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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: August 2, 2022—9:30 AM EDT] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.8% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.6%. Chinese markets were lower, with the Shanghai Composite 

down 2.3% from its prior close and the Shenzhen Composite down 2.9%.  U.S. equity index 

futures are signaling a lower open.  With 296 companies having reported, the S&P 500 Q2 2022 

earnings stand at $57.30, higher than the $55.26 forecast for the quarter. The forecast reflects a 

4.3% increase from Q2 2021 earnings. Thus far this quarter, 75.0% of the companies have 

reported earnings above forecast, while 20.6% have reported earnings below forecast. 
 

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 (8/1/2022) (with associated podcast): “Political Crises 

for Top U.S. Allies” 

• Weekly Energy Update (7/28/2022): We take a look at the number of licensed drivers in 

the U.S. and comment on the new EU plan to restrain natural gas demand.   We also 

update weather events, including unusually heavy rainfall here in St. Louis this week.   

• Asset Allocation Quarterly – Q3 2022 (7/19/2022): Discussion of our asset allocation 

process, Q3 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (7/25/2022) (with associated podcast): “The Puzzle of the 

Labor Force” 

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

• Current Perspectives: “2022 Outlook: Update #2 – The Tails Become Fatter” 

(7/12/2022)   

 

Our Comment today opens with an update on the Russia-Ukraine war, where Russia continues to 

struggle with insufficient troop levels to make more significant territorial gains or to better 

defend against Ukraine’s counteroffensive in the south of the country.  We next review a wide 

range of other international and U.S. developments with the potential to affect the financial 

markets today, with a particular emphasis on U.S. House Speaker Pelosi’s visit to Taiwan and 

China’s risky saber-rattling in response to it. 

 

Russia-Ukraine: As Ukrainian forces ramp up their counteroffensive against the occupied 

southern city of Kherson, the Russians continue to shift troops there from the areas they occupy 

 

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_8_1_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jul_25_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_Update2_Jul2022.pdf
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-1
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in Ukraine’s northeastern Donbas region.  However, the Russians’ effort to reinforce Kherson 

may deprive them of the combat power they need to make further gains in the Donbas.  The shift 

may also tempt the Ukrainians to launch a separate counteroffensive against the weakened 

Russian defenders in the Donbas.  Meanwhile, the Russians continue to launch missile strikes 

across a wide swath of Ukrainian territory. 

• The Russian military’s need to shift troops from one battlefield to the other illustrates its 

continuing shortfall in troops.  In further evidence of that, U.S. and British military 

officials said that the Russian mercenary force known as the Wagner Group has been 

pulling troops out of Africa and redeploying them as regular Russian army units in 

Ukraine. 

• Separately, imagery and other analysis increasingly suggest that the Russian military was 

responsible for an explosion that killed more than 50 Ukrainian prisoners of war at a 

Russian-occupied prison over the weekend.  The Russian government had suggested that 

the Ukrainian military used precision rockets and artillery provided by the West to kill 

the POWs and prevent defections, but it now appears that the Russians staged the 

explosion and killed the POWs in yet another Russian violation of the Geneva 

Convention. 

• On the economic front, the Ukrainian infrastructure minister warned that the country’s 

grain exports will take a long time to ramp up, despite yesterday’s first successful 

shipment from Odessa since the war began.  The warning means Ukrainian supplies 

won’t quickly help alleviate the evolving global food crisis. 

 

United States-Taiwan-China: It now appears that House Speaker Pelosi intends to carry out her 

controversial visit to Taiwan today and tomorrow, despite strong but unspecified Chinese 

warnings not to do so and President Biden’s misgivings about the trip.  At this point, it’s not 

clear whether China’s warnings amount to anything more than posturing and bluster.  However, 

given that the country is much more powerful than when a House speaker last visited the island 

in 1997, it’s impossible to rule out a risky show of force that could lead to miscalculation and 

potential conflict.  That possibility is weighing on risk assets so far this morning. 

• In what is probably part of China’s response, this morning, Chinese fighter aircraft have 

buzzed the maritime boundary between the mainland and Taiwan. 

• On social media, we’ve also seen video of tanks patrolling a beach in China’s southern 

Xiamen province, opposite Taiwan.  Of course, there seems to be little reason for Chinese 

tanks to be patrolling their own beaches (and disrupting tourists playing in the surf).  

Most likely, the move aims to drive home the idea of the Chinese military attacking 

Taiwan’s beaches. 

• The People’s Liberation Army has put its Southern Theater Command on high alert and 

launched a series of military exercises in the South China Sea set to last until Saturday 

evening.  That makes sense, given that the Southern Theater Command has responsibility 

for the area off China’s southeast coast where Pelosi’s plane would likely travel enroute 

from Malaysia to Taiwan.  However, other than the tanks on the beach in Xiamen and 

reports of closed airspace around Fujian, we have seen no indication of any change in 

https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-1
https://www.wsj.com/articles/russia-shells-apartment-buildings-in-southern-ukraine-11659437030?mod=hp_lead_pos7
https://www.wsj.com/articles/russia-shells-apartment-buildings-in-southern-ukraine-11659437030?mod=hp_lead_pos7
https://breakingdefense.com/2022/07/russia-pulls-some-wagner-forces-from-africa-for-ukraine-townsend/?_ga=2.181112865.781976095.1659292189-1854046473.1642119966&utm_source=sailthru&utm_medium=email&utm_campaign=dfn-ebb
https://breakingdefense.com/2022/07/russia-pulls-some-wagner-forces-from-africa-for-ukraine-townsend/?_ga=2.181112865.781976095.1659292189-1854046473.1642119966&utm_source=sailthru&utm_medium=email&utm_campaign=dfn-ebb
https://breakingdefense.com/2022/07/russia-pulls-some-wagner-forces-from-africa-for-ukraine-townsend/?_ga=2.181112865.781976095.1659292189-1854046473.1642119966&utm_source=sailthru&utm_medium=email&utm_campaign=dfn-ebb
https://www.ft.com/content/bb850b5e-dc1d-4f13-a88b-cfabae2990cd
https://www.wsj.com/articles/nancy-pelosi-begins-asian-tour-in-singapore-as-china-again-warns-against-visiting-taiwan-11659358264?mod=hp_lead_pos4
https://www.wsj.com/articles/nancy-pelosi-begins-asian-tour-in-singapore-as-china-again-warns-against-visiting-taiwan-11659358264?mod=hp_lead_pos4
https://www.wsj.com/articles/global-stocks-markets-dow-update-08-02-2022-11659426098?mod=hp_lead_pos1
https://www.ft.com/content/50f56242-2bd7-44c6-8878-a755ad1e3043
https://www.youtube.com/watch?v=nsQFOkqlmLY
https://www.youtube.com/watch?v=nsQFOkqlmLY
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alert status for the Eastern Theater Command, which sits opposite Taiwan and would 

have key responsibility for any action against the island. 

 

 
Source:  U.S. Department of Defense 

 

Japan: Continuing its rebound since mid-July, the yen has now appreciated to a two-month high 

of about 131.00 per dollar.  The rebound reflects factors such as the recent retreat in U.S. bond 

yields and calculations that the Bank of Japan could abandon its yield curve control policy as 

other major central banks accelerate their interest-rate hikes to fight inflation.  The move also 

appears to reflect some safe-haven buying amid geopolitical tensions and global recession fears, 

as well as short-covering by major investors. 

 

Bulgaria: President Radev has called a snap election for October 2 and appointed Galab Donev, 

a former labor minister, to lead a caretaker government until a new administration is formed.  

The new election (the country’s fourth in the last two years) comes after the June collapse of the 

government run by Kiril Petkov, who came into office promising to fight the country’s rampant 

corruption, and who took an unusually strong line against Russia following the invasion of 

Ukraine. 

• Petkov’s government lost a vote of confidence after one of the parties in the fragile four-

party coalition abruptly pulled the plug.  Afterwards, no other political group was able to 

secure a majority to govern. 

• Observers now fear that the snap election could produce another fractured parliament, 

potentially undermining the European Union’s support for Ukraine in the war. 

 

https://www.ft.com/content/80c16dc8-9965-4648-bc29-edf7187eec4b
https://www.politico.eu/article/bulgarian-pm-petkov-government-lose-no-confidence-vote/?utm_source=POLITICO.EU&utm_campaign=1cf05b6c2e-EMAIL_CAMPAIGN_2022_08_02_04_18&utm_medium=email&utm_term=0_10959edeb5-1cf05b6c2e-190480045
https://www.politico.eu/article/bulgarian-pm-petkov-government-lose-no-confidence-vote/?utm_source=POLITICO.EU&utm_campaign=1cf05b6c2e-EMAIL_CAMPAIGN_2022_08_02_04_18&utm_medium=email&utm_term=0_10959edeb5-1cf05b6c2e-190480045
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Global Cryptocurrencies: The Securities and Exchange Commission has charged 11 people for 

a $300-million cryptocurrency pyramid scheme in which they used promoters to convince 

millions of investors worldwide to recruit others into the program.  Besides reflecting increased 

enforcement efforts by national authorities, the news is another black eye for the industry and 

will likely buttress calls for increased regulation. 

 

U.S. War on Terror: President Biden announced that a U.S. airstrike in Kabul, Afghanistan, 

killed Al Qaeda leader Ayman al Zawahiri, a founding member of the movement and one of the 

key strategists behind its international campaign of terror that culminated in the September 11 

attacks.  The strike was the U.S.’s first known counterterrorism operation in Afghanistan since it 

withdrew its forces last summer.  The attack shows that the U.S. retains the capability of striking 

terrorists in Afghanistan despite not having a permanent presence there. 

 

U.S. Bond Market: For the first time in this cycle, the yield on the three-month Treasury bill 

briefly rose above the yield on the 10-year note yesterday.  While the 2-year/10-year yield curve 

has been inverted for some time, Fed researchers consider the 3-month/10-year to be the better 

indicator of an impending recession.  The development will help keep investor concerns alive 

concerning a recession in the U.S. sometime over the next year or so. 

 

U.S. Antitrust Policy: The trial over the Justice Department’s effort to block a merger of major 

publishers has started.  The lawsuit, in which the DOJ is attempting to stop Penguin Random 

House’s planned acquisition of rival publisher Simon & Schuster, is expected to signal how 

successful the government will be in preventing industry consolidation and preserving market 

competition in the coming years. 

 

U.S. Economic Releases  
 

There were no economic releases prior to the publication of this report. The table below shows 

the economic releases and/or Federal Reserve 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 Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m Jun 11000k 11254k **

Wards Total Vehicle Sales m/m Jul 13.40m 13.00m **

EST Speaker or Event

10:00 Charles Evans Hosts Media Breakfast President of the Federal Reserve Bank of Chicago

13:00 Loretta Mester Takes Part in Washington Post Live Event President of the Federal Reserve Bank of Cleveland

18:45 James Bullard Speaks to the Money Marketeers President of the Federal Reserve Bank of St. Louis

Economic Releases

Federal Reserve

District or Position

https://www.ft.com/content/c011817f-7f1f-4462-95b5-d4e0fecd9004
https://www.ft.com/content/c011817f-7f1f-4462-95b5-d4e0fecd9004
https://www.wsj.com/articles/u-s-carried-out-first-known-counterrorism-strike-in-afghanistan-since-exit-11659391683?mod=hp_lead_pos3&mod=hp_lead_pos1
https://www.wsj.com/articles/u-s-carried-out-first-known-counterrorism-strike-in-afghanistan-since-exit-11659391683?mod=hp_lead_pos3&mod=hp_lead_pos1
https://www.wsj.com/livecoverage/stock-market-news-today-08-02-2022/card/fed-s-favorite-recession-indicator-flashes-warning-sign-R8a8IIiXTG45FgLnAReI
https://www.wsj.com/articles/if-this-is-a-recession-we-might-not-know-for-months-11659173402
https://www.wsj.com/articles/trial-begins-in-justice-departments-bid-to-block-book-publishing-merger-11659375898
https://www.wsj.com/articles/trial-begins-in-justice-departments-bid-to-block-book-publishing-merger-11659375898
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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

Japan Vehicle Sales y/y Jul -13.4% 15.8% ** Equity and bond neutral

Monetary Base y/y May 2.8% 3.9% ** Equity bearish, bond bullish

Australia Building Approvals m/m Mar -0.7% 9.9% 11.2% *** Equity bearish, bond bearish

CPI y/y Jul 6.3% 6.0% 6.3% *** Equity and bond neutral

Core CPI y/y Jul 4.5% 4.4% 4.5% ** Equity and bond neutral

EUROPE

UK Nationwide House Price Index y/y Jul 11.0% 10.7% 11.4% *** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 29-Jul 635.3b 637.0b * Equity and bond neutral

Total Sight Deposits CHF w/w 29-Jul 747.1b 746.6b * Equity and bond neutral

AMERICAS

Brazil S&P Manufacturing PMI m/m Jul 54.0 54.1 *** Equity and bond neutral

Trade Balance m/m Jul $5.444b $8.814b $8.769b ** Equity bearish, bond bullish

Industrial Production y/y Jun -0.5% 0.5% -0.2% *** Equity bearish, bond bullish

FIPE CPI - Monthly m/m Jul 0.2% 0.3% 0.2% * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 279 278 1 Up

3-mo T-bill yield (bps) 239 244 -5 Up

TED spread (bps) 40 35 5 Widening

U.S. Sibor/OIS spread (bps) 256 255 1 Up

U.S. Libor/OIS spread (bps) 260 260 0 Up

10-yr T-note (%) 2.55 2.58 -0.03 Up

Euribor/OIS spread (bps) 25 23 2 Neutral

Currencies Direction

Dollar Flat Up

Euro Down Down

Yen Up Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 1.850% 1.350% 1.850% On Forecast
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Weather 
 

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

the entire eastern two-thirds of the country, with cooler-than-normal temperatures only in the 

Southwest.  Wetter-than-normal conditions are expected throughout the Pacific and Southwest 

regions, with dry conditions expected in the Great Plains and Midwest. 

 

In the Gulf Coast, Caribbean, and Atlantic Ocean areas, no tropical storm activity is expected 

within the next 48 hours.

Price Prior Change Explanation

Brent $100.35 $100.03 0.32%

WTI $94.27 $93.89 0.40%

Natural Gas $8.06 $8.28 -2.74%

Crack Spread $36.65 $38.01 -3.60%

12-mo strip crack $29.77 $30.21 -1.45%

Ethanol rack $2.80 $2.82 -0.69%

Metals

Gold $1,778.85 $1,772.17 0.38%

Silver $20.39 $20.36 0.11%

Copper contract $351.85 $354.25 -0.68%

Grains

Corn contract $601.50 $609.75 -1.35%

Wheat contract $784.00 $800.25 -2.03%

Soybeans contract $1,397.25 $1,406.00 -0.62%

Shipping

Baltic Dry Freight 1,872            1,895            -23

Actual Expected Difference

Crude (mb) -1.5

Gasoline (mb) -1.5

Distillates (mb) 0.8

Refinery run rates (%) 0.3%

Natural gas (bcf) 25.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/1/2022 close) 

 

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

Communication Services

Consumer Discretionary

Technology

Real Estate

Financials

Materials

S&P 500

Industrials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

-2.5%-2.0%-1.5%-1.0%-0.5% 0.0% 0.5% 1.0% 1.5%

Energy

Financials

Real Estate

Materials

Healthcare

S&P 500

Technology

Communication Services

Industrials

Utilities

Consumer Discretionary

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 8/1/2022 close) 

 

-30% -20% -10% 0% 10% 20% 30%

Growth

Emerging Markets ($)

Small Cap

Emerging Markets (local currency)

Foreign Developed ($)

Real Estate

Large Cap

US Corporate Bond

Mid Cap

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 

 

July 28, 2022 

 

 
 

Based on our methodology,1 the current P/E is 17.6x, up 0.1x from last week.  The rise in the P/E 

is due higher equity prices. 
 

 

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 two actual quarters (Q4 and Q1) and two estimates (Q2 and Q3). 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. 
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