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

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

Index closed up 0.5% as well. Chinese markets were mixed, with the Shanghai Composite 

closing down 0.3% from its prior close and the Shenzhen Composite closing up 0.6%. U.S. 

equity index futures were signaling a higher open but have reversed on the worse-than-expected 

PPI data, which we cover below. 

 

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! Equity prices have tanked, and the U.S. dollar surged following the hotter-than-

expected Producer Price Index report. Today’s Comment begins with discussing the effectiveness 

of price caps in deterring Russia’s war effort. Next, we examine some possible changes to 

inflation and how these could impact Fed policy in 2023. We end with a talk about the risks 

China’s reopening poses to the global economy and markets.  

 

Price Cap, So Far: The EU limit on the price of Russian oil is already causing unintended 

consequences, but it isn’t clear whether Moscow’s war aims will be affected. 

 

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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• Confusion over insurance papers have led to a backlog of oil tankers in the Turkish Strait. 

There are currently 28 tankers carrying more than 23 million barrels of oil being held up 

because of paperwork. Although Western countries have agreed to ban shipping service 

providers like insurance companies from delivering Russian oil above the price cap, 

many of the stuck ships contain Kazakh oil. Turkish and Western officials are working to 

resolve the matter, but there is still a chance of future problems given the complicated 

nature of enforcing sanctions. Oil prices were little affected by the event.  

• Despite the hassle, there is no guarantee that the price cap will work. The $60 price level 

is below the $70 a barrel outlined in Russia’s latest budget proposal. Although the limit is 

beneath the Kremlin’s desired level,  the difference can be made up through borrowing or 

increased spending from the wealth fund. Russia’s ability to fund the war despite the 

price caps suggests that the West will have to look for other ways to punish Moscow. 

Currently, the EU is working on a cap for natural gas prices, but countries appear to be 

far apart on a deal. That said, the limits on Russian natural gas mean that the EU will 

need to import large volumes of the product to make up for the resulting shortfall. 

• There is still no sign of war de-escalation, but an end in 2023 isn’t out of the question. 

Although Russian President Vladimir Putin insists that the war will likely be long, he 

downplayed the possibility of another mobilization. His hesitancy to call up new soldiers 

is likely related to concerns of public outcry over the war. Over 370k Russians fled the 

country within two weeks of the first mobilization. The large-scale departures highlighted 

the level of dissatisfaction within the country concerning the escalation of the war. Given 

that Putin stands for reelection in March 2024, he may be swayed to support a temporary 

resolution next year if he can spin it as a victory. 

o A possible end to the conflict in Ukraine would be favorable to financial assets 

and reduce volatility in commodity markets. 

 

Inflation Easing: Although the annual change in the Consumer Price Index is well above the 

Fed’s 2% target, there are signs that price pressures are easing.  

• An increase in inventories has led to a slowing of price increases in various sectors. Used 

car prices, which were a major contributor to inflation in 2021, are finally started to 

decline from record highs. Meanwhile, an increase in property developments has reduced 

demand for rentals. Although these are anecdotal evidence of a decline in prices, the 

recent Purchasing Manager Index data suggests that supply chain issues that prevented 

firms from getting needed material are much improved from the previous year. As a 

result, it is likely that inflation will continue its downward trend throughout 2023. 

• That said, wage pressure and regulations will likely prevent inflation from hitting the 

Fed’s 2% target in the coming year. Nominal hourly earnings have remained stubbornly 

high even as inflationary pressures have eased. Meanwhile, new climate regulations also 

present a risk to consumers as businesses offset costs through price hikes. Input inflation 

data collected by the Bureau of Labor Statistics show that trade services, which measure 

wholesale and retail margins, are well above their pre-pandemic levels and remain one of 

the primary drivers of supplier price pressures. The November figures indicate that 

https://www.reuters.com/world/number-oil-tankers-waiting-bosphorus-rises-by-five-turkish-agency-2022-12-08/
https://www.bloomberg.com/news/articles/2022-12-07/oil-tanker-jam-in-bosphorus-grows-as-sanctions-snarl-insurance?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-07/oil-tanker-jam-in-bosphorus-grows-as-sanctions-snarl-insurance?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-08/turkey-tanker-standoff-escalates-as-millions-of-barrels-stuck?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-08/turkey-tanker-standoff-escalates-as-millions-of-barrels-stuck?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-07/oil-tanker-jam-in-bosphorus-grows-as-sanctions-snarl-insurance?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-07/oil-tanker-jam-in-bosphorus-grows-as-sanctions-snarl-insurance?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-08/six-eu-nations-oppose-broader-gas-price-cap-on-short-term-trades
https://www.voanews.com/a/putin-sees-long-war-in-ukraine-but-no-need-now-for-additional-soldiers-/6866606.html
https://www.newsweek.com/putin-mobilization-backfires-russians-flee-kazakhstan-georgia-eu-1748771
https://www.newsweek.com/putin-mobilization-backfires-russians-flee-kazakhstan-georgia-eu-1748771
https://www.cnbc.com/2022/12/07/used-vehicle-demand-and-prices-continue-to-decline-from-record-highs.html
https://www.cnbc.com/2022/12/07/used-vehicle-demand-and-prices-continue-to-decline-from-record-highs.html
https://www.wsj.com/articles/the-housing-slowdown-is-wreaking-havoc-on-the-short-term-rental-market-11670518837?mod=hp_lead_pos12
https://www.wsj.com/articles/the-housing-slowdown-is-wreaking-havoc-on-the-short-term-rental-market-11670518837?mod=hp_lead_pos12
https://www.prnewswire.com/news-releases/services-pmi-at-56-5-november-2022-services-ism-report-on-business-301694620.html
https://www.theguardian.com/business/2022/dec/06/airlines-higher-fares-net-zero-target-iata-willie-walsh
https://www.theguardian.com/business/2022/dec/06/airlines-higher-fares-net-zero-target-iata-willie-walsh
https://www.cnbc.com/2022/12/08/stock-market-futures-open-to-close-news.html
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margins are holding up even as the economy slows. As a result, firms have no incentive 

to shoulder unexpected cost increases due to new regulations.  

 

• Although price pressures are easing, it isn’t clear what inflation rate the Fed will seek 

before it decides to pause or pivot. Federal Reserve Chair Jerome Powell maintains that 

the bank needs to see clear progress that inflation has turned a corner before the Fed will 

change course. The lack of clarity shows that the Fed may not have a consensus. If this is 

true, there will likely be more dissents after the FOMC meetings, especially as the 

economy falls into recession. As a result, investors should pay closer attention next year 

to Fed speeches of voting members for clues on future policy.  

 

COVID Uncertainty: China is expected to relax many of its Zero-COVID policies; however, 

the impact on the global economy may be more complex than investors realize. 

• The removal of restrictions is expected to lead to a massive jump in infections. Although 

the transition will be slow, it is predicted that the next wave could lead to a total death 

range between 1.3 and 2.1 million. The rise in infections will likely prevent many 

workers from returning to their jobs due to fears of contagion. As a result, factories may 

not be able to produce at very high levels. Additionally, a lack of restrictions could cause 

infections to spread into neighboring countries.  

• As Chinese consumers re-enter the market, the demand for commodities such as oil will 

likely rise. It is estimated that crude prices could surge above $100 a barrel next year 

following China’s reopening. This is unwelcome news for the rest of the world, as the 

recent decline in energy pressures helped push down global inflation. Thus, the rise in 

commodity prices may make it difficult for major central banks to ease monetary policy. 

https://www.cnbc.com/2022/12/08/stock-market-futures-open-to-close-news.html
https://www.axios.com/2022/11/30/fed-powell-inflation-no-progress
https://www.axios.com/2022/11/30/fed-powell-inflation-no-progress
https://www.bloomberg.com/news/articles/2022-12-08/end-of-covid-zero-threatens-to-overwhelm-china-with-infections?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-08/end-of-covid-zero-threatens-to-overwhelm-china-with-infections?sref=uIvt3NFS
https://markets.businessinsider.com/news/commodities/oil-prices-outlook-125-barrel-2023-china-ends-covid-lockdowns-2022-11
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Additionally, it could worsen the energy crisis in Europe and lead to a more severe 

recession on the continent. 

• The impact that the end of Zero-COVID will have on equity markets will likely be 

revealed over the next several months. If Beijing can ramp up the number of 

vaccinations, it should save many lives. Additionally, if people decide to isolate 

themselves while the infections spread, demand for energy products will not be as 

pronounced. The best-case scenario for markets is for China to take a moderate approach. 

If they do reduce Zero-COVID restrictions slowly enough for investors to adjust and 

adapt, the overall impact may be positive for the global markets; however, a hastened 

approach could lead to disaster.   

 

U.S. Economic Releases  

PPI for November came in higher than expected.  Overall final demand PPI rose 0.3% on a 

monthly basis versus forecasts of a 0.2% rise, with the core up 0.4% compared to expectations of 

a 0.2% rise.  On a yearly basis, final demand PPI is up 7.4% compared to forecasts of a 7.2% 

rise, while the core rate on a yearly basis is up 6.2%, compared to expectations of a 5.9% rise.  

There were upward revisions to last month as well.  On a yearly basis, final demand PPI is up 

8.1% compared to the initial report of an 8.0% reading, while the core rate rose 6.8% versus the 

initial read of 6.7%.   

 

 
 

Although the data was disappointing, it’s mostly due to overly optimistic expectations.  As the 

chart above shows, inflation is cooling, but prices are not falling as fast as the expectations. 

 

PPI for intermediate goods, both processed and unprocessed, suggest that supply chain price 

pressures are easing rapidly. 
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Processed intermediate goods inflation is 7.7%, down from a peak of 26.6% a year ago.  

Unprocessed intermediate goods inflation is down to 3.0%, from a peak in April of 2021 at 

59.2%.   

 

In the details, final demand food inflation is still elevated at 15.5%, while energy is 16.2%.  

Services inflation is at 5.9%, down from a 9.4% peak in May.  Comparing PPI to CPI suggests 

that the latter should show modest improvement when the data is released next week. 
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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. 

 

 

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 Indicator Expected Prior Rating

10:00 U. of Michigan Consumer Sentiment m/m Dec P 57.0 56.8 ***

10:00 U. of Michigan Current Conditions m/m Dec P 58.8 58.8 **

10:00 U. of Michigan Future Expectations m/m Dec P 54.5 55.6 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Dec P 4.9% 4.9% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Dec P 3.0% 3.0% *

10:00 Wholesale Inventories m/m Oct F 0.8% 0.8% ***

10:00 Wholesale Trade Sales m/m Oct 0.3% 0.4% **

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Money Stock M2 y/y Nov 3.1% 3.1% 3.0% ** Equity and bond neutral

Money Stock M3 y/y Nov 2.7% 2.6% 2.6% ** Equity and bond neutral

New Zealand Credit Card Spending y/y Nov 0.3% 1.0% * Equity bearish, bond bullish

Mfg Activity Volume q/q 3Q 3.1% -4.9% -4.8 ** Equity bullish, bond bearish

Mfg Activity SA q/q 3Q 5.1% -3.8% -3.2% * Equity bullish, bond bearish

South Korea BoP Current Account Balance m/m Oct $883.4m $1.611b $1.583b ** Equity bearish, bond bullish

China PPI y/y Nov -1.3% -1.3% -1.5% ** Equity and bond neutral

CPI y/y Nov 1.6% 2.1% 1.6% *** Equity and bond neutral

AMERICAS

Brazil IBGE Inflation IPCA y/y Nov 5.90% 6.47% 6.03% *** 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) 472 473 -1 Up

3-mo T-bill yield (bps) 412 416 -4 Up

TED spread (bps) 60 58 2 Widening

U.S. Sibor/OIS spread (bps) 449 448 1 Up

U.S. Libor/OIS spread (bps) 452 451 1 Up

10-yr T-note (%) 3.48 3.48 0.00 Up

Euribor/OIS spread (bps) 199 198 1 Neutral

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Up Up

Price Prior Change Explanation

Brent $76.37 $76.15 0.29%

WTI $71.92 $71.46 0.64%

Natural Gas $5.96 $5.96 -0.02%

Crack Spread $25.92 $25.88 0.15%

12-mo strip crack $26.02 $26.12 -0.37%

Ethanol rack $2.38 $2.39 -0.35%

Metals

Gold $1,800.86 $1,789.14 0.66%

Silver $23.14 $23.07 0.33%

Copper contract $387.80 $388.35 -0.14%

Grains

Corn contract $646.25 $642.50 0.58%

Wheat contract $750.50 $746.25 0.57%

Soybeans contract $1,486.50 $1,486.25 0.02%

Shipping

Baltic Dry Freight 1,385            1,373            12

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) -21 -28 7.0

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts show 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 across almost the entire country.  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.
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Data Section 
 

U.S. Equity Markets – (as of 12/08/2022 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 12/08/2022 close) 

 

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

Growth

Real Estate
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Small Cap

Emerging Markets (local currency)

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 

 

December 8, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


