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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 5, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.8%. Chinese markets were higher, with the Shanghai Composite up 

1.2% from its prior close and the Shenzhen Composite up 1.4%.  U.S. equity index futures are 

signaling a higher open.  With 427 companies having reported, the S&P 500 Q2 2022 earnings 

stand at $57.40, 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 20.3% 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 (8/4/2022): We take a look at some of the potential effects of the 

inflation bill on energy and update our “gallons per hour” metric for gasoline 

• 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 Q3 2022 Rebalance Presentation (8/4/2022): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation strategies, 

recent portfolio changes, and the current macro environment 

• 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)   

 

Today’s Comment starts with a focus on the potential spillover effects of Russia’s invasion of 

Ukraine. Next, we examine policymakers’ dilemma of whether to promote growth or contain 

inflation. We conclude by discussing a possible rightward shift in U.S. policy.   

 

Russia: The Ukraine war could potentially lead to new conflicts in other parts of Europe and the 

Middle East.  

 

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_Aug_04_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_04_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
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
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● NATO Secretary-General Jens Stoltenberg stated that the Ukraine war was the most 

dangerous moment in Europe since WWII and that Russia must not win it. He also 

suggested that NATO might act if Russia seeks to extend its military campaign into an 

allied country. His comments appear to be a veiled threat to Moscow not to provoke a 

NATO ally. Although the Kremlin has not directly mentioned another country, there are 

concerns that Russia could incite a war over Kosovo, a non-aligned country with NATO 

forces.   

● Tensions in Eurasia pose a threat to the continent's delicate commodity supply. 

Azerbaijan has reignited tensions with Armenia over the heavily contested Nagorno-

Karabakh. On Thursday, Azerbaijan forces took over a strategic region in the disputed 

territory. While Moscow has forces stationed in the area to prevent clashes, the war in 

Ukraine has made Russia’s presence less effective. Thus, Azerbaijan's advancement in 

Nagorno-Karabakh exemplifies how tensions between rival countries within Eurasia 

could heighten as war continues in Ukraine. Although many countries in Eurasia are 

typically ignored, disruptions in the region could make it harder for firms to secure 

natural resources. As a result, these conflicts could exacerbate the energy crisis in 

Europe. 

○ It is estimated that the region contains over 31% of the world’s proven natural gas 

reserves, 17% of oil reserves, 23% of iron ore, 14% of gold, and 7% of copper. 

● Vladimir Putin is expected to meet with Turkish President Recep Tayyip Erdoğan in 

Sochi on Friday. The two leaders will discuss the ongoing situation in Syria. Turkey 

would like to mount a military offensive against Kurdish fighters within Syria without 

worrying about a possible conflict with Russian troops stationed in the area. Because 

Turkey is a NATO ally, a conflict with the Russian military could lead to a broader 

conflict that includes other members of the security pact.  

 

A broader war in Europe would rattle financial markets and could make commodity supply 

concerns deeply entrenched. As a result, we expect European firms may look to set up operations 

in areas that are resource-rich and relatively safe, like the U.S. and Canada. 

 

Inflation worries: Around the world, governments struggle to determine whether they should 

prioritize inflation or GDP growth when creating new economic policy. 

● Chinese Premier Li Keqiang implied that the government would tolerate GDP growth 

rates below its target as long as inflation and unemployment stay under 3.5% and 5.5%, 

respectively. Like the rest of the world, China is seeing an increase in consumer prices. In 

June, headline CPI rose 2.43% from the prior year, its highest jump in over a decade. 

Keqiang’s remarks suggest that Beijing is reluctant to inject fiscal stimulus into the 

economy due to concerns that it might worsen inflation. The lack of government support 

in China will weigh on global growth.  

● In the U.K., Liz Truss, the frontrunner candidate for prime minister, directed her ire at the 

Bank of England and the Treasury for the country's inflation problem. Although the BOE 

was the first major central bank to raise interest rates after the pandemic, Truss insists 

that it should have acted even sooner. Her criticism of the BOE suggests that she may 

favor eliminating the central bank's independence. In a speech at a husting of 

Conservative party members, Truss hinted at changing the BOE’s mandate to align more 

https://www.reuters.com/world/europe/ukraine-warns-new-russian-offensive-sweden-finland-move-closer-joining-nato-2022-08-04/
https://www.reuters.com/world/europe/ukraine-warns-new-russian-offensive-sweden-finland-move-closer-joining-nato-2022-08-04/
https://www.bloomberg.com/opinion/articles/2022-08-04/could-kosovo-and-serbia-get-into-a-mini-version-of-the-ukraine-war?sref=uIvt3NFS
https://www.cnn.com/2022/08/04/europe/armenia-azerbaijan-russia-ceasefire-violation-intl/index.html
https://www.worldbank.org/en/news/feature/2014/02/03/eurasias-development-investing-in-diversity-naturally#:~:text=Eurasia%20is%20one%20of%20the,and%207%20percent%20of%20copper.
https://www.npr.org/2022/08/03/1115455899/turkeys-president-erdogan-is-set-to-meet-with-putin-again-and-has-some-requests
https://www.scmp.com/economy/economic-indicators/article/3187719/china-can-live-slightly-lower-gdp-growth-if-inflation?module=lead_hero_story&pgtype=homepage
https://www.scmp.com/economy/economic-indicators/article/3187719/china-can-live-slightly-lower-gdp-growth-if-inflation?module=lead_hero_story&pgtype=homepage
https://www.ft.com/content/a5867bd6-6034-4227-a129-8055116e7baa
https://www.ft.com/content/a5867bd6-6034-4227-a129-8055116e7baa
https://www.ft.com/content/a25dd145-7508-4fd4-afb9-312d1a0e58ac
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closely with the other central banks. Her rebuke suggests that she will likely place the 

blame for inflation on the central bank in order to gain support for her tax cut proposal.  

● In Europe, countries are looking to implement measures designed to combat rising 

inflation. For example, the French Parliament passed legislation on Thursday that would 

cap rent increases and extend fuel subsidies. Meanwhile, Ireland is considering imposing 

a windfall tax on energy profits. Government actions to rein in inflation will likely not be 

too effective because subsidies on fuel and windfall taxes on energy profits prevent 

consumers and suppliers from adjusting to the market. Fuel subsidies prevent demand 

destruction, while taxes on excess profits limit energy companies’ ability to expand 

investment in production capacity. 

 

The decision to address inflation over GDP suggests that governments fear the public may be 

more sensitive to prices than the economy. This preference could mean countries will be 

reluctant to stimulate their economies as inflation remains elevated. The lack of financial support 

from the government during times of economic weakness suggests that any recovery from 

recession will likely be slow. Thus, we could be headed toward a sustained period of slow 

economic growth. 

 

U.S. policy: The Democrats may be on the verge of passing another bill, but conservatives still 

strongly influence domestic and foreign policy. 

● Senator Kyrsten Sinema (D-AZ) has agreed to support the climate and tax bill. Her 

support came after Democrats revised the legislation to eliminate a provision that would 

narrow a tax break for carried interest. Additionally, there were provisions to alter the 

15% minimum corporate tax and add a 1% excise tax on stock buybacks. The tax changes 

in the bill may not have a significant impact on investors. Instead, they reflect a broader 

trend away from government spending as the country copes with rising inflation.  

● The fallout continues following House Speaker Nancy Pelosi’s provocative trip to 

Taiwan. On Friday, China announced that it would impose sanctions on Pelosi and has 

halted cooperation with the U.S. in several areas, including talks on climate change and 

defense. Her visit to Taiwan has not only accelerated the decoupling between the U.S. 

and China but is also forcing firms to reconsider plans to invest in Taiwan.  

○ Equities are already starting to see movement following the trip. Since Pelosi's 

visit, stocks related to chipmakers have surged due to predictions that the U.S. and 

China will invest more in domestically made semiconductors.  

 

There does seem to be relatively more support for conservative policies going into the midterm 

elections. Democrats who initially pushed for a bill that would have added to the deficit over 10 

years are now backing a bill that reduces the deficit, suggesting the country is becoming fiscally 

cautious. Additionally, Pelosi's trip reinforces our view that the country is becoming more 

skeptical of China. It is too soon to say whether this represents a broader trend, but it is 

something we are monitoring closely. 

 

 

 

 

https://www.nytimes.com/2022/08/04/business/france-economy-inflation.html
https://www.nytimes.com/2022/08/04/business/france-economy-inflation.html
https://www.ft.com/content/afcb2732-c015-4b1e-a837-8e34e412e4b4
https://www.ft.com/content/afcb2732-c015-4b1e-a837-8e34e412e4b4
https://www.cnn.com/2022/08/04/politics/chuck-schumer-economic-bill-saturday/index.html
https://www.cnbc.com/2022/08/05/china-sanctions-us-house-speaker-nancy-pelosi-over-trip-to-taiwan.html
https://www.cnbc.com/2022/08/05/china-sanctions-us-house-speaker-nancy-pelosi-over-trip-to-taiwan.html
https://www.politico.com/newsletters/politico-china-watcher/2022/08/04/u-s-firms-eye-taiwan-exit-on-chinese-invasion-risk-00049694
https://www.reuters.com/technology/tensions-with-us-spur-chinese-buying-chipmaking-stocks-2022-08-05/
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U.S. Economic Releases  
 

July nonfarm payrolls rose by a seasonally adjusted 528,000, more than double the expected gain 

of 250,000 and well above the upwardly revised figure of 398,000 in June.  The large majority of 

the job gains in July came in the private sector, including a healthy increase in manufacturing.  

With the job gains in July, total U.S. nonfarm payrolls have now just surpassed their peak level 

right before the coronavirus pandemic hit in early 2020.  The strong job gains suggest the Fed’s 

interest rate hikes have still not created the kind of economic slowdown and slack in the labor 

market that would be necessary to bring down inflation, so investors are likely to take the report 

as a signal for continued aggressive monetary tightening.  The chart below shows the change in 

nonfarm payrolls since shortly before the previous recession. 

 

 
 

Consistent with the rise in payrolls last month, the July unemployment rate fell to a seasonally 

adjusted 3.5%, rather than holding steady at 3.6% as anticipated.  The nation’s unemployment 

rate is now also back to its ultra-low level from right before the pandemic hit.  The chart below 

shows how the unemployment rate has evolved since just before the prior recession. 
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With the demand high for labor and the “inventory” of unemployed workers low, it should be no 

surprise that wage rates remain high.  Average hourly earnings in July rose to a seasonally 

adjusted $32.27, up 5.2% from the same month one year earlier.  The chart below shows the 

year-over-year growth in average hourly earnings since just before the prior recession. 

 

 
 

A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population that is either working or looking for work.  The July 

labor force participation rate (LFPR) fell to a seasonally adjusted 62.1%, falling short of 

expectations that it would hold steady at the June rate of 62.2% and suggesting that the economy 

will continue to face a constricted labor supply in the near term.  The chart below shows how the 

LFPR has changed over the last several decades. 
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The table below lists 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 

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

15:00 Consumer Credit m/m Jun $26.000b $22.347b *

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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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 Leading Economic Index m/m Jun P 100.6 101.2 ** Equity and bond neutral

Household Spending y/y Jun 3.5% -0.5% 1.5% ** Equity bullish, bond bearish

Labor Cash Earnings y/y Jun 2.2% 1.0% 1.9% ** Equity and bond neutral

South Korea BoP Current Account Balance m/m Jun $5.610b $3.859b ** Equity and bond neutral

BoP Goods Balance m/m Jun $3.594b $2.741b * Equity and bond neutral

EUROPE

Germany Industrial Production WDA y/y Jun -0.5% -1.5% -1.3% ** Equity bullish, bond bearish

France Industrial Production y/y Jun 1.4% -0.4% -0.3% *** Equity bullish, bond bearish

Manufacturing Production y/y Jun 3.3% 2.2% ** Equity bullish, bond bearish

Trade Balance m/m Jun -13.066b -12.994b -12.400b ** Equity and bond neutral

Italy Industrial Production WDA y/y Jun -1.2% 3.4% 2.7% ** Equity bearish, bond bullish

Switzerland Foreign Currency Reserves m/m Jul 849.4b 849.8b * Equity and bond neutral

Russia Gold and Forex Reserves m/m 29-Jul 571.2b% 567.0b *** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Jul -30.6k -43.2k 15.0k *** Equity bearish, bond bullish

Unemployment Rate m/m Jul 4.9% 4.9% 5.0% *** Equity and bond neutral

Participation Rate m/m Jul 64.7% 64.9% 64.9% * Equity and bond neutral

Mexico Gross Fixed Investment y/y Feb 6.2% 7.0% 6.0% ** Equity and bond neutral

Vehicle Production m/m Jul 259.994k 285.318k * Equity and bond neutral

Brazil FGV Inflation IGP-DI y/y Jul 9.13% 11.12% 9.34% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 283 281 2 Up

3-mo T-bill yield (bps) 234 239 -5 Up

TED spread (bps) 49 42 7 Widening

U.S. Sibor/OIS spread (bps) 264 262 2 Up

U.S. Libor/OIS spread (bps) 268 266 2 Up

10-yr T-note (%) 2.70 2.69 0.01 Up

Euribor/OIS spread (bps) 27 25 2 Neutral

Currencies Direction

Dollar Up Up

Euro Flat Down

Yen Down Down

Pound Down Down

Franc Flat Down

Central Bank Action Current Prior Expected

RBI Repurchase Rate 5.400% 4.900% 5.250% Above Forecast

RBI Cash Reserve Ratio 4.500% 4.500% 4.500% On Forecast
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Weather 
 

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

West Coast and throughout the Great Plains and Midwest, with cooler-than-normal temperatures 

in the Southwest.  Wetter-than-normal conditions are expected in the Rocky Mountain region, 

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 $93.96 $94.12 -0.17%

WTI $88.25 $88.54 -0.33%

Natural Gas $7.98 $8.12 -1.75%

Crack Spread $35.34 $35.67 -0.93%

12-mo strip crack $28.80 $28.96 -0.55%

Ethanol rack $2.70 $2.71 -0.32%

Metals

Gold $1,787.34 $1,791.28 -0.22%

Silver $20.10 $20.18 -0.38%

Copper contract $350.75 $348.15 0.75%

Grains

Corn contract $603.25 $606.25 -0.49%

Wheat contract $778.00 $782.50 -0.58%

Soybeans contract $1,409.50 $1,417.75 -0.58%

Shipping

Baltic Dry Freight 1,603            1,731            -128

Actual Expected Difference

Crude (mb) 4.5 -1.5 6.0

Gasoline (mb) 0.2 -1.5 1.7

Distillates (mb) -2.4 1.0 -3.4

Refinery run rates (%) -1.2% 0.3% -1.5%

Natural gas (bcf) 41.0 29.0 12.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/4/2022 close) 
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Communication Services

Technology

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 8/4/2022 close) 

 

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

Emerging Markets ($)

Growth

Foreign Developed ($)

Emerging Markets (local currency)

Small Cap

Real Estate

US Corporate Bond

Large Cap

Mid Cap

US Government Bond

US High Yield

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 

 

August 4, 2022 
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P/E as of 8/03/2022 = 17.9x

 
 

Based on our methodology,1 the current P/E is 17.9x, up 0.3x from last week.  The rise in the P/E 

is due to 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. 


