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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 20, 2022—9:30 AM EDT] Global equity markets are mixed today.  In 

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

Apex 50 Index closed down 1.3%. Chinese markets were lower, with the Shanghai Composite 

down 0.3% from its prior close and the Shenzhen Composite down 0.5%. U.S. equity index 

futures are signaling a higher open.  

 

For Q3 S&P 500 earnings, current earnings are $55.70 per share, compared to estimates of 

$55.45.  Of the 70 companies reporting thus far, 72.9% have exceeded expectations while 20.0% 

have fallen short of expectations.  
 

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 (10/20/2022): In this week’s report we update the situation 

with the SPR and recap the weekly data.   

• Asset Allocation Quarterly – Q4 2022 (10/18/2022): Discussion of our asset allocation 

process, Q4 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” 

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

 

Good morning! Today’s Comment begins with our explanation as to why unorthodox policies 

can lead to currency weakness. Next, we discuss how the possibility of a withdrawal of Western 

support could help end the war in Ukraine. We end the report with our thoughts on rising 

inflation's impact on earnings and its implications for economic growth.  

 

It’s the Economy: Japan and the U.K. are facing backlash as the countries' unorthodox policies 

continue to stir controversy. 

 

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_20_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Oct_20_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q422.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/
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● U.K. Prime Minister Liz Truss was forced to resign from her position on Thursday. 

Truss's failed attempt to push through a controversial set of tax cuts designed to stimulate 

the economy has led her party members to question her leadership. Her removal from 

office led to a rally in the pound, but we suspect that uncertainty over her possible 

replacement could lead to a reversal. Additionally, another reshuffling of the party's 

leader may erode Tory support among the general populace. The resulting chaos has led 

rival parties to call for new elections. The latest polls show that the Labour party would 

be heavily favored if there were another election.  

● The 10-year yield on Japanese Government Bonds exceeded the Bank of Japan's target on 

Thursday, forcing the bank to intervene. The BOJ offered to buy an unlimited amount of 

10-year notes at 0.25%. The surprise action helped push the yen to 150 per dollar, a 

multi-decade low. It is unclear whether the Bank of Japan will end its ultra-low policy 

accommodation; however, it is becoming clear that the market believes it has no other 

choice.  

○ In the meantime, the bank may be forced to offload some of its U.S. Treasury 

holdings as it looks to recoup dollars to meet its cash needs. Thus, this situation 

could further worsen the U.S. government’s securities liquidity problem within 

the banking system. 

● Market pushback against Japan and the U.K. may explain why central banks may be 

hesitant to end policy tightening prematurely. As the impossible trinity shows, a central 

bank has three policy options: fixed exchange rate, sovereign monetary policy, and free 

capital flow, but it can only choose two. Because Japan and the U.K. have decided to 

maintain the latter two, they are forced to grapple with sudden changes in their exchange 

rates when they go against the market. This problem is particularly an issue as the Fed 

raises rates because it gives investors a higher-yielding and safer alternative. As a result, 

we suspect global tightening will likely continue as long as the Fed feels it is appropriate 

to continue raising rates.  

 

Higher Prices, Higher Profits: Rising inflation has helped boost earnings; however, this trend 

is unlikely to last forever. 

● High inflation figures in the U.K., Canada, and the Eurozone suggest more global 

monetary tightening is on the way. The September Consumer Price Index rose 10.1% 

from the prior year in the U.K. and 6.5% for the same period in Canada. Meanwhile, the 

revised CPI report for the Eurozone showed prices rising 9.9% since September 2021, 

down 0.1% from the previous report. The persistent inflationary pressures will force 

central banks to raise rates to restore price stability. These three countries control half of 

the world's six most traded currencies. As a result, foreign countries that repay debt using 

these currencies could see their interest payments increase due to the fluctuation in 

exchange rates.  

● U.S. firms still have significant pricing power. On Wednesday, consumer goods 

companies Procter & Gamble (PG, $130.14) and Nestle (NSRGY, $105.70) posted 

better-than-expected earnings thanks to price increases. These companies' ability to push 

costs onto consumers suggests that inflation may be stickier than initially thought. This 

relationship is exemplified when comparing the prices paid by retail producers for food 

https://www.ft.com/content/b115f85c-a1ff-47ab-90cc-3425ab377406
https://www.ft.com/content/b115f85c-a1ff-47ab-90cc-3425ab377406
https://www.bloomberg.com/news/articles/2022-10-17/labour-leads-tories-by-36-points-in-poll-in-fresh-blow-to-truss?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-10-17/labour-leads-tories-by-36-points-in-poll-in-fresh-blow-to-truss?sref=uIvt3NFS
https://www.yahoo.com/now/boj-announces-unscheduled-bond-buying-011958465.html
https://www.yahoo.com/now/boj-announces-unscheduled-bond-buying-011958465.html
https://www.bloomberg.com/news/articles/2022-10-06/us-treasuries-liquidity-problem-exposes-fed-to-biggest-nightmare?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-10-06/us-treasuries-liquidity-problem-exposes-fed-to-biggest-nightmare?sref=uIvt3NFS
https://en.wikipedia.org/wiki/Impossible_trinity
https://www.ft.com/content/e5e3f15a-8099-45cc-a5d6-a7fa685917c3
https://www.investopedia.com/trading/most-tradable-currencies/
https://www.investopedia.com/trading/most-tradable-currencies/
https://www.ft.com/content/af9d41c0-b188-47dd-9660-b148bbd111fe
https://www.ft.com/content/af9d41c0-b188-47dd-9660-b148bbd111fe
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and alcohol and the prices paid by consumers for the same goods. We expect that the 

economic slowdown and margin contraction will not sustain the current price trend. Thus, 

we do believe that inflation could be heading down faster than most investors realize.  

 

 
 

● As inflation becomes more of a problem, central banks will respond by raising rates. The 

Federal Reserve has already increased its benchmark rate by 300 bps this year and could 

hike it by at least another 100 bps by December. Although the Bank of England and the 

European Central Bank have not tightened as aggressively as the Fed, both banks are 

expected to have similar hikes. Moreover, tightening financial conditions will worsen the 

economic slowdown and hurt company profits. We believe that as global growth slows 

and inflation remains high, it will be favorable for commodities. 

 

Under Pressure: Despite Ukraine's recent successes on the battlefield, it is now facing political 

headwinds from the West. 

● As the U.S. prepares for midterm elections, Kyiv frets over whether it can rely on 

American aid to sustain its war efforts. On Wednesday, House Minority Leader Kevin 

McCarthy warned that if Republicans take over the House, Congress will not write 

Ukraine a blank check to help fight its war. This message caught many Ukrainian 

officials off-guard as it had received previous assurances from the lawmaker that nothing 

would change if Republicans won. The lack of U.S. support will make it difficult for 

Ukraine to maintain its current momentum. As a result, Ukraine forces may look to 

consolidate their territorial gains now.   

● Meanwhile, energy supply constraints could weaken the European Union’s support for 

Ukraine. In Italy, the likely new Prime Minister Giorgia Meloni is expected to navigate 

the EU's third-largest economy away from the economic abyss. Although she favors 

aiding Ukraine in its war efforts, her likely coalition partners, Silvio Berlusconi and 

https://www.ft.com/content/188401b5-229e-490a-9254-42167735d030
https://www.ft.com/content/188401b5-229e-490a-9254-42167735d030
https://www.nytimes.com/2022/10/18/world/europe/berlusconi-italy-right-wing.html


 

 

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

www.confluenceinvestment.com 

 4 

Matteo Salvini, do not, especially if it means no Russian gas for Italy. The lack of unity 

around this issue suggests that Italy may not be much help to Ukraine.  

○ The German Chancellor Olaf Scholz expressed concern over implementing an 

EU-wide cap on gas prices. He warned that the plan could backfire. Although not 

a surprise, given Deutschland's dependence on Russian energy, his comments 

reflect a growing hesitancy among EU members to support Ukraine. 

In short, an indefinite war for Ukraine may be out of the question. If it wants to continue 

fighting, it needs to tighten its fiscal belt now because it cannot rely on the West's support in the 

future, especially as these countries head toward recession. That said, there is a silver lining. 

Ukraine could be forced to the negotiating table next year, in which it may have to accept some 

territorial losses in order to maintain its sovereignty. If we are right, the situation could pave the 

way for Russian commodities to enter the market, thus providing much relief for struggling 

countries. At the same time, EU energy consumers can never look at Russian supplies the same 

way again. Even if Russian oil and gas returns to Europe, there will still be an incentive for 

redundant supply sources. It would not be inconceivable to see quotas on Russian oil and gas 

flows. Thus, even if the hostilities end, the reverberations will continue. 

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending October 15 fell to a seasonally 

adjusted 214,000, much better than the expected level of 233,000 and the previous week’s 

revised level of 226,000.  Nevertheless, the four-week moving average of initial claims, which 

helps smooth out some of the volatility in the series, rose to 212,250.  In addition, the number of 

people continuing to draw benefits in the week ending October 8 rose to 1.385 million, above the 

anticipated reading of 1.378 million and much higher than the prior week’s revised reading of 

1.364 million.  Overall, the recent claims’ reports could be interpreted as pointing to a modest 

weakening in labor demand.  The chart below shows how initial jobless claims have fluctuated 

since just before the prior recession.  The chart is truncated through much of the pandemic period 

because of the extremely high level of claims at that time. 

 
 

https://www.nytimes.com/2022/10/18/world/europe/berlusconi-italy-right-wing.html
https://www.bloomberg.com/news/articles/2022-10-20/germany-s-scholz-warns-eu-gas-price-cap-could-crimp-supplies?sref=uIvt3NFS
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To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since mid-2021. 

 

 
 

Separately, the Philadelphia FRB said its October Manufacturing Activity Index rose slightly to a 

seasonally adjusted -8.7, compared with the previous month’s reading of -9.9 but lower than the 

expected reading of -5.0.  Since the Philly Fed Index is designed so that positive readings point 

to expanding activity, the October reading still suggests mid-Atlantic manufacturing is in 

contraction.  The following chart shows how the index has fluctuated since just before the prior 

recession. 

 

 
 

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

of the day. 
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Charts Worth Noting 

 

EST Indicator Expected Prior Rating

10:00 Existing Home Sales (monthly change) m/m Sep 4.70m 4.80m **

10:00 Existing Home Sales (annualized selling rate) m/m Sep -2.1% -0.4% ***

10:00 Leading Economic Indicators m/m Sep -0.3% -0.3% ***

14:00 Monthly Budget Statement m/m Sep -$424.0t -$64.9b **

EST Speaker or Event

12:00 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

13:30 Philip Jefferson Makes Opening Remarks at Careers Event Member of the Board of Governors

13:45 Lisa Cook Speaks on Panel at Careers Event Member of the Board of Governors

14:05 Michelle Bowman Has Opening Remarks at Community Development Members of the Board of Governors

Federal Reserve

District or Position

Economic Releases
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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 between 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.   

 

 

 

Foreign Economic News 

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

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Bonds w/w 14-Oct ¥389.9b -¥1713.7b -¥1698.2b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 14-Oct -¥182.0b -¥109.7b -¥108.7b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 14-Oct ¥419.9b ¥879.2b -¥879.3b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 14-Oct ¥408.8b ¥1393.9b ¥1392.8b * Equity and bond neutral

Trade Balance m/m Sep -¥2094.0b -¥2817.3b -¥2154.7b *** Equity and bond neutral

Exports m/m Sep 28.9% 22.1% 26.6% * Equity bullish, bond bearish

Imports m/m Sep 45.9% 49.9% 44.9% * Equity and bond neutral

Australia NAB Business Confidence m/m 3Q 9 5 ** Equity bullish, bond bearish

Australia Employment Change m/m Sep 25.0k 33.5K 36.3k *** Equity bearish, bond bullish

Unemployment Rate m/m Sep 3.5% 3.5% 3.5% *** Equity and bond neutral

Participation Rate m/m Sep 66.6% 66.6% 66.6% ** Equity and bond neutral

EUROPE

Germany PPI y/y Sep 45.8% 45.8% 45.4% ** Equity and bond neutral

France Business Confidence m/m Oct 102 102 101 ** Equity and bond neutral

Manufacturing Confidence m/m Oct 103 102 100 * Equity and bond neutral

Switzerland Real Exports m/m Sep 0.4% 2.1% 1.6% * Equity bearish, bond bullish

Real Imports m/m Sep 0.9% 1.3% 1.7% * Equity bearish, bond bullish

Russia PPI y/y Sep 3.8% 5.4% ** Equity and bond neutral
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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. 
 

 
 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 424 423 1 Up

3-mo T-bill yield (bps) 386 389 -3 Up

TED spread (bps) 38 34 4 Widening

U.S. Sibor/OIS spread (bps) 405 400 5 Up

U.S. Libor/OIS spread (bps) 409 404 5 Up

10-yr T-note (%) 4.12 4.14 -0.02 Up

Euribor/OIS spread (bps) 146 146 0 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 Loan Prime Rate 3.650% 3.650% 3.650% On Forecast

PBOC 5-Yr Prime Rate 4.300% 4.300% 4.300% On Forecast

Price Prior Change Explanation

Brent $93.96 $92.41 1.68%

WTI $87.50 $85.55 2.28% Supply Pessimism

Natural Gas $5.46 $5.46 -0.05%

Crack Spread $41.29 $41.28 0.03%

12-mo strip crack $33.42 $33.24 0.56%

Ethanol rack $2.69 $2.69 0.12%

Metals

Gold $1,637.51 $1,629.44 0.50%

Silver $18.70 $18.46 1.30%

Copper contract $339.05 $331.80 2.19%

Grains

Corn contract $681.25 $678.25 0.44%

Wheat contract $850.50 $841.25 1.10%

Soybeans contract $1,381.00 $1,372.50 0.62%

Shipping

Baltic Dry Freight 1,871            1,875            -4

Actual Expected Difference

Crude (mb) -1.7 2.5 -4.2

Gasoline (mb) -0.1 -2.0 1.9

Distillates (mb) 0.1 -2.0 2.1

Refinery run rates (%) -0.4% -0.40% 0.0%

Natural gas (bcf) 103 -103

Energy Markets

DOE Inventory Report
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Weather 

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

Midwest and along the East Coast, with cooler-than-normal temperatures centered in the Rocky 

Mountains. Wetter-than-normal conditions are anticipated for the Pacific Northwest and the 

Southeast, with drier-than-normal conditions in the Southwest.   
 

No tropical disturbances are expected in the coming days in the Gulf Coast, Caribbean, and 

Atlantic Ocean areas, in a sign that we are approaching the end of hurricane season.   
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Data Section 
 

U.S. Equity Markets – (as of 10/19/2022 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 10/19/2022 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 20, 2022 
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P/E as of 10/19/2022 = 17.6x

 
 

Based on our methodology,1 the current P/E is 17.6x, unchanged from last week. 
 

 

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. 


