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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 13, 2022—9:30 AM EDT] Global equity markets are higher this morning. 

In Europe, the Euro Stoxx 50 is currently up 0.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.7%. Chinese markets were higher, with the Shanghai Composite up 

0.1% from its prior close and the Shenzhen Composite up 0.3%. 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 (9/12/2022) (no associated podcast this week) “The 

Ukraine War at Six Months: Some Reflections” 

• 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 (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)   

 

Our Comment today opens with an update on the Russia-Ukraine war, and a discussion on the 

latest Ukrainian successes not only in northern Ukraine but also in the south.  We next review a 

wide range of other international and U.S. developments with the potential to affect the financial 

markets today, including concerns about the possibility of major new strikes in the U.S. as early 

as Friday. 

 

Russia-Ukraine:  Although media reports have focused on the Ukrainians’ routing Russian 

forces in the northern region around Kharkiv over the last week, the latest details suggest their 

counteroffensive to retake the southern city of Kherson is also progressing well.  Some observers 

have referred to the Ukrainians’ southern attack as merely a feint to draw Russian forces away 

from the north, but that’s probably overstating the situation.  More likely, the Ukrainians’ 
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southern attack created an opportunity in the north that they then exploited.  As evidence of the 

new successes in the south, the latest reports indicate Russian forces have abandoned some of 

their positions to the northwest of Kherson.  We have also seen unconfirmed reports that Russian 

units in the area are negotiating a surrender to the Ukrainians.  Nevertheless, U.S. military 

officials warn that the war is far from over, and that the Ukrainians still have a tough fight in 

front of them. 

• In a document shared with U.S. lawmakers and reviewed by the Wall Street Journal, 

Ukrainian officials are preparing to request a large number of new, advanced, “offensive” 

weapons to use as they seek to push the Russians out of their territory.  The requested 

weapons include the Army Tactical Missile System, or ATACMS, which has a range of 

about 190 miles. The wish list also includes modern tanks, drones, and artillery systems; 

more Harpoon anti-ship missiles; and 2,000 missiles for the High Mobility Artillery 

Rocket System, or HIMARS, which the U.S. began providing earlier this year. 

o Other reporting that we’ve seen suggests the Biden administration is getting more 

comfortable with the idea of sending more advanced weapons to the Ukrainians. 

o Along with other reports showing that the Western European nations are 

increasingly turning to U.S. defense firms to rebuild their military forces in 

response to the war, we continue to believe that the U.S. defense companies are in 

for a long period of strong orders. 

• On the energy front, new Russian budget figures suggest falling global energy prices and 

Russia’s own cutoff of energy supplies to Western Europe are blowing back on Moscow.  

While Russia recorded a budget surplus of almost 500 billion rubles in the first seven 

months of the year, the cumulative total fell to only 137 billion rubles last month, 

suggesting a big deficit in August which economists attributed to sharp declines in oil and 

gas revenues.  The deteriorating budget situation may add to the economic and political 

pressures on Russia, although it would probably take a while for them to reach a critical 

level. 

 

Global Semiconductor Industry:  In another sign of deglobalization, shortening supply chains, 

and countries trying to ensure they can produce critical goods domestically, Indian industrial 

group Vedanta (VEDL.NS, INR, 277.55) and Taiwan technology company Foxconn (2354.TW, 

TWD, 49.80) said they will build an integrated computer chip and display production center in 

India’s province of Gujarat.  The government-backed project will cost almost $20 billion and 

comes on top of massive new semiconductor production capacity being planned in the U.S. and 

Europe. 

 

Global Agriculture Industry:  EU officials are reportedly delaying implementation of the 

European Commission’s proposed “Sustainable Use of Pesticides” regulation out of fears that the 

required cut in pesticide use could push down crop yields and further boost food prices in the EU 

and globally. 

• The regulation intends to reduce the amount of chemicals used in food production by 

50% within the next seven years. 

https://www.ft.com/content/ee62788a-8191-48e2-87ee-e455614d58ca
https://www.ft.com/content/ee62788a-8191-48e2-87ee-e455614d58ca
https://www.wsj.com/articles/ukraine-signals-major-weapons-request-for-long-term-offensive-against-russia-11662998386
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https://www.defensenews.com/global/europe/2022/09/06/europe-goes-on-shopping-spree-to-fill-capability-gaps/?utm_source=sailthru&utm_medium=email&utm_campaign=dfn-ebb&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.defensenews.com/global/europe/2022/09/06/europe-goes-on-shopping-spree-to-fill-capability-gaps/?utm_source=sailthru&utm_medium=email&utm_campaign=dfn-ebb&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.ft.com/content/d9cdc51f-5fe3-4f4a-b0e8-054ef21a2a6e
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• The delay in implementing the rule could signal that officials around the world are now 

rethinking their approach to regulation as the world faces insufficient commodity 

supplies and surging prices. 

 

Chinese COVID-19 Shutdowns:  Along with new Zero-COVID lockdowns elsewhere in the 

country, Beijing officials are taking especially stringent steps to contain their latest outbreak 

ahead of the Communist Party’s important 20th National Congress next month.  The government 

suddenly announced yesterday that employees and students must show a negative COVID-19 

test taken within the previous 48 hours to return to work and school today after the three-day 

Mid-Autumn Festival holiday.  The move led to chaos this morning when commuters found 

subway gates would not open because they could not verify their tests.  President Xi’s stringent 

Zero-COVID policies continue to weigh on Chinese economic activity and discourage new 

investment in the country, with negative implications for the global economy and financial 

markets. 

 

Chinese Housing Market:  Massively indebted property developer Evergrande (EGRNY, 

$3.05) said it will resume construction work on all its remaining stalled projects by the end of 

this month and accelerate work on its other projects to a “normal” level.  The announcement 

likely reflects Beijing’s push to stabilize the country’s home construction market ahead of the 

20th National Congress next month. 

 

Argentina:  In a meeting with IMF Managing Director Georgieva yesterday, Economy Minister 

Sergio Massa promised that Argentina would stick by its deal to reduce its fiscal deficit and trim 

energy subsidies in exchange for pushing back the debt payments to the IMF. 

• Nevertheless, it’s important to remember that Massa is a leading figure in Argentine 

Peronism, which has been hostile to IMF-imposed austerity measures that could directly 

hurt its constituents. 

• Given Argentina’s long history of breaking such deals, we suspect investors will continue 

to discount the country’s assets for the foreseeable future. 

 

U.S. Labor Market:  With the massive U.S. labor shortage continuing to give leverage to 

employees, faltering contract negotiations are raising the risk of major strikes against the nation’s 

railroads and West Coast ports as early as Friday.  Key railroads have already warned they will 

restrict shipments of hazardous chemicals so they would not be left unattended in the event of a 

work stoppage. 

• In addition, some 15,000 nurses in Minnesota launched a three-day strike yesterday as 

they push for a roughly 30% pay hike over three years. 

• The potential railroad and port strikes could be especially damaging to the economy as 

they would further snarl the supply shortages that have been disrupting activity over the 

last year or more.  And of course, that would likely exacerbate the current high level of 

inflation. 

 

 

https://www.scmp.com/news/china/politics/article/3192311/chinese-capital-tightens-covid-19-controls-causing-commuter?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220913&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3192337&article_id_list=3192316,3192283,3192311,3192337,3192329,3192318,3192328,3192309&tc=8&CMCampaignID=93997be7575feddf03bfd4638628c96a
https://www.scmp.com/news/china/politics/article/3192311/chinese-capital-tightens-covid-19-controls-causing-commuter?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220913&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3192337&article_id_list=3192316,3192283,3192311,3192337,3192329,3192318,3192328,3192309&tc=8&CMCampaignID=93997be7575feddf03bfd4638628c96a
https://www.ft.com/content/6841c730-822a-442c-bf6f-95d0ab005f49
https://www.ft.com/content/6841c730-822a-442c-bf6f-95d0ab005f49
https://www.wsj.com/articles/argentina-will-stick-to-imf-targets-to-reduce-budget-deficit-11663029891?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/argentina-will-stick-to-imf-targets-to-reduce-budget-deficit-11663029891?mod=lead_feature_below_a_pos1
https://www.reuters.com/world/us/us-trucking-group-asks-congress-avert-rail-shutdowns-2022-09-09/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.reuters.com/world/us/us-trucking-group-asks-congress-avert-rail-shutdowns-2022-09-09/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/freight-railroads-plan-to-halt-hazmat-transport-as-risk-of-work-stoppage-looms-11662997977?mod=hp_lista_pos1
https://www.wsj.com/articles/freight-railroads-plan-to-halt-hazmat-transport-as-risk-of-work-stoppage-looms-11662997977?mod=hp_lista_pos1
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U.S. Economic Releases  

The future is a little brighter for firms as small business owners are becoming more optimistic 

about the economy. An index for small business optimism beat expectations in August, rising 

from 89.9 to 91.8, above consensus estimates of 90.8. This was the most significant jump in the 

index since June 2021. The better-than-expected number was related to a sharp decrease in the 

share of owners expecting worse business conditions over the next six months. 
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The chart above shows the National Federation of Small Business Index level. Although the 

index is far from its peak, an improvement suggests that the economy might not be slowing as 

much as people thought.  

 

A sharp deceleration in energy prices has led to an overall decline in inflation in August. 

According to the Bureau of Labor Statistics, the headline CPI rose 8.3% from the prior year, 

above expectations of 8.1% but below the previous month’s rise of 8.5%. The disappointing 

inflation number was related to a surge in rent prices. Core CPI rose 6.3% from the prior year, 

above the consensus forecast of 6.1% and the last report’s rise of 5.9%. Additionally, real 

earnings for hourly wages declined 2.8% from the prior year, while weekly wages fell 3.4% in 

the same period. 
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The chart above shows the annual change in headline and core CPI. The elevated inflation 

number will likely encourage the Fed to raise rates by 75 bps in its next meeting.  

 

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

14:00 Monthly Budget Statement m/m Aug -$216.0b -$211.1b **

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 PPI y/y Aug 9.0% 8.6% 9.0% *** Equity and bond neutral

Australia Westpac Consumer Conf Index m/m Sep 84.4 81.2 ** Equity and bond neutral

Westpac Consumer Conf SA m/m Sep 3.9% -3.00% ** Equity and bond neutral

NAB Business Conditions m/m Aug 20 20 19 ** Equity and bond neutral

NAB Business Confidence m/m Aug 10 7 8 ** Equity bullish, bond bearish

New Zealand REINZ House Sales y/y Aug -18.3% -36.70% ** Equity bullish, bond bearish

Food Prices m/m Aug 1.1% 2.10% *** Equity bullish, bond bearish

EUROPE

Eurozone ZEW Survey Expectations m/m Sep -60.7 -54.9 * Equity and bond neutral

Germany CPI y/y Aug F 7.9% 7.9% 7.9% *** Equity and bond neutral

CPI, EU Harmonized y/y Aug F 8.8% 8.8% 8.8% ** Equity and bond neutral

ZEW Survey Current Situation m/m Sep -60.5 -47.6 -52.1 ** Equity bearish, bond bullish

UK Claimant Count Rate m/m Aug 3.9% 3.90% ** Equity and bond neutral

Jobless Claims Change m/m Aug 6.3k% -10.6k -14.5k ** Equity bullish, bond bearish

Average Weekly Earnings 3M m/m Jul 5.5% 5.10% 5.20% ** Equity bullish, bond bearish

Switzerland Producer & Import Prices y/y Aug 5.5% 6.3% ** Equity bullish, bond bearish

AMERICAS

Brazil IBGE Services Volume y/y Jul 6.3% 6.3% 6.4% * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 325 324 1 Up

3-mo T-bill yield (bps) 301 302 -1 Up

TED spread (bps) 23 21 2 Widening

U.S. Sibor/OIS spread (bps) 319 320 -1 Up

U.S. Libor/OIS spread (bps) 325 326 -1 Up

10-yr T-note (%) 3.31 3.36 -0.05 Up

Euribor/OIS spread (bps) 99 93 6 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Up
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Weather 
 

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

country, with cooler-than-normal temperatures in the Northern Pacific. Wetter-than-normal 

conditions are expected in the Pacific Northwest, northern Rocky Mountains, and northern Great 

Plains, with dry conditions expected for the rest of the country. 
 

In the Gulf Coast, the Caribbean, and western Atlantic Ocean areas, there are no tropical 

cyclones forecasted within the next 48 hours. However, there is chance of cyclone formation off 

the West African Coast and in the central Atlantic Ocean. 

Price Prior Change Explanation

Brent $95.43 $94.00 1.52%

WTI $89.21 $87.78 1.63%

Natural Gas $8.38 $8.25 1.60%

Crack Spread $31.88 $31.54 1.07%

12-mo strip crack $30.11 $29.86 0.85%

Ethanol rack $2.79 $2.78 0.33%

Metals

Gold $1,730.29 $1,724.54 0.33%

Silver $19.89 $19.80 0.45%

Copper contract $366.10 $361.05 1.40%

Grains

Corn contract $697.50 $696.00 0.22%

Wheat contract $873.00 $858.75 1.66%

Soybeans contract $1,505.50 $1,488.25 1.16%

Shipping

Baltic Dry Freight 1,256            1,213            43

Actual Expected Difference

Crude (mb) 2.5

Gasoline (mb) -1.3

Distillates (mb) -0.8

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 9/12/2022 close) 
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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 9/12/2022 close) 

 

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

Growth

Emerging Markets ($)
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US Corporate Bond

Emerging Markets (local currency)

Small Cap

Real Estate

Large Cap
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Value

Foreign Developed (local currency)
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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 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


