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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 16, 2022—9:30 AM EDT] Global equity markets are lower this morning. 

In Europe, the Euro Stoxx 50 is currently down 1.3% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed down 1.3%. Chinese markets were lower, with the Shanghai 

Composite down 2.3% from its prior close and the Shenzhen Composite down 2.3% as well. 

U.S. 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: 

 

• Bi-Weekly Geopolitical Report (9/12/2022) (no associated podcast this week) “The 

Ukraine War at Six Months: Some Reflections” 

• Weekly Energy Update (9/15/2022): We’re back!  We update the U.S. natural gas 

market, discuss the weekly DOE data, and offer our usual look at the news affecting oil 

and natural gas.    

• 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 begins with an update on the conflict in Ukraine, which 

includes a discussion about China and Russia's relationship. Next, we review the dollar's impact 

on the global economy. We conclude the report with an overview of U.S. efforts to adapt to a 

changing geopolitical landscape. 

 

Ukraine Updates: The war shows no signs of ending soon, but Ukraine's odds of retaking lost 

territory have drastically increased. 

• The UN’s nuclear watchdog urged Moscow to remove its forces from the Zaporizhzhia 

Power Plant to avoid a potential catastrophe. Russian troops took over the area early in 

the war and used the region to launch attacks against Ukrainian forces. The call from the 
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regulators for Russia to depart the site reflects the clear and present danger the conflict is 

having on the region. The plant’s strategic importance suggests that it is unlikely that the 

Russians will leave the area. Thus, the possibility of a nuclear disaster is elevated.  

• Russian President Vladimir Putin admitted that China has concerns about the ongoing 

war in Ukraine. The rare acknowledgment of the two countries' differences likely signals 

that Russia does not feel as if it has Beijing's full support. If correct, this could potentially 

force Putin to take more decisive action in Ukraine to prevent further losses in the 

conflict. History shows that Russian leadership does not survive after the country loses a 

war. Therefore, we expect Putin to take more extreme action to change the tide of the 

conflict.  

• Ukraine's recent success in its war efforts has encouraged the West to provide the country 

with more military support. President Biden announced that the U.S. would provide 

Ukraine with $600 million in additional weaponry, while Germany said it would send 

two more rocket launchers and 50 armored vehicles. The increase in Western military aid 

shows that the war is far from over. As a result, Europe will likely not be able to avoid an 

energy-supply crunch in the winter.  

o In a related story, Germany seized refineries owned by Russian oil giant Rosneft 

as Berlin looks to take over its energy sector. The move is designed to prevent 

disruptions in German energy supply as the country weans itself from Russian 

gas. In addition to taking over Rosneft, the country plans to take over Uniper 

(UNPRF, $4.03) and two other gas importers.  

 

Dollar takes off: The greenback's rise against global currencies will prevent central banks from 

providing policy stimulus even as economies slow. 

• The yuan surpassed 7 per dollar for the first time since 2020. This sharp decline in the 

yuan was driven by the deceleration in GDP growth and the rise of the U.S. dollar against 

global currencies. Although the depreciation of the yuan has typically led to a surge in 

capital flight to safer currencies, new regulation prevents this from happening. The 

decline in the yuan could prevent the People's Bank of China from easing monetary 

policy while also pushing up the cost of imports. As a result, the depreciation of the yuan 

will likely add to a long list of economic woes in China, which already include COVID 

lockdowns, consumer pessimism, and slowing exports. 

• Today, concerns over the U.K. economy have pushed the pound to its lowest level since 

1985. The British currency fell to $1.137 after weak retail sales signaled a slowdown in 

consumer spending. In addition to the sales numbers, investor expectations of a jumbo 

rate hike from the Fed also weighed on the sterling. The currency's depreciation will 

force the Bank of England to continue tightening, possibly even if the economy contracts. 

Hence, the currency's weakness could trigger a long and deep recession.   

• The U.S. Dollar Index, which tracks the greenback's strength relative to global 

currencies, is up 14.5% year-to-date. For comparison, Energy is the only stock market 

sector with better performance. As a result, the dollar's rise has pushed up import prices, 

making global inflation worse. This trend will likely continue as long as the Federal 

Reserve continues its currency policy path.  

https://www.ft.com/content/d1a1e185-0668-4f5f-b5a5-bd37a615e4eb
https://www.nytimes.com/2022/09/15/world/europe/biden-ukraine-military-aid.html
https://www.nytimes.com/2022/09/15/world/europe/biden-ukraine-military-aid.html
https://www.reuters.com/world/europe/germany-says-it-will-deliver-two-additional-multiple-rocket-launchers-kyiv-2022-09-15/
https://www.reuters.com/world/europe/germany-says-it-will-deliver-two-additional-multiple-rocket-launchers-kyiv-2022-09-15/
https://www.bloomberg.com/news/articles/2022-09-16/germany-takes-control-over-rosneft-s-three-german-oil-refineries?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-16/germany-takes-control-over-rosneft-s-three-german-oil-refineries?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-15/as-yuan-blows-past-7-usd-the-friday-fix-becomes-a-crucial-clue
https://www.bloomberg.com/news/articles/2022-09-16/the-pound-has-been-on-the-ropes-before-it-didn-t-end-well?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-16/the-pound-has-been-on-the-ropes-before-it-didn-t-end-well?srnd=premium&sref=uIvt3NFS
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Geopolitical Shifts: The U.S. is adjusting to changes in the geopolitical landscape. 

• U.S. policymakers cannot agree on whether they want to send military aid to Taiwan. The 

new legislation, the Taiwan Policy Act, is criticized for being too provocative toward 

China. The bill would grant the sovereign island $4.5 billion in aid over four years and 

includes extensive language on sanctions toward Beijing if it were to become more 

hostile toward the region. As we have mentioned in previous reports, there are many 

political benefits to getting tough with Beijing. A recent poll showed that 82% of 

Americans hold an unfavorable opinion toward China. This bravado could backfire at 

some point if China retaliates, but it is unlikely that Beijing will take aggressive actions 

before its National Party Congress on October 16. However, this will likely not be the 

case once the summit is over. Further provocation from the U.S. might lead to a direct 

conflict with China. 

o China has imposed sanctions on U.S. defense companies for selling arms to 

Taiwan. The measure is another example of Beijing's sensitivity to the One China 

Policy in Taiwan.  

• U.S. Secretary Tony Blinken has assumed a crucial role in ending military clashes 

between Armenia and Azerbaijan. The two sides began fighting on Tuesday over 

disputed territory. A previous cease-fire brokered by Moscow earlier this year failed as 

Russia was distracted by its invasion of Ukraine. The U.S. involvement in ending the 

conflict is a possible sign that Washington would like to fill the void left by Russia.   

o House Speaker Nancy Pelosi will visit Armenia during her trip to Europe for the 

G-7 Summit, another example of the increased U.S. interest in the region.  

 

U.S. Economic Releases  

No major U.S. economic data has been released so far today.  The table below lists any economic 

releases and/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 

EST Indicator Expected Prior Rating

10:00 U. of Michigan Consumer Sentiment m/m Sep P 60.0 58.2 ***

10:00 U. of Michigan Current Conditions m/m Sep P 59.4 58.6 **

10:00 U. of Michigan Future Expectations m/m Sep P 59.0 58.0 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Sep P 4.6% 4.8% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Sep P 2.9% 2.9% *

16:00 Net Long-term TIC Flows m/m Jul $121.8b **

16:00 Total Net TIC Flows m/m Jul $22.1b **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.reuters.com/world/china/americans-unfavorable-views-china-hit-new-high-pew-2022-04-28/
https://www.reuters.com/world/china/americans-unfavorable-views-china-hit-new-high-pew-2022-04-28/
https://www.reuters.com/world/china/china-impose-sanctions-us-ceos-over-taiwan-arms-sales-2022-09-16/
https://www.bloomberg.com/news/articles/2022-09-16/blinken-taking-part-in-effort-to-end-azerbaijan-armenia-conflict?utm_source=google&utm_medium=bd&cmpId=google&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-16/blinken-taking-part-in-effort-to-end-azerbaijan-armenia-conflict?utm_source=google&utm_medium=bd&cmpId=google&sref=uIvt3NFS
https://www.politico.com/news/2022/09/15/nancy-pelosi-is-going-to-armenia-00056947
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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

New Zealand BusinessNZ Manufacturing PMI m/m Aug 54.9 52.7 53.5 *** Equity and bond neutral

South Korea Export Price Index y/y Aug 13.4% 16.30% 15.9% * Equity bearish, bond bullish

Import Price Index y/y Aug 22.9% 27.90% 25.6% * Equity bearish, bond bullish

Unemployment Rate m/m Aug 2.5% 2.90% 3.00% ** Equity bullish, bond bearish

China Industrial Production y/y Aug 4.2% 3.8% 3.8% *** Equity bullish, bond bearish

Retail Sales y/y Aug 5.4% 2.7% 3.3% *** Equity bullish, bond bearish

EUROPE

Eurozone CPI y/y Aug F 9.1% 9.1% 9.1% *** Equity and bond neutral

Core CPI y/y Aug F 4.3% 4.3% 4.3% ** Equity and bond neutral

Italy Trade Balance m/m Jul -0.361 -2.166b * Equity and bond neutral

CPI, EU Harmonized y/y Aug F 9.1% 9.0% 9.0% *** Equity and bond neutral

UK Retail Sales y/y Aug -5.4% -3.4% -3.2% *** Equity bearish, bond bullish

Retail Sales Ex-Auto Fuel y/y Aug -5.0% -3.0% -3.1% ** Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 9-Sep 14.56t% 14.42t% * Equity and bond neutral

Gold and Forex Reserves m/m 9-Sep 557.4b% 561.9b% *** Equity and bond neutral

AMERICAS

Canada Existing Home Sales m/m Aug -1.0% -5.3% -1.6% ** Equity and bond neutral

Housing Starts m/m Aug 267.4k 275.3k 275.2k ** Equity and bond neutral

International Secutities Transactions m/m Jul 14.83b 17.54b ** Equity and bond neutral

Wholesale Trade Sales m/m Jul -0.6% 1.0% -0.4% ** Equity and bond neutral

Brazil FGV Inflation IGP-10 m/m Sep -0.90% -0.69% -0.50% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 348 329 19 Up

3-mo T-bill yield (bps) 307 309 -2 Up

TED spread (bps) 42 20 22 Widening

U.S. Sibor/OIS spread (bps) 345 342 3 Up

U.S. Libor/OIS spread (bps) 351 348 3 Up

10-yr T-note (%) 3.46 3.45 0.01 Up

Euribor/OIS spread (bps) 103 101 2 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Up Down

Pound Down Down

Franc Flat Up

Central Bank Action Current Prior Expected

Bank of Russia Benchmark Rate 7.500% 8.000% 7.500% On Forecast
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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. 

 

 
 

Weather 
 

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

along the West Coast, with cooler-than-normal temperatures in the Rocky Mountains. Wetter-

than-normal conditions are expected in the Rocky Mountains and Florida, with dry conditions in 

the Pacific Northwest, Great Plains, and Southeast. 
 

In the Gulf Coast, Caribbean, and western Atlantic Ocean areas, Tropical Storm Fiona continues 

to move slowly westward toward the Caribbean.  Two new disturbances have also formed in the 

Atlantic Ocean, but both are assessed to have no chance of cyclonic formation in the next 48 

hours.

Price Prior Change Explanation

Brent $91.69 $90.84 0.94%

WTI $85.75 $85.10 0.76%

Natural Gas $8.15 $8.32 -2.08%

Crack Spread $27.66 $28.09 -1.55%

12-mo strip crack $28.29 $28.39 -0.35%

Ethanol rack $2.79 $2.83 -1.40%

Metals

Gold $1,665.24 $1,665.11 0.01%

Silver $19.00 $19.17 -0.89%

Copper contract $345.75 $349.00 -0.93%

Grains

Corn contract $672.50 $677.50 -0.74%

Wheat contract $839.25 $845.00 -0.68%

Soybeans contract $1,444.25 $1,451.50 -0.50%

Shipping

Baltic Dry Freight 1,612            1,595            17

Actual Expected Difference

Crude (mb) 2.4 1.9 0.6

Gasoline (mb) -1.8 -1.6 -0.2

Distillates (mb) 4.2 0.0 4.2

Refinery run rates (%) 0.6% -0.40% 1.0%

Natural gas (bcf) 77 73 4

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 9/15/2022 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 9/15/2022 close) 
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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 15, 2022 
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P/E as of 9/14/2022 = 19.3x

 
 

Based on our methodology,1 the current P/E is 19.3x, up 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. 


