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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 11, 2022—9:30 AM EST] Global equity markets are higher this morning.  

In Europe, the Euro Stoxx 50 is currently up 0.6% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 8.4%. Chinese markets were higher, with the Shanghai Composite 

closing up 1.7% from its prior close and the Shenzhen Composite closing up 1.3%. U.S. equity 

index futures are signaling a higher open.  

 

With 456 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, 69.4% 

have exceeded expectations while 24.3% 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” 

 

Happy Veterans Day! Today’s Comment begins with our view on the market's reaction to the 

positive CPI report. Next, we discuss how a moderation in Fed policy could impact the dollar. 

The report ends with a review of recent developments that may impact commodity markets. 

 

CPI Day: A deceleration in inflation has bolstered investor confidence that the Fed will end its 

tightening cycle.  

• Markets rejoiced Thursday after the latest consumer price index report showed that 

inflation slowed more than expected in October. Last month, headline CPI rose 7.7% 

from the previous year, well below the September rise of 8.2%. Meanwhile, core CPI, 

which excludes food and energy prices, rose 6.3% from October 2021, down from 6.6% 

in the previous month's report. The sharp decline in inflation was driven by a deceleration 
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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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in energy and used car prices. The reaction from investors is likely the result of 

speculation that the Fed may pivot soon.   

• The upbeat report helped boost equities and bond prices but weighed heavily on the 

dollar. On Thursday, the S&P 500 had its best performance in over two years as the index 

rose 5.5% from the previous day. Meanwhile, the yield on the 10-year Treasury, which is 

inversely correlated to bond prices, fell 28 bps to 3.86%. Hence, the robust market 

response from the inflation data suggests that there is still much optimism that the Fed 

will not raise rates much higher than their current levels. The latest CME Fedwatch tool 

shows that the market has priced in an 85.4% chance the Fed will raise rates by 25 bps in 

its next meeting.  

• We have our doubts about a possible Fed pivot. The chart below shows the implied three-

month LIBOR rate using two-year Eurodollar futures and compares it to the Fed Funds 

target rate. The blue line shows the spread between the two rates, and the black line 

shows where the Federal Reserve ended its tightening cycle. Assuming this trend holds, 

the latest spread numbers suggest that the Fed may stop hiking in early 2023. That said, 

this time may be different. The Fed has habitually disciplined markets whenever 

investors doubted the central bank's commitment to fighting inflation.  

 

 
 

Dollar’s Descent: As the Fed starts to ease off the accelerator, other central banks are looking to 

press on. 

• Fed officials welcomed the positive inflation news but insisted that the central bank is not 

finished tightening. Philadelphia Fed President Patrick Harker signaled that in light of the 

CPI data, the Fed could raise rates by 50 bps. His colleagues Dallas Fed President Lorie 

Logan and San Francisco Fed President Mary Daly, mirrored his sentiment. The 

insistence by Fed officials that they will continue to raise rates is another example of the 

Fed’s relentless effort to reinforce its inflation fighting credential. As a result, the rally in 

equities may be short-lived as investors realize that financial conditions will likely get 

tighter going into 2023.    

https://www.ft.com/content/c90f6775-28ff-4bcb-b36a-7b01d5672403
https://www.ft.com/content/c90f6775-28ff-4bcb-b36a-7b01d5672403
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.reuters.com/markets/us/feds-harker-says-time-coming-where-fed-can-slow-rate-hikes-2022-11-10/
https://www.reuters.com/markets/us/feds-harker-says-time-coming-where-fed-can-slow-rate-hikes-2022-11-10/
https://www.reuters.com/markets/us/feds-daly-inflation-report-good-news-still-resolute-policy-2022-11-10/
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• Moderation in the Fed tightening cycle could allow other central banks to catch up. On 

Thursday, several European Central Bank officials stressed that interest rates must rise 

much further to control inflation. Meanwhile, the Bank of England announced that it was 

prepared to offload some of the bonds it purchased during its emergency action. Even the 

Bank of Japan has discussed the possibility of normalization! The move to tighten 

monetary policy in other parts of the world will put downward pressure on the dollar but 

also threatens global growth. As a result, the U.S. may be an attractive target for 

investment going into 2023. 

• The strong CPI report may not be enough to sway the Fed to stop tightening, but it could 

threaten the greenback. There are two reasons that support a possible peak in the U.S 

dollar. 1) Inflation in Europe and the U.K. has yet to hit its peak, suggesting more 

tightening is needed. 2) Advanced economies have typically maintained a relatively tight 

place when the Fed has started cutting. That said, a global recession or a geopolitical 

conflict, such as a nuclear attack on Ukraine or an invasion of Taiwan by China, could 

trigger a flight-to-safety response from investors, pushing the dollar up even further. As a 

result, the currency's continued decline is far from certain.   

 

 
 

• Several European economies are showing signs of an impending recession. On 

Friday, economic reports showed that Spain, Germany, and the U.K. are in dangerous 

territory.   

 

Commodity Challenges: Despite the warmer-than-expected winter so far, there is still a risk that 

commodity prices could begin to surge. 

• The reopening of the Chinese economy could bolster demand for commodities. On 

Friday, Beijing eased some pandemic restrictions. Temporary bans on routes from 

countries with COVID outbreaks have been lifted, while regulators narrowed quarantine 

https://www.reuters.com/markets/us/ecb-will-likely-need-raise-rates-level-that-curbs-growth-schnabel-2022-11-10/
https://www.ft.com/content/313508b9-9133-4936-9edb-4eec5a1cf0cf
https://www.ft.com/content/313508b9-9133-4936-9edb-4eec5a1cf0cf
https://www.reuters.com/markets/rates-bonds/bojs-kuroda-undesirable-raise-interest-rates-now-2022-11-10/
https://www.reuters.com/markets/europe/bank-spain-urges-lenders-preserve-capital-risks-mount-2022-11-11/
https://www.ft.com/content/dbef6a09-a688-42d5-a640-cea055bccb9b
https://www.nytimes.com/2022/11/11/business/economy/uk-economy-gdp-recession.html
https://www.nytimes.com/2022/11/11/business/china-zero-covid-markets.html
https://www.nytimes.com/2022/11/11/business/china-zero-covid-markets.html
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and mass testing requirements. Although China has not formally ended its controversial 

Zero-COVID policy, the recent measures suggest it is heading in that direction. As a 

result, crude oil prices jumped 3.3% so far today, as there are now expectations that 

demand will rise. We estimate that the price of Brent Crude could easily surpass $100 a 

barrel once China fully opens its economy.  

• Meanwhile, Germans are reluctant to supply non-allied countries with their natural gas. 

On Friday, Germany sent diplomats to India to resolve a dispute over a cut in supplies. 

Their decision to reduce exports to India may be related to New Delhi's continuing trade 

ties with Russia. Although India has not formally taken a side in the Russia-Ukraine war, 

its indifference on the matter could lead it to be shunned by western countries. That said, 

Germany's hesitancy to sell its LNG to India will likely reduce its chance of facing an 

energy crunch later in the winter.    

• Despite the Russian retreat in Kherson, the war in Ukraine is far from over. On Friday, 

the Kremlin announced that its soldiers had left the city. Although this may sound like 

good news, residents have stated that Russians remain in the country dressed in civilian 

clothing. The ongoing war in Ukraine remains the biggest threat to commodities. There is 

hope that Russia and Ukraine will come to terms on a new peace agreement; however, it 

does not appear that either side is ready to make steep concessions to get a deal done. The 

U.S. is rumored to be working on a way to get the two sides together, and if they are 

successful, we could see a drop in commodity prices.  

 

U.S. Economic Releases  

 

No major U.S. reports have been released so far today.  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

10:00 U. of Michigan Consumer Sentiment m/m Nov P 59.5 59.9 ***

10:00 U. of Michigan Current Conditions m/m Nov P 63.5 65.6 **

10:00 U. of Michigan Future Expectations m/m Nov P 55.0 56.2 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Nov P 5.1% 5.0% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Nov P 2.9% 2.9% *

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases

https://www.bloomberg.com/news/articles/2022-11-11/germany-india-in-escalating-tussle-over-canceled-lng-cargoes?sref=uIvt3NFS
https://www.nbcnews.com/news/world/russia-kherson-retreat-complete-ukrainian-forces-advance-rcna56717
https://www.nytimes.com/2022/11/09/us/politics/ukraine-russia-peace-talks.html
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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. 

 

   
 

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 PPI y/y Oct 9.1% 9.7% 10.2% ** Equity bullish, bond bearish

New Zealand BusinessNZ Manufacturing PMI m/m Oct 49.3 52.0 51.7 *** Equity bullish, bond bearish

Food Prices m/m Oct 0.8% 0.4% *** Equity and bond neutral

India Industrial Production y/y Sep 3.1% -0.8% -0.7% *** Equity bullish, bond bearish

EUROPE

Germany CPI y/y Oct F 10.4% 10.4% 10.4% *** Equity and bond neutral

CPI, EU Harmonized y/y Oct F 11.6% 11.6% 11.6% ** Equity and bond neutral

UK GDP y/y 3Q P 2.4% 4.4% 2.1% *** Equity and bond neutral

Industrial Production y/y Sep -3.1% -5.2% -4.3% *** Equity bullish, bond bearish

Manufacturing Production y/y Sep -5.8% -6.7% -6.2% ** Equity and bond neutral

Visible Trade Balance m/m Sep -£15.656b -£19.257b -£17.177b ** Equity and bond neutral

Trade Balance m/m Sep -£3.135b -£7.080b -£4.676b ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 4-Nov 15.71t 15.61t * Equity and bond neutral

Gold and Forex Reserves m/m 4-Nov $541.6b $550.1b *** Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y Sep 3.9% 3.9% 4.5% *** Equity bearish, bond bullish

Brazil IBGE Services Volume y/y Sep 9.7% 8.0% 8.7% * Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 463 459 4 Up

3-mo T-bill yield (bps) 406 407 -1 Up

TED spread (bps) 57 52 5 Widening

U.S. Sibor/OIS spread (bps) 422 422 0 Up

U.S. Libor/OIS spread (bps) 426 426 0 Up

10-yr T-note (%) 3.81 3.81 0.00 Up

Euribor/OIS spread (bps) 180 180 0 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

Bank of Mexico Overnight Rate 10.000% 9.250% 10.000% On Forecast
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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 or above normal only in southern Florida.  Wetter-than-normal conditions 

are anticipated in the Pacific Northwest and the Southeast, with dry conditions expected in the 

Midwest.  Tropical storm Nicole has now been downgraded to a tropical depression as it moves 

from southern Georgia up the Appalachian Mountains.   

Price Prior Change Explanation

Brent $96.35 $93.67 2.86%

WTI $89.24 $86.47 3.20%

Natural Gas $6.22 $6.24 -0.26%

Crack Spread $35.83 $35.43 1.14%

12-mo strip crack $32.82 $32.78 0.09%

Ethanol rack $2.95 $2.96 -0.15%

Metals

Gold $1,758.96 $1,755.45 0.20%

Silver $21.44 $21.68 -1.12%

Copper contract $385.35 $375.80 2.54%

Grains

Corn contract $657.75 $653.25 0.69%

Wheat contract $808.50 $803.50 0.62%

Soybeans contract $1,443.50 $1,423.00 1.44%

Shipping

Baltic Dry Freight 1,390            1,393            -3

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) 79 80 -1

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 11/10/2022 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 11/10/2022 close) 
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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 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. 


