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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 6, 2023—9:30 AM EST] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 1.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 2.9%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.7% from its prior close and the Shenzhen Composite closing down 0.8%. U.S. 

equity index futures are signaling a lower open. 

 

With 250 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, 70.8% 

have exceeded expectations while 25.6% 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” 

 

Our Comment today opens with a few words on last week’s Chinese spy balloon incident and 

Chinese support for Russia’s war in Ukraine, which together are likely to worsen the spiral of 

tensions between the U.S. and China and put investors at risk.  We next review a wide range of 

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

today, including the latest on the Russia-Ukraine war and how it is creating new energy 

opportunities for Algeria. 

 

 

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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United States-China-Russia:  Customs records obtained by national security nonprofit C4ADS 

show that Chinese defense companies have been providing Russia with a range of dual-use 

civilian/military goods needed by the Kremlin to prosecute its invasion of Ukraine.  The products 

supplied include semiconductors, navigation equipment, jamming technology, and fighter-jet 

parts.  We suspect the report will spur the U.S. to impose sanctions on more Chinese firms, 

exacerbating U.S.-Chinese tensions even beyond that of the impact of Saturday’s U.S. shoot-

down of the Chinese surveillance balloon identified early last week. 

• U.S. defense officials now say the Chinese had previously sent several other spy balloon 

over the U.S. beginning in the Trump administration. 

• Such a visible, easily understood incursion of the nation’s airspace is likely to energize 

U.S. political and popular feelings against the Chinese, prolonging the spiral of escalating 

bilateral tensions.  As the U.S. and China continue to clamp down on their mutual trade, 

capital, and technology flows, investors remain at risk of getting caught in the crossfire. 

 

Russia-Ukraine War:  While the front lines from northeastern to southern Ukraine remain 

mostly static, the Russians finally appear close to encircling the eastern city of Bakhmut.  The 

new Russian gains partly reflect the availability of tens of thousands of new troops mobilized in 

President Putin’s September call-up.   

 

European Union-Algeria:  With Algeria emerging as one of the key natural gas sources 

available to replace Russian exports to Europe, U.S. energy giant Chevron (CVX, $169.45) has 

revived talks with the Algerian state-run company Sonatrach to investigate natural-gas 

opportunities in the country’s vast shale formations.  The potential for reinvigorated shale 

development illustrates how the Russia-Ukraine war has shifted global energy markets and 

created new opportunities for some countries. 

 

European Union-Indonesia-Malaysia:  The impending approval of a new EU law against 

importing products linked to deforestation has spurred Indonesia, Malaysia, and other East Asian 

countries to threaten cutting off palm oil exports to the bloc in protest.  Other emerging markets 

are likely to be affected and could protest as well, given that the law could affect a wide range of 

products, such as cattle, cocoa, coffee, palm oil, soya, wood, and rubber. 

 

United Kingdom:  Over the weekend, Former Prime Minister Truss launched a concerted effort 

to rehabilitate herself politically with a 4,000-word essay in The Telegraph, a newspaper widely 

read by members of her Conservative Party.  In the article, Truss lashes out at a number of 

enemies, arguing that her proposed program of massive tax cuts was brought down by disloyal 

Conservatives and the “economic establishment.”  Truss may find a sympathetic audience among 

some Conservatives, which will complicate matters for incumbent Prime Minister Sunak as he 

struggles to deal with Britain’s current wave of strikes and rising financial pressures. 

 

Israel:  Violence continues to escalate between the Israeli government and militant Palestinians.  

Earlier today, Israeli forces said they killed five Palestinian militants during an operation 

targeting Hamas members near Jericho.  It was the second such deadly raid in a little over a week 

as violence escalates in the occupied West Bank. 

 

https://www.wsj.com/articles/china-aids-russias-war-in-ukraine-trade-data-shows-11675466360?mod=hp_lead_pos1
https://www.wsj.com/articles/china-aids-russias-war-in-ukraine-trade-data-shows-11675466360?mod=hp_lead_pos1
https://www.wsj.com/articles/u-s-considers-shooting-down-chinese-spy-balloon-over-atlantic-11675536746?mod=hp_lead_pos7
https://www.wsj.com/articles/u-s-considers-shooting-down-chinese-spy-balloon-over-atlantic-11675536746?mod=hp_lead_pos7
https://www.wsj.com/articles/biden-decision-to-delay-shootdown-of-chinese-balloon-questioned-11675616189?mod=world_lead_pos2
https://www.wsj.com/articles/biden-decision-to-delay-shootdown-of-chinese-balloon-questioned-11675616189?mod=world_lead_pos2
https://www.ft.com/content/c993c00f-a6e7-413c-8396-09a38479eacd
https://www.ft.com/content/c993c00f-a6e7-413c-8396-09a38479eacd
https://www.ft.com/content/78959cfd-da92-47d9-9d69-3de468e2ed6d
https://www.wsj.com/articles/russian-forces-cutting-off-ukrainians-from-bakhmut-says-u-k-11675595227
https://www.wsj.com/articles/chevron-explores-algerian-gas-plans-amid-russian-sanctions-11675679272?mod=hp_lista_pos1
https://www.wsj.com/articles/chevron-explores-algerian-gas-plans-amid-russian-sanctions-11675679272?mod=hp_lista_pos1
https://www.wsj.com/articles/chevron-explores-algerian-gas-plans-amid-russian-sanctions-11675679272?mod=hp_lista_pos1
https://www.ft.com/content/c2f2eea9-1eb5-478f-ac53-5666776c0a35
https://www.telegraph.co.uk/politics/2023/02/04/liz-truss-downing-street-reflection-mini-budget-boris-johnson/
https://www.telegraph.co.uk/politics/2023/02/04/liz-truss-downing-street-reflection-mini-budget-boris-johnson/
https://www.wsj.com/articles/israeli-military-kills-five-militants-near-jericho-as-violence-spreads-11675677510?mod=lead_feature_below_a_pos1
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Turkey:  At least two major earthquakes struck southern Turkey this morning, killing at least 

1,000 and probably many more.  The quakes, which registered 7.8 and 7.5 on the Richter scale, 

were Turkey’s strongest in some 80 years.  The loss of life, economic disruptions, and future 

government response could potentially affect President Erdoğan’s re-election prospects at the 

next balloting in May. 

 

U.S. State Fiscal Health:  In another sign that any recession this year is likely to be moderate, 

the National Association of State Budget Officers said state governments have about $136.8 

billion set aside in financial reserves, a record high of 0.53% of GDP.  County and city 

governments also appear flush with cash, which should limit how much they will have to tighten 

their spending in the event of an economic downturn. 

 

U.S. Labor Market:  Despite the surprising growth in overall payrolls reported on Friday, the 

information technology and real estate-related industries continue to shed workers.  Earlier 

today, Dell Technologies (DELL, $42.24) announced it that would lay off 5% of its workforce, 

which will equate to about 6,600 employees.  The company blamed the move on “eroding” 

market conditions. 

• Despite the continued layoffs in technology and real estate, other employers’ panicked 

scramble for workers and rising wage offers could spur the Federal Reserve to keep 

raising interest rates even beyond what it had previously signaled. 

• The risk that wage growth will keep buoying inflation and interest rates not only weighed 

on financial markets last Friday, but it continues to affect the markets today.  So far this 

morning, stock futures are falling, bonds are in retreat, and the dollar is strengthening. 

 

U.S. Childcare Industry:  One industry that hasn’t been able to hire back all the workers it lost 

during the COVID-19 pandemic is childcare.  According to the most recent data, there are now 

about 58,000 fewer daycare workers in the U.S. compared with February 2020, just before the 

pandemic took hold.  The worker shortage is limiting daycare availability and driving up costs. 

 

U.S. Housing Industry:  Now that mortgage interest rates have fallen back to around 6% from 

their peak of 7% last November, real estate professionals report there is some thaw in the 

housing market.  However, it is still too early to know whether the market will continue to 

improve from here, especially given that the tight labor market could keep the Fed hiking interest 

rates beyond what investors had recently been expecting. 

 

U.S. Economic Releases  

 

There were no domestic releases or Fed events scheduled prior to the publication of this report, 

nor are there any releases or Fed events scheduled for 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 

https://www.ft.com/content/295b1da7-7508-4103-80c5-aef3c3e0d6de
https://www.wsj.com/articles/states-are-flush-with-cash-which-could-soften-a-possible-recession-11675544984?mod=us_lead_pos1
https://www.wsj.com/articles/states-are-flush-with-cash-which-could-soften-a-possible-recession-11675544984?mod=us_lead_pos1
https://www.wsj.com/articles/dell-to-cut-5-of-workforce-11675688897?mod=hp_lead_pos4
https://www.wsj.com/articles/child-care-hasnt-recovered-from-covid-keeping-many-parents-at-home-11675654065?mod=hp_listb_pos2
https://www.wsj.com/articles/child-care-hasnt-recovered-from-covid-keeping-many-parents-at-home-11675654065?mod=hp_listb_pos2
https://www.wsj.com/articles/child-care-hasnt-recovered-from-covid-keeping-many-parents-at-home-11675654065?mod=hp_listb_pos2
https://www.wsj.com/articles/housing-market-shows-signs-of-thawing-11675617472?mod=economy_lead_pos3
https://www.wsj.com/articles/housing-market-shows-signs-of-thawing-11675617472?mod=economy_lead_pos3
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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. 

 

    
 

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

Australia Melbourne Institute Inflation y/y Jan 6.4% 5.9% * Equity and bond neutral

EUROPE

Eurozone Retail Sales y/y Dec -2.8% -2.8% -2.5% * Equity and bond neutral

Germany S&P Construction PMI m/m Jan 43.3 41.7 * Equity bullish, bond bearish

Factory Orders WDA y/y Dec -10.1% -11.0% -10.2% *** Equity and bond neutral

UK S&P/CIPS Construction PMI m/m Jan 48.4 48.8 48.5 ** Equity and bond neutral

New Car Registrations y/y Jan 14.7% 18.3% * Equity and bond neutral

Switzerland Domestic Sight Deposits CHF w/w 3-Feb 509.7b 511.6b * Equity and bond neutral

Total Sight Deposits CHF w/w 3-Feb 528.1b 528.0b * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 483 481 2 Up

3-mo T-bill yield (bps) 452 454 -2 Up

TED spread (bps) 31 27 4 Widening

U.S. Sibor/OIS spread (bps) 471 471 0 Up

U.S. Libor/OIS spread (bps) 474 474 0 Up

10-yr T-note (%) 3.60 3.53 0.07 Down

Euribor/OIS spread (bps) 255 254 1 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Down Up

Pound Flat Up

Franc Up Up
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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.  

Price Prior Change Explanation

Brent $80.78 $79.94 1.05%

WTI $73.94 $73.39 0.75%

Natural Gas $2.43 $2.41 0.66%

Crack Spread $30.31 $30.82 -1.64%

12-mo strip crack $28.20 $28.25 -0.19%

Ethanol rack $2.34 $2.34 0.00%

Metals

Gold $1,872.88 $1,864.97 0.42%

Silver $22.45 $22.35 0.43%

Copper contract $405.30 $405.65 -0.09%

Grains

Corn contract $676.00 $677.50 -0.22%

Wheat contract $761.75 $756.75 0.66%

Soybeans contract $1,526.00 $1,532.00 -0.39%

Shipping

Baltic Dry Freight 621                640               -19

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 2/3/2023 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 2/3/2023 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 

 

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. 


