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

In Europe, the Euro Stoxx 50 is currently up 1.6% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 1.6%. Chinese markets were higher, with the Shanghai Composite up 

0.8% from its prior close and the Shenzhen Composite up 0.7%. 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)   

 

Today’s Comment begins with a discussion about the raging energy crisis in Europe. Next, we 

give an overview of stories that show that the world is still adapting to a new normal. We end the 

report with our thoughts on the latest central bank developments. 

  

Russia’s Energy, Europe’s Problem: The risk of a deep European recession remains elevated 

as countries grapple with finding alternatives for Russian energy. 

● Some countries have ignored calls for price caps and cooperation as governments 

struggle to compensate for Russian energy loss. The latest threat from Moscow to halt 

shipments has made the situation worse. Vulnerable countries such as Germany and 

Austria admitted that they were reluctant to back the price caps due to their dependence 
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on Russian energy. Germany attempted to reduce its reliance on Russia by securing gas-

sharing agreements. However, neighboring Belgium, Luxembourg, the Netherlands, and 

Poland failed to sign off on the arrangement. The lack of coordination among countries 

undermines European unity and may cause fractures within the bloc. 

● The White House's plan to supply Europe with gas angered U.S. lawmakers. The Energy 

Information Administration forecasts the natural-gas spot-price will be $9/MMBtu this 

winter. Although the cost is cheap for European buyers, it will drastically increase energy 

bills for U.S. households. Governors of northeastern states have informed the Biden 

administration that they would prefer that the U.S. keep its gas domestically as the 

country copes with elevated inflation. The rising politicization of gas shipments in the 

U.S. could exacerbate the energy crisis in Europe.   

● As energy markets brace for a supply crunch in the winter, financial instability remains a 

risk. An ECB review of bank vulnerabilities to a potential surge of company defaults is 

underway over concerns that gas stoppage could strain the financial system. Earlier this 

year, the central bank warned traders that it would not provide emergency funding to bail 

them out in a crisis. The lack of support threatens the financial system because utility 

companies reliant on energy futures will be desperate for cash to cover shorts and meet 

margin calls. As a result, exchanges are now demanding more collateral to protect against 

a possible default. Although a potential cap on prices could help relieve some of this 

pressure, the ECB and governments may still need to get involved in ensuring that 

financial institutions remain liquid. As a result, we think the chance of a financial crisis in 

Europe remains a distinct possibility if immediate action is not taken to address ongoing 

issues.  

 

A Whole New World: The post-pandemic world is still taking shape as countries work out the 

best pathway forward. 

● After 70 years on the throne, Queen Elizabeth II passed away on Thursday and will be 

succeeded by Prince Charles of Wales. The country will spend the next ten days 

mourning the death of its oldest and longest-serving monarch. Her death will likely delay 

the new government's effort to implement its energy agenda.  

○ Additionally, with the country distracted, the Truss administration might use the 

time to clean house. U.K. Treasury official Tom Scholars was sacked as the new 

Truss administration looks to refocus the finance ministry away from financial 

prudence and toward economic growth. The overhaul will likely pave the way for 

Truss to implement her new policies that lower taxes and push through her £150 

billion energy plan. 

● Wheat prices jumped over concerns that Turkey and Russia might scrap their grain deal. 

Turkish President Tayyip Erdoğan and Russian President Vladimir Putin have criticized 

the arrangement as benefiting wealthy nations and not developing countries. The leaders 

have advocated that Russia should be allowed to export its grains. Although food sales 

have been exempted from sanctions, many shippers and bankers are reluctant to do 

business with Russia. As a result, the wheat export has benefited Ukraine at Russia's 

expense. The deal is set for 120 days, and markets are sensitive to any news that the 

agreement could collapse.  

https://www.ft.com/content/2f9f544b-4c77-4735-b7c6-7eadf51d9c17
https://www.bloomberg.com/news/articles/2022-04-01/ecb-turns-down-energy-traders-request-for-financial-support?sref=uIvt3NFS
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https://www.bloomberg.com/news/articles/2022-09-07/corn-futures-retreat-after-us-report-shows-steady-crop-rating?sref=uIvt3NFS
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● Firms are forced to choose between the U.S. and China as politicians are determined to 

force a decoupling. On Thursday, Apple (AAPL, $154.46) faced scrutiny from republican 

lawmakers over its decision to use Chinese-made semiconductors for its new iPhone 14. 

The attack on Apple reflects the growing animosity among U.S. lawmakers toward 

companies doing business with China. This political pressure will dissuade many 

companies from setting up supply chains in rival countries and accelerate a push toward 

deglobalization.    

 

Central Bank News: Stocks rallied, and bond prices dropped after the Fed Chair's hawkish 

comments and the European Central Bank's historic rate hike. 

● Stocks closed higher on Thursday despite hawkish Fed rhetoric. On Thursday, Federal 

Reserve Chair Jerome Powell reiterated the central bank's intention to raise interest rates 

until inflation drops to the bank's 2% target. His comments reaffirmed expectations that 

the Fed will raise rates to 3.25% at its next meeting. Surprisingly, equities rebounded 

following Powell's perceivably bearish comments. The rally was related to short-covering 

as investors grew confident that the market had already priced in a 75 bps hike. So far, 

the market anticipates that the Fed will lift rates to 4.00% by the end of the year.  

● There was a sell-off in Eurozone bonds after the ECB raised rates by a record 75 bps. The 

rate hike pushed German two-year bond yields to 1.37%,  its highest level since 2011. 

The spike in yields reflects European interest rate expectations, hence the market believes 

the ECB is far from finished. During Thursday's press conference, ECB president 

Christine Lagarde acknowledged that the benchmark rate's jump signaled to markets that 

the bank was committed to the inflation fight and hinted that another jumbo hike could 

happen at its next meeting.  

○ The yield spread between the Italian and German 10-year bonds, a measure of 

European financial stress, narrowed after the rate hike. The decline in the yield 

gaps suggests that investors are confident that the bank is prepared to intervene in 

bond markets in an emergency. 

● In China, data from the People’s Bank of China showed that financial institutions are not 

lending. Although demand rebounded from a low in August, credit growth remains 

anemic as households are cautious about taking out new loans. This lack of credit 

circulation throughout the real economy, even with easy monetary policy, has added to 

concerns that the country is in the midst of a liquidity trap. If correct, this could mean that 

China will struggle to achieve robust GDP growth over the next few years.  

 

U.S. Economic Releases  

There have been no major economic releases in the U.S. so far today.  The table below shows 

any economic releases or Federal Reserve events scheduled for the rest of today.  

 

 

10:00 Wholesale Inventories m/m Jul F 0.8% 0.8% ***

10:00 Charles Evans Discusses Careers in Economics President of the Federal Reserve Bank of Chicago

12:00 Chris Waller Discusses Economic Outlook Member of the Board of Governors

12:00 Esther George Discusses the Economic Outlook President of the Federal Reserve Bank of Kansas City

Economic Releases

Federal Reserve

https://www.ft.com/content/099a409a-49c2-4ed3-a630-87bf6dc8ce15
https://www.ft.com/content/099a409a-49c2-4ed3-a630-87bf6dc8ce15
https://www.youtube.com/watch?v=fVSmA30qWu0
https://www.youtube.com/watch?v=fVSmA30qWu0
https://www.reuters.com/markets/europe/euro-bonds-steady-ecb-delivers-unprecedented-75-bps-rate-hike-2022-09-08/
https://www.bloomberg.com/news/articles/2022-09-09/china-credit-rebounds-from-all-time-low-after-pboc-easing-steps?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-09/china-credit-rebounds-from-all-time-low-after-pboc-easing-steps?sref=uIvt3NFS
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 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 Money Stock M2 y/y Aug 3.4% 3.4% 3.4% ** Equity and bond neutral

Money Stock M3 y/y Aug 3.0% 3.0% 3.0% ** Equity and bond neutral

China New Yuan Loans m/m Aug 1.25t 0.678t 1.530t ** Equity and bond neutral

China Money Supply M0 y/y Aug 14.3% 13.9% * Equity and bond neutral

Money Supply M1 y/y Aug 6.1% 6.7% 6.9% * Equity and bond neutral

Money Supply M2 y/y Aug 12.2% 12.0% 12.2% *** Equity and bond neutral

China PPI y/y Aug 2.3% 4.2% 3.2% ** Equity bullish, bond bearish

CPI y/y Aug 2.5% 2.7% 2.8% *** Equity and bond neutral

EUROPE

France Industrial Production y/y Jul -1.2% 1.4% 1.0% *** Equity bearish, bond bullish

Manufacturing Production y/y Jul 0.2% 3.3% 2.8% ** Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 2-Sep 14.42t 14.38t * Equity and bond neutral

Gold and Forex Reserves m/m 2-Sep 561.9b 566.8b *** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Aug -39.7k -30.6k 15.0k *** Equity bearish, bond bullish

Unemployment Rate m/m Aug 5.4% 4.9% 5.0% *** Equity and bond neutral

Participation Rate m/m Aug 64.8% 64.7% * Equity and bond neutral

Mexico Industrial Production y/y Jul 2.6% 2.9% 3.7% *** Equity bearish, bond bullish

Manufacturing Production y/y Jul 5.1% 3.5% 5.1% * Equity and bond neutral

Brazil IBGE Inflation IPCA y/y Aug 8.73% 10.07% 8.68% *** Equity and bond neutral



 

 

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

www.confluenceinvestment.com 

 5 

   
 

 

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) 319 317 2 Up

3-mo T-bill yield (bps) 293 296 -3 Up

TED spread (bps) 26 21 5 Widening

U.S. Sibor/OIS spread (bps) 316 315 1 Up

U.S. Libor/OIS spread (bps) 321 320 1 Up

10-yr T-note (%) 3.27 3.32 -0.05 Up

Euribor/OIS spread (bps) 84 82 2 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Up

Price Prior Change Explanation

Brent $90.78 $89.15 1.83%

WTI $85.04 $83.54 1.80%

Natural Gas $8.12 $7.92 2.62%

Crack Spread $31.24 $31.79 -1.72%

12-mo strip crack $29.17 $29.36 -0.64%

Ethanol rack $2.76 $2.78 -0.73%

Metals

Gold $1,727.15 $1,708.46 1.09%

Silver $18.72 $18.54 0.97%

Copper contract $359.25 $352.70 1.86%

Grains

Corn contract $672.25 $668.50 0.56%

Wheat contract $836.00 $829.00 0.84%

Soybeans contract $1,399.00 $1,386.00 0.94%

Shipping

Baltic Dry Freight 1,178            1,133            45

Actual Expected Difference

Crude (mb) 8.8 -1.9 10.7

Gasoline (mb) 0.33 -1.9 2.2

Distillates (mb) 1.0 0.0 1.0

Refinery run rates (%) -1.8% -0.45% -1.4%

Natural gas (bcf) 54 55 -1

Energy Markets

DOE Inventory Report
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Weather 
 

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

two-thirds of the country, from the Great Plains eastward, with cooler-than-normal temperatures 

only along the West Coast.  Wetter-than-normal conditions are expected in the Pacific 

Northwest, 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 now three tropical 

disturbances. Two disturbances in the central Atlantic Ocean are not expected to develop into a 

tropical cyclone within the next 48 hours. The other disturbance, Hurricane Earl, has now passed 

Bermuda and is moving northeastward into the central Atlantic Ocean.
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Data Section 
 

U.S. Equity Markets – (as of 9/8/2022 close) 
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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 9/8/2022 close) 
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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. 


