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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 12, 2022—9:30 AM EDT] Global equity markets are higher this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.6% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed flat. Chinese markets were higher, with the Shanghai Composite up 1.5% 

from its prior close and the Shenzhen Composite up 2.5%. U.S. equity index futures are 

signaling a slightly higher 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): This week’s report is delayed a day due to 

Monday’s holiday.  It will be published on Friday.   

• 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)  

• Charts Worth Noting (10/12/22): The Beveridge Curve graphs the relationship 

between the level of unemployment and job vacancies. 

 

Good morning.  Markets are higher this morning, with U.S. equity futures moving higher before 

the PPI data.  The PPI data came in “hotter” than expected, taking equity futures off their earlier 

highs.  The dollar is mixed, with the GBP modestly higher while the JPY is lower (and in the 

area that has triggered intervention recently).  We expect a mixed trade today in front of 

tomorrow’s CPI data.   

 

In today’s Comment, we begin with economic and finance news by trying to answer the question: 

what on earth is Andrew Bailey trying to do?  The Ukraine War update follows, China news 

comes next, and we close with the international roundup.   

 

 

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/livecoverage/stock-market-news-today-2022-10-12
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Markets, Economics and Policy:  BOE Governor Andrew Bailey has rocked the financial 

markets with inconsistent statements, so we will attempt to parse out what is going on with the 

U.K. central bank.  The IMF is meeting, and its forecast is dour.   

• Yesterday, in an interview, BOE Governor Bailey surprised the markets by indicating 

that the emergency funding for the Gilt market would end on Friday, full stop.  He 

warned the markets that they had “three days left.”  This declaration contradicted earlier 

statements suggesting that support would be extended.  Financial markets reacted 

immediately as the GBP plunged, equities sold off, and long-duration yields, not just on 

Gilts but Treasuries too, rose.   

• And yet today, Bailey apparently signaled that the BOE will probably continue to support 

the Gilt market.   

• So, how do we make sense of this? 

o First, a quick recap of how we got here.  The U.K. was facing higher inflation.  

Then PM Truss issued her fiscal plans, which included what was essentially a 

large fiscal spending program.  Gilt yields jumped. 

o Whenever interest rates rise sharply, financial stability is at risk.  And, in our 

experience, where the “cracks” appear is often a surprise.  In the U.K.’s case, the 

initial stress emerged in the pension market.  Pension funds have long-term 

liabilities since members will age in a few decades and so the funds try to match 

that liability with a similar long-dated asset.  When interest rates fell to zero, 

meeting these long-term liabilities became a challenge.  And so, to offset this risk, 

the funds engaged in derivatives which would pay them if interest rates fell 

further.  For this to work, of course, leverage was employed.   

o When interest rates rose, it was actually good news for the pension funds, because 

it became easier to fund their long-dated liabilities.  However, these derivatives, 

which, to remind, protected from falling rates, were triggering margin calls as 

rates rose.  This situation is what we call the “hedger’s dilemma.”  The long term 

cash position in an adverse market action actually improves, but in the short run, 

the derivative demands for immediate cash must be maintained to continue to 

hold the hedge position.  So, to provide cash to meet margin calls, pension funds 

started dumping Gilts, sending their yields higher and essentially creating a 

“doom loop.” 

o Here is where the BOE enters the picture.  To stabilize the Gilt market, Governor 

Bailey offers a short-term buying plan to provide a market to break the doom 

loop. 

• However, the pension crisis has created a policy dilemma for Bailey.  He is facing the 

“Tinbergen problem.”  Jan Tinbergen1 postulated that policy makers need an equal 

number of policy tools for an equal number of policy problems.  Otherwise, the 

policymaker is forced to choose which problem to resolve and let the other go untouched.  

Bailey needs to simultaneously address an inflation problem which demands higher rates 

 
1 A Dutch economist who was the first to win a Nobel prize. 

https://www.ft.com/content/7d2da677-6284-4e36-b7a0-efcb52ed67b0
https://www.reuters.com/world/uk/bank-englands-bailey-tells-pension-funds-they-have-3-days-rebalance-2022-10-11/
https://www.ft.com/content/d9e46bb3-6bdd-416e-9ec6-e43b8af5fb30
https://www.ft.com/content/87a5b7bf-6786-427f-89d6-96b736dcb814
https://www.ft.com/content/87a5b7bf-6786-427f-89d6-96b736dcb814
https://www.politico.eu/article/britain-economy-liz-truss-mistakes-markets-tax-kwarteng/?utm_source=POLITICO.EU&utm_campaign=c1e22f2f98-EMAIL_CAMPAIGN_2022_10_12_02_57&utm_medium=email&utm_term=0_10959edeb5-c1e22f2f98-190334489
https://www.wsj.com/articles/the-bank-of-englands-dilemma-easing-and-tightening-at-the-same-time-11665501588?st=l1ijkq3usioca5a&reflink=desktopwebshare_permalink
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and also a financial stability problem, which requires easier policy.  So, this is how he is 

trying to manage this dilemma: 

o The BOE has offered to buy Gilts, but the offer doesn’t have a set price.  If a 

pension fund wants to sell Gilts to the BOE, it makes an offer, but the bank can 

refuse to buy at that price.  What Bailey is trying to avoid by this policy is a 

resumption of QE.  This is why so few bonds have actually been sold.  The deal 

being offered isn’t that attractive to pension managers mostly because they have 

no transparency on whether or not they can actually get liquidity.  Thus, most of 

the transactions are occurring in the market.   

o Essentially, what the BOE is trying to do is protect the functioning of the Gilt 

markets without signaling to the Truss government that the bank is monetizing her 

spending.  It’s a bold strategy… 

• The BOE’s problem is a cautionary tale for all central bankers.  In an inflationary 

environment coupled with excessive leverage, a byproduct of years of ZIRP, central 

bankers will almost certainly be facing similar problems in the future.  The whole talk of 

the “Fed pivot” is mostly based on this dilemma.  The pivot argument rests on the notion 

that when faced with combatting inflation or financial instability, the Fed will choose the 

latter, flooding the markets with liquidity and leading to rallies in risk assets.  We see two 

issues with the pivot argument.  The first is that the Fed (or other central banks) may not 

choose stability; in that case, the downside in risk assets could be much more severe.2  

The second is that the flooding of liquidity may not lead to the rally in risk assets, but a 

currency crisis (as we are seeing with the strength in the dollar).  Thus, the BOE situation 

is a cautionary tale that is almost certain to be repeated elsewhere. 

• The IMF offered a downbeat forecast for the global economy that actually reflects what is 

occurring in the U.K.  Policy tightening, China’s Zero-COVID policy, and the Ukraine 

War are creating a toxic mix that will depress economic growth, trigger higher prices, and 

raise financial stress.   

• The Biden administration has proposed rule changes to “gig workers” that, if accepted, 

could undermine the business models of companies that provide platforms for such 

workers.  Essentially, the rules would turn more of these workers into employees, forcing 

firms to provide benefits that they currently don’t offer.  Shares in such companies slid on 

the news. 

• Railroad workers rejected a tentative agreement, brokered by the Biden administration, 

increasing the chances of a national rail strike.  The railroad industry has become 

increasingly concentrated in the past decades, leading to stronger profit margins but also 

making the system more vulnerable to labor action.  A nationwide strike will put the 

administration in a difficult spot.  If they support the unions, it could paralyze the 

economy and lead to higher inflation from panic buying, but if it steps in and forces the 

workers back on the job, they could lose political support from the unions.   

 
2 When the Fed faced this issue in 1929, it opted to address the inflation/asset bubble instead.   

https://www.ft.com/content/83d74436-8651-4059-910a-a0d15b44a7c4?emailId=8ad5c74f-be33-478c-91dc-c66aa5e0217f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.youtube.com/watch?v=9HVejEB5uVk
https://www.imf.org/en/Publications/WEO/Issues/2022/10/11/world-economic-outlook-october-2022?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmacro&stream=business
file://///cim-vdi-connect/profile/bogrady/Folders/Downloads/execsum.pdf
https://www.ft.com/content/68f6187d-b9b4-432c-adff-65bc7c41f726
https://www.nytimes.com/2022/10/11/business/imf-world-economy-forecast.html?smid=url-share
https://www.ft.com/content/30369662-554b-44b7-9f25-b87d5e13548d?emailId=8ad5c74f-be33-478c-91dc-c66aa5e0217f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/imf-cuts-2023-global-growth-forecast-citing-inflation-war-and-china-slowdown-11665463695?st=r33j1srehm5e6jx&reflink=desktopwebshare_permalink
https://www.federalregister.gov/public-inspection/2022-21454/employee-or-independent-contractor-classification-under-the-fair-labor-standards-act?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioscloser&stream=top
https://www.wsj.com/articles/labor-department-proposes-changes-to-independent-contractor-rules-11665498794?st=n0bz5us5fddfu2p&reflink=desktopwebshare_permalink
https://www.ft.com/content/9af840e4-7494-4d8d-ab25-a3d1de8ecf20
https://www.axios.com/2022/10/10/rail-union-rejects-biden-brokered-labor-deal-raising-strike-prospect?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/newsletters/axios-markets-1027c6c2-ffe9-485a-90af-e6f83414fe72.html?chunk=1&utm_term=emshare#story1
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• High frequency data suggests imports plunged in September.  This may reflect 

production problems in China but may also be tied to falling American consumption.  

One of the signals of recession is falling imports.   

• Inflation expectations survey data from the NY FRB suggests that inflation is expected to 

moderate over the next year, but the three-year expectation did tick modestly higher.   

• The federal deficit fell by $1.4 trillion in fiscal year 2022 (which runs from November to 

October) as pandemic spending eased and tax revenue increased.  This drop is actually 

fiscal tightening, one of the overlooked bearish factors for the economy. 

• As the dollar rises, the JPY is once again at similar levels to where the BOJ had decided 

to intervene last month.  The strong dollar is also creating a boon for Americans traveling 

abroad.   

• One of the problems with regulation is a process called “regulatory capture.”  The longer 

a regulatory body exists, the greater the odds that the group being regulated comes to 

dominate the regulator.  This occurs for a couple of reasons.  First, all the data to regulate 

the industry comes from the companies in that industry, and so to obtain the necessary 

information, the regulatory body must have good relations with the firms.  Second, if a 

regulator wants a job in the private sector at some point, they will almost certainly go to 

work with a firm they have regulated.  This problem is known as the “revolving door.”  

Recent investigations, however, suggest the problem runs even deeper since regulators 

are often investing in the firms they regulate, further leading them to side with the 

companies they are supposed to be monitoring.   

• Apartment demand is falling rapidly as rents rise.   

• BNY Mellon (BK, $38.48) is now offering custody services for crypto.   

 

Ukraine War:  Russia continues its attacks on civilian infrastructure in Ukraine. 

• For the second day, Russia is hitting infrastructure targets in Ukraine.  As these attacks 

continue, NATO is mulling over whether it should provide more sophisticated air defense 

systems to Ukraine.  If these are provided, it will be part of a steady broadening of the 

war effort.   

o Sanctions on technology appear to be undermining Russia’s ability to build smart 

weapons.  The lack of precision weaponry is leading Russia to rely on less 

sophisticated weapons, which is leading to indiscriminate damage.   

• As the war continues to go badly for Russia, Putin has appointed another general to lead 

the effort.  Sergei Surovikin is considered a hardline professional soldier who conducted 

the Syrian campaign.  It remains to be seen if he can fix the Russian military’s problems 

in Ukraine.   

• Putin and Turkish President Erdoğan met in Kazakhstan today.  Turkey has supported 

both sides in the Ukraine war, and so Erdoğan has suggested he could act as a broker 

between the two sides.   

 

https://www.freightwaves.com/news/us-imports-plunge-in-september-suffer-steepest-drop-since-2020-lockdowns?j=205824&sfmc_sub=50655676&l=256_HTML&u=4177249&mid=514011755&jb=2012&utm_source=sfmc&utm_medium=email&utm_campaign=FW_Daily_10_11_22&utm_term=US+imports+sink+in+September%2c+suffer+steepest+drop+since+2020+lockdowns&utm_id=205824&sfmc_id=50655676
https://www.newyorkfed.org/microeconomics/sce#/probinflout-13
https://www.wsj.com/articles/federal-deficit-fell-by-1-4-trillion-in-fiscal-year-2022-cbo-estimates-11665527740?st=t3mdvnw8plbfgz8&reflink=desktopwebshare_permalink
https://www.ft.com/content/96ff4e7f-c035-400c-b8ac-82a72fd5d888
https://www.ft.com/content/96ff4e7f-c035-400c-b8ac-82a72fd5d888
https://www.wsj.com/articles/strong-dollar-pound-yen-euro-travel-11665429767?st=8n5b0judlrs6k8t&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/strong-dollar-pound-yen-euro-travel-11665429767?st=8n5b0judlrs6k8t&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/government-officials-invest-in-companies-their-agencies-oversee-11665489653?st=scummasd5zsy8l4&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/government-officials-invest-in-companies-their-agencies-oversee-11665489653?st=scummasd5zsy8l4&reflink=desktopwebshare_permalink
https://www.axios.com/newsletters/axios-markets-e49a6e14-b6a6-4f7f-a2f1-245731185dfb.html?chunk=4&utm_term=emshare#story4
https://www.wsj.com/articles/americas-oldest-bank-bny-mellon-will-hold-that-crypto-now-11665460354?st=sk4c9kymz49v8uj&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/russia-resumes-strikes-after-mass-bombardment-of-ukraine-11665478054?st=b28douf1u0kcugg&reflink=desktopwebshare_permalink
https://www.nytimes.com/2022/10/11/world/europe/ukraine-g7-air-defense.html?smid=url-share
https://www.ft.com/content/c7164b68-46f6-4081-855f-f1ae93f2c51b
https://www.ft.com/content/c7164b68-46f6-4081-855f-f1ae93f2c51b
https://www.politico.com/news/2022/10/11/nato-sending-ukraine-air-defenses-russian-missile-attacks-00061223?utm_source=POLITICO.EU&utm_campaign=c1e22f2f98-EMAIL_CAMPAIGN_2022_10_12_02_57&utm_medium=email&utm_term=0_10959edeb5-c1e22f2f98-190334489
https://www.wsj.com/articles/why-russia-lacks-smart-weapons-11664461225?st=9hvi4d0dxpbr1wn&reflink=desktopwebshare_permalink
https://www.politico.eu/article/russia-president-vladimir-putin-losing-war-ukraine-now-what/?utm_source=POLITICO.EU&utm_campaign=c1e22f2f98-EMAIL_CAMPAIGN_2022_10_12_02_57&utm_medium=email&utm_term=0_10959edeb5-c1e22f2f98-190334489
https://www.ft.com/content/efb8b08d-56c6-4b3d-8ade-1365a512cbe6
https://www.politico.eu/article/russia-vladimir-putin-and-turkey-recep-tayyip-erdogan-to-meet-in-astana-on-wednesday/?utm_source=Eurasia+Group+Signal&utm_campaign=656229bfbe-EMAIL_CAMPAIGN_2022_10_12_11_04&utm_medium=email&utm_term=0_e605619869-656229bfbe-134308033
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China News:  The news is quiet in front of next week’s Party Congress.   

• As the Party Congress prepares to meet next week, the party is increasing security to 

ensure a smooth “coronation”  for General Secretary Xi.   

• Chinese universities are rising in world rankings, while U.S. universities retreat.   

• Utah is becoming a virtual marriage destination for Chinese LGBTQ couples. 

 

International Roundup:  Japan reviews its defense posture. 

• Japan’s PM Kishida is preparing for an extensive review of Japan’s security.  Since the 

end of WWII, Japan has relied on the U.S. for security, but facing a more uncertain 

future, it appears that Tokyo is moving to expand its power projection.   

• We are covering the tensions between Saudi Arabia and the U.S. in our Weekly Energy 

Update, which will be published Friday.   

 

 U.S. Economic Releases  

The demand for mortgage loans declined for the third consecutive week. According to an index 

tracked by the Mortgage Bankers Association, mortgage applications fell 2.0% in the week 

ending October 7. The decline in requests for purchases was the primary driver in the drop in 

applications, falling 2.1% from the prior week, while the refinance tracker dipped 1.8% in the 

same period. The 30-year fixed-rate mortgage jumped 6 bps from 6.75% to 6.81%. 

 

Producers experienced some inflation relief in September thanks to a decline in fuel prices. 

According to the Bureau of Labor Statistics, the fees paid by producers for finished goods rose 

8.5% from the prior year. The figure was above expectations of 8.4% but below the previous 

report’s reading of 8.7%. The deceleration in the index was not broad-based. Core PPI, which 

excludes volatile energy and food prices, grew 7.3% from the previous year. The rise was in line 

with expectations and slightly above the previous month’s reading of 7.2%. Lastly, super core 

PPI, which excludes energy, gas, and trade, increased 5.6% from last year. 

 

 

https://www.ft.com/content/045a05f2-b5cf-4511-9e5e-c3d5567973c1?segmentId=114a04fe-353d-37db-f705-204c9a0a157b
https://www.wsj.com/articles/american-universities-continue-to-falter-in-world-rankings-china-rising-11665535646?st=atg2g9ccbtc9xe5&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/same-sex-couples-from-china-say-i-do-in-utah-over-zoom-11665496079?st=jfvu7m0xqqm1xzs&reflink=desktopwebshare_permalink
https://www.ft.com/content/a9b30d36-9cda-4551-84d8-fa50ab529286
https://www.ft.com/content/1a5cfd12-a202-4242-b0ad-bed56f377142
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The chart above shows the annual change in the PPI. A faster than expected rise in producer 

prices suggests that the CPI data will come in hot tomorrow.  

 

Charts Worth Noting 
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The job market may finally be showing signs of loosening up. The latest JOLTS report showed 

that job openings fell to their lowest level since July 2020. The significant drop in available jobs 

reflects firms’ weakening labor demand, a desired goal of the Federal Reserve. Although it is too 
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soon to tell whether the drop in openings represents a broader trend, the decline in hires has 

raised hopes for a Fed pivot. 

 

The chart above shows the Beveridge Curve of the last four business cycles. The curves graph 

the relationship between the level of unemployment and job vacancies with the lines representing 

the underlying trend for each of the shown expansions. The points located in the upper right hand 

of the chart show a tight labor market, while the lower left hand represents a loose labor market. 

Job postings dipped below trend for the second consecutive month in August. 

 

Fed Governor Waller has suggested that a decline in openings, rather than absolute 

unemployment, could ease wage pressures and eventually reduce inflation.  Although the 

historical record does not support this assertion, there is hope that the FOMC could achieve a 

soft landing by a decline in openings rather than layoffs.  Thus, last month’s drop in openings is 

part of an experiment to see if openings, as opposed to unemployment, may allow the FOMC to 

slow the economy without a recession.   

 

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

10:00 Neel Kashkari Takes Part in Town Hall Discussion President of the Federal Reserve Bank of Minneapolis

13:45 Michael Barr Discusses New Technologies, the Fed and Inclusion Federal Reserve Board Vice Chair for Supervision

14:00 U.S. Federal Reserve Releases Meeting Minutes Federal Reserve Board

18:30 Michelle Bowman Discusses Forward Guidance as a Policy Tool Members of the Board of Governors

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 Core Machine Orders y/y Aug 9.7% 12.8% 9.7% ** Equity and bond neutral

Machine Tool Orders YoY y/y Sep P 4.3% 10.7% ** Equity bearish, bond bullish

New Zealand REINZ House Sales y/y Sep -10.9% -18.3% ** Equity bullish, bond bearish

China New Yuan Loans m/m Sep 2.470t 1.250t 1.800t ** Equity and bond neutral

Money Supply M0 y/y Sep 13.6% 14.3% 14.0% * Equity and bond neutral

Money Supply M1 y/y Sep 6.4% 6.1% 6.4% * Equity and bond neutral

Money Supply M2 y/y Sep 12.1% 12.2% 12.1% *** Equity and bond neutral

India Industrial Production y/y Aug -0.8% 2.4% 1.7% *** Equity bearish, bond bullish

CPI y/y Sep 7.4% 7.0% 7.4% *** Equity and bond neutral

EUROPE

Eurozone Industrial Production WDA y/y Aug 2.5% -2.4% 2.5% ** Equity and bond neutral

UK Industrial Production y/y Aug -5.2% 1.1% -3.2% *** Equity bearish, bond bullish

Manufacturing Production y/y Aug -6.7% 1.1% -5.2% ** Equity bearish, bond bullish

Visible Trade Balance m/m Aug -£19.257b -£19.362b -£17.594b ** Equity and bond neutral

Trade Balance m/m Aug -£7.08b -£7.793b -£5.445b ** Equity and bond neutral

Russia Current Account Balance q/q 3Q P 51.900b 76.691b 61.250b ** Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y Aug 3.9% 2.6% 2.9% *** Equity bullish, bond bearish

Manufacturing Production y/y Aug 8.1% 5.1% 5.6% * Equity bullish, bond bearish

Mexico International Reserves Weekly w/w 7-Oct $196.963b $196.918b * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 392 391 1 Up

3-mo T-bill yield (bps) 350 349 1 Up

TED spread (bps) 42 42 0 Widening

U.S. Sibor/OIS spread (bps) 384 380 4 Up

U.S. Libor/OIS spread (bps) 388 384 4 Up

10-yr T-note (%) 3.95 3.95 0.00 Up

Euribor/OIS spread (bps) 134 132 2 Neutral

Currencies Direction

Dollar Flat Up

Euro Flat Down

Yen Down Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

Bank of Korea 7-Day Repo Rate 3.000% 2.500% 3.000% On Forecast
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Weather 

The 6-10 and 8-14 day forecasts currently call for cooler-to-normal temperatures for the eastern 

third of the country, with warmer-than-normal temperatures for the rest of the country. Wetter-

than-normal conditions are anticipated throughout the Pacific region, with dry conditions 

expected in the northern Great Plains, and the Midwest. 
 

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

Tropical Storm Karl has moved into the Gulf of Mexico off the coast of Veracruz and Tabasco. 

Price Prior Change Explanation

Brent $94.96 $94.29 0.71%

WTI $89.78 $89.35 0.48%

Natural Gas $6.61 $6.60 0.21%

Crack Spread $40.47 $38.31 5.63%

12-mo strip crack $33.20 $32.41 2.42%

Ethanol rack $2.71 $2.72 -0.27%

Metals

Gold $1,671.21 $1,666.34 0.29%

Silver $19.22 $19.15 0.35%

Copper contract $344.00 $346.20 -0.64%

Grains

Corn contract $691.25 $693.00 -0.25%

Wheat contract $893.00 $901.00 -0.89%

Soybeans contract $1,374.50 $1,376.25 -0.13%

Shipping

Baltic Dry Freight 1,904            1,944            -40

Actual Expected Difference

Crude (mb) 1.8

Gasoline (mb) -2.0

Distillates (mb) -2.3

Refinery run rates (%) -1.00%

Natural gas (bcf) 127

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/11/2022 close) 
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(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 10/11/2022 close) 

 

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

Growth
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Large Cap

Emerging Markets (local currency)

US Corporate Bond

Mid Cap
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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 

 

October 6, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 10/06/2022 = 17.8x

 
 

Based on our methodology,3 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. 

 
3 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. 


