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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 10, 2022—9:30 AM EST] Global equity markets are mixed this morning.  

In Europe, the Euro Stoxx 50 is currently up 0.2% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.9%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.4% from its prior close and the Shenzhen Composite closing down 1.0%. U.S. 

equity index futures are signaling a lower open.  

 

With 449 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, 69.6% 

have exceeded expectations while 24.4% 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 (11/07/2022) (with associated podcast) “Reflections on 

the 20th Party Congress” 

• Weekly Energy Update (11/10/2022): In this week’s report we 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 a quick observation on the market action 

following the CPI data. Next is our take on the midterm election results. Then, we point out the 

recent slowdown in the movement toward deglobalization. Lastly, we give an update on the 

downfall of FTX.  

 

What the CPI Data Tells Us: CPI data for October came in less than expected (see the below 

data section) triggering some sharp moves in the financial and commodity markets. The most 

violent moves occurred in equities, with S&P futures jumping 3.5%. Treasuries also rallied 

strongly, with the 2-year yield dropping over 20 bps. But perhaps the key market indicator is the 

dollar as the DXY plunged nearly 200 pips after the release. Gold, often thought to be an 

inflation hedge, revealed its true nature as prices popped nearly $30 per ounce on weaker than 

expected inflation. Gold, like bitcoin (which also rallied) is a debasement, not an inflation hedge.  

 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_07_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Nov_10_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Nov_10_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q422.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_31_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
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As we note below, yearly CPI is still 7.7% higher than last year. The fact that we can see such 

violent moves in markets on a rather modest improvement in inflation suggests that (a) there is 

still ample liquidity available to move markets on “good” news and (b) the data is raising hopes 

that the FOMC will be done soon, as shown by the rally in the 2-year T-notes.   

 

We have doubts about this market move because we are less optimistic this data will change the 

Fed’s policy trajectory all that much. Today, as we note in the data section below, we have a full 

slate of Fed speakers so we should have some insight soon on how at least some of the members 

of the FOMC view the report. We would look for some “fade” after this early move, but today 

does suggest there is a lot of liquidity and more investors seem worried about missing out on the 

rally rather than protecting themselves from further weakness.   

 

The Red Ripple: Congress will likely narrowly split between the Democrats and Republicans, 

which should be favorable for equities. 

• More results came in from Tuesday's election. Currently, only three senate races have yet 

to be called. Georgia will head to a run-off; meanwhile, results for Arizona and Nevada 

are expected to be released later this week. In the House of Representatives, there are 33 

races that have not been called, including 21 of the 53 most competitive races. Betting 

odds on Predictit.org show that the Democrats, as of the time of this writing, have an over 

90% chance of winning the Senate, while Republicans are eight seats away from taking 

back the House. A split Congress came as a surprise to investors who were expecting a 

"red wave," but in time this change should be viewed favorably by the market.  

o Off the heels of the Democrats' better-than-expected performance, President 

Biden announced that he wants to run for a second term.  

• The market reaction was slightly lower as investors awaited more results to be 

announced. The S&P 500 stocks closed down 2.1% on Wednesday. Meanwhile, the 

election uncertainty contributed to the choppy trading of U.S. bonds. The yield of the 10-

year Treasury, which moves inversely to its price, rose 2.5 bps to 4.151% the day after 

polls closed. However, Wednesday's trading showed investors are still a bit wary about 

the outcome, but we do not expect that feeling to last long.  

• A divided legislative branch is a net positive for equities as it reduces the likelihood of 

policy changes. It will be more difficult for the Democrats to push through another round 

of fiscal stimulus as the Republicans will look to block it. It will also strengthen the hand 

of Democrats that favor Ukraine-Russia peace talks. Last month, House Minority Whip 

Kevin McCarthy warned that Ukraine would not be given a blank check to fight its war. 

The lack of stimulus and a possible end to the war in Ukraine should remove some 

inflationary pressure and make it easier for the Fed to ease up on policy tightening. 

o However, there is some downside risk. The lack of a solid Republican majority 

will allow fringe groups to potentially play party spoiler. As a result, the 

likelihood of a debt ceiling showdown is now elevated.  

 

On Second Thought: There are signs that major countries are looking to slow the trend toward 

deglobalization. 

https://www.cnn.com/2022/11/09/politics/herschel-walker-raphael-warnock-georgia-senate-results
https://www.predictit.org/
https://www.predictit.org/
https://www.ft.com/content/cd060035-5003-44d8-9b5c-33370f69f7f4
https://www.azcentral.com/story/news/politics/arizona/2022/10/26/house-democrats-rescind-letter-urging-peace-talks-russia/10597445002/
https://www.azcentral.com/story/news/politics/arizona/2022/10/26/house-democrats-rescind-letter-urging-peace-talks-russia/10597445002/
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● Moscow ordered its forces to leave the city of Kherson, an embarrassing setback for 

Vladimir Putin. Meanwhile, the U.S. is working behind the scenes to secure peace talks 

with Russia. The developments suggest that there is wavering support for the war in 

Ukraine; thus, there may be room for negotiations. Although we may point to Russian 

losses as the reason for the Kremlin wanting to start talks, Western support for 

restrictions, particularly on Russian energy, is far from solid. As a result, both groups 

have room to make concessions.  

○ A possible solution to the war in Ukraine would be favorable for equities as it 

should lead to fewer supply chain disruptions and stable pricing for commodities.  

● In the United Kingdom, Brexiteers are starting to loosen their opposition to immigration. 

On Thursday, Next plc (NXT.L, £5,528) boss Simon Wolfson urged the government to 

allow more foreign workers to enter the country. As a backer of the leave camp during 

the Brexit vote, Wolfson's comments are noticeable given the group's strong anti-

immigration stance. Therefore, his reversal may reflect a growing sense of regret that the 

U.K. left the European Union. Although it is unlikely that the U.K. will apply to rejoin 

the EU within the next decade, it does suggest that populist policies are starting to lose 

some appeal as the country struggles to find labor and cope with higher levels of 

inflation.  

● The shift toward deglobalization is going to take a lot of work. In a free trade world, 

countries had access to cheap labor and relatively stable commodity prices. That said, the 

cost of maintaining these benefits came at the expense of higher inequalities within 

countries. Although it would be foolhardy to believe that the latest developments could 

lead to a reversal in the trend toward deglobalization, the recent push by governments to 

prevent further decline of international ties suggests that the world is still a long time 

away from a complete fracture. Assuming we are correct, it would indicate that a more 

regionalized world is still far away.   

 

A Crypto Moment: FTX may be the digital currency version of Lehman Brothers. 

● Major trading platform FTX is going bust. On Wednesday, Binance announced that it 

was pulling out of its deal to buy FTX. The breakdown in talks was related to the 

discovery of a big hole it found in FTX's financial data. The platform has an $8 billion 

shortfall and needs $4 billion to remain solvent. The problem began when Coindesk 

reported that Almada Research, a trading desk for FTX, had more liabilities than assets 

and escalated when traders began offloading FTTs, the platform’s signature crypto 

tokens. The sell-off threatens to hurt other platforms that hold FTTs in their portfolio of 

crypto currencies.  

○ In another twist, U.S. regulators are investigating FTX over how it has handled 

customer funds.  

● The rapid decline in FTX has spilled over into other digital currencies and crypto 

institutions. For example, Bitcoin has fallen below $17,000, and shares in Silvergate 

Capital (SI, $34.69), a financial bank for digital currencies, declined more than 7% on 

Wednesday. Meanwhile, investors pulled $700 million out of Tether after the stablecoin 

fell below parity with the dollar for the first time since July. The fragility of crypto 

https://www.bloomberg.com/news/articles/2022-11-09/russia-s-shoigu-orders-troops-to-leave-ukrainian-city-of-kherson
https://abcnews.go.com/Sports/joe-biden-hopeful-vladimir-putin-negotiate-brittney-griner/story?id=93015348
https://abcnews.go.com/Sports/joe-biden-hopeful-vladimir-putin-negotiate-brittney-griner/story?id=93015348
https://www.bloomberg.com/news/articles/2022-11-10/pro-brexit-boss-of-next-says-the-uk-needs-more-foreign-workers?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-11-10/pro-brexit-boss-of-next-says-the-uk-needs-more-foreign-workers?sref=uIvt3NFS
https://www.wsj.com/articles/binance-is-said-to-be-likely-to-walk-away-from-deal-to-buy-ftx-11668020963?mod=hp_lead_pos1
https://www.cnbc.com/2022/11/09/binances-rescue-of-ftx-shows-no-crypto-company-is-too-big-to-fail.html
https://www.cnbc.com/2022/11/09/binances-rescue-of-ftx-shows-no-crypto-company-is-too-big-to-fail.html
https://www.bloomberg.com/news/articles/2022-11-09/us-probes-ftx-empire-over-handling-of-client-funds-and-lending?srnd=premium&sref=uIvt3NFS
https://www.wsj.com/livecoverage/stock-market-news-today-11-09-2022/card/crypto-bank-silvergate-s-stock-falls-further-rQR1mdhX5s60V9Mzb5Iu
https://www.wsj.com/livecoverage/stock-market-news-today-11-09-2022/card/crypto-bank-silvergate-s-stock-falls-further-rQR1mdhX5s60V9Mzb5Iu
https://www.ft.com/content/86eb9d4b-02c7-418d-96d2-f805297ffd23
https://www.wsj.com/livecoverage/stock-market-news-today-11-09-2022/card/stablecoin-tether-edges-below-parity-with-dollar-BAY6hvdoncZT8BmV7Ft5
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markets is related to the lack of users for digital assets. As a result, the market is 

susceptible to runs as investors look to liquidate at the first sign of trouble. 

● The biggest unknown from this development is how the regulators will interpret the 

turmoil. Unlike money market funds, crypto is not deeply integrated into the financial 

system. That said, the recent market crash could lead policymakers to pass legislation 

restricting these assets' use as leverage in financial transactions. At this time, the 

likelihood of a possible financial crisis related to the downturn is minimal. However, the 

shift away from digital assets reflects investor preference for shorter-duration assets since 

they can provide quick returns. 

○ The crypto crisis is another example of how tightening financial conditions have 

negatively impacted risk assets. We expect these episodes to persist as long as the 

Federal Reserve continues to raise interest rates.  

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending November 5 rose to a 

seasonally adjusted 225,000, modestly above the expected level of 220,000 and the prior week’s 

revised level of 218,000. The four-week moving average of initial claims, which helps smooth 

out some of the volatility in the series, rose to 218,750. The number of people continuing to draw 

benefits in the week ending October 29 rose to 1.493 million, slightly above the anticipated level 

of 1.492 million and modestly higher than the previous week’s 1.487 million. Overall, the report 

suggests that the demand for labor remains strong. 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. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since mid-2021. 
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Separately, the October consumer price index (CPI) rose by a seasonally adjusted 0.4% for the 

second straight month, rather than rising 0.6% as expected. Excluding the volatile food and 

energy components, the “core” CPI rose just 0.3%, better than both the expected rise of 0.5% and 

the prior month’s jump of 0.6%  The overall CPI in October was up 7.7% from the same month 

one year earlier, while the core CPI was up 6.3%  Overall, the report suggests that headline 

inflation is easing slowly, but core inflation has merely stabilized. The chart below shows the 

year-over-year change in the CPI and the core CPI since 1980. 
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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 Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Oct -$90.0b -$165.1b **

EST Speaker or Event

9:00 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

9:35 Lorie Logan Speaks at Energy and the Economy Conference President of the Federal Reserve Bank of Dallas

11:00 Mary Daly Speaks with European Economics & Financial Center President of the Federal Reserve Bank of San Francisco

12:30 Loretta Mester Discusses the Economic Outlook President of the Federal Reserve Bank of Cleveland

13:30 Esther George Speaks at Energy and the Economy Conference President of the Federal Reserve Bank of Kansas City

Economic Releases

Federal Reserve

District or Position

ASIA-PACIFIC

Japan Money Stock M2 y/y Oct 3.1% 3.3% 3.2% ** Equity and bond neutral

Money Stock M3 y/y Oct 2.6% 2.9% 2.8% ** Equity and bond neutral

Japan Buying Foreign Bonds w/w 4-Nov -¥581.8b -¥1172.5b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 4-Nov ¥73.2b -¥172.7b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 4-Nov -¥1603.1b -¥248.1b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 4-Nov ¥340.0b ¥337.0b * Equity and bond neutral

Machine tool orders y/y Oct P -5.4% 4.3% ** Equity bearish, bond bullish

China New Yuan Loans CNY m/m Oct 615.2b 2.470t 2.474t ** Equity and bond neutral

Money Supply M2 y/y Oct 11.8% 12.1% 12.0% *** Equity and bond neutral

Money Supply M1 y/y Oct 5.8% 6.4% 6.5% * Equity and bond neutral

Money Supply M0 y/y Oct 14.3% 13.6% 12.8% * Equity and bond neutral

EUROPE

Italy Industrial Production WDA y/y Sep -0.5% 2.9% 1.0% ** Equity bearish, bond bullish

Russia CPI y/y Oct 12.63% 13.68% 12.80% *** Equity bullish, bond bearish

Core CPI y/y Oct 16.16% 17.11% *** Equity bullish, bond bearish

AMERICAS

Brazil IBGE Inflation IPCA y/y Oct 6.47% 7.17% 6.38% *** 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) 459 456 3 Up

3-mo T-bill yield (bps) 408 409 -1 Up

TED spread (bps) 51 46 5 Widening

U.S. Sibor/OIS spread (bps) 427 424 3 Up

U.S. Libor/OIS spread (bps) 431 429 2 Up

10-yr T-note (%) 4.08 4.09 -0.01 Up

Euribor/OIS spread (bps) 180 179 1 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Flat Down

Pound Up Down

Franc Down Down

Price Prior Change Explanation

Brent $92.29 $92.65 -0.39%

WTI $85.40 $85.83 -0.50%

Natural Gas $5.98 $5.87 1.93%

Crack Spread $36.82 $36.63 0.51%

12-mo strip crack $32.60 $32.73 -0.40%

Ethanol rack $2.99 $3.01 -0.63%

Metals

Gold $1,708.60 $1,706.74 0.11%

Silver $21.13 $21.05 0.36%

Copper contract $366.85 $370.00 -0.85%

Grains

Corn contract $661.75 $664.50 -0.41%

Wheat contract $809.75 $806.50 0.40%

Soybeans contract $1,444.75 $1,452.00 -0.50%

Shipping

Baltic Dry Freight 1,393            1,356            37

Actual Expected Difference

Crude (mb) 3.9 0.3 3.7

Gasoline (mb) -0.9 -1.5 0.6

Distillates (mb) -0.5 -0.5 0.0

Refinery run rates (%) 1.5% 0.4% 1.1%

Natural gas (bcf) 80

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts currently call for a deep cold snap throughout the entire country, 

with temperatures near normal only in southern Florida.  Wetter-than-normal conditions are 

anticipated in the northern Rocky Mountains and in the Southeast, with dry conditions expected 

in the Midwest.  Tropical storm Nicole has made landfall in central Florida and is expected to 

move up the Atlantic coast and dissipate in Delaware by Saturday.   
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Data Section 
 

U.S. Equity Markets – (as of 11/9/2022 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 11/9/2022 close) 

 

-40% -20% 0% 20%

Growth

Real Estate

Emerging Markets ($)

US Corporate Bond

Emerging Markets (local currency)

Small Cap

Large Cap

Foreign Developed ($)

US Government Bond

Mid Cap

US High Yield

Value
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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 

 

November 10, 2022 
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P/E as of 11/09/2022 = 18.0x

 
 

Based on our methodology,1 the current P/E is 18.0x, unchanged from last week.   
 

 

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. 


