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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 7, 2022—9:30 AM EDT] Global equity markets are lower 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 1.6%. 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 (10/3/2022) (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 starts with a discussion about central banks around the world 

becoming more hawkish. Next, we give an overview of rising geopolitical tensions in Central 

Asia and Europe. We conclude the report with thoughts on how U.S. moves are impacting global 

financial markets. 

 

Central Bank Worries: Monetary policymakers continue to dig in their heels as price stability 

remains their top priority even as output falls.   

● European Central Bank officials are worried that an economic slowdown will not be 

enough to meaningfully bring down inflation. According to the ECB's September 

meeting minutes, central bankers expressed concerns that a weaker euro and fiscal 

stimulus have made inflation resilient. The comments suggest the bank will opt for a 
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jumbo rate hike in its next meeting on October 27. The market has priced in a 66% 

chance of a 75 bps rate hike and a 34% chance of a 100 bps rate hike.  

● Fed officials keep throwing water on the possibility of a slowdown in rate hikes. Five 

officials on Thursday reiterated the central bank's desire to bring down inflation at all 

costs. In her first remarks since taking over as Fed governor, Lisa Cook argued that the 

Fed needs to push rates higher until the data shows that inflation is moving toward the 

bank's 2% target. In a separate statement, Fed Governor Christopher Waller shot down 

the possibility that financial instability could force the bank to pivot. If Waller is correct 

and the Fed maintains rate hikes during a financial crisis, a recession could be more 

profound than most investors expect.  

○ In the event of financial market turmoil, we suspect the Fed will use the 

emergency tools developed during the pandemic. Accordingly, we may see some 

cash injections from the Fed to relieve some of the stress in the banking system. 

● Global liquidity is drying up as central banks tighten monetary policy and the world 

economy slows. The U.S. banking system appears to be ground zero for financial 

distress. Treasury market liquidity, as tracked by the Bloomberg U.S. Government 

Securities Liquidity Index, rose to its highest level since the 2020 pandemic. The lack of 

demand for government bonds is driven by high inflation and large deficits. As a result, if 

left unchecked, the Treasury build-up could lead to the financial system getting clogged 

again and the Fed might be forced to end quantitative tightening prematurely. 

 

Rising Global Frictions: As everyone focuses on Russia, there are signs that frozen conflicts are 

starting to thaw in other parts of the world. 

● Turkish President Recep Tayyip Erdogan threatened to invade the Greek islands on 

Thursday. Erdogan accused Greece of militarizing the Aegean Islands in violation of the 

1923 and 1947 treaties. The U.S. did not welcome the comments as it believes the 

countries should focus their attention on Russia. Greece has been helpful in the transfer 

of weapons to Ukraine, while Turkish drones were pivotal in fending off Russian troops 

at the start of the invasion. A conflict between the Mediterranean rivals threatens to 

divide NATO and calls into question the military alliance's unity.  

○ Erdogan's comments are another example of his split allegiance between the West 

and Russia in the war in Ukraine.  

● A deal to formally end a dispute between Israel and Lebanon is in jeopardy. The sides 

were close to an agreement that would allow Israel to start drawing gas from the Karish 

gasfield, but Lebanon has demanded last-minute changes to the deal. The hiccup in talks 

will prolong negotiations as Israel prepares for elections next month. Assuming the deal 

is not resolved, the outcome will prevent an additional supply of natural gas from 

entering the market. Renewed threats from Lebanon against Israel also raise the 

likelihood of a war between the countries.  

● Lastly, squabbles among Central Asian countries are becoming more common as Russia 

focuses its attention on Ukraine. Kyrgyzstan’s President Sadyr Japarov skipped the 

Commonwealth of Independent States (CIS) summit in St. Petersburg on Friday due to 

anger at home over Moscow's inability to prevent Tajik forces from invading Kyrgyz 

territory in September. His lack of attendance is viewed as a slight to Putin, who is 
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https://www.bloomberg.com/news/articles/2022-10-06/fed-officials-keep-hammering-hawkish-message-on-rates-heading-up
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celebrating his 70th birthday at the event. We suspect that Russian losses in Ukraine have 

led countries within Central Asia to question Moscow's security commitment. Thus, there 

is the possibility for violent outbreaks in an area that holds 10.6% of the world's oil 

reserves. 

 

The U.S. Leads the Dance: American foreign and monetary policy decisions continue to rattle 

markets as the world waits to see how the U.S. will respond to Russia and rising inflation. 

● President Biden warned that Russia’s threat of a strategic nuke was not a bluff. In a 

speech at a New York fundraiser, Biden acknowledged that his administration is seeking 

an off-ramp for Putin following a series of Russian losses in Ukraine. The comment from 

Biden suggests that his administration is looking for ways to get Putin to the negotiating 

table. The possibility of nuclear conflict could lead to a broader war in Europe and would 

be detrimental to risk assets.  

○ We do not believe it is probable that Putin will use a nuke at this time, but we 

think the risk is to the upside.  

● A strengthening dollar has contributed to a substantial decline in foreign exchange 

reserves in Japan and China. The rise in the greenback has forced countries to enter 

exchange rate markets to prevent their currencies from devaluing. Japan’s reserve drop 

resulted from the Bank of Japan's decision to sell off U.S. Treasuries. In China, the 

decline in reserves was driven by a reduction in gold holdings. These moves show the 

level of pressure governments are under to preserve their respective currency's value.  

● The world waits as the U.S. pressures OPEC to back off its decision to cut its output 

target by 2 million barrels per day. On Thursday, the Biden administration expressed that 

all measures are being considered to prevent rising oil prices from putting upward 

pressure on gas prices and inflation. In addition, the U.S. is considering offloading some 

of its strategic reserves as well as a potential export ban. Depending on what it decides, it 

could have slightly beneficial or disastrous effects on global energy prices.  

 

U.S. Economic Releases  

September nonfarm payrolls rose by a seasonally adjusted 263,000, above the expected increase 

of 255,000 but significantly below the unrevised August rise of 315,000.  Since payroll growth 

didn’t slow as much as anticipated, market participants are likely to see the figure as a sign that 

labor demand remains too high and the Fed will have to keep raising interest rates aggressively, 

to the detriment of risk assets.  The chart below shows the change in nonfarm payrolls since 

shortly before the previous recession. 
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In another figure that could point toward continued aggressive interest rate hikes, the September 

unemployment rate fell to a seasonally adjusted 3.5% compared with expectations that it would 

hold steady at the August rate of 3.7%.  The unemployment rate is now back down to its lowest 

level of the cycle, suggesting the labor market remains very tight.  The chart below shows how 

the unemployment rate has evolved since just before the prior recession. 

 

 
 

With the demand for labor high and the “inventory” of unemployed workers low, it should be no 

surprise that wage rates remain high.  Average hourly earnings in September rose to a seasonally 

adjusted $32.46, up 5.0% from the same month one year earlier and high enough to keep putting 

upward pressure on inflation.  The chart below shows the year-over-year growth in average 

hourly earnings since just before the prior recession. 
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A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population that is either working or looking for work.  The 

September labor force participation rate (LFPR) fell to a seasonally adjusted 62.3% versus 

expectations that it would stay at the August rate of 62.4%.  This indicator also points to 

tightness in the labor market and will likely help keep the Fed on its aggressive tightening 

program.  The chart below shows how the LFPR has changed over the last several decades. 

 

 
 

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

of the day. 
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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. 
 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Aug F 1.3% 1.3% ***

10:00 Wholesale Trade Sales m/m Aug 0.5% -1.4% **

15:00 Consumer Credit m/m Aug $25.000b $23.811b *

EST Speaker or Event

10:00 John Williams Speaks in Moderated Q&A President of the Federal Reserve Bank of New York

14:20 Neel Kashkari Discusses Agriculture, Food and Inflation President of the Federal Reserve Bank of Minneapolis

12:00 Raphael Bostic Discusses Inequality President of the Federal Reserve Bank of Atlanta

Federal Reserve

District or Position

Economic Releases

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Household Spending YoY y/y Aug 5.1% 3.4% 6.7% * Equity bearish, bond bullish

Labor Cash Earnings YoY y/y Aug 1.7% 1.8% 1.4% * Equity and bond neutral

Leading Economic Index m/m Aug P 100.9 98.9 100.3 ** Equity and bond neutral

South Korea BoP Current Account Balance m/m Aug $3.049b $1.089b $791.1m ** Equity and bond neutral

BoP Goods Balance m/m Aug -$4.449b -$1.180b -$1.434 * Equity and bond neutral

China Foreign Reserves m/m Sep $3.029t $3.055t $2.998t ** Equity and bond neutral

EUROPE

Germany Industrial Production WDA y/y Aug 2.1% -1.1% -0.8% ** Equity bullish, bond bearish

Retail Sales y/y Aug -1.7% -5.5% -4.1% * Equity bullish, bond bearish

Import Price Index y/y Aug 32.7% 28.9% 30.1% ** Equity bearish, bond bullish

Italy Retail Sales y/y Aug 4.3% 4.2% 4.1% ** Equity and bond neutral

Switzerland Unemployment Rate m/m Sep 2.1% 2.1% 2.1% ** Equity and bond neutral

Foreign Currency Reserves m/m Sep 807.1b 859.6b *** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 30-Sep 15.27t 14.90t * Equity and bond neutral

Gold and Forex Reserves m/m 30-Sep 5407b 549.7b *** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Sep 21.1k -39.7k 20.0k *** Equity and bond neutral

Unemployment Rate m/m Sep 5.2% 5.4% 5.4% *** Equity and bond neutral

Participation Rate m/m Sep 64.7% 64.8% 64.8% * Equity and bond neutral

Mexico CPI y/y Sep 8.70% 8.70% 8.75% *** Equity and bond neutral

Core CPI y/y Sep 8.28% 8.05% 8.34% ** Equity bullish, bond bearish

Brazil Retail Sales y/y Aug 1.6% -5.2% -5.3% *** Equity bullish, bond bearish
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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 from the 

Pacific Northwest to the southern Great Plains, with cooler-to-normal temperatures in the 

Northeast. Wetter-than-normal conditions are anticipated in the Southwest, with dry conditions 

expected in the Pacific Northwest and northern Great Plains. 
 

There is currently just one tropical disturbance in the Gulf Coast, Caribbean, and Atlantic Ocean 

areas. Tropical Depression Thirteen has now formed in the southern Caribbean Sea and is 

moving slowly westward toward Central America. 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 378 374 4 Up

3-mo T-bill yield (bps) 327 330 -3 Up

TED spread (bps) 51 44 7 Widening

U.S. Sibor/OIS spread (bps) 376 374 2 Up

U.S. Libor/OIS spread (bps) 380 378 2 Up

10-yr T-note (%) 3.84 3.82 0.02 Up

Euribor/OIS spread (bps) 125 120 5 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Flat Down

Pound Down Down

Franc Down Down

Price Prior Change Explanation

Brent $95.43 $94.42 1.07%

WTI $89.49 $88.45 1.18%

Natural Gas $6.78 $6.97 -2.75% Supply optimism

Crack Spread $41.02 $40.87 0.37%

12-mo strip crack $33.59 $34.15 -1.65%

Ethanol rack $2.70 $2.71 -0.22%

Metals

Gold $1,709.12 $1,712.53 -0.20%

Silver $20.64 $20.64 0.02%

Copper contract $342.45 $344.60 -0.62%

Grains

Corn contract $677.75 $675.50 0.33%

Wheat contract $890.25 $879.00 1.28%

Soybeans contract $1,359.50 $1,358.00 0.11%

Shipping

Baltic Dry Freight 1,992            1,996            -4

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) 129 123 6

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 10/6/2022 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 10/6/2022 close) 
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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. 


