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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 23, 2023—9:30 AM EST] Global equity markets are mostly higher 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 up 0.8%. Chinese markets were lower, with the Shanghai 

Composite closing down 0.1% from its prior close and the Shenzhen Composite closing down 

0.2%. U.S. equity index futures are signaling a higher open. 

 

With 441 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, 68.9% have 

exceeded expectations, while 24.7% 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” 

 

Good morning. Today’s Comment begins with our thoughts about the minutes from the latest 

Federal Open Market Committee meeting. Next, we discuss changes and challenges in the tech 

sector and what they signal for investors. The report concludes with a discussion about the rising 

tensions between the U.S.-led and China-led blocs. 

 

Hawkish Minutes: The market has done away with bets for a pivot in June and now expects the 

Fed to raise rates at least until the start of the third quarter. 

 

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/
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● According to a Fed statement, the overwhelming majority of Fed members supported 

slowing the pace of rate hikes. The latest meeting minutes showed that almost all 

participants favored a 25 bps hike in February, with few participants signaling a 

preference for a 50 bps hike. Despite the moderation in tightening, the minutes also 

revealed that all participants agreed that ongoing increases would be needed to help 

contain inflation. Although the committee acknowledged that inflation was on a 

downward trend, members insisted that there is still insufficient evidence that inflation is 

on a sustainable path toward the central bank’s 2% target.  

● The minutes reinforced concerns from the market that the Fed was not yet prepared to 

end its hiking cycle. The S&P 500 closed down 0.2% on Wednesday as equity holders 

weighed the potential for further tightening. Meanwhile, the yield curve was only slightly 

affected as fixed-income investors had largely priced in the potential for more hikes. The 

yield on the 10-year Treasury fell 3 bps, while the 2-year yield was relatively unchanged.  

● The market reaction indicates that investors have accepted that the Fed will at least meet 

the target rate outlined in its dot plot chart. Following the FOMC policy meeting on 

February 1, investors had assumed that the Fed was almost done hiking rates. However, 

this sentiment changed leading up to the release of the minutes as investors weighed 

hawkish comments from Fed officials. As the chart below shows, investors have 

drastically revised their expectations of future Fed rates. The change is similar to the 

level of St. Louis Fed President Bullard's policy rate outlook. The increase in 

expectations suggests that financial conditions will likely get tighter throughout the year, 

and thus, could increase the likelihood of a severe recession.  

 

 
 

Down But Not Out: Tech may have taken a beating as of late, but recent changes may make the 

sector more attractive down the road.   

● FAANG stocks are down 6.6% over the last five days, despite starting the year strong.  

The underperformance of the high-tech growth sector is related to concerns that higher 

interest rates will continue to weigh on earnings. As a result, many of these firms will 

have to continue focusing on becoming more profitable and managing their expenses to 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20230222a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20230222a.htm
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20221214.pdf
https://www.bloomberg.com/news/articles/2023-02-22/bullard-still-favors-hiking-rates-to-5-375-as-fast-as-possible
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bring more value to their investors. The pivot from tech firms partially explains why the 

market rallied at the beginning of the year when investors believed the Fed was set to end 

its hiking cycle.  

● Tech firms have tightened their bootstraps over the last few months to offset rising 

interest rate costs. So far, much of the cost-cutting has come from layoffs. For example, 

Meta (META, $171.12), which fired 13% of its work staff in November, now plans to cut 

thousands more jobs across the company. Assuming that the job cuts in tech are mostly of 

inefficient workers, the trimming of the workforce should lead to more productivity and a 

boost to bottom lines. Therefore, the sector could be positioned for a strong rally when 

the Fed decides to cut rates.  

● That said, the tech sector is also facing a litany of challenges that could prevent it from 

rallying to its full potential. Lawmakers have grown suspicious of the influence big tech 

firms have over the populace and would like to regulate their ability to collect and sell 

data. Advancements in artificial intelligence could be impacted as government officials 

fear that the technology will be misused. AI is an area that both Microsoft (MSFT, 

$251.51 ) and Amazon (AMZN, $95.79) view as having great revenue-generating 

potential, but it is also very expensive. Thus, attempts to restrict its use could slow 

investment in the area.    

○ Similarly, some U.S. tech firms may face bans in other countries as foreign 

governments look to promote their own companies. For instance, China plans to 

restrict access to OpenAI’s ChatGPT service. 

 

Taking Sides: Other countries continue to get caught in the middle of the major power struggle 

between the U.S. and China.  

● Tensions between the U.S.-led and China-led blocs continue to ratchet up. Washington 

insists that Beijing is considering supplying lethal aid to help Russia with the war in 

Ukraine. The accusation has led to fresh tension between the two largest economies as 

such actions from China could open the country up to Western sanctions. Additionally, 

the U.S. plans to ramp up the number of troops it has deployed to Taiwan in the coming 

months. The move is designed to deter China from invading the autonomous island. 

Posturing from the U.S. suggests that a thaw in tensions between the two rivals is less 

likely to happen.   

○ On a separate but related note, Russian, Chinese, and South African navies will 

participate in naval exercises off the South African coast later this week. The joint 

exercises show the growing military ties between Russia and China.  

● The competition between the two powers has forced smaller countries to choose sides. 

Western governments are investigating whether a surge of exports from Central Asia 

included products under sanctions. If these countries are found to have aided Russia with 

sanctioned goods, they could be hit with penalties from the West. Meanwhile, G-20 host 

India does not want the word “war” used in any joint statement when referring to the 

conflict in Ukraine. The country considers itself to be a neutral party in the conflict and 

does not want the event to be stained by the bickering between rival diplomats. Although 

https://www.washingtonpost.com/technology/2023/02/22/meta-layoffs/
https://www.washingtonpost.com/technology/2023/02/22/meta-layoffs/
https://www.nbcnews.com/politics/congress/congress-hands-approach-big-tech-will-ai-arms-race-different-rcna70389
https://www.forbes.com/sites/timabansal/2023/02/23/how-microsofts-approach-to-teams-is-helping-it-leap-ahead-of-the-competition/?sh=492b676fc5de
https://www.latimes.com/business/story/2023-02-21/amazons-aws-hugging-face-ai-deals-chatgpt
https://www.businessinsider.com/ai-expensive-google-chatbot-bard-may-cost-company-billions-dollars-2023-2
https://www.bloomberg.com/news/articles/2023-02-23/china-s-chatgpt-frenzy-is-cooling-amid-reports-of-regulatory-ban?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-02-23/china-s-chatgpt-frenzy-is-cooling-amid-reports-of-regulatory-ban?sref=uIvt3NFS
https://www.usnews.com/news/national-news/articles/2023-02-22/the-pentagons-vague-threat-to-china-over-arming-russia
https://www.usnews.com/news/national-news/articles/2023-02-22/the-pentagons-vague-threat-to-china-over-arming-russia
https://www.wsj.com/articles/u-s-to-expand-troop-presence-in-taiwan-for-training-against-china-threat-62198a83
https://www.wsj.com/articles/u-s-to-expand-troop-presence-in-taiwan-for-training-against-china-threat-62198a83
https://www.france24.com/en/live-news/20230217-s-africa-s-navy-stages-controversial-exercises-with-china-russia
https://www.france24.com/en/live-news/20230217-s-africa-s-navy-stages-controversial-exercises-with-china-russia
https://www.ft.com/content/4961a96c-16ac-496b-8aba-16d6025e4dfe
https://www.ft.com/content/4961a96c-16ac-496b-8aba-16d6025e4dfe
https://www.bloomberg.com/news/articles/2023-02-22/india-doesn-t-want-to-call-russia-s-war-a-war-at-g-20
https://www.bloomberg.com/news/articles/2023-02-22/india-doesn-t-want-to-call-russia-s-war-a-war-at-g-20
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India remains a geopolitical ally of the U.S., the country wants to maintain ties with 

Moscow to preserve its access to Russian mineral resources.  

 

 
 

• Rising geopolitical frictions between the U.S.-led and China-led blocs remain a prevalent 

risk for investors. The deep trade ties between the countries mean that any potential 

unraveling could be felt throughout the world. In the long-term, the decoupling should 

benefit countries along the periphery of the U.S. as near-shoring should lead to increased 

capital investment. However, this process will be costly and may force firms to push the 

adjustment onto consumers. If true, this will likely pose a long-term risk to inflation as 

less supply-chain diversification will make it more difficult for companies to rely on the 

lowest-cost producer to manufacture goods.  

 

U.S. Economic Releases  

 

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

week ending February 18 fell to a seasonally adjusted 194,000, lower than both the expected 

level of 200,000 and 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 

191,250.  The number of people continuing to draw benefits in the week ending February 11 fell 

to 1.654 million, far below the anticipated reading of 1.700 million and the previous week’s 

revised reading of 1.691 million.  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. 
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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 Chicago FRB released its index that follows a wide range of economic indicators 

to estimate overall output on a monthly basis.  The January National Activity Index rose to 0.23, 

handily beating the expected level of -0.25 and far above the December reading of -0.46.  All the 

same, the surprisingly strong reading for January was not enough to change the recent downtrend 

in the index.  The following chart shows that the six-month moving average of the CFNAI 

remained below zero in January, suggesting the economy is now growing at a slower-than-

average pace.  Historically, the economy has fallen into recession when the CFNAI’s six-month 

moving average declines to -0.45 or lower.  The chart suggests that the U.S. economy continues 

to slip toward a recession, but probably isn’t in one quite yet. 
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Finally, the Commerce Department released its second estimate of economic activity in the 

fourth quarter of 2022.  After stripping out seasonal factors and price changes, fourth-quarter 

Gross Domestic Product (GDP) rose at an annualized rate of 2.7%, modestly below expectations 

that the growth rate would be unchanged from the initial estimate of 2.9%.  The chart below 

shows the annualized growth rate of U.S. GDP since just before the previous recession. 

 

 
 

A close look at the details in the report shows that the main drag on activity in the quarter was 

fixed investment, in part reflecting the recent pullback in homebuilding.  The growth in 

consumption spending and net exports also weakened considerably compared with the previous 

period.  The following chart shows the contributions to the annualized growth rate in the fourth 

quarter. 
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The GDP report also includes the broadest measure of U.S. inflation.  According to the report, 

the fourth-quarter GDP Price Index rose at an annualized rate of 3.9%, significantly worse than 

expectations that the inflation rate would be unrevised at 3.5%.  The chart below shows the year-

over-year change in the GDP Price Index over the last several decades. 

 

 
 

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

of the day. 

 

 
 

EST Indicator Expected Prior Rating

11:00 Kansas City Fed Manfacturing Index m/m Feb -2 -1 *

EST Speaker or Event

10:50 Raphael Bostic Discusses Fed’s Role in the Banking System President of the Federal Reserve Bank of Atlanta

14:00 Mary Daly to Speak on Leadership President of the Federal Reserve Bank of San Francisco

Federal Reserve

District or Position

Economic Releases
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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. 

 

    
 

Commodity Markets 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Private Capital Expenditure y/y Q4 2.2% -0.6% 0.6% ** Equity bullish, bond bearish

South Korea PPI y/y Jan 5.1% 6.0% 5.8% ** Equity bullish, bond bearish

EUROPE

Eurozone CPI y/y Jan F 8.8% 8.5% 8.6% *** Equity and bond neutral

Core CPI y/y Jan F 5.3% 5.2% 5.2% ** Equity and bond neutral

Russia Industrial Production y/y Jan -2.4% -4.3% -2.5% ** Equity and bond neutral

PPI y/y Jan -4.6% -3.3% *** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 492 491 1 Up

3-mo T-bill yield (bps) 468 471 -3 Up

TED spread (bps) 25 20 5 Widening

U.S. Sibor/OIS spread (bps) 489 486 3 Up

U.S. Libor/OIS spread (bps) 491 488 3 Up

10-yr T-note (%) 3.94 3.92 0.02 Flat

Euribor/OIS spread (bps) 268 268 0 Up

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Down Up

Pound Flat Down

Franc Down Up

Central Bank Action Current Prior Expected

Bank of Korea 7-Day Repo Rate 3.500% 3.500% 3.500% On Forecast
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Weather 

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

and in the Rocky Mountain region, with warmer-than-normal temperatures in the Midwest, the 

deep South, and the Mid-Atlantic region. The forecasts show wetter-than-normal conditions 

throughout the entire northern two-thirds of the country, with dry conditions in Texas and 

Florida.  

Price Prior Change Explanation

Brent $81.46 $80.60 1.07%

WTI $74.81 $73.95 1.16%

Natural Gas $2.11 $2.17 -2.85%

Crack Spread $34.66 $34.89 -0.65%

12-mo strip crack $28.07 $28.13 -0.22%

Ethanol rack $2.34 $2.34 -0.09%

Metals

Gold $1,825.48 $1,825.39 0.00%

Silver $21.56 $21.51 0.22%

Copper contract $415.55 $418.50 -0.70%

Grains

Corn contract $674.50 $674.25 0.04%

Wheat contract $751.00 $750.00 0.13%

Soybeans contract $1,535.25 $1,534.75 0.03%

Shipping

Baltic Dry Freight 674                594               80

Actual Expected Difference

Crude (mb) 2.8

Gasoline (mb) 0.9

Distillates (mb) -1.2

Refinery run rates (%) -0.2%

Natural gas (bcf) -62

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 2/22/2023 close) 

 

-10% 0% 10% 20%

Utilities

Energy

Healthcare

Consumer Staples

Industrials

Materials

Financials

S&P 500

Real Estate

Technology

Communication Services

Consumer Discretionary

YTD Total Return

-1.0% -0.5% 0.0% 0.5% 1.0%

Real Estate

Energy

Utilities

Healthcare

Industrials

S&P 500

Consumer Staples

Technology

Financials

Communication Services

Consumer Discretionary

Materials

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 2/22/2023 close) 

 

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

Commodities

US Government Bond

Cash

US Corporate Bond

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Growth

Large Cap

Value

Real Estate

Foreign Developed ($)

Foreign Developed (local currency)

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 23, 2023 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 2/22/2023 = 19.8x

 
 

Based on our methodology,1 the current P/E is 19.8x, unchanged from last week.   
 

 

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. 


