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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 17, 2022—9:30 AM EDT] Global equity markets are mostly higher today.  In 

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

Apex 50 Index closed down 0.8%. Chinese markets were higher, with the Shanghai Composite 

up 0.4% from its prior close and the Shenzhen Composite up 0.7%. U.S. equity index futures are 

signaling a higher open.  

 

For Q3 S&P 500 earnings, current earnings are $55.80 per share compared to estimates of 

$55.45.  Of the 35 companies reporting thus far, 68.6% have exceeded expectations while 22.9% 

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 (10/17/2022) (with associated podcast): “An Update on 

Bonds” 

• 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, including news of further 

progress with Ukraine’s counteroffensive to retake the Russian-held city of Kherson in the 

country’s south.  We next review a wide range of other international and U.S. developments with 

the potential to affect the financial markets today, including an ominous delay in China’s release 

of its third-quarter economic data. 

 

 

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_17_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:  The Ukrainian counteroffensive in the country’s northeastern Donbas region 

has now slowed considerably, but the latest reports indicate that the Ukrainians are launching 

significant new attacks in the southern region around the Russian-occupied city of Kherson.  

Meanwhile, Russian forces continue to launch missile, artillery, and drone strikes at military and 

civilian targets across Ukraine.  Reports also suggest that the first of Russia’s newly-mobilized 

troops have been killed in combat in Ukraine. Often, these troops have received only a few days 

of training.  That news is reportedly sparking increased popular anger in Russia, although it still 

appears that the government has control over the situation. 

 

 
 

• Meanwhile, thousands of Russian troops were deployed to Belarus over the weekend to 

join Belarussian forces arrayed on the border with Ukraine, ostensibly to help Belarus 

deter a purported Ukrainian attack.  Even though some reports suggest the new Russian 

troops arrived without artillery or vehicles, the deployment is being seen largely as a 

Russian effort to further threaten Ukraine and force it to shift troops to the Belarussian 

border and away from its successful counteroffensives in the northeast and south. 

https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-16
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-16
https://www.wsj.com/articles/kyiv-hit-by-drone-attacks-as-russia-targets-infrastructure-11665999746?mod=hp_lead_pos5
https://www.wsj.com/articles/kyiv-hit-by-drone-attacks-as-russia-targets-infrastructure-11665999746?mod=hp_lead_pos5
https://www.wsj.com/articles/russian-troops-in-belarus-spark-fears-of-new-front-for-ukraine-11665925358
https://www.wsj.com/articles/russian-troops-in-belarus-spark-fears-of-new-front-for-ukraine-11665925358
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• Also, more than a dozen missile and artillery strikes hit the Russian province of 

Belgorod, on the border with Ukraine, on Sunday alone.  The strikes almost surely were 

launched by the Ukrainian military and were meant to bring the reality of the war to 

Russian citizens. 

• Responding to reports that Russia’s latest attacks have relied heavily on Iranian-supplied 

Shahed 136 kamikaze drones, European Union foreign ministers have warned that they 

could impose new economic sanctions on Tehran if it continues to offer Russia such 

support. 

 

China:  The Chinese Communist Party opened its week-long 20th National Congress yesterday, 

during which President Xi is expected to win a precedent-breaking third term in power with a 

revamped Politburo to support him. 

• In his opening speech, Xi defended his foreign policy as a series of successes in fending 

off Western “bullying” and protectionism, but his praise was coupled with a somber 

warning that the nation must stand united behind the party to cope with a world he 

depicted as increasingly turbulent and hostile. 

• In domestic policy, Xi declined to back down from his tough, restrictive “Zero-COVID” 

policies.  With recent data pointing to new waves of infection, a new round of tough 

social-distancing restrictions is likely to be imposed soon, causing yet another pullback in 

Chinese economic activity.   

• In an ominous sign for China’s latest economic data, the government delayed publication 

of its report on third-quarter gross domestic product at the last minute.  This suggests to 

us that the growth rate is uncomfortably low, to the point where it would distract from the 

positive tenor that Xi is trying to strike in the Congress.  Continued economic weakness 

in China is likely to be a headwind for global economic growth and world financial 

markets. 

 

European Union:  Yesterday, EU commissioners agreed on a preliminary proposal to set a 

maximum “dynamic price” at which natural gas transactions can take place in the bloc over the 

next three months.  The aim is to empower the EU to intervene in cases of extreme natural gas 

prices while not hurting the security of supply or encouraging consumption.  The proposal will 

be debated by EU national leaders on Thursday and Friday before being finalized. 

 

United Kingdom:  Newly-appointed Chancellor Hunt today said that the government will 

reverse nearly all of Prime Minister Truss’s proposed tax cuts and slash her planned energy 

subsidies to restore fiscal credibility.  Hunt also warned that there will be “more difficult 

decisions” on taxes and spending in the future.  Meanwhile, the Bank of England confirmed that, 

as planned, it had ended the emergency bond buying it put in place two weeks ago to calm the 

markets following the initial release of Truss’s tax-cutting plans. 

• U.K. markets improved on the news that the government is apparently getting its fiscal 

house in order.  Benchmark 30-year Gilt prices rose, pushing their yield down to 4.36%.  

The pound also rallied, and it is currently changing hands at about $1.1303. 

https://www.nytimes.com/2022/10/16/world/europe/ukraine-russia-belgorod-donetsk.html
https://www.nytimes.com/2022/10/16/world/europe/ukraine-russia-belgorod-donetsk.html
https://www.ft.com/content/fb688526-5d09-4c03-9a43-16ccd18d4728
https://www.ft.com/content/fb688526-5d09-4c03-9a43-16ccd18d4728
https://www.nytimes.com/2022/10/16/world/asia/china-congress-xi-jinping.html
https://www.ft.com/content/7fde9d30-0754-48cd-8502-658c175cd99b
https://www.ft.com/content/7fde9d30-0754-48cd-8502-658c175cd99b
https://www.ft.com/content/2e045710-9a77-4b23-8c2e-ed40d56f10e0
https://www.ft.com/content/2e045710-9a77-4b23-8c2e-ed40d56f10e0
https://www.ft.com/content/d4f8b0c9-1c45-464b-b7d1-c1c2d37311e6
https://www.ft.com/content/d4f8b0c9-1c45-464b-b7d1-c1c2d37311e6
https://www.ft.com/content/d4f8b0c9-1c45-464b-b7d1-c1c2d37311e6
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• Despite the U-turn, Truss is now just barely hanging onto power.  Over the weekend, 

more Conservative Party members of parliament said that the prime minister’s position is 

increasingly untenable.  Most of those officials appear to expect Truss can survive only a 

few days to a few weeks. 

 

Japan:  With the yen weakening further this morning to ¥148.60, close to the psychologically 

important level of ¥150.00, Finance Minister Suzuki warned that the government would take 

bold action against any “speculative” foreign exchange moves.  The statement has left currency 

traders on the lookout for any intervention to support the yen, similar to what the government 

implemented last month. 

 

Iran:  Anti-government protests continued over the weekend, spreading to a notorious prison for 

political dissidents and foreigners.  Although the Islamic regime doesn’t appear to be threatened 

by the protests just yet, the widening unrest does pose a longer-term threat to the government. 

 

Brazil:  In their first one-on-one debate ahead of their presidential run-off election, conservative 

President Bolsonaro apparently scored several body blows against leftist Former President Luiz 

Inácio Lula da Silva over corruption and his ties to left-wing autocrats in the region.  The latest 

polling suggests Lula’s lead over Bolsonaro has narrowed to just 5%.  If Bolsonaro continues to 

make progress against Lula, we suspect the prospect of a continuing conservative government in 

Brasilia would be positive for Brazilian stocks. 

 

U.S. Economy:  In the Wall Street Journal’s latest quarterly survey of economists, 63% fully 

expect that the U.S. economy to fall into recession within the next 12 months, up from 49% in 

July.  The surveyed economists now expect the economy to contract in both the first and second 

quarters of next year.  Based on our own analyses, we agree that the economy is more likely than 

not to be in a recession sometime in the coming year. 

• The recession risk is driven in part by high inflation, especially for energy products.  The 

Energy Information Administration currently estimates it will cost $931 to warm the 

typical home that is heated with natural gas between October and March, up 28% from a 

year earlier. 

• If it gets colder than federal weather forecasters expect, heating bills could be 51% more 

than last year for homes with gas-fueled furnaces and boilers. 

 

U.S. Energy Market:  Utilities in New England are warning that they could face challenges in 

delivering electricity this winter if a surge in natural-gas demand abroad threatens to reduce the 

supplies they need to generate power. New England relies on natural-gas imports to bridge 

winter supply gaps, so it is now competing with European countries for shipments of liquefied 

natural gas.  

 

U.S. Economic Releases  

 

Manufacturing activity in New York state declined more than expected in October and remains 

in negative territory. The Empire State Manufacturing Index, which tracks general business 

https://www.ft.com/content/11c16317-a815-4b1d-8ecb-19c7c716421e
https://www.japantimes.co.jp/news/2022/10/17/business/yen-possible-intervention/
https://www.japantimes.co.jp/news/2022/10/17/business/yen-possible-intervention/
https://www.wsj.com/articles/iran-protests-spread-with-uprising-at-prison-11665932021?mod=hp_lead_pos10
https://www.ft.com/content/27e8a949-c3c8-4298-99c1-8c56c31231b1
https://www.ft.com/content/27e8a949-c3c8-4298-99c1-8c56c31231b1
https://www.wsj.com/articles/economists-now-expect-a-recession-job-losses-by-next-year-11665859869
https://www.wsj.com/articles/higher-heating-bills-poised-to-hit-u-s-households-this-winter-11665805210
https://www.wsj.com/articles/higher-heating-bills-poised-to-hit-u-s-households-this-winter-11665805210
https://www.wsj.com/articles/new-england-risks-winter-blackouts-as-gas-supplies-tighten-11665999002
https://www.wsj.com/articles/new-england-risks-winter-blackouts-as-gas-supplies-tighten-11665999002
https://www.wsj.com/articles/new-england-risks-winter-blackouts-as-gas-supplies-tighten-11665999002
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conditions, fell from -1.5 to -9.1. The reading came in below expectations of -4.3. The 

deterioration of the indicator was due to firms reporting higher input prices and lower shipments. 
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The chart above shows the six-month moving average of the Empire State Manufacturing Index. 

The moving average fell from -1.65 to -7.20. 

 

There are no further economic releases and/or Fed events scheduled for the rest of today.  
 

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. 
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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 Tertiary Industry Index m/m Aug 0.7% -0.6% 0.3% ** Equity and bond neutral

Industrial Production y/y Aug F 5.8% 5.1% *** Equity bullish, bond bearish

Capacity Utilization m/m Aug 1.2% 2.4% ** Equity bearish, bond bullish

EUROPE

Italy CPI, EU Harmonized y/y Sep F 9.4% 9.5% 9.5% *** Equity and bond neutral

UK Rightmove House Prices m/m Oct 7.8% 8.7% ** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 14-Oct 555.4b 552.5b * Equity and bond neutral

Total Sight Deposits CHF w/w 14-Oct 619.8b 639.3b * Equity and bond neutral

AMERICAS

Brazil Economic Activity Index y/y Aug 4.86% 3.87% 3.97% ** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 419 408 11 Up

3-mo T-bill yield (bps) 360 363 -3 Up

TED spread (bps) 60 45 15 Widening

U.S. Sibor/OIS spread (bps) 395 393 2 Up

U.S. Libor/OIS spread (bps) 399 398 1 Up

10-yr T-note (%) 3.92 4.02 -0.10 Up

Euribor/OIS spread (bps) 140 138 2 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Flat Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

PBOC 1-Year Med-Term Lending Facility 2.750% 2.750% 2.750% On Forecast

PBOC 1-Year Med-Term Lending (Bil.) 500.0b 400.0b 500.0b On Forecast
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Weather 

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

Mississippi River and the Great Plains, with cooler-than-normal temperatures for the rest of the 

country. Wetter-than-normal conditions are anticipated for most of the country, with drier-than-

normal conditions in New England.    
 

There are currently no tropical disturbances in the Gulf Coast, Caribbean, and Atlantic Ocean 

areas expected within the next 48 hours.  

Price Prior Change Explanation

Brent $91.94 $91.63 0.34%

WTI $85.76 $85.61 0.18%

Natural Gas $6.01 $6.45 -6.93% Supply Optimism

Crack Spread $44.26 $44.02 0.55%

12-mo strip crack $34.02 $34.12 -0.29%

Ethanol rack $2.68 $2.69 -0.18%

Metals

Gold $1,666.03 $1,644.47 1.31%

Silver $18.83 $18.28 3.03%

Copper contract $344.65 $342.35 0.67%

Grains

Corn contract $689.00 $689.75 -0.11%

Wheat contract $870.25 $859.75 1.22%

Soybeans contract $1,383.50 $1,383.75 -0.02%

Shipping

Baltic Dry Freight 1,838            1,818            20

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 10/14/2022 close) 

 

-50% 0% 50% 100%

Communication Services

Consumer Discretionary

Real Estate

Technology

S&P 500

Materials

Financials

Industrials

Utilities

Healthcare

Consumer Staples

Energy

YTD Total Return

-4.0%-3.5%-3.0%-2.5%-2.0%-1.5%-1.0%-0.5% 0.0%

Consumer Discretionary

Energy

Materials

Technology

Real Estate

S&P 500

Industrials

Consumer Staples

Financials

Communication Services

Utilities

Healthcare

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 10/14/2022 close) 
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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 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. 


