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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 13, 2022—9:30 AM EST] Global equity markets are mixed this morning.  

In Europe, the Euro Stoxx 50 is up 0.9% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed up 0.2%. Chinese markets were lower, with the Shanghai Composite closing down 

0.1% from its prior close and the Shenzhen Composite closing down 0.6%. 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 (12/12/2022) (associated podcast will be delayed until 

next week) “The 2023 Geopolitical Outlook” 

• 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 next AABW 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 the expected surge in COVID-19 infections in China after it 

relaxed its pandemic regulations.  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, including the latest in the 

Russia-Ukraine war and the beginnings of a wave of strikes in the U.K.  We discuss today’s U.S. 

inflation data in the “U.S. Economic Releases” section below. 

 

China: Following the government’s recent relaxation of its COVID testing and quarantine 

policies, a range of indicators suggests the disease is now ripping through the country.  Hospitals 

and clinics are reportedly facing a surge in cases, although it is still a bit too early for deaths to 

be rising dramatically. 

 

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_12_12_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/asset-allocation-reports/asset-allocation-bi-weekly-podcast-asset-allocation-reports/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.bloomberg.com/news/articles/2022-12-12/china-s-rapid-covid-reversal-sparks-whiplash-as-cases-surge?srnd=premium-asia&sref=6ZE6q2XR&utm_source=substack&utm_medium=email
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• Experts predict the new wave will peak in one to three months, with some 60% of the 

population infected—probably enough to ensure significant economic disruptions as 

people self-quarantine and businesses face mass absenteeism. 

• Those trends are likely to weigh heavily on China’s economy and financial markets, 

which in turn is likely to present headwinds for the global economy and financial 

markets. 

 

China-United States: The Chinese Commerce Ministry yesterday filed a complaint with the 

World Trade Organization against the massive new U.S. restrictions on selling advanced 

computer chips, chipmaking equipment, and related components and services to China.  The 

filing comes just days after the WTO ruled against the Trump administration’s imposition of 

steel and aluminum tariffs against China and other countries based on national security concerns. 

• The Biden administration’s restrictions, issued in October, essentially amount to a 

blockade of advanced information technology going to China in order to suppress the 

country’s military and economic development. 

• In each case, however, the WTO ruling is unlikely to have legal effects because its 

Appellate Body has been suspended over disagreements among the WTO’s member 

states.  The new U.S. restrictions will likely remain a key source of friction between the 

U.S. and China and will probably limit China’s technological development going 

forward. 

 

China-India: Chinese and Indian troops have once again skirmished along the China-India 

frontier high in the Himalaya mountains.  In contrast with the big 2020 skirmish that killed 

approximately two dozen, the latest fight only produced minor injuries and was apparently very 

short-lived.  Nevertheless, the incident serves as a reminder of the geopolitical risks involved as 

the two countries jockey to maintain control over their frontiers in the Himalaya region. 

 

European Union: Ambassadors from the EU’s member states last night reached a deal with 

Hungary that will allow the EU to implement a new minimum corporate income tax of 12% and 

provide some €18 billion in support for Ukraine.  In return, the EU committed to approve 

Hungary’s €5.8 billion COVID-19 recovery plan, which has been held up since last year because 

of EU concerns about rule-of-law policies in Hungary. 

• In a separate deal today between EU national governments and the European Parliament, 

officials agreed to impose a tax on imports based on the greenhouse gases emitted to 

make them, inserting climate regulation for the first time into the rules of global trade. 

• The “carbon border adjustment mechanism” has angered a number of EU trading 

partners, especially some emerging markets that emit relatively large amounts of 

greenhouse gases when producing goods for the EU market. 

 

Russia-Ukraine War: Heavy fighting continues along the frontlines in eastern and southern 

Ukraine, with the Russians continuing to mount air, missile, and drone strikes against Ukrainian 

civilian energy infrastructure throughout the country.  Meanwhile, the Ukrainians launched yet 

another attack on a key bridge in the Russian-occupied city of Melitopol and put it out of action.  

That attack demonstrates Ukraine’s ability to strike Russian forces deep inside occupied 

https://www.ft.com/content/4eaedee4-5267-4e3a-b9da-5d2bb6f356ee
https://www.ft.com/content/4eaedee4-5267-4e3a-b9da-5d2bb6f356ee
https://www.ft.com/content/0626bb44-86ad-43ac-a3f2-53f6badf1285
https://www.ft.com/content/0626bb44-86ad-43ac-a3f2-53f6badf1285
https://www.ft.com/content/b4c40932-163a-485a-8fff-4ad35d0d1a82
https://www.ft.com/content/b4c40932-163a-485a-8fff-4ad35d0d1a82
https://www.ft.com/content/b4c40932-163a-485a-8fff-4ad35d0d1a82
https://www.wsj.com/articles/europe-reaches-deal-on-landmark-carbon-import-tax-11670921011?mod=hp_lead_pos7
https://www.wsj.com/articles/europe-reaches-deal-on-landmark-carbon-import-tax-11670921011?mod=hp_lead_pos7
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-december-12
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-december-12
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-december-12
https://www.wsj.com/articles/explosions-strike-key-bridge-in-russian-occupied-melitopol-11670927364?mod=hp_lead_pos7
https://www.wsj.com/articles/explosions-strike-key-bridge-in-russian-occupied-melitopol-11670927364?mod=hp_lead_pos7
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territory.  It also shows their intention to keep attacking throughout the winter to prevent the 

Russians from regrouping. 

• President Putin has signed a law allocating over nine trillion rubles (about $143 billion) 

to defense, security, and law enforcement for Russia’s federal budget in 2023. 

o That amount is about 8% of Russia’s 2021 gross domestic product, and probably 

an even greater proportion of Russia’s 2022 and 2023 GDP.  It also implies that 

Russia’s defense burden is now more than twice that of the U.S., and several 

times more than the defense burden in many European countries. 

o The U.K. Ministry of Defense has also assessed that as Russia’s defense spending 

has significantly increased, it will now represent over 30% of Russia’s entire 2023 

budget.  This suggests that in order to pay for the war, Putin will have to defund 

many civilian budget accounts, thereby further undermining the economy. 

• Illustrating President Putin’s worsening domestic political position, the Kremlin 

announced that his annual marathon news conference, in which he takes questions from 

the public, has been cancelled for the first time in a decade. 

 

Turkey-Greece: As the latest spat in a decades-long series of bilateral disputes, Turkish 

President Erdogan warned that his country has developed a new medium-range missile that could 

be fired at Athens if Greece continues to build up its military forces on the Aegean Sea islands 

close to Turkey.  Although disputes like this have gone on for decades, Erdogan’s assertiveness 

has raised the risk of a destabilizing conflict between two key NATO members. 

 

United Kingdom: Railroad workers have begun the first of four days of strikes this week in their 

dispute over pay levels, job security, and working conditions.  The strikes are already snarling 

transportation throughout the country, but that’s just the first blow for the government as a range 

of public employees are also set to strike in the coming weeks, including nurses, ambulance 

drivers, postal workers, border and customs officers, and highway workers.  The wide range of 

strikes will likely be an additional headwind for the British economy and stocks as the country 

struggles to deal with its winter energy crisis. 

 

U.S. Monetary Policy: The Fed today begins its latest two-day policy meeting, with the decision 

due to be released on Wednesday afternoon.  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. 

 

U.S. Fiscal Policy: As congressional leaders scramble to avoid a partial government shutdown 

when the current funding law expires on Friday night, Senate Majority Leader Schumer said 

negotiations over the weekend were successful enough to warrant a one-week extension in order 

to finalize a funding deal for the rest of the fiscal year.  Senate Minority Leader McConnell also 

signaled that an omnibus spending bill remained a viable option, but he said that Democrats 

needed to meet Republican conditions.  In any case, the statements suggest Congress will avoid 

the threat of a government shutdown, which would probably push down financial markets. 

 

https://www.ft.com/content/8ab36f0d-d0f9-4700-b9d9-45387873ecea
https://www.ft.com/content/8ab36f0d-d0f9-4700-b9d9-45387873ecea
https://www.politico.eu/article/erdogan-warns-greece-that-turkish-missiles-can-reach-athens%ef%bf%bc/?utm_source=POLITICO.EU&utm_campaign=d15c7d0f27-EMAIL_CAMPAIGN_2022_12_12_05_37&utm_medium=email&utm_term=0_10959edeb5-d15c7d0f27-%5BLIST_EMAIL_ID%5D
https://www.politico.eu/article/erdogan-warns-greece-that-turkish-missiles-can-reach-athens%ef%bf%bc/?utm_source=POLITICO.EU&utm_campaign=d15c7d0f27-EMAIL_CAMPAIGN_2022_12_12_05_37&utm_medium=email&utm_term=0_10959edeb5-d15c7d0f27-%5BLIST_EMAIL_ID%5D
https://www.ft.com/content/5ff59daf-5640-4670-8a2d-e5303a5899d5
https://www.ft.com/content/5ff59daf-5640-4670-8a2d-e5303a5899d5
https://www.wsj.com/articles/fed-could-pencil-in-higher-interest-rates-next-year-while-slowing-hikes-in-december-11670208857?mod=article_inline
https://www.wsj.com/articles/fed-could-pencil-in-higher-interest-rates-next-year-while-slowing-hikes-in-december-11670208857?mod=article_inline
https://www.wsj.com/articles/sen-chuck-schumer-proposes-extending-shutdown-deadline-by-one-week-as-spending-talks-continue-11670885801?mod=hp_lead_pos7
https://www.wsj.com/articles/sen-chuck-schumer-proposes-extending-shutdown-deadline-by-one-week-as-spending-talks-continue-11670885801?mod=hp_lead_pos7
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U.S. Stock Market: The SEC will vote tomorrow on four proposals aimed at lowering costs for 

small investors.  The new rules would effectively curtail “payment for order flow” and force 

brokers and market-making firms to execute deals at the best price available.  For example, the 

new rules would require brokers to auction customers’ orders and publish detailed data showing 

how orders were carried out. 

 

U.S. Cryptocurrency Market: Sam Bankman-Fried, founder and CEO of now-bankrupt crypto 

exchange FTX, was arrested yesterday in the Bahamas after the U.S. Justice Department filed 

criminal charges against him related to the exchange’s collapse.  The indictment against 

Bankman-Fried is due to be unsealed this morning.  Also this morning, the U.S. Securities and 

Exchange Commission sued Bankman-Fried for securities fraud. 

• Bankman-Fried had been expected to testify before Congress today regarding the 

collapse of FTX, but now that will not happen.  However, current FTX chief executive 

and workout specialist John Ray III will testify. 

o Ray will likely unveil even more damning evidence of how poorly FTX was run 

as he already has during his short tenure at the company. 

o In his prepared testimony for today, Ray will say that FTX’s collapse “appears to 

stem from the absolute concentration of control in the hands of a very small group 

of grossly inexperienced and unsophisticated individuals” who failed to 

implement the controls “that are necessary for a company that is entrusted with 

other people’s money or assets.” 

• The latest developments in the FTX saga, in conjunction with the many other crypto 

bankruptcies this year, will likely continue to be a black eye on the industry and make it 

even harder for crypto assets to regain their previous high valuations, at least in the near 

term. 

 

U.S. Economic Releases  

Business confidence among small business owners picked up unexpectedly in November. 

According to the National Federation of Independent Business, its index rose from 91.3 to 91.9. 

The reading was above expectations of 90.5. The improved sentiment was related to a better 

economic outlook. As inflation continues to ease, there is growing optimism that the Fed could 

pause or pivot rate hikes in 2023, therefore making it less expensive for firms to finance 

inventory. The latest NFIB survey showed that firms’ outlooks for easing credit conditions and 

positive earnings have improved over the last month. 

 

https://www.ft.com/content/66bb47cb-ab02-4764-90da-6cbc05c53672
https://www.wsj.com/articles/ftx-founder-samuel-bankman-fried-arrested-in-bahamas-11670890250?mod=hp_lead_pos1
https://www.wsj.com/articles/ftx-founder-samuel-bankman-fried-arrested-in-bahamas-11670890250?mod=hp_lead_pos1
https://www.wsj.com/articles/sam-bankman-fried-led-years-long-fraud-at-ftx-sec-says-11670931979?mod=hp_lead_pos1
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The chart above shows the level of the NFIB Small Business Optimism Index. Although the 

tracker is not highly correlated with the business cycle, it does provide insight as to how the 

economy is impacting small business owners.   
 

Inflation slowed more than expected in November. According to the Bureau of Labor Statistics, 

the headline Consumer Price Index (CPI) rose 7.1% from the prior year. The figure was below 

the previous month’s report of 7.7% and consensus estimates of 7.3%. Core CPI, which excludes 

food and energy, rose 6.0% from the prior year. The rise was lower than the previous month’s 

pace of 6.3% and consensus estimates of 6.1%. 
 

 
 

The chart above shows the annual change in the Consumer Price Index.   
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The deceleration in inflation helped increase the purchasing power of workers. Real hourly 

earnings fell 1.9% from the prior year, an improvement in the annual decline of 2.7% from 

October. Meanwhile, real weekly earnings fell 3.0% from the prior year compared to a year-

over-year decline of 3.7% in October. 
 

 
 

The chart above shows the annual change in real hourly earnings for non-supervisory and 

production workers. In November, the purchasing power of non-managerial workers was down 

1.26% from the prior year, an improvement from last month’s year-over-year decline of 2.1%. 

 

There are no other economic releases and/or Fed events scheduled for the rest of today.   

 

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. 
 



 

 

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

www.confluenceinvestment.com 

 7 

 
 

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. 
 

   
 

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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Westpac Consumer Conf Index m/m Dec 80.3 78 ** Equity bullish, bond bearish

Westpac Consumer Conf SA m/m Dec 3.2% -6.9% ** Equity bullish, bond bearish

NAB Business Conditions m/m Nov 20 22 ** Equity bearish, bond bullish

NAB Business Confidence m/m Nov -4.0% 0 ** Equity bearish, bond bullish

New Zealand REINZ House Sales y/y Nov -36.1% -34.7% ** Equity bearish, bond bullish

Food Prices m/m Nov 0.0% 0.8% *** Equity bullish, bond bearish

EUROPE

Eurozone ZEW Survey Expectations m/m Dec -23.6 -38.7 ** Equity bullish, bond bearish

Germany CPI y/y Nov F 10.0% 10.0% 10.0% *** Equity and bond neutral

CPI, EU Harmonized y/y Nov F 11.3% 11.3% 11.3% ** Equity and bond neutral

ZEW Survey Expectations m/m Dec -23.3 -36.7 -26.7 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m Dec -61.4 -64.5 -57.0 ** Equity bearish, bond bullish

Italy Industrial Production y/y Oct -1.6% -0.5% *** Equity bearish, bond bullish

UK Claimant Count Rate m/m Nov 3.90% 3.90% *** Equity and bond neutral

Jobless Claims Change m/m Nov 30.5K 3.3k -6.4k *** Equity bearish, bond bullish

ILO Unemployment Rate 3 Months q/q Oct 3.70% 3.60% 3.7 *** Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y Oct 3.1% 3.9% 3.8% *** Equity bearish, bond bullish

Brazil IBGE Services Volume y/y Oct -0.6% 0.9% 0.5% * Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 419 418 1 Up

TED spread (bps) 54 56 -2 Widening

U.S. Sibor/OIS spread (bps) 452 452 0 Up

U.S. Libor/OIS spread (bps) 455 454 1 Up

10-yr T-note (%) 3.58 3.61 -0.03 Up

Euribor/OIS spread (bps) 205 201 4 Neutral

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Flat Up
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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 the forecasting period.  Meanwhile, dry conditions are expected 

throughout the Pacific region. 

Price Prior Change Explanation

Brent $78.75 $77.99 0.97%

WTI $73.68 $73.17 0.70%

Natural Gas $6.85 $6.59 3.95% Increased demand

Crack Spread $27.40 $26.45 3.61%

12-mo strip crack $26.82 $26.32 1.91%

Ethanol rack $2.40 $2.39 0.24%

Metals

Gold $1,787.78 $1,781.44 0.36%

Silver $23.39 $23.31 0.36%

Copper contract $384.55 $380.05 1.18%

Grains

Corn contract $656.25 $654.00 0.34%

Wheat contract $759.75 $754.75 0.66%

Soybeans contract $1,472.00 $1,465.50 0.44%

Shipping

Baltic Dry Freight 1,361            1,386            -25

Actual Expected Difference

Crude (mb) -3.8

Gasoline (mb) 2.7

Distillates (mb) 2.3

Refinery run rates (%) 0.0%

Natural gas (bcf) -28

Energy Markets

DOE Inventory Report
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Data Section 
 

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

 

-50% 0% 50% 100%

Communication Services

Consumer Discretionary

Real Estate

Technology

S&P 500

Financials

Materials

Industrials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0%

Consumer Discretionary

Real Estate

Communication Services

Materials

Consumer Staples

Healthcare

Financials

S&P 500

Industrials

Technology

Utilities

Energy

Prior Trading Day Total Return

(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 12/12/2022 close) 
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Large Cap

US Government Bond

Foreign Developed ($)

Mid Cap

US High Yield

Value

Foreign Developed (local currency)

Cash
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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 rise in the multiple. 
 
 

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. 


