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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 22, 2022—9:30 AM EDT] Global equity markets are lower this morning. In 

Europe, the EuroStoxx 50 index fell 2.0% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed down 2.8%. Chinese markets were lower, with the Shanghai Composite closing 

down 1.2% from its prior close and the Shenzhen Composite closing down 1.3%. 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 (6/21/2022) (with associated podcast): “The 2022 Mid-

Year Geopolitical Outlook” 

• 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) 

 

Our Comment opens with an update on the Russia-Ukraine war, including news that Russian 

President Putin has launched a major purge and reorganization of his top military command amid 

ongoing shortcomings in the war effort.  We next review other international and U.S. 

developments with the potential to affect the financial markets today, including wide-ranging 

fallout from the war and signs of further labor union actions.  We close with the latest news on 

the coronavirus pandemic. 

 

Note:  Because COVID-19 has become more endemic and in most countries isn’t disrupting the 

economy or politics as much as it did previously, we will drop our dedicated COVID-19 section 

beginning July 1.  We will continue to cover pandemic news as needed within our main text. 

 

Russia-Ukraine:  Even as Russian forces continue to make slow, plodding progress in seizing 

Ukraine’s northeastern Donbas region, new intelligence reports indicate President Putin has fired 

 

Daily Comment 
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and Thomas Wash 
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Army General Alexander Dvornikov from his role as the commander of Russia’s Southern 

Military District (SMD), which also entailed leading the invasion of Ukraine.  Putin has instead 

named Army General Sergey Surovikin as head of the SMD and, separately, Colonel-General 

Gennady Zhidko, the head of the Military-Political Directorate of the Russian Armed Forces, as 

commander of the invasion.  Notably, the Military-Political Directorate is focused on 

maintaining morale and ideological control over the military, just as it did in the Red Army 

during the Cold War.  These personnel moves, along with others, suggest Putin is carrying out a 

broad purge of underperformers, which in itself is additional evidence that the Russian forces are 

still struggling with massive shortcomings in the face of strong resistance from the Ukrainians. 

• In other war news, a major Russian oil and gas refinery close to the Ukrainian border was 

set ablaze today after a drone allegedly controlled by Kyiv’s forces crashed into it.  Video 

on social media showed two drones crashing into the facility and setting off the fire, and 

local authorities claim they have recovered the remains of both drones.  If the drones 

prove to be “kamikaze” weapons recently provided by the West, the attack on Russian 

soil would further inflame President Putin and tempt him to escalate the conflict. 

• Indeed, Russian military forces have been staging mock missile attacks on NATO 

member Estonia as part of their planned exercises close to the Estonian border.  Reports 

indicate a Russian military helicopter also crossed into Estonian airspace with its 

transponders off, prompting Tallinn to call in the Russian ambassador to complain. 

• As Russia continues crimping its natural gas deliveries to Western European countries in 

retaliation for their sanctions and other support to Ukraine, International Energy Agency 

chief Fatih Birol warned the Europeans must prepare immediately for the complete 

severance of Russian gas exports this winter. 

o According to Birol, “The nearer we are coming to winter, the more we understand 

Russia’s intentions.  I believe the [gas] cuts are geared towards avoiding Europe 

filling storage, and increasing Russia’s leverage in the winter months.” 

o To help cushion the blow, Birol urged Western European governments to take 

further measures to cut demand, temporarily fire up old coal-fired electricity 

plants, and keep ageing nuclear power stations open. 

o He also suggested that any additional CO₂ emissions from burning coal would be 

offset by an acceleration in Europe’s plans to cut its reliance on imported fossil 

fuels and build up renewable generation capacity. 

• Industry executives say the Indian government has encouraged its state-owned energy 

companies to scoop up cheap Russian crude that otherwise wouldn’t have a market 

because of Western sanctions.  The Indian purchases, which include new long-term 

contracts, will take the sting out of the sanctions and essentially help provide funding for 

Russia’s invasion of Ukraine. 

 

Italy:  The anti-establishment Five Star Movement, the largest party in Prime Minister Draghi’s 

national unity government, is splitting up amid internal disputes over the war in Ukraine. 

• Foreign Minister Luigi Di Maio, one of the party’s most prominent members and a strong 

supporter of Italy’s backing of Ukraine, said he would form a new, pro-government party 
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that will remain in the governing coalition.  He will take about 60 of the party’s 227 

lawmakers with him. 

• That could eventually prompt Former Prime Minister Conte to pull his more radical 

followers out of the coalition and potentially bring down the government. 

 

Georgia:  After the European Commission recommended against giving the country EU 

candidate status last week, tens of thousands of Georgians have been protesting in the streets of 

Tbilisi and casting blame on the government.  The protests against the pro-Kremlin leadership 

are another example of how Putin’s invasion of Ukraine has backfired by further isolating Russia 

and its supporters. 

 

United Kingdom:  As a strike by railway workers has already shut down much of the U.K.’s 

transportation system, the country’s main teacher unions are threatening to walk off the job this 

autumn if the government doesn’t agree to a 12% pay hike for their members.  The news 

illustrates how labor has come to feel more empowered in major developed countries, 

threatening further strikes and other measures to bring down wealth and income inequality.  If 

successful, the labor actions could lead to higher business costs, more inflation, narrower profit 

margins, and potentially lower equity valuations going forward. 

 

Global Travel Chaos:  With the end of pandemic restrictions leaving people desperate to travel 

but airlines stuck with insufficient workers, airports across the globe are struggling with flight 

delays, cancellations, long lines, and lost baggage.  Some airport officials are bracing for the 

disruptions to last into the fall, forecasting that pent-up demand for travel won’t let up. 

 

U.S. Monetary Policy:  Treasury Secretary Yellen, a former Federal Reserve governor, 

yesterday argued that the Fed’s current interest-rate hikes could bring down inflation without 

pushing the economy into recession.  According to Yellen, today’s unusually low labor force 

participation rate means there are plenty of workers on the sidelines who could start looking for 

work because of rising wages. 

• In Yellen’s view, increased labor supply coupled with rising interest rates would help 

bring down inflation before economic growth slows too much. 

• We would note, however, that the labor force participation rate hasn’t shown signs of 

improving much, even after many months of high and rapidly rising wage rates. 

• We also may get Fed Chair Powell’s view on the matter today, when he begins two days 

of testimony before Congress on the central bank’s monetary policy plans.  Powell and 

other current Fed policymakers are clearly panicked about inflation and seem willing to 

risk an economic slowdown by tightening policy aggressively, even if they aren’t willing 

to say so publicly.  Concern over what Powell might say in that regard is probably a key 

reason global risk markets are weaker so far today. 

 

U.S. Fiscal Policy:  President Biden today will propose a three-month suspension of the federal 

gasoline tax of 18.4 cents per gallon.  As we noted in our Comment yesterday, the federal tax 

only amounts to about 3.7% of today’s average retail price, illustrating how Biden is stuck with 

https://www.ft.com/content/af56fc79-b477-4541-8543-c994f5e1c41a
https://www.ft.com/content/af56fc79-b477-4541-8543-c994f5e1c41a
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https://www.ft.com/content/edc85667-9471-4934-920d-f80a8dc83393
https://www.wsj.com/articles/airports-around-the-world-battle-long-lines-canceled-flights-11655818127?mod=hp_lead_pos11
https://www.wsj.com/articles/airports-around-the-world-battle-long-lines-canceled-flights-11655818127?mod=hp_lead_pos11
https://www.wsj.com/articles/biden-to-appoint-first-native-american-treasurer-11655817737?mod=hp_listb_pos2
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https://www.wsj.com/articles/biden-expected-to-call-for-temporary-federal-gasoline-tax-suspension-11655854337?mod=hp_lead_pos3
https://www.wsj.com/articles/biden-expected-to-call-for-temporary-federal-gasoline-tax-suspension-11655854337?mod=hp_lead_pos3
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few good ways to address soaring energy prices in the near term.  On top of that, lawmakers in 

Congress look unlikely to approve the plan. 

 

U.S. Regulatory Policy:  The Biden administration yesterday indicated it plans to issue a rule 

eliminating virtually all nicotine from cigarettes to make them less addictive and help people quit 

smoking.  Under the plan, the FDA will formally propose the rule on May 23, although it 

probably wouldn’t take effect until years after that date. 

 

U.S. Labor Market:  While the major economic data series are starting to hint at a slowdown in 

the economy, more granular private data and anecdotes are doing the same.  According to the 

Wall Street Journal, more companies in multiple industries have been rescinding job offers in 

recent weeks.  Many major firms have also announced reduced hiring plans, hiring freezes, and 

even layoffs.  We expect labor demand to cool further in response to factors such as rising 

interest rates, high inflation, slowing economic growth in China, and uncertainty regarding the 

Ukraine war. 

 

COVID-19:  Official data show confirmed cases have risen to  540,643,457 worldwide, with 

6,322,412 deaths.  The countries currently reporting the highest rates of new infections include 

the U.S., Taiwan, Germany, and Brazil.  (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 86,456,273, with 1,014,040 deaths.  In data on 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. 

 

• 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 96,218, down 15% from two weeks ago.  The seven-day average of people 

hospitalized with confirmed or suspected COVID-19 came in at 29,934 yesterday, up 2% 

from two weeks earlier.  New COVID-19 deaths are now averaging 289 per day, down 

11% from two weeks earlier. 

• Moderna (MRNA, $129.99) released clinical trial results showing its two-strain vaccine 

booster increases immunity against the fast-spreading Omicron subvariants.  In a request 

that regulators approve the use of the vaccine, the company argued that the higher level 

of protection compared with the company’s existing vaccine justified switching to the 

new booster, which could help prevent “a large rise in cases” in early autumn. 

 

U.S. Economic Releases  

 

Mortgage applications rose for the second consecutive week, according to the Mortgage Bankers 

Association. MBA mortgage application index was 4.2% higher than the previous week. The 

index for home purchases rose 7.9% from the prior week, while the refinance index rose 3.1%. 

The increase in mortgage demand may be related to potential home buyers looking to lock in a 

rate before it goes even higher. The average 30-year fixed-rate mortgage made its biggest weekly 

jump in 13 years. In the week ending June 17, the 30-year fixed-rate mortgage rose 33 bps to 

5.98%. 

https://www.wsj.com/articles/biden-administration-targets-removal-of-most-nicotine-from-cigarettes-11655842130?mod=hp_lead_pos2
https://www.wsj.com/articles/biden-administration-targets-removal-of-most-nicotine-from-cigarettes-11655842130?mod=hp_lead_pos2
https://www.wsj.com/articles/more-companies-start-to-rescind-job-offers-11655865283?mod=hp_lead_pos10
https://www.nytimes.com/live/2022/06/22/world/covid-19-mandates-vaccine-cases
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
https://www.ft.com/content/b9109f23-896a-48eb-8de5-1694ac7b57ba
https://www.ft.com/content/b9109f23-896a-48eb-8de5-1694ac7b57ba
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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. 
 

  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 
 

EST Speaker or Event

9:00 Thomas Barkin Speaks to West Virginia Chamber of Commerce President of the Federal Reserve Bank of Richmond

9:30 Jerome Powell Delivers Semi-Annual Testimony to Senate Chairman of the Board of Governors

12:00 Thomas Barkin Speaks to the Federal City Council President of the Federal Reserve Bank of Richmond

12:50 Charles Evans Discusses the Economic Outlook President of the Federal Reserve Bank of Chicago

13:30 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Machine Tool Orders y/y May 23.7% 23.7% * Equity and bond neutral

Australia Westpac Leading Index m/m May -0.06% -0.15% ** Equity and bond neutral

New Zealand Trade Balance NZD m/m May 263m 584m ** Equity and bond neutral

Credit Card Spending y/y May 2.2% 1.1% ** Equity bullish, bond bearish

EUROPE

UK CPI y/y May 9.1% 9.0% 9.1% ** Equity and bond neutral

CPI Core y/y May 5.9% 6.2% 6.0% ** Equity and bond neutral

RPI y/y May 11.7% 11.1% 11.4% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y May 11.8% 11.2% 11.5% *** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 17-Jun $198194m $198742m ** Equity and bond neutral
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Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 

 

  
 

Weather 
 

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

the country and cooler-than-normal temperatures in New Mexico.  Wetter-than-normal 

conditions are expected in the Southwest and the East Coast, 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 no cyclone 

activity expected within the next 48 hours. 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 212 210 2 Up

3-mo T-bill yield (bps) 151 161 -10 Up

TED spread (bps) 61 49 12 Widening

U.S. Sibor/OIS spread (bps) 199 197 2 Up

U.S. Libor/OIS spread (bps) 206 205 1 Up

10-yr T-note (%) 3.22 3.28 -0.06 Up

Euribor/OIS spread (bps) -16 -18 2 Neutral

Currencies Direction

Dollar Up Up

Euro Flat Down

Yen Up Down

Pound Down Down

Franc Flat Down

Price Prior Change Explanation

Brent $109.57 $114.65 -4.43% Recession worries

WTI $104.08 $109.52 -4.97%

Natural Gas $6.68 $6.81 -1.84%

Crack Spread $54.70 $57.10 -4.20%

12-mo strip crack $38.57 $40.32 -4.33%

Ethanol rack $2.96 $2.98 -0.52%

Metals

Gold $1,828.47 $1,832.98 -0.25%

Silver $21.39 $21.69 -1.36%

Copper contract $391.95 $404.85 -3.19%

Grains

Corn contract $700.25 $701.50 -0.18%

Wheat contract $1,009.00 $987.25 2.20%

Soybeans contract $1,487.25 $1,510.50 -1.54%

Shipping

Baltic Dry Freight 2,484            2,596            -112

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) -1.0

Distillates (mb) -0.5

Refinery run rates (%) 0.5%

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 6/21/2022 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 6/21/2022 close) 

 

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

Growth

Small Cap

Real Estate

Large Cap

Mid Cap

Foreign Developed ($)

US Corporate Bond

Emerging Markets ($)

Emerging Markets (local currency)

US High Yield

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 Update 

 

June 16, 2022 
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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. 


