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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 22, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.4% from its prior close. In Asia, the MSCI Asia 

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

falling 0.1% from its prior close and the Shenzhen Composite falling 0.4%. U.S. equity index 

futures are signaling a lower open.  With 98 companies having reported, the S&P 500 Q2 2022 

earnings stand at $56.00, higher than the $55.26 forecast for the quarter. The forecast reflects a 

4.3% increase from Q2 2021 earnings. Thus far this quarter, 71.4% 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 – Q3 2022 (7/19/2022): Discussion of our asset allocation 

process, Q3 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 will begin with a discussion on Thursday’s ECB announcement and what it 

could mean for markets in the future. Next, we examine Russia's notable military slowdown in 

Ukraine and other developments in the war. The report concludes with various international 

news stories that have the potential to influence markets.  

 

ECB Moment: A higher than expected rate rise, a new policy tool, and the end of forward 

guidance suggest that the ECB wants more flexibility during its tightening cycle as it aims to 

tackle rising inflation and growing fragmentation. 

● ECB: The European Central Bank unanimously agreed to create a bond-purchasing tool 

to prevent borrowing costs among member countries from diverging. The decision to 

develop a tool likely played a role in the central bank's decision to hike rates by 50 bps 

 

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/Asset_Allocation_Quarterly_Q322.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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instead of the anticipated 25 bps. However, the market’s reaction was moderate as the 

ECB remained relatively ambiguous about its next step forward. The euro initially 

strengthened against the dollar but weakened later in the day as investors were wary of 

the bank’s commitment to the bond-purchase program. The spread between 10-year 

Italian and German bonds climbed as high as 250 bps on Thursday before settling around 

240 bps.  

● Whatever It Takes, Kind of? Unlike predecessor Mario Draghi, current European 

Central Bank President Christine Lagarde failed to reassure investors that the central 

bank was willing to do “whatever it takes” to preserve the euro. When describing the new 

anti-fragmentation tool, she stated that the central bank could use it to buy an unlimited 

number of bonds to prevent unwanted market dynamics, but later emphasized that she 

hopes never to have to use the tool. This apparent lack of commitment could mean that 

investors will likely be paying close attention to snap elections in Italy to determine 

whether they will continue to hold on to Italian bonds.   

○ Italian Snap Elections: President Sergio Mattarella officially called for snap 

elections to take place on September 25. A conservative right-wing bloc led by 

the populist party Brothers of Italy is expected to win a majority of seats, setting 

up a possible clash between the EU and Italy over economic reforms. The heavily 

debt-laden Italy is set to receive 200 billion euros of aid on the condition that it 

makes structural changes to its economy. A eurosceptic government could slow 

these reforms, thus leading to a sell-off in the country's bonds by risk-averse 

investors.  

● End of Forward Guidance: During the ECB press conference, Lagarde implied that the 

bank is set to abandon its forward-guidance policy as it seeks to maintain flexibility in its 

policy decisions. The decision to raise rates by 50 bps went against its forward guidance 

of 25 bps. The decision to do away with forward guidance is related to the central bank’s 

having to decide on appropriate monetary policy that will allow it to control inflation and 

prevent a recession. The death of forward guidance suggests that the market could be 

very responsive to surprises in the economic data.  

 

The biggest unknown is how the European Central Bank will respond to rising uncertainty in 

Italy. If the country elects a eurosceptic government, investors will likely sell off Italian bonds in 

droves, thus pressuring the bank to intervene to keep borrowing costs downs. At this point, it is 

unclear how the ECB could respond to an Italian government that refuses to comply with 

mandated reforms. However, failure to prevent bond yields from spreading will likely weigh on 

the euro and could sink the currency to parity with the U.S. dollar or possibly lower.  

 

Russia-Ukraine: The two sides finally agreed to allow Ukrainian wheat to be exported out of 

the Black Sea; however, the war does not appear to be close to ending. Meanwhile, Russia has 

been able to display its influence around the world.  

● Russia Vulnerable: The lack of available forces and weapons has led to a slowdown in 

the Russian offensive in Ukraine. Since taking over Lysychansk, Russian troops have not 

made much progress which has led to speculation that Russia may be losing steam. 

Leader of the U.K. secret intelligence service Richard Moore predicted that Ukrainian 

https://www.reuters.com/markets/europe/euro-jumps-bond-yields-rise-ecb-lifts-rates-first-time-11-years-2022-07-21/
https://www.reuters.com/markets/europe/euro-jumps-bond-yields-rise-ecb-lifts-rates-first-time-11-years-2022-07-21/
https://www.youtube.com/watch?v=tB2CM2ngpQg
https://www.bloomberg.com/news/articles/2022-07-21/italy-set-to-hold-early-elections-on-september-25?srnd=economics-vp&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-21/italy-set-to-hold-early-elections-on-september-25?srnd=economics-vp&sref=uIvt3NFS
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troops would be able to mount a strong counter-offensive against Russian forces in the 

coming weeks. In addition, he argued that the Russian military would eventually have to 

pause due to logistical and supply reasons. His comments suggest that the West plans to 

support Ukraine’s right to defend itself from the Russian invasion. As a result, this could 

mean energy uncertainty within Europe is likely to persist.    

● Russian Friends: Putin and Mohammed bin Salman met on Thursday in a sign of the 

close ties between Russia and Saudi Arabia. The meeting came several days after Biden 

met with MBS, and the juxtaposition showed the gap of influence between the U.S. and 

Russia in the Middle East. Earlier this week, Putin met with the leadership of Iran to 

discuss drone purchases. Meanwhile, Russian Foreign Minister Sergey Lavrov is set to 

meet with several African leaders next week to remind the continent of its long-standing 

ties with Russia, particularly during the colonial period.  

● Wheat Exports: Russia agreed to allow Ukrainian grain exports to leave the Black Sea. 

The deal will allow the shipment of wheat out of Ukrainian ports. This release of wheat 

will likely help reduce grain prices and prevent a potential global famine. However, there 

are still concerns that Russia could renege on its commitment.  

 

As we mentioned in our June 6 Bi-Weekly Geopolitical Report, the world may be breaking into 

geopolitical and economic blocs. In the report, we showed that the Russia-China bloc likely has 

the advantage when it comes to supply, which it could use as leverage in disputes with the West.   

 

International Uncertainty: Rising COVID cases, heightened security risks, and trade disputes 

continue to add to global-growth uncertainty.  

● COVID Cases: COVID cases are rising again. In Japan, daily cases topped 30,000 for 

the first time on Thursday. Meanwhile, infections in Europe have tripled in the last six 

weeks. President Biden has even contracted the virus. The new variant is proving to be 

more elusive and contagious than its predecessors; however, it is not creating the same 

level of economic disruptions.  

● Pelosi’s Visit to Taiwan: Tensions are rising between the U.S. and China due to House 

Speaker Nancy Pelosi’s plan to travel to Taiwan in August. Beijing has warned that it 

would forcefully respond if she were to travel to the sovereign island. Although it isn't 

clear what China would do in response, President Biden cautioned Pelosi that the 

Pentagon does not think the trip is a good idea.   

● Japanese Defense Spending: Rising concerns over national security have led the 

Japanese government to ramp up its defense spending. Its latest security assessment cited 

the rising military cooperation between Russia and China as a reason to increase its 

military capabilities.  

● USMCA Spat: Mexico may be penalized $10 to $30 billion over its decision to prioritize 

its state-owned energy company over private renewable companies. The source of the 

dispute is related to Mexico's decision to amend legislation to favor power distribution to 

state-owned CFE. The law change has led foreign firms to be shut out of Mexico's energy 

sector. Canada and the U.S. have requested dispute-settlement talks with Mexico. If all 

parties cannot agree on a settlement, the U.S. and Canada could hit Mexico with tariffs.  

https://www.ft.com/content/ecfc3ad1-4291-4609-b137-230a556fc990
https://www.axios.com/2022/07/21/putin-saudi-crown-prince-mbs-russia-oil
https://www.bloomberg.com/news/articles/2022-07-21/ukraine-and-russia-to-sign-grain-export-deal-friday-turkey-says?srnd=premium&sref=uIvt3NFS
https://www.confluenceinvestment.com/weekly-geopolitical-report-mineral-commodities-in-the-worlds-new-geopolitical-blocs-june-6-2022/
https://www.japantimes.co.jp/news/2022/07/21/national/covid-infection-explainer/
https://www.japantimes.co.jp/news/2022/07/21/national/covid-infection-explainer/
https://apnews.com/article/covid-health-united-nations-world-organization-06bccc307fa13d428e59babf4b9d8403
https://apnews.com/article/covid-health-united-nations-world-organization-06bccc307fa13d428e59babf4b9d8403
https://www.ft.com/content/84d06d4b-1888-4149-88f3-abe48278e43b
https://www.ft.com/content/84d06d4b-1888-4149-88f3-abe48278e43b
https://www.reuters.com/world/asia-pacific/japan-warns-rising-security-threats-annual-defence-report-2022-07-22/
https://www.bloomberg.com/news/articles/2022-07-21/trade-spat-could-cost-mexico-up-to-30-billion-ex-officials-say?sref=uIvt3NFS


 

 

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

www.confluenceinvestment.com 

 4 

 

Ongoing disputes between countries and rising COVID cases will lead to some international 

uncertainty but will be unlikely to have an impact on markets in the short-term. Although the rise 

in COVID cases is concerning, countries are more prepared to deal with them currently than in 

the past. Meanwhile, the trade dispute with Mexico and increased Japanese defense spending 

likely are not significant today, but they have the potential to be important in the future, 

especially if Mexico decides to leave the USMCA or if Japan becomes more assertive in its 

foreign policy. However, our biggest concern is that Pelosi's trip to Taiwan will likely lead to 

deteriorating U.S. and China relations and could further accelerate the decoupling of the two 

major economies.  

 

U.S. Economic Releases  
 

No major U.S. reports have come out so far today.  The table below shows the economic releases 

and/or Federal Reserve 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

9:45 S&P Manufacturing PMI m/m Jul P 52.0 52.7 ***

9:45 S&P Services PMI m/m Jul P 52.7 52.7 **

9:45 S&P Composite PMI m/m Jul P 52.4 52.3 **

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. 
 

Fixed Income Today Prior Change Trend 

3-mo Libor yield (bps) 276 273 3 Up 

3-mo T-bill yield (bps) 234 238 -4 Up 

TED spread (bps) 42 35 7 Widening 

U.S. Sibor/OIS spread (bps) 253 253 0 Up 

U.S. Libor/OIS spread (bps) 257 257 0 Up 

10-yr T-note (%) 2.80 2.88 -0.08 Up 

Euribor/OIS spread (bps) 15 13 2 Neutral 

Currencies Direction       

Dollar Flat     Up 

Euro Down     Down 

Yen UP     Down 

Pound Down     Down 

Franc Up     Down 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Manufacturing PMI m/m Jul P 52.2 52.7 * Equity and bond neutral

Jibun Bank Services PMI m/m Jul P 51.2 54.0 ** Equity bearish, bond bullish

Jibun Bank Composite PMI m/m Jul P 50.6 53.0 * Equity bearish, bond bullish

National CPI y/y Jun 2.4% 2.5% 2.5% *** Equity and bond neutral

National CPI Ex-Fresh Food & Energy y/y Jun 1.0% 0.8% 0.9% * Equity and bond neutral

Foreign Buying Japan Stocks w/w 15-Jul ¥0.476t ¥0.526t * Equity and bond neutral

Foreign Buying Japan Bonds w/w 15-Jul ¥1.753t ¥2.066t * Equity and bond neutral

Japan Buying Foreign Stocks w/w 15-Jul ¥0.321t ¥0.688t * Equity and bond neutral

Japan Buying Foreign Bonds w/w 15-Jul -¥0.919t -¥1.489t * Equity and bond neutral

South Korea PPI y/y Jun 9.9% 9.7% ** Equity and bond neutral

EUROPE

Eurozone S&P Manufacturing PMI m/m Jun F 49.6 52.1 51.0 *** Equity bearish, bond bullish

S&P Services PMI m/m Jun P 50.6 53.0 52.0 ** Equity bearish, bond bullish

S&P Composite PMI m/m Jun P 49.4 52.0 51.0 * Equity bearish, bond bullish

Germany S&P/BME Manufacturing PMI Jul P Jun F 49.2 52.0 50.7 *** Equity bearish, bond bullish

S&P Services PMI Jul P Jun P 49.2 52.4 51.4 ** Equity bearish, bond bullish

S&P Composite PMI Jul P Jun P 48.0 51.3 50.2 ** Equity bearish, bond bullish

France S&P Manufacturing PMI m/m Jul P 49.6 51.4 51.0 *** Equity bearish, bond bullish

S&P Services PMI m/m Jul P 52.1 53.9 52.8 ** Equity bearish, bond bullish

S&P Composite PMI m/m Jul P 50.6 52.5 51.1 ** Equity bearish, bond bullish

UK S&P/CIPS Manufacturing PMI m/m Jul P 52.2 52.8 52.0 *** Equity and bond neutral

S&P/CIPS Services PMI m/m Jul P 53.3 54.3 53.1 ** Equity and bond neutral

S&P/CIPS Composite PMI m/m Jul P 52.8 53.7 52.5 ** Equity and bond neutral

GfK Consumer Confidence m/m Jul -41 -41 -42 ** Equity and bond neutral

Retail Sales y/y Jun -5.8% -4.7% -5.3% *** Equity and bond neutral

Retail Sales Ex-Auto Fuel y/y Jun -5.9% -5.7% -6.2% ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 15-Jul 14.40t 14.28t * Equity and bond neutral

Gold and Forex Reserves w/w 15-Jul 565.3b 572.7b *** Equity and bond neutral

AMERICAS

Canada Retail Sales m/m May 2.2% 0.9% 1.6% ** Equity bullish, bond bearish

Retail Sales Ex-Autos m/m May 1.9% 1.3% 1.8% ** Equity bullish, bond bearish
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Central Bank Action Current Prior Expected   

Bank of Russia Benchmark Rate 8.000% 9.500% 9.000% Below Forecast 

   

 

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. 
 

 

  
 

Weather 
 

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

the West Coast, 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. 

 

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 $103.08 $103.86 -0.75%

WTI $95.34 $96.35 -1.05%

Natural Gas $7.96 $7.93 0.34%

Crack Spread $36.65 $36.49 0.44%

12-mo strip crack $30.20 $30.36 -0.54%

Ethanol rack $2.79 $2.80 -0.37%

Metals

Gold $1,727.63 $1,718.81 0.51%

Silver $18.87 $18.86 0.08%

Copper contract $335.25 $329.85 1.64%

Grains

Corn contract $567.75 $573.50 -1.00%

Wheat contract $779.50 $806.25 -3.32%

Soybeans contract $1,300.25 $1,301.50 -0.10%

Shipping

Baltic Dry Freight 2,118            2,113            5

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) 32.0 43.0 -11.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 7/21/2022 close) 
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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 7/21/2022 close) 

 

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

Growth

Emerging Markets ($)
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Real Estate

Large Cap

Emerging Markets (local currency)

Mid Cap
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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. 


