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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 22, 2022—9:30 AM EDT] Global equity markets are generally lower this 

morning. In Europe, the Euro Stoxx 50 is currently down 1.7% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed down 1.1%. Chinese markets were higher, with the Shanghai 

Composite up 0.6% from its prior close and the Shenzhen Composite up 0.9%. U.S. equity index 

futures are signaling a lower open. With 475 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 (8/22/2022) (with associated podcast): “The Inflation 

Surprise” 

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

• Current Perspectives: “2022 Outlook: Update #2 – The Tails Become Fatter” 

(7/12/2022)   

 

Our Comment today opens with an update on the Russia-Ukraine war, where very few new 

territorial gains are being made by either side, but the weekend assassination of a Russian 

nationalist influencer has sparked concern that Russia may now be forced to intensify its efforts.  

We next review a wide range of other international and U.S. developments with the potential to 

affect the financial markets today, including a few words on this week’s Federal Reserve 
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conference in Jackson Hole, Wyoming, where officials could well push back against the 

market’s recent optimism about a halt to interest-rate hikes. 

 

Russia-Ukraine:  It now appears that Russia has exhausted its limited offensive capabilities of 

the last few months, and it is now making very few territorial gains in Ukraine’s eastern Donbas 

region.  Meanwhile, it continues to dig in against an expected Ukrainian counteroffensive against 

the areas Russia controls around the southern city of Kherson.  Russia continues to use aircraft, 

missiles, and long-range artillery to attack targets around Ukraine, but that constitutes most of 

the damage it’s inflicting for the moment.  At the same time, the Ukrainians continue to leverage 

precision, long-range artillery and other systems from the West to destroy Russian logistics 

nodes and troop concentrations. 

 

 
 

• In an interview with the Financial Times, Russia’s permanent representative to the UN in 

Geneva said he sees no possibility of a diplomatic solution to end the war and expects a 

https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-21
https://www.ft.com/content/c9381570-5e3c-4e89-a5a0-7a98bbd880f6


 

 

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

www.confluenceinvestment.com 

 3 

long conflict, mostly because of what he suggested was unwarranted support for Ukraine 

from the West. 

• A car bombing near Moscow on Saturday killed Daria Dugina, a hawkish political 

commentator and daughter of philosopher Alexander Dugin, who has loudly called for a 

re-establishment of the Russian Empire and has urged the Kremlin to escalate its attack 

on Ukraine.  Officials in Kyiv denied that they had anything to do with the attack, but the 

killing of Dugina still could push President Putin to increase his efforts against Ukraine. 

• In a move that could further galvanize or help rejuvenate support for Ukraine in the West,  

the leader of a Russian-backed breakaway statelet in eastern Ukraine announced details 

of plans to put captured Ukrainian soldiers on trial in Mariupol.  Ukrainian President 

Zelensky warned any such trial would mean an end to all negotiations between Kyiv and 

Moscow. 

• New data from China’s General Administration for Customs showed that Russia 

remained the country’s biggest supplier of crude oil for the third straight month in July.  

The figures illustrate how the war has pushed China and Russia closer into each other’s 

arms, accelerating the fracturing of the world into relatively separate geopolitical and 

economic blocs. 

 

United Kingdom:  If you thought U.S. consumer prices are rising fast, and even if you thought 

U.K. prices were rising even faster, you ain’t seen nothing yet!  Analysts at Citigroup (C, 

$52.61) predict Britain’s consumer price index in January will be up 18.6% year-over-year, 

mostly due to Europe’s soaring natural gas prices and the planned lifting of price caps on that 

gas. 

• Such an inflation rate would likely push the U.K. economy deep into recession and force 

the Bank of England to keep raising interest rates aggressively. 

• Rising energy prices are also putting pressure on Foreign Minister Truss and Former 

Chancellor Sunak to spell out policies to address the cost-of-living crisis as they continue 

to campaign to succeed Boris Johnson as Conservative Party leader and prime minister. 

• In addition to rising energy costs, the U.K. is also facing a wave of strikes as workers 

leverage the tight labor market to demand higher pay and better working conditions.  

Today, barristers in the country’s criminal court system voted to go on strike beginning 

September 5, joining transport and other workers who have staged walkouts.  If the 

strikes lead to higher wage costs, they will also contribute to rising price pressures. 

 

China:  As is normal shortly after the People’s Bank of China cuts interest rates, as it did last 

week, commercial banks in China have implemented a series of modest prime-rate cuts on 

commercial and household loans.  The biggest cut was in the benchmark five-year mortgage rate, 

which was reduced from 4.45% to 4.30%.  However, the rate cuts are quite modest and are not 

expected to give any major boost to the economy. 

• While China has reopened from the most recent COVID lockdowns, the economy is still 

facing serious headwinds from pandemic uncertainty, government crackdowns on 

property development and technology, and other factors. 

https://www.nytimes.com/2022/08/21/world/europe/ukraine-russia-car-bomb.html
https://www.politico.eu/article/russia-daughter-of-vladimir-putin-ally-alexander-dugin-killed-in-car-explosion/?utm_source=POLITICO.EU&utm_campaign=bbeb46f961-EMAIL_CAMPAIGN_2022_08_22_03_55&utm_medium=email&utm_term=0_10959edeb5-bbeb46f961-190480045
https://www.wsj.com/articles/ukraines-zelensky-warns-against-trial-of-prisoners-captured-at-azovstal-steel-plant-11661166705?mod=hp_lead_pos7
https://www.wsj.com/articles/ukraines-zelensky-warns-against-trial-of-prisoners-captured-at-azovstal-steel-plant-11661166705?mod=hp_lead_pos7
https://www.scmp.com/news/article/3189655/chinese-imports-russian-oil-and-coal-continue-upward-trend-july?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220822&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3189435&article_id_list=3189586,3189640,3189664,3189648,3188860,3189677,3189669,3189666&tc=24&CMCampaignID=fd438ba8e9419afa22bd4bf66c38b636
https://www.scmp.com/news/article/3189655/chinese-imports-russian-oil-and-coal-continue-upward-trend-july?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220822&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3189435&article_id_list=3189586,3189640,3189664,3189648,3188860,3189677,3189669,3189666&tc=24&CMCampaignID=fd438ba8e9419afa22bd4bf66c38b636
https://www.ft.com/content/778e65e1-6ec5-4fd7-98d5-9d701eb29567
https://www.ft.com/content/9ae78263-fd84-4f7b-9e62-4d5baa67c42c
https://www.wsj.com/articles/chinese-banks-cut-rates-to-spur-economic-growth-11661151854?mod=hp_lead_pos6
https://www.wsj.com/articles/chinese-banks-cut-rates-to-spur-economic-growth-11661151854?mod=hp_lead_pos6
https://www.ft.com/content/cdd7192d-e61e-4bc7-9df6-6ca51335b88e
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• Southwestern China also continues to face a debilitating drought and heatwave, which 

has reduced hydroelectric production and prompted the government to impose energy 

conservation rules. 

 

China-Taiwan-Japan:  Following a number of high-profile visits to Taiwan by U.S. lawmakers 

to show their support for the island democracy, a delegation of Japanese parliament members has 

begun a similar three-day trip to Taipei today.  The Japanese visit underscores how Tokyo has 

thrown its weight behind the U.S.’s effort to counter China’s growing geopolitical 

aggressiveness in the region. 

 

Pakistan:  Former Prime Minister Khan has been charged with terrorism offenses after a 

weekend political rally in which he warned that his supporters “won’t spare” the officials from 

current Prime Minister Sharif’s government who were responsible for detaining Shahbaz Gill, 

one of his allies, earlier this month.  Khan’s supporters are seeing the charges as an attempt to 

silence Khan politically.  The rising tensions threaten to produce further political instability in 

Pakistan. 

 

United States-South Korea:  Today, for the first time in four years, the U.S. and South Korea 

will begin more than a week of live military exercises together.  The joint drills will signal 

stronger cooperation between the two allies as the threats from China and North Korea increase, 

although they will also likely increase tensions with those two countries. 

 

Canada:  Prime Minister Trudeau’s government is proposing that farmers cut their use of 

fertilizers in order to reduce their emissions 30% from 2020 levels by 2030, with those refusing 

to do so facing reduced eligibility for green investment incentives.  Although the government so 

far isn’t facing the intense backlash seen in the Netherlands when its government proposed new 

farming rules to reduce greenhouse gas emissions, farmers and farm-dependent provinces in 

Canada are pushing back strongly against the proposal. 

 

U.S. Monetary Policy:  The Kansas City FRB opens its annual conference in Jackson Hole, 

Wyoming, starting on Wednesday, and investors are bracing for the possibility that Fed Chair 

Powell and other policymakers will push back against the recent market optimism over the 

possibility of a pivot toward interest-rate cuts.  Stock futures, bonds, cryptocurrencies, and a 

range of commodities are trading weaker this morning, while the dollar is up.  In addition, the 

euro has fallen back below parity, recently trading around $0.9900. 

 

U.S. Education Policy:  In an interview yesterday, Education Secretary Cardona called on 

school districts to provide more competitive salaries to teachers, improve their working 

conditions, and give them a greater voice in school administrative decisions.  That follows on the 

Biden administration’s call for school districts to help alleviate the national teacher shortage by 

providing pay increases with part of the money they received last year from the administration’s 

pandemic relief program, although many Republicans want to alleviate the shortage by loosening 

teacher licensing standards. 

 

 

 

https://www.ft.com/content/24c51304-ce7d-4df9-815d-52d14e23fa32
https://www.wsj.com/articles/taiwans-parade-of-visitors-continues-with-indiana-governor-11661168333
https://www.ft.com/content/1604506d-d292-4d9e-a2b6-8d641ba598ee
https://www.wsj.com/articles/u-s-south-korea-revive-live-military-drills-after-four-year-hiatus-11661074202?mod=hp_listb_pos3
https://www.wsj.com/articles/canada-urges-farmers-to-cut-fertilizer-emissions-prompting-backlash-11661090581
https://www.wsj.com/articles/canada-urges-farmers-to-cut-fertilizer-emissions-prompting-backlash-11661090581
https://www.kansascityfed.org/research/jackson-hole-economic-symposium/
https://www.kansascityfed.org/research/jackson-hole-economic-symposium/
https://www.wsj.com/articles/global-stocks-markets-dow-update-08-22-2022-11661164955
https://www.wsj.com/articles/global-stocks-markets-dow-update-08-22-2022-11661164955
https://www.ft.com/content/82fda0cb-4122-430a-95c5-881d1ad2b3c4
https://www.ft.com/content/2193a4cb-a55c-42b7-ba64-a53fbb19b011
https://www.ft.com/content/2193a4cb-a55c-42b7-ba64-a53fbb19b011
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U.S. Economic Releases  

 

The U.S. economic growth accelerated above its long-run trend in July, according to the Federal 

Reserve Bank of Chicago. Last month Chicago Fed National Activity Index came in at +0.27, 

well above the previous month’s revised reading of -0.25. A reading of zero is representative of 

the economy expanding at a pace consistent with its historical average. Bloomberg estimates 

projected a reading of -0.25. 
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The chart above shows the six-month average of the Chicago National Activity Index. The 

moving average suggests that economic activity is still firmly in expansion territory.  

 

There are no economic releases 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 
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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 Tokyo Condominiums for Sale y/y Jul 16.2 -1.1 * Equity bullish, bond bearish

EUROPE

Switzerland M3 Money Supply y/y Jul -0.3% -0.1% -0.2% ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 19-Aug 64.37b 644.1b * Equity and bond neutral

Total Sight Deposits CHF w/w 19-Aug 752.8b 751.3b * Equity and bond neutral

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 258 262 -4 Up

TED spread (bps) 38 37 1 Widening

U.S. Sibor/OIS spread (bps) 283 279 4 Up

U.S. Libor/OIS spread (bps) 288 284 4 Up

10-yr T-note (%) 2.97 2.97 0.00 Up

Euribor/OIS spread (bps) 43 39 4 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Up Up

Pound Down Down

Franc Flat Down

Central Bank Action Current Prior Expected

PBOC 1-Year Loan Prime Rate 3.650% 3.700% 3.600% Above Forecast

PBOC 5-Year Loan Prime Rate 4.300% 4.450% 4.350% Below Forecast
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Weather 
 

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

country, with cooler-than-normal temperatures in the Southwest and Midwest.  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 

Cabo Verde Islands but it is unlikely to develop into a cyclone within the next 48 hours.

Price Prior Change Explanation

Brent $96.70 $96.72 -0.02%

WTI $91.22 $90.77 0.50%

Natural Gas $9.78 $9.34 4.78%

Crack Spread $46.09 $45.52 1.27%

12-mo strip crack $35.13 $34.61 1.49%

Ethanol rack $2.83 $2.82 0.49%

Metals

Gold $1,730.99 $1,747.06 -0.92%

Silver $18.87 $19.05 -0.93%

Copper contract $363.40 $367.10 -1.01%

Grains

Corn contract $623.50 $623.25 0.04%

Wheat contract $773.50 $771.00 0.32%

Soybeans contract $1,412.25 $1,404.00 0.59%

Shipping

Baltic Dry Freight 1,279            1,320            -41

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 8/19/2022 close) 
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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 8/19/2022 close) 
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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 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

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. 


