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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 30, 2022—9:30 AM EDT] Global equity markets are mixed 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 down 0.2%. Chinese markets were lower, with the Shanghai Composite 

down 0.6% from its prior close and the Shenzhen Composite down 1.3%. 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 (9/26/2022) (with associated podcast) “Updates on 

Russia-Ukraine and Armenia-Azerbaijan” 

• Weekly Energy Update (9/29/2022): In addition to our usual update of the weekly DOE 

data, we also cover the apparent sabotage of the Nord Stream pipeline system and the 

failure of Joe Manchin’s permitting bill.      

• 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) 

 

Good morning! Today’s Comment begins with an overview of the upcoming Brazilian elections 

on Sunday. Next, we discuss how other countries are looking to fight inflation while generating 

economic growth. We end the report with a summary of the ongoing troubles in Europe.  

 

Brazil Election: Sunday's election has sparked concerns of a potential coup and a return to left-

wing policies. 

• Brazil will hold its presidential elections on October 2. Former President Lula da Silva 

and current President Jair Bolsonaro are favored make it out of the first round that has 11 

candidates competing to lead the country. Lula is heavily favored to win the election and 
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is predicted to take an outright majority in the first round. Assuming he does not win a 

majority, a run-off will occur on October 30. The return of Lula will not be viewed 

favorably by markets as his party has a reputation of being fiscally irresponsible.  

o His campaign promises include increasing cash transfers, expanding social 

housing, and imposing debt forgiveness. 

• A Bolsonaro loss may lead to a military coup. In the run-up to the election, Bolsonaro 

consistently blamed his potential defeat on electoral fraud. Given the country's history of 

right-wing dictatorship from 1964-1985, the risk of political violence following the 

election is elevated. Although members of Bolsonaro's political teams have stated that 

they would seek legal remedies if Lula won, they also mentioned the possibility of 

national protests and strikes. A military coup could lead to Latin America's fourth largest 

economy being targeted by Western sanctions. For now, it does not appear that the 

military is interested in running the country.  

• The next president of Brazil will have to deal with the "Centrão" to pass meaningful 

legislation. The group contains an established bloc of politicians likely to oppose left-

wing policies. Currently, the economy is on pace to grow 2.5% for the year, and the latest 

CPI report shows that inflation is falling. As a result, Lula is unlikely to have the political 

clout needed to reverse many of the pro-business laws put in place by his predecessor. 

Therefore, a Lula victory is unlikely to change investor sentiment about Brazil and should 

not impact the country's currency much. 

 

The Fed Speaks: As the Federal Reserve looks to continue tightening its monetary policy, other 

countries are looking at fiscal stimulus as a way to reduce inflation.  

• Fed officials insisted that the central bank will continue to raise interest rates to tame 

inflation. St. Louis Fed President James Bullard claimed that markets are right about the 

Fed’s rate intentions going into 2023. Meanwhile, Cleveland President Loretta Mester 

mirrored the sentiment but added that the bank could increase its policy rate above the 

Fed's dot-plot median target rate. Although remarks by officials indicate rates will 

increase by another 125 bps before the end of the year, the level of hikes for each of the 

remaining meetings is still unknown. The latest CME FedWatch Tool suggests a 44.8% 

chance of a 50 bps increase and a 55.2% chance of a 75 bps increase.  

o The next meeting is on November 2; thus, the October CPI report released in two 

weeks will likely give us insight into how aggressively the Fed will tighten 

monetary policy.  

• In a surprise, revised data showed that economic activity in Britain grew in the second 

quarter. The latest report showed that output increased by 0.2% from April to June, 

slightly above the original estimate of a 0.1% decrease. Despite the upward revision, 

concerns about the British economy remain. The figures reveal that consumption and 

investment have declined in that period, and this situation likely worsened in Q3 as the 

country adjusted to higher inflation and borrowing costs. The Truss administration’s 

stimulus plan may provide some economic reprieve but probably not enough to avoid a 

recession later this year and could make inflation worse. 

https://www.bloomberg.com/news/articles/2022-09-29/lula-pads-lead-in-datafolha-poll-outright-brazil-win-in-sight?sref=uIvt3NFS
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o The U.K. Prime Minister Liz Truss and Chancellor Kwasi Kwarteng are looking 

for solutions to stem concerns over its controversial tax plan. They will hold an 

emergency meeting with the Office of Budget Responsibility on Friday. The 

agency is expected to release the budget estimate on November 23. The meeting 

most likely explains the recent rebound in the pound. 

• Japanese Prime Minister Fumio Kishida instructed the government to develop a budget 

that will tackle inflation and support a stronger yen. The move comes as the country 

looks for alternatives to ending its monetary policy accommodation to reduce price 

pressures. The next budget is expected to add to the country’s burdensome debt load and 

will probably weigh on future economic growth.  

 

More Problems for Europe: Europe is struggling to cope with rising inflation and lack of 

energy resources as it looks to punish Russia for its invasion of Ukraine. 

• Russia announced that it annexed four of Ukraine’s regions on Friday, a sign that 

tensions on the European continent are rising. The annexations are controversial because 

Russian forces do not fully control these areas, and many residents vehemently oppose 

Moscow. As a result, maintaining stability in the region will likely be difficult and 

expensive for a country struggling with economic sanctions. That said, the annexations 

could give Russia a pretext to use more dangerous weapons. 

o The biggest takeaway from the annexation is that Russia is prepared to go all out 

in this war. Therefore, we believe that, barring an overthrow of Vladimir Putin, 

the battle is likely to be prolonged. This outcome suggests that the European 

energy supply crunch could extend into next year and even worsen. 

• Eurozone inflation jumped 10.1% from the previous year in September, a new record. 

The latest CPI report showed that price pressure is becoming more broadly based. Core 

inflation rose 4.8% from the prior year, higher than August’s reading of 4.3%. 

Persistently higher inflation could pressure the European Central Bank to increase its 

policy rate more aggressively in its October meeting. The market has priced in a 75 bps 

hike at its next meeting; however, we cannot completely rule out a more aggressive 

move.   

o Diverging borrowing costs among eurozone members may force the ECB to 

intervene in bond markets if it decides to raise rates. The spread between the 

Italian and German ten-year bonds is approaching its yearly high, thus increasing 

the likelihood of European fragmentation.  

• The European Union will levy windfall taxes on energy companies in a move designed to 

pay for subsidies for households. The EU is now expected to focus on implementing a 

price cap on Russian oil. The moves suggest that the bloc will find it difficult to expand 

production and may worsen the energy problem.  

 

U.S. Economic Releases  

August personal income rose by a seasonally adjusted 0.3%, matching expectations and 

repeating the revised gain of 0.3% in July. In even better news, August personal consumption 

https://www.theguardian.com/politics/2022/sep/29/liz-truss-to-hold-emergency-talks-with-obr-after-failing-to-calm-markets
https://www.bloomberg.com/news/articles/2022-09-30/japan-s-kishida-orders-specific-stimulus-steps-by-end-october?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-09-30/japan-s-kishida-orders-specific-stimulus-steps-by-end-october?sref=uIvt3NFS
https://www.washingtonpost.com/world/2022/09/30/russia-ukraine-war-putin-annexation-live-updates/
https://www.cnbc.com/2022/09/30/euro-zone-inflation-soars-to-record-high-of-10percent-for-september.html
https://www.reuters.com/business/energy/eu-countries-back-energy-windfall-levies-turn-gas-price-cap-2022-09-30/
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expenditures (PCE) rose 0.4%, double their anticipated increase of 0.2% and more than enough 

to offset their revised decline of 0.2% in the previous month. Compared with the same month 

one year earlier, personal income in August was up 3.9%, but PCE was up a much stronger 

8.2%. The chart below shows the year-over-year change in personal income and PCE since just 

before the prior recession. 

 

 
 

The personal income and spending report also includes a measure of personal savings, defined as 

disposable (after tax) income less consumption spending on goods and services. The August 

personal savings rate held steady at a seasonally adjusted 3.5%, much lower than was common in 

the years before the pandemic. The chart below shows how the personal savings rate has 

fluctuated since just before the previous recession. 
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Finally, the income and spending report includes the Federal Reserve’s preferred measure of 

consumer price inflation. After stripping out the volatile food and energy components, the Core 

PCE Deflator for August was up 4.9% from the same month one year earlier, marking an 

acceleration from the revised 4.7% rise in the year to July. The chart below shows the year-over-

year change in the Core PCE Deflator since just before the prior recession. 

 

 
 

The table below lists the economic releases and/or Federal Reserve 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 

EST Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Sep 51.8 52.2 ***

10:00 U. of Michigan Consumer Sentiment m/m Sep F 59.5 59.5 ***

10:00 U. of Michigan Current Conditions m/m Sep F 58.9 58.9 **

10:00 U. of Michigan Future Expectations m/m Sep F 59.9 59.9 **

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

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Sep F 2.8% 2.8% *

EST Speaker or Event

9:00 Lael Brainard Speaks at Fed Conference on Financial Stability Member of the Board of Governors

11:00 Michelle Bowman Discusses Large Bank Supervision Member of the Board of Governors

12:30 Thomas Barkin Discusses the Drivers of Inflation President of the Federal Reserve Bank of Richmond

16:15 John Williams Speaks at Fed Conference on Financial Stability President of the Federal Reserve Bank of New York

Economic Releases

Federal Reserve

District or Position
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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 Industrial Production y/y Aug P 5.1% -2.0% 1.8% *** Equity bullish, bond bearish

Jobless Rate m/m Aug 2.5% 2.6% 2.5% ** Equity and bond neutral

Job-To-Applicant Ratio m/m Aug 1.3% 1.29 1.3 ** Equity and bond neutral

Retail Sales y/y Aug 4.1% 2.4% 2.8% ** Equity bullish, bond bearish

Depart. Store & Supermarket Sales y/y Aug 3.8% 2.8% 4.8% * Equity bearish, bond bullish

Housing Starts y/y Aug 4.6% -5.4% -4.0% ** Equity bullish, bond bearish

Annualized Housing Starts y/y Aug 0.903m 0.825m 0.832m * Equity and bond neutral

Australia Private Sector Credit y/y Aug 9.3% 9.1% 9.0% ** Equity and bond neutral

New Zealand Building Permits m/m Aug -1.6% 5.0% 4.90 ** Equity bearish, bond bullish

South Korea Industrial Production y/y Aug 1.0% 1.5% 1.0% *** Equity and bond neutral

China Official Composite PMI m/m Sep 50.9 51.7 * Equity and bond neutral

Official Manufacturing PMI m/m Sep 50.1 49.4 49.7 *** Equity and bond neutral

Official Services PMI m/m Sep 50.6 52.6 52.4 ** Equity bearish, bond bullish

Caixin Manufacturing PMI m/m Sep 48.1 49.5 49.5 *** Equity bearish, bond bullish

EUROPE

Eurozone Unemployment Rate m/m Aug 6.6% 6.6% 6.6% ** Equity and bond neutral

CPI Estimate y/y Sep 10.0% 9.1% 9.7% *** Equity and bond neutral

Core CPI y/y Sep P 4.8% 4.3% 4.7% ** Equity and bond neutral

Germany Unemployment Change m/m Sep 14.0k 28.0k 26.0k *** Equity bullish, bond bearish

Unemployment Claims Rate m/m Sep 5.5% 5.5% 5.5% ** Equity and bond neutral

France CPI y/y Sep P 5.6% 5.9% 6.0% *** Equity and bond neutral

CPI, EU Harmonized y/y Sep P 6.2% 6.6% 6.6% ** Equity and bond neutral

PPI y/y Aug 29.5% 27.2% 27.6% * Equity bearish, bond bullish

Italy Unemployment Rate m/m Aug 7.8% 7.9% 7.9% ** Equity and bond neutral

CPI, EU Harmonized y/y Sep P 9.5% 9.1% 9.5% *** Equity and bond neutral

CPI NIC Including Tobacco y/y Sep P 8.9% 8.4% 8.6% ** Equity and bond neutral

UK Nationwide House Price Index y/y Aug 9.5% 10.0% 9.9% *** Equity and bond neutral

GDP y/y 2Q F 4.4% 2.9% 2.9% *** Equity bullish, bond bearish

Mortgage Approvals m/m Aug 74.3k 63.8k 63.7k *** Equity bullish, bond bearish

Switzerland Real Retail Sales y/y Aug 3.0% 2.6% 3.0% ** Equity and bond neutral

AMERICAS

Brazil Formal Job Creation m/m Aug 278.6m 218.9m 267.8m ** Equity and bond neutral

Central Govt Budget Balance m/m Aug -50.0b 19.3b -49.1b * Equity and bond neutral

Net Debt % GDP m/m Aug 58.2% 57.5% 57.3% * Equity bearish, bond bullish
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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. 
 

 
 

 

 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 367 364 3 Up

3-mo T-bill yield (bps) 320 323 -3 Up

TED spread (bps) 47 41 6 Widening

U.S. Sibor/OIS spread (bps) 359 357 2 Up

U.S. Libor/OIS spread (bps) 365 363 2 Up

10-yr T-note (%) 3.69 3.79 -0.10 Up

Euribor/OIS spread (bps) 116 119 -3 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Flat Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

RBI Repurchase Rate 5.900% 5.400% 5.900% On Forecast

RBI Cash Reserve Ratio 4.500% 4.500% 4.500% On Forecast

Bank of Mexico Overnight Rate 9.250% 8.500% 9.250% On Forecast

Price Prior Change Explanation

Brent $89.29 $88.49 0.90%

WTI $81.28 $81.23 0.06%

Natural Gas $6.96 $6.87 1.18%

Crack Spread $30.73 $31.87 -3.57%

12-mo strip crack $29.47 $30.17 -2.31%

Ethanol rack $2.70 $2.69 0.33%

Metals

Gold $1,663.37 $1,660.54 0.17%

Silver $18.98 $18.82 0.83%

Copper contract $343.10 $341.80 0.38%

Grains

Corn contract $673.00 $669.50 0.52%

Wheat contract $908.75 $896.25 1.39%

Soybeans contract $1,415.75 $1,410.75 0.35%

Shipping

Baltic Dry Freight 1,757            1,799            -42

Actual Expected Difference

Crude (mb) -0.2 2.0 -2.2

Gasoline (mb) -2.4 0.5 -2.9

Distillates (mb) -2.9 0.6 -3.5

Refinery run rates (%) -3.0% -1.00% -2.0%

Natural gas (bcf) 103 96 7

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures throughout 

the West Coast, Rocky Mountain, and southern Great Plains regions, with cooler-to-normal 

temperature only in the Northeast. Wetter-than-normal conditions are anticipated in the 

Southwest, with dry conditions expected in the northern Great Plains and the Southeast. 
 

There are currently two tropical disturbances in the Gulf Coast, Caribbean, and Atlantic Ocean 

areas. Hurricane Ian is now over the Atlantic Ocean after passing over Florida, but it is expected 

to hook back into the Carolinas later today. Meanwhile, there is also a disturbance off the 

western coast of Africa, but it is assessed to have only a small chance of developing into a 

cyclonic formation within the next 48 hours.  
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Data Section 
 

U.S. Equity Markets – (as of 9/29/2022 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 9/29/2022 close) 
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Growth
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Commodities
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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 29, 2022 
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P/E as of 9/28/2022 = 19.1x

 
 

Based on our methodology,1 the current P/E is 19.1x, 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. 


