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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 2, 2022—9:30 AM EDT] Global equity markets are mixed this morning. 

In Europe, the Euro Stoxx 50 is currently up 0.9% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.9%. Chinese markets were lower, with the Shanghai Composite 

down 0.1% from its prior close and the Shenzhen Composite down 0.4%. U.S. equity index 

futures are signaling a flat open. With 497 companies having reported, the S&P 500 Q2 2022 

earnings stand at $57.40, higher than the $55.26 forecast for the quarter. The forecast reflects a 

4.3% increase from Q2 2021 earnings. Thus far this quarter, 75.7% of the companies have 

reported earnings above forecast, while 19.7% have reported earnings below forecast. 
 

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 (8/29/2022) (with associated podcast): “Agricultural 

Commodities in the Evolving Geopolitical Blocs” 

• 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 (8/22/2022) (with associated podcast): “The Inflation 

Surprise” 

• 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)   

 

Note: the markets and our office are closed on Monday, September 5, in observance of the Labor 

Day holiday. Our next report will be published on Tuesday, September 6.  

 

Today’s Comment begins with a focus on how hawkish Fed policy has pushed the value of the 

dollar higher. Next, we review the latest developments in the Russia-Ukraine conflict, which 

includes our thoughts on a possible price cap on Russian commodities. The report concludes 

with an examination of China related risk and its potential impact on the global economy. 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_29_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Aug_22_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update2_Jul2022.pdf
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Strong Dollar: A possible 75 bps rate hike by the Federal Reserve at its next meeting has 

pushed the dollar to a 20-year high against global currencies.  

● Fed officials this week hinted that the Fed would raise interest rates even if the country 

falls into recession. Cleveland Fed President and voting FOMC member Loretta Mester 

said that she expects rates to rise above 4% and stay at the level throughout 2023. On 

Thursday, Atlanta Fed President Raphael Bostic mirrored Mester's sentiment and alluded 

to the bank possibly offloading mortgage-backed securities from its balance sheets. As 

the Fed continues to fight inflation, other central banks will face pressure to follow its 

lead.  

● The yen sank below 140 for the first time in a quarter century. The currency's drop 

against the dollar adds to speculation that the Bank of Japan will eventually tighten 

monetary policy. The currency's depreciation against the dollar has contributed to the 

surge in Japan's cost of living expenses due to the country’s heavy reliance on imports. 

Despite investors' concerns, BOJ Governor Haruhiko Kuroda has not indicated that he is 

ready to reverse course on central bank policy. His reluctance is likely related to the 

country's heavy government debt burden. Japan’s government debt is 266% of GDP and 

is the highest among developed countries. The lack of BOJ action suggests that the yen 

will continue to drop against the dollar, especially as the Fed raises rates.  

● Slow economic activity and tighter U.S. monetary policy have also tumbled the pound. 

The currency has depreciated 14% against the U.S. dollar this year and dipped below 

$1.15 for the first time since March 2020. We predict that the depreciation in the 

currency will continue as the economy heads into recession. It is unclear as to whether it 

will continue to raise rates in a downturn, but the recent comments from the Bank of 

England suggest it might. On Thursday, the BOE announced that it intends to cap yields 

on its bonds to prevent financial market disruptions and likely to prevent surging 

borrowing costs. By restricting the interest rate on the long duration while it already has 

control over its short end through its policy rate, the bank would effectively embrace 

yield curve control. The move to control yields would mean that the bank would have 

less control over its exchange rates, therefore leading to further depreciation. As a result, 

we agree with Capital Economics' forecast that the pound will fall to $1.05 by the middle 

of 2023.   

○ The country's spat with the European Union also threatens the currency. The two 

sides are at loggerheads over the Northern Ireland Protocol. On Thursday, 

Brussels warned U.K. Foreign Secretary and prime minister frontrunner Liz Truss 

that the EU will not engage in Brexit negotiations unless it removes a bill 

allowing London to scrap the NI protocol unilaterally. Although a complete break 

between the EU and U.K. will hurt both parties, the latter will feel the brunt of the 

damage.  

 

Russia- Ukraine Update: The war in Ukraine continues to show that the world is starting to 

form regional blocs. 

● G-7 countries have moved one step closer to a formal agreement to cap Russian oil 

prices. The deal is designed to keep oil available while also slashing Russia's export 

revenue. That said, there is still a hurdle which the group needs to overcome before the 

https://www.cnbc.com/2022/08/31/feds-mester-sees-benchmark-rate-above-4percent-and-no-cuts-at-least-through-2023.html
https://www.bloomberg.com/news/articles/2022-09-01/bostic-says-fed-has-work-to-do-with-inflation-long-way-from-2?srnd=economics-vp&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-01/bostic-says-fed-has-work-to-do-with-inflation-long-way-from-2?srnd=economics-vp&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-01/yen-at-risk-of-slumping-even-more-after-cracking-key-140-level?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-01/latest-threat-to-the-uk-s-economy-is-its-crumbling-currency?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-01/latest-threat-to-the-uk-s-economy-is-its-crumbling-currency?sref=uIvt3NFS
https://www.britishchambers.org.uk/news/2022/09/bcc-economic-forecast-new-pm-must-act-as-uk-economy-set-for-recession-before-year-end#:~:text=In%20the%20short%20term%2C%20the,7.4%25%20growth%20recorded%20in%202021.
https://www.bankofengland.co.uk/markets/market-notices/2022/september/apf-gilt-sales-market-notice-1-september-2022
https://www.bankofengland.co.uk/markets/market-notices/2022/september/apf-gilt-sales-market-notice-1-september-2022
https://www.ft.com/content/726f078e-509c-4298-b21c-2b531ebe41eb
https://www.bloomberg.com/news/articles/2022-09-02/g-7-set-to-back-plan-to-introduce-cap-on-price-of-russian-oil?srnd=premium&sref=uIvt3NFS
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agreement is official. The EU would have to amend its sixth round of sanctions 

prohibiting oil purchases after December 5. In response to the deal, Russia has vowed not 

to sell its commodities to countries that impose price controls. Assuming Russia does not 

stop oil deliveries, the agreement should be bearish for commodity prices as it would 

expand the oil supply. 

○ European Commission president Ursula von der Leyen has hinted that Europe 

could also entertain a price cap on Russian gas.  

● Russia is exploring the purchase of $70 billion in yuan and other “friendly” currencies to 

prevent the ruble's appreciation. The surge in the currency’s value was fueled by 

government measures to limit its sales and the increased demand for Russian 

commodities. The currency's recent strength has been a double-edged sword. It has 

provided some price stability while making Russian exports relatively more expensive. 

The war in Ukraine has shown how dangerous it is for rival countries to hold U.S. dollars 

as foreign reserves. Thus, we expect more countries will follow Russia's lead and begin 

to diversify their respective holdings of FX reserves.   

 

● Despite concerns of a nuclear catastrophe, fighting continues to occur near the 

Zaporizhzhia nuclear power plant. The UN nuclear agency chief warned that the physical 

integrity of the site was violated due to frequent attacks around the area. Russia has 

controlled the site since March, but both sides have accused the other of possibly 

triggering a nuclear disaster in Europe. A potential accident at the power plant is a 

significant global risk as it could threaten the food supply, contaminate water, and lead to 

many civilian deaths.  

 

China Risks: New lockdowns and friction with the West will make the China a difficult place to 

invest.  

● The lockdown in Chengdu has sparked concerns that the Chinese economy will weigh on 

global growth. The lockdown in a city of over 21 million has led to a panic in nearby 

areas. In Shenzhen, there were reports of frantic buying as locals feared their city could 

https://www.reuters.com/business/energy/russia-says-it-will-stop-selling-oil-countries-that-impose-price-caps-2022-09-02/
https://www.reuters.com/business/energy/russia-says-it-will-stop-selling-oil-countries-that-impose-price-caps-2022-09-02/
https://www.reuters.com/business/energy/eus-von-der-leyen-backs-price-cap-russian-pipeline-gas-2022-09-02/
https://www.bloomberg.com/news/articles/2022-09-01/russia-mulls-buying-70-billion-in-yuan-friendly-currencies?sref=uIvt3NFS
https://www.aljazeera.com/news/liveblog/2022/9/2/russia-ukraine-news-live-shelling-continues-near-nuclear-plant
https://www.aljazeera.com/news/liveblog/2022/9/2/russia-ukraine-news-live-shelling-continues-near-nuclear-plant
https://www.bloomberg.com/news/articles/2022-09-02/shenzhen-gets-antsy-as-officials-quell-rumors-of-second-lockdown?sref=uIvt3NFS


 

 

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

www.confluenceinvestment.com 

 4 

be next. Despite reassurances from government officials in Shenzhen that it will not 

impose a lockdown, the rise in cases has already led to new restrictions. Additional 

COVID restrictions will likely weigh on the Chinese economy and make it more difficult 

for companies to sell to consumers within the country.     

● U.S. Senators have proposed a bill that will make it harder for Chinese firms to raise 

capital on American exchanges. The proposal would target Variable Interest Entities 

(VEI) used by Chinese companies to list abroad. If passed, the bill would be the latest 

salvo launched at American investors that fund Chinese companies and would reinforce 

our view that the two major economies are decoupling. The lack of U.S. investment 

suggests that Chinese firms could struggle to find outside financing, which may prevent 

its economy from growing.  Although it is unclear how much support the bill has in 

Congress, the legislation does support our thesis that U.S. policymakers are becoming 

more hawkish toward China. Hence, companies with exposure to the region may be less 

attractive. 

● American support for Taiwan is another example of this decoupling trend continuing. On 

Thursday, China sent 23 military aircraft across the median line of the Taiwan Strait. 

Chinese intimidation tactics suggest that Beijing is less tolerant of the West's interaction 

with the island democracy. We believe that China will likely take a tougher stance 

against countries interacting with Taiwan after the National Congress of the Chinese 

Communist Party which begins on October 16.  

 

U.S. Economic Releases  

August nonfarm payrolls rose by a seasonally adjusted 315,000, beating the expected increase of 

298,000 but slowing markedly from the revised gain of 526,000 in the prior month.  Job gains in 

August were also quite modest compared with the average monthly increase of 487,000 over the 

last year, providing more evidence that the economy is gradually losing steam.  The vast 

majority of the job gains in August were in the private sector, including manufacturing.  The 

chart below shows the change in nonfarm payrolls since shortly before the previous recession. 

 

https://news.bloomberglaw.com/international-trade/senate-bill-seeks-risk-warning-on-certain-chinese-firms-stocks
https://news.bloomberglaw.com/international-trade/senate-bill-seeks-risk-warning-on-certain-chinese-firms-stocks
https://www.reuters.com/world/asia-pacific/taiwan-says-china-still-carrying-out-military-activities-around-island-2022-08-28/
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In other evidence that the Fed is succeeding in its effort to slow the economy, the August 

unemployment rate rose to a seasonally adjusted 3.7%, versus expectations that joblessness 

would remain unchanged at the July rate of 3.5%.  The unemployment rate in August was the 

highest since February.  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 still relatively low, 

it should be no surprise that wage rates continue to rise.  Average hourly earnings in August 

increased to a seasonally adjusted $32.36, up 5.2% from the same month one year earlier.  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 August 

labor force participation rate (LFPR) rose to a seasonally adjusted 62.4%, beating expectations 

that it would only rise to 62.2% from the July rate of 62.1%.  The LFPR is now at its highest 

level since March.  The chart below shows how the LFPR has changed over the last several 

decades. 

 

 
 

The table below shows the domestic releases 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

10:00 Factory Orders m/m Jul 0.2% 2.0% ***

10:00 Durable Goods Orders m/m Jul F 0.0% 0.0% ***

10:00 Durable Goods Orders Ex Transportation m/m Jul F 0.3% 0.3% **

10:00 Nondefense Capital Goods Orders Ex Aircraft m/m Jul F 0.4% **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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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 Monetary Base y/y Aug 0.4% 2.80% ** Equity and bond neutral

Monetary Base, End of Period m/m Aug 645.0t 666.0t * Equity and bond neutral

New Zealand Terms of Trade q/q Q2 -2.4% 0.6% ** Equity and bond neutral

South Korea CPI y/y Aug 5.7% 6.3% 6.1% *** Equity bullish, bond bearish

Core CPI y/y Aug 4.4% 4.5% 4.5% ** Equity and bond neutral

EUROPE

Eurozone PPI y/y Jul 37.9% 36.0% 37.3% *** Equity bearish, bond bearish

Germany Exports m/m Jul -2.1% 4.2% -2.2% * Equity and bond neutral

Imports m/m Jul -1.5% 0.1% 0.4% * Equity bearish, bond bullish

Trade Balance m/m Jul 5.4b 6.2b 4.6b * Equity and bond neutral

Russia Gold and Forex Reserves m/m 26-Aug 14.38t 14.48t *** Equity and bond neutral

AMERICAS

Canada S&P Manufacturing PMI m/m Aug 48.7 52.5 *** Equity bearish, bond bullish

Mexico S&P Manufacturing PMI m/m Aug 48.5 48.5 *** Equity and bond neutral

Brazil S&P Manufacturing PMI m/m Jul 51.9 54.0 *** Equity bearish, bond bullish

Trade Balance m/m Aug $4.165b $5.438b $3.600b ** Equity and bond neutral

Industrial Production y/y Jul -0.5% -0.5% -0.4% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 310 308 2 Up

3-mo T-bill yield (bps) 290 287 3 Up

TED spread (bps) 20 21 -1 Widening

U.S. Sibor/OIS spread (bps) 304 302 2 Up

U.S. Libor/OIS spread (bps) 309 308 1 Up

10-yr T-note (%) 3.26 3.26 0.00 Up

Euribor/OIS spread (bps) 71 65 6 Neutral

Currencies Direction

Dollar Flat Up

Euro Up Down

Yen Down Down

Pound Up Down

Franc Down Down
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Weather 
 

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

northern two-thirds of the country, with cooler-than-normal temperatures only in Texas and the 

Southeast.  Wetter-than-normal conditions are expected in the Southwest, Texas, and the 

Southeast, with dry conditions expected in the Pacific Northwest and Upper Midwest regions. 
 

In the Gulf Coast, the Caribbean, and Atlantic Ocean areas, there are currently three tropical 

disturbances. One disturbance is located off the west coast of Africa, while another is located just 

east of the Windward Islands.  Both of those disturbances are assessed to have only a modest 

chance of developing into a cyclonic formation in the next 48 hours.  The third disturbance has 

now been designated as Tropical Storm Danielle, but since it remains far out at sea in the central 

Atlantic Ocean, it presents no imminent threat to land. 

Price Prior Change Explanation

Brent $93.85 $92.36 1.61%

WTI $88.18 $86.61 1.81%

Natural Gas $9.00 $9.26 -2.83%

Crack Spread $29.92 $30.03 -0.35%

12-mo strip crack $28.07 $28.01 0.19%

Ethanol rack $2.79 $2.81 -0.51%

Metals

Gold $1,705.20 $1,697.52 0.45%

Silver $17.94 $17.81 0.72%

Copper contract $338.75 $340.65 -0.56%

Grains

Corn contract $663.25 $658.00 0.80%

Wheat contract $803.25 $794.25 1.13%

Soybeans contract $1,409.25 $1,394.75 1.04%

Shipping

Baltic Dry Freight 1,002            965               37

Actual Expected Difference

Crude (mb) -3.3 -1.0 -2.4

Gasoline (mb) -1.17 -1.0 -0.2

Distillates (mb) 0.1 -0.8 0.9

Refinery run rates (%) -1.1% -0.5% -0.6%

Natural gas (bcf) 61 58 3

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 9/1/2022 close) 
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-3.0% -2.0% -1.0% 0.0% 1.0% 2.0%
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Materials

Technology

Industrials
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S&P 500
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Consumer Discretionary

Communication Services

Utilities

Healthcare

Prior Trading Day Total Return

(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 9/1/2022 close) 

 

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

Growth

Foreign Developed ($)

Emerging Markets ($)

Small Cap

Real Estate

US Corporate Bond

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 1, 2022 
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P/E as of 8/31/2022 = 19.3x

 
 

 

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


