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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: September 14, 2022—9:30 AM EDT] Global equity markets are generally 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 2.6%. Chinese markets were lower, with the Shanghai 

Composite down 0.8% from its prior close and the Shenzhen Composite down 1.1%. U.S. equity 

index futures are signaling a higher 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 (9/12/2022) (no associated podcast this week) “The 

Ukraine War at Six Months: Some Reflections” 

• Weekly Energy Update (9/1/2022): We take a look at the Iran nuclear deal, discuss the 

situation in Europe, and update the weekly inventory data.  

• 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 (9/6/2022) (with associated podcast): “Storm Warning” 

• 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, including an update on 

how Russia is responding to Ukraine’s recent battlefield gains.  We next review a wide range of 

other international and U.S. developments with the potential to affect the financial markets 

today, along with some additional commentary on yesterday’s disappointing inflation data and 

the resulting big drop in stock prices. 

 

Russia-Ukraine:  As Ukrainian forces continue to consolidate their hold on recently retaken 

territories in the northern Kharkiv region and around Kherson in the south, the Russian 

government finally acknowledged its defeat in those areas.  The acknowledgement has focused 

on failures by the Ministry of Defense and the uniformed military leadership, likely to deflect the 

blame from President Putin himself.  With the Kremlin’s propaganda machine in disarray, some 
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politicians are calling for a formal declaration of war, a full mobilization, or even a partial 

mobilization, although we continue to believe a full mobilization would be hard to pull off and 

remains Putin’s last resort, given how politically risky it would be.  Finally, in new evidence of 

how Ukraine’s recent successes have impacted Russian resolve and morale, reports indicate that 

some Russian officials in occupied Crimea are sending their families back to Russia in case the 

Ukrainians are able to retake the peninsula. 

• The Ukrainian success in recapturing northern transportation hubs like Izyum will likely 

prevent Russia from achieving its goal of seizing the entirety of Ukraine’s eastern 

Donbas region.  Meanwhile, Ukrainian forces continue to push eastward into the Donbas, 

even as they slow their advance to consolidate their control over the recently retaken 

territories.  In a telephone call yesterday, German Chancellor Scholz told President Putin 

his position in Ukraine was hopeless and urged him to withdraw his forces completely. 

• Following on the summer’s Russia-Ukraine-Turkey deal to allow safe passage of 

Ukrainian grain shipments through the Black Sea, the UN is pressing for a similar deal 

that would allow the export of key fertilizer chemicals from Ukraine’s coast.  The deal 

would help erase the current global shortage of fertilizer, which has further weighed on 

food supplies and boosted agriculture commodity prices. 

• We’ve mentioned before how Russia’s invasion has scared Western democracies into 

what is likely to be a multi-year effort to rebuild their defense capabilities and boost their 

defense spending.  One example is offered by the U.S.-supplied High-Mobility Artillery 

Rocket System (HIMARS) that Ukraine has used to such great effect in its recent 

counteroffensives.  Now that the system has proven so effective in real-life combat, the 

U.S. Army has asked defense contractors how they could produce up to 500 additional 

HIMARS over the next five years – an amount that would essentially double the number 

of existing HIMARS.  Other countries seeking to boost their HIMARS arsenals include 

Romania, Singapore, and Taiwan. 

 

Global Oil Market:  In its monthly crude oil report, the International Energy Agency cut its 

forecast of global oil demand this year to 99.7 million barrels per day (bpd), largely because of 

slowing economic growth in the developed countries and continued COVID-19 lockdowns in 

China. 

• The IEA’s reduced demand forecasts are consistent with the fall in energy prices since 

early summer.  If continued high inflation prompts the major central banks to keep hiking 

interest rates and China keeps imposing pandemic lockdowns, oil demand could skid 

further and put even more downward pressure on prices. 

• The IEA now sees global oil demand only surpassing its pre-pandemic high next year 

when it is expected to total 101.8 million bpd. 

 

European Union Energy Crisis:  European Commission President von der Leyen detailed her 

proposal for a windfall profit tax on electricity producers that don’t rely on natural gas.  With the 

Russian gas shutoff boosting prices for that fuel, the non-gas producers have been boosting 

prices in tandem and raking in profits.  Von der Leyen’s proposal would raise €140 billion from 

an EU-wide levy on those companies and use the funds to soften the blow of record high prices 
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this winter on consumers and businesses.  EU member states will meet to discuss the proposal on 

September 30. 

 

Armenia-Azerbaijan:  Yesterday, both Armenia and Azerbaijan claimed that the other side had 

fired on their border communities, sparking a crisis that could potentially reignite their 2020 war.  

Moscow has already brokered a ceasefire, but the violence illustrates how Russia’s military 

failures and political isolation in the Ukraine war have weakened its sway over the countries in 

its region. 

 

U.S. Inflation and Monetary Policy:  Following up on our initial take on the August consumer 

price index in our Comment yesterday, we think what was most disconcerting to the market was 

the unexpected acceleration in the “core” CPI, which excludes the often-volatile food and energy 

components of the overall CPI.  The August core CPI was up 0.6% from the previous month, 

which was double its rate of increase in July.  Much of that acceleration reflected faster cost 

increases for housing, but that wasn’t the whole story.  The acceleration in core inflation 

reflected faster price hikes in a wide range of non-energy and non-food products. 

• The acceleration in prices for non-energy and non-food products suggests inflation 

pressures continue to broaden despite the Federal Reserve’s long string of aggressive rate 

hikes.  To date, the Fed’s rate hikes haven’t seemed to do much to tighten financial 

conditions and bring down inflation pressures. 

• The continued broadening in inflation pressures undoubtedly will encourage the Fed to 

keep raising rates aggressively.  As we mentioned in our Comment yesterday, the August 

data probably guarantee at least a 75 bps hike in the benchmark fed funds interest rate at 

the Fed’s policy meeting next week. 

• In addition, we note that the Fed’s accelerated quantitative tightening also seems to be 

putting strain on the market for U.S. Treasury securities.  Bid-ask spreads in that market 

have widened considerably, and price swings have expanded to levels unseen since the 

beginning of the pandemic in early 2020.  The market action is a reminder that the Fed’s 

tightened monetary policy could spark a crisis in some sector of the financial markets at 

some point. 

• The prospect of continued aggressive rate hikes, tighter monetary policy, and a 

potentially deep recession goes far toward explaining the sharp drop in stock prices 

yesterday, in which the S&P 500 price index dropped 4.2%.  Meanwhile, gold prices fell 

1.6% and crude oil prices fell 0.4%.  The yield on the 10-year Treasury note jumped to 

3.422%, almost matching its cycle high in mid-June. 

o In turn, that gave an additional boost to the U.S. dollar, while driving down other 

major foreign currencies. 

o The Japanese yen fell approximately 2% to 144.95 per dollar, prompting the Bank 

of Japan to check in with traders on market conditions (a move that has often 

presaged a market intervention in the past). 

• As investors price in further big interest-rate hikes, it would not be surprising to see these 

trends continue in the coming days. 

https://www.wsj.com/articles/armenia-azerbaijan-clashes-test-russias-support-for-regional-ally-11663080829
https://www.wsj.com/articles/armenia-azerbaijan-clashes-test-russias-support-for-regional-ally-11663080829
https://www.wsj.com/articles/us-inflation-august-2022-consumer-price-index-11663017630?mod=article_inline
https://www.wsj.com/articles/us-inflation-august-2022-consumer-price-index-11663017630?mod=article_inline
https://www.ft.com/content/dd0ffcb8-ccf4-4a6d-8306-72854888090e
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U.S. Railroad Strike:  As the major railroads and their unions remain at an impasse in their 

contract negotiations, the risk of an economically damaging strike on Friday continues to 

increase.  The threat has prompted a number of major businesses to appeal to Congress to take 

action to prevent a shutdown.  The White House has also launched an effort to coordinate 

alternate transportation providers such as trucking firms and ship companies. 

 

U.S. Economic Releases  

High borrowing costs weighed on mortgage loan demand in the week ending September 9. 

According to an index tracked by the Mortgage Bankers Association (MBA), mortgage 

applications fell 1.2% from the prior week. This report shows the fifth consecutive weekly 

decline in mortgage requests. A sharp decline in refinancing applications led to a drop in 

submissions for new mortgages. The MBA tracker for refinancing fell 4.2% from the prior week, 

while the purchase tracker rose 0.2% in the same period. The average 30-year fixed-rate 

mortgage rose 7 bps from 5.94% to 6.01%. 

 

Producers experienced some inflation relief in August thanks to a decline in fuel prices. 

According to the Bureau of Labor Statistics, the fees paid by producers for finished goods rose 

8.7% from the prior year. The pick-up was below expectations of 8.8% and the previous report’s 

reading of 9.8%. The deceleration in the index was broad-based, but the pace was still faster than 

most analysts predicted. PPI grew 7.3% from the previous year, excluding the volatile energy 

and food. The rise was above expectations of 7.0% and below July’s reading of 7.8%. Lastly, 

super core PPI, which excludes energy, gas, and trade, increased 5.6% from last year. 

 

https://www.ft.com/content/e78a3f84-6a69-4697-ab25-c35e332f0cef
https://www.ft.com/content/e78a3f84-6a69-4697-ab25-c35e332f0cef
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The chart above shows the annual change in headline and core PPI. Despite the slowdown in 

producer inflation, this report is unlikely to sway the Fed’s decision to raise rates at its next 

meeting. 

 

There are no economic releases or Fed 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. 
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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 Market Impact

ASIA-PACIFIC

Japan Core Machine Orders y/y Jul 12.8% 6.5% 6.6% ** Equity bullish, bond bearish

Industrial Production y/y Jul F -2.0% -1.8% *** Equity and bond neutral

Capacity Utilization m/m Jul 2.4% 9.6% ** Equity bearish, bond bullish

New Zealand BoP Current Account Balance q/q 2Q -5.224b -6.143b -6.502b ** Equity and bond neutral

India Trade Balance m/m Aug -$27.980b -$29.998b -$28.089b * Equity and bond neutral

Exports y/y Aug 1.6% 2.1% ** Equity and bond neutral

Imports y/y Aug 37.3% 43.6% ** Equity bullish, bond bearish

Wholesale Prices y/y Aug 12.4% 13.93% 13.00% ** Equity bullish, bond bearish

EUROPE

Eurozone Industrial Production WDA y/y Jul -2.4% 2.4% 2.2% ** Equity bearish, bond bullish

UK CPI y/y Aug 99.0% 10.1% 10.0% *** Equity and bond neutral

Core CPI y/y Aug 6.3% 6.2% 6.2% *** Equity and bond neutral

RPI y/y Aug 12.3% 12.3% 12.3% ** Equity and bond neutral

PPI Output y/y Aug 16.1% 17.1% 17.5% * Equity bullish, bond bearish

PPI Input y/y Aug 20.5% 22.6% 22.4% * Equity bullish, bond bearish

House Price Index y/y Jul 15.5% 7.8% * Equity bearish, bond bullish

AMERICAS

Canada Manufacturing Sales m/m Jul -0.9% -0.8% -0.1% ** Equity bearish, bond bullish

Brazil Retail Sales y/y Jul -5.2% -0.3% -0.1% *** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 327 325 2 Up

3-mo T-bill yield (bps) 312 313 -1 Up

TED spread (bps) 15 12 3 Widening

U.S. Sibor/OIS spread (bps) 339 335 4 Up

U.S. Libor/OIS spread (bps) 345 341 4 Up

10-yr T-note (%) 3.45 3.41 0.04 Up

Euribor/OIS spread (bps) 100 99 1 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Flat Up
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Weather 
 

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

country, with cooler-than-normal temperatures in most of the Pacific region. Wetter-than-normal 

conditions are expected in the Pacific and Great Plains regions, with dry conditions expected for 

the rest of the country. 
 

In the Gulf Coast, the Caribbean, and western Atlantic Ocean areas, there are no tropical 

cyclones forecasted within the next 48 hours. However, there is a 40% chance of cyclone 

forming east of the Lesser Antilles.  

Price Prior Change Explanation

Brent $93.17 $93.17 0.00%

WTI $87.32 $87.31 0.01%

Natural Gas $8.39 $8.28 1.28%

Crack Spread $29.26 $31.88 -8.20%

12-mo strip crack $28.18 $29.93 -5.84%

Ethanol rack $2.90 $2.86 1.45%

Metals

Gold $1,704.54 $1,702.17 0.14%

Silver $19.49 $19.33 0.82%

Copper contract $351.95 $355.55 -1.01%

Grains

Corn contract $687.50 $692.75 -0.76%

Wheat contract $860.75 $860.50 0.03%

Soybeans contract $1,482.50 $1,478.75 0.25%

Shipping

Baltic Dry Freight 1,408            1,256            152

Actual Expected Difference

Crude (mb) 1.9

Gasoline (mb) -1.6

Distillates (mb) 0.0

Refinery run rates (%) -0.40%

Natural gas (bcf) 71

Energy Markets

DOE Inventory Report



 

 

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

www.confluenceinvestment.com 

 8 

Data Section 
 

U.S. Equity Markets – (as of 9/13/2022 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 9/13/2022 close) 

 

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

Growth

Foreign Developed ($)

Emerging Markets ($)

Small Cap

US Corporate Bond

Real Estate

Large Cap

Emerging Markets (local currency)

Mid Cap

US Government Bond

US High Yield

Value

Foreign Developed (local currency)

Cash

Commodities

YTD Asset Class Total Return

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 8, 2022 
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Based on our methodology,1 the current P/E is 19.2x, 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. 


