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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 26, 2022—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the Euro Stoxx 50 is currently down 0.1% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.4%. Chinese markets were higher, with the Shanghai Composite 

closing up 0.8% from its prior close and the Shenzhen Composite closing up 1.8%. U.S. equity 

index futures are signaling a slightly lower open.  

 

With 145 companies having reported so far, S&P 500 earnings for Q3 are running at $55.60 per 

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

have exceeded expectations while 22.1% 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, including the latest on 

Moscow’s misinformation campaign claiming that the Ukrainians are planning to detonate a 

radioactive “dirty bomb.”  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, including the latest on the 

U.K.’s transition to a new prime minister. 

 

Russia-Ukraine:  Ukrainian forces continue to recapture modest amounts of territory in the 

country’s northeastern Donbas region and in the southern region around Kherson, while the 

Russians continue launching missile, air, and kamikaze drone strikes against civilian energy 

infrastructure throughout the country.  The continued Russian attacks prompted the Ukrainian 

government to request additional air-defense weapons systems in calls with U.S., U.K., and 

France.  Meanwhile, the Russian government continues its misinformation campaign claiming 

that Ukraine plans to detonate a “dirty bomb” consisting of conventional explosives laced with 
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radioactive materials.  This time, the accusation was made in a letter to the UN Security Council.  

Western officials remain concerned that the misinformation campaign is aimed at justifying a 

further Russian escalation of the war. 

• Separately, the Joint Coordination Center managing the Russia-Ukraine deal allowing 

Kyiv to ship grain out of its southern ports is investigating reports of a possible sea mine 

in the authorized Black Sea shipping corridor. 

o Russia has recently expressed its dissatisfaction with the way the deal is being 

implemented, which raises the prospect that it is trying to sabotage the deal. 

o If Russia does scuttle the deal and Ukrainian grain is once again bottled up, one 

likely result would be renewed upward pressure on global grain prices. 

• As we have reported previously, financier and mercenary leader Yevgeny Prigozhin 

continues to build a power base that could potentially allow him to challenge President 

Putin in the future. 

o In addition to criticizing and demeaning the Russian Ministry of Defense, 

Prigozhin is also building a large following on his various social media platforms. 

o That following is beginning to challenge the Kremlin’s previous near 

monopolization of information in the country. 

 

EU Energy Crisis:  Reflecting our concern that high energy prices will help prompt a process of 

deindustrialization in Europe, German chemicals giant BASF (BASFY, $11.43) has warned that 

it will have to downsize permanently in the region because of unstable natural gas supplies and 

soaring prices. 

• The statement came less than a month after BASF opened a new €10 billion plastics 

engineering facility in China, but we don’t think Asia will necessarily be the prime 

beneficiary of Europe’s deindustrialization. 

• Rather, we think much of the investment pulled out of Europe in the coming years will be 

channeled toward the energy-rich U.S., boosting the U.S. economy and prompting 

positive spillover effects into a range of U.S. companies. 

 

Germany-China:  Chancellor Scholz has approved a Chinese company’s acquisition of a large 

stake in Germany’s largest seaport, drawing criticism from the country’s lawmakers and officials 

in Brussels. 

• Scholz’s approval for the acquisition came despite opposition over national security 

concerns from his own foreign affairs, defense, economy, and interior ministries. 

• Scholz’s decision is being seen in the same light as Germany’s prior decision to build the 

Nord Stream natural gas pipelines that made Germany overly dependent on Russian 

energy.  The port decision has increased concern that Scholz and his Social Democratic 

Party are failing to appreciate the national security implications of increased dependency 

on autocratic states like China and Russia. 

 

https://www.wsj.com/articles/ukraine-investigates-possible-mine-in-odessa-shipping-lane-11666776553
https://www.wsj.com/articles/ukraine-investigates-possible-mine-in-odessa-shipping-lane-11666776553
https://www.ft.com/content/f6d2fe70-16fb-4d81-a26a-3afb93e0bf57
https://www.ft.com/content/f6d2fe70-16fb-4d81-a26a-3afb93e0bf57
https://www.ft.com/content/9cd82f3e-4aa6-44eb-93a1-890f46c2f9f6
https://www.ft.com/content/9cd82f3e-4aa6-44eb-93a1-890f46c2f9f6
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Norway-Russia:  Norwegian authorities have arrested a Brazilian university researcher at the 

Arctic University of Norway in Tromsø on suspicion that he is, in fact, a Russian spy.  The 

researcher had been working in a group studying irregular warfare methods such as cyberattacks 

and disinformation campaigns. 

 

United Kingdom:  Yesterday, newly-named Prime Minister Sunak began building his cabinet, 

keeping a striking number of officials in their previous positions and working hard to build unity 

by offering positions to all the major Conservative Party factions. 

• Importantly, Chancellor of the Exchequer Hunt will remain in his job, lending some 

continuity to fiscal policy in the face of concerns over Britain’s debt levels. 

• In one of his first acts under Prime Minister Sunak, Hunt announced he will delay the 

date for his long-awaited medium-term fiscal plan from October 31 to November 17, 

ostensibly to fine-tune the economic forecasts and projections. 

• The plan will now take the form of a full Autumn Statement, accompanied by forecasts 

from the Office for Budget Responsibility. 

• The fiscal plan will aim to close the U.K.’s fiscal hole, estimated at between £30 billion 

and £40 billion, with a series of tax raises and spending cuts. 

 

U.S. Energy Market:  Spot prices for natural gas in west Texas fell below zero yesterday, as 

surging production in the Permian Basin region butts up against pipeline constraints and outages 

at liquefied natural gas terminals used to export the U.S. gas overseas.  However, the situation is 

expected to rectify itself in the coming days after the end of a scheduled maintenance outage on a 

key pipeline.  

 

U.S. Financial Regulation:  The SEC has proposed a crackdown on the misleading marketing of 

investment funds by tightening the rules on fund names.  Under the proposal, funds would have 

to be able to prove that at least 80% of their holdings match their names. The proposal would 

apply to everything from “core” and “growth” funds to those that invest in “sin stocks” or claim 

to rely on environmental, social, and governance investing factors. 

 

U.S. Economic Releases  

 

Rising interest rates continue to sap demand for mortgage loans.  According to an index tracked 

by the Mortgage Bankers Association, mortgage applications fell 1.7% in the week ending 

October 21.  Homeowners’ reluctance to borrow at higher rates contributed heavily to last 

week’s decline.  The average 30-year fixed-rate mortgage rose 22 bps from 6.94% to 7.16%, its 

highest level since 2001.  As a result, the MBA tracker for purchase applications fell 2.3% from 

the prior week, while its refinance tracker was relatively unchanged in the same period.  

 

U.S. merchandise trade balance widened in September thanks to a pickup in imports and a 

decline in exports.  According to the Census Bureau, the goods deficit jumped from $87.3 billion 

to $92.2 billion last month.  The broad decline in commodity prices was a factor in the surprise 

decrease in the trade balance as it decreased the value of exports.  

 

https://www.ft.com/content/760ba2fc-5550-49f0-a1f1-44b2f0a05a79
https://www.ft.com/content/760ba2fc-5550-49f0-a1f1-44b2f0a05a79
https://www.ft.com/content/3f1aac20-0453-472c-b110-dacadb418508
https://www.ft.com/content/305fe7c4-69d3-4b9c-b484-96bd4a7920da
https://www.ft.com/content/305fe7c4-69d3-4b9c-b484-96bd4a7920da
https://www.ft.com/content/8fe8997d-a428-4dda-90e9-d5b4d78bd5ae
https://www.ft.com/content/536fc7fb-0748-4289-97ed-a6e50bd6435a
https://www.ft.com/content/536fc7fb-0748-4289-97ed-a6e50bd6435a
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The chart above shows the historical level of the U.S. trade balance and year-over-year change in 

the Commodity Research Bureau Index (CRB Index).  U.S. exports of industrial supplies and 

food exports fell sharply in September thanks to an overall decline in commodity prices.  That 

sudden increase in the trade deficit will be a drag on GDP growth for Q3. 

 

In other news, the inventory buildup rose less than expected in September.  Retail stocks rose 

0.4% from the prior month.  The figure was below the previous month’s reading of 1.4% and 

consensus estimates of 1.2%.  Additionally, wholesale inventories also disappointed by rising 

only 0.4% from the prior month, well below expectations of 1.0%.  The slower pickup in 

inventories may be indicative of firm expectations of weaker sales.   

 

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 

EST Indicator Expected Prior Rating

10:00 New Home Sales (monthly change) m/m Sep 28.80% -15.30% **

10:00 New Home Sales (annualized selling rate) m/m Sep 685k 580k ***

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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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

Japan PPI Services y/y Sep 2.1% 1.9% 2.0% * Equity and bond neutral

Leading Economic Index m/m Aug F 101.3 100.9 ** Equity and bond neutral

Australia CPI y/y 3Q 7.3% 6.1% 7.0% ** Equity and bond neutral

New Zealand ANZ Activity Outlook m/m Oct -2.5 -1.8 ** Equity bearish, bond bullish

ANZ Business Confidence m/m Oct -42.7 -36.7 ** Equity bearish, bond bullish

South Korea Business Survey - Manufacturing m/m Nov 73 75 ** Equity and bond neutral

Business Survey - Non-Manufacturing m/m Nov 78 81 * Equity and bond neutral

EUROPE

Eurozone M3 Money Supply y/y Sep 6.3% 6.1% 6.0% *** Equity and bond neutral

France Consumer Confidence m/m Oct 82.0 79.0 77.0 ** Equity bullish, bond bearish

Switzerland Credit Suisse Survey Expectations m/m Oct -53.1 -69.2 ** Equity bullish, bond bearish

AMERICAS

Mexico International Reserves Weekly w/w 21-Oct $196.227b $196.560b * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 433 436 -3 Up

3-mo T-bill yield (bps) 395 393 2 Up

TED spread (bps) 38 43 -5 Widening

U.S. Sibor/OIS spread (bps) 407 405 2 Up

U.S. Libor/OIS spread (bps) 411 409 2 Up

10-yr T-note (%) 4.05 4.10 -0.05 Up

Euribor/OIS spread (bps) 158 156 2 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down
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Weather 

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

most of country, with cooler-than-normal temperatures in most of the Southwest. 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, it has a 60% chance of 

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

approaching its end. 

Price Prior Change Explanation

Brent $94.06 $93.52 0.58%

WTI $86.09 $85.32 0.90%

Natural Gas $5.53 $5.61 -1.46%

Crack Spread $36.07 $36.08 -0.02%

12-mo strip crack $32.33 $32.46 -0.39%

Ethanol rack $2.77 $2.77 -0.12%

Metals

Gold $1,670.60 $1,653.17 1.05%

Silver $19.60 $19.35 1.30%

Copper contract $348.50 $339.70 2.59%

Grains

Corn contract $687.50 $686.25 0.18%

Wheat contract $838.00 $834.75 0.39%

Soybeans contract $1,403.50 $1,392.25 0.81%

Shipping

Baltic Dry Freight 1,755            1,797            -42

Actual Expected Difference

Crude (mb) 1.5

Gasoline (mb) -1.5

Distillates (mb) -1.0

Refinery run rates (%) 0.00%

Natural gas (bcf) 59

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/25/2022 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 10/25/2022 close) 

 

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

Emerging Markets ($)

Real Estate

Growth
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US Corporate Bond

Small Cap

Large Cap
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Mid Cap
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Value
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Cash

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. 


