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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: August 10, 2022—9:30 AM EDT] Global equity markets are generally lower this 

morning. In Europe, the Euro Stoxx 50 is unchanged from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.6%. Chinese markets were lower, with the Shanghai Composite 

down 0.5% from its prior close and the Shenzhen Composite down 0.4%.  U.S. equity index 

futures are signaling a higher open.  With 441 companies having reported, the S&P 500 Q2 2022 

earnings stand at $57.70, higher than the $55.26 forecast for the quarter. The forecast reflects a 

4.3% increase from Q2 2021 earnings. Thus far this quarter, 75.6% of the companies have 

reported earnings above forecast, while 19.9% 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 (8/1/2022) (with associated podcast): “Political Crises for 

Top U.S. Allies” 

• Weekly Energy Update (8/4/2022): We take a look at some of the potential effects of the 

inflation bill on energy and update our “gallons per hour” metric for gasoline 

• 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 Q3 2022 Rebalance Presentation (8/4/2022): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation strategies, 

recent portfolio changes, and the current macro environment 

• Asset Allocation Bi-Weekly (8/8/2022) (with associated podcast): “The Devil Is in the 

Details” 

• Confluence of Ideas podcast (8/9/2022): “The 2022 Outlook: Update #2” 

• 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, including lots of new 

developments related to the world’s energy markets.  We next review a wide range of other 

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

 

Russia-Ukraine:  Russian forces continue to stage only limited attacks in Ukraine’s northeastern 

Donbas region, even as they launch sporadic missile and long-range artillery sites across the 

country and work to reinforce the territory they hold in and around the southern city of Kherson.  

 

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_8_1_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_04_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_04_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Aug_08_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
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-9
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-9
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The Ukrainians are still carrying out a limited counteroffensive to retake Kherson, but their 

efforts in recent days have focused on launching more long-range missile and artillery strikes 

against Russian logistics nodes.  Unconfirmed reports yesterday suggested that the Ukrainians 

were able to blow up two major ammunition depots deep inside Russian-occupied Crimea. 

• On the energy front, Russian state-owned energy transporter Transneft said yesterday that 

it shut down all crude oil exports through its Druzhba pipeline running across Ukraine to 

southern and eastern Europe on August 4, citing payment problems linked to Western 

sanctions against Moscow.  Transneft said this morning that it is working to restart the 

pipeline after receiving payment from a Hungarian oil firm, but the renewed flows are not 

yet confirmed. 

o The move by Transneft would have curtailed oil deliveries to Slovakia, Hungary, 

and the Czech Republic and would likely intensify European efforts to buy crude 

from non-Russian sources. 

o In response, oil prices rose approximately 1.3% yesterday, with Brent reaching 

$97.88 per barrel.  On news of the possible restart of the pipeline, Brent this 

morning has given back all of that rise and more, now trading at $94.68. 

• Separately, IMF modelling has shown that more cross-border sharing of natural gas in 

Europe could significantly reduce the negative impact of a Russian embargo this winter, 

almost halving the hits to the economies of central and eastern Europe at low cost to 

those allowing the gas to flow.  Europe still faces a challenging energy crisis, but the 

analysis suggests the continent could weather things better than anticipated if it can make 

quick progress on improving its interconnection infrastructure. 

• Nevertheless, Europe still faces challenges in trying to wean itself off Russian energy.  In 

a new sign of that circumstance, a regasification plant proposed for the port of Piombino 

in Sicily, which would allow Italy to import more liquified natural gas, is being heavily 

resisted by local politicians affiliated with the country’s major right-wing parties. 

 

European Energy Crisis:  As drought continues to drain the water reservoirs behind Norway’s 

hydroelectric plants and pushes up electricity prices, the Norwegian government said it will curb 

electricity exports to Europe until the reservoirs rise back to normal levels.  Along with reduced 

electricity exports from France because of corrosion issues at some of its nuclear plants, the 

reduction in Norwegian supply will further exacerbate Europe’s energy crisis and potentially 

worsen its economic slowdown this year. 

 

China-Taiwan-United States:  In a dramatic sign of how far Taiwan is willing to go to plant 

itself firmly in the evolving U.S.-led geopolitical bloc, Taiwanese national security officials 

vowed to force giant contract electronics manufacturer Foxconn (HNHPF, 7.02) to unwind its 

recent $800 million investment in privately held Chinese chipmaker Tsinghua Unigroup. 

• Although Foxconn hoped the investment would help it move into higher-value added 

manufacturing and away from its traditional focus on low-margin assembly, Taipei is 

concerned that the deal could lead to Foxconn bankrolling Beijing’s tech ambitions. 

• Taiwanese officials also want to avoid being seen as helping China in its technology 

rivalry with the U.S., nor do they want to risk being sanctioned for perceived 

entanglements with Chinese firms. 

https://www.wsj.com/articles/ukraine-mocks-russia-after-explosions-at-crimean-air-base-11660123645?mod=hp_lead_pos7
https://www.wsj.com/articles/battle-for-southern-ukraine-intensifies-as-zelensky-calls-for-total-victory-11660045092?mod=hp_lead_pos3
https://www.wsj.com/articles/russia-stops-oil-flowing-through-pipeline-to-central-eastern-europe-11660054808
https://www.wsj.com/articles/russia-stops-oil-flowing-through-pipeline-to-central-eastern-europe-11660054808
https://www.ft.com/content/b7c8ad1e-395a-456d-bc74-644e959ef6be
https://www.ft.com/content/b7c8ad1e-395a-456d-bc74-644e959ef6be
https://www.ft.com/content/c9ec6d9d-a015-402c-a06e-f61b6ad87f92
https://www.ft.com/content/c9ec6d9d-a015-402c-a06e-f61b6ad87f92
https://www.ft.com/content/5b68c3d1-3c1b-44ed-9176-814a7c649d17
https://www.ft.com/content/5b68c3d1-3c1b-44ed-9176-814a7c649d17
https://www.ft.com/content/7f001d0c-63d0-4cfa-92a7-2cc6462d7887?utm_source=POLITICO.EU&utm_campaign=b38230dbe6-EMAIL_CAMPAIGN_2022_08_09_02_59&utm_medium=email&utm_term=0_10959edeb5-b38230dbe6-190480045
https://www.ft.com/content/7f001d0c-63d0-4cfa-92a7-2cc6462d7887?utm_source=POLITICO.EU&utm_campaign=b38230dbe6-EMAIL_CAMPAIGN_2022_08_09_02_59&utm_medium=email&utm_term=0_10959edeb5-b38230dbe6-190480045
https://www.wsj.com/articles/facing-russian-gas-cuts-europe-dims-lights-cools-pools-and-shortens-showers-11660132190?mod=hp_featst_pos4
https://www.ft.com/content/866467a4-6627-4356-ac46-6ede989f3d66
https://www.ft.com/content/866467a4-6627-4356-ac46-6ede989f3d66
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• The development is another example of how countries around the world are refocusing 

their investment and trade ties toward their friends in relatively separate geopolitical and 

economic blocs.  As we’ve written before, the resulting disruptions to global supply 

chains will likely produce higher prices, higher interest rates, and lower corporate 

margins over time. 

 

China-Australia:  An Australian metals firm has applied to the government for a review of anti-

dumping measures against China in response to a surge in Chinese aluminum extrusion exports 

to Australia this year.  The new trade action threatens to derail the budding China-Australia 

rapprochement after two years of tensions and Chinese import restrictions against Australian 

products. 

 

U.K. Politics:  In the race to succeed Boris Johnson as Conservative Party leader and prime 

minister, Foreign Minister Liz Truss has proposed that Cabinet ministers should have the power 

to override financial regulators, including the Bank of England, if they are seen as holding back 

on post-Brexit reforms.  The proposal is another sign that the central bank is likely to have its 

wings clipped if Truss wins as expected.  Politicization of monetary policy and financial 

regulation could ultimately be a negative for the U.K.’s investment climate. 

 

U.K. Labor Market:  The Royal Mail announced today that the Communications Workers 

Union plans to strike on multiple days in August and September to protest the company’s plan to 

break up.  The planned strike, along with many others in the U.K. and other countries, illustrates 

how today’s tight labor markets have given workers around the world more leverage, raising 

company costs and keeping inflation pressures high. 

 

U.S. Semiconductor Industry:  As firms and consumers continue to shift back to normal after 

their pandemic-driven plunge into technology investments, Micron Technology (MU, 59.15) 

yesterday warned that semiconductor demand is weakening much faster than anticipated.  The 

comments build on a flurry of bad news from chipmakers, which have cited slowdowns in sales 

linked to PCs, graphics cards, and videogames. 

 

U.S. Fiscal Policy:  New analysis shows that the corporate minimum income tax of 15% in 

President Biden’s “Inflation Reduction Act” doesn’t meet the standards that the U.S. signed up to 

when approving the OECD’s global corporate minimum tax deal last year.  With the U.S. as an 

outlier in the system, multinational companies will face more tax complexity, may try to game 

the system by shifting operations to other countries, and potentially face make-up taxes abroad. 

 

U.S. Economic Releases  

 

Elevated interest rates contributed to a slowdown in demand for mortgage loans in the week 

ended August 5.  According to the Mortgage Bankers Association (MBA), the average 30-year 

fixed-rate mortgage rose from 5.43% to 5.47%.  Mortgage application as tracked by the MBA 

rose 0.2% from the prior week.  Meanwhile, the MBA tracker for purchases fell 1.4% from the 

prior week, while its refinancing tracker rose 3.5% in the same period. 

 

https://www.scmp.com/economy/global-economy/article/3188285/australia-reviews-chinese-aluminium-imports-amid-anti?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220810&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3188340&article_id_list=3188221,3188329,3188338,3188314,3188280,3188324,3188323,3188320&tc=23&CMCampaignID=0b912eb28f7b079912ee768719a1be2e
https://www.scmp.com/economy/global-economy/article/3188285/australia-reviews-chinese-aluminium-imports-amid-anti?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220810&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3188340&article_id_list=3188221,3188329,3188338,3188314,3188280,3188324,3188323,3188320&tc=23&CMCampaignID=0b912eb28f7b079912ee768719a1be2e
https://www.ft.com/content/fa52b076-2642-4c48-acfd-3ba45fe7c79d
https://www.ft.com/content/fa52b076-2642-4c48-acfd-3ba45fe7c79d
https://www.ft.com/content/d979deae-7c84-417f-a1dc-a8fc568c666f
https://www.ft.com/content/d979deae-7c84-417f-a1dc-a8fc568c666f
https://www.wsj.com/articles/chip-makers-brace-for-demand-slowdown-to-expand-beyond-pcs-smartphones-11660077302?mod=hp_lista_pos1
https://www.ft.com/content/ff0c15b7-2e34-469f-8c5e-9168bbb30c51
https://www.ft.com/content/ff0c15b7-2e34-469f-8c5e-9168bbb30c51
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U.S. consumer prices rose at a slower than expected pace in July, easing pressure on the Fed to 

raise rates aggressively in September.  The headline consumer price index (CPI) rose 8.5% from 

the prior year.  Consensus estimates showed a year-over-year rise of 8.7%.  Core CPI, which 

excludes food and energy, rose 5.9% for the year, which was below expectations from the prior 

year of 6.1%.  The modest slowdown in the increase of the CPI index will likely boost investor 

confidence of a pivot by the Fed in the near future.  Although the report is positive for equities, 

we think it is important to remember that the FOMC’s next meeting is on September 20-21, thus 

policymakers will likely base their rate decision on August CPI data to be released the week 

prior to the meeting.  
 

 
 

The chart above shows the annual change in the headline and core CPI.  The unusual rise in 

prices continues to weigh on workers.  When factoring in rising inflation, the average hourly 

earnings fell 3.0% from the prior year, while weekly earnings fell 3.6% in the same period.  

 

The table below lists the domestic releases and 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 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Jun 1.9% 1.9% **

10:00 Wholesale Trade Sales m/m Jun 0.5% 0.5% **

14:00 Monthly Budget Statement m/m Jul -$175.0b -$302.1b *

EST Speaker or Event

11:00 Charles Evans Discusses the Economy and Monetary Policy President of the Federal Reserve Bank of Chicago

14:00 Neel Kashkari Discusses Inflation President of the Federal Reserve Bank of Minneapolis

Economic Releases

Federal Reserve

District or Position
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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. 
 

   
 

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 PPI y/y Jul 8.6% 9.20% 9.40% *** Equity bearish, bond bullish

South Korea Unemployment Rate m/m Jul 2.9% 2.9% 2.9% *** Equity and bond neutral

China CPI y/y Jul 4.2% 6.10% 4.90% *** Equity bearish, bond bullish

PPI y/y Jul 2.7% 2.50% 2.90% *** Equity and bond neutral

EUROPE Equity and bond neutral

Germany CPI y/y Apr P 0.9% 7.5% 7.5% *** Equity and bond neutral

CPI, EU Harmonized y/y Apr P 8.5% 8.5% 8.5% ** Equity and bond neutral

Italy CPI, EU Harmonized y/y Jun P 8.4% 7.3% 8.4% *** Equity and bond neutral

AMERICAS Equity and bond neutral

Brazil Retail Sales y/y Jun -0.3% -0.2% -0.1% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 291 287 4 Up

3-mo T-bill yield (bps) 256 256 0 Up

TED spread (bps) 36 31 5 Widening

U.S. Sibor/OIS spread (bps) 275 273 2 Up

U.S. Libor/OIS spread (bps) 279 278 1 Up

10-yr T-note (%) 2.80 2.78 0.02 Up

Euribor/OIS spread (bps) 32 30 2 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down
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Weather 
 

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

most of the Pacific and Rocky Mountain regions, with cooler-than-normal temperatures in the 

Midwest and Mid-Atlantic regions.  Wetter-than-normal conditions are expected in the 

Southwest, Pacific, and the East Coast, with dry conditions expected in the Midwest and Rocky 

Mountains. 

 

In the Gulf Coast, Caribbean, and Atlantic Ocean areas, there is cyclone formation off the coast 

of West Africa; however, it is not expected to develop into a tropical storm.

Price Prior Change Explanation

Brent $94.61 $96.31 -1.77%

WTI $88.89 $90.50 -1.78%

Natural Gas $7.79 $7.83 -0.55%

Crack Spread $38.75 $39.21 -1.19%

12-mo strip crack $29.84 $30.34 -1.64%

Ethanol rack $2.71 $2.70 0.18%

Metals

Gold $1,790.54 $1,794.29 -0.21%

Silver $20.41 $20.53 -0.54%

Copper contract $359.45 $358.55 0.25%

Grains

Corn contract $615.50 $614.00 0.24%

Wheat contract $808.25 $799.25 1.13%

Soybeans contract $1,429.25 $1,428.75 0.03%

Shipping

Baltic Dry Freight 1,564            1,566            -2

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) -1.1

Distillates (mb) -1.0

Refinery run rates (%) 0.5%

Natural gas (bcf) 40.0

Energy Markets

DOE Inventory Report



 

 

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

www.confluenceinvestment.com 

 7 

Data Section 
 

U.S. Equity Markets – (as of 8/9/2022 close) 

 

-40% -20% 0% 20% 40% 60%

Communication Services

Consumer Discretionary

Technology

Materials

Real Estate

S&P 500

Financials

Industrials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

-2.0%-1.5%-1.0%-0.5% 0.0% 0.5% 1.0% 1.5% 2.0%

Consumer Discretionary

Technology

Communication Services

Materials

S&P 500

Industrials

Healthcare

Consumer Staples

Financials

Real Estate

Utilities

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 8/9/2022 close) 

 

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

Growth

Emerging Markets ($)

Foreign Developed ($)

Emerging Markets (local currency)

Small Cap

US Corporate Bond

Large Cap

Real Estate

Mid Cap

US Government Bond

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 

 

August 4, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 8/03/2022 = 17.9x

 
 

Based on our methodology,1 the current P/E is 17.9x, up 0.3x from last week.  The rise in the P/E 

is due to 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. 


