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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: October 31, 2022—9:30 AM EDT] Global equity markets are mixed 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 0.9%. Chinese markets were mixed, with the Shanghai Composite 

closing down 0.8% from its prior close and the Shenzhen Composite closing up 0.4%. U.S. 

equity index futures are signaling a flat open.  

 

With 262 companies having reported so far, S&P 500 earnings for Q3 are running at $56.10 per 

share, compared to estimates of $55.45.  Of the companies that have reported thus far, 70.6% 

have exceeded expectations while 24.0% 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 (10/24/2022) (with associated podcast) “Defining 

Deglobalization” 

• Weekly Energy Update (10/27/2022): In this week’s report we have three special 

discussion topics:  the emergence of negative natural gas prices in Europe, policy and the 

SPR, and the problem of passive investing and production.  We also include our usual 

data updates.   

• 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” 

• Business Cycle Report (10/27/22) 

 

Our Comment today opens with an update on the Russia-Ukraine war, including the latest on 

Russia’s apparent withdrawal from the UN-brokered deal which allowed Ukraine to export grain 

from its southern ports.  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, including news of an 

unexpectedly high rate of inflation in the Eurozone and a leftist win in Brazil’s presidential 

election. 

 

Russia-Ukraine:  Ukrainian forces continue to recapture modest amounts of territory in the 

northeastern Donbas region, but Russian forces have apparently pushed them back in some areas 

as both sides jockey for position ahead of winter.  The Ukrainians also continue pressing their 
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counteroffensive in the southern region around Kherson, although it appears that their gains there 

may have stalled.  In any case, the Russian military continues to strike back at Ukraine with air, 

missile, and kamikaze drone attacks on the country’s civilian energy infrastructure in an effort to 

break the Ukrainians’ will to fight.  Reports on whether Russia will try to defend Kherson rather 

than abandoning it have become contradictory. 

 

 
 

• In an extensive interview with Politico last week, NATO General Secretary Stoltenberg 

provided an important explanation as to why it’s in the U.S.’s best interest to remain 

engaged in Europe and to continue supporting Ukraine in its war with Russia.  

Stoltenberg highlighted that strong political, military, and economic bonds across the 

Atlantic Ocean help to create a safe space for democracy and free markets that would 

otherwise be at risk from the aggression by authoritarian countries. 

o Importantly, Stoltenberg warned that if Putin were allowed to win in his invasion 

of Ukraine, it would embolden Chinese President Xi to be more aggressive 

https://www.wsj.com/articles/russia-launches-barrage-of-strikes-across-ukraine-targeting-infrastructure-11667202215?mod=hp_lead_pos5
https://www.wsj.com/articles/russia-launches-barrage-of-strikes-across-ukraine-targeting-infrastructure-11667202215?mod=hp_lead_pos5
https://www.politico.eu/article/dont-let-russia-win-nato-chief-warns-us/?utm_source=POLITICO.EU&utm_campaign=6d6c926359-EMAIL_CAMPAIGN_2022_10_28_02_52&utm_medium=email&utm_term=0_10959edeb5-6d6c926359-190480045
https://www.politico.eu/article/dont-let-russia-win-nato-chief-warns-us/?utm_source=POLITICO.EU&utm_campaign=6d6c926359-EMAIL_CAMPAIGN_2022_10_28_02_52&utm_medium=email&utm_term=0_10959edeb5-6d6c926359-190480045
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against Taiwan and the democratic, free-market nations of the Indo-Pacific 

region. 

o As we have long argued, Stoltenberg also expressed confidence that Putin’s 

invasion will touch off a prolonged period of increased defense spending and 

military modernization efforts among the NATO allies.  This is a key reason why 

our current asset allocation strategies include positions in defense companies. 

• As we warned last week, Russia suspended participating in the UN-brokered deal to 

allow Ukraine to export grain from its southern ports on Saturday.  The decision, which 

the Kremlin linked to an apparent Ukrainian attack on Russian military vessels in the port 

of Sevastopol, Crimea, has the potential to push global food prices higher again in the 

coming weeks and months.  As of this morning, grain ships are reportedly continuing to 

sail out of Ukraine, but global prices have already begun to jump.  

 

Eurozone:  As shown in the data tables below, the Eurozone’s October consumer price index 

was up 10.7% from the same month one year earlier, far worse than expected and much higher 

than the 10.0% increase in the year to September.  The inflation rate in October was a record for 

the Eurozone, but its data only goes back to the late 1990s.  Germany’s rate in October, at 

11.6%, was its highest since 1951. 

• The October inflation figures largely reflect the spike in energy prices touched off by the 

war in Ukraine. 

• The sky-high inflation rate has the potential to spark further social unrest in Europe.  

Indeed, thousands of German industrial workers walked out for several hours over the 

weekend in an escalating pay dispute sparked by high inflation, and leaders of Germany’s 

powerful IG Metall union warned of more strikes to come if employers failed to improve 

their offer.  High inflation also ensures that the European Central Bank will continue to 

hike interest rates aggressively. 

 

 
 

https://www.wsj.com/articles/defense-companies-still-await-boost-from-pentagons-arming-of-ukraine-11667040701
https://www.wsj.com/articles/defense-companies-still-await-boost-from-pentagons-arming-of-ukraine-11667040701
https://www.ft.com/content/3e700f18-81bc-4336-b944-ba7c1146c6e5
https://www.ft.com/content/3e700f18-81bc-4336-b944-ba7c1146c6e5
https://www.ft.com/content/d772af70-7812-41a6-8a2e-c214c79ca373
https://www.ft.com/content/d772af70-7812-41a6-8a2e-c214c79ca373
https://www.wsj.com/articles/grain-ships-keep-sailing-from-ukraine-despite-russias-deal-suspension-11667210258
https://www.wsj.com/articles/grain-ships-keep-sailing-from-ukraine-despite-russias-deal-suspension-11667210258
https://www.wsj.com/articles/eurozone-inflation-rate-rises-to-10-7-as-recession-looms-11667210401?mod=markets_lead_pos2
https://www.ft.com/content/7f05466b-209c-4f30-8b47-12a0955923f1
https://www.ft.com/content/7f05466b-209c-4f30-8b47-12a0955923f1
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Indonesia:  Investment Minister Bahlil Lahadalia said Indonesia, the world’s largest nickel 

producer, is exploring the possibility of establishing a cartel for nickel and other key battery 

metals in order to control supply and boost prices, much like the Organization of the Petroleum 

Exporting Countries (OPEC). 

• Forming such a cartel would likely discourage new foreign investment in Indonesia’s 

metals sector, and it isn’t clear whether Indonesia could get the cooperation of other 

major producers, such as Russia, Canada, and Australia. 

• In our recent study of how the world is breaking up into relatively separate geopolitical 

and economic blocs, we projected that Indonesia would attempt to remain in the 

“Neutral” bloc.  That helps explain its consideration of a cartel, as such a grouping would 

help it leverage its mineral resources in a fractured world.  However, since big producers 

like Canada, Australia, and the Philippines are likely to be in the U.S. bloc and may not 

participate in such a cartel, Indonesia’s move may not be successful. 

 

 
 

Brazil:  In a run-off election yesterday, leftist Former President Luiz Inácio Lula da Silva 

appeared to beat incumbent right-wing President Jair Bolsonaro by 50.9% to 49.1%.  In the 

runup to the election, Bolsonaro had pushed the argument that the country’s voting machines are 

subject to fraud, so there is probably still some chance that he will challenge the vote. 

• If Lula prevails, however, he is likely to push for looser fiscal policy to support greater 

spending on social programs and infrastructure, and he is likely to impose tougher 

environmental regulations and other rules. 

• Lula’s expected economic policies are likely to scare investors, so the election outcome 

could result in lower values for Brazilian stocks and bonds in the near term. 

 

China:  The main iPhone assembler for Apple (AAPL, $155.74) said that it is shifting 

production away from its main Chinese plant in Zhengzhou after a botched COVID-19 lockdown 

in that city prompted masses of workers to flee.  The shutdown of the Zhengzhou plant will 

reportedly affect about 10% of the company’s iPhone output.  Both Apple and the assembler, 

https://www.ft.com/content/0990f663-19ae-4744-828f-1bd659697468
https://www.ft.com/content/0990f663-19ae-4744-828f-1bd659697468
https://www.ft.com/content/979d9f22-eb96-46a8-a8c8-31e1cb452091
https://www.ft.com/content/26dbb37d-ad33-4691-a437-caeba7b2a5c9
https://www.ft.com/content/26dbb37d-ad33-4691-a437-caeba7b2a5c9
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Hon Hai Precision Industry (HNHPF, $6.40), are facing downward pressure on their stock prices 

thus far this morning. 

 

United States-China:  Under Secretary of Commerce for Industry and Security Alan Alvarez 

stated in a speech last week that the administration’s broad new ban on selling U.S. computer 

chips, chipmaking technology, and related services to China will likely be followed by similar 

curbs on quantum computing, high-end biotechnology, and artificial intelligence software.  

According to Alvarez, who transferred to the Commerce Department after a long career at the 

Defense Department, the U.S. restrictions are aimed solely at protecting U.S. national security. 

• Alvarez insisted that the U.S. technology bans are not aimed at stifling Chinese 

economic development.  Based on the imperative of national security, he also warned 

that the additional technology restrictions could be implemented even if they hurt 

business for U.S. companies. 

• Overall, the statements by Alvarez confirm that the U.S. government will probably keep 

squeezing technology flows between the U.S. geopolitical bloc and the Chinese bloc out 

into the future.  That will likely hurt even more Chinese stocks in technology and other 

sectors, even beyond those that have already been impacted. 

 

U.S. Defense Strategy:  As required by law, last week the Biden administration released the 

unclassified version of its National Defense Strategy.  The document identifies China as the 

U.S.’s key “strategic competitor” and the military’s “pacing challenge,” while it recognizes 

Russia as merely an “acute threat.”  The overall strategy is based on “integrated deterrence,” or 

coordinating military, diplomatic, and economic levers from across the U.S. government to deter 

an adversary from taking an aggressive action. It also stresses “campaigning” to build up the 

capability of international coalitions and complicate adversaries’ actions. 

• The strategy also emphasizes making new investments in advanced, cutting-edge 

technologies such as hypersonic missiles and artificial intelligence.  The strategy’s 

integrated Nuclear Posture Review emphasizes the need to modernize U.S. nuclear forces 

and highlights the dilemma of simultaneously deterring two nuclear-armed competitors: 

Russia and China. 

o It also includes a nod to President Biden’s hope to reduce the nation’s nuclear 

weapons effort by retiring the B83-1 nuclear gravity bomb and ceasing 

development of the nuclear sea-launched cruise missile (SLCM). 

o However, a bipartisan group of Congressmen has already taken steps to keep the 

SLCM program alive. 

• The document’s approach to the posture of force focuses on the geographical access and 

warfighting capabilities needed to deter potential Chinese and Russian aggression against 

vital U.S. national interests, and to prevail in conflicts if deterrence fails.  The strategy 

suggests that the U.S. will continue to replace large, expensive, politically unpopular 

foreign bases with “heel to toe” rotational deployments. 

 

U.S. Monetary Policy:  Officials at the Federal Reserve begin their latest policymaking meeting 

tomorrow, with their decision due out on Wednesday afternoon.  The officials are widely 

https://www.scmp.com/news/china/article/3197515/semiconductor-export-curbs-hitting-china-be-followed-biotech-and-ai-restrictions-us-official?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221028&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3197502&article_id_list=3197406,3197447,3197515,3197502,3197487,3197514,3197500,3197491&tc=8&CMCampaignID=7fe6d84f6808b2baadeb9292e2fafc9a
https://www.scmp.com/news/china/article/3197515/semiconductor-export-curbs-hitting-china-be-followed-biotech-and-ai-restrictions-us-official?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20221028&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3197502&article_id_list=3197406,3197447,3197515,3197502,3197487,3197514,3197500,3197491&tc=8&CMCampaignID=7fe6d84f6808b2baadeb9292e2fafc9a
https://www.militarytimes.com/pentagon/2022/10/27/biden-national-defense-strategy-tackles-china-russia-nuke-deterrence/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.militarytimes.com/pentagon/2022/10/27/biden-national-defense-strategy-tackles-china-russia-nuke-deterrence/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://media.defense.gov/2022/Oct/27/2003103845/-1/-1/1/2022-NATIONAL-DEFENSE-STRATEGY-NPR-MDR.PDF
https://www.wsj.com/articles/economy-week-ahead-interest-rates-and-jobs-market-in-focus-11667156401
https://www.wsj.com/articles/economy-week-ahead-interest-rates-and-jobs-market-in-focus-11667156401
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expected to hike their benchmark fed funds interest rate by another 75 basis points, but investors 

are also hoping that they will signal more moderate rate hikes going forward. 

 

U.S. Bond Market:  When the Treasury Department issues its fourth-quarter funding plan in the 

coming days, investors will be looking for signs that it will start repurchasing older Treasury 

bonds in an effort to improve market liquidity.  Limited liquidity this year has produced volatile 

swings in Treasury prices and has made it much harder for investors to buy and sell government 

obligations. 

 

U.S. Real Estate Investment Trusts:  Publicly-traded real estate investment trusts (REITs) have 

registered negative total returns of more than 25% so far this year, but non-traded REITs have 

produced positive total returns of as much as 10%.  The disparity is raising concerns that the 

non-traded funds are not properly marking down the value of their properties and are therefore 

over-valued.  If so, the non-traded REITs could be at risk of a sudden drop in value. 

 

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. 

 

EST Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Oct 47.0 45.7 ***

10:30 Dallas Fed Manufacturing Activity m/m Oct -18.5 -17.2 **

Federal Reserve

Economic Releases

No Fed speakers or events for the rest of today

https://www.ft.com/content/3218c8b4-76bc-4690-9a17-1cfa52eeb0ac
https://www.ft.com/content/3218c8b4-76bc-4690-9a17-1cfa52eeb0ac
https://www.wsj.com/articles/public-reits-are-down-nontraded-reits-are-up-which-is-right-11667171717?mod=hp_lista_pos2
https://www.wsj.com/articles/public-reits-are-down-nontraded-reits-are-up-which-is-right-11667171717?mod=hp_lista_pos2
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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 Industrial Production y/y Sep P 9.8% 5.8% 10.5% *** Equity bearish, bond bullish

Retail Sales y/y Sep 4.5% 4.1% 4.1% ** Equity and bond neutral

Depart. Store & Supermarket Sales y/y Sep 4.1% 3.8% 4.4% * Equity and bond neutral

Housing Starts y/y Sep 1.0% 4.6% 2.3% ** Equity bearish, bond bullish

Annualized Housing Starts y/y Sep 0.857m 0.903m 0.865m * Equity and bond neutral

Australia Melbourne Institute Inflation y/y Oct 5.2% 5.0% ** Equity and bond neutral

Retail Sales y/y Sep 0.6% 0.6% 0.5% ** Equity and bond neutral

Private Sector Credit y/y Sep 9.4% 9.3% 9.4% ** Equity and bond neutral

South Korea Industrial Production y/y Sep 0.8% 1.0% 1.5% *** Equity bearish, bond bullish

China Manufacturing PMI m/m Oct 49.2 50.1 49.8 *** Equity and bond neutral

Non-manufacturing PMI m/m Oct 48.7 50.6 50.1 ** Equity bearish, bond bullish

EUROPE

Eurozone CPI y/y Oct 10.7% 10.0% 10.3% *** Equity and bond neutral

Core CPI y/y Oct P 5.0% 4.8% 5.0% ** Equity and bond neutral

GDP y/y 3Q A 2.1% 4.1% 2.1% *** Equity and bond neutral

Germany Retail Sales y/y Sep -0.6% -1.7% -1.5% * Equity bullish, bond bearish

Italy GDP WDA y/y 3Q P 2.6% 4.70% 4.90% ** Equity bearish, bond bullish

UK Mortgage Approvals m/m Sep 66.8k 74.3k 74.4K *** Equity and bond neutral

Switzerland Real Retail Sales y/y Sep 3.2% 3.0% 2.1% ** Equity bullish, bond bearish

AMERICAS

Mexico GDP NSA y/y 3Q P 4.2% 2.0% 3.3% *** Equity bullish, bond bearish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 444 441 3 Up

3-mo T-bill yield (bps) 393 397 -4 Up

TED spread (bps) 51 44 7 Widening

U.S. Sibor/OIS spread (bps) 412 410 2 Up

U.S. Libor/OIS spread (bps) 417 414 3 Up

10-yr T-note (%) 4.06 4.02 0.04 Up

Euribor/OIS spread (bps) 164 161 3 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Down Down

Pound Down Down

Franc Down Down
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Weather 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures for the 

eastern half of the country, and cooler than normal for the western half. Wetter-than-normal 

conditions are anticipated for most of the country with dry conditions expected in the South.   
 

There is a tropical disturbance forming in the eastern Caribbean with a 20% chance of cyclone 

formation within the next 48 hours. There is another disturbance with similar odds in the 

southwest Atlantic.  The tropical storm season traditionally ends November 1, so we will end 

regular coverage of the tropics but will continue to report if storms develop. 

Price Prior Change Explanation

Brent $94.48 $95.77 -1.35%

WTI $86.48 $87.90 -1.62%

Natural Gas $6.24 $5.68 9.69% Supply Pessimism

Crack Spread $35.56 $35.59 -0.07%

12-mo strip crack $32.17 $32.35 -0.57%

Ethanol rack $2.76 $2.76 0.23%

Metals

Gold $1,641.16 $1,644.86 -0.22%

Silver $19.13 $19.26 -0.67%

Copper contract $337.50 $342.90 -1.57%

Grains

Corn contract $697.00 $680.75 2.39%

Wheat contract $878.50 $829.25 5.94% Supply Pessimism

Soybeans contract $1,409.75 $1,400.25 0.68%

Shipping

Baltic Dry Freight 1,534            1,612            -78

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 10/28/2022 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 10/28/2022 close) 

 

-40% -30% -20% -10% 0% 10% 20%

Emerging Markets ($)

Growth

Real Estate

Emerging Markets (local currency)

Foreign Developed ($)

US Corporate Bond

Large Cap

Small Cap

US Government Bond

Mid Cap

US High Yield

Foreign Developed (local currency)

Value

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 

 

October 27, 2022 
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P/E as of 10/26/2022 = 17.8x

 
 

Based on our methodology,1 the current P/E is 17.8x, up 0.2x from last week.  Rising index 

values and falling earnings led to the rise in the multiple. 
 

 

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. 


