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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 21, 2022—9:30 AM EDT] Global equity markets are mostly lower this morning. 

In Europe, the Euro Stoxx 50 is currently down 0.1% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed essentially flat. Chinese markets were lower, with the Shanghai 

Composite falling 1.0% from its prior close and the Shenzhen Composite falling 0.8%. U.S. 

equity index futures are signaling a lower open.  With 67 companies having reported, the S&P 

500 Q2 2022 earnings stand at $55.90, higher than the $55.26 forecast for the quarter. The 

forecast reflects a 4.3% increase from Q2 2021 earnings. Thus far this quarter, 70.1% of the 

companies have reported earnings above forecast, while 22.4% have reported earnings below 

forecast. 
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

 

• Bi-Weekly Geopolitical Report (7/18/2022) (with associated podcast): “The Pandemic's 

Impact on Inequality” 

• Weekly Energy Update (7/21/2022): We take another look at trend gasoline demand 

(it’s remarkably weak), the EU/Russian natural gas problem, and the European heat 

wave.   

• 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 European Central Bank's decision to raise 

rates by 50 bps. Next, we examine changes in governments in the U.K. and Italy, followed by an 

update on the Russia-Ukraine war. The report ends with a review of the warning signs of a 

possible downturn in the U.S. economy.  

 

Central Bank News:  Under pressure due to rising energy prices, central banks are being forced 

to choose whether they will prioritize economic growth or price stability as they set their 

monetary policy. 

 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_07_18_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_21_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_21_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_21_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_21_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q222.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jul_11_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update2_Jul2022.pdf
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• European Central Bank: The ECB raised rates by 50 bps for the first time in 11 years 

as the EU looks to tame historically high inflation.  The hike was above expectations of 

25 bps. In addition to tightening policy, the ECB unveiled the Transmission Protection 

Instrument (TPI) designed to combat fragmentation. The combined rate increase and new 

fragmentation tool did not lead to panic from investors. After the rate news, the euro 

strengthened against the dollar, while the spread between Italian and German 10-year 

bond spreads widened by 9 bps from 223 bps to 232 bps. 

o The ECB stated that the new tool will not be limited by “ex-ante” restrictions 

suggesting that the bank has not put a cap on the level of intervention.  

  

• Bank of Japan: The BOJ continues to defy expectations by continuing its ultra-low 

interest rate policy despite rising inflation. The central bank expects core CPI, which 

excludes food, to rise 2.3% from the prior year. BOJ Governor Haruhiko Kuroda 

dismissed the possibility of raising rates as the country recovers from the pandemic. The 

decision to maintain its monetary policy suggests that the yen's weakness against the 

dollar will continue for the foreseeable future. Moreover, the currency's recent 

depreciation has exacerbated its inflation problem as rising global commodity prices, 

which are elevated in dollar terms, make it difficult for Japanese firms and households to 

control costs.   

 

Moving away from negative rates will be difficult for both the ECB and BOJ to navigate. The 

BOJ's burgeoning debt burden limits its ability to raise rates. Meanwhile, the ECB needs to 

ensure that borrowing costs remain close among EU members to prevent a break-up of the bloc. 

That said, it is unlikely that the moves by either central bank will calm market concerns as rising 

inflation threatens both countries’ economic outlooks. At this time, we view the investing 

environment for Japan and Europe as risky.  

 

Shake Up in Europe:  Leadership changes in Italy and the U.K. will likely not have an impact 

on the Ukraine war but could lead to more friction within the western alliance.  

 

• Italian Crisis: Italian Prime Minister Mario Draghi was forced to resign on Wednesday 

after several key parties within his coalition boycotted a no-confidence vote. Draghi's 

departure will plunge the country into political turmoil as investors fret over the 

possibility of a less market-friendly Italian government. Italian President Sergio 

Mattarella is expected to hold snap elections in early 2023. At this time, recent polls 

suggest that the center-right bloc led by the populist Brothers of Italy will likely take over 

the government. The unfortunate exit of Draghi will probably weigh on Italian equities as 

it appears that a new government could be less friendly toward the European Union.  

 

• U.K. Premiership:  Foreign Secretary Liz Truss and former Finance Minister Rishi 

Sunak are set to face off in the final round of Tory voting to become the leader of the 

party and the U.K.’s next prime minister. Sunak, who has led all voting rounds, vowed to 

maintain taxes at current levels, while his opponent Truss is running on a platform of 

https://www.wsj.com/articles/ecb-raises-rates-by-half-a-percentage-point-11658406446
https://www.reuters.com/markets/currencies/boj-retain-easy-policy-staying-outside-global-tightening-tide-2022-07-20/boj-maintain-ultra-low-rates-sound-warning-over-weak-yen-2022-06-16/
https://www.reuters.com/markets/currencies/boj-retain-easy-policy-staying-outside-global-tightening-tide-2022-07-20/boj-maintain-ultra-low-rates-sound-warning-over-weak-yen-2022-06-16/
https://www.ft.com/content/955dbb5d-fa23-479c-85e4-9010b73a2cdf
https://www.ft.com/content/0c7e970b-8630-41d8-adae-73ff1b9c78e0
https://www.ft.com/content/0c7e970b-8630-41d8-adae-73ff1b9c78e0
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deregulation and tax cuts. The result of the final vote will be released on September 5, 

with betting sites showing Truss, a notable Brexiteer, as a favorite to win.  

 

The change in government in the U.K. should be favorable to British equities as it may provide 

some political calm. However, the rise of eurosceptics in both U.K. and Italy could lead to 

renewed clashes with the European Union.  

 

Russia-Ukraine: Russia's push for more territory and the West's continued backing of Ukraine 

suggest that the geopolitical risks from the war will likely persist.   

 

• Moscow Wants More: In a supposed shift, Russia declared that it would take complete 

control over regions outside of eastern Ukraine, including the Kherson and Zaporizhzhia 

regions in the south. Earlier in the year, Moscow stated that its goal was to "liberate" the 

east Donbas border region. After several months of fighting, Moscow claims that its 

objective has changed because Kyiv refused to agree to peace talks. The move by 

Moscow to expand its geographical aims was not surprising. On Tuesday, the White 

House warned that Russia had plans to annex southern parts of Ukraine.  

 

● Russian Aims: Russia's desire to expand its gains into areas within Ukraine is likely a 

negotiation tactic. Although it has had some recent success over the last several weeks, 

the West's delivery of long-range missiles to Ukraine has opened Russia up to a fierce 

counter-offensive. Ukraine's weapon capabilities have ratcheted up the cost for Russian 

forces to hold ground in newly gained territory. As the war continues, Russia will be 

inclined to annex the freshly controlled regions to strengthen its leverage against Ukraine 

and secure support at home.  

○ The Paris Club, a group of international creditors, suspended Ukrainian debt 

service until at least the end of 2023. The move will save Ukraine around $6 

billion over the next two years and will likely prevent the country from defaulting 

on its debt. 

○ The White House may provide Ukraine with fighter jets and the training to 

operate them. The measure would drastically increase the West's war 

involvement, and possibly escalate tension with Russia.  

○ Gas flows from the Nord Stream 1 pipeline restarted on Thursday after a ten-day 

annual maintenance break. There was concern that the gas flow would slow after 

the pipeline returned online; however, orders indicate that flows are on pace to 

return to 40% of the capacity level reached before maintenance.   

○ The U.S. is expected to impose a price cap on Russian oil in December as the EU 

prepares to impose a ban on companies insuring Russian vessels delivering the 

commodity.  

 

 

https://www.washingtonpost.com/world/ukrainian-forces-strike-key-bridge-in-russia-occupied-south/2022/07/20/a064eb24-07fe-11ed-80b6-43f2bfcc6662_story.html
https://www.washingtonpost.com/world/ukrainian-forces-strike-key-bridge-in-russia-occupied-south/2022/07/20/a064eb24-07fe-11ed-80b6-43f2bfcc6662_story.html
https://www.ft.com/content/b3a949a6-cb76-481a-bcf1-cd2588ccf70d
https://www.ft.com/content/22b32749-c723-4cdc-ad89-0264fadc505a
https://www.ft.com/content/22b32749-c723-4cdc-ad89-0264fadc505a
https://www.washingtonpost.com/national-security/2022/07/20/ukraine-fighter-jets/
https://www.washingtonpost.com/national-security/2022/07/20/ukraine-fighter-jets/
https://www.npr.org/2022/07/21/1112662872/key-gas-pipeline-from-russia-to-europe-restarts-after-a-break-for-maintenance
https://www.bloomberg.com/news/articles/2022-07-21/treasury-official-sees-price-cap-on-russian-oil-by-december?sref=uIvt3NFS
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Warning Signs:  Growing reports of a slowdown in hiring, a cooling housing market, and 

weaker consumer spending suggest the economy may be headed toward a downturn. 

 

● Labor Market: More companies are announcing plans to either reduce hiring or lay off 

workers as economic conditions deteriorate. Ford (F, $12.73) is expected to cut as many 

as 8,000 roles as it shifts its focus away from internal combustion engines and toward 

electric vehicles. Meanwhile, tech companies Alphabet (GOOG, $113.90), Lyft (LYFT, 

$14.07), and Microsoft (MSFT, $262.27) are all set to reduce hiring.  

 

● Housing Market: Existing home sales fell for the fifth consecutive month in June as 

high mortgage rates and residential prices made it harder for potential home buyers to 

enter the market. Existing home sales dipped 5.4% from the prior year in June, while the 

median price for existing homes rose 13.4% in the same month.  

 

 
 

● Spending Slowdown: Higher prices may lead to a broader consumption slowdown. In 

Q1, major retailers such as Walmart and Target warned that households were shifting 

their preference away from discretionary products in favor of staple goods. However, 

recent data collected by Bloomberg in Q2 suggests that consumers have even cut the 

purchase of necessities such as shampoo and diapers.    

  

As the economy begins to slow, we believe that real estate may be a good place to hide. 

Although there is a decline in demand, the lack of supply will be likely to keep property prices 

relatively elevated.  

 

 

 

 

 

https://www.usnews.com/news/economy/articles/2022-07-20/home-sales-drop-for-fifth-consecutive-month-as-rising-mortgage-rates-offset-growing-inventory
https://www.bloomberg.com/news/articles/2022-07-20/shoppers-buy-fewer-staples-as-inflation-erodes-resilience?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-20/shoppers-buy-fewer-staples-as-inflation-erodes-resilience?sref=uIvt3NFS
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U.S. Economic Releases  
 

Initial applications for unemployment benefits in the week ending July 16 rose to a seasonally 

adjusted 251,000, bucking expectations that they would decline to 240,000 from the previous 

week’s level of 244,000.  The four-week moving average of initial claims, which helps smooth 

out some of the volatility in the series, rose to 240,500, reaching its highest level since early 

December.  Meanwhile, the number of people continuing to draw benefits in the week ending 

July 9 rose to 1.384 million, compared with an expected level of 1.340 million and the previous 

week’s revised level of 1.333 million.  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 just since mid-2021. 
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Separately, the Philadelphia FRB said its July Manufacturing Activity Index fell to a seasonally 

adjusted -12.3, far worse than both the expected level of 0.8 and the June reading of -3.3.  The 

Philly Fed Index is designed so that positive readings point to expanding factory activity in the 

mid-Atlantic region.  At its current level, the index suggests mid-Atlantic manufacturing is now 

contracting rather sharply.  The chart below shows how the index has fluctuated since just before 

the prior recession. 

 

 
 

The table below shows the economic releases 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 Leading Economic Indicators m/m Jun -0.6% -0.4% ***

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 
 

   
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Machine tool orders y/y Jun F 17.1% 17.1% ** Equity and bond neutral

Trade Balance m/m Jun -¥1.384t -¥2.386t -¥2.386t ** Equity bullish, bond bearish

Adjusted Trade Balance m/m Jun -¥1.929t -¥1.931t -¥1.889t * Equity and bond neutral

Exports y/y Jun 19.4% 15.8% 17.2% * Equity bullish, bond bearish

Imports y/y Jun 46.1% 48.9% 46.3% * Equity and bond neutral

Australia NAB Business Confidence q/q 2Q 5 14 ** Equity bearish, bond bullish

New Zealand Trade Balance NZD m/m Jun -701m% 263m ** Equity bearish, bond bullish

Exports NZD m/m Jun 6.42b 6.95b ** Equity and bond neutral

Imports NZD m/m Jun 7.12b 6.69b ** Equity and bond neutral

Credit Card Spending YoY m/m Jun 3.5% 2.2% ** Equity and bond neutral

China Swift Global Payments CNY m/m Jun 2.2% 2.2% *** Equity and bond neutral

EUROPE

Eurozone Consumer Confidence m/m Jul P -27.0 -23.6 -24.9 ** Equity bearish, bond bullish

France Business Confidence m/m Jul 103 104 103 ** Equity and bond neutral

Manufacturing Confidence m/m Jul 106 108 106 * Equity and bond neutral

Italy Current Account Balance m/m May -1.251b -$2.190b ** Equity bearish, bond bullish

UK Public Sector Net Borrowing m/m Jun 21.1b 13.2b 11.8b * Equity bearish, bond bullish

PSNB Ex-Banking Groups m/m Jun 22.9b 14.0b 12.6b ** Equity bearish, bond bullish

House Price Index y/y May 12.0% 12.4% 11.9% *** Equity and bond neutral

Switzerland M3 Money Supply y/y Jun -0.1% 0.1% 0.2% ** Equity and bond neutral

Russia PPI y/y Jun 11.30% 19.30% 18.00% *** Equity bullish, bond bearish

AMERICAS

Mexico Retail Sales y/y May 5.2% 4.6% 4.3% *** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 273 271 2 Up

3-mo T-bill yield (bps) 239 242 -3 Up

TED spread (bps) 34 29 5 Widening

U.S. Sibor/OIS spread (bps) 257 251 6 Up

U.S. Libor/OIS spread (bps) 261 255 6 Up

10-yr T-note (%) 3.05 3.03 0.02 Up

Euribor/OIS spread (bps) 13 4 9 Neutral

Currencies Direction

Dollar Flat Up

Euro Flat Down

Yen Down Down

Pound Down Down

Franc Flat Down

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 0.500% 0.000% 0.250% Above Forecast

ECB Marginal Lending Facility 0.750% 0.250% 0.500% Above Forecast

ECB Deposit Facility Rate 0.000% -0.500% -0.250% Above Forecast
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Weather 
 

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

Pacific Northwest, Great Plains, Deep South, and Atlantic Coast, with cooler-than-normal 

temperatures only in the Southwest and Upper Midwest.  Wetter-than-normal conditions are 

expected in the Southwest and Midwest, with dry conditions expected in the Pacific Northwest 

and northern Rocky Mountains. 

 

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 $103.52 $106.92 -3.18% Renewed Russian energy exports to EU; economic growth concerns.

WTI $96.43 $99.88 -3.45% Renewed Russian energy exports to EU; economic growth concerns.

Natural Gas $7.80 $8.01 -2.61% Renewed Russian energy exports to EU; economic growth concerns.

Crack Spread $34.97 $39.23 -10.85%

12-mo strip crack $29.93 $31.71 -5.62%

Ethanol rack $2.82 $2.83 -0.33%

Metals

Gold $1,699.13 $1,696.58 0.15%

Silver $18.50 $18.68 -0.97%

Copper contract $328.45 $332.50 -1.22%

Grains

Corn contract $576.50 $590.00 -2.29%

Wheat contract $817.75 $819.50 -0.21%

Soybeans contract $1,313.25 $1,332.25 -1.43%

Shipping

Baltic Dry Freight 2,113            2,145            -32

Actual Expected Difference

Crude (mb) -0.4 2.0 -2.4

Gasoline (mb) 3.5 1.0 2.5

Distillates (mb) -1.3 1.6 -2.9

Refinery run rates (%) -1.2% 0.5% -1.7%

Natural gas (bcf) 44.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 7/20/2022 close) 

 

-40% -20% 0% 20% 40%
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Healthcare

Consumer Staples
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Industrials
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Consumer Discretionary
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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 7/20/2022 close) 

 

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

Growth

Emerging Markets ($)

Small Cap

Foreign Developed ($)

Real Estate

Large Cap

Emerging Markets (local currency)

US Corporate Bond

Mid Cap

US Government Bond

US High Yield

Value

Foreign Developed (local currency)

Cash

Commodities

YTD Asset Class Total Return

Source: Bloomberg

 
 

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

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

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

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

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

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

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

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily. The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

July 21, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 7/20/2022 = 17.5x

 
 

Based on our methodology,1 the current P/E is 17.5x, 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. 


