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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: July 1, 2022—9:30 AM EDT] Global equity markets are lower this morning. In 

Europe, the EuroStoxx 50 is currently down 0.4% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.3%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.3% from its prior close and the Shenzhen Composite closing down 0.2%. U.S. 

equity index futures are signaling a lower open.  
 

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 (6/21/2022) (with associated podcast): “The 2022 Mid-

Year Geopolitical Outlook” 

• Weekly Energy Update (6/30/2022): The DOE updated the past 2 weeks of data; we have 

updated our charts too.  We discuss the G-7 meeting and note the SPR is not only seeing 

an aggressive withdrawal, but the majority of the oil sold is heavy/sour, meaning its use 

as a strategic stock is being compromised.   

• 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 (6/27/2022) (with associated podcast): “The Selling of 

Austerity” 

• Confluence of Ideas podcast (3/25/2022): “The 2022 Outlook: Update #1” 

• Current Perspectives: “2022 Outlook: Update #1” (2/18/2022) 

 

Today’s Comment begins with discussing the latest Supreme Court ruling and its potential 

ramifications. Next, we examine crypto regulations and the latest update in the Ukraine war. We 

conclude with a review of various stories that we expect to impact markets. 

 

EPA decision: In a 6-3 decision, the Supreme Court ruled that the Environmental Protection 

Agency does not have the authority to regulate carbon emissions for power plants. In the 

majority opinion, Chief Justice John G. Roberts Jr. stated that although capping carbon emissions 

solves the problem of climate change, it was unlikely that Congress intended the agency to have 

the power to develop a scheme on its own. Moreover, the court's ruling will likely affect other 

regulations outside of the EPA’s jurisdiction. The court's decision possibly calls into question 

other federal agencies' ability to unilaterally issue vaccine mandates, prevent evictions, and 

ensure net neutrality.  

 

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_6_21_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_30_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_30_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_30_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_30_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q222.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jun_27_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
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This ruling is the latest decision by the judiciary signaling the Supreme Court's rightward shift. 

We expect that the court will look to limit the authority of federal agencies to regulate firms. 

This decision can have potential ramifications for various industries, particularly tech and 

finance. The latest ruling likely paves the way for additional challenges to regulatory oversight, 

which could cause uncertainty on how firms should comply with current rules. We will monitor 

the situation closely.  

 

Crypto regulation: Digital assets are facing regulatory scrutiny from governments. On 

Thursday, EU officials agreed to a set of rules that will govern how cryptocurrencies can be used 

as investment vehicles. For example, stablecoins will be required to hold significant reserves in 

case of a sudden rush for withdrawal. U.S. Treasury Secretary Janet Yellen has also advocated 

that Congress implement similar measures. We suspect that government oversight of 

cryptocurrencies on its platforms could be bearish in the short term but have the potential for 

upside in the future. As regulators grow their understanding of the digital asset market and how it 

works, they will likely be able to weed out some of the market's riskier elements, creating a 

safer, more legitimate investing environment. Until then, we suspect governments will attempt to 

limit the use of crypto in the financial system. 

 

Russia-Ukraine war:  Lysychansk continues to face relentless shelling from Russian forces; it is 

the last city under Ukrainian control in the eastern Luhansk region. Fighting between Russian 

and Ukrainian troops has started around an oil refinery along the city's edge. Reports show that 

the pro-Russian forces have made their way across the Siverskyi Donets river. If true, Ukraine 

forces will probably be forced to retreat and continue their fighting elsewhere in the country. 

Despite Ukraine's recent setbacks, leaders believe it can launch a counteroffensive in August to 

retake the land it lost to Russia. Although it has received a plethora of military equipment from 

the West, it could take months before weapons are operational. In the meantime, Ukraine appears 

to be biding its time until it can retaliate. 

● Indonesia has vowed to continue cooperating with Russia in light of international 

sanctions. Indonesian President Joko Widodo went to Moscow to discuss the situation in 

Ukraine with Vladimir Putin. During his visit, he emphasized that the G-7 countries need 

to ensure that sanctions do not affect food supplies such as wheat and fertilizer. We view 

these comments by Widodo as evidence that Russia's commodities can keep countries in 

its orbit despite sanction pressures from the West. 

● Ukrainian officials are looking to restructure some of the country’s debt, as war expenses 

have made it difficult to repay bondholders. Kyiv is scheduled to make a $1.4 billion 

payment by September 1. The country would like to remain in good standing with global 

investors to maintain access to the international financial system.  

● A Russian missile strike hit an apartment building and a recreation center close to 

Odessa. We do not assume these strikes are intentional, but they do reflect Russia's low-

grade weaponry. Given the sanctions banning the export of technology, it is plausible that 

Russia is prioritizing using older Soviet-style weapons over its more sophisticated ones. 

We suspect that the older weapons likely lack the precision capability of modern 

weapons, which is why missiles are hitting unintended targets. 

https://www.cnbc.com/2022/06/30/eu-agrees-to-deal-on-landmark-mica-cryptocurrency-regulation.html
https://www.cnbc.com/2022/06/30/eu-agrees-to-deal-on-landmark-mica-cryptocurrency-regulation.html
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.aljazeera.com/news/2022/6/30/ukraine-says-summer-counteroffensive-will-oust-russia
https://www.aljazeera.com/news/2022/6/30/ukraine-says-summer-counteroffensive-will-oust-russia
https://www.aljazeera.com/news/2022/6/30/ukraine-says-summer-counteroffensive-will-oust-russia
https://news.yahoo.com/president-indonesia-conveys-zelenskyys-message-151805660.html
https://news.yahoo.com/president-indonesia-conveys-zelenskyys-message-151805660.html
https://www.bloomberg.com/news/articles/2022-06-30/ukraine-considering-debt-restructuring-options-as-payments-loom?sref=uIvt3NFS
https://www.wsj.com/articles/russian-missiles-kill-18-in-residential-area-in-odessa-region-ukraine-says-11656665500
https://www.wsj.com/articles/russian-missiles-kill-18-in-residential-area-in-odessa-region-ukraine-says-11656665500
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● Hungarian President Viktor Orbán conceded that his country would no longer stand in the 

way of non-energy-related sanctions. He also stated that he plans to boost his country's 

defense capabilities as the war moves closer to its borders. The sudden change in Orbán's 

tone may be related to a recent poll showing that the EU is more popular in Hungary than 

his party. According to Politico, 63% of the population supports the ruling party. At the 

same time, a poll conducted by Median showed that  nine in 10 Hungarians would vote to 

remain in the EU even if Orbán pushed to leave it.  

 

Erdoğan’s warning: Turkish President Recep Tayyip Erdoğan threatened to reject Finland and 

Sweden's entry into NATO if these countries don't comply with his demand to turn over 

terrorists. We suspect that Erdoğan's comment is likely posturing so that he could ask for 

additional concessions in the future. As a result, we do not expect Turkey to pull its support for 

Finland and Sweden to join the military alliance.  

● President Biden reassured Erdoğan that Congress will approve the sale of F-16 fighter 

jets to his country. The U.S. suspended plans to deliver jets to Turkey in 2019 after 

Ankara agreed to purchase an anti-defense missile system from Russia. Turkey could 

block Finland and Sweden’s bid to join NATO if Biden fails to convince Congress to 

approve the sale of jets.  

 

Israel Parliament dissolves: Lawmakers in Israel voted to dissolve the government in a widely 

expected decision. This vote will cause the fifth election in less than four years. Polls show that 

Benjamin Netanyahu's Likud party will likely win the most seats. However, it is still unclear 

whether his party can overcome right-wing opposition. Hence, it is still possible that Israel will 

head into another stalemate in parliament, creating more uncertainty in Israel. 

 

New Zealand-Europe trade: The EU and New Zealand agreed to a trade deal on Thursday. The 

agreement will remove most trade tariffs between countries and include provisions that will 

allow either party to impose sanctions for violating the Paris Climate Agreement. The EU's 

outreach to countries in the Pacific also seems to be another attempt to isolate China by bringing 

Pacific countries into its orbit. As the world begins to separate into blocs, we suspect trade deals 

like these will become more common.  

 

EU inflation: The latest CPI reading for the Euro Area showed that prices rose 8.6% from the 

prior year in June, well above the previous month's reading of 8.0%. The rise in prices was 

primarily driven by increasing food and energy prices. Core CPI rose only 3.7% from the 

previous year, which is in line with the previous month's reading. The surge in prices across the 

Euro Area increases the likelihood that the ECB could raise rates by 50 bps in September.  

● In other news, the ECB is expected to start purchasing bonds from Italy, Spain, Portugal, 

and Greece using the proceeds from maturing bonds from Germany, France, and the 

Netherlands on Friday. The move is designed to prevent bond yields among Eurozone 

countries from diverging.  

 

https://www.bloomberg.com/news/articles/2022-07-01/hungary-s-orban-strikes-softer-tone-on-sanctions-ukraine-war?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-01/hungary-s-orban-strikes-softer-tone-on-sanctions-ukraine-war?sref=uIvt3NFS
https://www.politico.eu/europe-poll-of-polls/hungary/
https://rmx.news/hungary/9-in-10-hungarians-favor-eu-membership-new-polling-reveals/
https://rmx.news/hungary/9-in-10-hungarians-favor-eu-membership-new-polling-reveals/
https://www.ft.com/content/00699aa3-ebbd-4e95-abe5-0d05ca10fa93
https://www.ft.com/content/00699aa3-ebbd-4e95-abe5-0d05ca10fa93
https://www.reuters.com/business/aerospace-defense/biden-supports-f-16-sale-turkey-needs-congressional-approval-2022-06-30/
https://www.reuters.com/business/aerospace-defense/biden-supports-f-16-sale-turkey-needs-congressional-approval-2022-06-30/
https://www.ft.com/content/ca4335a4-69de-427f-b2e4-cec590ed61dd
https://www.ft.com/content/362c648b-d465-4cae-ba18-5ae48f84ef51
https://www.reuters.com/markets/europe/exclusive-ecb-channel-cash-north-south-bid-cap-spreads-sources-2022-06-30/
https://www.reuters.com/markets/europe/exclusive-ecb-channel-cash-north-south-bid-cap-spreads-sources-2022-06-30/
https://www.reuters.com/markets/europe/exclusive-ecb-channel-cash-north-south-bid-cap-spreads-sources-2022-06-30/
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U.S. Economic Releases  

 

There have been no major U.S. economic releases so far this morning.  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

9:45 S&P Manufacturing PMI m/m Jun F 52.4 52.4 ***

10:00 ISM Manufacturing m/m Jun 54.5 56.1 **

10:00 ISM Manufacturing - Prices Paid m/m Jun 80.0 82.2 **

10:00 ISM Manufacturing - New Orders m/m Jun 52.0 55.1 **

10:00 ISM Manufacturing - Employment m/m Jun 50.0 49.6 *

10:00 Construction Spending MoM m/m May 0.4% 0.2% **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of 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. 

 

  
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tankan Large Manufacturing Index q/q 2Q 9 14 13 *** Equity bearish, bond bullish

Tankan Large Manufacturing Outlook q/q 2Q 10 9 13 *** Equity bearish, bond bullish

Tankan Large Non-Manufacturing Index q/q 2Q 13 9 13 *** Equity and bond neutral

Tankan Large Non-Manufacturing Outlook q/q 2Q 13 7 16 *** Equity and bond neutral

Tankan Large All-Industry Capex q/q 2Q 18.6% 2.2% 8.3% *** Equity bullish, bond bearish

Jibun Bank Manufacturing PMI m/m Jun F 52.7 52.7 *** Equity and bond neutral

Tokyo CPI y/y Jun 2.3% 2.4% 2.5% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Jun 2.1% 1.9% 2.1% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food & Energy y/y Jun 1.0% 0.9% 1.0% * Equity and bond neutral

Jobless Rate m/m May 2.6% 2.5% 2.5% *** Equity and bond neutral

Job/Applicant Ratio m/m May 1.24 1.23 1.24 *** Equity and bond neutral

Australia S&P Manufacturing PMI m/m Jun F 56.2 55.8 *** Equity bullish, bond bearish

New Zealand Building Permits m/m May -0.5% -8.6% *** Equity bullish, bond bearish

South Korea S&P Manufacturing PMI m/m Jun 51.3 51.8 *** Equity bearish, bond bullish

Trade Balance m/m Jun -$2.470b -$1.710b -$4.315b * Equity bullish, bond bearish

Exports y/y Jun 5.4% 21.3% 3.8% *** Equity bullish, bond bearish

Imports y/y Jun 19.4% 32.0% 22.0% ** Equity and bond neutral

China Caixin Manufacturing PMI m/m Mar 51.7 48.1 50.2 *** Equity bullish, bond bearish

India S&P Manufacturing PMI m/m May 53.9 54.6 ** Equity bearish, bond bullish

EUROPE

Eurozone S&P Manufacturing PMI m/m Jun F 52.1 52.0 52.0 *** Equity and bond neutral

CPI y/y Jun 8.6% 8.1% 8.5% *** Equity bearish, bond bearish

Core CPI y/y Jun P 3.7% 3.8% 3.9% ** Equity and bond neutral

Germany S&P/BME Manufacturing PMI m/m Jun F 52.0 52.0 52.0 *** Equity and bond neutral

France S&P Manufacturing PMI m/m Jun F 51.4 51.0 51.0 *** Equity bullish, bond bearish

Italy S&P Manufacturing PMI m/m Jun 50.9 51.9 50.6 *** Equity bullish, bond bearish

CPI, EU Harmonized y/y Jun P 8.5% 7.3% 7.9% *** Equity bearish, bond bearish

CPI NIC Including Tobacco y/y Jun P 8.0% 6.8% 7.4% ** Equity bearish, bond bearish

UK S&P/CIPS Manufacturing PMI m/m Jun F 52.8 53.4 53.4 *** Equity bearish, bond bullish

Mortgage Approvals m/m May 66.2k 66.0k 64.0k *** Equity bullish, bond bearish

M4 Money Supply y/y May 5.1% 4.9% ** Equity and bond neutral

Switzerland Manufacturing PMI m/m Jun 59.1 60.0 58.0 *** Equity bullish, bond bearish

Russia S&P Manufacturing PMI m/m Jun 50.9 50.8 50.0 *** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 228 225 3 Up

3-mo T-bill yield (bps) 163 164 -1 Up

TED spread (bps) 64 61 3 Widening

U.S. Sibor/OIS spread (bps) 211 210 1 Up

U.S. Libor/OIS spread (bps) 219 218 1 Up

10-yr T-note (%) 2.93 3.02 -0.09 Up

Euribor/OIS spread (bps) -20 -19 -1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Up Down

Pound Down Down

Franc Down Down
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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 forecasts currently call for warmer-than-normal temperatures throughout 

the entire central portion of the country, from the Rocky Mountains to the Midwest and 

Southeast, with cooler-than-normal temperatures only in New England.  Wetter-than-normal 

conditions are expected in the Great Plains, Midwest, and Mid-Atlantic regions, with dry 

conditions expected in the central Rocky Mountains. 

 

In our seasonal hurricane coverage, potential cyclone TWO currently sits off the northern coast 

of Panama and is expected to move westward in the coming days.  It is not expected to threaten 

the U.S. mainland.  There is also a disturbance in the Atlantic Ocean north of Venezuela, but it is 

assessed to have only a 10% chance of developing into a cyclonic formation in the next 48 hours. 

Price Prior Change Explanation

Brent $112.03 $109.03 2.75%

WTI $108.64 $105.76 2.72%

Natural Gas $5.82 $5.42 7.21%

Crack Spread $47.80 $47.92 -0.23%

12-mo strip crack $36.71 $36.04 1.86%

Ethanol rack $2.90 $2.91 -0.41%

Metals

Gold $1,785.33 $1,807.27 -1.21%

Silver $19.63 $20.28 -3.19%

Copper contract $359.55 $371.00 -3.09%

Grains

Corn contract $622.00 $619.75 0.36%

Wheat contract $889.25 $884.00 0.59%

Soybeans contract $1,446.25 $1,458.00 -0.81%

Shipping

Baltic Dry Freight 2,240            2,186            54

Actual Expected Difference

Crude (mb) -2.8 -1.0 -1.8

Gasoline (mb) 2.6 -0.1 2.7

Distillates (mb) 2.6 -0.7 3.3

Refinery run rates (%) 1.0% 0.5% 0.6%

Natural gas (bcf) 82.0 75.0 7.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 6/30/2022 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 6/30/2022 close) 
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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 

 

June 30, 2022 
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P/E as of 6/29/2022 = 19.3x

 
 

Based on our methodology,1 the current P/E is 19.3x, down 0.1x from last week.   
 

 

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. 


