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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 12, 2022—9:30 AM EST] Global equity markets are generally lower this 

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

Asia Apex 50 Index closed down 1.7% as well. Chinese markets were lower, with the Shanghai 

Composite closing down 0.9% from its prior close and the Shenzhen Composite closing down 

0.7%. U.S. equity index futures are signaling a slightly 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) (with associated podcast): “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 major scientific success that could help improve energy 

supplies in the coming years.  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, including a scandal over 

Qatar’s effort to buy influence in the European Parliament.  We also provide a preview of this 

week’s Federal Reserve policy meeting and the looming deadline to prevent a partial shutdown 

of the federal government. 

 

Global Energy Supply:  U.S. government scientists have reportedly achieved a net energy gain 

in a nuclear fusion reaction for the first time ever.  Although industrial-scale fusion is still 
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probably decades away, this breakthrough boosts hope for a future in which energy supply is 

virtually limitless, emits no carbon, and produces no harmful wastes. 

 

European Union-Qatar:  Over the weekend, Belgian police launched a series of raids on EU 

politicians’ homes, arrested a member of the European Parliament, and seized €600,000 in cash 

as part of an international investigation into an attempt by Qatar to buy influence in the bloc’s 

legislature.  The scandal has already triggered official resignations and the suspension of a 

parliamentary vote, due next week, which would have granted Qatari nationals visa-free travel to 

the bloc. 

 

Eurozone:  The European Central Bank has warned that the Eurozone’s banking system is at 

risk of mounting bad loans and is having a funding squeeze due to rising interest rates, high 

inflation, and a likely recession.  The ECB therefore plans more frequent inspections of bank 

offices and will carry out more “targeted reviews” of the largest lenders in the zone in order to 

push them to address those risks.  Even though the European economy has recently been holding 

up better than many observers expected, the ECB statement is a reminder that the zone’s banking 

system faces both economic and regulatory risk in the near term. 

 

Russia-Ukraine War:  Heavy ground fighting continues in northeastern Ukraine along the 

borders of the Donbas region, while the Russians used an apparently replenished supply of 

missiles and drones to cripple more of the Ukrainians’ energy infrastructure.  Meanwhile, a 

Ukrainian artillery strike reportedly killed dozens of Russian troops barracked in a hotel complex 

in Ukraine’s southeastern city of Melitopol.  The successful attack, which targeted Russia’s 

mercenary Wagner Group, illustrated how the Ukrainians are continuing to make highly 

effective use of advanced weapons provided by the West to inflict high casualties on the 

Russians. 

 

Iran:  In a continued effort to stamp out the recent anti-government protests raging throughout 

the country, the government hanged a second protestor this morning after he was convicted of 

stabbing two security force members to death and injuring four others in the holy city of 

Mashhad.  With at least ten other protestors now on death row, the government may hang more 

protestors in an attempt to intimidate the opposition but doing so could also risk enflaming 

opponents of the government.  

 

China:  New research indicates that China has not only lent some $1 trillion to less-developed 

countries around the world as part of its Belt and Road Initiative (BRI), but the People’s Bank of 

China has also loaned hundreds of billions in foreign reserves to those countries via currency 

swaps.  In contrast to the highly transparent, conditional, short-term swaps provided by the 

Federal Reserve to key U.S. trade partners, the PBOC swaps are highly opaque and often rolled 

over continuously, making them tantamount to a bailout for countries that have often defaulted 

on their debts or are likely to have trouble repaying their BRI loans. 

• Researchers estimate that the average interest rate on the swaps is about 6%, making 

them more expensive than the swaps provided by the Fed to other central banks to swap 

their currencies for dollars.  The swaps would also be more expensive than the typical 

International Monetary Fund loans to poor countries. 
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• As the world fractures into relatively separate geopolitical and economic blocs, the 

PBOC swaps illustrate how China’s approach to its evolving bloc is likely to be much 

more coercive than the U.S.’s traditional cooperative approach to its allies.  As the 

Chinese-led bloc evolves, we suspect Beijing will essentially take a neo-colonial or even 

neo-imperialist approach to its bloc. 

 

U.S. Monetary Policy:  The Fed will hold its latest policy-setting meeting this week, with their 

decision due to be released on Wednesday afternoon.  The policymakers are widely expected to 

hike their benchmark fed funds interest rate by just 0.5%, to a range of 4.25% to 4.50%, after 

four straight hikes of 0.75%.  They will also release their updated forecasts for key economic 

indicators and the path of interest rates going forward. 

• If the Fed begins hiking rates more slowly, as anticipated, it will confirm a looming 

divergence between U.S. and European interest rates.  Since inflation is expected to be 

stickier in Europe, its major central banks may well keep hiking their benchmark rates 

aggressively even as the U.S. central bank hikes begin to slow. 

• That prospect probably goes far toward explaining the recent weakening in the dollar 

versus European currencies.  The weakening of the dollar is likely to continue giving a 

boost to European stocks. 

 

U.S. Fiscal Policy:  Congressional leaders will be scrambling this week to reach a deal on a full-

year spending bill or to pass a short-term funding measure to avoid a partial government 

shutdown when the current funding law expires on Friday.  Any sign of serious struggles to 

reach a deal or any display of brinksmanship could well push markets lower before the issue is 

resolved. 

 

U.S. Energy Policy:  In an interview with the Financial Times, top White House energy advisor 

Amos Hochstein said that Wall Street’s pressure on energy companies to funnel this year’s high 

profits back to investors rather than investing in new production is “un-American” and hurts U.S. 

families.  However, the interview will do little to reverse energy companies’ complaints about 

mixed messages from the Biden administration, as Hochstein also argued that firms should 

eventually help shift the economy away from its dependence on oil and gas. 

 

U.S. Winter Storm:  A major winter storm that pummeled California with heavy rain and snow 

over the weekend is now moving eastward and is expected to create difficult winter conditions 

throughout the central Great Plains and Midwest in the coming days.  While the storm may have 

helped ease California’s long drought, it is expected to disrupt transportation and other economic 

activity across much of the country. 

 

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.  

 

https://www.wsj.com/articles/economy-week-ahead-u-s-inflation-fed-rate-in-focus-11670732514
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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 Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Nov -$191.3b **

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases

 No economic releases for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Machine tool orders y/y Nov -7.8% -5.5% ** Equity bearish, bond bullish

PPI y/y Nov P 9.3% 9.1% 9.4% ** Equity and bond neutral

China New Yuan Loans m/m Nov 1.210b 907.9b 1.400t ** Equity and bond neutral

Money Supply M0 y/y Nov 14.1% 14.3% 13.9% * Equity and bond neutral

Money Supply M1 y/y Nov 4.6% 5.8% 5.6% * Equity and bond neutral

Money Supply M2 y/y Nov 12.4% 11.8% 11.7% *** Equity and bond neutral

India Industrial Production y/y Oct -4.0% 3.1% -1.0% *** Equity bearish, bond bullish

CPI y/y Nov 5.88% 6.77% 6.35% *** Equity bullish, bond bearish

EUROPE

UK Rightmove House Prices y/y Dec 5.6% 7.2% *** Equity bullish, bond bearish

Industrial Production y/y Oct -2.4% -3.1% -2.6% *** Equity and bond neutral

Manufacturing Production y/y Oct -4.6% -5.8% -5.4% ** Equity bullish, bond bearish

Trade Balance m/m Mar -£1.785b -£3.135b -£3.500b ** Equity and bond neutral

Visible Trade Balance m/m Mar -£14.476b -£15.656b -£15.300b ** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 9-Dec 510.b 518.0b * Equity and bond neutral

Total Sight Deposits CHF w/w 9-Dec 542.3n 549.8b * Equity and bond neutral

Russia CPI y/y Nov 11.98% 12.63% 12.10% *** Equity bullish, bond bearish

CPI Core y/y Nov 15.06% 16.16% * Equity bullish, bond bearish

AMERICAS

Mexico Industrial Production NSA y/y Oct 3.1% 3.9% 3.3% *** Equity and bond neutral

Manufacturing Production NSA y/y Oct 5.3% 8.4% 5.8% * 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. 

 

 
 

Weather 

The 6-10 and 8-14 day forecasts show cooler-than-normal temperatures for most of the country 

throughout the entire forecasting period.  Wet conditions are anticipated for the central and 

northern Midwestern states and throughout the South; however, these conditions are expected to 

dissipate toward the end of forecasting period.  Meanwhile, dry conditions are expected 

throughout the Pacific region. 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 473 474 -1 Up

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

TED spread (bps) 59 56 3 Widening

U.S. Sibor/OIS spread (bps) 450 450 0 Up

U.S. Libor/OIS spread (bps) 453 452 1 Up

10-yr T-note (%) 3.54 3.58 -0.04 Up

Euribor/OIS spread (bps) 201 199 2 Neutral

Currencies Direction

Dollar Flat Down

Euro Up Up

Yen Down Up

Pound Up Up

Franc Up Up

Price Prior Change Explanation

Brent $75.54 $76.10 -0.74%

WTI $70.88 $71.02 -0.20%

Natural Gas $6.88 $6.25 10.23% Cold weather and Supply Pessimism

Crack Spread $25.32 $25.50 -0.71%

12-mo strip crack $25.49 $25.75 -1.03%

Ethanol rack $2.35 $2.36 -0.28%

Metals

Gold $1,790.28 $1,797.32 -0.39%

Silver $23.41 $23.47 -0.26%

Copper contract $382.55 $387.85 -1.37%

Grains

Corn contract $648.00 $644.00 0.62%

Wheat contract $746.50 $734.25 1.67%

Soybeans contract $1,462.75 $1,483.75 -1.42%

Shipping

Baltic Dry Freight 1,386            1,385            1

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 12/09/2022 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 12/09/2022 close) 
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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. 


