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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 19, 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 1.0%. Chinese markets were lower, with the Shanghai 

Composite down 0.4% from its prior close and the Shenzhen Composite down 0.8% 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 (9/19/2022) (with associated podcast): “The Federal 

Reserve’s Big Policy Mistake” 

• 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, where the Ukrainians 

continue to make progress in their key counteroffensives.  We next review a wide range of other 

international and U.S. developments with the potential to affect the financial markets today, 

including a preview of this week’s Federal Reserve policy meeting and how it’s affecting the 

financial markets so far this morning. 

 

Russia-Ukraine:  Ukrainian forces continue to press their counteroffensives both in the 

country’s northeast near the city of Kharkiv and in the south around the Russian-occupied city of 

Kherson.  The northeastern attacks have slowed somewhat as the Ukrainians focus on 
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consolidating last week’s gains, although the Ukrainian military says it now controls the key 

eastern bank of the Oskil River.  The bulk of the Ukrainian effort now appears to be on the 

Kherson axis.  Meanwhile, Russian forces continue to cede ground and are struggling to establish 

new defensive lines, at least in part because they are mostly left with poorly trained, poorly 

motivated volunteers, and other irregular troops.  The Russians are progressively turning to 

rocket and missile attacks on Ukraine’s civilian energy and other infrastructure in an effort to 

break the Ukrainians’ will to fight. 

 

 
 

https://www.wsj.com/articles/ukraine-forces-take-control-of-key-river-bank-extending-advance-in-east-11663585755?mod=hp_lead_pos5
https://www.wsj.com/articles/ukraine-forces-take-control-of-key-river-bank-extending-advance-in-east-11663585755?mod=hp_lead_pos5
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• On the economic front, Russia’s effort to undermine the West’s will to support Ukraine 

by shutting off energy supplies is increasingly looking like it’s blowing back on Russia 

itself.  The strategy will undoubtedly cause economic pain in Western Europe this winter 

but falling global prices and reduced exports have sharply curtailed the Russian 

government’s revenues.  As Western European countries quickly build infrastructure to 

import energy from the U.S. and elsewhere, Russia’s strategy will have even less impact 

on Western Europe while leading to ever-increasing budget deficits at home. 

• Meanwhile, we continue to assess Russian President Putin’s meetings with Chinese 

President Xi and Indian Prime Minister Modi last week.  The press read-outs from those 

meetings suggest China and India have stepped back from their support for Russia, 

whether it be tacit or otherwise.  A key question is whether Putin will respond by 

doubling down on his Ukrainian attacks in an effort to win the war quickly, or whether he 

will start looking for an excuse to start winding down the effort. 

• Of course, another key consideration for Putin is that Russia’s recent failures in the war 

have prompted increased criticism of his government, and, by implication, himself. 

 

Global Diplomacy:  Queen Elizabeth II’s funeral was held today in Westminster Abbey, with 

leaders from dozens of major countries in attendance.  With all those leaders rubbing shoulders, 

it would be no surprise if we see lots of market-impacting diplomatic news from the gathering.  

Remarkably, many of those leaders will then head off to New York for this week’s opening of 

the United Nations General Assembly, so there will actually be several days of major diplomacy 

to wade through. 

• One event we’re especially keen on is British Prime Minister Truss’s speech at the UN, in 

which she is expected to link domestic economic conditions to geopolitics and argue that 

the liberal democracies must reduce their dependence on commodities and other goods 

from authoritarian countries. 

• That argument would dovetail with our belief that globalization is being replaced with 

regionalization, in which the world’s countries are fracturing into relatively separate 

geopolitical and economic blocs.  As we’ve written before, this regionalization will 

probably lead to shorter supply chains, less efficient production, higher prices, and higher 

inflation going forward. 

 

European Union:  Today, the European Commission proposed new legislation that would give 

it the power to force member states to stockpile key products and break contracts during a crisis 

such as the war in Ukraine or the coronavirus pandemic. 

• The proposed law would give the Commission ample space to declare an emergency.  It 

would then be able trigger a number of interventionist measures to ensure the availability 

of goods, for example, by facilitating the expansion or repurposing of production lines. 

• The proposal is an example of how geopolitical frictions, war, and other crises often 

strengthen the state over the private sector. 

 

European Union-Hungary:  The European Commission yesterday proposed freezing about 

€7.5 billion of EU “cohesion funds” earmarked for Hungary over corruption concerns, although 

https://www.wsj.com/articles/vladimir-putins-energy-war-with-europe-seems-to-falter-11663523925?mod=hp_lead_pos5
https://www.wsj.com/articles/vladimir-putins-energy-war-with-europe-seems-to-falter-11663523925?mod=hp_lead_pos5
https://www.ft.com/content/48301890-c8b2-4ed9-b977-b28d52d51f02
https://www.ft.com/content/48301890-c8b2-4ed9-b977-b28d52d51f02
https://www.ft.com/content/1ca316d3-9997-4a1e-aa53-1c7b1fdd62db
https://www.wsj.com/articles/queen-elizabeth-iis-state-funeral-draws-tens-of-thousands-of-spectators-11663570691
https://www.wsj.com/articles/queen-elizabeth-iis-state-funeral-draws-tens-of-thousands-of-spectators-11663570691
https://www.wsj.com/articles/russia-war-in-ukraine-set-to-dominate-united-nations-gathering-11663506004
https://www.wsj.com/articles/russia-war-in-ukraine-set-to-dominate-united-nations-gathering-11663506004
https://www.thetimes.co.uk/article/growth-or-bust-can-liz-trusss-bold-gamble-pay-off-9dh8w73vq?utm_source=POLITICO.EU&utm_campaign=d664b318b6-EMAIL_CAMPAIGN_2022_09_18_11_04&utm_medium=email&utm_term=0_10959edeb5-d664b318b6-190480045
https://www.thetimes.co.uk/article/growth-or-bust-can-liz-trusss-bold-gamble-pay-off-9dh8w73vq?utm_source=POLITICO.EU&utm_campaign=d664b318b6-EMAIL_CAMPAIGN_2022_09_18_11_04&utm_medium=email&utm_term=0_10959edeb5-d664b318b6-190480045
https://www.ft.com/content/ee10c2fd-f128-40cc-9853-163c5907a08b
https://www.ft.com/content/ee10c2fd-f128-40cc-9853-163c5907a08b
https://www.politico.eu/article/commission-suggests-funding-cut-for-hungary-but-opens-compromise-path/?utm_source=POLITICO.EU&utm_campaign=71d14e4a1d-EMAIL_CAMPAIGN_2022_09_19_04_37&utm_medium=email&utm_term=0_10959edeb5-71d14e4a1d-190480045
https://www.politico.eu/article/commission-suggests-funding-cut-for-hungary-but-opens-compromise-path/?utm_source=POLITICO.EU&utm_campaign=71d14e4a1d-EMAIL_CAMPAIGN_2022_09_19_04_37&utm_medium=email&utm_term=0_10959edeb5-71d14e4a1d-190480045
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it also opened the door for a compromise under which Hungary could get the cash if it addresses 

its corruption issues.  The move is the latest in the EU’s long-running battle with Hungary, which 

has chafed at many EU regulations and policies, including the EU’s support for Ukraine in its 

war with Russia. 

 

Taiwan:  An earthquake measuring 6.8 on the Richter scale struck southeastern Taiwan and 

reverberated across the island yesterday, causing building damage, derailing a train, and 

triggering concerns of a tsunami.  As of this writing, however, there have been no reports of 

damage at the country’s globally-critical semiconductor production facilities. 

 

United States-Taiwan-China:  In an interview yesterday, President Biden again said the U.S. 

would defend Taiwan “if in fact there was an unprecedented attack” on the island by China.  

That marks at least the third time Biden has made the commitment, which suggests he has 

decided to deliberately shift the U.S. away from its previous “strategic ambiguity” policy toward 

the island. 

• Under that policy, the U.S. left its commitment to the island unclear, both to discourage 

any Taiwanese independence moves and to deter China from getting too aggressive with 

the island. 

• The administration’s decision to explicitly commit to a defense of Taiwan likely reflects 

concerns about China’s growing military strength and aggressiveness.  The new U.S. 

commitment hasn’t been expressed formally, but it does suggest a tougher approach that 

will likely help keep U.S.-China tensions high and create more headwinds for Chinese 

stocks. 

 

U.S. Monetary Policy:  Tomorrow, Fed officials begin their latest two-day policy meeting, with 

their decision due out on Wednesday afternoon.  Investors are broadly expecting that the officials 

will again hike their benchmark fed funds interest rate by an aggressive 75 bps. 

• However, there has been some whispering among observers that the rate hike could be a 

full percentage point as the officials try to re-establish their inflation-fighting credibility 

amid continuing fast price hikes. 

• As we have been warning, investors in late summer seemed too complacent about the 

Fed’s rate-hiking program.  While many investors thought the policymakers would 

quickly pivot to steady or falling rates, we think there is a high chance they will over-

shoot and spark a recession.  As more investors buy into our view, we are noting 

meaningful drops in the values of stocks, bonds, commodities, and foreign currencies so 

far today. 

 

U.S. Petroleum Industry:  New reports indicate smaller private oil companies that helped boost 

the country’s oil output over the last couple of years have now begun to deplete their fracking 

opportunities and are starting to pull back from the market.  With publicly-traded companies still 

held under a tight leash by investors demanding capital discipline, that raises the prospect of 

further tightness in supply that could again give a boost to prices, and inflation, going forward. 

https://www.wsj.com/articles/earthquake-shakes-taiwan-derailing-a-train-and-causing-buildings-to-collapse-11663498819
https://www.ft.com/content/f1296dd0-9eb5-4e75-b986-b0e9e445076a
https://www.ft.com/content/f1296dd0-9eb5-4e75-b986-b0e9e445076a
https://www.wsj.com/articles/economy-week-ahead-federal-reserve-and-other-central-banks-in-focus-11663527601
https://www.wsj.com/articles/economy-week-ahead-federal-reserve-and-other-central-banks-in-focus-11663527601
https://www.wsj.com/livecoverage/stock-market-news-today-09-19-2022?mod=markets_lead_pos1
https://www.wsj.com/livecoverage/stock-market-news-today-09-19-2022?mod=markets_lead_pos1
https://www.wsj.com/articles/private-drillers-are-hitting-their-limits-11663579982?mod=hp_lead_pos10
https://www.wsj.com/articles/private-drillers-are-hitting-their-limits-11663579982?mod=hp_lead_pos10
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• Separately, the continued rise in natural gas prices prompted by the war in Ukraine and 

supply shortages is pushing up electricity prices in the U.S. 

• The rise in gas and electricity prices threatens to impose big costs on households as 

autumn turns to winter and heating demand rises. 

 

Hurricane Fiona:  Over the weekend, Hurricane Fiona slammed into Puerto Rico, knocking out 

electricity for the entire island at times.  The island’s power company warned that fully restoring 

electricity service could take several days.   

 

U.S. Economic Releases  

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 

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. 

 

EST Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m Sep 49.0 48.0 **

Economic Releases

 No economic releases for the rest of today

Federal Reserve

No Fed speakers or events for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

EUROPE

Eurozone Construction Output y/y Jul 1.5% 0.1% 1.3% * Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 16-Sep 638.9b 638.6b * Equity and bond neutral

Total Sight Deposits CHF w/w 16-Sep 754.5b 753.4b * Equity and bond neutral

AMERICAS

Canada Industrial Prices m/m Aug -1.2% -2.1% 2.1% ** Equity bullish, bond bearish

Raw Material Prices m/m Aug -4.2% -7.4% * Equity bullish, bond bearish

https://www.wsj.com/articles/electric-bills-soar-across-the-country-as-winter-looms-11663493404
https://www.nytimes.com/article/tropical-storm-fiona-hurricane.html
https://www.nytimes.com/article/tropical-storm-fiona-hurricane.html
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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 most of the 

country, with cooler-than-normal temperatures in the Rocky Mountains. Wetter-than-normal 

conditions are expected in the Southwest, the coasts of the Carolinas, 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 made 

landfall in the Dominican Republic. There is another disturbance developing in the Atlantic 

Ocean but is not expected to form into a tropical cyclone within next 48 hours.

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 357 353 4 Up

3-mo T-bill yield (bps) 306 307 -1 Up

TED spread (bps) 51 46 5 Widening

U.S. Sibor/OIS spread (bps) 347 344 3 Up

U.S. Libor/OIS spread (bps) 353 349 4 Up

10-yr T-note (%) 3.50 3.45 0.05 Up

Euribor/OIS spread (bps) 106 103 3 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Flat

Price Prior Change Explanation

Brent $89.18 $91.35 -2.38%

WTI $82.80 $85.11 -2.71%

Natural Gas $7.48 $7.76 -3.66% Europe makes plans to ease reliance on Russian imports

Crack Spread $27.16 $26.84 1.20%

12-mo strip crack $27.66 $27.69 -0.12%

Ethanol rack $2.76 $2.77 -0.57%

Metals

Gold $1,662.11 $1,675.06 -0.77%

Silver $19.34 $19.59 -1.30%

Copper contract $348.15 $351.65 -1.00%

Grains

Corn contract $671.25 $677.25 -0.89%

Wheat contract $839.50 $859.75 -2.36%

Soybeans contract $1,448.50 $1,448.50 0.00%

Shipping

Baltic Dry Freight 1,553            1,612            -59

Energy Markets



 

 

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

www.confluenceinvestment.com 

 7 

Data Section 
 

U.S. Equity Markets – (as of 9/16/2022 close) 
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Industrials

Materials
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S&P 500

Technology
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Prior Trading Day Total Return

(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 9/16/2022 close) 

 

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

Growth

Emerging Markets ($)

Foreign Developed ($)

Real Estate

Small Cap

Large Cap

Emerging Markets (local currency)

US Corporate Bond

Mid Cap

US Government Bond

US High Yield

Value

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 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. 


