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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 20, 2022—9:30 AM EDT] Global equity markets are mixed this morning. 

In Europe, the Euro Stoxx 50 is currently down 0.7% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed up 1.0%. Chinese markets were higher, with the Shanghai Composite 

up 0.2% from its prior close and the Shenzhen Composite up 1.1%. 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) 

• Charts Worth Noting: “Annual Percent Change in CPI” 

 

Our Comment today opens with an update on the Russia-Ukraine war, including a near miss 

yesterday when a Russian missile almost struck a Ukrainian nuclear power plant.  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 the Federal Reserve’s latest policymaking 

meeting which begins today. 

 

Russia-Ukraine:  Ukrainian forces continue to consolidate and extend their gains in the 

northeastern region around Kharkiv and the southern area of operations near Kherson.  Although 
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https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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the gains have slowed since last week, Russian nationalist bloggers and influencers seem to be 

panicking to the point where they are urging the government to annex the ethnic-Russian 

provinces of Luhansk and Donetsk, despite the fact that Russian forces only control a portion of 

those two regions. 

• Highlighting the risk that Ukraine’s nuclear power plants could be damaged in the 

fighting, a Russian missile yesterday struck just 300 meters from the Pivdennoukrainsk 

nuclear power plant in the Mykolayiv region.  The explosion caused no damage to the 

reactors, but it could well have caused a disaster if it had scored a direct hit. 

• Despite the recent Turkey-Russia-Ukraine deal easing exports of Ukrainian agricultural 

commodities, world food supplies remain tight.  In fact, executives at major agriculture 

companies now say at least two more years of good harvests in North and South America 

are needed to ease the pressure.  Because of a wet spring followed by drought and intense 

heat in the Great Plains and Midwest, it now appears that the U.S. grain crop this year 

will be below last year’s, putting further upward pressure on prices. 
 

European Union:  In what could be a major political development for Europe, EU affairs 

ministers from across the bloc are meeting today in Brussels to discuss ways to scrap or limit the 

unanimity rule for foreign affairs.  Under that rule, any one EU country has a veto over the bloc’s 

foreign affairs initiatives, such as Hungary’s recent veto of tighter sanctions on Russia. 

• Officials from major countries such as Germany and France believe the move can be 

accomplished via current treaty provisions, which allow shifting from unanimity to 

“qualified voting” in certain circumstances. 

• If that isn’t possible, the move would likely require a change in EU treaties, which would 

be highly unlikely in the near term. 
 

Sweden:  The Riksbank today hiked its benchmark short-term interest rate by a whopping 1.0%, 

marking its biggest rate rise in three decades and lifting the rate to 1.75%.  As with other major 

central banks, the Riksbank is belatedly fighting to get control over a surge in consumer prices.  

Sweden’s August consumer price index was up 9.8% year-over-year. 

 

https://www.wsj.com/articles/russia-moves-to-tighten-grip-on-occupied-lands-as-ukraine-presses-offensive-11663675647?mod=hp_lead_pos7
https://www.wsj.com/articles/russia-moves-to-tighten-grip-on-occupied-lands-as-ukraine-presses-offensive-11663675647?mod=hp_lead_pos7
https://www.ft.com/content/f3ee59b4-bece-4a8a-bb77-8cd0b14255b7
https://www.ft.com/content/f3ee59b4-bece-4a8a-bb77-8cd0b14255b7
https://www.wsj.com/articles/food-supply-stays-tight-as-disappointing-u-s-harvest-adds-to-global-challenges-11663645212?mod=hp_lead_pos6
https://www.wsj.com/articles/food-supply-stays-tight-as-disappointing-u-s-harvest-adds-to-global-challenges-11663645212?mod=hp_lead_pos6
https://www.europarl.europa.eu/thinktank/en/document/EPRS_STU(2020)659420?utm_source=POLITICO.EU&utm_campaign=69bce4c027-EMAIL_CAMPAIGN_2022_09_20_04_07&utm_medium=email&utm_term=0_10959edeb5-69bce4c027-190480045#:~:text=Passerelle%20clauses%20are%20a%20mechanism,to%20the%20ordinary%20legislative%20procedure.
https://www.ft.com/content/9e04fd55-50a3-47f9-88c9-03f2bbd8b681
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Iran:  Anti-government riots have broken out across the country in response to the death of a 

young woman in police custody who had been arrested for not wearing a headscarf as prescribed 

by the country’s “morality police.”  The government is cracking down hard on the protests, but 

the situation reveals increased unhappiness with Iran’s religious leaders and potential political 

instability in one of the world’s key oil producers. 

 

China-Ecuador:  Yesterday, the government of Ecuador said it had secured a deal in which 

China Development Bank and the Export-Import Bank of China (Eximbank) will provide debt 

relief worth $1.4 billion and $1.8 billion, respectively. Consistent with China’s reluctance to 

write down any principal on its problem loans, the deals will extend the loans’ maturity, reduce 

interest rates, and slow amortization. 

• The deal will allow Ecuador to keep up public spending in order to diffuse recent public 

protests over rising food and fuel prices. 

• The deal also demonstrates how Ecuador has become a Chinese toehold in South 

America.  Not only has it provided major financial assistance to Ecuador, which alone 

would boost its influence, but it is also negotiating a free-trade deal with the country that 

could be finalized as early as December. 

 

Brazil:  Ahead of the first round of presidential elections on October 2, supporters of 

conservative President Bolsonaro have murdered at least two prominent supporters of leftist 

Former President Lula da Silva, the frontrunner.  The Lula campaign has also been hit with 

bombings and other political violence.  The incidents raise concerns about broader clashes as the 

election nears, or if President Bolsonaro refuses to accept the results of the election.  Naturally, 

such destabilization would be negative for Brazilian equities. 

 

Mexico:  An earthquake registering at least 7.6 on the Richter scale hit the southwestern state of 

Michoacán yesterday, killing at least one person and damaging several buildings.  So far, the 

quake doesn’t appear to have caused any significant damage to the country’s economy or 

financial markets. 

 

United States-United Kingdom:  In an interview on her way to the United Nations General 

Assembly, British Prime Minister Truss admitted that a U.S.-U.K. free trade deal is not in the 

cards anytime soon.  The admission belies Brexit supporters’ insistence that a major benefit of 

the U.K. leaving the EU would the opportunity to strike a major deal with the U.S.  Without such 

a deal, Brexit will leave the U.K. with a much more difficult trade relationship with the EU, 

adding to the U.K.’s economic problems and probably weighing on its financial markets. 

 

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

their interest-rate decision and updated economic projections 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. 

https://www.wsj.com/articles/protests-spread-across-iran-over-womans-death-in-police-detention-11663621645
https://www.wsj.com/articles/protests-spread-across-iran-over-womans-death-in-police-detention-11663621645
https://www.ft.com/content/34f5a690-639d-4d70-a742-e088ee74bd62
https://www.ft.com/content/34f5a690-639d-4d70-a742-e088ee74bd62
https://www.ft.com/content/34f5a690-639d-4d70-a742-e088ee74bd62
https://www.ft.com/content/cb95f0c4-0933-4837-a109-bd6876632383
https://www.ft.com/content/cb95f0c4-0933-4837-a109-bd6876632383
https://www.wsj.com/articles/strong-earthquake-rocks-southwestern-mexico-after-drill-11663612687?mod=hp_listb_pos2
https://www.wsj.com/articles/strong-earthquake-rocks-southwestern-mexico-after-drill-11663612687?mod=hp_listb_pos2
https://www.ft.com/content/1b0e6267-d46e-4eb8-9071-d12532a9abb9
https://www.ft.com/content/1b0e6267-d46e-4eb8-9071-d12532a9abb9
https://www.ft.com/content/5615d631-a8bd-4580-a34f-802a32791b8c
https://www.wsj.com/articles/feds-third-straight-0-75-point-interest-rate-rise-is-anticipated-11663639672
https://www.wsj.com/articles/feds-third-straight-0-75-point-interest-rate-rise-is-anticipated-11663639672
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• 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 keep 

hiking and spark a recession.  Indeed, market indicators suggest investors are currently 

coming around to that view, not just for the Fed, but also for other major central banks 

(see chart below).  The prospect for unexpectedly high interest rates will likely continue 

to challenge stocks, bonds, commodities, and foreign currencies in the near term. 

 

 
 

U.S. Labor Market:  Even though a major railroad strike was narrowly averted last week, 

workers emboldened by the tight labor market continue to make tough wage and benefit 

demands across industries.  It now appears that contract talks for 22,000 port workers on the 

West Coast have started to stall, raising the risk of a strike that would further impede 

international trade and snarl global supply chains.  Some isolated work stoppages have already 

occurred. 

• The increase in labor action is likely boosting wage, salary, and benefit costs in a number 

of industries. 

• Those cost increases will probably exacerbate inflation, encourage the Fed to hike 

interest rates further, and weigh on corporate profits.  Any way you cut it, the increased 

labor activism is a threat to stock values going forward. 

 

U.S. Economic Releases  

U.S. residential constructions rose unexpectedly due to a surge in the building of multi-family 

dwellings. According to the Census Bureau, housing starts expanded at an annualized rate of 

1575k in August. The figure was well above the consensus estimate of 1450k and the previous 

https://www.wsj.com/articles/global-stocks-markets-dow-update-09-19-2022-11663585612
https://www.wsj.com/articles/global-stocks-markets-dow-update-09-19-2022-11663585612
https://www.wsj.com/articles/port-labor-talks-stall-as-worker-disruptions-grow-11663605078
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month’s reading of 1446k. Despite the rebound in construction, the data shows that homebuilders 

are slowing the number of projects for the future. Last month, building permits expanded at an 

annualized pace of 1517k. The number was well below the revised August reading of 1685k and 

consensus estimates of 1604k.  

 

The chart above shows annualized housing starts of single and multi-family homes. In August, 

multi-family starts increased from 500k to 640k, while single-family starts rose from 904k to 

935k.  

 

There are no economic releases or Fed events scheduled for the rest of the day. 
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Charts Worth Noting 
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U.S. inflation fell for the second consecutive month in August. According to the Bureau of Labor 

Statistics, the Consumer Price Index rose 8.3% from the prior year, slightly lower than July’s 

reading of 8.5%. However, the drop in fuel prices accounted for most of the deceleration in the 

rate of change in the index. Excluding energy and food prices, the CPI rose 6.3% from the 

previous year, up from the last month’s reading of 5.9%. The latest report revealed that rent, 

transportation, and food prices continue to put upward pressure on inflation and show no signs of 

abating. Although we remain optimistic that annual inflation will meet our forecast of 4-5% by 

the end of the year, the new report suggests that the chance of that happening is shrinking.  

 

The acceleration of core CPI was unexpected and suggested that inflation may be stickier than 

initially thought. Later this week, the Federal Open Market Committee will meet to discuss its 

latest rate decision. So far, the market has priced in a 75 bps rate hike; however, there is some 

chatter of 100 bps. The most recent forecast from the CME Fed Watch tool shows an 80% 

chance that the Fed will raise its target range to 3.00%-3.25%, while the remaining 20% 

probability suggests a target range of 3.25%-3.50%. The jump in core inflation means that the 

Fed will likely have to keep monetary policy tighter for longer. If this trend continues, we expect 

the Fed to continue its tightening cycle going into 2023. 

 

https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html


 

 

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

www.confluenceinvestment.com 

 7 

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. 

 

   
 

 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan National CPI y/y Aug 3.0% 2.60% 2.90% *** Equity and bond neutral

National CPI Ex-Fresh Food y/y Aug 2.8% 2.40% 2.70% ** Equity and bond neutral

National CPI Ex-Fresh Food & Energy y/y Aug 1.6% 1.20% 1.50% * Equity and bond neutral

EUROPE

Germany PPI y/y Aug 45.8% 37.2% 36.8% ** Equity bearish, bond bullish

Italy Current Account Balance m/m Jul €1.636b €1.112b * Equity and bond neutral

Switzerland Real Exports m/m Aug 2.1% -2.9% -3.6% * Equity bullish, bond bearish

Real Imports m/m Aug 1.3% -3.4% -3.3% * Equity bullish, bond bearish

AMERICAS

Canada CPI y/y Aug 7.00% 7.60% 7.30% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 315 322 -7 Up

TED spread (bps) 41 31 10 Widening

U.S. Sibor/OIS spread (bps) 349 346 3 Up

U.S. Libor/OIS spread (bps) 355 352 3 Up

10-yr T-note (%) 3.55 3.49 0.06 Up

Euribor/OIS spread (bps) 107 106 1 Neutral

Currencies Direction

Dollar Flat Up

Euro Down Down

Yen Down Down

Pound Flat Down

Franc Down Up

Central Bank Action Current Prior Expected

PBOC 1-Year Loan Prime Rate 3.650% 3.650% Below Forecast

PBOC 5-Year Loan Prime Rate 4.450% 4.300% Below 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 most of the 

country, with cooler-than-normal temperatures in New England. Dry conditions are expected for 

most of the country, with wetter-than-normal conditions in New England and Florida. 
 

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

disturbances.  Hurricane Fiona continues to make its way through the Dominican Republic and 

into southern Puerto Rico.  The storm is expected to move out into the Atlantic within the next 

48 hours.  In the central Atlantic Ocean, there is a disturbance that has a 60% chance of forming 

a cyclone within the next 48 hours. Meanwhile, near the Windward Islands there is a storm with 

a 10% chance of cyclone formation. 

Price Prior Change Explanation

Brent $92.08 $92.00 0.09%

WTI $85.80 $85.73 0.08%

Natural Gas $7.79 $7.75 0.50%

Crack Spread $30.99 $30.08 3.03%

12-mo strip crack $29.39 $29.00 1.34%

Ethanol rack $2.73 $2.75 -0.51%

Metals

Gold $1,667.82 $1,675.84 -0.48%

Silver $19.28 $19.56 -1.43%

Copper contract $350.80 $351.25 -0.13%

Grains

Corn contract $680.25 $678.25 0.29%

Wheat contract $835.50 $830.50 0.60%

Soybeans contract $1,458.25 $1,461.25 -0.21%

Shipping

Baltic Dry Freight 1,553            1,612            -59

Actual Expected Difference

Crude (mb) 1.9

Gasoline (mb) -1.6

Distillates (mb) 0.0

Refinery run rates (%) -0.40%

Natural gas (bcf) 73

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 9/19/2022 close) 
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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 9/19/2022 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. 


