
 

 

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

www.confluenceinvestment.com 

 1 

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

Europe, the Euro Stoxx 50 is currently down 0.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.6%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.5% from its prior close and the Shenzhen Composite closing down 0.4%. U.S. 

equity index futures are signaling a flat open.  

 

With 442 companies having reported so far, S&P 500 earnings for Q3 are running at $56.40 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 70.2% 

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 (11/07/2022) (with associated podcast) “Reflections on 

the 20th Party Congress” 

• 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” 

 

Our Comment today opens with an update on the Russia-Ukraine war, including a discussion of 

some of the key air defense and cyberwarfare assistance that the U.S. has provided to Ukraine.  

We next review a wide range of other international and U.S. developments with the potential to 

affect the financial markets today, including an initial take on the U.S. mid-term elections, 

although it’s important to note that the votes are still being counted and the outcomes of many 

races are still up in the air. 

 

Russia-Ukraine:  Ukrainian forces continue to make marginal gains in their counteroffensives in 

the northeastern Donbas region and in the southern region around Kherson.  Reports today 

indicate that the Ukrainians have entered a key city just north of Kherson.  Meanwhile, the 

Russians continue to strike back with air, missile, and kamikaze drone attacks.  Additional 
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reporting shows that the Russians continue to struggle with depleted weapons inventories and 

difficulties with manufacturing replenishment weapons, in part due to Western sanctions.  They 

are therefore turning to other countries to buy weapons.  The most recent reports suggest Russian 

National Security Council Secretary Patrushev arrived in Tehran yesterday, probably to discuss 

the potential sale of Iranian ballistic missiles to Russia. 

• Yesterday, the Ukrainian military announced it had received its first two U.S.-supplied 

National Advanced Surface-to-Air Missile Systems (NASAMS), which should improve 

the country’s air defense capabilities and reduce the damage to its civilian infrastructure 

from Russian air, missile, and drone attacks.  The U.S. has pledged to provide six more 

NASAMS over the next year and a half. 

o One benefit of the NASAMS is their use of adapted air-to-air missiles known as 

Surface-Launched AMRAAMs.  Newer NASAMS can also launch other air-to-air 

missiles, such as the AIM-9 Sidewinder. 

o That’s important because the U.S. and its allies have significant stocks of those 

types of missiles. 

• U.S. Army Gen. Paul Nakasone, head of the National Security Agency, recently 

explained why Russia has launched only small, ineffective cyberattacks against Ukraine 

and its allies so far in the war.  According to Nakasone, Russia’s cyber capabilities were 

seriously blunted by U.S. “hunt-forward” teams sent to Ukraine in late 2021. 

o The hunt-forward teams, consisting of U.S. cyber soldiers, conduct defensive and 

cooperative measures overseas at the invitation of a foreign government.  The 

teams are a part of the U.S. military’s “persistent engagement strategy,” which 

centers on maintaining constant contact with cyber adversaries and ensuring that 

proactive, not reactive, moves are made. 

o According to Nakasone, U.S. hunt-forward teams have conducted dozens of 

operations abroad in recent years, including in Croatia, Estonia, Lithuania, 

Montenegro, and North Macedonia. 

 

China:  As shown in the data section below, the October producer price index was down 1.3% 

year-over-year, marking China’s first annual drop in wholesale prices since December 2020.  

Along with the weak international trade data released earlier this week, the fall in the PPI 

provides clear evidence that China’s economy is losing momentum, which is likely to be a 

headwind for the global economy and global risk assets in the coming months. 

• The October consumer price index was up just 2.1% year-over-year, below expectations 

and weak enough to suggest muted consumer demand. 

• Amid weak foreign demand, unpredictable and disruptive COVID-19 lockdowns, 

government crackdowns on whole swaths of the private sector, and other challenges, the 

reports indicate waves of Chinese manufacturers are closing down or reducing 

operations, pushing many blue-collar workers into unemployment. 

 

European Union:  The European Commission proposed a loosening of the bloc’s debt rules 

today that would give highly indebted governments more room to spend money. Until now, the 

https://www.airandspaceforces.com/nasams-arrive-in-ukraine-in-us-bid-to-bolster-air-defense/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
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bloc has required governments to keep the budget deficit below 3% of GDP and debt below 60% 

of GDP, with tight timelines for cutting above-target deficits and debt.  Those rules have been 

suspended for several years now, but the EU is proposing to replace them with country-specific 

action plans to cut deficits and debt over longer, more realistic time periods. 

• We suspect some version of the proposed rules will be put into place, simply because the 

prior rules and timelines are unrealistic given that many EU countries have boosted their 

spending and debt so much in recent years. 

• The new rules would likely trade austerity for higher debt, leaving many EU countries at 

economic risk.  High debt among countries in the Eurozone could also lead to widening 

currency spreads that would complicate ECB policymaking and threaten the euro. 

 

United Kingdom:  To help cut the U.K.’s yawning budget deficit, Chancellor Hunt is reportedly 

considering a proposal to reduce the income level at which the country’s top personal income tax 

rate of 45% kicks in.  The move would allow the government to avoid breaching the 

Conservative Party’s 2019 pledge not to increase tax rates. 

 

U.S. Mid-Term Elections:  Based on the results available so far this morning, the key takeaway 

from the elections yesterday is that the “red wave” of massive Republican Party gains failed to 

materialize.  The Republicans are expected to regain control of the House of Representatives, but 

with a smaller majority than they had hoped and anticipated going into the polls.  The Senate 

remains up in the air, with votes in several key races still being counted.  At least one important 

Senate race, in Georgia, could result in a run-off election. 

• In any case, the U.S. will now have a divided government again, with Democrats 

retaining the Executive Branch and Republicans controlling at least one chamber of the 

Legislative Branch. 

• Historically, such divided government has actually been positive for investors.  In 

addition, the U.S. stock market has historically tended to rally over the year following the 

mid-term elections.  U.S. stock futures are trading lower so far this morning, perhaps on 

investor disappointment that pro-business Republicans didn’t do better, but the election 

may have actually helped lay the groundwork for stronger stock markets once the U.S. 

economy gets through its impending recession.   

 

U.S. Military Power:  Because of the military’s recent shortfalls in recruiting, the U.S. Navy 

said late last week that it is raising its maximum age for new sailors from 39 to 41.  The policy 

change means that the Navy is now accepting the oldest enlisted recruits of the four services.  

The Air Force’s maximum enlistment age is now 40, and the Army’s maximum is 35, while the 

Marine Corps’ enlisted age limit is 28. 

 

U.S. Semiconductor Industry:  Taiwanese computer chip giant Taiwan Semiconductor 

Manufacturing Company (TSM, $65.02) is reportedly preparing to build a second cutting-edge 

fabrication facility north of Phoenix, Arizona.  The scale of the investment is expected to be 

similar to the $12 billion or so the firm will spend on its first cutting-edge Arizona fab, 

announced in 2020. 

https://www.politico.eu/wp-content/uploads/2022/11/08/Economic_governance.pdf?utm_source=POLITICO.EU&utm_campaign=142753024e-EMAIL_CAMPAIGN_2022_11_09_05_06&utm_medium=email&utm_term=0_10959edeb5-142753024e-190480045
https://www.politico.eu/wp-content/uploads/2022/11/08/Economic_governance.pdf?utm_source=POLITICO.EU&utm_campaign=142753024e-EMAIL_CAMPAIGN_2022_11_09_05_06&utm_medium=email&utm_term=0_10959edeb5-142753024e-190480045
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https://www.navytimes.com/news/your-navy/2022/11/07/facing-dire-recruiting-realities-navy-raises-max-enlistment-age-to-41/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.wsj.com/articles/chip-making-juggernaut-tsmc-eyes-multibillion-dollar-arizona-factory-expansion-11667973859?mod=hp_lista_pos2
https://www.wsj.com/articles/chip-making-juggernaut-tsmc-eyes-multibillion-dollar-arizona-factory-expansion-11667973859?mod=hp_lista_pos2
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• The development marks a welcome diversification of TSMC’s production capacity, 

which currently is heavily focused on Taiwan itself, making the firm’s critical output 

subject to disruption as China pushes Taiwan toward reunification with the mainland. 

• The new plant also reflects the kind of shortened supply chains and “friend shoring” we 

expect to see as the world fractures into relatively separate geopolitical and economic 

blocs.  Our studies indicate that Taiwan would end up as a key member of the evolving 

U.S. bloc. 

 

U.S. Cryptocurrency Market:  After suffering a sudden liquidity crunch, major cryptocurrency 

exchange FTX agreed to be taken over by rival Binance.  The crypto world had already been 

shaken this year by rising interest rates, investors’ falling risk appetite, and a series of 

bankruptcies in which FTX founder Sam Bankman-Fried often rode to the financial rescue.  The 

takeover of FTX, therefore, marks a major power shift from FTX to Binance and a humbling 

comedown for Bankman-Fried. 

• The news has also sparked a new round of weakness in crypto assets.  So far this 

morning, Bitcoin has fallen approximately 4.6% to $17,859.99, while Ether is down 7.6% 

to $1,229.85. 

• FTX’s own token, FTT, has lost some three-fourths of its value so far today. 

 

U.S. Economic Releases  

 

High borrowing costs continue to weigh on mortgage demand. According to the Mortgage 

Bankers Association, mortgage applications fell 0.1% in the week ending November 4. Last 

week, the average 30-year fixed-rate mortgage rose 6 bps to 7.14%, a 20-year high. As a result, 

the MBA tracker for refinancing fell 3.5%, while its purchase tracker rose 1.3%. The persistent 

rise in mortgage rates reflects tight monetary policy and will likely subsist as long as the Fed 

continues to hike rates. 

 

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 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Sep F 0.8% 0.8% ***

10:00 Wholesale Trade Sales m/m Sep 0.5% 0.1% **

EST Speaker or Event

11:00 Thomas Barkin Discusses the Economic Outlook President of the Federal Reserve Bank of Richmond

20:00 Neel Kashkari Discusses Inflation and the Economy President of the Federal Reserve Bank of Minneapolis

Federal Reserve

District or Position

Economic Releases

https://www.wsj.com/articles/crypto-exchange-binance-agrees-to-acquire-rival-ftx-11667924737?mod=livecoverage_web
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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. 

 

   
 

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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan BoP Current Account Balance m/m Sep ¥909.3b ¥58.9b ¥694.2b *** Equity and bond neutral

BoP Trade Balance m/m Sep -¥1759.7b -¥2490.6b -¥1683.7b ** Equity and bond neutral

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

China PPI y/y Oct -1.3% 0.9% -1.5% ** Equity and bond neutral

CPI y/y Oct 2.1% 2.8% 2.4% *** Equity and bond neutral

AMERICAS

Mexico CPI y/y Oct 8.41% 8.70% 8.45% *** Equity and bond neutral

Core CPI y/y Oct 8.42% 8.28% 8.44% ** Equity and bond neutral

Brazil Retail Sales y/y Sep 3.2% 1.6% 1.8% *** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 456 455 1 Up

3-mo T-bill yield (bps) 408 408 0 Up

TED spread (bps) 48 47 1 Widening

U.S. Sibor/OIS spread (bps) 426 421 5 Up

U.S. Libor/OIS spread (bps) 429 425 4 Up

10-yr T-note (%) 4.13 4.13 0.00 Up

Euribor/OIS spread (bps) 179 174 5 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Flat Down

Pound Down Down

Franc Up Down
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Weather 

The 6-10 and 8-14 day forecasts currently call for a deep cold snap for the broad midsection of 

the lower 48 states with cooler-than-normal temperatures for the coasts.  Wetter-than-normal 

conditions are anticipated for states in the Southeast, with dry conditions expected in the 

Northern Pacific and Midwest. Subtropical storm Nicole is heading for Florida and is expected to 

make landfall as a hurricane tomorrow.  It is expected to move up the Atlantic coast and dissipate 

in Delaware by Saturday.   

Price Prior Change Explanation

Brent $93.83 $95.36 -1.60%

WTI $87.40 $88.91 -1.70%

Natural Gas $5.90 $6.14 -3.88%

Crack Spread $36.62 $37.69 -2.84%

12-mo strip crack $32.59 $33.20 -1.84%

Ethanol rack $3.01 $3.04 -0.76%

Metals

Gold $1,707.05 $1,712.42 -0.31%

Silver $21.25 $21.35 -0.46%

Copper contract $364.70 $368.25 -0.96%

Grains

Corn contract $665.50 $667.50 -0.30%

Wheat contract $823.25 $827.75 -0.54%

Soybeans contract $1,444.75 $1,446.50 -0.12%

Shipping

Baltic Dry Freight 1,356            1,337            19

Actual Expected Difference

Crude (mb) 0.3

Gasoline (mb) -1.5

Distillates (mb) -0.5

Refinery run rates (%) 0.4%

Natural gas (bcf) 86

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 11/8/2022 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 11/8/2022 close) 
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Growth
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Emerging Markets ($)
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Large Cap

Small Cap
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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. 


