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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 4, 2023—9:30 AM EST] Global equity markets are higher this morning.  In 

Europe, the Euro Stoxx 50 is up 1.6% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed up 2.3%. Chinese markets were higher, with the Shanghai Composite up 0.2% and 

the Shenzhen Composite closing up 0.1%. 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 some positive news from Europe, where year-over-year price 

inflation looks like it may be moderating.  The news has raised hopes of lower inflation and 

interest rates even beyond Europe, giving a boost to the stock and bond markets as well.  We 

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

affect the financial markets today, including the latest on the Russia-Ukraine war and an update 

on the historic challenges that the U.S. House of Representatives is having in selecting a new 

Speaker. 

 

France:  The December Consumer Price Index (CPI) was up just 6.7% in the year ending in 

December, coming in cooler than expected and marking a slight improvement from the annual 

gains of 7.1% in each of the previous two months.  Much of the slowdown in inflation reflected 

falling energy prices—the result of both warm weather across the Northern Hemisphere that has 

helped bring down global natural gas prices and government efforts to cap prices. 

 

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_12_12_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_15_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_15_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q422.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Dec_5_2022.pdf
https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-bi-weekly-podcast-asset-allocation-reports/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.ft.com/content/bf189635-1cd2-4545-ac26-9e3a8bb10a5e
https://www.ft.com/content/bf189635-1cd2-4545-ac26-9e3a8bb10a5e
https://www.wsj.com/articles/natural-gas-prices-plunge-as-unseasonably-warm-weather-is-forecast-11672808996?mod=hp_lead_pos5
https://www.wsj.com/articles/natural-gas-prices-plunge-as-unseasonably-warm-weather-is-forecast-11672808996?mod=hp_lead_pos5
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• Excluding energy and unprocessed food, the December core CPI accelerated to an annual 

rise of 5.3%, compared with a rise of 5.0% in the year to November. 

• Despite the acceleration in core inflation, the decline in the headline number has sparked 

optimism about slowing inflation and lower interest rates throughout Europe and beyond.  

In turn, that has buoyed stock and bond prices in multiple markets so far this morning. 

 

 
 

United Kingdom:  Because of Europe’s recent warm weather and reduced global prices for 

natural gas, analysts now believe British household energy bills in 2023 will be lower than 

previously anticipated, dropping below the level of the government’s price guarantee in the 

second half of the year.  The resulting fall in the cost of living would not only be politically 

positive for the government, but it would also limit the fiscal cost of its programs to shield 

households from high inflation. 

 

Russia-Ukraine War:  As heavy fighting continues along the front lines and Russia keeps 

launching air strikes against Ukraine’s infrastructure, Russian oligarch Yevgeny Prigozhin has 

admitted that his Wagner Group mercenaries have stalled in their effort to seize control of the 

eastern Ukrainian city of Bakhmut.  Other reporting suggests that Russian forces have shifted 

their focus to the smaller city of Soledar, just to the north of Bakhmut.  In any case, Prigozhin’s 

admission may be laying the groundwork for further criticism of the Russian Ministry of 

Defense, which Prigozhin is using to implicitly establish himself as a more effective leader who 

is ready to take power. 

 

European Union-China:  With COVID-19 cases continuing to rip across China following the 

sudden end of the government’s Zero-COVID policies, the European Union today is expected to 

finalize a requirement that Chinese travelers must test negative for the disease before boarding 

flights to the EU.  The move would come as France, Spain, and Italy have already imposed such 

testing rules, but a bloc-wide requirement would further embarrass and anger Beijing and feed 

into the global fracturing that we so often write about. 

https://www.ft.com/content/6d21f023-54c4-47cb-8608-1689fde2d05a
https://www.ft.com/content/6d21f023-54c4-47cb-8608-1689fde2d05a
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-january-3-2023
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-january-3-2023
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-january-3-2023
https://www.wsj.com/articles/ukraine-sees-signs-of-russia-shifting-front-line-firepower-away-from-bakhmut-11672830898
https://www.wsj.com/articles/ukraine-sees-signs-of-russia-shifting-front-line-firepower-away-from-bakhmut-11672830898
https://www.ft.com/content/f718f87a-a544-4cca-b7ca-d4f3458de5bb
https://www.ft.com/content/f718f87a-a544-4cca-b7ca-d4f3458de5bb
https://www.ft.com/content/f718f87a-a544-4cca-b7ca-d4f3458de5bb
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U.S. Congress:  Yesterday’s voting for the new Speaker of the House proved to be inconclusive, 

after Republican Kevin McCarthy failed to secure a majority even after three rounds of voting.  

It was the first time the House hasn’t been able to select a Speaker on the first ballot since 1923.  

The voting will continue today. 

• The conservatives’ disciplined opposition to McCarthy may be a good example of the 

“vetocracy” engendered by polarized politics and strong interest groups, as described by 

Sarah Quinn in her book American Bonds. 

• McCarthy has vowed to take as many votes as necessary to win the position, aiming to 

wear down his right-wing opposition, so it is not clear when the balloting will be 

complete and when a new Speaker will be selected. 

 

U.S. Labor Market:  Workers at videogame firm ZeniMax, a unit of Microsoft (MSFT, 

$239.58), have voted to form a union, marking the latest example of labor organization within 

the largely non-union information technology industry.  The vote illustrates how today’s labor 

shortages have shifted economic power towards workers and away from managers and owners. 

 

U.S. Weather:  Beginning today, the West Coast will be facing its third major rain and snow 

storm since Christmas.  The National Weather Service has already warned of flooding, especially 

in northern California, which implies the risk of meaningful economic disruptions, although the 

storms could potentially help end California’s recent drought. 

 

U.S. Economic Releases  

Elevated interest rates and slowing demand continue to deter potential homebuyers.  According 

to an index tracked by the Mortgage Bankers Association, mortgage applications fell 10.2% in 

the week ending December 30.  The drop was driven by a sharp decline in purchase applications 

after the 30-year fixed-rate mortgage surged to a six-week high.  Last week, the average 30-year 

fixed rate rose 16 bps from 6.42% to 6.58%.  As a result, the tracker for purchase applications 

plummeted 12% from the week, while the refinance application tracker fell 4.4% in the same 

period.  The persistent decline in mortgage applications is a drag on economic growth as it is a 

sign of a slowdown in residential investment.  

 

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

of the day. 

 

 
 

EST Indicator Expected Prior Rating

10:00 ISM Manufacturing PMI m/m Dec 48.5 49 **

10:00 ISM Manufacturing PMI - Employment m/m Dec 48.4 *

10:00 ISM Manufacturing PMI - New Orders m/m Dec 47.2 **

10:00 ISM Manufacturing PMI - Prices Paid m/m Dec 42.5 43 **

10:00 JOLTS Job Openings m/m Nov 10.0m 10.334m **

Wards Total Vehicle Sales m/m Dec 13.60m 14.14m *

EST Speaker or Event

14:00 FOMC Meeting Minutes Federal Reserve Board

Economic Releases

Federal Reserve

District or Position

https://www.wsj.com/articles/house-prepares-to-vote-for-speaker-as-kevin-mccarthy-tries-to-rally-support-11672750973?mod=hp_lead_pos1
https://press.princeton.edu/books/hardcover/9780691156750/american-bonds
https://www.wsj.com/articles/microsoft-workers-to-form-companys-first-union-in-the-u-s-11672779470?mod=hp_lead_pos7
https://www.wsj.com/articles/a-third-major-storm-to-bring-rain-and-flooding-to-northern-california-11672792347?mod=us_more_pos2
https://www.wsj.com/articles/a-third-major-storm-to-bring-rain-and-flooding-to-northern-california-11672792347?mod=us_more_pos2
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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 Japan Buying Foreign Bonds w/w 23-Dec -¥459.5b -¥941.8b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 23-Dec -¥4.862.3b -¥479.1b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 23-Dec ¥517.1b ¥156.3b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 23-Dec -¥265.1b -¥667.1b * Equity and bond neutral

Jibun Bank Manufacturing PMI m/m Dec F 48.9 48.8 *** Equity and bond neutral

India S&P Services PMI m/m Dec 59.4 56.4 ** Equity bullish, bond bearish

S&P Composite PMI m/m Dec 58.5 56.7 ** Equity bullish, bond bearish

EUROPE

Eurozone S&P Global Services PMI m/m Dec F 49.8 49.1 49.1 ** Equity and bond neutral

S&P Global Composite PMI m/m Dec F 49.3 48.8 48.8 * Equity and bond neutral

Germany Import Price Index y/y Nov 14.5% 23.5% 18.0% ** Equity bullish, bond bearish

S&P Global Services PMI m/m Dec F 49.2 49.0 49.0 ** Equity and bond neutral

S&P Global Composite PMI m/m Dec F 49.0 48.9 48.9 ** Equity and bond neutral

France S&P Global Services PMI m/m Dec F 49.5 48.1 48.1 ** Equity bullish, bond bearish

S&P Global Composite PMI m/m Dec F 49.1 48.0 48.0 ** Equity bullish, bond bearish

France CPI y/y Dec P 5.9% 6.2% 6.4% *** Equity and bond neutral

CPI, EU Harmonized y/y Dec P 6.7% 7.1% 7.3% ** Equity bullish, bond bearish

Consumer Confidence m/m Dec 82.0 83.0 84.0 ** Equity and bond neutral

Italy S&P Global Services PMI m/m Dec 49.9 49.5 49.5 ** Equity and bond neutral

S&P Global Composite PMI m/m Dec 49.6 48.9 ** Equity and bond neutral

UK Mortgage Approvals m/m Nov 46.1k 59.0k 53.0k ** Equity bearish, bond bullish

Switzerland CPI y/y Dec 2.8% 3.0% 3.0% *** Equity and bond neutral

Core CPI y/y Dec 2.0% 1.9% 1.9% * Equity and bond neutral

AMERICAS

Canada S&P Global Manufacturing PMI m/m Dec 49.2 49.6 *** Equity and bond neutral

Mexico International Reserves Weekly w/w 30-Dec $199.094b $199.183b * Equity and bond neutral

Brazil S&P Global Services PMI m/m Dec 51.0 51.6 ** Equity and bond neutral

S&P Global Composite PMI m/m Dec 49.1 49.8 ** 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. 
 

 
 

Weather 

The 6-10 and 8-14 day forecasts show warmer-than-normal temperatures throughout the entire 

country.  Wet conditions are expected to move from the Pacific region eastward into the Great 

Plains. Meanwhile, dry conditions are expected in the northern and southwestern states. 

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 437 434 3 Up

TED spread (bps) 39 41 -2 Widening

U.S. Sibor/OIS spread (bps) 460 460 0 Up

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

10-yr T-note (%) 3.68 3.74 -0.06 Up

Euribor/OIS spread (bps) 217 216 1 Neutral

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Down Down

Pound Up Up

Franc Down Down

Price Prior Change Explanation

Brent $79.55 $82.10 -3.11%

WTI $74.59 $76.93 -3.04%

Natural Gas $3.98 $3.99 -0.23%

Crack Spread $31.28 $32.08 -2.51%

12-mo strip crack $28.31 $29.06 -2.60%

Ethanol rack $2.53 $2.54 -0.35%

Metals

Gold $1,854.25 $1,839.48 0.80%

Silver $24.19 $24.01 0.76%

Copper contract $372.45 $376.65 -1.12%

Grains

Corn contract $666.75 $670.50 -0.56%

Wheat contract $764.00 $775.50 -1.48%

Soybeans contract $1,497.50 $1,492.25 0.35%

Shipping

Baltic Dry Freight 1,250            1,515            -265

Actual Expected Difference

Crude (mb) 1.5

Gasoline (mb) -0.5

Distillates (mb) -1.5

Refinery run rates (%) -1.5%

Natural gas (bcf) -193

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/3/2023 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 1/3/2023 close) 

 

-3% -2% -1% 0% 1% 2%

Commodities

Growth

Small Cap

Mid Cap

Large Cap

Cash

Real Estate

US High Yield

Value

Emerging Markets ($)

US Corporate Bond

US Government Bond

Emerging Markets (local currency)

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 

 

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. 


