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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 10, 2023—9:30 AM EST] Global equity markets are mostly lower this 

morning.  In Europe, the Euro Stoxx 50 is down 0.6% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed down 0.3%. Chinese markets were mixed, with the Shanghai 

Composite closing down 0.2% and the Shenzhen Composite closing up 0.3%. 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 (1/09/2023) (associated podcast will be available next 

week) “How China Will Manage Its Evolving Geopolitical Bloc” 

• 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 the news of a potential mine shutdown that would affect global 

copper supplies and the increased tensions between China, Japan, and South Korea.  We next 

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

financial markets today, including signs that Pakistan is getting closer to defaulting on its foreign 

debts, and more indications that the Federal Reserve could soon slow its interest-rate hikes to just 

25 basis points per meeting. 

 

Global Copper Market:  Canadian miner First Quantum Minerals Ltd. (FQVLF, $23.19) said 

that it will shut down its vast copper mine in Panama, which produces about 1.4% of the world’s 

copper supply, if it can’t resolve a tax dispute with the Panamanian government.  Global copper 

prices remain in retreat, in large part because of the threat of recession in the West and lower 
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demand from China as it deals with its latest COVID-19 wave.  Nevertheless, any outage at the 

FQM mine could help put a floor under prices or even give them a boost. 

 

China-Japan-South Korea:  Today, the Chinese government suspended visa issuance to 

travelers from Japan and South Korea, marking its first formal retaliation for the COVID-19 

testing rules those countries and others have imposed on travelers from China because of its 

massive new wave of infections. 

• The move illustrates how willing China is to wield its massive economic power as a 

source of coercion or consensus-building to influence other countries’ behavior. 

• As we wrote in our latest Bi-Weekly Geopolitical Report, published yesterday, China will 

probably grant or deny access to its vast market and capital flows in order to eventually 

establish a neo-colonial relationship with the countries in its evolving geopolitical bloc. 

 

Russia-Ukraine War:  After weeks in which the front lines from eastern to southern Ukraine 

were largely static, Russian forces have reportedly been able to capture most of the town of 

Soledar, just to the northeast of the embattled city of Bakhmut.  That gives Russia a rare but 

mostly symbolic victory and will make it more difficult for Ukraine to hold Bakhmut, although 

the city isn’t expected to immediately fall.  The Russian move also comes as reports indicate that 

the country’s government will soon announce the mobilization of 500,000 more troops in another 

special draft. 

• Separately, after several countries last week agreed to send light tanks or armored 

vehicles to Ukraine, British officials said they have been discussing sending their 

Challenger 2 main battle tanks. 

• Poland, Finland, and other European countries are also considering sending heavily 

armored, powerful tanks, which in sufficient numbers could provide a major boost to 

Ukraine’s military power.  

 

Brazil:  Following the weekend’s capital rioting by supporters of right-wing Former President 

Bolsonaro, the country’s supreme court yesterday ordered the suspension of the federal district’s 

governor, a Bolsonaro ally.  The move is likely to further anger Bolsonaro’s supporters and 

could exacerbate the country’s political polarization.  Separately, some Brazilian politicians who 

accuse Bolsonaro of inciting the unrest have demanded he be extradited from the U.S., where he 

has been for the last two weeks.  Some prominent U.S. Democrats have echoed that call.  

However, the White House has merely said that it would treat any extradition request seriously. 

 

Pakistan:  Facing dwindling currency reserves and a high risk of default on its foreign debts, 

yesterday the Pakistani government begged the International Monetary Fund to ease the harsh 

conditions on its funding program for the country in order to unleash billions of dollars of 

additional loans.  The IMF officials made no commitment to easing the terms.  

 

Canada:  The Canadian government announced yesterday that it will buy 88 advanced F-35 

fighter jets from Lockheed Martin (LMT, $458.99) to modernize its air combat capabilities.  The 

total cost of the purchase will be approximately $14 billion.  The purchase illustrates how much 
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the West’s increasing defense budgets and military modernization efforts are likely to benefit 

U.S. defense firms, given their cutting-edge technologies and production capacity. 

 

U.S. Monetary Policy:  San Francisco FRB President Daly said yesterday that because of the 

lags before changes in monetary policy affect the economy, it might make sense for the Fed to 

slow its interest-rate hikes to just 25 basis points beginning at its next policy meeting.  According 

to Daly, that would give the policymakers more time to assess how their previous aggressive rate 

hikes are affecting economic activity.  Meanwhile, Atlanta FRB President Bostic yesterday 

stated he would consider a 25-bps hike more seriously if Thursday’s inflation report shows that 

the consumer price index is slowing in line with other recent data releases.  The statements place 

a spotlight on Fed Chairman Powell’s remarks later today when he may weigh in on the issue. 

 

U.S. Student Loan Market:  Today, the Department of Education released a proposed rule that 

would make it easier for student loan borrowers to use income-driven repayment plans and get 

out of their debt sooner.  For example, the minimum amount of monthly discretionary income 

that would have to be paid on their loans would be cut to 5% from the current 10%.  Borrower 

loan balances wouldn’t grow as long as they make their payments, which basically would 

amount to loan forgiveness for the borrowers with the lowest incomes. 

 

U.S. Economic Releases  

U.S. small business owners are becoming less confident about the state of the economy. The 

latest National Federation of Independent Business (NFIB) Small Business Optimism Index 

came in at 89.8, well below expectations of 91.5. The report showed that owners are struggling 

to deal with increased expenses for labor and material and are finding it difficult to push these 

costs onto consumers. Last month, a net 30% of small businesses saw a decline in profits, up 

from 22% in November. Meanwhile, only 43% of respondents stated that they were able to 

charge higher prices, the survey’s lowest share since May 2021. 
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The previous chart shows the level of the NFIB Small Business Optimism Index. The recent 

report suggests that inflation may be falling but recession risks are rising. 

 

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. 
 

 

 

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. 
 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Nov F 1.0% 1.0% ***

10:00 Wholesale Trade Sales m/m Nov 0.2% 0.4% **

EST Speaker or Event

9:00 Jerome Powell Discusses Central Bank Independence at Riksbank Event Chairman of the Board of Governors

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo CPI y/y Dec 4.0% 3.8% 4.0% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Dec 4.0% 3.6% 3.8% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food & Energy y/y Dec 2.7% 2.5% 2.7% * Equity and bond neutral

Household Spending y/y Nov -1.2% 1.2% 0.5% * Equity bearish, bond bullish

South Korea BoP Current Account Balance m/m Nov -$621.7m $883.4m ** Equity and bond neutral

BoP Goods Balance m/m Nov -1.567b -$1.478b * Equity and bond neutral

China New Yuan Loans m/m Dec 1.400t 1.210t 1.200t ** Equity and bond neutral

Money Supply M0 y/y Dec 15.3% 14.1% * Equity and bond neutral

Money Supply M1 y/y Dec 3.7% 4.6% 4.6% * Equity and bond neutral

Money Supply M2 y/y Dec 11.8% 12.4% 12.3% *** Equity and bond neutral

EUROPE

France Industrial Production y/y Nov 0.7% -2.7% -1.0% *** Equity bullish, bond bearish

Manufacturing Production y/y Nov 4.2% 0.0% 1.0% ** Equity bullish, bond bearish

AMERICAS

Canada Building Permits m/m Nov 14.1% -1.4% ** Equity bullish, bond bearish

Mexico Gross Fixed Investment y/y Oct 6.2% 3.3% 4.5% ** Equity bullish, bond bearish

Brazil IBGE Inflation IPCA y/y Dec 5.79% 5.90% 5.60% *** Equity bearish, bond bullish
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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 almost the 

entire country, with cool-to-normal temperatures in the Pacific region.  Wet conditions are 

expected throughout the nation, with dry conditions expected in south Texas.  

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 481 481 0 Up

3-mo T-bill yield (bps) 447 449 -2 Up

TED spread (bps) 34 32 2 Narrowing

U.S. Sibor/OIS spread (bps) 463 462 1 Up

U.S. Libor/OIS spread (bps) 464 463 1 Up

10-yr T-note (%) 3.57 3.54 0.03 Flat

Euribor/OIS spread (bps) 227 225 2 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Down Up

Pound Down Up

Franc Flat Up

Price Prior Change Explanation

Brent $79.99 $79.65 0.43%

WTI $75.02 $74.63 0.52%

Natural Gas $3.78 $3.91 -3.32%

Crack Spread $32.63 $32.00 1.96%

12-mo strip crack $28.84 $28.39 1.59%

Ethanol rack $2.41 $2.43 -0.79%

Metals

Gold $1,871.82 $1,871.81 0.00%

Silver $23.48 $23.65 -0.74%

Copper contract $401.30 $402.65 -0.34%

Grains

Corn contract $652.25 $652.75 -0.08%

Wheat contract $731.00 $741.50 -1.42%

Soybeans contract $1,480.50 $1,488.50 -0.54%

Shipping

Baltic Dry Freight 1,139            1,130            9

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) 0.0

Distillates (mb) -1.5

Refinery run rates (%) 5.0%

Natural gas (bcf) -240

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/9/2023 close) 
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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 1/9/2023 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 

 

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. 


