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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 15, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.6% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.6%. Chinese markets were lower, with the Shanghai Composite 

closing down 0.4% from its prior close and the Shenzhen Composite closing down 0.1%. U.S. 

equity index futures are signaling a higher open. 

 

With 363 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, 69.4% have 

exceeded expectations, while 24.8% 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 a new forecast indicating that global oil demand is expected to 

rebound to a record high in 2023.  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, including a report showing 

modestly cooler price inflation in the U.K., a dramatic jump in Turkish stocks, and the latest on 

the U.S.-China balloon saga. 

 

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_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q123.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Feb_13_2023.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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Global Oil Market:  In its monthly forecast update, the International Energy Agency boosted its 

expectation for global oil demand in 2023 to an all-time high of 101.9 million barrels per day, up 

0.2 mpbd from its previous forecast.  That would mark an increase of 2.0 mbpd, or 2.0%, from 

the demand of 99.9 mbpd in 2022.  The agency ascribed the increase largely to China’s decision 

to end its strict Zero-COVID lockdowns. 

• Meanwhile, the agency reported that it expects global production in 2023 to rise just 1.2 

mbpd, implying a continued tightness in oil markets. 

• Nevertheless, global oil prices have fallen so far this morning, with Brent Crude trading 

down some 0.9% to $84.83 per barrel. 

 

U.K. Politics:  Scottish leader Nicola Sturgeon resigned her position as first minister and as 

leader of the Scottish National Party today, responding to a backlash against her strategy for 

securing independence and a fall in her popularity over proposed gender laws.  The resignation 

adds to the political upheaval Britain has faced over the last year owing to a churn in the position 

of prime minister, rampant inflation, and a wave of public sector strikes over pay. 

 

U.K. Economy:  The January Consumer Price Index was up just 10.1% year-over-year, coming 

in cooler than both the expected rise of 10.3% and the December increase of 10.5%.  British 

inflation is also now noticeably slower than its most recent peak of 11.1% in October.  

Nevertheless, price increases remain far stronger than targeted by the Bank of England, which 

suggests that its policymakers will continue to hike interest rates aggressively in the near term. 

 

 
 

Russia-Ukraine War:  The British Defense Ministry estimates that 97% of Russia’s entire army 

has now been deployed to Ukraine in preparation for its new offensive there, which we described 

in yesterday’s Comment.  The massive Russian deployment is exacerbating a disagreement in 

which some U.S. military officials believe that the Ukrainians should abandon the eastern city of 

Bakhmut to preserve forces, but some leaders in Kyiv believe it is worthwhile to attempt to hold 

https://www.wsj.com/articles/oil-demand-to-be-driven-by-asia-this-year-as-china-reopens-iea-says-d5b90631
https://www.wsj.com/articles/oil-demand-to-be-driven-by-asia-this-year-as-china-reopens-iea-says-d5b90631
https://www.iea.org/reports/oil-market-report-february-2023
https://www.iea.org/reports/oil-market-report-february-2023
https://www.ft.com/content/aa530f3e-fa54-4c75-b8be-62a12fbe2542
https://www.ft.com/content/b03d237e-89ec-4bd7-96b7-71800a16d040
https://www.wsj.com/articles/russia-has-deployed-97-of-army-in-ukraine-but-is-struggling-to-advance-u-k-says-91086284?mod=hp_lead_pos6
https://www.wsj.com/articles/russia-has-deployed-97-of-army-in-ukraine-but-is-struggling-to-advance-u-k-says-91086284?mod=hp_lead_pos6
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-february-14-2023
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-february-14-2023
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-february-14-2023
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the city. The Ukrainian officials believe that they should continue inflicting heavy losses on the 

Russians to prevent them from deploying more forces elsewhere along the front lines.   

 

Turkey:  The Istanbul stock market reopened today following its shutdown in response to last 

week’s devastating earthquakes, and the government’s order that private pension funds increase 

their allocation to Turkish stocks appears to be giving the market a major boost.  So far this 

morning, Turkish equity prices are up some 9.7%, and are on track for their best daily 

performance since 2008.  

 

Brazil:  In an interview with the Wall Street Journal, Former President Bolsonaro stated that he 

will return to Brazil next month to defend himself against accusations that he fomented January’s 

rioting at the Brazilian capitol, despite the legal risks in doing so.  He also said he would lead the 

conservative opposition against leftist President Lula da Silva, although he was undecided as to 

whether he would run for the presidency again.  In any case, Bolsonaro’s return could worsen the 

country’s political polarization and could potentially be a headwind for Brazilian stocks. 

 

China-Philippines:  Philippine President Ferdinand Marcos, Jr., summoned China’s ambassador 

yesterday to complain about an incident last week in which a Chinese coast guard ship trained a 

military-grade laser on Philippine Navy sailors trying to resupply a contingent of marines at a 

South China Sea outpost.  The laser temporarily blinded the Philippine sailors, prompting Manila 

to lodge a formal protest against China earlier this week. 

• As we noted in our Comment in recent days, Marcos has recently been mending 

Philippine security ties with the U.S. with moves to give the U.S. more basing rights and 

laying the groundwork for a tripartite U.S.-Japan-Philippines security treaty. 

• The Chinese laser incident could well be meant as a warning against such a 

rapprochement and serve as a reminder that Beijing asserts territorial rights to much of 

the waters claimed by the Philippines. 

 

U.S.-China Surveillance Balloon Crisis:  Unidentified officials have told The Washington Post 

that the U.S. tracked the first Chinese balloon shot down earlier this month from the time it took 

off from China’s Hainan Island in late January.  The balloon was evidently tracked as it passed 

over the U.S. territory of Guam, with its important military installations.  It then took an unusual 

turn northward to Alaska, possibly because it was captured by strong winds in the upper 

atmosphere, until southeasterly winds finally pushed it down to the U.S. mainland. 

• The pattern of events suggests there may be some credence to China’s claim that the 

balloon was blown off course. 

• Nevertheless, the balloon’s initial passage over Guam would still suggest that it was 

meant for spying.   

 

U.S. Economy:  At an industry conference yesterday, the leaders of some of the country’s 

biggest banks remarked that they have been surprised by the recent resilience of the U.S. 

economy and now believe the country could avoid a recession.  However, we are now only at the 

very beginning of the period in which our various models suggest a recession could begin.  We 

think it remains far too early to call a “soft landing.”  In fact, it would not be surprising to us if 

https://www.ft.com/content/0e102515-7698-4747-b1bd-506611c2e2d7
https://www.wsj.com/articles/bolsonaro-says-he-will-return-to-brazil-in-march-to-lead-opposition-b57411f9
https://www.wsj.com/articles/bolsonaro-says-he-will-return-to-brazil-in-march-to-lead-opposition-b57411f9
https://www.wsj.com/articles/bolsonaro-says-he-will-return-to-brazil-in-march-to-lead-opposition-b57411f9
https://www.scmp.com/news/asia/southeast-asia/article/3210202/philippine-president-marcos-confronts-chinese-envoy-over-laser-incident-sea?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20230215&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3210157&article_id_list=3210213,3210192,3210204,3210203,3210154,3210222,3210220,3210216&tc=28&CMCampaignID=aeb60c7e76eff63f0aa2b04654182f04
https://www.scmp.com/news/asia/southeast-asia/article/3209996/south-china-sea-chinese-coastguard-ship-accused-shining-laser-light-philippine-boat?module=inline&pgtype=article
https://www.scmp.com/news/asia/southeast-asia/article/3209996/south-china-sea-chinese-coastguard-ship-accused-shining-laser-light-philippine-boat?module=inline&pgtype=article
https://www.scmp.com/news/china/diplomacy/article/3210114/philippines-files-protest-over-chinese-coastguard-use-laser-against-its-boat-after-beijing-defends?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20230214&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3210156&article_id_list=3210114,3210156,3210153,3210154,3210120,3210061,3210137,3210135&tc=4&CMCampaignID=1f370f266ec7e11003002e6e475a652e
https://www.washingtonpost.com/national-security/2023/02/14/china-spy-balloon-path-tracking-weather/
https://www.washingtonpost.com/national-security/2023/02/14/china-spy-balloon-path-tracking-weather/
https://www.washingtonpost.com/national-security/2023/02/14/china-spy-balloon-path-tracking-weather/
https://www.ft.com/content/7829af7f-9748-4df0-bf84-76534d409b3b
https://www.ft.com/content/7829af7f-9748-4df0-bf84-76534d409b3b
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the recession began perhaps even late in the third quarter, which means we couldn’t confirm it in 

the data until well into the fourth quarter.  For investors, that means there is still a heightened 

risk that the stock market could embark on another downward leg before starting to trend upward 

for good. 

 

U.S. Regulatory Policy:  The Federal Trade Commission’s only Republican member, Christine 

Wilson, has announced she will resign in protest against Chair Khan’s leadership strategy and 

ethics.  Until Republican leaders nominate a replacement for Wilson and for the other current 

Republican vacancy, the move will leave the commission’s three Democratic members with a 

freer hand to pursue their planned intensification of antitrust and consumer protection rules. 

 

U.S. Economic Releases  

 

A substantial jump in interest rates suppressed mortgage loan demand last week. According to an 

index tracked by the Mortgage Bankers Association, mortgage applications fell 7.7% in the week 

ending February 10. The sudden spike in borrowing costs helped deter requests for refinancing 

and purchases. The average 30-year fixed-rate mortgage rose 21 bps from 6.18% to 6.39%. As a 

result, the tracker for purchases fell 5.5% from the prior week, while the refinance tracker 

declined 12.5% in the same period.  

 

A surge in vehicle purchases and leisure activity helped boost consumption in January. 

According to preliminary figures from the U.S. Census Bureau, the total value of retail sales rose 

3.0% from the prior month. The reading was higher than the previous month’s decline of 1.1% 

and consensus estimates of a 2.0% increase. The sales numbers were strong even when you 

exclude volatile elements of the index such as autos and gas. Removing autos, retail sales rose 

2.3% from the prior month. Meanwhile, the additional exclusion of gas led to a 2.6% rise in 

retail sales. Lastly, the retail sales control group, which excludes autos, gas, and building 

material, rose 1.7% from the prior month.  

 

 

https://www.wsj.com/articles/ftcs-only-republican-commissioner-is-stepping-down-8c187c50?mod=us_more_pos7
https://www.wsj.com/articles/ftcs-only-republican-commissioner-is-stepping-down-8c187c50?mod=us_more_pos7
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The prior chart shows the annual change in retail sales. Purchase receipts for good and services 

rose 6.38% from the prior year in January, in a sign that the economy remains resilient. Although 

this number looks strong, it is worth noting that the relatively warm January likely played a role. 

The figures for food services and drinking places, in the chart below, showed a 25% increase 

from the prior year. Hence, the positive economic surprise may be more noise than an actual 

reflection of the business cycle.  
 

 
 

Manufacturing activity in the Greater New York area recovered in January but remains in 

contraction territory. The New York Fed’s Empire Manufacturing Index rose from -32.9 to -5.8. 

The reading was also well above the consensus estimate of -18.0. The chart below shows the 

overall and six-month moving average of the index, which increased from -13.58 to -9.33. 
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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

9:15 Industrial Production m/m Jan 0.5% -0.7% ***

9:15 Industrial Capacity Utilization m/m Jan 79.1% 78.8% **

10:00 Business Inventories m/m Dec 0.3% 0.4% *

10:00 NAHB Housing Market Index m/m Feb 37.0 35.0 **

16:00 Net Long-term TIC Flows m/m Dec $171.5b **

16:00 Total Net TIC Flows m/m Dec $213.1b **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tertiary Industry Index m/m Dec -0.4% -0.2% -0.1% ** Equity bearish, bond bullish

South Korea Import Price Index y/y Jan 1.7% 9.1% 8.7% * Equity bullish, bond bearish

Export Price Index y/y Jan -3.0% -6.0% -6.1% * Equity bullish, bond bearish

Unemployment Rate m/m Jan 2.9% 3.3% 3.1% ** Equity and bond neutral

India Trade Balance m/m Jan -17.750b -$23.767b -$22.5b * Equity and bond neutral

Exports y/y Jan -6.6% -12.2% ** Equity bullish, bond bearish

Imports y/y Jan 4.7% 5.0% 4.5% ** Equity and bond neutral

EUROPE

Eurozone Industrial Production WDA y/y Dec -1.7% 2.0% 2.8% ** Equity bearish, bond bullish

Trade Balance SA m/m Dec -18.1b -15.2b -16.0b ** Equity and bond neutral

UK House Price Index y/y Dec 9.8% 10.3% 10.6% *** Equity bullish, bond bearish

CPI y/y Jan 10.1% 10.5% 10.3% *** Equity and bond neutral

Core CPI y/y Jan 5.8% 6.3% 6.2% * Equity and bond neutral

Retail Price Index y/y Jan 360.3             360.4             359.6             ** Equity and bond neutral

RPI YoY y/y Jan 13.4% 13.4% 13.2% ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 10-Feb $200.689b $201.276b * Equity and bond neutral

Brazil FGV Inflation IGP-10 M/M Feb 0.02% 0.05% -0.12% ** Equity and bond neutral
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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) 486 487 -1 Up

3-mo T-bill yield (bps) 463 463 0 Up

TED spread (bps) 23 24 -1 Widening

U.S. Sibor/OIS spread (bps) 478 477 1 Up

U.S. Libor/OIS spread (bps) 480 480 0 Up

10-yr T-note (%) 3.76 3.75 0.01 Flat

Euribor/OIS spread (bps) 266 265 1 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Down Up

Pound Down Up

Franc Down Up

Central Bank Action Current Prior Expected

PBOC 1-Year Med-Term Lending Facility 2.750% 2.750% 2.750% On Forecast

PBOC 1-Year Med-Term Lending (Bil.) 499.0b 799.0b 500.0b Below Forecast

Price Prior Change Explanation

Brent $84.82 $85.58 -0.89%

WTI $78.27 $79.06 -1.00%

Natural Gas $2.56 $2.57 -0.47%

Crack Spread $30.49 $31.55 -3.37%

12-mo strip crack $28.79 $29.45 -2.26%

Ethanol rack $2.33 $2.34 -0.25%

Metals

Gold $1,835.96 $1,854.31 -0.99%

Silver $21.56 $21.85 -1.36%

Copper contract $401.05 $407.50 -1.58%

Grains

Corn contract $675.50 $679.75 -0.63%

Wheat contract $796.75 $796.75 0.00%

Soybeans contract $1,518.50 $1,530.00 -0.75%

Shipping

Baltic Dry Freight 563                616               -53

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) 1.5

Distillates (mb) 1.0

Refinery run rates (%) 0.8%

Natural gas (bcf) -92

Energy Markets

DOE Inventory Report
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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 

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

country, with dry conditions in Florida.  
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Data Section 
 

U.S. Equity Markets – (as of 2/14/2023 close) 
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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 2/14/2023 close) 

 

-5% 0% 5% 10% 15%

Commodities

Cash
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Emerging Markets ($)
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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 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. 


