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

morning. In Europe, the Euro Stoxx 50 is currently up 1.5% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed up 0.4%. Chinese markets were lower, with the Shanghai 

Composite down 0.4% from its prior close and the Shenzhen Composite down 0.5%. U.S. equity 

index futures are signaling a higher open. With 488 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 (8/29/2022) (with associated podcast): “Agricultural 

Commodities in the Evolving Geopolitical Blocs” 

• 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 the key news is 

Ukraine’s official announcement that it has launched its long-awaited counteroffensive to retake 

the southern city of Kherson from its Russian occupiers.  We next review a wide range of other 

international and U.S. developments with the potential to affect the financial markets today, 

many of which are focused on political and economic turmoil in the emerging 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_29_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:  In what could be one of the key moments in the war so far, Ukrainian officials 

announced the beginning of their big counteroffensive to retake the southern Ukrainian city of 

Kherson.  Although Kyiv has been taking preparatory steps for that attack for many weeks, it has 

been unclear whether the signaled counteroffensive was really going to happen, or whether it 

was just a feint.  In any case, Ukrainian forces have reportedly pushed the Russians out of a 

number of villages west, northwest, and northeast of Kherson and continue to pressure Russian 

lines elsewhere in the region.  Despite the Ukrainian counteroffensive in the south, Russian 

forces continue to launch missile and artillery strikes against both civilian and military targets 

throughout Ukraine. 

• Meanwhile, the International Atomic Energy Agency said its mission to assess the safety 

and condition of the Zaporizhzhia Nuclear Power Plant in eastern Ukraine has now 

departed.  It is not known when the team will actually be able to visit the plant, and how 

completely it will be able to examine its status. 

• On the energy front, European Commission President von der Leyen said the EU will 

soon announce emergency measures that will decouple end-user energy prices from the 

Continent’s soaring natural gas prices.  She also stated that the EU will later introduce a 

range of longer-term structural reforms to the EU’s energy market. 

o Separately, Russian gas giant Gazprom said it will further cut deliveries to major 

French utility Engie (ENGIY, $12.27) over an alleged contract dispute.  The new 

cut in deliveries is due to take effect today. 

o Russia also plans to shut down its Nord Stream 1 gas pipeline to Europe again 

tomorrow for what it calls maintenance. The shutdown is due to last until 

Saturday, although European officials fear Russia could keep it in place for longer 

in order to further ratchet up the pressure on Europe. 

o The cutoffs underscore Russia’s continued willingness to weaponize its energy 

exports and highlights Europe’s vulnerabilities, even in countries that rely 

relatively little on Russia, like France. 

 

Eurozone:  ECB Chief Economist Philip Lane said the central bank should strive to hike interest 

rates in steady, small increments.  His statement suggests he may push back against some ECB 

officials’ calls for a big 75 bps hike at their policy meeting next week. 

 

China:  Officials have discovered a new coronavirus subvariant, BF.15, in multiple people in the 

southern Chinese technology hub of Shenzhen, prompting the city to close subway stations, ban 

restaurant dining, and lock down shopping malls.  Local officials promise the shutdowns won’t 

become worse, but the outbreak raises new fears of an important new lockdown under President 

Xi’s Zero-COVID policy. 

 

Iraq:  After ten months of failed negotiations to form a new government, influential Muslim 

cleric Muqtada al-Sadr said he will quit politics; however, the announcement sparked rioting by 

his supporters, resulting in dozens of deaths in Baghdad yesterday.  The incident suggests Iraq 

will continue to face political violence and instability for the near term. 

 

https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.wsj.com/articles/ukraine-aims-to-build-on-initial-gains-in-southern-offensive-11661857435?mod=hp_lead_pos7
https://www.wsj.com/articles/ukraine-aims-to-build-on-initial-gains-in-southern-offensive-11661857435?mod=hp_lead_pos7
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-29
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-29
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-29
https://www.ft.com/content/02f848fc-3b80-4ddc-ba4f-26109d79db89
https://www.ft.com/content/02f848fc-3b80-4ddc-ba4f-26109d79db89
https://www.ft.com/content/d84041cb-a6df-4ea5-8eeb-87c47132d945
https://www.ft.com/content/d84041cb-a6df-4ea5-8eeb-87c47132d945
https://www.wsj.com/articles/europe-braces-for-russia-gas-disruption-this-weekand-years-of-higher-energy-prices-ahead-11661858795?mod=hp_lead_pos12
https://www.wsj.com/articles/europe-braces-for-russia-gas-disruption-this-weekand-years-of-higher-energy-prices-ahead-11661858795?mod=hp_lead_pos12
https://www.ft.com/content/062fca86-6d23-4b4c-8277-bab3ef457b4c
https://www.ft.com/content/062fca86-6d23-4b4c-8277-bab3ef457b4c
https://www.scmp.com/news/china/science/article/3190702/china-tech-hub-shenzhen-alert-new-omicron-subvariant-surfaces?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220830&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3190569&article_id_list=3190702,3190569,3190662,3190680,3190672,3190660,3190705,3190645&tc=4&CMCampaignID=b2624dc334402ecf3d5614c4d4ab5708
https://www.scmp.com/news/china/science/article/3190702/china-tech-hub-shenzhen-alert-new-omicron-subvariant-surfaces?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220830&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3190569&article_id_list=3190702,3190569,3190662,3190680,3190672,3190660,3190705,3190645&tc=4&CMCampaignID=b2624dc334402ecf3d5614c4d4ab5708
https://www.ft.com/content/fd6c8a9f-ccce-4dae-8e04-5503decc31bc
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Pakistan:  As predicted in our Comment yesterday, the IMF has approved the resuming of 

lending to Pakistan under an existing $7 billion deal that had been stalled because of the 

government’s reluctance to implement austerity policies.  Securing the new funding means 

Islamabad has now 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. 

 

Sri Lanka:  Amid Sri Lanka’s ongoing negotiations for a bailout loan from the IMF following 

its default in May, President Wickremesinghe announced plans for further austerity measures to 

secure a deal.  The plans would further increase taxes (including hiking the value added tax from 

12% to 15%), strengthen central bank independence, and reallocate government funds toward 

relief programs. 

 

Colombia-Venezuela:  Colombia’s new leftist president, Gustavo Petro, has re-established 

diplomatic relations between his country and Venezuela.  The move leaves the U.S., Canada, and 

Brazil as the only large countries in the hemisphere that no longer recognize Venezuela’s 

authoritarian government. 

 

U.S. Financial Payments System:  Yesterday, Federal Reserve Vice Chair Brainard said the 

central bank’s new “FedNow” system for faster payments will be live by next summer.  The new 

system will allow bill payments, paychecks, and other common consumer or business transfers to 

be available quickly and around-the-clock, versus the existing system that is closed on weekends 

and can, at times, take several days before funds become available. 

 

U.S. Manufacturing:  Spurred by recent legislation that provides a range of incentives and 

subsidies for renewable energy, top U.S. solar panel maker First Solar (FSLR, $121.69) said it 

will spend as much as $1.2 billion to boost its domestic manufacturing capacity by around 75%.  

The new capital investment will be targeted toward a new facility in the Southeast and upgrading 

an existing facility in Ohio. 

 

U.S. Economic Releases  

 

Higher interest rates contributed to the deceleration of home prices in June. According to an 

index tracked by the Federal Housing Finance Agency, home prices rose 0.1% from the prior 

month. This pace was much slower than the previous month’s rise of 1.4% and consensus 

estimates of a 0.8% increase. The slowdown in home prices was also picked up in the statistics 

gathered from the private sector. According to data collected by Standards & Poor’s, home prices 

in the top-20 cities rose 0.44% from the previous month, while national home prices rose 0.33% 

in the same period.  

 

 

https://www.ft.com/content/d3d57c66-35a8-4815-82e7-20057638129d
https://www.ft.com/content/d3d57c66-35a8-4815-82e7-20057638129d
https://www.wsj.com/articles/pakistan-floods-affect-millions-leave-over-1-000-dead-11661788267
https://www.wsj.com/articles/pakistan-floods-affect-millions-leave-over-1-000-dead-11661788267
https://www.ft.com/content/fa12f675-e1a6-4c0f-8267-bc91f5e0404f
https://www.wsj.com/articles/colombia-revives-relations-with-u-s-foe-venezuela-11661799610?mod=hp_listb_pos2
https://www.wsj.com/articles/colombia-revives-relations-with-u-s-foe-venezuela-11661799610?mod=hp_listb_pos2
https://www.wsj.com/articles/fed-plans-2023-launch-of-long-anticipated-faster-payments-system-11661778001
https://www.wsj.com/articles/fed-plans-2023-launch-of-long-anticipated-faster-payments-system-11661778001
https://www.wsj.com/articles/first-solar-to-invest-1-2-billion-in-u-s-plants-spurred-by-climate-law-11661852700?mod=hp_lista_pos2
https://www.wsj.com/articles/first-solar-to-invest-1-2-billion-in-u-s-plants-spurred-by-climate-law-11661852700?mod=hp_lista_pos2
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The chart above shows the annual change in the S&P CoreLogic Index for top-20 cities and U.S. 

home prices. Residential prices rose 18.65% in major cities, while the country overall had an 

increase of 17.96%. 

 

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 Conf. Board Consumer Confidence m/m Aug 98 95.7 ***

10:00 Conf. Board Present Situation m/m Aug 141.3 *

10:00 Conf. Board Expectations m/m Aug 65.3 *

10:00 JOLTS Job Openings m/m Jul 10375k 10698k *

EST Speaker or Event

8:00 Thomas Barkin Discusses Economic Outlook President of the Federal Reserve Bank of Richmond

11:00 John Williams Speaks on U.S. Economic Outlook President of the Federal Reserve Bank of New York

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 Jobless Rate m/m Jul 2.6 2.60% 2.60% *** Equity and bond neutral

Job-To-Applicant Ratio m/m Jul 1.29 1.27 1.27 *** Equity and bond neutral

Australia Building Approvals m/m Jul -17.2% -0.7% -0.6% *** Equity bearish, bond bullish

South Korea Retail Sales y/y Jul 9.7% 9.2% ** Equity bullish, bond bearish

Depart. Store Sales y/y Jul 31.6% 18.2% 1.0% * Equity bullish, bond bearish

Discount Store Sales y/y Jul 0.2% 2.3% * Equity and bond neutral

EUROPE

Eurozone Economic Confidence m/m Aug 97.6 99.0 98.0 *** Equity and bond neutral

Industrial Confidence m/m Aug 1.2 3.5 3.4 *** Equity bearish, bond bullish

Services Confidence m/m Aug 8.7 10.7 10.4 ** Equity bearish, bond bullish

Consumer Confidence m/m Aug F -24.9 -24.9 ** Equity and bond neutral

Germany CPI y/y Aug P 7.9% 7.8% 7.5% *** Equity and bond neutral

CPI, EU Harmonized y/y Aug P 8.8% 8.8% 8.5% ** Equity and bond neutral

Italy Industrial Sales WDA y/y Jun 18.0% 23.6% * Equity bearish, bond bullish

UK Mortgage Approvals m/m Jul 63.8K 63.7k 62.0k *** Equity and bond neutral

M4 Money Supply YoY y/y Jul 4.4% 4.1% 4.0% ** Equity and bond neutral

Switzerland KOF Leading Indicator m/m Aug 86.5 90.1 88.4 ** Equity bearish, bond bullish

AMERICAS

Canada Current Account Balance q/q Q2 $2.69b $5.03b $2.65b * Equity and bond neutral

Mexico Unemployment Rate NSA m/m Jul 3.43% 3.35% 3.53% *** Equity and bond neutral

Brazil FGV Inflation IGPM y/y Aug 8.59% 10.08% 8.78% *** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 281 284 -3 Up

TED spread (bps) 26 20 6 Widening

U.S. Sibor/OIS spread (bps) 294 294 0 Up

U.S. Libor/OIS spread (bps) 300 300 0 Up

10-yr T-note (%) 3.07 3.11 -0.04 Up

Euribor/OIS spread (bps) 58 54 4 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Flat 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 currently two tropical 

disturbances. One disturbance is located off the coast of West Africa, the other is located in the 

central Atlantic Ocean.  Although the former is not expected to develop into a tropical storm 

within the next 48 hours, the latter has a 50% chance of cyclone formation. 

Price Prior Change Explanation

Brent $101.39 $105.09 -3.52% Supply Pessimism

WTI $94.24 $97.01 -2.86%

Natural Gas $9.24 $9.34 -1.00%

Crack Spread $32.54 $33.24 -2.10%

12-mo strip crack $30.04 $31.19 -3.69%

Ethanol rack $2.90 $2.88 0.65%

Metals

Gold $1,731.17 $1,737.09 -0.34%

Silver $18.66 $18.76 -0.55%

Copper contract $355.45 $361.05 -1.55%

Grains

Corn contract $673.25 $683.00 -1.43% Supply Pessimism

Wheat contract $834.25 $842.75 -1.01%

Soybeans contract $1,418.50 $1,437.75 -1.34%

Shipping

Baltic Dry Freight 1,082            1,123            -41

Actual Expected Difference

Crude (mb) -2.5

Gasoline (mb) -1.5

Distillates (mb) 1.0

Refinery run rates (%) -0.4%

Natural gas (bcf) 60

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/29/2022 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

-1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5% 2.0%

Technology

Real Estate

Communication Services

Financials

Materials

Healthcare

S&P 500

Consumer Discretionary

Industrials

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 8/29/2022 close) 

 

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

Growth

Foreign Developed ($)

Emerging Markets ($)

Real Estate

Small Cap

US Corporate Bond

Emerging Markets (local currency)

Large Cap

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. 


