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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 25, 2022—9:30 AM EDT] Global equity markets are mostly higher 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 up 2.8%. Chinese markets were mixed, with the Shanghai 

Composite up 1.0% from its prior close and the Shenzhen Composite down 0.2%. U.S. equity 

index futures are signaling a higher open. With 484 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 (8/25/2022): We discuss the continuing negotiations over the 

Iran nuclear deal, drought conditions and their ramifications across the Northern 

Hemisphere, comments from OPEC+ about cutting output, and this week’s storage 

data.   

• 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)   

 

Good morning! Today’s Comment begins with an explanation as to why traders believe that 

central banks will become more hawkish over the next few months. Next, we review the 

ramifications of President Biden’s student loan forgiveness program. Lastly, we will give our 

thoughts as to whether the U.S. should intervene in Ukraine to protect the country’s nuclear 

power plant and what it could mean for financial markets.  

 

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_25_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_25_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_25_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Aug_25_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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A Hawkish World: Market participants have placed bets that major central banks will raise rates 

aggressively in their next meetings. 

● A day before Federal Reserve Chair Jerome Powell is set to speak at Jackson Hole, 

investors have dampened expectations that the central bank will alter its policy path. 

There has been speculation that the Fed will stop tightening late this year or early next 

year due to the poor economic data and a reduction in inflation. However, recent 

comments from Fed officials have tapered down those expectations. For example, Kansas 

City Fed President and voting member Esther George advocated that the Fed should 

discuss the pace of future rate hikes but continue to raise rates until inflation is firmly 

under control.  

○ Investors have already baked in the possibility of a pause in 2023. Thus, Powell's 

remarks stating the contrary could lead to a violent reaction from markets. In the 

chart below, the green line represents the implied three-month LIBOR rate from 

the two-year deferred Eurodollar futures, and the red line shows the fed funds 

target rate. The Fed usually begins to cut rates once the two lines cross. Although 

the model does not signal an imminent rate cut, the finish line is clearly in sight.  

  

● In Europe, elevated inflation has led money market funds to place bets that the European 

Central Bank will raise rates by 100 bps by its October meeting. That would put the 

central bank's key rate at 1.00%, the highest level in over a decade. The bank has faced 

pressure to become more hawkish after inflation in the Euro area outpaced the U.S. in 

July for the first time since the pandemic. Additionally, the increase in energy prices due 

to the Russia-Ukraine war still threatens to worsen European inflation in the winter. If the 

ECB raises its policy rate, the rise in borrowing costs will likely hurt riskier southern 

European economies disproportionately. In other words, investors will demand an 

https://www.bloomberg.com/news/articles/2022-08-24/traders-boost-ecb-bets-pricing-one-point-of-hikes-by-october?sref=uIvt3NFS


 

 

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

www.confluenceinvestment.com 

 3 

additional risk premium to lend to those countries due to their high debt burdens and 

relatively weak economies.  

○ Investors have piled onto bets that Italian bonds will fall. The total value of Italian 

bonds that traders have wagered against has hit its highest level since the financial 

crisis. The prospect of higher European interest rates and a return of right-wing 

populists to power has added to investor concerns that the country may struggle to 

repay its debts.    

● Chinese regulators have pressured banks not to sell the yuan in order to prevent further 

devaluation of the currency. The slowdown of the Chinese economy coupled with 

hawkish U.S. monetary policy have pushed the yuan down against the dollar. Currency 

depreciation, especially for commodity importers, can add to inflationary pressures 

because most goods are priced in dollars. As a result, if the currency continues to drop 

against the dollar, the People's Bank of China could be forced to remove monetary 

accommodation, which would lead to slower GDP growth for China and could hurt the 

global economy. 

 

The strong dollar poses a significant threat to international equities, particularly as oil and gas 

prices remain elevated. Because Fed tightening has contributed to the dollar surge throughout the 

year, a reversal could provide a tailwind for struggling economies. That said, Fed officials have 

made it clear over the last few weeks that it would like inflation to drop before it decides to 

reverse course. As a result, we maintain our position that the current investing environment does 

not favor international equities.  

 

Student Loan Debt Relief: President Biden announced student loan forgiveness of up to 

$10,000 for students making under $125,000 a year.  

● The debt forgiveness program will likely have minimal impact on financial markets. Only 

13.5% of the population has student loan debt, therefore, it does not impact many people. 

So far, economists have not been able to show any significant economic effects. 

Bloomberg estimates show that the executive order could add up to 0.2% to annual 

inflation. However, there is a possibility that consumer confidence could receive a 

temporary lift. Thus, from an economic standpoint, the order is fairly insignificant. 

● There is speculation that the student loan forgiveness program could provide some relief 

for the housing market. Although the recent home-price surge has disproportionately hurt 

young adults, most of the proposed debt relief will not go to low-income households. As 

a result, the financial positions of the most vulnerable potential homebuyers will not 

change significantly because of this executive order. 

https://www.ft.com/content/5cef309f-9daf-4337-bdc6-f6b2ef8ffe02
https://www.reuters.com/article/china-yuan-regulator/exclusive-china-regulator-warns-banks-against-yuan-selling-sources-idINKBN2PU146
https://www.reuters.com/article/china-yuan-regulator/exclusive-china-regulator-warns-banks-against-yuan-selling-sources-idINKBN2PU146
https://www.nerdwallet.com/article/loans/student-loans/student-loan-debt#:~:text=Forty%2Dfive%20million%20Americans%20have,%24600%20billion%2C%20federal%20data%20show.
https://www.nerdwallet.com/article/loans/student-loans/student-loan-debt#:~:text=Forty%2Dfive%20million%20Americans%20have,%24600%20billion%2C%20federal%20data%20show.
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(Source: Strategas) 

● The program could impact President Biden's reelection ambitions if he decides to run 

again in 2024 but will likely not change the outcome of mid-term elections in the fall. 

Millennial and Gen Z voters make up a vital block for Democrats; however, recent 

polling has shown that these groups' enthusiasm has dipped significantly since the 2020 

election. Although President Biden has seen a recent surge in popularity, the Democrats 

are still heavily favored to lose the House and are only slightly favored to maintain the 

Senate.  

The recent decision by the President to forgive student loans will have political ramifications. 

Essentially, Biden has decided to show favoritism to a critical voting bloc. Although this is not 

unusual for a president, especially when elections are near, it does raise the likelihood of a 

potential voter backlash during mid-term elections in November. Generally speaking, a 

deadlocked Congress is favorable to equities because it means that laws will be unlikely to 

change significantly. Hence, a Republican takeover of either or both houses in Congress should 

be viewed favorably by markets.  

 

Russia-Ukraine Update: Russia has raised the stakes of its invasion of Ukraine with its seizure 

of the Zaporizhzhia nuclear plant. 

● Russian forces have occupied the Zaporizhzhia nuclear plant for six months. The power 

plant is the largest in Europe and contains six of Ukraine's 15 functional reactors. The 

country has relied on nuclear power for its energy needs to reduce its dependence on 

Russia. Thus, Russia's occupation of the area poses a severe risk to Ukraine's power 

supply. If the Kremlin decides to take the plant offline, citizens would be forced into a 

https://news.yahoo.com/poll-biden-approval-surges-rebounds-to-highest-level-since-may-163225038.html
https://www.cookpolitical.com/ratings
https://www.cookpolitical.com/ratings
https://www.washingtonpost.com/world/2022/08/20/zaporizhzhia-nuclear-plant-russia-ukraine/
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virtual blackout. Although this scenario has yet to bear fruit, there is speculation that 

Russia could attempt this in the winter.   

● President Biden has received calls for the U.S. to aid Ukraine in its effort to remove 

Russian troops from the power plant. Ukrainian and former U.S. government officials 

have urged the White House to send military personnel to secure the site and protect the 

International Atomic Energy Agency inspectors. 

A nuclear disaster at the power plant could disrupt the global supply chains, hinder food 

production, and make energy problems much worse. Although it is unlikely that the U.S. would 

send military to help secure the area, President Biden will likely be forced to step in if the 

situation deteriorates into a global crisis. A potential nuclear disaster could have a seismic impact 

on financial equities. We will continue to monitor this situation closely. 

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending August 20 fell to a seasonally 

adjusted 243,000, significantly better than the expected level of 252,000 but only a bit better than 

the revised figure of 245,000 in the previous week.  The four-week moving average of initial 

claims, which helps smooth out some of the volatility in the series, rose to 247,000.  The number 

of people continuing to draw benefits in the week ending August 13 fell to 1.415 million, 

compared with the expected level of 1.441 million and the revised level of 1.434 million in the 

prior week.  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. 

 

 
 

To provide more details on recent trends, the chart below shows how initial jobless claims have 

changed since just mid-2021. 

 

https://www.nbcnews.com/news/world/russia-disconnect-zaporizhzhia-nuclear-plant-power-ukraine-rcna43866
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Separately, the Commerce Department released its second estimate of economic activity in the 

period running from April through June.  After stripping out seasonal factors and price changes, 

second-quarter gross domestic product (GDP) declined at an annualized rate of 0.6%, beating 

both the expected decline of 0.7% and the initially estimated fall of 0.9%.  The chart below 

shows the annualized growth rate of U.S. GDP since just before the previous recession. 

 

 
 

A close look at the details in the report shows that the main drag on activity in the quarter was a 

drawdown in inventories, along with a pullback in fixed investment.  The chart below shows the 

contributions to the annualized growth rate in the second quarter. 
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The GDP report also includes the broadest measure of U.S. inflation.  The second-quarter GDP 

Price Index rose at an annualized rate of 8.9%, worse than expectations that the rate of increase 

would be unrevised at 8.7%.  The following chart shows the year-over-year change in the GDP 

Price Index over the last several decades. 

 

 
 

The table below shows the domestic releases scheduled for the rest of the day.  

 

 
  

Foreign Economic News 
 

EST Indicator Expected Prior Rating

11:00 Kansas City Fed Manfacturing Index m/m Aug 10 13 *

EST Speaker or Event

20:00 Federal Reserve Annual Jackson Hole Retreat Federal Reserve Board

Economic Releases

Federal Reserve

District or Position
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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. 
 

   
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Services PPI y/y Jul 2.1% 2.0% 2.1% * Equity and bond neutral

Foreign Buying Japan Stocks w/w 19-Aug ¥28.5b ¥45.5b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 19-Aug ¥1294.1b ¥231.3b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 19-Aug -¥506.3b -¥234.8b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 19-Aug -¥79.2b ¥1152.4b * Equity and bond neutral

New Zealand Retail Sales Ex Inflation q/q 2Q -2.3% -0.5% -0.9% ** Equity bearish, bond bullish

South Korea PPI y/y Jul 9.2% 9.9% 10.0% ** Equity bearish, bond bullish

EUROPE

Germany GDP NSA y/y Q2 F 1.8% 1.5% 1.5% ** Equity and bond neutral

GDP WDA y/y Q2 F 1.7% 1.4% 1.4% ** Equity and bond neutral

Germany IFO Business Climate m/m Aug 88.5 88.6 86.8 *** Equity and bond neutral

IFO Current Assessment m/m Aug 97.5 97.7 96.0 ** Equity and bond neutral

IFO Expectations m/m Aug 80.3 80.3 79.0 ** Equity and bond neutral

France Business Confidence m/m Aug 103 103 101 ** Equity and bond neutral

Manufacturing Confidence m/m Aug 104 106 104 * Equity and bond neutral

Russia Industrial Production y/y Jul -0.5% -1.8% -2.4% *** Equity bullish, bond bearish

AMERICAS

Mexico GDP NSA y/y Q2 F 2.0% 2.1% 2.0% *** Equity and bond neutral

Economic Activity IGAE y/y Jun 1.6% 2.09% 2.00% ** Equity bearish, bond bullish

Brazil FGV Consumer Confidence y/y Aug 83.60% 79.50% * Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 300 298 2 Up

3-mo T-bill yield (bps) 269 271 -2 Up

TED spread (bps) 31 27 4 Widening

U.S. Sibor/OIS spread (bps) 289 288 1 Up

U.S. Libor/OIS spread (bps) 295 293 2 Up

10-yr T-note (%) 3.10 3.11 -0.01 Up

Euribor/OIS spread (bps) 49 47 2 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Down Up

Pound Up Down

Franc Down Down

Central Bank Action Current Prior Expected

Bank of Korea 7-Day Repo Rate 2.500% 2.250% 2.500% On Forecast
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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 West Coast, 

Rocky Mountain, and East Coast regions, with cooler-than-normal temperatures in New Mexico 

and Texas.  Wetter-than-normal conditions are expected throughout the South and the East 

Coast, with dry conditions expected in the northern Great Plains. 
 

In the Gulf Coast, the Caribbean, and Atlantic Ocean areas, there is one tropical disturbance off 

the west coast of Africa and one just east of the Windward Islands, but neither is expected to 

develop into a cyclone within the next 48 hours.

Price Prior Change Explanation

Brent $101.68 $101.22 0.45%

WTI $95.17 $94.89 0.30%

Natural Gas $9.38 $9.33 0.51%

Crack Spread $34.87 $35.02 -0.45%

12-mo strip crack $32.24 $32.48 -0.75%

Ethanol rack $2.89 $2.90 -0.43%

Metals

Gold $1,764.78 $1,751.19 0.78%

Silver $19.34 $19.11 1.21%

Copper contract $369.25 $364.80 1.22%

Grains

Corn contract $665.00 $657.25 1.18%

Wheat contract $808.50 $813.25 -0.58%

Soybeans contract $1,456.00 $1,457.00 -0.07%

Shipping

Baltic Dry Freight 1,213            1,271            -58

Actual Expected Difference

Crude (mb) -3.3 -2.5 -0.8

Gasoline (mb) -0.03 -1.5 1.5

Distillates (mb) -0.7 1.0 -1.7

Refinery run rates (%) 0.3% -0.4% 0.7%

Natural gas (bcf) 60

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/24/2022 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

0.0% 0.2% 0.4% 0.6% 0.8% 1.0% 1.2% 1.4%

Technology

Healthcare

Materials

Consumer Staples

S&P 500

Utilities

Industrials

Consumer Discretionary

Financials

Real Estate

Communication Services

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 8/24/2022 close) 

 

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

Growth

Emerging Markets ($)

Foreign Developed ($)

Emerging Markets (local currency)

US Corporate Bond

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 25, 2022 
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P/E as of 8/24/2022 = 19.3x

 
 

 

Based on our methodology,1 the current P/E is 19.3x, up 1.1x from last week.  We have received 

the earnings data from Standard and Poor’s for Q2 which we use as the official numbers.  The 

Standard and Poor’s numbers tend to run about 7% less than the Thomson/Reuters numbers, 

which is the source for I/B/E/S estimates.   
 

 

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 three actual quarters (Q4, Q1 and Q2) and one estimate (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. 


