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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 24, 2022—9:30 AM EDT] Global equity markets are generally lower this 

morning. In Europe, the Euro Stoxx 50 is currently down 0.2% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed down 0.7%. Chinese markets were lower, with the Shanghai 

Composite down 1.9% from its prior close and the Shenzhen Composite down 3.0%. U.S. equity 

index futures are signaling a flat open. With 476 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, 76.1% of the companies 

have reported earnings above forecast, while 19.7% 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.  Today is Ukraine’s 

national Independence Day and marks six months since the start of the war.  We next review a 

wide range of other international and U.S. developments with the potential to affect the financial 

markets today, including the European drought, tensions in Brazil, and the latest student loan 

forgiveness program. 

 

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_22_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 and Ukrainian forces continue to make only limited attacks and 

territorial gains against each other, but momentum continues to shift gradually toward the 

Ukrainians.  One piece of evidence in that regard is that Russia has reportedly been forced to 

transfer more national guard forces to the Russia-supporting province of Luhansk in eastern 

Ukraine to maintain order as more citizens there begin to oppose the war.  Separately, reports 

indicate that Russian President Putin has lost so much trust in Defense Minister Shoigu that he 

has taken direct control over many of the Russian units fighting in Ukraine. 

• In an address today to mark Ukraine’s Independence Day, President Zelensky said the 

country had been reborn because of Russia’s invasion, and he defiantly vowed that 

Russian forces would be pushed out of all Ukrainian territory.  As if to emphasize the 

point, Ukrainian forces destroyed another Russian ammunition dump in occupied 

territory in the country’s east. 

 

European Drought:  A new report by an EU research center says about 47% of the EU is under 

drought warning conditions and 17% in drought “alert,” meaning vegetation and crops are being 

affected.  The report also warns that the drought is having a severe impact on hydroelectric 

production and is threatening the cooling systems of other energy facilities.  The report projects 

that the drought will persist until November, prolonging the risk of food production disruptions, 

high energy prices, and the associated economic headwinds. 

 

United Kingdom:  As Foreign Minister Liz Truss and Former Chancellor Rishi Sunak continue 

to battle it out to succeed Boris Johnson as Conservative Party leader and prime minister, the 

prolonged mudslinging is starting to erode popular support for the party.  The latest polling 

shows support for the opposition Labor Party is currently 12 percentage points higher than the 

support for the Conservatives. However, although there is still some chance that the 

Conservatives could recover once their leadership race ends in a couple of weeks. 

 

Japan:  Prime Minister Kishida reportedly plans to announce that Japan will not only restart 

several nuclear power plants shuttered after the 2011 meltdown at Fukushima but will also start 

studying the construction of new, modern plants.  The move would mark a major policy shift in 

Japan, which had virtually shut down its nuclear sector after the Fukushima disaster.  The move 

could also be a harbinger of a broader re-embrace of nuclear power globally.   

 

China-Vietnam:  Sources say Apple (AAPL, $167.23) is in talks to produce its Apple Watches 

and MacBooks in Vietnam as it expands its effort to diversify production away from China.  

Even though Apple is still reluctant to stray too far from China, its effort to move more 

production to Vietnam illustrates how Western countries are increasingly wary of putting all 

their eggs in the Chinese basket as U.S.-China tensions worsen. 

 

Brazil:  In a major escalation of political tensions, Brazil’s electoral court ordered searches of 

the homes of several prominent businessmen over their alleged support for an undemocratic 

seizure of power if President Bolsonaro loses his re-election bid this autumn, as anticipated. 

 

United States-Iran:  In the negotiations to restart the 2015 deal limiting Iran’s nuclear program, 

U.S. diplomats said “gaps” remain in Iran’s response to the EU’s “final draft” of a new deal, 

https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-23
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-23
https://www.wsj.com/articles/ukraine-marks-subdued-independence-day-with-charred-russian-vehicles-11661339352?mod=hp_lead_pos5
https://www.wsj.com/articles/ukraine-marks-subdued-independence-day-with-charred-russian-vehicles-11661339352?mod=hp_lead_pos5
https://www.ft.com/content/2c10693b-49f2-40db-a0c0-b46e3f706dbf
https://www.ft.com/content/2c10693b-49f2-40db-a0c0-b46e3f706dbf
https://twitter.com/RedfieldWilton/status/1561745018997526529?s=20&t=EbSxRwpZPysuCZj5i4YYbA&utm_source=POLITICO.EU&utm_campaign=b706055558-EMAIL_CAMPAIGN_2022_08_23_03_03&utm_medium=email&utm_term=0_10959edeb5-b706055558-190480045
https://www.ft.com/content/b380cb74-7b2e-493f-be99-281bd0dd478f
https://www.ft.com/content/b380cb74-7b2e-493f-be99-281bd0dd478f
https://www.ft.com/content/fcd59b6d-0be5-47b3-8590-aaa770309040
https://www.ft.com/content/fcd59b6d-0be5-47b3-8590-aaa770309040
https://www.wsj.com/articles/brazilian-police-raid-pro-bolsonaro-businessmen-who-talk-of-keeping-him-in-power-11661288710?mod=hp_listb_pos3
https://www.wsj.com/articles/brazilian-police-raid-pro-bolsonaro-businessmen-who-talk-of-keeping-him-in-power-11661288710?mod=hp_listb_pos3
https://www.ft.com/content/dc86fe2b-0e94-4976-a7d9-5d965159d025
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despite some progress being made.  Given that Iran evidently continues to make progress on its 

nuclear development, which would reduce the benefit of a new deal, it is looking increasingly 

unlikely that a substantive new agreement will be reached. 

 

U.S. Monetary Policy:  At an event yesterday, Minneapolis FRB President Kashkari said that 

when consumer price inflation is as high as it is now, the Fed should err on the side of tighter 

monetary policy and not worry too much about putting the economy into recession.  Even though 

Kashkari isn’t a voting member of the Fed’s policymaking committee this year, his statement 

may reflect the sentiment of other policymakers.  His statement, therefore, adds to concerns that 

investors may be placing too much hope on a near-term Fed pivot toward lower interest rates. 

• Meanwhile, the Kansas City FRB kicks off its conference in Jackson Hole, Wyoming, 

today, with Fed Chair Powell set to deliver his keynote address on Friday morning.  

Investors remain concerned that Powell will also push back on recent market expectations 

(hopes?) that the policymakers will soon pause their aggressive interest-rate hikes or even 

pivot to cuts. 

• One important impact of the Fed’s rate hikes is that they’ve helped boost borrowing costs 

worldwide, including in less developed countries.  Those countries are now burning 

through their foreign currency reserves as they deal with higher interest rates and higher 

prices for food and energy imports, potentially setting up more emerging market debt 

defaults. 

 

U.S. Fiscal Policy:  President Biden today reportedly plans to announce a student loan 

forgiveness program that would cancel up to $10,000 of student debt for people making less than 

$125,000 per year or married couples making up to $250,000 per year.  The action is expected to 

eliminate student debt for about 15 million people, although the program is also likely to 

generate legal and political pushback, in part because of its impact on the federal budget deficit. 

 

U.S. Energy Markets:  When we wrote our Comment early yesterday morning, we mentioned 

that natural gas prices at the time were surging on concern about another cutoff of Russian gas 

supplies to Europe.  Later yesterday, however, Freeport LNG announced that it would delay the 

restart of its LNG export facility in Texas, which has been shut down for repairs after a fire 

several months ago.  With U.S. gas exports now expected to be impeded for longer than 

previously thought, gas has fallen back below $10.00 per BTU and is currently trading at 

approximately $9.37. 

 

U.S. Economic Releases  

 

Elevated interest rates sapped demand for U.S. mortgage loans in the week ending August 24.  

According to an index tracked by the Mortgage Bankers Association, mortgage applications fell 

1.2% from the prior week, up from the previous report’s weekly decline of 2.3%.  The MBA 

tracker for purchase applications fell 0.5% from the prior week, while the refinancing tracker fell 

2.8%.  The average 30-year fixed-rate mortgage rose 20 bps from 5.45% to 5.65%. 

 

In other news, overall orders for durable goods slowed in July due to a steep decline in demand 

for defense aircraft. According to the Commerce Department, durable goods orders remained 

unchanged from the prior month.  Consensus estimates showed a rise of 0.8%. That being said, 

https://www.wsj.com/articles/feds-kashkari-says-no-time-to-back-off-on-inflation-struggle-11661300932?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/feds-kashkari-says-no-time-to-back-off-on-inflation-struggle-11661300932?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/feds-kashkari-says-no-time-to-back-off-on-inflation-struggle-11661300932?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/derbys-take-economists-see-powell-quashing-hopes-for-rate-cuts-over-long-term-11661333401
https://www.wsj.com/articles/emerging-markets-burn-through-currency-reserves-as-crisis-risks-grow-11661296279?mod=markets_lead_pos4
https://www.wsj.com/articles/emerging-markets-burn-through-currency-reserves-as-crisis-risks-grow-11661296279?mod=markets_lead_pos4
https://www.wsj.com/articles/biden-to-announce-student-loan-forgiveness-plan-11661331600?mod=hp_lead_pos10
https://www.wsj.com/articles/biden-to-announce-student-loan-forgiveness-plan-11661331600?mod=hp_lead_pos10
https://www.ft.com/content/2b36c282-8ddc-4e65-b279-d845e0829991
https://www.ft.com/content/2b36c282-8ddc-4e65-b279-d845e0829991
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stripping out transportation, durable goods order rose 0.3% from the previous month.  

Nondefense capital goods excluding air, also referred to as core goods orders, rose 0.4% from the 

prior month.  Consensus estimates showed a rise of 0.3%.  Lastly, nondefense capital goods 

shipments rose 0.7% from the prior month, compared to an increase of 0.5%. 

 

 
 

The chart above shows the annual change in durable goods orders and shipments.  Durable goods 

orders rose 10.8% from the prior year, while shipments rose 9.5% in the same period.  

 

The table below shows the domestic releases 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. 

 

EST Indicator Expected Prior Rating

10:00 Pending Home Sales m/m Jul -2.6% -8.6% ***

10:00 Pending Home Sales NSA y/y Jul -21.4% -19.8% ***

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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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 Machine tool orders y/y Jul F 5.5% 5.5% ** Equity and bond neutral

South Korea Business Survey - Manufacturing m/m Sep 82 78 ** Equity and bond neutral

Business Survey - Non-Manufacturing m/m Sep 82 80 * Equity and bond neutral

EUROPE

Eurozone Consumer Confidence m/m Aug P -24.9 -27.0 -28.0 ** Equity bearish, bond bullish

AMERICAS

Brazil IBGE Inflation IPCA - 15 y/y Aug 9.6% 11.4% 9.5% * Equity and bond neutral

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 267 266 1 Up

TED spread (bps) 31 30 1 Widening

U.S. Sibor/OIS spread (bps) 286 284 2 Up

U.S. Libor/OIS spread (bps) 291 288 3 Up

10-yr T-note (%) 3.06 3.05 0.01 Up

Euribor/OIS spread (bps) 47 45 2 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Flat Up

Pound Down Down

Franc Flat Down
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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.  Wetter-than-normal conditions 

are expected throughout the Southwest, Midwest, and East Coast, with dry conditions expected 

in the northern Great Plains. 
 

In the Gulf Coast, the 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 $101.17 $100.22 0.95%

WTI $94.53 $93.74 0.84%

Natural Gas $9.36 $9.19 1.85%

Crack Spread $35.97 $35.95 0.06%

12-mo strip crack $32.81 $32.65 0.47%

Ethanol rack $2.92 $2.90 0.86%

Metals

Gold $1,744.73 $1,748.15 -0.20%

Silver $19.01 $19.12 -0.58%

Copper contract $363.75 $369.15 -1.46%

Grains

Corn contract $664.00 $655.25 1.34%

Wheat contract $809.50 $800.50 1.12%

Soybeans contract $1,473.00 $1,461.00 0.82%

Shipping

Baltic Dry Freight 1,271            1,270            1

Actual Expected Difference

Crude (mb) -2.5

Gasoline (mb) -1.5

Distillates (mb) 1.0

Refinery run rates (%) -0.4%

Natural gas (bcf) 54

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/23/2022 close) 

 

-50% 0% 50% 100%

Communication Services

Consumer Discretionary

Technology

Real Estate

S&P 500

Materials

Financials

Healthcare

Industrials

Consumer Staples

Utilities

Energy

YTD Total Return

-2.0% -1.0% 0.0% 1.0% 2.0% 3.0% 4.0%

Healthcare

Real Estate

Communication Services

Utilities

Consumer Staples

Financials

Technology

S&P 500

Industrials

Consumer Discretionary

Materials

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 8/23/2022 close) 

 

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

Growth

Emerging Markets ($)

Foreign Developed ($)

US Corporate Bond

Emerging Markets (local currency)

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 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. 


