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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: June 10, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently down 1.7% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed down 1.0%.  In contrast, Chinese markets were higher, with the 

Shanghai Composite closing up 1.4% from its prior close and the Shenzhen Composite closing 

up 1.9%. 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 (6/6/2022) (with associated podcast): “Mineral 

Commodities in the World’s New Geopolitical Blocs” 

• Weekly Energy Update (6/9/2022): We update the oil and products data.   

• 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 (5/31/2022) (with associated podcast): “The Problem of 

Financial Conditions” 

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

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

• Charts Worth Noting:  We update our housing index, which suggests the housing market 

has become richly valued.   

 

Equities futures are trading lower this morning after the CPI report was hotter than expected. 

Today’s Comment starts with a brief update on the Russia-Ukraine war. Next, we review the 

latest international news, focusing on the ECB's hawkish shift. We examine some U.S. economic 

and policy news and conclude with our COVID-19 coverage.  

 

Russia-Ukraine: There are no major breakthroughs in Ukraine. The most intense fighting is 

taking place in Severodonetsk. Ukrainian forces have claimed to have made progress but are still 

waiting for new artillery to overcome Russia's massive firepower. Moscow has made taking over 

the city a key objective in its war. That being said, Russia is having less success in the South, 

where troops are fighting over territory stretching from Kherson and Zaporizhzhia provinces.  

● Russian President Vladimir Putin compared himself to Russian Tsar Peter the Great, who 

led a conquest of the Baltic coast in a war against Sweden in the 18th century. He stated 

that Peter the Great did not take land from Sweden but reclaimed the regions that 
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belonged to Russia. The nationalistic tone of Putin's speech suggests that he believes the 

Ukraine war is a way for Russia to restore its glory. As a result, it is unlikely that Putin 

will accept anything less than victory in its war against Ukraine. This outcome could 

mean that commodities will remain elevated for the foreseeable future, and global growth 

will probably slow. If we are correct, safe-haven, fixed-income securities will likely be 

attractive as they should provide some protection from the adverse outcomes of the war 

and a slowing global economy.  

● The U.S. has requested that India not purchase too much oil from Russia. India has taken 

advantage of discounted oil prices caused by Western sanctions by drastically ramping up 

its purchase of Russian crude. The ability to buy cheap oil from Russia has allowed India 

to avoid the same energy price shocks seen in Europe. The U.S. has tolerated India's oil 

purchases for two reasons: 1) India's purchases of Russian oil relieve the demand for 

petrol in other parts of the world, and 2) the U.S. views India as a strategic ally in its goal 

to offset Chinese influence in the Indo-Pacific. Moreover, it is becoming clear that 

Washington's patience may be wearing thin. The U.S. wants to reduce Russia's ability to 

finance its war in Ukraine. As it looks into possible price caps, there is growing talk of 

hitting potential violators with secondary sanctions. This outcome may create a situation 

where India is forced to choose between supporting the U.S. and Russia. As we have 

mentioned in previous reports, the war in Ukraine is putting loyalty among allies to the 

test. Countries trying to play both sides of this war have benefitted so far, but as the war 

grows longer, that could change. India ran a trade surplus of nearly $12 billion with the 

U.S. in 2021, three times the total value of goods and services India exported to Russia in 

the same year. Hence, India's economic interests suggest it could side with the U.S if 

forced to choose. 

● Russia warned of direct military confrontation with the West if cyberattacks continue to 

target the country’s infrastructure. The warning comes after the Russian housing ministry 

website was hacked over the weekend. An internet search of the site led to a "Glory to 

Ukraine" sign written in Ukrainian. Moscow alleged the attacks were coming from the 

United States. Both sides are using cyber warfare to disrupt information. However, 

Russia's response suggests that Moscow increasingly views the attacks as hostile, 

especially as the war continues. We do not consider the remarks from Moscow to lead to 

imminent military conflict with the West. Instead, the comment signals that Russia is 

frustrated with the level of success the U.S. has gained with its cyberattacks. Regarding 

markets, it is a signal that the U.S. government has demonstrated the capability of not 

only launching an attack but also having a great defense. This bodes well for U.S. 

businesses. Last year's Colonial Pipeline hack may have given the U.S. government a 

wake-up call to make a much-needed upgrade to defensive capabilities, which we assume 

is the reason we have not had such disruptions since.  

 

 

https://www.ft.com/content/5285f212-5971-4711-867e-6a3693e7b2eb
https://www.nbcnews.com/tech/security/russia-says-west-risks-direct-military-clash-cyber-attacks-rcna32810
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International news: 

● Chinese ride-hailing app Didi ($2.36) will be delisted from the NYSE on Friday. The 

ride-hailing company is being forced to delist as a condition by Chinese regulators to lift 

a ban on new customers. The removal of Didi from the NYSE suggests regulators are still 

trying to maintain a tight grip over its tech sector.  

● The European Union’s executive arm is expected to recommend Ukraine for candidate 

status for joining the bloc. Ukraine has been pushing for immediate admission into the 

European Union since Russia started its invasion. The recommendation will not lead to 

an expedited admission process, but it does put the country on the path to joining. 

Ukraine's entrance into the EU depends on member countries' unanimous approval. 

Ukraine's acceptance will likely be challenging given that many countries within the bloc 

have close ties with Russia and are therefore unlikely to approve its admission.  

● The European Central Bank's hawkish shift has led to concerns that high-debt countries 

may struggle to repay. Following the announcement of the ECB's policy change, the 

spread between Italian and German 10-year bonds increased by the most in over two 

years. The increased rates and rising inflation will make it harder for the European Union 

to avoid contraction. Financial services companies, particularly in Germany, may be 

attractive in this environment as higher rates generally make it easier for banks to 

increase their net interest margins. 

 

U.S. Economic and policy News: 

• The Biden administration is exploring setting standards for federally financed EV 

charging stations. The measure is part of the bipartisan infrastructure bill.  

• The latest CPI report rose to a 40-year high in May, leading to doubts about whether the 

Fed will pause interest rate hikes late this year. The Fed is in a tough spot. Much of the 

inflation is driven by outside factors beyond its control (the war in Ukraine, lack of 

home inventories, and ongoing supply chain issues). However, it must maintain the 

perception that it can rein in inflation using its available tools. As a result, the Federal 

Reserve may be forced to raise rates to cool demand, even if it slows the economy.  

 

COVID-19: Official data show confirmed cases have risen to 534,295,684 worldwide, with 

6,306,726 deaths. The countries currently reporting the highest rates of new infections include 

the U.S., Taiwan, Germany, and Australia. (For an interactive chart that allows you to compare 

cases and deaths among countries, scaled by population, click here.) In the U.S., confirmed cases 

have risen to 85,329,812, with 1,010,805 deaths. In data on the U.S. vaccination program, the 

number of people considered fully vaccinated now totals 221,601,089, equal to 66.7% of the 

total population. 

● Shanghai resumed large-scale testing of COVID-19 just 10 days after the city ended its 

lockdown. The increase in testing is due to an unexpected rise in cases, sparking concerns 

of a new outbreak.  

 

https://asia.nikkei.com/Business/Transportation/Didi-to-exit-NYSE-on-June-10-amid-uncertainty-about-China-restart
https://www.bloomberg.com/news/articles/2022-06-09/ukraine-likely-to-win-initial-eu-backing-for-path-to-membership?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-06-09/ukraine-likely-to-win-initial-eu-backing-for-path-to-membership?srnd=premium&sref=uIvt3NFS
https://www.ft.com/content/1a699b10-7ed4-40b4-b0f3-1eb716e1f8d2
https://www.ft.com/content/1a699b10-7ed4-40b4-b0f3-1eb716e1f8d2
https://www.axios.com/2022/06/09/biden-administration-floats-draft-ev-charging-station-standards
https://www.axios.com/2022/06/09/biden-administration-floats-draft-ev-charging-station-standards
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://www.reuters.com/world/china/shanghai-faces-unexpected-round-covid-testing-most-residents-2022-06-09/
https://www.reuters.com/world/china/shanghai-faces-unexpected-round-covid-testing-most-residents-2022-06-09/
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U.S. Economic Releases  

 

The May Consumer Price Index (CPI) jumped by a seasonally adjusted 1.0%, far worse than the 

expected rise of 0.7% and more than three times the previous month’s increase of 0.3%. Much of 

the outsized rise in May came in the volatile food and energy components, but that wasn’t the 

entire story. The May “core” CPI, which excludes those categories, registered a big rise of 0.6% 

for a second straight month, rather than the expected increase of 0.5%. The overall CPI in May 

was up 8.6% from the same month one year earlier, marking the worst inflation rate so far in this 

cycle and the highest annual price gain since December 1981. The core CPI in May was up 6.0% 

year-over-year, but in the only good aspect of the report, that was better than its annual gains of 

6.2% in April and 6.5% in March, suggesting the core inflation rate may have peaked. The chart 

below shows the year-over-year change in the CPI and the core CPI since 1980. 

 

 
 

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

 

 
 

Charts Worth Noting: Residential real estate is critical to the path of the economy. For the 

bottom 90% of households, a home is the largest asset, and even slowing home price growth can 

weaken the wealth effect. Existing home sales prices have averaged +5.7% since the late 1960s 

and rarely do we experience falling yearly price growth. A yearly decline of 2% or more usually 

EST Indicator Expected Prior Rating

10:00 U. of Michigan Consumer Sentiment m/m Jun P 58.1 58.4 ***

10:00 U. of Michigan Current Conditions m/m Jun P 62.9 63.3 **

10:00 U. of Michigan Future Expectations m/m Jun P 55.3 55.2 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Jun P 5.3% 5.3% *

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

14:00 Monthly Budget Statement m/m Mar -$136.5b -$132.0b **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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coincides with a recession. In 2009, home prices plunged by over 15% as part of the Great 

Financial Crisis.  

 This chart 

measures the 

number of weeks 

a person earning 

the average 

weekly wage for a 

non-supervisory 

position would 

need to work to 

pay the mortgage 

on an existing 

home at the 

median sales 

price and the 

prevailing 

mortgage rate. At 

the peak of the housing bubble, it took 2.6 weeks to make the mortgage. In May, this measure 

reached 2.4 weeks. We note that the official NAR Affordability Index fell to 121.21 in March; 

using the chart data above, which runs through May, it would imply an affordability index of 

103.8, which would be worse than the lows observed in 2005. Without a decline in home prices, 

mortgage rates, or an increase in wages, the housing market is poised for a downturn.  

 

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. 
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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 PPI y/y May 9.1% 9.8% 10.0% *** Equity and bond neutral

South Korea BoP Current Account Balance m/m Apr -$0.079b $7.058b ** Equity bearish, bond bullish

BoP Goods Balance m/m Apr $2.948b $5.638b * Equity bearish, bond bullish

China CPI y/y May 2.1% 2.1% 2.2% *** Equity and bond neutral

PPI y/y May 6.4% 8.0% 6.4% *** Equity and bond neutral

New Yuan Loans m/m May 1.890t 0.645t 2.030t ** Equity and bond neutral

Money Supply M0 y/y May 13.5% 11.4% 10.0% * Equity and bond neutral

Money Supply M1 y/y May 4.6% 5.1% 4.9% * Equity and bond neutral

Money Supply M2 y/y May 11.1% 10.5% 10.3% *** Equity and bond neutral

India Industrial Production y/y Apr 7.1% 2.2% 5.0% *** Equity bullish, bond bearish

EUROPE

Germany Current Account Balance m/m Apr 18.8b * Equity and bond neutral

Italy Industrial Production WDA y/y Apr 4.2% 3.2% 0.1% ** Equity bullish, bond bearish

AMERICAS

Canada Net Change in Employment m/m May 39.8k 15.3k 27.5k *** Equity bullish, bond bearish

Unemployment Rate m/m May 5.1% 5.2% 5.2% *** Equity bullish, bond bearish

Participation Rate m/m May 65.3% 65.3% 65.3% * Equity and bond neutral

Mexico Industrial Production y/y Apr 2.7% 2.6% 2.7% *** Equity and bond neutral

Manufacturing Production y/y Apr 3.9% 3.6% 2.6% * Equity bullish, bond bearish

Brazil Retail Sales y/y Apr 4.5% 4.9% 2.5% *** Equity bullish, bond bearish

Retail Sales - Broad y/y Apr 1.5% 5.3% 1.4% *** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 169 169 0 Up

3-mo T-bill yield (bps) 124 124 0 Up

TED spread (bps) 45 45 0 Widening

U.S. Sibor/OIS spread (bps) 156 154 2 Up

U.S. Libor/OIS spread (bps) 162 160 2 Up

10-yr T-note (%) 3.05 3.04 0.01 Up

Euribor/OIS spread (bps) -28 -30 2 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

Bank of Russia Benchmark Rate 9.500% 11.000% 10.000% Below Forecast
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Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures throughout 

the entire country east of the Rocky Mountains, with cooler-than-normal temperatures only in the 

Pacific Northwest. Wetter-than-normal conditions are expected in the Pacific Northwest and the 

Southwest, with dry conditions expected in the Great Plains, Midwest, and Deep South. 

 

Separately, we note the Atlantic hurricane season has now begun. The season runs from June 1 to 

November 30, although storms typically don’t peak until mid-September. There are currently no 

tropical storms to report in the Atlantic region. 

Price Prior Change Explanation

Brent $124.01 $123.07 0.76%

WTI $122.29 $121.51 0.64%

Natural Gas $8.92 $8.96 -0.54%

Crack Spread $60.73 $59.42 2.20%

12-mo strip crack $41.71 $40.97 1.80%

Ethanol rack $3.04 $3.04 0.07%

Metals

Gold $1,832.67 $1,847.95 -0.83%

Silver $21.32 $21.69 -1.69%

Copper contract $433.25 $438.10 -1.11%

Grains

Corn contract $713.25 $716.75 -0.49%

Wheat contract $1,062.00 $1,071.25 -0.86%

Soybeans contract $1,575.00 $1,582.25 -0.46%

Shipping

Baltic Dry Freight 2,342            2,410            -68

Actual Expected Difference

Crude (mb) 2.0 -2.5 4.5

Gasoline (mb) -0.8 0.8 -1.6

Distillates (mb) 2.6 0.6 2.0

Refinery run rates (%) 1.6% 0.4% 1.2%

Natural gas (bcf) 97.0 98.0 -1.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 6/9/2022 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 6/9/2022 close) 

 

-40% -20% 0% 20% 40% 60%

Growth

Small Cap

Real Estate

Large Cap

US Corporate Bond

Foreign Developed ($)

Mid Cap

Emerging Markets ($)

US Government Bond

Emerging Markets (local currency)

US High Yield

Value

Foreign Developed (local currency)

Cash

Commodities

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily. The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

June 9, 2022 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E
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P/E as of 6/8/2022 = 19.7x

 
 

Based on our methodology,1 the current P/E is 19.7x, unchanged 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. 


