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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 19, 2022—9:30 AM EDT] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.8% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.6%. Chinese markets were lower, with the Shanghai Composite 

down 0.6% from its prior close and the Shenzhen Composite down 1.3%. U.S. equity index 

futures are signaling a lower open. With 474 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, 76.2% of the companies have 

reported earnings above forecast, while 19.6% 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 begins with a discussion concerning central bank policies and how they may 

help foreign currencies to appreciate against the dollar. Next, we review whether the U.S. and 

China's power struggle in Asia could benefit U.S. firms with domestic operations. We end the 

report with our thoughts about the latest developments in the Russia-Ukraine conflict.  

 

 

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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Central Bank News: Mixed messages from the Fed regarding whether it will keep raising rates 

next year could allow foreign currencies to appreciate against the dollar. 

• There is a split among Fed members about whether the central bank should raise rates 

until inflation is firmly under control or raise rates into restrictive territory and pause. In 

the former camp, Minneapolis Federal Reserve Bank President Neel Kashkari, the most 

hawkish member of the Fed, asserted that the central bank needs to urgently bring down 

inflation and has hinted that a recession may be necessary in order to restore price 

stability. Kansas City Fed President Esther George stated that the pace of hikes is 

debatable but that ending tightening before inflation has fallen is not. In the latter camp, 

San Francisco Fed President Mary Daly and St. Louis President James Bullard argued 

that the bank should raise rates but be cautious not to overdo it. 

o If the U.S. falls into a recession, the Fed could be pressured to back off on raising 

rates. As a result, some policymakers may be uncomfortable with committing to 

raising rates in 2023 for fear of political backlash.  

• The Bank of Japan will maintain its ultra-loose monetary policy even as inflation rises 

above its target of 2 percent. In July, headline CPI rose 2.61% from the prior year, its 

fastest pace in almost eight years. The bank's insistence on maintaining an 

accommodative policy is due to the country's excessive debt burden. If it allowed rates to 

rise by lifting its yield cap, the government would have more difficulty servicing its 

interest payments. Additionally, the drop in energy prices has allowed the yen to slightly 

appreciate against the dollar from its yearly low in July. As a result, the central bank will 

likely not change its monetary stance anytime soon. 

o Despite the strong reading, inflation in Japan is still relatively low compared to 

the rest of the world. As the chart below indicates, Inflation rose 1.2% from the 

prior year when energy and food are excluded.  

  

 
 

• Speculators predict that the policy rate of the Bank of England will surpass that of the 

Federal Reserve in one to three years. In July, U.K. headline CPI rose 10.1% from the 

https://www.reuters.com/markets/us/feds-daly-50-bps-or-75-bps-sept-rate-hike-reasonable-2022-08-18/
https://www.reuters.com/markets/us/feds-daly-50-bps-or-75-bps-sept-rate-hike-reasonable-2022-08-18/
https://www.bloomberg.com/news/articles/2022-08-18/boe-seen-leapfrogging-fed-with-higher-rates-as-inflation-surges?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-08-18/boe-seen-leapfrogging-fed-with-higher-rates-as-inflation-surges?sref=uIvt3NFS
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prior year, while U.S. inflation was 8.6% in that same period. The increased inflation rate 

suggests that the BOE will need to become more hawkish in order to control inflation. 

The Bloomberg implied market rate shows that the BOE could lift its rate to 3.75% and 

cut after that. 

 

 
 

The U.S. dollar value surged against other currencies throughout 2021 and 2022 due to the 

country's relatively strong economic growth and hawkish monetary policy. This dollar strength 

could ease, however, as the American economy slows, and the Fed relaxes policy tightening. 

This outcome will benefit commodity-reliant countries like Japan and provide a tailwind for 

firms with significant foreign revenue exposure.   

 

Asia News: The U.S. and China’s power struggle continues to play out in Asia. 

• The U.S. and China continue to bicker over access to the Taiwan Strait. South Korea and 

the U.S. will participate in joint military exercises next week. During these activities, the 

countries will navigate their ships through the strait. China considers movement within 

the Taiwanese waters as a provocation, claiming the body of water represents Chinese 

territory. The dispute over transit routes is an example of escalating tensions between the 

two major powers. As a result, we suspect that the decoupling between the U.S. and 

China will continue and could be detrimental to U.S. firms with revenue and supply chain 

exposure in China and Taiwan. 

• Against U.S. wishes, Russian President Vladimir Putin will attend the G-20 meeting in 

Bali. The White House has pushed Indonesia to exclude Russia due to its invasion of 

Ukraine. Indonesia’s decision to allow Putin to participate in the summit is another 

example of how countries are attempting to remain neutral in the rivalry between major 

powers. In the short term, the nonaligned countries may benefit from competition from 

major powers trying to win over their support. Indonesia, for example, recently secured 

wheat supply from Russia while maintaining U.S. military presence in the Pacific. 

However, this strategy isn't perfect. During the cold war, nonaligned countries could not 

prevent proxy battles from breaking out in nearby regions. Therefore, the neutrality of 

countries could lead to more instability in Asia. 

https://www.japantimes.co.jp/news/2022/08/18/asia-pacific/politics-diplomacy-asia-pacific/us-taiwan-strait-transits/
https://www.bloomberg.com/news/articles/2022-08-19/xi-and-putin-to-attend-g-20-summit-in-indonesia-jokowi-says?srnd=premium&sref=uIvt3NFS
https://asia.nikkei.com/Politics/Ukraine-war/Jokowi-says-Putin-agrees-to-sea-route-for-Ukraine-wheat-exports
https://asia.nikkei.com/Politics/Ukraine-war/Jokowi-says-Putin-agrees-to-sea-route-for-Ukraine-wheat-exports
https://www.aljazeera.com/news/2022/8/3/us-indonesia-hold-joint-military-drills-amid-china-concerns
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o On an unrelated note, Indonesia is considering an export tax on nickel. The levy 

will weigh on automakers' profit as the commodity is essential for EV batteries, 

and Indonesia is the largest producer of this metal. By imposing a tax, the 

government hopes to convince car companies to build factories in Indonesia.  

• The U.S. warned North Korea against performing another nuclear test. The warning came 

soon after North Korea launched two cruise missiles off its west coast. The country’s 

rapid improvement in its military capabilities raises the prospect of a war on the Korean 

peninsula. Although China does not support the nuclearization of North Korea, it has 

improved its trade relationship with Pyongyang in light of recent weapons tests. The 

conflict in Korea is likely the second most significant geopolitical event in Asia and 

threatens to add to the global supply chain worries on the continent. We will be 

monitoring this situation closely.  

 

Competition between the U.S. and China threatens firms' ability to operate in Asia. As tensions 

continue to rise throughout the continent, firms could also struggle to find ways to make both 

sides happy. Although nonaligned countries appear to be a haven for firms looking to remain 

neutral, relocating to these areas will be risky. This outcome could benefit American companies 

with operations solely in the U.S. 

 

Russia-Ukraine update: The cost of the war is rising, but a reshuffling in European 

governments could pave the way for an end to the war. 

• Russian officials may shut down the main nuclear plant in Ukraine on Friday. Russia has 

warned that it needs to switch off the power plant to prevent a human-made disaster due 

to the war. However, Ukrainian officials argued that the plant shut down is related to 

Russia wanting to stage a large-scale provocation that could lead to a nuclear disaster. 

Such an incident could threaten to create an international crisis. 

• Italians expect Russian interference in the upcoming parliamentary elections in 

September. Russian officials have urged Europeans to push out elected officials that 

support Ukrainian war efforts. The possibility of interference will likely undermine the 

election's credibility and could lead people to stay home. That said, Italy's right-wing bloc 

appears to be in a prime position to take over the government after the election. Although 

the leader of the most popular party, Giorgia Meloni, supports Ukraine, other parties 

within the right-wing bloc, such as the Forza Italia and the League, do not. As a result, it 

is possible that Italy could weaken its support for Ukraine after the election. 

o Ukraine needs the support of the West to maintain its war effort. If European 

countries begin to pull their support of Ukraine, it may be forced into accepting an 

unfavorable peace deal with Russia. The end of the war would be favorable to risk 

assets. 

 

Wars are unpredictable and the conflict in Ukraine is no different. The potential of a nuclear 

disaster may force an international response and hurt global economic growth. The Chernobyl 

nuclear disaster not only impacted people but also contaminated forest and farmland and led to 

deformed livestock. That said, political shifts in Europe may help Russia change the tide of the 

war in its favor. At this time, we still view Europe to be a risky place to invest.  

https://www.bloomberg.com/news/articles/2022-08-18/indonesia-may-impose-nickel-export-tax-this-year-president-says?sref=uIvt3NFS
https://www.scmp.com/news/china/military/article/3189277/next-north-korea-nuclear-test-could-lead-us-deploy-strategic
https://www.nknews.org/2022/08/north-koreas-trade-with-china-jumps-to-highest-level-since-april-covid-outbreak/
https://www.nbcnews.com/news/world/russia-says-may-shut-zaporizhzhia-nuclear-plant-shelling-continues-rcna43673
https://www.theguardian.com/world/live/2022/aug/19/russia-ukraine-war-putin-is-losing-information-war-in-ukraine-uk-spy-chief-says-live
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U.S. Economic Releases  

 

No major U.S. economic reports have been released so far today.  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 Speaker or Event

9:00 Thomas Barkin Speaks to the Maryland Association of Counties President of the Federal Reserve Bank of Richmond

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan National CPI y/y Jul 2.6% 2.40% 2.60% *** Equity and bond neutral

National CPI Ex-Fresh Food y/y Jul 2.4% 2.20% 2.40% ** Equity and bond neutral

National CPI Ex-Fresh Food & Energy y/y Jul 1.2% 1.00% 1.10% * Equity and bond neutral

New Zealand Trade Balance NZD m/m Jul 1.092t -0.701t -1.102t ** Equity and bond neutral

Exports NZD m/m Jul 6.68b 6.42b 6.27b ** Equity and bond neutral

Imports NZD m/m Jul 7.77b 7.12b 7.38b ** Equity and bond neutral

Credit Card Spending YoY m/m Jul 4.9% 3.50% 3.9% ** Equity bullish, bond bearish

EUROPE

Germany PPI y/y Jul 37.2% 32.7% 31.8% ** Equity bullish, bond bearish

UK GfK Consumer Confidence m/m jul -44 -41 -42 ** Equity bearish, bond bullish

Retail Sales y/y Jul -3.4% -5.8% -6.1% *** Equity bullish, bond bearish

Retail Sales Ex-Auto Fuel y/y Jul -3.0% -5.9% -6.2% ** Equity bullish, bond bearish

PSNB Ex-Banking Groups m/m Jul 4.9b 22.9b 20.9b ** Equity bearish, bond bullish

Switzerland Industrial Output WDA y/y 2Q 5.1% 7.9% 6.8% *** Equity bearish, bond bullish

Russia Gold and Forex Reserves m/m 12-Aug 580.6b% 574.8b *** Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Jun 1.1% 2.2% 2.3% ** Equity bearish, bond bullish

Retail Sales Ex-Autos m/m Jun 0.8% 1.9% 0.9% ** Equity and bond neutral

Mexico Retail Sales y/y Jun 4.0% 5.2% 5.0% *** 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. 
 

 
 

 

 

 

 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 298 296 2 Up

3-mo T-bill yield (bps) 257 259 -2 Up

TED spread (bps) 40 37 3 Widening

U.S. Sibor/OIS spread (bps) 279 277 2 Up

U.S. Libor/OIS spread (bps) 285 282 3 Up

10-yr T-note (%) 2.93 2.88 0.05 Up

Euribor/OIS spread (bps) 39 35 4 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Up Up

Pound Down Down

Franc Flat Down

Price Prior Change Explanation

Brent $94.97 $96.59 -1.68%

WTI $88.94 $90.50 -1.72%

Natural Gas $9.01 $9.19 -1.97%

Crack Spread $44.60 $45.60 -2.20%

12-mo strip crack $33.31 $34.10 -2.31%

Ethanol rack $2.80 $2.79 0.24%

Metals

Gold $1,750.57 $1,758.61 -0.46%

Silver $19.22 $19.54 -1.63%

Copper contract $366.60 $363.60 0.83%

Grains

Corn contract $613.50 $615.75 -0.37%

Wheat contract $753.00 $749.00 0.53%

Soybeans contract $1,393.50 $1,405.25 -0.84%

Shipping

Baltic Dry Freight 1,320            1,394            -74

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) 18 31 -13.0

Energy Markets

DOE Inventory Report
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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 

Southwest and Texas.  Wetter-than-normal conditions are expected throughout the entire 

southern half of the country, with dry conditions expected in the northern Great Plains. 
 

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

Yucatan peninsula that is assessed to have a 40-60% chance of turning into a cyclone within the 

next 48 hours.
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Data Section 
 

U.S. Equity Markets – (as of 8/18/2022 close) 
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Industrials

Technology

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 8/18/2022 close) 

 

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

Emerging Markets ($)

Growth

Foreign Developed ($)

Emerging Markets (local currency)

US Corporate Bond

Real Estate

Small Cap

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. 


