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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 27, 2022—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the Euro Stoxx 50 is currently down 0.9% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.5%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.6% from its prior close and the Shenzhen Composite closing down 0.6% as well. 

U.S. equity index futures are signaling a slightly lower open.  

 

With 189 companies having reported so far, S&P 500 earnings for Q3 are running at $55.50 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 73.0% 

have exceeded expectations while 22.2% 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 (10/27/2022): In this week’s report we have three special 

discussion topics:  the emergence of negative natural gas prices in Europe, policy 

and the SPR, and the problem of passive investing and production.  We also include 

our usual data updates.   

• 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” 

 

Good morning! Today’s Comment begins with our thoughts about a possible shift in Fed policy. 

Next, we discuss the rising angst in the European financial markets. Finally, the report reviews 

how the West is adapting to a changing geopolitical landscape. 

 

Are We There Yet? Stocks rose on Thursday due to speculation that a slowing economy could 

sway the Fed to moderate its policy stance. 

● Weak economic data and a smaller-than-expected increase in the Bank of Canada’s 

policy rate buoyed expectations that the Fed could ease the pace of rate hikes. The trade 

deficit expanded for the first time in six months due to a decline in exports, while the 

number of home sales fell sharply in September. Higher rates make American goods 
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more expensive for foreigners and home prices unaffordable for borrowers. Meanwhile, 

the Bank of Canada surprised the market by hiking rates 50 bps which was below the 

expectations of a 75 bps increase. The move by the BOC could pave the way for other 

central banks to curb future rate increases as well. American investors hope that the 

reports could possibly sway the Fed in future policy changes. 

● Although the BOC news led to a brief rally in equities, weak third-quarter earnings 

brought investors back to reality. Facebook (F, $128.92 ) and Google’s parent company 

Alphabet (Googl, $94.93), reported a steep decline in sales. The disappointing report 

pushed NASDAQ down 2% and the S&P 500 down 0.7% on Wednesday. The drop in 

tech shares reflected investors' skepticism that the market had already hit bottom. That 

said, optimism about policy moderation was visible in currency markets. The sterling, 

yen, and euro all strengthened against the dollar on Wednesday. If sustained, the 

depreciating greenback will provide a tailwind for the global economy as it should make 

dollar-priced commodities less expensive for users of other currencies. 

● The Fed has consistently dampened expectations every time the market has priced in a 

policy change. When the markets responded positively to the Federal Open Market 

Committee (FOMC) minutes released last week, several Fed officials reiterated the 

bank's commitment to raising rates until inflation falls. We are currently in a blackout 

period, and therefore, we will not hear from any Fed officials until after the FOMC 

meeting on November 1-2. As a result, we believe investors should wait to adjust their 

holdings until after the meeting concludes to avoid being caught flat-footed. At this time, 

we are still determining if the Fed will change tack while the economy is still showing 

signs of growth. 

 

No Backing Down: Dysfunction within the European financial system is a growing problem as 

bonds continue to be a sore spot for their economies. 

● The European Central Bank raised its three key policy interest rates by 75 bps on 

Thursday, in line with market expectations. In addition to increasing rates, the ECB 

altered the terms and conditions of its targeted longer-term financing operations 

(TLTRO), which will disincentivize bank lending to the real economy. As a result, the 

euro dipped to dollar parity as investors priced in the possibility of a worsening Eurozone 

recession. Although the bank reiterated its desire to continue hiking rates, it was 

noncommittal on its plans to implement quantitative tightening. Thus, the bank is still 

hesitant to remove policy stimulus altogether.  

● The sharp rise in interest rates has threatened to clog up the Eurozone repo and money 

markets as traders struggle to find collateral to meet liquidity requirements. Concerns 

about a collateral shortage within the Euro banking system have led the International 

Capital Market Association to urge ECB officials to make changes to prevent a potential 

crisis. The association proposed that the bank provide the financial system with extra 

collateral and implement a Eurozone Treasury bill issuance program. It is unlikely that 

the ECB will make these changes soon; however, the letter could push officials to delay 

quantitative tightening.   

● Investors are only partially sold on the new U.K. Prime Minister Rishi Sunak. British gilt 

yields rose after his Chancellor of the Exchequer, Jeremy Hunt, delayed the release of the 

https://www.bloomberg.com/news/articles/2022-10-26/bank-of-canada-dials-back-pace-of-hikes-amid-recession-fears?sref=uIvt3NFS
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https://www.reuters.com/markets/europe/uk-gilt-yields-rise-budget-statement-pushed-back-2022-10-26/
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government budget proposal to November 17. The sell-off in U.K. bonds reflects a 

growing angst as investors fret over how Hunt plans to resolve the country’s public 

financing shortfall of £35 billion caused by rising inflation and soaring interest rates. 

Although Hunt claimed that the delay was designed to fine-tune the plan, he is likely still 

working out the details. PM Sunak aims to regain market confidence after his 

predecessor's stimulus package called into question the country's willingness to fight 

inflation.   

○ The new proposal will likely include multiple austerity measures, including tax 

hikes and budget cuts. Thus, there is a concern that Hunt's plan could hurt the 

U.K. economy.  

 

A Group Rethink: Western allies are adjusting how they confront rising threats from Russia and 

China.  

● The Biden Administration may dial down the plans to impose price caps on Russian oil. 

Initially, the White House wanted to establish a price range of $40-$60 a barrel; however, 

new reports suggest that the price could be closer to $63-64 a barrel. The price cap is 

designed to prevent Russia from raising revenue while still giving it the incentive to 

maintain production. So far, the U.S., EU, and some western allied countries such as 

South Korea and Australia are poised to join the price cap. However, China and India 

remain noticeable holdouts. If successful, the cap should allow Russian oil to sell on the 

open market and relieve price pressures. 

● On a related note, warmer-than-expected weather conditions are likely to undermine 

Russian leverage over Europe. The higher temperatures have reduced demand for energy 

imports so much that there are concerns about countries having too much natural gas. The 

excess energy resources should weigh on commodity prices as countries rely more on 

their stockpiles as winter approaches. Prices of natural gas have already dropped 70% 

from their August high. The drop in commodity prices could cushion a potential 

slowdown in the global economy.  

● Meanwhile, Western allies are mulling over how to counter an increasingly hostile Russia 

and China. On Wednesday, Russian President Vladimir Putin oversaw military drills that 

included a simulation of a nuclear strike. On the same day, U.S. Secretary of State 

Antony Blinken accused China of undermining the status quo in Taiwan. The rising 

threats have encouraged allies to mend grievances. German Chancellor Olaf Scholz and 

French President Emmanuel Macron met in Paris to iron out policy differences. If the 

West wants to bring China and Russia to heel successfully, they must ensure that the 

alliance stays on the same page. If the group effectively reins in the two countries, it 

could lead to a calmer market due to a reduced risk of conflict between major powers. 

○ Moscow has warned that it could start targeting U.S. satellites in response to its 

support for Ukraine. Thus, there is still a risk for escalation between the U.S. and 

Russia.  

 

 

 

https://finance.yahoo.com/news/uk-treasury-may-save-15-174426538.html
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https://www.bloomberg.com/news/articles/2022-10-26/biden-team-reworks-plan-for-russia-oil-price-cap-as-markets-sour?sref=uIvt3NFS
https://www.reuters.com/business/energy/biden-team-reworks-plan-russia-oil-price-cap-markets-sour-bloomberg-news-2022-10-26/
https://www.wsj.com/articles/europe-once-fearing-gas-rationing-this-winter-has-a-glut-11666804514
https://www.bbc.com/news/world-europe-63397927
https://www.bbc.com/news/world-europe-63397927
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U.S. Economic Releases  
 

The first estimate of Q3 GDP came in at +2.6%, a bit better than the +2.4% forecast. The price 

deflator also was better than expected at 4.1% compared to estimates of 5.3%. Here is the 

contribution table. 

 

 
 

Most of the improvement came from improved net exports, which tends to occur as the economy 

slows. History shows that (with the exception of the 1957 recession) when the four-quarter 

average of the import contribution to GDP turns positive, a recession is underway. 

 

 
 

 

 

 

 

 

 

 

 

 

Q3 2022 - 1st Estimate Q2 2022 - Final Difference

Total GDP 2.6% -0.6% 3.2%

Consumption 1.0% 1.4% -0.4%

Fixed Investment -1.6% -2.8% 1.2%

Inventory Investment -0.7% -1.9% 1.2%

Net Exports 2.8% 1.2% 1.6%

Government 0.4% -0.3% 0.7%
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Below is the contribution bar chart. 

 

 
 

Investment continues to be a drag on growth, and much of this drag is coming from inventory 

reductions, which act as a negative factor on growth. In addition, residential real estate is 

weakening rapidly, also acting as a drag. 

 

 
 

Durable goods orders for September came in at +0.4%, a bit weaker than the 0.6% rise forecast.  

August was revised higher:  up 0.2% compared to the last report of a 0.2% decline. However, 
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excluding transportation orders (aircraft orders tend to be large and “lumpy”) orders plunged 

0.5% compared to expectations of a 0.2% rise. Non-defense capital goods orders, a proxy for 

business investment, fell hard as well, declining 0.7% compared to forecasts of a 0.3% rise.  

August was revised to +0.8%, down from the initial report of +1.4%. 

 

 
 

The below chart shows the yearly change in overall orders. Growth is mostly steady. 
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Non-defense capital goods orders ex-aircraft are positive on a yearly basis, but the trend is 

falling. 

 

Initial jobless claims came in at 217k, below the 220k forecast. There were no revisions to the 

prior week. 
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Despite economic weakness, the labor market remains remarkably tight.  Without a notable 

decline in inflation, tight labor markets will likely compel the FOMC to maintain tight monetary 

policy. 

  

Overall, today’s data shows an economy that is mostly “muddling along.” Growth turning 

positive is a plus, but the internals of the data are showing pockets of weakness. The orders data 

is similar. Overall, it confirms an economy that is not in recession currently but is likely headed 

in that direction.   

 

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

of the day.  

 

 
 

 

 

EST Indicator Expected Prior Rating

11:00 Kansas City Fed Manfacturing Index m/m Oct -2 1 *

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases
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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 Japan Buying Foreign Bonds w/w 21-Oct ¥164.5b ¥389.9b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 21-Oct -¥1391.2b -¥182.0b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 21-Oct ¥45.9b ¥419.9b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 21-Oct -¥356.6b ¥408.8b * Equity and bond neutral

South Korea GDP y/y 3Q A 3.1% 2.9% 3.0% ** Equity and bond neutral

China Industrial Profits y/y Sep -2.3% -2.1% ** Equity and bond neutral

EUROPE

Germany GfK Consumer Confidence m/m Nov -41.9 -42.5 -42.8 ** Equity and bond neutral

Italy Consumer Confidence m/m Oct 90.1 94.8 93.5 *** Equity bearish, bond bullish

Manufacturing Confidence m/m Oct 100.4 101.3 101.2 *** Equity and bond neutral

Economic Sentiment m/m Oct 104.5 105.2 105.1 ** Equity and bond neutral

Industrial Sales WDA y/y Aug 23.1% 16.3% 16.2% * Equity bullish, bond bearish

Russia Industrial Production y/y Sep -3.1% -1.4% -0.1% *** Equity bearish, bond bullish

AMERICAS

Mexico Unemployment Rate NSA m/m Sep 3.34% 3.53% 3.50% *** Equity and bond neutral

Trade Balance m/m Sep -$895.4m -$5.498b -$4.531b ** Equity and bond neutral

Brazil Total Outstanding Loans m/m Sep 5.177t 5.067t 5.123t ** Equity and bond neutral

National Unemployment Rate m/m Sep 8.7% 8.9% 8.7% * 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) 436 433 3 Up

3-mo T-bill yield (bps) 389 392 -3 Up

TED spread (bps) 47 40 7 Widening

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

U.S. Libor/OIS spread (bps) 413 409 4 Up

10-yr T-note (%) 4.07 4.00 0.07 Up

Euribor/OIS spread (bps) 158 158 0 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

Bank of Canada Rate Decision 3.750% 3.250% 4.000% Below Forecast

ECB Main Refinancing Rate 2.000% 1.250% 2.000% On Forecast

ECB Marginal Lending Facility 2.250% 1.500% 2.250% On Forecast

ECB Deposit Facility Rate 1.500% 0.750% 1.500% On Forecast

Brazil Selic Rate 13.750% 13.750% 13.750% On Forecast

Price Prior Change Explanation

Brent $96.03 $95.69 0.36%

WTI $88.24 $87.91 0.38%

Natural Gas $5.56 $5.61 -0.80%

Crack Spread $35.18 $36.56 -3.79%

12-mo strip crack $32.41 $33.16 -2.28%

Ethanol rack $2.75 $2.75 -0.21%

Metals

Gold $1,662.23 $1,664.57 -0.14%

Silver $19.42 $19.58 -0.83%

Copper contract $350.90 $354.50 -1.02%

Grains

Corn contract $688.75 $685.00 0.55%

Wheat contract $854.75 $840.50 1.70%

Soybeans contract $1,399.50 $1,393.00 0.47%

Shipping

Baltic Dry Freight 1,706            1,755            -49

Actual Expected Difference

Crude (mb) 2.6 1.5 1.1

Gasoline (mb) -1.5 -1.5 0.0

Distillates (mb) 0.2 -1.0 1.2

Refinery run rates (%) -0.6% 0.00% -0.6%

Natural gas (bcf) 60

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 for the 

eastern half of the country, and cooler than normal for the western half. Wetter-than-normal 

conditions are anticipated for the Pacific, Great Plains, Midwest, with drier-than-normal 

conditions on the Eastern Seaboard.   
 

There is a tropical disturbance forming in the eastern Caribbean with a 40% chance of cyclone 

formation within the next 48 hours. The tropical storm season traditionally ends November 1, so 

we will end regular coverage of the tropics but will continue to report if storms develop. 
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Data Section 
 

U.S. Equity Markets – (as of 10/26/2022 close) 
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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 10/26/2022 close) 
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Growth
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US Corporate Bond
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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 27, 2022 
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P/E as of 10/26/2022 = 17.8x

 
 

Based on our methodology,1 the current P/E is 17.8x, up 0.2x from last week.  Rising index 

values and falling earnings led to the rise 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. 


