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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 5, 2023—9:30 AM EST] Global equity markets are mostly higher this 

morning.  In Europe, the Euro Stoxx 50 is up 0.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 1.2%. Chinese markets were higher, with the Shanghai Composite 

closing up 1.0% and the Shenzhen Composite closing up 1.6%. In contrast, U.S. equity index 

futures are signaling a lower 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” 

 

Good morning! Today’s Comment begins with our thoughts about global central banking. Next, 

we discuss why political uncertainty in the U.K. and the U.S. may impact investment decisions 

within these countries. Lastly, we review the challenges companies may face when navigating in 

a less globalized world. 

 

Monetary Moderation: Although financial conditions will likely remain tight around the world, 

interest rates may peak later this year.  

● The Federal Reserve wants investors to know that it is not ready to take its foot off the 

pedal in the fight against inflation. The Federal Open Market Committee (FOMC) 

meeting minutes released on Wednesday showed that policymakers are concerned that 

financial markets are prematurely pricing in an interest rate cut. As a result, the FOMC 
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emphasized that policy easing would not start until inflation fell to its 2% target. 

Additionally, it warned that unwarranted easing in financial conditions could complicate 

the bank's efforts to restore price stability. That said, policymakers seem inclined to keep 

their next few hikes at 50 bps or lower in their upcoming meetings. 

○ Although policymakers support keeping the policy rate in restrictive territory, 

some members are open to a pause. Minneapolis Fed President and notable hawk 

Neel Kashkari said that he would like rates to rise another 100 bps before the 

central bank halts its hiking cycle. Based on the market projection of rate 

increases, this could mean that the Fed could be finished with its hiking cycle in 

July at the latest.  

● China’s central bank reiterated its commitment to maintaining a relatively loose monetary 

policy in order to promote economic growth. The People’s Bank of China will use its 

monetary tools to ensure ample liquidity as the economy transitions from Zero-COVID. 

The country is determined to stimulate growth, and it has already loosened restrictions on 

property lending and is considering fiscal stimulus. So far, the monetary easing has not 

boosted household consumption, as consumers are still reluctant to engage in service 

activities while COVID spreads. Although the country’s latest inflation reports showed 

CPI rising 1.5% from the previous year, the additional stimulus may prop up inflation 

down the road.  

● Meanwhile, a sharp deceleration in inflation has helped push down bond yields for 

European countries. The yield on 10-year German bonds fell for the fourth consecutive 

day on Wednesday, its longest streak since November. Italian bonds also performed well 

with the yield gap between German and Italian debt, a gauge for financial stress within 

the Eurozone, narrowed to its lowest level in three weeks. Although the decline in 

inflation will not prevent the European Central Bank from hiking rates in its next 

meeting, it does signal that the central bank will not need to be as aggressive to tame 

inflation as policymakers originally thought.  

 

Populist Uncertainty: The U.S. and U.K. are finding it increasingly difficult to form a 

government that can satisfy the needs of all the varying party coalitions.  

● The U.S. House of Representatives failed to select a new Speaker for the sixth 

consecutive vote. Although Republicans have a majority, a few holdouts have refrained 

from choosing Congressman Kevin McCarthy for the position. The constant jockeying 

from the far-right politicians for more influence within the party may be a bad omen for 

worse things to come later in the year. For example, if the Republicans can’t agree on 

something as simple as the Speaker, how are they supposed to agree on a budget? 

Although situations like this should make reaching across the aisle more appealing, 

political polarization makes that option costly for lawmakers, and therefore unlikely to 

happen. As a result, debt default due to a refusal to raise the debt ceiling cannot be ruled 

out. 

● In the U.K., Prime Minister Rishi Sunak has come under scrutiny for not articulating a 

clear vision for the country going forward. The country is currently undergoing several 

crises, from rising work stoppages to crumbling National Health Services, as well as an 
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imminent recession. To address these concerns, Sunak has made a five-point pledge he 

outlined as the peoples’ priorities. The pledge includes: a cut in inflation by the end of the 

year, growth in the economy with a decrease in the national debt by the end of the current 

parliament, a cut to the NHS waitlist, and the passage of stringent immigration laws. If 

Sunak were to fail to make good on these promises, his premiership could be in jeopardy. 

○ Although many of the goals are achievable, the first two could be difficult to 

accomplish. Inflation is expected to be more persistent in the U.K. than in other 

countries and it is expected that the next recession will be worse than the 

pandemic downturn.  

● The political divergence reflects the toll of the growing polarization within these 

countries. The last time that the U.S. failed to elect a Speaker of the House was in 1823, 

and the event served as a prelude to the Civil War. Meanwhile, Brexit still divides the 

U.K. as the country has yet to figure out its identity going forward. Although it is 

unlikely that populist elements will be able to take firm root within these governments 

any time soon, political disruptions are likely to become normal. As a result, investors 

should pay closer attention to regulatory threats that immigration, free trade, and tech will 

pose to their investment portfolios within these countries.  

 

Great Powers at Play: As the war rages on in Ukraine, companies are beginning to adjust to a 

world divided by blocs. 

● Despite the recent success of Ukraine, there are still concerns that Russia could stage a 

comeback. NATO Secretary-General Jens Stoltenberg has warned members not to 

underestimate Russia. Meanwhile, a possible new mobilization push by Russia has led 

Ukrainian President Volodymyr Zelensky to ask for more military assistance from the 

West. The rise in concern has led allies to pledge to send more military equipment. 

However, the additional aid for Ukraine increases the likelihood of a prolonged war. 

○ In an attempt to end the conflict, Turkish President Recep Tayyip Erdoğan has 

urged Putin to declare a ceasefire to pave the way for peace talks.  

● Additionally, companies are starting to diversify their supply chains in order to adapt to a 

less predictable world. Apple (AAPL, $126.36) has already shifted some of its operations 

out of China in favor of India and Vietnam. The trend was also reflected in a 2022 survey 

that revealed that the ratio of executives expressing concern about the political risk in 

China had jumped to 20-1, compared to 2-1 two years prior. As companies look to 

rearrange their supply chains, it could lead to higher global inflation but could benefit 

countries that don’t align with either bloc. 

● MSCI Asia ex-Japan is trading near a four-month high and is set for its fourth straight 

day of gains. Although much of the growth is related to China’s relaxing of its Zero-

COVID restrictions, we suspect that other countries within the index could also benefit in 

2023 as companies look to reshore their operations in nearby countries. The size of 

India’s labor force and its neutral status could make it an investment target, and therefore, 

bears watching. Indonesia could be another country of interest due to its natural 

resources.  

 

https://www.youtube.com/watch?v=W1jK2_NYIl8
https://www.ft.com/content/81fbdff6-dacb-476b-a4ba-12696e7f7800
https://www.ft.com/content/81fbdff6-dacb-476b-a4ba-12696e7f7800
https://www.ft.com/content/81fbdff6-dacb-476b-a4ba-12696e7f7800
https://www.ft.com/content/ff61e9ca-6592-4748-b15a-6d536bab3075
https://www.ft.com/content/ff61e9ca-6592-4748-b15a-6d536bab3075
https://www.cbc.ca/news/world/russia-ukraine-war-mobilization-1.6703574
https://www.reuters.com/world/europe/france-send-ukraine-light-combat-vehicles-kyiv-wants-tanks-allies-2023-01-04/
https://www.ft.com/content/ff61e9ca-6592-4748-b15a-6d536bab3075
https://www.cnbc.com/2022/09/26/apple-starts-manufacturing-the-iphone-14-in-india.html#:~:text=Apple's%20main%20iPhone%20assembler%2C%20Foxconn,lineup%20at%20the%20device's%20launch.
https://www.investopedia.com/apple-moves-production-vietnam-6951110
https://foreignpolicy.com/2023/01/04/china-corporations-geopolitics/
https://foreignpolicy.com/2023/01/04/china-corporations-geopolitics/
https://www.nasdaq.com/articles/ishares-msci-all-country-asia-ex-japan-aaxj-shares-cross-above-200-dma
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U.S. Economic Releases  

Initial applications for unemployment benefits in the week ending December 31 fell to a 

seasonally adjusted 204,000, far lower than the expected reading of 225,000 and the previous 

week’s revised reading of 223,000.  However, the seasonal adjustment process is prone to error 

around the holidays, so it’s better to focus on the four-week moving average, which helps 

smooth out some of the volatility in the series.  The four-week average of initial claims fell more 

modestly to 213,750.  Meanwhile, the number of people continuing to draw benefits in the week 

ending December 24 fell to 1.694 million, compared with an expected reading of 1.728 million 

and the previous week’s revised reading of 1.718 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. 

 

 
 

To provide more details on recent trends, the chart below shows how initial jobless claims have 

changed since mid-2021. 
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In a separate report on the labor market, paycheck processor ADP estimated that December 

private-sector employment rose by a seasonally adjusted 235,000.  That was significantly more 

than the anticipated gain of 150,000 and the revised rise of 182,000 in November.  The reading 

suggests that the official nonfarm payrolls increase for December could come in much stronger 

than currently anticipated.  Since that would likely encourage the Federal Reserve to keep hiking 

interest rates aggressively, such an outcome would likely be negative for the financial markets.  

The chart below shows ADP’s estimate of total private-sector employment in the U.S. since the 

beginning of their series in 2010. 

 

 
 

In a final major report so far this morning, the U.S. trade deficit narrowed to a seasonally 

adjusted $61.5 billion in November, coming in better than the expected shortfall of $63.0 billion 

and the revised October shortfall of $77.8 billion.  In fact, the deficit was the smallest since 

September 2020.  According to the data, total exports fell 2.0% in November, but imports fell an 

even sharper 6.4%.  Compared with the same month one year earlier, exports in November were 

up 10.4%, while imports were up just 2.4%.  The chart below shows the monthly U.S. trade 

balance since just before the previous recession. 
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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 

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. 
 

EST Indicator Expected Prior Rating

9:45 S&P Global Services PMI m/m Dec F 44.4 44.4 **

9:45 S&P Global Composite PMI m/m Dec F 44.6 **

EST Speaker or Event

9:20 Raphael Bostic Makes Welcoming Remarks at Markets conference President of the Federal Reserve Bank of Atlanta

13:20 James Bullard Discusses the Economy and Monetary Policy President of the Federal Reserve Bank of St. Louis

Federal Reserve

District or Position

Economic Releases

 No economic releases for the rest of today
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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

Japan Vehicle Sales y/y Dec -4.40% 1.00% ** Equity and bond neutral

Japan Monetary Base y/y Dec -6.1% -6.4% -6.4% ** Equity and bond neutral

New Zealand CoreLogic House Prices y/y Dec -5.0% -2.9% * Equity and bond neutral

China Caixin Services PMI m/m Dec 48.0 46.7 46.8 ** Equity and bond neutral

Caixin Composite PMI m/m Dec 48.3 47.0 ** Equity and bond neutral

EUROPE

Eurozone PPI y/y Nov 27.1% 30.8% 30.5% *** Equity bullish, bond bearish

Germany S&P Construction PMI m/m Dec 41.7 41.5 * Equity and bond neutral

Italy CPI, EU Harmonized y/y Dec P 12.3% 12.6% 12.3% *** Equity and bond neutral

CPI NIC Including Tobacco y/y Dec P 11.6% 11.8% 11.6% ** Equity and bond neutral

UK S&P/CIPS Services PMI m/m Dec F 49.9 50.0 50.0 ** Equity and bond neutral

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

New Car Registrations y/y Dec 18.3% 23.5% * Equity bearish, bond bullish

AMERICAS

Canada International Merchandise Trade m/m Nov -0.4b 1.21b 0.13b ** Equity and bond neutral

Brazil Industrial Production y/y Nov 0.9% 1.7% 0.7% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 478 477 1 Up

3-mo T-bill yield (bps) 437 440 -3 Up

TED spread (bps) 41 37 4 Widening

U.S. Sibor/OIS spread (bps) 464 460 4 Up

U.S. Libor/OIS spread (bps) 465 462 3 Up

10-yr T-note (%) 3.69 3.69 0.00 Up

Euribor/OIS spread (bps) 217 217 0 Neutral

Currencies Direction

Dollar Flat Down

Euro Flat Up

Yen Up Down

Pound Up Up

Franc Up Down
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Weather 

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

entire country, with near-normal temperatures only in Southern California.  Wet conditions are 

expected along the West Coast and East Coast and in the central Great Plains. Dry conditions are 

expected in South Texas.  

Price Prior Change Explanation

Brent $79.46 $77.84 2.08%

WTI $74.31 $72.84 2.02%

Natural Gas $3.98 $4.17 -4.55% Demand Pessimism

Crack Spread $32.85 $32.46 1.20%

12-mo strip crack $29.37 $29.15 0.74%

Ethanol rack $2.51 $2.51 -0.29%

Metals

Gold $1,845.67 $1,854.56 -0.48%

Silver $23.41 $23.76 -1.47%

Copper contract $382.70 $374.05 2.31%

Grains

Corn contract $656.50 $653.75 0.42%

Wheat contract $750.75 $745.50 0.70%

Soybeans contract $1,484.75 $1,483.50 0.08%

Shipping

Baltic Dry Freight 1,176            1,250            -74

Actual Expected Difference

Crude (mb) 1.5

Gasoline (mb) -1.0

Distillates (mb) -1.2

Refinery run rates (%) -1.5%

Natural gas (bcf) -240

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/4/2023 close) 

 

-4% -2% 0% 2% 4%
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Industrials

Materials

Financials

Real Estate
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YTD Total Return

-0.5% 0.0% 0.5% 1.0% 1.5% 2.0% 2.5%

Energy

Technology

Healthcare

Consumer Staples

S&P 500

Industrials

Utilities

Consumer Discretionary

Financials

Materials

Communication Services

Real Estate

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 1/4/2023 close) 

 

-4% -2% 0% 2% 4%

Commodities

Growth

Cash

Large Cap

Small Cap

Mid Cap

US High Yield

US Corporate Bond

US Government Bond

Value

Emerging Markets ($)

Foreign Developed ($)

Emerging Markets (local currency)

Foreign Developed (local currency)

Real Estate

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 

 

January 5, 2023 
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P/E as of 1/4/2023 = 18.6x

 
 

Based on our methodology,1 the current P/E is 18.6x, down 0.6x from our last report.  We have 

moved to Q1 data, as noted below. 
 

 

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. 


