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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 8, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.4% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.6%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.5% from its prior close and the Shenzhen Composite closing down 0.5%. U.S. 

equity index futures are signaling a lower open. 

 

With 290 companies having reported so far, S&P 500 earnings for Q4 are running at $54.10 per 

share, compared to estimates of $52.85. Of the companies that have reported thus far, 69.7% 

have exceeded expectations while 25.9% 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 (2/6/2023) (with associated podcast) “Is Japan’s Sun 

Rising Again?” 

• 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 the latest on the spiraling of tensions between the U.S. and 

China.  We next review a wide range of other international and U.S. developments with the 

potential to affect the financial markets today, including news that the U.K. will begin training 

Ukrainian pilots to fly modern jets and an overview of President Biden’s State of the Union 

address last night. 

 

 

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_2_6_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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China:  The commander of U.S. Strategic Command, who oversees the country’s nuclear forces, 

has formally notified Congress that China now has more launchers for ground-based 

intercontinental ballistic missiles (ICBMs) than the U.S. does.  The Chinese launchers include 

both mobile vehicles and newly constructed silos that are still sitting empty.  The U.S. continues 

to field many more missiles and nuclear warheads than China, as well as many more bombers 

and submarines capable of launching strategic nuclear weapons.  Nevertheless, the notification 

will likely prompt increased concerns about China’s military expansion and fuel even more calls 

to decouple from the country and kneecap its development. 

 

China-U.S. Spy Balloon:  Yesterday, the U.S. Navy published photos showing its sailors 

recovering the remains of the Chinese spy balloon shot down off the South Carolina coast.  

However, it is still probably too early for any analysis of the debris to have been completed. 

• That analysis will aim to establish what information the balloon was designed to gather, 

how capable it was, and whether it contained any U.S. or allied components.  Given 

today’s strong bipartisan enmity toward China, any threatening findings will likely 

prompt further bilateral tensions, potentially catching investors in the crossfire. 

• In a further sign of how the incident has worsened U.S.-China relations, new reporting 

says Chinese Defense Minister Wei Fenghe refused to take a secure hotline call from 

U.S. Defense Secretary Austin immediately after the U.S. downed the balloon on 

Saturday. 

 

Russia-Ukraine War:   As Russian forces continue to ratchet up their new offensive in 

northeastern Ukraine, President Zelensky is visiting Prime Minister Sunak in London today.  

Zelensky has scored a British commitment not only for more weapons and equipment, but also 

for British training of Ukrainian jet fighter pilots.  The fighter training will evidently be on 

British Hawk 2 trainers, but that could be a first step toward getting them up to speed on modern 

fighters like the U.S. F-16 that Kyiv has been clamoring for. 

• Separately, the German government announced yesterday that Germany, Denmark, and 

the Netherlands together would donate 178 older-generation Leopard 1 tanks to Ukraine. 

• Despite being an older version of the powerful and highly modern Leopard 2, the new 

tanks would be a significant upgrade to what Ukraine already has.  The unexpectedly 

high number of tanks from the three countries will also likely be welcomed by Kyiv. 

 

Turkey:  After a three-day sell-off triggered by this week’s big earthquakes, the Turkish stock 

exchange has suspended trading.  So far this week, Turkish stocks have lost approximately 16% 

of their value, although the central bank has been able to keep the value of the TRY relatively 

stable.  There is no word yet on when stock trading will resume. 

 

United States-European Union:  After a series of meetings in Washington yesterday, the 

German and French economy ministers said that top U.S. officials promised to assuage EU 

concerns about the $369 billion in subsidies for domestic green technology investments in last 

year’s Inflation Reduction Act.  However, they didn’t secure any concrete proposals beyond an 

agreement on full transparency over the level of subsidies on offer under the IRA so that Europe 

https://www.wsj.com/articles/china-has-more-icbm-launchers-than-u-s-american-military-reports-11675779463?mod=hp_lead_pos12
https://www.wsj.com/articles/china-has-more-icbm-launchers-than-u-s-american-military-reports-11675779463?mod=hp_lead_pos12
https://www.scmp.com/news/world/united-states-canada/article/3209433/us-navy-photos-give-first-look-chinese-spy-balloon-being-pulled-ocean?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20230208&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3209371&article_id_list=3209425,3209379,3209385,3209439,3209438,3209428,3209420,3209423&tc=22&CMCampaignID=bc8cd8c9cf0455ac7ee8a41bb82472d5
https://www.scmp.com/news/world/united-states-canada/article/3209433/us-navy-photos-give-first-look-chinese-spy-balloon-being-pulled-ocean?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20230208&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3209371&article_id_list=3209425,3209379,3209385,3209439,3209438,3209428,3209420,3209423&tc=22&CMCampaignID=bc8cd8c9cf0455ac7ee8a41bb82472d5
https://www.wsj.com/articles/china-refused-u-s-call-after-downing-of-suspected-spy-balloon-pentagon-says-11675811844?mod=hp_lead_pos11
https://www.wsj.com/articles/china-refused-u-s-call-after-downing-of-suspected-spy-balloon-pentagon-says-11675811844?mod=hp_lead_pos11
https://www.wsj.com/articles/russian-forces-press-ukrainian-defense-in-northeast-11675852202?mod=world_lead_pos2
https://www.ft.com/content/ff8dda4d-9986-4e7b-b57b-2ba2db912d81
https://www.ft.com/content/3c8b79a8-6488-4a44-8be6-ef1783502e43
https://www.ft.com/content/3c8b79a8-6488-4a44-8be6-ef1783502e43
https://www.wsj.com/livecoverage/stock-market-news-today-02-08-2023/card/turkey-stock-market-suspends-trading-after-earthquake-selloff-07kgY6WuDuuEVoDSdLvg
https://www.ft.com/content/036a0564-fa7f-4043-83aa-8fe57000c50c
https://www.ft.com/content/036a0564-fa7f-4043-83aa-8fe57000c50c
https://www.ft.com/content/036a0564-fa7f-4043-83aa-8fe57000c50c
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can match them if necessary.  That will ensure that the subsidies remain an issue between the 

U.S. and the EU in the coming months. 

 

U.S. Monetary Policy:  Fed Chair Powell stated yesterday that January’s surprisingly strong 

labor market data shows why the fight against inflation will take longer and interest rates will 

need to go higher than many investors have been expecting.  We continue to believe that many 

investors are erroneously anticipating a quick end to excess inflation and a near-term pivot to 

lower interest rates before the economy falls into recession. 

• As one example that many investors still trust the “Fed put,” risk assets rallied strongly 

yesterday after an initial dip following Powell’s comments.  The market moves suggest 

that many investors were worried that Powell’s comments might be even more hawkish. 

• The jump in U.S. stocks yesterday is being followed by a jump in European stocks today. 

 

U.S. Politics:  In his State of the Union address last night, President Biden appealed for a 

bipartisan approach to the nation’s challenges but also focused on selling the benefits of the 

various legislative victories he’s had, such as passage of his big bill on infrastructure spending 

and last year’s Inflation Reduction Act.  As we flagged in our Comment yesterday, Biden also 

offered a number of new proposals, such as quadrupling the 1% tax on stock buybacks to 

channel more money into capital investment and expanding the $35 cap on monthly insulin costs 

to those outside the Medicare system. 

 

U.S. Energy Market:  The Energy Information Administration issued a report showing that U.S. 

gasoline consumption fell to just 8.78 million barrels per day in 2022, some 6% lower than at the 

peak before the COVID-19 pandemic.  The agency also forecasts that U.S. consumption will 

continue to decline in 2023 and 2024, reflecting more efficient cars, the growing prevalence of 

electric vehicles, and work-from-home arrangements following the pandemic. 

• Those factors could well drive down the consumption of gasoline far into the future. 

• Nevertheless, the decline is likely to be gradual, meaning large amounts of fossil fuels 

will still be consumed in the U.S. and worldwide.  The shortfall in oil and gas investment 

in recent years is therefore likely to lead to supply shortages and higher prices in the 

future, which is one key reason we believe commodities will be an attractive asset class 

once we get through the impending recession. 

 

U.S. Economic Releases  

 

A steady decline in mortgage rates continue to support residential loan demand. According to an 

index tracked by the Mortgage Bankers Association, mortgage applications rose 7.4% in the 

week ending February 3. The jump in mortgage requests is related to borrowing costs falling to a 

three-month low. Last week, the average 30-year fixed-rate mortgage fell 1 bp from 6.19% to 

6.18%. As a result, the MBA tracker for purchases rose 3.1% from the prior week, while the 

refinance tracker rose 17.7% in the same period.  

 

 

https://www.wsj.com/articles/feds-jerome-powell-to-address-economic-outlook-with-hiring-surge-in-spotlight-11675781503
https://www.wsj.com/articles/feds-jerome-powell-to-address-economic-outlook-with-hiring-surge-in-spotlight-11675781503
https://www.wsj.com/articles/feds-jerome-powell-to-address-economic-outlook-with-hiring-surge-in-spotlight-11675781503
https://www.ft.com/content/1eb8ac84-ce04-4f7e-9d55-937fbc34b72d
https://www.wsj.com/articles/biden-to-tout-economic-gains-in-state-of-the-union-11675788712
https://www.wsj.com/articles/biden-to-tout-economic-gains-in-state-of-the-union-11675788712
https://www.wsj.com/articles/biden-to-tout-economic-gains-in-state-of-the-union-11675788712
https://www.ft.com/content/aa1a291e-4293-4b8d-8e33-2b6da4664d35
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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. 
 

  
 

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 Wholesale Trade Sales m/m Dec -0.2% -0.6% **

10:00 Wholesale Inventories m/m Dec F 0.1% 0.1% ***

EST Speaker or Event

9:15 John Williams Interviewed at WSJ Live Event President of the Federal Reserve Bank of New York

9:30 Lisa Cook Takes Part in a Discussion in Washington Member of the Board of Governors

10:00

Michael Barr and Rapheal Bostic                                                           Speak to 

Students in Mississippi

12:30 Neel Kashkari Speaks at Boston Economic Club President of the Federal Reserve Bank of Minneapolis

13:45 Chris Waller Discusses Economic Outlook Member of the Board of Governors

Federal Reserve Board Vice Chair for Supervision and 

President of the Federal Reserve Bank of Atlanta

Federal Reserve

District or Position

Economic Releases

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan BoP Current Account Balance m/m Dec ¥33.4b ¥1182.1b ¥112.0b *** Equity and bond neutral

BoP Trade Balance m/m Dec -¥1.226t -¥1.538t -¥1.116t ** Equity and bond neutral

South Korea BoP Current Account Balance m/m Dec $2677.2m -$621.7m -$222.8m ** Equity and bond neutral

BoP Goods Balance m/m Dec -$475.0m -$1567.2m -998.5m * Equity and bond neutral

EUROPE

Italy Retail Sales y/y Dec 3.4% 4.4% ** Equity bearish, bond bullish

AMERICAS

Canada International Merchandise Trade m/m Dec -0.16b -0.04b -0.22b ** Equity bullish, bond bearish



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO 63119 | 314.743.5090 

www.confluenceinvestment.com 

 5 

    
 

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) 484 483 1 Up

3-mo T-bill yield (bps) 453 455 -2 Up

TED spread (bps) 31 28 3 Widening

U.S. Sibor/OIS spread (bps) 473 473 0 Up

U.S. Libor/OIS spread (bps) 476 476 0 Up

10-yr T-note (%) 3.65 3.68 -0.03 Down

Euribor/OIS spread (bps) 260 257 3 Up

Currencies Direction

Dollar Down Down

Euro Flat Up

Yen Down Up

Pound Up Up

Franc Up Up

Central Bank Action Current Prior Expected

RBI Repurchase Rate 6.500% 6.250% 6.500% On Forecast

RBI Cash Reserve Ratio 4.500% 4.500% 4.500% On Forecast

Price Prior Change Explanation

Brent $84.35 $83.69 0.79%

WTI $77.90 $77.14 0.99%

Natural Gas $2.56 $2.58 -1.01%

Crack Spread $32.50 $31.83 2.11%

12-mo strip crack $29.16 $28.69 1.62%

Ethanol rack $2.34 $2.34 0.00%

Metals

Gold $1,880.89 $1,873.10 0.42%

Silver $22.45 $22.17 1.24%

Copper contract $410.60 $408.05 0.62%

Grains

Corn contract $675.75 $674.00 0.26%

Wheat contract $754.50 $749.75 0.63%

Soybeans contract $1,526.00 $1,515.25 0.71%

Shipping

Baltic Dry Freight 601                608               -7

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) 1.6

Distillates (mb) 1.0

Refinery run rates (%) 0.5%

Natural gas (bcf) -201

Energy Markets

DOE Inventory Report
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Weather 

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

eastern half of the U.S., with cooler-than-normal temperatures for the rest of the country. The 

forecasts show wetter-than-normal conditions throughout most of the country, with dry 

conditions in Texas and Florida.  
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Data Section 
 

U.S. Equity Markets – (as of 2/7/2023 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 2/7/2023 close) 

 

-5% 0% 5% 10% 15%

Commodities

Cash

US Government Bond

US High Yield
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Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed (local currency)

Foreign Developed ($)

Growth

Large Cap
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Real Estate
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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 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E
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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. 


