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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: November 2, 2022—9:30 AM EDT] Global equity markets are generally higher this 

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

MSCI Asia Apex 50 Index closed up 0.9%. Chinese markets were higher, with the Shanghai 

Composite closing up 1.2% from its prior close and the Shenzhen Composite closing up 1.3%. 

U.S. equity index futures are signaling a flat open.  

 

With 326 companies having reported so far, S&P 500 earnings for Q3 are running at $56.50 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 69.9% 

have exceeded expectations while 23.9% have fallen short of expectations.  
 

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 (10/24/2022) (with associated podcast) “Defining 

Deglobalization” 

• Weekly Energy Update (10/27/2022): In this week’s report we have three special 

discussion topics:  the emergence of negative natural gas prices in Europe, policy and the 

SPR, and the problem of passive investing and production.  We also include our usual 

data updates.   

• 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 (10/31/2022) (with associated podcast): “The Inflation 

Adjustment for Social Security Benefits in 2023” 

 

Our Comment today opens with an update on the Russia-Ukraine war, including news that 

Russia has reversed its decision to stop participating in the UN-brokered deal which allows 

Ukraine to keep exporting grain out of its southern ports.  We next review a wide range of other 

international and U.S. developments with the potential to affect the financial markets today, 

including a call by U.S. Trade Representative Tai for an allied industrial policy against China 

and a preview of the Federal Reserve’s latest policy decision, due out this afternoon. 

 

Russia-Ukraine:  As Ukrainian forces continue to press their counteroffensives in the 

northeastern Donbas region and in the southern region around Kherson, and as the Russians 

counterattack with air, missile, and kamikaze drone attacks on Ukraine’s civilian infrastructure, 

new reports suggest Russia is buying more drones and ballistic missiles from Iran to shore up its 
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depleted inventory of such weapons.  The new purchases from Iran suggest Russia will continue 

its attacks on Ukraine’s civilian infrastructure in an effort to break the Ukrainians’ will to fight. 

• In an important reversal for global food supplies, the Russian government today said it 

would resume participating in the UN-brokered deal allowing Ukraine to ship grain out 

of its southern ports.  Even though many ships had continued to sail into and out of 

Ukrainian ports since Russia announced a suspension of its participation last weekend, 

the news was welcomed by world grain traders. 

• So far this morning, wheat prices are down some 5.7% and are almost back down to the 

levels seen before Russia’s weekend suspension. 

 

Global Economy:  Søren Skou, the chief executive of Danish shipping giant AP Møller-Maersk 

(AMKBY, $10.63), warned that “every” indicator his company uses to gauge future demand is 

flashing “dark red.”  According to Skou, the global economy is certainly sliding into recession, 

which is consistent with our view that the U.S. economy will likely begin contracting in the next 

few quarters. 

 

Denmark:  In yesterday’s elections, center-left Prime Minister Frederiksen secured the bare 

minimum of 90 seats in parliament that is necessary for a majority.  However, such a slim 

majority may not be viable, so she also announced that her current government would resign, and 

she would focus on building a broad coalition including parties from both the left and the right. 

 

Israel:  With about 84% of the vote counted following yesterday’s parliamentary elections, 

right-wing Former Prime Minister Netanyahu’s coalition is projected to get between 62 and 65 

seats in the 120-seat Knesset.  The expected government would be one of the country’s most 

conservative and religious-oriented in history.  Meanwhile, center-left incumbent Prime Minister 

Lapid’s bloc is expected to come in second with about 54 seats.  However, the results could end 

up being different when the official count is finalized. 

 

Brazil:  Incumbent right-wing President Bolsonaro vowed publicly yesterday to respect the 

constitution and recognize that he lost the weekend presidential election to leftist Former 

President Luiz Inácio Lula da Silva. 

• Bolsonaro’s statement removes the risk of a constitutional crisis that could have been 

very negative for Brazilian assets. 

• Of course, the re-election of Lula will also weigh on Brazilian stocks, at least in the near 

term, given his vague plans to boost spending on social programs and infrastructure and 

to impose stricter environmental regulations in Brazil. 

 

Colombia-Venezuela:  Yesterday, leftist Presidents Gustavo Petro and Nicolás Maduro held the 

first Colombia-Venezuela summit in six years, illustrating how new, leftist leaders in the region 

are willing to re-engage with Venezuela in defiance of the U.S.  The focus of the meeting 

reportedly was on bilateral trade and regional environmental protection policies. 

 

North Korea-South Korea:  To protest U.S.-South Korean military exercises, North Korea 

today launched its biggest barrage of missiles in years.  The missiles were launched from at least 
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eight locations on both the east and west coasts of North Korea, with at least one falling so close 

to a South Korean island that it triggered an air-raid siren.  In response, South Korea fired three 

air-to-ground missiles from warplanes into the sea north of the countries’ disputed border. 

 

China:  Chinese stocks posted strong gains yesterday on rumors that the government has 

established a committee to look at loosening its disruptive, unpredictable Zero-COVID policies.  

As we have argued previously, those policies have created a significant headwind for the 

Chinese economy and, by implication, the global economy.  However, it’s important to 

remember that even if the government loosened its Zero-COVID policies, the economy would 

still face a number of other challenges, from the government’s crackdown on various types of 

private enterprise to the U.S.’s imposition of trade and capital flows. 

 

United States-China:  FCC Chairman Carr, in his strongest statement on the issue so far, has 

called for the Committee on Foreign Investment in the U.S. (CFIUS) to ban social media app 

TikTok from the U.S. market because of the way the Chinese-owned company collects 

information on its users. 

• Although the FCC has no authority to ban TikTok itself, the CFIUS and Congress could 

take tough action in that direction. 

• In any case, the call by Carr is a reminder of the strong anti-China political winds in the 

U.S., which are likely to undermine the value of Chinese stocks going forward. 

 

United States-European Union:  In an interview with the Financial Times, U.S. Trade 

Representative Tai has offered an impassioned defense against EU complaints regarding the 

subsidies recently passed for U.S. technology and green-energy firms.  To defend the new U.S. 

subsidies, Tai argued that the U.S. and the EU should develop a coordinated industrial policy in 

which the EU also provides such support to its industries and reduces China’s role in them. 

• According to Tai, “Our vision is for an industrial policy that isn’t just about us, but is 

about complementing the work with our friends and allies to allow us to together build a 

resiliency and to wean us off some dependencies and concentrations that have proven to 

be so economically harmful over the last couple of years.” 

• Tai also stressed that such a coordinated, anti-China industrial policy should include the 

U.S.’s key allies in Asia, including Japan and South Korea. 

• EU officials will likely keep pushing back against the U.S. subsidies and “buy-American” 

policies despite Tai’s proposal, but Tai also insisted that the administration is intent on a 

deal that will bring all sides on board.  That’s important because it reflects an 

understanding that maintaining and strengthening alliances always take work, 

compromise, and time.  The new U.S. subsidies and other policies, like the 

administration’s consideration of fuel export controls while the EU is suffering energy 

shortages, all produce strains in the relationship, but Tai’s statement suggests that the 

administration could be taking a broader view of U.S.-EU relations that will keep the 

alliance together. 

 

https://sinocism.com/p/rumors-of-change-in-covid-policies#%C2%A7covid-loosening-rumor-pops-stocks
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U.S. Monetary Policy:  Officials at the Federal Reserve wrap up their latest policymaking 

meeting today, with their decision due out at 2:00 pm ET.  The officials are widely expected to 

hike their benchmark fed funds interest rate by another 75 basis points, but investors are also 

hoping that they will signal more moderate rate hikes going forward out of fear that tighter 

monetary policy could send the U.S. economy into a sharp downturn.  Meanwhile, derivative 

markets suggest investors are now betting that the Fed policymakers will have to keep interest 

rates higher for longer before they finally bring inflation pressures down to acceptable levels. 

 

U.S. Diesel Fuel Market:  Recent media reports have highlighted that U.S. diesel inventories are 

at a very low 21 days of consumption.  That’s consistent with a broader data set showing that 

overall inventories of “distillates” (diesel, jet fuel, heating oil, etc.) are unusually low, as shown 

in the chart below.  In addition, European energy shortages from the war in Ukraine have 

boosted U.S. distillate exports. 

• But the figure of 21 days of consumption means the U.S. would run out of diesel fuel in 

21 days if there were no additional refinery output or imports.  As long as U.S. 

refineries keep producing new diesel and gasoline, and as long as the U.S. can import 

such fuels, there is little reason to think the country would literally run out of diesel. 

• More likely, the historically low inventory/consumption ratio suggests diesel prices will 

move higher in the near term.  That will probably produce some “demand destruction” as 

diesel users look for ways to economize. 

 

 
 

U.S. Economic Releases  

 

Elevated interest rates continue to dissuade potential borrowers from taking out new residential 

loans.  According to an index tracked by the Mortgage Bankers Association (MBA), mortgage 

applications fell 0.5% in the week ending October 28.  The persistent drop in demand for 

mortgages is a consequence of the high borrowing costs.  Last week, the average 30-year fixed 

rate mortgage fell 10 bps from 7.16% to 7.06%.  Although the MBA tracker for refinancing rose 

a meager 0.2% from the prior week, the purchase tracker fell 0.8% in the same period.  

 

U.S. firms’ hires beat expectations in October as strong demand for labor perseveres even as the 

economy slows.  According to the payroll company Automatic Data Processing, private 

https://www.wsj.com/articles/fed-meeting-to-focus-on-interest-rates-coming-path-11667295181
https://www.wsj.com/articles/fed-meeting-to-focus-on-interest-rates-coming-path-11667295181
https://www.ft.com/content/18cfa0e6-c10f-413a-96b8-cc6118e4e84f
https://www.ft.com/content/18cfa0e6-c10f-413a-96b8-cc6118e4e84f
https://www.wsj.com/articles/traders-expect-higher-interest-rates-to-stay-for-foreseeable-future-11667299354?mod=markets_lead_pos3
https://www.wsj.com/articles/traders-expect-higher-interest-rates-to-stay-for-foreseeable-future-11667299354?mod=markets_lead_pos3
https://www.forbes.com/sites/rrapier/2022/10/30/why-the-us-has-a-diesel-shortage/?sh=2a4b5fad4064
https://www.forbes.com/sites/rrapier/2022/10/30/why-the-us-has-a-diesel-shortage/?sh=2a4b5fad4064
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employers expanded their payrolls by 242k in October.  The increase was above well 

expectations 185k and previous month’s reading of 208k.  

 

 
 

The chart above shows the monthly change in monthly ADP private payrolls.  

 

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 Speaker or Event

14:30 Jerome Powell Holds Press Conference Following FOMC Meeting Chairman of the Board of Governors

Federal Reserve

District or Position

Economic Releases

 No economic releases for the rest of today
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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. 

 

   
 

 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Monetary Base y/y Oct -6.9% -3.3% ** Equity bearish, bond bullish

Monetary Base, End of Period m/m Oct ¥620.9t ¥618.1t * Equity and bond neutral

Australia Building Approvals m/m Sep -5.8% 28.1% 23.1% *** Equity bearish, bond bullish

New Zealand CoreLogic House Prices y/y Oct -0.6% 2.8% * Equity bullish, bond bearish

Unemployment Rate q/q 3Q 3.3% 3.3% 3.2% ** Equity and bond neutral

South Korea CPI y/y Oct 5.7% 5.6% 5.7% *** Equity and bond neutral

Core CPI y/y Oct 4.8% 4.5% 4.5% ** Equity and bond neutral

EUROPE

Eurozone S&P Global Eurozone Manufacturing PMI m/m Oct F 46.4 46.6 46.6 *** Equity and bond neutral

Germany Exports y/y Sep -0.5% 1.60% 2.90% *** Equity bullish, bond bearish

Imports y/y Sep -2.3% 3.40% 4.90% ** Equity bullish, bond bearish

Trade Balance m/m Sep 3.7b 1.2b 1.4b * Equity bullish, bond bearish

Unemployment Change m/m Oct 8.0k 14.0k 13.0k *** Equity bullish, bond bearish

Unemployment Claims Rate m/m Oct 5.5% 5.50% 5.50% ** Equity and bond neutral

S&P Global Manufacturing PMI m/m Oct F 45.1 45.7 45.7 *** Equity and bond neutral

France S&P Global Manufacturing PMI m/m Oct F 47.2 47.4 47.4 *** Equity and bond neutral

Italy S&P Global Manufacturing PMI m/m Oct 45.5 48.3 46.9 *** Equity bullish, bond bearish

AMERICAS

Canada S&P Global Manufacturing PMI m/m Oct 48.8 49.8 *** Equity bearish, bond bullish

Mexico S&P Global Manufacturing PMI m/m Oct 50.3 50.3 *** Equity and bond neutral

International Reserves Weekly w/w 28-Oct $196.890b $196.227b * Equity and bond neutral

Brazil S&P Global Manufacturing PMI m/m Oct 50.8 51.1 *** Equity bearish, bond bullish

Trade Balance m/m Oct $3.921b $3.994b $4.137b ** Equity and bond neutral

Exports m/m oct $27.299b $28.950b $28.000b * Equity and bond neutral

Imports m/m Oct $23.378b $24.957b $23.833b * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 446 444 2 Up

3-mo T-bill yield (bps) 403 403 0 Up

TED spread (bps) 43 41 2 Widening

U.S. Sibor/OIS spread (bps) 418 415 3 Up

U.S. Libor/OIS spread (bps) 422 419 3 Up

10-yr T-note (%) 4.03 4.04 -0.01 Up

Euribor/OIS spread (bps) 174 170 4 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

FOMC Rate Decision (Lower Bound) 3.000% 3.750% Below Forecast

FOMC Rate Decision (Upper Bound) 3.250% 4.000% Below Forecast

FOMC Rate on Reserve Balances 3.150% 3.900% Below Forecast
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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 currently call for warmer-than-normal temperatures for most of 

eastern half of the country, and cooler-than-normal temperatures for the rest of the country. 

Wetter-than-normal conditions are anticipated for Pacific, Rocky Mountains, and southern East 

Coast with dry conditions expected most of the Southeast, Midwest, New England regions.   
 

Tropical Storm Lisa is moving through Belize and Honduras and is expected to make its way to 

Southern Mexico later this week. 

Price Prior Change Explanation

Brent $94.92 $94.65 0.29%

WTI $88.63 $88.37 0.29%

Natural Gas $6.09 $5.71 6.51% Supply Pessimism

Crack Spread $34.92 $34.99 -0.21%

12-mo strip crack $32.15 $32.31 -0.49%

Ethanol rack $2.85 $2.83 0.68%

Metals

Gold $1,656.81 $1,647.98 0.54%

Silver $19.81 $19.63 0.93%

Copper contract $348.30 $347.25 0.30%

Grains

Corn contract $684.50 $697.75 -1.90%

Wheat contract $852.00 $902.50 -5.60% Supply Optimism

Soybeans contract $1,440.00 $1,447.75 -0.54%

Shipping

Baltic Dry Freight 1,377            1,463            -86

Actual Expected Difference

Crude (mb) -0.2

Gasoline (mb) -1.0

Distillates (mb) -0.5

Refinery run rates (%) 0.5%

Natural gas (bcf) 102

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 11/1/2022 close) 

 

-50% 0% 50% 100%
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S&P 500

Materials

Financials

Industrials

Healthcare

Utilities

Consumer Staples

Energy

YTD Total Return
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Consumer Discretionary

Technology

Communication Services
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Healthcare
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Utilities

Energy
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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 11/1/2022 close) 

 

-40% -30% -20% -10% 0% 10% 20%

Growth

Emerging Markets ($)

Real Estate

Emerging Markets (local currency)

Foreign Developed ($)

US Corporate Bond

Large Cap

US Government Bond

Small Cap

Mid Cap

US High Yield

Foreign Developed (local currency)

Value

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. 
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P/E Update 

 

October 27, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 10/26/2022 = 17.8x

 
 

Based on our methodology,1 the current P/E is 17.8x, up 0.2x from last week.  Rising index 

values and falling earnings 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 two actual quarters (Q1 and Q2) and two estimates (Q3 and 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. 


