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The SITREP for the week ending 07/15/2022
*****************************************************
SIT REP: n. a report on the current situation; a military abbreviation; from "situation report".

In the markets:

U.S. Markets: Stocks remained volatile in relatively light trading, as investors absorbed inflation data and the
beginning of second-quarter corporate earnings reports. The Dow Jones Industrial Average ticked down -0.2% to
31,288, while the technology-heavy NASDAQ Composite declined -1.6% to 11,452. By market cap the large cap
S&P 500 declined -0.9%, while the mid cap S&P 400 gave up -0.7% and the small cap Russell 2000 ended
the week down -1.4%.

International Markets: International markets finished the week predominantly to the downside. Canada’s
TSX declined -3.3%, while the United Kingdom’s FTSE 100 gave up -0.5%. France’s CAC 40 finished flat, while
Germany’s DAX shed -1.2%. In Asia, China’s Shanghai Composite declined -3.8% but Japan’s Nikkei finished up
1%. As grouped by Morgan Stanley Capital International, developed markets closed down -1.5%.
Emerging markets declined -3.6%.

Commodities: Most commodities finished the week with sizeable losses. Gold declined -2.2% to $1703.60
per ounce and Silver ended down -3.3% to $18.59. West Texas Intermediate crude oil closed down for a
second consecutive week, giving up -6.9% to $97.59 per barrel. Brent crude oil declined -5.6% to $101.16. The
industrial metal copper plunged -8.2%.

U.S. Economic News: The number of Americans filing first-time unemployment benefits rose to their
highest level since last November, the Labor Department reported. Initial jobless claims rose by 9,000 to
244,000 last week. Economists had expected new claims would inch down to 234,000 from 235,000. That was the
highest level of new claims since early November 2021. Meanwhile, the number of people already collecting
jobless benefits fell by 41,000 to 1.33 million. That number is now back to pre-pandemic levels.
Small businesses haven’t been this pessimistic about the economy in almost 50 years, the National
Federation of Independent Businesses (NFIB) reported. Their small-business optimism index fell 3.6 points to
89.5—its lowest level since the start of the pandemic in 2020. The index has declined in five of the past six
months. Furthermore, the share of small firms that expect business conditions to improve in the next six
months fell to its lowest level on record. Small businesses once again identified high inflation as their
biggest problem. Firms have raised prices to cover their own rising costs, but in many cases, not enough to
maintain profit margins, the survey found. “As inflation continues to dominate business decisions, small business
owners’ expectations for better business conditions have reached a new low,” said NFIB Chief Economist Bill
Dunkelberg. About the only bright spot in the report was that small businesses still report trying to add workers.
However, 94% of firms actively trying to hire found “few or no qualified applicants,” the survey said.
The latest Consumer Price Index showed that inflation rose to a 41-year high, as the price of gasoline and
food continued to surge higher. The Labor Department reported the Consumer Price Index (CPI) jumped 1.3% last

month, pushing the annual rate of inflation up 0.5% to 9.1%--the highest level since November 1981. Meanwhile,
the core rate of inflation, which omits food and energy, rose by “just” 0.7%. That was also above forecasts, but the
increase in the core rate slowed to 5.9% from 6% in May. The Fed views the core rate as a more accurate
measure of future inflation trends because gas and food prices tend to be more volatile. Analysts don’t expect
inflation to cool anytime soon. Senior economist Sal Guatieri of BMO Capital Markets wrote, “Inflation may not
peak for a while and might remain stubbornly high for longer than anticipated.” Furthermore, the hotter-thanexpected inflation numbers means the Federal Reserve may have to counter with a more aggressive rate hike than
earlier-anticipated. “The odds of a larger-than-75-basis point Fed rate hike on July 27 just went up
materially,” Guatieri added.
Prices again surged at the wholesale level, implying there will be no relief anytime soon for consumers.
The Labor Department reported its Producer Price Index (PPI) jumped 1.1% last month, with little evidence that
broad inflation pressures were going to moderate in the near future. Economists had expected a 0.8% gain. On an
annual basis, the increase in wholesale prices rose to 11.3%, from 10.9%. Just a year-and-a-half ago, prices
were rising at a less than 2% pace. If food, gas, and retail trade margins are omitted, so-called ‘core’ producer
price rose just 0.3%--its smallest increase in four months. U.S. economist Mahir Rasheed of Oxford Economics
stated, “Despite a modest improvement in supply conditions, price pressures will remain uncomfortable in the near
term and bolster the Fed’s resolve to prevent inflation from becoming entrenched in the economy.”
Sales at the nation’s retailers rose more than expected last month, as consumers remain resilient despite
higher prices. The Commerce Department reported retail sales increased by 1% in June, better than estimates of
a 0.9% rise. That marked a big jump from the 0.1% decline in May. However, unlike most other government
statistics, the retail figures are not adjusted for inflation. But inflation rose 1.3% during the month, which
suggests retail sales were actually slightly negative. Rising costs for food and gasoline in particular helped
propel the increase, which was nonetheless broad-based against the various metrics in the report. Andrew Hunter,
senior U.S. economist at Capital Economics wrote, “The 1.0% [month-over-month] rise in retail sales in June
isn’t as good as it looks, as it mainly reflects the boost to nominal sales values from surging prices.”
The Federal Reserve’s ‘Beige Book’, a collection of anecdotal reports from each of the Federal Reserve’s
member banks, stated the U.S. economy grew at a modest pace since mid-May, but several of the central
bank’s regional districts reported growing signs of slowing demand and recession concerns. Most districts reported
that consumer spending moderated as high food and gas prices diminished discretionary income. Substantial
price increases were reported across all districts. The outlook for future GDP growth “was mostly
negative,” with business contacts noting expectations of further weakening of demand over the next six to 12
months.

International Economic News: The Bank of Canada raised its policy rate a full point to 2.5% in an effort to
curb inflation. The full-percentage-point rate increase (not seen since 1998) surprised markets. The bank
cited “higher and more persistent inflation” and added more rate hikes would be needed. The move was more
forceful than the 75-basis point increase economists had forecast. In its decision the bank wrote, “With the
economy clearly in excess demand, inflation high and broadening, and more businesses and consumers expecting
high inflation to persist for longer, the Governing Council decided to front-load the path to higher interest rates.”
The Bank of Canada also dramatically raised its near-term inflation forecasts and made clear it expects
price gains to go higher, averaging approximately 8 percent in the middle quarters of 2022.
Across the Atlantic, the United Kingdom’s economy unexpectedly returned to growth in May, fueled by a
boom in holiday bookings and healthcare expenditures. The UK’s Office for National Statistics said gross
domestic product (GDP) rose by 0.5%, following a revised 0.2% decline in April. Despite the overall rise in
activity on the month, the latest snapshot revealed a decline in consumer services driven by falling retail
sales and a slump in sports activities and recreation. The ONS said healthcare was the biggest driver as more

people saw GPs, offsetting the winding down of the coronavirus test and trace and vaccination schemes. Paul
Dales, chief UK economist at Capital Economics stated there is “still a real risk” that the economy could fall into
recession in the fall when energy prices are set to rise again.
On Europe’s mainland, the Bank of France said the country’s economy grew about 0.25% in the second
quarter of the year. The increase came despite record inflation, the knock-on effects of Russia’s invasion of
Ukraine and growing uncertainty about the outlook for business. An assessment based on a monthly survey of
8,500 firms published by the central bank showed that industrial activity last month was stable and services
advanced slightly. This month, business leaders expect a slight decline in industry and moderate growth in
services. Bank of France Governor Francois Villeroy de Galhau stated, somewhat poetically, “Activity isn’t
brilliant, but it is resilient.”
Europe’s economic powerhouse, Germany, announced that it will halt all imports of Russian coal next month
and Russian oil by the end of the year. A top economic aide to German Chancellor Olaf Scholz announced the
move amid pressure on European countries to end their dependence on Russian energy. “In accordance with the
sanctions, imports of Russian coal will go down to zero despite the fact that Russia supplied 40% of all our coal,”
Joerg Kukies stated. Kukies added that Germany also aims to end its dependence on oil supplies from Russia by
the end of the year. “Ridding yourself of that dependence [on the Druzhba oil pipeline] is not a trivial matter, but it
is one that we will achieve in a few months,” he said. Germany is the second-largest buyer of Siberian coal
after the Netherlands.
In Asia, China - the world’s second-largest economy - reported its worst economic performance in two
years adding to concerns of the prospect of a global recession. China’s economy shrank by 2.6% in the second
quarter, its National Bureau of Statistics said. On an annual basis, growth slowed to just 0.4%. It was the worst
quarterly GDP report since the first quarter of 2020, when China reported a 6.8% contraction as the coronavirus
pandemic took hold. The sharp slowdown is a painful setback for China, which last year was leading the
pack of major economies in its rebound from the pandemic. Fu Linghui, spokesperson for the National Bureau
of Statistics, said, “Looking at the next stage, the risk of stagflation in the global economy is rising.”
Bank of Japan Governor Haruhiko Kuroda warned of "very high uncertainty" over the economic outlook
and stressed anew the central bank's readiness to ramp up stimulus as needed to underpin Japan’s fragile
recovery. The remarks reinforced expectations the Bank of Japan will remain the outlier among central banks
raising interest rates to combat soaring global inflation. "Uncertainty regarding Japan's economy is very high"
given risks such as the COVID-19 pandemic's impact, the conflict in Ukraine and rising commodity costs, Kuroda
said. "We won't hesitate to take additional monetary easing steps as necessary,” he stated.

Finally: If it made up the majority of the Labor Department’s “CPI basket”, the rate of inflation would
currently be…zero. We’re talking about the ever-reliable $1.50 Costco hot dog combo, priced at $1.50 when
introduced in 1985 and unchanged since then. Before Craig Jelinek became CEO of Costco in 2012, he
suggested to then-CEO Jim Sinegal that the retailer raise the price of its hot dog combo as they were
losing money on it. According to Jelinek, Sinegal said, “if you raise [the price of] the effing hot dog, I will
kill you.” Had the Costco hot dog combo just kept pace with inflation, it would now cost about $4.13!
(Chart from thehustle.co)

(Sources: All index- and returns-data from Yahoo Finance; news from Reuters, Barron’s, Wall St. Journal,
Bloomberg.com, ft.com, guggenheimpartners.com, zerohedge.com, ritholtz.com, markit.com, financialpost.com,
Eurostat,0020Statistics Canada, Yahoo! Finance, stocksandnews.com, marketwatch.com, wantchinatimes.com,
BBC, 361capital.com, pensionpartners.com, cnbc.com, FactSet.)
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Barclays Aggregate Index - An unmanaged index of fixed rate investment grade securities with at least
one year to maturity combining the Barclays U.S. Treasury Bond Index, the Barclays U.S. GovernmentRelated Bond Index, the Barclays U.S. Corporate Bond Index, and the Barclays U.S. Securitized Bond
Index.
Barclays US Corporate Index is a broad-based benchmark that measures the investment grade US
dollar- denominated, fixed-rate, taxable corporate bond market. It includes USD denominated securities
issued by US and non-US industrial, utility, and financial issuers that meet specified maturity, liquidity, and
quality requirements.
Barclays Aggregate Bond Index (formerly known as the Lehman Brothers Aggregate Bond Index), an
unmanaged, market capitalization weighted index of government and corporate bonds, mortgage-backed
securities, and other asset-backed securities, with interest reinvested. This index commonly serves as a
proxy for the U.S. bond market.
The Bloomberg Commodity Index is designed to be a highly liquid and diversified benchmark for the
commodity futures market. The Index is composed of futures contracts on 19 physical commodities and
was launched on July 14, 1998.
CBOE Volatility Index shows the market's expectation of 30-day volatility. It is constructed using the
implied volatilities of a wide range of S&P 500 index options. This volatility is meant to be forward looking
and is calculated from both calls and puts. The VIX is a widely used measure of market risk and is often
referred to as the "investor fear gauge."
The DJ Equity All REIT Total Return Index measures the total return performance of the equity
subcategory of the Real Estate Investment Trust (REIT) industry as calculated by Dow Jones.
The S&P 500 is a market-cap weighted index composed of the common stocks of 500 leading companies
in leading industries of the U.S. economy.
The Dow Jones Industrial Average is a price-weighted index of 30 actively traded blue-chip stocks.
The NASDAQ Composite Index is an unmanaged, market-weighted index of all over-the-counter common
stocks traded on the National Association of Securities Dealers Automated Quotation System.
The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe:
market-cap weighted index composed of 2,000 U.S. small-cap common stocks.
The CAC-40 Index is a narrow-based, modified capitalization-weighted index of 40 companies listed on the
Paris Bourse.
The ISEQ Overall Index is a capitalization-weighted index of all official list equities in the Irish Stock
Exchange, excluding U.K.-registered companies.
The FTSE MIB (Milano Italia Borsa) is the benchmark stock market index for the Borsa Italiana, the Italian
national stock exchange.
The IBEX 35 is the benchmark stock market index of the Bolsa de Madrid, Spain's principal stock
exchange.
The DAX 30 is a Blue-Chip stock market index consisting of the 30 major German companies trading on
the Frankfurt Stock Exchange.
The FTSE 100 Index is a share index of the 100 companies listed on the London Stock Exchange with the
highest market capitalization.
The STOXX Europe 600 Index is derived from the STOXX Europe Total Market Index (TMI) and is a
subset of the STOXX Global 1800 Index.
The RTS Index (abbreviated: RTSI, Russian: Индекс РТС) is a free-float capitalization-weighted index of
50 Russian stocks traded on the Moscow Exchange.
The SSE Composite Index is an index of all stocks (A shares and B shares) that are traded at the
Shanghai Stock Exchange.
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The Shanghai Composite Index tracks the biggest and most important public companies in China.
The Hang Seng Index is a free float-adjusted market capitalization-weighted stock market index that is the
main indicator of the overall market performance in Hong Kong.
The IDX Composite or Jakarta Composite Index is an index of all stocks that are traded on the Indonesia
Stock Exchange (IDX).
The Korea Composite Stock Price Index or KOSPI is the major stock market index of South Korea,
representing all common stocks traded on the Korea Exchange.
The Asia Dow measures the Asia equity markets by tracking 30 leading blue-chip companies in the region.
The S&P/ASX 200 Index is a market-capitalization weighted and float-adjusted stock market index of
Australian stocks listed on the Australian Securities Exchange from Standard & Poor’s.
Nikkei 225 (Ticker: ^N225) is a stock market index for the Tokyo Stock Exchange (TSE).
The Nikkei Average is the most watched index of Asian stocks.
The BSE SENSEX (Bombay Stock Exchange Sensitive Index), also-called the BSE 30 (BOMBAY STOCK
EXCHANGE) or simply the SENSEX, is a free-float market capitalization-weighted stock market index of 30
well-established and financially sound companies listed on the Bombay Stock Exchange (BSE).
Karachi Stock Exchange 100 Index (KSE-100 Index) is a stock index acting as a benchmark to compare
prices on the Karachi Stock Exchange (KSE) over a period.
The Dow Jones Americas Index measures the Latin American equity markets by tracking 30 leading
blue-chip companies in the region.
The Mexican IPC Index (Indices de Precios y Cotizaciones) is a major stock market index which tracks the
performance of leading companies listed on the Mexican Stock Exchange.
The Bovespa Index is a gross total return index weighted by traded volume & is comprised of the most
liquid stocks traded on the Sao Paulo Stock Exchange.
The S&P/TSX Composite Index is an index of the stock (equity) prices of the largest companies on the
Toronto Stock Exchange (TSX) as measured by market capitalization.
The Global Dow is an equally weighted index of 150 widely traded blue-chip common stocks worldwide.

•

The MSCI World Index is a free-float weighted equity index that includes developed world markets and
does not include emerging markets.

•

The MSCI EAFE Index is recognized as the pre-eminent benchmark in the United States to measure
international equity performance. It comprises the MSCI country indices that represent developed markets
outside of North America: Europe, Australasia and the Far East.
The MSCI Emerging Markets Index is a float-adjusted market capitalization index consisting of indices in
more than 25 emerging economies.
The US Dollar Index measures the performance of the U.S. dollar against a basket of six currencies.
Corporate BBB 1-3-year Index - as represented by the BBB rated component of the BofA Merrill Lynch 13 Year U.S. Corporate Index, comprised of U.S. dollar-denominated investment-grade corporate debt
securities publicly issued in the U.S. domestic market with between one and three years remaining to final
maturity.
High Yield Index - as represented by the Bank of America Merrill Lynch U.S. High Yield Master II
Constrained Index, a market value-weighted index of all domestic and Yankee high-yield bonds, including
deferred-interest bonds and payment–in-kind securities.
10 -Year US Treasury Index - This index represents a theoretical rolling 10-year U.S. Treasury note,
renewed semiannually to a new higher coupon based on the indicated rise in rates.
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Index Disclosures:
“An index is a composite of securities that provides a performance benchmark. Indexes are
unmanaged, do not incur management fees/costs/expenses, and cannot be invested-in directly. Past
performance is not a guarantee of future results.”

The views expressed represent the opinion of Brian Johnson, owner of Midwest Financial an SEC registered
investment advisor. Information is for Illustrative purposes only and does not constitute investment, tax or legal
advice. Stated information is derived from proprietary and nonproprietary sources that have not been
independently verified for accuracy or completeness. While Midwest Financial believes the information to be
accurate and reliable, we do not claim or have responsibility for its completeness, accuracy, or reliability.
Statements of future expectations estimates, projections and other forward-looking statements are based on
available information and Midwest Financial’s view as of the time of these statements. Accordingly, such
statements are inherently speculative as they are based on assumptions that may involve known and unknown
risks and uncertainties. Actual results, performance or events may differ materially from those expressed or
limited in such statements. Investing in equity securities involves risks, including the potential loss of principal
while equities may offer the potential for greater long-term growth than most debt securities, they generally have
higher volatility. International investments may involve risk of capital loss from unfavorable fluctuation in
currency values, from differences in generally accepted accounting principles, or from economic or political
instability in other nations. Past performance is not indicative of future results.
Midwest Financial does not accept any liability for the use of the information discussed. Consult with a qualified
financial, legal, or tax professional prior to taking any action.
This presentation is for information purposes only and is not intended as an offer or solicitation with respect to
the purchase or sale of any security.
Midwest Financial is a Registered Investment Adviser. Advisory services are only offered to clients or prospective
clients where Midwest Financial and its representatives are properly licensed or exempt for licensure. Past
performance is not guarantee of future returns. Investing involves risk and possible loss of principal capital. No
advice may be rendered by Midwest Financial unless a client service agreement is in place.
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