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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: October 11, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 1.2% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 3.5%. Chinese markets were higher, with the Shanghai Composite 

up 0.2% from its prior close and the Shenzhen Composite up 0.6%. U.S. equity index futures are 

signaling a slightly lower open.  
 

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 (10/10/2022) (with associated podcast) “Europe’s New 

Right-Wing Leaders” 

• Weekly Energy Update (10/6/2022): We discuss the OPEC production cuts and rising 

concerns about Germany’s subsidy package.   

• 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 (10/3/2022) (with associated podcast): “The Gold Paradox” 

• 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.  Risk assets were under pressure earlier this morning, with equities lower and 

long duration yields rising.  However, as the official opening approaches, risk assets are rallying.  

We are seeing a ‘bear steepening’ in the U.S. Treasury market, as long-dated yields rise faster 

than short-dated.  The dollar is modestly weaker.   

 

In today’s Comment, we begin with economic and finance news as the BOE had to rush support 

to the Gilt market after rates jumped on fears that the bank would withdraw support from the 

market.  War news comes next, with a look at Putin’s retaliation.  China news follows and we 

close with the international news roundup.   

 

Markets, Economics and Policy:  The U.K. is facing increased financial system stress and U.S. 

retailers are pushing Christmas forward. 

 

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_10_10_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Oct_06_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Oct_06_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_Oct_3_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
https://www.wsj.com/articles/global-stocks-markets-dow-update-10-11-2022-11665484293?st=77gd0ob0rwg6a0e&reflink=desktopwebshare_permalink
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• The BOE offered plans to scale back its support of the Gilt market by the end of the 

week.  When market volatility threatened to upend the pension system at the end of 

September, the BOE rushed to announce bond purchases for a two-week period.  As that 

emergency period ended, the bank suggested yesterday it would provide backstops but 

that direct purchases would end.  Oh well…best laid plans sometimes fail.  Overnight, the 

BOE announced it would expand its buying to include inflation-indexed bonds as well.  

As the market prepared for less support, yields spiked yesterday, again raising fears of 

systemic risk.   

• So, at present, we have three major central banks—the BOE, BOJ, and the ECB engaged 

in some form of yield-curve control.  The BOE is trying to prevent rapid increases in long 

duration debt to prevent systemic risk.  The BOJ is simply fixing the long rate to near 

zero, and the ECB is actively preventing the sovereign spreads between northern and 

southern Europe from widening.  So, out of the G-7 nations, only the U.S. and Canada 

are not setting rates in long-duration sovereign bonds.   

o What is happening here?  It looks to us that due to high levels of debt, central 

banks can’t let long-duration bond yields rise to their normal level without 

triggering financial stress.  For context, the long-term ex-post real U.S. 10-year 

yield is 2%; in English, this means that with U.S. CPI at 8.3%, the 10-year yield 

“should” be 10.3%.  It’s rather difficult to fathom how the financial system would 

deal with that level of rates.  So far, market participants believe the Fed will bring 

down inflation1 and so are “looking through” the current inflation to project lower 

price growth.  This position isn’t unreasonable, but the longer it takes for inflation 

to fall, the more likely rate raises will follow.  This is why, we think, the FOMC 

has been so hawkish:  the members fear a loss of confidence that could lead to a 

buyers’ strike in bonds. 

o We have to wonder if we aren’t seeing something akin to nations leaving or 

maintaining the gold standard in the 1930s.  As the U.S. refrains from fixing the 

long end (and in fact is doing QT), the dollar is rallying because it is becoming 

increasingly alone in this position.  At some point, it may become impossible for 

central banks not to engage in yield-curve control for the sake of financial 

stability.  If that situation arrives, real assets may be the best refuge. 

o So, when does the Fed “blink?”  Yesterday, Fed Vice-Chair Brainard and Chicago 

FRB President Evans suggested some degree of caution on the drive to lift the 

policy rate.  Perhaps the best gauge of when the Fed might at least pause is any 

one of the financial conditions indices.  We prefer the Chicago FRB’s variation. 

 
1 If one observes the “real” rate from the TIPS spread relative to the ex-post rate (nominal yield less the yearly 
change in CPI) it is clear that investors think inflation won’t last.   

https://www.ft.com/content/c7ed9668-e316-4672-99fb-2bffa841b7e8?emailId=16410be6-e269-4187-9e64-072ea1bed0c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d9e46bb3-6bdd-416e-9ec6-e43b8af5fb30
https://www.wsj.com/articles/boe-adds-index-linked-gilts-to-bond-purchase-program-11665470476?st=a5dg8ynpvyfwtow&reflink=desktopwebshare_permalink
https://www.politico.eu/article/why-we-should-all-be-worried-about-the-crisis-at-uk-pension-funds/?utm_source=POLITICO.EU&utm_campaign=9a59562e89-EMAIL_CAMPAIGN_2022_10_11_04_24&utm_medium=email&utm_term=0_10959edeb5-9a59562e89-190334489
https://www.wsj.com/articles/feds-brainard-says-rate-rises-will-slow-economy-over-time-11665423314?st=z3cfr7a4yxalvi8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/feds-brainard-says-rate-rises-will-slow-economy-over-time-11665423314?st=z3cfr7a4yxalvi8&reflink=desktopwebshare_permalink
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When this index moves above zero, stress levels are a concern.  We are slowly rising 

toward that level, which may coincide with Brainard and Evans’ warnings.  However, we 

also caution that the Fed really didn’t have to worry about inflation for the past 30 years, 

and so we don’t know how it will react if there is a financial accident under conditions of 

elevated price levels.  It is notable that the VIX futures curve has moved above 30, 

suggesting that elevated volatility is expected to continue for the foreseeable future.   

• On the inflation front, we note that general retailer inventories remain stubbornly 

elevated. 

 

Stores are beginning Christmas promotions before Halloween this year, likely in an 

attempt to work off excess stocks.  Although inflation remains elevated, news such as this 

does offer the possibility of slower price increases.   

https://www.wsj.com/livecoverage/stock-market-news-today-2022-10-10/card/don-t-expect-stock-market-volatility-to-subside-anytime-soon-says-fear-gauge-UcfMFeekcxHThkEyyIvO?mod=djemMoneyBeat_us
https://www.wsj.com/articles/target-walmart-amazon-retailers-early-black-friday-sales-11665414709?st=xowlb5ywxm9bedk&reflink=desktopwebshare_permalink
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• Germany has faced criticism for its plans to subsidize energy consumption.  Other nations 

in the EU fear that German buying, bolstered by these subsidies, will create shortages for 

their own citizens.  In response, the German government is backing joint EU debt, a 

further extension of EU-wide borrowing that began during the pandemic.  If this debt 

becomes securitized and backed by the entire EU or the Eurozone, it will be further 

progress on creating a unified debt structure.   

• The Quebec pension fund is writing off $150 million of bad investments in crypto.   

• The U.S./Mexican border has always been a gateway for immigration to the U.S.  For 

years, it was mostly Mexicans looking to enter the U.S., sometimes legally, sometimes 

not.  But in recent years, the immigrant flows have become increasingly diverse.  But we 

were surprised to see Indians looking to cross this border.   

 

Ukraine War:  Putin retaliates for the bridge attack.  This link shows the current war map. 

• Yesterday, Russia launched missile strikes against civilian targets in Ukraine in response 

to the attack on the Kerch Strait Bridge.  Putin indicated that if attacks on Russian 

infrastructure continued, he would respond as he did yesterday.   

o Ukraine has been asking for more sophisticated air defense systems, and 

yesterday’s attack may help in this effort.  Bolstering Ukraine’s military hardware 

is becoming increasingly difficult for Europe’s defense industry.  One of our 

expectations is that defense spending will soar globally in the coming years.  

o The G-7 is meeting in response to the missile attacks.   

o We note that Russian-based hackers disrupted several U.S. airport websites.  

Killnet took responsibility for the attacks.   

• There is a growing backlog of wheat freighters as inspectors struggle with the shipping 

activity.  As part of the deal, Russia demanded extensive inspections at the Istanbul 

monitoring center to prevent the vessels from shipping arms to Ukraine.  The delays will 

tend to boost grain prices.   

• In response to Russia’s annexation of areas of eastern Ukraine, Ukrainian President 

Zelensky has signed a decree ruling out negotiations with Russia.   

 

China News:  A rash of COVID infections is leading to wider lockdowns.   

• As China’s early October holiday season winds down, reports of COVID-19 infections 

are rising.  Shanxi province and Inner Mongolian cities are restricting traffic and 

increasing testing, and there are also reports that Shanghai may soon implement 

measures.  These lockdown measures continue to throttle China’s economic growth.   

• Why does China persist in its Zero-COVID policy despite the economic damage it 

causes?  There are a several reasons: 

o Zero-COVID is a key policy of President Xi and so backing down is tantamount 

to admitting failure.  Although he may relent after winning a third term, we 

wouldn’t count on it. 

https://www.bloomberg.com/news/articles/2022-10-10/germany-supports-joint-eu-debt-for-loans-to-tackle-energy-crisis?utm_source=POLITICO.EU&utm_campaign=9a59562e89-EMAIL_CAMPAIGN_2022_10_11_04_24&utm_medium=email&utm_term=0_10959edeb5-9a59562e89-190334489#xj4y7vzkg
https://www.ft.com/content/67048159-82aa-4e96-bfb3-f1764f632375?utm_source=POLITICO.EU&utm_campaign=9a59562e89-EMAIL_CAMPAIGN_2022_10_11_04_24&utm_medium=email&utm_term=0_10959edeb5-9a59562e89-190334489
https://www.bbc.com/news/world-us-canada-62893926?utm_source=Eurasia+Group+Signal&utm_campaign=65cfd41f19-EMAIL_CAMPAIGN_2022_10_11_10_45&utm_medium=email&utm_term=0_e605619869-65cfd41f19-134308033
https://storymaps.arcgis.com/stories/36a7f6a6f5a9448496de641cf64bd375
https://www.nytimes.com/2022/10/10/world/europe/russia-missiles-ukraine-civilians.html?smid=url-share
https://www.nytimes.com/2022/10/08/world/europe/ukraine-crimea-bridge-explosion.html?smid=url-share
https://www.ft.com/content/24da8f9c-e27b-4522-a520-d2d29f8f2469?emailId=16410be6-e269-4187-9e64-072ea1bed0c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/2022/10/10/ukraine-strikes-allies-air-defense/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F3823579%2F6344ebdff3d9003c580c4ec2%2F596b53f6ae7e8a44e7d597a3%2F24%2F61%2F6344ebdff3d9003c580c4ec2&wp_cu=d5fec12241178c90820317fc7842fea9%7CA03B7B2F3149087DE0530100007F4306
https://www.politico.eu/article/europe-defense-military-industry-keep-up-demands/?utm_source=POLITICO.EU&utm_campaign=9a59562e89-EMAIL_CAMPAIGN_2022_10_11_04_24&utm_medium=email&utm_term=0_10959edeb5-9a59562e89-190334489
https://www.ft.com/content/0ba55444-f616-4722-9808-954de7c6dc03?emailId=16410be6-e269-4187-9e64-072ea1bed0c4&%3BsegmentId=60a126e8-df3c-b524-c979-f90bde8a67cd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22#post-ac118930-e94f-4635-bfaa-52f23f05a883
https://www.axios.com/2022/10/10/russian-hackers-us-airport-websites?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiospm&stream=top
https://www.politico.eu/article/meet-killnet-russias-hacking-patriots-plaguing-europe/?utm_source=substack&utm_medium=email
https://www.ft.com/content/ea258113-ff60-4a2e-8f87-0ad8a39cddd0?utm_source=Eurasia+Group+Signal&utm_campaign=65cfd41f19-EMAIL_CAMPAIGN_2022_10_11_10_45&utm_medium=email&utm_term=0_e605619869-65cfd41f19-134308033
https://english.news.cn/20221005/d4f69a9d2e1141e091c6bd25d5b1cbe6/c.html?utm_source=Eurasia+Group+Signal&utm_campaign=65cfd41f19-EMAIL_CAMPAIGN_2022_10_11_10_45&utm_medium=email&utm_term=0_e605619869-65cfd41f19-134308033
https://apnews.com/article/health-travel-china-beijing-covid-8d844288393a2f2ccb2cf7eac0b40b32
https://www.bloomberg.com/news/articles/2022-10-10/lockdown-worries-return-to-shanghai-as-china-covid-tally-climbs?sref=6ZE6q2XR&utm_source=substack&utm_medium=email#xj4y7vzkg
https://www.bloomberg.com/news/articles/2022-10-10/lockdown-worries-return-to-shanghai-as-china-covid-tally-climbs?sref=6ZE6q2XR&utm_source=substack&utm_medium=email#xj4y7vzkg
https://www.wsj.com/articles/chinas-covid-lockdowns-deal-another-blow-to-consumer-spending-11665386341?st=eiq7pwsy15jii9z&reflink=desktopwebshare_permalink
https://www.foreignaffairs.com/china/can-xi-jinping-reopen-china
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o China’s domestically developed vaccines don’t offer much protection but to avoid 

admitting failure, Beijing won’t import the more effective mRNA vaccines that 

were developed in the West. 

o The problem of lockdowns is that it prevents infections; although that’s a goal, the 

lack of infections also prevents the development of immunity.  China celebrated 

its discipline compared to Western nations, who faced higher rates of infection.  

But now, China has a large population of unexposed, under, or unvaccinated 

citizens that would trigger a potential crisis if the virus were to spread without 

restrictions.  And given China’s older population, this outcome could be 

catastrophic.  Thus, without importing vaccines, China appears stuck with the 

Zero-COVID policy. 

o If so, that means that China’s economy will continue to struggle. 

• German Chancellor Scholz will travel to China in early November.  

• In a speech, the head of the U.K. GCHQ warned about China’s expanding security state 

and the risk is poses to the West.   

 

International Roundup:  Poland is about to get EU funds and Iran faces further stress. 

• Poland has been unable to garner emergency aid from the EU due to disputes over 

Poland’s domestic political situation.  But it appears that an agreement is now close.   

• For nearly four weeks, Iran has seen significant unrest that followed the death of a young 

Kurdish woman at the hands of morality police.  Now demonstrations have spread to the 

oil industry as workers are striking in sympathy.   

 

U.S. Economic Releases  

Optimism among U.S. small businesses picked up unexpectedly in September after owners 

expressed less concern over future sales.  The NFIB small business index rose from 91.8 to 92.1. 

The reading was above the consensus estimate of 91.6.  

https://www.politico.eu/article/germanys-scholz-to-travel-to-china-on-november-3-4/?utm_source=POLITICO.EU&utm_campaign=9a59562e89-EMAIL_CAMPAIGN_2022_10_11_04_24&utm_medium=email&utm_term=0_10959edeb5-9a59562e89-190334489
https://www.nytimes.com/2022/10/10/us/politics/uk-gchq-china-russia.html?campaign_id=51&emc=edit_mbe_20221011&instance_id=74287&nl=morning-briefing%3A-europe-edition&regi_id=5677267&segment_id=109610&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.ft.com/content/e328bb5e-da4b-4037-b9c1-615de92af34b?emailId=16410be6-e269-4187-9e64-072ea1bed0c4&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/iran-oil-workers-strike-as-antigovernment-protests-expand-11665416396?st=h08hfmt2ut77n2r&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/iran-oil-workers-strike-as-antigovernment-protests-expand-11665416396?st=h08hfmt2ut77n2r&reflink=desktopwebshare_permalink
https://www.rferl.org/a/iran-protests-oil-workers-unrest/32073170.html
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The chart above shows the latest NFIB small business index.  Five of the 10 index components 

increased suggesting a broad improvement in sentiment.  The net share of owners expecting 

higher sales rose nine percentage points from -19% to -10%.  However, owners’ struggles to 

attract qualified workers remains an issue, with 46% of respondents reporting difficulty filling 

vacant positions. 

 

The table below lists the economic releases and/or Federal Reserve events 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 Speaker or Event

12:00 Loretta Mester Speaks to Economics Club of New York President of the Federal Reserve Bank of Cleveland

Federal Reserve

District or Position

Economic Releases

 No economic releases for the rest of today
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Financial Markets 

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

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

certain move merits further explanation. 
 

   
 

Commodity Markets 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan BoP Current Account Balance m/m Aug ¥58.9b ¥229.0b ¥75.8b *** Equity and bond neutral

BoP Trade Balance m/m Aug -¥2.491b -¥1212.2b -¥2410.1b ** Equity and bond neutral

Australia Westpac Consumer Conf Index m/m Oct 83.7 84.4 ** Equity and bond neutral

Westpac Consumer Conf SA m/m Oct -0.9% 3.9% ** Equity bearish, bond bullish

NAB Business Conditions m/m Sep 25 20 ** Equity bullish, bond bearish

NAB Business Confidence m/m Sep 5 10 ** Equity bearish, bond bullish

EUROPE

Italy Industrial Production WDA y/y Aug 2.9% -1.4% -0.4% ** Equity bullish, bond bearish

UK Claimant Count Rate m/m Sep 3.90% 3.90% ** Equity and bond neutral

Jobless Claims Change m/m Sep 22.5k 6.3k ** Equity bearish, bond bullish

Average Weekly Earnings 3M m/m Aug 6.0% 5.50% 5.90% ** Equity and bond neutral

AMERICAS

Brazil IBGE Inflation IPCA y/y Sep 7.2% 8.7% 7.1% * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 391 383 8 Up

3-mo T-bill yield (bps) 327 328 -1 Up

TED spread (bps) 64 54 10 Widening

U.S. Sibor/OIS spread (bps) 379 378 1 Up

U.S. Libor/OIS spread (bps) 384 383 1 Up

10-yr T-note (%) 3.92 3.88 0.04 Up

Euribor/OIS spread (bps) 132 129 3 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Flat Down

Pound Up Down

Franc Up Down
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Weather 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures from the 

northern Pacific to the southern Great Plains, with cooler-to-normal temperatures for the rest of 

the country. Wetter-than-normal conditions are anticipated in the Southwest, with dry conditions 

expected in the Pacific Northwest, northern Great Plains, and the Midwest. 
 

There is one tropical disturbance in the Gulf Coast, Caribbean, and Atlantic Ocean areas.  The 

disturbance is developing over the Bay of Campeche and has a 40% chance of cyclone formation 

within the next 48 hours. 

Price Prior Change Explanation

Brent $94.25 $96.19 -2.02% Recession fears and demand pessimism

WTI $89.04 $91.13 -2.29% Recession fears and demand pessimism

Natural Gas $6.48 $6.44 0.75%

Crack Spread $36.16 $36.31 -0.43%

12-mo strip crack $31.56 $31.79 -0.72%

Ethanol rack $2.73 $2.72 0.21%

Metals

Gold $1,668.99 $1,668.61 0.02%

Silver $19.34 $19.61 -1.34%

Copper contract $342.10 $343.05 -0.28%

Grains

Corn contract $698.00 $698.25 -0.04%

Wheat contract $923.00 $938.00 -1.60%

Soybeans contract $1,371.50 $1,374.00 -0.18%

Shipping

Baltic Dry Freight 1,944            1,961            -17

Actual Expected Difference

Crude (mb) 1.8

Gasoline (mb) -1.1

Distillates (mb) -1.5

Refinery run rates (%) -0.50%

Natural gas (bcf) 123

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/10/2022 close) 
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-2.5% -2.0% -1.5% -1.0% -0.5% 0.0% 0.5%

Energy

Technology

Real Estate

S&P 500

Healthcare

Consumer Discretionary

Financials

Communication Services

Utilities

Materials

Industrials

Consumer Staples

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 10/10/2022 close) 
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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 as of 10/06/2022 = 17.8x

 
 

Based on our methodology,2 the current P/E is 17.8x, down 1.3x from last week.  The reason for 

the large contraction is due to moving to Q4.  We reset the S&P average for the quarter and are 

now using two quarters of forecast earnings. 
 

 

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
2 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


