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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 14, 2022—9:30 AM EDT] Global equity markets are mostly higher today.  In 

Europe, the Euro Stoxx 50 is currently up 1.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 1.6%. Chinese markets were higher, with the Shanghai Composite up 

1.8% from its prior close and the Shenzhen Composite up 2.6%. In contrast, U.S. equity index 

futures are signaling a lower open.  

 

For Q3 S&P 500 earnings, current earnings are $56.10 per share compared to estimates of 

$55.45.  Of the 20 companies reporting thus far, 65% have exceeded expectations while 25% 

have not.  
 

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 (10/14/2022): In this week’s report we do a deep dive on the 

difficult choices facing the Biden administration in terms of dealing with Saudi 

Arabia.  We also show the sweet/sour composition of the SPR.   

• 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. Today’s Comment begins with our thoughts on yesterday's CPI report. Next, we 

discuss significant policy shifts in some of the most influential countries. Finally, we discuss 

how Russia's nuclear threat has encouraged other countries to become more pugnacious.  

 

The Market Reacts: A possible short-covering rally lifted equity prices on Thursday as 

investors digested the latest Consumer Price Index (CPI) report. 

 

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_14_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Oct_14_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Oct_14_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Oct_14_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
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• The horrible September inflation report raised the likelihood of another jumbo hike from 

the Fed in its next meeting in November. Although headline CPI decelerated from 8.3% 

to 8.2% last month, core CPI jumped from 6.1% to 6.3%. Much of the disappointment in 

the CPI report came from accelerating rent, transportation, and airline prices. The 

stronger-than-expected inflation report means that the Fed will raise its benchmark 

interest rate by at least 75 bps and possibly 100 bps next month.   

• Initially, the market viewed the report negatively, but sentiment began to change once 

investors dismissed the chance of a soft landing. All 11 of the S&P 500 sectors rose while 

bond prices fell due to concerns that the Fed will have to lift rates higher. Several theories 

exist for the equity rally, including short-covering, inflation peak expectations, and a 

possible Fed pivot. Whatever the reason for optimism, we do not expect it to last much 

longer as the economy continues to show signs of slowing. Although it's easy to assume 

that the Fed could rein in its tightening if the country falls into recession, there are Fed 

officials who are for additional hikes even during a downturn. In short, we are not 

convinced that the stock market has hit its bottom quite yet.  

• It isn't all bad when you look at the monthly data. Core goods prices were unchanged 

from the previous month thanks to a sharp drop in used autos and apparel prices. 

Meanwhile, food and energy prices are showing consistent signs of deceleration. Hence, 

much of the rise in the year-over-year change in inflation was due to base changes as 

opposed to renewed inflationary pressures. In fact, we suspect that the October CPI report 

could surprise to the downside. If we are correct, it will likely encourage Fed officials to 

signal a pause in 2023. 

 

Big Changes: Major countries are beginning to make sudden shifts in their economic and 

foreign policy agenda to cope with the challenging environment. 

• In a shock, U.K. Prime Minister Liz Truss sacked Chancellor Kwasi Kwarteng on Friday. 

The move comes after Truss was forced to make an embarrassing U-turn on major parts 

of her flagship tax plan. The new budget will eliminate the £18 billion corporate tax cut. 

Following the news of the budgetary changes on Thursday, U.K. government bonds and 

the British pound rallied. Although Truss's policy reversal will relieve the financial stress 

caused by her tax plan, there is no guarantee that the market turmoil will end after the 

BOE ends the bond purchasing program today. Additionally, there is still concern that 

Truss's leadership may be in jeopardy. 

• China will host its 20th National Party Congress on Sunday. The convention will formally 

instate Xi Jinping as President for the third consecutive time and will outline the 

country's plan for the next five years. Although the remarks have not been released, we 

expect Xi will emphasize that the country should shift its focus away from constant 

growth and toward self-dependency. The Chinese economy is facing one of the rockiest 

economic periods in recent history. It has struggled to contain a faltering real estate 

market, persistent COVID outbreaks, and isolation from the U.S. An inward-focus 

economy will benefit domestic industries, particularly in tech, and the country looks to 

aid their development through stimulus.  

https://www.reuters.com/world/uk/uk-pm-truss-determined-deliver-growth-plans-minister-2022-10-14/
https://www.bloomberg.com/news/articles/2022-10-14/xi-faces-rockiest-economy-in-decades-on-eve-of-party-congress?sref=uIvt3NFS
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• The European Central Bank officials intend to unwind the bank's balance sheet in 2023. 

As opposed to selling the bonds, members of the Governing Council prefer to let the 

bonds mature. If the bank follows through on this plan, it could lead to more financial 

stress in European Bond markets, especially as the central bank raises its policy rate. 

 

Missiles, Missiles, Missiles: Speculations of a Russian nuclear strike in Ukraine have forced 

other countries to flex their might. 

• The chance of a nuclear Armageddon is rising. EU foreign policy chief Josep Borrell 

warned Moscow that NATO countries would “annihilate” Russian forces if Putin decides 

to use nuclear weapons in Ukraine. Both Russian and NATO forces have planned nuclear 

drills. The escalation in rhetoric has led to concerns that there is a possibility of 

miscalculation. In order to mitigate that risk, French President Macron clarified that his 

country would not respond in kind in the event of a nuclear attack on Ukraine. Financial 

markets are the least of your concerns in the event of nuclear war; however, in the build-

up, commodities will benefit from the rising uncertainty.   

• Not wanting to be left out, North Korea reminded the world that it also has weapons. 

Earlier today,  it launched two ballistic missiles and sent fighter jets close to the border of 

its southern neighbor. South Korea responded to the provocative acts by scrambling its 

jets and slapping unilateral sanctions on Pyongyang. The escalation of tension on the 

Korean peninsula has flown under the radar due to the war in Ukraine. A fight between 

North and South Korea could lead to an intercontinental war in Asia as Japan, the U.S., 

and China all have vested interests in the outcome of the conflict. As a result, we think 

investors should be cautious when looking at international equities as geopolitical risks 

are still quite elevated.  

• The U.S. now believes it is battling nuclear threats in both Europe and Asia. The Biden 

administration's new National Security Strategy stated that Russia was an imminent 

concern, and that China was a long-term threat. The focus on these two countries comes 

amidst heightened tensions over Ukraine and Taiwan. The document states that the U.S. 

will not allow these countries to achieve their foreign policy objective by use of force. 

This posturing by the U.S. signals that it is prepared to invest more in its defense to take 

on its foreign challengers. The resulting increase in military spending should favor more 

aerospace and defense industries. 

o China has an estimated 350 warheads, and the Pentagon believes that number 

could ratchet up to 1000 by 2030. 

o The rising China threat has made Japanese citizens more open to U.S. military 

bases in their country.  

 

U.S. Economic Releases  

 

September retail sales were unchanged on a seasonally adjusted basis, falling short of the 

expected increase of 0.2% and much worse than the previous month’s revised increase of 0.4%.  

Of course, overall retail sales are often driven by the volatile auto and auto parts sector, which 

makes up almost one-fifth of the total. September retail sales excluding autos and auto parts were 

https://www.bloomberg.com/news/articles/2022-10-13/ecb-s-hawks-target-early-2023-to-start-unwinding-balance-sheet
https://english.alarabiya.net/News/world/2022/10/13/EU-s-Josep-Borrell-warns-Russia-West-will-annihilate-army-if-Moscow-nukes-Ukraine
https://www.reuters.com/world/asia-pacific/north-korea-launches-ballistic-missile-into-sea-skorea-military-2022-10-13/
https://www.reuters.com/world/asia-pacific/north-korea-launches-ballistic-missile-into-sea-skorea-military-2022-10-13/
https://www.politico.eu/article/france-emmanuel-macron-nuclear-attack-russia-ukraine/
https://www.politico.eu/article/france-emmanuel-macron-nuclear-attack-russia-ukraine/
https://www.reuters.com/world/asia-pacific/north-korea-launches-ballistic-missile-into-sea-skorea-military-2022-10-13/
https://www.theguardian.com/world/2022/oct/12/nuclear-weapons-russia-china-us-national-security-strategy
https://www.theguardian.com/world/2022/oct/12/nuclear-weapons-russia-china-us-national-security-strategy
https://www.scmp.com/news/asia/east-asia/article/3195936/anti-us-military-base-sentiment-japans-okinawa-dips-amid-china?module=perpetual_scroll_2&pgtype=article&campaign=3195936
https://www.scmp.com/news/asia/east-asia/article/3195936/anti-us-military-base-sentiment-japans-okinawa-dips-amid-china?module=perpetual_scroll_2&pgtype=article&campaign=3195936
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up 0.1%, beating expectations that they would fall 0.1% just as they did in August. Overall retail 

sales in September were up 8.6% from the same month one year earlier, while sales excluding 

autos and auto parts were up 9.4%.  The chart below shows how retail sales have changed since 

just before the previous recession. 

 

 
 

Separately, September import prices were down 1.2% from the previous month, versus 

expectations that they would fall 1.1% for a second straight month. Of course, import prices are 

often driven by volatility in the petroleum fuels category, and that was the case last month as 

well. September import prices excluding fuels were down 0.5%, versus their anticipated decline 

of 0.4% and their fall of 0.2% in the previous month. Overall import prices in September were up 

6.0% year-over-year, while import prices excluding fuels were up 3.7%. The chart below shows 

the year-over-year change in import prices since just before the previous recession. 
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According to the report, export prices in September were up 9.5% from one year earlier, in large 

part because of the key agriculture category. Comparing the annual change in export prices 

versus import prices provides a sense of the U.S. “terms of trade,” or the relative advantage or 

disadvantage the country is facing because of trends in international trade prices. The chart 

below compares the year-over-year change in U.S. export and import prices since just before the 

previous 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 

EST Indicator Expected Prior Rating

10:00 Business Inventories m/m Aug 0.9% 0.6% *

10:00 U. of Michigan Consumer Sentiment m/m Oct P 58.8 58.6 ***

10:00 U. of Michigan Current Conditions m/m Oct P 59.6 59.7 **

10:00 U. of Michigan Future Expectations m/m Oct P 58.3 58.0 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Oct P 4.6% 4.7% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Oct P 2.8% 2.7% *

EST Speaker or Event

10:00 Esther George Discusses the Economic Outlook President of the Federal Reserve Bank of Kansas City

10:30 Lisa Cook Discusses the Economic Outlook Member of the Board of Governors

12:15 Chris Waller Discusses Central Bank Digital Currency Member of the Board of Governors

Federal Reserve

District or Position

Economic Releases
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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 Japan Buying Foreign Bonds w/w 7-Oct -¥1,713.7b -¥886.3b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 7-Oct -¥109.7b -¥1565.6b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 7-Oct ¥879.2b ¥569.8b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 7-Oct ¥1393.9b -¥501.8b * Equity and bond neutral

Money Stock M2 y/y Sep 3.3% 3.4% 3.4% ** Equity and bond neutral

Money Stock M3 y/y Sep 2.9% 3.0% 3.0% ** Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Sep 52.0 54.9 54.8 *** Equity bearish, bond bullish

South Korea Unemployment Rate m/m Sep 2.8% 2.5% 2.7% ** Equity and bond neutral

China PPI y/y Sep 0.9% 2.3% 1.0% ** Equity and bond neutral

CPI y/y Sep 2.8% 2.5% 2.9% *** Equity and bond neutral

India Wholesale Prices y/y Sep 10.7% euro 11.4% ** Equity bullish, bond bearish

EUROPE

Eurozone Trade Balance SA m/m Aug -47.3b -34.0b 3.1% ** Equity and bond neutral

France CPI y/y Sep F 5.6% 5.6% 5.6% *** Equity and bond neutral

CPI, EU Harmonized y/y Sep F 6.2% 6.2% 6.2% ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 7-Oct 15.45t% 15.27t * Equity and bond neutral

Gold and Forex Reserves m/m 7-Oct 548.7b 540.7b *** Equity and bond neutral

AMERICAS

Canada Manufacturing Sales m/m Aug -2.0% -0.9% -0.6% ** Equity bearish, bond bullish

Wholesale Trade Sales m/m Aug 1.4% -0.6% -0.6% ** Equity bullish, bond bearish

Brazil IBGE Services Volume y/y Aug 8.0% 6.3% 6.8% * Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 401 394 7 Up

3-mo T-bill yield (bps) 360 362 -2 Up

TED spread (bps) 41 32 9 Widening

U.S. Sibor/OIS spread (bps) 394 393 1 Up

U.S. Libor/OIS spread (bps) 398 397 1 Up

10-yr T-note (%) 3.89 3.95 -0.06 Up

Euribor/OIS spread (bps) 138 136 2 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down
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Weather 

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

Rocky Mountain and Great Plains regions, with cooler-than-normal temperatures in the 

Southeast. Wetter-than-normal conditions are anticipated along the West Coast and in the 

Southwest, with dry conditions expected in the Upper Midwest.   
 

There are currently two tropical disturbances in the Gulf Coast, Caribbean, and Atlantic Ocean 

areas.  Tropical Storm Karl is now in the western Gulf of Mexico and is likely to bring heavy 

rains to the Mexican states of Veracruz and Tabasco.  A disturbance has also formed off the 

western coast of Africa, but it is assessed to have only a 20% chance of turning into a cyclonic 

formation in the next 48 hours.

Price Prior Change Explanation

Brent $93.15 $94.57 -1.50%

WTI $87.57 $89.11 -1.73%

Natural Gas $6.67 $6.74 -1.10%

Crack Spread $42.08 $43.37 -2.99%

12-mo strip crack $33.26 $34.10 -2.47%

Ethanol rack $2.69 $2.69 -0.02%

Metals

Gold $1,656.43 $1,666.37 -0.60%

Silver $18.68 $18.89 -1.14%

Copper contract $343.90 $344.05 -0.04%

Grains

Corn contract $694.00 $697.75 -0.54%

Wheat contract $884.00 $892.25 -0.92%

Soybeans contract $1,398.00 $1,395.75 0.16%

Shipping

Baltic Dry Freight 1,818            1,873            -55

Actual Expected Difference

Crude (mb) 9.9 1.0 8.9

Gasoline (mb) 2.0 -2.0 4.0

Distillates (mb) -4.9 -2.0 -2.9

Refinery run rates (%) -1.4% -1.00% -0.4%

Natural gas (bcf) 125 127 -2

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/13/2022 close) 

 

-50% 0% 50% 100%

Communication Services
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Consumer Discretionary

Technology

S&P 500

Materials

Financials

Industrials

Healthcare

Utilities

Consumer Staples

Energy

YTD Total Return

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

Consumer Discretionary

Consumer Staples

Real Estate

Industrials

Healthcare

Communication Services

Utilities

S&P 500

Materials

Technology

Energy

Financials

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 10/13/2022 close) 

 

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

Real Estate

Growth

Emerging Markets ($)

Foreign Developed ($)

Emerging Markets (local currency)

Small Cap

Large Cap

US Corporate Bond

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 

 

October 13, 2022 
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P/E as of 10/12/2022 = 17.6x

 
 

Based on our methodology,1 the current P/E is 17.6x, down 0.2x from last week.  Falling index 

values led to the decline in the multiple. 
 

 

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 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. 


