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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 13, 2023—9:30 AM EST] Global equity markets are mixed 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 up 1.3%. Chinese markets were higher, with the Shanghai Composite closing up 

1.0% and the Shenzhen Composite closing up 0.9%. 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 (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 a discussion on whether the Fed is close to ending 

its rate-hiking cycle. Next, we explain why changes to Japan's controversial yield-curve-control 

policy pose a risk to the international financial system. The report ends with our thoughts on the 

state of the global economy. 

 

Is the Fed Finished? Investors and policymakers are growing confident that inflation is on the 

right path; however, the two groups disagree about when tightening will end.  

● The latest CPI data showed that inflation is continuing to decelerate. Consumer prices 

rose 6.5% from the prior year, the slowest increase since October 2021. The easing of 
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price pressures has added to the speculation that the Fed will reduce the size of its rate 

hike to 25 bps at its next meeting in February, with some investors pricing in a pause for 

March. That said, Fed officials insist that the central bank is not finished. St. Louis Fed 

President James Bullard insists that the Fed quickly raise rates above 5%, while 

Richmond Fed President Thomas Barkin urged the central bank to be deliberate in its 

next rate increases. 

● The market responses to the data were relatively mixed. U.S. Equities whipsawed but 

ultimately closed higher. Meanwhile, the U.S. dollar index dipped, and the ten- and 2-

year bond-yield spread narrowed. The overall mood of investors appeared to be bullish 

for stocks as traders now believe that the Fed is nearing the end of its tightening cycle. 

After the report, swaps signaled less than 50 bps of tightening over the next two FOMC 

meetings, a sign that investors believe the next hike could be the last one. 

● It is unlikely that the Federal Reserve will pause rate hikes before lifting its policy rate 

above 5%. If 2022 serves as a guide, the Fed will lift rates whether markets like it or not. 

Recent comments from Fed Chair Jerome Powell reinforce this belief. On Tuesday, he 

warned that the central bank is prepared to raise rates despite political pressures to stop. 

We suspect that the Fed views the tight labor market as evidence that it can raise rates 

even during a recession. Thus, market bets of an imminent pause may be short-sighted 

while inflation remains well above the Fed’s 2% target. 

 

JGB Headaches: The Bank of Japan continues to deal with the fallout after it widened the target 

range for yields on 10-year bonds. 

● The announcement that the BOJ will review the side effects of its ultra-loose monetary 

policy has led to speculation that it could end yield-curve control (YCC). On Friday, the 

central bank vowed to intervene in markets after traders pushed the yield on the 10-year 

JGB above the 0.50% target. The jolt in yields was related to a Citigroup report which 

predicted that the bank could abandon YCC as soon as next week. The added pressure for 

the BOJ to pivot away from its ultra-loose accommodative policy has boosted the JPY. 

The currency has now surged more than 3% against the dollar since January 11.  

● Although the BOJ has consistently maintained that its decision to widen the target range 

on 10-year bonds was to improve market functionality, traders have interpreted the move 

as a sign that it was preparing to tighten policy to address rising inflation. As a result, the 

bank may be forced to delay ending YCC until markets are calmer. 

● The market rout in Japan poses a risk to the global financial system. The country's low-

interest rates and cheap currency have made it attractive for investors to generate 

arbitrage profits, known as the yen carry trade. In this situation, investors borrow in one 

currency and invest the money into high-yielding assets in another currency. As a result 

of the JPY’s relative weakness against the dollar, it was used as the go-to funding source 

for cross-border lending, and, therefore, a sharp appreciation in the currency will make it 

more expensive for borrowers to make debt payments. 

https://finance.yahoo.com/news/fed-bullard-favors-getting-rates-170238076.html
https://www.bloomberg.com/news/articles/2023-01-12/fed-s-barkin-says-appropriate-to-raise-rates-more-deliberately
https://www.bloomberg.com/news/articles/2023-01-12/fed-s-barkin-says-appropriate-to-raise-rates-more-deliberately
https://www.bloomberg.com/news/articles/2023-01-12/swaps-show-small-chance-that-fed-doesn-t-hike-in-march-at-all
https://finance.yahoo.com/news/boj-announces-additional-bond-buying-080400231.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAAL1OadG_lsX5wasgAWOU08pQ057xzBmpp1SSkuhxC96B9lMpVNzNUVQ6Z2sB6NqXtTYHzvJ1XRIcReb7sJt2sY65iuJbICgjwf3ZETYMzyW7dT2hWrrw_sQ0mz1cAJ9VKKzNlQ01--mFd2_hOmA1JH3v5kf5Zk5bGWd-gckcrj3_
https://www.ft.com/content/292a40d1-39c2-42bb-8b33-e0298c6f2338
https://www.ft.com/content/292a40d1-39c2-42bb-8b33-e0298c6f2338
https://www.ft.com/content/d7862cee-aed0-4af5-9673-08240f066d82
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• The fight against inflation has made the market very sensitive to changes in monetary 

policy. Hence, central banks and governments must be mindful of major policy changes 

as they could create a financial crisis. The international financial system narrowly 

avoided a blowup last year following the release of former U.K. Prime Minister Liz 

Truss’s disastrous mini-budget.  

○ As previous reports mentioned, we suspect a U.S. recession is imminent but will 

likely be of the garden variety. However, a financial crisis, housing market crash, 

or major geopolitical event could cause a severe downturn. 

  

Recession Receding: There is growing optimism that the global economy is positioned to 

bounce back from its slowdown.  

● The IMF believes that the global economy may have averted a recession but has warned 

that the situation is still fragile. Warmer-than-expected weather helped cushion Europe 

from the worst of the effects from the war in Ukraine. The better temperatures have 

meant that EU countries have not needed to use much of their energy inventory through 

the winter thus far. As a result, Europe has been able to avoid a possible energy crisis. 

The U.K. also appears to be on better footing. The latest GDP figure showed that the 

economy grew in November, suggesting that the U.K. avoided a recession toward the end 

of 2022.  

● China still poses a risk to the global economy. The latest trade figures from the country 

showed that exports fell 9.9% in dollar terms from the previous year, while imports fell 

7.5% in the same period. The sharp drop in foreign and domestic sales reflects the 

devastating impact that Zero-COVID has had on demand and production within the 

country. Although there is much optimism that the country’s reopening will help lift 

world GDP growth, the chaotic transition away from these restrictions threatens to 

undermine the confidence of the Chinese consumer, which could crimp future spending.  

https://www.nytimes.com/2023/01/12/business/imf-global-economy-recession.html
https://www.wsj.com/articles/europes-mild-winter-cushions-economic-blow-of-ukraine-war-11673604102
https://www.wsj.com/articles/europes-mild-winter-cushions-economic-blow-of-ukraine-war-11673604102
https://www.theguardian.com/business/2023/jan/13/uk-economy-grew-in-november
https://www.theguardian.com/business/2023/jan/13/uk-economy-grew-in-november
https://www.bloomberg.com/news/videos/2023-01-13/china-economy-exports-tumble-9-9-in-dec-as-global-demand-falls
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○ Chinese Lunar New Year should provide insight into the psychological impact 

that the transition has had on consumers. A jump in spending will be a positive 

sign for the global economy. 

● Despite the upbeat outlook on the global economy, it is important to remember that many 

countries will likely face economic contractions this year. The length and severity of the 

downturns depend on the cause of the contraction. A major unknown is whether central 

banks will tighten during this period. Policymakers from the European Central Bank, 

Federal Reserve, and the Bank of England have held steadfast to the idea that increasing 

rates in a downturn is not out of the question. However, markets have doubts as to 

whether these officials are serious. As a result, investors should still be vigilant of sudden 

market changes. 

 

U.S. Economic Releases  

December import prices were up 0.4% from the previous month, compared with an expected 

decline of 0.9% and a revised decline of 0.7% in November.  Of course, import prices are often 

driven by volatility in the petroleum fuels category, but that didn’t reverse the tenor of the report 

this time.  December import prices excluding fuels were up 0.8%, versus expectations they 

would repeat their 0.3% decline in the prior month.  Overall import prices in December were up 

3.5% year-over-year, while import prices excluding fuels were up 1.9%.  The chart below shows 

the year-over-year change in import prices since just before the previous recession. 

 

 
 

Export prices in December were up 5.0% from one year earlier, in large part because of the key 

agriculture category.  Comparing the annual change in export prices versus import prices 

provides a sense of the U.S. “terms of trade,” or the relative advantage or disadvantage the 

country is facing because of trends in international trade prices.  The chart below compares the 

year-over-year change in U.S. export and import prices 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

10:00 U. of Michigan Consumer Sentiment m/m Jan P 60.7 59.7 ***

10:00 U. of Michigan Current Conditions m/m Jan P 60.0 59.4 **

10:00 U. of Michigan Future Expectations m/m Jan P 59.0 59.9 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Jan P 4.3% 4.4% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Jan P 2.9% 2.9% *

EST Speaker or Event

10:00 Neel Kashkari Makes Welcoming Remarks President of the Federal Reserve Bank of Minneapolis

10:20 Patrick Harker Speaks at Event on the Economic Outlook President of the Federal Reserve Bank of Philadelphia

Economic Releases

Federal Reserve

District or Position
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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 Japan Buying Foreign Bonds w/w 6-Jan ¥566.8b -¥459.5b -¥91.8b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 6-Jan -¥271.2b -¥4862.3b -¥605.2b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 6-Jan -¥199.1b -¥265.1b ¥131.9b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 6-Jan ¥829.4b ¥517.1b ¥662.9b * Equity and bond neutral

Japan Money Stock M2 y/y Dec 2.9% 3.1% ** Equity and bond neutral

Money Stock M3 y/y Dec 2.5% 2.7% ** Equity and bond neutral

South Korea Export Price Index y/y Dec 3.1% 8.6% 8.3% * Equity bullish, bond bearish

Import Price Index y/y De 9.1% 14.2% 14.0% * Equity bullish, bond bearish

China Trade Balance m/m Dec $78.1b $69.84b $76.9b *** Equity and bond neutral

Exports y/y Dec -9.9% -8.7% -11.1% ** Equity and bond neutral

Imports y/y Dec -7.5% -10.6% -10.0% ** Equity and bond neutral

EUROPE

Eurozone Industrial Production WDA y/y Nov 2.0% 3.4% 0.8% ** Equity bullish, bond bearish

Trade Balance SA m/m Nov -15.2b -28.3b -28.1b ** Equity bullish, bond bearish

Germany Current Account Balance m/m Nov 16.9b 5.9b 5.7b ** Equity bullish, bond bearish

France CPI y/y Dec F 5.9% 5.9% 5.9% *** Equity and bond neutral

CPI, EU Harmonized y/y Dec F 6.7% 6.7% 6.7% ** Equity and bond neutral

Italy Industrial Production WDA y/y Nov -3.7% 1.6% *** Equity bearish, bond bullish

UK Industrial Production y/y Nov -5.1% -2.4% -4.7% *** Equity and bond neutral

Manufacturing Production y/y Nov -5.9% -4.6% -5.7% ** Equity and bond neutral

Trade Balance m/m Nov -£1.802b -£1.785b -£2.500b ** Equity and bond neutral

Visible Trade Balance m/m Nov -£15.623b -£14.476b -£14.900b ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 30-Dec 16.19t% * Equity and bond neutral

Gold and Forex Reserves m/m 6-Jan $582.0b $577.5b *** Equity and bond neutral

AMERICAS

Brazil Economic Activity Index y/y Nov 1.65% 3.68% 3.75% ** Equity bearish, bond bullish

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 482 481 1 Up

3-mo T-bill yield (bps) 446 448 -2 Up

TED spread (bps) 36 33 3 Tightening

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

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

10-yr T-note (%) 3.48 3.44 0.04 Up

Euribor/OIS spread (bps) 229 230 -1 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Up Up

Pound Down Up

Franc Down Up

Central Bank Action Current Prior Expected

Bank of Korea 7-Day Repo Rate 3.500% 3.250% 3.500% On Forecast
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Weather 

The 6-10 and 8-14 day forecasts show warmer-than-normal temperatures across the entire 

eastern half of the country, with cooler-than-normal temperatures in the Southwest.  Wet 

conditions are expected throughout the entire country except for the Southwest.  

Price Prior Change Explanation

Brent $84.39 $84.03 0.43%

WTI $78.78 $78.39 0.50%

Natural Gas $3.67 $3.70 -0.65%

Crack Spread $35.66 $35.64 0.06%

12-mo strip crack $30.64 $30.58 0.20%

Ethanol rack $2.36 $2.36 0.17%

Metals

Gold $1,896.11 $1,897.09 -0.05%

Silver $23.61 $23.78 -0.70%

Copper contract $416.20 $419.65 -0.82%

Grains

Corn contract $671.75 $671.00 0.11%

Wheat contract $742.25 $742.75 -0.07%

Soybeans contract $1,517.75 $1,518.50 -0.05%

Shipping

Baltic Dry Freight 976                1,043            -67

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) -12 -9 -3.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/12/2023 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 1/12/2023 close) 

 

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

Commodities
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Growth

Large Cap
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US Corporate Bond
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Mid Cap

Foreign Developed ($)
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Small Cap
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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 
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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. 


