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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 6, 2022—9:30 AM EDT] Global equity markets are higher this morning. 

In Europe, the Euro Stoxx 50 is currently up 0.4% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.2%. Chinese markets were higher, with the Shanghai Composite 

up 1.4% from its prior close and the Shenzhen Composite up 1.2%. 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 (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 (9/6/2022) (with associated podcast): “Storm Warning” 

• Confluence of Ideas podcast (8/9/2022): “The 2022 Outlook: Update #2” 

• Current Perspectives: “2022 Outlook: Update #2 – The Tails Become Fatter” 

(7/12/2022)   

 

Our Comment today opens with an update on the Russia-Ukraine war, with a focus on Ukraine’s 

ongoing counteroffensive in the south of the country and the latest fallout for the world’s energy 

markets.  We next review a wide range of other international and U.S. developments with the 

potential to affect the financial markets today. 

 

Russia-Ukraine:  Ukrainian forces continue to press their counteroffensive to retake the 

Russian-occupied city of Kherson in the country’s south, although their focus is still on 

degrading Russian logistics points and command centers with precision missile and artillery 

strikes rather than trying to seize large swaths of territory.  This carefully calibrated strategy 

appears to be working so far, although it’s still not clear how far it can take the Ukrainians.  In 

the meantime, Russian President Putin yesterday expressed his frustration with the war as he 
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heaped praise on the ethnic Russian sympathizers who make up the forces raised in the Donbas 

provinces of Luhansk and Donetsk themselves, suggesting they were fighting better than 

Russia’s own forces.  At the same time, new reporting suggests the Russians are desperately 

seeking ways to import advanced computer chips to replenish their stockpiles of military 

equipment, after many more than anticipated have been destroyed in the war. 

 

 
 

• In another sign of Ukraine’s success in its southern counteroffensive so far, Russia-allied 

separatists in occupied Kherson said they would delay their sham referendum on having 

the region join Russia due to the new fighting to retake the territory.  However, the 

officials have not provided a specific date when the vote will be held. 

• Kremlin Press Secretary Dmitry Peskov said Russia will not resume natural gas 

shipments to Western Europe through the Nord Stream 1 pipeline until the “collective 

West” lifts its sanctions on Russia due to its invasion of Ukraine.  The statement confirms 

what many political leaders and analysts have long suspected, i.e., that the recent 

https://www.politico.eu/article/the-chips-are-down-russia-hunts-western-parts-to-run-its-war-machines/?utm_source=POLITICO.EU&utm_campaign=f70eb5c4a2-EMAIL_CAMPAIGN_2022_09_06_03_56&utm_medium=email&utm_term=0_10959edeb5-f70eb5c4a2-190480045
https://www.politico.eu/article/the-chips-are-down-russia-hunts-western-parts-to-run-its-war-machines/?utm_source=POLITICO.EU&utm_campaign=f70eb5c4a2-EMAIL_CAMPAIGN_2022_09_06_03_56&utm_medium=email&utm_term=0_10959edeb5-f70eb5c4a2-190480045
https://www.politico.eu/article/the-chips-are-down-russia-hunts-western-parts-to-run-its-war-machines/?utm_source=POLITICO.EU&utm_campaign=f70eb5c4a2-EMAIL_CAMPAIGN_2022_09_06_03_56&utm_medium=email&utm_term=0_10959edeb5-f70eb5c4a2-190480045
https://www.ft.com/content/53d8df28-c9f2-4dc1-b382-340094ec6620
https://www.ft.com/content/53d8df28-c9f2-4dc1-b382-340094ec6620
https://www.ft.com/content/2624cc0f-57b9-4142-8bc1-4141833a73dd
https://www.ft.com/content/2624cc0f-57b9-4142-8bc1-4141833a73dd
https://www.ft.com/content/2624cc0f-57b9-4142-8bc1-4141833a73dd
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“maintenance” shutdowns of the pipeline have been a ruse to put pressure on the West 

and force it to acquiesce to the invasion. 

• To deal with the shut-off of Russian gas supplies and the resulting price spike, the 

European Commission is set to propose an emergency cap on wholesale gas prices in the 

EU, with two potential options for implementing it.  One option involves putting a limit 

on what can be paid for gas imported from Russia. The second would introduce a capping 

system that would differ from country to country depending on their energy mix. 

• To provide for backup energy supplies in case of a crunch this winter, the German 

government said two of the country’s three remaining nuclear generating plants will be 

kept on standby through April, rather than being shut down permanently at the end of the 

year as previously planned.  The decision highlights the rebounding global interest in 

nuclear power due to the war and the associated high energy prices around the world. 

• In yet another response to Europe’s impending energy crunch as winter approaches, a 

number of major European utility firms have secured big state-backed credit lines to help 

them weather the crisis. 

 

Global Oil Supply:  The Organization of the Petroleum Exporting Countries and its Russia-led 

partners yesterday agreed to cut their collective oil production by 100,000 barrels per day 

beginning next month, reversing an increase President Biden secured last month in a visit to 

Saudi Arabia.  Although the cut is small compared with the overall global scale of the oil market, 

it nevertheless represents a potent political statement that OPEC+ is willing to thwart U.S. 

preferences in order to buoy oil prices and push back against the West’s sanctions on Russia. 

• Nevertheless, global oil prices continue to soften today, largely on concerns about yet 

another wave of coronavirus lockdowns in major cities in China.  Of course, broader 

concerns about rising interest rates and recessions in the major developed countries also 

continue to weigh on oil prices. 

• At this writing, Brent crude is trading down approximately 2.6% on the day at $93.43 per 

barrel.  Prices also continue to soften for a range of other industrial commodities on 

concerns about Chinese lockdowns and recession in major developed countries. 

 

United Kingdom:  Over the long weekend, Foreign Minister Liz Truss was finally declared the 

winner of the race to succeed Boris Johnson as Conservative Party leader, setting her to become 

prime minister today.  After naming her cabinet, Truss’s first order of business will be to finalize 

a plan to shield households and businesses from a doubling of energy prices in October if current 

rules remain in place. 

• At a cost of almost £100 billion, the energy-price relief plan would freeze gas and 

electricity bills at the current typical annual cost of £1,971, while other measures would 

aim to protect businesses from catastrophic price rises. 

• The rest of Truss’s economic agenda focuses on tax cuts and deregulation aimed at 

unleashing more energy development and industrial investment. 

• In foreign policy, Truss has struck a tough position on Russia and vowed to stand up to 

Brussels in a row over post-Brexit trading arrangements in Northern Ireland. 

https://www.ft.com/content/49552516-0788-46a1-9c0a-d906fd8d6388
https://www.ft.com/content/4afcde11-c7e5-4ff4-ba85-5092d97809e6
https://www.ft.com/content/4afcde11-c7e5-4ff4-ba85-5092d97809e6
https://www.ft.com/content/cd387e9d-8230-46ec-9e84-042db1057f33
https://www.ft.com/content/6cb316ae-3436-47ee-a1da-3867e2dee5d5
https://www.ft.com/content/6cb316ae-3436-47ee-a1da-3867e2dee5d5
https://www.wsj.com/articles/chinas-chengdu-extends-covid-19-stay-home-order-as-restrictions-test-economy-11662382541?mod=article_inline
https://www.wsj.com/articles/chinas-chengdu-extends-covid-19-stay-home-order-as-restrictions-test-economy-11662382541?mod=article_inline
https://www.ft.com/content/d204f3f0-f03e-4c9d-846a-eca425fb48e4
https://www.ft.com/content/7021fec4-814b-4013-abad-043aea9ce17a
https://www.ft.com/content/7021fec4-814b-4013-abad-043aea9ce17a
https://www.ft.com/content/e24b9e99-fa7c-4145-b7aa-01f3594c33b3
https://www.ft.com/content/e24b9e99-fa7c-4145-b7aa-01f3594c33b3


 

 

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

www.confluenceinvestment.com 

 4 

Japan:  The yen’s recent weakness has accelerated sharply today, as the currency plunged 1.0% 

to a 24-year low of about 141.99 per dollar.  Traders ascribe today’s drop to an aggressive 

interest-rate hike by the Reserve Bank of Australia.  While the RBA and other major central 

banks hike interest rates to combat inflation, the Bank of Japan remains the outlier in its 

insistence on holding its policy extremely loose. 

• Since the yen’s current weakening phase took hold in early 2021, the currency has lost 

approximately 26.9% of its value against the U.S. dollar.  The yen’s decline in 2022 to 

date now amounts to 19.8% 

• As long as the Fed and other major central banks are hiking rates and the BoJ is holding 

its policy steady, the yen will remain at risk of further depreciation. 

 

 
 

China:  An earthquake rating 6.8 on the Richter scale struck the southwestern province of 

Sichuan today, killing dozens and injuring hundreds.  The quake will compound the economic 

challenges facing Sichuan as it continues to deal with a major heatwave, drought, energy 

shortages, and COVID-19 lockdowns. 

 

Chile:  Over the weekend, voters overwhelmingly rejected the country’s proposed new leftist 

constitution, with 62% voting against the law and 38% voting in favor of it.  The result is likely 

to buoy Chilean stocks in the near term, although left-wing President Boric has vowed to make a 

new effort at re-writing the constitution. 

 

U.S. Bond Market:  According to Fitch Ratings, defaults on leveraged loans to below-

investment-grade companies spiked to $6 billion in August, reaching their highest level since the 

midst of the pandemic in October 2020.  Since interest rates on the loans typically fluctuate with 

the market, the spike in defaults suggests that the Fed’s rate-hiking crusade is beginning to have 

a noticeable negative effect on junk issuers.  As the Fed continues to hike rates, we remain 

concerned that it will spark a bigger and broader bout of defaults among junk issuers. 

 

 

https://www.ft.com/content/cff160e6-f462-4cb6-bcd0-cc9fc896b562
https://www.ft.com/content/cff160e6-f462-4cb6-bcd0-cc9fc896b562
https://www.wsj.com/articles/sichuan-earthquake-death-toll-climbs-as-rescuers-work-to-reach-survivors-11662458352?mod=hp_listb_pos2
https://www.wsj.com/articles/sichuan-earthquake-death-toll-climbs-as-rescuers-work-to-reach-survivors-11662458352?mod=hp_listb_pos2
https://www.ft.com/content/23784a2e-7ed7-4f37-8921-eb5112683c33
https://www.ft.com/content/23784a2e-7ed7-4f37-8921-eb5112683c33
https://www.wsj.com/articles/junk-loan-defaults-worry-wall-street-investors-11662429632?mod=markets_lead_pos6
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U.S. Economic Releases  

There were no domestic releases scheduled prior to the publication of this report.  

 

 
  

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 Global US Services PMI m/m Aug 44.2 44.1 ***

9:45 S&P Global US Composite PMI m/m Aug 45.0 45.0 ***

10:00 ISM Services Index m/m Aug 55.4 56.7 ***

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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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 Jibun Bank Services PMI m/m Aug F 49.5 49.2 ** Equity and bond neutral

Jibun bank Composite PMI m/m Aug F 49.4 48.9 * Equity and bond neutral

Household Spending y/y Jul 3.4% 3.5% 4.6% ** Equity bearish, bond bullish

Labor Cash Earnings y/y Jul 1.8% 2.2% 2.0% ** Equity and bond neutral

Australia S&P Composite PMI m/m Aug F 50.2 49.8 * Equity and bond neutral

S&P Services PMI m/m Aug F 50.2 49.6 ** Equity and bond neutral

Melbourne Institute Inflation m/m Aug 4.9% 5.4% ** Equity bullish, bond bearish

ANZ Job Advertisements m/m Aug 2.0% -1.1% -1.0% ** Equity bullish, bond bearish

BoP Current Account Balance m/m Q2 A$18.3b A$7.5b A$2.8b ** Equity bullish, bond bearish

New Zealand ANZ Commodity Price m/m Aug -3.3% -2.2% ** Equity and bond neutral

China Caixin Composite PMI m/m Aug 53.0 54.0 ** Equity and bond neutral

Caixin Services PMI m/m Aug 55.0 55.5 54.0 ** Equity and bond neutral

India S&P Composite PMI m/m Aug 58.2 56.6 ** Equity bullish, bond bearish

S&P Services PMI m/m Aug 57.2 55.5 ** Equity bullish, bond bearish

EUROPE

Eurozone S&P Services PMI m/m Aug F 49.8 50.2 50.2 ** Equity and bond neutral

S&P Composite PMI m/m Aug F 48.9 49.2 49.2 * Equity and bond neutral

Retail Sales y/y Jul -0.9% -3.7% -3.2% * Equity bullish, bond bearish

Germany S&P Services PMI m/m Aug F 47.7 48.2 48.2 ** Equity bearish, bond bullish

S&P Composite PMI m/m Aug F 46.9 47.6 47.6 ** Equity bearish, bond bullish

S&P Construction PMI m/m Aug 42.6 43.7 * Equity and bond neutral

Factory Orders WDA y/y Jul -13.6% -9.0% -13.4% *** Equity and bond neutral

France S&P Services PMI m/m Aug F 51.2 51.0 51.0 ** Equity and bond neutral

S&P Composite PMI m/m Aug F 50.4 49.8 49.8 ** Equity and bond neutral

Italy S&P Services PMI m/m Aug 50.5 48.4 48.8 ** Equity bullish, bond bearish

S&P Composite PMI m/m Aug 49.6 47.7 48.0 ** Equity and bond neutral

UK S&P/CIPS Services PMI m/m Aug F 50.9 52.5 52.5 ** Equity bearish, bond bullish

S&P/CIPS Composite PMI m/m Aug F 49.6 50.9 50.9 ** Equity bearish, bond bearish

S&P/CIPS Construction PMI m/m Aug 49.2 48.9 48.1 ** Equity bullish, bond bearish

New Car Registrations y/y Aug 1.2% -9.0% * Equity bullish, bond bearish

Switzerland GDP y/y Q2 2.8% 4.4% 4.7% *** Equity bearish, bond bullish

Russia S&P Services PMI m/m Aug 49.9 54.7 54.0 ** Equity bearish, bond bearish

S&P Composite PMI m/m Aug 50.4 52.2 51.9 ** Equity bearish, bond bullish

AMERICAS

Mexico Gross Fixed Investment y/y Jun 7.8% 6.2% 6.3% ** Equity bullish, bond bearish

Brazil S&P Global Brazil Composite PMI m/m Aug 53.2 55.3 ** Equity bearish, bond bullish

S&P Global Brazil Services PMI m/m Aug 53.9 55.8 ** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 316 314 2 Up

3-mo T-bill yield (bps) 284 284 0 Up

TED spread (bps) 32 31 1 Widening

U.S. Sibor/OIS spread (bps) 303 299 4 Up

U.S. Libor/OIS spread (bps) 309 305 4 Up

10-yr T-note (%) 3.25 3.19 0.06 Up

Euribor/OIS spread (bps) 78 76 2 Neutral

Currencies Direction

Dollar Up Up

Euro Flat Down

Yen Down Down

Pound Up Down

Franc Down Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 2.350% 1.850% 2.350% On Forecast
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Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 

 

 
 

Weather 
 

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

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

Southeast.  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 southeast of the Cabo Verde Islands and is not expected 

to develop into a tropical cyclone within the next 48 hours. The other two disturbances have 

developed in cyclones. Tropical Storm Earl is moving over the Leeward Islands, while Hurricane 

Danielle is moving over the central Atlantic Ocean.

Price Prior Change Explanation

Brent $92.74 $95.74 -3.13%

WTI $86.35 $86.87 -0.60%

Natural Gas $8.62 $8.79 -1.86%

Crack Spread $32.85 $31.82 3.25%

12-mo strip crack $29.13 $29.16 -0.09%

Ethanol rack $2.82 $2.82 0.05%

Metals

Gold $1,713.81 $1,710.40 0.20%

Silver $18.39 $18.16 1.29%

Copper contract $344.85 $341.35 1.03%

Grains

Corn contract $667.00 $665.75 0.19%

Wheat contract $803.00 $811.00 -0.99%

Soybeans contract $1,407.75 $1,420.50 -0.90%

Shipping

Baltic Dry Freight 1,133            1,086            47

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 9/2/2022 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 9/2/2022 close) 

 

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

Growth
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Small Cap

Real Estate

Large Cap

US Corporate Bond
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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 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. 


