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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 16, 2022—9:30 AM EDT] Global equity markets are mostly lower this morning. 

In Europe, the EuroStoxx 50 index is currently down 2.8% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed down 1.5%.  Chinese markets were mixed, with the Shanghai 

Composite closing down 0.6% from its prior close and the Shenzhen Composite closing up 

0.4%. 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 (6/16/2022): We discuss the natural gas market, the threats 

made by the White House to the Energy sector, and the upcoming presidential visit 

to the Middle East. 

• 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) 

 

Today's Comment starts with a brief overview of central bank news from around the world, 

beginning with the market impact of the Federal Reserve’s decision to raise rates and ending 

with the broader market impact of global monetary tightening. Next, we examine the latest 

updates from the Russia-Ukraine war. We wrap up the report with U.S. economics and policy 

news and our daily COVID coverage.  

 

Central Bank News: The Federal Reserve, Bank of Japan, Bank of England, Swiss National 

Bank, and European Central Bank all announced important news.  

 

Federal Reserve: The Federal Reserve raised its benchmark rate by 75 bps, the most 

significant hike since 1994. The market widely expected the increase as the hotter-than-

anticipated CPI report suggested that inflation will probably be more challenging to tame 
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than many FOMC members had initially expected. As a result, the Fed stated it is 

"strongly committed" to returning inflation to its 2% target.  

 

Following the Fed meeting, Chair Powell stated that hikes of 75 bps would not be 

common and that typical hikes will probably be around 50 or 25 bps. The market reacted 

positively to the comment as many investors feared the Fed could raise rates by 75 bps or 

more throughout the rest of the year. Equities, bond prices, and crypto all rallied 

following Powell’s statement. The latest dots plot has the terminal fed funds rate at 

around 3.35%, suggesting this 75-bps hike was likely a one-off. This sentiment was 

further supported by the dissent from traditional hawk Kansas City Fed President Esther 

George in favor of a 50-bps hike. That said, the day after the Fed meeting, equity futures 

dipped over concerns that the central bank will not be successful in navigating a soft 

landing.  

 

 
 

Bank of Japan: The BOJ is under pressure to lift its yield target of 25 bps. The yen has 

weakened significantly over the last few weeks due to concerns that the central bank is 

not doing enough to curtail inflation. However, the Fed's decision to raise rates by 75 bps 

has at least temporarily provided some relief to the yen. There is growing speculation that 

the BOJ could decide to lift its yield cap to 50 bps. If this happens, the yen will likely 

appreciate against the U.S. dollar. 

 

European Central Bank: The ECB governing council announced its plan to create a 

"new anti-fragmentation instrument" to quell concerns about a potential European debt 

crisis. Following the central bank’s decision to raise rates, there have been growing 

concerns about fragmentations within the EU. Fragmentation is when borrowing costs 

among countries diverge. To prevent interest rates from rising too much, the ECB will 

likely implement a form of yield curve control. One way to keep rates down involves the 

https://www.reuters.com/markets/rates-bonds/yen-slump-may-open-scope-japans-central-bank-tweak-policy-2022-06-15/
https://www.cnbc.com/2022/06/15/emergency-meeting-european-central-bank-to-create-new-tool-to-address-fragmentation-risk-.html
https://www.cnbc.com/2022/06/15/emergency-meeting-european-central-bank-to-create-new-tool-to-address-fragmentation-risk-.html
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bank reinvesting proceeds from its portfolio into the bonds of vulnerable European 

economies. The move would likely mean the euro could weaken against the dollar. 

 

Swiss National Bank: The SNB lifted its policy rate for the first time since 2007, which 

caught many investors by surprise. The central bank raised its benchmark rate by 50 bps 

to -0.25% and signaled that it might tighten more to keep inflation in check. Besides 

fighting inflation, the SNB president stated that the bank would buy foreign currencies to 

prevent excessive appreciation of the Swiss franc.   

 

Bank of England: The BOE raised its benchmark rate by 25 bps to 1.25%, the bank’s 

fifth rate hike since December. The BOE policy rate has risen to its highest level since 

2009. In a statement, the bank stated it would raise rates more aggressively to stamp out 

inflation. Moreover, the rate hike was less than investors expected, leading to a drop in 

the sterling.  

 

In short, the Federal Reserve's decision to raise rates by 75 bps has given other central banks 

more confidence to increase their respective policy rates. We suspect the major central banks are 

following the Federal Reserve's lead in tightening, but their reluctance to become more hawkish 

is rooted in the desire to keep their country's currencies from appreciating against the dollar. As 

the Fed continues to tighten monetary policy, we suspect global equities could become less 

attractive. However, banks may provide some investment opportunities as the industry is better 

positioned to benefit from potentially higher margins.  

 

 
 

Russia-Ukraine: Fighting in Ukraine is currently at a deadlock, with neither side making 

noticeable gains. However, Russia appears to have the upper hand. President Biden pledged an 

https://www.bloomberg.com/news/articles/2022-06-16/snb-unexpectedly-raises-interest-rate-from-a-record-low?sref=uIvt3NFS
https://www.reuters.com/business/bank-england-hikes-rates-clamour-contain-spiralling-inflation-2022-02-03/
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additional $1 billion of military aid to help the Ukrainian soldiers in their war efforts. The new 

weapons will help Ukraine overcome Russia's massive firearm advantage. 

• French President Emmanuel Macron and Italian Prime Minister Mario Draghi are 

heading to Ukraine to meet with Volodymyr Zelensky. On the trip, the three leaders will 

discuss Europe's ongoing support for Ukraine in its fight against Russia. Meanwhile, Xi 

held a birthday phone call with Vladimir Putin to reaffirm China’s support for Russia. 

The talks were reportedly cordial; however, the two sides have offered different accounts 

of the call. Moscow alleged Beijing had offered to provide economic and military aid, 

while Beijing has maintained that it has only pushed for peace with no aid guaranteed. 

The differing description of the conversation highlights the underlying tensions between 

Beijing and Moscow. As long as China does not commit to supporting Russia 

significantly, the risk of war contagion is limited.  

● Russia reduced its supply of gas to Germany and Italy. The move comes as Moscow 

looks to pressure the EU to drop sanctions. European natural gas prices have surged.  

● NATO is looking to adopt the German model as it seeks to boost defense on its eastern 

flank. The German approach involves identifying military units that can be deployed to 

vulnerable countries on short notice as opposed to having troops stationed there 

indefinitely. The integration of European militaries is another sign that the Russian war is 

leading to more cooperation among NATO members.  

 

U.S. Economic and Policy News: Agricultural exporters are resilient in the face of inflation, and 

policymakers are scrutinizing crypto. 

 

U.S. Exporters: U.S. food exporters have shown strong pricing power even with a 

strengthening dollar. The ability to push costs onto their customers suggests related 

companies may be attractive for diversification. The chart below shows the terms of trade 

index, which compares the price of exports relative to the price of imports. Since the war 

broke out in Ukraine, food producers in the U.S. have had significantly more success in 

pushing the rising costs onto consumers abroad than their foreign competitors. This could 

mean that U.S. exporters have relative advantage over their peers.  
 

 

https://www.bloomberg.com/news/articles/2022-06-16/china-russia-give-differing-accounts-of-xi-putin-phone-call?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-06-16/china-russia-give-differing-accounts-of-xi-putin-phone-call?sref=uIvt3NFS
https://www.ft.com/content/1e972cf5-f42b-4ed8-b81b-6969dd91ccfd
https://www.bloomberg.com/news/articles/2022-06-16/germany-sets-path-for-beefed-up-nato-defenses-on-eastern-flank?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-06-16/germany-sets-path-for-beefed-up-nato-defenses-on-eastern-flank?sref=uIvt3NFS
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Crypto scrutiny: The House of Representatives Ways and Means Committee chair has 

asked a government watchdog to weigh in on crypto being used in retirement accounts. 

Policymakers have complained about the recent decline in digital assets and are looking 

for ways to regulate the crypto industry. The increased government scrutiny suggests that 

crypto is becoming more of a regulatory risk.  

 

COVID-19: Official data show confirmed cases have risen to 537,209,701 worldwide, with 

6,314,191 deaths. The countries currently reporting the highest rates of new infections include 

the U.S., Taiwan, Australia, and Germany. (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 85,935,634, with 1,012,577 deaths. Regarding the U.S. vaccination program, the 

number of people considered fully vaccinated now totals 221,883,332, equal to 66.8% of the 

total population. 

• FDA advisors approved the use of the Moderna vaccine for children six months to five 

years old. 

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ended June 11 fell to a seasonally 

adjusted 229,000, lower than the previous week’s revised reading of 232,000 but still above the 

consensus forecast of 217,000.  The four-week moving average of initial claims, which helps 

smooth out some of the volatility in the series, rose to 218,500.  The four-week moving average 

of initial jobless claims is now at its highest level since late January, possibly reflecting a rise in 

layoffs and weaker demand for labor in the face of high inflation and rising interest rates.  

Consistent with that thesis, the number of people continuing to draw benefits in the week ended 

June 4 rose to 1.312 million, above both the previous week’s revised level of 1.309 million and 

the expected level of 1.304 million.  This chart shows how initial jobless claims have fluctuated 

since just before the prior recession.  The chart is truncated through much of the pandemic period 

because of the extremely high level of claims at that time. 
 

 
 

https://cointelegraph.com/news/us-house-ways-and-means-chairman-asks-the-gao-to-check-out-crypto-in-retirement-plans
https://www.nytimes.com/live/2022/06/08/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://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://thehill.com/policy/3524998-fda-advisors-recommend-authorization-for-modernas-covid-shot-in-kids-5-and-under/
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To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed since the start of 2021. 
 

 
 

Separately, the Philadelphia FRB said its June Manufacturing Activity Index fell to a seasonally 

adjusted -3.3, far worse than both the May reading of 2.6 and the anticipated reading of 5.0.  The 

Philly Fed Index is designed so that positive readings point to expanding factory activity in the 

mid-Atlantic region, while negative readings point to contracting activity.  At its current level, 

the index suggests factory activity in the region has recently been falling for the first time since 

the initial months of the coronavirus pandemic.  The chart below shows how the index has 

fluctuated since just before the prior recession. 
 

 
 

Finally, May housing starts fell to a seasonally adjusted, annualized rate of 1.549 million units, 

down a sharp 14.4% from the revised April rate of 1.810 million units.  Much of the big decline 

in May came from the volatile multi-family sector, but even groundbreakings for single-family 

homes were down 9.2%.  May permits for new housing units dropped to a rate of 1.695 million 

units, down 7.0% from the previous month, with permitting for single-family homes down 5.5%.  

Compared with the same month one year earlier, total housing starts in May were down 5.1%, 
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while permits were up 3.0%.  The chart below shows the growth in new home starts by type of 

property since just before the previous recession. 
 

 
 

There are no further economic releases and/or Fed events scheduled for the rest of today.  

 

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 Trade Balance m/m May -¥2384.7b -¥842.8b -¥2040.4b ** Equity bearish, bond bullish

Adjusted Trade Balance m/m May -¥1931.4b -¥1618.9b -¥1704.5b * Equity bearish, bond bullish

Exports y/y May 15.8% 12.5% 16.1% * Equity bearish, bond bullish

Imports y/y May 48.9% 28.3% 44.0% * Equity bearish, bond bullish

Foreign Buying Japan Stocks w/w 10-Jun ¥206.4b -¥123.0b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 10-Jun -¥1103.0b ¥58.8b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 10-Jun -¥138.2b ¥742.2b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 10-Jun -¥867.2b -¥830.7b * Equity and bond neutral

Australia Employment Change m/m May 60.6k 4.4k 25.0k *** Equity bullish, bond bearish

Unemployment Rate m/m May 3.9% 3.9% 3.8% *** Equity and bond neutral

Participation Rate m/m May 66.7% 66.3% 66.4% ** Equity bullish, bond bearish

New Zealand GDP y/y Q1 1.2% 3.1% 2.4% *** Equity bearish, bond bullish

South Korea Export Price Index y/y May 23.5% 22.0% * Equity and bond neutral

Import Price Index y/y May 36.3% 35.4% * Equity and bond neutral

China New Home Prices m/m May -0.2% -0.3% * Equity bearish, bond bullish

India Trade Balance m/m May -$24.300b -$20.110b -$23.100b * Equity bearish, bond bullish

Exports y/y May 20.6% 30.7% ** Equity bearish, bond bullish

Imports y/y May 62.8% 31.0% ** Equity bearish, bond bullish

EUROPE

Eurozone EU27 New Car Registrations y/y May -11.2% -20.6% * Equity and bond neutral

Italy CPI, EU Harmonized y/y May F 7.3% 7.3% 7.3% *** Equity and bond neutral

AMERICAS

Canada Wholesale Trade Sales m/m Apr -0.5% 0.3% 0.2% * Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 200 183 17 Up

3-mo T-bill yield (bps) 163 159 4 Up

TED spread (bps) 38 24 14 Widening

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

U.S. Libor/OIS spread (bps) 202 198 4 Up

10-yr T-note (%) 3.49 3.29 0.20 Up

Euribor/OIS spread (bps) -18 -24 6 Neutral

Currencies Direction

Dollar Down Up

Euro Down Down

Yen Up Down

Pound Down Down

Franc Up Down

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 1.750% 1.000% 1.500% Above Forecast

FOMC Rate Decision (Lower Bound) 1.500% 0.750% 1.250% Above Forecast

Bank of England Bank Rate 1.250% 1.000% 1.250% On Forecast

Swiss National Bank Sight Deposit Rate -0.250% -0.750% -0.750% Above Forecast

Brazil Selic Rate 13.250% 12.750% 13.250% On Forecast
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Weather 
 

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

California, the Great Plains, and the Southeast, with cooler-than-normal temperatures in the 

Pacific Northwest and New England.  Wetter-than-normal conditions are expected along the 

border with Canada and in the Southwest, with dry conditions expected in the central Rocky 

Mountain region and the Mississippi Valley. 

 

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, but there is only a small chance that it will 

develop into a tropical storm within the next 48 hours. 

Price Prior Change Explanation

Brent $116.50 $118.51 -1.70%

WTI $113.47 $115.31 -1.60%

Natural Gas $7.78 $7.42 4.89%

Crack Spread $56.49 $56.43 0.11%

12-mo strip crack $40.46 $41.06 -1.44%

Ethanol rack $3.01 $3.02 -0.08%

Metals

Gold $1,818.01 $1,833.82 -0.86%

Silver $21.37 $21.69 -1.45%

Copper contract $411.15 $418.25 -1.70%

Grains

Corn contract $730.00 $721.00 1.25%

Wheat contract $1,067.75 $1,063.50 0.40%

Soybeans contract $1,530.00 $1,523.50 0.43%

Shipping

Baltic Dry Freight 2,387            2,284            103

Actual Expected Difference

Crude (mb) 2.0 -2.2 4.2

Gasoline (mb) -0.7 0.5 -1.2

Distillates (mb) 0.7 -0.5 1.2

Refinery run rates (%) -0.5% 0.3% -0.8%

Natural gas (bcf) 90.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 6/15/2022 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 6/15/2022 close) 

 

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

Growth

Small Cap

Real Estate
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Foreign Developed ($)

Mid Cap
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Emerging Markets ($)

Emerging Markets (local currency)
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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 16, 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

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 6/15/2022 = 19.5x

 
 

Based on our methodology,1 the current P/E is 19.5x, down 0.2x from last week.  Falling index 

values led to the decline in the multiple. 
 
 

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. 


