
 

 

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 25, 2022—9:30 AM EDT] Global equity markets are mixed today.  In 

Europe, the Euro Stoxx 50 is currently down 0.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.4%. Chinese markets were mixed, with the Shanghai Composite 

closing relatively unchanged from its prior close and the Shenzhen Composite closing down 

0.5%. U.S. equity index futures are signaling a flat open.  

 

With 106 companies having reported so far, S&P 500 earnings for Q3 are running at $55.70 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 71.7% 

have exceeded expectations while 21.7% 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 (10/24/2022) (with associated podcast) “Defining 

Deglobalization” 

• 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 Bi-Weekly (10/17/2022) (with associated podcast): “An Update on 

Bonds” 

 

Our Comment today opens with an update on the Russia-Ukraine war, where Russia appears to 

have ratcheted down its recent missile, air, and drone attacks as it runs low on its inventory of 

weapons.  We next review a wide range of other international and U.S. developments with the 

potential to affect the financial markets today, including further fallout from China’s recent 

Communist Party conference and the installation of a new prime minister in the U.K. 

 

Russia-Ukraine:  As Ukrainian forces continue to slowly press the Russians back in the 

northeastern Donbas region and the southern Kherson region, Russian forces continue to attack 

Ukrainian civilian infrastructure targets with missile, air, and kamikaze drone attacks.  However, 

Ukrainian officials report that the scale of the Russian strikes on Monday was markedly smaller 

than in previous days, probably because the Russians have now depleted much of their stockpiles 

of missiles and drones and because the attacks have proven largely inconsequential. 

 

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_24_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/wp-content/uploads/AAW_Oct_17_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-24
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-24
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• Meanwhile, Russian military officials continue to push their misinformation campaign 

claiming that Ukraine plans to detonate a “dirty bomb” consisting of a conventional 

explosive laced with radioactive material. 

o The Russian misinformation campaign is being taken mostly as a threat that 

Russia plans to use such a weapon itself. 

o All the same, U.S. officials said they had detected no signs that Russia is planning 

to use nuclear arms, and therefore had no reason to raise the alert level of U.S. 

nuclear forces. 

• Meanwhile, financier Yevgeny Prigozhin continues to build a power base that could put 

him in position to challenge President Putin’s authority.  Besides lambasting Russia’s 

uniformed military, Prigozhin’s Wagner Company mercenaries continue to threaten 

Ukraine’s hold on the Donbas city of Bakhmut, even as Prigozhin begins to build his own 

volunteer battalion. 

 

EU Energy Crisis:  European natural gas prices have dropped below €100 per megawatt hour 

this week for the first time since Russia slashed supplies earlier this summer.  The drop reflects 

the unexpectedly warm weather and the fact that the EU’s gas storage facilities are now close to 

full, easing concerns about winter shortages. 

• The drop in energy prices is a welcome development that has the potential to pull down 

inflation and minimize the impending recession in Europe. 

• All the same, the EU still faces much worse conditions than it did in recent years, 

especially if weather patterns turn negative again. 

• More broadly, EU energy ministers are meeting in Luxembourg today to continue 

hashing out a potential price cap on natural gas, and to consider a longer-term change in 

the EU’s energy-pricing mechanism. 

 

China:  Chinese stocks stabilized today following foreign investors’ scrambling for the exits on 

Monday after President Xi’s election to a norm-breaking third term in office and his tightened 

political grip on the country.  However, the renminbi has lost another 0.6% against the greenback 

to trade at 7.3084 per dollar.  At that rate, the Chinese currency has now lost a whopping 12.8% 

year-to-date. 

 

https://taskandpurpose.com/news/dirty-bomb-ukraine-russia-explainer/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.airandspaceforces.com/officials-us-nuclear-posture-unchanged-despite-russian-dirty-bomb-claims/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.airandspaceforces.com/officials-us-nuclear-posture-unchanged-despite-russian-dirty-bomb-claims/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.airandspaceforces.com/officials-us-nuclear-posture-unchanged-despite-russian-dirty-bomb-claims/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.ft.com/content/8d2d1e54-b2b7-4213-a1c4-daf9d42884cc
https://www.ft.com/content/8d2d1e54-b2b7-4213-a1c4-daf9d42884cc
https://www.scmp.com/business/china-business/article/3197176/chinese-stocks-foment-recovery-jpmorgan-says-buy-amid-elevated-bets-among-short-sellers?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20221025&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3197127&article_id_list=3197149,3197139,3197178,3197168,3197160,3197143,3197181,3197148&tc=26&CMCampaignID=ecc94e7719f09743e459a4f422ea3207
https://www.scmp.com/business/china-business/article/3197176/chinese-stocks-foment-recovery-jpmorgan-says-buy-amid-elevated-bets-among-short-sellers?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20221025&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3197127&article_id_list=3197149,3197139,3197178,3197168,3197160,3197143,3197181,3197148&tc=26&CMCampaignID=ecc94e7719f09743e459a4f422ea3207
https://www.ft.com/content/beb82d8b-e0f4-49f6-8848-02f65b71a1b4
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Turkey:  In recent years, in a move largely unnoticed by investors around the world, Turkey has 

become a key supplier of advanced military goods, particularly drones and other autonomous 

weapons.  In the latest development, a Turkish defense firm has been awarded government 

subsidies to produce one of the world’s first viable long-range, unmanned helicopters known as 

the Alpin.  Once the drone chopper is field tested and combat proven, the government plans to 

export the Alpin worldwide. 

 

South Korea-North Korea:  South Korean President Yoon Suk-yeol warned that North Korea 

has now completed preparations for its seventh nuclear test.  If North Korea goes ahead with the 

test, it would be the first such provocation since 2017 and would likely touch off a new 

geopolitical crisis and further sanction efforts against Pyongyang. 

 

United Kingdom:  Many British pension funds and the companies that manage their “liquidity 

driven investment” programs are reportedly amending their contracts to allow the funds to post 

liquid assets other than cash, such as government bonds, when they have to provide collateral to 

hedge their positions in the market. 

• The need to sell Gilts was a key reason for the spike in British interest rates and the fall 

of former Prime Minister Truss after she released a budget-busting series of tax cuts and 

spending hikes last month.  If enough pension funds amend their credit support 

documentation, it could make the British financial system less susceptible to a future run 

on Gilts. 

• Separately, Rishi Sunak today formally became Britain’s new prime minister, succeeding 

Truss.  Next week, Sunak’s government intends to release a new fiscal plan aiming to 

reassure investors that Britain’s debt is under control.  In his speech today, Sunak said he 

would act with “compassion” but that he would not let future generations pay for debt 

that “we are too weak to pay ourselves.” 

 

U.S. Semiconductor Industry:  Pat Gelsinger, the CEO of Intel (INTC, $27.18), said at a 

conference that recently imposed U.S. restrictions on semiconductor-industry exports to China 

https://www.defensenews.com/global/europe/2022/10/24/turkish-firm-developing-countrys-first-unmanned-helicopter/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.defensenews.com/global/europe/2022/10/24/turkish-firm-developing-countrys-first-unmanned-helicopter/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.japantimes.co.jp/news/2022/10/25/asia-pacific/north-korea-nuclear-test-preparations-complete/
https://www.japantimes.co.jp/news/2022/10/25/asia-pacific/north-korea-nuclear-test-preparations-complete/
https://www.ft.com/content/5b99578b-bbc2-4b33-8b8a-b8575be52175
https://www.ft.com/content/5b99578b-bbc2-4b33-8b8a-b8575be52175
https://www.politico.eu/article/rishi-sunak-united-kingdom-liz-truss-britain-latest-prime-minister/?utm_source=POLITICO.EU&utm_campaign=335119b427-EMAIL_CAMPAIGN_2022_10_25_04_01&utm_medium=email&utm_term=0_10959edeb5-335119b427-190480045
https://www.ft.com/content/465f2031-84ba-4faa-9f46-c3265166d973
https://www.wsj.com/articles/intel-ceo-calls-new-u-s-restrictions-on-chip-exports-to-china-inevitable-11666651380?mod=hp_lead_pos7
https://www.wsj.com/articles/intel-ceo-calls-new-u-s-restrictions-on-chip-exports-to-china-inevitable-11666651380?mod=hp_lead_pos7
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were a necessary shift in supply chains as the U.S. seeks to maintain technological leadership in 

its competition with China. 

 

U.S. Fiscal Policy:  Data late last week showed that the federal budget deficit for the fiscal year 

ending September 30 came in at $1.375 trillion, down from the deficit of $2.772 trillion in the 

previous fiscal year.  The report showed that the improvement in the deficit mostly stemmed 

from a 21.0% surge in revenues as the recovering economy boosted tax receipts.  In contrast, 

federal outlays declined 8.0% as many pandemic relief programs got scaled back. 

 

 
 

U.S. Economic Releases  

Two sets of home price data were released this morning.   

 

The Federal Housing Finance Agency (FHFA) released its home price data for August.  

Residential prices slipped for the second consecutive month as housing affordability continues to 

pushout potential buyers. According to the Federal Housing Finance Agency, national home 

prices fell 0.7% from the prior month. The reading was below estimates of a decline of 0.6%.  

 

https://www.wsj.com/articles/intel-ceo-calls-new-u-s-restrictions-on-chip-exports-to-china-inevitable-11666651380?mod=hp_lead_pos7
https://www.wsj.com/articles/federal-deficit-could-widen-as-economy-slows-borrowing-costs-rise-11666350004
https://www.wsj.com/articles/federal-deficit-could-widen-as-economy-slows-borrowing-costs-rise-11666350004
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This above chart shows the yearly change in this series.  Although the data series is rather short, 

the current decline is unusually rapid. 

 

The bearish housing sentiment was also mirrored in data collected by the Standard & Poor’s. 

According to its CoreLogic Index, national home prices rose 13.0% from the prior year, while 

the top 20 cities saw an increase of 13.1%, versus expectations of a 14.1% rise.  

 

-20

-16

-12

-8

-4

0

4

8

12

16

20

24

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

S&P CoreLogic Home Prices

Sources:  Haver Analytics, 

Confluence Investment Mgt.

y/
y%

 
 

The chart above shows the annual change in the S&P CoreLogic index for the country and the 

major cities.  

 



 

 

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

www.confluenceinvestment.com 

 6 

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 

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. 

 
 

EST Indicator Expected Prior Rating

9:00 FHFA House Price Index m/m Aug -0.60% -0.60% ***

10:00 Conf. Board Consumer Confidence m/m Oct 108.0 105.9 ***

10:00 Conf. Board Expectations m/m Oct 80.3 **

10:00 Conf. Board Present Situation m/m Oct 149.6 **

10:00 Richmond Fed Manufact. Index m/m Oct 0 -5 **

EST Speaker or Event

13:55 Chris Waller Discusses FedNow Member of the Board of Governors

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Machine tool orders y/y Sep F 4.3% 4.3% ** Equity and bond neutral

EUROPE

Germany IFO Business Climate m/m Oct 84.3 84.3 84.4 *** Equity and bond neutral

IFO Current Assessment m/m Oct 94.1 94.5 92.5 ** Equity bearish, bond bullish

IFO Expectations m/m Oct 75.6 75.2 75.3 ** Equity and bond neutral

AMERICAS

Mexico Economic Activity IGAE y/y Aug 5.7% 1.27% 3.00% ** Equity bullish, bond bearish

Brazil IBGE Inflation IPCA - 15 y/y Oct 6.9% 7.96% 6.78% * 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) 436 432 4 Up

3-mo T-bill yield (bps) 392 393 -1 Up

TED spread (bps) 44 39 5 Widening

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

U.S. Libor/OIS spread (bps) 410 409 1 Up

10-yr T-note (%) 4.16 4.24 -0.08 Up

Euribor/OIS spread (bps) 156 154 2 Neutral

Currencies Direction

Dollar Flat Up

Euro Flat Down

Yen Flat Down

Pound Up Down

Franc Down Down

Price Prior Change Explanation

Brent $92.22 $93.26 -1.12%

WTI $83.65 $84.58 -1.10%

Natural Gas $5.24 $5.20 0.77%

Crack Spread $35.06 $35.61 -1.54%

12-mo strip crack $31.72 $32.19 -1.46%

Ethanol rack $2.77 $2.78 -0.45%

Metals

Gold $1,643.95 $1,649.78 -0.35%

Silver $18.92 $19.23 -1.61%

Copper contract $337.35 $343.05 -1.66%

Grains

Corn contract $679.00 $681.50 -0.37%

Wheat contract $835.50 $838.75 -0.39%

Soybeans contract $1,382.25 $1,381.25 0.07%

Shipping

Baltic Dry Freight 1,797            1,819            -22

Actual Expected Difference

Crude (mb) -0.3

Gasoline (mb) -1.5

Distillates (mb) -1.5

Refinery run rates (%) -0.25%

Natural gas (bcf) 108

Energy Markets

DOE Inventory Report



 

 

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

www.confluenceinvestment.com 

 8 

Weather 

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

most of country, although we do expect a cooling trend to develop that will slowly push west to 

east over the next two weeks. Wetter-than-normal conditions are anticipated for the Pacific, 

Great Plains, Midwest, and Mid-Atlantic, with drier-than-normal conditions in the Southwest.   
 

There is a tropical disturbance forming to the southwest of Bermuda, and it has a 60% chance of 

cyclone formation within the next 48 hours.  Despite this development, hurricane season is 

approaching its end. 
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Data Section 
 

U.S. Equity Markets – (as of 10/24/2022 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 10/24/2022 close) 

 

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


