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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 16, 2022—9:30 AM EST] Global equity markets are lower this morning.  

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

Index closed down 0.5%. Chinese markets were lower, with the Shanghai Composite closing 

with a marginal loss and the Shenzhen Composite closing down 0.8%. U.S. equity index futures 

are signaling a lower 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 (12/15/2022): In this week’s report, we discuss President Xi’s 

visit to Saudi Arabia and mention the news on nuclear fusion.   

• 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” 

 

Today’s Comment begins with our thoughts about European fragmentation. Next, we discuss 

how countries within blocs may prioritize their own self-interests over others within their group. 

Lastly, we review signs that the global economy may enter a recession in 2023.  

 

Fragmentation Returns: The bond market is unsettled with the European Central Bank’s plan 

to wind down its balance sheets and accelerate rate hikes 

• The ECB is poised to ramp up its tightening cycle in 2023 as it looks to combat inflation. 

On Thursday, ECB president Christine Lagarde announced that the central bank planned 

to raise interest rates higher than the market anticipated and wind down its balance sheets 

starting in March. The bank plans to hike rates in 50 bps increments and reduce its 

balance sheet by 15 million euros per month, on average, until the end of the second 
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quarter of 2023. When explaining the need for the aggressive decision, Lagarde argued 

that the ECB has more ground to cover to catch up with the Fed.  

• The market responded negatively to the ECB's hawkish tone. The Euro Stoxx 50 closed 

down 2.6% on Thursday. Meanwhile, the 10-year yield on Italian bonds jumped 25 bps, 

pushing its risk premium above the German 10-year bond by 207 bps. The market 

reaction suggests that investors would like to receive more yield from retaining riskier 

assets. That said, the central bank’s tough talk did help boost the EUR. The currency 

peaked at $1.0737, its highest level since June 9, as investors believe that the ECB is 

prepared to take on inflation.  

• At this time, the ECB may not actually be able to tighten policy as much as it claims. 

Tightening monetary policy aggressively creates diverging borrowing costs among 

eurozone countries. Differing interest rates will make it harder for the European financial 

system to operate as a single entity. Although the ECB has developed anti-fragmentation 

instruments to address these issues, committee members are reluctant to use those tools. 

As a result, it is more likely that if bond spreads get too out of whack, the ECB could 

moderate its policy stance.  

 

Friend or Foe? Inter-bloc rivalries may undermine efforts to form regional blocs and could lead 

countries to become isolationist. 

• The U.S. and the European Union are still at loggerheads over the “made-in-America” 

provision in the Inflation Reduction Act. The law allows U.S.- based firms to receive a 

tax break if they source materials from American suppliers for parts used to make goods 

such as electric vehicles. France believes that the regulation will disadvantage European 

companies. Meanwhile, American think tanks posit that the bill will help the U.S. 

compete with China. The dispute could turn into a trade war between the U.S. and Europe 

and undermine efforts to integrate economic and foreign policies. 

• Things are not any better in the potential Chinese-led bloc. India has purchased Russian 

oil under the G-7 price cap. Before the cap was established, Russia insisted that it would 

not supply countries who complied with the rule. Additionally, China has banned the sale 

of military-grade processors to Moscow in order to comply with U.S. sanctions. The 

decision by India and China to follow western sanctions on Russia suggests that countries 

may not be loyal to their bloc if it goes against their respective interests.  

o This could potentially have geopolitical implications as smaller blocs may form 

within larger blocs. For example, OPEC countries (who are generally aligned with 

China) could respond by reducing production, thereby harming other members of 

the China-led bloc. 

• The interwar period between World War I and World War II was the last time countries 

were truly deglobalized. Although there were military alliances, the lack of a definitive 

reserve currency made it difficult for countries to maintain trade blocs. As a result, 

countries were very centralized, and global trade was relatively limited when compared 

to pre-WWI. As the U.S. withdraws from its position as a global hegemon, other 

countries may seek to also disengage from the rest of the world. This scenario could lead 

https://www.reuters.com/markets/europe/ecb-start-offloading-bond-holdings-march-2022-12-15/
https://www.csis.org/analysis/why-new-climate-bill-also-about-competition-china
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https://www.ft.com/content/41237fe7-210d-406c-a22a-2e17a79f7381
https://www.ft.com/content/41237fe7-210d-406c-a22a-2e17a79f7381
https://www.newsweek.com/china-russia-loongson-ukraine-war-weapons-1766687
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to higher inflation, which should benefit commodities. As the chart below shows, 

commodities generally perform well relative to stocks in an inflationary environment. 

 
          (Source: Longtermtrends.com) 

 

Warning Signs: There are mounting signs that the global economy may have a rough ride in 

2023. 

• U.S. economic data shows that the world's largest economy is slowing down as retail 

sales and manufacturing dropped in November. The weak economic data shows that 

consumption and production are waning, adding to woes that the U.S. may be headed 

toward recession over the next few months. Additionally, firms are becoming wary of the 

number of workers on their payrolls, and even government agencies are feeling the pinch. 

As a result, unemployment numbers may rise next year as firms adapt to a decline in 

demand. 

• The COVID spread in China also poses a risk to the global economy. As Beijing slowly 

starts to reduce its Zero-COVID restrictions, the death toll is beginning to surge. The 

spread of the virus will make it difficult for the world’s second-biggest economy to 

purchase global goods and could further complicate supply-chain flows. As a result, 

international firms could take a hit in revenue and see an uptick in their input costs. 

Although the drop in Chinese demand could weigh on global inflation, it is also possible 

that it would make it harder for countries reliant on exports to grow their economies. 

• Lastly, there is still rising uncertainty about how major central banks will adjust monetary 

policy during a recession. Although it is tempting to assume that they will abandon 

tightening when the economy weakens, the central banks are mandated to reduce 

inflation to around 2%. Given that these banks aim to maintain unemployment and price 

stability, it wouldn’t be unreasonable for them to keep rates elevated even when the 

economy is in recession. As a result, we advise that investors be strategic in their 

allocations and pay closer attention to shorter-duration assets until the Fed signals that it 

is prepared to ease monetary policy.  

https://www.longtermtrends.net/stocks-commodities-ratio/
https://www.wsj.com/articles/us-economy-retail-sales-november-2022-11671059629
https://www.wsj.com/articles/us-economy-retail-sales-november-2022-11671059629
https://www.ft.com/content/9869ee88-5047-4805-8ebf-ebe374917d57
https://www.ft.com/content/73eba78a-1bdb-4b32-be3e-b0329470b946
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U.S. Economic Releases  

No major U.S. economic reports have been released so far today.  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. 
 

 

EST Indicator Expected Prior Rating

9:45 S&P Global Manufacturing PMI m/m Dec P 47.8 47.7 ***

9:45 S&P Services PMI m/m Dec P 46.5 46.2 **

9:45 S&P Composite PMI m/m Dec P 46.9 46.4 **

EST Speaker or Event

12:00 Mary Daly Discusses Inflation and the Economy President of the Federal Reserve Bank of San Francisco

Federal Reserve

District or Position

Economic Releases

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Manufacturing PMI m/m Dec P 48.8 49.0 *** Equity bearish, bond bullish

Jibun Bank Services PMI m/m Dec P 51.7 50.3 ** Equity bullish, bond bearish

Jibun bank Composite PMI m/m Dec P 50.0 48.9 * Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Nov 47.4 49.3 49.1 *** Equity bearish, bond bullish

India Trade Balance m/m Nov -$23.890b -$26.912b -$25.999b * Equity and bond neutral

Exports y/y Nov 0.6% -16.6% ** Equity bullish, bond bearish

Imports y/y Nov 5.4% 5.7% ** Equity and bond neutral

EUROPE

Eurozone S&P Global Manufacturing PMI m/m Dec P 47.8 47.1 47.1 *** Equity and bond neutral

S&P Global Services PMI m/m Dec P 49.0 48.5 48.5 ** Equity and bond neutral

S&P Global Composite PMI m/m Dec P 48.8 47.8 47.9 * Equity and bond neutral

CPI y/y Nov F 10.1% 10.0% 10.0% *** Equity and bond neutral

Core CPI y/y Nov F 5.0% 5.0% 5.0% ** Equity and bond neutral

Trade Balance SA m/m Oct -28.3b -37.7b -36.4b ** Equity and bond neutral

Germany S&P Global/BME Manufacturing PMI m/m Dec P 47.4 46.2 46.3 *** Equity bullish, bond bearish

S&P Global Services PMI m/m Dec P 49.0 46.1 46.3 ** Equity bullish, bond bearish

S&P Global Composite PMI m/m Dec P 48.9 46.3 46.5 ** Equity bullish, bond bearish

France S&P Global Manufacturing PMI m/m Dec P 48.9 48.3 48.0 *** Equity and bond neutral

S&P Global Services PMI m/m Dec P 48.1 49.3 49.0 ** Equity and bond neutral

S&P Global Composite PMI m/m Dec P 48.0 48.7 48.7 ** Equity and bond neutral

Italy CPI, EU Harmonized y/y Nov F 12.6% 12.5% 12.5% *** Equity and bond neutral

UK S&P Global/CIPS Services PMI m/m Dec P 50.0 48.8 48.5 ** Equity bullish, bond bearish

S&P Global/CIPS Composite PMI m/m Dec P 49.0 48.2 48.0 ** Equity bullish, bond bearish

S&P Global/CIPS Manufacturing PMI m/m Dec P 44.7 46.5 46.5 ** Equity bullish, bond bearish

Retail Sales y/y Nov -5.9% -6.1% -5.9% *** Equity and bond neutral

Retail Sales Ex-Auto Fuel y/y Nov -5.9% -6.7% -6.4% ** Equity bullish, bond bearish

Russia Gold and Forex Reserves m/m 9-Dec 576.5b% $571.3b *** Equity and bond neutral

AMERICAS

Canada Wholesale Trade Sales m/m Oct 2.1% 0.1% 1.3% ** Equity bullish, bond bearish



 

 

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

www.confluenceinvestment.com 

 5 

 

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. 
 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 474 477 -3 Up

3-mo T-bill yield (bps) 417 420 -3 Up

TED spread (bps) 57 57 0 Widening

U.S. Sibor/OIS spread (bps) 451 450 1 Up

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

10-yr T-note (%) 3.50 3.45 0.05 Up

Euribor/OIS spread (bps) 206 208 -2 Neutral

Currencies Direction

Dollar Flat Down

Euro Down Up

Yen Up Up

Pound Flat Up

Franc Down Up

Central Bank Action Current Prior Expected

Bank of Mexico Overnight Rate 10.500% 10.000% 10.500% On Forecast

Bank of Russia Key Rate 7.500% 7.500% 7.500% On Forecast    
 

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. 
 

Price Prior Change Explanation

Brent $79.67 $81.21 -1.90%

WTI $74.65 $76.11 -1.92%

Natural Gas $6.53 $6.97 -6.27%

Crack Spread $30.34 $30.68 -1.11%

12-mo strip crack $28.33 $28.80 -1.66%

Ethanol rack $2.34 $2.36 -0.55%

Metals

Gold $1,785.37 $1,776.85 0.48%

Silver $22.95 $23.09 -0.61%

Copper contract $377.15 $376.30 0.23%

Grains

Corn contract $653.25 $653.50 -0.04%

Wheat contract $760.25 $757.25 0.40%

Soybeans contract $1,474.00 $1,476.75 -0.19%

Shipping

Baltic Dry Freight 1,528            1,401            127

Actual Expected Difference

Crude (mb) 10.2 -3.5 13.7

Gasoline (mb) 4.5 2.5 2.0

Distillates (mb) 1.4 2.5 -1.1

Refinery run rates (%) -3.3% 0.0% -3.3%

Natural gas (bcf) -50 -51 1.0

Energy Markets

DOE Inventory Report
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Weather 

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

east of the Rocky Mountains, with warmer-than-normal temperatures throughout the far West.  

Wet conditions are anticipated in the northern tier states and New England, with dry conditions 

expected in the Southwest and Midwest.
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Data Section 
 

U.S. Equity Markets – (as of 12/15/2022 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 12/15/2022 close) 

 

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

Growth

Real Estate

Small Cap

Emerging Markets ($)

Emerging Markets (local currency)

Large Cap

US Corporate Bond

Foreign Developed ($)

Mid Cap

US Government Bond

US High Yield

Value

Foreign Developed (local currency)

Cash

Commodities

YTD Asset Class Total Return

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. 

 



 

 

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

www.confluenceinvestment.com 

8 

 

P/E Update 

 

December 15, 2022 
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P/E as of 12/14/2022 = 19.2x

 
 

Based on our methodology,1 the current P/E is 19.2x, up 0.1x from our last report.  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. 


