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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 28, 2022—9:30 AM EDT] Global equity markets are lower this morning.  In 

Europe, the Euro Stoxx 50 is currently down 0.6% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.9%. Chinese markets were sharply lower, with the Shanghai 

Composite closing down 2.3% from its prior close and the Shenzhen Composite closing down 

3.4%. U.S. equity index futures are signaling a lower open.  

 

With 250 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, 70.8% 

have exceeded expectations while 23.6% 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” 

• Business Cycle Report (10/27/22) 

 

Good morning! Today's Comment summarizes yesterday's GDP report, including how it may 

impact U.S. monetary policy. Next, we review why central banks are hesitant to totally remove 

their policy accommodations as the world heads into recession. We end the report with a 

discussion about how countries are adapting to a more uncertain world.  

 

It Isn’t All Good: Don't be fooled by Thursday's Gross Domestic Product (GDP) report; a 

recession may still be on the horizon. 

● The U.S. economy expanded at an annualized rate of 2.6% in Q3 2022. The growth 

exceeded the Bloomberg consensus estimate of 2.4% and ended a two-quarter streak of 
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https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Oct_27_2022.pdf
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economic contractions. Most of the positive news came from net exports, which benefited 

from a decline in imports and an increase in exports. That said, there were concerns about 

the GDP data. Personal consumption slowed in the quarter, while residential investment 

contracted in the same period. The poor performance in the two areas suggests that higher 

interest rates are slowing the economy. 

 

● Equities rallied initially after the GDP report was released; however, the S&P 500 and 

NASDAQ indexes dipped after another day of disappointing earnings. The brief 

optimism was related to a sigh of relief from the market that the economy was not in 

recession. That said, company earnings indicate that the country isn’t far from one. 

Earlier this month, the Conference Board U.S. Recession Probability Model showed a 

96% chance of an economic downturn within the next 12 months. Although the latest 

GDP figure does not eliminate the possibility of an imminent recession, it does mean that 

the economy is more resilient than previously thought. 

● The positive employment and GDP reports will likely encourage the Federal Reserve to 

be aggressive in its next two meetings. Although employment numbers have not been 

officially released, estimates show that U.S. firms added 200k workers to their payrolls in 

October. Assuming the employment numbers are in the ballpark, the Fed could raise rates 

higher than most investors are anticipating leading into the end of the year. Hence, we 

have yet to rule out the possibility of another 150 bps hikes over the last two meetings of 

2022. As long as inflation remains elevated, the Fed will try to push rates as high as 

possible before the economy enters into a recession.  

○ Other possible threats to the economy include labor strikes. Rail workers' unions 

have rejected the latest proposal suggesting that workers can go on strike in mid-

November. This work stoppage could exacerbate supply chain issues and 

inflation. 

 

https://www.conference-board.org/research/economy-strategy-finance-charts/CoW-Recession-Probability
https://www.conference-board.org/research/economy-strategy-finance-charts/CoW-Recession-Probability
https://www.politico.com/news/2022/10/26/rail-strike-threat-emerges-again-00063610
https://www.politico.com/news/2022/10/26/rail-strike-threat-emerges-again-00063610
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Central Banks Won’t Commit: Policymakers are reluctant to ditch their monetary-easing tools 

as they seek to fight inflation and promote growth. 

● The European Central Bank is sending mixed signals to the market about its commitment 

to fighting inflation. The ECB hiked rates by 75 bps, scaled back support for banks, and 

maintained quantitative easing. The last of the three measures likely fueled Thursday's 

sell-off of the euro as investors worried that the bank will not be able to restore price 

stability to the Eurozone. Additionally, it is widely speculated that the ECB may scale 

back the rate hikes. The bank's lack of aggressiveness could mean inflation will likely 

stay elevated for longer. 

● There is no backing down in Japan as the Bank of Japan maintained its ultra-

accommodative monetary policy and plans to increase the frequency of bond purchases 

next month. The central bank’s refusal to cave to pressure to tighten monetary policy has 

led to a sell-off in the yen. Additionally, Prime Minister Fumio Kishida proposed a $199 

billion stimulus package. The country's yield-curve control policy will likely shield the 

government from rising borrowing costs; however, a depreciating yen should add to 

inflation, especially as the country continues to import commodities.  

● Central banks' wariness to abandon bond-buying programs is related to concerns about 

debt markets. A lack of intervention from the ECB could lead to fragmentation, while 

Japan's heavy government debt burden requires its central banks to manage bond yields. 

These banks' unwillingness to fully commit to tightening has led investors to seek haven 

in the U.S. dollar. Thus, we can see the greenback’s strengthening continuing into next 

year as investors seek refuge in the dollar due to the Federal Reserve's hawkishness, the 

slowing global economy, and the war in Europe.  

 

Global Chess: Countries have shifted their priorities as they prepare for a world that is more 

hostile and less friendly to globalization.  

● Brazilians will take to the polls on Wednesday for run-off elections. Although former 

President Luiz Inácio Lula da Silva leads his right-wing rival Jair Bolsonaro in polls, 

there is still the possibility for an upset. Both candidates have pledged to be fiscally 

responsible if elected as the country deals with stubbornly high inflation. However, the 

two have different approaches to achieving growth and maintaining price stability. 

Bolsonaro has pledged to privatize state-owned firms and cut taxes; meanwhile, Lula 

wants to make the country self-sufficient in oil and force the wealthy to pay more taxes.  

○ This election can serve as a bellwether for sentiment within the broader regions of 

South America. If Lula wins, as suspected, it could mean that the continent may 

be returning to the pre-Washington Consensus era when countries prioritized 

equality over efficiency. However, a Bolsonaro upset would signal that 

conservative policies may be staying put longer. The latter is the most favorable 

for equities within the region. 

● Putin is possibly looking for an off-ramp to the war in Ukraine if he can save face while 

doing so. On Thursday, Russian President Putin advocated for talks with the West about a 

possible ceasefire. The gesture comes as Ukraine makes continued headway in the 

southern and eastern parts of the country. Although investors might view the remarks as 

https://www.cnbc.com/2022/10/27/ecb-meeting-oct-2022-hikes-rates-by-75-basis-points-new-terms-for-european-banks.html
https://www.cnbc.com/2022/10/27/ecb-meeting-oct-2022-hikes-rates-by-75-basis-points-new-terms-for-european-banks.html
https://www.bloomberg.com/news/articles/2022-10-28/boj-keeps-ultra-low-rates-as-it-still-sees-inflation-cooling?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-10-27/japan-s-kishida-compiles-71-6-trillion-yen-stimulus-package
https://www.bloomberg.com/news/articles/2022-10-27/japan-s-kishida-compiles-71-6-trillion-yen-stimulus-package
https://www.allianz-trade.com/en_global/news-insights/economic-insights/eurozone-fragmentation-risk.html
https://www.economist.com/the-americas/2022/10/27/brazils-election-is-tight-ahead-of-a-run-off-on-october-30th
https://www.washingtonpost.com/world/2022/10/04/brazil-2022-election-runoff/
https://www.washingtonpost.com/world/2022/10/04/brazil-2022-election-runoff/
https://www.rt.com/russia/565460-west-sit-out-crises-caused-putin/
https://www.rt.com/russia/565460-west-sit-out-crises-caused-putin/
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positive, it is not. Putin refuses to acknowledge Ukraine as an independent nation, instead 

implying that the country is a Russian state. As a result of his inability to recognize 

Ukraine's sovereignty, negotiation between the two sides is not truly possible.  

○ In a veiled threat, a Russian official cautioned that U.S. satellites could be 

legitimate targets. The warning could pave the way for direct conflict between the 

U.S. and Russia.  

● Lastly, the U.S.’s decision to withdraw fighter jets from Japan confused its Pacific allies. 

The Air Force's plans to replace the fleet with a rotational force have led to accusations 

that the U.S. is sending the wrong message to China. The move may be a way to 

convince Japan to invest more in its own military. Whatever the case, the gesture 

suggests that the U.S. may not be fully committed to footing Japan's defense expenditure 

bill. As a result, this could lead Japan to ramp up its military spending to defend itself 

from a more assertive China. 

 

U.S. Economic Releases  
 

Today’s economic data was in line with or better than expectations, although the yearly PCE 

deflators, as we note below, showed only modest improvement. 

 

Personal income for September rose 0.4%, on forecast while August was revised to +0.4% from 

+0.3%. Personal spending rose 0.6% compared to expectations of a +0.4% rise. There was an 

upward revision here as well with August revised to +0.6% from the last report of +0.4%. The 

overall PCE deflator was up 0.3% on a monthly basis, on forecast, with the yearly rate up 6.2%, 

a bit better than the 6.3% expected. The core PCE deflator, the inflation number most closely 

watched by the FOMC, rose 0.5% on a monthly basis, on forecast, with August revised to +0.5% 

from the initial report of +0.6%. On a yearly basis, this inflation measure rose 5.1% compared to 

expectations of 5.2%.  Here are some of the details: 

 

 
 

https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-27
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-27
https://www.axios.com/2022/10/27/russia-satellites-target-retaliation-ukraine
https://www.axios.com/2022/10/27/russia-satellites-target-retaliation-ukraine
https://www.ft.com/content/271c0c93-eae0-4835-a9f9-882a1d0eb3b5
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Wages and salary wage growth remains robust, up 8.2%, but the growth rate is coming off its 

peak. Meanwhile, higher interest rates are starting to filter into interest income. Interest income 

represents about 8.0% of total personal income. 

 

 
 

Transfer payments remain elevated. 
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Interest payments relative to income are increasing rapidly from the pandemic lows but remain 

well below the pre-GFC levels. 

 

 
 

Meanwhile, the personal savings rate is continuing to decline. 
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On the inflation front, there is a case to be made that the peak in overall PCE is in, but the core 

rate is stabilizing around 5%. 

 

 
 

The Q3 employment cost index came in on forecast at +1.2%.  On a yearly basis, it is up 5.1%, 

same as Q2. 

 

 
 

Overall, but especially in light of the blowout of inflation data from Europe, U.S. inflation does 

appear to be stabilizing. At the same time, the levels and growth rates are still too high, and there 

is nothing in today’s data that would suggest the FOMC should stop tightening policy.   
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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. 

 

 

EST Indicator Expected Prior Rating

10:00 Pending Home Sales m/m Sep -4.0% -2.0% **

10:00 Pending Home Sales NSA y/y Sep -22.5% **

10:00 U. of Michigan Consumer Sentiment m/m Oct F 59.6 59.8 ***

10:00 U. of Michigan Current Conditions m/m Oct F 65.0 65.3 **

10:00 U. of Michigan Future Expectations m/m Oct F 56.1 56.2 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Oct F 5.1% 5.1% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Oct F 2.9% 2.9% *

No Fed speakers or events for the rest of today

Economic Releases

Federal Reserve

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo CPI y/y Oct 3.5% 2.80% 3.30% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Oct 3.4% 2.80% 3.20% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food & Energy y/y Oct 2.2% 1.70% 2.00% * Equity and bond neutral

Jobless Rate m/m Sep 2.6 2.50% 2.50% ** Equity and bond neutral

Job-To-Applicant Ratio m/m Sep 1.34 1.32 1.33 ** Equity and bond neutral

Australia PPI y/y 3Q 6.4% 5.6% ** Equity bearish, bond bullish

EUROPE

Eurozone Economic Confidence m/m Oct 92.5 93.7 93.6 *** Equity and bond neutral

Industrial Confidence m/m Oct -1.2 -0.4 -0.3 *** Equity bearish, bond bullish

Services Confidence m/m Oct 1.8 4.9 4.4 ** Equity bearish, bond bullish

Consumer Confidence m/m Oct F -27.6 -27.6 ** Equity and bond neutral

Germany GDP NSA y/y 3Q P 1.1% 1.8% 1.7% ** Equity bearish, bond bullish

GDP WDA y/y 3Q P 1.2% 1.7% 1.6% ** Equity and bond neutral

CPI y/y Oct P 10.4% 10.0% 10.1% *** Equity and bond neutral

CPI, EU Harmonized y/y Oct P 11.6% 10.9% 10.9% ** Equity bearish, bond bearish

France CPI y/y Oct P 6.2% 5.6% 5.8% *** Equity and bond neutral

CPI, EU Harmonized y/y Oct P 7.1% 6.2% 6.5% ** Equity bearish, bond bearish

PPI y/y Sep 28.5% 29.5% * Equity and bond neutral

GDP y/y 3Q P 1.0% 4.2% 1.0% ** Equity and bond neutral

Italy CPI, EU Harmonized y/y Oct P 12.8% 9.4% 9.9% *** Equity bearish, bond bearish

CPI NIC Including Tobacco y/y Oct P 11.9% 8.9% 9.5% ** Equity bearish, bond bearish

PPI y/y Sep 53.0% 50.5% ** Equity bearish, bond bullish

Switzerland KOF Leading Indicator m/m Oct 90.9 93..8 92.3 ** Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 21-Oct 15.67t 15.62t * Equity and bond neutral

Gold and Forex Reserves m/m 21-Oct 541.0b 544.4b *** Equity and bond neutral

AMERICAS

Canada GDP y/y Aug 4.0% 4.3% 4.4% ** Equity and bond neutral

Brazil FGV Inflation IGPM y/y Oct 6.52% 8.25% 6.67% *** Equity and bond neutral



 

 

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

www.confluenceinvestment.com 

 9 

 

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. 
 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 437 436 1 Up

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

TED spread (bps) 42 42 0 Widening

U.S. Sibor/OIS spread (bps) 409 407 2 Up

U.S. Libor/OIS spread (bps) 414 411 3 Up

10-yr T-note (%) 3.98 3.92 0.06 Up

Euribor/OIS spread (bps) 161 158 3 Neutral

Currencies Direction

Dollar Up Up

Euro Flat Down

Yen Down Down

Pound Flat Down

Franc Down Down

Bank of Russia Benchmark Rate 7.500% 7.500% 7.500% On Forecast

Bank of Japan Policy Balance Rate -0.100% -0.100% -0.100% On Forecast

Bank of Japan 10-Yr Yield Target 0.000% 0.000% 0.000% On Forecast
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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 20% chance of cyclone 

formation within the next 48 hours. There is another disturbance with similar odds in the 

southwest Atlantic.  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. 

Price Prior Change Explanation

Brent $96.16 $96.96 -0.83%

WTI $88.09 $89.08 -1.11%

Natural Gas $5.71 $5.88 -2.76% Supply Optimism

Crack Spread $37.33 $36.82 1.39%

12-mo strip crack $33.06 $32.95 0.34%

Ethanol rack $2.74 $2.74 -0.05%

Metals

Gold $1,650.74 $1,663.31 -0.76%

Silver $19.36 $19.60 -1.25%

Copper contract $345.05 $351.95 -1.96%

Grains

Corn contract $679.50 $682.25 -0.40%

Wheat contract $833.00 $838.50 -0.66%

Soybeans contract $1,387.00 $1,393.50 -0.47%

Shipping

Baltic Dry Freight 1,612            1,706            -94

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% 0.0% -0.6%

Natural gas (bcf) 52 61 -9

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/27/2022 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 10/27/2022 close) 
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Growth
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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. 


