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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 16, 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 down 0.4%. Chinese markets were higher, with the Shanghai Composite 

up 0.1% from its prior close and the Shenzhen Composite up 0.4%. U.S. equity index futures are 

signaling a lower open. With 457 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, 75.5% of the companies have reported 

earnings above forecast, while 20.1% 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 (8/15/2022) (with associated podcast): “The End of the 

World is Just the Beginning: A Book Review” 

• 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)   

• Charts Worth Noting: Contributions to the Annual Percentage Change in CPI 

 

Our Comment today opens with an update on the Russia-Ukraine war, where the Russians 

continue to face troop constraints and the Ukrainians continue to find success in attacking 

Russian troop concentrations and logistical nodes.  We next review a wide range of other 

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

 

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_15_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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Russia-Ukraine:  Russian forces continue to make small, incremental territorial gains in the 

eastern Donbas region of Ukraine, but we are seeing more reports of conscripts from one ethnic 

Russian part of the region refusing to fight other ethnic Russian parts.  The reports are consistent 

with other signs that Moscow’s troop depletion and reliance on a hodgepodge of volunteers and 

other less-qualified troops have left it with a relatively ineffective fighting force.  Adding to 

morale problems, there are also reports that Moscow is failing to pay some Russian reservists 

and volunteers fighting in Ukraine.  Meanwhile, Ukrainian officials urged civilians around the 

Russian-occupied southern city of Kherson to evacuate so Kyiv’s forces could continue ramping 

up their counteroffensive to retake the area. 

• Separately, it appears that the Ukrainians have exploded another of Russia’s large 

ammunition depots far from the front lines in occupied Crimea.  At least some of the 

successful attacks by the Ukrainians have involved precision, long-range artillery 

provided by the West, but some may also be the work of Ukrainian partisans or special 

operations forces. 

• New official data from Turkey shows that the country’s exports to Russia from May to 

July were almost 50% higher than in the same period one year earlier.  The figures 

suggest that Turkey, ostensibly a U.S. ally and a member of NATO, has stepped into the 

breach to support Russia even as the rest of the West tries to punish it with sanctions. 

 

European Energy Market:  As the EU looks for ways to cut its reliance on Russian energy, 

bloc officials are reportedly considering the possibility of lowering regulatory barriers to the 

mining and production of critical green energy materials such as lithium, cobalt, and graphite.  

While it appears that any such deregulation of mining is still off in the future, even the 

consideration of such an idea seems to illustrate just how desperate EU leaders are to shore up 

their energy security. 

 

Germany:  The ZEW Institute’s closely watched index of investor expectations fell to an 11-

year low of -55.3, down from -53.8 last month.  Against the backdrop of the Ukraine war, 

surging energy costs, and rising inflation, the figures suggest investors are now more pessimistic 

about the German economy than they have been at any time since the Eurozone debt crisis more 

than a decade ago. 

 

United Kingdom:  The Office of National Statistics reported that second quarter real wages fell 

by a seasonally adjusted 3.0%, marking their steepest decline in at least two decades.  According 

to the report, nominal pay rose 4.7% in the quarter, but that rise was more than wiped out by 

increased consumer prices.  As energy and other prices rise faster than wage gains, similar 

declines in real wages are being reported in countries across the globe. 

 

China:  Property developers’ stocks have risen sharply today on rumors that the government will 

instruct state-owned institutions to guarantee their domestic bonds.  If true, the new government 

support would likely be targeted toward helping the developers complete homes that have 

already been paid for but not yet finished or delivered.  That could help stabilize China’s housing 

market and weaken one of the headwinds facing the Chinese economy, but the country and its 

financial markets would still face a range of challenges, such as unpredictable, draconian 

https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-15
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-15
https://www.upi.com/Top_News/World-News/2022/08/14/fails-pay-military-reservists-civilian-laborers-ukraine/5201660500132/?utm_source=sailthru&utm_medium=email&utm_campaign=dfn-ebb&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.upi.com/Top_News/World-News/2022/08/14/fails-pay-military-reservists-civilian-laborers-ukraine/5201660500132/?utm_source=sailthru&utm_medium=email&utm_campaign=dfn-ebb&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.wsj.com/articles/ukraine-urges-civilians-to-leave-kherson-as-it-prepares-bid-to-retake-russian-held-territory-11660565675?mod=hp_lead_pos12
https://www.wsj.com/articles/ukraine-urges-civilians-to-leave-kherson-as-it-prepares-bid-to-retake-russian-held-territory-11660565675?mod=hp_lead_pos12
https://www.wsj.com/articles/explosions-hit-russian-ammunition-depot-in-crimea-11660635257?mod=hp_lead_pos5
https://www.wsj.com/articles/explosions-hit-russian-ammunition-depot-in-crimea-11660635257?mod=hp_lead_pos5
https://www.ft.com/content/caee1ae3-41c5-4c85-8d66-a8d3eea3112d
https://www.ft.com/content/363c1643-75ae-4539-897d-ab16adfc1416
https://www.ft.com/content/363c1643-75ae-4539-897d-ab16adfc1416
https://www.ft.com/content/1866837c-b3a3-47c9-859c-706885f9c919
https://www.ft.com/content/1866837c-b3a3-47c9-859c-706885f9c919
https://www.ft.com/content/28f2b344-e2a6-4e10-bf4a-c924660eded0
https://www.ft.com/content/28f2b344-e2a6-4e10-bf4a-c924660eded0
https://www.ft.com/content/0b21a9c6-2fe0-4857-a910-99f2c536c449
https://www.ft.com/content/0b21a9c6-2fe0-4857-a910-99f2c536c449
https://www.scmp.com/business/markets/article/3189069/chinese-property-developers-surge-hong-kong-amid-reports?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220816&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3189058&article_id_list=3189027,3189044,3189066,3189072,3189043,3189038,3189092,3189086&tc=26&CMCampaignID=bb2788635f3f11d746528f49cd24a34a
https://www.scmp.com/business/markets/article/3189069/chinese-property-developers-surge-hong-kong-amid-reports?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220816&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3189058&article_id_list=3189027,3189044,3189066,3189072,3189043,3189038,3189092,3189086&tc=26&CMCampaignID=bb2788635f3f11d746528f49cd24a34a
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pandemic lockdowns, a regulatory crackdown on its technology industry, and fracturing trade 

and investment ties with the West. 

 

Australia:  In what could be a major new scandal, Former Prime Minister Scott Morrison has 

been accused of secretly appointing himself as head of five separate ministries during the 

coronavirus pandemic.  Morrison has tried to defend himself by arguing that the moves were 

necessary to cut the risk of ministers contracting COVID-19 during the pandemic, but he is being 

widely pilloried for undermining democracy and government accountability, even by members 

of his own opposition Liberal Party. 

 

Kenya:  Deputy President William Ruto has been declared the winner of last week’s presidential 

election with 50.5% of the vote, but his main rival’s supporters and some election commissioners 

are disputing the result.  The risk is that Kenya could be thrown into yet another round of 

political unrest and violence, adding to the overall instability sparked by rising commodity prices 

and high interest rates in many emerging markets. 

 

U.S. Bond Market:  New analysis shows that just 6.2% of U.S. junk bonds are now trading at 

distressed levels, down from 11.6% as recently as early July.  The new study, which defines 

“distressed” bonds as those trading at a yield greater than 10.0% above comparable U.S. 

Treasury obligations, illustrates just how dramatically investors have jumped back into the junk 

bond market as they’ve come to expect the Fed will pivot to interest rate cuts as early as 2023. 
 

 
 

U.S. Technology Trade:  In a potential scandal in the U.S., a new analysis shows that a 

Commerce Department-led process meant to review sensitive technology exports to China 

approves almost all requests and hasn’t stopped an increase in the sales of some particularly 

important technologies.  As a result, the U.S. continues to send to China an array of 

semiconductors, aerospace components, artificial-intelligence technology, and other items that 

could be used to advance Beijing’s military development. 

• Given that being tough on China is now a political necessity for both Republicans and 

Democrats, it would not be a surprise if the news prompts tightened restrictions. 

https://www.ft.com/content/786bef69-ddb9-4f63-b733-d0a384bbc758
https://www.ft.com/content/4359475c-fffb-4d5c-8815-eb608fe23cc1
https://www.ft.com/content/4359475c-fffb-4d5c-8815-eb608fe23cc1
https://www.ft.com/content/f3cd7b98-eec0-44b1-8060-af543ae59361
https://www.ft.com/content/f3cd7b98-eec0-44b1-8060-af543ae59361
https://www.wsj.com/articles/u-s-approves-nearly-all-tech-exports-to-china-data-shows-11660596886?mod=hp_lead_pos3
https://www.wsj.com/articles/u-s-approves-nearly-all-tech-exports-to-china-data-shows-11660596886?mod=hp_lead_pos3
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• The news therefore presents new regulatory risks for U.S. technology and aerospace 

firms that could be forced to cut their sales to China. 

 

U.S. Agriculture Market:  Faced with a withering drought, cotton growers in the Southwest are 

abandoning up to 40% of the acres that they planted in spring, prompting forecasts for the 

weakest U.S. harvest in more than a decade and sending prices sharply higher.  Cotton futures 

prices rose some 13% in the last week, ending Monday at approximately $1.136 per pound. 

 

U.S. Economic Releases  

 

Residential construction slowed in July as elevated interest rates and ongoing supply chain issues 

hindered homebuilder confidence. According to the Census Bureau, housing starts expanded at 

an annualized pace of 1,446K from the prior month. Last month's construction was well below 

June's annualized rate of 1,599K and consensus estimate of 1,527K. That said, building permits 

remain strong. Applications for building permits expanded at an annualized pace of 1,674K, 

above the consensus estimate of 1,640K and slightly below the previous month's reading of 

1,696K. 
 

 
 

There was a steep deceleration in standalone home construction. The chart above shows the 

annualized level of housing starts for single-family and multi-family dwellings. In July, 

construction of single-family homes slowed from an annualized rate of 1,068K to 982K. 

Meanwhile, in the same month, multi-family homes increased from 523K to 577K. 

 

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

 

https://www.wsj.com/articles/drought-devastates-u-s-cotton-harvest-11660649469?mod=hp_lead_pos11
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Charts Worth Noting 
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The Consumer Price Index decelerated to 8.5% from 9.1% in July. Declines in energy prices, 

airline fares, and new and used vehicles were the main drivers of the disinflation. Although 

prices for goods and services slowed last month, inflation pressures persist. Rents on primary 

residences and owners' equivalent rent, which make up nearly a third of the index, are hovering 

near multi-decade highs and continue to increase. Meanwhile, medical care and food prices are 

also surging. In short, the recent decline in inflation was a welcome sign; however, it is unclear 

whether this trend will continue throughout the year. As a result, we maintain our forecast that 

inflation will fall to around 5-4% by the end of the year. 

   

The Federal Open Market Committee does not meet this month; however, Fed Chair Jerome 

Powell will speak at the Jackson Hole Symposium on August 25-27. At the event, he is expected 

to comment on the current state of the economy and provide details about the central bank's plan 

to draw down its balance sheet. It is unlikely that Powell will give markets any guidance on 

policy rates as the bank would like to consider all available data before making a decision in 

September. If the economic data for August shows that job numbers are solid and inflation is 

high, the bank would likely raise rates by 50 or 75 bps next month. 

 

 

EST Indicator Expected Prior Rating

9:15 Industrial Production m/m Jul 0.3% -0.2% ***

9:15 Capacity Utilization m/m Jul 80.2% 80.0% ***

9:15 Manufacturing (SIC) Production m/m Jul 0.3% -0.5% **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.reuters.com/markets/us/feds-powell-could-use-jackson-hole-flesh-out-qt-thinking-mcgeever-2022-08-12/
https://www.reuters.com/markets/us/feds-powell-could-use-jackson-hole-flesh-out-qt-thinking-mcgeever-2022-08-12/
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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. 
 

   
 

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 Tertiary Industry Index y/y Jun -0.2% 0.80% 0.40% *** Equity bearish, bond bullish

India Wholesale Prices y/y Jul 13.9% 15.18% 13.75% ** Equity and bond neutral

EUROPE

Eurozone Trade Balance SA m/m Jun -30.8b -26.0b -22.0b * Equity bearish, bond bullish

Germany ZEW Survey Current Situation m/m Aug -47.6 -45.8 -49.0 ** Equity and bond neutral

UK Claimant Count Rate m/m Jul 3.9% 3.9% ** Equity and bond neutral

Jobless Claims Change m/m Jul -10.6k -20.0k -26.8k ** Equity bullish, bond bearish

ILO Unemployment Rate 3 Mths y/y Jun 3.8% 3.8% 3.8% ** Equity and bond neutral

AMERICAS

Canada Housing Starts m/m Jul 275.3k 273.8k 264.1k ** Equity and bond neutral

CPI y/y Jul 7.60% 8.10% 7.60% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 292 291 1 Up

3-mo T-bill yield (bps) 252 258 -6 Up

TED spread (bps) 40 32 8 Widening

U.S. Sibor/OIS spread (bps) 274 272 2 Up

U.S. Libor/OIS spread (bps) 278 277 1 Up

10-yr T-note (%) 2.81 2.79 0.02 Up

Euribor/OIS spread (bps) 34 33 1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down
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Weather 
 

The 6-10 and 8-14 day forecasts call for warmer-than-normal temperatures in the Rocky 

Mountains, Pacific, and East Coast, with cooler-than-normal temperatures for the rest of the 

country.  Wetter-than-normal conditions are expected for most of the country, with dry 

conditions expected along the Canadian border. 
 

In the Gulf Coast, Caribbean, and Atlantic Ocean areas, there is a tropical disturbance in the 

southwestern Caribbean Sea. However, it is unlikely to form into a cyclone within the next 48 

hours.

Price Prior Change Explanation

Brent $95.49 $95.10 0.41%

WTI $90.16 $89.41 0.84%

Natural Gas $9.08 $8.73 4.02% Increased demand

Crack Spread $41.52 $41.94 -1.00%

12-mo strip crack $32.03 $32.10 -0.21%

Ethanol rack $2.80 $2.80 -0.10%

Metals

Gold $1,776.16 $1,779.71 -0.20%

Silver $20.11 $20.27 -0.78%

Copper contract $362.00 $361.75 0.07%

Grains

Corn contract $622.25 $628.25 -0.96%

Wheat contract $805.25 $817.75 -1.53%

Soybeans contract $1,401.50 $1,412.25 -0.76%

Shipping

Baltic Dry Freight 1,404            1,477            -73

Actual Expected Difference

Crude (mb) 0.3

Gasoline (mb) -1.3

Distillates (mb) 1.0

Refinery run rates (%) -0.5%

Natural gas (bcf) 41

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/15/2022 close) 
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(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return. Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 8/15/2022 close) 
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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. 


