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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 21, 2022—9:30 AM EDT] Global equity markets are mixed this morning. 

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

Apex 50 Index closed down 1.5%. Chinese markets were lower, with the Shanghai Composite 

down 0.2% from its prior close and the Shenzhen Composite down 0.4%. U.S. equity index 

futures are signaling a slightly 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 (9/15/2022): We’re back!  We update the U.S. natural gas market, 

discuss the weekly DOE data, and offer our usual look at the news affecting oil and 

natural gas.    

• 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 Federal 

Reserve’s Big Policy Mistake” 

• 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) 

• Charts Worth Noting: “Annual Percent Change in CPI” 

 

Our Comment today opens with an update on the Russia-Ukraine war, in which Russia has 

announced a mobilization of its reserves and has made new threats to use nuclear weapons.  We 

next review a wide range of other international and U.S. developments with the potential to 

affect the financial markets today, including an overview of today’s interest-rate decision by the 

Federal Reserve. 

 

Russia-Ukraine:  As Ukrainian forces continue to press their counteroffensives in their 

northeastern region around Kharkiv and in their southern region around Kherson, ethnic-Russian 
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separatists in occupied areas yesterday announced they will hold referendums on annexing 

themselves to Russia.  The sham referendums are likely aimed at strengthening President Putin’s 

narrative that the war is all about “liberating” Ukraine and bringing the ethnic Russians there 

under Moscow’s protection.  After such a sop to Russian nationalism, Putin may hope to 

encourage more Russian men to volunteer for the war.  Indeed, in a speech defining the war as an 

existential struggle for Russia’s survival against what he described as a hostile West, Putin today 

announced a “partial mobilization” of Russia’s reserve forces.  Defense Minister Shoigu later 

said that the mobilization would eventually provide about 300,000 fresh troops for the armed 

forces, although he emphasized that the measure would not involve mass conscription.  Finally, 

in a further reflection of Russia’s continued manpower shortcomings, the Duma yesterday rushed 

into place a new law that dramatically increases penalties for desertion, refusing conscription 

orders, and insubordination. It also criminalizes voluntary surrender and makes surrender a crime 

punishable by ten years in prison. 

• Russia’s mobilization of reserves is unlikely to have much impact on the war in the near 

term, since the country’s wartime losses to date have depleted many of the officers, 

weapons, and supplies needed to train and equip any new troops.  The mobilization, 

coupled with a new Russian threat to use nuclear weapons, is probably mostly geared 

toward intimidating the West and showing Chinese President Xi, Putin’s key patron, that 

Russia can turn the war around.  Another reassuring sign is Shoigu’s assurance that there 

would be no mass conscription, which suggests the government still fears the political 

consequences of a true mass mobilization. 

• As a reminder, government readouts from their summit last week suggest that Xi raised 

tough questions for Putin regarding the war.  However, it’s unclear whether the message 

was that the Russians need to stop fighting with one hand tied behind their backs, or that 

they need to start winding down the war. 

o Putin’s mobilization and the new nuclear threat today could signal that the 

message was the former.  In that case, Russia could now throw its full weight into 

the war and create much more risk for global geopolitics and the global economy. 

o However, since the Chinese readout didn’t mention Ukraine, and since Indian 

Prime Minister Modi explicitly questioned the wisdom of the war, it may be that 

Putin’s most important patrons and enablers are telling him to look for a way out.  

In that case, Putin’s latest move could merely be a last gasp before starting to 

search for an eventual wind-down of the war, perhaps by simply settling for a 

Russian annexation of Ukraine’s Luhansk, Donetsk, and other occupied regions. 

 

European Union-China:  The European Union Chamber of Commerce in China issued a report 

saying EU companies are being forced to “reduce, localize, and silo” operations in China 

because of President Xi’s regulatory crackdowns on previously booming industries and his 

draconian Zero-COVID policies. 

• The bleak report also warns that because of those and other problems, China is losing its 

attractiveness as an investment destination. 

https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-september-20
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-september-20
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https://www.wsj.com/articles/putin-orders-draft-of-reservists-for-war-in-ukraine-threatens-nuclear-response-11663742871?mod=hp_lead_pos1
https://www.ft.com/content/015b5115-e602-4f4d-b1cd-864a95fd37ff
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• The report is consistent with our view that the world is fracturing and regionalizing, with 

countries breaking up into relatively separate geopolitical and economic blocs.  The result 

is likely to be less efficient production, higher costs, higher inflation, and lower profits. 

 

European Union-United States:  In another example of how many key countries allied to the 

U.S. are coalescing into a U.S.-led bloc, companies in Europe that make steel, fertilizer, and 

other feedstocks of economic activity are shifting operations to the U.S., attracted by more stable 

energy prices and muscular government support.  The trend is likely positive for U.S. investment 

and employment going forward. 

 

Germany:  The federal government announced it will nationalize the country’s largest electric 

utility Uniper (UNPRF, 4.27), after it was pushed to the brink of insolvency by Russia’s cutoff of 

energy supplies and soaring prices for natural gas.  The move is a fine example of how war and 

crises can lead to long-lasting increases in government power over the economy. 

• The German government, which had already planned to take a 30% stake, will now 

completely buy out Uniper’s previous owner for €480 million. 

• Berlin will also take on a €7.5 billion credit line from the previous owner. 

• Finally, the government will recapitalize the struggling utility with €8 billion. That move 

comes on top of a €13 billion government credit line that the government already 

provided to Uniper earlier this year. 

 

United Kingdom:  To help its businesses weather surging energy prices touched off by the war 

in Ukraine, yesterday the government said it will cut the wholesale price of energy for businesses 

and public organizations by more than half this winter. 

• The move to subsidize business and government energy costs is the second half of Prime 

Minister Truss’s plan to get the U.K. through its expected energy crisis this winter. 

• While helping to shield households and businesses from skyrocketing energy prices, the 

plan does little to produce new energy supplies.  It is also expected to boost financial 

strains on the government into the future.  Rising interest rates are already boosting 

government interest payments and creating investor worries about the U.K.’s debt levels. 

 

South Korea:  Even though the country’s currency is depreciating rapidly and is now at its 

lowest level against the dollar since 2009, the Bank of Korea has denied government suggestions 

that it will announce a currency swap arrangement with the Fed this week.  At 1,394.90 per 

dollar, the won is currently down 15.1% against the dollar so far this year, worse than any other 

major Asian currency except the Japanese yen. 

https://www.wsj.com/articles/high-natural-gas-prices-push-european-manufacturers-to-shift-to-the-u-s-11663707594?mod=hp_lead_pos3
https://www.wsj.com/articles/high-natural-gas-prices-push-european-manufacturers-to-shift-to-the-u-s-11663707594?mod=hp_lead_pos3
https://www.ft.com/content/2190babb-1cb8-49f1-a9d5-2c9d98539de9
https://www.ft.com/content/2190babb-1cb8-49f1-a9d5-2c9d98539de9
https://www.ft.com/content/241216e4-54ea-4920-b808-55a3eaa5ecd6
https://www.ft.com/content/241216e4-54ea-4920-b808-55a3eaa5ecd6
https://www.ft.com/content/ef1495fa-9fc9-4c46-89f9-27902293343c
https://www.ft.com/content/ef1495fa-9fc9-4c46-89f9-27902293343c
https://www.ft.com/content/3218b788-360c-4f5f-bb04-915205b07f79
https://www.ft.com/content/3218b788-360c-4f5f-bb04-915205b07f79


 

 

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

www.confluenceinvestment.com 

 4 

 
 

Haiti:  In yet another sign of how high global prices for food, energy, and other commodities are 

feeding political unrest in developing countries, a government plan to cut fuel subsidies has 

sparked large protests throughout Haiti.  Demonstrators across the country are calling on Prime 

Minister Ariel Henry to resign, saying he failed to address a spiraling economic and security 

crisis that has destabilized the Western Hemisphere’s poorest country. 

 

U.S. Monetary Policy:  Today, Fed officials will wrap up their latest two-day policy meeting, 

with their interest-rate decision and updated economic projections due out at 2:00 pm ET.  

Investors are broadly expecting that the officials will again hike their benchmark fed funds 

interest rate by an aggressive 75 bps.  We’ll also be watching with keen interest to see what their 

new economic and interest-rate forecasts say about the path of monetary policy going forward. 

• As we mentioned yesterday, there has been some whispering among observers that the 

rate hike could be a full percentage point as the officials try to re-establish their inflation-

fighting credibility amid continuing fast price hikes. 

• Investors in late summer seemed too complacent about the Fed’s rate-hiking program.  

While many investors thought the policymakers would quickly pivot to steady or falling 

rates, we think there is a high chance they will keep hiking and spark a recession.  Indeed, 

market indicators suggest investors are currently coming around to that view, not just for 

the Fed, but also for other major central banks.  The prospect for unexpectedly high 

interest rates will likely continue to challenge stocks, bonds, commodities, and foreign 

currencies in the near term. 

 

Hurricane Fiona:  After battering Puerto Rico earlier this week, Hurricane Fiona has now 

strengthened to a Category 4 storm and is moving north-northwest through the Caribbean Sea.  

The hurricane is expected to slam into Bermuda later this week. 

 

U.S. Economic Releases  

The demand for home loans rose for the first time in six weeks. According to an index tracked by 

the Mortgage Banker Association, mortgage applications increased 3.8% in the week ending 

September 16, after falling 1.2% a week prior. The reversal in the index was driven by a surge in 

https://www.wsj.com/articles/government-plans-to-raise-fuel-prices-spark-turmoil-in-haiti-11663700874
https://www.wsj.com/articles/government-plans-to-raise-fuel-prices-spark-turmoil-in-haiti-11663700874
https://www.ft.com/content/af12dcb4-bab2-4aa7-8462-2941ca58cd1d
https://www.wsj.com/articles/feds-third-straight-0-75-point-interest-rate-rise-is-anticipated-11663639672
https://www.wsj.com/articles/feds-third-straight-0-75-point-interest-rate-rise-is-anticipated-11663639672
https://www.wsj.com/articles/global-stocks-markets-dow-update-09-19-2022-11663585612
https://www.wsj.com/articles/global-stocks-markets-dow-update-09-19-2022-11663585612
https://www.wsj.com/articles/hurricane-fiona-strengthens-to-category-3-storm-as-it-moves-from-puerto-rico-to-other-islands-11663680245
https://www.wsj.com/articles/hurricane-fiona-strengthens-to-category-3-storm-as-it-moves-from-puerto-rico-to-other-islands-11663680245
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requests for refinancing due to concerns that interests rates will be higher in the future. The 

tracker for refinancing applications rose 10.4% from the prior week, while the purchase tracker 

rose 1.0% in the same period. The average 30-year fixed mortgage rate rose 24 bps from 6.01% 

to 6.25%. 

 

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

of the day. 

  

 
 

Charts Worth Noting 
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U.S. inflation fell for the second consecutive month in August. According to the Bureau of Labor 

Statistics, the Consumer Price Index rose 8.3% from the prior year, slightly lower than July’s 

reading of 8.5%. However, the drop in fuel prices accounted for most of the deceleration in the 

EST Indicator Expected Prior Rating

10:00 Existing Home Sales (monthly change) m/m Aug -2.3% -5.9% **

10:00 Existing Home Sales (annualized selling rate) m/m Aug 4.70m 4.81m ***

EST Speaker or Event

14:30 Jerome Powell Press Conference Following FOMC Meeting Chairman of the Board of Governors

Economic Releases

Federal Reserve

District or Position
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rate of change in the index. Excluding energy and food prices, the CPI rose 6.3% from the 

previous year, up from the last month’s reading of 5.9%. The latest report revealed that rent, 

transportation, and food prices continue to put upward pressure on inflation and show no signs of 

abating. Although we remain optimistic that annual inflation will meet our forecast of 4-5% by 

the end of the year, the new report suggests that the chance of that happening is shrinking.  

 

The acceleration of core CPI was unexpected and suggested that inflation may be stickier than 

initially thought. Later this week, the Federal Open Market Committee will meet to discuss its 

latest rate decision. So far, the market has priced in a 75 bps rate hike; however, there is some 

chatter of 100 bps. The most recent forecast from the CME Fed Watch tool shows an 80% 

chance that the Fed will raise its target range to 3.00%-3.25%, while the remaining 20% 

probability suggests a target range of 3.25%-3.50%. The jump in core inflation means that the 

Fed will likely have to keep monetary policy tighter for longer. If this trend continues, we expect 

the Fed to continue its tightening cycle going into 2023. 

 

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. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo Condominiums for Sale y/y Aug -40.1% 16.2% * Equity bearish, bond bullish

Australia Westpac Leading Index m/m Aug -0.5% -0.15% -0.17 ** Equity and bond neutral

New Zealand Credit Card Spending y/y Aug 29.4 4.9% 5.1 * Equity bullish, bond bearish

EUROPE

UK Public Finances (PSNCR) m/m Aug 5.3b -4.7b -5.1b * Equity bearish, bond bullish

Public Sector Net Borrowing m/m Aug 11.1b 4.2b 2.1b * Equity bearish, bond bullish

PSNB ex Banking Groups m/m Aug 11.8b 4.9b 2.9b ** Equity bearish, bond bullish

Switzerland M3 Money Supply y/y Aug -0.1% -0.3% ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 15-Sep $197.869b $198.295b * Equity and bond neutral

Mexico Retail Sales y/y Jul 5.0% 4.0% 4.7% *** Equity and bond neutral

https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
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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. 

 

 

 
 

 

 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 357 353 4 Up

3-mo T-bill yield (bps) 324 318 6 Up

TED spread (bps) 33 35 -2 Widening

U.S. Sibor/OIS spread (bps) 350 348 2 Up

U.S. Libor/OIS spread (bps) 355 354 1 Up

10-yr T-note (%) 3.54 3.56 -0.02 Up

Euribor/OIS spread (bps) 110 107 3 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Flat Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Upper Bound) 2.500% 3.250% Below Forecast

FOMC Rate Decision (Lower Bound) 2.250% 3.000% Below Forecast

Price Prior Change Explanation

Brent $91.56 $90.62 1.04%

WTI $84.68 $83.94 0.88%

Natural Gas $7.76 $7.72 0.53%

Crack Spread $29.36 $30.91 -5.03%

12-mo strip crack $29.16 $29.42 -0.87%

Ethanol rack $2.71 $2.72 -0.10%

Metals

Gold $1,672.52 $1,664.89 0.46%

Silver $19.44 $19.27 0.85%

Copper contract $347.15 $350.30 -0.90%

Grains

Corn contract $686.75 $692.00 -0.76%

Wheat contract $878.00 $893.75 -1.76%

Soybeans contract $1,470.75 $1,478.75 -0.54%

Shipping

Baltic Dry Freight 1,729            1,553            176

Actual Expected Difference

Crude (mb) 2.2

Gasoline (mb) -0.5

Distillates (mb) -0.5

Refinery run rates (%) 0.05%

Natural gas (bcf) 95

Energy Markets

DOE Inventory Report
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Weather 
 

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

country, with cooler-than-normal temperatures in New England and the Midwest. Dry conditions 

are expected for most of the country, with wetter-than-normal conditions in New England and 

Florida. 
 

Today, there are five tropical disturbances in the Gulf Coast, Caribbean, and Atlantic Ocean 

areas.  Hurricane Fiona is making its way to Bermuda and is expected to move out into the 

Atlantic within the next 48 hours. In the central Atlantic Ocean, a disturbance developed into 

Tropical Storm Gaston, but it is not expected to make landfall. Meanwhile, along the South 

American coast, there is a disturbance with a 70 percent chance of cyclone formation.  The 

remaining two disturbances which are located along the coast of Africa have a 10 percent chance 

or less of cyclone formation within the next 48 hours.  
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Data Section 
 

U.S. Equity Markets – (as of 9/20/2022 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 9/20/2022 close) 

 

-30% -20% -10% 0% 10% 20% 30%

Growth

Foreign Developed ($)

Real Estate

Emerging Markets ($)

Small Cap

US Corporate Bond

Large Cap

Emerging Markets (local currency)

Mid Cap
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Value
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Commodities
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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 15, 2022 
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P/E as of 9/14/2022 = 19.3x

 
 

Based on our methodology,1 the current P/E is 19.3x, up 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. 


