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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 23, 2022—9:30 AM EDT] Global equity markets are decidedly lower this 

morning. In Europe, the Euro Stoxx 50 is currently down 2.2% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed down 1.7%. Chinese markets were lower, with the Shanghai 

Composite down 0.7% from its prior close and the Shenzhen Composite down 1.4%. 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 (9/12/2022) (no associated podcast this week) “The 

Ukraine War at Six Months: Some Reflections” 

• Weekly Energy Update (9/22/2022): We discuss the idea that the SPR is becoming a 

buffer stock instead of a strategic reserve. There are comments on the weekly data and 

the 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) 

 

Good morning! Today’s Comment starts with a discussion about the U.S. dollar's impact on 

equities. Next, we give an overview of the upcoming Italian election over the weekend. Finally, 

we conclude with an update on the Ukraine war.  

  

Fed Hangover: All focus seems to be on the dollar after the Fed lifted its policy rate by 75 bps. 

Here are our thoughts regarding the greenback’s impact on equities. 

● The U.S. dollar index rose to its highest level in over 20 years due to the Fed's tightening 

cycle and the Russian war in Ukraine. The greenback's strength hurt firms with 

substantial overseas sales as these companies receive a weaker currency for payment for 
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their goods and services. An index that tracks the S&P 500 performance of firms based 

on revenue exposure shows how the lack of dollar exposure may have led to worse 

performance this year.  
 

 
 

● Although eye-catching, the chart above does not explain the complete picture of how 

dollar exposure impacts equities. Most of the decline in the foreign revenue exposure 

index was driven by tech. Weakening overseas sales hurt the sector's performance, but 

the rise in borrowing costs is also an important factor. Additionally, the Real Estate 

sector, whose U.S. revenue exposure is only surpassed by Utilities and 

Telecommunication Services, has underperformed the aggregate S&P 500 Index. Thus, 

dollar impact on equity performance may be ambiguous at best.  

● More hawkish policy from non-U.S. central banks is a possible cure to the dollar’s rise. 

However, it does come with risks as political backlash could pressure governments to 

support dovish fiscal and monetary policy as economies barrel into recession. We are 

seeing this situation play out in the U.K. The Truss administration plans to implement the 

largest tax cut in the country’s history since 1972. The pound sank to a 37-year low 

against the dollar following the report as investors fear that the Bank of England will not 

be able to contain inflation. The political ramifications of a recession will likely mean the 

BOE may not be the only central bank hesitant to raise rates. Thus, the dollar's surge 

should continue if other central banks abandon or slow their monetary policy tightening 

prematurely to the Fed. In short, we would like to remind our readers not to put too much 

emphasis on one parameter when making allocation decisions. Although the U.S. dollar's 

impact on revenue provides insight into firm profitability, it is essential to consider the 

broader macroeconomic environment when making investment decisions. 

 

Italian Elections: The right-wing bloc is expected to take over the Italian parliament; however, 

there are concerns that the coalition may not hold together.  

● Italian voters are set to pave the way for right-wing populists to take over parliament. Led 

by the historically Eurosceptic Brothers of Italy party, the new government will 

https://www.spglobal.com/spdji/en/documents/research/research-the-impact-of-the-global-economy-on-the-sp-500.pdf
https://www.spglobal.com/spdji/en/documents/research/research-the-impact-of-the-global-economy-on-the-sp-500.pdf
https://www.ft.com/content/3a0c52cd-acbb-483c-a7ac-01fe7cd4e89e
https://www.ft.com/content/3a0c52cd-acbb-483c-a7ac-01fe7cd4e89e
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potentially include the League, Forza Italia, and Noi Moderati. Unlike in 2018, the 

differences between these parties are not significant enough to prevent the formation of a 

government. The leader of the Brothers of Italy, Giorgia Meloni, will take over as prime 

minister. Although she is known for being a nationalist on the campaign trail, she has 

openly supported keeping Italy in the EU and NATO.  

● Meloni might not struggle to form a government, but that does not mean there isn't 

friction within the coalition. Right-wing bloc leaders Meloni and Matteo Salvini both 

share a dislike for immigration, support law and order, and promote conservative family 

values. However, the two have differing views on Russia and government spending. 

Although the pair get along on the surface, there are rumors that their relationship is far 

from amicable. The Italian parliament could fall if the rivalry gets out of hand.  

● The rise of a right-wing populist coalition in parliament does not seem to be startling 

Italian bond investors as much as we once feared. Despite desires from members within 

the coalition for household subsidies to curtail inflation, Meloni has assured Brussels that 

Italy will be fiscally responsible under her control. At 150.8% of GDP, Italy has the 

second highest debt burden in the EU. Meloni's commitment to sound fiscal policy has 

likely calmed concerns over a potential EU-Italy clash. As a result, the yield gap between 

Italian and German 10-years bonds has narrowed from 2.40% in June to 2.27% as of 

September 22.  

 

Ukraine Update: Everyone is looking for an off-ramp from the Ukraine war; however, political 

pressure is forcing the West and Russia to make uncomfortable decisions.   

● Russia is threatening to use nuclear weapons as it grows desperate to consolidate its 

territorial gains in Ukraine. Despite not fully controlling any of the four regions it is 

attempting to annex, Moscow wants to give the illusion that it has made progress in its 

mission to protect separatists in the Donbas and Luhansk regions. However, recent 

setbacks from the Ukraine counteroffensive and political backlash due to partial 

mobilization has forced the Kremlin to double down on its claim that the war was 

necessary. Although the fight is far from over, recent moves from Russia suggest that 

hardline nationalists may pressure the ruling party to secure a victory at all costs. 

● The European Union faces resistance as it gears up to impose another round of sanctions 

and place price caps on Russian oil. Hungarian President, and Putin ally, Viktor Orban 

called on the EU to scrap sanctions altogether over concerns that they are worsening the 

energy crisis in Europe. His remarks come as officials look to dissuade Russia from using 

nuclear weapons in Ukraine. That said, Viktor Orban is not alone; disputes over sanctions 

have led to party infighting in Italy and Germany. The disunity has added to speculation 

that the energy crisis could lead to a break-up of the EU.  

○ The European energy crisis has contributed to the decline in the euro against the 

U.S. dollar as it will likely tip the continent into recession. However, if the winter 

is mild and energy supplies prove sufficient, the euro could rebound.  

● Neutral countries India and Turkey are not pleased with Russia's referendums to annex 

parts of Ukraine and mass mobilization efforts. Turkish President Recep Tayyip Erdoğan 

called the elections illegal, and Indian Prime Minister Narendra Modi demanded the war 

https://www.bloomberg.com/news/articles/2022-09-22/italy-front-runner-meloni-says-eu-is-wrong-to-antagonize-hungary?sref=uIvt3NFS
https://www.bloomberg.com/opinion/articles/2022-08-09/italian-election-meloni-salvini-rivalry-will-outlast-the-campaign?sref=uIvt3NFS
https://www.bloomberg.com/opinion/articles/2022-08-09/italian-election-meloni-salvini-rivalry-will-outlast-the-campaign?sref=uIvt3NFS
https://www.reuters.com/world/europe/exclusive-italys-meloni-says-public-finances-will-be-safe-her-hands-2022-08-25/
https://www.reuters.com/world/europe/russias-medvedev-strategic-nuclear-weapons-can-be-used-defend-new-regions-2022-09-22/
https://www.reuters.com/world/europe/hungary-pm-orban-says-eus-russia-sanctions-should-be-scrapped-report-2022-09-22/
https://www.politico.eu/article/italys-salvini-says-west-should-rethink-sanctions-for-russia/
https://www.theguardian.com/world/2022/sep/19/germanys-die-linke-on-verge-of-split-over-sanctions-on-russia
https://www.ft.com/content/751bb231-2dd1-4c33-85ec-9465f3ce85fe
https://www.theguardian.com/world/2022/sep/22/patience-with-putin-may-be-ebbing-among-friendlier-countries
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come to a stop. These leaders' comments signal that countries may be concerned that non-

alignment will hurt them in the long run as Russia ramps up its war efforts. Although we 

do not believe India or Turkey will jump ship, it is becoming clear that the countries are 

hedging their bets. In a speech at Columbia University, India's external affairs minister 

admitted that his government is starting to rethink its suspicions of the U.S.   

○ The gestures from Turkey and India suggest that Russia faces further isolation as 

it intensifies its operations in Ukraine. Although this does not necessarily pave the 

way for an end to the conflict, this could prevent Moscow from taking its most 

extreme action in the war.  

 

U.S. Economic Releases  

No major economic reports have been released in the U.S. so far today.  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 Manufacturing PMI m/m Sep P 51 51.5 ***

9:45 S&P Services PMI m/m Sep P 45.5 43.7 **

9:45 S&P Composite PMI m/m Sep P 46.1 44.6 **

EST Speaker or Event

14:00 Jerome Powell Gives Opening Remarks at Fed Listens Event Chairman of the Board of Governors

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. 
 

   
 

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

Australia S&P Manufacturing PMI m/m Sep P 50.8 50.2 *** Equity and bond neutral

S&P Services PMI m/m Sep P 50.4 50.2 ** Equity and bond neutral

S&P Composite PMI m/m Sep P 53.9 53.8 * Equity and bond neutral

South Korea PPI y/y Aug 8.4% 9.2% ** Equity bullish, bond bearish

EUROPE

Eurozone Consumer Confidence m/m Sep P -28.8 -24.9 -25.0 ** Equity bearish, bond bullish

S&P Manufacturing PMI m/m Sep P 48.5 49.6 48.8 *** Equity and bond neutral

S&P Services PMI m/m Sep P 48.9 49.8 49.1 ** Equity and bond neutral

S&P Composite PMI m/m Sep P 48.2 48.9 48.2 ** Equity and bond neutral

Germany S&P/BME Manufacturing PMI m/m Sep P 48.3 49.1 48.3 *** Equity and bond neutral

S&P Services PMI m/m Sep P 45.4 47.7 47.2 ** Equity bearish, bond bullish

S&P Composite PMI m/m Sep P 45.9 46.9 46.1 ** Equity and bond neutral

France S&P Manufacturing PMI m/m Sep P 47.8 50.6 49.8 *** Equity bearish, bond bullish

S&P Services PMI m/m Sep P 53.0 51.2 50.5 ** Equity bullish, bond bearish

S&P Composite PMI m/m Sep P 51.2 50.4 49.9 ** Equity bullish, bond bearish

UK S&P/CIPS Manufacturing PMI m/m Sep P 48.5 47.3 47.5 *** Equity and bond neutral

S&P/CIPS Services PMI m/m Sep P 49.2 50.9 50.0 ** Equity and bond neutral

S&P/CIPS Composite PMI m/m Sep P 48.4 49.6 49.0 ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 16-Sep 14.66t 14.56t * Equity and bond neutral

Gold and Forex Reserves m/m 16-Sep 557.7b 557.4b *** Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Jul 2.5% 1.1% 1.0% ** Equity bullish, bond bearish

Retail Sales Ex-Autos m/m Jul -3.1% 0.8% 0.6% ** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 360 360 0 Up

3-mo T-bill yield (bps) 313 314 -1 Up

TED spread (bps) 48 46 2 Widening

U.S. Sibor/OIS spread (bps) 352 352 0 Up

U.S. Libor/OIS spread (bps) 358 358 0 Up

10-yr T-note (%) 3.76 3.71 0.05 Up

Euribor/OIS spread (bps) 112 112 0 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down
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Weather 

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

western two-thirds of the country, with cooler-than-normal temperatures along the East Coast. 

Wetter-than-normal conditions are anticipated in the Southeast, with dry conditions expected in 

the Great Plains and Midwest. 
 

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

areas. Hurricane Fiona is passing Bermuda today and is expected to hit Atlantic Canada late 

Friday and early Saturday. In the central Atlantic Ocean, Tropical Storm Gaston is passing the 

Azores, but it is not expected to make landfall. Meanwhile, Tropical Depression Nine has formed 

in the Caribbean Sea. The remaining two disturbances, which are located off the western coast of 

Africa, have more moderate probabilities of cyclone formation within the next 48 hours.  

Price Prior Change Explanation

Brent $87.67 $90.46 -3.08%

WTI $80.64 $83.49 -3.41%

Natural Gas $7.12 $7.09 0.41%

Crack Spread $29.69 $30.92 -4.00%

12-mo strip crack $29.14 $29.84 -2.36%

Ethanol rack $2.70 $2.70 -0.08%

Metals

Gold $1,648.79 $1,671.22 -1.34%

Silver $19.10 $19.64 -2.72%

Copper contract $333.60 $347.10 -3.89%

Grains

Corn contract $678.25 $688.25 -1.45%

Wheat contract $895.75 $910.75 -1.65%

Soybeans contract $1,444.00 $1,457.00 -0.89%

Shipping

Baltic Dry Freight 1,720            1,746            -26

Actual Expected Difference

Crude (mb) 1.1 2.2 -1.1

Gasoline (mb) 1.6 -0.5 2.0

Distillates (mb) 1.2 -0.5 1.7

Refinery run rates (%) 2.1% 0.05% 2.1%

Natural gas (bcf) 103 95 8

Energy Markets

DOE Inventory Report



 

 

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

www.confluenceinvestment.com 

 7 

Data Section 
 

U.S. Equity Markets – (as of 9/22/2022 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 9/22/2022 close) 
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Growth
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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 22, 2022 
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P/E as of 9/21/2022 = 19.2x

 
 

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. 


