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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 15, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.9% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.5%. Chinese markets were lower, with the Shanghai Composite 

closing down 1.6% from its prior close and the Shenzhen Composite closing down 1.5%. U.S. 

equity index futures are signaling a higher 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) 

 

In today’s Comment, we will provide updates on U.K. elections, Draghi’s resignation, and 

possible price caps, all of which are potential threats to the Western bloc’s unification against 

Russia. Next, we discuss international news with a focus on China’s latest GDP. We end with an 

overview of U.S. news. Below are the top stories moving financial markets. 

 

Top Stories: Equity markets clawed back most of the early losses on Thursday after central 

bankers cast doubts about a potential 100 bps rate hike during the next Fed meeting. Meanwhile, 

disappointing earnings reports from J.P. Morgan (JPM, $108.00) and Morgan Stanley (MS, 

$74.69) led to concerns that the economy may be harming financial equities.  

• Central Bank: Fed Governor Christopher Waller reaffirmed his support of raising the 

Fed’s benchmark rate by 75 bps in the Fed’s upcoming meeting, but could back a more 

considerable rate hike depending on the incoming economic data. St. Louis Fed President 

James Bullard mirrored Waller's sentiment by suggesting that he also favoring a 75 bps 

hike. The reluctance of Fed officials to respond aggressively to Wednesday's hot CPI 
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report suggests that the Fed may be concerned about the economy. Although it is unlikely 

that the central bank will pause rates anytime soon, Fed officials may be hesitant to signal 

further rate increases as economic conditions deteriorate. 

 

Maintaining the Western Alliance:  New elections, rising prices, and varying levels of 

commitment are preventing the West from presenting a unified front against Russia. As the 

Western bloc struggles to stay on the same page, Putin's leadership position is pivotal in 

demonstrating Russia’s willpower to maintain its war in Ukraine.  

● U.K. elections: An unexpected candidate has taken the lead in the race to replace U.K. 

Prime Minister Boris Johnson. Betting sites favor Penny Mordaunt to take over as the 

new leader of the Tory party, although five candidates remain in the running. 

Predictit.org gives Mordaunt a 56% chance of winning, while Sky Bet also shows her as 

an early favorite. Assuming she wins, it is unlikely that she will have a different foreign 

policy than the outgoing prime minister, and therefore U.K. commitment to Ukraine is 

unlikely to change. Nevertheless, Mordaunt's victory should be favorable to assets within 

the U.K. as she is anticipated to provide some political calm to the country. 

● Draghi’s resignation: Italian Prime Minister Mario Draghi offered to resign on 

Thursday; however, his request was promptly denied by Italy's President Sergio 

Mattarella who insisted that Draghi wait a week before deciding on whether to step 

down. The political chaos comes at a vulnerable time for the country as a new Italian 

government may be less friendly toward the EU. News of Draghi’s resignation caused the 

spread between Italian and German bonds to widen by 16 bps. A government collapse 

will probably not impact Italy’s commitment to the war in Ukraine, but it could pave the 

way for the break-up of the Eurozone. Polls show that the populist party Brothers of Italy 

is favored to win the majority of seats in an election. The party leader, Giorgia Meloni, is 

a noted eurosceptic but a vocal supporter of Ukraine. 

● Price caps: The West is making progress on price caps for Russian oil. The U.S. and EU 

have stated that they may be willing to withdraw their sanctions on shipping insurance 

and financing services in exchange for support of a price ceiling. The move would reduce 

the price the EU is paying for reduced-volume purchases of Russian crude oil to similar 

levels that China and India are currently paying. Although price caps are an attractive 

alternative to sanctions, it isn’t the perfect solution. In theory, countries can refuse to pay 

the market price for Russian crude; however, Moscow can then respond by not selling to 

them. As a result, countries must be willing to risk losing access to Russian oil for the 

plan to work. Europe appears to be the guinea pig in this experiment as its dependency on 

Russian crude means it will be the primary enforcer of the cap. Given the sensitivity that 

EU countries such as Germany and France had around securing their energy resources, 

they may not go along with it, especially in the winter. 

 

International: Improvements in the Middle East and the potential for policy accommodation in 

China are both positive developments for international equities; however, rising energy prices 

remain a risk, particularly for countries with limited energy reserves. 

 

https://www.predictit.org/markets/detail/8019/Who-will-win-the-UK-Conservative-Party-leadership-election
https://www.predictit.org/markets/detail/8019/Who-will-win-the-UK-Conservative-Party-leadership-election
https://www.ft.com/content/957d48dd-7839-4332-a823-da3f7172a547
https://www.ft.com/content/957d48dd-7839-4332-a823-da3f7172a547
https://www.ft.com/content/957d48dd-7839-4332-a823-da3f7172a547
https://www.spglobal.com/commodityinsights/en/market-insights/latest-news/oil/071422-us-eu-could-waive-some-russia-sanctions-if-oil-price-cap-approved-yellen
https://www.spglobal.com/commodityinsights/en/market-insights/latest-news/oil/071422-us-eu-could-waive-some-russia-sanctions-if-oil-price-cap-approved-yellen
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● Israel-Saudi Arabia: Normalization between Israel and Saudi Arabia edged closer to 

reality after the Israeli government green-lit a deal to cede control of two strategic islands 

in the Red Sea. In exchange for relinquishing control, Israeli airlines will be allowed to 

use Saudi airspace for flights to China and India. In addition, normalizing relations within 

the Middle East creates a favorable investment environment for the region. 

● Japan energy: To prevent a potential power crunch, Japan would like to bring up to nine 

nuclear reactors online to diversify the country's energy sources. As an island nation, 

Japan does not have the same capability as larger countries (such as the U.S.) to mine 

fossil fuels and is forced to import to meet its energy needs. As a result, the global rise in 

commodity prices has pushed the country's inflation to its highest level in nearly a 

decade. The new reactors will likely provide some relief for the country, but it won't be a 

long-term solution. Japanese officials estimate that the reactors could provide up to 10% 

of the country's electricity needs. Approaching wintertime, we suspect Japanese firms 

will struggle to maintain profitability as they cope with rising energy costs. Therefore, 

until the BOJ steps in and tightens monetary policy to improve the yen's strength, we 

view Japanese equities as having elevated risk.  

● China’s growth: GDP in China rose 0.4% from the prior year, much lower than 

expectations of an increase of 1.2%. The drastic slowdown in Chinese growth is likely 

related to the country's property meltdown and Zero-COVID policy. The disappointing 

GDP number could pave the way for Beijing to provide additional fiscal and monetary 

support, which should be favorable for Chinese equities.   

 

Recent developments in China and the Middle East should result in improved sentiment about 

international equities in the short term. However, a hawkish Fed, a stronger dollar, and rising 

energy prices pose a risk for emerging economies. That said, we believe that Chinese equities are 

particularly attractive as we suspect Beijing will attempt to boost the economy heading into the 

20th National Congress of the Chinese Communist Party later this year.  

 

Domestic: A cooling housing market, increased scrutiny, and lower government spending will 

likely weigh on market sentiment as investors remain risk averse.  

● Housing: The supply of homes for sale rose for the first time in two years. The increase 

in homes on the market suggests that rising pricing and financial costs have started to 

weigh on demand. Although prices are unlikely to fall on a nominal basis, the decline in 

demand indicates that housing prices will rise at a slower pace. Because most households 

derive the majority of their wealth from an increase in the equity value of their homes, a 

sluggish housing market may lead consumers to spend less. As a result, the economy and 

financial markets could suffer because of waning consumer and investor sentiment. 

● Antitrust: Tech companies face growing regulatory risk as government agencies seek to 

increase competition within the sector. The DOJ is set to reject concessions from 

Alphabet (GOOG, $2,207.35), paving the way for a potential antitrust lawsuit over the 

company's online ad market dominance. The move to limit tech dominance has bipartisan 

support. The right feels that tech companies have used their market power to ensure their 

voice, while the left believes that tech companies have used their platform to profit from 

https://www.axios.com/2022/07/14/saudi-israel-normalization-red-sea-deal
https://www.axios.com/2022/07/14/saudi-israel-normalization-red-sea-deal
https://www.axios.com/2022/07/14/saudi-israel-normalization-red-sea-deal
https://www.bloomberg.com/news/articles/2022-07-14/japan-s-kishida-orders-restart-of-up-to-nine-nuclear-reactors
https://www.bloomberg.com/news/articles/2022-07-14/japan-s-kishida-orders-restart-of-up-to-nine-nuclear-reactors
https://www.bloomberg.com/news/articles/2022-07-14/will-home-prices-fall-listings-rise-for-the-first-time-in-three-years?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-14/will-home-prices-fall-listings-rise-for-the-first-time-in-three-years?srnd=premium&sref=uIvt3NFS
https://www.latestly.com/socially/business/the-us-justice-department-is-likely-to-reject-concessions-offered-by-alphabet-clearing-latest-tweet-by-bloomberg-3950423.html
https://www.bloomberg.com/news/articles/2022-07-14/google-ad-tech-concessions-unlikely-to-avert-doj-antitrust-suit?utm_source=twitter&utm_content=business&utm_campaign=socialflow-organic&utm_medium=social&cmpid=socialflow-twitter-business&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-14/google-ad-tech-concessions-unlikely-to-avert-doj-antitrust-suit?utm_source=twitter&utm_content=business&utm_campaign=socialflow-organic&utm_medium=social&cmpid=socialflow-twitter-business&sref=uIvt3NFS
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disinformation. As a result, we expect the tech sector to be a less attractive place to invest 

as rising rates and regulatory crackdowns will make it harder for firms to expand. 

● Manchin out: Senator Joe Manchin (D-WV) has jettisoned any hope that he would 

support an economic package that contains new spending on climate change or new 

taxes. He will now only back legislation that lowers drug prescription costs or extends 

enhanced ACA subsidies.  

 

Concerns about a possible recession in the U.S. will likely persist as the lack of government 

spending and slowdown in residential investment weigh on growth. While this will probably hurt 

pro-cyclical stocks, we suspect defensive stocks in sectors such as Health Care, Utilities, and 

Consumer Staples may be attractive. Tech stocks, though, will likely face greater scrutiny as 

governments worldwide look to break up these companies.    

 

U.S. Economic Releases  
 

The New York FRB said its July Empire State Manufacturing Index rose to a seasonally adjusted 

11.1, far exceeding both the June reading of -1.2 and the expected figure of -2.0.  This index is 

designed so that positive readings point to expanding factory activity in New York State, so 

today’s figure suggests that factory activity in New York is now growing nicely again, rather 

than contracting further.  The chart below shows how the index has fluctuated since just before 

the prior recession. 

 

 
 

Separately, June retail sales rose by a seasonally adjusted 1.0%, slightly beating the anticipated 

gain of 0.9% and more than offsetting the revised 0.1% decline in May.  Overall retail sales are 

often driven by the volatile auto and auto parts sector, which make up almost one-fifth of the 

total, but that wasn’t a problem this time.  June retail sales excluding autos and auto parts were 

up 1.0% as well, beating their expected increase of 0.7% and marking a nice acceleration from 

the revised rise of 0.6% in the previous month.  Overall retail sales in June were up 8.9% from 

the same month one year earlier, while sales excluding autos and auto parts were up 11.3%.  The 

chart below shows how retail sales have changed since just before the previous recession. 

 

https://www.bloomberg.com/news/articles/2022-07-15/manchin-says-no-to-new-tax-hikes-climate-spending-in-biden-plan?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-15/manchin-says-no-to-new-tax-hikes-climate-spending-in-biden-plan?sref=uIvt3NFS
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Finally, June import prices were up 0.2% from the previous month, but that was much milder 

than both the expected rise of 0.7% and the revised increase of 0.5% in May.  Of course, import 

prices are often driven by volatility in the petroleum fuels category, and that’s exactly what 

happened last month.  June import prices excluding fuels were actually down 0.4%, coming in 

much better than their anticipated increase of 0.2% and marking an acceleration in price declines 

after the revised fall of 0.2% the previous month.  Overall import prices in June were up 10.7% 

year-over-year, while import prices excluding fuels were up 5.4%.  The chart below shows the 

year-over-year change in import prices since just before the previous recession. 

 

 
 

According to the report, export prices in June were up 18.2% from one year earlier, in large part 

because of strong pricing in the key agriculture category.  Comparing the annual change in 

export prices versus import prices provides a sense of the U.S. “terms of trade,” or the relative 
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advantage or disadvantage the country is facing because of trends in international trade prices.  

The chart below compares the year-over-year change in U.S. export and import prices since just 

before the previous recession. 

 

 
 

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 Indicator Expected Prior Rating

9:15 Industrial Production m/m Jun 0.1% 0.1% ***

9:15 Industrial Capacity Utilization m/m Jun 80.8% 80.8% **

10:00 Business Inventories m/m May 1.4% 1.2% *

10:00 U. of Michigan Consumer Sentiment m/m Jul P 50.0 50.0 ***

10:00 U. of Michigan Current Conditions m/m Jul P 53.7 53.8 **

10:00 U. of Michigan Future Expectations m/m Jul P 47.0 47.5 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Jul P 5.3% 5.3% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Jul P 3.0% 3.1% *

EST Speaker or Event

9:00 James Bullard Discusses Economic Outlook President of the Federal Reserve Bank of St. Louis

10:30 Mary Daly Interviewed President of the Federal Reserve Bank of San Francisco

Economic Releases

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 Tertiary Industry Index m/m May 0.8% 0.7% 0.5% ** Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Jun 49.7 52.6 *** Equity bearish, bond bullish

South Korea Export Price Index y/y Jun 23.7% 23.4% * Equity and bond neutral

Import Price Index y/y Jun 33.6% 36.5% * Equity and bond neutral

China New Home Prices m/m Jun -0.1% -0.2% * Equity and bond neutral

Industrial Production y/y Jun 3.9% 0.7% 4.0% * Equity and bond neutral

GDP y/y 2Q 0.4% 4.8% 1.2% * Equity bearish, bond bullish

Retail Sales y/y Jun 3.1% -6.7% 0.3% * Equity bullish, bond bearish

Fixed Assets Ex Rural YTD y/y Jun 6.1% 6.2% 6.0% * Equity and bond neutral

Surveyed Jobless Rate m/m Jun 5.5% 5.9% 5.7% * Equity and bond neutral

India Trade Balance m/m Jun -$26.180b -$24.3000b -$25.600b * Equity bearish, bond bullish

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

Eurozone EU27 New Car Registrations y/y Jun 15.4% 11.2% * Equity bullish, bond bearish

Trade Balance SA m/m May -26.0b -31.8b -35.0b ** Equity bearish, bond bullish

Italy CPI, EU Harmonized y/y Jun F 8.5% 8.5% 8.5% *** Equity and bond neutral

AMERICAS

Canada Wholesale Trade Sales m/m May 1.6% -5.0% 2.0% * Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 251 248 3 Up

3-mo T-bill yield (bps) 226 231 -5 Up

TED spread (bps) 26 18 8 Widening

U.S. Sibor/OIS spread (bps) 250 247 3 Up

U.S. Libor/OIS spread (bps) 255 252 3 Up

10-yr T-note (%) 2.93 2.96 -0.03 Up

Euribor/OIS spread (bps) 0 -5 5 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

PBOC 1-Year Med-Term Lending Facility 2.850% 2.850% 2.850% On Forecast

PBOC 1-Year Med-Term Lending (Bil.) 100.0 200.0 100.0 On Forecast
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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 Arizona.  Wetter-than-normal conditions 

are expected in the Southwest and 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 $100.93 $99.10 1.85%

WTI $97.14 $95.78 1.42%

Natural Gas $6.46 $6.60 -2.17%

Crack Spread $45.22 $44.23 2.22%

12-mo strip crack $34.52 $33.99 1.56%

Ethanol rack $2.81 $2.82 -0.04%

Metals

Gold $1,705.15 $1,709.94 -0.28%

Silver $18.45 $18.42 0.14%

Copper contract $316.90 $321.15 -1.32%

Grains

Corn contract $603.75 $601.00 0.46%

Wheat contract $791.50 $795.00 -0.44%

Soybeans contract $1,339.75 $1,341.00 -0.09%

Shipping

Baltic Dry Freight 2,010            2,002            8

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) 58.0 57.0 1.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 7/14/2022 close) 

 

-40% -20% 0% 20% 40%
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Consumer Discretionary
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S&P 500
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Healthcare
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Utilities
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-2.5%-2.0%-1.5%-1.0%-0.5% 0.0% 0.5% 1.0% 1.5%

Financials

Energy

Materials

Communication Services
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Industrials

Healthcare
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Consumer Discretionary
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Consumer Staples

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 7/14/2022 close) 

 

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

Growth

Small Cap

Foreign Developed ($)

Emerging Markets ($)

Real Estate

Mid Cap

Large Cap

Emerging Markets (local currency)

US Corporate Bond

Value

US High Yield

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. 


