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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 14, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.6%. Chinese markets were mixed, with the Shanghai Composite 

closing up 0.3% from its prior close and the Shenzhen Composite closing down 0.1%. U.S. 

equity index futures are signaling a higher open. 

 

With 353 companies having reported so far, S&P 500 earnings for Q4 are running at $54.30 per 

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

exceeded expectations, while 25.2% 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 (2/9/2023): We take a look at the gasoline situation; although 

inventories are below normal, gasoline demand is in a secular decline. Tight stocks are a 

concern, but without a major spike in crude oil prices, gasoline prices will likely be 

contained. We also note how the world oil markets are steadily accommodating Russian 

sanctions.      

• 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 (2/13/2023) (there will be no accompanying podcast with this 

report): “Reflections on Inflation”   

• 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 two key developments in European Union economic policy, 

including a suggestion that the European Central Bank will tighten monetary policy more than 

expected and the passage of a new law that will ban the sale of gasoline-powered cars in the EU 

from 2035.  We next review a wide range of other international and U.S. developments with the 

potential to affect the financial markets today, including NATO’s confirmation that Russia has 
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launched its anticipated new offensive in Ukraine and signs that the Federal Reserve may also 

tighten monetary policy more aggressively than investors currently expect. 

 

European Union Monetary Policy:  ECB board member and Irish Central Bank Governor 

Gabriel Makhlouf said the ECB may hike its benchmark short-term interest rate to more than 

3.5% this year, from 2.5% currently, and won’t cut rates until at least 2024 as it fights to bring 

down inflation.  The statement is at odds with investors’ current expectations for the ECB’s 

terminal rate to stop rising at 3.5% and for rate cuts to begin later in 2023.  In response, the EUR 

is trading up approximately 0.3% today at $1.0761. 

 

European Union Regulatory Policy:  The European Parliament approved a law today that 

would ban the sale of gasoline-powered cars in the bloc beginning in 2035, although vehicles 

that run on carbon-neutral fuels would still be allowed. 

• The new law aims to accelerate Europe’s shift to electric vehicles, although it threatens to 

disrupt one of the EU’s key industries in the meantime. 

• Indeed, Ford Motor (F, $13.09) announced today that it will lay off 3,800 workers in 

Europe over the next three years in order to cut costs and boost profits amid its transition 

to making electric vehicles. 

 

Russia-Ukraine War:  The North Atlantic Treaty Organization (NATO) confirmed that Russia 

has launched a major new offensive in eastern Ukraine, as widely expected.  The announcement 

came as NATO defense ministers are meeting today in Brussels to discuss the provision of 

further support for Ukraine, including ramping up production of ammunition and other military 

aid in NATO countries.  Even though the Russians have started their new offensive after 

spending weeks replenishing their forces with newly conscripted troops and massing equipment 

along the front, it appears that they have made only limited gains so far, mostly to the north of 

the heavily embattled city of Bakhmut. 

 

Russia-Moldova-Ukraine:  Moldova’s pro-European President Maia Sandu said she has 

confirmed that Russia had tried to instigate a coup over the last year that would topple her 

government and replace it with a pro-Russian government.  Moldova, on Ukraine’s southwestern 

border, has been a target of Russia in part because it is trying to join the European Union and 

cooperates closely with NATO.  In an apparent abundance of caution regarding possible Russian 

retaliation for Sandu’s announcement, the country has shut down its airspace today. 

 

Turkey:  One day before Istanbul’s stock exchange reopens after a shutdown caused by last 

week’s earthquakes, President Erdoğan’s government has ordered the country’s private pension 

funds to boost their holdings of Turkish stocks to support the market.  The move is likely a 

further effort by Erdoğan to shore up his re-election chances ahead of May’s national balloting. 

• Under the new rules, pension funds must allocate 30% of the funds the government 

contributes to match individual pension contributions to Turkish stocks, up from the 

previous requirement of 10%. 

• The pension funds will also be allowed to increase the weighting of a single stock in their 

portfolio to 5%, up from 1% previously. 

https://www.wsj.com/articles/ecb-could-raise-rates-above-3-5-hold-them-there-official-says-9dc43ba4?mod=world_lead_story
https://www.wsj.com/articles/ecb-could-raise-rates-above-3-5-hold-them-there-official-says-9dc43ba4?mod=world_lead_story
https://www.wsj.com/articles/eu-lawmakers-vote-to-ban-sale-of-new-gasoline-powered-cars-from-2035-d02e2f4e?mod=hp_featst_pos3
https://www.wsj.com/articles/eu-lawmakers-vote-to-ban-sale-of-new-gasoline-powered-cars-from-2035-d02e2f4e?mod=hp_featst_pos3
https://www.wsj.com/articles/ford-to-cut-3-800-jobs-in-europe-in-ev-shift-e1f8f567?mod=hp_lista_pos2
https://www.wsj.com/articles/ford-to-cut-3-800-jobs-in-europe-in-ev-shift-e1f8f567?mod=hp_lista_pos2
https://www.wsj.com/articles/major-russian-offensive-is-under-way-in-ukraine-nato-says-6309cf7e
https://www.wsj.com/articles/major-russian-offensive-is-under-way-in-ukraine-nato-says-6309cf7e
https://www.wsj.com/articles/moldovas-pro-west-president-accuses-russia-of-planning-coup-e55888fc?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/moldovas-pro-west-president-accuses-russia-of-planning-coup-e55888fc?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/moldovas-pro-west-president-accuses-russia-of-planning-coup-e55888fc?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/moldova-closes-airspace-over-security-issues-bc7490c0?mod=hp_lead_pos6
https://www.ft.com/content/e40e05c6-1a3a-4a2f-82cb-347218b16b38
https://www.ft.com/content/e40e05c6-1a3a-4a2f-82cb-347218b16b38
https://www.wsj.com/articles/earthquake-fallout-raises-political-stakes-in-turkeys-election-year-f921ae11?mod=hp_lead_pos13
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Israel:  Yesterday, the Knesset passed Prime Minister Netanyahu’s controversial judicial reform 

on its first reading, prompting a mass strike, protests by tens of thousands, and expressions of 

concerns by key business leaders who fear it will lead to a dictatorship and be bad for business.  

The proposed law, which would give parliament the right to override court decisions with a 

simple majority vote, still needs to pass two more readings before it becomes law. 

 

China:  Following on our note in yesterday’s Comment that the U.S. will restrict its citizens 

from direct investments in certain Chinese technology firms, reports say Singapore’s sovereign 

wealth fund GIC has significantly slowed its investments in China-focused private equity and 

venture capital funds.  The pullback by GIC evidently comes after an intense internal debate over 

Chinese investment prospects under the authoritarian leadership of Chinese President Xi. 

• GIC is widely recognized as an astute, sophisticated investor, and it was an early adherent 

to the Chinese investment story.  Its decision to pull back from the market is therefore an 

important indicator that investor sentiment toward China has deteriorated.  Indeed, 

beyond China’s domestic economic management, the volatile and intense geopolitical 

tensions between the U.S. and China (illustrated this month by the Chinese surveillance 

balloon crisis) raise serious questions as to whether China is truly investable anymore. 

• Nevertheless, investors do seem to believe that China is still at least tradable.  New data 

from Refinitiv Lipper shows that global investors have poured money into Chinese stock 

funds for five straight weeks, bringing the year-to-date total to some $2 billion.  The new 

investments in China appear to be driven by bets on its dismantling of COVID-19 

pandemic lockdowns. 

 

United States-China:  The U.S. military stated it has recovered important electronic 

components from the suspected Chinese surveillance balloon that was shot down earlier this 

month off the coast of South Carolina.  According to the announcement, crews have retrieved 

significant debris, including all the “priority sensor and electronics pieces” as well as large 

sections of the payload structure. 

• That should help U.S. intelligence and counterintelligence analysts figure out exactly 

what information the balloon was designed to gather, how it operated, and whether it 

relied on any U.S. or allied technology. 

• However, U.S. and Canadian officials say they have not yet been able to retrieve debris 

from the other three unidentified flying objects shot down over the U.S. and Canada in 

the last week. 

 

United States-Japan-Philippines:  Philippine President Ferdinand Marcos Jr. said he wants a 

tripartite defense treaty between the U.S., Japan, and the Philippines to supplement the individual 

defense deals he has recently signed with the U.S. and Japan.  According to Marcos, stronger 

military relations between the three countries would help keep the peace as China becomes more 

geopolitically assertive in the region. 

• One of Marcos’s recent deals gives the U.S. access to four additional Philippine military 

bases where it can conduct training, stockpile weapons, and build infrastructure to help 

https://www.wsj.com/articles/netanyahu-advances-overhaul-of-top-israeli-court-drawing-thousands-of-protesters-ee0287d7?mod=world_lead_story
https://www.ft.com/content/6f1f5f3d-1fb6-4afe-ba46-9b148142e056
https://www.ft.com/content/6f1f5f3d-1fb6-4afe-ba46-9b148142e056
https://www.wsj.com/articles/investors-pour-into-chinese-stock-funds-in-reopening-bet-96c8bc85?mod=markets_lead_pos3
https://www.wsj.com/articles/investors-pour-into-chinese-stock-funds-in-reopening-bet-96c8bc85?mod=markets_lead_pos3
https://www.ft.com/content/f7b6f73a-b0a8-49f8-bf64-ec6ce7df7aa7
https://www.ft.com/content/f7b6f73a-b0a8-49f8-bf64-ec6ce7df7aa7
https://www.japantimes.co.jp/news/2023/02/13/national/philippines-tripartite-security-pact-us-japan/?utm_source=pianoDNU&utm_medium=email&utm_campaign=72&pnespid=qvXMkNRH6qrHp.mu.g6upOgY_E9Lpj0piVUwEEcxuReVCFPdmKX20VvmPj2Ut3lQPNA5
https://www.japantimes.co.jp/news/2023/02/13/national/philippines-tripartite-security-pact-us-japan/?utm_source=pianoDNU&utm_medium=email&utm_campaign=72&pnespid=qvXMkNRH6qrHp.mu.g6upOgY_E9Lpj0piVUwEEcxuReVCFPdmKX20VvmPj2Ut3lQPNA5
https://www.japantimes.co.jp/news/2023/02/13/national/philippines-tripartite-security-pact-us-japan/?utm_source=pianoDNU&utm_medium=email&utm_campaign=72&pnespid=qvXMkNRH6qrHp.mu.g6upOgY_E9Lpj0piVUwEEcxuReVCFPdmKX20VvmPj2Ut3lQPNA5
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fight a potential conflict with China.  His other deal eases the Japanese military’s access 

to Philippine bases. 

• Marcos’s embrace of the U.S. and Japan marks a sharp reversal from the policies of 

Former Philippine President Duterte, who tried to distance himself from the U.S. and its 

alliance system. 

 

U.S. Monetary Policy:  Fed board member Bowman said the monetary policymakers are still 

“far from achieving price stability,” which means they will have to keep raising interest rates and 

hold them at a high level for a prolonged period.  The statement underlines the view of other key 

Fed officials and suggests that many investors are being overly optimistic as they look for an end 

to rate hikes and a potential pivot to rate cuts in the near term. 

 

U.S. Fiscal and Regulatory Policy:  Various reports say President Biden will name Fed Vice 

Chair Brainard as his new economic policy coordinator this week.  Brainard will replace Brian 

Deese as chief of the National Economic Council, which advises the president on policy and 

personnel decisions and coordinates policy making across executive branch agencies.  That will 

open up her spot on the Fed’s board of governors and remove one monetary policymaker who 

has been more dovish on interest rates than Chair Powell. 

 

U.S. Economic Releases  

 

An easing of inflation bolstered confidence among small business owners. The index tracked by 

the National Federation of Independent Business, rose from 89.8 to 90.3 in January. The reading 

was slightly lower than consensus estimate of 90.9, and well below the 49-year average of 98. 
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The chart above shows the NFIB Small Business Optimism Index.  

https://www.wsj.com/articles/feds-michelle-bowman-stresses-need-for-more-rate-increases-ddb29be2?mod=economy_lead_pos2
https://www.wsj.com/articles/feds-michelle-bowman-stresses-need-for-more-rate-increases-ddb29be2?mod=economy_lead_pos2
https://www.wsj.com/articles/lael-brainard-set-to-lead-white-house-national-economic-council-e0cc6e5a?mod=markets_lead_pos4
https://www.wsj.com/articles/lael-brainard-set-to-lead-white-house-national-economic-council-e0cc6e5a?mod=markets_lead_pos4
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Inflation cooled for the seventh consecutive month but decelerated at a slower pace than 

expected in January. The Consumer Price Index rose 6.4% from the prior year, slightly above 

expectations of 6.2%. Excluding volatile goods such as food and energy, the index rose 5.6% 

from the prior year. The rise was lower than the previous month increase of 5.7% but above 

consensus estimate of 5.5%. 

 

 
 

The chart above shows the annual rise in the consumer price index. Despite the miss, it is 

unlikely that this report will change current Fed policy. 

 

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 

EST Speaker or Event

9:30 Thomas Barkin Inerviewed on Bloomberg TV President of the Federal Reserve Bank of Richmond

11:00 Lorie Logan Takes Part in a Moderated Discussion President of the Federal Reserve Bank of Dallas

11:30 Patrick Harker Discusses the Economic Outlook President of the Federal Reserve Bank of Philadelphia

14:05 John Williams Gives Speech at New York Bankers Conference President of the Federal Reserve Bank of New York

Federal Reserve

District or Position

Economic Releases

 No economic releases for the rest of today
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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

Japan GDP SA q/q 4Q P 0.2% -0.2% -0.3% *** Equity bullish, bond bearish

GDP Deflator y/y 4Q P 1.1% -0.3% -0.4% *** Equity bullish, bond bearish

Industrial Production y/y Dec F -2.4% -2.8% *** Equity and bond neutral

Capacity Utilization m/m Dec -1.1% -1.4% ** Equity and bond neutral

Australia Westpac Consumer Conf SA m/m Feb -6.9% 5.0% ** Equity bearish, bond bullish

Westpac Consumer Conf Index m/m Feb 78.5 84.3 ** Equity and bond neutral

NAB Business Confidence m/m Jan 6 -1 0 ** Equity bullish, bond bearish

NAB Business Conditions m/m Jan 18 12 13                   ** Equity and bond neutral

New Zealand REINZ House Sales y/y Jan -27.0% -39.0% ** Equity bullish, bond bearish

Food Prices m/m Jan 1.7% 1.1% *** Equity bearish, bond bullish

2-Year Inflation Expectations q/q 1Q 3.30% 3.62% ** Equity and bond neutral

India Wholesale Prices y/y Jan 4.7% 5.0% 4.5% ** Equity and bond neutral

EUROPE

Eurozone GDP y/y Q4 P 1.9% 1.9% 1.9% *** Equity and bond neutral

UK Claimant Count Rate m/m Jan 3.9% 4.0% 3.9% *** Equity and bond neutral

Jobless Claims Change m/m Jan -12.9k 19.7k -3.2k *** Equity bullish, bond bearish

Average Weekly Earnings 3M/YoY y/y Dec 5.9% 6.4% 6.2% ** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m Dec 3.7% 3.7% 3.7% *** Equity and bond neutral

Switzerland Producer & Import Prices y/y Jan 3.3% 3.2% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 487 487 0 Up

3-mo T-bill yield (bps) 461 464 -3 Up

TED spread (bps) 26 24 2 Widening

U.S. Sibor/OIS spread (bps) 477 476 1 Up

U.S. Libor/OIS spread (bps) 480 479 1 Up

10-yr T-note (%) 3.68 3.70 -0.02 Flat

Euribor/OIS spread (bps) 265 262 3 Up

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Up Up
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Weather 

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

east of the Mississippi River, with cooler-than-normal temperatures in the Pacific and Rocky 

Mountains states. The forecasts show wetter-than-normal conditions throughout most of the 

country, with dry conditions in Florida.  

Price Prior Change Explanation

Brent $85.75 $86.61 -0.99%

WTI $79.05 $80.14 -1.36%

Natural Gas $2.53 $2.41 5.36% Supply Pessimism and Pakistan nearly doubles gas tariffs

Crack Spread $32.26 $31.60 2.07%

12-mo strip crack $29.45 $28.98 1.63%

Ethanol rack $2.33 $2.34 -0.25%

Metals

Gold $1,858.20 $1,853.49 0.25%

Silver $21.76 $21.99 -1.06%

Copper contract $406.70 $405.75 0.23%

Grains

Corn contract $684.50 $682.25 0.33%

Wheat contract $802.50 $800.75 0.22%

Soybeans contract $1,533.50 $1,536.00 -0.16%

Shipping

Baltic Dry Freight 616                602               14

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) 2.0

Distillates (mb) 1.0

Refinery run rates (%) 0.0%

Natural gas (bcf) -85

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 2/13/2023 close) 
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Utilities

Healthcare

Consumer Staples

Energy

Industrials

Materials

Financials
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Utilities
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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 2/13/2023 close) 

 

-5% 0% 5% 10% 15%

Commodities

Cash

US Government Bond

US High Yield

US Corporate Bond

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed (local currency)

Growth

Foreign Developed ($)

Large Cap

Value

Real Estate

Mid Cap

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 9, 2023 
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P/E as of 2/8/2023 = 19.7x

 
 

Based on our methodology,1 the current P/E is 19.7x, which is up 0.3x 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. 


