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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 18, 2022—9:30 AM EDT] Global equity markets are higher this morning. In 

Europe, the Euro Stoxx 50 is currently up 1.0% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 2.2%. Chinese markets were higher, with the Shanghai Composite 

closing up 1.6% from its prior close and the Shenzhen Composite closing up 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) 

 

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

be ramping up its ground attacks and missile barrages again after a partial operational pause.  We 

next review a wide range of other international and U.S. developments with the potential to 

affect the financial markets today, including the latest on the U.K.’s Conservative Party 

leadership election and signs of thawing China-Australia relations. 

 

Russia-Ukraine:  Russian forces appear to be ramping up their ground attacks in Ukraine’s 

eastern province of Donetsk again, following a partial operational pause in recent weeks.  

However, we suspect that troop and equipment shortages will prevent them from launching 

major new offensives.  Indeed, Moscow did not claim any new seizures of territory yesterday.  

Meanwhile, Russian forces have not only stepped up their missile attacks across Ukraine, but 

several reports say they have moved additional troops and equipment into the Kherson region to 

defend it from a planned counteroffensive that Kyiv has signaled.  Importantly, those troop and 

equipment moves could weaken Russia’s attacks around Donetsk, perhaps as Kyiv intended 
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https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-july-17
https://www.wsj.com/articles/ukraines-zelensky-denounces-russian-strikes-across-country-11657967469?mod=article_inline
https://www.wsj.com/articles/russian-strikes-intensify-as-moscow-aims-to-tighten-grip-on-donbas-11658059249?mod=hp_lead_pos9
https://www.wsj.com/articles/russian-strikes-intensify-as-moscow-aims-to-tighten-grip-on-donbas-11658059249?mod=hp_lead_pos9
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when it publicized its counteroffensive against Kherson.  Finally, we note that Russian Defense 

Minister Shoigu has ordered Russian troops to prioritize attacks on long-range artillery systems 

provided to Ukraine by its Western supporters.  The order underlines the importance those 

systems have had in bolstering Ukraine’s military capabilities. 

 

 
 

• On Sunday evening, Ukrainian President Zelensky fired both the country’s general 

prosecutor and the head of its security service, a friend from childhood, amid allegations 

that their offices were riddled with officials who were collaborating with Russia. 

• International Energy Agency Chief Fatih Birol today warned that there is a real chance 

Russia will completely shut off its supply of natural gas to Western European countries in 

retaliation for their support of Ukraine.  According to Birol, Western European nations 

must take urgent and coordinated action to avert a potentially disastrous supply crunch 

this winter, in what he termed “a historic test of European solidarity.”  Birol’s suggested 

steps include the following: 

https://www.wsj.com/articles/russia-orders-troops-to-target-ukraines-western-supplied-weapons-11658144358?mod=hp_lead_pos6
https://www.wsj.com/articles/russia-orders-troops-to-target-ukraines-western-supplied-weapons-11658144358?mod=hp_lead_pos6
https://www.wsj.com/articles/russian-strikes-intensify-as-moscow-aims-to-tighten-grip-on-donbas-11658059249?mod=hp_lead_pos9
https://www.wsj.com/articles/russian-strikes-intensify-as-moscow-aims-to-tighten-grip-on-donbas-11658059249?mod=hp_lead_pos9
https://www.wsj.com/articles/looming-gas-crunch-poses-historic-test-for-europe-iea-says-11658142916
https://www.wsj.com/articles/looming-gas-crunch-poses-historic-test-for-europe-iea-says-11658142916
https://www.wsj.com/articles/europe-fears-widespread-economic-fallout-if-russian-gas-outage-drags-on-11658136780
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o Temporarily step-up coal-and oil-powered electricity generation; 

o Launch public-information campaigns to reduce household gas demand; 

o Compensate industries for forgoing gas supplies; 

o Increase cooperation among national electricity operators; and 

o Plan for EU-wide sharing of what available gas supplies remain. 

• EU Foreign Affairs Commissioner Borrell expressed hope that Russia, Ukraine, and other 

interested countries could strike a deal this week to restart grain shipments out of Ukraine 

and help ease the worsening global food crisis. 

o The prospect of an agreement to end the blockade comes as the EU prepares 

legislation to ease its sanctions regime against Moscow to allow trade in Russian 

food products as it attempts to address anger in Africa and elsewhere that rely on 

Russia food supplies. 

o Draft legislation to be considered by EU ambassadors today would provide 

exemptions to existing bans on transactions with certain Russian state-owned 

entities when it comes to food products, a tacit acknowledgment that sanctions 

against Moscow may have inadvertently led to a curb on Russian food exports. 

o As global food markets adjust to the war-related supply disruptions to date, and as 

traders factor in the risk of global recession, grain prices continue to retreat.  For 

example, corn and wheat futures are now down some 25% and 40%, respectively, 

from their early-spring highs. 

• A recent analysis by the Economist Intelligence Unit estimates that commodity supply 

disruptions and other fallout from the war will reduce global economic output by 

approximately $1 trillion this year, with the biggest losses in Germany, France, and Italy. 

 

European Union:  Most of Western Europe this week is suffering through a record-breaking 

heatwave and wildfire outbreak, which is already starting to threaten economic activity.  What’s 

less publicized is that the Continent is also suffering through a major drought.  One consequence 

of the dry weather is that hydroelectric power generation is falling, worsening Europe’s wartime 

energy shortages. 

 

United Kingdom:  In the race to succeed Prime Minister Johnson as Conservative Party leader 

and prime minister, the latest poll of parliament members has whittled the field down to just five.  

Former Chancellor Rishi Sunak remains the frontrunner, followed by Foreign Minister Liz Truss, 

Trade Minister Penny Mordaunt, Foreign Affairs Committee Chairman Tom Tugendhat, and 

Former Equities Minister Kemi Badenoch. 

• Despite Sunak’s strength, he remains under threat from candidates to his right. 

• After garnering a surge of support last week, Mordaunt’s star seems to be fading, and a 

poll of grassroots’ party members has revealed a strong preference for Badenoch. 

https://www.ft.com/content/3ba433da-60e1-4849-8646-4945487e0f3a
https://www.ft.com/content/3ba433da-60e1-4849-8646-4945487e0f3a
https://www.wsj.com/articles/recession-fears-trade-shifts-whipsaw-global-grain-markets-11658142001
https://www.wsj.com/articles/economic-war-of-attrition-takes-toll-on-russia-west-11658050201?mod=hp_lead_pos8
https://www.wsj.com/articles/economic-war-of-attrition-takes-toll-on-russia-west-11658050201?mod=hp_lead_pos8
https://www.ft.com/content/07df3f2e-6991-4842-a047-41f2b6fb853d
https://www.politico.eu/article/europe-temperature-heat-wave-drought/?utm_source=POLITICO.EU&utm_campaign=7e9e6cd6ac-EMAIL_CAMPAIGN_2022_07_18_03_58&utm_medium=email&utm_term=0_10959edeb5-7e9e6cd6ac-190480045
https://www.ft.com/content/511cf752-0ae5-4def-92a1-13fdd9cc5b63
https://conservativehome.com/2022/07/16/our-next-tory-leader-badenoch-opens-up-a-double-digit-lead-truss-mordaunt-and-sunak-are-bunched-together-second-third-and-fourth/?utm_source=POLITICO.EU&utm_campaign=0ab129529f-EMAIL_CAMPAIGN_2022_07_17_12_44&utm_medium=email&utm_term=0_10959edeb5-0ab129529f-190480045
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• After a nasty televised debate last night, Sunak and Truss pulled out of a debate 

scheduled for Tuesday on concern that the divisiveness is damaging the party’s image.  

That debate has now been cancelled. 

• Another ballot is scheduled for today when the candidate with the lowest total of votes 

will be eliminated. 

 

China:  As the highly transmissible BA.5 Omicron mutation of the coronavirus continues to 

spread, a Japanese investment bank estimates that 41 cities in China are now under full or partial 

lockdowns or district-based controls, covering 264 million people in regions that account for 

about 18.7% of the country’s economic activity.  More ominous is that major production centers 

including Shanghai and Tianjin have ordered mass testing in response to new cases, raising the 

prospect of renewed lockdowns in those cities.  The news highlights the continuing negative 

economic impact of President Xi’s strict Zero-COVID policies. 

 

China-Australia:  After Chinese officials last week indicated they may resume importing coal 

from “down under,” Australian Treasurer Jim Chalmers said such a move would help restore ties 

between the two countries.  He also encouraged China to remove its restrictions on other imports 

from Australia, such as wine and barley. 

• Beijing began blocking Australian imports in late 2020 to retaliate for former Australian 

Prime Minister Morrison’s call to investigate China’s role in the coronavirus pandemic. 

• The potential loosening in Chinese policy stems in part from the fact that Morrison is no 

longer prime minister, and that the new government in Canberra has made a concerted 

effort to re-engage with China.  Just as important, Beijing’s interest in resuming 

Australian coal imports reflects a general tightening in the global energy market, as war-

related disruptions to Russian supplies force many European countries to scramble for 

alternative energy sources. 

• Thawing bilateral ties could potentially be a boon for Australia, although China’s 

economic slowdown would likely reduce the benefit for Australian companies. 

 

Pakistan:  Former Prime Minister Imran Khan’s party won a critical by-election in Pakistan’s 

most populous province, putting him on track to force early parliamentary polls just months after 

he was ousted from office.  Khan’s victory is being ascribed to voter anger over high inflation 

and the painful belt-tightening measures current Prime Minister Sharif has imposed to restart 

lending under a $7-billion IMF program.  Without that program, Pakistan would be at even 

greater risk of defaulting on its foreign debt, as Sri Lanka recently has. 

 

Sri Lanka:  Although President Gotabaya Rajapaksa resigned and fled into exile last week, 

protestors are now demanding that Acting President Ranil Wickremesinghe resign as well.  

Wickremesinghe is seen as a close ally of the Rajapaksa clan that has dominated Sri Lanka’s 

government for decades.  The continuing political and economic turmoil bodes poorly for other 

emerging markets, some of which are facing challenges similar to those in Sri Lanka, including 

high debt service costs, rising interest rates, and a strong dollar. 

 

https://www.ft.com/content/2dfa5e56-5761-4b78-bf8f-abf185503e92
https://www.ft.com/content/2dfa5e56-5761-4b78-bf8f-abf185503e92
https://www.ft.com/content/d12159d4-8d94-44ae-92fe-d4ad0b731006
https://www.ft.com/content/d12159d4-8d94-44ae-92fe-d4ad0b731006
https://www.scmp.com/news/asia/australasia/article/3185558/ending-australia-coal-ban-would-put-china-ties-back-track?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220717&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3185585&article_id_list=3185572,3185537,3185581,3185380,3185542,3185558,3185585,3185583&tc=20&CMCampaignID=ce07c191ff1c8d5cac671174716db9a9
https://www.scmp.com/news/asia/australasia/article/3185558/ending-australia-coal-ban-would-put-china-ties-back-track?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220717&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3185585&article_id_list=3185572,3185537,3185581,3185380,3185542,3185558,3185585,3185583&tc=20&CMCampaignID=ce07c191ff1c8d5cac671174716db9a9
https://www.ft.com/content/4061b75f-66c0-4a51-9a26-c9fd539c6624
https://www.ft.com/content/4061b75f-66c0-4a51-9a26-c9fd539c6624
https://www.scmp.com/news/asia/south-asia/article/3185601/sri-lankans-pile-pressure-ranil-wickremesinghe-quit-protests?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220718&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3185593&article_id_list=3185581,3185604,3185565,3185580,3185463,3185603,3185599,3185585&tc=26&CMCampaignID=6f05103d779e678abc3f183cc672dd76
https://www.wsj.com/articles/strong-dollar-extends-gains-with-no-end-to-rally-in-sight-11658066581?mod=hp_lead_pos4
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United States-Saudi Arabia:  On Saturday, President Biden completed his visit to Saudi Arabia 

with no concrete deliverables in terms of Saudi commitments to increase oil production and 

bring down prices.  On its face, the outcome is a significant disappointment for Biden, especially 

given that he has been strongly criticized for the trip by progressives looking for stronger U.S. 

action on human rights and policies to combat global warming. 

• Despite Biden’s failure to win big, definitive concessions from the Saudis, it’s important 

to remember that the trip further advanced what could be called the “Biden Doctrine,” 

i.e., a concerted effort to rebuild U.S. influence and ties with key allies. 

• For more than a decade, U.S. leaders have been trying to disengage from the messy 

politics and security issues in the Middle East to focus on the rising geopolitical threat 

from China.  Now that global politics and energy disruptions are drawing Biden back into 

the region, albeit kicking and screaming, U.S. re-engagement could ultimately help 

improve global security and economic stability, at least for as long as it lasts. 

 

U.S. Economic Releases  
 

There were no domestic releases scheduled 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 Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m Jul 65 67 **

16:00 Net Long-term TIC Flows m/m May $87.7b ***

16:00 Total Net TIC Flows m/m May $1.3b ***

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.wsj.com/articles/biden-rebuilds-ties-with-saudi-visit-but-lacks-commitment-on-oil-production-11657992248?mod=hp_listb_pos3


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO 63119 | 314.743.5090 

www.confluenceinvestment.com 

 6 

  
 

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

New Zealand Non Resident Bond Holdings m/m Jun 58.4% 58.3% *** Equity and bond neutral

CPI y/y 2Q 7.3% 6.9% 7.1% ** Equity bearish, bond bullish

EUROPE

Italy Trade Balance m/m May -0.12b -3.63b * Equity and bond neutral

UK Rightmove House Prices y/y Jul 30.0% 9.7% *** Equity and bond neutral

AMERICAS

Canada Housing Starts m/m Jun 273.8k 287.3k 274.0k ** Equity and bond neutral

Brazil FGV Inflation IGP-10 m/m Jul 0.60% 0.74% 0.48% ** Equity and bond neutral

FGV CPI IPC-S w/w 15-Jul 0.24% 0.69% 0.25% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 274 274 0 Up

3-mo T-bill yield (bps) 220 230 -10 Up

TED spread (bps) 54 44 10 Widening

U.S. Sibor/OIS spread (bps) 246 244 2 Up

U.S. Libor/OIS spread (bps) 251 249 2 Up

10-yr T-note (%) 2.96 2.92 0.04 Up

Euribor/OIS spread (bps) 7 0 7 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down
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Weather 
 

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

entire country.  Wetter-than-normal conditions are expected in the Southwest and East, with dry 

conditions expected in the northern Pacific, 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 $103.30 $101.16 2.12% Supply pessimism

WTI $99.38 $97.59 1.83%

Natural Gas $7.21 $7.02 2.72%

Crack Spread $44.09 $43.91 0.41%

12-mo strip crack $34.11 $34.41 -0.85%

Ethanol rack $2.84 $2.83 0.26%

Metals

Gold $1,718.37 $1,708.17 0.60%

Silver $18.90 $18.71 1.01%

Copper contract $333.10 $323.40 3.00%

Grains

Corn contract $611.75 $603.75 1.33% Poor weather conditions

Wheat contract $790.50 $776.75 1.77%

Soybeans contract $1,364.00 $1,342.25 1.62%

Shipping

Baltic Dry Freight 2,150            2,010            140

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 7/15/2022 close) 
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(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 7/15/2022 close) 

 

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

Growth

Small Cap

Foreign Developed ($)

Emerging Markets ($)

Real Estate

Large Cap

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. 


