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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: July 11, 2022—9:30 AM EDT] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.7% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 2.2%. Chinese markets were lower, with the Shanghai Composite 

closing down 1.3% from its prior close and the Shenzhen Composite closing down 1.5%. 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 (6/30/2022): The DOE updated the past 2 weeks of data; we have 

updated our charts too.  We discuss the G-7 meeting and note the SPR is not only seeing 

an aggressive withdrawal, but the majority of the oil sold is heavy/sour, meaning its use 

as a strategic stock is being compromised.   

• 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 (7/11/2022) (with associated podcast): “The ECB 

Dilemma” 

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

• Current Perspectives: “2022 Outlook: Update #1” (2/18/2022) 

 

Our Comment today opens with an update on the Russia-Ukraine war, although there is relatively 

little to report since both sides remain in an operational pause.  We next review a wide range of 

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

today.  In particular, we note that a resurgence in COVID-19 infections in China and beyond has 

left many investors concerned about new lockdowns and further headwinds for the global 

economy and financial markets. 

 

Russia-Ukraine:  Both Russian and Ukrainian forces remain in an operational pause to rest, 

resupply, and regroup for future fighting.  However, that doesn’t mean all fighting has stopped. 

In particular, both sides continue to engage in savage long-range artillery duels, with the 

Ukrainians saying they are already reaping big benefits from the recent delivery of advanced 

long-range systems from the West.  Meanwhile, the Russian government continues to take 
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extraordinary steps to bolster its limited troop numbers, including forming ad-hoc volunteer 

units, and private military company combat organizations partly comprised of older men and 

criminals to support operations in Ukraine. 

 

 
 

• On Saturday, the Canadian government granted an exemption to its sanctions against 

Russia, allowing delivery of a turbine vital to increasing the flow of natural gas through 

the Nord Stream 1 pipeline to Western Europe.  Nevertheless, the pipeline was shut down 

today for 10 days of regular maintenance, and some observers worry that Russia will 

keep the pipeline shut beyond the maintenance period to further pressure the Europeans 

to drop their sanctions.  

• As the U.S. and its Western allies continue to provide advanced weapons, ammunition, 

and other supplies to Ukraine, there is growing concern that they are dangerously 

depleting their own stores and won’t be able to restock quickly. 
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United Kingdom:  Following fast on Prime Minister Johnson’s resignation last week, almost ten 

Conservative Party parliament members have said they will compete to succeed him as party 

leader and head of government.  The process will involve a series of party votes designed to 

whittle down the candidates to just two top contenders by July 20.  So far, the announced 

candidates’ promises have focused on reversing or softening a recent hike in health insurance 

premiums and scrapping a planned hike in corporate income taxes. 

• Top candidates who have announced their intent to compete so far include: 

o Former Chancellor Rishi Sunak 

o Incumbent Chancellor Nadhim Zahawi 

o Former Health Secretary Sajid Javid 

o Former Health Secretary Jeremy Hunt 

o Former Defense Secretary Penny Mordaunt 

o Attorney General Suella Braverman 

• As early as today, a few other top candidates are also expected to announce, including: 

o Foreign Secretary Liz Truss 

o Incumbent Defense Secretary Ben Wallace 

 

France:  STMicroelectronics (STM, $31.24) and GlobalFoundries (GFS, $45.27) are teaming up 

to build a semiconductor manufacturing factory in France; a multibillion-euro project that will 

receive significant government support as part of Europe’s effort to boost its independence in 

critical technologies. 

 

Japan:  In weekend elections for the upper house of parliament, Prime Minister Kishida’s 

coalition won most of the seats being contested.  Importantly, the coalition also may have won 

enough seats to push through constitutional revisions. 

• In response, Kishida called for accelerated discussions on an amendment that would 

affirm the legality of Japan’s military forces and grant the government new authority to 

deal with national emergencies—ideas long advocated by Former Prime Minister Abe 

before he was assassinated last week. 

• The amendment would require a two-thirds vote in both houses of the Diet, but following 

the concern about Chinese aggression and the Kishida coalition’s strong majority, the 

amendment may have a better chance of passing than when Abe failed to push it through. 

• Shifting the constitution away from its current pacifist orientation would complement 

other initiatives Japan is making to boost its defense capability, including a planned hike 

in its defense budget, the development of new offensive missiles, and closer military 

cooperation with the U.S. and other allies.  These changes will likely make Japan a more 

important player in the evolving U.S.-led geopolitical bloc. 

 

Chinese Technology Sector:  The State Administration for Market Regulation over the weekend 

fined some of the country’s largest internet companies for failing to make proper antitrust 

declarations on previous deals.  The regulator also warned it would gradually publish more 

penalty decisions on other cases.  The news is weighing heavily on Chinese technology stocks so 

far today, as it suggests the government is not yet finished with its effort to rein in the sector. 
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Chinese COVID-19 Cases:  Officials reported more than 3,300 new, locally transmitted 

COVID-19 cases over the weekend, and Shanghai reported its first case of the BA.5 Omicron 

subvariant.  The resurgence in infections has raised concern about yet another wave of strict 

lockdowns in and around the country.  In fact, Macau has already set a weeklong shutdown of 

casinos and other businesses to combat its surge in cases. 

• Fears of new lockdowns in China and its region are weighing further on Asia-Pacific 

stocks so far this morning. 

• If broad new lockdowns are implemented in and around China, global demand could take 

a further hit, hurting risk assets worldwide. 

 

Sri Lanka:  President Rajapaksa and Prime Minister Wickremesinghe said they would resign 

this week after antigovernment protesters stormed and occupied the president’s residence and 

office on Saturday.  The resignations reflect popular anger over an economic crisis that has seen 

the country deplete its foreign reserves, default on its debt, and lose its ability to import needed 

food, fuel, and medicines. 

• The two leaders’ intent to resign comes after an emergency meeting of the country’s 

political party leaders that demanded they step aside to make way for an interim, all-party 

government.  During the meeting, the party leaders also resolved to hold early elections. 

• Sri Lanka’s problems stem largely from reduced tourism revenues, excessively large tax 

cuts, and the government’s delay in seeking aid from the IMF.  Nevertheless, its crisis is 

also being seen as a harbinger of the risks facing highly indebted emerging markets as 

global oil prices rise, major central banks hike interest rates, and the dollar strengthens.  

Other key emerging markets at risk include Pakistan, Lebanon, and Zambia. 

 

Iran-Venezuela:  The Venezuelan government has agreed to make one million hectares (about 

2.5 million acres) of agricultural land available to Iran so it can grow soybeans, corn, and other 

crops there.  The deal aims to improve Iran’s food security and get around the country’s chronic 

shortage of fresh water.  It reportedly follows a similar agreement in which Russia provided 

100,000 hectares of land for Iranian agriculture. 

• After Western countries effectively seized Russian foreign reserves at the outbreak of the 

Ukraine war, the Iranian deals offer more evidence that countries concerned about the 

security of their reserves may channel more of their resources into commodities, land, 

and other physical resources. 

• If such a shift of foreign reserves becomes widespread, we think it could help buoy prices 

for those resources. 

 

Global Shipping Rates:  In additional evidence that slowing demand is starting to bring down 

prices, maritime and over-the-road shipping rates are starting to come down, although they 

remain higher than they were before the pandemic.  Weakening demand has also started to push 

down some commodity prices, including oil and copper. 

 

United States – COVID-19:  Hospital admissions are rising across Europe and the U.S. as 

highly transmissible COVID-19 variants like BA. 5 Omicron drive infections.  However, the 

resulting illness is proving to be less likely to be severe or cause death than in previous waves. 
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United States – Baby Formula Market:  Abbott Labs (ABT, $109.26) has reopened its key 

baby formula plant in Sturgis, Michigan, following a nearly three-week closure stemming from 

severe thunderstorms that blew through the state. The company has restarted production of its 

EleCare formula for babies with digestive issues and will begin shipping it in the next few 

weeks.  The development may soon alleviate a supply shortage that proved politically damaging 

to President Biden and led to the U.S. easing rules to boost imports of foreign formula. 

 

United States – Commodity Markets:  Exchange operator CME Group (CME, $208.90) said it 

will revamp its lumber contract and give it the new ticker of “LBR” beginning next month.  To 

boost trading in 2x4 derivatives and improve liquidity, the new contract will be fulfilled with a 

truckload of boards instead of a railcar full (which is about one-quarter the volume of wood) 

delivered to Chicago rather than a remote Canadian rail junction. The specifications will allow 

for eastern species of spruce, pine, and fir, instead of only varieties that grow in the West.  The 

current contract that expires in May 2023 will be the last listed under existing specifications. 

 

U.S. Economic Releases  

 

There were no economic releases prior to the publication of this report. 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 Speaker or Event

14:00 John Williams Takes Part in Discussion on Libor Transition President of the Federal Reserve Bank of New York

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position

https://www.wsj.com/articles/baby-formula-production-has-restarted-at-abbotts-michigan-plant-11657492207?mod=hp_lista_pos4
https://www.wsj.com/articles/baby-formula-production-has-restarted-at-abbotts-michigan-plant-11657492207?mod=hp_lista_pos4
https://www.wsj.com/articles/lumber-futures-are-getting-a-makeover-11657540801
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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 Machine tool orders y/y Jun P 17.1% 23.7% ** Equity and bond neutral

Money Stock M2 y/y Jun 3.3% 3.2% 3.1% ** Equity and bond neutral

Money Stock M3 y/y Jun 3.0% 2.9% 2.8% ** Equity and bond neutral

China CPI y/y Jun 6.1% 6.4% 6.0% *** Equity and bond neutral

PPI y/y Jun 2.5% 2.1% 2.4% *** Equity and bond neutral

EUROPE

Italy Retail Sales y/y May 7.0% 8.4% ** Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 1-Jul 14.17t 14.2t * Equity and bond neutral

CPI y/y Jun 15.90% 17.10% 16.00% *** Equity and bond neutral

Core CPI y/y Jun 19.18% 19.87% 19.30% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 242 243 -1 Up

3-mo T-bill yield (bps) 185 188 -3 Up

TED spread (bps) 57 55 2 Widening

U.S. Sibor/OIS spread (bps) 228 227 1 Up

U.S. Libor/OIS spread (bps) 234 233 1 Up

10-yr T-note (%) 3.05 3.08 -0.03 Up

Euribor/OIS spread (bps) -9 -14 5 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down
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Weather 
 

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

most of the country west of the Pacific, with cooler temperatures in the Southwest.  Wetter-than-

normal conditions are expected throughout the Southwest and Mid-Atlantic, with dry conditions 

expected in the Midwest, Great Plains, and Rocky Mountain regions. 

 

There is some cyclone formation around the border of Mississippi and Georgia; however, it is 

not expected to develop into a tropical storm within the next 48 hours.

Price Prior Change Explanation

Brent $104.65 $107.02 -2.21% Global growth pessimism

WTI $101.79 $104.79 -2.86%

Natural Gas $6.31 $6.03 4.64%

Crack Spread $45.69 $43.15 5.87%

12-mo strip crack $35.26 $33.71 4.59%

Ethanol rack $2.84 $2.83 0.46%

Metals

Gold $1,734.83 $1,742.48 -0.44%

Silver $19.21 $19.32 -0.54%

Copper contract $344.60 $352.20 -2.16%

Grains

Corn contract $639.75 $623.50 2.61% Poor weather conditions

Wheat contract $901.25 $891.50 1.09%

Soybeans contract $1,414.25 $1,396.50 1.27%

Shipping

Baltic Dry Freight 2,067            2,073            -6

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 7/8/2022 close) 
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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 7/8/2022 close) 

 

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

Growth

Small Cap
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Mid Cap
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US Corporate Bond
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Value
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Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily. The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

July 7, 2022 
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P/E as of 7/6/2022 = 17.3x

 
 

Based on our methodology,1 the current P/E is 17.3x, down 2.0x from last week.  The drop in the 

P/E is due to the calendar; we are now in Q3 which resets the index average and incorporates 

earnings estimates for Q3. 
 

 

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. 


