlier, personal income in April was up a modest 2.6%, while PCE was up a much stronger 

9.2%. The chart below shows the year-over-year change in personal income and PCE since just 

before the prior recession. 

 

 
 

https://time.com/nextadvisor/investing/cryptocurrency/types-of-cryptocurrency/#:~:text=1.,to%20be%20used%20for%20that.
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
https://www.nytimes.com/live/2022/05/26/world/covid-19-mandates-vaccine-cases
https://www.nytimes.com/live/2022/05/26/world/covid-19-mandates-vaccine-cases
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The personal income and spending report also includes a measure of personal saving, defined as 

disposable (after-tax) income less consumption spending. The April personal savings rate fell to 

a seasonally adjusted 4.4%, marking its lowest level since 2008. The chart below shows how the 

personal savings rate has fluctuated since just before the previous recession. 

 

 
 

Finally, the income and spending report includes the Federal Reserve’s preferred measure of 

consumer price inflation. After stripping out the volatile food and energy components, the Core 

PCE Deflator for April was up 4.9% from the same month one year earlier, as anticipated. The 

increase of 4.9% was an improvement over the 5.2% rise in the year to March, but it was still 

well above the Fed’s target of 2.0%. The chart below shows the year-over-year change in the 

Core PCE Deflator since just before the prior recession. 
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In a separate report today, a preliminary estimate showed the April merchandise trade deficit 

narrowed to a seasonally adjusted $105.9 billion, far better than both the expected shortfall of 

$114.9B and the revised March deficit of $125.9B. According to the data, U.S. goods exports 

rose 2.7% in April, while imports fell 5.0%. However, the longer-term picture wasn’t nearly as 

positive. Compared with the same month one year earlier, exports in April were up 19.5%, but 

imports were up 20.0%. The chart below shows the monthly value of U.S. exports and imports 

since just before the previous recession. 

 

 
 

Finally, April wholesale inventories jumped by a seasonally adjusted 2.1%, beating expectations 

and only modestly trailing the revised 2.7% rise in March. Increasing inventory investment not 

only adds to gross domestic product, but it holds the potential to ease some of the supply 

shortages that are driving up inflation. The chart below shows the monthly change in wholesale 

inventories since just before the previous recession. 
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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 U. of Michigan Consumer Sentiment m/m May F 59.1 59.1 ***

10:00 U. of Michigan Current Conditions m/m May F 63.6 63.6 **

10:00 U. of Michigan Future Expectations m/m May F 56.3 56.3 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m May F 5.4% 5.4% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m May F 3.0% *

Economic Releases

Federal Reserve

No Fed speakers or events today
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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 Tokyo CPI y/y May 2.4% 2.4% 2.5% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y May 1.9% 1.9% 2.0% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food & Energy y/y May 0.9% 0.8% 0.9% * Equity and bond neutral

Australia Retail Sales m/m Apr 0.9% 1.6% 1.0% *** Equity and bond neutral

China Industrial Profits YTD y/y Apr 3.5% 8.5% ** Equity bearish, bond bullish

Industrial Profits y/y Apr -8.5% * Equity and bond neutral

EUROPE

Eurozone M3 Money Supply y/y Apr 6.0% 6.3% 6.3% *** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 20-May 14.31t 14.36t * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 155 153 2 Up

3-mo T-bill yield (bps) 103 103 0 Up

TED spread (bps) 53 50 3 Widening

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

U.S. Libor/OIS spread (bps) 144 143 1 Up

10-yr T-note (%) 2.73 2.75 -0.02 Up

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

Currencies Direction

Dollar Flat Up

Euro Down Down

Yen Up Down

Pound Up Down

Franc Up Down
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Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-to-normal temperatures in the 

Southwest and Deep South, with cooler temperatures in the northern Great Plains and Upper 

Midwest. Wetter-than-normal conditions are expected in the Northern Tier states and the 

Southeast, with dry conditions in the Southwest and the Mississippi Valley.  

Price Prior Change Explanation

Brent $116.88 $117.40 -0.44%

WTI $113.37 $114.09 -0.63%

Natural Gas $8.60 $8.90 -3.36% Scaled back expectations for hot weather.

Crack Spread $45.95 $46.13 -0.39%

12-mo strip crack $34.20 $34.32 -0.34%

Ethanol rack $2.95 $2.96 -0.19%

Metals

Gold $1,858.99 $1,850.63 0.45%

Silver $22.33 $22.01 1.45%

Copper contract $426.90 $425.90 0.23%

Grains

Corn contract $763.00 $765.00 -0.26%

Wheat contract $1,134.00 $1,143.25 -0.81%

Soybeans contract $1,724.00 $1,726.50 -0.14%

Shipping

Baltic Dry Freight 2,933            3,127            -194

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) 80.0 88.0 -8.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/26/2022 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 5/26/2022 close) 

 

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

Growth

Small Cap

Emerging Markets ($)

Large Cap

Emerging Markets (local currency)

Real Estate

US Corporate Bond

Foreign Developed ($)

Mid Cap

US Government Bond

US High Yield
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Value
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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. 


