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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 6, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.2% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed essentially flat. Markets in China are closed for the country’s National 

Day holiday. 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 (10/6/2022): We discuss the OPEC production cuts and rising 

concerns about Germany’s subsidy package.      

• 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)  

 

Good morning! Today's Comment begins with a discussion about the Federal Reserve's 

insistence on raising its benchmark interest rate despite the global outcry. Next, we discuss the 

impact that Ukraine’s successes in the south have had on Russian sentiment. We end the report 

with an overview of how foreign governments are looking to calm discontent within their 

countries.  

 

The Fed Marches On: Despite calls for the central bank to rethink its policy stance, the Federal 

Reserve is poised to keep raising rates until it sees trouble. 

● The Fed may not be finished tightening, but officials are looking toward the horizon for a 

potential end date. On Wednesday, San Francisco Fed President Mary Daly pushed back 

against the suggestion that the Fed will wait until something breaks before it acts. During 

an interview on BloombergTV, Daly hinted that central bank officials are monitoring 
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economic signals that would suggest it had gone too far. Her remarks indicated that some 

Fed officials are uncomfortable raising rates in a recession.  

● A possible end to the interest rate hikes explains the rise in gold and equity prices 

throughout the week. The ISM Supplier Delivery Index, a proxy tool to gauge supply 

chain efficiency, fell to a post-pandemic low. The improvement in manufacturing 

deliveries suggests that supply-driven inflation may be on the decline, paving the way for 

a possible Fed pivot. Investors responded to the report by piling into gold which is now 

hovering around $1700 an ounce. Additionally, equities mounted a two-day rally that 

ended after a positive jobs report from ADP signaled that the labor market remains tight.  

 

● At this time, the Fed is on track to continue raising rates until inflation slows to the 

central bank's 2% target. The latest CME FedWatch Tool forecast shows a 67.3% chance 

that the Fed will raise its benchmark interest-rate range of 3.75% to 4.00% and a 32.7% 

chance of an interest-hike range of 3.50% to 3.75%. The recent movement in the market 

indicates that many investors believe that the Fed will not be able to keep raising rates for 

much longer without triggering a recession. As a result, many market participants likely 

have yet to offload some of their poor-performing financial assets. This scenario suggests 

that the market may still have a ways to go before it hits bottom if the Fed proceeds with 

its tightening cycle. 

 

Ukraine update: As Russian losses continue to pile up, Moscow learns to accept some hard 

truths. 

● This war is becoming increasingly unpopular. After Putin's call for "partial mobilization," 

Russian protests have become louder and more widespread. Although most of the 

pushback initially came from major cities such as St. Petersburg and Moscow, there are 

now signs of resistance in poorer areas such as Dagestan. The sustainability of this war 

hinges on the Kremlin's ability to maintain popular support. Unfortunately for Putin, time 

may not be on his side as he would like to secure a decisive victory in Ukraine before he 

https://www.ft.com/content/d6cf2d9e-e417-4768-ad5a-32083ae61b60
https://www.ft.com/content/d6cf2d9e-e417-4768-ad5a-32083ae61b60
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begins his presidential campaign late next year. Putin is unlikely to lose any election, but 

the lack of turnout could dent his political clout. Although we are not forecasting his 

ousting, we would like to remind our readers that his exit would likely be sudden.  

○ The removal of Putin would lead to much uncertainty as it is unclear who would 

be his replacement. Additionally, his transition from power may not be peaceful 

as Putin has many supporters in the military. As a result, Putin's removal could 

lead to a rush toward safe-haven assets in the short run as events played out. 

● Low morale among Russian troops is a core reason why Ukraine has been so effective in 

their campaigns. The Ukrainian offensive in the southern part of the country has led to a 

series of Russian retreats, and although the mobilization effort will likely provide the 

army with more manpower, it also has the potential to lead to more disobedience. The 

lack of support among Russian soldiers may have contributed to Putin's decision to 

promote the controversial Chechen leader Ramzan Kadyrov to Colonel Leader on 

Wednesday. Additionally, Russia could look to push for Belarus to become involved in 

the war. As Ukraine's forces continue to stack up successes in the south, Russia is likely 

to take more extreme actions.  

● The longer the war rages on, the more isolated Russia will become from Europe. In 2021, 

the EU accounted for 36.5% of its imports and 37.9% of its exports. Its deep trade ties 

with Russia have made the two sides somewhat dependent on each other for critical 

resources and revenue. However, this dynamic is on the verge of changing following 

Russia's invasion of Ukraine. On Thursday, U.S. exporter of LNG Venture Global signed 

a contract to provide Germany with liquified natural gas. This is the only deal thus far 

between Germany and the U.S., but it is unlikely to be the last. 

○ The disentanglement between Europe and Russia will likely favor Western energy 

companies as countries look to prioritize the security of resources over 

convenience.  

 

Global discontent: The slowdown in growth and inflation has led to political backlash 

worldwide, and governments are starting to respond. 

● China has ramped up its corruption crackdowns in the run-up to the country's Communist 

Party Congress later this month. Although Chinese President Xi Jinping has made 

fighting corruption a central theme of his leadership, some of these investigations appear 

to target mainly potential rivals and critics. We suspect that the crackdowns are a way to 

make it easier for Xi to push through policies that may not be growth friendly. This shift 

is designed to help China decouple from the West and become more self-sufficient. As a 

result, investment opportunities in China may not be as plentiful in the future. 

● The White House is preparing to punish OPEC+ for its decision to cut its oil output by    

2 mbpd. The Biden administration is working with Congress on legislation reducing the 

oil cartel's control over energy prices. Introduced in May, the aptly named NOPEC bill 

seeks to expose countries to anti-trust lawsuits from the U.S. government. However, it is 

unclear how the U.S. could enforce a ruling against a foreign country. These countries' 

dependency on the American financial system could be a target. If we are correct, the 

https://www.ft.com/content/4a154db7-a832-4bf7-80b4-09d4ff1954fa
https://www.ft.com/content/4a154db7-a832-4bf7-80b4-09d4ff1954fa
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-5
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-5
https://www.ft.com/content/064437a4-2c60-4962-b722-d669d71e914a
https://www.ft.com/content/064437a4-2c60-4962-b722-d669d71e914a
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https://www.ft.com/content/ad65cbdb-5c51-43f5-b936-1a50e7433546
https://www.ft.com/content/64d35a40-5144-44f6-afca-c8b88c9d0ad5
https://www.ft.com/content/64d35a40-5144-44f6-afca-c8b88c9d0ad5
https://www.reuters.com/article/usa-oil-nopec/explainer-what-is-nopec-the-u-s-bill-to-pressure-the-opec-oil-group-idUSL1N3162TO
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weaponization of the dollar will likely encourage countries to diversify their currency 

holdings away from the U.S dollar. 

● Prime Minister Liz Truss failed to quell criticism of her tax policies from fellow Tories. 

Truss was heckled at the Conservative Party Conference after members were displeased 

with her bold fiscal plan that rattled markets and temporarily tanked the British pound. 

Although she vowed to plow ahead with her agenda, the conference showed that she 

might be losing support from members of her party. The latest polls show that the Labour 

Party would win if elections were held today. Although elections are not until January 23, 

2025, Labour's lead is not a good sign for the Tory leadership. Hence, Truss could be 

pushed out if she cannot regain support for her policies. 

 

U.S. Economic Releases  

Initial applications for unemployment benefits in the week ending October 1 rose to a seasonally 

adjusted 219,000, well above both the expected reading of 204,000 and the previous week’s 

revised reading of 190,000. The four-week moving average of initial claims, which helps smooth 

out some of the volatility in the series, rose only slightly to 206,500. The number of people 

continuing to draw benefits in the week ending September 24 rose to 1.361 million, above the 

anticipated level of 1.350 million and the prior week’s revised level of 1.346 million. The chart 

below shows how initial jobless claims have fluctuated since just before the prior recession. The 

chart is truncated through much of the pandemic period because of the extremely high level of 

claims at that time. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed since mid-2021. The financial markets have responded positively to the initial claims 

data, probably hoping that the apparent rise in layoffs might forestall more interest-rate hikes by 

the Fed, but this chart shows clearly that the week’s small rise in claims is not substantial at all. 

 

https://www.theguardian.com/politics/video/2022/oct/05/unforgettable-moments-tory-party-conference-video
https://www.bloomberg.com/news/articles/2022-10-05/labour-hold-on-to-strongest-poll-lead-for-more-than-two-decades?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-10-05/labour-hold-on-to-strongest-poll-lead-for-more-than-two-decades?sref=uIvt3NFS
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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 Speaker or Event

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

13:00 Charles Evans Evans Takes Part in Moderated Q&A President of the Federal Reserve Bank of Chicago

13:00 Lisa Cook Speaks on the Economic Outlook Member of the Board of Governors

13:00 Neel Kashkari Discusses Cyber Risk and Financial Stability President of the Federal Reserve Bank of Minneapolis

17:00 Chris Waller Discusses the Economic Outlook Member of the Board of Governors

18:30 Loretta Mester Discusses the Economic Outlook President of the Federal Reserve Bank of Cleveland

Economic Releases

 No economic releases for the rest of today

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. 

 

   
 

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 Expected

ASIA-PACIFIC

Japan Japan Buying Foreign Bonds w/w 30-Sep -¥886.3b -¥1.102t * Equity and bond neutral

Foreign Buying Japan Bonds w/w 30-Sep -¥1.566t -¥2.863t * Equity and bond neutral

Japan Buying Foreign Stocks w/w 30-Sep ¥569.8b ¥264.8b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 30-Sep -¥501.8b -¥1.179t * Equity and bond neutral

Australia Exports m/m Aug 3.0% -10.0% 2.0% * Equity and bond neutral

Imports m/m Aug 4.0% 5.0% -1.0% * Equity and bond neutral

Trade Balance m/m Aug A$8.324b A$8.733b A$8.967b *** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Sep -0.5% -3.3% -3.40 ** Equity bullish, bond bearish

India S&P Composite PMI m/m Sep 55.1 58.2 ** Equity bearish, bond bullish

India S&P Services PMI m/m Sep 54.3 57.2 ** Equity bearish, bond bullish

EUROPE

Eurozone Retail Sales y/y Aug -2.0% -0.9% -1.2% * Equity bearish, bond bullish

Germany S&P Global Germany Construction PMI m/m Sep 41.8 42.6 * Equity bearish, bond bullish

Factory Orders WDA y/y Aug -4.1% -13.6% -5.5% *** Equity bearish, bond bullish

UK S&P/CIPS Construction PMI m/m Sep 52.3 49.2 48.0 ** Equity bullish, bond bearish

Russia GDP y/y 2Q F -4.1% -4.1% -4.1% ** Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI y/y Sep 7.94% 5.67% 8.34% ** Equity and bond neutral

Brazil S&P Global Brazil Composite PMI m/m Sep 51.9 53.2 ** Equity bearish, bond bullish

Brazil S&P Global Brazil Services PMI m/m Sep 51.9 53.9 ** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 374 375 -1 Up

3-mo T-bill yield (bps) 326 330 -4 Up

TED spread (bps) 48 45 3 Widening

U.S. Sibor/OIS spread (bps) 372 367 5 Up

U.S. Libor/OIS spread (bps) 377 372 5 Up

10-yr T-note (%) 3.77 3.76 0.01 Up

Euribor/OIS spread (bps) 120 117 3 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Flat Down

Pound Down Down

Franc Flat Down
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Weather 

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

Pacific Northwest and lower Mississippi Valley regions, with cooler-to-normal temperatures in 

the southern Rocky Mountains and in the Mid-Atlantic states. Wetter-than-normal conditions are 

anticipated from the Southwest to the lower Mississippi Valley regions, with dry conditions 

expected in the Pacific Northwest and northern Great Plains. 
 

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

areas. One disturbance has now moved into the southeastern Caribbean Sea and is assessed to 

have an 80% chance of cyclone formation within the next 48 hours.  Meanwhile, Tropical 

Depression Twelve has formed far out at sea in the central Atlantic Ocean. 

Price Prior Change Explanation

Brent $93.04 $93.37 -0.35%

WTI $87.41 $87.76 -0.40%

Natural Gas $7.03 $6.93 1.39%

Crack Spread $36.91 $38.38 -3.81%

12-mo strip crack $32.29 $33.26 -2.92%

Ethanol rack $2.73 $2.72 0.45%

Metals

Gold $1,714.79 $1,716.26 -0.09%

Silver $20.58 $20.65 -0.32%

Copper contract $350.25 $350.05 0.06%

Grains

Corn contract $681.50 $684.00 -0.37%

Wheat contract $892.50 $902.00 -1.05%

Soybeans contract $1,358.75 $1,369.75 -0.80%

Shipping

Baltic Dry Freight 1,996            1,865            131

Actual Expected Difference

Crude (mb) -1.4 1.8 -3.2

Gasoline (mb) -4.7 -1.1 -3.6

Distillates (mb) -3.4 -1.5 -1.9

Refinery run rates (%) 0.7% -0.50% 1.2%

Natural gas (bcf) 122 -122

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/5/2022 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 10/5/2022 close) 

 

-40% -20% 0% 20% 40%

Real Estate

Growth

Emerging Markets ($)
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Small Cap
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US Corporate Bond

Large Cap

Mid Cap
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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 6, 2022 
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P/E as of 10/06/2022 = 17.8x

 
 

Based on our methodology,1 the current P/E is 17.8x, down 1.3x from last week.  The reason for 

the large contraction is due to moving to Q4.  We reset the S&P average for the quarter and are 

now using two quarters of forecast earnings. 
 

 

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. 


