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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: February 3, 2023—9:30 AM EST] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.2% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.5%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.7% from its prior close and the Shenzhen Composite closing down 0.4%. U.S. 

equity index futures are signaling a lower open. 

 

With 243 companies having reported so far, S&P 500 earnings for Q4 are running at $54.00 per 

share, compared to estimates of $52.85. Of the companies that have reported thus far, 70.0% 

have exceeded expectations while 26.3% 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 (1/23/2023) (with associated podcast) “The New German 

Problem” 

• Weekly Energy Update (2/2/2023): In addition to our usual updates of the weekly storage 

data, we discuss the recent attacks in Iran and Germany’s plans to build storage for 

natural gas.      

• Asset Allocation Quarterly – Q1 2023 (1/19/2023): Discussion of our asset allocation 

process, Q1 2023 portfolio changes, and our outlook for the markets. 

• Asset Allocation Bi-Weekly (1/30/2023) (with associated podcast): “Secular Trends in 

Bond Yields”   

• Asset Allocation Q1 2023 Rebalance Presentation (2/2/2023): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation 

strategies, recent portfolio changes, and the current macro environment. 

• Confluence of Ideas podcast (2/1/2023): “The 2023 Outlook” 

 

Good morning! Today’s Comment begins with our concerns about the market’s dovish 

interpretation of the remarks from the central banks. Next, we discuss why poor Q4 earnings 

may not lead to a weak performance in the stock market. We end the report by discussing how 

rising tensions with Russia and China may lead to increased defense spending in the West.  

 

Mixed Signals: Perceived dovishness from the central banks has lifted risk assets, but more 

questions still need to be answered to know if the upswing will last. 

 

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_01_23_2023.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_02_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_02_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_02_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_02_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q123.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_30_2023.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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• A growing number of monetary policymakers have moved away from hawkish rhetoric to 

favor language with greater flexibility. The three major central banks (Federal Reserve, 

European Central Bank, and Bank of England) have all offered timid support for 

automatic rate hikes over the next few meetings. The shift in rhetoric began when Fed 

Chair Jerome Powell proclaimed in a press conference that the disinflationary process 

had begun. This dovish sentiment was continued by ECB President Christine Lagarde 

and BOE Governor Andrew Bailey’s comments that their own subsequent hikes will be 

data-dependent. Despite each central bank's acknowledgment that rate hikes are not 

guaranteed, they all insisted that keeping rates elevated is necessary to fight inflation. 

• Relatively low-inflation countries are moving in the opposite direction. The Swiss 

National Bank and the Bank of Japan are expected to tighten policy this year. The 

decision to tighten comes as the countries are seeing an uncharacteristic rise in inflation. 

The Consumer Price Index (CPI) for Switzerland rose 2.7% from the prior year in 

December, while Japan had a 4.0% increase in the same period. Although their inflation 

remains below that of their peers, the sharp rise is well above the ten-year inflation 

experience within these countries. Therefore, some central banks may pause or cut this 

year, while others will still be hiking rates.  

• Economic data can vary depending on the country and the circumstance. Just because 

inflation falls in one country does not mean that prices are decelerating everywhere. The 

latest surprise in the Spanish CPI demonstrates how price pressures can pop out of 

nowhere. The unpredictable changes in data may prevent central banks from halting their 

hiking cycle. January’s blockbuster 517k payroll number in the U.S. is a perfect example 

of how an economic surprise may suddenly shift sentiment. As a result, investors should 

remember that central bankers can be very fickle during times of uncertainty and should 

be reluctant to buy into dovish talk if they don’t want to be blindsided by unexpected rate 

hikes.  

 

Risk On, Risk Off: Earnings reports have blunted some of the optimism for equities as firms 

pointed to headwinds felt toward the end of 2022; however, there is still a bright side.  

• Poor results from major tech firms weighed on equities moments before the release of the 

nonfarm payroll numbers. Apple (AAPL, $150.82), Amazon (AMZN, $112.91), and 

Alphabet (GOOG, $107.74) reported a slump in sales toward the end of the year. A 

decline in consumer demand impacted sales for PCs, cell phones, and ads which weighed 

on investor sentiment. Some of the weak performance can be traced to macroeconomic 

factors such as the war in Ukraine and China’s Zero-COVID policies. However, much of 

the pullback in spending may be representative of households preparing for a recession. 

Amazon’s light-forward guidance also supports the view that firms are worried about a 

downturn.  

• The disappointing figures from tech companies have mirrored economic data that came 

out toward the end of the year. Retail sales dropped in the final two months of 2022, and 

industrial production sank to a nine-month low in December. Additionally, the latest 

Atlanta GDPNow forecast for Q1 projects a 0.7% annualized increase in economic 

activity, which is a sharp drop from the 2.9% rise in the final three months of 2022. The 

https://www.breakingthenews.net/Article/Lagarde:-Future-rate-decisions-to-depend-on-data/59391036
https://www.bloomberg.com/news/articles/2023-02-02/boe-governor-warns-uk-has-a-long-way-to-go-on-inflation-fight
https://www.reuters.com/business/finance/swiss-national-bank-chairman-hints-further-rate-hikes-stem-inflation-2023-02-02/
https://www.reuters.com/business/finance/swiss-national-bank-chairman-hints-further-rate-hikes-stem-inflation-2023-02-02/
https://www.bloomberg.com/news/articles/2023-02-02/kuroda-ally-ito-sees-chance-of-boj-starting-unwinding-in-2023?srnd=economics-v2&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-30/spanish-inflation-unexpectedly-jumps-after-five-months-of-easing
https://thehill.com/policy/finance/545726-private-sector-jobs-spike-517k-in-march-adp/
https://www.bloomberg.com/news/articles/2023-02-03/apple-alphabet-and-amazon-hurt-as-economic-slump-crimps-demand?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-02-03/apple-alphabet-and-amazon-hurt-as-economic-slump-crimps-demand?srnd=premium&sref=uIvt3NFS
https://www.barchart.com/story/news/13873602/stocks-plunge-before-the-open-as-big-tech-earnings-disappoint-u-s-payrolls-data-in-focus
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combination of earnings reports and government data both suggest that the country may 

be headed toward a recession sooner than many investors realize.  

 

• That said, this recession will likely be the most telegraphed one in our history. Toward 

the end of 2022, retail and institutional investors increased their cash holdings to record 

highs. Total net assets in money market funds rose to $4.818 trillion in the week ending 

January 4, surpassing the previous peak set in May 2020. As a result, the market could be 

primed for a strong rally later in the year. Last month, equities got off to their strongest 

start in over four years. Similar starts have generally been a positive sign for the rest of 

the year, so we believe this may be a good time to look for new opportunities.  

o According to Ned Davis Research, gains in January translate, on average, to about 

an 8.6% increase for the rest of the year. 

 

Look At the Sky: The U.S. and China’s relations are back on the rocks, while the war in 

Ukraine enters a new phase. 

• A surveillance balloon, suspected to be from China, threatens to undue improvement in 

diplomatic relations between Washington and Beijing. The spy balloon was spotted in 

Montana, near an area that is home to several sensitive military sites. Although Beijing 

claimed to be unaware of the balloon, U.S. experts are confident that it came from China. 

The incident comes days before U.S. Secretary of State Antony Blinken is scheduled to 

visit Beijing to help normalize relations between the two countries. As of this writing, the 

U.S. has not officially canceled the trip; however, the incident could prevent a significant 

breakthrough as distrust between the two sides remains elevated.  

o The discovery of the balloon suggests that any rollback of export controls on 

semiconductors is likely off the table.  

• Russian forces are regrouping along the border of Ukraine in preparation for a new 

offensive. Ukrainian officials have assessed that there are over 500,000 troops ready to 

invade the country. Due to this renewed aggression from Russia, Ukraine has asked the 

https://www.cnbc.com/2023/01/18/investors-are-holding-near-record-levels-of-cash-and-may-be-poised-to-snap-up-stocks.html
https://www.cnbc.com/2023/01/18/investors-are-holding-near-record-levels-of-cash-and-may-be-poised-to-snap-up-stocks.html
https://www.cnbc.com/2023/01/30/stock-market-futures-open-to-close-news.html
https://www.cnbc.com/2023/01/30/stock-market-futures-open-to-close-news.html
https://www.barrons.com/articles/stock-market-january-performance-gains-51675185839
https://www.barrons.com/articles/stock-market-january-performance-gains-51675185839
https://www.dailymail.co.uk/news/article-11707697/Chinese-surveillance-balloon-spotted-Montana.html
https://www.dailymail.co.uk/news/article-11707697/Chinese-surveillance-balloon-spotted-Montana.html
https://www.reuters.com/world/asia-pacific/blinken-meet-chinas-xi-during-beijing-visit-financial-times-2023-02-02/
https://www.reuters.com/world/asia-pacific/blinken-meet-chinas-xi-during-beijing-visit-financial-times-2023-02-02/
https://www.bloomberg.com/news/articles/2023-02-02/pentagon-is-tracking-a-chinese-spy-balloon-hovering-over-montana
https://www.bloomberg.com/news/articles/2023-02-02/pentagon-is-tracking-a-chinese-spy-balloon-hovering-over-montana
https://thehill.com/policy/defense/3841230-ukraine-warns-russia-massing-500000-troops-on-border-for-offensive/
https://thehill.com/policy/defense/3841230-ukraine-warns-russia-massing-500000-troops-on-border-for-offensive/
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West to provide it with more weapons as it looks to repel Russian troops from its country. 

Although Western allies have increased their arms deliveries to Ukraine, it isn’t clear just 

how much advanced weaponry these countries are willing to dole out. Germany was 

hesitant to send over tanks, while President Biden is resisting calls to send over F-16s. As 

a result, the new spring offensive could provide the West with another test of its unity in 

backing Ukrainian war efforts. 

• Renewed threats from Russia and China highlight the U.S. and its allies’ need to bolster 

defense spending. A higher level of military expenditures will allow the West to rebuild 

its inventory from the war in Ukraine and maintain its lead over China in its military 

technology. Therefore, government investment should support defense equities in the 

long run. Despite these stocks not having robust performance over the last few months, it 

is essential to remember that “defense moves in years, while equities move in seconds.” 

We believe that these equities are likely more attractive than the current sentiment would 

suggest.  

 

U.S. Economic Releases  

 

January nonfarm payrolls rose by a seasonally adjusted 517,000, almost three times the expected 

increase of 188,000 and almost twice the revised rise of 260,000 in December.  The reported job 

gains were strong across all major sectors, including manufacturing, private employers, and 

government.  Of course, some of the outsized gain in payrolls in January could reflect problems 

with the seasonal adjustment process, as we note that this is the second straight year in which 

January’s labor force growth figures looked like outliers.  Nevertheless, the payroll figures and 

other data in the report, such as a big jump in the average work week, suggest labor demand 

remains very strong.  Not only that, but the report also included the Labor Department’s annual 

adjustments and revisions to reflect tax data that wasn’t previously available.  Also, the revised 

numbers show that total employment over the last year or more was about 500,000 higher than 

previously thought.  In summary, the data will likely keep the Fed worried about continued high 

wage growth and strong inflation pressures, which will encourage the policymakers to keep 

hiking interest rates.  The chart below shows the change in nonfarm payrolls since shortly before 

the previous recession. 

 

https://www.washingtonpost.com/national-security/2023/01/31/ukraine-f16-biden/
https://www.wsj.com/articles/why-ukraine-hasnt-been-a-boon-to-u-s-defense-companies-11675176026?mod=hp_lead_pos6
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The January unemployment rate fell to a seasonally adjusted 3.4%, rather than rising to the 

expected rate of 3.6% from the December rate of 3.5%.  That means the U.S. unemployment rate 

is now at its lowest level in more than 53 years.  The chart below shows how the unemployment 

rate has evolved since just before the prior recession. 

 

 
 

With the demand for labor high and the “inventory” of unemployed workers low, it should be no 

surprise that wage rates remain high.  Average hourly earnings in January rose to a seasonally 

adjusted $33.03, up 4.4% from the same month one year earlier.  The following chart shows the 

year-over-year growth in average hourly earnings since just before the prior recession. 
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A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population that is either working or looking for work.  The January 

labor force participation rate (LFPR) rose to a seasonally adjusted 62.4%, beating estimates that 

the rate would be unchanged from December’s 62.3%.  The chart below shows how the LFPR 

has changed over the last several decades. 
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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 S&P Global Services PMI m/m Jan F 46.6 46.6 **

9:45 S&PGlobal Composite PMI m/m Jan F 46.6 46.6 **

10:00 ISM Services Index m/m Jan 50.5 49.6 **

10:00 ISM Manufacturing PMI - Employment m/m Jan 49.8 *

10:00 ISM Manufacturing PMI - New Orders m/m Jan 45.2 **

10:00 ISM Manufacturing PMI - Prices Paid m/m Jan 67.6 **

EST Speaker or Event

14:30 Mary Daly Speaks on Fox Business President of the Federal Reserve Bank of San Francisco

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Composite PMI m/m Aug F 50.7 50.8 ** Equity and bond neutral

Jibun Bank Services PMI m/m Jan F 52.3 52.4 ** Equity and bond neutral

South Korea Foreign Reserves m/m Jan $429.97b $423.16b ** Equity and bond neutral

China Caixin Services PMI m/m Jan 52.9 48.0 51.0 ** Equity bullish, bond bearish

Caixin Composite PMI m/m Jan 51.1 48.3 ** Equity bullish, bond bearish

India S&P Global Services PMI m/m Jan 57.2 58.5 ** Equity bearish, bond bullish

S&P Global Composite PMI m/m Jan 57.5 59.4 ** Equity bearish, bond bullish

EUROPE

Eurozone S&P Global Services PMI m/m Jan F 50.8 50.7 50.7 ** Equity and bond neutral

S&P Global Composite PMI m/m Jan F 50.3 50.2 50.2 * Equity and bond neutral

PPI y/y Dec 24.6% 27.1% 27.0% ** Equity bullish, bond bearish

Germany S&P Global Services PMI m/m Jan F 50.7 50.4 50.4 ** Equity and bond neutral

S&P Global Composite PMI m/m Jan F 49.9 49.7 49.7 ** Equity and bond neutral

France Industrial Production y/y Dec 1.4% 0.7% 0.8% *** Equity and bond neutral

Manufacturing Production y/y Dec 3.6% 4.2% 4.1% ** Equity and bond neutral

S&P Services PMI m/m Jan F 49.4 49.2 49.2 ** Equity and bond neutral

S&P Composite PMI m/m Jan F 49.1 49.0 49.0 ** Equity and bond neutral

Italy S&P Global Services PMI m/m Jan 51.2 49.9 51.0 ** Equity and bond neutral

S&P Global Composite PMI m/m Jan 51.2 49.6 51.3 ** Equity and bond neutral

UK S&P Global/CIPS Services PMI m/m Jan F 48.7 48.0 48.0 ** Equity bullish, bond bearish

S&P Global/CIPS Composite PMI m/m Jan F 48.5 47.8 47.8 ** Equity bullish, bond bearish

Russia S&P Global Services PMI m/m Jan 48.7 45.9 ** Equity bullish, bond bearish

S&P Global Composite PMI m/m Jan 49.7 48.0 ** Equity bullish, bond bearish

Money Supply, Narrow Definition w/w 27-Jan 16.30t% 16.40t * Equity and bond neutral

AMERICAS

Canada Building Permits m/m Dec -7.3% 14.1% -3.9% ** Equity bearish, bond bullish

Brazil Industrial Production y/y Dec -1.3% 0.9% -1.2% *** Equity and bond neutral

S&P Global Services PMI m/m Jan 50.7 51.0 ** Equity and bond neutral

S&P Global Composite PMI m/m Jan 49.9 49.1 ** Equity bullish, bond bearish
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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) 480 481 -1 Up

3-mo T-bill yield (bps) 445 451 -6 Up

TED spread (bps) 34 30 4 Widening

U.S. Sibor/OIS spread (bps) 469 469 0 Up

U.S. Libor/OIS spread (bps) 472 471 1 Up

10-yr T-note (%) 3.39 3.40 -0.01 Up

Euribor/OIS spread (bps) 254 248 6 Up

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Flat Up

Price Prior Change Explanation

Brent $82.25 $82.17 0.10%

WTI $75.95 $75.88 0.09%

Natural Gas $2.50 $2.46 1.63%

Crack Spread $33.13 $33.44 -0.92%

12-mo strip crack $29.41 $29.71 -1.02%

Ethanol rack $2.34 $2.34 0.00%

Metals

Gold $1,915.79 $1,912.72 0.16%

Silver $23.49 $23.47 0.09%

Copper contract $412.50 $409.10 0.83%

Grains

Corn contract $672.00 $675.25 -0.48%

Wheat contract $756.75 $761.00 -0.56%

Soybeans contract $1,533.75 $1,534.25 -0.03%

Shipping

Baltic Dry Freight 640                668               -28

Actual Expected Difference

Crude (mb) 4.1 -1.0 5.1

Gasoline (mb) 2.58 2.0 0.6

Distillates (mb) 2.3 -1.5 3.8

Refinery run rates (%) -0.4% 1.0% -1.4%

Natural gas (bcf) -151 -143 -8.0

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts show warmer-than-normal temperatures throughout the entire 

country from the Great Plains eastward, with cooler-than-normal temperatures in the far West. 

The forecasts show wetter-than-normal conditions in the Midwest and Southeast, with dry 

conditions expected on the West Coast.  
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Data Section 
 

U.S. Equity Markets – (as of 2/2/2023 close) 

 

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

Consumer Staples

Healthcare

Materials

Utilities
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Industrials

S&P 500

Real Estate

Technology

Consumer Discretionary

Communication Services

Prior Trading Day Total Return

(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 2/2/2023 close) 

 

-5% 0% 5% 10% 15%

Commodities

Cash

US Government Bond

US High Yield

US Corporate Bond

Foreign Developed (local currency)

Emerging Markets (local currency)

Growth

Large Cap

Emerging Markets ($)

Foreign Developed ($)

Value

Mid Cap

Real Estate

Small Cap

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 

 

February 2, 2023 
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P/E as of 2/1/2023 = 19.4x

 
 

Based on our methodology,1 the current P/E is 19.4x, which is up 0.2x from last week.  Falling 

earnings estimates and rising index values led to the rise. 
 

 

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 (Q2 and Q3) and two estimates (Q4 and Q1). 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. 


