
 

 

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

www.confluenceinvestment.com 

 1 

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 21, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.7% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.7%. Chinese markets were higher, with the Shanghai Composite 

closing up 0.5% from its prior close and the Shenzhen Composite closing up 0.2%. U.S. equity 

index futures are signaling a lower open. 

 

With 407 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, 68.3% have 

exceeded expectations, while 25.3% 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” 

 

Our Comment today opens with more evidence that the European economy is growing much 

better than expected.  We next review a wide range of other international and U.S. developments 

with the potential to affect the financial markets today, including new tensions between the West 

and both Russia and China.  We also include a discussion of why investors should consider not 

just the central banks’ monetary policy but also the broader mix of economic policies when 

assessing the outlook for inflation. 

 

 

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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Eurozone:  S&P Global reported that its flash composite Purchasing Managers’ Index for 

February jumped to 52.3, smashing both the expected reading of 50.6 and the final January 

reading of 50.3.  The unexpectedly strong reading in February mostly reflected a jump in the 

PMI for the services industries, since the PMI for manufacturing plateaued at just below 50.  As 

with most major PMIs, readings above 50 indicate expanding activity, so today’s report suggests 

the Eurozone’s economy has now expanded for two straight months and is currently growing at 

its best rate in nine months. 

• On a related note, S&P Global said its flash composite PMI for the U.K. jumped to an 

eight-month high of 53.0 from 48.5 in the previous month. 

• The reports are likely to be positive for European equities and currencies, although they 

will also probably encourage the major European central banks to keep hiking their 

benchmark interest rates aggressively. 

 

 
 

Russia-Ukraine War:  President Biden made an unannounced visit yesterday to see Ukrainian 

President Zelensky in Kyiv and to signal the U.S.’s continuing support for the country as it fights 

to resist the Russian invasion.  Meanwhile, U.S. Secretary of State Blinken over the weekend 

said that he has evidence showing the Chinese government is preparing to expand its support for 

Russia to include lethal equipment.  Chinese officials have denied any such intention, but reports 

indicate that the U.S. administration has warned China that taking such a step would cross a red 

line and result in negative consequences for the U.S.-China relationship.  Ironically, Chinese 

Foreign Policy Chief Wang Yi said China would soon offer its own peace proposal to end the 

war.  European officials seem to be quite wary of the prospect. 

 

Russia-United States:  In a speech to the national legislature today, President Putin stated that 

Russia will suspend its participation in the New START arms control treaty with the U.S., which 

limits the number of strategic nuclear weapons each side is allowed to deploy. 

• The U.S. State Department had already formally notified Congress last month that Russia 

violated the treaty by refusing to allow on-site inspections and rebuffing Washington’s 

https://www.ft.com/content/ef23bd51-e113-4ec7-ac01-8599902f8f66
https://www.ft.com/content/ef23bd51-e113-4ec7-ac01-8599902f8f66
https://www.wsj.com/articles/europes-economy-picks-up-after-year-of-war-in-ukraine-26389fba?mod=economy_lead_story
https://www.wsj.com/articles/europes-economy-picks-up-after-year-of-war-in-ukraine-26389fba?mod=economy_lead_story
https://www.wsj.com/articles/president-biden-visits-ukraine-for-first-time-since-russias-invasion-30a7c8d3?mod=hp_lead_pos1
https://www.wsj.com/articles/president-biden-visits-ukraine-for-first-time-since-russias-invasion-30a7c8d3?mod=hp_lead_pos1
https://www.wsj.com/articles/u-s-warns-china-could-arm-russia-as-ukraine-seeks-to-repel-advances-in-east-a5fd3e9e
https://www.wsj.com/articles/u-s-warns-china-could-arm-russia-as-ukraine-seeks-to-repel-advances-in-east-a5fd3e9e
https://www.politico.eu/article/china-wang-yi-peace-europe-joe-biden-munich-security-conference/?utm_source=POLITICO.EU&utm_campaign=7695b63204-EMAIL_CAMPAIGN_2023_02_20_04_51&utm_medium=email&utm_term=0_10959edeb5-7695b63204-%5BLIST_EMAIL_ID%5D
https://www.politico.eu/article/china-wang-yi-peace-europe-joe-biden-munich-security-conference/?utm_source=POLITICO.EU&utm_campaign=7695b63204-EMAIL_CAMPAIGN_2023_02_20_04_51&utm_medium=email&utm_term=0_10959edeb5-7695b63204-%5BLIST_EMAIL_ID%5D
https://www.wsj.com/articles/putin-suspends-new-start-nuclear-arms-treaty-with-u-s-6498b44?mod=hp_lead_pos1
https://www.wsj.com/articles/putin-suspends-new-start-nuclear-arms-treaty-with-u-s-6498b44?mod=hp_lead_pos1
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requests to discuss its compliance concerns.  Putin’s announcement, therefore, breaks 

little new ground regarding the treaty’s operational effect. 

• On the other hand, as China ramps up its inventory of nuclear weapons with no arms 

control constraints, the formal or informal demise of New START could free the U.S. to 

expand its nuclear forces to meet the new challenge of deterring both China and Russia 

simultaneously.  Of course, that would likely entail a dangerous new nuclear arms race. 

 

Iran:  Diplomatic sources say the International Atomic Energy Agency has detected that Iran has 

been enriching uranium to a purity of 84%, near the weapons-grade level of 90% and far above 

the 3.67% level it was capped at under the now-defunct limitation agreement of 2015.  If 

confirmed, the advancement could prompt a sharp reprisal from the international community and 

potentially lead to a military attack on Iran by Israel. 

 

China-South Pacific Islands:  Illustrating its focus on building influence in the South Pacific 

region, the Chinese government named its first permanent special envoy to the region last week.  

The new envoy will be Qian Bo, who has been China’s ambassador to Fiji since 2018.  The 

naming of the special envoy will likely cause alarm in the U.S. government and will serve to 

worsen the U.S.-China geopolitical rivalry, which we believe has the potential to hurt investors. 

 

United States-China:  On the sidelines of the Munich Security Conference over the weekend, 

U.S. Secretary of State Blinken met with Chinese Foreign Policy Chief Wang and warned him 

that Beijing must “never again” repeat its “unacceptable” deployment of a surveillance balloon 

through U.S. airspace as it did late last month.  In its statement on the meeting, the Chinese 

government countered that the U.S. would “bear all the consequences” if Washington escalated 

the controversy. 

• Overall, the Blinken-Wang meeting gave each side a chance to present their views on the 

balloon incident, and communication is probably a good thing. 

• On the other hand, it is clear that the U.S. and China have diametrically opposed views of 

key world issues, and those differences are likely to keep U.S.-China tensions high and 

ensure that investors remain at risk as the relationship deteriorates. 

 

U.S. Monetary Policy:  With the minutes from the Fed’s last policy meeting due to be released 

tomorrow, investors are worried that the U.S.’s recent strong economic data could push 

policymakers to hike interest rates even further and hold them there for a prolonged period.  We 

agree that it is a significant risk, and it is also a key reason why we continue to think that a 

recession will take hold later this year and that stock prices could fall substantially further before 

turning upward again.  However, it’s important to remember that such a scenario doesn’t depend 

on economic trends and monetary policymaking alone.  Another thing to keep in mind is the 

importance of policy coordination, or how monetary policy affects, and is affected by, other 

areas of economic policy.  Some strategists and investors should consider that the Fed’s rate 

hikes to tackle inflation may need to be more aggressive if they aren’t matched by anti-inflation 

measures in fiscal policy (including both tax policy and spending policy), regulatory policy, 

industrial policy, and perhaps even social policy (such as education and workforce policies). 

https://www.wsj.com/articles/near-weapons-grade-enriched-uranium-detected-in-iran-64dfbdc9?mod=world_lead_pos2
https://www.wsj.com/articles/near-weapons-grade-enriched-uranium-detected-in-iran-64dfbdc9?mod=world_lead_pos2
https://www.scmp.com/news/china/diplomacy/article/3210735/china-names-special-envoy-pacific-islands-rivalry-us-heats-region?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20230220&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3209802&article_id_list=3210740,3210744,3210761,3210778,3210753,3210774,3210771,3210770&tc=24&CMCampaignID=6e6d26c62abc8ed73e310ca2468b09f1
https://www.scmp.com/news/china/diplomacy/article/3210722/munich-meeting-antony-blinken-tells-wang-yi-balloon-incident-must-never-again-occur?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20230219&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3210729&article_id_list=3210747,3209802,3210570,3210752,3210645,3210722,3210729,3210556&tc=20&CMCampaignID=09996ca305aa4e61c46c40cddd1fe3f5
https://www.scmp.com/news/china/diplomacy/article/3210722/munich-meeting-antony-blinken-tells-wang-yi-balloon-incident-must-never-again-occur?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20230219&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3210729&article_id_list=3210747,3209802,3210570,3210752,3210645,3210722,3210729,3210556&tc=20&CMCampaignID=09996ca305aa4e61c46c40cddd1fe3f5
https://www.scmp.com/news/china/diplomacy/article/3210722/munich-meeting-antony-blinken-tells-wang-yi-balloon-incident-must-never-again-occur?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20230219&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3210729&article_id_list=3210747,3209802,3210570,3210752,3210645,3210722,3210729,3210556&tc=20&CMCampaignID=09996ca305aa4e61c46c40cddd1fe3f5
https://www.wsj.com/articles/investors-worry-too-hot-economy-will-put-fed-on-more-aggressive-rate-path-bf41e230?mod=hp_lead_pos2
https://www.wsj.com/articles/investors-worry-too-hot-economy-will-put-fed-on-more-aggressive-rate-path-bf41e230?mod=hp_lead_pos2
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• The Fed’s current rate-hiking program is clearly aimed at dampening demand to bring it 

back into balance with supply.  That may get easier as supply chains continue to recover 

from the COVID-19 pandemic, but factors such as high wage growth and pandemic-era 

savings balances are still pushing up prices. 

• Many other policies could also weaken demand and help boost supply.  For example, tax 

hikes and government spending cuts can decrease demand.  Deregulation that reduces the 

cost of doing business can boost supply, and the same can be said for industrial policies 

that help expand particular industries so that they more quickly achieve economies of 

scale.  Education and workforce policies could boost the effective labor supply. 

• The successful fight against U.S. inflation at the beginning of the 1980s illustrates how 

strategists and investors sometimes lose sight of the importance of policy coordination.  

The Fed and many other observers continue to believe that it was simply tight monetary 

policy that finally broke inflation’s back at the time.  In reality, we believe that 

deregulation and globalization were probably just as instrumental in bringing inflation 

down and re-establishing the dollar’s value. 

• Looking out at the coming years, we expect inflation to moderate significantly, but we 

continue to believe it will settle at average rates that are higher than in the decades before 

the pandemic, in large part due to the type of policy mix we expect to hold sway.  

Regardless of the Fed’s monetary policy, supply is likely to be constrained and made 

more expensive by deglobalization (a form of re-regulation that cuts off efficiency gains 

from international trade) and near-shoring (a form of industrial policy that builds 

relatively more expensive, resilient supply networks closer to home).  Meanwhile, our 

read of political trends suggests there is no great move toward social policies that might 

significantly expand the labor force.  Populist tax policies might be targeted toward the 

wealthy, reducing their ability to invest to expand productive capacity, while the growth 

in Social Security and Medicare spending as the population ages will help keep demand 

higher than it otherwise would be.  In sum, investors may need to pay more attention to 

the thrust of the overall economic policy mix and policy coordination in order to 

understand where future inflation and interest rates are likely to end up. 

 

U.S. Auto Loan Market:  New data indicates the share of subprime auto loans that were at least 

30 days late reached 9.3% at the end of 2022, marking their highest delinquency rate since 2010.  

The report suggests that even though the labor market remains strong, a significant number of 

consumers has been put into financial stress by last year’s spike in auto prices and high inflation 

for essential household goods. 

• Many lower-income families will also soon face the end of their pandemic bump in food 

stamp benefits.  Food stamp recipients in 35 states will lose at least $95 per month in 

benefits beginning in March. 

• That’s consistent with our view, as we noted above, that the economy is still likely to fall 

into recession later this year. 

 

U.S. Commercial Real Estate Loan Market:  On a related note, data provider Trepp reported 

that the delinquency rate for loans backed by office buildings in commercial mortgage-backed 

https://www.wsj.com/articles/more-auto-payments-are-late-exposing-cracks-in-consumer-credit-3cbc2382?mod=economy_lead_pos4
https://www.wsj.com/articles/food-stamp-program-in-political-crosshairs-as-pandemic-era-changes-end-709ed906?mod=article_inline
https://www.wsj.com/articles/food-stamp-program-in-political-crosshairs-as-pandemic-era-changes-end-709ed906?mod=article_inline


 

 

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

www.confluenceinvestment.com 

 5 

securities last month jumped to 1.83% from 1.58% previously.  Other reports point to higher 

delinquency rates and outright defaults for office building loans due to persistently high 

vacancies and rising interest rates. 

 

U.S. Economic Releases  

 

Services activity picked up in the region overseen by the Philadelphia Fed. The regional bank’s 

index for non-manufacturing activity rose from -6.5 to +3.2. The rebound was related to the firms 

reporting that they expect stronger growth and a moderation in input prices over the next six 

months.  

 
(Source: Federal Reserve Bank of Philadelphia) 

 

The chart above is the diffusion index for future and current activity. The index for future 

activity fell from 24.9 to 23.9, while the tracker for current general business activity rose three 

points to 15.8 

 

The table below lists the economic releases and/or Federal Reserve events scheduled for the rest 

of the day. 

 

 
 

 

 

EST Indicator Expected Prior Rating

9:45 S&P Manufacturing PMI m/m Feb P 47.2 46.9 ***

9:45 S&P Services PMI m/m Feb P 47.3 46.8 **

9:45 S&P Composite PMI m/m Feb P 47.5 46.8 **

10:00 Existing Home Sales (monthly change) m/m Jan 4.10m 4.02m **

10:00 Existing Home Sales (annualized selling rate) m/m Jan 2.0% -1.5% ***

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases

https://www.wsj.com/articles/office-landlord-defaults-are-escalating-as-lenders-brace-for-more-distress-894938c0?mod=markets_lead_pos7
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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. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun bank Composite PMI m/m Feb P 50.7 50.7 * Equity and bond neutral

Jibun Bank Manufacturing PMI m/m Feb P 47.4 48.9 *** Equity bearish, bond bullish

Jibun Bank Services PMI m/m Feb P 53.6 52.3 ** Equity bullish, bond bearish

Machine tool orders y/y Jan F -9.7% -9.7% ** Equity and bond neutral

South Korea Consumer Confidence m/m Feb 90.2 90.7 ** Equity and bond neutral

EUROPE

Eurozone Construction output y/y Dec 13.0% 1.3% 1.6% * Equity bearish, bond bullish

Consumer Confidence m/m Feb P -19.0 -20.9 -20.7 ** Equity bullish, bond bearish

S&P Global Manufacturing PMI m/m Feb P 48.5 48.8 49.3 *** Equity bearish, bond bullish

S&P Global Composite PMI m/m Feb P 52.3 50.3 50.7 * Equity bullish, bond bearish

S&P Global Services PMI m/m Feb P 53.0 50.8 51.0 ** Equity bullish, bond bearish

ZEW Survey Expectations m/m Feb 29.7 16.7 ** Equity bullish, bond bearish

Germany ZEW Survey Expectations m/m Feb 28.1 16.9 23.0 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m Feb -45.1 -58.6 -50.5 ** Equity bullish, bond bearish

S&P/BME Global Manufacturing PMI m/m Feb P 46.5 47.3 48.1 *** Equity bearish, bond bullish

S&P Global Services PMI m/m Feb P 51.3 50.7 51.0 ** Equity and bond neutral

S&P Global Composite PMI m/m Feb P 51.1 49.9 50.3 ** Equity bullish, bond bearish

France S&P Global Composite PMI m/m Feb P 51.6 49.1 49.6 ** Equity bullish, bond bearish

S&P Global Manufacturing PMI m/m Feb P 47.9 50.5 51.0 *** Equity bearish, bond bullish

S&P Global Services PMI m/m Feb P 52.8 49.4 49.9 ** Equity bullish, bond bearish

UK Rightmove House Prices y/y Feb 3.9% 6.3% ** Equity bullish, bond bearish

S&P Global/CIPS Manufacturing PMI m/m Feb P 49.2 47.0 47.5 *** Equity bullish, bond bearish

S&P Global/CIPS Services PMI m/m Feb P 53.3 48.7 49.2 ** Equity bullish, bond bearish

S&P Global/CIPS Composite PMI m/m Feb P 53.0 48.5 49.0 ** Equity bullish, bond bearish

Switzerland Domestic Sight Deposits CHF w/w 17-Feb 521.4b 511.2b * Equity and bond neutral

Total Sight Deposits CHF w/w 17-Feb 526.8b 525.6b * Equity and bond neutral

Real Exports m/m Jan 2.5% 5.7% 5.6% * Equity bearish, bond bullish

Real Imports m/m Jan 0.2% 0.3% * Equity and bond neutral

M3 Money Supply y/y Jan 0.0% 0.0% 0.1% ** Equity and bond neutral

AMERICAS

Canada Industrial Prices m/m Jan 0.4% -1.1% -0.1% ** Equity and bond neutral

Raw Material Prices m/m Jan -0.1% -3.1% -0.2% * Equity and bond neutral

Mexico Retail Sales y/y Dec 2.5% 2.4% 3.2% *** Equity bearish, bond bullish
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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 for most of the country, 

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.  

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 492 490 2 Up

3-mo T-bill yield (bps) 468 469 -1 Up

TED spread (bps) 24 22 2 Tightening

U.S. Sibor/OIS spread (bps) 483 482 1 Up

U.S. Libor/OIS spread (bps) 486 485 1 Up

10-yr T-note (%) 3.88 3.82 0.06 Flat

Euribor/OIS spread (bps) 265 267 -2 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Down Up

Pound Up Up

Franc Down Up

Central Bank Action Current Prior Expected

PBOC 1-Year Loan Prime Rate 3.650% 3.650% 3.650% On Forecast

PBOC 5-Year Loan Prime Rate 4.300% 4.300% 4.300% On Forecast

Price Prior Change Explanation

Brent $83.81 $84.07 -0.31%

WTI $77.06 $76.34 0.94%

Natural Gas $2.20 $2.28 -3.47%

Crack Spread $29.99 $29.73 0.89%

12-mo strip crack $29.03 $28.74 1.04%

Ethanol rack $2.34 $2.34 0.05%

Metals

Gold $1,831.68 $1,841.38 -0.53%

Silver $21.76 $21.82 -0.25%

Copper contract $416.80 $410.50 1.53%

Grains

Corn contract $680.25 $677.50 0.41%

Wheat contract $776.50 $776.25 0.03%

Soybeans contract $1,535.00 $1,522.25 0.84%

Shipping

Baltic Dry Freight 552                538               14

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 2/17/2023 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 2/17/2023 close) 

 

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

Commodities

Cash

US Government Bond

US High Yield
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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 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. 


