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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 14, 2022—9:30 AM EST] Global equity markets are relatively flat this 

morning.  In Europe, the Euro Stoxx 50 is down 0.3% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed up 1.2%. Chinese markets were flat, with the Shanghai Composite 

and the Shenzhen Composite closing relatively unchanged from the prior trading day. U.S. 

equity index futures are signaling a nearly flat 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 continuing troubles in the global cryptocurrency markets, as 

well as welcome signs that inflation is continuing to slow even outside of the United States.  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 on the COVID-19 wave ripping through 

China and the worsening U.S.-China geopolitical frictions.  We also note that the Federal 

Reserve will release its latest interest-rate decision and economic projections today at 2:00 pm 

ET. 

 

Global Cryptocurrencies:  Investors pulled $1.1 billion out of top cryptocurrency exchange 

Binance yesterday, bringing the seven-day total of withdrawals to $3.6 billion.  Binance CEO 

Changpeng Zhao played down the withdrawals, which are the firm’s biggest since June, but we 

still believe they reflect growing investor jitters regarding cryptocurrencies as investors see more 
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revelations of fraud and operational issues at now-bankrupt crypto firms like FTX.  Such jitters 

could lead to further volatility and falling values for crypto assets in the near term. 

 

United Kingdom:  Following on yesterday’s report showing cooler U.S. inflation, the U.K. 

today said its November consumer price index was up 10.7% from the same month one year 

earlier, marking a modest slowdown from the 11.1% rise in the year to October.  Excluding the 

volatile food and energy components, the November “core CPI” was up 6.3% year-over-year, 

compared with 6.5% in October. 

• The slowdown in British inflation partly reflects the government’s decision to cap energy 

prices beginning in October.  As a result, the October inflation rate was likely the peak 

for the U.K. 

• All the same, cooling inflation readings around the world would likely help encourage the 

major central banks to slow their interest-rate hikes, beginning with the U.S. today (see 

discussion below). 

 

European Union-Qatar:  Investigators now believe that Qatar’s apparent bribery of European 

Parliament members, revealed this week, may have been directed toward securing last year’s 

EU-Qatar “open skies” agreement.  That deal gave Qatar Airways (Qatar’s state-owned flag 

carrier and one of the world’s largest airlines) essentially unlimited access to the European 

market.  European legislators are now looking for ways to scale back the deal. 

 

Denmark:  After failing to win an outright majority for her center-left Social Democratic Party 

in the November elections, Prime Minister Frederiksen said she has agreed to form a left-right 

coalition government with the center-right Liberal Party and the Moderate Party.  This would 

mark Denmark’s first left-right alliance in decades. 

 

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.  Using their current air-defense weapons, 

the Ukrainians continue to destroy many of the incoming missiles and drones, reportedly 

including an entire wave of 13 drones directed at Kyiv yesterday.  Nevertheless, the Biden 

administration is finalizing plans to provide Patriot air-defense missile systems to Ukraine.  If the 

systems are given to Ukraine, they would be the most sophisticated weapons that the U.S. has 

provided since the war began. 

• One issue with the Patriots is that they are in high demand globally, so sending some 

units to Ukraine would likely mean less units for other locations, at least until more can 

be produced. 

• As with the rest of the money and weapons systems that the U.S. has provided, the 

benefit would be to shore up Ukraine, a budding ally, and to weaken Russia, a key threat 

to the U.S., without having to send U.S. troops.  Nevertheless, the decision would likely 

generate pushback from isolationists on the left and right of the U.S. political spectrum. 

 

China:  Now that the government has relaxed its strict requirements on COVID-19 testing and 

quarantines, leading to a massive waves of new infections, it has also admitted that its official 
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infection data is no longer reliable.  With so many people no longer being tested, it also 

announced that it will no longer publish data on asymptomatic cases.  Now that the government 

has essentially decided to let the disease rip through the country, we expect the resulting 

sickness, self-isolations, and business disruptions to negatively affect the Chinese economy and 

financial markets, with negative implications for the global economy and markets. 

 

U.S.-China Technology Trade:  The U.S. government is reportedly preparing to place more 

Chinese technology companies on one of its key “entity lists,” which will prohibit U.S. tech 

firms from selling to them.  The firms to be targeted include memory chip firm Yangtze Memory 

Technologies, also known as YMTC, and surveillance camera producer Tiandy Technologies. 

• While the Chinese government had recently begun cooperating with the U.S. in order to 

confirm that some of its technology firms were meeting the tough new technology 

transfer rules imposed by the U.S. on October 7, it appears YMTC and Tiandy were not 

cooperating. 

• In any case, the new U.S. action will further exacerbate bilateral relations.  It also 

underscores how much momentum there is in the bipartisan U.S. clampdown on China’s 

technology sector.  That clampdown increasingly appears to be effective and will likely 

have a noticeable slowing effect on Chinese economic growth. 

 

U.S.-China Military Competition:  Although China and Russia continue to lead in the new 

class of maneuverable, super-fast “hypersonic” missiles, late last week the U.S. Air Force finally 

scored its first successful test of its own fully operational version, which it has designated as the 

“Air-launched Rapid Response Weapon.”  That test, following a successful test of the weapon’s 

booster earlier this year, has helped make up for a disastrous 2021, when three straight tests had 

ended in failure. 

• Now that China has built up a conventional military that could potentially prevent the 

U.S. Navy from entering the waters around China in time of conflict, the competition 

between the Great Powers is increasingly focused on high technologies like artificial 

intelligence, supercomputing, hypersonic missiles, and autonomous weapons. 

• However, even though the U.S. hypersonic program now appears to be on track, officials 

at the Pentagon are still debating whether and how it should fit into the U.S. arsenal in the 

coming years. 

 

U.S. Monetary Policy:  The Federal Reserve today wraps up its latest two-day policy meeting, 

with the decision due to be released at 2:00 pm ET.  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. 

 

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

when the current funding law expires on Friday night, top Democrats and Republicans said they 

have reached a bipartisan framework that should allow for enactment next week of an omnibus 

spending bill covering the remainder of the fiscal year.  Today, the House will vote on an 

extension of the current funding until next week, and the Senate is expected to vote on the 
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extension shortly thereafter.  If implemented, the deal will eliminate the threat of a government 

shutdown that would likely be negative for the U.S. economy and financial markets. 

 

U.S. Politics:  According to a new Wall Street Journal poll, prospective Republican primary 

voters would favor Florida Governor Ron DeSantis over former President Donald Trump by a 

margin of 52% to 38%.  Among all voters, the poll also found that DeSantis is viewed favorably 

by a much higher number than Trump, suggesting DeSantis is currently in the driver’s seat for 

the Republican presidential nomination in 2024. 

 

U.S. Economic Releases  

A steady decrease in borrowing costs helped to boost demand for residential loans. According to 

an index tracked by the Mortgage Bankers Association, mortgage applications rose 3.2% from 

the prior week in the week ending December 9. The decline in interest rates made it easier for 

buyers to purchase properties and allowed households to utilize home equity. Last week, the 30-

year fixed-rate mortgage increased 1 basis point from 6.41% to 6.42%, but still remains close to 

the lowest rate in a month. As a result, the tracker for purchase applications rose 4.0% from the 

prior week and the refinance tracker rose 3% in the same period. 

 

International trade prices have benefited U.S. consumers but turned less favorable to American 

firms in November. According to the Bureau of Labor Statistics, import prices fell 0.6% from the 

prior month. The drop was faster than the expectations of 0.5% and previous month’s decline of 

0.2%. The deflation in imports were fairly broad-based. Excluding petroleum, import prices fell 

0.4% from the prior month. At the same time, export prices fell 0.3% from the prior month, 

slightly slower than the expectations of a decline of 0.4%. 

 

 
 

The chart above shows the annual change in the Import Price Index and the Consumer Price 

Index. The year-over-year change in the Import Price Index has decelerated significantly from its 
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high of 13.0% in March to 2.7% in November. The slowdown in foreign goods prices should 

help relieve price pressure and bring down inflation.  

 

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

14:00 FOMC Rate Decision (Lower Bound) w/w 14-Dec 4.3% 3.8% ***

14:00 FOMC Rate Decision (Upper Bound) w/w 14-Dec 4.5% 4.0% ***

14:00 Interest on Reserve Balances Rate w/w 15-Dec 4.4% 3.9% **

14:30 Fed Chair Holds Press Conference Following FOMC Meeting Federal Reserve Board

Federal Reserve

Economic Releases

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Core Machine Orders y/y Oct 0.4% 2.9% 1.5% ** Equity bearish, bond bullish

Tankan Large Manufacturing Index q/q 4Q 7 8 6 *** Equity bullish, bond bearish

Tankan Large Non-Manufacturing Index q/q 4Q 19 14 17 *** Equity bullish, bond bearish

Tankan Large Manufacturing Outlook q/q 4Q 6 9 6 *** Equity and bond neutral

Tankan Large Non-Manufacturing Outlook q/q 4Q 11 11 15 *** Equity bearish, bond bullish

Tankan Large All-Industry Capex q/q 4Q 19.2% 21.5% 20.7% *** Equity bearish, bond bullish

Industrial Production y/y Oct F 3.0% 3.7% *** Equity bearish, bond bullish

Capacity Util ization m/m Oct 2.2% -0.4% *** Equity bullish, bond bearish

South Korea Unemployment Rate m/m Nov 2.9% 2.8% 2.9% ** Equity and bond neutral

India Wholesale Prices y/y Nov 5.85% 8.39% 6.30% ** Equity bullish, bond bearish

EUROPE

Eurozone Industrial Production WDA y/y Oct 3.4% 4.9% 5.1% ** Equity and bond neutral

Italy Unemployment Rate q/q 3Q 7.9% 8.1% 8.0% ** Equity and bond neutral

UK CPI y/y Nov 10.7% 11.1% 10.9% *** Equity and bond neutral

Core CPI y/y Nov 6.3% 6.5% 6.5% *** Equity and bond neutral

RPI y/y Nov 14.0% 14.2% 13.9% ** Equity and bond neutral

RPI Ex Mort Int. Payments y/y Nov 13.5% 13.9% 13.6% ** Equity and bond neutral

Switzerland Producer & Import Prices y/y Nov 3.8% 4.9% ** Equity bullish, bond bearish

AMERICAS

Canada Manufacturing Sales m/m Oct 2.8% 0.0% 0.1% ** Equity bullish, bond bearish

Brazil Economic Activity Index y/y Oct 3.68% 4.00% 4.53% ** Equity bearish, bond bullish
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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) 475 473 2 Up

3-mo T-bill yield (bps) 422 423 -1 Up

TED spread (bps) 54 50 4 Widening

U.S. Sibor/OIS spread (bps) 449 450 -1 Up

U.S. Libor/OIS spread (bps) 451 451 0 Up

10-yr T-note (%) 3.51 3.50 0.01 Up

Euribor/OIS spread (bps) 205 205 0 Neutral

Currencies Direction

Dollar Flat Down

Euro Up Up

Yen Up Up

Pound Flat Up

Franc Up Up

Price Prior Change Explanation

Brent $81.14 $80.68 0.57%

WTI $75.81 $75.39 0.56%

Natural Gas $6.61 $6.94 -4.67% Supply Optimism 

Crack Spread $29.14 $28.45 2.42%

12-mo strip crack $27.94 $27.49 1.62%

Ethanol rack $2.41 $2.40 0.32%

Metals

Gold $1,805.69 $1,810.80 -0.28%

Silver $23.64 $23.74 -0.39%

Copper contract $384.70 $384.20 0.13%

Grains

Corn contract $649.25 $653.50 -0.65%

Wheat contract $742.50 $750.75 -1.10%

Soybeans contract $1,476.50 $1,484.50 -0.54%

Shipping

Baltic Dry Freight 1,357            1,361            -4

Actual Expected Difference

Crude (mb) -3.5

Gasoline (mb) 2.5

Distillates (mb) 2.5

Refinery run rates (%) 0.0%

Natural gas (bcf) -42

Energy Markets

DOE Inventory Report
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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.  Meanwhile, dry conditions are expected throughout the Pacific region and are 

expected to move toward the Midwest at the end of the forecast period. 
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Data Section 
 

U.S. Equity Markets – (as of 12/13/2022 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 12/13/2022 close) 
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Growth
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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. 


