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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 18, 2023—9:30 AM EST] Global equity markets are slightly higher this 

morning.  In Europe, the Euro Stoxx 50 is up 0.1% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.3%. Chinese markets were slightly higher, with the Shanghai 

Composite closing flat and the Shenzhen Composite closing up 0.2%. U.S. equity index futures 

are signaling a sideways open. 

 

With 34 companies having reported so far, S&P 500 earnings for Q4 are running at $54.10 per 

share, compared to estimates of $52.85.  Of the companies that have reported thus far, 76.5% 

have exceeded expectations while 20.6% have fallen short of expectations.  

 

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) (with associated podcast) “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 (1/17/2023) (podcast will be available January 20):    

“The Master of Surprise”   

• 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 upward revision in the International Energy Agency’s 

forecast for global oil demand this year, which is giving a boost to oil prices so far this morning.  

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

affect the financial markets today, including an unexpected decision by the Bank of Japan that 

has given a boost to Japanese stocks but has driven down the JPY. 

 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_1_9_2023.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_12_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_12_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_12_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_12_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q422.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_17_2023.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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Global Oil Market:  In its monthly forecast, the IEA stated that the end of China’s strict 

pandemic shutdowns should lead to a further rise in oil demand this year, even though the 

COVID-19 infections sweeping through China right now are causing widespread economic 

disruptions at the moment.  With U.S. and European oil usage also looking firmer this year, the 

agency therefore predicted total global oil demand in 2023 will rise to a record-high average of 

101.7 million barrels per day, up 1.9 mbpd from 2022. 

• The news is helping to give global oil prices a further boost so far this morning. 

• Brent crude oil futures are currently up approximately 1.6% to $87.30 per barrel. 

 

China:  In another sign that China is easing up on its economic restrictions and trying to ease 

tensions with the West, the country’s censors have reportedly cleared two Marvel superhero 

movies from The Walt Disney Company (DIS, $99.91).  That marks the first Chinese clearances 

for Marvel movies since 2019, and the films will be allowed to be shown in China next month. 

 

Japan:  The BOJ today kept its monetary policy unchanged, with a yield target of -0.1% for 

short-term obligations and a cap of 0.5% for 10-year notes.  The decision to hold steady came 

after a surprise tightening last month.  That disappointed many investors who had bet on a 

further hike in the 10-year yield and a potential end to the BOJ’s long experiment with yield- 

curve control.  In response, Japanese bond yields have declined sharply so far today, pushing 

down the JPY and boosting Japanese equity markets. 

 

European Union:  In her address at Davos yesterday, European Commission President von der 

Leyen said that the EU will respond to the recent U.S. subsidies for green technologies by easing 

its restrictions on state aid to industry and pumping cash into strategic climate-friendly 

businesses.  However, her proposed program would still need a unanimous buy-in across all EU 

countries, and some national leaders believe a better way to keep investment in the EU is to 

boost the bloc’s productivity, increase research spending, and bring down energy prices. 

• EU leaders believe the $369 billion in green subsidies under the Inflation Reduction Act 

will likely draw massive amounts of investment out of Europe and toward the U.S., and 

they worry that EU countries don’t have the fiscal space to compete with the U.S. 

• However, the Biden administration continues to argue that the EU should adopt similar 

“complementary” subsidies that would strengthen the EU as a member of the evolving 

U.S. geopolitical bloc and reduce the EU’s dependence on China and the countries in its 

bloc. 

 

United Kingdom:  The December Consumer Price Index (CPI) was up 10.5% year-over-year, 

marking a modest cooling in inflation after the index rose 10.7% for the year to November.  

However, excluding the volatile food and energy components, the December Core CPI was still 

up 6.3%, unchanged from the inflation rate in November. 

• Overall British inflation has now slowed for two straight months, but only modestly, and 

the wave of strikes now sweeping across the country threaten to buoy wage costs and 

inflation for months to come. 

https://www.wsj.com/articles/oil-demand-to-hit-record-level-this-year-as-china-reopens-iea-says-11674033745
https://www.wsj.com/articles/oil-demand-to-hit-record-level-this-year-as-china-reopens-iea-says-11674033745
https://www.ft.com/content/b5179624-296d-417f-ac82-ec34b6b63cab
https://www.wsj.com/articles/disney-gets-boost-as-china-clears-marvel-superhero-films-for-release-11674026977?mod=hp_lista_pos3
https://www.wsj.com/articles/disney-gets-boost-as-china-clears-marvel-superhero-films-for-release-11674026977?mod=hp_lista_pos3
https://www.wsj.com/articles/pressure-rises-on-bank-of-japan-for-further-policy-shift-11673946081
https://www.ft.com/content/4177cec6-7f93-41da-aa1e-028afb7601f8
https://www.wsj.com/articles/u-k-inflation-fell-for-second-month-following-global-move-11674028067?mod=economy_lead_pos5
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• The Bank of England is, therefore, still expected to keep hiking interest rates at its next 

policy meeting in February. 

 

Russia:  Defense Minister Shoigu outlined a long-term expansion of the country’s military in 

which total personnel would rise to 1.50 million in 2026 from the current 1.15 million.  The plan 

would also include the creation of new military districts centered on Moscow and St. Petersburg 

and the establishment of an army corps in the exclave of Karelia. 

• The expansion of the country’s military will coincide with a likely pullback in economic 

activity because of factors such as Western sanctions and mass emigration. 

• As a result, Russia is likely edging closer to the day when its defense spending exceeds 

10% of gross domestic product – a “defense burden” that has historically created 

headwinds for economic growth. 

 

Turkey:  President Erdoğan announced that the country’s next presidential and parliamentary 

elections would be pulled forward by one month to May 14.  Erdoğan’s support in public opinion 

polls is currently at rock bottom because of soaring inflation, high unemployment, and a 

currency crisis.  However, he appears to be gambling that a recent spate of public spending 

programs and his aggressive foreign policy will help him eke out a win and stay in power. 

 

U.S. Labor Market:  As early as today, Microsoft (MSFT, $240.35) is expected to announce 

another round of layoffs, making it one more in a string of high-profile information technology 

firms that are shedding workers.  Besides technology, it also appears that rising interest rates and 

the implosion of the housing market have prompted significant layoffs in the real estate and 

financial services industries. 

• Nevertheless, with the economy facing an overall shortage of workers, many of those 

being laid off appear to be finding other jobs quickly.  That’s evident in the weekly data 

on initial jobless claims, which haven’t increased appreciably despite the technology and 

real estate layoffs. 

• Indeed, one benefit to the layoffs is that the released workers become available to other 

industries that are growing but have had trouble finding workers, such as defense. 

 

U.S. Bank Regulation:  Acting Comptroller of the Currency Michael Hsu warned that a bank is 

probably too big to manage effectively and should be broken up if it repeatedly fails to resolve 

longstanding deficiencies despite reprimands from its regulators and onerous restrictions such as 

caps on its growth.  The statement highlights the increased regulatory and antitrust risk facing 

many industries under the Biden administration. 

 

U.S. Investment Strategy:  An interesting article in the Wall Street Journal describes how 

financial firms are currently in intense disagreement over the future of the “60/40” portfolio, in 

which 60% of assets are allocated to stocks and 40% to bonds.  Although the 60/40 portfolio 

largely failed to protect its investors from big negative returns in 2022, its adherents maintain 

that it was a rare, one-off occurrence.  Others believe a fundamental change may be in order, a 

viewpoint which we share, given the likelihood of a secular bear market in bonds and unusually 

good prospects for gold and other commodities.  For example, a decent standard asset allocation 

https://www.wsj.com/articles/zelensky-calls-on-allies-to-speed-up-arms-supplies-as-kyiv-warns-of-fresh-russian-offensive-11673952963?mod=hp_lead_pos12
https://www.wsj.com/articles/zelensky-calls-on-allies-to-speed-up-arms-supplies-as-kyiv-warns-of-fresh-russian-offensive-11673952963?mod=hp_lead_pos12
https://www.ft.com/content/04601530-608d-4bf0-8011-00d8f4c153e8
https://www.ft.com/content/04601530-608d-4bf0-8011-00d8f4c153e8
https://www.wsj.com/articles/microsoft-plans-to-announce-layoffs-as-early-as-wednesday-morning-11674001917?mod=hp_lead_pos3
https://www.wsj.com/articles/microsoft-plans-to-announce-layoffs-as-early-as-wednesday-morning-11674001917?mod=hp_lead_pos3
https://www.wsj.com/articles/too-big-to-manage-banks-may-face-breakup-top-regulator-says-11673982801?mod=us_more_pos3
https://www.wsj.com/articles/too-big-to-manage-banks-may-face-breakup-top-regulator-says-11673982801?mod=us_more_pos3
https://www.wsj.com/articles/too-big-to-manage-banks-may-face-breakup-top-regulator-says-11673982801?mod=us_more_pos3
https://www.wsj.com/articles/blackrock-vs-goldman-in-the-fight-over-60-40-11673728658
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going forward may allocate almost half the previous bond allocation of 40% to gold and 

commodities. 

 

U.S. Economic Releases  

 

A steady decline in interest rates led to a major boost in mortgage loan demand. According to an 

index tracked by the Mortgage Bankers Association, mortgage application surged 27.9% in the 

week ending January 13. The huge jump in mortgage applications was related to a drop in 

borrowing costs. The average 30-year fixed-rate mortgage fell from 6.42% to 6.23%; its lowest 

level in four months. As a result, the MBA tracker for refinancing and home purchases rose 

24.7% and 34.2% from the prior week, respectively.  

 

A second consecutive drop in retail sales added to worries that the economy is slowing. 

According to the U.S. Census Bureau, retail sales fell 1.1% in December. The reading was below 

the previous month’s revised reading of -1.0% and consensus estimate of -0.9%. The slump in 

sales was driven by a drop in gas receipts. Excluding gas, retail sales fell by a modest 0.7% from 

the prior month. The retail sales group, which excludes autos, gas, and building materials, also 

fell 0.7% from the prior month, compared to expectations of a decline of 0.1% and previous 

month’s revised increase of 0.2% 

 

 
 

The chart above shows the level of retail sales. Although retail sales are up 6% when compared 

to the prior year, consumer receipts have dipped 2.1% since October. Because retail sales are a 

major component of consumption, which makes up 70% of GDP, a steep slowdown suggests that 

the economy may be heading toward contraction. 

 

On a positive note, producer prices declined in December indicating that inputs for goods are 

becoming more affordable. According to the Bureau of Labor Statistics, producer prices fell 

0.5% from the prior month. The reading was below the previous month figure of a 0.3% rise and 
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the consensus estimate of a decline of 0.1%.  Excluding food and energy, PPI rose 0.1% from the 

prior month. Meanwhile core PPI, which removes food, energy, and trade, rose 0.1% from the 

prior month, slightly below expectations of an increase of 0.2%. 

 

 
 

The chart above shows the annual change in the headline PPI and core PPI. Headline PPI fell 

6.2% from the prior year, while core PPI fell 4.6% in the same period.   

 

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 

EST Indicator Expected Prior Rating

9:15 Industrial Production m/m Dec -0.1% -0.2% ***

9:15 Industrial Capacity Utilization m/m Dec 79.5% 79.7% **

10:00 NAHB Housing Market Index m/m Jan 31 31 **

16:00 Net Long-term TIC Flows m/m Nov $67.8b **

16:00 Total Net TIC Flows m/m Nov $179.9b **

EST Speaker or Event

9:00 Raphael Bostic Makes Welcoming Remarks at Academic Conference President of the Federal Reserve Bank of Atlanta

14:00 U.S. Federal Reserve Releases Beige Book Federal Reserve Board

14:00 Patrick Harker Discusses the Economic Outlook President of the Federal Reserve Bank of Philadelphia

17:00 Lorie Logan Gives Speech in Austin President of the Federal Reserve Bank of Dallas

Economic Releases

Federal Reserve

District or Position



 

 

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

www.confluenceinvestment.com 

 6 

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

Japan Core Machine orders y/y Nov -3.7% 0.4% 1.6% ** Equity bearish, bond bullish

Japan Industrial Production y/y Nov F -0.9% -1.3% *** Equity and bond neutral

Japan Capacity Utilization m/m Nov -1.4% 2.2% ** Equity bearish, bond bullish

New Zealand REINZ House Sales y/y Dec -39.0% -36.1% ** Equity and bond neutral

EUROPE

Eurozone Construction Output y/y Nov 1.3% 2.2% 1.9% * Equity bearish, bond bullish

Eurozone CPI y/y Dec F 9.2% 9.2% 9.2% *** Equity and bond neutral

Core CPI y/y Dec F 5.2% 5.2% 5.2% ** Equity and bond neutral

Eurozone EU27 New Car Registrations y/y Dec 12.8% 16.3% * Equity bearish, bond bullish

UK CPI y/y Dec 10.5% 10.7% 10.5% *** Equity and bond neutral

Core CPI y/y Dec 6.3% 6.3% 6.2% * Equity and bond neutral

Retail Price Index y/y Dec 360.4             358.3             360.9             ** Equity and bond neutral

RPI YoY y/y Dec 13.4% 14.0% 13.6% ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 13-Jan $200.62 $199.720b * Equity and bond neutral

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 Down Down

Euro Up Up

Yen Down Up

Pound Up Up

Franc Up Up

Central Bank Action Current Prior Expected

Bank of Japan Policy Balance Rate -0.100% -0.100% -0.100% On Forecast

Bank of Japan 10-Yr Yield Target 0.000% 0.000% 0.000% On Forecast
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Weather 

The 6-10 and 8-14 day forecasts show that cooler-than-normal temperatures are expected for 

most of the country. Meanwhile, warmer-than-normal temperatures on the East Coast are 

expected to recede southward.  Wet conditions are expected throughout the majority of the 

country, with dry conditions expected in the Pacific region.  

Price Prior Change Explanation

Brent $87.25 $85.92 1.55%

WTI $81.71 $80.18 1.91%

Natural Gas $3.44 $3.59 -4.21% Supply Optimism

Crack Spread $36.79 $36.43 0.98%

12-mo strip crack $31.88 $31.57 0.99%

Ethanol rack $2.40 $2.39 0.13%

Metals

Gold $1,916.49 $1,908.69 0.41%

Silver $24.23 $23.93 1.24%

Copper contract $430.00 $422.30 1.82%

Grains

Corn contract $688.25 $685.25 0.44%

Wheat contract $758.75 $751.75 0.93%

Soybeans contract $1,545.00 $1,539.75 0.34%

Shipping

Baltic Dry Freight 921                946               -25

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 0.8

Distillates (mb) -1.4

Refinery run rates (%) 4.5%

Natural gas (bcf) -12

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/17/2023 close) 

 

-5% 0% 5% 10%

Healthcare

Consumer Staples

Utilities

Energy

Industrials

S&P 500

Financials

Technology

Materials

Real Estate

Communication Services

Consumer Discretionary

YTD Total Return

-1.5% -1.0% -0.5% 0.0% 0.5% 1.0%

Materials

Communication Services

Industrials

Financials

Healthcare

S&P 500

Utilities

Consumer Staples

Consumer Discretionary

Energy

Real Estate

Technology

Prior Trading Day Total Return

(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 1/17/2023 close) 

 

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

Commodities

Cash

Growth

US Government Bond

US High Yield

Large Cap

US Corporate Bond

Value

Foreign Developed (local currency)

Mid Cap

Emerging Markets (local currency)

Real Estate

Small Cap

Emerging Markets ($)

Foreign Developed ($)

YTD Asset Class Total Return

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. 


