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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: October 3, 2022—9:30 AM EDT] Global equity markets are generally mixed this 

morning. In Europe, the Euro Stoxx 50 is currently up 0.1% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed down 1.1%. Chinese markets are closed for National Day. 

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 (9/26/2022) (with associated podcast) “Updates on 

Russia-Ukraine and Armenia-Azerbaijan” 

• Weekly Energy Update (9/29/2022): In addition to our usual update of the weekly DOE 

data, we also cover the apparent sabotage of the Nord Stream pipeline system and the 

failure of Joe Manchin’s permitting bill.      

• 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 Gold 

Paradox” 

• 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) 

 

Our Comment today opens with an update on the Russia-Ukraine war, including news that 

Ukraine has retaken more land with its counteroffensives in the northeast and south of the 

country.  We next review a wide range of other international and U.S. developments with the 

potential to affect the financial markets today, including a dramatic U-turn in the U.K. 

government’s big tax-cutting proposal. 

 

Russia-Ukraine:  Over the weekend, Ukrainian forces recaptured the important transportation 

hub of Lyman in Ukraine’s northeastern Donbas region, and the Russian military admitted it had 

withdrawn its troops to avoid their encirclement.  The loss touched off another round of angry 

recriminations by ultra-nationalist Russian bloggers and military commentators, who castigated 

Russia’s military leadership and demanded stronger performance from commanders on the 
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https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-october-1


 

 

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

www.confluenceinvestment.com 

 2 

ground.  Importantly, it appears that the Russian military failed to reinforce its position in and 

around Lyman, probably because President Putin has prioritized holding the southern region 

around Kherson and Zaporizhzhia against the Ukrainian counteroffensive there in order to 

preserve Russia’s land bridge to its illegally annexed region of Crimea. 

 

• Ukrainian forces continue to push eastward into the Russian-held province of Luhansk, 

further pressuring Russian forces and further raising the risk that President Putin will feel 

so backed into a corner that he would contemplate detonation of a tactical nuclear 

weapon to try to reverse his fortunes. 

o It’s important to remember that NATO and the U.S. have had decades to refine 

their surveillance, monitoring, and intelligence capabilities regarding the all-

important threat of Russian nuclear weapons.  Since Russian tactical warheads are 

stored in specific bunkers and not married with artillery or missile systems until 

just before they’re used, our best sources suggest NATO and the U.S. would be 

able to see their preparation “as the process unfolds.” 

https://www.wsj.com/articles/ukraine-pushes-south-into-strategic-kherson-region-11664795231?mod=hp_lead_pos7
https://www.ft.com/content/c3c4d6e4-2b91-4065-97a6-70c5daaf2516
https://www.japantimes.co.jp/news/2022/10/01/world/russia-us-nuclear-weapons-detect-use/
https://www.japantimes.co.jp/news/2022/10/01/world/russia-us-nuclear-weapons-detect-use/
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o Of course, President Putin might want that to be the case anyway, since his 

greatest leverage would come with the threat, rather than the use of such weapons.  

There is probably a growing chance that Putin will at some point order the initial 

steps toward using tactical nukes in order to send an even stronger warning to the 

West, hoping it will split the allies or convince them to back off and let him have 

Ukraine. 

• In a television interview yesterday, NATO General Secretary Stoltenberg warned that any 

use of nuclear weapons in Ukraine would “change the nature” of the conflict and would 

result in “severe consequences” for Russia. 

 

OPEC+ Oil Cartel:  Press reports indicate that the Organization of the Petroleum Exporting 

Countries (OPEC) and its Russia-led partners are planning to cut crude oil production by as 

much as 1 million barrels per day when they meet on Wednesday.  The reports also suggest that 

Saudi Arabia, the key country in the group, wants to lower output both to prop up prices and to 

keep some production capacity in reserve in case Western sanctions lead to a drop in Russian 

output later this year.  Russia, the other key producer in the group, also wants to prop up prices to 

help pay for its invasion of Ukraine. 

• A question to be resolved is whether OPEC+ members will reduce actual production, 

their quotas, or a mixture of the two. The group is already 3.5 mbpd short of its target, as 

Nigeria, Angola, Russia, and others struggle to churn out the barrels they have committed 

to on paper. 

• If implemented as output cuts, the deal could push energy prices up again, exacerbating 

inflation in the developed countries and complicating the Democrats’ chances in 

November’s U.S. mid-term elections. 

• Indeed, Brent crude futures are up 3.9% to $88.48 per barrel so far this morning. 

 

United Kingdom:  After ten days of financial market turmoil touched off by her massive tax cut 

proposals, Prime Minister Truss has abandoned her plan to cut the top personal income tax rate 

from 45% to 40%.  The decision came as Truss faced a revolt by her own Conservative Party 

members of parliament, which raised the risk that the provision wouldn’t pass the legislature. 

• Abandoning the tax cut for Britain’s richest citizens has important political implications 

in Britain and beyond.  The pushback against cutting taxes for elites reflects the enduring 

power of populism among right-wing parties today.  Truss’s U-turn will likely be a signal 

to politicians worldwide about the danger in proposing elitist policies over populist ones. 

o Having retreated on the top income tax rate, Truss could now come under 

pressure to reverse other proposed unfunded tax cuts that have blown a hole in the 

U.K.’s public finances.  Examples include the £13-billion reduction in national 

insurance contributions, which gives the biggest benefit to better-off voters, and 

the £17 billion plan to reverse a previously-planned hike in corporate income 

taxes — a policy that business leaders have said is not a priority. 

o Of course, the mess also seriously damages Truss and her government, raising the 

chance that she will be pushed out of power relatively soon. 

https://www.ft.com/content/36ca9f0b-d287-47ac-8944-36171dbd9a10
https://www.ft.com/content/36ca9f0b-d287-47ac-8944-36171dbd9a10
https://www.ft.com/content/bee3f1c7-4b7b-432b-ad35-6f506d173516
https://www.ft.com/content/bee3f1c7-4b7b-432b-ad35-6f506d173516
https://www.wsj.com/livecoverage/stock-market-news-today-2022-10-03/card/oil-jumps-as-opec-weighs-output-cut-jX8vqOz21cCMT0ils5yU
https://www.ft.com/content/29ebdd94-8c13-48fa-8718-4c86cce902a8
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• Abandoning the tax cut only marginally reduces the cost of Truss’s program, but 

financial markets so far this morning are taking the news positively.  The yield on 10-

year gilts fell modestly to 4.02%, down from approximately 4.60% at the height of the 

market turmoil last week, while the pound edged up in value to $1.1212. 

 

European Union:  The European Commission plans to propose a major reform of its “Growth 

and Stability” fiscal rules this month in order to give EU member countries more time to cut their 

debts and make space for public investment.  Under the proposal, the EU and national capitals 

would work out multiyear, country-specific plans for getting their debt burdens under control.  

The plan aims to simplify the EU’s hugely complex fiscal rules while also tightening 

enforcement. 

 

China – National Day Holiday:  Marking China’s National Day on Saturday, President Xi said 

in an article that the country “has never been closer” to achieving its great national rejuvenation, 

but that the last mile would be full of perils and challenges.  He urged Communist Party 

members to press on even as they face major challenges, risks, barriers, and contradictions in the 

coming years. 

• In the run-up to the party’s 20th National Congress later this month, Xi’s article shows 

that he remains fully committed to his program of strengthening China and eventually 

displacing the U.S. as the world’s most powerful nation. 

• Because of the National Day holiday, China’s stock markets and most business and 

government activities will be shut down all this week. 

 

Turkey:  The September consumer price index was up 83.5% from the same month one year 

earlier, accelerating from the rise of 80.2% in the year to August and marking Turkey’s highest 

inflation rate since July 1998.  Despite the accelerating inflation, President Erdoğan continues to 

insist on further interest-rate cuts, pushing the value of the lira even lower.  Against the U.S. 

dollar, the currency is now down approximately 27% year-to-date. 

 

https://www.ft.com/content/847afd2d-58d0-436c-9fe1-1bfaf1f39fba
https://www.ft.com/content/847afd2d-58d0-436c-9fe1-1bfaf1f39fba
https://www.ft.com/content/2530efd7-f0a9-4b07-9584-f5131aa006b8
https://www.ft.com/content/2530efd7-f0a9-4b07-9584-f5131aa006b8
https://www.scmp.com/news/china/politics/article/3194521/chinese-president-xi-jinping-warns-communist-party-prepare?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221002&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3194508&article_id_list=3194516,3194502,3194526,3194519,3194276,3194520,3194495,3194494&tc=23&CMCampaignID=1cadf6ab9562618d1020484f81dbd5cf
https://www.scmp.com/news/china/politics/article/3194521/chinese-president-xi-jinping-warns-communist-party-prepare?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221002&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3194508&article_id_list=3194516,3194502,3194526,3194519,3194276,3194520,3194495,3194494&tc=23&CMCampaignID=1cadf6ab9562618d1020484f81dbd5cf
https://www.ft.com/content/d6b86397-5b1a-4f54-a21d-786da4b0abc9
https://www.ft.com/content/d6b86397-5b1a-4f54-a21d-786da4b0abc9


 

 

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

www.confluenceinvestment.com 

 5 

 

Brazil:  In the first round of Brazil’s presidential election yesterday, leftist Former President 

Luiz Inácio Lula da Silva led with 48.4% of the vote, beating incumbent President Bolsonaro 

with 43.2% of the vote.  However, Bolsonaro’s tally was significantly stronger than expected, 

setting up what could be a close vote in the run-off election on October 30. 

• Public opinion polling had long predicted a very strong majority for Lula, prompting 

fears of a hard swing to the left in Brazilian economic policies and undermining Brazilian 

stock prices. 

• Bolsanaro’s better-than-expected showing in the first round is likely to generate at least a 

short-term rebound in Brazilian stocks.  Indeed, Brazilian stocks are up well over 5% in 

the U.S. this morning. 

 

China – Real Estate Market:  Ahead of the holiday on Friday, regulators announced a series of 

policy changes to support the contracting real estate development and housing industries.  The 

moves include special interest-rate cuts for first-time home buyers and a tax cut for a broader 

group of home buyers.  The moves prompted a jump in the Hong Kong-listed shares of major 

Chinese property developers today. 

 

United States-China:  The top Republicans on the House Agriculture and Oversight committees 

asked the Government Accountability Office to conduct a study examining foreign countries’ 

acquisition of U.S. farmland and its impact on national security, food security, and trade. 

• The lawmakers, along with many Democrats, are especially interested in whether 

Chinese acquisitions, in particular, could pose a national-security threat. 

• Naturally, the requested GAO study could be the first step in a legislative push to further 

restrict Chinese acquisitions of U.S. assets.  That move would likely exacerbate U.S.-

China tensions and accelerate the fracturing of the world economy into a U.S.-led bloc 

and a Chinese-led bloc, as we have often predicted. 

 

U.S. Housing Market:  As rising interest rates push more families out of the market for new 

homes, builders are reportedly cold-calling investment buyers and offering them discounts of as 

much as 20% from the price they would charge to individual buyers. 

• The phenomenon illustrates the dramatic slowdown in housing demand in response to the 

Federal Reserve’s interest-rate hikes. 

• Of course, that slowdown in demand is also likely to weigh on U.S. economic growth and 

could help push the economy into recession. 

 

U.S. Economic Releases  

There were no domestic releases prior to the publication of this report. The table below lists the 

economic releases and/or Federal Reserve events scheduled for the rest of the day. 

 

https://www.wsj.com/articles/brazilian-election-to-choose-between-president-bolsonaro-leftist-rival-11664727728?mod=hp_lead_pos9
https://www.ft.com/content/cc6ac1a7-5c3b-4e81-97c6-7ce586953d8c
https://www.ft.com/content/0ffa4fb4-906f-4faa-8906-8a7e07852c92
https://www.ft.com/content/0ffa4fb4-906f-4faa-8906-8a7e07852c92
https://www.wsj.com/articles/house-republicans-ask-gao-to-probe-foreign-ownership-of-u-s-farmland-11664784003?mod=hp_listb_pos2
https://www.wsj.com/articles/house-republicans-ask-gao-to-probe-foreign-ownership-of-u-s-farmland-11664784003?mod=hp_listb_pos2
https://www.wsj.com/articles/home-builders-offer-to-sell-homes-in-bulk-at-discount-to-investors-11664789404?mod=hp_lead_pos13
https://www.wsj.com/articles/home-builders-offer-to-sell-homes-in-bulk-at-discount-to-investors-11664789404?mod=hp_lead_pos13
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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. 
 

 
 

 

 

 

EST Indicator Expected Prior Rating

9:45 S&P Manufacturing PMI m/m Sep F 51.8 51.8 ***

10:00 Construction Spending MoM m/m Aug -0.3% -0.4% **

10:00 ISM Manufacturing PMI m/m Sep 52.1 52.8 **

10:00 ISM Manufacturing PMI - Prices Paid m/m Sep 51.8 52.5 **

10:00 ISM Manufacturing PMI - New Orders m/m Sep 50.5 51.3 **

10:00 ISM Manufacturing PMI - Employment m/m Sep 53.0 54.2 *

Wards Total Vehicle Sales m/m Sep 13.55m 13.18m *

EST Speaker or Event

9:05 Raphael Bostic Gives Opening Remarks at Technology Conference President of the Federal Reserve Bank of Atlanta

15:10 John Williams Speaks to Hispanic Chamber Conference President of the Federal Reserve Bank of New York

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tankan Large Manufacturing Index q/q 3Q 8 9 10 *** Equity bearish, bond bullish

Tankan Large Manufacturing Outlook q/q 3Q 9 10 11 *** Equity bearish, bond bullish

Tankan Large Non-Manufacturing Index q/q 3Q 14 13 13 *** Equity and bond neutral

Tankan Large Non-Manufacturing Outlook q/q 3Q 11 13 15 *** Equity bearish, bond bullish

Tankan Large All-Industry Capex q/q 3Q 21.5% 18.6% 18.9% *** Equity bullish, bond bearish

Jibun Bank Manufacturing PMI m/m Sep F 50.8 51.0 *** Equity and bond neutral

Vehicle Sales y/y Sep 17.80% -13.30% ** Equity bullish, bond bearish

Australia S&P Manufacturing PMI m/m Sep F 53.5 53.9 *** Equity and bond neutral

Melbourne Institute Inflation y/y Sep 5.0% 4.9% ** Equity and bond neutral

South Korea Trade Balance m/m Sep -$3.770b -$9.470b -$3.000b * Equity and bond neutral

Exports y/y Sep 2.8% 6.6% 3.3% *** Equity bearish, bond bullish

Imports y/y Sep 18.6% 28.2% 17.0% ** Equity bearish, bond bullish

India S&P Manufacturing PMI m/m Aug 55.1 56.2 *** Equity and bond neutral

EUROPE

Eurozone S&P Manufacturing PMI m/m Sep F 48.4 48.5 48.5 *** Equity and bond neutral

Germany S&P/BME Manufacturing PMI m/m Sep F 47.8 48.3 48.3 *** Equity bearish, bond bullish

France S&P Manufacturing PMI m/m Sep F 47.7 47.8 47.8 *** Equity and bond neutral

Italy S&P Manufacturing PMI m/m Sep 48.3 48.0 47.5 *** Equity bullish, bond bearish

UK S&P/CIPS Manufacturing PMI m/m Sep F 48.4 48.5 48.5 *** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 30-Sep 563.7b 626.6b * Equity and bond neutral

Total Sight Deposits CHF w/w 30-Sep 669.6b 747.1b * Equity and bond neutral

CPI y/y Sep 3.3% 3.5% 3.6% *** Equity and bond neutral

Core CPI y/y Sep 2.0% 2.0% * Equity and bond neutral

Manufacturing PMI m/m Sep 57.1 56.4 54.6 *** Equity bullish, bond bearish

Russia S&P Manufacturing PMI m/m Sep 52.0 51.7 *** Equity and bond neutral
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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. 

 
 

 
 

 

 

 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 375 374 1 Up

3-mo T-bill yield (bps) 317 320 -3 Up

TED spread (bps) 59 54 5 Widening

U.S. Sibor/OIS spread (bps) 360 360 0 Up

U.S. Libor/OIS spread (bps) 365 366 -1 Up

10-yr T-note (%) 3.71 3.83 -0.12 Up

Euribor/OIS spread (bps) 117 116 1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Flat Down

Pound Up Down

Franc Down Down

Price Prior Change Explanation

Brent $88.63 $85.14 4.10% Potential OPEC production cuts

WTI $83.04 $79.49 4.47%

Natural Gas $6.58 $6.77 -2.69%

Crack Spread $32.95 $31.96 3.10%

12-mo strip crack $30.72 $30.10 2.08%

Ethanol rack $2.70 $2.69 0.35%

Metals

Gold $1,665.46 $1,660.61 0.29%

Silver $19.41 $19.03 2.02%

Copper contract $336.70 $341.25 -1.33%

Grains

Corn contract $685.00 $677.50 1.11%

Wheat contract $934.50 $921.50 1.41%

Soybeans contract $1,367.25 $1,364.75 0.18%

Shipping

Baltic Dry Freight 1,760            1,757            3

Energy Markets
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Weather 

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

the western half of the country with cooler-to-normal temperature only in the eastern third and 

most of the Midwest. Wetter-than-normal conditions are anticipated in the Southwest, with dry 

conditions expected for rest of the country. 
 

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

areas. One disturbance is located in the Central Atlantic Ocean, while the other is in the Eastern 

Atlantic Ocean, and there is a 40% chance that either of the storms could develop into a cyclonic 

formation within the next 48 hours.  
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Data Section 
 

U.S. Equity Markets – (as of 9/30/2022 close) 

 

-60% -40% -20% 0% 20% 40%
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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 9/30/2022 close) 

 

-40% -30% -20% -10% 0% 10% 20%

Growth

Real Estate

Emerging Markets ($)

Foreign Developed ($)

Small Cap

Large Cap

Emerging Markets (local currency)

Mid Cap

US Corporate Bond

Value

US Government Bond

US High Yield

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 29, 2022 
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P/E as of 9/28/2022 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, 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. 


