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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 29, 2022—9:30 AM EST] Global equity markets are generally higher this 

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

MSCI Asia Apex 50 Index closed up 3.6%. Chinese markets were also higher, with the Shanghai 

Composite closing up 2.3% from its prior close and the Shenzhen Composite closing up 2.1%. 

U.S. equity index futures are signaling a flat open.  

 

With 483 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, 69.6% 

have exceeded expectations while 24.4% have fallen short of expectations. 

 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold:  
 

• Bi-Weekly Geopolitical Report (11/07/2022) (with associated podcast) “Reflections on 

the 20th Party Congress.”  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 

• Business Cycle Report (11/29/22) 

 

 

Our Comment today opens with an update on the Russia-Ukraine war.  We next review a wide 

range of other international and U.S. developments with the potential to affect the financial 

markets today, including a hawkish statement on the Eurozone’s monetary policy by ECB 
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President Lagarde and a request from President Biden that Congress take action to thwart a 

threatened railroad strike. 

 

Russia-Ukraine:  As the Ukrainian military continues to press its counteroffensive in the 

country’s northeast, east, and south, the Russian military is reportedly planning a new wave of 

artillery, missile, and kamikaze drone strikes against Ukraine’s civilian infrastructure in an effort 

to freeze the Ukrainian population into submission.  As we have mentioned previously, that 

effort has failed so far, raising the question of whether Russia is wasting its remaining precision-

weapons inventory for little gain. 

• Separately, as Western Europe continues scrambling to replace natural gas supplies cut 

off by Russia in retaliation for its support of Ukraine, Germany has signed a small-scale 

deal to import gas from Qatar for 15 years beginning in 2026.  The emirate is one of the 

world’s largest gas exporters, but this will be its first long-term deal to send supplies to 

Europe.  All the same, the deal will do nothing to help Western Europe regain its gas 

supplies this winter or, perhaps more crucially, next winter. 

• French President Macron arrives in Washington today for a four-day state visit in which 

he is expected to discuss the joint U.S.-European approach to the war.  Macron will likely 

air a range of European grievances involving the belief that the U.S. is profiteering from 

the conflict by selling enormous volumes of gas and weapons to Europe at high prices. 

 

Eurozone:  Yesterday, European Central Bank President Lagarde said that in spite of 

encouraging signs that Eurozone inflation may be set to moderate, the ECB is not yet finished 

raising interest rates and still “has a long way to go” in tightening monetary policy.  The 

hawkishness of Lagarde’s statement suggests that the ECB may not be as ready to slow the pace 

of its rate hikes as the Federal Reserve is, which probably goes far in explaining the euro’s 

strength against the dollar in recent days. 

 

China:  Although new COVID-19 infections remain near record highs, health authorities today 

have begun downplaying the risks in an apparent effort to quell concerns about widespread new 

lockdowns.  As we reported in our Comment yesterday, it also appears that Chinese police and 

security forces have suppressed the extraordinary wave of anti-government protests that began 

late last week. 

• So far this morning, those developments have sparked a sharp rebound in Chinese stock 

values as investors bet that the crisis will force the government to loosen its highly 

disruptive Zero-COVID policies. 

• However, investors should take note of how quickly China’s police and security forces 

gained control over the weekend protests.  That could well encourage President Xi to 

keep his Zero-COVID policies in place, especially since he had already allowed a modest 

loosening of the policies in recent weeks. 

 

China-Djibouti:  A new report from the World Bank indicates that Djibouti has suspended its 

debt repayments to China as it faces major economic difficulties.  Djibouti has received $1.5 

billion of funding from China, largely as a part of President Xi’s “Belt and Road” initiative that 

seeks to fund roads, ports, and other trade infrastructure in mostly developing countries.  In 
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return, China had hoped to build political influence and support, and it had even secured a 

military base in Djibouti.  In recent years, however, China has had to face the fact that its loans 

won’t necessarily be repaid or be spent wisely, putting a damper on new lending under the 

program. 

 

China-United States:  The People’s Liberation Army claimed that it warned away a U.S. Navy 

warship that had entered waters near the Spratly Islands in the South China Sea on Tuesday in 

what was apparently a “freedom of navigation operation.”  Like previous such incidents, this one 

highlights the continuing and growing geopolitical tension between the U.S. and China, which 

has already had negative impacts on Chinese stocks. 

 

U.S. Monetary Policy:  New York FRB President Williams warned yesterday that the Fed has 

no choice but to continue raising interest rates and tightening monetary policy to bring down 

high inflation.  In fact, he said he didn’t expect the Fed to start cutting rates again until 2024.  As 

a consequence, he warned that the U.S. unemployment rate could rise to between 4.5% and 5.0% 

by the end of 2023. 

• Although U.S. monetary officials are intent on continuing to hike rates, they do look like 

they will soon shift to smaller hikes of 50 basis points at a time. 

• Williams’ expectation for higher unemployment is consistent with our view that the U.S. 

economy is likely to slip into recession in the first half of 2023.  One key reason to expect 

a recession next year is that the U.S. long-term bond yields are now at their deepest 

inversion relative to shorter-term yields since 1981.  Inverted yield curves are often a 

harbinger of an economic downturn. 

 

U.S. Railroad Strike:   After four major railroad unions recently rejected a contract compromise 

proposed by the administration, threatening to strike in the coming days, President Biden 

yesterday called on Congress to pass legislation that would avert the shutdown by imposing a 

contract between the workers and the railroad companies.  House Speaker Pelosi said the lower 

chamber of Congress will vote on the legislation this week. 

• Under the Railway Labor Act, Congress can make both sides accept an agreement that 

their members have voted down. Lawmakers can also order negotiations to continue and 

delay the strike deadline for a certain period, or they can send the dispute to outside 

arbitrators. 

• In any case, a full-blown rail strike could be a big blow to the economy by disrupting 

supplies of key commodities and driving up prices.  A strike would therefore likely be 

negative for U.S. equities.  

 

U.S. Cryptocurrency Market:  In yet more fallout from this month’s failure of crypto exchange 

FTX, major crypto lender BlockFi yesterday filed for bankruptcy protection.  BlockFi attributed 

its problems mostly to falling cryptocurrency prices and its ties to FTX.  As one of a long string 

of crypto bankruptcies this year, BlockFi’s bankruptcy illustrates the major problems that the 

industry is now working through. 
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U.S. Economic Releases  

  

There were economic releases prior to the publication of this report. 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

9:00 FHFA House Price Index m/m Sep -1.2% -0.7% ***

10:00 Conf. Board Consumer Confidence m/m Nov 100.0 102.5 ***

10:00 Conf. Board Present Situation m/m Nov 138.9 **

10:00 Conf. Board Expectations m/m Nov 78.1 **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jobless Rate m/m Oct 2.6% 2.6% 2.5% ** Equity and bond neutral

Job-To-Applicant Ratio m/m Oct 1.35 1.34 1.35 ** Equity and bond neutral

Retail Sales y/y Oct 4.3% 4.5% 5.1% ** Equity bearish, bond bullish

Depart. Store & Supermarket Sales y/y Oct 4.1% 4.1% 4.5% * Equity bearish, bond bullish

South Korea Retail Sales y/y Oct 7.3% 7.5% ** Equity and bond neutral

Depart. Store Sales y/y Oct 8.0% 8.5% * Equity and bond neutral

Discount Store Sales y/y Oct -0.5% -3.0% * Equity and bond neutral

EUROPE

Eurozone Economic Confidence m/m Nov 93.7 92.5 92.7 *** Equity and bond neutral

Industrial Confidence m/m Nov -2.0 -1.2 -0.5 *** Equity bearish, bond bullish

Services Confidence m/m Nov 2.3 1.8 2.1 ** Equity and bond neutral

Consumer Confidence m/m Nov F -23.9 -23.9 ** Equity and bond neutral

Germany CPI y/y Nov P 10.0% 10.4% 10.4% *** Equity and bond neutral

CPI, EU Harmonized y/y Nov P 11.3% 11.6% 11.3% ** Equity and bond neutral

Italy Industrial Sales WDA y/y Sep 18.0% 23.1% 22.9% * Equity bearish, bond bullish

PPI y/y Oct 33.7% 53.0% 52.9% ** Equity bullish, bond bearish

UK Mortgage Approvals m/m Oct 59.0k 66.8k 60.0k *** Equity and bond neutral

Switzerland GDP y/y 3Q 0.5% 0.3% 2.2% *** dam

AMERICAS

Canada GDP y/y Sep 3.9% 4.0% 3.8% ** Equity and bond neutral

Mexico Unemployment Rate NSA m/m Oct 3.30% 3.34% 3.25% *** Equity and bond neutral

Brazil FGV Inflation IGPM y/y Nov 5.90% 6.52% 6.13% *** 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) 473 474 -1 Up

3-mo T-bill yield (bps) 419 425 -6 Up

TED spread (bps) 55 49 6 Widening

U.S. Sibor/OIS spread (bps) 440 439 1 Up

U.S. Libor/OIS spread (bps) 442 442 0 Up

10-yr T-note (%) 3.66 3.68 -0.02 Up

Euribor/OIS spread (bps) 195 192 3 Neutral

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Down Up

Price Prior Change Explanation

Brent $85.43 $83.19 2.69%

WTI $78.92 $77.24 2.18%

Natural Gas $7.27 $7.20 1.07%

Crack Spread $30.59 $29.80 2.67%

12-mo strip crack $29.74 $29.00 2.54%

Ethanol rack $2.65 $2.66 -0.36%

Metals

Gold $1,754.22 $1,741.36 0.74%

Silver $21.27 $20.94 1.62%

Copper contract $365.20 $361.55 1.01%

Grains

Corn contract $670.25 $671.25 -0.15%

Wheat contract $782.75 $780.75 0.26%

Soybeans contract $1,462.50 $1,457.25 0.36%

Shipping

Baltic Dry Freight 1,347            1,324            23

Actual Expected Difference

Crude (mb) -3.1

Gasoline (mb) 2.5

Distillates (mb) 1.5

Refinery run rates (%) 0.5%

Natural gas (bcf) -79

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts show cooler-than-normal temperatures spreading from the 

Pacific and Rocky Mountain regions to most of the country, with the Southeast region expected 

to remain warmer-than-normal. Wet conditions are expected for most of the country but should 

subside toward the end of the forecasting period. 
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Data Section 
 

U.S. Equity Markets – (as of 11/28/2022 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 11/28/2022 close) 
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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. 


