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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 12, 2023—9:30 AM EST] Global equity markets are mostly higher this 

morning.  In Europe, the Euro Stoxx 50 is up 0.7% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.1%. Chinese markets were slightly higher, with the Shanghai 

Composite closing up marginally 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 (1/09/2023) (associated podcast will be available next 

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

• Weekly Energy Update (1/12/2023): We’re back!  The slow recovery of refinery 

operations after the Christmas cold snap, along with a drop in exports, led to a 

massive rise in inventories.  Be sure and check out the European temperature map; 

a balmy winter has prevented a spike in EU natural gas prices.   

• 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 on the latest Consumer Price Index 

report and its implications for Fed policy. Next, we discuss the impact that China’s reopening is 

having on markets. The report concludes with our thoughts on Germany’s response to the U.S. 

climate-change subsidy initiative.  

 

Inflation Nation: The CPI report will bolster expectations that the Fed will moderate monetary 

policy this year.  

● The December inflation report has bolstered expectations that the Fed will reduce the size 

of its rate hike at its next meeting. Last month, headline CPI rose 6.5% from the prior 
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year. The increase was in line with expectations and below the previous month’s report of 

7.1%. The cooling of inflation will give the Fed some flexibility if it decides to slow the 

pace of interest rate hikes. On Wednesday, Boston Fed President Susan Collins, a voting 

member, mentioned that she favored a 25 bps hike in February. Meanwhile, Fed Chair 

Jerome Powell’s lack of clarity on rate policy reinforced investor sentiment that he may 

favor a downshift in rate rises.  

● Although the Fed is considering moderation in its policy, other central banks are hesitant 

to follow suit. European central bank official Olli Rehn insisted that the ECB needs to 

raise rates significantly in its next meeting to contain inflation. His French counterpart 

Francois Villeroy also mentioned the importance of raising rates into restrictive territory. 

In Japan, a review of the central bank's ultra-easy monetary policy has led to speculation 

that the Bank of Japan could make another adjustment to its yield-curve-control ban. The 

reluctance to moderate policy in Europe is related to inflation being well above U.S. 

levels; meanwhile, rising inflation in Japan may force the bank to tighten.  

○ The combination of BOJ tightening speculation and Fed moderation has led to a 

strong uptick in the JPY.  

● A moderation in the Fed’s monetary tightening will allow other central banks in the 

developed world to close the interest gap with the U.S. The rise in rates in Europe and 

possibly Japan will put downward pressure on the greenback. If true, international 

equities could provide attractive opportunities. Additionally, a consistent deceleration in 

inflation suggests that the Fed may be able to pull off the elusive soft landing.  

 

China’s Back: There is much anticipation regarding the reopening of the Chinese economy, but 

the lack of COVID data may be a problem for markets. 

● Commodity prices are surging due to expectations that the end of China’s Zero-COVID 

restrictions will boost global demand for materials. On Wednesday, copper prices soared 

to $9000 a ton, its highest level since June 2022. The rampant rise in the metal is due to 

hopes that the increase in economic activity in China will boost global growth. Oil prices 

had a similar bounce as the price of crude jumped 3% on Wednesday, despite a strong 

build-up in U.S. inventories. It is now expected that Brent could hit $110 a barrel by the 

third quarter when China and other Asian economies fully reopen.  

○ The optimism has boosted Chinese equities. Year-over-year performance of the 

MSCI China Price Index has now surpassed the S&P 500.  

https://www.reuters.com/markets/us/feds-collins-leans-toward-quarter-point-rate-increase-nyt-2023-01-11/
https://www.reuters.com/markets/us/futures-edge-lower-ahead-powells-speech-2023-01-10/
https://www.reuters.com/business/finance/ecb-needs-significant-rate-hikes-coming-meetings-rehn-says-2023-01-11/
https://www.reuters.com/business/finance/ecb-needs-significant-rate-hikes-coming-meetings-rehn-says-2023-01-11/
https://www.reuters.com/markets/rates-bonds/ecbs-villeroy-sees-rate-hikes-pragmatic-pace-coming-months-2023-01-11/
https://www.bloomberg.com/news/articles/2023-01-12/yen-climbs-as-traders-weigh-report-on-boj-side-effects-check?sref=uIvt3NFS
https://financialpost.com/pmn/business-pmn/copper-rises-above-9000-for-first-time-since-june
https://financialpost.com/pmn/business-pmn/copper-rises-above-9000-for-first-time-since-june
https://www.bloomberg.com/news/articles/2023-01-10/oil-dips-as-industry-data-point-to-hefty-rise-in-us-stockpiles?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-10/oil-dips-as-industry-data-point-to-hefty-rise-in-us-stockpiles?sref=uIvt3NFS
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● Despite the improvement in market sentiment, the lack of infection data from China is 

troubling. Beijing has not updated its daily COVID reports for three days. Although the 

reduction of tests rendered the data mostly meaningless, the lack of transparency is 

feeding concerns that the spread of the virus may be worse than the government 

originally anticipated. One hospital in China reported that half of its 2000 workers were 

infected with the virus. Meanwhile, local officials in Henan, the country’s third most 

populous province, revealed that over 90% of the region had been infected. The mystery 

behind the scale of the spread has led neighboring countries to push for more testing for 

tourists leaving China.  

● A severe outbreak is potentially detrimental to the global economy. A major unknown is 

how the recent rise in infections could impact consumer psychology. Although it is 

tempting to believe that things will return to normal after the recent wave, there is also 

the possibility that people will be much more cautious, particularly when it comes to 

services. Hence, the recovery may not be as robust as the current market pricing suggests.  

Spending during the Lunar New Year will likely provide insight as it is one of the year's 

biggest shopping periods for China. A sharp increase in sales should boost optimism 

about China’s recovery.  

 

Berlin Shrugs: Germany may be more open to allowing the U.S. to implement its climate-

change subsidies than its comments suggest. 

● The European Union is moving to compete against the U.S. in the green energy race.  

German Chancellor Olaf Scholz is pushing for the EU to create financial instruments to 

make it easier for countries to provide incentives for green investment. Although Scholz 

did not explicitly call for EU bonds, he did advocate for joint financing instruments to 

help budget-strapped countries. The call was in response to the U.S. act that gives tax 

credits to consumers who buy electric cars made in North America. If the EU were to 

follow through on the initiative, it could pave the way for stimulus throughout the bloc. 

● The possibility of a joint EU venture reinforced investor optimism that a recession within 

the region will not be as severe as originally thought. The gap between Italian and 

German 10-year bonds, a gauge of European financial stress, has shrunk by 53 bps to 

https://www.bloomberg.com/news/articles/2023-01-12/china-stops-reporting-covid-tally-as-data-criticism-intensifies
https://www.cnbc.com/2023/01/12/chinese-hospital-says-half-of-its-staff-got-covid-.html
https://www.cnbc.com/2023/01/12/chinese-hospital-says-half-of-its-staff-got-covid-.html
https://www.nbcnews.com/news/world/china-covid-travel-restrictions-rcna64860
https://www.nbcnews.com/news/world/china-covid-travel-restrictions-rcna64860
https://news.bloomberglaw.com/international-trade/germanys-scholz-backs-joint-eu-funding-to-counter-us-aid-1
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start the year. Meanwhile, the EUR has surged to parity with the CHF and has been able 

to hold its value against the USD. The improved outlook has encouraged investors to 

pour in half a trillion dollars to purchase European bonds, suggesting strong demand for 

more European assets. However, despite Scholz’s tough talk, we are not confident that he 

is serious about a push for EU-wide investment.  

● Although Scholz’s proposal suggests that he supports a pro-European stimulus package, 

it isn’t clear if it is a genuine plan. In theory, Germany could implement a similar policy 

unilaterally without EU consent as it did with its controversial energy subsidy. Its 

unwillingness to do so suggests that it is ambivalent toward the U.S. incentive program. 

If true, this may disappoint the Biden administration as we suspect it wants the EU to 

implement a stimulus program supporting European firms. In our view, Washington 

believes that with increased state action, the EU could become less dependent on China.  

○ That said, if Scholz follows through on the proposal, the EU will likely create a 

plan that favors lending and subsidizing firms. This scenario would benefit 

European equities; however, such a plan could take months or maybe years to 

implement.  

 

U.S. Economic Releases  

In today’s most important report, the December Consumer Price Index (CPI) fell by a seasonally 

adjusted 0.1%, exactly as expected and almost enough to offset the 0.1% rise in November.  

Excluding the volatile food and energy components, the “core” CPI rose 0.3%, matching 

expectations but marking an acceleration from the November increase of 0.2%.  The overall CPI 

in December was up 6.5% from the same month one year earlier, while the core CPI was up 

5.7%.  In each case, the annual rise matched expectations and marked a modest slowdown in 

inflation compared with the prior month.  The chart below shows the year-over-year change in 

the CPI and the core CPI since 1980. 

 

 
 

https://www.bloomberg.com/news/articles/2023-01-11/euro-climbs-to-parity-with-swiss-franc-for-first-time-since-july
https://www.bloomberg.com/news/articles/2023-01-11/europe-debt-demand-is-already-at-half-a-trillion-dollars-in-2023
https://www.politico.eu/article/margrethe-vestager-eu-germany-energy-subsidy-race/
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Separately, initial applications for unemployment benefits in the week ending January 7 came in 

at a seasonally adjusted 205,000, far below the anticipated reading of 215,000 but only a slight 

decline from the prior week’s revised reading of 206,000.  The four-week moving average of 

initial claims, which helps smooth out some of the volatility in the series, fell to a nearly three-

month low of 212,500.  Meanwhile, the number of people continuing to draw benefits in the 

week ending December 31 fell to 1.634 million, well below both the expected level of 1.710 

million and the previous week’s revised level of 1.697 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 detail on recent trends, the chart below shows how initial jobless claims have 

changed just since mid-2021. 
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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. 
 

 

 

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

14:00 Monthly Budget Statement m/m Dec -$60.0b -$21.3b **

EST Speaker or Event

11:30 James Bullard Discusses the U.S. Economy and Economic Outlook President of the Federal Reserve Bank of St. Louis

12:40 Thomas Barkin Speaks in Richmond President of the Federal Reserve Bank of Richmond

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan BoP Current Account Balance m/m Nov ¥1803.6b -¥64.1b ¥481.0b *** Equity bullish, bond bearish

BoP Trade Balance m/m Nov ¥1918.5b -¥1875.4b -¥1620.0b ** Equity bullish, bond bearish

Australia Trade Balance m/m Nov A$13.201b A$12.217b A$12.743b *** Equity and bond neutral

Exports m/m Nov 0.0% -1.0% * Equity and bond neutral

Imports m/m Nov -1.0% -1.0% -2.0% * Equity and bond neutral

New Zealand Building Permits m/m Nov 7.0% -10.7% ** Equity bullish, bond bearish

China PPI y/y Dec -0.7% -1.3% -0.1% ** Equity bullish, bond bearish

CPI y/y Dec 1.8% 1.6% 1.8% *** Equity and bond neutral

India Industrial Production y/y Nov 7.1% -0.4% -4.2% *** Equity bullish, bond bearish

CPI y/y Dec 5.7% 5.9% 5.9% *** Equity and bond neutral

AMERICAS

Brazil IBGE Services Volume y/y Nov 6.3% 9.5% 9.7% * 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 across the entire 

eastern half of the country, with cool-to-normal temperatures in the Southwest.  Wet conditions 

are expected in the Midwest and along the East Coast, with dry conditions expected in the 

Southwest.  

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 451 455 -4 Up

TED spread (bps) 30 23 7 Narrowing

U.S. Sibor/OIS spread (bps) 466 463 3 Up

U.S. Libor/OIS spread (bps) 467 465 2 Up

10-yr T-note (%) 3.51 3.54 -0.03 Up

Euribor/OIS spread (bps) 230 228 2 Up

Currencies Direction

Dollar Down Down

Euro Flat Up

Yen Up Up

Pound Down Up

Franc Down Up

Price Prior Change Explanation

Brent $83.83 $82.67 1.40%

WTI $78.45 $77.41 1.34%

Natural Gas $3.78 $3.67 3.02%

Crack Spread $35.74 $35.19 1.55%

12-mo strip crack $30.49 $30.14 1.14%

Ethanol rack $2.35 $2.36 -0.55%

Metals

Gold $1,887.18 $1,875.69 0.61%

Silver $23.75 $23.42 1.44%

Copper contract $414.85 $416.60 -0.42%

Grains

Corn contract $658.50 $656.00 0.38%

Wheat contract $740.75 $740.00 0.10%

Soybeans contract $1,501.50 $1,493.00 0.57%

Shipping

Baltic Dry Freight 1,043            1,096            -53

Actual Expected Difference

Crude (mb) 19.0 -2.0 21.0

Gasoline (mb) 4.11 0.8 3.4

Distillates (mb) -1.1 -1.4 0.3

Refinery run rates (%) 4.5% 4.5% 0.0%

Natural gas (bcf) -9

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/11/2023 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 1/11/2023 close) 

 

-4% -2% 0% 2% 4% 6% 8%
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Cash

Growth
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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 12, 2023 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 1/11/2023 = 18.9x

 
 

Based on our methodology,1 the current P/E is 18.9x, up 0.3x from last week.  Falling earnings 

estimates led to the multiple expansion. 
 

 

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. 


