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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 26, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.7%. Chinese markets were higher, with the Shanghai Composite up 

0.8% from its prior close and the Shenzhen Composite up 1.0%. U.S. equity index futures are 

signaling a lower open.  With 115 companies having reported, the S&P 500 Q2 2022 earnings 

stand at $56.10, higher than the $55.26 forecast for the quarter. The forecast reflects a 4.3% 

increase from Q2 2021 earnings. Thus far this quarter, 72.2% of the companies have reported 

earnings above forecast, while 22.6% 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 (7/25/2022) (with associated podcast): “The Puzzle of the 

Labor Force” 

• 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, with a focus on its 

associated disruptions to global natural gas and grain supplies.  We next review a wide range of 

other international and U.S. developments with the potential to affect the financial markets 

today, including a preview of the Federal Reserve’s latest monetary policy meeting. 

 

Russia-Ukraine: Russian forces are once again making small territorial gains in Ukraine’s 

eastern Donbas region, but at a very high cost.  Meanwhile, Ukrainian forces continue to attack 

Russian positions around the occupied southern city of Kherson.   

• On the economic front, Russian state-owned energy giant Gazprom (GAZP.ME, $198.00) 

warned that natural gas exports through the vital Nord Stream 1 pipeline to Germany 
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would drop to about a fifth of the pipe’s capacity this week, blaming sanctions-related 

problems with turbines.  Separately, Ukraine’s gas transmission system operator said 

Gazprom had sharply increased pressure in the Urengoy-Pomary-Uzhgorod pipeline 

without giving any notice, which the operator said “can lead to emergency situations” 

such as damage to pipelines. 

o The announcements show that Russia continues trying to use energy as a weapon 

of war, especially to pressure Western European countries to stop supporting 

Ukraine.  The latest cuts are probably designed to prevent Western Europe from 

building up sufficient inventories to get it through the winter heating season.  

Running out of energy in the winter would maximize the pain of Russian energy 

cut-offs.  In response to the news, European gas prices jumped some 12% 

yesterday and a further 10% or so this morning. 

o Separately, EU energy ministers approved last week’s European Commission 

proposal for a system of 15% energy consumption cutbacks, but with a long list of 

exceptions.  For example, the approved plan will exempt Ireland and Malta who 

are not directly connected to the European grid, states that are heavily reliant on 

gas for electricity, and countries that are exporting gas at 90% of their total 

capacity to other member states.  Coupled with the new Russian gas disruptions, 

the exemptions will make it even harder for Western Europe to build up sufficient 

inventories to get through the winter. 

• Separately, a Ukrainian official yesterday said Kyiv is still preparing to implement the 

Russia-Ukraine deal on grain exports that was brokered by Turkey last week.  Despite the 

Russians’ weekend attack on port facilities in Odessa, the Ukrainians are removing mines 

and setting up special naval corridors for the safe passage of merchant vessels, as well as 

constructing a coordination center in Istanbul.  However, we think it’s still possible that 

Russian attacks will short-circuit the deal and keep Ukraine’s grain bottled up, worsening 

the evolving global food crisis. 

• Finally, Russian Foreign Minister Lavrov is touring Africa to make the case that the West 

is responsible for the global food crisis touched off by the war. 

o The warm welcome Lavrov has received shows how Moscow’s military and 

economic aid to Africa has bought it some much needed political support. 

o More broadly, our analyses show that as the U.S. steps back from its traditional 

role as global hegemon, and as the world breaks up into relatively separate 

geopolitical and economic blocs, less-developed countries like those in Africa are 

much more likely to end up in the bloc led by China and Russia. 

 

Global Economy: Today, the International Monetary Fund sharply cut its forecasts for global 

economic growth and raised its expectations for world price inflation.  Because of Russia’s 

invasion of Ukraine, supply disruptions caused by the coronavirus pandemic, and rapidly 

tightening financial conditions, the IMF now expects global gross domestic product to grow just 

3.2% in 2022, which is down 0.4% from its April forecast.  It sees growth of just 2.9% in 2023, 

down 0.7% from its previous outlook.  The figures are consistent with our view that growing 

https://www.wsj.com/articles/nord-stream-gas-flows-to-drop-to-20-of-capacity-russias-gazprom-says-11658760473?mod=hp_lead_pos3
https://tsoua.com/news/gazprom-bez-poperedzhennya-pidvyshhyv-tysk-na-gazogoni-urengoj-pomary-uzhgorod/?utm_source=POLITICO.EU&utm_campaign=2381ee511b-EMAIL_CAMPAIGN_2022_07_26_02_57&utm_medium=email&utm_term=0_10959edeb5-2381ee511b-190480045
https://tsoua.com/news/gazprom-bez-poperedzhennya-pidvyshhyv-tysk-na-gazogoni-urengoj-pomary-uzhgorod/?utm_source=POLITICO.EU&utm_campaign=2381ee511b-EMAIL_CAMPAIGN_2022_07_26_02_57&utm_medium=email&utm_term=0_10959edeb5-2381ee511b-190480045
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headwinds are combining to significantly slow global economic activity and will likely weigh on 

global stocks in the near term. 

 

Germany: The IFO Economic Institute said its July business sentiment indicator dropped 

sharply to 88.6 from 92.2 in June, reflecting German businesses’ worsening outlook for the 

coming months.  The figure provides more evidence that falling global growth, the evolving 

European energy crisis, and other fallout from the Russia-Ukraine war are pushing Germany and 

the rest of Europe to the brink of recession. 

 

 
 

Pakistan: In an interview with the Financial Times, Pakistan Central Bank Governor Murtaza 

Syed played down financial market concerns about the country’s worsening liquidity crunch.  

Even as Pakistan contends with rising commodity prices, falling foreign exchange reserves, and 

a depreciating currency, Syed said he expected the IMF to sign off on $1.3 billion of new loans 

for the country in August, to be supplemented by funds from China, Saudi Arabia, and other 

Middle Eastern countries. 

 

United States-China: An investigation by Senate Republicans found that, over the last decade,  

China has tried to build a network of informants within the Federal Reserve system to provide it 

with nonpublic intelligence on U.S. economic performance and monetary policy.  The efforts 

included both threats to Fed officials and offers of monetary compensation for information. 

• The investigation also faulted the Fed for lax security efforts, but Fed Chairman Powell 

pushed back against that suggestion. 

• In any case, the finding illustrates the broad intelligence effort China has mounted against 

the U.S. and its aggressiveness in seeking ways to undermine the U.S. government.  The 

incident will likely contribute further to the frictions between the U.S. and China. 

 

U.S. Monetary Policy: The Fed begins its latest two-day monetary policy meeting today, with 

its rate hike decision expected to be announced on Wednesday afternoon.  The officials have 

https://www.politico.eu/article/german-business-sentiment-in-free-fall/?utm_source=POLITICO.EU&utm_campaign=2381ee511b-EMAIL_CAMPAIGN_2022_07_26_02_57&utm_medium=email&utm_term=0_10959edeb5-2381ee511b-190480045
https://www.politico.eu/article/german-business-sentiment-in-free-fall/?utm_source=POLITICO.EU&utm_campaign=2381ee511b-EMAIL_CAMPAIGN_2022_07_26_02_57&utm_medium=email&utm_term=0_10959edeb5-2381ee511b-190480045
https://www.ft.com/content/ba25a90c-e319-470b-9b74-27eda1c4f291
https://www.wsj.com/articles/china-targeted-fed-to-build-informant-network-access-data-a-probe-says-11658826000?mod=hp_lead_pos3
https://www.ft.com/content/f3c1e89b-6cd6-4dcc-ba59-ae57d912a460
https://www.ft.com/content/f3c1e89b-6cd6-4dcc-ba59-ae57d912a460


 

 

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

www.confluenceinvestment.com 

 4 

signaled they will hike their benchmark fed funds interest rate by another 0.75% to a range of 

2.25% to 2.50%, and investors widely expect further aggressive rate hikes through the end of the 

year before the officials reverse course sometime in 2023. 

• Reflecting those expectations, the yield curve remains inverted. 

• As of this morning, the yield on the 2-year Treasury note stands at 3.000%, while the 

yield on the 10-year Treasury stands at 2.769%. 

 

U.S. Dollar: In a Financial Times opinion article today, well-known international economist 

Barry Eichengreen warned that if the U.S. economy slows precipitously, inflation falls, and the 

Fed pauses its interest-rate hikes, the dollar could suddenly reverse course and begin 

depreciating. 

• According to Eichengreen, the risk stems from the fact that many foreign central banks 

are now starting to catch the Fed’s fever to tighten monetary policy aggressively.  If the 

Fed pauses while those central banks keep hiking, those countries’ currencies could 

suddenly look more attractive. 

• Reflecting the broad hikes in interest rates and rising bond yields around the world, a 

separate report today shows that the world’s total stock of negative-yielding debt stood at 

just $2.4 trillion last week, down 87% from the $18.4 trillion peak in December 2020. 

 

U.S. Corporate Earnings: After market close yesterday, Walmart (WMT, $132.02) warned that 

rising food and fuel costs are forcing the company’s customers to cut back on purchases of 

higher-margin products, even as the firm struggles with an earlier announced excess of 

inventory.  As a result, the company said it now expects its operating profit to fall between 10% 

and 12% this fiscal year.  The news is weighing heavily on the stock of Walmart and other major 

consumer businesses so far today. 

 

U.S. Economic Releases  
 

The table below shows the economic releases and/or Federal Reserve events scheduled for the 

rest of the day. 

 

 
 

 

EST Indicator Expected Prior Rating

9:00 FHFA House Price Index MoM m/m May 0.015 0.016 **

9:00 S&P CoreLogic CS 20-City MoM SA m/m May 1.5% 1.8% ***

9:00 S&P CoreLogic CS 20-City YoY NSA y/y May 20.6% 21.2% ***

9:00 S&P CoreLogic CS US HPI YoY NSA y/y May 20.4% **

10:00 Richmond Fed Manufact. Index m/m Jul -1400.0% -1100.0% **

10:00 Conf. Board Consumer Confidence m/m Jul 9700.0% 9870.0% **

10:00 Conf. Board Present Situation m/m Jul 14710.0% ***

10:00 Conf. Board Expectations m/m Jul 6640.0% **

10:00 New Home Sales m/m Jun 655k 696k ***

10:00 New Home Sales MoM m/m Jun -5.9% 10.7% **

EST Speaker or Event

10:30 FOMC Two-Day Meeting Federal Reserve Board

Economic Releases

Federal Reserve

District or Position

https://www.wsj.com/articles/after-fed-raises-interest-rates-wednesday-investors-to-look-for-clues-about-whats-next-11658827800?mod=hp_lead_pos2
https://www.wsj.com/articles/after-fed-raises-interest-rates-wednesday-investors-to-look-for-clues-about-whats-next-11658827800?mod=hp_lead_pos2
https://www.ft.com/content/6ea4a7ee-989a-4771-a7f6-50dc8e046863
https://www.ft.com/content/6ea4a7ee-989a-4771-a7f6-50dc8e046863
https://www.wsj.com/articles/investors-wave-goodbye-to-negative-yielding-debt-as-central-banks-fight-inflation-11658826480?mod=hp_lead_pos11
https://www.wsj.com/articles/investors-wave-goodbye-to-negative-yielding-debt-as-central-banks-fight-inflation-11658826480?mod=hp_lead_pos11
https://www.wsj.com/articles/walmart-cuts-profit-outlook-as-it-lowers-prices-to-move-goods-11658781617?mod=business_lead_pos2
https://www.wsj.com/articles/walmart-cuts-profit-outlook-as-it-lowers-prices-to-move-goods-11658781617?mod=business_lead_pos2
https://www.wsj.com/articles/walmart-cuts-profit-outlook-as-it-lowers-prices-to-move-goods-11658781617?mod=business_lead_pos2
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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. 

 

 
 

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. 
 

   
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Services PPI y/y Jun 2.0% 1.8% 2.0% * Equity and bond neutral

South Korea GDP y/y 2Q A 2.6% 3.0% 2.6% *** Equity and bond neutral

EUROPE

AMERICAS

Brazil IBGE Inflation IPCA-15 y/y Jul 11.39% 12.04% 11.41% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 277 278 -1 Up

3-mo T-bill yield (bps) 242 246 -4 Up

TED spread (bps) 34 32 2 Widening

U.S. Sibor/OIS spread (bps) 256 255 1 Up

U.S. Libor/OIS spread (bps) 260 258 2 Up

10-yr T-note (%) 2.75 2.80 -0.05 Up

Euribor/OIS spread (bps) 23 20 3 Neutral

Currencies Direction

Dollar Down Up

Euro Flat Down

Yen Down Down

Pound Flat Down

Franc Down Down

Central Bank Action Current Prior Expected

FOMC Rate on Reserve Balances 0.250% 0.250% 0.250% On Forecast

FOMC Rate Decision (Upper Bound) 1.750% 1.000% 1.500% Above Forecast

FOMC Rate Decision (Lower Bound) 1.500% 0.750% 1.250% Above Forecast
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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 

most of the country, with cooler-than-normal temperatures only in southern Pacific region.  

Wetter-than-normal conditions are expected in the Southwest and Mid-Atlantic, with dry 

conditions expected in the Great Plains, Midwest and New England. 

 

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 $106.90 $105.15 1.66%

WTI $98.49 $96.70 1.85%

Natural Gas $9.13 $8.73 4.64% Reduced Russian supply

Crack Spread $39.82 $38.95 2.25%

12-mo strip crack $31.27 $30.76 1.66%

Ethanol rack $2.78 $2.78 0.10%

Metals

Gold $1,717.75 $1,719.78 -0.12%

Silver $18.45 $18.44 0.05%

Copper contract $343.55 $335.45 2.41%

Grains

Corn contract $597.75 $583.75 2.40%

Wheat contract $785.75 $770.00 2.05%

Soybeans contract $1,368.75 $1,346.00 1.69%

Shipping

Baltic Dry Freight 2,114            2,146            -32

Actual Expected Difference

Crude (mb) -0.1

Gasoline (mb) -0.1

Distillates (mb) -0.5

Refinery run rates (%) 0.4%

Natural gas (bcf) 22.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 7/25/2022 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 7/25/2022 close) 

 

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

Growth

Small Cap

Emerging Markets ($)

Foreign Developed ($)

Real Estate

Large Cap

Emerging Markets (local currency)

Mid Cap

US Corporate Bond

US High Yield

US Government Bond

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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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. 


