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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 1, 2022—9:30 AM EDT] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 1.0% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 2.2%. Chinese markets were lower, with the Shanghai Composite 

down 0.5% from its prior close and the Shenzhen Composite down 0.7%. U.S. equity index 

futures are signaling a lower open. With 494 companies having reported, the S&P 500 Q2 2022 

earnings stand at $57.40, higher than the $55.26 forecast for the quarter. The forecast reflects a 

4.3% increase from Q2 2021 earnings. Thus far this quarter, 75.9% of the companies have 

reported earnings above forecast, while 19.6% have reported earnings below forecast. 
 

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 (8/29/2022) (with associated podcast): “Agricultural 

Commodities in the Evolving Geopolitical Blocs” 

• 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 (8/22/2022) (with associated podcast): “The Inflation 

Surprise” 

• 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 a discussion of the September effect. Next, we 

review possible headwinds in Europe. We end the report by examining the rivalry between the 

West, Russia, and China.  

 

Wait, It Gets Worse? September is generally the worst month for equity performance. Known 

as the September effect, the S&P 500 has averaged a 1% seasonal loss for the month, dating back 

to 1928. 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_29_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Sept_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Aug_22_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update2_Jul2022.pdf
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● There are many reasons for this decline but the theories most frequently cited are parents 

selling off financial assets to pay for their kids’ college tuition, investors adjusting 

portfolios after returning from vacation, and/or tax-loss harvesting from mutual funds. 

Despite the historical record, it is essential to note that this average is biased as 

September has been a harbinger of adverse market events. For example, the fall of 

Lehman Brothers, the collapse of Long-Term Capital Management, and the terrorist 

attack on the World Trade Center all happened in September. These events suggest that 

the historical average might not accurately reflect the month's performance. In our view, 

the median provides the best picture of the long-term seasonal performance. In this 

instance the S&P 500 median performance for September (1.02%) outperforms both 

February (0.76%) and May (0.49%). That said, there are still several headwinds that 

investors should consider for this month.  

● Hawkish monetary policy remains a threat to equity performance. The European Central 

Bank is scheduled to meet on September 8, while the Federal Reserve is set to meet a few 

weeks later. The central bank officials are expected to make substantial hikes in their 

benchmark rates at their respective meetings. Persistently low unemployment rates and 

stubbornly high inflation in both the U.S. and the euro area fuel the need for decisive 

central bank action. However, the more these institutions tighten, the higher the 

likelihood that these countries will fall into recession. The sell-off in August will likely 

soften the blow of the interest hikes from both banks. 

● Another significant headwind comes from China. The country has implemented a new 

lockdown in Chengdu. The city's new restrictions suggest that global demand and 

production could slow in September as the world’s second largest economy struggles to 

contain COVID.  

○ The latest PMI for China showed that manufacturing output contracted after the 

index fell to 49.4 from 50.2 in July.  

 

Financial markets are full of smoke and mirrors, and therefore, what can look like a historical 

trend could be an illusion. Although there are plenty of reasons to be skeptical, we believe 

investment decisions should be based on facts rather than market myths.   

 

European Risks: Headwinds in Europe will persist as business conditions in the region 

deteriorate due to tight monetary policy and elevated inflation. 

● Traders ratcheted up their bets that the European Central Bank will be more aggressive 

after yesterday's Consumer Price Index (CPI) report showed inflation hitting a new high 

in August. The latest CPI report for the eurozone showed that headline inflation jumped 

9.1% from the previous year, while core inflation rose 4.3%. The price statistics suggest 

that inflation has spread into other sectors of the economy outside of energy and food. 

The yield spread on German and Italian bonds, a gauge for financial stress within the 

eurozone, has widened to 2.33%, closing in on this year's peak of 2.42%.  

○ The strong CPI report places more pressure on the ECB to take aggressive actions 

to curb inflation. On Friday, Fed Chair Jerome Powell asserted that the Fed would 

keep rates elevated for longer. His statement led to a surge in the Euro Overnight 

Indexed Swaps due to concerns that the ECB would have to follow suit. Euro 

https://www.rte.ie/news/business/2022/0901/1320022-euro-zone-unemployment/nemployment-falls-new-record-low-66-may-2022-06-30/
https://www.foxnews.com/world/china-city-chengdu-covid-lockdown-amid-spike
https://www.foxnews.com/world/china-city-chengdu-covid-lockdown-amid-spike
https://www.reuters.com/world/china/chinas-august-factory-activity-shrinks-orders-weaken-caixin-pmi-2022-09-01/
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Overnight Indexed Swaps show that investors predict that the ECB will support a 

75 bps hike in October.  

● The European Union proposed new regulations on smartphone production to curb tech 

waste. Suppliers of smartphones will be required to provide at least 15 different parts for 

a minimum of five years after a phone is released. Additionally, the EU will require 

batteries to last through at least 500 full charges without deteriorating below 83% of their 

capacity. The new directive will hurt the profits of electronics firms as it will reduce the 

need for consumers to purchase new phones and make it more difficult for firms to profit 

from repairs. The new rules created by the EU will likely pave the way for a global 

benchmark and could force tech companies to change their business models. 

● Elevated energy prices continue to slow down the European economy. German firms 

have begun cutting production to cope with costlier energy, and French manufacturers 

fear they could be next, barring assistance from the EU. Energy prices in Europe have 

risen 300% in 2022, and a sustained slowdown in manufacturing production threatens to 

push the region into recession.  

○ The latest Purchase Manager Index report for the eurozone showed that the 

contraction in factory output worsened in August after it slipped to 49.6 from 49.8 

in the previous month. 

 

2022 has not been kind to Europe, and we do not think this will change anytime soon. Tight 

monetary policy, elevated inflation, and the war in Ukraine will make it difficult for the region to 

avoid recession. As a result, we suggest that investors should be very tactical if they plan to 

invest in the area.  

 

Tit-For-Tat: The back and forth between the West and its rivals continue to support our view 

that the world economy is moving away from global markets. 

● The deterioration in the EU-Russia relationship remains a prominent risk. On 

Wednesday, the EU tightened visa restrictions on Russians, and there was even 

discussion about an outright ban. Although there is much resistance to a visa embargo, 

the move suggests that EU restrictions could target ordinary Russians. However, 

assuming this trend continues, we expect Moscow to ramp up its nationalistic rhetoric as 

it portrays the war as a Western attack on Russia. There is also evidence that talks about 

punishing Russia over its invasion within the EU could lead to more infighting.   

● Ukrainian forces have taken a more creative approach in their counter-offensive against 

Russia. Although Russian troops have portrayed Ukraine's new line of attacks as failing 

instantly, analysts theorized that those perceived failures might be strategic feints and 

misdirection to exploit Russian weaknesses further. If analysts are correct, the tactics will 

make it difficult to discern legitimate Ukrainian failures. It seems that Russia might also 

be suspicious. Moscow has asked media outlets not to report on the counter-offensive. 

Therefore, it will take some time before we can discern whether the new counterattack 

was a success.    

● In addition to Europe and Russia escalation, the U.S. also made moves to target Beijing. 

On Wednesday, the U.S. ordered software company Nvidia (NVDA, $150.24) not to sell 

https://www.ft.com/content/5642b410-4311-427b-af21-c970a400ef90
https://www.ft.com/content/5642b410-4311-427b-af21-c970a400ef90
https://www.ft.com/content/d0d46712-6234-4d24-bbed-924a00dd0ca9
https://www.bloomberg.com/news/articles/2022-08-31/french-businesses-urge-eu-to-curb-energy-costs-as-stoppages-loom?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-08-31/french-businesses-urge-eu-to-curb-energy-costs-as-stoppages-loom?sref=uIvt3NFS
https://time.com/6209272/europes-energy-crisis-getting-worse/#:~:text=As%20a%20consequence%20of%20the%20rising%20cost%20of,cost%2C%20but%20governments%20are%20coming%20up%20short%2C%20too.
https://www.nytimes.com/2022/08/31/world/europe/eu-russia-visas.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-31
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-31
https://www.ft.com/content/7005d5d2-b02f-4092-a35c-8b44889a5f90
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its AI semiconductors to China. The decision is another example of how the U.S. plans to 

contain the growth of its Indo-Pacific rival through export controls. These restrictions on 

U.S. exports will encourage Beijing to invest in its domestic industries while denying 

American firms a vast export market. Nvidia warned that the new rules would cost it 

millions in revenue.  

○ On an unrelated note, Taiwan has shot down a Chinese drone over the Kinmen 

Islands. Although there is no sign that China will retaliate, we suspect the 

shooting of drones may serve as a pretext for escalation in the future.  

 

Rivalries among major powers pose the most considerable long-term risk. The last time we saw 

similar developments was in the run-up to WWI. Although we are not forecasting a large-scale 

war, we believe that global tensions could force countries to accelerate the trend away from 

globalization.    

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending August 27 fell to a seasonally 

adjusted 232,000, well below the expected level of 248,000 and the revised level of 237,000 in 

the previous week.  The four-week moving average of initial claims, which helps smooth out 

some of the volatility in the series, fell to 241,500, reaching its lowest level since early July.  

Meanwhile, the number of people continuing to draw benefits in the week ending August 20 rose 

to 1.438 million, exactly matching expectations but above the revised figure of 1.412 million in 

the prior week.  The chart below shows how initial jobless claims have fluctuated since just 

before the prior recession.  The chart is truncated through much of the pandemic period because 

of the extremely high level of claims at that time. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since mid-2021. 

 

https://www.ft.com/content/7005d5d2-b02f-4092-a35c-8b44889a5f90
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Another report today focused on the productivity of U.S. workers, defined as the average value 

of output per hour worked.  After stripping out price changes and normal seasonal fluctuations, 

revised second-quarter nonfarm productivity fell at an annualized rate of 4.1%, a bit better than 

the anticipated decline rate of 4.3% and much better than the initially estimated decline rate of 

4.6%.  Taking into account the fluctuations in each of the last four quarters, productivity in the 

second quarter was down 2.4% from the same period one year earlier.  The chart below shows 

the year-over-year growth in real productivity since just before the previous recession. 

 

 
 

Revised second-quarter unit labor costs rose at an annualized rate of 10.2%, a bit more benign 

than the expected rate of increase of 10.5% and better than the initially estimated rate of 10.8%.  

Unit labor costs in the second quarter were up 9.3% year-over-year.  The chart below shows the 

year-over-year growth in real unit labor costs since just before the prior recession. 
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The table below shows the domestic releases 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. 

 

EST Indicator Expected Prior Rating

9:45 S&P Manufacturing PMI m/m Aug F 51.3 51.3 ***

10:00 ISM Manufacturing PMI m/m Aug 51.9 52.8 **

10:00 Construction Spending MoM m/m Jul -0.2% -1.1% **

EST Speaker or Event

15:30 Raphael Bostic Speaks to  Business School Students President of the Federal Reserve Bank of Atlanta

Economic Releases

Federal Reserve

District or Position
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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. 

   

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Capital Spending y/y 2Q 4.6% 3.0% 3.0% *** Equity bullish, bond bearish

Japan Buying Foreign Bonds w/w 26-Aug -303.7b -79.2b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 26-Aug -406.6b 1294.1b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 26-Aug 18.4b -506.3b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 26-Aug -536.0b 28.5b * Equity and bond neutral

Jibun Bank Manufacturing PMI m/m Aug F 51.5 51.0 *** Equity bullish, bond bearish

Vehicle Sales y/y Aug -13.30% -13.40% ** Equity and bond neutral

Australia Private Capital Expenditure y/y Q2 -0.3% 0.4% 1.0% ** Equity bearish, bond bullish

Commodity Index SDR y/y Aug 21.7% 10.3% ** Equity bullish, bond bearish

New Zealand CoreLogic House Prices y/y Aug 5.8% 9.5% * Equity and bond neutral

South Korea GDP y/y 2Q P 2.9% 2.9% 2.9% ** Equity and bond neutral

Trade Balance m/m Aug -$9.470b -$4.805b -$8.158b * Equity and bond neutral

Exports y/y Aug 6.6% 9.2% 5.6% *** Equity and bond neutral

Imports y/y Aug 28.2% 21.8% 23.7% ** Equity and bond neutral

S&P Manufacturing PMI m/m Aug 47.6 49.8 *** Equity bearish, bond bullish

China Caixin Manufacturing PMI m/m Aug 49.5 50.4 50.0 *** Equity bearish, bond bullish

India S&P Manufacturing PMI m/m Aug 56.2 56.4 *** Equity bearish, bond bullish

EUROPE

Eurozone S&P Manufacturing PMI m/m Aug F 49.6 49.7 49.7 *** Equity and bond neutral

Unemployment Rate m/m Jul 6.6% 6.7% 6.6% ** Equity and bond neutral

Germany Retail Sales y/y Jul -5.5% -9.6% -6.5% * Equity bullish, bond bearish

S&P/BME Manufacturing PMI m/m Aug F 49.1 49.8 49.8 *** Equity and bond neutral

France S&P Manufacturing PMI m/m Aug F 50.6 49.0 49.0 *** Equity bullish, bond bearish

Italy S&P Manufacturing PMI m/m Aug 48.0 48.5 48.1 *** Equity and bond neutral

Unemployment Rate m/m Jul 7.9% 8.0% 8.1% ** Equity bullish, bond bearish

GDP WDA y/y Q2 P 4.7% 4.6% 4.6% ** Equity and bond neutral

UK Nationwide House Price Index y/y Aug 10.0% 11.0% 8.9% *** Equity bullish, bond bearish

S&P/CIPS Manufacturing PMI m/m Aug F 47.3 46.0 46.0 *** Equity bullish, bond bearish

Switzerland CPI y/y Aug 3.5% 3.4% 3.4% *** Equity and bond neutral

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

Real Retail Sales y/y Jul 2.6% 0.7% ** Equity and bond neutral

Manufacturing PMI m/m Aug 56.4 58.0 56.5 *** Equity and bond neutral

Russia S&P Manufacturing PMI m/m Aug 51.7 50.3 50.1 *** Equity bullish, bond bearish

AMERICAS

Canada Building Permits m/m Jul -6.6% -1.5% -0.4% ** Equity bearish, bond bullish

Brazil GDP y/y Q2 3.2% 1.7% 2.8% ** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 308 307 1 Up

3-mo T-bill yield (bps) 286 286 0 Up

TED spread (bps) 22 21 1 Widening

U.S. Sibor/OIS spread (bps) 303 297 6 Up

U.S. Libor/OIS spread (bps) 308 303 5 Up

10-yr T-note (%) 3.19 3.19 0.00 Up

Euribor/OIS spread (bps) 65 62 3 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down
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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 throughout the 

northern two-thirds of the country, with cooler-than-normal temperatures only in Texas.  Wetter-

than-normal conditions are expected in the Southwest, Texas, and the Southeast, with dry 

conditions expected in the Pacific Northwest and Upper Midwest regions. 
 

In the Gulf Coast, the Caribbean, and Atlantic Ocean areas, there are currently three tropical 

disturbances. One disturbance is located off the west coast of Africa, while the other two are in 

the central Atlantic Ocean.  One of the disturbances in the central Atlantic has now become a 

tropical depression.  The other is assessed to have a 60% chance of cyclone formation within the 

next 24 hours. 

Price Prior Change Explanation

Brent $94.48 $95.64 -1.21%

WTI $88.50 $89.55 -1.17%

Natural Gas $9.07 $9.13 -0.66%

Crack Spread $27.93 $29.63 -5.75%

12-mo strip crack $26.77 $27.76 -3.54%

Ethanol rack $2.82 $2.84 -0.49%

Metals

Gold $1,700.83 $1,711.04 -0.60%

Silver $17.73 $17.99 -1.44%

Copper contract $346.30 $351.85 -1.58%

Grains

Corn contract $661.25 $670.50 -1.38%

Wheat contract $825.00 $831.50 -0.78%

Soybeans contract $1,406.50 $1,422.50 -1.12%

Shipping

Baltic Dry Freight 965                1,017            -52

Actual Expected Difference

Crude (mb) -3.3 -1.0 -2.4

Gasoline (mb) -1.17 -1.0 -0.2

Distillates (mb) 0.1 -0.8 0.9

Refinery run rates (%) -1.1% -0.5% -0.6%

Natural gas (bcf) 58

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/31/2022 close) 

 

-50% 0% 50% 100%

Communication Services

Consumer Discretionary

Technology

Real Estate

S&P 500

Materials

Financials

Industrials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

-1.5% -1.0% -0.5% 0.0% 0.5%

Materials

Consumer Discretionary

Technology

Energy

Industrials

S&P 500

Financials

Utilities

Healthcare

Consumer Staples

Real Estate

Communication Services

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 8/31/2022 close) 

 

-40% -20% 0% 20% 40%

Growth

Foreign Developed ($)

Real Estate

Emerging Markets ($)

Small Cap

US Corporate Bond

Large Cap

Emerging Markets (local currency)

Mid Cap

US High Yield

US Government Bond

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 1, 2022 
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P/E as of 8/31/2022 = 19.3x

 
 

 

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


