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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 8, 2022—9:30 AM EDT] Global equity markets are mixed this morning. 

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

Asia Apex 50 Index closed down 0.3%. Chinese markets were lower, with the Shanghai 

Composite down 0.3% from its prior close and the Shenzhen Composite down 0.9%.  In contrast, 

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 (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. (There will be no Weekly 

Energy Update this week - 9/8/22.)  

• 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)   

 

Good morning! Today’s Comment will begin with a discussion concerning the European Central 

Bank’s rate decision. Afterward, we will discuss the impact monetary tightening has had on the 

global economy. Lastly, we review the latest moves by major powers to expand their influence in 

other countries.  

 

The Euro Bounce: The euro is strengthening following the European Central Bank’s decision to 

raise rates. Meanwhile, rising inflation and slowing growth remains a risk for Europe.  

● As expected, the ECB lifted its main refinancing rate by a record 75 bps. The massive 

jump in interest rates comes as the Eurozone combats unusually high inflation. The 

bank’s statement shows that it projects inflation to remain elevated but does not forecast a 
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https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_29_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
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https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_01_2022.pdf
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https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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recession. During the press conference, ECB President Christine Lagarde emphasized 

that future rate decisions will be data dependent and be made on a meeting-to-meeting 

basis. She also added that the bank will continue to raise rates to 2.3% by end of the year 

and will proceed with its rate cycle if inflation remains a problem.  

○ That the ECB decided to downplay recession concerns suggests that it is less 

focused on growth and more on inflation. As a result, we suspect that the banks 

could consider large rate hikes in the future.  

● Gas prices retreated on Thursday as investors brace for new emergency measures to help 

offset rising energy costs. European Union Ministers are scheduled to meet on Friday to 

discuss ways to curtail energy demand. The group is expected to discuss five moves to 

help bring down energy demand. Potential plans include the redistribution of some 

windfall energy profits, a price cap on Russian gas, mandatory targets during peak hours, 

and other measures. The decision to constrain energy usage is a response to concerns that 

Russia will halt the supply of gas to the region in the coming months. Limits on energy 

will worsen the impact of a European recession and disproportionately hurt industrialized 

countries such as Germany. 

○ That said, members will not share the pain equally. Spain, which has already 

filled its gas capacity to the critical 80 percent level, has been able to export some 

of its excess to neighboring France. 

● Despite measures to curb energy demand, countries are likely to ease household pain 

through government intervention. For example, on Thursday, U.K. Prime Minister Liz 

Truss unveiled a £150B energy plan. The plan will cap annual household bills to £2,500 

over the next two years. In Germany, the government has vowed to offer pandemic-era 

funds to companies struggling with the surge in energy costs. The increase in fiscal 

stimulus will likely prevent a worst-case scenario in Europe but will not stop the 

continent from falling into recession.  

 

The Fed Strikes: Global currencies suffer as the Fed continues to tighten monetary policy; 

however, there are positive signs that inflation may be on a steady downward path.  

● Market confidence that the Federal Reserve will lift rates by 75 bps skyrocketed this 

month. Over the last several weeks, Fed officials dismissed assumptions that the central 

bank could reverse course in response to weakening economic data. On Wednesday, 

Cleveland Fed President Loretta Mester and Fed Governor Lael Brainard affirmed that 

the Fed still needed to raise rates to contain inflation. The latest projection from the CME 

FedWatch Tool suggests a 76% likelihood that the Fed will lift its policy rate to 3.25% in 

its next meeting.  

https://www.washingtonpost.com/world/2022/09/08/europe-energy-prices-gas-war/
https://www.reuters.com/business/energy/spains-gas-imports-jump-27-july-led-by-lng-2022-09-08/
https://www.ft.com/content/984129f9-a133-468b-bc38-e8c4ec7386d6
https://www.reuters.com/markets/us/feds-mester-warns-high-rents-mean-inflation-may-not-yet-have-peaked-2022-09-07/
https://www.ft.com/content/91f9c7e6-8557-4280-bc4e-a3f668a54f3b
https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
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○ The newest Federal Beige Book showed that the economic outlook remained 

weak as business contacts expressed skepticism over future demand over the next 

six to 12 months. Although survey respondents reported moderation in price 

pressure and labor availability, firms still view inflation and hiring as an issue. 

The report suggests that the economy may head into a recession within the next 

few months.  

● Hawkish Fed policy continues to push up the dollar's value against its global peers. On 

Thursday, the British pound fell to its lowest against the dollar since 1985. Meanwhile, 

the Japanese yen slipped to a 24-year low. Out of the top three major currency pairs, the 

euro bucked the trend as anticipation of an ECB rate hike helped give it a slight boost 

against the greenback. As the dollar continues to gain in value, we expect other central 

banks to raise rates. Hence, global financial conditions will likely tighten over 6 to twelve 

months. Firms with U.S. dollar exposure are very attractive in this environment. 

○ Japan's Chief Foreign Exchange Minister Masato Kanda signaled that the bank 

would consider all options to halt the yen’s slide but emphasized that the bank's 

position has not changed. In addition, the Bank of Japan may purchase yen in the 

open market to help bring down the currency's value. Traders expect that the BOJ 

could intervene when the yen breaches ¥147. 

● Rent and home prices may be close to their respective peaks. According to data collected 

by Zillow, rental prices slowed for three consecutive months. Meanwhile, potential home 

buyers surveyed by Fannie Mae expressed optimism that home prices would decline over 

the next few months. If valid, the deceleration will affect the overall Consumer Price 

Index as shelter prices represent nearly a third of its weight. The Zillow index lags the 

CPI by about 6-9 months, and as a result, we suspect that category to rollover around 

March of next year. 

https://www.federalreserve.gov/monetarypolicy/beigebook202209.htm
https://www.federalreserve.gov/monetarypolicy/beigebook202209.htm
https://www.ft.com/content/cff160e6-f462-4cb6-bcd0-cc9fc896b562
https://www.japantimes.co.jp/news/2022/09/08/business/financial-markets/yen-traders-145-mark/
https://www.reuters.com/world/asia-pacific/what-would-japans-currency-intervention-combat-weak-yen-look-like-2022-09-07/
https://www.reuters.com/world/asia-pacific/what-would-japans-currency-intervention-combat-weak-yen-look-like-2022-09-07/
https://www.zillow.com/research/data/
https://www.bloomberg.com/news/articles/2022-09-07/us-consumers-see-home-prices-falling-for-first-time-since-2020?sref=uIvt3NFS
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The Great Power Tussle: The U.S. and China blocs continue to battle over global influence, 

while the war in Ukraine shows no signs of ending.  

● In a speech, Russian President Vladimir Putin stated that his country was winning the war 

in Ukraine and vowed to proceed with the invasion in Ukraine. His remarks highlight the 

pressure of progress in the war as the country heads into regional elections over the 

weekend. Although the outcome is likely to be favorable for the Kremlin, low turnout 

would signal that the government is losing support. Although Putin insists that he feels no 

pressure to end the conflict, a potential voter backlash could force him to rethink the 

invasion, especially as he plans to run for reelection in early 2024.  

○ Ukrainian President Volodymyr Zelensky revealed that Ukrainian troops were 

able to retake territory lost to Russian troops. 

● The U.S. will meet with 13 Asian countries to discuss an economic framework that limits 

China's influence in the region. The deal has been low on details but appears to be 

focused on limiting tariffs in exchange for market access for exporters. It is not clear 

when an agreement will be reached, but we believe that it should be beneficial to firms 

which conduct business in Asia.  

● President Putin is scheduled to meet with Chinese President Xi Jinping at the Shanghai 

Cooperation Organization summit in Uzbekistan next week. The two leaders will discuss 

the ongoing developments of the war as well as improvements in trade relations. 

Although it has maintained its neutrality in the war, China has allied with Russia. That 

said, the relationship still has its flaws. Thus, the meeting could give insights as to 

whether China still plans on expanding its support for Moscow. 

○ China's reluctance to provide Russia with weapons has forced Moscow to look to 

pariah nations such as Iran and North Korea for its needs. Additionally, China has 

https://www.nytimes.com/2022/09/07/world/europe/russia-ukraine-putin.html
https://www.nytimes.com/2022/09/07/world/europe/russia-ukraine-putin.html
https://www.bbc.com/news/world-europe-62828859
https://www.bbc.com/news/world-europe-62828859
https://www.bloomberg.com/news/articles/2022-09-07/us-starts-broad-economic-talks-with-13-nations-to-counter-china?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-07/xi-putin-to-meet-at-summit-in-uzbekistan-sept-15-16-tass-says?sref=uIvt3NFS
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used the Ukraine war to expand its influence in Eurasia as earlier this month 

Beijing urged Russia to stop blocking oil exports from Kazakhstan. 

 

 

U.S. Economic Releases  

Initial applications for unemployment benefits in the week ending September 3 declined to a 

seasonally adjusted 222,000, much better than both the expected level of 235,000 and the prior 

week’s level of 228,000.  The four-week moving average of initial claims, which helps smooth 

out some of the volatility in the series, fell to a two-month low of 233,000.  These figures 

suggest the labor market’s softening during the summer may have been only temporary.  

However, the number of people continuing to draw benefits in the week ending August 27 

increased all the way to 1.473 million, worse than expectations that the level would be virtually 

unchanged at 1.438 million.  That’s important because it could mean that even though layoffs 

have moderated since mid-summer, those who have lost their jobs may be finding it more 

difficult to land a new job and instead need to keep drawing benefits.  The chart below shows 

how initial jobless claims have fluctuated since just before the prior recession.  The chart is 

truncated through much of the pandemic period because of the extremely high level of claims at 

that time. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since mid-2021. 
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The table below shows any economic releases or Federal Reserve events scheduled for the rest of 

today.  

 

 
  

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

15:00 Consumer Credit m/m Jul $32.000b $40.154b *

EST Speaker or Event

9:10 Jerome Powell Speaks on Financial System Fairness and  Safety Chairman of the Board of Governors

12:00 Charles Evans Speaks on the Economy at the DuPage Forum President of the Federal Reserve Bank of Chicago

14:20 Neel Kashkari Makes Intro. Remarks at Labor Market Conference President of the Federal Reserve Bank of Minneapolis

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 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Bonds w/w 2-Sep ¥149.1b -¥303.7b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 2-Sep ¥111.6b -¥406.6b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 2-Sep ¥230.5b ¥18.4.4b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 2-Sep -¥704.2b -¥536.0b * Equity and bond neutral

Japan GDP SA q/q 2Q F 0.9% 0.5% 0.7% *** Equity and bond neutral

Japan GDP Deflator y/y 2Q R -0.3% -0.4% -0.4% *** Equity and bond neutral

Japan BoP Current Account Balance m/m Jul ¥229.0b -¥132.4b ¥759.0b *** Equity and bond neutral

BoP Trade Balance m/m Jul -¥1,212.2b -¥1,114.0b -¥1,150.0b ** Equity and bond neutral

Australia Trade Balance m/m Jul A$8.733b A$17.670b A$17.131b *** Equity and bond neutral

Exports m/m Jul -10.0% 5.0% -8.0% * Equity bearish, bond bullish

Imports m/m Jul 5.0% 1.0% 0.0% * Equity bearish, bond bullish

New Zealand Mfg Activity Volume q/q 2Q -4.9% -3.5% -3.4 ** Equity bearish, bond bullish

Mfg Activity SA q/q 2Q -3.8% 1.2% * Equity bearish, bond bullish

China Foreign Reserves m/m Apr $3.055t $3.104t $3.065t ** Equity and bond neutral

EUROPE

France Trade Balance m/m Jul -14.538b -13.066b -13.083b ** Equity and bond neutral

Current Account Balance m/m Jul -5.3b% -1.6b -1.5b ** Equity and bond neutral

UK RICS House Price Balance m/m Aug 53.0% 63.0% 62.0% ** Equity bearish, bond bullish

Switzerland Unemployment Rate m/m Aug 2.0% 2.0% 2.0% ** Equity and bond neutral

Russia Official Reserve Assets m/m Aug 565.7b 576.9b * Equity and bond neutral

AMERICAS

Mexico CPI y/y Aug 8.70% 8.15% 8.68% *** Equity and bond neutral

Core CPI y/y Aug 8.05% 7.65% 8.06% ** Equity and bond neutral

Brazil FGV Inflation IGP-DI y/y Aug 8.67% 9.13% 8.69% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 317 314 3 Up

3-mo T-bill yield (bps) 293 295 -2 Up

TED spread (bps) 24 20 4 Widening

U.S. Sibor/OIS spread (bps) 314 308 6 Up

U.S. Libor/OIS spread (bps) 320 314 6 Up

10-yr T-note (%) 3.25 3.27 -0.02 Up

Euribor/OIS spread (bps) 82 82 0 Neutral

Currencies Direction

Dollar Down Up

Euro Flat Down

Yen Down Down

Pound Down Down

Franc Up Up

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 1.250% 0.500% 1.250% On Forecast

ECB Marginal Lending Facility 1.500% 0.750% 1.500% On Forecast

ECB Deposit Facility Rate 0.750% 0.000% 0.750% On Forecast

Bank of Canada Rate Decision 3.250% 2.500% 3.250% On Forecast
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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 call for warmer-than-normal temperatures throughout the Great 

Plains and the East Coast, with cooler-than-normal temperatures along the West Coast and in the 

Mississippi Valley.  Wetter-than-normal conditions are expected in the northern Rocky 

Mountains and northern Great Plains, with dry conditions expected in the Southeast. 
 

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

disturbances. The two disturbances located to the west of Africa are not expected to develop into 

a tropical cyclone within the next 48 hours. The other two disturbances have developed into 

cyclones. Hurricane Earl is moving over Bermuda, while Hurricane Danielle is moving over the 

central Atlantic Ocean.

Price Prior Change Explanation

Brent $88.18 $88.00 0.20%

WTI $82.27 $81.94 0.40%

Natural Gas $7.80 $7.84 -0.48%

Crack Spread $32.04 $32.84 -2.43%

12-mo strip crack $29.27 $29.75 -1.60%

Ethanol rack $2.79 $2.80 -0.48%

Metals

Gold $1,716.38 $1,718.37 -0.12%

Silver $18.50 $18.46 0.17%

Copper contract $349.35 $343.05 1.84%

Grains

Corn contract $667.25 $671.00 -0.56%

Wheat contract $848.50 $844.25 0.50%

Soybeans contract $1,384.50 $1,383.50 0.07%

Shipping

Baltic Dry Freight 1,133            1,114            19

Actual Expected Difference

Crude (mb) -1.9

Gasoline (mb) -1.9

Distillates (mb) 0.0

Refinery run rates (%) -0.45%

Natural gas (bcf) 55

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 9/7/2022 close) 

 

-50% 0% 50%
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S&P 500
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Energy

Technology

Industrials

Healthcare

Consumer Staples

S&P 500

Real Estate

Financials

Communication Services

Materials
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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 9/7/2022 close) 

 

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

Growth

Foreign Developed ($)

Emerging Markets ($)

Small Cap

Emerging Markets (local currency)

US Corporate Bond

Real Estate

Large Cap

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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P/E as of 9/7/2022 = 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. 


