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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 7, 2022—9:30 AM EDT] Global equity markets are mixed this morning. 

In Europe, the Euro Stoxx 50 is currently down 0.5% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed down 1.5%. Chinese markets were higher, with the Shanghai 

Composite up 0.1% from its prior close and the Shenzhen Composite up 0.5%. U.S. equity index 

futures are signaling a flat 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, including the latest on the 

Ukrainian counteroffensive to retake Kherson and an apparent new counteroffensive in the 

country’s north.  We next review a wide range of other international and U.S. developments with 

the potential to affect the financial markets today, with a particular emphasis on the energy and 

economic challenges in China and Europe. 

 

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

Russian-occupied city of Kherson in the country’s south, although with an emphasis on surgical 

missile and artillery strikes against logistics nodes, communication lines, and command centers 

rather than massed attacks to seize large swaths of territory.  The Ukrainian counteroffensive 

appears to be progressing methodically around Kherson, but it is also creating opportunities for 
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the Ukrainians elsewhere.  As Russia redeploys its forces from occupied areas in the north and 

east of the country, the Ukrainians have made some gains against the remaining troops in those 

areas.  For example, reports indicate that yesterday the Ukrainians seized some territory north of 

Kharkiv. 

• Separately, Russian President Putin has threatened to curtail the export of grain from 

Ukraine again, falsely charging that the West has been deceiving the developing world by 

largely keeping the Ukrainian grain exports set in motion by a recent Turkish-brokered 

deal for itself.  So far, the statement has had little discernible effect on global grain 

markets.  However, trading on those markets could turn volatile again if it begins to look 

like Russia will follow through on Putin’s threats. 

• While the war has been devastating to much of Ukraine’s industrial base, one industry is 

benefiting from the country’s unexpected success in standing up to the Russian military.  

New reports say Ukraine’s defense industry is enjoying a spike in demand from foreign 

customers interested in securing weapons proven in combat against Russia’s invasion.  

The Ukrainian weapons being exported include the very successful “Skif” man-portable 

anti-tank missile and the Corsar light portable missile system. 

 

European Energy Crisis:  As part of its effort to manage Russia’s cutoff of natural gas supplies 

and spiking energy prices, the European Commission plans to recommend that EU governments 

impose a windfall levy on revenues generated by non-gas electricity producers when market 

prices exceed €200 per MWh, less than half the current market price. The funds raised by the 

levy would then be redistributed to help companies and households deal with the crisis. 

• EU leaders hope the threshold price is high enough to incentivize further investment in 

alternative energy sources and encourage energy conservation by businesses and 

households, while also limiting the politically dangerous price hikes for end users. 

• Channeling the funds raised by the levy may be especially important for Europe’s 

industrial users, as we continue to see reports of production facilities being shut down 

because of the high cost of energy. 

 

United Kingdom:  In contrast with the EU’s approach, newly minted Prime Minister Truss said 

in her first parliamentary question-and-answer session that she continues to oppose additional 

windfall taxes and promised that her government would unveil its energy support package this 

week.  Truss’s plan is expected to involve a cap on household energy bills of around £2,500 and 

include some sort of mechanism for the government to make up the difference for energy 

producers. 

 

Chinese COVID-19 Lockdowns:  To give a sense of how extensive China’s latest COVID-19 

lockdowns have become, the country’s media is reporting that 33 cities and an estimated 65 

million people were under some sort of lockdown as of Saturday, making this the broadest 

outbreak since early 2020. 

• The new lockdown is also likely to intensify ahead of the Communist Party’s pivotal 20th 

National Congress starting in early October.  In all likelihood, the restrictions will further 
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weigh on Chinese economic growth, presenting additional headwinds for the global 

economy. 

• The prospect of weaker demand in China continues to weigh on global commodity prices, 

along with the impact of rising interest rates and the strong dollar. 

 

Chinese Trade:  The August trade surplus narrowed to just $79.4 billion, far short of the 

expected surplus of $92.7 billion and down from a surplus of $101.3 billion in July.  Exports in 

August were up just 7.1% year-over-year, slowing markedly from their gain of 18.0% in the year 

to July and illustrating how weak demand overseas is weighing on the Chinese economy.  

Perhaps more importantly, imports in August were up just 0.3% year-over-year, reflecting how 

factors like constant COVID-19 shutdowns and government clampdowns on sectors like 

technology and real estate are sapping the country’s own domestic demand. 

 

Japan:  The yen continues to depreciate rapidly so far this morning, with the currency down 

some 1.9% from its close yesterday to trade at 144.77 per dollar.  If sustained, the drop in the yen 

today will be its biggest since June and will leave the currency down 19.8% year-to-date.  As 

long as the Federal Reserve and other major central banks continue to hike interest rates while 

the Bank of Japan holds rates steady, the yen could keep losing value. 

 

U.S. Monetary Policy:  In an interview with the Financial Times, Richmond FRB President 

Barkin insisted that the Fed must lift interest rates to a level that restrains economic activity and 

keep them there until policymakers are convinced that inflation is subsiding.  Barkin’s statement 

underlines the message in Chair Powell’s recent speech at Jackson Hole. 

• Barkin’s statement suggests investors should not discount the possibility that U.S. interest 

rates will be hiked much further and stay at high levels longer than many observers 

expect. 

• Indeed, it is looking increasingly likely that the policymakers will implement another 75 

bps rate hike at their next policy meeting occurring September 20-21. 

 

U.S. Health Policy:  The federal government plans to recommend that people get COVID-19 

boosters once a year, starting with the new shots that are rolling out right now.  The new 

guidance is a shift from the government’s current practice of issuing new advice every several 

months.  Authorities hope that coordinating COVID-19 shots with people’s annual flu shots will 

boost the number of people getting boosters. 

 

U.S. Travel Industry:  According to the Transportation Security Administration, Labor Day 

2022 was the first post-pandemic holiday in which airline travel surpassed its pre-pandemic high.  

The TSA said 8.76 million travelers went through its checkpoints between Friday, September 2 

and Monday, September 5, compared with 8.62 million passengers over the long holiday 

weekend in 2019.  The figures underscore how the travel industry in particular, and the service 

sector in general, continue to recover well on the back of pent-up demand. 

 

U.S. Oil Industry:  In a public letter, conservative activist investor Vivek Ramaswamy has 

urged Chevron (CVX, $157.12) to be less beholden to ESG sentiment, slow its transition to 
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renewable energy, and pump more oil to take advantage of today’s high prices.  Despite the 

influence Ramaswamy wields, it’s not clear whether Chevron or any other oil company will heed 

his call.  Nevertheless, it will be interesting to see if his call marks the beginning of stronger 

pushback against ESG investing orthodoxy. 

 

U.S. Electricity Industry:  California Governor Newsome has warned that the state’s current 

heatwave is taxing the electricity grid and could lead to rolling blackouts.  According to 

Newsome, the state will maintain a number of emergency measures to reduce demand.  He also 

called on consumers to continue conserving electricity, a move that could have some negative 

impact on California’s economy this month. 

 

U.S. Economic Releases  

High interest rates continue to sap demand for mortgage loans. According to an index tracked by 

the Mortgage Bankers Association, mortgage applications fell 0.8% in the week ending 

September 2. The weekly drop in submissions for mortgages was led by a decline in interest for 

home refinancing. The refinancing tracker fell 1.1% from the prior week, while the index that 

tracks purchases fell 0.8%. The average 30-year fixed rate rose 14 bps from 5.80% to 5.94%.  

 

The U.S. trade gap narrowed for the fourth consecutive month in July. According to the Census 

Bureau, the U.S. trade deficit for good and services was $70.8B, slightly above consensus of 

$70.2B and below the previous report of $80.9B. 

 

 
 

The chart above shows the level of trade balance. 

 

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

 

We monitor numerous global economic indicators on a continuous basis. The most significant 

international news that was released overnight is outlined below. Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators. The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important. We note that these ratings do 

change over time as economic circumstances change. Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market. Red 

indicates a concerning development, yellow indicates an emerging trend that we are following 

closely for possible complications, and green indicates neutral conditions. We will add a 

paragraph below if any development merits further explanation. 

 

 
 

Financial Markets 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 

EST Speaker or Event

9:00 Thomas Barkin Speaks at MIT President of the Federal Reserve Bank of Richmond

10:00 Loretta Mester Speaks at MNI Virtual Event President of the Federal Reserve Bank of Cleveland

12:40 Lael Brainard Discusses the Economic Outlook Vice-Chair of the Board of Governors

14:00 Michael Barr Speaks to Financial System Fairness and Safety U.S. Federal Reserve Vice Chairman for Supervision

14:00 U.S. Federal Reserve Releases Beige Book Federal Reserve Board

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Leading Economic Index m/m Jul P 99.6 100.9 100.3 ** Equity and bond neutral

Australia GDP y/y 2Q 3.6% 3.3% 3.4% *** Equity and bond neutral

South Korea BoP Current Account Balance m/m Jul $1.089b $5.610b ** Equity and bond neutral

BoP Goods Balance m/m Jul $1.180b $3.594b * Equity and bond neutral

China Foreign Reserves m/m Aug $3.055t $3.104t $3.065t ** Equity and bond neutral

Trade Balance m/m Aug $79.39b $101.26b $97.70b *** Equity and bond neutral

Exports y/y Aug 7.1% 18.0% 13.0% ** Equity bearish, bond bullish

Imports y/y Aug 0.3% 2.3% 1.1% ** Equity bearish, bond bullish

EUROPE

Eurozone GDP y/y Q2 F 4.1% 3.9% 3.9% *** Equity and bond neutral

Germany Industrial Production WDA y/y Jul -1.1% -0.5% -0.1% ** Equity bearish, bond bullish

Italy Retail Sales y/y Jul 4.2% 1.4% 1 ** Equity bullish, bond bearish

Switzerland Foreign Currency Reserves m/m Aug 859.6b 849.4b 849.7b *** Equity and bond neutral

AMERICAS

Canada International Merchandise Trade m/m Jul 4.05b 5.05b 4.88b ** Equity and bond neutral
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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) 314 316 -2 Up

3-mo T-bill yield (bps) 292 294 -2 Up

TED spread (bps) 22 22 0 Widening

U.S. Sibor/OIS spread (bps) 311 306 5 Up

U.S. Libor/OIS spread (bps) 317 311 6 Up

10-yr T-note (%) 3.35 3.35 0.00 Up

Euribor/OIS spread (bps) 82 78 4 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Price Prior Change Explanation

Brent $92.04 $92.83 -0.85%

WTI $86.21 $86.88 -0.77%

Natural Gas $8.08 $8.15 -0.83%

Crack Spread $31.83 $31.07 2.43%

12-mo strip crack $29.04 $28.38 2.33%

Ethanol rack $2.83 $2.82 0.18%

Metals

Gold $1,698.81 $1,702.14 -0.20%

Silver $18.07 $18.02 0.28%

Copper contract $343.90 $346.20 -0.66%

Grains

Corn contract $681.75 $676.00 0.85%

Wheat contract $847.50 $817.00 3.73%

Soybeans contract $1,404.00 $1,398.75 0.38%

Shipping

Baltic Dry Freight 1,114            1,133            -19

Actual Expected Difference

Crude (mb) -1.5

Gasoline (mb) -2.0

Distillates (mb) -0.5

Refinery run rates (%) -0.5%

Natural gas (bcf) 51

Energy Markets

DOE Inventory Report
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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 in the Midwest and 

Southeast.  Wetter-than-normal conditions are expected in the Pacific and most of the Great 

Plains, with dry conditions expected in the South and Midwest regions. 
 

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

disturbances. Two disturbances are located southeast of West Africa and neither are expected to 

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

developed in cyclones. Hurricane Earl is moving over Bermuda, while Hurricane Danielle is 

moving over the central Atlantic Ocean.
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Data Section 
 

U.S. Equity Markets – (as of 9/6/2022 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 9/6/2022 close) 

 

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

Growth

Foreign Developed ($)

Emerging Markets ($)

Small Cap

US Corporate Bond

Real Estate

Large Cap

Emerging Markets (local currency)

Mid Cap

US Government Bond

US High Yield

Value
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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. 


