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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 12, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.4%. Chinese markets were lower, with the Shanghai Composite down 

0.2% from its prior close and the Shenzhen Composite down 0.5%. U.S. equity index futures are 

signaling a higher open. With 456 companies having reported, the S&P 500 Q2 2022 earnings 

stand at $57.30, higher than the $55.26 forecast for the quarter. The forecast reflects a 4.3% 

increase from Q2 2021 earnings. Thus far this quarter, 75.4% of the companies have reported 

earnings above forecast, while 20.2% 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 (8/1/2022) (with associated podcast): “Political Crises for 

Top U.S. Allies” 

• Weekly Energy Update (8/11/2022): We take a second look at the Inflation Reduction Act 

and continue our discussion on European weather, noting falling Rhine River levels. Also 

worth noting are European natural gas inventories, which are actually in good shape 

heading into autumn. 

• 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)   

 

Good morning. Today’s Comment starts with a discussion of tensions in Asia and how they 

could impact global supply chains. Next, we review the ongoing energy crisis in Europe and its 

effects on the global economy. Finally, we conclude with our thoughts on improving relations 

between Russia and Iran and what this development could mean for the West. 

 

 

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_11_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_11_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_11_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_11_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
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Asia: The continent is rife with political risk as countries are becoming more contentious and 

less predictable.   

● China could escalate tensions over Taiwan after Xi is officially granted an unprecedented 

third term. Before Pelosi visited the self-governing island, Chinese President Xi Jinping 

assured President Biden that China was not willing to go to war over the trip; this 

reluctance was likely related to Beijing wanting to maintain stability as the country 

prepares for the National Party Congress in the fall. The government is under a lot of 

pressure due to dissatisfaction with its Zero-COVID Policy and the property market 

meltdown. Therefore, China does not want to risk angering its people as the country 

seeks to present itself as a bastion of wealth and economic growth to the rest of the world. 

After Xi is reappointed as president, analysts expect he could become more hostile to 

countries that challenge China's authority.  

○ Taiwan rejected China’s claim of a “one country, two systems” model for the 

region. Beijing has used this model to dictate the relationship of areas such as 

Hong Kong and Macau. It allows territories to accept China's sovereignty claim in 

exchange for greater autonomy. 

● North Korean Leader Kim Jong-un might have suffered from COVID during the recent 

outbreak. The news of his illness is a rare admission from a country that generally likes to 

keep information secret about its leaders’ health. It is unclear whether the report is 

accurate or why the government made it public. However, if Kim Jong-un were to die, it 

could lead to instability in a country that has nuclear weapons.  

● South Korea and China are clashing over plans to install a weapons defense system. The 

disagreement is over the Terminal High Altitude Area Defense (THAAD) system that the 

U.S. delivered in 2016. China insists THAAD has the potential to spy on its own systems.  

 

The Korean peninsula is a region with risks that are hard to forecast. North Korea's privacy 

makes it difficult to gauge political risk within the country. Meanwhile, China's power projection 

may hurt countries looking to counter its influence. For example, Beijing could look to limit 

trade relations as retaliation for countries not doing what it wishes. Additionally, the Taiwan 

situation will likely escalate. Because many firms have manufacturing operations set up in Asia, 

tensions on the continent could complicate supply chains. This outcome could hurt firm profits 

and add to global inflationary pressures.  

 

Europe: The energy crisis in Europe is adding to the continent's economic woes and will 

severely impact firms and households as they head into winter.  

● European countries are looking to avoid a potential energy crisis by integrating energy 

channels. For example, German Chancellor Olaf Scholz has backed a proposal that would 

link the pipelines of Spain and Portugal to the rest of Europe. Although construction of 

the pipeline will not be finished in time to prevent an energy crisis by this winter, it does 

suggest that European countries are looking to reduce their dependence on Russia.  

● In the U.K., rising energy costs will take center stage as the prime minister battle heats 

up. Former British Finance Minister Rishi Sunak has plans to cut 200 pounds from 

household energy bills by reducing the value-added tax. Energy prices will triple this 

year; thus, consumers will likely welcome any financial assistance. He also has plans to 

https://www.wsj.com/articles/xi-sought-to-send-message-to-biden-on-taiwan-now-is-no-time-for-a-crisis-11660240698?mod=hp_lead_pos5
https://www.reuters.com/world/asia-pacific/taiwan-rejects-chinas-one-country-two-systems-plan-island-2022-08-11/
https://www.reuters.com/world/asia-pacific/taiwan-rejects-chinas-one-country-two-systems-plan-island-2022-08-11/
https://www.npr.org/2022/08/11/1116879150/sister-says-north-koreas-kim-suffered-a-fever-from-covid
https://www.npr.org/2022/08/11/1116879150/sister-says-north-koreas-kim-suffered-a-fever-from-covid
https://www.bloomberg.com/news/articles/2022-08-11/south-korea-says-missile-shield-not-negotiable-with-china?sref=uIvt3NFS
https://www.ft.com/content/66eb3438-f0e3-4c40-8c09-5c16688c5823
https://www.ft.com/content/66eb3438-f0e3-4c40-8c09-5c16688c5823
https://www.usnews.com/news/world/articles/2022-08-11/british-pm-candidate-sunak-plans-200-pound-cut-to-energy-bills
https://www.usnews.com/news/world/articles/2022-08-11/british-pm-candidate-sunak-plans-200-pound-cut-to-energy-bills
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offset the loss of revenue by levying a windfall tax on energy profits. However, his 

opponent, Liz Truss, has rejected the notion of implementing a windfall tax. Sunak 

remains an underdog in the prime minister contest; however, his windfall tax plan is very 

popular among Brits.  

● Declining water levels in the Rhine will likely add to Europe’s economic woes. The 

Rhine River is a crucial trade route for the Netherlands, Germany, and Switzerland. The 

lack of rainfall and severely hot temperatures threaten to render the rivers impassable for 

ships. The waterway is expected to dip below the threshold needed for navigation over 

the weekend, and the problem could extend for months. The lack of maritime trade along 

the river will make it harder for firms to receive needed supplies such as oil, grains, and 

chemicals.  

 
 

Governments in the West are coming under growing pressure to combat rising energy costs to 

appease their constituents. The lack of infrastructure, Russian energy, and maritime shipping 

capacity will make it harder to contain energy prices. Even if lawmakers offer financial 

assistance to households, it is unlikely to be enough to offset the surge in household costs. As a 

result, Europe will likely fall into recession sometime in the fall of this year.  

 

Russia-Iran:  Russia and Iran have strengthened ties to help each other circumvent Western 

sanctions.  

● Russia, Iran, and India are close to opening a new trade route. The new shipping method 

will allow Russia to transport its resources to India without relying solely on Western 

waterways such as the Suez Canal, the Mediterranean, and the Bosporus. The route 

allows for the sanction-proof transport of goods and could benefit other countries in 

https://www.bloomberg.com/news/articles/2022-08-11/truss-rules-out-fresh-uk-windfall-tax-and-defends-energy-profits?sref=uIvt3NFS
https://www.reuters.com/markets/commodities/low-rhine-water-levels-another-drain-germanys-economy-2022-08-10/
https://www.reuters.com/markets/commodities/low-rhine-water-levels-another-drain-germanys-economy-2022-08-10/
https://www.tribuneindia.com/news/nation/india-iran-to-activate-new-shorter-corridor-to-russia-409802
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Central Asia and the Caucasus. Hence, Russia and Iran are learning to live with the 

sanctions.  

● Additionally, the two sides have strengthened their military ties. Tehran has provided 

weapons to Russia and helped Moscow conduct cyberattacks on Ukraine. Meanwhile, the 

Kremlin has allowed Iran to use Russian satellites to gather intel on the U.S. and its 

adversaries in the Middle East. The two sides have also teamed up to help Armenia 

protect itself from its rival, Azerbaijan. The integration suggests the countries might 

coordinate some of their foreign policy as they look to counter other alliances in the West 

and the Middle East. 

● Lastly, Russia and Iran are working vigorously to create a system that can be used as an 

alternative to SWIFT. They have agreed to allow trade using their respective currencies 

and are looking to expand the payment system to include currencies such as the Turkish 

lira and Indian rupee. The alternative payment system is paving the way for dollar-free 

trade for countries not aligned with the West and is an example of the ongoing trend 

toward deglobalization.  

 

The increased economic and military cooperation between Russia and Iran is an example of 

countries starting to form blocs based on their financial and geopolitical interests. Given their 

volatile relationships with countries in the West and the Middle East, their rivals may decide to 

boost their military capabilities. Thus, strengthening relations between Russia and Iran should 

benefit defense industries.  

 

U.S. Economic Releases  

 

July import prices were down 1.4% from the previous month, even better than the expected 

decline of 1.0% and easily enough to offset the revised 0.3% rise in June.  In fact, the decline in 

July was enough to offset every import price increase since March.  Of course, import prices are 

often driven by volatility in the petroleum fuels category, but the report showed that falling fuel 

prices weren’t the only reason for the drop last month.  July import prices excluding fuels were 

down 0.7% compared with an anticipated drop of 0.2% and a revised June decline of 0.5%.  

Overall import prices in July were up 8.8% year-over-year, while import prices excluding fuels 

were up 4.1%.  The chart below shows the year-over-year change in import prices since just 

before the previous recession. 
 

https://www.understandingwar.org/backgrounder/russia-and-iran-double-down-their-strategic-partnership
https://www.understandingwar.org/backgrounder/russia-and-iran-double-down-their-strategic-partnership
https://foreignpolicy.com/2022/08/11/armenia-russia-iran-azerbaijan-turkey-nagorno-karabakh-security-small-states/
https://foreignpolicy.com/2022/08/11/armenia-russia-iran-azerbaijan-turkey-nagorno-karabakh-security-small-states/
https://www.forbes.com/sites/dominicdudley/2022/07/29/russia-and-iran-experiment-with-stripping-dollars-from-their-bilateral-trade/?sh=374879bf81c1
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According to the report, export prices in July were up 13.1% from one year earlier, in large part 

because of the key agriculture category.  Comparing the annual change in export prices versus 

import prices provides a sense of the U.S. “terms of trade,” or the relative advantage or 

disadvantage the country is facing because of trends in international trade prices.  The chart 

below compares the year-over-year change in U.S. export and import prices since just before the 

previous recession. 
 

 
 

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

 

 

EST Indicator Expected Prior Rating

10:00 U. of Michigan Consumer Sentiment m/m Aug P 52.5 51.5 ***

10:00 U. of Michigan Current Conditions m/m Aug P 57.8 58.1 **

10:00 U. of Michigan Future Expectations m/m Aug P 48.5 47.3 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Aug P 5.1% 5.1% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Aug P 2.8% 2.9% *

EST Speaker or Event

10:00 Thomas Barkin Speaks on CNBC's Squawk on the Street President of the Federal Reserve Bank of Richmond

Economic Releases

Federal Reserve

District or Position
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Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

paragraph below if any development merits further explanation. 
 

 
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Foreign Buying Japan Stocks w/w 5-Aug ¥61.0b -¥120.3b -¥120.9b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 5-Aug ¥1.028t ¥1.296t ¥1.290t * Equity and bond neutral

Japan Buying Foreign Stocks w/w 5-Aug -¥1.038t ¥336.9b ¥355.6b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 5-Aug ¥827.0b ¥37.1b ¥37.8b * Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Jul 52.7 49.7 50.0 *** Equity and bond neutral

Food Prices m/m Jul 2.1% 1.20% *** Equity bearish, bond bullish

South Korea Export Price Index y/y Jul 16.3% 23.7% * Equity bullish, bond bearish

Import Price Index y/y Jul 27.9% 33.6% * Equity bullish, bond bearish

China New Yuan Loans CNY m/m Jul 679.0b 2.810t 2.806t ** Equity and bond neutral

Money Supply M0 y/y Jul 13.9% 13.8% * Equity and bond neutral

Money Supply M1 y/y Jul 6.7% 5.8% 6.0% * Equity and bond neutral

Money Supply M2 y/y Jul 12.0% 11.4% 11.4% *** Equity and bond neutral

India Industrial Production y/y Jun 12.3% 19.60% 10.30% *** Equity and bond neutral

CPI y/y Jul 6.7% 7.01% 6.75% *** Equity and bond neutral

EUROPE

Eurozone Industrial Production WDA y/y Jun 2.4% 1.6% 1.2% ** Equity bullish, bond bearish

Germany Current Account Balance m/m Jun 16.2b 2.5b -0.4b * Equity and bond neutral

France CPI y/y Jul F 6.1% 6.1% 6.1% *** Equity and bond neutral

CPI, EU Harmonized y/y Jul F 6.8% 6.8% 6.8% ** Equity and bond neutral

Italy Trade Balance m/m Jun -2.166b -0.229b * Equity and bond neutral

UK GDP y/y 2Q P 2.0% 8.7% 2.8% *** Equity and bond neutral

Industrial Production y/y Jun 2.4% 1.4% 1.8% *** Equity bullish, bond bearish

Manufacturing Production y/y Jun 1.3% 2.3% 2.6% ** Equity bearish, bond bullish

Trade Balance m/m Jun -£11.387b -£9.747b -£10.150b ** Equity and bond neutral

Visible Trade Balance m/m Jun -£22.847b -£21.445b -£22.300b ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 5-Aug 14.34t% 14.25t -- Equity and bond neutral

Gold and Forex Reserves m/m 5-Aug 574.8b 571.2b *** Equity and bond neutral

AMERICAS

Brazil IBGE Services Volume y/y Jun 6.3% 10.2% 9.1% * 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. 
 

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for warmer-than-normal temperatures along the West Coast 

and in the Pacific Northwest, with cooler-than-normal temperatures concentrated in the Great 

Plains and Midwest.  Wetter-than-normal conditions are expected in the southern Rocky 

Mountains, South, and East Coast, with dry conditions expected along the border with Canada. 
 

In the Gulf Coast, Caribbean, and Atlantic Ocean areas, there is one atmospheric disturbance 

southeast of Louisiana, but it is assessed to have only a small chance of developing into a 

cyclonic formation within the next 48 hours.

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 292 292 0 Up

3-mo T-bill yield (bps) 247 249 -2 Up

TED spread (bps) 45 43 2 Widening

U.S. Sibor/OIS spread (bps) 271 270 1 Up

U.S. Libor/OIS spread (bps) 275 274 1 Up

10-yr T-note (%) 2.87 2.89 -0.02 Up

Euribor/OIS spread (bps) 32 33 -1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

Bank of Mexico Overnight Rate 8.500% 7.750% 8.500% On Forecast

Price Prior Change Explanation

Brent $98.45 $99.60 -1.15%

WTI $92.99 $94.34 -1.43%

Natural Gas $8.66 $8.87 -2.37%

Crack Spread $40.41 $40.33 0.19%

12-mo strip crack $31.31 $31.34 -0.10%

Ethanol rack $2.78 $2.75 0.88%

Metals

Gold $1,785.98 $1,789.72 -0.21%

Silver $20.30 $20.31 -0.05%

Copper contract $365.45 $370.65 -1.40%

Grains

Corn contract $626.25 $627.75 -0.24%

Wheat contract $815.25 $826.25 -1.33%

Soybeans contract $1,442.25 $1,448.50 -0.43%

Shipping

Baltic Dry Freight 1,556            1,592            -36

Actual Expected Difference

Crude (mb) 5.5 -1.0 6.5

Gasoline (mb) -5.0 -1.1 -3.9

Distillates (mb) 2.2 -1.0 3.2

Refinery run rates (%) 3.3% 0.5% 2.8%

Natural gas (bcf) 44 41 3.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/11/2022 close) 
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Consumer Discretionary

Technology

Consumer Staples
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S&P 500
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Communication Services
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Industrials

Financials

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 8/11/2022 close) 

 

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

Growth

Emerging Markets ($)

Foreign Developed ($)

Emerging Markets (local currency)

US Corporate Bond

Real Estate

Small Cap

Large Cap

US Government Bond

Mid Cap

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 11, 2022 
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P/E as of 8/10/2022 = 18.0x

 
 

Based on our methodology,1 the current P/E is 18.0x, up 0.1x from last week.  The rise in the P/E 

is mostly due to the recovery in 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. 


