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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 8, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.2% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.8%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.3% from its prior close and the Shenzhen Composite closing down 0.4%. U.S. 

equity index futures are signaling a lower open.  
 

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

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

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

 

• Bi-Weekly Geopolitical Report (6/21/2022) (with associated podcast): “The 2022 Mid-

Year Geopolitical Outlook” 

• Weekly Energy Update (6/30/2022): The DOE updated the past 2 weeks of data; we have 

updated our charts too.  We discuss the G-7 meeting and note the SPR is not only seeing 

an aggressive withdrawal, but the majority of the oil sold is heavy/sour, meaning its use 

as a strategic stock is being compromised.   

• 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 (6/27/2022) (with associated podcast): “The Selling of 

Austerity” 

• Confluence of Ideas podcast (3/25/2022): “The 2022 Outlook: Update #1” 

• Current Perspectives: “2022 Outlook: Update #1” (2/18/2022) 

 

Today’s Comment begins with a discussion about Shinzo Abe's unfortunate assassination. We 

then examine central bank news from Europe and the U.S. and its impact on the euro-dollar 

exchange rate. Next, we provide an update on the latest development from the Ukraine war. 

Finally, we end the report with an overview of various stories that we believe will affect 

financial markets. 

 

Attack in Japan: Former Japanese Prime Minister Shinzo Abe was shot and killed during a 

campaign visit to Nara. His assailant has been apprehended and is currently in police custody. 

The shooter claimed that the killing was not politically motivated. Shinzo Abe was one of 

Japan's longest-serving prime ministers holding office from 2012 to 2020. He will be 

remembered for his push to rebuild Japan's military and implement Abenomics, a strategy aimed 

at boosting the economy's growth through accommodative monetary policy, fiscal stimulus, and 
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structural economic reforms. So far, there is no sign of whether this event will delay the Japanese 

national elections scheduled to take place on Sunday.   

 

Central Bank News:  The Federal Reserve reaffirmed its commitment to raising rates. 

Meanwhile, the ECB struggled to articulate its policy path as it plans to raise rates this month. 

The hawkish tone of the Fed official and lack of policy certainty of the ECB helped drive the 

euro-dollar exchange rate closer to parity. 

• ECB’s New Tool: The European Central Bank’s anti-fragmentation tool will not be 

ready by the July 21 meeting. According to the minutes released by the ECB, the bank is 

still working out the details of its plan to prevent financial fragmentation within the 

Eurozone. The specifics of the policy tool were scheduled to be released over the next 

two weeks, but there are still disagreements about how the central bank should implement 

the new tool, especially as it seeks to raise rates to contain inflation. Typically, when the 

ECB increases its policy rates, borrowing costs for southern European countries rise 

faster than northern European countries. Although a small spread is sustainable, a 

significant divergence in bond yields threaten to overwhelm southern governments' debt-

paying capacity. The lack of policy uncertainty suggests that the ECB may be reluctant to 

take aggressive action in curtailing inflation, therefore leading to weakness in the euro. 

• Fed comments: Despite the recent spate of disappointing economic data, Fed officials 

are still pushing for a 75 bps hike in July. On Thursday, St. Louis Fed President James 

Bullard and Fed Governor Christopher Wallace insisted that the Federal Reserve needs to 

get inflation under control. Bullard argued that the Fed is in danger of losing its 

credibility if it does not continue raising rates. At the same time, Wallace claimed that 

high inflation could slow economic activity in the future. The hawkish tone from the Fed 

officials suggests that they remain certain that the economy can withstand additional rate 

hikes. Waller described market concerns of a downturn as being "overblown," while 

Bullard maintained that the Federal Reserve can still achieve a soft landing.  

The comments by Waller and Bullard suggest that they prioritize taming inflation over 

economic growth. Although both appear to downplay the notion that a recession is 

imminent, it is unlikely that these officials would ever admit to wanting to raise rates into 

a recession. Instead, officials may be trying to ensure that the Fed maintains some 

flexibility in its ability to raise rates in case growth remains stable and inflation is 

elevated. If we are correct, the Fed may wait to see solid evidence of economic 

deterioration before ending its tightening cycle. 

 

Russia-Ukraine Update: The Kremlin announced that it is pausing some of its military activity 

to rest and prepare for new operations. Experts widely expected the pause as Russian forces 

sustained significant casualties in their fight to take over the Luhansk region. Although troops 

are expected to continue to maintain small-scale operations, Russia could be preparing for 

another run to take over Kyiv. In a show of defiance to Western sanctions, Russian President 

Vladimir Putin stated that the war in Ukraine has not even started, and challenged the West to 

meet it on the battlefield. Nevertheless, Putin's provocative remarks suggest that his recent 

success could encourage him to take more decisive action in the war. 

https://www.ft.com/content/ecce1244-0e4a-4732-8877-af4230725c8a
https://www.ft.com/content/ecce1244-0e4a-4732-8877-af4230725c8a
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-july-7
https://www.rferl.org/a/putin-dares-west-to-defeat-russia-on-battlefield/31933634.html
https://www.rferl.org/a/putin-dares-west-to-defeat-russia-on-battlefield/31933634.html
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● World leaders gathered in Bali earlier today to discuss the war in Ukraine and its 

impact on the global economy. Although the Indonesian Foreign Minister urged 

countries to use the gathering to reduce tensions, the divide between the U.S. and 

Russia was palpable. While U.S. officials were looking to gain support for 

potential price caps on Russian oil, officials from Moscow were looking to gain 

reassurances from China. The competition between the U.S. and Russia over 

influence will probably have geopolitical ramifications. If a country sides with 

one, it must be prepared to isolate itself from the other. We believe that this trend 

reflects a broader move toward forming regional blocs, which will eventually 

affect how countries trade with one another.  

● Russian Foreign Minister Sergey Lavrov stated that he was prepared to negotiate 

over wheat; however, he walked out of several meetings after criticism over 

Russia’s invasion. Lavrov's exit suggests that Russia will probably continue its 

efforts to block Ukraine's wheat exports.  

● U.S. Senators Lindsey Graham (R-S.C.) and Richard Blumenthal (D-Conn.) met 

with Ukrainian President Volodymyr Zelensky on Friday. The two senators are 

looking to push legislation that would classify Russia as a state sponsor of 

terrorism, which should open the country to additional sanctions and trade 

restrictions.  

 

Chinese News: Chinese car sales jumped in June, suggesting that the economy is seeing an 

improvement in consumption following the lifting of COVID restrictions. The China Passenger 

Car Association reported that vehicles sales rose 23% from the prior year. The increase in 

purchases suggests that consumers are feeling more confident about the economy.  

• The Biden administration is considering reducing U.S. tariffs on Chinese goods. 

Although President Biden has not made a final decision, members of his administration, 

including Treasury Secretary Janet Yellen, have argued that tariff reduction could lessen 

price pressures. Meanwhile, advocates of tariffs have argued that keeping them in place 

will give the White House more negotiation leverage in trade talks with Beijing.  

 

Housing market: Mortgage rates posted their steepest one-week decline since 2008. According 

to Freddie Mac, the average 30-year fixed-rate mortgage fell 40 bps from 5.70% to 5.30%. The 

sharp drop in rates reflects a broader decline in interest rates for longer-term bonds as investors 

are growing more concerned about a recession.  

https://www.marketwatch.com/story/g-20-diplomats-struggle-for-unity-on-ukraine-01657266414
https://www.marketwatch.com/story/g-20-diplomats-struggle-for-unity-on-ukraine-01657266414
https://www.aljazeera.com/news/2022/7/8/ukraine-russia-live-news-donetsk-locals-brace-for-more-attacks-liveblog
https://www.aljazeera.com/news/2022/7/8/ukraine-russia-live-news-donetsk-locals-brace-for-more-attacks-liveblog
https://thehill.com/policy/international/3549547-graham-blumenthal-meet-with-zelensky-in-kyiv/
https://thehill.com/policy/international/3549547-graham-blumenthal-meet-with-zelensky-in-kyiv/
https://www.forbes.com/sites/stuartanderson/2022/07/05/why-russia-should-fear-being-declared-a-state-sponsor-of-terrorism/?sh=39592132b6e8
https://www.forbes.com/sites/stuartanderson/2022/07/05/why-russia-should-fear-being-declared-a-state-sponsor-of-terrorism/?sh=39592132b6e8
https://www.wsj.com/articles/china-car-sales-jump-as-covid-curbs-relaxed-11657278188
https://www.bloomberg.com/news/articles/2022-07-07/biden-set-to-meet-with-advisers-to-discuss-cutting-china-tariffs
https://www.wsj.com/articles/mortgage-rates-fall-to-5-30-reflecting-recession-fears-11657202418
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Boris Johnson Exit: The U.K. conservative party is exploring plans to expedite Prime Minister 

Boris Johnson's transition from the premiership. Johnson wanted to stay on for three months 

while the party chose his successor. The party is currently in the process of selecting two 

candidates for party leader and is expected to hold a vote by early September. There is no 

indication that Johnson's replacement will cause a significant shift in the country's policy agenda.  

 

U.S. Economic Releases  

 

June nonfarm payrolls rose by a seasonally adjusted 372,000, blowing past expectations that they 

would only rise 265,000, but still a bit weaker than the revised gain of 384,000 in May.  All 

increases in June came in the private sector, including a healthy increase in manufacturing 

payrolls.  The stronger-than-expected increase suggests that the overall economy retains 

substantial momentum, even if some indicators have recently been suggesting a slowdown.  The 

chart below shows the change in nonfarm payrolls since shortly before the previous recession. 

 

 
 

https://www.ft.com/content/87af8858-e427-47f9-b801-be7a50f65d6e
https://www.ft.com/content/87af8858-e427-47f9-b801-be7a50f65d6e
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The June unemployment rate held steady at a seasonally adjusted 3.6% for the fourth consecutive 

month, as anticipated.  The chart below shows how the unemployment rate has evolved since just 

before the prior recession. 

 

 
 

With the demand for labor high and the “inventory” of unemployed workers low, it should be no 

surprise that wage rates continued to climb.  Average hourly earnings in June rose to a seasonally 

adjusted $32.08, up 5.1% from the same month one year earlier.  However, it’s notable that the 

annual increase was a bit cooler than the revised 5.3% increase in the year to May.  In fact, it was 

the weakest annual gain since last December.  The chart below shows the year-over-year growth 

in average hourly earnings versus the growth in consumer prices since just before the prior 

recession. 

 

 
 

A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population that is either working or looking for work.  The June 

labor force participation rate (LFPR) fell to a seasonally adjusted 62.2%, rather than rising to 

62.4% as had been expected.  The drop in the LFPR reflected many people leaving their jobs, 
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which could be consistent with the post-pandemic rise in retirements.  In any case, the fall in the 

LFPR suggests the current shortage of labor will remain, forcing up wages and contributing 

further to inflation and higher interest rates.  The chart below shows how the LFPR has changed 

over the last several decades. 

 

 
 

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis. The most significant 

international news that was released overnight is outlined below. Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators. The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important. We note that these ratings do 

change over time as economic circumstances change. Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market. Red 

indicates a concerning development, yellow indicates an emerging trend that we are following 

closely for possible complications, and green indicates neutral conditions. We will add a 

paragraph below if any development merits further explanation. 
 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m May F 2.0% 2.0% **

10:00 Wholesale Trade Sales m/m May 1.0% 0.7% *

14:00 Consumer Credit m/m May $30.900b $38.069b *

EST Speaker or Event

11:00 John Williams Speaks in Puerto Rico President of the Federal Reserve Bank of New York

Economic Releases

Federal Reserve

District or Position
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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 Household Spending y/y May 0-0.5% -1.7% 2.1% ** Equity and bond neutral

BoP Current Account Balance m/m Mar ¥128.4b ¥501.1b ¥172.0b *** Equity bearish, bond bullish

BoP Trade Balance m/m Mar -¥1.951t -¥.688t -¥2.042t ** Equity and bond neutral

Bankruptcies y/y Jun 0.9% 11.0% * Equity bullish, bond bearish

EUROPE

France Trade Balance m/m May 12.994b 12.717b 12.650b ** Equity and bond neutral

Italy Industrial Production WDA y/y May 3.4% 3.9% 3.9% ** Equity and bond neutral

Switzerland Foreign Currency Reserves m/m Jun 849.8b 925.5b *** Equity and bond neutral

Russia Gold and Forex Reserves m/m 1-Jul 586.8b 586.1b *** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Jun -43.2k 39.8k 22.5k *** Equity bearish, bond bullish

Unemployment Rate m/m Jun 4.9% 5.1% 5.1% *** Equity and bond neutral

Participation Rate m/m Jun 64.9% 65.3% 65.3% * Equity bearish, bond bearish

Brazil IBGE Inflation IPCA y/y Jun 11.89% 11.73% 11.94% *** Equity and bond neutral

Brazil Economic Activity Index y/y Apr 2.23% 2.58% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 239 235 4 Up

3-mo T-bill yield (bps) 183 187 -4 Up

TED spread (bps) 57 48 9 Widening

U.S. Sibor/OIS spread (bps) 224 222 2 Up

U.S. Libor/OIS spread (bps) 229 228 1 Up

10-yr T-note (%) 2.98 3.00 -0.02 Up

Euribor/OIS spread (bps) -14 -15 1 Neutral

Currencies Direction

Dollar Flat Up

Euro Flat Down

Yen Up Down

Pound Flat Down

Franc Down Down
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Weather 
 

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

the entire western half of the country and the Upper Midwest, with cooler-than-normal 

temperatures in the Southeast.  Wetter-than-normal conditions are expected throughout the 

Rocky Mountains and the Deep South, with dry conditions expected in the Midwest. 

 

There is no tropical cyclone activity forecasted over the next 48 hours.  

Price Prior Change Explanation

Brent $104.84 $104.65 0.18%

WTI $102.79 $102.73 0.06%

Natural Gas $6.20 $6.30 -1.49%

Crack Spread $42.46 $44.56 -4.72%

12-mo strip crack $32.48 $34.51 -5.88%

Ethanol rack $2.80 $2.79 0.43%

Metals

Gold $1,744.12 $1,740.16 0.23%

Silver $19.20 $19.22 -0.08%

Copper contract $351.20 $357.20 -1.68%

Grains

Corn contract $604.75 $596.25 1.43%

Wheat contract $859.25 $836.50 2.72%

Soybeans contract $1,372.00 $1,365.50 0.48%

Shipping

Baltic Dry Freight 2,073            2,043            30

Actual Expected Difference

Crude (mb) 8.2 -1.6 9.8

Gasoline (mb) -2.5 -1.1 -1.4

Distillates (mb) -1.3 1.0 -2.3

Refinery run rates (%) -0.5% 0.2% -0.7%

Natural gas (bcf) 60.0 75.0 -15.0

Energy Markets

DOE Inventory Report
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Data Section 
 

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

 

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

Consumer Discretionary

Communication Services

Technology

Real Estate

Materials

S&P 500

Financials

Industrials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

-1.0% 0.0% 1.0% 2.0% 3.0% 4.0%

Utilities

Consumer Staples

Real Estate

Healthcare

Materials

Industrials

Financials

S&P 500

Communication Services

Technology

Consumer Discretionary

Energy

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 7/7/2022 close) 

 

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

Growth

Small Cap

Foreign Developed ($)

Real Estate

Emerging Markets ($)

Large Cap

Mid Cap

US Corporate Bond

Emerging Markets (local currency)

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 7, 2022 
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P/E as of 7/6/2022 = 17.3x

 
 

Based on our methodology,1 the current P/E is 17.3x, down 2.0x from last week.  The drop in the 

P/E is due to the calendar; we are now in Q3 which resets the index average and incorporates 

earnings estimates for Q3. 
 

 

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. 


