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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. 

 

The Daily Comment will go on hiatus beginning Wednesday, November 23, and will return on 

Monday, November 28.   
 

[Posted: November 18, 2022—9:30 AM EST] Global equity markets are mostly higher this 

morning.  In Europe, the Euro Stoxx 50 is currently up 1.2% from its prior close. In Asia, the 

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

Composite closing down 0.6% from its prior close and the Shenzhen Composite closing down 

0.5%. U.S. equity index futures are signaling a higher open.  

 

With 473 companies having reported so far, S&P 500 earnings for Q3 are running at $56.40 per 

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

 

Guten Morgen! Today’s Comment begins with our thoughts about the growing financial stress 

within the international banking system. Next, we discuss how the dollar is faring against 

countries with opposing monetary policies. We end this report with a discussion about the easing 

of geopolitical tensions and its impact on financial markets.  

 

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/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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Global Liquidity: As international financial conditions weaken, there are growing concerns that 

banks are struggling to meet short-term obligations. 

● Financial stress is on the rise in major economies across the world. Rising interest rates in 

China (one-year note yields jumped nearly 25 bps this week) have triggered investor 

withdrawals from fixed-income products, as investors fear rising rates will lead to 

principal losses. Regulators have made unscheduled inquiries of Chinese banks to check 

their ability to meet these withdrawals. The areas of concern are “wealth management 

products” which seem to be similar to Western ETFs. They offer higher yields compared 

to bank deposits, but also offer daily liquidity. However, they are also “mark-to-market” 

products, meaning that their prices fall as rates rise. We expect the PBOC to prevent runs, 

but the snap rise in yields is revealing some fragility in China’s financial system. 

● At the same time, a financial stability review conducted by the European Central Bank 

showed that investment funds are lacking the sufficient liquid assets needed during a 

financial crisis. Meanwhile, the lack of demand for U.S. Treasuries, especially in the off-

the-run coupons, has led to volatility in bond prices. The issues with the international 

financial system are in part due to global monetary tightening.  

● Although our base case is that the upcoming recession will likely be “garden variety,” a 

financial crisis could worsen a downturn. It is unclear how the financial system will cope 

if Fed officials follow through on their plan to raise rates to between 5% and 7%, but the 

unusually high level will likely add to the ongoing woes. Although central bankers have 

consistently argued that this time will be different, history shows us that overconfidence 

leads to blind spots. The shadow banking system is likely a pain point as these 

institutions sometimes operate with leverage and little transparency. That said, the 

Federal Reserve reassured markets that it has the tools needed to prevent a liquidity 

crunch from causing a panic. Unfortunately, the current market structure may be 

inadequate given the size of government and private sector debt. Without reforms (e.g., 

clearinghouses for Treasuries, and expansion of market makers) the current system is 

prone to “freezing,” meaning that bond holders may find it difficult to liquidate holdings.   

 

Different Directions: While most advanced economies aim to tame inflation through tight 

monetary policy, Japan is determined to keep policy accommodation in place.  

● Japanese inflation accelerated to its fastest pace in over 40 years. Both headline and core 

CPI rose above the Bank of Japan’s 2% target, increasing to 3.6% and 2.5% from the 

prior year, respectively. Despite the disappointing report, the central bank has blamed 

price increases on factors beyond its control. Its position isn’t a surprise. The bank’s 

insistence on maintaining low-interest rates is likely related to it not wanting to increase 

the cost of government. Keep in mind that Japan’s government debt to GDP ratio is 

higher than Greece's and almost twice the size of Italy's. Japan has been selling 

Treasuries to prevent further JPY weakness, exacerbating the problem described above.   

● While Japan is going one way, the Eurozone wants investors to believe it is going in the 

opposite direction. According to European Central Bank President Christine Lagarde, 

Eurozone interest rates may need to be lifted to levels that hinder growth in order to tame 

inflation. Additionally, she emphasized that the central bank must also reduce the size of 

https://www.bloomberg.com/news/articles/2022-11-17/china-asks-banks-to-report-on-liquidity-after-sudden-bond-rout?leadSource=uverify%20wall
https://www.bloomberg.com/news/articles/2022-11-17/china-asks-banks-to-report-on-liquidity-after-sudden-bond-rout?leadSource=uverify%20wall
https://www.ft.com/content/90fa58bd-019b-4d2d-9abd-ad27b90d4902
https://www.ft.com/content/90fa58bd-019b-4d2d-9abd-ad27b90d4902
https://www.ft.com/content/632411eb-c3fa-4351-a3b6-b0e30bdc0ef7
https://apnews.com/article/inflation-business-economy-prices-james-bullard-817a68ec08df0995ddfdbd97aca1409f#:~:text=Bullard%20suggested%20that%20the%20rate,cool%20in%20the%20coming%20months.
https://apnews.com/article/inflation-business-economy-prices-james-bullard-817a68ec08df0995ddfdbd97aca1409f#:~:text=Bullard%20suggested%20that%20the%20rate,cool%20in%20the%20coming%20months.
https://www.bloomberg.com/news/articles/2022-11-17/japan-s-inflation-hits-four-decade-high-in-test-of-boj-s-resolve
https://www.reuters.com/markets/global-markets-wrapup-1-pix-2022-11-18/
https://www.reuters.com/markets/global-markets-wrapup-1-pix-2022-11-18/
https://www.gfmag.com/topics/news/countries-most-addicted-debt
https://www.cnbc.com/2022/11/18/ecb-may-have-to-restrict-growth-to-control-inflation-lagarde-says.html
https://www.cnbc.com/2022/11/18/ecb-may-have-to-restrict-growth-to-control-inflation-lagarde-says.html
https://www.ft.com/content/53845d23-0250-4bfa-b852-6adeb0e44e6d
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its balance sheet if it wants to get inflation under control. Her remarks reinforce our view 

that the central banks are more focused on restoring price stability rather than increasing 

economic activity. As a result, we suspect that central bank tightening during a recession 

will prolong a downturn within the bloc.  

○ Despite tough talk from Lagarde, we have doubts about how aggressive the ECB 

is willing to get in order to tame inflation. Earlier this year, the central bank 

expressed concerns about the possibility of fragmentation, a problem that only 

worsens as monetary policy tightens. Thus, her comments may be related to 

propping up the EUR rather than a genuine commitment to fighting inflation.  

● So far, the JPY and EUR have not been adversely impacted by the recent developments 

despite offering their opposing commitment to price stability. In fact, the DXY index, 

which compares the USD to peer currencies, is down 0.1% as of this writing. The limited 

movement in currencies may reflect investors’ hopes that, despite recent Fed comments, 

the central bank is almost done with its hiking cycle. As mentioned in our previous 

reports, central banks in advanced economies typically keep rates elevated for longer 

periods than the Fed. Possible de-escalation of geopolitical tensions is also another 

potential source of relief. In short, the USD’s rise may be facing some resistance from 

wary investors. 

 

Cooler Heads: Western governments have taken a noticeably somber tone toward their rivals as 

winter quickly approaches. 

● Leaders in the West are paving the way for de-escalation. French President Emmanuel 

Macron applauded China’s effort to rein in Russia in an attempt to prevent further 

escalation in the war. Although Beijing is sympathetic to Moscow’s need to defend itself 

from NATO expansion, it has also come out against the possible use of nuclear weapons 

during the conflict. Meanwhile, the Biden administration is pushing for Saudi Arabia’s 

Crown Prince, Mohammed bin Salman, to be granted immunity in a case involving the 

killing of journalist Jamal Khashoggi. The move will likely lead to better relations 

between the U.S. and Saudi Arabia. Lastly, President Biden rebuffed Ukraine's claims 

that the missile that landed in Poland came from Russia.  

● The change in tactics may be related to concerns over commodity supplies. Although the 

West has ample inventory to cover its needs so far, there are concerns that this may not 

be the case next year. Restrictions on Russian energy and the reopening of the Chinese 

economy threaten to cause a surge in demand and a lack of supply for energy alternatives. 

The International Energy Agency warned that Europe could enter a deficit of 30 billion 

cubic meters (bcm) of natural gas in 2023 in a worst-case scenario. As a result, Western 

governments may be looking to exhaust all options before implementing some of their 

more extensive penalties against Moscow due to its war in Ukraine.  

● If successful in reducing tensions, Western gestures could support equities and weigh on 

the dollar and commodity prices. Throughout the year, geopolitical tensions have 

contributed heavily to investor uncertainty. That said, fears of a possible war spilling over 

into broader Europe and a direct conflict between the U.S. and China have dissipated 

over the last week. If this continues, the outlook for international equities will improve 

drastically as a weaker greenback and cheaper energy sources should help bring down 

https://www.ft.com/content/53845d23-0250-4bfa-b852-6adeb0e44e6d
https://www.reuters.com/markets/europe/ecbs-lagarde-tells-ministers-fragmentation-is-serious-risk-source-2022-06-16/
https://www.ft.com/content/bf5ec544-02c1-4108-bce7-0b1def6292a2
https://www.ft.com/content/bf5ec544-02c1-4108-bce7-0b1def6292a2
https://www.cnn.com/2022/11/17/politics/saudi-crown-prince-immunity-state-department-jamal-khashoggi/index.html
https://www.cnn.com/2022/11/17/politics/saudi-crown-prince-immunity-state-department-jamal-khashoggi/index.html
https://www.wsj.com/articles/biden-pushes-back-on-kyivs-claims-russia-shot-missile-that-struck-poland-11668697503
https://www.wsj.com/articles/biden-pushes-back-on-kyivs-claims-russia-shot-missile-that-struck-poland-11668697503
https://www.thenationalnews.com/business/energy/2022/11/03/europe-could-face-natural-gas-deficit-in-2023-if-russia-halts-exports-iea-says/
https://www.thenationalnews.com/business/energy/2022/11/03/europe-could-face-natural-gas-deficit-in-2023-if-russia-halts-exports-iea-says/
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global inflation. Although it is too soon to say whether this will carry over into 2023, 

signs are generally positive. 

 

U.S. Economic Releases  

  

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

10:00 Leading Economic Indicators m/m Oct -0.4% -0.4% ***

10:00 Existing Home Sales (monthly change) m/m Oct -6.6% -1.5% **

10:00 Existing Home Sales (annualized selling rate) m/m Oct 4.71m 4.40m ***

 

No Fed speakers or events for the rest of today

Economic Releases

ASIA-PACIFIC

Japan National CPI y/y Oct 3.7% 3.0% 3.6% *** Equity and bond neutral

National CPI Ex-Fresh Food y/y Oct 3.6% 3.0% 3.5% ** Equity and bond neutral

National CPI Ex-Fresh Food & Energy y/y Oct 2.5% 1.8% 2.4% * Equity and bond neutral

EUROPE

Uk Retail Sales y/y Oct -6.1% -6.9% -6.8% *** Equity bullish, bond bearish

Retail Sales Ex-Auto Fuel y/y Oct -6.7% -6.2% -6.1% ** Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 11-Nov 15.79t 15.71t * Equity and bond neutral

AMERICAS

Canada Industrial Prices m/m Oct 2.4% 0.1% 0.5% ** Equity bearish, bond bullish

Raw Material Prices m/m Oct 1.3% -3.2% 0.1% * Equity bearish, bond bullish
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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) 467 465 2 Up

3-mo T-bill yield (bps) 411 412 -1 Up

TED spread (bps) 56 53 3 Widening

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

U.S. Libor/OIS spread (bps) 433 432 1 Up

10-yr T-note (%) 3.80 3.77 0.03 Up

Euribor/OIS spread (bps) 180 180 0 Neutral

Currencies Direction

Dollar Down Down

Euro Flat Up

Yen Up Down

Pound Up Down

Franc Down Up

Price Prior Change Explanation

Brent $88.74 $89.78 -1.16%

WTI $80.96 $81.64 -0.83%

Natural Gas $6.14 $6.37 -3.55%

Crack Spread $36.91 $36.27 1.77%

12-mo strip crack $32.21 $32.05 0.48%

Ethanol rack $2.69 $2.71 -0.71%

Metals

Gold $1,760.30 $1,760.44 -0.01%

Silver $21.15 $20.96 0.91%

Copper contract $367.45 $369.40 -0.53%

Grains

Corn contract $672.75 $669.00 0.56%

Wheat contract $831.75 $825.00 0.82%

Soybeans contract $1,426.00 $1,417.00 0.64%

Shipping

Baltic Dry Freight 1,228            1,288            -60

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) 64 66 -2

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 the east coast colder than normal.  Wet conditions are expected in the West, with 

below normal precipitation for the Midwest.  This forecast will be a negative factor for heating 

fuel prices.  
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Data Section 
 

U.S. Equity Markets – (as of 11/17/2022 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 11/17/2022 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 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. 


