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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 5, 2022—9:30 AM EDT] Global equity markets are generally lower this morning. 

In Europe, the Euro Stoxx 50 is currently down 0.9% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed down 0.4%. Chinese markets were lower, with the Shanghai 

Composite closing down 0.1% from its prior close and the Shenzhen Composite closing down 

0.6%. U.S. equity index futures are signaling a slightly 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) 

 

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

seem to be on their way toward fully seizing Ukraine’s eastern Donbas region.  We next review 

other international and U.S. developments with the potential to affect the financial markets today 

with a focus on the disrupted supply of labor and industrial inputs that is keeping inflation so 

high.  Our discussion explains why those supply disruptions are likely to linger and prevent 

inflation from falling all the way back to pre-pandemic levels. 

 

Russia-Ukraine:  Russian forces over the weekend took control of the key city of Lysychansk 

and the overall province of Luhansk in eastern Ukraine’s Donbas region, while maintaining 

defensive positions in the areas they hold in southern Ukraine.  Following the seizure of Luhansk 

province, Russian President Putin appeared to order an operational pause so that the involved 

units can rest and refit, although the Russian military will likely be wary of taking the pressure 
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off Ukrainian forces.  Meanwhile, influential Russian military bloggers criticized the seizure of 

Luhansk as too little gain for the manpower and equipment lost in the battle, probably to increase 

pressure on the Kremlin to call for a fuller military mobilization.  At the same time, the 

Ukrainian military is increasingly employing Western-provided precision artillery and missiles to 

destroy Russian military supply resources. 

 

 
 

 

• The Ukrainian government released a $750-billion recovery plan to rebuild and get the 

economy moving again once the war has ended.  Releasing the plan, Prime Minister 

Shmyhal said Russia’s invasion had caused more than $100 billion of damage to 

infrastructure and demanded that the “key source” of funds for reconstruction should be 

the confiscated assets of the Russian government and its oligarchs. 

• In Germany, the government has drafted a law that allows it to take stakes in companies 

crippled by the soaring cost of imported gas as tensions with Russia threaten to plunge 

the country’s power sector into crisis.  If passed by parliament, the law would clear a path 
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for the government to bail out Uniper (UNO1.DE, 10.96), the largest importer of Russian 

gas into Germany. 

 

Global Semiconductor Market:  The recent rout in cryptocurrencies and a slowdown in 

personal computer sales have combined to put a damper on semiconductor demand, easing the 

shortages that have caused problems for industries ranging from autos to home appliances.  As 

evidence of the change, Intel (INTC, 36.34) recently initiated a hiring freeze in its PC-chip 

division.  If semiconductor supply and demand now come into balance, it could help ease 

inflation pressures and eventually prompt the Federal Reserve to cool its interest-rate hikes. 

 

Global Labor Market:  We continue to note increasing labor unrest across the globe.  In a new 

example, union workers at Norwegian oil and natural gas producer Equinor (EQNR, 33.83) went 

on strike last night in a bid for higher wages to compensate for raging consumer price inflation, 

forcing the firm to shut down three oil and gas fields.  The union is threatening even stronger 

measures in the coming days, which the Norwegian Oil and Gas Association warns could cut 

Norway’s gas exports by 13%.  Since Norway is now Europe’s second-biggest supplier of gas 

and has become a go-to source to replace supplies from Russia, the move has helped push 

European gas prices up some 8% so far today. 

• The strike at Equinor follows a major British railway strike, a Scandinavian airline pilots’ 

strike, a picket by U.S. airline pilots over the holiday weekend, a potential strike by West 

Coast longshoremen, and a move to increase unionization at iconic technology and 

consumer services firms. 

• This labor unrest probably reflects not only the challenges faced by workers during the 

pandemic, but also the way they’ve gained bargaining power as the pandemic pushed 

legions of workers out of the labor market (especially Baby Boomers).  The fall in labor 

supply has increased workers’ relative power versus employers, although probably not 

enough to dramatically bring down wealth and income inequality. 

• Since the many workers who finally went into retirement probably won’t come back, 

labor supply will likely continue to be restrained in the future.  As with the supply of key 

goods, this will likely keep inflation from dropping back to pre-pandemic levels. 

o Our labor market analysis has long emphasized that as workers approach and first 

enter retirement, they tend to reduce their spending and boost saving, helping 

push down inflation.  However, our recent research has focused more on what 

happens once they are fully into retirement. 

▪ At that point, even though they have dramatically cut their spending, they 

still consume plenty of food, energy, and other goods and services.  The 

difference is that they are no longer contributing to the production of such 

goods and services. 

▪ With the demand from legions of retirees (and other dependents) relatively 

high compared with their production, the result will likely be increased 

upward pressure on overall prices. 

o We see a similar dynamic taking hold in global supply chains.  While factors like 

increased investment, the end of pandemic lockdowns, and demand destruction 

https://www.wsj.com/articles/chip-boom-loses-steam-on-slowing-pc-sales-crypto-rout-11656932580?mod=hp_lead_pos13
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will probably help bring down global prices for a range of goods in the coming 

months and quarters, we still think deglobalization and increased geopolitical 

tensions will keep supplies tighter than they were at the height of globalization 

over the last decade.  That will also tend to keep inflation from falling all the way 

back to the levels seen in the decade before the pandemic. 

 

Cryptocurrencies-China:  The slump in cryptocurrencies has also led to well-publicized 

problems for crypto lenders, brokerages, and hedge funds, but now we are also seeing more 

reports of corporate investors facing problems.  The latest example is the Chinese selfie app 

owner Meitu (1357.HK, 0.93), which has said its first-half loss may more than double because of 

bad bets that it recently made on cryptocurrencies. 

 

Eurozone:  The strikes, the war, and other economic challenges continue to weigh on the euro, 

driving the currency down as much as 1.4% so far this morning, to a 20-year low of $1.0279.  

With the Eurozone expected to face continued headwinds even as the ECB continues to tighten 

monetary policy slowly, it increasingly looks like the currency will soon reach parity with the 

dollar (a value of $1.00). 

 

 
 

Spain-Morocco:  In an incident little noticed amid the Russia-Ukraine war and major Western 

summits last week, some 2,000 migrants tried to storm Spain’s enclave of Melilla on Morocco’s 

northern coast in late June, resulting in 23 deaths.  Spanish Prime Minister Sánchez said the 

deaths were necessary to defend “the national sovereignty and the territorial integrity of Spain,” 

but he has been taking intense criticism at home and abroad for the tough response. 

 

United States-China:  Reports over the weekend said President Biden this week plans to lift 

tariffs on some Chinese consumer goods, such as clothing and school supplies, to help bring 

down inflation.  He reportedly also plans to announce a new framework allowing importers to 

request tariff waivers. 

https://www.wsj.com/articles/behind-the-celsius-sales-pitch-was-a-crypto-firm-built-on-risk-11656498142?mod=article_inline
https://www.wsj.com/articles/crypto-broker-voyager-digital-suspends-withdrawals-11656705822
https://www.wsj.com/articles/crypto-fund-three-arrows-ordered-to-liquidate-by-court-11656506404?mod=article_inline
https://www.scmp.com/tech/big-tech/article/3184032/cryptocurrency-china-selfie-app-owner-meitu-warns-heavy-losses-after?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220704&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3183870&article_id_list=3184051,3183959,3184023,3183995,3183955,3183979,3184049,3184038&tc=29&CMCampaignID=c9c87f38f9d96e855ba2fe38cd7742e1
https://www.ft.com/content/5795f52f-36e0-45a5-bed6-f939e5535814
https://www.politico.eu/article/death-toll-23-melilla-border-crossing-stampede/?utm_source=POLITICO.EU&utm_campaign=b970b7f74c-EMAIL_CAMPAIGN_2022_07_04_02_35&utm_medium=email&utm_term=0_10959edeb5-b970b7f74c-190480045
https://www.politico.eu/article/death-toll-23-melilla-border-crossing-stampede/?utm_source=POLITICO.EU&utm_campaign=b970b7f74c-EMAIL_CAMPAIGN_2022_07_04_02_35&utm_medium=email&utm_term=0_10959edeb5-b970b7f74c-190480045
https://www.wsj.com/articles/biden-might-soon-ease-chinese-tariffs-in-a-decision-fraught-with-policy-tensions-11656927001?mod=article_inline
https://www.wsj.com/articles/biden-might-soon-ease-chinese-tariffs-in-a-decision-fraught-with-policy-tensions-11656927001?mod=article_inline
https://www.wsj.com/articles/biden-might-soon-ease-chinese-tariffs-in-a-decision-fraught-with-policy-tensions-11656927001?mod=article_inline
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• However, there are sharp disagreements over the move within the administration, so the 

move could still be delayed. 

o Officials including Treasury Secretary Yellen oppose the tariffs on grounds that 

they are a drag on economic growth and often push up prices unnecessarily.  

Yellen and Chinese Vice Premier Liu He reportedly discussed the tariffs today in 

a video conference, which the Chinese state press described as “constructive.” 

o Officials including National Security Advisor Sullivan and Trade Representative 

Tai support the tariffs because they provide leverage in the U.S.’s geopolitical and 

economic disputes with China.  At most, these officials want any reduction in 

consumer good tariffs to be matched by higher tariffs on key industrial goods. 

• In any case, even if the consumer goods tariffs are lifted, we expect the impact on 

inflation would be minimal. 

 

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

10:00 Factory Orders m/m May 0.5% 0.3% ***

10:00 Factory Orders Ex Trans m/m May 0.3% **

10:00 Durable Goods Orders m/m May 0.7% 0.7% ***

10:00 Durables Ex Transportation m/m May 0.7% 0.7% **

10:00 Cap Goods Orders Nondef Ex Air m/m May 0.5% 0.5% **

10:00 Cap Goods Ship Nondef Ex Air m/m May 0.8% **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.wsj.com/articles/janet-yellen-and-chinas-top-trade-negotiator-discuss-tariffs-on-call-11657015225?mod=article_inline


 

 

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

www.confluenceinvestment.com 

 6 

  
 

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

China Caixin China PMI Composite m/m Jun 55.3 42.2 ** Equity bullish, bond bearish

Caixin China PMI Services m/m Jun 54.5 41.4 49.6 ** Equity bullish, bond bearish

Japan Labor Cash Earnings y/y May 1.0% 1.7% 1.5% ** Equity and bond neutral

Real Cash Earnings y/y May -1.8% -1.2% -1.6% ** Equity and bond neutral

Jibun Bank Japan PMI Services m/m Jun 54.0 54.2 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Jun 53.0 53.2 ** Equity and bond neutral

India S&P Global India PMI Composite m/m Jun 58.2 58.3 ** Equity and bond neutral

S&P Global India PMI Services m/m Jun 59.2 58.9 * Equity bullish, bond bearish

Australia S&P Global Australia PMI Composite m/m Jun 52.6 52.6 ** Equity and bond neutral

S&P Global Australia PMI Services m/m Jun 52.6 52.6 ** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Jun -0.4% -2.8% ** Equity and bond neutral

CoreLogic House Prices y/y Jun 12.4% 15.3% ** Equity and bond neutral

South Korea Foreign Reserves m/m Jun $438.28b $447.71b * Equity and bond neutral

CPI y/y Jun 6.0% 5.4% 5.9% *** Equity bearish, bond bullish

CPI Core y/y Jun 4.4% 4.1% 4.2% *** Equity bearish, bond bullish

EUROPE

Eurozone S&P Global Eurozone Services PMI m/m Jun 53.0 52.8 52.8 ** Equity and bond neutral

S&P Global Eurozone Composite PMI m/m Jun 52.0 51.9 51.9 ** Equity and bond neutral

France Industrial Production m/m May 0.0% -0.1% 0.0% ** Equity and bond neutral

Manufacturing Production MoM m/m May 0.8% -0.4% 0.3% ** Equity bullish, bond bearish

S&P Global France Services PMI m/m Jun 53.9 54.4 54.4 ** Equity bearish, bond bullish

S&P Global France Composite PMI m/m Jun 52.5 52.8 52.8 ** Equity bearish, bond bullish

Germany S&P Global Germany Services PMI m/m Jun 52.4 52.4 52.4 ** Equity and bond neutral

S&P Global Germany Composite PMI m/m Jun 51.3 51.3 51.3 ** Equity and bond neutral

Italy S&P Global Italy Services PMI m/m Jun 51.6 53.7 51.5 ** Equity bullish, bond bearish

S&P Global Italy Composite PMI m/m Jun 51.3 52.4 50.7 ** Equity bullish, bond bearish

Deficit to GDP YTD q/q 1Q 9.0% 7.2% *** Equity and bond neutral

UK New Car Registrations y/y Jun -24.6% -20.6% * Equity bearish, bond bullish

Official Reserves Changes m/m Jun -$1336m -$365m * Equity bearish, bond bullish

S&P Global/CIPS UK Services PMI m/m Jun 54.3 53.4 53.4 ** Equity bullish, bond bearish

S&P Global/CIPS UK Composite PMI m/m Jun 53.7 53.1 53.1 ** Equity bullish, bond bearish

Russia S&P Global Russia Services PMI m/m Jun 51.7 48.5 49.0 ** Equity bullish, bond bearish

S&P Global Russia Composite PMI m/m Jun 50.4 48.2 ** Equity bullish, bond bearish

AMERICAS

Brazil FIPE CPI - Monthly m/m Jun 0.3% 0.4% 0.2% *** Equity and bond neutral

Canada S&P Global Canada Manufacturing PMI m/m Jun 54.6 56.8 ** Equity and bond neutral

BoC Overall Business Outlook Survey q/q 2Q 4.9 5.0 * Equity and bond neutral

BoC Business Outlook Future Sales q/q 2Q -26 -11 * Equity and bond neutral
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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 

most of the country, with cool-to-normal temperatures in New England.  Wetter-than-normal 

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

expected in Texas and the Central Pacific region. There is no tropical cyclone activity being 

forecasted over the next 48 hours.  

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 229 229 0 Up

3-mo T-bill yield (bps) 161 163 -2 Up

TED spread (bps) 69 65 4 Widening

U.S. Sibor/OIS spread (bps) 215 214 1 Up

U.S. Libor/OIS spread (bps) 222 219 3 Up

10-yr T-note (%) 2.90 2.88 0.02 Up

Euribor/OIS spread (bps) -17 -18 1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.850% 1.350% Below Forecast

Price Prior Change Explanation

Brent $112.18 $113.50 -1.16% Recession fears

WTI $108.53 $108.43 0.09%

Natural Gas $5.76 $5.73 0.45%

Crack Spread $49.82 $46.97 6.05%

12-mo strip crack $36.61 $34.48 6.18%

Ethanol rack $2.88 $2.88 0.00%

Metals

Gold $1,802.99 $1,808.15 -0.29%

Silver $19.86 $19.99 -0.62%

Copper contract $351.05 $360.40 -2.59%

Grains

Corn contract $607.50 $619.75 -1.98% Growth fears and favorable weather conditions

Wheat contract $846.00 $884.00 -4.30%

Soybeans contract $1,395.25 $1,458.00 -4.30%

Shipping

Baltic Dry Freight 2,159            2,214            -55

Energy Markets



 

 

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

www.confluenceinvestment.com 

 8 

Data Section 
 

U.S. Equity Markets – (as of 7/1/2022 close) 
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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 7/1/2022 close) 

 

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

Growth

Small Cap
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Real Estate
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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. 


