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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 14, 2022—9:30 AM EST] Global equity markets are mixed this morning.  

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

Apex 50 Index closed up 0.7%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.1% from its prior close and the Shenzhen Composite closing down 0.3%. U.S. 

equity index futures are signaling a slightly lower 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 (11/14/2022) (with associated podcast): “The Impossible 

Trinity” 

• Charts Worth Noting (11/14/2022): Annual Percentage Change in CPI 

 

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

what comes next following Ukraine’s dramatic recapture of the southern city of Kherson late last 

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

potential to affect the financial markets today, much of which is focused on developments in 

China and in U.S.-China relations. 

 

Russia-Ukraine:  Now that Russian forces have abandoned the southern Ukrainian region 

around Kherson, they appear to be redeploying their forces northward to launch new offensives 

in the province of Donetsk.  That will likely force the Ukrainians to reinforce their units in that 

area, but they are also expected to send some troops from Kherson northward to bolster their 

offensive in the northeastern Luhansk region.  In any event, it appears that Ukraine’s recapture of 

Kherson has set the stage for intensified fighting, rather than less fighting, in the coming months. 

 

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_Nov_14_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-november-13
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-november-13
https://www.wsj.com/articles/russia-eyes-gains-in-ukraines-east-after-kherson-withdrawal-11668421801#comments_sector
https://www.wsj.com/articles/russia-eyes-gains-in-ukraines-east-after-kherson-withdrawal-11668421801#comments_sector
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• Following the Ukrainian military’s dramatic recapture of Kherson, President Zelensky 

not only took the aggressive step of visiting the city in person, but he also claimed that 

the recapture “is the beginning of the end of the war.”   

• Despite Ukraine’s victory in Kherson, it is still struggling to repair the damage Russian 

air strikes have caused the country’s civilian infrastructure.  Because of that and the 

danger of booby traps left by the retreating Russians, the Ukrainian government today 

asked Kherson citizens who had fled not to return to the city quite yet. 

• The Ukrainian victory in Kherson also hasn’t been enough to convince U.S. officials that 

Kyiv can keep taking back territory as winter approaches.  Some U.S. officials are 

therefore working to nudge President Zelensky toward peace talks, while taking care to 

emphasize that any decision on talks remains in the hands of the Ukrainians. 

https://www.ft.com/content/ee42e6c9-72e9-441a-8a02-b67e618921e9
https://www.ft.com/content/55e3ff7e-4ce7-42f1-bfb9-1264ad543e64
https://www.ft.com/content/55e3ff7e-4ce7-42f1-bfb9-1264ad543e64
https://www.wsj.com/articles/as-ukraine-retakes-kherson-u-s-looks-to-diplomacy-before-winter-slows-momentum-11668345883?mod=world_lead_pos2
https://www.wsj.com/articles/as-ukraine-retakes-kherson-u-s-looks-to-diplomacy-before-winter-slows-momentum-11668345883?mod=world_lead_pos2
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• U.S. Treasury Secretary Yellen has said that some sanctions on Russia could remain in 

place even after any eventual peace agreement with Ukraine, raising the prospect of a 

long-term U.S. effort to squeeze Russia’s economy. 

o Such a move would be consistent with the fracturing of the world into relatively 

separate geopolitical and economic blocs, as we have recently been arguing. 

o In our analysis, we would expect Russia to end up as a junior partner in the 

evolving China-led bloc.  As the U.S. and its bloc works to compete against China 

and the Chinese bloc, it would make sense for the U.S. to retain a range of 

military, economic, and diplomatic restrictions on both China and Russia. 

 

Turkey:  An apparent terrorist bombing in central Istanbul killed six people yesterday, 

prompting the government to vow vengeance on the Kurdish militants that it suspects planted the 

device.  Because of U.S. support for Kurdish rebels in Syria, the attack and any Turkish 

retaliation is likely to worsen U.S.-Turkish relations.  Potentially, that could mean that Turkey 

will become even less cooperative in supporting Ukraine as it tries to defend itself against 

Russia’s invasion.  It could also prompt Turkey to dig in its heels against Sweden and Finland 

joining NATO. 

 

United Kingdom-France:  Today, negotiators from the U.K. and France struck a deal in which 

the U.K. will provide additional resources to France so it can halt additional migrants from 

illegally crossing the English Channel to the U.K.  The agreement is an early sign that Prime 

Minister Sunak’s government may be able to work more constructively with France and the rest 

of the EU than other recent Conservative governments. 

 

China COVID Policy:  The Communist Party has ordered that the country’s Zero-COVID 

policy be “optimized and adjusted” to minimize its impact on economic growth, people’s lives, 

and foreigners’ ability to visit China.  Along with the news of easing inflation in the U.S., the 

announcement helped give a big boost to stocks in China and Hong Kong on Friday. 

• However, it’s important to note that the order didn’t change the overarching policy goal 

of completely stamping out COVID-19.  Many Western observers assessed the move to 

be merely fine-tuning, rather than easing, the Zero-COVID policy. 

• That’s especially the case given that new infections in China have now surged to more 

than 10,000 per day, marking their highest level since Shanghai was forced to shut down 

its economy in March.  Since so many Chinese citizens remain unvaccinated or 

vaccinated only with China’s relatively less effective indigenous vaccines, especially 

among the elderly, a large breakout of new infections could spark a big increase in 

deaths.  In turn, that would probably prompt the government to tighten restrictions again, 

with negative implications for the Chinese economy and financial markets. 

 

China Real Estate Policy:  In the country’s second major move to accelerate economic growth, 

the People’s Bank of China and the China Banking and Insurance Regulatory Commission 

released a broad support program for the real estate industry on Friday.  One of the biggest 

policy changes in the notice is to allow a “temporary” easing of restrictions on bank lending to 

real estate developers.  In addition, developers’ outstanding bank loans and trust borrowings due 

https://www.wsj.com/articles/some-russia-sanctions-could-extend-beyond-ukraine-wars-end-janet-yellen-says-11668349340?mod=economy_lead_pos2
https://www.wsj.com/articles/some-russia-sanctions-could-extend-beyond-ukraine-wars-end-janet-yellen-says-11668349340?mod=economy_lead_pos2
https://www.confluenceinvestment.com/weekly-geopolitical-report-parsing-the-worlds-new-geopolitical-blocs-may-9-2022/
https://www.ft.com/content/5398e79e-4a49-4a85-9cc3-dcf43b73661b
https://www.ft.com/content/5398e79e-4a49-4a85-9cc3-dcf43b73661b
https://www.ft.com/content/5398e79e-4a49-4a85-9cc3-dcf43b73661b
https://www.ft.com/content/d9eed579-a6ee-43b2-b2ce-3e8d83908770
https://www.ft.com/content/d9eed579-a6ee-43b2-b2ce-3e8d83908770
https://www.ft.com/content/d9eed579-a6ee-43b2-b2ce-3e8d83908770
https://www.wsj.com/articles/china-eases-some-covid-19-rules-even-as-cases-pass-10-000-11668150369?mod=world_lead_pos1
https://www.wsj.com/articles/china-eases-some-covid-19-rules-even-as-cases-pass-10-000-11668150369?mod=world_lead_pos1
https://www.scmp.com/business/article/3199446/china-plans-rescue-property-firms-strongest-sign-yet-policymakers-are-easing-years-long-clampdown?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20221113&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3199443&article_id_list=3199399,3199436,3199451,3199446,3199443,3199361,3199447,3199392&tc=18&CMCampaignID=29ca929d3146dd917eb15ab38fa48d03
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within the next six months could be extended for a year, while repayment on their bonds may 

also be extended or swapped through negotiations.  To reduce the risk of popular unrest over 

developers’ failure to deliver finished homes after buyers made down payments, the new policy 

also calls on banks to negotiate with homebuyers on extending mortgage repayment and 

emphasized that buyers’ credit scores should be protected. 

• The regulatory adjustments for the real estate market come on top of other, more limited 

measures issued in recent months, including cutting interest rates, urging major banks to 

extend 1 trillion yuan ($140 billion) of financing in the final months of the year, and 

offering special loans through policy banks to ensure property projects are delivered. 

• The eased property restrictions probably also fed into the surge in Chinese stocks on 

Friday.  However, it is important to remember that the regulatory easing flies in the face 

of President Xi’s desire to rein in real estate developers’ debt, so it’s not entirely clear 

how far the measures will be taken.  It therefore remains to be seen whether Chinese 

stocks will continue to rebound. 

 

United States-China:  President Biden and Chinese President Xi held their first in-person 

meeting as national leaders today on the sidelines of the Group of 20 summit in Indonesia.  

According to U.S. National Security Advisor Sullivan, Biden used the occasion to warn China 

about U.S. red lines as the two countries’ rivalry intensifies.  He also suggested that Xi should 

help rein in North Korea’s belligerent nuclear missile program. 

 

U.S. Mid-Term Elections:  Based on updated vote tallies released over the weekend, Nevada 

Senator Catherine Cortez Masto now appears to have won re-election, ensuring the Democratic 

Party will retain control of the upper house of Congress with Vice President Harris’s tie-breaking 

vote.  If the Democrats win Georgia’s senatorial run-off vote on December 6, they will improve 

their position in the Senate to an outright majority of 51-49. 

• Nevertheless, for investors, the key story is simply that the Republicans have probably 

taken control of the House of Representatives. 

• If confirmed by final vote tallies in the coming days, Republican control of the House 

means that the federal government will again be split between the parties.  Historically, 

that has been a positive environment for U.S. stocks. 

 

U.S. Monetary Policy:   At an event in Australia today, Federal Reserve board member 

Christopher Waller warned that investors shouldn’t be lulled by last week’s report showing 

cooler inflation.  According to Waller, the monetary policymakers “have a ways to go yet” to 

boost interest rates high enough to get inflation truly under control.  The statement should be a 

reminder that the Fed is still desperately keen to rebuild its inflation-fighting credentials, so it is 

likely to keep raising interest rates in the near term even if doing so pushes the economy into 

recession, as we expect. 

 

U.S. Economy:  The freight unit of FedEx (FDX, $175.61) said it is furloughing some workers 

in select U.S. markets in response to slowing demand.  Since transportation services can often be 

a bellwether for the overall economy, the action provides concrete evidence that U.S. economic 

https://www.ft.com/content/82b7db3b-cf38-4db8-8582-22c622e879fe
https://www.wsj.com/articles/biden-xi-meet-as-countries-move-toward-reopening-communication-11668420685?mod=world_lead_story
https://www.wsj.com/articles/biden-xi-meet-as-countries-move-toward-reopening-communication-11668420685?mod=world_lead_story
https://www.scmp.com/news/china/diplomacy/article/3199409/us-president-joe-biden-will-ask-chinas-xi-jinping-restrain-north-korean-nuclear-ambitions-security?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221113&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3199398&article_id_list=3199395,3199419,3199408,3199420,3199393,3199407,3199397,3199378&tc=23&CMCampaignID=5caee2193a5dc9d2eae57d725702c4cb
https://www.scmp.com/news/china/diplomacy/article/3199409/us-president-joe-biden-will-ask-chinas-xi-jinping-restrain-north-korean-nuclear-ambitions-security?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221113&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3199398&article_id_list=3199395,3199419,3199408,3199420,3199393,3199407,3199397,3199378&tc=23&CMCampaignID=5caee2193a5dc9d2eae57d725702c4cb
https://www.wsj.com/articles/senate-majority-rests-on-nevada-georgia-as-results-trickle-in-11668270190
https://www.wsj.com/articles/senate-majority-rests-on-nevada-georgia-as-results-trickle-in-11668270190
https://www.wsj.com/articles/fed-official-warns-inflation-fight-has-ways-to-go-11668383889
https://www.wsj.com/articles/fed-official-warns-inflation-fight-has-ways-to-go-11668383889
https://www.transportdive.com/news/fedex-freight-ltl-furloughs-some-markets-volume-decline/636436/
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activity is slowing sharply, consistent with our view that it will slip into recession sometime in 

the first half of 2023. 

• Because of slowing demand and purchasing mistakes amid the pandemic’s disruptions, 

many retailers have already started offering big “Black Friday” discounts to clear out 

excess inventories.  The drop in prices could help bring down inflation but will probably 

also weigh on retailers’ profits and stock prices. 

• In other potential good news for inflation, wetter weather in Brazil and Indonesia is 

promising to bolster coffee supplies which will prompt a big decline in prices.  Futures 

prices for the Arabica variety have fallen approximately 22% in just the last month. 

 

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 Speaker or Event

11:30 Lael Brainard Discusses the Economic Outlook Vice Chair of the Board of Governors

18:30 John Williams Moderates Panel at the Economic Club President of the Federal Reserve Bank of New York

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

India CPI y/y Oct 6.77% 7.41% 6.70% *** Equity and bond neutral

Wholesale Prices y/y Oct 8.4% 10.7% 8.5% ** Equity and bond neutral

EUROPE

Eurozone Industrial Production WDA y/y Sep 4.9% 2.5% 2.8% ** Equity bullish, bond bearish

UK Nationwide House Price Index y/y Nov 7.2% 7.8% *** Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 11-Nov 529.8b 532.1b * Equity and bond neutral

Total Sight Deposits CHF w/w 11-Nov 571.1b 572.1b * Equity and bond neutral

Producer & Import Prices y/y Oct 4.9% 5.4% ** Equity and bond neutral

AMERICAS

Brazil Economic Activity Index y/y Sep 4.00% 4.86% 4.98% ** Equity bearish, bond bullish

https://www.wsj.com/articles/black-friday-deals-arrived-early-for-many-shoppers-this-year-11668430812?mod=hp_lista_pos1
https://www.wsj.com/articles/coffee-market-goes-cold-as-brazilian-weather-normalizes-11668385027?mod=hp_lead_pos10
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Charts Worth Noting 

 
 

The annual change in U.S. consumer prices slowed more than expected in October, raising hopes 

that the Fed could soon curb its tightening cycle. According to the Bureau of Labor Statistics, the 

overall Consumer Price Index rose 7.7% from the previous year, which is lower than the 

consensus estimate of 7.9% in the same period. A steep deceleration drove this decline in the 

inflation rate in energy and goods prices. That said, core CPI, which excludes energy and food 

prices, has risen 6.3% since October 2021. Although the overall price levels eased up last month, 

transportation and shelter prices are still accelerating. Going into the year's final month, we 

anticipate core inflation to fall just below 6% in December. 

 

The sharp decline in inflation will encourage the Fed to slow the pace of its hike; however, pivot 

bets are likely premature. Recent remarks from Fed officials support this view. Last week, 

Cleveland Fed President Loretta Mester insisted that the policy rate will need to be more 

restrictive for longer despite a favorable CPI report. Several other Fed officials mirrored her 

sentiment. Although the market has priced in a 25 bps hike for December, it is still possible that 

the Fed will raise rates by 50 bps. Hence, the market could be hit with a negative surprise at the 

next Federal Open Market Committee meeting.  

 

https://www.reuters.com/markets/us/feds-mester-cheered-by-cpi-says-big-risks-remain-inflation-2022-11-10/
https://www.reuters.com/markets/us/feds-mester-cheered-by-cpi-says-big-risks-remain-inflation-2022-11-10/
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html?redirect=/trading/interest-rates/countdown-to-fomc.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. 

 
 

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, Southwest, and New England.   

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 461 465 -4 Up

3-mo T-bill yield (bps) 405 407 -2 Up

TED spread (bps) 55 58 -3 Widening

U.S. Sibor/OIS spread (bps) 423 422 1 Up

U.S. Libor/OIS spread (bps) 427 426 1 Up

10-yr T-note (%) 3.88 3.81 0.07 Up

Euribor/OIS spread (bps) 176 180 -4 Neutral

Currencies Direction

Dollar Up Up

Euro Down Up

Yen Down Down

Pound Down Down

Franc Down Flat

Price Prior Change Explanation

Brent $94.86 $95.99 -1.18%

WTI $87.76 $88.96 -1.35%

Natural Gas $6.26 $5.88 6.51% Supply Pessimism

Crack Spread $35.50 $34.99 1.48%

12-mo strip crack $32.89 $32.87 0.07%

Ethanol rack $2.88 $2.91 -0.92%

Metals

Gold $1,760.14 $1,771.24 -0.63%

Silver $21.50 $21.70 -0.92%

Copper contract $383.90 $391.35 -1.90%

Grains

Corn contract $659.75 $663.00 -0.49%

Wheat contract $831.25 $835.25 -0.48%

Soybeans contract $1,442.50 $1,450.00 -0.52%

Shipping

Baltic Dry Freight 1,355            1,390            -35

Energy Markets
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Data Section 
 

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

 

-40% -20% 0% 20% 40%

Growth

Emerging Markets ($)

Real Estate

US Corporate Bond

Emerging Markets (local currency)

US Government Bond

Foreign Developed ($)

Small Cap

Large Cap

US High Yield

Mid Cap

Value

Foreign Developed (local currency)

Cash

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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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


