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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 26, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.1% from its prior close. In Asia, the MSCI Asia 

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

0.3% from its prior close and the Shenzhen Composite down 0.4%. U.S. equity index futures are 

signaling a higher open. With 487 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 19.5% 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 examines why Thursday’s economic data could encourage the 

Fed to raise rates more aggressively. Next, we explain how elections in Russia could impact its 

war with Ukraine. We conclude the report by discussing the U.S.-China rivalry and how it could 

impact Asia. 

 

 

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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More Hikes? The positive Gross Domestic Income (GDI) report for Q2 could overshadow the 

negative Gross Domestic Product (GDP) numbers and pave the way for more Fed tightening.  

• An alternative measure of economic output has bolstered the Federal Reserve’s claim that 

GDP might not reflect the underlying fundamentals of the economy. In the second 

quarter, GDI, adjusted for inflation, rose at an annualized rate of 1.4% from the previous 

period. The number contradicts the GDP reading of a 0.6% drop in economic activity in 

the same period and suggests that the economy may not have contracted at all this year. 

In an ideal world, the two numbers should be identical, as total spending should equal 

total income. However, statistical differences between the two variables have widened to 

levels never before seen in the series history.  

 

• A strong labor market might be responsible for the divergence between the real GDP and 

real GDI. While GDP is the sum of the total market value of all the final goods and 

services produced, GDI is the aggregate income earned and cost incurred during 

production. In theory, the latter should reflect the underlying labor market strength. 

Although the initial claims have risen over the last few months, many workers that 

reentered the workforce were able to find jobs quickly. As a result, the tight labor market 

may have shielded the economy from the negative impacts of monetary tightening.  

• The positive GDI number could push the Fed to raise interest rates aggressively over its 

next few meetings. St. Louis Fed President James Bullard has insisted that the central 

bank should lift its policy rate to 4.0%. Kansas City President Esther George has 

advocated that the bank should go even further. Assuming that the FOMC follows 

Bullard's lead, it would suggest that they could raise rates by 50 bps in each of its next 

three sessions. Hence, financial conditions could tighten significantly throughout the rest 

of the year and possibly worsen in 2023. 

The market will be on pins and needles when Fed Chair Jerome Powell gives the keynote address 

at the Jackson Hole Symposium. Over the last two days, investors have purchased more than    

$1 billion in short-term bond ETFs and have pulled over $2 billion from ETFs attached to the 

https://fortune.com/2022/07/27/jerome-powell-recession-fed-interest-rates/
https://www.wsj.com/articles/the-surprise-in-a-faltering-economy-laid-off-workers-quickly-find-jobs-11661333405
https://fortune.com/2022/07/27/jerome-powell-recession-fed-interest-rates/
https://www.bloomberg.com/news/videos/2022-08-26/-bloomberg-daybreak-australia-full-show-08-26-2022?sref=uIvt3NFS
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S&P 500. So far, it is speculated that Powell will make hawkish comments during his speech; 

however, a dovish tone could lead to a strong rally. 

 

Russia-Ukraine: The Kremlin is ramping up pressure in Ukraine to solidify gains before 

election season for Russia begins in September. 

• Russian President Vladimir Putin signed an order to boost the Russian troop total by 

137,000 to 1.15 million. It was the first time that Putin had expanded the military 

headcount in over five years. The new decree has added to speculation that Russia 

believes that the war will be protracted. However, there is also the possibility that the 

order could be a bluff. Russia has not been able to take over Ukraine as swiftly as it 

initially implied it would. In short, Putin likely has a credibility problem. The war has 

lasted six months despite assurances from Putin that the conflict would only be a few 

weeks. Additionally, the government was forced to delay annexation referendums in 

Donbas due to its inability to secure the region properly. Thus, the Kremlin's decision to 

increase the number of troops could be a way to signal to its population that the Russian 

military is still determined to win.  

• The Moscow exchange plans to allow evening trading next month. Stock trading was 

halted for a month after the conflict began as the government attempted to hide the 

financial damage of the war. The government then began to allow limited securities 

trading in the morning sessions. The Russian Central Bank has maintained that regulators 

will block investors from "unfriendly" countries from trading on the exchange. The move 

to open the market for a full day reflects the government's attempt to show a return to 

normalization after the invasion of Ukraine. 

• Ukrainian President Volodymyr Zelensky has stated that the world narrowly avoided a 

radiation disaster. On Thursday, Ukraine's largest power plant was forced to disconnect 

after fires damaged a transmission line. The incident has heightened concerns that the war 

could lead to a major nuclear disaster as Russian forces continue to use the power plant as 

a shield against attacks from Ukrainian troops. In addition, there was a mass power 

outage in areas nearby. A nuclear accident in Ukraine could lead to a global crisis and 

possibly slow the global push to use nuclear energy in other countries.  

Elections are essential, even for authoritarian governments. Regional elections will take place on 

September 11, and this will be the first time Russian constituents are able to showcase their level 

of satisfaction with the government. A low turnout would suggest that the war has dented 

sentiment in the country. It could also force Putin to take more extreme measures to end the war 

as he prepares to run for reelection in early 2024.  

 

Asia Risks: Friction between the U.S. and China remains the top risk in Asia. 

• Regulators in the U.S. and China achieved a breakthrough in negotiations to keep 

Chinese firms listed on American exchanges. Chinese regulators have requested major 

accounting firms to bring relevant audit documents of Chinese firms to the U.S Public 

Company Accounting Oversight Board. The order will prevent Chinese companies from 

being delisted from American exchanges. Although this is a positive development, it does 

not change the trajectory of the U.S.-China relationship.  

https://www.bloomberg.com/news/articles/2022-08-25/putin-orders-russia-to-recruit-137-000-more-troops-as-war-drags
https://www.bloomberg.com/news/articles/2022-08-25/putin-orders-russia-to-recruit-137-000-more-troops-as-war-drags
https://www.reuters.com/markets/europe/moscow-exchange-plans-resume-evening-stock-trading-september-2022-08-25/
https://www.reuters.com/world/europe/zelenskiy-world-must-act-faster-get-russia-out-nuclear-plant-2022-08-25/
https://www.reuters.com/world/europe/zelenskiy-world-must-act-faster-get-russia-out-nuclear-plant-2022-08-25/
https://www.bloomberg.com/news/articles/2022-08-25/us-china-talks-on-delistings-advance-with-hong-kong-inspections?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-08-25/us-china-talks-on-delistings-advance-with-hong-kong-inspections?sref=uIvt3NFS
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• Tensions between the U.S. and China continue to escalate as U.S. lawmakers continue to 

travel to Taiwan. Senator Marsha Blackburn (R-TN) is the third politician to travel to the 

self-governing island this month. House Speaker Nancy Pelosi (D-CA) and Senator Ed 

Markey (D-MA) also made the trip. China responded to the Pelosi trip by holding 

military exercises near Taiwan. Thus, Blackburn's trip could also have a similar response. 

The big takeaway is that American lawmakers believe it is politically beneficial to poke 

China in its eye over Taiwan. Although China's reaction has been mild, relative to its 

threat to the U.S. “not to play with fire," their response to such provocation could escalate 

after President Xi is sworn in for a third term. Therefore, we still believe the risk of 

conflict between the U.S. and China remains elevated.  

o Additionally, China has urged the U.S. not to engage India in planned military 

drills along the two countries’ shared border, referred to as the Line of Actual 

Control (LAC). China believes that such exercises would violate the Beijing-New 

Delhi accords.  

• China’s assertiveness has finally pushed Japan to ramp up its defense budget drastically. 

The Japanese government will double its defense spending over the next five years to 

address national security threats. In June, the government released a report showing the 

country's concern about the Russia-Ukraine war, China's intimidation of Taiwan, and 

their vulnerable supply chain technology. Behind only the U.S. and China, Japan will 

have the third largest military budget in the world. 

The rivalry between the U.S. and China could lead to a broader war in the Indo-Pacific. Many 

countries in the region fear China's rise as a military power and look to expand their capabilities 

in the event of a conflict. Although we do not expect tensions to rise significantly over the next 

few months, we do believe that the Chinese will become more assertive after the National Party 

Congress in the fall. The increase in defense spending likely favors our analysis that defense 

industries are positioned to benefit from increased global tensions.  

 

U.S. Economic Releases  

 

July personal income edged up by a seasonally adjusted 0.2%, far weaker than its expected rise 

of 0.6% and the revised gain of 0.7% in June. Even more concerning, July personal consumption 

expenditures (PCE) rose just 0.1%, a fraction of the anticipated increase of 0.5% and far weaker 

than the revised jump of 1.0% in the prior month. The figures will likely add to the evidence that 

factors such as high prices and rising interest rates are starting to be a more serious headwind to 

economic growth. The chart below shows the year-over-year change in personal income and 

PCE since just before the prior recession. 

 

https://www.reuters.com/world/biden-looks-tamp-down-taiwan-tension-during-china-xi-call-2022-07-28/
https://economictimes.indiatimes.com/news/defence/india-us-joint-military-drills-near-lac-totally-different-india/articleshow/93783314.cms
https://economictimes.indiatimes.com/news/defence/india-us-joint-military-drills-near-lac-totally-different-india/articleshow/93783314.cms
https://www.bloomberg.com/news/articles/2022-08-25/japan-set-to-become-one-of-world-s-biggest-defense-spenders?sref=uIvt3NFS
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The personal income and spending report also includes a measure of personal savings, defined as 

disposable (after tax) income less consumption spending on goods and services. The July 

personal savings rate held steady at a seasonally adjusted 5.0%. Despite holding steady, 

however, the savings rate remained quite low compared with recent history, suggesting high 

inflation and slowing growth may be prompting people to cut back on their savings or even to 

dip into their financial reserves. The chart below shows how the personal savings rate has 

fluctuated since just before the previous recession. 

 

 
 

Finally, the income and spending report includes the Federal Reserve’s preferred measure of 

consumer price inflation. After stripping out the volatile food and energy components, the Core 

PCE Deflator for July was up just 4.6% from the same month one year earlier. That was a bit 

better than the consensus survey, which had called for the inflation rate to land at 4.7%. It was 
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also better than the 4.8% price rise in the year to June. In fact, it was the lowest rate since last 

October.  The chart below shows the year-over-year change in the Core PCE Deflator since just 

before the prior recession. 

 

 
 

In a separate report today, the U.S. trade deficit narrowed to a seasonally adjusted $89.1 billion 

in July, much better than both the anticipated shortfall of $98.5 billion and the revised June 

deficit of $98.6 billion. According to the data, total merchandise exports fell 0.3% in July, but 

imports fell an even greater 3.5%. Compared with the same month one year earlier, exports in 

July were up 21.9%, while imports were up 13.7%. The chart below shows the monthly value of 

U.S. exports and imports since just before the previous recession. 
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Finally, July wholesale inventories rose by a seasonally adjusted 0.8%, far short of the expected 

gain of 1.4% and the revised June rise of 1.9%. Wholesale inventories provide an important 

indication of where the economy is heading, given that distributors are in a unique position to 

understand both the supply available from producers and final demand. The chart below shows 

the monthly change in wholesale inventories since just before the previous recession. 

 

 
 

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 U. of Michigan Consumer Sentiment m/m Aug F 55.5 55.1 ***

10:00 U. of Michigan Current Conditions m/m Aug F 55.6 55.5 **

10:00 U. of Michigan Future Expectations m/m Aug F 55.0 54.9 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Aug F 5.0% 5.0% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Aug F 3.0% 3.0% *

EST Speaker or Event

10:00 Jerome Powell Delivers Keynote Speech at Jackson Hole Conference Chairman of the Board of Governors

Economic Releases

Federal Reserve

District or Position
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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 Tokyo CPI y/y Aug 2.9% 2.5% 2.7% ** Equity bullish, bond bearish

Tokyo CPI Ex-Fresh Food y/y Aug 2.6% 2.3% 2.5% *** Equity bullish, bond bearish

Tokyo CPI Ex-Fresh Food & Energy y/y Aug 1.4% 1.2% 1.3% * Equity bullish, bond bearish

EUROPE

Eurozone M3 Money Supply y/y Jul 5.5% 5.7% 5.5% *** Equity and bond neutral

Germany GfK Consumer Confidence m/m Sep -36.5% -30.6% -32.0% ** Equity bearish, bond bullish

France Consumer Confidence m/m Aug 82.0 80.0 79.0 ** Equity bullish, bond bearish

Italy Consumer Confidence m/m Aug 88.3 94.8 92.5 *** Equity bearish, bond bullish

Manufacturing Confidence m/m Aug 104.3 106.7 106.4 *** Equity bearish, bond bullish

Economic Sentiment m/m Aug 109.4 110.8 110.7 ** Equity and bond neutral

Russia Gold and Forex Reserves m/m 19-Apr 574.0b 580.6b *** Equity and bond neutral

AMERICAS

Mexico Trade Balance m/m Jul -$5.959b -$3.957b -$5.000b ** Equity and bond neutral

Brazil Current Account Balance m/m May -$3.506b -$2.764b -$1.896b ** Equity and bond neutral

Foreign Direct Investment m/m May $4.483b $7.581b $4.210b ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 301 300 1 Up

3-mo T-bill yield (bps) 271 275 -4 Up

TED spread (bps) 30 25 5 Widening

U.S. Sibor/OIS spread (bps) 290 290 0 Up

U.S. Libor/OIS spread (bps) 296 295 1 Up

10-yr T-note (%) 3.07 3.03 0.04 Up

Euribor/OIS spread (bps) 52 49 3 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Up

Pound Down Down

Franc Flat Down

Central Bank Action Current Prior Expected



 

 

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

www.confluenceinvestment.com 

 9 

 
 

Weather 
 

The 6-10 and 8-14 day forecasts call for warmer-than-normal temperatures in the West Coast, 

Rocky Mountain, and Florida regions, with cooler-than-normal temperatures in Texas and the 

Southeast.  Wetter-than-normal conditions are expected in Texas and the Southeast, with dry 

conditions expected in the entire northern third of the country. 
 

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 Eastern Caribbean, but neither is expected to 

develop into a cyclone within the next 48 hours.

Price Prior Change Explanation

Brent $100.88 $99.34 1.55%

WTI $93.78 $92.52 1.36%

Natural Gas $9.52 $9.38 1.56%

Crack Spread $36.54 $35.64 2.51%

12-mo strip crack $32.14 $31.61 1.68%

Ethanol rack $2.85 $2.87 -0.41%

Metals

Gold $1,745.13 $1,758.71 -0.77%

Silver $19.21 $19.25 -0.22%

Copper contract $376.45 $369.80 1.80%

Grains

Corn contract $656.00 $650.00 0.92%

Wheat contract $794.50 $789.00 0.70%

Soybeans contract $1,443.00 $1,431.25 0.82%

Shipping

Baltic Dry Freight 1,123            1,213            -90

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 60 0.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/25/2022 close) 

 

-50% 0% 50% 100%

Communication Services

Consumer Discretionary

Technology

Real Estate

S&P 500

Financials

Materials

Healthcare

Industrials

Consumer Staples

Utilities

Energy

YTD Total Return

0.0% 0.5% 1.0% 1.5% 2.0% 2.5%

Consumer Staples

Utilities

Energy

Healthcare

Consumer Discretionary

S&P 500

Real Estate

Industrials

Financials

Technology

Communication Services

Materials

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 8/25/2022 close) 

 

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

Growth

Foreign Developed ($)

Emerging Markets ($)

US Corporate Bond

Emerging Markets (local currency)

Real Estate

Small Cap

Large Cap

US Government Bond

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 25, 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 8/24/2022 = 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. 


