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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 4, 2022—9:30 AM EDT] Global equity markets are higher this morning.  

In Europe, the Euro Stoxx 50 is currently up 1.9% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 3.4%. Chinese markets were higher, with the Shanghai Composite 

closing up 2.4% from its prior close and the Shenzhen Composite closing up 2.7%. U.S. equity 

index futures are signaling a higher open.  

 

With 395 companies having reported so far, S&P 500 earnings for Q3 are running at $56.30 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 70.4% 

have exceeded expectations while 23.5% 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 impact higher interest rates 

will have on investor sentiment. Next, we discuss how the changing geopolitical landscape is 

forcing leaders to rethink their alliances. Lastly, we talk about both the positive and the negative 

developments internationally.  

 

Pay Now, Not Later: Expectations of higher interest rates are adding to investor woes about 

duration risk. 

● Investors have reevaluated their estimates of rate hikes for 2023 in response to comments 

made by Fed Chair Jerome Powell. In a press conference, Powell stated that the central 

bank's peak interest rates were likely higher than markets have currently priced in. As a 
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result of this comment, investors have updated their peak interest rates to slightly above 

5% by March 2023. 

○ The chart below shows the market-implied Fed funds rate through 2023. Post-

meeting data shows that investors have priced in a higher peak and have extended 

expectations of a Fed reversal. 

 

● Investors have begun offloading some of their duration sensitive assets thanks to new 

interest rate expectations. The nominal total return for the 30-year Treasury is down more 

than 30% year-to-date. Meanwhile, the NASDAQ composite index is down nearly 26% 

for 2022. The sell-off in duration sensitive assets is related to investors demanding higher 

premiums for investments that cannot provide short-term returns. Hence, investors are 

now prioritizing stocks that can give them a return now rather than later. 

● The combination of higher interest rates and inflation will encourage investors to demand 

higher premiums to hold on to riskier assets. As a result, investors are starting to prefer 

stocks with low multiples and high-dividend-paying potential. This dynamic partially 

explains why iShares ETF for value (IVE, $140.42) has outperformed its growth (IVW, 

$56.23) counterpart this year (-8.62% vs. -30.53%). It appears that investors are 

becoming increasingly uncomfortable with holding onto securities for long periods when 

there is uncertainty concerning inflation and borrowing costs. This trend will likely 

continue as long as the Fed continues to tighten the screws on its monetary policy.  

 

A New Identity: As Europe adjusts to the new world order, leaders begin to show their true 

colors. 

● The once Eurosceptic Giorgia Meloni has changed her tune since taking over as Prime 

Minister of Italy. On Thursday, Meloni met with Brussels to dispel notions that she was 

unwilling to work with officials to manage the country's heavy debt burden. When 

Meloni was initially elected, there much skepticism about her readiness to make the 

reforms required for Italy to receive its total allocation of EU funds. So far, those 
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concerns have been muted as Meloni has expressed an openness to working with 

Brussels. 

○ The improved outlook on Italy explains why Italian bond yields have declined in 

the weeks following Meloni's election victory. The interest rate on bonds has 

fallen nearly 30 bps since the Italian elections. Although rates still remain 

elevated, the decline shows that investors are willing to give Meloni a chance.   

 

● Meanwhile, German Chancellor Olaf Scholz reminded the world that Berlin will always 

prioritize its own self-interest. Scholz is set to meet with Chinese officials on Friday to 

ensure that the ties between Beijing and Berlin remain tight. China is Germany’s third 

biggest trading partner behind the European Union and the U.S. The decision by Scholz 

angered some of his Western allies who then accused Germany of making the same 

mistake it did when it built close ties with Russia. Scholz’s gesture toward Beijing 

suggests that the world may not be split into two blocs but possibly three, with the U.S., 

EU, and China each leading their own blocs.    

● It is not clear how an independent Europe could coexist with the U.S. However, if we are 

correct, companies could be caught in the crosshairs as governments may pressure firms 

to choose sides. We are already seeing the U.S pressure firms such as Intel (INTC, 

$27.39) to stop selling semiconductors to China. Additionally, the situation will likely 

play out slowly over the next ten years as governments adapt to this new normal. In the 

meantime, companies with domestic supply chains may be relatively more attractive 

because they are less susceptible to policy-related disruptions.  

 

Brighter Outlook: There is finally some good news coming out of China; however, rising 

uncertainty persists in other parts of the world. 

● The investing environment in China is showing signs of improvement. For example, on 

Thursday, Bloomberg News reported that Chinese authorities were looking for ways to 

ease the impact of their Zero-COVID policy. Officials plan to lift restrictions on flight 

suspensions to make it easier for the country to receive more travelers. Additionally, U.S. 

https://www.politico.eu/article/germany-olaf-scholz-criticism-embarks-china-trip-visit-xi-jinping/
https://www.worldstopexports.com/germanys-top-import-partners/
https://www.worldstopexports.com/germanys-top-import-partners/
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https://www.cnet.com/tech/computing/white-house-cracks-down-on-chip-sales-to-china-but-some-companies-are-exempt/
https://www.bloomberg.com/news/articles/2022-11-04/china-considers-ending-covid-flight-ban-system-that-hampers-travel?sref=uIvt3NFS
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regulators are ahead of schedule on their audit of Chinese companies. So far, the 

developments have provided a reprieve for Chinese stocks the day after Beijing stamped 

out speculation that it was preparing to end its COVID restrictions.  

● Despite the positive news out of Asia, Europe and the Middle East still look like a mess. 

The EU is considering using the assets it seized from the Russian Central Bank to help 

Ukraine rebuild. Tensions between the West and Russia will surely escalate if Moscow is 

forced to bankroll the development of Ukraine. Thus, there is an increased likelihood that 

the two sides will completely sever ties. In the Middle East, former Pakistani Prime 

Minister Imran Khan was nearly assassinated on Thursday during a protest. The shooting 

of Khan reflects the rising tensions within Pakistan as the country deals with a heavy debt 

burden, slow economic growth, and high inflation. A political crisis in Pakistan could 

spill over to China and India. 

● There is much uncertainty around the world which could weigh on investor sentiment. 

However, that doesn't mean that there are not opportunities internationally. The 

development in China suggests that Beijing is somewhat sensitive to the market's 

perception of its policies. Meanwhile, the stories from Europe and the Middle East will 

not have an immediate market impact. Nevertheless, it is essential to remember that a 

broad understanding of what is happening worldwide will help investors improve their 

valuation process, which is why we make certain to provide the good, the bad and the 

ugly in all of our reports.  

 

U.S. Economic Releases  

 

October nonfarm payrolls rose by a seasonally adjusted 261,000, for the weakest job gains since 

December 2020 and a big decline from the revised September increase of 315,000. However, the 

payroll gain in October was still well above the expected rise of 193,000, so we’ll have to watch 

today’s trading in the financial markets to determine whether investors see the figure as positive 

or negative for the trajectory of Fed interest-rate increases. The following chart shows the change 

in nonfarm payrolls since shortly before the previous recession. 

 

https://www.bloomberg.com/news/articles/2022-11-03/eu-studying-ways-to-use-billions-in-russian-central-bank-assets
https://www.bbc.com/news/world-asia-63509295
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The October unemployment rate rose to a seasonally adjusted 3.7%, higher than both the 

anticipated rate of 3.6% and the September rate of 3.5%. The chart below shows how the 

unemployment rate has evolved since just before the prior recession. 

 

 
 

With the demand for labor high and the “inventory” of unemployed workers low, it should be no 

surprise that wage rates remain elevated. Average hourly earnings in October rose to a seasonally 

adjusted $32.58, up 4.7% from the same month one year earlier. The following chart shows the 

year-over-year growth in average hourly earnings since just before the prior recession. 

 



 

 

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

www.confluenceinvestment.com 

 6 

 
 

A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population that is either working or looking for work. The October 

labor force participation rate (LFPR) fell to a seasonally adjusted 62.2%, rather than staying at 

62.3% as expected. The chart below shows how the LFPR has changed 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. 

 

 
 

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 Speaker or Event

10:00 Susan Collins Discusses the Economy and Policy Outlook President of the Federal Reserve Bank of Boston

Federal Reserve

District or Position

Economic Releases

 No economic releases for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Bonds w/w 28-Oct -¥1.1725b ¥164.5b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 28-Oct -¥248.1b ¥45.9b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 28-Oct -¥172.7b -¥1391.2b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 28-Oct ¥337.0b -¥356.6b * Equity and bond neutral

Jibun Bank Services PMI m/m Oct F 53.2 53.0 ** Equity and bond neutral

Jibun bank Composite PMI m/m Oct F 51.8 51.7 * Equity and bond neutral

EUROPE

Eurozone S&P Global Eurozone Services PMI m/m Oct F 48.6 48.2 48.2 ** Equity and bond neutral

S&P Global Eurozone Composite PMI m/m Oct F 47.3 47.1 47.1 * Equity and bond neutral

PPI y/y Sep 41.9% 43.3% 43.4% ** Equity bullish, bond bearish

Germany Factory Orders WDA y/y Sep -10.8% -4.10% -3.80% *** Equity bearish, bond bullish

S&P Services PMI m/m Oct F 46.5 44.9 44.9 ** Equity bullish, bond bearish

S&P Composite PMI m/m Oct F 45.1 44.1 44.1 ** Equity bullish, bond bearish

France Industrial Production y/y Sep 1.8% 1.20% 1.50% *** Equity and bond neutral

Manufacturing Production y/y Sep 4.3% 3.10% 3.40% ** Equity bullish, bond bearish

S&P Composite PMI m/m Oct F 50.2 50.0 50.0 ** Equity and bond neutral

S&P Services PMI m/m Oct F 51.7 51.3 51.3 ** Equity and bond neutral

Italy S&P Global Services PMI m/m Oct 46.4 48.8 48.5 ** Equity bearish, bond bullish

S&P Global Composite PMI m/m Oct 45.8 47.6 47.4 ** Equity bearish, bond bullish

UK S&P Global/CIPS Construction PMI m/m Oct 53.2 52.3 50.3 ** Equity bullish, bond bearish

Russia Gold and Forex Reserves m/m 28-Oct 550.1b 541.0b *** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Oct 108.3K 21.1k 5.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Oct 5.2% 5.2% 5.3% *** Equity and bond neutral
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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) 451 446 5 Up

3-mo T-bill yield (bps) 399 404 -5 Up

TED spread (bps) 52 42 10 Widening

U.S. Sibor/OIS spread (bps) 421 419 2 Up

U.S. Libor/OIS spread (bps) 424 423 1 Up

10-yr T-note (%) 4.15 4.15 0.00 Up

Euribor/OIS spread (bps) 173 173 0 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down

Price Prior Change Explanation

Brent $97.78 $94.67 3.29%

WTI $91.41 $88.17 3.67%

Natural Gas $6.22 $5.98 4.07%

Crack Spread $41.77 $41.50 0.65%

12-mo strip crack $34.64 $34.80 -0.46%

Ethanol rack $3.03 $2.98 1.69%

Metals

Gold $1,651.35 $1,629.49 1.34%

Silver $19.89 $19.47 2.14%

Copper contract $358.95 $342.70 4.74%

Grains

Corn contract $683.75 $679.25 0.66%

Wheat contract $852.25 $840.50 1.40%

Soybeans contract $1,453.50 $1,437.00 1.15%

Shipping

Baltic Dry Freight 1,290            1,321            -31

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) 107 101 6

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures all along 

the East Coast, 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 Southwest and the 

southern Mississippi Valley. 
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Data Section 
 

U.S. Equity Markets – (as of 11/3/2022 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 11/3/2022 close) 

 

-40% -20% 0% 20%

Growth

Emerging Markets ($)

Real Estate

Emerging Markets (local currency)
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US Corporate Bond

Large Cap

Small Cap

US Government Bond

Mid Cap

US High Yield

Value
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Commodities
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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 

 

November 3, 2022 
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P/E as of 11/02/2022 = 18.0x

 
 

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. 


