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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 6, 2022—9:30 AM EDT] Global equity markets are generally lower this morning. 

In Europe, the Euro Stoxx 50 is currently up 1.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.0%. Chinese markets were lower, with the Shanghai Composite 

closing down 1.4% from its prior close and the Shenzhen Composite closing down 1.2%. U.S. 

equity index futures are signaling a flat 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, including an important 

indication that Russia still intends to take over or control the whole of Ukraine.  We then review 

a wide range of other international and U.S. developments with the potential to affect the 

financial markets today. 

 

Russia-Ukraine:  Now that Russian forces have seized the province of Luhansk and could seize 

the province of Donetsk as well, it is notable that Russian Security Council Secretary Patrushev 

yesterday said his country’s military operation in Ukraine will continue until Russia achieves its 

goals of protecting ethnic Russian civilians from “genocide,” “denazifying” and demilitarizing 

Ukraine, and obliging Ukraine to be permanently neutral between Russia and NATO—almost 

exactly the goals President Putin announced in his February 24 speech justifying the war.  The 

statement seems to confirm that Putin’s public shift to the more limited war aims of defending 
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Luhansk and Donetsk was merely a ruse.  Now that Putin feels emboldened by his military 

success in those regions (and perhaps because he’s facing pressure from Russian nationalists), he 

appears to be revealing that he still intends to control all of Ukraine in due time. 

• If Putin hasn’t really abandoned his maximalist war aims in Ukraine, a long, protracted 

war of attrition is more likely.  Putin may order or allow his military to rest and regroup 

from time to time, especially if he thinks the Western allies are tiring in their support for 

Ukraine, or if he thinks that the upcoming elections in the U.S. or elsewhere will produce 

new leaders more likely to acquiesce in Russia’s invasion.  However, Putin could then 

order renewed offensives at a future time. 

• If Putin retains his maximalist war aims, another important implication is that it would 

make no sense for the Ukrainians to concede any territory to the Russians in hope that 

they would be appeased. 

• New reporting by the Wall Street Journal indicates Russian forces have transformed 

Ukraine’s massive Zaporizhzhia Nuclear Power Plant into a forward military base, likely 

hoping that safety concerns will prevent the Ukrainians from attacking it.  The report 

indicates that the Russians are deploying heavier, longer-range weapons to the plant 

almost daily, and that the base has therefore become the linchpin of Russia’s control over 

the surrounding region. 

 

Global Oil Market:  Despite the ongoing supply disruptions from the war in Ukraine, the recent 

slump in some commodity prices accelerated sharply yesterday.  Crude oil prices fell especially 

hard, with Brent Crude closing 9.5% lower at $102.77.  Prices have rebounded to some extent 

this morning, but the sell-off reflects intensifying concerns about rising interest rates, signs of 

slowing demand, and a growing risk of recession in the coming months.  Other factors pushing 

down oil prices include the strong dollar and indications of increased production. 

• The fall in crude oil prices and weakening demand already appear to be pushing down 

gasoline prices as well. 

• According to AAA, average U.S. gasoline prices have now fallen modestly to $4.80 per 

gallon, compared with more than $5.00 per gallon last month. 

 

Global Digital Currency Markets:  In more fallout from the recent plunge in cryptocurrency 

values, crypto broker Voyager Digital (VOYG.TO, 0.3350) filed for bankruptcy protection.  The 

move comes just days after the firm suspended withdrawals and trading on its platform and 

secured a $400 million emergency credit line from crypto broker FTX. 

• Voyager Digital’s problems stem mostly from a loan that one of its subsidiaries made to 

crypto hedge fund Three Arrows Capital, which defaulted after taking heavy losses on its 

investment in multiple cryptocurrencies. 

• FTX has recently played a key role in propping up other crypto firms in trouble, so it will 

be interesting to see if it takes a significant loss from the Voyager Digital debacle, or 

whether the debacle forces it to step back from helping other firms. 

 

European Union Digital Markets Regulation:  The European Parliament yesterday gave final 

approval to two key laws that analysts believe could become models for global digital markets 

https://www.wsj.com/articles/russias-tactical-shift-in-ukraine-raises-prospect-of-protracted-war-11657106436?mod=hp_lead_pos6
https://www.wsj.com/articles/russian-army-turns-ukraines-largest-nuclear-plant-into-a-military-base-11657035694?mod=hp_lead_pos6
https://www.wsj.com/articles/russian-army-turns-ukraines-largest-nuclear-plant-into-a-military-base-11657035694?mod=hp_lead_pos6
https://www.wsj.com/articles/oil-prices-pulled-lower-by-dimming-demand-11657038806?mod=hp_lead_pos1
https://www.wsj.com/articles/crypto-broker-voyager-digital-files-for-bankruptcy-protection-11657098630?mod=article_inline
https://www.wsj.com/articles/crypto-broker-voyager-digital-suspends-withdrawals-11656705822
https://www.wsj.com/articles/eu-lawmakers-approve-sweeping-new-digital-regulations-11657040485?mod=hp_lead_pos12
https://www.wsj.com/articles/eu-lawmakers-approve-sweeping-new-digital-regulations-11657040485?mod=hp_lead_pos12
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regulation.  The laws aim to rein in anti-competitive behavior and control services on digital 

platforms, with fines in extreme cases ranging up to 20% of an offending company’s annual 

revenue.  As we have warned in the past, such legislation reflects the growing regulatory risk 

facing technology companies in countries around the world. 

• The Digital Markets Act, which is aimed at anti-competitive behavior, will impose new 

obligations on how a small number of digital giants operate, with rules dealing with 

online messaging, digital advertising, and the app ecosystem.  For example, the law 

would bar dominant tech companies from using their platforms to promote their own 

goods and services over those from other companies. 

o On a related note, the EU and Amazon (AMZN, 113.50) have reportedly struck a 

deal that will lift an anti-competitiveness action against the company in return for 

Amazon changing some of its practices. 

o For example, Amazon would allow third-party sellers on its marketplace to access 

more information that can help them sell more products online. 

• The Digital Services Act, which is aimed at regulating digital content, will require large 

social-media platforms to take steps to deal with illegal content and other material 

regulators view as harmful, and give users an avenue to register their complaints about 

content moderation 

 

United Kingdom:  Prime Minister Johnson suffered a potentially career-ending blow yesterday 

when both his chancellor, Rishi Sunak, and his health secretary, Sajid Javid, resigned in protest 

over Johnson’s long string of ethical scandals.  More government members resigned early today.  

Johnson has vowed not to resign, and internal Conservative Party issues suggest he could cling to 

power for months.  However, even if he remains in power for the time being, he may no longer 

have the political capital to push forward any policy proposals. 

• The U.K. is likely to enter a period of greater political uncertainty, which would likely be 

a further drag on its economy and financial markets. 

• Reflecting the economic and financial risks, the pound fell further.  As of this writing, it 

is valued at $1.1909, down 0.4% from yesterday and 11.8% from the end of 2021. 

 

Norway:  The government stepped in to end a strike that threatened to more than halve the 

country’s natural gas exports, saying the walkout was causing widespread risks to Europe’s 

energy security.  Nonetheless, the Norwegian strike and similar ones around the globe show that 

raging consumer price inflation is spurring higher wage demands from workers and threatening 

to create wage-price spirals. 

• The strikes also reflect falling labor force participation in some major countries, which 

has reduced the supply of labor and given employees more bargaining power. 

• We continue to think that inflation rates will moderate over the rest of the year, but as we 

noted in our Comment yesterday, falling labor force participation, reduced labor supply, 

and workers’ increased bargaining power make up a key reason why inflation rates aren’t 

likely to return all the way to their low pre-pandemic levels. 

 

https://www.wsj.com/articles/eu-lawmakers-approve-sweeping-new-digital-regulations-11657040485?mod=hp_lead_pos12
https://www.ft.com/content/a6b5032f-1913-40e3-a5fc-0ea26dd48b8b
https://www.ft.com/content/a6b5032f-1913-40e3-a5fc-0ea26dd48b8b
https://www.wsj.com/articles/u-k-chancellor-rishi-sunak-resigns-in-blow-to-boris-johnsons-government-11657043895?mod=hp_lead_pos7
https://www.wsj.com/articles/u-k-chancellor-rishi-sunak-resigns-in-blow-to-boris-johnsons-government-11657043895?mod=hp_lead_pos7
https://www.wsj.com/articles/u-k-s-boris-johnson-looks-to-ride-out-latest-storm-after-raft-of-resignations-11657103815?mod=hp_lead_pos10
https://www.politico.eu/article/boris-johnson-scrambles-to-save-himself/?utm_source=POLITICO.EU&utm_campaign=c3e57522fb-EMAIL_CAMPAIGN_2022_07_06_02_56&utm_medium=email&utm_term=0_10959edeb5-c3e57522fb-190480045
https://www.politico.eu/article/boris-johnson-scrambles-to-save-himself/?utm_source=POLITICO.EU&utm_campaign=c3e57522fb-EMAIL_CAMPAIGN_2022_07_06_02_56&utm_medium=email&utm_term=0_10959edeb5-c3e57522fb-190480045
https://www.ft.com/content/708a7f32-90a3-4082-b851-0ddae0b367ba
https://www.wsj.com/articles/european-gas-prices-jump-as-norwegian-oil-workers-strike-11657023404?mod=article_inline
https://www.wsj.com/articles/european-gas-prices-jump-as-norwegian-oil-workers-strike-11657023404?mod=article_inline
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Japan-South Korea:  To repair Japanese-South Korean relations as the two countries try to 

resist China’s rising power, the South Korean government has reportedly launched an initiative 

to resolve longstanding compensation claims against Japan for its forced labor practices during 

World War II.  Although South Korean courts have allowed the country’s citizens to sue 

Japanese firms for compensation, the initiative will try to channel those claims into an alternative 

process that doesn’t threaten seizures of Japanese corporate assets. 

 

China:  We continue to see nearly constant reminders that President Xi’s Zero-COVID policies 

could disrupt the Chinese economy at any time, potentially undermining global growth and 

pushing down commodity prices. 

• Authorities in Shanghai ordered a new round of mass testing for more than half of the 

city’s districts after 24 new cases were found. 

• Officials in Beijing today announced that people wanting to enter public facilities such as 

museums, libraries, and gyms will need to show proof of vaccination starting July 11, 

instituting a vaccine pass for the capital for the first time. 

• Authorities in Xi’an reported the country’s first community outbreak of cases related to 

the Omicron subvariant BA.5, prompting officials in the city of around 13 million people 

to shutter entertainment businesses, schools, and dine-in services for a week. 

 

Congo-Rwanda:  The president of the Democratic Republic of Congo has warned that war 

could break out with Rwanda unless his neighbor stops backing rebel groups fighting in his 

country.  The statement by President Félix Tshisekedi follows a strong offensive in eastern 

Congo by the M23 armed group, which he said was backed by Rwanda. 

 

U.S. Environmental Regulation:  A federal judge in California yesterday threw out Trump-era 

changes to the Endangered Species Act, including one that allowed economic factors to be 

considered when government officials are deciding whether to list a species as threatened or 

endangered.  The ruling also voids regulations that made it more difficult to give protections to 

species threatened by anticipated future events, such as the impacts of climate change. 

 

U.S. Economic Releases  

 

Led by a decline in demand for home refinancing, mortgage applications fell for the first week 

since June 3. According to the Mortgage Bankers Association’s Market Composite Index, 

mortgage applications fell 5.4% from the prior week. The application index for purchases fell 

7.7% from the prior week, while the index for refinancing applications fell 7.7%. The average 

30-year fixed-rate mortgage fell 10 bps from 5.84% to 5.74%. 

 

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

https://www.ft.com/content/94171a69-569f-4dc6-a557-d716906c9c79
https://www.ft.com/content/94171a69-569f-4dc6-a557-d716906c9c79
https://www.wsj.com/articles/shanghai-revives-mass-testing-as-cases-slip-through-chinas-covid-armor-11657104884?mod=hp_listb_pos1
https://www.ft.com/content/8611194b-cb8b-442d-a5bd-7de2c2aad26a
https://www.ft.com/content/8611194b-cb8b-442d-a5bd-7de2c2aad26a
https://www.wsj.com/articles/trump-era-changes-to-endangered-species-act-tossed-by-court-11657042500
https://www.wsj.com/articles/trump-era-changes-to-endangered-species-act-tossed-by-court-11657042500
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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. 

 
 

  
 

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. 

 

EST Indicator Expected Prior Rating

10:00 S&P Global US Services PMI m/m Jun 51.6 51.6 ***

10:00 S&P Global US Composite PMI m/m Jun 51.2 51.2 **

10:00 ISM Services Index m/m Jun 54.0 55.9 ***

10:00 JOLTS Job Openings m/m May 10900k 11400k **

EST Speaker or Event

9:00 John Williams Makes Remarks at Event on Bank Culture President of the Federal Reserve Bank of New York

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

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

EUROPE

Eurozone Retail Sales m/m May 0.2% -1.3% 0.4% * Equity bearish, bond bullish

Germany Factory Orders m/m May 0.1% -2.7% -0.5% ** Equity bullish, bond bearish

S&P Global Germany Construction PMI m/m Jun 45.9 45.4 ** Equity bearish, bond bearish

UK S&P Global/CIPS UK Construction PMI m/m Jun 52.6 56.4 55.0 ** Equity bullish, bond bearish

AMERICAS

Brazil S&P Global Brazil Composite PMI m/m Jun 59.4 58.0 *** Equity bullish, bond bearish

S&P Global Brazil Services PMI m/m Jun 60.8 58.6 ** Equity bullish, bond bearish

Vehicle Sales Fenabrave m/m Jun 178063 187069 ** Equity and bond neutral

Mexico International Reserves Weekly w/w 1-Jul $198769m $198507m ** Equity and bond neutral

Formal Job Creation Total m/m Jun 60.2k -2.9k ** Equity bullish, bond bearish
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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 Pacific, Southwest and Rock Mountain regions, with cooler-than-normal temperatures in the 

Great Lakes.  Wetter-than-normal conditions are expected throughout the South and East 

regions, with dry conditions expected in the Rocky Mountains and Midwest. There is no tropical 

cyclone activity being forecasted over the next 48 hours.  

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 232 229 3 Up

3-mo T-bill yield (bps) 179 183 -4 Up

TED spread (bps) 53 46 7 Widening

U.S. Sibor/OIS spread (bps) 217 213 4 Up

U.S. Libor/OIS spread (bps) 224 220 4 Up

10-yr T-note (%) 2.81 2.81 0.00 Up

Euribor/OIS spread (bps) -15 -17 2 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Up Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 1.350% 0.850% 1.350% On Forecast

Price Prior Change Explanation

Brent $104.07 $102.77 1.26% Short Covering

WTI $100.04 $99.50 0.54%

Natural Gas $5.63 $5.52 2.01%

Crack Spread $43.96 $44.31 -0.79%

12-mo strip crack $34.44 $34.35 0.24%

Ethanol rack $2.80 $2.82 -0.70%

Metals

Gold $1,763.48 $1,764.76 -0.07%

Silver $19.17 $19.21 -0.23%

Copper contract $339.65 $341.50 -0.54%

Grains

Corn contract $575.00 $578.50 -0.61%

Wheat contract $822.00 $807.00 1.86%

Soybeans contract $1,325.75 $1,316.00 0.74%

Shipping

Baltic Dry Freight 2,098            2,159            -61

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 7/5/2022 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 7/5/2022 close) 

 

-30% -20% -10% 0% 10% 20%

Growth

Small Cap

Foreign Developed ($)

Large Cap

Mid Cap

Emerging Markets ($)

Real Estate

Emerging Markets (local currency)

US Corporate Bond

US High Yield

Value

Foreign Developed (local currency)

US Government Bond

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 

 

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. 


