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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 17, 2022—9:30 AM EDT] Global equity markets are higher this morning. In 

Europe, the EuroStoxx 50 index is currently up 1.3% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed up 0.1%. Chinese markets were higher, with the Shanghai Composite 

closing up 1.0% from its prior close and the Shenzhen Composite closing up 1.2%. 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 (6/16/2022): 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) 

 

Note: the markets and our office are closed on Monday, June 20, in observance of the Juneteenth 

holiday. Our next report will be published on Tuesday, June 21.  

 

Today’s Comment starts with a discussion about Thursday's steep sell-off in equities. Next, we 

review the latest news from Ukraine followed by a brief overview of market headlines, including 

the BOJ's policy decision, rising mortgage rates, and new details about the ECB's anti-crisis tool. 

Finally, we wrap up the report with our daily COVID coverage. 

 

About yesterday: On Thursday, equity prices slumped, the dollar weakened, and bond prices 

rose as investors continued to de-risk their portfolios. Recession worries are rising, triggering 

this caution. Even Energy, the best performing sector this year, has declined 12% over concerns 

that the industry will face windfall profit taxes. Although the likelihood of a recession is 

elevated, we note that a recession isn't likely this year. 
 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_6_6_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_16_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_16_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_16_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_June_16_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q222.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jun_13_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update1_Feb2022.pdf
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1. Default rates have not shot up drastically over the last few months. The S&P/Experian 

Consumer Credit Default Composite Index shows that consumer defaults are still well 

below the level they were in 2020. 

2. Firms are hiring at a solid pace. The latest payroll report showed that the U.S. economy 

added 390,000 jobs in May, well above the 10-year median of 218k. The modest rise in 

initial claims is nowhere near an area of concern. 

3. The financial system remains stable. We have been concerned that crypto may have 

infiltrated the traditional banking system, but the fact that we haven't seen signs of stress 

despite a collapse in cryptocurrencies is a positive sign. We remain vigilant, but so far, so 

good. 

 

That said, equities may receive a boost today due to the expiration of stock options, stock index 

futures, and stock index options contracts on the same day, also known as the quarterly triple 

witching. Set to expire are $3.5 trillion worth of options, which could lead to some short-

covering.  

 

Russia-Ukraine update: European leaders met with Ukrainian President Volodymyr Zelensky 

on Thursday to reaffirm their commitment to the country’s military effort. During the visit, 

Zelensky emphasized that an attack on Ukraine is an attack on all of Europe. He said that 

although he is committed to his country joining the European Union, Ukraine still needs more 

weapons to defend itself. Meanwhile, Russia is growing more confident that it will take over 

Donbas. Kremlin spokesperson Dmitry Peskov claimed that Russian soldiers are being 

welcomed by residents within the regions. However, in what appeared to be a concession, 

Peskov admitted that Russia's intention to occupy other territories in Ukraine, specifically Odesa, 

Kharkiv, and Kherson, will depend on the “will of local people.” The comment seemed to 

suggest that Russia may be satisfied with just taking over Donbas and Luhansk. If true, it would 

be a remarkable scale-down of its initial aim to conquer the entire country. In another sign of de-

escalation, Peskov signaled that Russia would not retaliate against Baltic countries that apply to 

join NATO. 

  

It will be difficult for the West to support the war in the long run if Russia maintains this stance. 

The war has pushed inflation higher in most countries, forcing central banks to tighten monetary 

policy to restore price stability. Rising interest rates and prices have already slowed the global 

economy and may tip some countries into recession, which is why the West may be open to 

compromise. Assuming Moscow will stop its invasion in exchange for control over the Donbas 

and Luhansk regions, the West could push Ukraine to engage in ceasefire talks. Zelensky will 

likely not be happy, but he may not have any choice but to negotiate given his dependence on the 

West for weapons. French President Macron has already hinted that he does not want to see 

Putin humiliated by this conflict. Meanwhile, politicians in the U.S. are growing skeptical of 

helping Ukraine fight a war indefinitely. As a result, we believe that an off-ramp is forming in 

the conflict, which should offer some relief to equities. 

● More European countries are reporting problems receiving gas supplies from Russia. On 

Wednesday, Gazprom stated that turbine issues have made it difficult to deliver LNG to 

Germany and Italy. On Thursday, Slovakia and Austria also reported having their 

supplies cut from the state-owned energy company. Europe believes the moves are 

https://www.spglobal.com/spdji/en/indices/indicators/sp-experian-consumer-credit-default-composite-index/
https://www.spglobal.com/spdji/en/indices/indicators/sp-experian-consumer-credit-default-composite-index/
https://www.spglobal.com/spdji/en/indices/indicators/sp-experian-consumer-credit-default-composite-index/
https://www.bls.gov/news.release/empsit.nr0.htm
https://www.bls.gov/news.release/empsit.nr0.htm
https://www.bloomberg.com/news/articles/2022-06-16/u-s-stock-futures-rise-lennar-walmart-gain?sref=uIvt3NFS
https://www.cnn.com/europe/live-news/russia-ukraine-war-news-06-16-22/h_802d0110a474734b5a7f0e73bca5ff2d
https://www.cnn.com/europe/live-news/russia-ukraine-war-news-06-16-22/h_f7488d895e9deee35f5c1652c76a67d4
https://www.cnn.com/europe/live-news/russia-ukraine-war-news-06-16-22/h_f7488d895e9deee35f5c1652c76a67d4
https://www.ft.com/content/9cdd8457-0e5a-4452-af3e-9df7107fd128
https://www.ft.com/content/9cdd8457-0e5a-4452-af3e-9df7107fd128
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political retaliation for its support of Ukraine and could force the bloc to accelerate plans 

to wean itself from its reliance on Russia. As a result, the lack of supply has pushed 

natural gas prices upward. 

● Moldova and Ukraine received candidate status to join the European Union. 

 

Mortgage rates: U.S. home mortgages rose to their highest rate since 2008. According to 

Freddie Mac, the average interest rates on 30-year mortgages rose by more than half a percentage 

point to 5.78%. The rise in mortgage rates is due to heightened inflation concerns. Thus, the 

sharp rise in mortgage rates will likely contribute to a slowdown in home prices. 

● In slightly related news, research from Cox Automotive showed that the typical new car 

payment could be as high as $712 a month due to rising interest rates and car prices. The 

decline in new-car affordability will likely dampen demand for auto purchases. Cox data 

shows it takes 41.3 weeks of income for the typical person to afford a new car. 

 

 
(Source: Cox Automotive) 

 

Bank of Japan: The BOJ held firm in maintaining its ultra-easy monetary policy. Although 

there were no expectations that the central bank would raise interest rates, there was speculation 

that the yen's weakness could pressure the BOJ to change its yield curve control strategy. The 

yen slumped following the news of inactivity from other central banks. Bank Governor Haruhiko 

Kuroda stated that the central bank will take appropriate action to decrease bond market liquidity 

but will avoid tightening monetary policy because it does not want to place downward pressure 

on the economy.  

● The Bank of Japan would take huge losses on its balance sheet if it were to end monetary 

easing. According to research from Bloomberg, an upward shift in the yield curve of 100 

bps could lead to a $219 billion loss on the BOJ’s holdings. 

 

European fragmentation: The ECB announced it would fund the purchase of bonds through the 

sale of securities within its portfolio. The central bank wants to prevent bond yield spreads 

https://www.bloomberg.com/news/articles/2022-06-16/ukraine-moldova-set-to-get-initial-eu-nods-on-membership-path?srnd=premium&sref=uIvt3NFS
https://www.marketwatch.com/story/mortgage-rates-surge-in-latest-week-by-most-since-1987-freddie-mac-11655388333
https://www.marketwatch.com/story/mortgage-rates-surge-in-latest-week-by-most-since-1987-freddie-mac-11655388333
https://www.coxautoinc.com/market-insights/may-2022-vai/
https://www.coxautoinc.com/market-insights/may-2022-vai/
https://www.reuters.com/markets/currencies/boj-maintain-ultra-low-rates-sound-warning-over-weak-yen-2022-06-16/
https://www.reuters.com/markets/rates-bonds/yen-slump-may-open-scope-japans-central-bank-tweak-policy-2022-06-15/
https://www.bloomberg.com/news/articles/2022-06-16/boj-faces-200-billion-hit-if-it-loses-control-of-the-curve?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-06-16/ecb-likely-to-offset-bond-buying-under-new-anti-crisis-tool?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-06-16/ecb-likely-to-offset-bond-buying-under-new-anti-crisis-tool?sref=uIvt3NFS
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between Eurozone members. The bank will look to prevent widening by purchasing bonds of 

periphery countries. In related news, Klaas Knot, a member of the ECB Governing Council, 

stated that he expects rates to increase by 2.00% by 2023. The ECB is currently walking a thin 

line on its monetary policy by trying to raise rates without leading to another debt crisis. At this 

time, we are paying close attention to the situation. 

 

China sales slump: A major Chinese retailer expressed concern about consumer reluctance to 

shop. The drop in sales suggests that consumer confidence is still low after easing COVID 

restrictions. If this continues, the lack of demand could lead to weaker economic growth in 

China. 

 

COVID-19: Official data show confirmed cases have risen to 537,736,109 worldwide, with 

6,315,979 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 86,050,615, with 1,013,006 deaths. Regarding the U.S. vaccination program, the 

number of people considered fully vaccinated now totals 221,924,152, equal to 66.8% of the 

total population. 

• The WTO agreed to ease patent restrictions on vaccines to allow manufacturers to make 

and export more shots to countries in need. 

 

U.S. Economic Releases  

 

There have been no major U.S. economic releases so far today.  The table below lists the 

economic releases and/or Fed events scheduled for the rest of the day. 

 

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis. The most significant 

international news that was released overnight is outlined below. Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators. The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important. We note that these ratings do 

change over time as economic circumstances change. Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market. Red 

indicates a concerning development, yellow indicates an emerging trend that we are following 

closely for possible complications, and green indicates neutral conditions. We will add a 

paragraph below if any development merits further explanation. 
 

EST Indicator Expected Prior Rating

9:15 Industrial Production m/m May 0.4% 1.1% ***

9:15 Industrial Capacity Utilization m/m May 79.2% 79.0% **

10:00 Leading Economic Indicators m/m May -0.4% -3.3% ***

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.reuters.com/markets/europe/ecbs-knot-says-several-50-bps-rate-hikes-possible-if-inflation-worsens-2022-06-17/
https://news.yahoo.com/china-no-2-online-mall-220000350.html
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://www.wsj.com/articles/wto-nations-agree-to-ease-patent-rights-to-boost-covid-19-vaccine-supplies-in-poorer-nations-11655441416
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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

New Zealand BusinessNZ Manufacturing PMI m/m May 52.9 51.2 *** Equity bullish, bond bearish

EUROPE

Eurozone CPI y/y May F 8.1% 7.4% 8.1% *** Equity and bond neutral

Core CPI y/y May F 3.8% 3.8% 3.8% ** Equity and bond neutral

Italy Trade Balance m/m Apr -3.666b -0.229b * Equity bearish, bond bullish

AMERICAS

Canada Industrial Prices m/m May 1.7% 0.8% 0.1% ** Equity bearish, bond bearish

Raw Material Prices m/m May 2.5% -2.0% * Equity bearish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 203 200 3 Up

3-mo T-bill yield (bps) 150 151 -1 Up

TED spread (bps) 53 50 3 Widening

U.S. Sibor/OIS spread (bps) 194 193 1 Up

U.S. Libor/OIS spread (bps) 203 201 2 Up

10-yr T-note (%) 3.21 3.20 0.01 Up

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

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Up Down

Central Bank Action Current Prior Expected

Bank of Japan Policy Balance Rate -0.100% -0.100% -0.100% On Forecast

Bank of Japan 10-Yr Yield Target 0.000% 0.000% 0.000% 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 in the 

Southwest, with dry conditions expected in the central Rocky Mountain region, the Mississippi 

Valley, and the Midwest. 

 

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 $119.88 $119.81 0.06%

WTI $117.44 $117.59 -0.13%

Natural Gas $7.25 $7.46 -2.85% Outage at LNG export facility boosting domestic supply.

Crack Spread $55.41 $55.59 -0.33%

12-mo strip crack $41.25 $40.74 1.25%

Ethanol rack $3.02 $3.02 -0.05%

Metals

Gold $1,847.32 $1,857.33 -0.54%

Silver $21.84 $21.96 -0.54%

Copper contract $410.55 $412.65 -0.51%

Grains

Corn contract $745.75 $735.00 1.46%

Wheat contract $1,086.50 $1,090.50 -0.37%

Soybeans contract $1,552.00 $1,543.25 0.57%

Shipping

Baltic Dry Freight 2,462            2,387            75

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) 92.0 90.0 2.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 6/16/2022 close) 
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-6.0% -5.0% -4.0% -3.0% -2.0% -1.0% 0.0%

Energy

Consumer Discretionary

Technology
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Industrials

S&P 500

Real Estate
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Utilities

Healthcare

Consumer Staples

Prior Trading Day Total Return

(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 6/16/2022 close) 

 

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

Growth

Small Cap

Real Estate

Large Cap

Mid Cap

Foreign Developed ($)

Emerging Markets ($)

US Corporate Bond

Emerging Markets (local currency)

Value

US High Yield

US Government Bond

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 16, 2022 
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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. 


