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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 22, 2023—9:30 AM EST] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.5% 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 0.5% from its prior close and the Shenzhen Composite closing down 0.6%. U.S. 

equity index futures are signaling a lower open. 

 

With 424 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, 68.6% 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 (2/21/2023) (with associated podcast) “Chip War: 

Book Review” 

• 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 a few additional remarks on how the swaggering monetary 

policies of the major central banks have once again unsettled global stock markets.  We next 

review a wide range of other international and U.S. developments with the potential to affect the 

financial markets today, including renewed threats to commodity supplies because of the war in 

Ukraine and evidence that global inflation is pushing up wages, even in Japan. 

 

 

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_02_21_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/


 

 

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

www.confluenceinvestment.com 

 2 

Global Monetary Policy:  This afternoon the Federal Reserve will release the minutes of its 

latest policy meeting, and investors are bracing for any additional signs that the policymakers are 

intent on continuing to raise interest rates further and keep them there for an extended period, as 

Chair Powell insists.  At the same time, yesterday’s surprisingly strong economic data in Europe 

has boosted expectations that the European Central Bank could hike its benchmark interest rate 

to a record high.  European swap markets now suggest investors are expecting the ECB to hike 

its key rate to 3.75% by September, up from 2.50% currently.  

• In the U.S., the yield on 10-Year Treasury notes temporarily rose above 4.00% yesterday, 

surpassing their level from the end of 2022.  The burgeoning concerns about surging 

interest rates drove U.S. stock prices sharply lower. 

• European stocks yesterday fell less dramatically than in the U.S., although they continue 

to falter so far this morning. 

 

 
 

Japan:  In an example of how global price inflation has dramatically changed economic trends,  

Toyota Motor Corp. (TM, $139.18) said it had fully accepted its Japanese labor union’s wage 

demands and will give its employees their biggest pay increase in two decades.  The move by the 

bellwether manufacturer is likely to encourage other major Japanese employers to follow suit. 

• In fact, Honda Motor Co Ltd (HMC, $25.90) also accepted its union demands in full to 

raise overall wages by about 5%, including base pay and seniority-based pay. 

• Such moves in Japan and elsewhere are likely to keep concerns alive about a wage-price 

spiral that could keep inflation high for longer than investors currently expect. 

 

China:  In recent days, there have been numerous reports that an influential Chinese technology 

investment banker, Bao Fan, has gone missing.  Bao and his investment bank have been 

instrumental in bringing many of China’s key technology companies to market.  His 

disappearance, which may indicate he is under investigation by the government, has raised fears 

that the country’s technology companies are about to face a new round of corruption and 

regulatory scrutiny despite recent hopes that Beijing was easing up on the sector. 

https://www.ft.com/content/fba2101e-aa62-4f73-ad8a-958e442234a9
https://www.ft.com/content/fba2101e-aa62-4f73-ad8a-958e442234a9
https://www.wsj.com/articles/rising-bond-yields-rattle-2023-stock-rally-516b5ddc?mod=markets_lead_pos2
https://www.ft.com/content/794960f8-267d-4f03-a9b8-967bc71096fd
https://www.ft.com/content/d5f8a388-dcd8-4650-858a-b9f74a057d40
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Pakistan:  Former Prime Minister Khan plans to launch mass protests across the country today 

in a bid to topple incumbent Prime Minister Sharif, his arch rival, and force new elections.  The 

protests come as the government is struggling to convince the International Monetary Fund to 

release the next tranche of a $7 billion assistance package it needs to avoid defaulting on its 

foreign debts. 

 

Russia-Ukraine War:  As Russian forces continue their underwhelming counteroffensive in the 

eastern Donbas region, the Ministry of Defense and the Wagner Group mercenaries owned by 

financier Yevgeny Prigozhin continue trying to undercut each other, exposing an important 

political rift within the Russian war effort.  To illustrate the damage, Prigozhin has even accused 

the MOD of withholding ammunition needed by his mercenaries.  For months Prigozhin has 

been trying to bolster his political power by highlighting the shortcomings of Russia’s official 

military organizations and demonstrating his mercenaries’ success, but it now appears that at 

least some officials in the Kremlin are trying to cut him down to size before he gets too 

powerful. 

• Separately, reports indicate Ukrainian grain exports have been declining ahead of the 

March 19 expiration of the UN-brokered deal in which Russia has allowed Ukraine to 

export food products through its southern ports.  The pullback in exports has already 

boosted world wheat prices by approximately 10% over the last month to about $8.00 per 

bushel. 

• Similarly, new Western sanctions imposed this month on Russia’s refined crude oil 

products have refiners worried that they won’t have enough supply of an important input 

for gasoline.  That raises the prospect that global gasoline prices could soon start rising 

again and keep global inflation from falling as much as it otherwise would. 

 

U.S. Artificial Intelligence:  Microsoft (MSFT, $252.67) said yesterday that it will ease some of 

the caps it imposed just last week on users of its new artificial-intelligence search engine.  The 

company had limited the number of questions a user could ask the search engine each session 

after determining that long conversations confused it and led it to provide disturbing answers.  

The company said it was easing the limits based on feedback from users. 

• With interest in natural-language artificial intelligence systems growing rapidly, 

Microsoft’s decision to let everyday users essentially serve as testers has the potential to 

popularize the new technology even further. 

• Workers in a range of industries have already started experimenting with the system, 

raising expectations that artificial intelligence could revolutionize many knowledge jobs 

in the future. 

 

U.S. Cryptocurrency Regulation:  The Securities and Exchange Commission is reportedly 

investigating whether Paxos Trust’s stablecoin, BUSD, violates investor-protection laws.  If the 

SEC eventually brings a lawsuit and wins against Paxos, the agency could gain much broader 

authority to regulate the evolving cryptocurrency marketplace.  However, securities lawyers say 

the SEC faces an uphill climb to convince a court that stablecoins fall under its jurisdiction. 

 

https://www.ft.com/content/7bc9017e-47e4-424f-9ec1-c8faba5a30b4
https://www.ft.com/content/7bc9017e-47e4-424f-9ec1-c8faba5a30b4
https://www.wsj.com/articles/russias-military-wagner-trade-more-barbs-over-ukraine-f8ae0f4f
https://www.wsj.com/articles/ukraine-grain-shipments-slow-as-export-deal-with-russia-nears-end-dedc00d0?mod=hp_listb_pos2
https://www.wsj.com/articles/ukraine-grain-shipments-slow-as-export-deal-with-russia-nears-end-dedc00d0?mod=hp_listb_pos2
https://www.wsj.com/articles/ukraine-grain-shipments-slow-as-export-deal-with-russia-nears-end-dedc00d0?mod=hp_listb_pos2
https://www.wsj.com/articles/gas-prices-poised-to-rise-again-as-sanctions-on-russia-take-effect-775b0ed5?mod=hp_lista_pos3
https://www.wsj.com/articles/gas-prices-poised-to-rise-again-as-sanctions-on-russia-take-effect-775b0ed5?mod=hp_lista_pos3
https://www.wsj.com/articles/microsoft-softens-limits-on-bing-after-user-requests-1e2acb1b?mod=hp_lista_pos5
https://www.wsj.com/articles/microsoft-softens-limits-on-bing-after-user-requests-1e2acb1b?mod=hp_lista_pos5
https://www.wsj.com/articles/stablecoins-attract-scrutiny-in-secs-drive-to-control-crypto-12179e04?mod=markets_lead_pos4
https://www.wsj.com/articles/stablecoins-attract-scrutiny-in-secs-drive-to-control-crypto-12179e04?mod=markets_lead_pos4


 

 

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

www.confluenceinvestment.com 

 4 

U.S. Winter Storm:  A major winter storm this week is causing heavy snowfall, high winds, and 

plummeting temperatures from the Rocky Mountains through the northern Great Plains and from 

the Midwest into New England.  The storm is expected to ground many airline flights and 

impede ground transportation for much of the nation, potentially causing temporary economic 

disruptions. 

 

U.S. Economic Releases  

 

A sharp jump in borrowing costs crimped demand for residential loans last week. According to 

an index created by the Mortgage Bankers’ Association, mortgage applications fell 13.3% in the 

week ending February 17. The slowdown in requests for loans is related to a massive spike in 

interest rates. The average 30-year fixed-rate mortgage rose 23 bps to 6.6%. As a result, the 

MBA tracker for home purchases fell 18.0% from the prior week, while the refinance tracker fell 

2.0% in the same period.  

 

 
 

The chart above shows the MBA U.S. Purchase Index. Last week, the index fell to a 28-year low 

showing how tight Fed policy has slowed real estate investment.  

 

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

of the day. 

 

 
 

EST Speaker or Event

14:00 FOMC Meeting Minutes Federal Reserve Board

17:30 John Williams Discusses Inflation President of the Federal Reserve Bank of New York

Federal Reserve

District or Position

Economic Releases

 No economic releases for the rest of today

https://www.wsj.com/articles/winter-storm-warnings-snowfall-blizzard-weather-advisories-twin-cities-7aab281f?mod=hp_lead_pos12
https://www.wsj.com/articles/winter-storm-warnings-snowfall-blizzard-weather-advisories-twin-cities-7aab281f?mod=hp_lead_pos12
https://www.wsj.com/articles/winter-storm-warnings-snowfall-blizzard-weather-advisories-twin-cities-7aab281f?mod=hp_lead_pos12
https://www.wsj.com/articles/major-winter-storm-brings-outages-canceled-flights-and-heavy-snow-c2ae1747?mod=hp_lead_pos10
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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 PPI Services y/y Jan 1.6% 1.5% 1.5% * Equity and bond neutral

Australia Westpac Leading Index m/m Jan -0.8% -0.13% -0.19 ** Equity and bond neutral

New Zealand Imports NZD m/m Jan 7.42b 7.19b 7.16b ** Equity and bond neutral

Exports NZD m/m Jan 5.47b 6.72b 6.52b ** Equity and bond neutral

Trade Balance NZD m/m Jan -1.954b -0.475b -0.636b ** Equity and bond neutral

Credit Card Spending y/y Jan 17.9% 12.4% ** Equity bullish, bond bearish

South Korea Business Survey - Non-Manufacturing m/m Mar 74 70 * Equity bullish, bond bearish

Business Survey - Manufacturing m/m Mar 66 65 ** Equity and bond neutral

EUROPE

Germany CPI y/y Jan F 8.7% 8.7% 8.7% *** Equity and bond neutral

CPI, EU Harmonized y/y Jan F 9.2% 9.2% 9.2% ** Equity and bond neutral

IFO Business Climate m/m Feb 91.1 90.2 90.1 *** Equity bullish, bond bearish

IFO Current Assessment m/m Feb 93.9 94.1 95.0 ** Equity and bond neutral

IFO Expectations m/m Feb 88.5 86.4 88.4 ** Equity and bond neutral

France Manufacturing Confidence m/m Feb 104 103 103 * Equity and bond neutral

Italy CPI, EU Harmonized y/y Jan F 10.7% 10.9% 10.9% *** Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Dec 0.5% -0.1% 0.0% ** Equity and bond neutral

Retail Sales Ex-Autos m/m Dec -0.6% -0.6% -0.5% ** Equity and bond neutral

CPI y/y Jan 5.90% 6.30% 6.10% *** Equity and bond neutral

Mexico International Reserves Weekly w/w 17-Feb $200374m $200689m * 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) 491 492 -1 Up

3-mo T-bill yield (bps) 467 468 -1 Up

TED spread (bps) 24 24 0 Tightening

U.S. Sibor/OIS spread (bps) 484 484 0 Up

U.S. Libor/OIS spread (bps) 487 487 0 Up

10-yr T-note (%) 3.93 3.96 -0.03 Flat

Euribor/OIS spread (bps) 268 265 3 Up

Currencies Direction

Dollar Flat Down

Euro Flat Up

Yen Up Up

Pound Flat Up

Franc Flat Up

Central Bank Action Current Prior Expected

RBNZ Official Cash Rate 4.750% 4.750% 4.750% On Forecast

Price Prior Change Explanation

Brent $82.48 $83.05 -0.69%

WTI $75.89 $76.36 -0.62%

Natural Gas $2.05 $2.07 -0.92%

Crack Spread $36.36 $30.90 17.65% Roll distortion

12-mo strip crack $29.01 $29.54 -1.77%

Ethanol rack $2.34 $2.34 0.13%

Metals

Gold $1,836.22 $1,835.09 0.06%

Silver $21.84 $21.83 0.05%

Copper contract $417.20 $421.20 -0.95%

Grains

Corn contract $678.00 $680.50 -0.37%

Wheat contract $754.00 $762.75 -1.15%

Soybeans contract $1,540.75 $1,544.00 -0.21%

Shipping

Baltic Dry Freight 594                552               42

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) 1.5

Distillates (mb) 1.0

Refinery run rates (%) 0.8%

Natural gas (bcf) -108

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts show colder-than-normal temperatures for most of the Pacific 

and Rocky Mountain regions, with warmer-than-normal temperatures for the rest of the country. 

The forecasts show wetter-than-normal conditions along the West Coast and in the Midwest, 

with dry conditions in Texas and the deep South.  
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Data Section 
 

U.S. Equity Markets – (as of 2/21/2023 close) 

 

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

Industrials
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Healthcare

Energy

Consumer Staples

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 2/21/2023 close) 

 

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

Commodities

US Government Bond

US High Yield

US Corporate Bond

Cash

Growth

Emerging Markets ($)

Emerging Markets (local currency)

Large Cap

Value

Real Estate

Mid Cap

Small Cap

Foreign Developed ($)

Foreign Developed (local currency)

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. 


