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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 16, 2022—9:30 AM EST] Global equity markets are mostly lower this 

morning.  In Europe, the Euro Stoxx 50 is currently down 0.7% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed up 0.2%. Chinese markets were mixed, with the Shanghai 

Composite closing down 0.2% from its prior close and the Shenzhen Composite closing up 

0.1%. U.S. equity index futures are signaling a lower open.  

 

With 469 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, 69.1% 

have exceeded expectations while 24.7% 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.”  Due to the upcoming holiday, the next BWGR will be our 2023 

Outlook published on December 12. 

• Weekly Energy Update (11/17/2022): In this week’s report we discuss Iran’s 

increasingly reckless behavior.  We also note the upcoming changes to Europe’s oil 

purchases from the EU on December 5.  As usual, we recap major stories and last 

week’s data.  Due to the upcoming holiday, our next report will be published 

December 1.   

• 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” Due to the upcoming holiday, our next report will be published December 5.   

• Asset Allocation Q4 2022 Rebalance Presentation (11/14/2022): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation strategies, 

recent portfolio changes, and the current macro environment 

 

Good morning! Today’s Comment begins with a discussion about why countries are ok with tight 

fiscal and monetary policy even when their economies are barreling toward recession. Next, we 

review what a possible reprieve in geopolitical tensions could mean for commodities. Finally, we 

provide our latest take on the FTX collapse and what it may say about risk assets.  

 

 

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_17_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Nov_17_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Nov_17_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Nov_17_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Nov_17_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Nov_17_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.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
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No More Cake: The prospect of recession has not encouraged policymakers to push through 

measures to stimulate the economy. 

● Chancellor Jeremy Hunt revealed a budget proposal to raise over £55 billion through tax 

increases and spending cuts on Thursday. The plan includes increasing windfall taxes, 

pushing more people into the top tax band, and cutting household energy subsidies. 

Hunt’s heavy-handed proposal will reassure the market that the government is serious 

about maintaining sound fiscal policy as the country copes with elevated inflation. In his 

speech, Hunt admitted that the U.K. economy would shrink next year. As of this moment, 

the British sterling is down 0.7% against the dollar as investors are now concerned about 

the economy's viability.  

● In the U.S., equities are trading lower following comments by Fed officials suggesting 

that the central bank is not prepared to pause. After the October CPI report showed that 

inflation was falling faster than most anticipated, investors began pricing in the 

possibility of a Fed pause for early 2023. Fed Governor Christopher Waller has 

challenged this sentiment by emphasizing that one report does not make a trend, 

dismissing the possibility of an end to hikes. Fed tightening could make it more difficult 

for the economy to grow, and thus, raise the likelihood of a recession. 

● These developments reinforce the view that governments are more focused on taming 

inflation than they are on promoting growth. A possible reason for this preference can be 

related to the low unemployment numbers. As demonstrated with the Phillips curve, there 

is a general trade-off between inflation and the unemployment rate. Theoretically, higher 

price levels allow firms to hire and maintain a larger workforce. As a result of higher 

employment levels, a recession may be less politically costly for policymakers, thus 

paving the way for hawkish policies. Although this could mean more monetary and fiscal 

responsibility among policymakers, it will also deny financial assets of additional 

stimulus. Hence, the easy money days may not be back for a long-time.   

 

Remain Calm: Geopolitical tensions among major powers have cooled much to the relief of 

markets.  

● China and Russia are relatively more sanguine, as both appear open to de-escalation 

while the global economy begins to slow. On Thursday, Moscow agreed to extend the 

grain deal with Ukraine. Meanwhile, Chinese President Xi Jinping was somewhat 

restrained in his comments during the G-20 gathering. However, he did chastise Canadian 

Prime Minister Justin Trudeau for leaking their discussions to the press. The latest 

developments have made investors more confident that tensions are easing. Equities 

sustained a brief rally following remarks from Xi and President Biden at the G-20, while 

grain prices fell following the announcement of the wheat deal. That said, it is unlikely 

that this optimism will last for long. 

● The shift in these countries' sentiments is likely related to the slowing global economy. 

On Thursday, economic data revealed that Russia fell into recession. New data showed 

that its GDP shrank by 4% from the prior year for the second consecutive quarter. At the 

same time, onerous COVID restrictions and a property market crash have made China 

more reliant on export promotion for growth. The weakness in their respective economies 

may have forced them to modify their stances. In the long run, these countries would like 

https://www.wsj.com/articles/u-k-unveils-tax-increases-and-spending-cuts-to-corral-debt-11668686757
https://www.wsj.com/articles/u-k-unveils-tax-increases-and-spending-cuts-to-corral-debt-11668686757
https://financialpost.com/pmn/business-pmn/uk-economy-set-to-shrink-next-year-hunt-says-in-budget-speech
https://www.wsj.com/livecoverage/stock-market-news-today-11-17-2022/card/pound-bonds-edge-down-on-u-k-austerity-measures-hfDVHV8ZrA5ZIDAND97R
https://www.bloomberg.com/news/articles/2022-11-11/yellen-says-don-t-read-too-much-in-positive-october-cpi-report?sref=uIvt3NFS
https://finance.yahoo.com/news/fed-hawk-waller-joins-other-202407958.html
https://www.nytimes.com/2019/08/09/business/trade-inflation-unemployment-phillips.html
https://www.ft.com/content/ed3abed9-5ae9-4014-8616-c0faf3800f65
https://www.ft.com/content/ed3abed9-5ae9-4014-8616-c0faf3800f65
https://www.thehindu.com/news/international/chinese-president-xi-jinping-confronts-canadian-pm-justin-trudeau-at-g-20-over-leaked-talks/article66147811.ece
https://www.thehindu.com/news/international/chinese-president-xi-jinping-confronts-canadian-pm-justin-trudeau-at-g-20-over-leaked-talks/article66147811.ece
https://www.wsj.com/livecoverage/stock-market-news-today-11-17-2022/card/wheat-prices-fall-after-u-n-says-russia-has-agreed-to-renew-ukraine-grain-deal-Sr3jwVtmUZc9KkjKyMW5
https://www.wsj.com/livecoverage/stock-market-news-today-11-17-2022/card/wheat-prices-fall-after-u-n-says-russia-has-agreed-to-renew-ukraine-grain-deal-Sr3jwVtmUZc9KkjKyMW5
https://www.reuters.com/markets/russian-economy-shrinks-4-third-quarter-statistics-agency-2022-11-16/
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to become self-reliant, but they would like to do so at a moderate pace to avoid outraging 

the public. As a result, the path toward deglobalization is likely to be done at a plodding 

pace.  

● Russia and China’s calmness won’t fool anyone. Western countries are determined to 

contain the two. On Thursday, Germany and France greenlit a project to develop fighter 

jets. The increased military spending reinforces our view that the aerospace and defense 

industries may have attractive investment opportunities, particularly for international 

firms. Yet, despite the West being undeterred, commodities appear to behave as if 

tensions have declined. One reason crude prices have softened is due to an increase in 

optimism among traders that geopolitical tensions are easing. If this trend continues, the 

drop in commodity prices should boost the global economy and reduce inflationary 

pressures. 

 

FTX Saga Continues: The fallout from the collapse of FTX has spilled over to other areas of 

the crypto market. 

● Several crypto platforms have announced new restrictions on trading after FTX filed for 

bankruptcy. On Wednesday, Gemini exchange paused withdrawals from its interest-

bearing Earn accounts; meanwhile, Genesis Capital Management halted new loan 

originations and redemptions. Crypto firms implemented these new limits to prevent a 

run on assets; hence, the move suggests a broader panic throughout the market. These 

stringent measures will undermine outsiders' already shaky confidence in 

cryptocurrencies. As a result, cryptocurrencies will struggle to find newcomers, therefore 

making these digital assets less useful for portfolio diversification purposes.  

● There are growing calls for more regulation and oversight of cryptocurrencies as the 

ongoing crisis has drawn comparisons to the fall of Lehman Brothers. The Security and 

Exchange Commission and the Commodity Futures Trading Commission are both vying 

for jurisdiction over the crypto market. The new legislation pushed by Senator Elizabeth 

Warren (D- Mass) would allow regulators to consider consumer protection, anti-money 

laundering, and protection of the climate from crypto mining. Although the concerns are 

not new, the crisis appears to give crypto regulation new life.  

○ There is also talk about a potential crypto central bank run by Binance, though 

that may lead to other complications.  

● There are no signs that the crypto meltdown will bleed into the broader financial system. 

However, the crisis shows how new asset classes created by ultra-low interest rates can 

lead to market bubbles. Central banks’ decisions to drop rates to rock-bottom levels 

meant market participants had to invest in risky assets in order to find yield. As a result, 

institutions created new financial products like crypto for investors looking to gain a 

positive return on their excess cash. When central banks began raising rates to fight 

inflation, investor returns moved away from risky assets and into safe havens. Thus, the 

recent market rout exemplifies how these innovations can struggle to survive in a 

normalized world. Although we are not expecting an imminent financial crisis, we do 

believe there is an elevated risk while the Fed continues its tightening cycle.  

 

https://www.ft.com/content/c9716512-268e-4346-8d6d-a811f8ce3b75
https://www.ft.com/content/c9716512-268e-4346-8d6d-a811f8ce3b75
https://oilprice.com/Energy/Energy-General/Oil-Prices-Fall-On-Easing-Geopolitical-Tensions.html
https://oilprice.com/Energy/Energy-General/Oil-Prices-Fall-On-Easing-Geopolitical-Tensions.html
https://www.cnbc.com/2022/11/16/genesis-lending-unit-halts-withdrawals-in-aftermath-of-ftx-collapse.html
https://www.politico.com/news/2022/11/15/ftx-sec-cftc-crypto-regulations-00067040
https://www.politico.com/news/2022/11/15/ftx-sec-cftc-crypto-regulations-00067040
https://www.bloomberg.com/opinion/articles/2022-11-15/matt-levine-s-money-stuff-binance-ftx-and-cars?sref=uIvt3NFS
https://www.wsj.com/articles/feds-michael-barr-says-crypto-turmoil-highlights-potential-risks-to-financial-system-11668516393
https://www.wsj.com/articles/feds-michael-barr-says-crypto-turmoil-highlights-potential-risks-to-financial-system-11668516393
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U.S. Economic Releases  

 

Weekly jobless claims came in at 222k, a bit less than the 228K forecast.  The four-week average 

of claims rose to 220.75k, above last week’s 218.75k. 
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Continuing claims were 1507k, modestly better than the 1510k expected.  Overall, the labor 

market remains strong. 

 

The November Philadelphia FRB Business Outlook came in much weaker than forecast, at -19.4 

compared to expectations of -6.0. 

 

-60

-40

-20

0

20

40

60

-60 

-40 

-20 

0 

20 

40 

60 

70 75 80 85 90 95 00 05 10 15 20 25

INDEX SIX-MONTH AVERAGE RECESSION

PHILADELPHIA FED 

BUSINESS OUTLOOK INDEX

Source:  Philadelphia FRB, CIM

Current 6 Mo  Reading =

-7.9

IN
D

E
X

, 
6-

M
O

 S
M

O
O

T
H

IN
G

YEARS

 
 

Using the six-month average, the index is approaching the recession signal of -10, adding to a 

plethora of evidence signaling a downturn in the coming months. 
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October housing starts came in above forecast, at 1.425 million units annualized, compared to 

expectations of 1.410 million units annualized.  Permits also exceeded expectations, at 1.526 

million units annualized, compared to expectations of 1.514 million units annualized.   

 

 
 

This chart separates starts by size, and as the chart shows, single family starts are falling from 

their recent peak in December 2020, off 34.6%.  Multifamily starts, however, are continuing to 

rise.   

 

The backlog of homes remains elevated. 

 

 
 

Homes authorized to start but where ground hasn’t been broken remain near all time highs.  

There have been a spate of anecdotal reports of buyers cancelling projects, which may mean this 

number remains elevated, but may not reflect homes that will be built anytime soon.   

https://www.probuilder.com/cancellations-rise-home-builder-confidence-falling
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Overall, today’s data is mixed.  The housing numbers are not good, but the fact that the data 

exceeded the forecast suggests that expectations for homebuilding have declined.  Claims data 

confirms a labor market that is still strong, while the Philadelphia FRB Business Outlook index 

is skirting recession levels.  Markets seem to have mostly shrugged off the reports.   

  

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

11:00 Kansas City Fed Manfacturing Index m/m Nov -8 -7 *

EST Speaker or Event

9:15 Michelle Bowman Discusses Financial Literacy and Inclusion Members of the Board of Governors

9:40 Loretta Mester Speaks at Financial Stability Conference President of the Federal Reserve Bank of Cleveland

10:40 Philip Jefferson and Neel Kashkari Take Part in Panel Discussion Fed Governor and President of the Federal Reserve Bank of Minneapolis

13:45 Neel Kashkari Takes Part in Moderated Q&A President of the Federal Reserve Bank of Minneapolis

20:05 Jerome Powell, Mary Daly, and John Williams Honor Chicago Fed's Evans Chair of the Board of Governors and  Presidents of the Fed of San Francisco and New York

Federal Reserve

District or Position

Economic Releases

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Japan Buying Foreign Bonds w/w 11-Nov -¥123.9b -¥581.8b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 11-Nov -¥66.5b ¥73.2b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 11-Nov -¥38.2b -¥1603.1b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 11-Nov ¥556.6b ¥340.0b * Equity and bond neutral

Trade Balance m/m Oct -¥2162.3b -¥2094.0b -¥1620.0b *** Equity bearish, bond bullish

Exports m/m Oct 25.3% 28.9% 29.3% * Equity bearish, bond bullish

Imports m/m Oct 53.5% 45.9% 50.0% * Equity bearish, bond bullish

Australia Employment Change m/m Oct 32.2k 0.9k -3.8k *** Equity bullish, bond bearish

Unemployment Rate m/m Oct 3.4% 3.5% 3.5% *** Equity and bond neutral

Participation Rate m/m Oct 66.5% 66.6% 66.5% ** Equity and bond neutral

EUROPE

Eurozone Construction output y/y Sep 1.0% 2.3% 2.0% * Equity bearish, bond bullish

Eurozone CPI y/y Oct F 10.6% 9.9% 10.7% *** Equity and bond neutral

Core CPI y/y Oct F 5.0% 5.0% 5.0% ** Equity and bond neutral

Italy Trade Balance m/m Sep -£6.454b -£9.569b -£9.508b ** Equity bullish, bond bearish

Switzerland Real Exports m/m Oct -1.8% 0.4% -0.4% * Equity bearish, bond bullish

Real Imports m/m Oct -0.8% 0.9% 1.0% * Equity bearish, bond bullish

Russia GDP y/y 3Q A -4.0% -4.1% -4.7% ** Equity bearish, bond bullish

Gold and Forex Reserves m/m 11-Nov $552.1b $541.6b *** Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-10 m/m Nov -0.59% -1.04% -0.51% ** Equity and bond neutral
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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. 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 465 464 1 Up

3-mo T-bill yield (bps) 409 412 -3 Up

TED spread (bps) 56 53 3 Widening

U.S. Sibor/OIS spread (bps) 428 426 2 Up

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

10-yr T-note (%) 3.76 3.69 0.07 Up

Euribor/OIS spread (bps) 180 180 0 Neutral

Currencies Direction

Dollar Up Up

Euro Down Up

Yen Down Down

Pound Down Down

Franc Down Up

Price Prior Change Explanation

Brent $91.42 $92.86 -1.55%

WTI $83.82 $85.59 -2.07%

Natural Gas $6.35 $6.20 2.35%

Crack Spread $34.93 $35.55 -1.73%

12-mo strip crack $31.93 $32.53 -1.86%

Ethanol rack $2.72 $2.74 -0.71%

Metals

Gold $1,761.67 $1,773.87 -0.69%

Silver $20.98 $21.47 -2.30%

Copper contract $372.75 $377.35 -1.22%

Grains

Corn contract $658.50 $667.50 -1.35%

Wheat contract $820.00 $837.25 -2.06%

Soybeans contract $1,413.50 $1,429.25 -1.10%

Shipping

Baltic Dry Freight 1,288            1,300            -12

Actual Expected Difference

Crude (mb) -5.4 -1.9 -3.5

Gasoline (mb) 2.2 0.2 2.0

Distillates (mb) 1.1 -1.0 2.1

Refinery run rates (%) 0.8% 0.3% 0.6%

Natural gas (bcf) 66

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts are showing moderating temperatures.  In the former, the West 

Coast is expected to be warmer than normal, the East Coast cooler than normal, with normal 

temps for most of the country. The coasts are expecting rain, with dry conditions in the middle of 

the nation.  The latter forecast suggests a definite warming trend for the western 2/3 of the 

nation, with wet conditions in the midsection of the country, and wetter conditions on the coasts.  

This forecast will be a negative factor for heating fuel prices.  
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Data Section 
 

U.S. Equity Markets – (as of 11/16/2022 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 11/16/2022 close) 

 

-30% -20% -10% 0% 10% 20% 30%

Growth

Real Estate

Emerging Markets ($)

US Corporate Bond

Emerging Markets (local currency)

Small Cap

Large Cap

Foreign Developed ($)

US Government Bond

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 17, 2022 
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P/E as of 11/16/2022 = 18.7x

 
 

Based on our methodology,1 the current P/E is 18.7x, up 0.7x from last week.  The primary 

reason for the rise in the multiple is the switch from Thomson/Reuter’s calculation of earnings 

for Q3 to that of Standard and Poor’s.   There are periods where the two series diverge, and this 

quarter was one of them.   
 

 

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 three actual quarters (Q1, Q2 and Q3) and one estimate (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. 


