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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 5, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.8% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 4.2%. Chinese markets are closed for National Day. U.S. equity index 

futures are signaling a lower open.  
 

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 (9/26/2022) (with associated podcast) “Updates on 

Russia-Ukraine and Armenia-Azerbaijan” 

• Weekly Energy Update (9/29/2022): In addition to our usual update of the weekly DOE 

data, we also cover the apparent sabotage of the Nord Stream pipeline system and the 

failure of Joe Manchin’s permitting bill.      

• Asset Allocation Quarterly – Q3 2022 (7/19/2022): Discussion of our asset allocation 

process, Q3 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 (9/19/2022) (with associated podcast): “The Gold Paradox” 

• Confluence of Ideas podcast (8/9/2022): “The 2022 Outlook: Update #2” 

• Current Perspectives: “2022 Outlook: Update #2 – The Tails Become Fatter” 

(7/12/2022)  

 

Our Comment today opens with an update on the Russia-Ukraine war, where there is increasing 

evidence that the Russian army is collapsing, at least in some specific areas.  We next review a 

wide range of other international and U.S. developments with the potential to affect the financial 

markets today, including a preview of an important OPEC+ meeting and a discussion of 

yesterday’s JOLTS report in the U.S. 

 

Russia-Ukraine:  Ukrainian forces continue to recapture significant swaths of territory in 

Ukraine’s northeastern Kharkiv and Luhansk provinces and in the southern region around 

Kherson, in part by utilizing tanks and other equipment recently captured from the retreating 

Russians.  At the same time, the Russians are continuing to stage unsuccessful ground attacks in 

the northeastern region of Donetsk, while also continuing to conduct artillery and missile strikes 

against civilian infrastructure throughout Ukraine.  Ukraine’s advances and Russia’s poorly 
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executed mobilization of reservists (discussed below) are now generating increased disputes and 

disagreements among key supporters of President Putin, putting him in a difficult political spot.  

On top of that, reports indicate that the new call-up of troops is depleting the nation’s police and 

security forces, making it more difficult to control popular unrest. 

• At least one Russian source says that the Russian army around Kherson is collapsing 

catastrophically after Ukrainian forces broke through their lines and ran all the way to the 

coast, cutting off thousands of Russian troops with no hope of receiving reinforcements 

or supplies.  If true, that event would likely cause even greater criticism of Putin. 

• Meanwhile, Defense Minister Shoigu announced that Russia has already mobilized 

200,000 of the 300,000 new troops it called up in late September.  However, even if that 

figure were accurate, multiple sources say the call-up continues to suffer from a range of 

problems, including an acute shortage of officers to train and lead the new troops. 

• On the energy front, EU officials are reportedly preparing to implement the G-7’s 

proposed cap on Russian oil prices in two stages.  The officials are preparing legislation 

needed to implement the measure, but they will hold off approving it until the rest of the 

G-7 is ready to move forward.  The plan reflects the difficult politics involved in 

imposing any sort of trade restrictions on Russian energy. 

 

Global Oil Market:  The Organization of the Petroleum Exporting Countries and their Russia-

led partners are meeting in-person today for the first time in years to discuss a production cut of 

up to 1.5 million barrels per day.  Not all the members are supporting the cut, but now that the 

UAE has thrown its backing behind Saudi Arabia and Russia in supporting the idea, it appears 

that a significant reduction in output is likely.  That could help boost energy prices again, with 

negative impacts for consumer price inflation and the electoral prospects of Democrats in next 

month’s mid-term elections in the U.S. 

• Meanwhile, the chief of Saudi Arabia’s state oil company, Saudi Aramco (2222.SR, 

SAR, 35.95) warned that the world is too focused on the near-term demand impact of a 

possible recession rather than the limitations of supply. 

• The official said that the global oil market remains extraordinarily tight, in large part 

because of under-investment in new supply in recent years, and that prices could 

skyrocket in response to a demand shock like a stronger-than-expected rebound in the 

Chinese economy. 

 

Germany-Poland:  Yesterday, the Polish government signed an official note to Germany 

requesting the payment of $1.3 trillion in reparations for the damage incurred by occupying Nazi 

Germans during World War II.  The Polish foreign minister also asked that Germany solve the 

issue of looted Polish artworks, archives, and bank deposits.  In our view, the demands are 

further evidence of the fracturing of political ties in Europe, especially after Germany’s recent 

actions to give itself a competitive advantage in the evolving European energy crisis. 

 

United Kingdom:  Just as Continental Europe’s industrial base has been impacted by the war in 

Ukraine, thousands of British businesses are now closing or retrenching in response to 

skyrocketing energy prices, rising interest rates, and falling demand.  The reports confirm that 
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U.K. stocks may be among the most vulnerable as Europe’s energy crisis continues to worsen 

this winter. 

 

Japan-South Korea:  Japanese Prime Minister Kishida and South Korean President Yoon plan 

to talk by telephone on Thursday to discuss North Korea’s recent provocative missile tests, one 

of which overflew Japan.  The call not only illustrates how Japan and South Korea are beginning 

to coordinate more closely on national security issues, including against China, but it also shows 

that Kishida and Yoon remain committed to rapprochement after many years of tensions between 

Japan and South Korea.  

 

Brazil:  As results from Sunday’s elections are finalized, it appears that both left-wing and right-

wing parties have gained seats in the country’s parliament, but neither has won enough to 

dominate the body.  That’s good news for investors, as it will require alliances to pass 

legislation, and therefore will reduce the chance of radical new policies, no matter who wins the 

upcoming presidential run-off election. 

 

Uganda:  Over the last two weeks, officials have counted more than three dozen cases of the 

Sudan strain of Ebola, for which there are no proven vaccines or antiviral treatments and which 

can’t be detected by rapid tests.  Officials fear there are many more unknown cases, including in 

areas frequented by Western tourists. 

 

U.S. Economy:  The monthly JOLTS report yesterday showed employers’ total job openings fell 

10% in August to a seasonally adjusted 10.1 million from 11.2 million the month before.  The 

apparent drop in labor demand was taken as an important sign that the Federal Reserve’s 

interest-rate hikes are having their intended effect, boosting hopes that inflation will soon fall 

and reduce the need for further rate hikes. 

• The report was key to sparking yesterday’s big rebound in the stock market, which 

pushed the S&P 500 price index up 2.6% to 3,774.75. 

• We would note, however, that the JOLTS report was all positive.  The report also showed 

that quits and layoffs in August were little changed. 

 

U.S. Monetary Policy:  Despite the economic slowdown evident in the JOLTS report and some 

other economic indicators, yesterday Fed board member Philip Jefferson warned that bringing 

consumer price inflation down to acceptable levels will take time and require a bigger slowdown 

in economic growth and labor demand.  Importantly, he said that the labor market remains very 

tight, suggesting that he would support continued increases in interest rates despite the market’s 

hope for a reprieve in the near term. 

 

U.S. Economic Releases  

Elevated mortgage rates likely weighed on mortgage loan demand last week.  According to an 

index tracked by the Mortgage Bankers Association, mortgage applications fell 14.2% in the 

week ending September 30.  The drop in the number of mortgage requests was primarily driven 

by a decline in refinance applicants.  The tracker for refinancing applications fell 17.8% from the 
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prior week, while the index for purchases dipped 12.6% in the same period.  The average 30-year 

fixed rate rose 23 bps from 6.52% to 6.75%.   

 

Separately, U.S. companies continue to hire at a solid pace. Employment data collected by 

Automatic Data Processing, Inc (ADP), showed that private firms added 208k jobs in September. 

The number was slightly above expectations of 200k and the previous month’s revised reading of 

185k.  

 

 
 

The chart above shows the monthly change in the number of jobs added. Strong job creation 

might encourage the Fed to maintain policy tightening.  

 

Lastly, a sharp decline in the value of imports contributed to the overall decline in the trade 

balance in August. The gap between the trade deficit shrank from $70.7 billion to $67.4 billion. 

The figure was slightly below expectations of $67.7 billion deficit. 
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The chart above shows the level of the trade balance. 

  

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

9:45 S&P Services PMI m/m Sep F 49.2 49.2 **

9:45 S&P Composite PMI m/m Sep F 49.3 49.3 **

10:00 ISM Services Index m/m Sep 56.0 56.9 ***

EST Speaker or Event

9:15 Neel Kashkari Takes Part in Moderated Q&A President of the Federal Reserve Bank of Minneapolis

16:00 Raphael Bostic Discusses Inflation President of the Federal Reserve Bank of Atlanta

Economic Releases

Federal Reserve

District or Position
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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 Expected

ASIA-PACIFIC

Japan Jibun Bank Services PMI m/m Sep F 52.2 51.9 ** Equity and bond neutral

Jibun bank Composite PMI m/m Sep F 51.0 50.9 * Equity and bond neutral

Australia S&P Composite PMI m/m Sep F 50.9 50.8 * Equity and bond neutral

S&P Services PMI m/m Sep F 50.6 50.4 ** Equity and bond neutral

New Zealand CoreLogic House Prices y/y Sep 2.8% 5.8% * Equity bearish, bond bullish

South Korea CPI y/y Sep 5.6% 5.7% 5.7% *** Equity and bond neutral

Core CPI y/y Sep 4.5% 4.4% 4.4% ** Equity and bond neutral

EUROPE

Eurozone S&P Services PMI m/m Sep F 48.8 48.9 48.9 ** Equity and bond neutral

S&P Composite PMI m/m Sep F 48.1 48.2 48.2 * Equity and bond neutral

Germany S&P Global Germany Services PMI m/m Sep F 45.0 45.4 45.4 ** Equity and bond neutral

S&P Global Germany Composite PMI m/m Sep F 45.7 45.9 45.9 ** Equity and bond neutral

Trade Balance m/m Aug 1.2b 5.4b 3.4b ** Equity and bond neutral

Exports m/m Aug 1.6 -2.1% -1.6% * Equity bullish, bond bearish

Imports m/m Aug 3.4 -1.5% 0.1% * Equity bullish, bond bearish

France Industrial Production y/y Aug 1.2% -1.2% -1.5% *** Equity bullish, bond bearish

Manufacturing Production y/y aug 3.1% 0.2% ** Equity bullish, bond bearish

S&P Global France Services PMI m/m Sep F 52.9 53.0 53.0 ** Equity and bond neutral

S&P Global France Composite PMI m/m Sep F 51.2 51.2 51.2 ** Equity and bond neutral

Italy S&P Global Italy Services PMI m/m Sep 48.8 50.5 49.0 ** Equity and bond neutral

S&P Global Italy Composite PMI m/m Sep 47.6 49.6 48.4 ** Equity and bond neutral

UK S&P Global/CIPS Services PMI m/m Sep F 50.0 49.2 49.2 ** Equity and bond neutral

S&P Global/CIPS Composite PMI m/m Sep F 49.1 48.4 48.4 ** Equity and bond neutral

New Car Registrations y/y Sep 4.6% 1.2% * Equity bullish, bond bearish

Russia S&P Services PMI m/m Sep 51.1 49.9 4.9 ** Equity bullish, bond bearish

S&P Composite PMI m/m Sep 51.5 50.4 50.2 ** Equity bullish, bond bearish

AMERICAS

Canada Building Permits m/m Aug 11.9% -6.6% -7.3% ** Equity bullish, bond bearish

International Merchandise Trade m/m Aug 1.52b 4.05b 2.37b ** Equity and bond neutral

Brazil Industrial Production y/y Aug 2.8% -0.5% 2.5% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 375 375 0 Up

3-mo T-bill yield (bps) 327 331 -4 Up

TED spread (bps) 48 45 3 Widening

U.S. Sibor/OIS spread (bps) 368 364 4 Up

U.S. Libor/OIS spread (bps) 372 369 3 Up

10-yr T-note (%) 3.69 3.63 0.06 Up

Euribor/OIS spread (bps) 117 119 -2 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

RBNZ Official Cash Rate 3.500% 3.000% 3.500% On Forecast
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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. 

 
 

 
 

Weather 

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

the Pacific region, Midwest, and some of the South with cooler-to-normal temperature for the 

rest of the country. Wetter-than-normal conditions are anticipated in the Southwest, with dry 

conditions expected in the North Pacific, Rocky Mountain and Southeast regions. 
 

There are currently two tropical disturbances in the Gulf Coast, Caribbean, and Atlantic Ocean 

areas. One disturbance is located near the Windward Islands and has a 60% chance of cyclone 

formation within the next 48 hours.  Meanwhile a disturbance in the Eastern Tropical Atlantic 

Ocean has developed into a tropical depression. 

Price Prior Change Explanation

Brent $91.51 $91.80 -0.32%

WTI $86.15 $86.52 -0.43%

Natural Gas $6.75 $6.84 -1.21%

Crack Spread $37.18 $37.66 -1.28%

12-mo strip crack $31.96 $32.22 -0.79%

Ethanol rack $2.69 $2.69 0.15%

Metals

Gold $1,705.50 $1,726.13 -1.20%

Silver $20.30 $21.06 -3.61%

Copper contract $345.70 $349.00 -0.95%

Grains

Corn contract $679.50 $683.00 -0.51%

Wheat contract $897.00 $903.00 -0.66%

Soybeans contract $1,373.00 $1,383.50 -0.76%

Shipping

Baltic Dry Freight 1,865            1,788            77

Actual Expected Difference

Crude (mb) 1.8

Gasoline (mb) -1.1

Distillates (mb) -1.5

Refinery run rates (%) -0.50%

Natural gas (bcf) 125

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/4/2022 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 10/4/2022 close) 
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Growth

Emerging Markets ($)

Real Estate
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Emerging Markets (local currency)

Small Cap

Large Cap

US Corporate Bond

Mid Cap

US Government Bond

US High Yield
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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 

 

September 29, 2022 
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P/E as of 9/28/2022 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, down 0.1 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 three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). 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. 


