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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: March 11, 2024—9:30 AM EDT] Global equity markets are mixed this morning. In
Europe, the Euro Stoxx 50 is down 0.6% from its prior close. In Asia, the MSCI Asia Apex 50
Index closed up 0.2%. Chinese markets were higher, with the Shanghai Composite up 0.7% from
its previous close and the Shenzhen Composite up 2.1%. US 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:

e Bi-Weekly Geopolitical Report (2/26/2024) (with associated podcast): “Posen vs. Pettis”

e Asset Allocation Quarterly — Q1 2024 (1/26/2024): Discussion of our asset allocation
process, Q1 2024 portfolio changes, and our outlook for the markets.

e Asset Allocation Q1 2024 Rebalance Presentation (2/5/2024): Video presentation
featuring the Asset Allocation Committee as they review the asset allocation strategies,
recent portfolio changes, and the current macro environment.

e Asset Allocation Bi-Weekly (3/4/2024) (with associated podcast): “Uranium Demand,
Supply, and Investment Prospects”

e The 2024 Qutlook: Slow-Bicycle Economy (12/18/2023) (with associated Confluence of
Ideas podcast)

e Confluence of Ideas podcast (2/13/2024) “Reviewing the Asset Allocation Rebalance:
Q1 2024~

Our Comment today opens with news that the Russian military was actively considering the use
of nuclear weapons in Ukraine in the autumn of 2022. We next review a range of other
international and US developments with the potential to affect the financial markets today,
including new policy directions that have come out of China’s big “two sessions” political
meetings and signs that more mothballed uranium mines are being reopened in the US.

Russia-Ukraine-United States: On Saturday, the New York Times revealed that in October
2022, US intelligence intercepted several Russian military messages in which commanders were
having detailed talks about using tactical nuclear weapons in Ukraine as their invasion of that
country temporarily began to falter. Even though the US detected no sign of nukes being taken
out of storage or moved to firing positions, the intelligence prompted the Pentagon to prepare
several potential responses and issue firm warnings to Moscow.
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The intelligence reports are a reminder that as today’s Great Powers come into conflict
with each other, even if indirectly, the risk of a dangerous escalation has increased. Of
course, the release of this story now may aim to affect the continued US and European
discussions about new military aid to Ukraine, although it isn’t clear whether the story
would help or hurt that cause. In any case, it seems believable that there is an increased
risk that Russia would use tactical nuclear weapons in certain circumstances.

It’s important to remember that the Russian military has the advantage when threatening
to use nuclear weapons since it has a more complete spectrum of military forces, from
big, civilization-destroying intercontinental ballistic missiles to tactical nuclear weapons
designed for battlefield use to heavy conventional forces, special operations forces, and
intelligence operatives. It therefore has a more viable “ladder of escalation,” while the
US has few intermediate forces between its conventional military and its nuclear ICBMs.

Here at Confluence, we’re proud to be among the first investment strategists to recognize,
analyze, and scope out the investment implications of today’s growing propensity for
countries to expand or develop their nuclear arsenals. We refer our readers to our recent
Bi-Weekly Geopolitical Reports from February 12, on the strategy of deterrence, and
today, March 11 (publishing later today), on the US effort to modernize its nuclear
arsenal.

We see today’s nuclear brinksmanship and the potential for a new, global nuclear arms
race as flowing from the US’s perceived reluctance or hesitation in maintaining its
traditional role as global hegemon. China, Russia, and other authoritarian nations not
only see that as a sign of weakness, but they also see themselves as strong enough to try
to take advantage of the situation and assert themselves.

This new, tension-filled geopolitical environment looks much scarier than the three
decades of globalization after the end of the Cold War, but we don’t think investors
should panic or be discouraged. Rather, we think this is a time to look for ways to try to
control risks and find any associated opportunities in the new environment. We continue
to take that approach, which has already prompted us to make key adjustments in our
various portfolios.

China: At the annual “two sessions” meetings of the National People’s Congress and the
Chinese People’s Political Consultative Conference over the last week, it has become clear that
General Secretary Xi’s major new focus for economic policy is “high quality development” and

“new quality productive forces,” by which he means domestically produced high-technology

products and services. Xi has signaled a particular focus on promoting China’s prowess in
electric vehicles, lithium batteries, and solar panels.

Separately, Housing and Urban-Rural Development Minister Ni Hong signaled the
government is comfortable with more major real estate developers going bankrupt and
being liquidated.

Three years into Beijing’s clampdown on excessive building and ever-increasing debt by
the developers, the government has already pushed industry giants Evergrande and
Country Garden Holdings over the edge, sparking a deep freeze in the housing market.
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e Ni’s statement suggests investor hopes for a reprieve are unfounded. The continued
clampdown on property development and a range of other structural economic headwinds
are likely to weigh on growth and Chinese asset prices for the time being.

Global Rice Market: The South China Morning Post today carries an article discussing how a
new., mutant “weedy rice” has been infesting fields from Asia to the US. The new mutant, which
is not fit for human consumption, can cut the output of marketable rice in affected fields by up to
80%. Scientists are still looking for a solution, so at this point, it isn’t yet clear how much of a
threat the new variety is to global food supplies and the global rice market.

Australia: The center-left Labor government of Prime Minister Albanese has announced it will
unilaterally eliminate almost 500 “nuisance tariffs” that raise little revenue but impose significant
red tape for importers. The tariffs are equal to about 14% of all Australian import duties, but
they raise only about $20 million per year.

Eurozone: While US data on Friday showed the average value of output per hour worked was
up a healthy 2.6% year-over-year, data from the eurozone showed productivity was down 1.2%.
The figures have worsened concerns of a “competitiveness crisis” in the eurozone and sparked
sharp discussion of whether Brussels can reverse the trend of weak productivity growth by
improving incentives for investment or expanding fiscal stimulus programs.

e Productivity growth is key to boosting living standards in an economy and keeping price
inflation in check.

e The eurozone’s weak productivity growth, therefore, raises concerns about future
economic growth, price stability, and financial market returns in the region.

Productivity has risen much faster in the US than in Europe

US non-farm output per hours; eurozone/UK output per hour worked (real, rebased)
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Source: LSEG, National statistics offices

Portugal: In elections yesterday, the center-right Democratic Alliance coalition won the most
votes, but not enough for a majority in parliament. The center-left Socialist Party saw its support
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virtually collapse from just two years ago, while the far-right Chega Party surged to take second
place. However, Democratic Alliance leader Luis Montenegro has insisted that he will not
govern with Chega, so the result could be an unstable minority government when all is said and
done.

United Kingdom: In another victory for right-wing populists in Europe, the former deputy
chairman of the center-right Conservative Party, Lee Anderson, has defected to join the far-right
Reform UK camp. The move by Anderson came after he refused to apologize for saying that
London’s Labour mayor, Sadiq Khan, was in the grip of Islamists and Anderson was therefore
stripped of his position as the Conservatives’ party whip. The move gives Reform UK its first
seat in parliament.

India: In response to proposed rules by stock market regulator SEBI that would require certain
foreign hedge funds to provide “granular” detail on their investors, several of the funds have
warned SEBI that their rules may force them to withdraw from the Indian market. However, it’s
not clear if the regulator will back down, given that its proposed rules appear to be in response to
a recent short-seller’s report that led to a sharp decline in the value of conglomerate Adani, one
of the country’s biggest companies.

US Stock Market: In a little-noticed development, various indicators now show the US equity
rally is broadening out beyond the “Magnificent 7” group of large-cap technology stocks. For
example, the equal-weighted version of the S&P 500 price index set a new record high last week,
indicating good price gains for stocks with relatively smaller market values. Also, almost 80%
of the stocks in the S&P 500 now have a market price above their 200-day simple moving
average, well above the 70% that many traders see as a sign of a broad market rally.
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US Uranium Mining Industry: The Financial Times over the weekend carried an article noting
that the push by governments around the world for more nuclear energy and the resulting rise in
uranium prices have prompted at least five US uranium miners to reopen mines mothballed after
the Fukushima disaster of 2011. The findings are consistent with the analysis in our most recent
Bi-Weekly Asset Allocation Report from March 4, in which we explained why we have
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introduced an exchange-traded fund investing in uranium miners into the majority of strategies
of our Asset Allocation portfolios.

US Movie Industry: Finally, in yet another development touching on nuclear issues in today’s
Comment, we note that last night’s Academy Awards were dominated by “Oppenheimer,” a
movie about the father of the atomic bomb. The movie won a total of seven awards, including
the coveted award for best picture and the awards for best director, best actor, and best
supporting actor. Enough said!

US Economic Releases

There are no other economic releases or Fed 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.

Country | Indicator | I I Current | Prior | Expected I Rating | Market Impact

ASIA-PACIFIC

Japan Money Stock M2 vy Feb 2.5% 2.5% ** |Equity and bond neutral
Money Stock M3 vy Feb 1.8% 1.8% ** |Equity and bond neutral
GDP SA a/q 4QF 0.1% -0.1% 0.3%| *** |Equity and bond neutral
GDP Deflator v/y 4QF 3.9% 3.8% 3.8%| *** |Equity and bond neutral
Machine tool orders v/y Feb P -8.0% -14.0% ** |Equity and bond neutral

China PPI v/y Feb -2.7% -2.5% -2.5%| ** |Equity and bond neutral
CPI v/y Apr 0.7% -0.8% 0.3%| *** |Equity and bond neutral

EUROPE

Switzerland Domestic Sight Deposits CHF w/w 8-Mar 468.4b 467.9b * Equity and bond neutral
Total Sight Deposits CHF w/w 8-Mar 477.4b 478.5b * Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Feb 40.7k 37.3k 20.0k| *** |Equity bullish, bond bearish
Unemployment Rate m/m Feb 5.8% 5.7% 5.8%| *** |Equity and bond neutral

Financial Markets

The table below highlights some of the indicators that we follow daily. 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.
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Fixed Income Today Prior Change Trend
3-mo Libor yield (bps) 558 558 0 Down
3-mo T-bill yield (bps) 523 523 0 Up
U.S. Sibor/OIS spread (bps) 532 532 0 Down
U.S. Libor/OIS spread (bps) 533 533 0 Down
10-yr T-note (%) 4.08 4.08 0.00 Down
Euribor/OIS spread (bps) 394 393 1 Down
Currencies Direction

Dollar Flat Down
Euro Flat Up
Yen Up Down
Pound Flat Up
Franc Flat Up

Commodity Markets

The commodity section below shows some of the commaodity prices and their change from the
prior trading day, with commentary on the cause of the change highlighted in the last column.

DOE Inventory Report | Price | Prior | Change | Explanation
Energy Markets

Brent $81.76 $82.08 -0.39%
WTI $77.68 $78.01 -0.42%
Natural Gas $1.80 $1.81 -0.28%
Crack Spread $30.00 $29.61 1.30%
12-mo strip crack $24.02 $23.87 0.66%
Ethanol rack $1.73 $1.73 0.05%
Metals

Gold $2,178.80|  $2,178.95 -0.01%
Silver $24.35 $24.31 0.14%
Copper contract $391.05 $389.15 0.49%
Grains

Corn contract $435.25 $439.75 -1.02%
Wheat contract $535.00 $537.75 -0.51%
Soybeans contract $1,177.25 $1,184.00 -0.57%
Shipping

Baltic Dry Freight | 2,345 | 2,251 | 94
Weather

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures in the
Pacific region, East Coast, and parts of the Southwest, with cooler-than-normal temperatures for
the rest of the country. The precipitation outlook call for wetter-than-normal conditions in the
South and the East Coast, with dry conditions in the Far West and Great Plains.
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Data Section

US Equity Markets — (as of 3/8/2024 close)

YTD Total Return

Prior Trading Day Total Return
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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 3/8/2024 close)

YTD Asset Class Total Return
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Source: Bloomberg

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.

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), US Corporate Bond
(iShares iBoxx $ Investment Grade Corporate Bond ETF), US Government Bond (iShares 7-10
Year Treasury Bond ETF), US 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).
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P/E Update

March 6, 2024

LONG-TERM TRAILING P/E
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Based on our methodology,* the current P/E is 22.34x, up 0.10x from our last report. The
improvement in the multiple reflects an increase in the stock price index, outweighing a modest
increase in earnings.

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 Bloomberg estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings
sum includes three actual quarters (Q1, Q2 and Q3) and one estimate (Q4). 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.
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