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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 14, 2022—9:30 AM EDT] Global equity markets are mostly lower this morning. 

In Europe, the Euro Stoxx 50 is currently down 1.3% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed down 0.2%. Chinese markets were mixed, with the Shanghai 

Composite closing down 0.1% from its prior close and the Shenzhen Composite closing up 

0.8%. 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 (7/14/2022): We take a look at gasoline demand, the president’s 

trip to the Middle East, and recap the weekly data.   

• 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 #2 – The Tails Become Fatter” 

(7/12/2022) 

 

Today’s Comment begins with a discussion about the latest CPI report and its impact on the 

Federal Reserve’s decision to raise rates. We then briefly review Biden’s trip to Israel. Next, we 

give an update on the latest development from Russia’s war in Ukraine. We end the report with 

an overview of other news stories that we believe will affect financial markets. 

 

Central Bank News: Financial markets sputtered on Wednesday after a disappointing CPI 

report led to fresh concerns that the Federal Reserve could take more aggressive actions to tame 

inflation. The CPI report showed that the price index soared 9.1% from June the prior year, 

marking a four-decade high for inflation. The S&P 500 closed lower, and the two-to-10-year 

inversion deepened as investors priced in an increased likelihood of a 100 bps hike for the July 

Fed meeting. Atlanta Fed President Raphael Bostic, a notable dove, reinforced investor concerns 

after declaring that everything is in play as the FOMC looks to tame inflation. San Francisco Fed 

President Mary Daly also mentioned that a 100 bps hike is a possibility given the recent CPI 

report. Despite the hawkish tilt from non-voting FOMC members Bostic and Daly, there are 
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some indications that the Fed may maintain its plans to raise rates by 75 bps. Cleveland Fed 

President Loretta Mester, a voting member, stated that the data suggested that at least a 75 bps 

hike was needed, but did not elaborate on whether she favored a more significant hike.  

● The faster the Federal Reserve raises rates, the greater the likelihood it will push the 

economy into a recession. Over the last 40 years, the Fed has not been able to increase its 

benchmark rate above the previous cycle’s peak without causing an economic downturn. 

Now that the fed funds target rate is currently 1.675%, a 100 bps rate hike would place 

that target above the previous peak.  

 

 
 

● Four of the 12 Federal Reserve districts reported that economic growth either slowed or 

declined in the latest Beige Book. The report, which looks at the economic situation of 

each of the Fed districts, showed that business contacts reported signs of slower demand 

and substantial price increases. Although the report indicated that economic activity 

expanded at a modest pace, an improvement from six weeks ago, contacts in five districts 

noted concerns of an increased possibility of a recession.  

● Shelter prices rose at their fastest pace since 1986, and it is still possible that prices will 

continue to speed up for at least another six to 12 months. Our data shows that shelter 

prices lag the FHFA House Price Index by about 18 months, with the peak hitting in June 

of last year. The increase in the prices for homes and shelter is likely the result of low 

residential inventory. Homebuilders over the last year have struggled to complete 

construction projects due to the shortage of labor and materials. Although prices for 

critical resources like lumber and steel have declined in recent weeks, it will probably be 

some time before the homebuilders can finish these projects. 

 

https://www.bloomberg.com/news/articles/2022-07-13/fed-s-mester-says-cpi-data-gives-no-reason-for-smaller-july-hike?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-13/fed-s-mester-says-cpi-data-gives-no-reason-for-smaller-july-hike?sref=uIvt3NFS
https://www.wsj.com/articles/u-s-economy-slows-in-several-parts-of-the-country-feds-beige-book-says-11657737366
https://www.wsj.com/articles/u-s-economy-slows-in-several-parts-of-the-country-feds-beige-book-says-11657737366
https://www.fxstreet.com/news/steel-prices-dive-further-on-accelerating-recession-fears-as-inflation-scorches-202207140328p-8th-time-in-a-row-4487111.html
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Biden’s Middle East Trip: President Biden and Israeli Prime Minister Yair Lapid signed an 

agreement that the two countries are committed to stopping Iran from developing a nuclear 

weapon. Despite the appearance of a united front, the two sides appear to have differing views on 

how to deter Iran’s nuclear program. Biden would like to return to the 2015 nuclear deal, while 

Israel would like to take more direct action. Besides agreeing to stop Iran from developing 

nuclear weapons, the two sides have also discussed improvements in military integration.  

• We suspect that President Biden’s visit was partially aimed at preventing Israel from 

taking unilateral action against Iran. The potential for conflict between Israel and Iran 

remains elevated. We are watching this situation closely.  

 

Ukraine-Russia Update: In another change in the war's tide, Russian forces have suffered 

several defeats on the ground in Ukraine as they try to take over smaller cities in the country's 

eastern region. Meanwhile, the Kremlin has pushed the country closer to full-scale mobilization 

by ordering federal districts to recruit and financially reward volunteers willing to take part in the 

war. The latest development in Ukraine suggests that the investing environment in Europe will 

probably be fraught with risk as countries continue to struggle to adapt to the higher energy and 

food prices resulting from the conflict. 

● A deal allowing Ukrainian wheat to leave ports in the Black Sea is close to being 

reached. The agreement is being worked out between Russia, Ukraine, Turkey, and the 

United Nations. Although there is optimism that all parties can sign a deal next week, 

there are some concerns that Russia may back out. If Ukrainian wheat can make it into 

global markets, it could bring down food prices and reduce the threat of global famine. 

● Natural gas disruptions risk triggering a global recession, according to the International 

Monetary Fund. The multilateral organization warned that Russia’s war in Ukraine has 

weakened its global growth outlook. 

 

https://www.ft.com/content/44ca7e19-b34e-46d6-9d5a-28bc03bad8ad
https://www.ft.com/content/44ca7e19-b34e-46d6-9d5a-28bc03bad8ad
https://www.understandingwar.org/backgrounder/russia-offensive-campaign-assessment-july-13
https://www.reuters.com/world/turkey-russia-ukraine-un-set-meet-grain-exports-2022-07-13/
https://www.reuters.com/world/turkey-russia-ukraine-un-set-meet-grain-exports-2022-07-13/
https://www.reuters.com/markets/europe/imf-chief-warns-natural-gas-disruptions-could-trigger-recession-europe-2022-07-13/
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Italy: A potential collapse of the Italian government is weighing on the euro. The Five Star 

Movement stated that it would pull its support from the current government over concerns that 

the coalition is not doing enough to help families deal with rising energy and food prices. 

Although the breakdown of cross-party alliances is not unusual for Italy, the resulting election 

could have implications for Ukraine. The Five Star Movement does not support offering Ukraine 

military weapons to fight against Russia due to concerns that it may prolong the war. Thus, if the 

Five Star Movement gains influence after the next election, Ukraine may have difficulty finding 

support for its war efforts.  

● A pro-NATO right-wing party is expected to gain the most seats in the Italian parliament 

if the country heads to elections. Assuming polls are correct, the Brothers of Italy party 

should take the most seats in the parliamentary run-off. Although a populist right-wing 

party, the Brothers of Italy has recently moderated some of its policy stances to appeal to 

a broader base. Party leader Giorgia Meloni has been a vocal critic of Russia's invasion of 

Ukraine and supports sending weapons to Kyiv. The party's populist tilt, however, could 

make it difficult for the group to find partners to form a coalition. The group is known to 

challenge EU norms, such as marriage equality, and has a reputation for being a party for 

eurosceptics. As a result, the new elections will probably not improve financial 

conditions significantly in Italy as political uncertainty will likely remain.   

 

China: Fears of a Chinese housing crisis are rising after a growing number of homebuyers refuse 

to pay mortgages for unfinished housing projects. As a result of the boycott, Chinese authorities 

met with major banks to discuss solutions to the upheaval. The rising defaults from property 

developers undermines the likelihood that the projects will be completed, leading 

homebuyers to refuse to repay mortgage loans on unfinished construction. The weakness 

in the property sector suggests that China's traditional method of boosting growth through debt-

driven real-estate investment may be losing its potency. Therefore, Beijing may have a more 

challenging time stimulating the economy as it moves away from its Zero-COVID strategy. 

● In another setback for China, SEC Chair Gary Gensler dampened expectations about a 

deal with Beijing to keep Chinese companies listed on U.S. exchanges. Beijing and 

Washington are engaged in discussions that would allow a third-party to oversee the audit 

of Chinese companies listed in the U.S, as required by law. China is hesitant of foreign 

oversight of its companies, which is the source of the deadlock in talks. If an agreement is 

not reached, Chinese companies could be forced to delist from U.S. exchanges by 2023. 

 

U.S. Economic Releases  
 

Initial applications for unemployment benefits in the week ending July 9 rose to a seasonally 

adjusted 244,000, worse than the expectations that they would remain at the previous week’s 

level of 235,000.  The four-week moving average of initial claims, which helps smooth out some 

of the volatility in the series, rose to 235,750, reaching its highest level since early last 

December.  On a more positive note, however, the number of people continuing to draw benefits 

in the week ending July 2 fell to 1.331 million, much better than both the prior week’s revised 

reading of 1.372 million and the anticipated figure of 1.380 million.  We think it’s significant 

that the recent rise in initial claims hasn’t produced a large increase in continuing claims.  It may 

be that layoffs are increasing in response to factors like high inflation and rising interest rates, 

https://www.reuters.com/world/europe/italys-government-faces-collapse-if-5-star-pulls-out-2022-07-13/
https://www.politico.eu/article/giorgia-meloni-valdimir-putin-italy/
https://www.euronews.com/2022/06/20/could-giorgia-meloni-become-italys-next-prime-minister
https://www.euronews.com/2022/06/20/could-giorgia-meloni-become-italys-next-prime-minister
https://www.washingtonpost.com/business/is-china-stumbling-into-its-own-mortgage-crisis/2022/07/14/c2099a3a-0359-11ed-8beb-2b4e481b1500_story.html
https://www.washingtonpost.com/business/is-china-stumbling-into-its-own-mortgage-crisis/2022/07/14/c2099a3a-0359-11ed-8beb-2b4e481b1500_story.html
https://www.worldbank.org/en/country/china/publication/china-economic-update-june-2022
https://www.worldbank.org/en/country/china/publication/china-economic-update-june-2022
https://www.marketwatch.com/story/sec-chief-gensler-questions-whether-deal-can-be-made-to-keep-chinese-stocks-listed-in-u-s-11657735930
https://www.marketwatch.com/story/sec-chief-gensler-questions-whether-deal-can-be-made-to-keep-chinese-stocks-listed-in-u-s-11657735930
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but labor demand is still strong enough that most laid-off workers seem to be finding new jobs 

before they can spend much time drawing unemployment benefits.  The chart below shows how 

initial jobless claims have fluctuated since just before the prior recession.  The chart is truncated 

through much of the pandemic period because of the extremely high level of claims at that time. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed since mid-2021. 

 

 
 

Separately, the June producer price index (PPI) rose by a seasonally adjusted 1.1%, worse than 

both the revised May increase of 0.9% and the expected rise of 0.8%.  Excluding the volatile 

food and energy components, the June “core” PPI rose just 0.4% compared with its revised May 

gain of 0.6% and its expected increase of 0.5%.  The overall PPI in June was up 11.3% from the 

same month one year earlier, while the core PPI was up 8.2%.  The chart below shows the year-

over-year change in the PPI and the core PPI over the last decade or so. 
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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. 
 

EST Speaker or Event

11:00 Christopher Waller Discusses the Economic Outlook Member of the Board of Governors

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position
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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 Foreign Buying Japan Bonds w/w 8-Jul ¥2,066.5b ¥330.5b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 8-Jul ¥526.3b -¥490.3b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 8-Jul -¥1,491.0b -¥1,414.0b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 8-Jul ¥687.9b ¥1,191.8b * Equity and bond neutral

Industrial Production y/y May F 3.1% -2.8% *** Equity bullish, bond bearish

Capacity Utilizatioin m/m May -9.2% 0.0% *** Equity bearish, bond bullish

Australia Employment Change m/m Jun 88.4k 60.6k 30.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Jun 3.5% 3.9% 3.8% *** Equity bullish, bond bearish

Participation Rate m/m Jun 66.8% 66.7% 66.7% ** Equity and bond neutral

India Trade Balance m/m Jun -$26.18b -$24.300b -$25.600b * Equity and bond neutral

Exports y/y Jun 23.5% 20.6% ** Equity bullish, bond bearish

Imports y/y Jun 57.6% 62.8% ** Equity bullish, bond bearish

Wholesale Prices y/y Jun 15.2% 15.6% 15.9% ** Equity and bond neutral

EUROPE

UK RICS House Price Balance m/m jun 65.0% 72.0% 70.0% ** Equity bearish, bond bullish

Switzerland Producer & Import Prices y/y Jun 6.0% 6.9% ** Equity bullish, bond bearish

AMERICAS

Canada Manufacturing Sales m/m May -2.0% 2.6% -2.4% ** Equity and bond neutral

Brazil Economic Activity y/y May 3.74% 2.23% 4.00% ** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 248 246 2 Up

3-mo T-bill yield (bps) 230 232 -2 Up

TED spread (bps) 18 14 4 Widening

U.S. Sibor/OIS spread (bps) 258 251 7 Up

U.S. Libor/OIS spread (bps) 264 257 7 Up

10-yr T-note (%) 2.95 2.94 0.01 Up

Euribor/OIS spread (bps) -5 -6 1 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 across most 

of the country, except for near-normal temperatures in the Southwest.  Wetter-than-normal 

conditions are expected in the Southeast, with dry conditions expected in the northern Rocky 

Mountains and Great Plains. 

 

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 $97.43 $99.57 -2.15% Concern about accelerating interest-rate hikes.

WTI $93.98 $96.30 -2.41% Concern about accelerating interest-rate hikes.

Natural Gas $6.81 $6.69 1.85%

Crack Spread $44.38 $46.26 -4.08% Concern about accelerating interest-rate hikes.

12-mo strip crack $33.25 $34.78 -4.40% Concern about accelerating interest-rate hikes.

Ethanol rack $2.82 $2.82 -0.09%

Metals

Gold $1,712.90 $1,735.51 -1.30% Concern about accelerating interest-rate hikes.

Silver $18.60 $19.22 -3.19% Concern about accelerating interest-rate hikes.

Copper contract $325.45 $332.25 -2.05% Concern about accelerating interest-rate hikes.

Grains

Corn contract $594.25 $595.25 -0.17%

Wheat contract $809.25 $810.75 -0.19%

Soybeans contract $1,333.50 $1,349.50 -1.19%

Shipping

Baltic Dry Freight 2,002            2,013            -11

Actual Expected Difference

Crude (mb) 3.3 -1.5 4.8

Gasoline (mb) 5.8 -1.0 6.8

Distillates (mb) 2.7 1.7 1.0

Refinery run rates (%) 0.4% 0.5% -0.1%

Natural gas (bcf) 57.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 7/13/2022 close) 

 

-40% -20% 0% 20% 40%
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Real Estate

S&P 500

Materials

Financials

Industrials
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Utilities

Energy

YTD Total Return

-1.5% -1.0% -0.5% 0.0% 0.5% 1.0%

Industrials

Healthcare

Financials

Materials

Real Estate

Communication Services

S&P 500
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Technology

Energy
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Consumer Discretionary

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 7/13/2022 close) 

 

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

Growth

Small Cap

Foreign Developed ($)

Emerging Markets ($)

Large Cap

Real Estate

Mid Cap

Emerging Markets (local currency)

US Corporate Bond

US High Yield

Value

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 

 

July 14, 2022 
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P/E as of 7/13/2022 = 17.4x

 
 

Based on our methodology,1 the current P/E is 17.4x, up 0.1x from last week.  The rise in the P/E 

is due a modest decline in Q3 earnings expectations. 
 

 

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. 


