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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 11, 2023—9:30 AM EST] Global equity markets are mixed this morning.  In 

Europe, the Euro Stoxx 50 is up 1.1% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed up 0.4%. Chinese markets were lower, with the Shanghai Composite closing down 

0.2% and the Shenzhen Composite closing down 0.7%. In contrast, 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 (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 an update on the Russia-Ukraine war, where a key Russian 

blogger has broken taboo and directly criticized President Putin for his management of the 

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

potential to affect the financial markets today, including some welcome signs of increased 

investments in U.S. manufacturing and energy production. 

 

Russia-Ukraine War:  Reports indicate that Aleksandr Lapin, the former commander of the 

Central Military District forces that allowed the Ukrainians to recapture huge swaths of territory 

in eastern Ukraine last summer, has been reassigned to take over as chief of staff of the Russian 

ground forces.  In response, influential Russian military blogger and former rebel commander 

Igor Girkin published a criticism of President Putin for appointing and refusing to remove 

Russian military leaders who oversee frequent and disastrous military failures.  The criticism 
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marks one of the first times an influential nationalist has directly criticized Putin for his 

management of the war.  It therefore signals how the disastrous invasion continues to undermine 

Putin’s political position within Russia. 

 

Saudi Arabia-Pakistan:  The Saudi government said yesterday that it is considering offering 

some $11 billion in aid to Pakistan to help it avoid a threatened default on its foreign debt.  

Along with earlier offers of aid from the United Arab Emirates and Qatar, the major Middle East 

oil producers have now said they may provide up to $22 billion to Pakistan. 

• The support could strengthen Pakistan’s hand in negotiating a restart to a stalled bailout 

from the International Monetary Fund. 

• Pakistan has so far been unwilling to agree to the IMF’s terms for a deal, which include 

raising electricity and gasoline prices and increasing taxes. 

 

Egypt:  As part of its negotiations for a $3-billion bailout from the IMF, the Egyptian 

government has reportedly agreed to reduce the role of the military in the country’s economy, 

including via the privatization of military-owned businesses.  The military’s economic activity 

has spread through the economy since President Abdel Fattah al-Sisi took power in a coup in 

2013, reducing opportunities for private business owners. 

 

Brazil:   As prosecutors in Brazil continue to investigate last weekend’s capital rioting by 

supporters of Former President Bolsonaro, the former leader said he will leave the U.S. and 

return to Brazil within a few weeks.  Bolsonaro’s return to Brazil would likely be welcomed by 

the White House, which has come under pressure from some Democrats to expel him. 

 

Peru:  At least 17 people have been killed in political protests this week, as the demonstrations 

intensify against last month’s removal and detention of Former President Castillo.  According to 

the country’s independent human rights office, 39 civilians have been killed in the unrest since 

Castillo’s arrest, while the defense ministry says 75 police officers have been injured.  The 

continued violence could threaten production at Peru’s globally important mines producing 

copper and other key minerals.  

 

United States-China-Taiwan:  A series of 24 war games held by the Center for Strategic and 

International Studies found that an alliance of the U.S., Japan, and Taiwan would likely be able 

to repel a full-scale Chinese invasion of the self-governing island, but at the high cost of dozens 

of navy ships, hundreds of aircraft, and tens of thousands of troops over three to four weeks of 

fighting.  The report recommends that the U.S. improve its effort to increase deterrence against 

the Chinese by raising the expected costs that they would pay for an invasion. 

 

U.S. Demographics:  A new study from the Aspen Economic Strategy Group finds that falling 

birth rates, declining population growth, and population aging are among the biggest risks for the 

future U.S. economy.  To address the threat, the study recommends that the U.S. adopt policies 

to increase fertility and boost immigration. 

 

U.S. Monetary Policy:  At an event with other central bankers in Sweden yesterday, Federal 

Reserve Chair Powell said that he remains strongly committed to lowering inflation by 
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restraining economic growth through interest-rate increases, even if doing so fuels political 

blowback.  In fact, he stressed that preserving the Fed’s ability to make tough economic calls 

without political interference would require it to avoid straying into issues that aren’t directly 

related to its economic-management objectives, such as climate change. 

 

U.S. Industrial Policy:  South Korean conglomerate Hanwha Group (000.880.KS, KRW, 

27,200) said that it will invest $2.5 billion to expand the production of solar panels and 

components at a facility in Georgia.  The commitment would reportedly be the biggest foreign 

direct investment in U.S. solar manufacturing ever. 

• The South Korean plan is also a sign that the big green-energy subsidies in the recently 

passed Inflation Reduction Act are already drawing increased investment to the U.S. that 

otherwise may have gone to other countries. 

• That risk has already generated pushback from the European Union, prompting some 

limited concessions from the U.S.  We suspect that the U.S. subsidies will continue to 

spur concerns by other countries as more investment is redirected toward the U.S.  The 

U.S. program will also likely spur calls for similar subsidies in other countries. 

 

U.S. Oil and Gas Industry:  Despite popular perceptions that U.S. oil and gas drilling is at a 

standstill, the Wall Street Journal has an interesting article today showing that activity in at least 

some regions is actually beginning to boom again, especially in natural gas fields.  We still 

suspect that environmental regulations, the rise of green energy, and investor demands for capital 

discipline will slow new energy investment and contribute to higher energy prices in the future, 

but today’s article points to at least some new activity after a long period where high prices 

failed to prompt the usual supply response. 

 

U.S. Air Travel Industry: This morning, the Federal Aviation Administration halted all 

domestic air departures until at least 9:00 am ET due to an outage of its computer system that 

alerts pilots to advisories and other flight information.  The halt has reportedly produced 

numerous flight delays, pushing airline stocks lower. 

 

U.S. Economic Releases  

Lower interest rates boosted demand for home loans. According to an index tracked by the 

Mortgage Bankers Association, mortgage applications rose 1.2% in the week ending January 6. 

The uptick in loan requests was likely related to a drop in mortgage rates. The average 30-year 

fixed rate fell 16 bps from 6.58% to 6.42%. The sharp decline in borrowing costs led to a surge 

in refinancing applications which rose 5% from the prior week but failed to lift purchase 

applications which fell 1% in the same period. 

 

There are no economic releases or Fed 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 
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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. 
 

   
 

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

Australia Retail Sales m/m Nov 1.4% -0.2% 0.4% ** Equity bullish, bond bearish

CPI y/y Nov 7.3% 6.9% 7.2% ** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Dec -0.1 -3.9 -4.0 ** Equity bearish, bond bullish

South Korea Unemployment Rate m/m Dec 3.3% 2.9% 3.0% ** Equity and bond neutral

EUROPE

Italy Retail Sales y/y Nov 4.4% 1.3% 1.2% ** Equity bullish, bond bearish

AMERICAS

Mexico Industrial Production y/y Nov 3.2% 3.1% 2.8% *** Equity and bond neutral

Manufacturing Production y/y Nov 4.6% 5.3% 4.8% * Equity and bond neutral

Mexico International Reserves Weekly w/w 6-Jan $199.720b $199.094b * Equity and bond neutral

Brazil Retail Sales y/y Nov 1.5% 2.7% 1.9% *** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 478 481 -3 Up

3-mo T-bill yield (bps) 453 450 3 Up

TED spread (bps) 26 31 -5 Narrowing

U.S. Sibor/OIS spread (bps) 463 463 0 Up

U.S. Libor/OIS spread (bps) 464 464 0 Up

10-yr T-note (%) 3.58 3.62 -0.04 Flat

Euribor/OIS spread (bps) 228 227 1 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Down Up

Pound Down Up

Franc Flat Up
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Weather 

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

country, with cool-to-normal temperatures in the western third.  Wet conditions are expected 

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

Price Prior Change Explanation

Brent $80.61 $80.10 0.64%

WTI $75.49 $75.12 0.49%

Natural Gas $3.68 $3.64 1.21%

Crack Spread $35.44 $33.74 5.05%

12-mo strip crack $29.93 $29.05 3.02%

Ethanol rack $2.38 $2.39 -0.37%

Metals

Gold $1,877.43 $1,877.03 0.02%

Silver $23.77 $23.60 0.69%

Copper contract $410.20 $407.75 0.60%

Grains

Corn contract $657.50 $655.00 0.38%

Wheat contract $730.00 $731.00 -0.14%

Soybeans contract $1,494.25 $1,485.00 0.62%

Shipping

Baltic Dry Freight 1,096            1,139            -43

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 0.8

Distillates (mb) -1.4

Refinery run rates (%) 4.5%

Natural gas (bcf) -15

Energy Markets

DOE Inventory Report



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO 63119 | 314.743.5090 

www.confluenceinvestment.com 

 6 

Data Section 
 

U.S. Equity Markets – (as of 1/10/2023 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 1/10/2023 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. 


