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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 8, 2022—9:30 AM EST] Global equity markets are mixed this morning.  In 

Europe, the Euro Stoxx 50 is essentially steady from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.7%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.1% from its prior close and the Shenzhen Composite closing up 0.3%. 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 (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 (12/08/2022): In this week’s report, we discuss the Russian 

price cap, President Xi’s visit to Saudi Arabia, and we update the weekly data.   

• 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” 

 

Good morning! Today’s Comment begins with our thoughts about the deepening yield curve 

inversion and who stands to benefit. Next, we explain why we think major powers will look to 

make friends with commodity-rich countries. We end our report with a discussion on the impact 

that global fracturing will have on tech stocks. 

 

Breaking news: WNBA player Brittney Griner was freed in a prisoner swap for an arms 

dealer.  

 

 

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_08_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_08_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/
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Inversion deepens:  In recent weeks, we have seen a general decline in U.S. Treasury yields.  

However, the bulk of the declines have occurred in the longer duration segment of the yield 

curve, causing a deeper inversion. Interestingly enough, the decline in interest rates has 

supported international equities. 

• Recession fears and doubts about the Fed’s willingness to further tighten policy have led 

to a decline in both the short and long end of the yield curve. The two-year Treasury has 

dropped 40 bps from a month ago, but the ten-year Treasury has fallen even more, at 70 

bps over the same period. As a result, the yield curve inversion is at its lowest point in 

over 40 years. The depth of the yield curve inversion has added to concerns that the 

recession could be worse than the market anticipates; however, the decline in interest 

rates has some unexpected beneficiaries. 

 

• The decline in U.S. Treasury yields has made riskier assets more attractive. Despite being 

down nearly 9% on the year, the Euro Stoxx 50 index is up more than 18% on the 

quarter. The rally in European equities is related to optimism that inflation is close to 

peaking, the dollar is in decline, and the situation in Ukraine won’t markedly deteriorate. 

Although Europe is still expected to fall into recession next year, it seems that the market 

is starting to believe it won’t be as bad as originally thought.  

• Although the market has been pricing in a U.S. recession over the last several months, 

investors are still unclear as to whether the downturn will be severe. There are likely 

three scenarios that will lead to a deep recession: a financial collapse, a housing market 

crash, and a major geopolitical event. At this time, any of these events could occur. In 

fact, the National Association of Home Builders suggests that the housing market is 

already in recession. Meanwhile, deteriorating financial conditions and the ongoing war 

in Ukraine are also current risks. Investors have likely discounted most of these risks, but 

there may still be more room for equities to drop. In the event of a crisis, the Fed could be 

swayed to cut rates drastically; thus, next year could lead to a strong rally. 

 

https://www.bloomberg.com/opinion/articles/2022-12-06/what-the-inverted-yield-curve-says-about-the-next-recession
https://www.bloomberg.com/opinion/articles/2022-12-06/what-the-inverted-yield-curve-says-about-the-next-recession
https://www.wsj.com/articles/investors-see-shift-in-europes-fortunes-11670409163
https://thehill.com/policy/finance/housing/3764226-economists-a-us-housing-recession-has-already-arrived/
https://thehill.com/policy/finance/housing/3764226-economists-a-us-housing-recession-has-already-arrived/
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An Uncertain World: Commodity-producing countries present a major risk to the global 

economy. 

• Peruvian President Pedro Castillo was replaced by Dina Boluarte after his failed attempt 

to change the constitution in order to avoid impeachment. Boluarte will be the country’s 

sixth president in less than five years. All things considered, the transition of power went 

rather smoothly, but Boluarte will likely be plagued by the same corruption scandals as 

her predecessor. At the same time, her not being elected to office will likely encourage 

the opposition to push for new elections. Political turmoil in a resource-rich country like 

Peru has the ability to cause volatility in commodity prices such as copper, gold, and 

zinc.    

• Meanwhile, U.S. officials are fretting over how the Chinese reopening will impact the 

price caps on Russian oil. Hopes of an increase in Chinese demand have boosted crude 

prices after four sessions of declines. Russian Urals crude oil trades at about a $20 

discount to benchmark crude prices, suggesting a price of around $57 per barrel as of this 

morning. Although the cap is set at $60 per barrel, there are concerns that if the market 

price for the Urals rises above that limit, Russia will stop supplying oil to certain 

countries. Although the agreement to establish price caps allows for readjustment every 

two months, a limit set above $60 per barrel would undermine this effort to punish 

Moscow for the war. 

o Although price caps remain above the Russian production cost, estimated to be 

$40 per barrel, it is still below the $70 per barrel needed for Russia to maintain its 

fiscal budget.    

• Securing commodities within these countries will likely worsen as the world forms into 

blocs. As a result, leaders of the groups, who we assume will be China and the U.S., will 

have to increase their engagement in other parts of the world to ensure that the 

commodity markets remain stable. This new reality likely explains why the U.S. is 

relaxing tensions with Venezuela, and why China is building closer ties with Saudi 

Arabia. As a result, commodity-rich countries could become major investment targets as 

the U.S. and China vie for their interests.  

o Saudi Arabia and China are expected to sign an investment agreement and discuss 

the possibility of pricing oil in CNY.  

 

Tech Pushback: Government restrictions and political scrutiny are leading to headwinds for the 

tech sector. 

• The West is attempting to block China from securing advanced chips for defense 

purposes. The Netherlands is working with the U.S. on plans to curb the export of 

semiconductors to China. The decision comes as the U.S. and EU team up to reduce 

China’s ability to impose its influence worldwide. China is heavily dependent on chip 

imports, and it is estimated that the country spends more on semiconductors than it does 

on oil (see following chart). As a result, foreign suppliers to China will take a revenue hit, 

while domestic chipmakers could see a boost in investment. 

 

https://www.bbc.com/news/world-latin-america-63895505
https://www.bloomberg.com/news/articles/2022-12-08/oil-edges-higher-after-four-day-retreat-as-traders-look-to-china?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-08/oil-edges-higher-after-four-day-retreat-as-traders-look-to-china?sref=uIvt3NFS
https://www.reuters.com/markets/commodities/oil-prices-steady-after-hitting-2022-lows-2022-12-08/
https://www.reuters.com/markets/commodities/oil-prices-steady-after-hitting-2022-lows-2022-12-08/
https://tradingeconomics.com/commodity/urals-oil
https://tradingeconomics.com/commodity/urals-oil
https://www.consilium.europa.eu/en/press/press-releases/2022/12/03/russian-oil-eu-agrees-on-level-of-price-cap/
https://www.consilium.europa.eu/en/press/press-releases/2022/12/03/russian-oil-eu-agrees-on-level-of-price-cap/
https://www.wsj.com/articles/russian-oil-price-cap-adds-to-fiscal-pressure-on-moscow-11670409002
https://www.wsj.com/articles/russian-oil-price-cap-adds-to-fiscal-pressure-on-moscow-11670409002
https://www.bloomberg.com/news/articles/2022-12-05/chevron-to-take-control-of-venezuela-oil-facility-this-week?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-05/chevron-to-take-control-of-venezuela-oil-facility-this-week?sref=uIvt3NFS
https://www.wsj.com/articles/chinas-xi-jinping-to-meet-saudi-crown-prince-in-pivotal-visit-11670480051
https://www.wsj.com/articles/chinas-xi-jinping-to-meet-saudi-crown-prince-in-pivotal-visit-11670480051
https://www.reuters.com/technology/netherlands-plans-curbs-china-chip-exports-deal-with-us-bloomberg-news-2022-12-08/
https://www.reuters.com/technology/netherlands-plans-curbs-china-chip-exports-deal-with-us-bloomberg-news-2022-12-08/
https://www.axios.com/2022/12/05/eu-us-china-positions-converge-trade-security
https://www.axios.com/2022/12/05/eu-us-china-positions-converge-trade-security
https://www.forbes.com/sites/kenrapoza/2021/02/07/china-turns-semiconductors-into-the-new-oil-while-gm-runs-out-of-chips/?sh=6b9e047920af
https://www.forbes.com/sites/kenrapoza/2021/02/07/china-turns-semiconductors-into-the-new-oil-while-gm-runs-out-of-chips/?sh=6b9e047920af
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• Meanwhile, social media giants are also being caught in regulatory crosshairs. The Biden 

administration is pushing the Supreme Court to hold social media companies liable for 

hate speech promoted on their platforms. Similarly, the push to ban TikTok is gaining 

momentum after South Dakota barred the use of the app for state agencies over national 

security concerns. Social media sites generate much of their revenue based on clicks and 

the data collection of their users; thus, limits on either would hurt the profitability of 

these firms. As a result, social media sites' abilities to generate money is likely to be 

constrained by government regulations. 

• The tech sector thrives in a globalized world, and therefore, regional fracturing would 

significantly disrupt the industry. Tech has the highest exposure to foreign markets when 

compared to its peers (see the following chart). Its vulnerability to foreign markets means 

that restrictions will likely have an adverse effect on the industry's ability to generate 

revenue. As a result, we believe that investors should be hesitant to pile into tech stocks 

without a deep understanding of these companies’ susceptibility to regulatory risks. 

Hence, a Fed pivot should not be the only factor when investing in tech stocks. 

 

https://www.reuters.com/world/us/biden-admin-tells-supreme-court-law-protecting-social-media-companies-has-limits-2022-12-08/
https://www.reuters.com/world/us/biden-admin-tells-supreme-court-law-protecting-social-media-companies-has-limits-2022-12-08/
https://www.wsj.com/articles/tiktok-faces-u-s-clampdowns-after-south-dakota-restrictions-11670426938?mod=hp_lead_pos4
https://www.wsj.com/articles/tiktok-faces-u-s-clampdowns-after-south-dakota-restrictions-11670426938?mod=hp_lead_pos4
https://www.globalxetfs.com/sector-views-sp-500-sensitivity-to-global-factors/
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Source: Globalxefts 

 

U.S. Economic Releases  

Initial claims came in on forecast at 230k, with no revisions to last week’s 225k.  The four-week 

average of claims is 230.5k, up 0.5k from last week.  Overall, the claims data suggests a stable 

labor market, and we also note that, since 1980, a reading above 300k is consistent with 

recession.  So, for now, the labor market continues to be part of the economy that is clearly not 

signaling a downturn.  
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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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Bonds w/w 2-Dec ¥522.2b -¥51.2b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 2-Dec -¥1100.6b -¥45.8b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 2-Dec ¥618.2b -¥239.1b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 2-Dec -¥349.3b ¥442.9b * Equity and bond neutral

GDP SA q/q 3Q F -0.2% -0.3% -0.3% ** Equity and bond neutral

BoP Current Account Balance m/m Oct -¥64.1b ¥909.3b ¥621.7b *** Equity and bond neutral

BoP Trade Balance m/m Oct -¥1.875t -¥1.760t -¥1.826t ** Equity and bond neutral

Australia Trade Balance m/m Oct A$12.217b A$12.444b A$12.00b *** Equity and bond neutral

Exports m/m Oct -1.0% 7.0% 1.0% * Equity bearish, bond bullish

Imports m/m Oct -1.0% 0.0% 2.0% * Equity bearish, bond bullish

EUROPE

UK RICS House Price Balance m/m Nov -25.0% -2.0% -10.0% ** Equity bearish, bond bullish

Russia Gold and Forex Reserves m/m 2-Dec 567.3b 567.5b -- *** Equity and bond neutral

AMERICAS

Mexico CPI y/y Nov 7.80% 8.41% 7.94% *** Equity and bond neutral

Core CPI y/y Nov 8.51% 8.42% 8.56% ** Equity and bond neutral

Brazil FGV CPI IPC-S y/y 7-Dec 0.7% 0.57% 0.56% * Equity and bond neutral

Retail Sales y/y Oct 2.7% 3.2% 2.4% *** Equity bullish, bond bearish
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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) 473 472 1 Up

3-mo T-bill yield (bps) 416 419 -3 Up

TED spread (bps) 58 54 4 Widening

U.S. Sibor/OIS spread (bps) 449 445 4 Up

U.S. Libor/OIS spread (bps) 451 448 3 Up

10-yr T-note (%) 3.46 3.42 0.04 Up

Euribor/OIS spread (bps) 198 199 -1 Neutral

Currencies Direction

Dollar Flat Down

Euro Up Up

Yen Down Up

Pound Down Up

Franc Flat Up

Central Bank Action Current Prior 6.25

Bank of Canada Rate Decision 4.250% 3.750% 4.250% On Forecast

Brazil Selic Rate 13.750% 13.750% 13.750% On Forecast

Price Prior Change Explanation

Brent $78.12 $77.17 1.23%

WTI $73.78 $72.01 2.46%

Natural Gas $5.82 $5.72 1.71%

Crack Spread $24.36 $25.06 -2.78%

12-mo strip crack $25.99 $26.04 -0.20%

Ethanol rack $2.40 $2.41 -0.21%

Metals

Gold $1,785.00 $1,786.27 -0.07%

Silver $22.73 $22.72 0.06%

Copper contract $389.45 $386.05 0.88%

Grains

Corn contract $642.25 $641.25 0.16%

Wheat contract $751.00 $749.50 0.20%

Soybeans contract $1,475.50 $1,472.00 0.24%

Shipping

Baltic Dry Freight 1,373            1,340            33

Actual Expected Difference

Crude (mb) -5.2 -3.4 -1.8

Gasoline (mb) 5.3 2.5 2.8

Distillates (mb) 6.2 2.4 3.8

Refinery run rates (%) 0.3% 0.3% 0.0%

Natural gas (bcf) -31

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts show warmer-than-normal temperatures in the eastern half of 

the country with below-normal temps for the western half.  Towards the end of the forecast 

period, cooler temperatures are expected to dominate.  Wet conditions are anticipated for most of 

the country throughout the forecasting period.  We are watching a rare subtropical storm that 

may develop into Tropical Storm Owen. Currently the storm is located in the middle of the 

Atlantic Ocean and has a 40% chance of cyclone formation within the next 48 hours.

https://www.washingtonpost.com/weather/2022/12/05/subtropical-storm-atlantic-december-owen/
https://www.washingtonpost.com/weather/2022/12/05/subtropical-storm-atlantic-december-owen/
https://www.washingtonpost.com/weather/2022/12/05/subtropical-storm-atlantic-december-owen/
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Data Section 
 

U.S. Equity Markets – (as of 12/07/2022 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 12/07/2022 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 8, 2022 
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P/E as of 12/7/2022 = 19.1x

 
 

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


