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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 6, 2023—9:30 AM EST] Global equity markets are mostly higher this 

morning.  In Europe, the Euro Stoxx 50 is up 0.2% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed essentially unchanged. Chinese markets were slightly higher, with the 

Shanghai Composite closing up 0.1% and the Shenzhen Composite closing up 0.2%. In contrast, 

U.S. equity index futures are signaling a flat 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 a discussion about Fed officials’ speeches and the 

U.S. jobs numbers. Up next, we review how rising inflation in the developed world impacts 

investing in emerging markets. We end the report by focusing on Russia and China’s ability to 

use state power to generate growth as their economies cope with headwinds.  

 

All About Timing: Some investors are positioning themselves for a Fed Pivot, despite monetary 

policymakers' insistence that they are not finished tightening. 

• Fed officials reaffirmed the central bank's commitment to tightening policy until inflation 

falls to its 2% target. Atlanta Fed President Raphael Bostic argued that inflation is the 

biggest headwind to the U.S. economy, and in an interview with CNBC, his colleague 

from Kansas, Esther George, added that she would like the Fed’s policy rate to rise above 
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5% and have it held there until 2024. Meanwhile, St. Louis Fed President James Bullard 

struck a moderate tone suggesting that interest rates are almost high enough to bring 

down inflation. 

• The labor market remains too hot for the Fed. According to the Bureau of Labor 

Statistics, the economy added 233k jobs in December, while the unemployment rate fell 

from 3.7% to 3.5%. Although job creation has eased in recent months, the Fed has made 

it known that it would like the unemployment rate to increase before it reverses course on 

policy. As a result of the data, the S&P 500 dropped, and bonds rallied as it added to 

evidence that the Fed will need to continue tightening.  

 

o Data suggests that the rise in hourly wages may be a side effect of elevated margins 

from firms. The chart above looks at the annual change in trade services, a measure of 

retail and wholesale margins, and average hourly wages. If we are correct, a profit 

margin decline should contain wage growth, relieving some inflationary pressure.   

• The Federal Reserve is in a difficult position as it decides what will be the appropriate 

policy going forward. Although it is clear that the central bank will be ready to pause rate 

increases later this year, the Fed is reluctant to commit due to concerns that it might be 

caught flat-footed by inflation. The anticipation of the conclusion of the Fed’s hiking 

cycle has led investors to position themselves to take advantage of any positive surprises 

within the data. This behavior may have the Fed worried that financial markets are 

assuming that it will cut rates aggressively if the economy falls into recession. As a 

result, we expect policymakers to stress that a pause is not the same as monetary easing.  

 

The Saver’s Rush: The fight against inflation in the developed world may deter overly sensitive 

investors from allocating capital to emerging markets.  

• Inflation in the Eurozone returned to single-digit territory in December, but concern 

remains about persisting price pressures. The overall consumer price index rose 9.2% 

from the prior year, below the previous month's increase of 10.1%. The dip in the index is 

related to the slide in energy prices. That said, excluding volatile elements, the index rose 

5.2% from last year, a jump from the prior month’s report of a 5.0% increase. Price 

https://www.reuters.com/markets/us/feds-george-it-will-be-key-hold-rates-up-once-hikes-end-2023-01-05/
https://www.reuters.com/markets/us/feds-bullard-says-2023-may-be-year-inflation-surge-wilts-2023-01-05/
https://www.reuters.com/markets/us/feds-bullard-says-2023-may-be-year-inflation-surge-wilts-2023-01-05/
https://www.bloomberg.com/news/articles/2023-01-06/euro-zone-inflation-slows-sharply-with-hope-that-peak-has-passed?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-06/euro-zone-inflation-slows-sharply-with-hope-that-peak-has-passed?sref=uIvt3NFS
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pressures in core components of the index will motivate the European Central Bank to 

raise rates by at least 50 bps at its next meeting.  

• Meanwhile, in another part of Europe, deceleration in inflation has led to a decline in 

equity prices. Several days after the Turkish CPI fell by more than 2000 bps, the 

country’s BIST 100 Composite Index sank by more than 8%. The sharp drop in the index 

is especially notable, given its strong performance in 2022, when Turkish equities more 

than doubled. Although much of the decline is related to investors locking in gains from 

their investments, it also reflects the tendency for investors to pull out of risky countries 

at the first sign of trouble.  

 

• A lesson can be taken from the situation in Turkey. In this case, we learned that investing 

can be more about circumstances than solid fundamentals. As the chart above shows, the 

rise in the BIST 100 in 2022 was largely driven by domestic savers trying to protect the 

purchasing power of their holdings. Argentina’s stock market, which also performed well 

in 2022, is another place where this may be happening. The reason for these investments 

is that equities serve as a form of value storage in countries where inflation is 

uncontrolled. Hence, high-inflation countries may present short-term opportunities for 

investors looking to earn capital gains abroad. That said, as global yields begin to rise in 

the developed world, these countries could face financial outflows as investors become 

more risk averse. 

 

Return of the State: China and Russia’s governments are intervening in their own economies to 

prevent backsliding. 

• Beijing is pulling out all the stops to help restore faith in its economy. Chinese regulators 

are considering relaxing the country’s “Three Red Lines” property rules to incentivize 

more real estate investment. They are also exploring the possibility of raising borrowing 

caps and delaying the grace period for meeting debt targets. These moves are 

controversial as China has not fully recovered from the fallout of its property meltdown. 

However, these measures have added to investor confidence that Beijing will get its 

economy back on track after ending its draconian Zero-COVID policy. 

https://www.bloomberg.com/news/articles/2023-01-05/turkish-stocks-fall-most-in-10-months-putting-rally-on-hold?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-05/turkish-stocks-fall-most-in-10-months-putting-rally-on-hold?sref=uIvt3NFS
https://www.ft.com/content/df4e49b1-572a-4b37-951b-41bf0c6ff05b
https://www.bloomberg.com/news/articles/2023-01-06/china-may-ease-three-red-lines-property-rules-in-drastic-shift?srnd=premium&sref=uIvt3NFS
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o  As a result of Beijing's actions over the last few months, the off-shore CNY has 

surged 7% since October 25, when it hit the weakest level on record, and is 

currently trading above its 200-day moving average.  

• Meanwhile, Moscow has ramped up the pressure on state-owned firms to help fund its 

war efforts in Ukraine. The government has called for “revenue mobilization,” in which 

state enterprises pay higher dividends and one-time payments to help improve the 

country’s fiscal budget. The order could be harmful to its coal-producing sector, which 

has recently returned to near high levels after Europe loosened transportation restrictions. 

The Russian government's pressure on companies signals that the West’s sanctions are 

working to starve Moscow of the funds needed to maintain its war efforts. However, it 

also shows that the war is still disruptive to the commodity market.  

• Recent moves by China and Russia suggest that as the world becomes more polarized, 

governments will look to have greater economic control. In the short term, this could 

benefit international equity markets as stimulus will increase domestic demand and make 

it easier for firms to boost production. However, as blocs and countries become isolated, 

firms could struggle to find the opportunities to widen their customer base. Thus, we may 

be headed to a world that is more favorable to real assets, such as commodities, rather 

than financial assets.  

 

U.S. Economic Releases  

December nonfarm payrolls rose by a seasonally adjusted 223,000, modestly above the expected 

rise of 203,000 but still a big slowdown from November’s downwardly revised increase of 

256,000.  Almost the entire December increase came in the private sector, in contrast with 

November, when there was also a sizable rise in public-sector jobs.  Overall, the slowdown in 

labor demand could lead to a cooling of inflation pressure, so it will likely be positive for the 

financial markets today.  The chart below shows the change in nonfarm payrolls since shortly 

before the previous recession. 

 

 
 

https://www.bloomberg.com/news/articles/2023-01-06/china-s-cascade-of-economic-support-measures-spurs-yuan-buying?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-06/china-s-cascade-of-economic-support-measures-spurs-yuan-buying?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-06/russia-looks-to-press-big-firms-for-more-cash-as-war-costs-mount?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-07/russian-coal-exports-bounce-back-after-eu-loosens-transport-curbs?sref=uIvt3NFS
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The December unemployment rate fell to a seasonally adjusted 3.5%, below both the expected 

rate of 3.7% and the revised November rate of 3.6%.  The chart below shows how the 

unemployment rate has evolved since just before the prior recession. 

 

 
 

Average hourly earnings in December rose to a seasonally adjusted $32.82, up 4.6% from the 

same month one year earlier.  However, that marked a modest slowdown from the revised rise of 

4.8% in the year to November.  The chart below shows the year-over-year growth in average 

hourly earnings since just before the prior recession. 

 

 
 

A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population that is either working or looking for work.  The 

December labor force participation rate (LFPR) rose to a seasonally adjusted 62.3%, compared 
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with 62.1% in the previous month.  The chart below shows how the LFPR has changed over the 

last several decades. 

 

 
 

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

10:00 ISM Services Index m/m Dec 55 56.5 **

10:00 Factory Orders m/m Nov -1.0% 1.0% ***

10:00 Durable Goods Orders m/m Nov F -2.1% -2.1% ***

10:00 Durable Goods Orders Ex Transportation m/m Nov F 0.2% **

10:00 Cap Goods Orders Nondef Ex Air m/m Nov F 0.2% **

10:00 Cap Goods Ship Nondef Ex Air m/m Nov F -0.1% **

11:15 Raphael Bostic and Philip Lane Discuss the Global Economic Outlook President of Federal Reserve Bank of Atlanta and ECB Chief Economist

11:15 Lisa Cook Takes Part in Panel Discussion on Inflation Member of the Board of Governors

12:15 Thomas Barkin Speaks on Economic Outlook President of the Federal Reserve Bank of Richmond

13:00 Esther George Discusses the Economic Outlook President of the Federal Reserve Bank of Kansas City

15:30 Raphael Bostic s Discuss Lessons from the Pandemic President of the Federal Reserve Bank of Atlanta

Economic Releases

Federal Reserve
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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 Jibun Bank Services PMI m/m Dec F 51.1 51.7 ** Equity and bond neutral

Jibun bank Composite PMI m/m Dec F 49.7 50.0 * Equity and bond neutral

EUROPE

Eurozone CPI m/m Dec P -0.3% -0.1% -0.1% *** Equity and bond neutral

CPI Esimate y/y Dec 90.0% 10.1% 9.5% *** Equity and bond neutral

Core CPI y/y Dec P 5.2% 5.0% 5.1% ** Equity and bond neutral

Economic Confidence m/m Dec 95.8 93.7 94.0 *** Equity bullish, bond bearish

Industrial Confidence m/m Dec -1.5 -2.0 -1.9 *** Equity and bond neutral

Services Confidence m/m Dec 6.3 2.3 3.1 ** Equity bullish, bond bearish

Consumer Confidence m/m Dec F -22.2 -22.2 -22.2 ** Equity and bond neutral

Retail Sales y/y Nov -2.8% -2.7% -2.6% * Equity and bond neutral

Germany Retail Sales y/y Nov -5.7% -6.6% -6.5% * Equity bullish, bond bearish

Factory Orders WDA y/y Nov -11.0% -3.2% -3.3% *** Equity bearish, bond bullish

UK S&P/CIPS Construction PMI m/m Dec 48.8 50.4 ** Equity bearish, bond bullish

Switzerland Real Retail Sales y/y Nov -1.3% -2.5% -2.6% ** Equity bullish, bond bearish

AMERICAS

Canada Net Change in Employment m/m Dec 104.0k 10.1k 5.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Dec 5.0% 5.1% 5.2% *** Equity and bond neutral

Participation Rate m/m Dec 65.0% 64.8% * Equity and bond neutral

Brazil FGV Inflation IGP-DI y/y Dec 5.03% 6.02% 5.15% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 479 478 1 Up

3-mo T-bill yield (bps) 449 450 -1 Up

TED spread (bps) 30 29 1 Up

U.S. Sibor/OIS spread (bps) 466 465 1 Up

U.S. Libor/OIS spread (bps) 467 466 1 Up

10-yr T-note (%) 3.74 3.72 0.02 Up

Euribor/OIS spread (bps) 218 217 1 Up

Currencies Direction

Dollar UP Down

Euro Down Up

Yen Down Up

Pound Down Up

Franc Down Up
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Weather 

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

entire country, with near-normal temperatures only in Southern California and Florida.  Wet 

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

conditions are expected in south Texas.  

Price Prior Change Explanation

Brent $78.51 $78.69 -0.23%

WTI $73.48 $73.67 -0.26%

Natural Gas $3.59 $3.72 -3.55%

Crack Spread $31.12 $31.42 -0.96%

12-mo strip crack $28.10 $28.50 -1.39%

Ethanol rack $2.50 $2.50 -0.15%

Metals

Gold $1,837.39 $1,832.89 0.25%

Silver $23.40 $23.24 0.66%

Copper contract $380.15 $382.10 -0.51%

Grains

Corn contract $657.00 $652.75 0.65%

Wheat contract $750.75 $746.75 0.54%

Soybeans contract $1,477.00 $1,470.75 0.42%

Shipping

Baltic Dry Freight 1,146            1,176            -30

Actual Expected Difference

Crude (mb) 1.7 1.5 0.2

Gasoline (mb) -0.35 -1.0 0.7

Distillates (mb) -1.4 -1.2 -0.3

Refinery run rates (%) -12.4% -1.5% -10.9%

Natural gas (bcf) -221 -240 19.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/5/2023 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 1/5/2023 close) 
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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. 


