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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: January 3, 2023—9:30 AM EST] Global equity markets are higher this morning.  In 

Europe, the Euro Stoxx 50 is up 0.8% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed up 1.1%. Chinese markets were higher, with the Shanghai Composite up 0.9% and 

the Shenzhen Composite closing up 1.4%. U.S. equity index futures are signaling a higher open. 

 

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 (12/12/2022) (associated podcast is available) “The 2023 

Geopolitical Outlook” 

• Weekly Energy Update (12/15/2022): In this week’s report, we discuss President Xi’s 

visit to Saudi Arabia and mention the news on nuclear fusion.   

• Asset Allocation Quarterly – Q4 2022 (10/18/2022): Discussion of our asset allocation 

process, Q4 2022 portfolio changes, and our outlook for the markets. 

• Asset Allocation Bi-Weekly (12/05/2022) (with associated podcast): “Forecasting 

Financial Stress.” The next AABW report will be published on January 16, 2023.   

• Asset Allocation Q4 2022 Rebalance Presentation (11/14/2022): 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 (12/19/2022): “The 2023 Geopolitical Outlook” 

 

Our Comment today opens with an update on all the key global developments over the holiday 

period, including the latest on China’s new COVID-19 wave and how it’s affecting international 

relations.  We next review a wide range of other international and U.S. developments with the 

potential to affect the financial markets today, including an update on Brazil’s new president and 

today’s election in the U.S. Congress for Speaker of the House. 

 

China COVID Crisis:  Over the holiday weekend, additional major developed countries 

imposed COVID-19 testing requirements on travelers from China due to its recent relaxed 

pandemic controls which have caused a surge in infections.  The rules generally require travelers 

on flights originating in China to submit a negative test no more than two days before boarding. 

• The list of countries requiring tests now includes the U.S., Canada, Japan, the U.K., 

France, Spain, and Italy.  Although the new rules were probably spurred by legitimate 
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concerns about importing new COVID-19 cases from China, it’s notable that the 

countries imposing the tests are all important members of the evolving U.S.-led 

geopolitical and economic bloc. 

• Even if the testing rules are short-lived, as planned, they have angered the Chinese 

government and will likely prove to be yet another brick in the wall being erected 

between the U.S. and Chinese blocs.  This geopolitical and economic wall has, thus far, 

been focused on impeding trade, technology, and capital flows, but the new COVID-19 

testing rules show that the wall can also limit human travel and migration. 

 

China-European Union:  Today, the European Commission announced that it has offered 

China free doses of the West’s highly effective, variant-adapted vaccines, but Beijing 

immediately rejected the offer, citing the “strengthening clinical efficacy” of its “ample” 

domestic shots. 

• China’s prompt rejection of the EU’s offer illustrates how strongly politics plays into 

Beijing’s pandemic policy.  In Beijing’s eyes, accepting the EU’s offer would legitimize 

Western vaccines and highlight the relatively low effectiveness of China’s domestic 

shots, and would run counter to Beijing’s “East is rising, West is falling” political mantra. 

• The relatively low vaccination rates in China, especially among its elderly population, is 

a key reason for the new wave of infections following the lifting of President Xi’s 

draconian Zero-COVID policies. 

 

China-United States:  Faced with the U.S.’s aggressive new restrictions on exporting advanced 

computer chip technology to China, an official at the China Semiconductor Industry Association 

stated that his country will likely shift its strategy toward making incremental improvements in 

its current, relatively basic capabilities, rather than building new, cutting-edge technologies.  The 

revamped approach would put more resources into areas where China already has an advantage 

and where the U.S. is less likely to impose export curbs, such as mature process technologies. 

• Even though the U.S. is still working to bring key allies onboard with its full export 

restrictions, the CSIA official’s statement shows that the new rules are already proving 

effective in changing China’s behavior and suppressing its technological and economic 

prospects.  Over time, such technology headwinds will likely weigh on the Chinese 

military, economy, and financial markets. 

• We suspect that many Western observers still don’t fully appreciate how aggressive the 

new U.S. technology restrictions are. 

o The rules essentially aim to clamp down on exports of advanced U.S. 

semiconductors, semiconductor technologies, computer chip components, chip-

making machines, and even chip-related services to China. 

o If similar rules were being enforced by the U.S. Navy somewhere in the South 

China Sea, it would amount to a partial naval blockade, i.e., an act of war. 

 

Eurozone:  As the European Central Bank continues to hike interest rates aggressively and cut 

back on its bond purchases, nine out of 10 economists polled by the Financial Times said that 
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Italy is the Eurozone country most at risk of an out-sized sell off of its government bonds in 

2023.  Despite Italian Prime Minister Meloni’s plans to rein in her country’s budget deficit, 

investors are focused on the fact that Italy’s total government debt burden remains one of the 

biggest in Europe, at about 145% of gross domestic product. 

 

United Kingdom:  The country continues to face waves of strikes as the new year begins, with 

railway workers set to walk out on Tuesday, Wednesday, Friday, and Saturday this week in a 

dispute over pay, job security, and changes to working practices. Train drivers represented by a 

separate union will walk out on Thursday in a dispute over pay, completing five days of travel 

misery for passengers.  The strikes, in multiple industries, are creating political challenges for 

Prime Minister Sunak and further disrupting British economic growth. 

 

European Union-United Kingdom:  Irish Prime Minister Leo Varadkar has admitted that the 

trading arrangements imposed pursuant to the post-Brexit trade deal between the EU and the 

U.K. are being applied too strictly.  Importantly, he admitted that the deal’s Northern Ireland 

Protocol, which creates a trade barrier between Great Britain and Northern Ireland, had made 

unionists in Northern Ireland feel less British. 

• Varadkar’s conciliatory statement raises hopes that the EU and the U.K. may come to an 

agreement to adjust the protocol in the coming months. 

• Adjusting the protocol could ease EU-U.K. tensions and potentially boost British 

economic growth by restoring some U.K. trading links with the EU. 

 

Russia-Ukraine War:  Heavy fighting continues along the front lines running from eastern to 

southern Ukraine, although it appears neither side is making significant headway at the moment.  

Meanwhile, the Russians continue to launch missile and kamikaze drone attacks against 

Ukrainian infrastructure, but the Ukrainians claim that they are now able to shoot down virtually 

all the Iranian-made drones sent against them.  If that claim is accurate, it could potentially mean 

that Russia will eventually give up on the tactic or escalate to the use of Iranian-supplied ballistic 

missiles.  Meanwhile, poor operational security apparently allowed the Ukrainians to kill dozens 

of recently mobilized Russian troops with a U.S.-provided missile system over the holiday 

weekend, prompting a new round of criticism from Russian ultra-nationalists and creating more 

political headaches for President Putin. 

 

Brazil:  Former President Luiz Inácio Lula da Silva was inaugurated again on Sunday, but 

without the traditional passing of the presidential sash meant to symbolize the peaceful transfer 

of power.  That was precluded because President Bolsonaro had fled to Florida on Friday in an 

apparent attempt to shield himself from the new government’s corruption investigations.  Among 

Lula’s first acts under his new presidential mandate to move Brazil’s economic and social policy 

to the left, he has: 

• Reiterated his intention to abandon Brazil’s constitutional cap on public spending to 

increase outlays on his preferred social programs. 

• Revoked an eleventh-hour decree from the Bolsonaro administration that gave a tax 

break to large companies. 
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• Ordered his ministers to end studies on privatizing energy group Petrobras and the 

national post service Correios. 

• Revoked a decree that allowed for “artisanal” gold mining on indigenous land. 

• Revoked a decree that made it easier to buy guns. 

 

Uruguay:  Allegations that a personal bodyguard to President Luis Lacalle Pou was selling fake 

passports, potentially to Russians trying to flee their country after its invasion of Ukraine, have 

now ballooned into a wide-ranging corruption scandal.  The scandal threatens to undermine 

Uruguay’s reputation as one of South America’s more stable and well governed countries. 

 

U.S. Congressional Politics:  In the race to become the new Speaker of the House, Republican 

Kevin McCarthy’s bid remains up in the air due to opposition from his party’s right wing.  

McCarthy has acquiesced on requested rules changes that give rank-and-file members more 

power, including making it easier to oust the speaker, but it’s not clear whether that will be 

enough to win the gavel when the voting takes place at midday. 

 

U.S. Labor Market:  New analysis from the Atlanta FRB shows that wages for workers who 

stayed at their jobs were up 5.5% in November from a year earlier, averaged over 12 months.  

That marked the biggest annual wage gain in the 25 years of available data.  Moreover, the report 

showed that workers who changed companies, job duties or occupations saw even greater wage 

gains of 7.7% year-over-year. 

• The wage gains are likely contributing to today’s elevated inflation rates as companies 

boost prices to cover their higher labor costs. 

• All the same, the wage gains haven’t necessarily been enough to offset the higher costs 

that workers are facing.  Data from the Labor Department shows that after accounting for 

price inflation, wages for all private-sector workers were down 1.9% from the same 

month one year earlier. 

 

U.S. Economic Releases  

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 

EST Indicator Expected Prior Rating

9:45 S&P Global Manufacturing PMI m/m Dec F 46.2 46.2 ***

10:00 Construction Spending MoM m/m Nov -0.4% -0.3% **

Federal Reserve

Economic Releases

No Fed speakers or events for the rest of today

https://www.ft.com/content/40cf750d-95b4-498c-908d-c751a32ce9f4
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https://www.wsj.com/articles/stay-for-pay-companies-offer-big-raises-to-retain-workers-11672607138?mod=hp_lead_pos1
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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

South Korea Trade Balance m/m Dec -$4.689b -$7.010b -$6.350b * Equity and bond neutral

Exports y/y Dec -9.5% -14.0% -11.1% *** Equity bullish, bond bearish

Imports y/y Dec -2.4% 2.7% -2.2% ** Equity and bond neutral

S&P Global Manufacturing PMI m/m Dec 48.2 49.0 *** Equity and bond neutral

China Caixin Manufacturing PMI m/m Dec 49.0 49.4 49.1 *** Equity and bond neutral

India S&P Global Manufacturing PMI m/m Dec 57.8 55.7 *** Equity and bond neutral

EUROPE

Eurozone S&P Global Manufacturing PMI m/m Dec F 47.8 47.8 49.7 *** Equity and bond neutral

Germany Unemployment Change m/m Dec -13.0K 17.0k 15.0k *** Equity and bond neutral

Unemployment Claims Rate m/m Dec 5.5% 5.6% 5.5% ** Equity and bond neutral

CPI y/y Dec P 8.6% 10.0% 9.0% *** Equity and bond neutral

CPI, EU Harmonized y/y Dec P 9.6% 11.3% 10.2% ** Equity and bond neutral

S&P Global/BME Manufacturing PMI m/m Dec F 47.1 47.4 47.4 *** Equity and bond neutral

France S&P Global Manufacturing PMI m/m Dec F 49.2 48.9 48.9 *** Equity and bond neutral

Italy S&P Global Manufacturing PMI m/m Dec 48.5 48.4 48.6 *** Equity and bond neutral

UK S&P/CIPS Manufacturing PMI m/m Dec F 45.3 44.7 44.7 *** Equity bullish, bond bearish

Switzerland Domestic Sight Deposits CHF w/w 30-Dec 491.9b 506.4b * Equity and bond neutral

Total Sight Deposits CHF w/w 30-Dec 539.2b 542.7b * Equity and bond neutral

Manufacturing PMI m/m Dec 54.1 53.9 53.0 *** Equity bullish, bond bearish

AMERICAS

Mexico S&P Global Manufacturing PMI m/m Dec F 51.3 50.6 *** Equity bullish, bond bearish

Brazil S&P Global Manufacturing PMI m/m Dec 44.2 44.3 *** Equity and bond neutral

Trade Balance m/m Dec $4.779b $6.675b $6.672b ** Equity and bond neutral

Exports m/m Dec $26.645b $28.164b $26.135b * Equity and bond neutral

Imports m/m Dec $21.866b $21.489b $21.493b * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 477 475 2 Up

3-mo T-bill yield (bps) 424 427 -3 Up

TED spread (bps) 53 48 5 Widening

U.S. Sibor/OIS spread (bps) 459 459 0 Up

U.S. Libor/OIS spread (bps) 461 461 0 Up

10-yr T-note (%) 3.76 3.88 -0.12 Up

Euribor/OIS spread (bps) 216 213 3 Neutral

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Flat Down

Pound Down Up

Franc Up Down
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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 warmer-than-normal throughout the entire country.  Wet 

conditions are expected for most of the country, with dry conditions in northern states expected 

to recede toward the end of the two-week period.

Price Prior Change Explanation

Brent $85.01 $85.91 -1.05%

WTI $79.39 $80.26 -1.08%

Natural Gas $4.05 $4.48 -9.59% Reduced demand 

Crack Spread $33.68 $35.31 -4.63%

12-mo strip crack $29.93 $31.19 -4.05%

Ethanol rack $2.56 $2.56 0.00%

Metals

Gold $1,837.47 $1,824.02 0.74%

Silver $24.25 $23.95 1.23%

Copper contract $383.30 $381.05 0.59%

Grains

Corn contract $678.50 $679.50 -0.15%

Wheat contract $792.00 $774.00 2.33%

Soybeans contract $1,524.00 $1,516.25 0.51%

Shipping

Baltic Dry Freight 1,515            1,650            -135

Actual Expected Difference

Crude (mb) -1.2

Gasoline (mb) 0.5

Distillates (mb) -1.0

Refinery run rates (%) -1.0%

Natural gas (bcf) -198

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 12/30/2022 close) 

 

-50% 0% 50% 100%

Communication Services

Consumer Discretionary

Technology

Real Estate

S&P 500

Materials

Financials

Industrials

Healthcare

Consumer Staples

Utilities

Energy

YTD Total Return

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

Utilities

Real Estate

Materials

Consumer Staples

Industrials

Healthcare

Consumer Discretionary

Financials

S&P 500

Technology

Communication Services

Energy

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 12/30/2022 close) 
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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 

 

December 15, 2022 
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P/E as of 12/14/2022 = 19.2x

 
 

Based on our methodology,1 the current P/E is 19.2x, up 0.1x from our last report.  Higher equity 

values led to 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 three actual quarters (Q1, Q2 and Q3) and one estimate (Q4). 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. 


