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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 14, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently down 0.7% from its prior close. In Asia, the MSCI 

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

Composite closing up 1.0% from its prior close and the Shenzhen Composite closing up 0.2%. 

U.S. equity index futures are signaling a higher 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 (6/13/2022) (with associated podcast): “Homebuilders Versus 

Apartment Builders” 

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

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

 

We open our Comment with an update on the Russia-Ukraine war, where we discuss how the 

conflict has become a competition of force generation and the two sides’ abilities to marshal 

resources for the fight.  Next, we review other international and U.S. developments with the 

potential to affect the financial markets, including a discussion of the Federal Reserve’s latest 

policy meeting, which starts today.  We wrap up with the latest news on the coronavirus 

pandemic. 

 

Russia-Ukraine:  It is now clear that the war has become a competition of force generation.  The 

Russian military continues to seize small tracts of land in Ukraine’s eastern Donbas region, and it 

will probably capture the small city of Severodonetsk soon, but a wide range of evidence 

suggests it is too battered to do much more than that.  The evidence also suggests it won’t be able 

to rebuild its strength with sufficient new troops and equipment so long as President Putin 

declines to call a general mobilization.  Meanwhile, the Ukrainian military is running out of 

manpower, equipment, and ammunition (especially ammunition for its older Soviet-made 

weapons), and advanced weapons from the West are entering the battle only slowly.  In other 
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words, the war has become a laboratory for “defense economics” like the world hasn’t seen in 

decades. 

• In this situation, it looks like the war could well drag on.  The ultimate winner will 

probably be the country that most successfully martials its resources and the resources of 

its allies for the fight.  Russia may have the advantage in terms of sheer numbers of 

people, weapons, industrial capacity, and experience, but Ukraine has the will and 

flexible military management to use its limited resources more efficiently and with 

greater effect.  As long as Ukraine has access to Western military aid, it will likely 

continue to fight, although, at some point, the two sides will probably exhaust themselves 

and start searching for a negotiated solution. 

• Mykhailo Podolyak, a leading adviser to Ukrainian President Zelenskyy, tweeted out a 

bold shopping list to tackle his country’s main equipment shortages and repel Russian 

forces.  Calling for “heavy weapons parity” with Russia, Podolyak said Ukraine’s needs 

include 1,000 155mm howitzers, 300 multiple-launch rocket systems, and 500 tanks. 

 

 
 

Global Oil Market:  In its monthly market report, the Organization of the Petroleum Exporting 

Countries (OPEC) said production among its 13 members dropped by 176,000 barrels a day last 

month to average roughly 28.5 million barrels per day.  The report showed that modest output 

increases by Saudi Arabia, the UAE, and Kuwait were offset by declines in countries such as 

Libya and Nigeria.  The data buttresses concerns that despite OPEC and its partners pledging to 

hike output, they may not be able to.  If so, that would point to the potential for further large 

increases in energy prices and general inflation going forward. 

 

https://www.ft.com/content/3fab0893-cd5e-46b6-9bfe-6b0aff4fcb48
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https://www.wsj.com/articles/opec-oil-output-falls-in-may-adding-to-pressure-on-cartel-11655210338?mod=hp_lista_pos4


 

 

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

www.confluenceinvestment.com 

 3 

United Kingdom-European Union:  As expected, yesterday, Prime Minister Johnson’s 

government unveiled a proposed law that would allow it to tear up parts of its Brexit agreement 

with the EU, stoking fears of a trade war and drawing condemnation from the trade bloc. 

• The EU could eventually retaliate against the U.K. by revoking parts of the Brexit 

agreement, including the zero-tariff arrangements for each side’s goods, or move to 

suspend that agreement in its entirety. 

• Johnson’s gambit aims to appease pro-Brexit members of his ruling Conservative Party, 

who are chafing at the protocol’s requirement for customs checks on goods traveling 

from Britain to Northern Ireland.  However, given the EU’s potential trade retaliation, the 

move is risky.  It could be a cloud over the British economy and financial markets in the 

coming months. 

 

United States-China:  In a dramatic example of the way the world is fracturing into separate 

geopolitical and economic blocs, Congressional negotiators working on a U.S. competitiveness 

bill have agreed on language that would require U.S. companies and investors to disclose certain 

new outbound investments to “adversary countries” like China and authorize the federal 

government to review and block them on national security grounds.  The U.S. government has 

long regulated certain high-technology exports and inbound foreign investment, but the proposed 

law would mark a significant new increase in the government’s ability to regulate outbound 

investment that could benefit foreign adversaries. 

• The rules would apply to outbound investments in sectors deemed critical to supply 

chains or involving designated “critical and emerging” technologies.  Those sectors and 

technologies include semiconductors, large-capacity batteries, pharmaceuticals, rare-earth 

elements, biotechnology, artificial intelligence, quantum computing, hypersonics, 

financial technologies, and autonomous systems such as robots and undersea drones. 

• The provisions would apply to greenfield investments, such as the construction of new 

plants, to deals such as joint ventures that involve the transfer of knowledge or 

intellectual property, and to capital contributions. including venture capital and private 

equity transactions. 

• The bill reflects the solidifying consensus in Washington that China aims to supplant 

U.S. global leadership and that American capital and expertise are aiding the buildup of 

Chinese military and economic power. 

 

United States-Australia:  In a step that would help sever the U.S.’s reliance on Chinese rare 

earths and rare earth processing, the Department of Defense has signed a deal with an Australian 

firm to build one of the first U.S. domestic heavy rare earths separation facilities.  The U.S. 

currently has no operating commercial-scale processing facilities, raising concerns in 

Washington that the country could be cut off from these critical minerals in the future if relations 

with China deteriorate further. 

• Under the deal with Lynas, China would be bypassed entirely from the production cycle. 

• The Defense Department is also separately funding a heavy rare earth processing project 

at a mine in California. 

 

https://www.wsj.com/articles/u-k-unveils-brexit-bill-to-change-northern-irelands-trade-status-11655139964
https://www.wsj.com/articles/u-k-unveils-brexit-bill-to-change-northern-irelands-trade-status-11655139964
https://www.wsj.com/articles/bipartisan-lawmakers-propose-new-government-powers-to-block-u-s-investments-in-china-other-nations-11655147194?mod=hp_lead_pos4
https://www.wsj.com/articles/bipartisan-lawmakers-propose-new-government-powers-to-block-u-s-investments-in-china-other-nations-11655147194?mod=hp_lead_pos4
https://www.wsj.com/articles/bipartisan-lawmakers-propose-new-government-powers-to-block-u-s-investments-in-china-other-nations-11655147194?mod=hp_lead_pos4
https://www.ft.com/content/5a974ea5-c863-406f-bab1-3cc6fe8d6ad2
https://www.ft.com/content/5a974ea5-c863-406f-bab1-3cc6fe8d6ad2
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U.S. Monetary Policy:  Federal Reserve officials today begin their latest policy meeting, with 

surging inflation readings leading some observers to think they could hike interest rates by a very 

aggressive 75 basis point.  We have even heard chatter about a possible 100-basis-point hike.  

The policymakers will also release their latest “dot plot” projections for the economy and the 

path of future interest rates. 

• A hike of 75 basis points would be the biggest increase since 1994 and would leave the 

benchmark fed funds rate in a range between 1.50% and 1.75%. 

• Fears of aggressive monetary tightening, more pandemic lockdowns in China, and the 

growing risk of recession weighed heavily on a range of assets yesterday.  The S&P 500 

stock price index fell a sharp 3.9% to end the day in bear-market territory, with a total 

decline of 21.8% from its recent high on January 3.  Cryptocurrency values continue to 

fall as of this writing, amid signs of greater turbulence for the industry. 

• Notably, the U.S. yield curve also briefly inverted again overnight, which many investors 

will see as additional proof of an impending recession.  The curve is now basically flat, 

with the yield on the 10-year Treasury note at 3.321% and the yield on the two-year 

Treasury at 3.311%. 

• While an aggressive hike could well push asset values down farther, investors should 

keep in mind that an unusually aggressive hike, like 100 basis points, could be taken as a 

sign that the Fed is getting ahead of the inflation problem and spark a market rebound.  

We shall see . . . 

 

U.S. Tech Industry:  Apple (AAPL, $131.88) is under investigation by Germany’s antitrust 

watchdog over whether the company’s tracking rules for third-party apps give it preferential 

treatment or undermine its rivals.  The move is the latest sign of growing regulatory risks for 

major U.S. tech firms. 

 

U.S. Servant Economy:  One interesting take on today’s high inflation and rising interest rates 

is that they threaten the budding “servant economy,” consisting of on-demand services like those 

of Uber (UBER, $21.57) and DoorDash (DASH, $58.38).  With inflation accelerating and 

interest rates rising, funding for such startups may be drying up. 

 

COVID-19:  Official data show confirmed cases have risen to  535,940,921 worldwide, with 

6,310,750 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 85,632,808, with 1,011,543 deaths.  In data on the U.S. vaccination program, 

the number of people considered fully vaccinated now totals 221,727,733, equal to 66.8% of the 

total population. 

 

Virology 

• In the U.S., the latest wave of infections appears to be topping out, but hospitalizations 

are still accelerating with their usual lag.  The seven-day average of newly reported cases 

stands at 106,795, down 2% from two weeks ago.  The seven-day average of people 

hospitalized with confirmed or suspected COVID-19 came in at 29,642 yesterday, up 9% 

https://www.wsj.com/articles/bad-inflation-reports-raise-odds-of-surprise-0-75-percentage-point-rate-rise-this-week-11655147927?mod=hp_lead_pos1
https://www.ft.com/content/422cebd8-edda-4de3-abc2-185bc253dbd2
https://www.ft.com/content/422cebd8-edda-4de3-abc2-185bc253dbd2
https://www.wsj.com/articles/crypto-exchange-coinbase-to-lay-off-18-of-staff-11655211069?mod=hp_lead_pos3
https://www.ft.com/content/2e814ba8-0379-4432-a9c6-6a13c7b55a7e
https://www.ft.com/content/2e814ba8-0379-4432-a9c6-6a13c7b55a7e
https://www.ft.com/content/8fcb5279-5494-4006-ba2c-287de27c1fab
https://www.ft.com/content/8fcb5279-5494-4006-ba2c-287de27c1fab
https://www.nytimes.com/live/2022/06/14/world/covid-19-mandates-vaccine-cases?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=Interactive&variant=show&is_new=false
https://coronavirus.jhu.edu/map.html
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://www.nytimes.com/interactive/2021/us/covid-cases.html?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
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from two weeks earlier.  New COVID-19 deaths are now averaging 324 per day, down 

12% from two weeks earlier. 

• A panel of advisers to the FDA will meet today to consider whether the use of the 

vaccine from Moderna (MRNA, $117.13) should be expanded to include children ages 6 

through 17.  If the panel votes in favor, an FDA authorization could come within days, 

opening up the use of Moderna’s vaccine to children for the first time in the U.S. 

 

Economic and Financial Market Impacts 

• Although renewed pandemic lockdowns and mass testing in China have sparked terror 

among global investors, analysts at one Chinese brokerage see a silver lining.  According 

to the analysts, the 10.8 billion COVID-19 tests expected to be carried out in China from 

April through June will pump $26 billion into the economy, enough to lift the country’s 

economic growth rate by 0.62%. 

o Officials in Beijing have ordered that China’s free mandated testing be paid for 

out of local government budgets, so the spending will show up in China’s gross 

domestic product as “government consumption,” partially offsetting what is likely 

to be a significant drop in personal consumption spending. 

o One downside is that the big testing costs will be a financial burden for many 

local governments, especially those already struggling with high debts and rising 

interest rates. 

 

U.S. Economic Releases  

 

Rising costs and labor shortages have made U.S. small business owners less confident about the 

economy. The National Federations of Independent Business (NFIB) Small Business Optimism 

Index came in at 93.1. The reading was below the previous month’s report of 93.2 and slightly 

above the consensus estimates of 93.0. 
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The chart above shows the level of the NFIB Small Business Optimism Index.  

 

Producer prices eased in May but remain elevated. The overall Producer Price Index (PPI) for 

final demand rose 0.8% from the prior month. The increase in prices was higher than the 

previous month’s reading of 0.5% but in line with consensus estimates of 0.8%. Excluding 

energy and food prices, PPI rose 0.5% from the prior month, slightly below expectations of 

0.6%. Lastly, core PPI, which excludes food, energy, and trade prices, rose 0.5% from the 

previous month, slightly lower than last month’s report of 0.6% and in line with the consensus 

forecast of 0.5%. 

 

 
 

The chart above shows the annual change in headline and core PPI. Last month, headline PPI 

rose 10.8% from the previous month, while core PPI rose 6.8%. 

 

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 

EST Speaker or Event

14:00 Lael Brainard Discusses Community Reinvestment Act Member of the Board of Governors

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position
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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. 

 

  
 

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

China FDI YTD CNY y/y May 17.3% 20.5% * Equity and bond neutral

Japan Capacity Utilization m/m Apr 0.0% -1.6% *** Equity and bond neutral

Industrial Production m/m Apr -1.5% -1.3% *** Equity and bond neutral

India Wholesale Prices y/y May 15.88% 15.08% 15.30% ** Equity bearish, bond bullish

Australia CBA Household Spending y/y May 2.9% 5.0% *** Equity and bond neutral

NAB Business Conditions m/m May 16 20 ** Equity bearish, bond bullish

NAB Business Confidence m/m May 6 10 ** Equity bearish, bond bullish

New Zealand Food Prices m/m May 0.7% 0.1% *** Equity bearish, bond bullish

EUROPE

Eurozone ZEW Survey Expectations m/m Jun -28.0 -29.5 ** Equity and bond neutral

Germany Wholesale Price Index m/m May 1.0% 2.1% ** Equity and bond neutral

CPI y/y May 7.9% 7.9% 7.9% *** Equity and bond neutral

CPI EU Harmonized y/y May 8.7% 8.7% 8.7% *** Equity and bond neutral

ZEW Survey Expectations m/m Jun -28.0 -34.3 -26.8 ** Equity and bond neutral

ZEW Survey Current Situation m/m Jun -27.6 -36.5 -31 ** Equity and bond neutral

UK Claimant Count Rate m/m May 4.0% 4.1% *** Equity and bond neutral

Jobless Claims Change m/m May -19.7k -56.9k *** Equity and bond neutral

Average Weekly Earnings 3M/YoY y/y Apr 6.8% 7.0% 7.4% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 174 172 2 Up

3-mo T-bill yield (bps) 156 165 -9 Up

TED spread (bps) 19 7 12 Widening

U.S. Sibor/OIS spread (bps) 187 183 4 Up

U.S. Libor/OIS spread (bps) 195 190 5 Up

10-yr T-note (%) 3.31 3.36 -0.05 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

PBOC 1-Year Med-Term Lending Facility 2.850% 2.850% Below Forecast

PBOC 1-Year Med-Term Lending (Bil.) 100.0 100.0 Below Forecast
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Weather 
 

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

the Pacific and New England regions, with warmer-than-normal temperatures for the rest of the 

country. 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 is cyclone 

activity developing near the coast of Nicaragua; however, it is not expected to develop into a 

tropical storm within the next 48 hours. 

Price Prior Change Explanation

Brent $123.35 $122.27 0.88% Demand Pessimism

WTI $121.93 $120.93 0.83%

Natural Gas $8.69 $8.61 0.93%

Crack Spread $52.77 $51.38 2.71%

12-mo strip crack $39.10 $37.97 2.98%

Ethanol rack $3.03 $3.03 -0.32%

Metals

Gold $1,823.72 $1,819.26 0.25%

Silver $21.14 $21.08 0.32%

Copper contract $422.95 $422.80 0.04%

Grains

Corn contract $715.00 $721.50 -0.90%

Wheat contract $1,069.50 $1,086.00 -1.52%

Soybeans contract $1,539.50 $1,533.75 0.37%

Shipping

Baltic Dry Freight 2,260            2,320            -60

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 0.3

Distillates (mb) -0.8

Refinery run rates (%) 0.4%

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 6/13/2022 close) 

 

-50% 0% 50% 100%

Consumer Discretionary
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Financials

Industrials
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Materials
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Utilities

Energy
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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 6/13/2022 close) 

 

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

Growth

Small Cap

Real Estate

Large Cap

Mid Cap

Foreign Developed ($)

US Corporate Bond

Emerging Markets ($)

US High Yield

Emerging Markets (local currency)

US Government Bond

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 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. 


