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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 16, 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 up 1.0%. In contrast, Chinese markets were lower, with the Shanghai 

Composite closing down 1.0% from its prior close and the Shenzhen Composite closing down 

1.7%. U.S. equity index futures are signaling a lower open. 

 

With 386 companies having reported so far, S&P 500 earnings for Q4 are running at $54.40 per 

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

exceeded expectations, while 24.1% 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 (2/16/2023): We comment on the Seymour Hersh article, note 

Iran’s visit to China, and discuss the SPR sale announcement.  We also report on 

the big jump in crude oil inventories last week.        

• 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” 

 

Good morning! Today’s Comment begins with a discussion about the possibility of a soft landing 

for the economy. Next, we review how the battle for semiconductors is causing friction within 

the U.S.-led bloc. Lastly, we give our thoughts on the recent rally in the U.S. dollar. 

 

Soft Landing? Better-than-expected economic data in January has led to optimism that the Fed 

may be able to end its hiking cycle before a recession happens. 

 

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_16_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_16_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_16_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_16_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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● January was full of positive economic surprises. The employment payroll numbers nearly 

tripled consensus estimates. Homebuilders' confidence surged to a four-month high. 

Retail sales receipts rose and blew past expectations, and manufacturing output jumped 

by the largest amount in nearly a year. The strong data helped bolster claims that a 

recession may be further away than the markets realize and suggests that the Fed may 

have more time to continue raising rates. As a result, the S&P 500 closed 0.3% higher on 

Wednesday after trailing most of the day, and the USD surged to a six-week high.  

● The strong data has forced the markets to take the Fed seriously. Fed futures swap rates 

indicate that investors believe there is a 63% chance that interest rates will rise at or 

above the Fed’s median projection range of 5.00%-5.25%. Some investors are even 

betting that the Fed could go as high as 6.00%. This is a sharp contrast to a few weeks 

ago after the comments from Fed Chair Jerome Powell led to speculation that the Fed 

could end its tightening cycle this June. 

● However, don’t confuse good weather with an economic recovery. January temperatures 

were the sixth warmest in almost 189 years, and households spent more money on 

outside activities causing firms to add more workers to meet the demand. Food services 

receipts were 25.4% higher than the previous year, while leisure and hospitality made up 

almost a quarter of the month's employment gains. Additionally, much of those gains in 

homebuilder optimism were related to a decline in borrowing costs. Last month, 

mortgage rates fell to a four-month low but then rebounded in February. Therefore, we 

believe last month's data showed that the recession has not been averted but merely 

delayed. 

○ Also, the potential for a government default on the deficit remains a black swan 

event that could trigger a deep recession. The latest CBO forecast shows that the 

government has until July to raise the debt ceiling before a default is triggered. 

 

Chip War: Rising geopolitical risk is causing headwinds for the semiconductor industry.  

● The U.S.-led bloc is clamping down on technology transfers to its rivals. The European 

Union is proposing new restrictions on the exports of electronic components to Russia. 

The measure is aimed at curtailing Moscow’s ability to develop the weapons needed to 

maintain its war efforts in Ukraine. Meanwhile, semiconductor equipment maker ASML 

(ASML, $676.81) reported that it had found yet another Chinese spy who had stolen 

information about its technology. This is the second time in less than a year. The theft, 

along with the Russian war effort, reflects the West’s growing unease with sharing key 

technology with Russia and China. 

● Although the U.S.-led bloc appears to be on the same page regarding Russia, there seems 

to be a divide when it comes to China. European firms do not want to risk disrupting 

trade relations with the second-largest economy over semiconductors. For example, 

ASML was hesitant to agree to limit sales of its technology to China as it did not want to 

take the revenue hit. Although the Dutch company eventually relented, it was after much 

resistance. European reluctance to limit trade ties with China will make it harder for the 

U.S. to curb its rival’s growth in semiconductors. Hence, these restrictions could slow, 

but may not stop Beijing from closing the technological gap. 

https://www.cnbc.com/2023/02/03/jobs-report-january-2023-.html
https://www.cnbc.com/2023/02/03/jobs-report-january-2023-.html
https://www.reuters.com/article/us-usa-economy-housingstarts/u-s-homebuilding-hits-four-month-high-supply-constraints-remain-idUSKBN1A419M
https://www.cnbc.com/2023/02/15/retail-sales-january-2023-.html
https://www.bloomberg.com/news/articles/2023-02-15/us-factory-production-rises-by-most-in-nearly-a-year?utm_source=google&utm_medium=bd&cmpId=google
https://www.bloomberg.com/news/articles/2023-02-15/us-factory-production-rises-by-most-in-nearly-a-year?utm_source=google&utm_medium=bd&cmpId=google
https://www.reuters.com/markets/currencies/dollar-finds-friends-after-sticky-us-inflation-readout-2023-02-15/
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.usnews.com/news/economy/articles/2023-02-07/feds-powell-lauds-progress-on-inflation-warns-the-process-of-disinflation-is-just-beginning
https://www.cnbc.com/2023/02/15/debt-ceiling-us-is-projected-to-default-between-july-and-september-if-congress-doesnt-raise-limits-cbo-says.html
https://www.cnbc.com/2023/02/15/debt-ceiling-us-is-projected-to-default-between-july-and-september-if-congress-doesnt-raise-limits-cbo-says.html
https://www.bloomberg.com/news/articles/2023-02-13/eu-is-set-to-propose-new-sanctions-on-russian-tech-and-vehicles
https://www.bloomberg.com/news/articles/2023-02-15/asml-says-ex-employee-in-china-misappropriated-chip-data
https://www.bloomberg.com/news/articles/2023-02-15/asml-says-ex-employee-in-china-misappropriated-chip-data
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○ Another danger of getting tough on China is the risk of retaliation. On Thursday, 

China announced that it had placed Lockheed Martin Corp (LMT, $480.51) and 

Raytheon Technologies Corp (RTX, $101.46) on the trade blacklist due to their 

arms sales to Taiwan. 

● Although semiconductor firms’ stocks have been surging since September of last year, 

the rift between the West and its rivals may hurt industry earnings. As the chart below 

shows, semiconductor stocks have outperformed the S&P 500 and the NASDAQ 100 

since the beginning of 2020. The increased demand for chips by firms looking to improve 

their technology will likely bolster sales in the future. That said, semiconductors are 

procyclical and are therefore vulnerable to boom-and-bust cycles. Chipmakers have been 

forced to cut the prices of their goods due to the glut of semiconductors. As a result, the 

sector may be hurt if the economy falls into recession but could rebound once demand 

returns. 

 

 
 

Is The Dollar Back? The greenback has been on a hot streak since the employment data was 

released. However, we are not convinced that it will last. 

● After several months of decline, the USD has regained some of its strength. Much of the 

currency’s resurgence is related to fears that the U.S. will be tougher on fighting inflation 

relative to its peers. Over the last few weeks, the European Central Bank, Bank of Japan, 

and Bank of England have all added to speculation that they may not be willing to tighten 

policy further. Moderating inflation in the European Union and the United Kingdom has 

led to calls from policymakers that both central banks should moderate their rate hikes. 

Meanwhile, newly selected BOJ Governor Kazuo Ueda pushed back against speculation 

that he was considering ending the central bank's ultra-accommodative monetary policy. 

● The rally in the USD may be short-lived. Although Europe has seen some cooling in 

price pressures, the region still lags the U.S. in its inflation fight. Therefore, it is still 

likely that the ECB’s rate hike in March will exceed the Fed’s. Additionally, China’s 

reopening will likely help support strong GDP growth in Europe over the next few 

https://www.wsj.com/articles/china-puts-lockheed-raytheon-on-trade-blacklist-over-taiwan-arms-sales-5006c360
https://www.wsj.com/articles/china-puts-lockheed-raytheon-on-trade-blacklist-over-taiwan-arms-sales-5006c360
https://www.reuters.com/markets/rates-bonds/ecbs-panetta-calls-small-rate-hikes-inflation-falls-2023-02-16/
https://www.ft.com/content/5b0daf81-8bf1-4029-b6b2-23b75592b98d
https://www.bloomberg.com/news/articles/2023-02-13/bank-of-japan-policy-outlook-has-yen-volatility-overtaking-peers
https://www.bloomberg.com/news/articles/2023-02-13/bank-of-japan-policy-outlook-has-yen-volatility-overtaking-peers
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months which should support the EUR. Meanwhile, the ongoing deficit battle will 

encourage investors to diversify some of their currency holdings away from the USD. 

Also, the deepening yield curve in the U.S. indicates that financial conditions are 

weakening, therefore raising the likelihood of a harsh recession. 

● Although the strengthening USD has hurt foreign economies, especially in emerging 

markets, its reversal will likely make investing overseas worthwhile. European equities 

remain largely undervalued, and warmer-than-expected temperatures meant that the 

region was able to avert a severe recession. Additionally, relatively low inflation in 

Southeast Asian economies and their increased exports to China should support growth 

within those areas. Consequently, investors may still be able to find investment 

opportunities abroad despite the recent strength in the greenback. 

 

 
 

 

U.S. Economic Releases  

 

According to the Labor Department, initial applications for unemployment benefits in the week 

ending February 11 edged down to a seasonally adjusted 194,000, well below the expected level 

of 200,000 but only slightly below the previous week’s revised level of 195,000.  The four-week 

moving average of initial claims, which helps smooth out some of the volatility in the series, rose 

to 189,500.  However, that is still historically quite low, suggesting that employers continue to 

hoard workers and are laying off very few.  On the other hand, the number of people continuing 

to draw benefits in the week ending February 4 rose to 1.696 million, slightly above the 

anticipated reading of 1.695 million and quite a bit above the prior week’s revised reading of 

1.680 million.  That suggests that those who are laid off may be finding it marginally more 

difficult to find a new job, even as overall labor demand remains high.   
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The chart below shows how initial jobless claims have fluctuated since just before the prior 

recession.  The chart is truncated through much of the pandemic period because of the extremely 

high level of claims at that time. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since the beginning of 2022. 

 

 
 

Separately, the Philadelphia FRB said its February Philly Fed Manufacturing Activity Index 

declined to a seasonally adjusted -24.3, far worse than the expected reading of -7.5 and the 

January reading of -8.9.  The Philly Fed Index is designed so that positive readings point to 

expanding factory activity in the mid-Atlantic region, but the index has now been in negative 

territory for six straight months, suggesting mid-Atlantic manufacturing is in a clear contraction 

phase.  The chart below shows how the index has fluctuated since just before the prior recession. 
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In another report today, January housing starts fell sharply to a seasonally adjusted, annualized 

rate of 1.309 million units, down 4.5% from December.  Housing starts in January had been 

expected to come in at a rate of 1.356 million units, following on December’s revised rate of 

1.337 million units.  On a slightly more positive note, January housing permits edged up to a 

rate of 1.339 million units, marking a 0.1% rise from December.  Housing starts in January were 

expected to come in at rate of 1.350 million units, after their revised rate of 1.337 million units in 

December.  Compared with the same month one year earlier, housing starts in January were 

down 21.0%, while permits were down 23.8%.  The chart below shows the growth in new home 

starts by type of property since just before the previous recession. 

 

 
 

Finally, the January Producer Price Index (PPI) jumped by a seasonally adjusted 0.7%, far 

worse than the anticipated rise of 0.4% and more than enough to reverse the revised decline of 

0.2% in December.  Excluding the volatile food and energy components, the January “core” PPI 

rose 0.5%, beating expectations that it would rise just 0.3%, as it did in December.  Nevertheless, 

the overall PPI in January was up just 6.0% from the same month one year earlier, while the core 
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PPI was up just 5.4%, in each case marking a modest deceleration from the annual rate in 

December.  The chart below shows the year-over-year change in the PPI and the core PPI over 

the last decade or so. 

 

 
 

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. 
 

13:30 James Bullard  Discusses the Economy and Monetary Policy President of the Federal Reserve Bank of St. Louis

16:00 Lisa Cook Gives Welcoming Remarks at Sadie Collective Member of the Board of Governors

18:15 Loretta Mester Discusses the Economic Outlook President of the Federal Reserve Bank of Cleveland

Federal Reserve

Economic Releases

 No economic releases for the rest of today
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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. 

 

    
 

 

 

 

 

 

 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Trade Balance m/m Jan -¥3496.6b -¥1448.5b -¥3933.4b *** Equity and bond neutral

Exports m/m Jan 3.5% 11.5% -1.4% * Equity bullish, bond bearish

Imports m/m Jan 17.8% 20.6% 20.7% * Equity and bond neutral

Core Machine orders y/y Dec -6.6% -3.7% -6.1% ** Equity and bond neutral

Japan Buying Foreign Bonds w/w 10-Feb ¥716.5b ¥1127.5b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 10-Feb ¥105.1b -¥18.6b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 10-Feb -¥59.3b ¥231.4b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 10-Feb -¥836.7b -¥543.5b * Equity and bond neutral

Australia Employment Change m/m Jan -11.5k -14.6k -20.0k *** Equity and bond neutral

Unemployment Rate m/m Jan 3.7% 3.5% 3.5% *** Equity and bond neutral

Participation Rate m/m Jan 66.5% 66.6% 66.6% ** Equity and bond neutral

EUROPE

Italy Trade Balance m/m Dec 2762.5b 2764.9b 2765.4b ** Equity and bond neutral

Russia Gold and Forex Reserves m/m 10-Feb 589.0b 601.0b *** Equity and bond neutral

AMERICAS

Canada Housing Starts m/m Jan 215.4k 248.6k 248.3k ** Equity and bond neutral

Manufacturing Sales m/m Dec -1.5% 0.0% -0.2% ** Equity bearish, bond bullish

Wholesale Trade Sales m/m Dec -0.8% 0.5% -0.7% ** Equity and bond neutral

Brazil Economic Activity Index y/y Dec 1.42% 1.65% 1.40% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 487 486 1 Up

3-mo T-bill yield (bps) 463 465 -2 Up

TED spread (bps) 24 21 3 Widening

U.S. Sibor/OIS spread (bps) 480 478 2 Up

U.S. Libor/OIS spread (bps) 482 480 2 Up

10-yr T-note (%) 3.80 3.81 -0.01 Flat

Euribor/OIS spread (bps) 268 266 2 Up

Currencies Direction

Dollar Down Down

Euro Flat Up

Yen Up Up

Pound Flat Up

Franc Flat Up
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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. 

  
 

Weather 

The 6-10 and 8-14 day forecasts show colder-than-normal temperatures along the West Coast, in 

the northern Rocky Mountains, and the northern Great Plains, with warmer-than-normal 

temperatures in Texas and the deep South. The forecasts show wetter-than-normal conditions 

along the West Coast and in the Midwest, with dry conditions in Texas and the deep South.  

Price Prior Change Explanation

Brent $85.31 $85.38 -0.08%

WTI $78.60 $78.59 0.01%

Natural Gas $2.52 $2.47 1.94%

Crack Spread $30.40 $30.95 -1.78%

12-mo strip crack $28.85 $29.07 -0.75%

Ethanol rack $2.32 $2.33 -0.38%

Metals

Gold $1,839.69 $1,836.01 0.20%

Silver $21.62 $21.63 -0.04%

Copper contract $407.00 $402.15 1.21%

Grains

Corn contract $672.25 $674.00 -0.26%

Wheat contract $776.25 $780.25 -0.51%

Soybeans contract $1,518.00 $1,519.50 -0.10%

Shipping

Baltic Dry Freight 541                563               -22

Actual Expected Difference

Crude (mb) 16.3 2.0 14.3

Gasoline (mb) 2.3 1.5 0.8

Distillates (mb) -1.3 1.0 -2.3

Refinery run rates (%) -1.4% 0.8% -2.2%

Natural gas (bcf) -109

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 2/15/2023 close) 

 

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

Industrials

Materials
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S&P 500

Real Estate

Technology

Communication Services

Consumer Discretionary

YTD Total Return

-2.0% -1.5% -1.0% -0.5% 0.0% 0.5% 1.0% 1.5%

Energy

Healthcare

Financials

Consumer Staples

S&P 500

Real Estate

Materials

Technology

Industrials

Utilities

Communication Services

Consumer Discretionary

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 2/15/2023 close) 

 

-10% -5% 0% 5% 10% 15%

Commodities

Cash

US Government Bond

US High Yield

US Corporate Bond

Emerging Markets (local currency)

Emerging Markets ($)

Foreign Developed ($)

Foreign Developed (local currency)

Value

Large Cap

Growth

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 16, 2023 
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P/E as of 2/15/2023 = 19.8x

 
 

Based on our methodology,1 the current P/E is 19.8x, which is up 0.1x from last week.  Falling 

earnings estimates for Q1 2023 account for the rise in the multiple. 
 

 

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. 


