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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: December 5, 2022—9:30 AM EST] Global equity markets are mixed this morning.  In 

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

Index closed up 2.5%. Chinese markets were higher, with the Shanghai Composite closing up 

1.8% from its prior close and the Shenzhen Composite closing up 0.9%. U.S. equity index 

futures are signaling a slightly 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 (11/07/2022) (with associated podcast) “Reflections on 

the 20th Party Congress.”  Due to the upcoming holiday, the next BWGR will be our 2023 

Outlook published on December 12. 

• Weekly Energy Update (12/01/2022): In this week’s report, we highlight the recovery in 

distillate inventories relative to demand due to a jump in refinery operations.  Total oil 

inventories are at 22-year lows.     

• Asset Allocation Quarterly – Q4 2022 (10/18/2022): Discussion of our asset allocation 

process, Q4 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (12/05/2022) (The associated podcast that accompanies 

this report will be delayed until 12/12): “Forecasting Financial Stress” The AABW 

will go on holiday hiatus following today’s report, and our next report will be 

published on January 16, 2023.   

• Asset Allocation Q4 2022 Rebalance Presentation (11/14/2022): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation strategies, 

recent portfolio changes, and the current macro environment 

• Confluence of Ideas podcast (12/01/2022): “The November Business Cycle Report” 

 

Our Comment today opens with a long discussion of several key developments today in the 

global energy markets, including the implementation of several sanctions against Russia’s oil 

and natural gas due to its invasion of Ukraine.  We next review a wide range of other 

international and U.S. developments with the potential to affect the financial markets today. 

 

Global Energy Market:  This week could be momentous for global energy markets, with the 

European Union and U.K. set to implement a ban on Russian oil imports, the broader group of 

industrialized countries set to impose a price cap on Russian oil exports, and Chinese President 

 

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_11_07_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q422.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Dec_5_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/


 

 

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

www.confluenceinvestment.com 

 2 

Xi set to visit Saudi Arabia.  These developments illustrate how the increased friction between 

the evolving U.S. and China-led geopolitical blocs has sparked a new era of intense economic 

warfare around the world, creating both headwinds and opportunities for investors. 

• As previewed in our Comment on Friday, the Group of Seven (G7) countries and their 

allies, representing much of the world’s richest and most advanced democracies, 

approved a plan to cap the price of Russian oil exports beginning today.  To cut the 

revenues available to Russia for its war against Ukraine, the cap will ban Western 

companies from insuring, financing, or shipping Russian oil unless it is sold for less than 

$60 per barrel. 

o Russian officials have said they will not send any oil to countries that implement 

the price cap. 

o There are differences of opinion regarding the impact of the price cap on global 

oil prices.  Oil prices are up so far this morning, but that could primarily be 

because of looser COVID-19 restrictions in China (see below). 

• Separately, today the EU and the U.K. will implement its ban on importing Russian oil, 

which was approved earlier this year.  They will also implement a ban on Russian refined 

products beginning in early February. 

• Yesterday, the Organization of the Petroleum Exporting Countries and its Russia-led 

partners said that they will stand by their October decision to cut oil production by two 

million barrels per day, rather than the proposals last month ranging from an output cut to 

an output increase.  The decision will give the OPEC+ group more time to assess the 

impact of the EU ban on Russian imports and the broader price cap on Russian oil 

exports.  

• Of course, oil isn’t the only front in the energy war.  Data from commodity analytics firm 

ICIS shows that the EU’s demand for natural gas in October and November was 24% 

lower than its five-year average.  The figures suggest that the EU has made significant 

progress in finding energy efficiencies and implementing conservation measures, 

although they were also helped by the relatively warm weather in early autumn. 

• Spooked by the energy supply disruptions from the war in Ukraine, the Japanese 

government has launched a plan to develop a strategic reserve of liquified natural gas.  

The program would require importing an additional 840,000 tons of LNG per year, 

consistent with our view that the geopolitical fracturing of the world will not only 

threaten energy supplies, but will also encourage hoarding behavior, all of which will 

tend to buoy commodity prices. 

 

Russia-Ukraine War:  As heavy fighting continues primarily in the Donbas region of 

northeastern Ukraine, and Russian forces continue to launch air, missile, and kamikaze drone 

attacks against Ukrainian infrastructure, explosions were reported at two air bases deep inside 

Russia.  The explosions reportedly damaged or destroyed several Russian military aircraft.  They 

are also consistent with a number of other explosions in Russian territory throughout the war that 

were likely carried out by Ukraine, although the Ukrainian authorities have not formally 

acknowledged any role in the attacks. 

https://www.wsj.com/articles/eu-g-7-wait-on-poland-to-advance-with-russian-oil-price-cap-11669983529?mod=article_inline
https://www.wsj.com/articles/sanctions-strike-russian-oil-industry-11670233075
https://www.wsj.com/articles/opec-gathers-to-decide-output-with-russian-oil-price-cap-looming-11670116254?mod=hp_lead_pos1
https://www.wsj.com/articles/opec-gathers-to-decide-output-with-russian-oil-price-cap-looming-11670116254?mod=hp_lead_pos1
https://www.ft.com/content/0ab21afc-d034-4279-8ce1-4469d0ce8489
https://www.ft.com/content/0ab21afc-d034-4279-8ce1-4469d0ce8489
https://www.wsj.com/articles/japan-looks-to-build-buffer-of-natural-gas-in-case-of-supply-crunch-11670165075
https://www.wsj.com/articles/explosions-hit-russian-air-bases-as-more-missiles-strike-ukrainian-infrastructure-11670237453?mod=hp_lead_pos5
https://www.wsj.com/articles/explosions-hit-russian-air-bases-as-more-missiles-strike-ukrainian-infrastructure-11670237453?mod=hp_lead_pos5
https://www.wsj.com/articles/explosions-hit-russian-air-bases-as-more-missiles-strike-ukrainian-infrastructure-11670237453?mod=hp_lead_pos6
https://www.wsj.com/articles/explosions-hit-russian-air-bases-as-more-missiles-strike-ukrainian-infrastructure-11670237453?mod=hp_lead_pos6
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China:  Following the previous week’s big protests against the government’s Zero-COVID 

policies and repressions of freedom, we are seeing increasing reports that local government 

officials are gradually ratcheting back some pandemic restrictions.  The rollbacks include lifting 

some curbs on residents’ movements, such as by ending mandatory COVID testing for people 

who want to use public transport, enter parks, or visit other public spaces.  The authorities are 

also stepping up their efforts to vaccinate vulnerable citizens, especially the elderly, probably in 

an attempt to shield the population and healthcare system in case looser pandemic rules lead to 

higher infection rates. 

• The modest loosening of COVID restrictions may have helped eliminate the recent 

protests, but a heavy police presence and surveillance around potential protest sites 

probably played the bigger role. 

• The apparent easing in COVID rules have given a big boost to Chinese stocks and the 

CNY so far this morning.  However, we continue to think the government’s COVID 

policies will weigh on the economy.  Much of China’s economy is still on lockdown, and 

even if the pandemic rules are loosened, the lack of herd immunity and weaknesses in the 

healthcare system mean big new outbreaks of infection will likely hold back activity.  

That will also continue to create headwinds for the broader global economy and financial 

markets. 

 

Iran:  After weeks of anti-government protests touched off by anger at the country’s Islamic 

“morality police,” the Iranian government said it is dismantling the organization and may roll 

back some rules such as the requirement that women wear the hijab in public.  However, protests 

continued over the weekend, signaling that the small grant of freedom may not be enough to 

relieve the political pressure on the government.  Instability in Iran, a major oil producer, may 

therefore continue in the near term. 

 

Eurozone:  October retail sales fell by a seasonally adjusted 1.8%, even worse than expected 

and the biggest drop since last December.  Sales in October were also down 2.7% from the same 

month one year earlier.  The data supports the view that the Eurozone economy is now falling 

into recession. 

 

United States-European Union:  In the latest sign that new U.S. subsidies and “buy-American” 

rules will prompt Europe to respond in kind, European Commission President von der Leyen 

said that the EU must “simplify and adapt” its rules on state aid to allow similar protectionist 

policies.  U.S. and EU officials are due to meet today to discuss the issue. 

• The Biden administration has not strongly pushed back against insinuations that the EU 

could respond with its own protectionist policies.  Indeed, U.S. Trade Representative Tai 

recently proposed that the EU adopt similar policies, probably aimed at a reduction in EU 

trade with China. 

• In his meeting with French President Macron last week, Biden also suggested that the 

U.S. could adjust its rules to address European concerns. 

https://www.wsj.com/articles/china-loosens-covid-restrictions-as-public-anger-simmers-11670145430?mod=hp_lead_pos4
https://www.wsj.com/articles/china-loosens-covid-restrictions-as-public-anger-simmers-11670145430?mod=hp_lead_pos4
https://www.axios.com/2022/12/03/china-covid-restrictions-end-zero-covid-protests?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/2022/12/03/china-covid-restrictions-end-zero-covid-protests?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/2022/12/03/china-covid-restrictions-end-zero-covid-protests?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/e332c5a7-4cda-4773-8782-89faccadc35f
https://www.ft.com/content/e332c5a7-4cda-4773-8782-89faccadc35f
https://www.wsj.com/articles/iran-abolishes-morality-police-considers-changing-hijab-laws-official-says-11670165171?mod=hp_lead_pos3
https://www.wsj.com/articles/iran-abolishes-morality-police-considers-changing-hijab-laws-official-says-11670165171?mod=hp_lead_pos3
https://www.ft.com/content/aa2c05f7-a489-41ef-b10f-0cbb3582acd1
https://www.ft.com/content/19a28687-0172-445a-829d-a8fd08592197
https://www.ft.com/content/19a28687-0172-445a-829d-a8fd08592197
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• The Europeans remain quite irritated and concerned about the new U.S. industrial 

support, which is focused largely on green technology, but President Biden’s conciliatory 

stance suggests that a trade war is not necessarily set in stone. 

 

United States:  Two electrical substations in rural North Carolina were attacked by gunfire on 

Saturday evening, leading to power outages that could last for days for over 33,000 customers.  

Although the outage is relatively small, the apparently deliberate attack has raised concern about 

follow-on attacks and the overall vulnerability of the nation’s electrical supply. 

 

U.S. Economic Releases  

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

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 Services PMI m/m Nov F 46.1 46.1 **

9:45 S&P Composite PMI m/m Nov F 46.3 46.3 **

10:00 Factory Orders m/m Oct 0.7% 0.3% ***

10:00 Factory Orders Ex Transportation m/m Oct -0.1% **

10:00 Durable Goods Orders m/m Oct F 1.0% 1.0% ***

10:00 Nondefense Capital Goods Orders Ex Aircraft m/m Oct F 0.7% **

10:00 Durable Goods Orders Ex Transportation m/m Oct F 0.5% 0.5% **

10:00 ISM Nonmanufacturing PMI m/m Nov 53.3 54.4 ***

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases

https://www.politico.eu/article/trade-tech-council-china-subsidies-ira-joe-biden-emmanuel-macron-summit-ttc/?utm_source=POLITICO.EU&utm_campaign=9840a3e2f6-EMAIL_CAMPAIGN_2022_12_05_04_44&utm_medium=email&utm_term=0_10959edeb5-9840a3e2f6-%5BLIST_EMAIL_ID%5D
https://www.politico.eu/article/trade-tech-council-china-subsidies-ira-joe-biden-emmanuel-macron-summit-ttc/?utm_source=POLITICO.EU&utm_campaign=9840a3e2f6-EMAIL_CAMPAIGN_2022_12_05_04_44&utm_medium=email&utm_term=0_10959edeb5-9840a3e2f6-%5BLIST_EMAIL_ID%5D
https://www.wsj.com/articles/attack-on-north-carolina-power-substations-leaves-45-000-without-electricity-11670200585?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/attack-on-north-carolina-power-substations-leaves-45-000-without-electricity-11670200585?mod=lead_feature_below_a_pos1
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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 Nov F 50.3 50.0 ** Equity and bond neutral

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

Australia S&P Global Services PMI m/m Nov F 47.6 47.2 ** Equity and bond neutral

S&P Global Composite PMI m/m Nov F 48.0 47.7 * Equity and bond neutral

Melbourne Institute Inflation y/y Nov 5.9% 5.2% ** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Nov -3.90% -3.40% ** Equity and bond neutral

China Caixin Services PMI m/m Nov 46.7 48.4 48.0 ** Equity bearish, bond bullish

Caixin Composite PMI m/m Nov 47.0 48.3 * Equity bearish, bond bullish

India S&P Global Services PMI m/m Nov 56.4 55.1 ** Equity bullish, bond bearish

S&P Global Compostie PMI m/m Nov 56.7 55.5 ** Equity bullish, bond bearish

EUROPE

Eurozone S&P Global Services PMI m/m Nov F 48.5 48.6 48.6 ** Equity and bond neutral

S&P Global Composite PMI m/m Nov F 47.8 47.8 47.8 * Equity and bond neutral

Retail Sales y/y Oct -2.7% -0.6% 0.0% * Equity bearish, bond bullish

Germany S&P Global Services PMI m/m Apr P 46.1 46.4 46.4 ** Equity and bond neutral

S&P Global Composite PMI m/m Apr P 46.3 46.4 46.4 ** Equity and bond neutral

France S&P Global Services PMI m/m Nov F 49.3 49.4 49.7 ** Equity and bond neutral

S&P Global Compostie PMI m/m Nov F 48.7 48.8 48.7 *** Equity and bond neutral

Italy S&P Global Services PMI m/m Nov F 49.5 46.4 47.5 ** Equity bullish, bond bearish

S&P Global Compostie PMI m/m Nov F 48.9 45.8 46.5 *** Equity bullish, bond bearish

UK S&P Global/CIPS Services PMI m/m Nov F 48.8 48.8 48.8 ** Equity and bond neutral

S&P Global/CIPS Composite PMI m/m Nov F 48.2 48.3 48.3 ** Equity and bond neutral

New Car Registrations y/y Nov F 23.5% 26.4% * Equity bearish, bond bullish

Switzerland Domestic Sight Deposits CHF w/w 2-Dec 518.0b 523.0b * Equity and bond neutral

Total Sight Deposits CHF w/w 2-Dec 549.8b 555.4b * Equity and bond neutral

Russia S&P Global Services PMI m/m Nov 48.3 43.7 ** Equity bullish, bond bearish

S&P Global Compostie PMI m/m Nov 50.0 45.8 ** Equity bullish, bond bearish

AMERICAS

Canada Building Permits m/m Oct 1.4% -17.5% 7.9% ** Equity bearish, bond bullish

Brazil S&P Global Composite PMI m/m Nov 49.8 53.4 ** Equity bearish, bond bullish

S&P Global Services PMI m/m Nov 51.6 54.0 ** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 473 477 -4 Up

3-mo T-bill yield (bps) 415 418 -3 Up

TED spread (bps) 58 58 0 Widening

U.S. Sibor/OIS spread (bps) 444 443 1 Up

U.S. Libor/OIS spread (bps) 447 445 2 Up

10-yr T-note (%) 3.52 3.49 0.03 Up

Euribor/OIS spread (bps) 198 197 1 Neutral

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Down Up

Pound Up Up

Franc Up Up
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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 show that warmer-than-normal temperatures in the eastern two 

thirds of the country are expected to recede to the Southwest and New England regions. 

Meanwhile, the Pacific region is predicted to remain cool over the next two weeks. Wet 

conditions are anticipated for most of the country but should subside toward the end of the 

forecasting period. 

Price Prior Change Explanation

Brent $87.85 $85.57 2.66%

WTI $82.09 $79.98 2.64%

Natural Gas $5.89 $6.28 -6.29% Supply Optimism

Crack Spread $28.27 $28.48 -0.73%

12-mo strip crack $28.00 $28.26 -0.90%

Ethanol rack $2.46 $2.50 -1.49%

Metals

Gold $1,797.53 $1,797.63 -0.01%

Silver $23.08 $23.14 -0.28%

Copper contract $386.30 $385.05 0.32%

Grains

Corn contract $646.75 $646.25 0.08%

Wheat contract $763.25 $761.00 0.30%

Soybeans contract $1,445.75 $1,438.50 0.50%

Shipping

Baltic Dry Freight 1,324            1,338            -14

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 12/02/2022 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 12/02/2022 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 

 

December 1, 2022 
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P/E as of 11/30/2022 = 18.9x

 
 

Based on our methodology,1 the current P/E is 18.9x, up 0.2x from our last report.  Falling 

earnings estimates and higher equity values led to the multiple rise. 
 

 

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 (Q1, Q2 and Q3) and one estimate (Q4). 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. 


