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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 28, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

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

Apex 50 Index closed up 0.2%. Chinese markets were modestly higher, with the Shanghai 

Composite up 0.2% from its prior close and the Shenzhen Composite up 0.4%. In contrast, U.S. 

equity index futures are signaling a lower open following yesterday’s big gains.  With 208 

companies having reported, the S&P 500 Q2 2022 earnings stand at $56.60, higher than the 

$55.26 forecast for the quarter. The forecast reflects a 4.3% increase from Q2 2021 earnings. 

Thus far this quarter, 74.0% of the companies have reported earnings above forecast, while 

21.2% 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 (7/28/2022): We take a look at the number of licensed drivers 

in the U.S. and comment on the new EU plan to restrain natural gas demand.   We 

also update weather events, including usually heavy rainfall here in St. Louis this 

week.   

• 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) 

 

Good morning. We have a lot to discuss today. Today's Comment will begin with an overview 

of the latest Fed meeting. Next, we will analyze the latest development in the Russia-Ukraine 

war and explain why we think the conflict could end in 2023. Afterward, the report examines 

the latest international news, including rising tensions on the Korean peninsula. We conclude 

the report by discussing the latest domestic developments. 

 

 

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_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jul_25_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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FOMC: Stocks rallied and Treasury yields plunged on Wednesday after the Federal Reserve 

raised its benchmark rates by 75bps to 2.25% and 2.50%, in line with market expectations. 

Although the central bank statement maintained that further increases in its policy rate would 

likely continue, the market's reaction suggests that investors believe that the tightening cycle 

could end soon. During the press conference, Fed Chair Jerome Powell stated that the Fed aims 

to lift rates into a moderately restrictive territory and described the current level as being 

neutral. Powell reiterated that another 75 bps might be appropriate for the September meeting.  

• What does it mean? The Fed is likely committed to taming inflation; however, we 

expect the central bank to raise rates at a slower pace throughout the remainder of the 

year. Powell's insistence that the Fed will not likely provide forward guidance suggests 

that the central bank is open to raising rates less than 75 bps. Assuming that the latest 

dot plot reflects the Federal Open Market Committee's current thinking, the Fed is set to 

raise rates another 100 bps this year. Barring a change, the Fed could raise rates in its 

next two meetings and pause in December.   

○ Other central banks may follow the Fed if it scales back its rate hikes. The ECB in 

particular is likely to reconsider its monetary path as higher rates can cause 

fragmentation throughout the Eurozone. 

 

Russia-Ukraine: Russia is slashing natural gas deliveries, Ukraine forces are slowing Russian 

advances with U.S. weapons, and grain exports are set to leave Ukrainian ports. These 

developments suggest that the war will persist. However, we do see a path for potential de-

escalation.  

● Russian gas flow to Europe dropped on Wednesday after operation capacity for Nord 

Stream 1 fell to 20%. Gazprom, a state-owned energy company, warned that further 

problems with its turbines could continue the possibility of further reduction in gas flows. 

As a result, gas prices in Europe surged 30% over the last two days over concerns that 

Russia may stop delivering gas to the EU in retaliation for the bloc’s support for Ukraine 

in the war. 

○ That said, we are not sure how long Moscow plans to withhold gas from Europe. 

Russia does not have the pipelines needed to redirect its natural gas to other 

countries; therefore, if it chooses to deny gas to Europe, it risks taking some of its 

wells offline due to the lack of production. Gazprom reports that natural gas 

production has been down 10.4% since January and 33% from a year ago. 

● Ukrainian forces attacked critical Russian supply routes with U.S.-supplied long-range 

missiles. Ukraine has used high-grade weaponry to prevent further advances from Russia 

into Ukraine. So far, U.S. private estimates show that over 75,000 Russians have been 

killed or injured or roughly half of the troops sent into Ukraine during the spring.  

● Wheat futures have dropped over the last few days as Ukraine prepares to deliver its 

grains exports through the Black Sea. Since the Russian invasion, more than 20 million 

tons of grains have been stranded in Ukrainian ports. The delivery should help global 

wheat prices. However, there are still concerns that the grain may not make it to markets.  

 

https://www.wsj.com/livecoverage/federal-reserve-meeting-interest-rates-july-2022
https://www.wsj.com/livecoverage/federal-reserve-meeting-interest-rates-july-2022
https://www.nbcnews.com/news/world/russia-cut-nord-stream-1-gas-20-capacity-escalating-energy-tensions-uk-rcna39866
https://www.nbcnews.com/news/world/russia-cut-nord-stream-1-gas-20-capacity-escalating-energy-tensions-uk-rcna39866
https://www.naturalgasintel.com/gazprom-natural-gas-production-drops-sharply-as-russia-squeezes-european-supplies/
https://www.naturalgasintel.com/gazprom-natural-gas-production-drops-sharply-as-russia-squeezes-european-supplies/
https://www.ft.com/content/f46dd483-4f13-4233-9a38-b8bf18b50874
https://www.ft.com/content/f46dd483-4f13-4233-9a38-b8bf18b50874
https://www.seattletimes.com/nation-world/u-s-quietly-sharing-its-estimate-of-russian-war-casualties-more-than-75000-killed-or-injured/
https://www.seattletimes.com/nation-world/u-s-quietly-sharing-its-estimate-of-russian-war-casualties-more-than-75000-killed-or-injured/
https://www.reuters.com/world/europe/ukraine-preparing-export-grain-ports-despite-russian-strike-minister-2022-07-23/
https://www.reuters.com/world/europe/ukraine-preparing-export-grain-ports-despite-russian-strike-minister-2022-07-23/
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Despite grain exports offering some price relief, commodities will perform well if Russia and 

Europe continue to play chicken with natural gas. Much has been made of Europe's dependence 

on Russian gas, and it is therefore easy to ignore Russia’s limitations. For example, suppose 

Europe can make it through the winter. In that case, the Russian economy will feel the force of 

the sanctions, pressuring the government to reallocate its funds away from the war effort and 

toward bolstering the domestic economy. Remember, Russian President Vladimir Putin plans to 

run for an unprecedented third term in 2024. The fusion of rising inflation, a slowing economy, 

and burdensome sanctions is likely to cloud his election push. As a result, we expect there to be 

a possibility for Russia to pause its invasion in 2023 to regroup and possibly try again in the 

future.  

 

International News: Rising tensions on the Korean peninsula, the increased likelihood of a left-

wing populist president in South America's largest economy, and declining consumer confidence 

suggest rising economic and geopolitical risks abroad.  

● North Korean Leader Kim Jung Un threatened to wipe out South Korea if provoked by 

his southern neighbor. The threat is in response to the U.S. and South Korea's plans to 

have joint military exercises next month. The two sides have not carried out in-person 

joint military drills since 2018. While threats from North Korea are not new, there are 

concerns that joint exercises may agitate the country after having made progress in its 

missile program earlier this year.  

● Brazil’s Presidential front-runner Luiz Inacio Lula da Silva, revealed that if he wins the 

election, his economic minister will need to be politically-minded rather than a 

bureaucrat. Given the former president's pro-leftist leanings, investors are concerned that 

Lula could pick a minister that would not support fiscally sound policies. Brazilian 

equities performed well during Lula's first term in office due to a global rally in 

commodity prices. However, the policies he introduced toward the end of his tenure 

partly contributed to the downfall of his successor Dilma Rousseff.  

● Eurozone consumer confidence fell to an all-time low in July. The drop in sentiment 

reflects household concerns regarding the rising energy prices, a slowing economy, and 

the continuing war in Ukraine.  

 

https://www.ft.com/content/7fdf4933-ea2d-4151-8f09-f98e2715e8c7
https://www.ft.com/content/7fdf4933-ea2d-4151-8f09-f98e2715e8c7
https://www.bloomberg.com/news/articles/2022-07-27/lula-says-his-economy-chief-would-be-political-not-bureaucrat?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-07-27/lula-says-his-economy-chief-would-be-political-not-bureaucrat?sref=uIvt3NFS
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Domestic Developments: The U.S. is poised to pass new legislation that should provide some 

stimulus to the economy. Meanwhile, today's phone call between President Biden and President 

Xi has the potential to be mutually beneficial for both the U.S. and China.  

● Democrats may have reached a deal on Biden's scaled-back agenda. Senator Joe Manchin 

(D-WV) and Senate Majority Leader Chuck Schumer (D-NY) agreed to legislation that 

would address climate change, modify tax policy, and extend the Affordable Care Act 

subsidies.  The bill will spend $369 billion on energy-climate initiatives. Democrats still 

need support from Senator Kyrsten Sinema (D-AZ) for the bill's passage. In other related 

news, the Senate passed legislation to support chip manufacturing in the U.S. The move 

will likely pave the way for additional stimulus for the economy. 

○ The Congressional Budget Office projects government debt as a percent of GDP 

to rise to 185% by 2052. The possibility of additional stimulus will likely provide 

some economic relief for the country. However, not enough to alter its GDP 

growth trajectory. 

 

President Xi and President Biden will talk on Thursday. The focus of the discussion will be 

Speaker of the House Nancy Pelosi's planned trip to Taiwan, China's role in the Ukraine war, and 

possible plans for the U.S. to drop tariffs. A conversation between the world leaders will likely 

help the sides moderate tensions. Beijing is reeling over the news that Pelosi plans to visit 

Taiwan in August. Meanwhile, the U.S. does not like that China continues to elicit support for 

Russia. In light of rising tensions between the two countries, both seem to be in a position to 

make concessions. Beijing wants U.S. businesses to invest in China to generate growth before 

the 20th National Congress of the Communist Party. Meanwhile, Washington is pushing China to 

support a price cap on Russian oil. Although we expect no significant breakthroughs in this 

phone call, we believe that discussions could pave the way for smoother relations. 

 

 

 

https://www.politico.com/news/2022/07/27/manchin-schumer-senate-deal-energy-taxes-00048325
https://www.politico.com/news/2022/07/27/manchin-schumer-senate-deal-energy-taxes-00048325
https://www.politico.com/news/2022/07/27/manchin-schumer-senate-deal-energy-taxes-00048325
https://www.wsj.com/articles/cbo-expects-significant-rise-in-public-debt-burden-deficit-11658944927
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U.S. Economic Releases  
 

Initial applications for unemployment benefits in the week ending July 23 fell to a seasonally 

adjusted 256,000, above the expected level of 250,000, but below the revised level of 261,000 in 

the previous week.  The four-week moving average of initial claims, which helps smooth out 

some of the volatility in the series, rose to 249,250.  It now stands at its highest level since last 

November, suggesting that layoffs have increased markedly in recent weeks.  On a more positive 

note, however, the number of people continuing to draw benefits in the week ending July 16 fell 

to 1.359 million, below both the anticipated reading of 1.386 million and the previous week’s 

reading of 1.384 million.  Continuing jobless claims remain little changed in recent weeks, 

perhaps because the labor market remains strong enough that those laid off are finding 

alternative work before they spend much time drawing benefits.  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 just how initial jobless claims 

have changed since mid-2021. 
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Separately, the Commerce Department released its initial estimate of economic activity for April 

through June.  After stripping out seasonal factors and price changes, second-quarter gross 

domestic product (GDP) contracted at an annualized rate of 0.9%, rather than expanding at a rate 

of 0.4% as expected.  The decline followed an annualized 1.6% fall in the prior period, so many 

people are likely to claim the U.S. economy is now in recession, based on the colloquial rule of 

thumb that says an economy is in recession any time it contracts for two straight quarters.  In the 

U.S., however, it’s important to remember that recessions are officially declared by a special 

committee at the National Bureau of Economic Research.  Given that so many aspects of the 

economy are still pointing toward growth, we suspect that committee would be far from 

declaring a recession at this point.  The chart below shows the annualized growth rate of U.S. 

GDP since just before the previous recession. 

 

 
 

A closer look at the details in the report shows that the main drags on activity in the quarter were 

a drawdown in inventories and a retrenchment in fixed investment, offset by a rebound in net 
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exports.  The chart below shows the contributions to the annualized growth rate in the second 

quarter. 

 

 
 

The GDP report also includes the broadest measure of U.S. inflation.  The second-quarter GDP 

Price Index rose at an annualized rate of 8.7%, far exceeding the expected rate of 8.0% and the 

first-quarter rate of 8.2%.  The chart below shows the year-over-year change in the GDP Price 

Index over the last several decades. 

 

 
 

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

of the day. 
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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. 
 

EST Indicator Expected Prior Rating

11:00 Kansas City Fed Manfacturing Index m/m Jul 4 12 *

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Foreign Buying Japan Stocks w/w 22-Jul ¥298.1b ¥476.0b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 22-Jul -¥15.6b ¥1753.5b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 22-Jul ¥230.6b ¥321.7b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 22-Jul ¥107.9b -¥919.6b * Equity and bond neutral

Australia Retail Sales m/m Jun 0.2% 0.9% 0.7% *** Equity bearish, bond bullish

New Zealand ANZ Activity Outlook m/m Jul -8.7 -9.1 ** Equity bearish, bond bullish

ANZ Business Confidence m/m Jul -56.7 -62.6 ** Equity bearish, bond bullish

South Korea Business Survey - Manufacturing m/m Aug 78 83 ** Equity and bond neutral

Business Survey - Non-Manufacturing m/m Aug 80 81 * Equity and bond neutral

Retail Sales y/y Jun 9.2% 10.1% ** Equity bearish, bond bullish

Depart. Store Sales y/y Jun 18.2% 19.9% * Equity bearish, bond bullish

Discount Store Sales y/y Jun 2.3% -3.0% * Equity and bond neutral

EUROPE

Eurozone Economic Confidence m/m Jul 99.0 104.0 102.0 *** Equity bearish, bond bullish

Industrial Confidence m/m Jul 3.5 7.4 7.0 *** Equity bearish, bond bullish

Services Confidence m/m Jul 10.7 14.8 14.1 ** Equity bearish, bond bullish

Consumer Confidence m/m Jul F -27.0 -27.0 ** Equity and bond neutral

Germany CPI y/y Jul P 7.5% 7.6% 7.4% *** Equity and bond neutral

CPI, EU Harmonized y/y Jul P 8.5% 8.2% 8.1% ** Equity and bond neutral

France PPI y/y Jun 27.0% 27.3% 27.1% * Equity and bond neutral

Italy Industrial Sales WDA y/y May 23.6% 22.0% * Equity bullish, bond bearish

Russia Industrial Production m/m Jun -1.8% -1.7% -2.4% ** Equity bullish, bond bearish

Retail Sales Real m/m Jun -9.6% -10.1% -9.4% ** Equity bearish, bond bullish

Unemployment Rate m/m Jun 3.9% 3.9% 4.0% ** Equity and bond neutral

Real Wages m/m May -6.1% -7.2% -5.5% * Equity bearish, bond bullish

AMERICAS

Mexico Unemployment Rate NSA m/m Jun 3.35% 3.27% 3.37% *** Equity and bond neutral

Brazil FGV Inflation IGPM y/y Jul 10.80% 10.70% 10.16% *** Equity bearish, bond bullish

Total Outstanding Loans m/m Apr 4.816t 4.778t ** Equity and bond neutral
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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. 
 

  
 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 279 277 2 Up

3-mo T-bill yield (bps) 234 236 -2 Up

TED spread (bps) 46 41 5 Widening

U.S. Sibor/OIS spread (bps) 255 254 1 Up

U.S. Libor/OIS spread (bps) 259 259 0 Up

10-yr T-note (%) 2.78 2.79 -0.01 Up

Euribor/OIS spread (bps) 24 21 3 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Up Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 2.250% 1.500% 2.250% On Forecast

FOMC Rate Decision (Lower Bound) 2.250% 1.500% 2.250% On Forecast

Price Prior Change Explanation

Brent $108.48 $106.62 1.74%

WTI $99.53 $97.26 2.33%

Natural Gas $8.42 $8.55 -1.52%

Crack Spread $41.49 $41.82 -0.80%

12-mo strip crack $32.73 $32.73 0.01%

Ethanol rack $2.82 $2.82 0.29%

Metals

Gold $1,740.23 $1,734.19 0.35%

Silver $19.36 $19.09 1.44%

Copper contract $347.55 $343.00 1.33%

Grains

Corn contract $614.50 $603.00 1.91%

Wheat contract $805.25 $790.25 1.90%

Soybeans contract $1,416.00 $1,410.00 0.43%

Shipping

Baltic Dry Freight 2,007            2,061            -54

Actual Expected Difference

Crude (mb) -4.5 -1.5 -3.0

Gasoline (mb) -3.3 -0.1 -3.2

Distillates (mb) -0.8 -0.5 -0.3

Refinery run rates (%) -1.5% 0.2% -1.7%

Natural gas (bcf) 19.0

Energy Markets

DOE Inventory Report
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Weather 
 

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

the entire eastern half of the country, with cooler-than-normal temperatures in the Pacific 

Northwest and Southwest.  Wetter-than-normal conditions are expected in the Rocky Mountain 

region, 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.
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Data Section 
 

U.S. Equity Markets – (as of 7/27/2022 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 7/27/2022 close) 

 

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

Growth

Emerging Markets ($)

Foreign Developed ($)

Small Cap

Real Estate

Emerging Markets (local currency)

Large Cap

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 28, 2022 

 

 
 

Based on our methodology,1 the current P/E is 17.6x, up 0.1x from last week.  The rise in the P/E 

is due higher equity prices. 
 

 

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. 
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