
 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO 63119 | 314.743.5090 

www.confluenceinvestment.com 

 1 

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 18, 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 up 1.8%. Chinese markets were mixed, with the Shanghai Composite 

down 0.1% from its prior close and the Shenzhen Composite up 0.4%. 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)  

• Charts Worth Noting: Contribution to CPI and the Fed’s Decision 

 

Our Comment today opens with an update on the Russia-Ukraine war, including details on the 

shooting of newly mobilized troops at a training camp in Russia and signs that Russian oligarch 

Yevgeny Prigozhin may be positioning himself to eventually push President Putin aside.  We 

next review a wide range of other international and U.S. developments with the potential to 

 

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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affect the financial markets today, including several items related to China and a discussion of 

the evolving energy crisis in Europe. 

 

Russia-Ukraine:  Russian forces, which are now on the defensive in Ukraine’s northeastern 

Donbas region and in the southern region around Kherson, continue to launch missile, artillery 

and drone strikes on residential areas and critical infrastructure across Ukraine.  The strikes 

appear to have very little direct military value, as they are apparently geared more toward 

terrorizing the population and undermining Ukrainian morale.  As one example, the strikes have 

been focused heavily on destroying Ukrainian energy infrastructure ahead of winter. 

• New details are emerging about an incident over the weekend in which three recently 

mobilized Muslim men opened fire in a Russian training camp, killing many.  The 

shooting apparently was sparked by Muslim inductees complaining that they should not 

be fighting Russia’s war, to which the camp’s commander said it was a “holy war” and 

called Allah a coward.  The Muslims opened fire to avenge the insult to Allah.  The 

incident highlights the tensions arising as the Kremlin continues trying to force ethnic 

minorities to shoulder the bulk of the burden of the war. 

• Separately, Yevgeny Prigozhin, the leader of Russia’s mercenary company known as the 

Wagner Group,  continues to openly disparage the established Russian military for its 

ineffectiveness in the war.  According to Prigozhin, the well-funded Wagner fighters are 

in a class far above the regular Russian troops, suggesting that he may be positioning 

himself as an alternative for president if Putin continues to be embarrassed by the war 

effort. 

 

Global Commodity Markets:  Anglo-Australian mining giant Rio Tinto (RIO, $55.18) warned 

that prices for iron ore and other key commodities are likely to keep falling in the near term as 

the U.S. and European economies fall into recession and Chinese housing construction continues 

to fall back.  We still think today’s geopolitical frictions will buoy commodity prices in the 

coming years, but the warning from Rio Tinto is a reminder that the asset class could still pull 

back sharply in recessionary periods. 

 

European Energy Crisis:  German Chancellor Scholz said his government will now allow the 

country’s three remaining nuclear generating plants to keep producing electricity until mid-2023 

to help get Germany through Europe’s winter energy crisis.  Longstanding plans had called for 

the plants to be shut down permanently at the end of 2022.  The decision essentially reflects a 

major backdown by the German Greens, one of the three parties in Scholz’s coalition.  The 

decision is also further evidence that nuclear energy is getting a second look now that many 

countries are facing energy shortages because of the war in Ukraine and other geopolitical 

frictions. 

• Separately, amid spreading unrest over high inflation, some 21 countries in the EU have 

now raised their minimum wages in order to help their lowest-earning citizens deal with 

higher prices for energy and other goods and services. 

• However, in most of those countries, the minimum wage hike has not been enough to 

offset overall consumer price inflation, leaving real minimum wages lower than before, 

https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-17
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-17
https://www.wsj.com/articles/russia-launches-fresh-missile-strikes-widening-attacks-on-ukrainian-power-plants-11666091361
https://www.wsj.com/articles/russia-launches-fresh-missile-strikes-widening-attacks-on-ukrainian-power-plants-11666091361
https://www.politico.eu/article/after-putin-12-people-ready-ruin-russia-next/?utm_source=POLITICO.EU&utm_campaign=d97934a1bd-EMAIL_CAMPAIGN_2022_09_29_04_12&utm_medium=email&utm_term=0_10959edeb5-d97934a1bd-190480045
https://www.ft.com/content/b5745956-7aec-4f01-9721-6cba0743b868
https://www.ft.com/content/b5745956-7aec-4f01-9721-6cba0743b868
https://www.ft.com/content/3f48c18f-0348-46b0-a082-3bf07e14e589
https://www.ft.com/content/3f48c18f-0348-46b0-a082-3bf07e14e589
https://www.wsj.com/articles/french-protests-highlight-pressure-on-european-leaders-from-energy-crisis-11666089277?mod=hp_listb_pos1
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as shown in the following chart.  The decline in minimum wage earners’ purchasing 

power will contribute to the impending recession in the EU. 

 

 
 

United Kingdom:  Although British financial markets have calmed considerably since Prime 

Minister Truss’s government backed away from its massive, debt-funded tax cuts, new reports 

suggest that the Bank of England will further delay its planned sale of billions of pounds of 

government debt beyond its current start date of October 31.  According to the reports, the 

central bank officials worry that the market for Gilts is still too unstable to launch the 

quantitative tightening program. 

 

China-United Kingdom:  Yesterday, British Prime Minister Truss  expressed concern after a 

video emerged that appeared to show a Hong Kong activist being dragged inside the Chinese 

consulate in Manchester and beaten during a protest.  The aggressive behavior by the Chinese 

diplomats will likely further strain China-U.K. relations. 

 

China:  As we receive more detail on the Communist Party’s 20th National Congress, one thing 

that strikes us is that President Xi in his opening speech Sunday called on the country’s military 

to develop faster so that it can win “regional wars.”  That marked a departure from recent years, 

when Xi typically called on the military to fight and win “wars,” with no reference to their scale.  

Reverting to China’s customary emphasis on regional wars may simply aim to focus the military 

on the potential conflict around Taiwan, but it could also be a tacit admission that China cannot 

yet hope to vanquish the U.S. and its allies in a broader conflict. 

 

United States-China:  Apple (AAPL, $142.41) has reportedly suspended plans to use memory 

chips made by China’s largest memory chip maker, Yangtze Memory Technologies Company, 

even though Yangtze had already completed the months-long verification process for Apple to 

use the chips in its newest iPhones.  The decision illustrates the impact of the new U.S 

restrictions on the involvement of U.S. persons in developing chip facilities in China, and on 

equipment and materials shipped to Chinese wafer fabricators that produce NAND flash-memory 

chips with 128 layers or more. 

https://www.ft.com/content/92a0de1a-a710-4460-8bb1-a98cb9932995
https://www.ft.com/content/92a0de1a-a710-4460-8bb1-a98cb9932995
https://www.scmp.com/news/hong-kong/law-and-crime/article/3196298/uks-liz-truss-expresses-deep-concerns-after-video?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221018&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196285&article_id_list=3196203,3196298,3196285,3196287,3196275,3196295,3196290,3196289&tc=6&CMCampaignID=218b4c47f6c6e2852758c0b0cc1da904
https://www.scmp.com/news/china/military/article/3196157/chinese-military-must-move-faster-become-world-class-fighting?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20221017&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196235&article_id_list=3196228,3196157,3196235,3196226,3196142,3196102,3196237,3196233&tc=6&CMCampaignID=307ee34911782ba7272c6a319c060335
https://www.scmp.com/news/china/military/article/3196157/chinese-military-must-move-faster-become-world-class-fighting?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20221017&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196235&article_id_list=3196228,3196157,3196235,3196226,3196142,3196102,3196237,3196233&tc=6&CMCampaignID=307ee34911782ba7272c6a319c060335
https://www.scmp.com/tech/tech-war/article/3196270/apple-drops-chinas-ymtc-memory-chip-supplier-amid-us-trade-sanctions?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221018&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196254&article_id_list=3196203,3196298,3196285,3196287,3196275,3196295,3196290,3196289&tc=29&CMCampaignID=218b4c47f6c6e2852758c0b0cc1da904
https://www.scmp.com/tech/tech-war/article/3196270/apple-drops-chinas-ymtc-memory-chip-supplier-amid-us-trade-sanctions?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221018&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3196254&article_id_list=3196203,3196298,3196285,3196287,3196275,3196295,3196290,3196289&tc=29&CMCampaignID=218b4c47f6c6e2852758c0b0cc1da904
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• The decision by Apple is a body blow to China’s dreams of building a more competitive 

memory-chip industry. 

• As such, the new U.S. technology restrictions are likely to ratchet up tensions between 

the U.S. and China.  As we have recently written, China’s likely response over time will 

probably include efforts to restrict key mineral commodity exports to the U.S. and its 

allies. 

 

U.S. Hurricane Damage:  Reinsurer Swiss Re (SSREY, $18.35) said it expects approximately 

$1.3 billion in claims from Hurricane Ian after it struck Florida last month.  The company also 

estimated that the storm caused total insured losses of between $50 billion and $65 billion, 

making it the second-most expensive storm in U.S. history after Hurricane Katrina in 2005. 

 

U.S. Economic Releases  

 

There were no economic releases prior to the publication of this report.  

 

The table below lists the economic releases and/or Federal Reserve events scheduled for the rest 

of the day. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

EST Indicator Expected Prior Rating

9:15 Industrial Production m/m Sep 0.1% -0.2% ***

9:15 Capacity Utilization m/m Sep 80.0% 80.0% **

10:00 NAHB Housing Market Index m/m Oct 43.0 46.0 **

16:00 Total Net TIC Flows m/m Aug $21.4b **

16:00 Net Long-Term TIC Flows m/m Aug $153.5b **

EST Speaker or Event

14:00 Raphael Bostic Takes Part in Workrise Panel Discussion President of the Federal Reserve Bank of Atlanta

17:30 Neel Kashkari Discusses the Economy President of the Federal Reserve Bank of Minneapolis

Economic Releases

Federal Reserve

District or Position

https://www.ft.com/content/15cffe34-a19a-4be9-af67-01a444d907ff
https://www.ft.com/content/15cffe34-a19a-4be9-af67-01a444d907ff
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Charts Worth Noting 
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Source: Bureau of Labor Statistics, 

Confluence Investment Mgt.

Contribution Chart: Annual Percent Change in CPI

 
 

On a year-over-year basis, U.S. consumer prices decelerated to an eight-month low in 

September. According to the Bureau of Labor Statistics, the Consumer Price Index (CPI) rose 

8.2% from the prior year, which is down from the previous month's reading of 8.3%. This 

slowdown in price increases was related to declines in energy and food prices. Despite the 

overall dip in headline CPI, there were signs of accelerating broad-based inflation, particularly in 

services. Shelter inflation rose to a 40-year high, while airline fares accelerated at their second-

fastest pace in history. Although we believe inflation will continue to decelerate, we are less 

confident that core inflation will fall to 5% by the end of the year.  

 

The latest CPI report will force the Fed to maintain its aggressive tightening throughout the year, 

but there is still hope for a pause in 2023. Last month's disappointing report has forced Fed 

officials to support more rate hikes to curb inflation. The most recent CME FedWatch forecast 

tool shows a near 100% chance of a 75 bps hike in November. That said, there are voices within 

the committee that would like to slow down the pace of hikes. Kansas City Fed President Esther 

George urged policymakers to raise rates at a moderate pace toward the restrictive level. 

Meanwhile, San Francisco Fed President Mary Daly would like the rate to hit 4.5% and 5.0% 

before the Fed pauses. As the economy heads toward recession, officials will be hesitant to keep 

raising rates; thus, 2023 may be the year that the Fed ends its tightening cycle.   

 

 

 

https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO 63119 | 314.743.5090 

www.confluenceinvestment.com 

 6 

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. 

 

 
 

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

New Zealand CPI y/y 3Q 7.2% 7.3% 6.5% ** Equity bearish, bond bearish

EUROPE

Eurozone ZEW Survey Expectations m/m Oct -59.7 -60.7 * Equity and bond neutral

Germany ZEW Survey Expectations m/m Oct -59.2 -61.9 -66.5 ** Equity and bond neutral

ZEW Survey Current Situation m/m Oct -72.2 -60.5 -68.5 ** Equity and bond neutral

Italy Trade Balance m/m Aug -9.569b -361m -460m ** Equity bearish, bond bullish

AMERICAS

Canada Housing Starts m/m Sep 2996k 267.4k 270.4K% ** Equity and bond neutral

Brazil FGV Inflation IGP-10 y/y Oct -1.04% -0.90% -1.04% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 374 376 -2 Up

TED spread (bps) 45 32 13 Widening

U.S. Sibor/OIS spread (bps) 397 395 2 Up

U.S. Libor/OIS spread (bps) 401 399 2 Up

10-yr T-note (%) 4.00 4.01 -0.01 Up

Euribor/OIS spread (bps) 146 140 6 Neutral

Currencies Direction

Dollar Up Up

Euro Flat Down

Yen Flat Down

Pound Down Down

Franc Flat Down
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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 and the Mid-Atlantic.   
 

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

areas expected within the next five days, in a sign that we are approaching the end to hurricane 

season.   

Price Prior Change Explanation

Brent $91.47 $91.62 -0.16%

WTI $85.25 $85.46 -0.25%

Natural Gas $6.04 $6.00 0.73%

Crack Spread $44.25 $44.56 -0.71%

12-mo strip crack $34.16 $34.31 -0.43%

Ethanol rack $2.68 $2.68 0.10%

Metals

Gold $1,652.98 $1,650.09 0.18%

Silver $18.78 $18.65 0.70%

Copper contract $337.45 $341.55 -1.20%

Grains

Corn contract $678.25 $683.50 -0.77%

Wheat contract $855.25 $861.00 -0.67%

Soybeans contract $1,379.00 $1,385.25 -0.45%

Shipping

Baltic Dry Freight 1,843            1,838            5

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -2.0

Distillates (mb) -2.0

Refinery run rates (%) -0.50%

Natural gas (bcf) 127

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/17/2022 close) 

 

-50% 0% 50% 100%

Communication Services

Consumer Discretionary

Real Estate

Technology

S&P 500

Materials

Financials

Industrials

Consumer Staples

Healthcare

Utilities

Energy

YTD Total Return

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

Consumer Staples

Energy

Healthcare

Utilities

Industrials

Materials

Financials

S&P 500

Communication Services

Technology

Real Estate

Consumer Discretionary

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 10/17/2022 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. 


