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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 29, 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 1.8%. Chinese markets were higher, with the Shanghai 

Composite up 0.1% from its prior close and the Shenzhen Composite up 0.1%. U.S. equity index 

futures are signaling a lower 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)   

 

Our Comment today opens with an update on the Russia-Ukraine war, where a key focus is now 

on the risks to a major nuclear energy plant in eastern Ukraine.  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 additional words on Federal Reserve Chair Powell’s speech at the Jackson 

Hole symposium on Friday. 

 

 

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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Russia-Ukraine:  Depleted and combat-weary forces from both Russia and Ukraine continue to 

make only the most minimal territorial advances along their front lines, although both sides 

continue to use long-range missile and artillery strikes to weaken the other side.  Notably, 

shelling continues in the area around the Zaporizhzhia nuclear power plant, with both sides 

accusing the other of putting the plant in danger.  Meanwhile, media reports say a newly formed 

3rd Army Corps composed of recent volunteers from around Russia is now ready to deploy to 

Ukraine with highly advanced weaponry, although analysts are doubtful that the quickly trained 

troops will be competent enough to turn the tide of the war. 

 

 
 

• Today, the UN’s International Atomic Energy Agency is due to send a team to the 

Zaporizhzhia nuclear plant to assess its condition.  Led by IAEA Chief Rafael Grossi, the 

team will also check safety and security systems and evaluate staff conditions. 

• On the energy front, the CEO of Shell (SHEL, $54.88) warned that Europe’s energy 

crisis will last several years at least, even if it gets through this winter.  According to the 

https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-28
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-28
https://www.wsj.com/articles/russia-moves-to-reinforce-its-stalled-assault-on-ukraine-11661686452?mod=hp_lead_pos9
https://www.wsj.com/articles/u-n-inspectors-head-to-ukraine-nuclear-plant-as-safety-fears-grow-11661764952?mod=hp_lead_pos7
https://www.wsj.com/articles/u-n-inspectors-head-to-ukraine-nuclear-plant-as-safety-fears-grow-11661764952?mod=hp_lead_pos7
https://www.ft.com/content/0ed80178-0573-41a8-b437-49e3a293f6a9
https://www.ft.com/content/0ed80178-0573-41a8-b437-49e3a293f6a9
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executive, “It may well be that we have a number of winters where we have to somehow 

find solutions through efficiency savings, through rationing, and a very, very quick 

buildout of alternatives.” 

o With Europe facing extremely high energy prices, rationing, and increased 

interest rates, investors continue to push down the euro.  Investors also continue 

to bet on further depreciation in the common currency, with net short positions 

against the euro now at their highest level since the start of the coronavirus 

pandemic in early 2020. 

o The euro is staging a very modest rebound so far this morning, but it remains 

below par with the dollar at just $0.9996. 

 

China-Solomon Islands-United States:  Earlier this month, The U.S. Coast Guard said the 

Solomon Islands failed to respond to an official request for one of its cutters to make a routine 

port call for replenishment, forcing the vessel to make its port call in Papua New Guinea. 

• The refusal to grant permission to dock could be related to a secretive new security 

agreement struck between China and the Solomon Islands earlier this year. 

• The incident suggests China may be requiring the Solomon’s government to distance 

itself from the U.S.  In return, China could support Solomon’s President Sogavare in his 

effort to delay his country’s next elections and stay in power. 

• In any case, the matter illustrates how the South Pacific islands are becoming a key 

theater in the U.S.-China rivalry.  It also highlights how countries around the world are 

being pressured to ally themselves with either the U.S. or China. 

 

United Kingdom:  In the race to succeed Boris Johnson as Conservative Party leader and prime 

minister, front-runner Liz Truss, the current foreign minister, is coming under increased pressure 

to outline her plan to support British families facing enormous energy bills this winter.  Truss has 

tried to hold the line against providing new cash “handouts,” preferring to provide tax cuts 

instead, but the opposition Labor Party is hammering her for the way that plan could provide 

outsized benefits to upper-income Brits. 

 

Serbia-Kosovo:  Over the weekend, Serbia and Kosovo reached a deal to resolve administrative 

hurdles both sides had slapped on their neighbor’s citizens or threatened to do so.  Serbia agreed 

to abolish entry/exit documents for Kosovo ID holders and Kosovo agreed not to introduce them 

for Serbian ID holders.  The deal diffuses a flashpoint that could have spiraled into violence just 

as Europe is already dealing with the war in Ukraine. 

 

Pakistan:  The Pakistani government says it has now secured the $37 billion in loans and 

investments needed to secure an additional $4 billion loan from the IMF to cover its budget 

shortfall for the current fiscal year.  IMF officials today will vote on approving the deal.  

Securing the new funding means Islamabad now has pushed off the threat of a near-term default, 

although it still faces financial risks in the medium term because of issues like its fractious 

political dynamics and recent flooding. 

 

https://www.ft.com/content/8ffc366e-7217-41bb-b347-ef461f8a02f8
https://www.scmp.com/news/asia/australasia/article/3190378/solomon-islands-refuses-allow-us-coast-guard-ship-make?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220827&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3190351&article_id_list=3190314,3190258,3190344,3190348,3190323,3190376,3190365,3190352&tc=26&CMCampaignID=a2fc57f6d8142775a317a0f767cc85f7
https://www.scmp.com/news/asia/australasia/article/3190378/solomon-islands-refuses-allow-us-coast-guard-ship-make?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220827&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3190351&article_id_list=3190314,3190258,3190344,3190348,3190323,3190376,3190365,3190352&tc=26&CMCampaignID=a2fc57f6d8142775a317a0f767cc85f7
https://www.ft.com/content/77c82ab5-5916-4dac-b4e9-12935e3eff5c
https://www.ft.com/content/77c82ab5-5916-4dac-b4e9-12935e3eff5c
https://www.politico.eu/article/kosovo-and-serbia-reach-european-solution-on-number-plate-dispute/?utm_source=POLITICO.EU&utm_campaign=641e49c0dc-EMAIL_CAMPAIGN_2022_08_29_02_30&utm_medium=email&utm_term=0_10959edeb5-641e49c0dc-190480045
https://www.politico.eu/article/kosovo-and-serbia-reach-european-solution-on-number-plate-dispute/?utm_source=POLITICO.EU&utm_campaign=641e49c0dc-EMAIL_CAMPAIGN_2022_08_29_02_30&utm_medium=email&utm_term=0_10959edeb5-641e49c0dc-190480045
https://www.wsj.com/articles/pakistan-says-it-has-secured-financing-needed-for-imf-bailout-11661691679?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/pakistan-says-it-has-secured-financing-needed-for-imf-bailout-11661691679?mod=lead_feature_below_a_pos1
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Brazil:  Last night, current right-wing populist President Bolsonaro and leftist former President 

Lula da Silva squared off in their first debate ahead of this fall’s presidential elections, along 

with four minor candidates.  Bolsonaro has recently been trailing da Silva badly in the polls, but 

press reports suggest he landed a few blows by painting the former president as corrupt.  

Meanwhile, da Silva stressed how good Brazil’s economy had been under his administration. 

 

U.S. Monetary Policy:  In his keynote address at the Kansas City FRB’s annual conference in 

Jackson Hole, Wyoming, on Friday, Fed Chair Powell poured buckets of cold water on the idea 

that U.S. monetary officials would pivot to easier policy anytime soon.  Powell not only signaled 

that the Fed will keep raising rates until they are high enough to restrain economic growth but 

will hold them there until inflation pressures come down significantly, even at the risk of pushing 

the economy into recession.  Isabel Schnabel, the German member of the European Central 

Bank’s executive board, drove home the point in her speech on Saturday.  According to 

Schnabel, the cost of inflation is so high that central banks must act decisively to stop it, without 

fear of causing a recession. 

• The speech sparked a sizable pullback in risk assets on Friday, and we suspect it could 

continue to weigh on stock prices in the near term. 

• Indeed, stock futures are down approximately 1% at this writing, and the 10-year 

Treasury note has risen to a two-month high of 3.116%. 

 

U.S. Energy Policy:  The California legislature this week is set to vote on whether to extend the 

life of the state’s sole remaining nuclear generating station beyond its planned closure in 2025.  

Governor Newsome has recently reversed course and called for extending the life of the plant 

amid rising electricity demand and reduced availability of electricity from other sources, such as 

hydroelectric.  A vote in favor of keeping the plant open would add to the recent momentum 

toward nuclear power not only in the U.S. but globally. 

 

U.S. Space Program:  Earlier today, NASA was forced to temporarily scrub the planned launch 

of its Artemis I rocket for a trip to the moon, based on unresolved problems with the rocket’s 

engines.  Getting the program back on track would help ensure the continuance of the program, 

along with hefty revenue streams to its major aerospace contractors, even though it has been 

criticized for its cost. 

 

U.S. Economic Releases  

 

There were economic releases prior to the publication of this report. The table below shows the 

domestic releases scheduled for the rest of the day.  

 

 
  

 

EST Indicator Expected Prior Rating

10:30 Dallas Fed Manf. Activity m/m Aug -12.7 -22.6 ***

EST Speaker or Event

14:15 Lael Brainard Discusses Community Reinvestment Act Vice-Chair of the Board of Governors

Economic Releases

Federal Reserve

District or Position

https://www.ft.com/content/8884aafa-65a7-4464-b69b-42cb765b9c90
https://www.wsj.com/articles/feds-jerome-powell-set-to-speak-on-economic-outlook-at-jackson-hole-11661476059
https://www.wsj.com/articles/feds-jerome-powell-set-to-speak-on-economic-outlook-at-jackson-hole-11661476059
https://www.ecb.europa.eu/press/key/date/2022/html/ecb.sp220827~93f7d07535.en.html?utm_source=POLITICO.EU&utm_campaign=641e49c0dc-EMAIL_CAMPAIGN_2022_08_29_02_30&utm_medium=email&utm_term=0_10959edeb5-641e49c0dc-190480045
https://www.wsj.com/livecoverage/stock-market-news-today-08-29-2022?mod=hp_lead_pos1
https://www.ft.com/content/58dfc631-a415-4954-b845-c563c93c6ceb
https://www.ft.com/content/58dfc631-a415-4954-b845-c563c93c6ceb
https://www.wsj.com/articles/western-countries-breathe-new-life-into-old-nuclear-plants-11661684401
https://www.wsj.com/articles/western-countries-breathe-new-life-into-old-nuclear-plants-11661684401
https://www.wsj.com/livecoverage/nasa-artemis-moon-launch-live-updates?mod=hp_lead_pos1
https://www.wsj.com/livecoverage/nasa-artemis-moon-launch-live-updates?mod=hp_lead_pos1
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Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis. The most significant 

international news that was released overnight is outlined below. Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators. The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important. We note that these ratings do 

change over time as economic circumstances change. Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market. Red 

indicates a concerning development, yellow indicates an emerging trend that we are following 

closely for possible complications, and green indicates neutral conditions. We will add a 

paragraph below if any development merits further explanation. 

 

 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 
 

   
 

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 Leading Economic Index m/m June F 100.9 100.6 ** Equity and bond neutral

Australia Retail Sales m/m Jul 1.3% 0.2% 0.3% ** Equity bullish, bond bearish

China Industrial Profits y/y Jul 1.1 1.0 * Equity and bond neutral

EUROPE

Switzerland Domestic Sight Deposits CHF w/w 26-Aug 643.7b 643.7b * Equity and bond neutral

Total Sight Deposits CHF w/w 26-Aug 752.8b 752.8b * Equity and bond neutral

AMERICAS

Brazil Total Outstanding Loans m/m Jun $4.956t $4.816t ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 307 304 3 Up

3-mo T-bill yield (bps) 274 277 -3 Up

TED spread (bps) 33 27 6 Widening

U.S. Sibor/OIS spread (bps) 293 291 2 Up

U.S. Libor/OIS spread (bps) 298 296 2 Up

10-yr T-note (%) 3.11 3.04 0.07 Up

Euribor/OIS spread (bps) 54 52 2 Neutral

Currencies Direction

Dollar Up Up

Euro Flat Down

Yen Down Down

Pound Down Down

Franc Down 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 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 are three tropical disturbances.  

Two of the disturbances are not expected to develop in tropical storms within the next 48 hours. 

The remaining storm, located in the central Atlantic Ocean, has a 50 percent chance of cyclone 

formation. 

Price Prior Change Explanation

Brent $100.92 $100.99 -0.07%

WTI $93.25 $93.06 0.20%

Natural Gas $9.38 $9.30 0.88%

Crack Spread $34.74 $37.01 -6.14%

12-mo strip crack $31.06 $32.36 -4.00%

Ethanol rack $2.85 $2.85 -0.14%

Metals

Gold $1,726.66 $1,738.14 -0.66%

Silver $18.63 $18.90 -1.43%

Copper contract $358.25 $369.70 -3.10% demand pessimism

Grains

Corn contract $671.25 $664.25 1.05%

Wheat contract $799.00 $805.25 -0.78%

Soybeans contract $1,443.50 $1,461.25 -1.21%

Shipping

Baltic Dry Freight 1,082            1,123            -41

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 8/26/2022 close) 

 

-50% 0% 50% 100%

Communication Services
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Real Estate

S&P 500

Financials

Materials

Industrials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

-5.0% -4.0% -3.0% -2.0% -1.0% 0.0%

Technology

Consumer Discretionary

Industrials

S&P 500

Communication Services

Materials

Financials

Healthcare

Real Estate

Consumer Staples

Utilities

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 8/26/2022 close) 

 

-40% -20% 0% 20% 40%

Growth

Foreign Developed ($)

Emerging Markets ($)

Real Estate

US Corporate Bond

Small Cap

Large Cap

Emerging Markets (local currency)

Mid Cap

US Government Bond

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. 


