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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 21, 2022—9:30 AM EDT] Global equity markets are mostly lower today.  In 

Europe, the Euro Stoxx 50 is currently down 1.7% from its prior close. In Asia, the MSCI Asia 

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

closing up 0.1% from its prior close and the Shenzhen Composite closing down 0.2%. U.S. 

equity index futures are signaling a lower open.  

 

With 92 companies having reported so far, S&P 500 earnings for Q3 are running at $55.80 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 72.8% 

have exceeded expectations while 20.8% 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” 

 

Good morning! Today’s Comment discusses how Brexit may have paved the way for Liz Truss's 

brief stint at Downing Street. Next, we explain how the Fed’s monetary policy has forced central 

banks to accumulate greenbacks. Lastly, we conclude with an overview of countries adapting to 

the security threats posed by Russia and China.  

 

Now What? Liz Truss’s quick rise and fall in the U.K. may serve as a cautionary tale for other 

countries looking to exit from the European Union.  

● The race to succeed Liz Truss as prime minister of the United Kingdom has commenced. 

The front-runners include previously ousted Prime Minister Boris Johnson, ex-Chancellor 

 

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/
https://www.nytimes.com/2022/10/20/business/liz-truss-markets-pound.html
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of the Exchequer Rishi Sunak, and Leader of the House of Commons Penny Mordaunt. 

Given the previous prime minister's reckless fiscal policy, the markets will be hesitant to 

trust any new leader. So far, British bond yields have surged from Thursday’s low, while 

the British pound has dipped to $1.11. The new leader is expected to be picked by next 

week. 

● The new prime minister will be the country's fifth since the 2016 Brexit vote. After 

leaving the EU, the U.K. has not been able to establish its post-EU identity. The Theresa 

May government sought to blend pro-remain and pro-Brexit ideals, while Boris Johnson 

ran promoting a nationalistic agenda, and the short-lived Liz Truss wanted to bring back 

Thatcherism. The frequent shifts in identity show that the country is still unsure of how it 

will fit into the world separate from Europe. As a result, investing in the U.K. may be 

difficult as it isn't clear what direction the country will go in the next five years. 

● The swift market backlash that the U.K. faced following its decision to abandon 

economic fundamentals could lend to more support against an EU breakup. Consistently, 

Eurosceptics have argued that leaving the EU will prevent the need for draconian policies 

in favor of pro-growth policies. The recent selloffs in the British pound and bonds 

contradict these claims. Although this may not be enough to prevent Eurosceptics from 

complaining about the EU, it should be easier for the EU to push through free-market 

reforms in countries like Italy. 

 

Central Bank: U.S. monetary policy has pressured central banks to hoard USD. 

● The Federal Reserve’s hawkishness continues to grow as the central bank is determined 

to prove its inflation-fighting credentials. New Fed Governor Lisa Cook and Philadelphia 

Fed President Patrick Harker warned markets that the central bank is prepared to lift rates 

above restrictive territory and keep it there for some time. Investors responded to the 

remarks by placing bets that the Fed will raise its benchmark rate to 5% next year, which 

is 50 bps higher than median fed funds in the latest dot plots. That said, we think the talk 

is cheap. The Fed has not demonstrated that it can withstand the public scrutiny of raising 

rates during a recession. Thus, the Fed may pause sooner than the market realizes. 

● The Bank of Japan is determined to squash speculators betting against its currency. The 

central bank signaled that it would intervene in FX markets for the first time since 1990 

to prevent the yen from weakening further against the dollar. Currency chief Masato 

Kanda warned that the bank has limitless resources to protect the yen. As the largest 

holder of U.S. Treasuries, we suspect the bank could liquidate its holding to prop up the 

currency. Although this would be a temporary fix, the move would be another example of 

how reluctant the BOJ is to remove monetary accommodation to combat inflation.  

○ The sale of U.S. Treasuries can lead to complications in the international banking 

system. For example, central banks' usage of the Overnight Reverse Repo Facility 

retreated to $330 billion in the period ending October 19, down from an all-time 

high of $333 billion. The drop suggests that foreign central banks are withdrawing 

some of their cash holdings at the New York Fed. The lack of cash could make it 

harder for repo transactions to take place for financial firms facing a liquidity 

crunch. 

https://www.bloomberg.com/news/articles/2022-10-20/fed-s-cook-says-ongoing-rate-hikes-needed-to-curb-inflation?sref=uIvt3NFS
https://www.reuters.com/markets/us/feds-harker-says-high-inflation-calls-more-rate-hikes-2022-10-20/
https://www.reuters.com/markets/us/feds-harker-says-high-inflation-calls-more-rate-hikes-2022-10-20/
https://www.ft.com/content/963bc01e-c81a-462c-ac2b-ef838cb8bc39
https://ticdata.treasury.gov/Publish/mfh.txt
https://ticdata.treasury.gov/Publish/mfh.txt
https://www.newyorkfed.org/markets/data-hub
https://www.newyorkfed.org/markets/data-hub
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● To accommodate the need for greenbacks, the Federal Reserve set up a series of USD 

swaps with its prominent central bank counterparts. The Fed will give the swap lines to 

the Bank of Canada, the Bank of England, the Bank of Japan, the European Central Bank, 

and the Swiss National Bank. The measure should help alleviate liquidity problems 

abroad as banks cope with tighter financial conditions. Although this is a positive step 

forward, we still believe that the international banking system may be susceptible to runs 

in the event of a financial crisis. 

 

The Geo-Poly Shuffle: Threats from Russia and China have forced Western countries to rethink 

their alliances.  

● The U.S. is one step closer to removing sanctions on Venezuelan oil. The political 

opposition in Venezuela has discussed plans to wind down its support of Juan Guaidó’s 

claim of being the country’s legitimate leader. The move could pave the way for 

Maduro's government to sell its crude overseas again. Venezuela has an oil production 

capacity of 1 mbpd. The U.S.'s decision to work with an authoritarian government 

suggests it feels pressure to fill the supply gap left by Russia.  

● Japan and Australia will discuss improving defensive ties as they look to counter China's 

influence throughout the Indo-Pacific. Beijing's increased assertiveness over the South 

China Sea and Taiwan has made the partnership vital. The countries plan on sharing 

military intelligence and working on joint projects to build wartime technology. Tensions 

in the Pacific have been overshadowed by the war in Ukraine, but we believe that a 

conflict could break out within this region in the next five to ten years. Fighting in the 

area can potentially disrupt over $5.3 trillion of annual global trade. Hence, investors 

should be sensitive to any hostilities within the region. 

• The Ukraine war continues to cause divisions within the European Union. Although the 

countries could agree to gas-price caps, it will not come easy. Germany, probably the 

most dependent on Russian energy, has decided to drop their opposition to the cap, albeit 

while kicking and screaming. However, the lack of unity around this issue shows that the 

members may not be fully cohesive in their efforts to cut themselves off entirely from 

Russia.   

 

U.S. Economic Releases  

 

There have been no major economic releases in the U.S. so far today.  The table below lists the 

economic releases and/or Federal Reserve events scheduled for the rest of the day. 

 

 
 

 

EST Indicator Expected Prior Rating

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

EST Speaker or Event

9:10 John Williams Makes Opening Remarks at Careers Event President of the Federal Reserve Bank of New York

9:40 Charles Evans Speaks at Community Banking Symposium President of the Federal Reserve Bank of Chicago

Federal Reserve

District or Position

Economic Releases

https://www.ft.com/content/f89dbadf-e1cd-4011-9481-f17796ecedc0
https://www.ft.com/content/f89dbadf-e1cd-4011-9481-f17796ecedc0
https://www.ft.com/content/2f6f2e4f-8a2e-4b7d-9203-3debbec52e54
https://www.ft.com/content/2f6f2e4f-8a2e-4b7d-9203-3debbec52e54
https://www.ft.com/content/37d6ddc7-589b-4e92-9851-3b4b139f02e4
https://www.jstor.org/stable/resrep22586.30?seq=2#metadata_info_tab_contents
https://www.ft.com/content/80aea0bf-2d05-4292-8542-e07929fc663b
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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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan National CPI y/y Sep 3.0% 3.0% 2.9% *** Equity and bond neutral

National CPI Ex-Fresh Food y/y Sep 3.0% 2.8% 3.0% ** Equity and bond neutral

National CPI Ex-Fresh Food & Energy y/y Sep 1.8% 1.6% 1.8% * Equity and bond neutral

New Zealand Trade Balance NZD m/m Sep -1.615b -2.447b -2.625b ** Equity and bond neutral

Exports NZD m/m Sep 6.03b 5.48b 5.29b ** Equity and bond neutral

Imports NZD m/m Sep 7.64b 7.93b 7.92b ** Equity and bond neutral

Credit Card Spending y/y Sep 34.1 29.4% 29.3% * Equity bullish, bond bearish

South Korea PPI y/y Sep 8.0% 8.4% 8.2% ** Equity and bond neutral

EUROPE

UK Retail Sales y/y Sep -6.9% -5.4% -5.6% *** Equity bearish, bond bullish

Retail Sales Ex-Auto Fuel y/y Sep -6.2% -5.0% -5.3% ** Equity bearish, bond bullish

Public Finances (PSNCR) m/m Sep 10.1b 5.3b * Equity bearish, bond bullish

Public Sector Net Borrowing m/m Sep 19.2% 11.1b 8.6b * Equity bearish, bond bullish

PSNB ex Banking Groups m/m Sep 20.0b 11.8b 9.3b ** Equity bearish, bond bullish

Switzerland M3 Money Supply y/y Sep 0.1% -0.1% -0.3% ** Equity and bond neutral

Russia Gold and Forex Reserves m/m 14-Oct 544.4b 548.7b *** Equity and bond neutral

Money Supply, Narrow Definition w/w 14-Oct 15.62t 15.45t * Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Aug 0.7% -2.5% -2.2% ** Equity bullish, bond bearish

Retail Sales Ex-Autos m/m Aug 0.7% -3.1% -2.5% ** Equity bullish, bond bearish

Mexico Retail Sales y/y Aug 4.7% 5.0% 5.7% *** Equity bearish, bond bullish
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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) 428 424 4 Up

3-mo T-bill yield (bps) 388 389 -1 Up

TED spread (bps) 40 35 5 Widening

U.S. Sibor/OIS spread (bps) 406 404 2 Up

U.S. Libor/OIS spread (bps) 410 408 2 Up

10-yr T-note (%) 4.30 4.23 0.07 Up

Euribor/OIS spread (bps) 150 146 4 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Price Prior Change Explanation

Brent $92.66 $92.38 0.30%

WTI $84.79 $84.51 0.33%

Natural Gas $5.17 $5.36 -3.56% Gasoil Supply Optimism

Crack Spread $33.91 $40.97 -17.24% Declining Crude Prices

12-mo strip crack $31.99 $32.79 -2.44%

Ethanol rack $2.79 $2.74 1.53%

Metals

Gold $1,623.73 $1,628.02 -0.26%

Silver $18.37 $18.67 -1.61%

Copper contract $337.60 $341.05 -1.01%

Grains

Corn contract $680.25 $684.00 -0.55%

Wheat contract $838.50 $849.25 -1.27%

Soybeans contract $1,389.50 $1,400.00 -0.75%

Shipping

Baltic Dry Freight 1,837            1,871            -34

Actual Expected Difference

Crude (mb) -1.7 2.5 -4.2 Demand pessimism

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) 111 108 3

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts currently call for cooler-than-normal temperatures throughout 

the far West, with warmer-than-normal temperatures along the East Coast. Wetter-than-normal 

conditions are anticipated for the Pacific Northwest and the Southeast, with drier-than-normal 

conditions in the Southwest and Great Plains.   
 

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 10/20/2022 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 10/20/2022 close) 

 

-40% -30% -20% -10% 0% 10% 20%

Real Estate

Growth
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Small Cap

Large Cap
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Value
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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 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. 


