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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 3, 2022—9:30 AM EDT] Global equity markets are lower this morning.  In 

Europe, the Euro Stoxx 50 is currently down 1.1% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 2.5%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.2% from its prior close and the Shenzhen Composite closing down 0.1%. U.S. 

equity index futures are signaling a lower open.  

 

With 367 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, 70.6% 

have exceeded expectations while 23.4% 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 (11/3/2022): In this week’s report we include a special 

discussion on the distillate situation since concerns have been raised in the media 

and we wanted to address them in detail.  We then update the natural gas market as 

the northern hemisphere winter approaches.  We also recap major stories and last 

week’s 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 (10/31/2022) (with associated podcast): “The Inflation 

Adjustment for Social Security Benefits in 2023” 

 

Good morning. Today's Comment begins with our thoughts on the Federal Reserve’s rate 

decision. Next, we discuss how the Fed indirectly pressures other central banks to tighten their 

own policy. Finally, we explain how an international push away from globalization will likely 

impact U.S. firms.  

 

The Fed Is Not Done: Bullish investors got whacked on Wednesday after Federal Reserve Chair 

Jerome Powell squashed pivot expectations.  

• The Federal Reserve raised rates by 75 bps and signaled the possibility of a more 

moderate rate hike in its next meeting. Although the hike was widely expected, the Fed 
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gave somewhat conflicting remarks about future increases. In the Fed statement, officials 

mentioned increasing interest rates until inflation returns to its 2% target while 

acknowledging that it will be monitoring the policy's impact on the economy. The two 

statements led to confusion within markets as investors interpreted it as a signal that the 

Fed was nearing the end of its tightening cycle. However, Powell later clarified that the 

central bank is not ready to pause or pivot and has instead increased the ceiling of its 

interest rate target.   

• Although the market initially responded favorably to the possibility of policy moderation, 

the mood changed after Powell spoke. The S&P 500 tanked 2.5% following the news as 

Powell's comment dashed hopes of an imminent Fed reversal. Meanwhile, the dollar rose, 

and bond prices dropped as tighter financial conditions made cash more attractive. The 

market’s reaction suggests that many investors still hold risky assets in their portfolios, 

with hope that the Fed will change course. Hence, the market has not likely hit bottom 

yet. 

• Clearly, the Fed would like investors to believe it is prepared to combat inflation at all 

costs; however, we have our doubts. The Federal Open Market Committee is unlikely to 

have unanimous support in favor of raising rates into a recession. In fact, the committee’s 

reference to a decrease in the size of the rate hikes and an increase in the peak of interest 

rates suggests that it will try to push up rates as high as it can while the economy remains 

relatively strong. Hence, the Fed may raise rates by 50 bps until either inflation falls or 

the economy contracts.  

o The increase in borrowing costs has pushed auto and mortgage rates to their 

highest levels in more than a decade. Thus, the rise in interest rates is already 

hurting growth as it suppresses durable goods consumption and investment 

spending.  

 

The More, The Scarier: Monetary policymakers in other countries feel compelled to follow the 

Fed's lead, whether they like it or not. 

• The Bank of England hiked its benchmark interest rates by 75 bps on Thursday, marking 

its biggest hike in 33 years.  The central bank was forced to raise rates aggressively after 

unfunded tax cuts from the Truss administration called into question the country’s ability 

to contain inflation. In its statement, the BOE specified that its interest rate peak would 

be lower than the market expects. The comment indicates that the bank is reluctant to 

continue to hike rates as the economy starts to slow. The two dissenters who voted for 

smaller hikes reflected this cautiousness. The lack of action suggests inflation in the U.K. 

could be higher for longer, and the pound may begin to weaken again. 

• European Central Bank officials have also signaled that they are now more hawkish. ECB 

president Christine Lagarde stated that a recession would not be enough to bring down 

inflation. Meanwhile, Governing Council member Martins Kazaks went further and noted 

that the banks should raise rates “significantly” even with a recession on the horizon. The 

signaling from ECB officials indicates that the bank will raise rates by 75 bps in its next 

meeting and could continue to tighten for the foreseeable future.  

https://www.bloomberg.com/news/articles/2022-11-02/car-loan-rates-head-for-14-year-high-in-new-barrier-for-buyers?sref=uIvt3NFS
https://www.cnn.com/2022/10/27/homes/mortgage-rates-october-27/index.html
https://www.bloomberg.com/news/articles/2022-11-03/boe-hikes-by-75-basis-points-but-rejects-market-rate-path?srnd=premium&sref=uIvt3NFS
https://www.yahoo.com/now/lagarde-says-recession-alone-won-090728541.html
https://www.yahoo.com/now/lagarde-says-recession-alone-won-090728541.html
https://finance.yahoo.com/news/kazaks-says-rates-must-still-082330973.html
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o The spread between the 10-year bonds for Italy and Germany, a gauge for 

financial distress in Europe, is well below its 2022 high. So far, European 

fragmentation is less of an issue than earlier in the year; however, this could 

change if the Eurozone falls into recession. 

 
 

• It is unlikely that either the BOE or ECB feels comfortable becoming more hawkish. This 

fact explains why these banks have yet to close the door on their respective bond-

purchasing programs completely. Their decision to follow the Fed's lead reflects their 

need to save face in order to persuade investors not to sell off their respective currencies. 

Thus, it is unlikely that either central bank will continue with jumbo hikes when the Fed 

eventually decides to halt its tightening cycle. In the meantime, ubiquitous monetary 

tightening of financial conditions raises the likelihood of a severe global downturn.  

 

A Darker World:  Globalization may run out of steam as the governments become more hostile 

and demagogues gain influence.  

• Benjamin Netanyahu’s right-wing coalition will face resistance from other countries. The 

Biden administration has hinted that it is reluctant to work with Jewish supremacist 

politician Itamar Ben-Gvir. His history of making threats toward the Palestinians makes a 

relationship untenable. The controversial figure has risen in prominence due to the rise in 

popularity of ultra-right-wing candidates. His party, Religious Zionism, will be essential 

for Netanyahu to be able to form a government. The election in Israel reflects how 

nationalistic countries are becoming and provides further evidence that the world is 

moving away from multilateralism. 

• U.S. rivals North Korea and Russia are becoming increasingly belligerent. Pyongyang 

tested its most powerful intercontinental ballistic missile (ICBM) on Thursday. Although 

the launch failed, it is clear that North Korea’s weapon capabilities are still improving. 

Meanwhile, Russian officials discussed when or how to use nuclear weapons in Ukraine. 

Although the U.S. will be unlikely to seek violent means to contain these threats, military 

https://www.blackrock.com/hk/en/insights/geopolitical-risk-dashboard
https://www.blackrock.com/hk/en/insights/geopolitical-risk-dashboard
https://www.axios.com/2022/11/02/israel-elections-ben-gvir-netanyahu-biden-administration
https://www.axios.com/2022/11/02/israel-elections-ben-gvir-netanyahu-biden-administration
https://www.cnn.com/2022/11/02/asia/north-korea-missile-thursday-intl-hnk/index.html
https://www.nytimes.com/2022/11/02/us/politics/russia-ukraine-nuclear-weapons.html
https://www.nytimes.com/2022/11/02/us/politics/russia-ukraine-nuclear-weapons.html
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action is not completely out of the question. That said, the risk of a continental war in 

Asia and Europe is elevated.  

o A recent report showed that North Korea sent artillery to Russia for war in 

Ukraine. The cooperation between the two countries suggests that they share 

policy interests.  

• Globalization cannot survive in a hostile world. Companies' reliance on supply chains 

depends solely on the belief that countries will remain stable. Thus, as governments 

become more nationalistic and assertive, firms will be forced to move their 

manufacturing production to safer countries or bring them back home. This outcome will 

lead firms to increase their capital expenditures and potentially increase prices as they 

adjust to a costlier world.  

o In addition to rising conflict, the lack of cooperation is also a headwind to the 

global economy. Today’s sell-off in China is a good example. Beijing’s 

unwillingness to seek help from the West has prolonged its COVID recovery. On 

Wednesday, Beijing reiterated its plans to adhere to Zero-Covid policy. The 

outcome could make a global recession more likely and weigh on commodity 

prices. 

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending October 29 fell to a seasonally 

adjusted 217,000, better than the expected reading of 220,000 and down slightly from the 

previous week’s revised figure of 218,000. The four-week moving average of initial claims, 

which helps smooth out some of the volatility in the series, fell to 218,750. The continued low 

level of initial claims highlights the continuing strength in U.S. labor demand. However, the data 

also showed that the number of people continuing to draw benefits in the week ending      

October 22 rose to 1.485 million, higher than the anticipated 1.450 million and the previous 

week’s 1.438 million. This could mean that even though labor demand remains relatively high, 

workers are finding it a bit more difficult to find a new job once they’ve been laid off. The chart 

below shows how initial jobless claims have fluctuated since just before the prior recession. The 

chart is truncated through much of the pandemic period because of the extremely high level of 

claims at that time. 

 

https://www.nytimes.com/2022/11/02/world/europe/russia-ukraine-north-korea-ammunition.html
https://www.nytimes.com/2022/11/02/world/europe/russia-ukraine-north-korea-ammunition.html
https://www.bloomberg.com/news/articles/2022-11-02/china-tells-officials-to-resolutely-adhere-to-covid-zero?sref=uIvt3NFS
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To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed since just mid-2021. 

 

 
 

Separately, the U.S. trade balance showed a seasonally adjusted deficit of $73.3 billion in 

September, significantly worse than the expected shortfall of $72.2 billion and the revised deficit 

of $65.7 billion in August. According to the data, the deficit worsened because total exports fell 

1.1% while imports rose 1.5%. However, the figures look much more positive from a longer 

perspective. Compared with the same month one year earlier, exports in September were up a 

robust 21.9%, while imports were up just 14.3%. The following chart shows the monthly value 

of U.S. exports and imports since just before the previous recession. 
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Finally, another report today focused on the productivity of U.S. workers, defined as the average 

value of output per hour worked. After stripping out price changes and normal seasonal 

fluctuations, third-quarter nonfarm productivity rose at a tepid annualized rate of 0.3%, weaker 

than the anticipated growth rate of 0.5% but still much better than the annualized rate of decline 

of 4.1% in the second quarter. Taking into account the fluctuations in each of the last four 

quarters, productivity in the third quarter was down 1.4%% from the same period one year 

earlier. The chart below shows the year-over-year growth in real productivity over the last 

several decades. 

 

 
 

Third-quarter unit labor costs rose at an annualized rate of 3.5%, which was actually better than 

the expected rate of increase of 4.0% and the revised rate of increase of 8.9% in the previous 

quarter. Unit labor costs in the third quarter were up 6.1% year-over-year. Historically, when unit 

labor costs have increased more than 4.0% over the course of a year, recessions have often 

followed. The following chart shows the year-over-year growth in real unit labor costs over the 

last several decades. 
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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 Services PMI m/m Oct F 46.6 46.6 **

9:45 S&P Composite PMI m/m Oct F 47.3 47.3 **

10:00 Factory Orders m/m Sep 0.3% 0.0% ***

10:00 Durable Goods Orders m/m Sep F 0.4% 0.4% ***

10:00 Durable Goods Orders Ex Transportation m/m Sep F -0.5% -0.5% **

10:00 ISM Nonmanufacturing PMI m/m Oct 55.3 56.7 ***

Economic Releases

Federal Reserve

No Fed speakers or events 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

Australia S&P Composite PMI m/m Oct F 49.8 49.6 * Equity and bond neutral

S&P Services PMI m/m Oct F 49.3 49.0 ** Equity and bond neutral

Exports m/m Sep 7.0% 3.0% 1.0% * Equity bullish, bond bearish

Imports m/m Sep 0.0% 4.0% 3.0% * Equity bullish, bond bearish

Trade Balance m/m Sep A$12.444b A$8.324b A$8.664b *** Equity bullish, bond bearish

New Zealand ANZ Commodity Price m/m Oct -3.40% -0.50% -0.60% ** Equity bullish, bond bearish

China Caixin Composite PMI m/m Oct 48.3 48.5 -- ** Equity and bond neutral

Caixin Services PMI m/m Oct 48.4 49.3 49.0 ** Equity and bond neutral

India S&P Global India PMI Composite m/m Oct 55.5 55.1 ** Equity and bond neutral

S&P Global India PMI Services m/m Oct 55.1 54.3 ** Equity and bond neutral

EUROPE

Eurozone Unemployment Rate m/m Sep 6.6% 6.6% 6.7% ** Equity and bond neutral

Italy Unemployment Rate m/m Sep 7.9% 7.80% 7.90% ** Equity and bond neutral

UK S&P Global/CIPS Services PMI m/m Oct F 48.8 47.5 47.5 ** Equity bullish, bond bearish

S&P Global/CIPS Composite PMI m/m Oct F 48.2 47.2 47.2 ** Equity bullish, bond bearish

Switzerland CPI y/y Oct 3.0% 3.3% 3.2% *** Equity and bond neutral

Core CPI y/y Oct 1.8% 2.0% 2.1% * Equity and bond neutral

Russia Retail Sales Real y/y Sep -9.8% -8.8% -9.0% ** Equity bearish, bond bullish

Unemployment Rate m/m Sep -7.2% -4.2% -4.1% ** Equity bearish, bond bullish

S&P Services PMI m/m Oct 43.7 51.1 50.5 ** Equity bearish, bond bullish

S&P Composite PMI m/m Oct 45.8 51.5 50.5 ** Equity bearish, bond bullish

AMERICAS

Canada Building Permits m/m Sep -17.5% 11.9% 12.0% ** Equity bearish, bond bullish

International Merchandise Trade m/m Sep 1.14b 1.52b 0.55b ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 446 446 0 Up

3-mo T-bill yield (bps) 402 403 -1 Up

TED spread (bps) 44 43 1 Widening

U.S. Sibor/OIS spread (bps) 420 417 3 Up

U.S. Libor/OIS spread (bps) 423 420 3 Up

10-yr T-note (%) 4.18 4.10 0.08 Up

Euribor/OIS spread (bps) 173 174 -1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

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

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

FOMC Rate on Reserve Balances 3.900% 3.150% 3.900% On Forecast

Bank of England Bank Rate 3.000% 2.250% 3.000% On Forecast



 

 

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

www.confluenceinvestment.com 

 9 

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 the 

entire region east of the Mississippi River, with cooler-than-normal temperatures mostly along 

the West Coast and in the Rocky Mountain region. Wetter-than-normal conditions are 

anticipated in California, the Upper Midwest, and along the East Coast, with dry conditions 

expected in the southern Mississippi Valley. 

Price Prior Change Explanation

Brent $95.08 $96.16 -1.12%

WTI $88.77 $90.00 -1.37%

Natural Gas $6.03 $6.27 -3.78%

Crack Spread $37.59 $37.52 0.19%

12-mo strip crack $33.08 $33.49 -1.23%

Ethanol rack $2.92 $2.88 1.17%

Metals

Gold $1,619.91 $1,635.24 -0.94%

Silver $18.92 $19.23 -1.60%

Copper contract $338.70 $346.85 -2.35%

Grains

Corn contract $682.25 $687.50 -0.76%

Wheat contract $831.50 $846.00 -1.71%

Soybeans contract $1,439.50 $1,454.00 -1.00%

Shipping

Baltic Dry Freight 1,321            1,377            -56

Actual Expected Difference

Crude (mb) -3.1 -0.2 -2.9

Gasoline (mb) -1.3 -1.0 -0.3

Distillates (mb) 0.4 -0.5 0.9

Refinery run rates (%) 1.7% 0.5% 1.2%

Natural gas (bcf) 102

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 11/2/2022 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 11/2/2022 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. 

 



 

 

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

www.confluenceinvestment.com 

11 

 

P/E Update 

 

November 3, 2022 
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Based on our methodology,1 the current P/E is 18.0x, 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. 


