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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 18, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.4% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.5%. Chinese markets were lower, with the Shanghai Composite 

down 0.5% from its prior close and the Shenzhen Composite down 0.3%. U.S. equity index 

futures are signaling a higher open. With 470 companies having reported, the S&P 500 Q2 2022 

earnings stand at $57.40, higher than the $55.26 forecast for the quarter. The forecast reflects a 

4.3% increase from Q2 2021 earnings. Thus far this quarter, 76.0% of the companies have 

reported earnings above forecast, while 19.8% 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 (8/18/2022): We update the latest on the Iran nuclear deal and 

its potential ramifications.  The weekly data showed a surprising draw in crude oil as 

exports rose.  Hot weather isn’t just an inconvenience; it’s also affecting factory 

production in Europe and China. 

• 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)   

 

Today’s Comment is split into two sections. In the first half, we explain why speculation about a 

Fed pivot is premature. We briefly summarize the meeting minutes, show the market’s reaction, 

and discuss how the strong jobs market will affect the central bank's decision to raise rates. In the 

second half, we review reports indicating that regional bloc formation can change over time. We 

discuss India's military exercises with U.S. rivals China and Russia, Beijing's reaction to the U.S. 

 

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_18_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_18_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_18_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_18_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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trade negotiations with Taiwan, and Turkey's growing disenchantment with the West. After each 

section, we provide a synopsis of the stories covered and their possible ramifications.  

 

Central Bank News: Meeting minutes revealed the Fed's openness to a pivot, but employment 

and inflation data suggest that monetary tightening is still needed.  

• The Federal Reserve meeting minutes reinforced the market's dovish perception of the 

central bank. Although Fed officials agreed unanimously to raise rates by 75 bps at the 

July 27 Federal Open Market Committee meeting, the minutes revealed that 

policymakers were also concerned about the economy. Fed officials noted that specific 

interest-rate-sensitive sectors, such as housing, were hurt by higher rates and warned the 

impact would spread into other areas of the economy. Additionally, it mentioned that 

some officials could support a pause once the rates reach the restrictive territory. 

• Investor optimism that the Fed will end its tightening cycle before achieving its 2% target 

is misguided. On Wednesday, the S&P 500 pared back most of the day's losses, Treasury 

yields dipped, and the dollar fell from the day's high. The market's reaction suggests that 

a recession will force the Fed to change its policy path. However, the minutes revealed 

the central bank is only focused on achieving its dual mandate of price stability and low 

unemployment.  

• Prediction of policy moderations is overblown. The Fed would like the labor market to 

show tangible signs of deterioration before it ends its tightening cycle. The July 

employment payrolls report exceeded expectations, and the unemployment rate dropped 

from 3.6% to 3.5%. The Fed fears that an overly tight labor market leads to wage 

pressure, thus contributing to inflation. As a result, it is unlikely to stop raising rates as 

long as inflation remains high, and the unemployment rate is low.  

o Another reason for our skepticism of a Fed halt or reversal in its policy path is 

real fed funds. The Fed has never stopped tightening with a negative real Fed 

funds rate, which stands at -6.82% as of August 10. The Fed would need to raise 

rates almost 700 bps before the real Fed funds returned to positive territory. 
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The period of ultra-low inflation has likely passed, but it was good while it lasted. Although the 

Federal Reserve remains optimistic that slower economic growth will eventually resolve supply 

chain issues, we are not. Ongoing geopolitical tensions in Europe and Asia will make firms 

rethink their supply chains. Relatively safe countries that are friendly to the U.S. will be 

attractive destinations for firms looking to move their operations. That said, in the short run, 

labor will be able to extract higher wages from their employers, especially as the U.S. 

unemployment rate remains low. As a result, we believe investors should position themselves to 

adjust to a higher interest rate and inflation environment. 

 

Geopolitical Tensions: Regional blocs are forming in ways that are hard to predict in the long 

run.  

• U.S. ally India will join China, Russia, and Belarus for joint military exercises. India's 

participation highlights the delicate balance countries are playing not to align with major 

power blocs. Its decision to play both sides isn't without precedence. India was one of the 

founding members of the nonalignment movement during the cold war. The U.S. has 

recently turned a blind eye to India's buying of Russian fuel and weapons. However, it 

isn't clear if they will continue to do so indefinitely. The U.S. has built closer ties with 

India as a way to isolate China in the Indo-Pacific region. If it turns out that India is 

cozying up to China, the U.S. could back away and look for an alternative country to 

challenge China's dominance within the region. 

o India has been a significant foreign direct investment target over the last two 

years. Firms have relocated manufacturing and service operations to the country 

due to its vast labor market and relatively low costs. If India's relationship with 

the U.S. begins to sour, it could force firms to change tactics and look elsewhere.  

• The U.S. continues to annoy China with its flirtation with Taiwanese recognition. The 

White House plans to hold trade discussions with Taiwan in the fall of this year. The 

talks have angered China, which views the gesture as another attempt to undermine its 

sovereign claim over the self-governing island. Although the negotiations are unlikely to 

lead to conflict, they may pave the way for further escalation. Hence, the possibility of a 

direct confrontation between the two major powers remains elevated. Firms with 

considerable revenue exposure or deep supply chains within China or Taiwan may be at 

risk.  

o Despite the dangers, European firms are still investing in China. Financial inflows 

from Europe increased 15% in the first half of  2022 compared to a year earlier. 

The increased investment suggests that firms are prioritizing short-term gains over 

long-term security.   

• Internal rivalries within the Western military alliance threaten the group's commitment to 

supporting Ukraine. To the annoyance of Ankara, Greece has played a central role in the 

U.S.’s ability to transport weapons to the Ukrainians. The Mediterranean nations have a 

long and heated rivalry, including conflict over Cyprus and other territorial disputes. 

Turkey fears its ties with the U.S. are threatened by Greece's growing importance in the 

war. The growing closeness between the U.S. and Greece can partially explain why 

https://www.reuters.com/world/china/chinese-military-will-send-troops-russia-joint-exercise-2022-08-17/
https://www.newindianexpress.com/opinions/2022/aug/03/indian-economys-100-billion-fdi-target-2483423.html
https://www.bloomberg.com/news/articles/2022-08-18/us-and-taiwan-begin-formal-negotiations-on-trade-initiative?sref=uIvt3NFS
https://www.japantimes.co.jp/news/2022/08/18/business/corporate-business/china-lure-europe-outshines-tensions/
https://www.nytimes.com/2022/08/18/world/europe/greece-port-russia-ukraine-weapons.html
https://www.nytimes.com/2022/08/18/world/europe/greece-port-russia-ukraine-weapons.html
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Turkey has built closer economic relations with Russia. The breakdown of the Western 

alliance will likely make it harder for Ukraine to maintain its war efforts and could pave 

the way for the war's conclusion. Any end to the conflict will be taken positively by 

markets.   

o Turkish President Recep Tayyip Erdoğan will meet with Ukrainian President 

Volodymyr Zelensky to discuss steps to end the war.  

 

The reshuffling of allies is not unusual during times of war. During World War II, Italy 

notoriously declared war on its former Axis partner Germany. Therefore, as regional blocs start 

to form, we do expect that certain countries could decide to switch sides or choose to fly solo. 

Over the last few weeks, we have been paying close attention to the European Union. Although it 

has historical and economic ties with the U.S., its reliance on Russian energy and its exposure to 

China shows its interests are not fully aligned with its American counterparts. We are not 

predicting a break of ties but rather that the two regions may push for separate aims. If we are 

correct, the lack of foreign policy cohesion between the U.S. and Europe could severely 

complicate firms' ability to operate in different countries.  

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending August 13 fell to a seasonally 

adjusted 250,000, better than the expected level of 264,000 and the revised level of 252,000 in 

the previous week.  The four-week moving average of initial claims, which helps smooth out 

some of the volatility in the series, fell to 246,750, marking its first decline in more than four 

months.  On a less positive note, however, the number of people continuing to draw benefits in 

the week ending August 6 rose to 1.437 million.  That was better than the anticipated level of 

1.455 million, but it was still higher than the previous week’s revised 1.430 million.  The chart 

below shows how initial jobless claims have fluctuated since just before the prior recession.  The 

chart is truncated through much of the pandemic period because of the extremely high level of 

claims at that time. 

 

 
 

https://www.france24.com/en/europe/20220818-live-un-chief-guterres-to-meet-zelensky-erdogan-in-lviv
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To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since mid-2021. 

 

 
 

Separately, the Philadelphia FRB said its August Manufacturing Activity Index rose to a 

seasonally adjusted 6.2, far better than the expected reading of -5.0 and the July reading of -12.3.  

The Philly Fed Index is designed so that positive readings point to expanding factory activity in 

the mid-Atlantic region.  At its current level, the index suggests the region’s manufacturing 

sector started growing again in August, although it’s not clear whether that growth will continue.  

The chart below shows how the index has fluctuated since just before the prior recession. 
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The table below lists the domestic releases and/or Fed events scheduled for the rest of the day. 

 

  
 

Foreign Economic News 
 

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

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

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

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

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

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

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

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

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

paragraph below if any development merits further explanation. 
 

   
 

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. 
 

EST Indicator Expected Prior Rating

10:00 Leading Economic Indicators m/m Jul -0.5% -0.8% ***

10:00 Existing Home Sales (monthly change) m/m Jul -4.9% -5.4% **

10:00 Existing Home Sales (annualized selling rate) m/m Jul 4.87m 5.12m ***

EST Speaker or Event

13:45 Neel Kashkari speaks in a Q&A session President of the Federal Reserve Bank of Minneapolis

13:20 Esther George Speaks on the Economic Outlook President of the Federal Reserve Bank of Kansas City

9:20 Mary Daly Speaks on CNN International President of the Federal Reserve Bank of San Francisco

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Foreign Buying Japan Stocks w/w 12-Aug ¥0.231t ¥1.027t ¥1.017t * Equity and bond neutral

Foreign Buying Japan Bonds w/w 12-Aug ¥1.152t ¥.827t ¥0.829t * Equity and bond neutral

Japan Buying Foreign Stocks w/w 12-Aug -¥0.234t -¥1.036t -¥1.036t * Equity and bond neutral

Japan Buying Foreign Bonds w/w 12-Aug ¥45.5b ¥61.0b * Equity and bond neutral

Australia Employment Change m/m Jul -40.9k 88.4k 25.0k *** Equity bearish, bond bullish

Unemployment Rate m/m Jul 3.4% 3.50% 3.50% *** Equity and bond neutral

Participation Rate m/m Jul 66.4% 66.8% 66.8% ** Equity and bond neutral

EUROPE

Eurozone Construction output y/y Jun 0.1% 2.9% 2.3% * Equity bearish, bond bullish

CPI y/y Jul F 8.90% 8.60% 8.60% *** Equity bearish, bond bearish

Core CPI y/y Jul F 4.00% 4.00% 4.00% *** Equity and bond neutral

Switzerland Real Exports m/m Jul -2.9% 0.9% 1.0% * Equity bearish, bond bullish

Real Imports m/m Jul -3.4% -1.0% -1.2% * Equity and bond neutral

Russia PPI y/y Jul 6.10% 11.30% 9.40% *** Equity bearish, bond bullish

AMERICAS

Canada Industrial Prices m/m Jul -2.1% -1.1% -0.8% ** Equity bearish, bond bullish

Raw Material Prices m/m Jul -7.4% -0.1% -4.4% * Equity bearish, bond bullish
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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 in the Pacific 

Northwest, West Coast, and East Coast regions, with cooler-than-normal temperatures in the 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 296 294 2 Up

3-mo T-bill yield (bps) 255 258 -3 Up

TED spread (bps) 41 37 4 Widening

U.S. Sibor/OIS spread (bps) 277 275 2 Up

U.S. Libor/OIS spread (bps) 282 279 3 Up

10-yr T-note (%) 2.87 2.90 -0.03 Up

Euribor/OIS spread (bps) 35 33 2 Neutral

Currencies Direction

Dollar Flat Up

Euro Flat Down

Yen Down Up

Pound Up Down

Franc Flat Down

Price Prior Change Explanation

Brent $94.78 $93.65 1.21%

WTI $88.90 $88.11 0.90%

Natural Gas $9.32 $9.24 0.77%

Crack Spread $44.86 $44.97 -0.25%

12-mo strip crack $33.87 $34.09 -0.65%

Ethanol rack $2.78 $2.79 -0.17%

Metals

Gold $1,772.03 $1,761.77 0.58%

Silver $19.88 $19.80 0.39%

Copper contract $362.90 $359.00 1.09%

Grains

Corn contract $607.00 $612.00 -0.82%

Wheat contract $763.75 $780.50 -2.15%

Soybeans contract $1,381.00 $1,390.00 -0.65%

Shipping

Baltic Dry Freight 1,394            1,387            7

Actual Expected Difference

Crude (mb) -7.1 0.8 -7.9

Gasoline (mb) -4.6 -1.0 -3.6

Distillates (mb) 0.8 1.0 -0.2

Refinery run rates (%) -0.8% -0.4% -0.4%

Natural gas (bcf) 31

Energy Markets

DOE Inventory Report
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Southwest and southern Great Plains.  Wetter-than-normal conditions are expected throughout 

the entire southern half 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 over 

northern Guatemala. However, it is unlikely to form into a cyclone within the next 48 hours.
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Data Section 
 

U.S. Equity Markets – (as of 8/17/2022 close) 
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-2.5% -2.0% -1.5% -1.0% -0.5% 0.0% 0.5% 1.0%

Communication Services

Materials

Consumer Discretionary

Industrials

Technology

S&P 500

Real Estate

Healthcare

Financials

Consumer Staples

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 8/17/2022 close) 

 

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

Emerging Markets ($)

Growth

Foreign Developed ($)

US Corporate Bond

Emerging Markets (local currency)

Small Cap

Real Estate

US Government Bond

Large Cap

US High Yield

Mid Cap

Foreign Developed (local currency)

Value

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 18, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 8/17/2022 = 18.2x

 
 

Based on our methodology,1 the current P/E is 18.2x, up 0.2x from last week.  The rise in the P/E 

is mostly due to the recovery in equity prices, offsetting solid Q2 earnings. 
 

 

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. 


