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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 19, 2023—9:30 AM EST] Global equity markets are mixed this morning.  In 

Europe, the Euro Stoxx 50 is down 1.9% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed down 0.3%. Chinese markets were higher, with the Shanghai Composite closing up 

0.5% and the Shenzhen Composite closing up 0.7%. U.S. equity index futures are signaling a 

lower open. 

 

With 40 companies having reported so far, S&P 500 earnings for Q4 are running at $54.00 per 

share, compared to estimates of $52.85.  Of the companies that have reported thus far, 72.5% 

have exceeded expectations while 25.0% 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. (This week’s WEU will be published 

tomorrow, 1/20, due to the holiday)  

• 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” 

 

 

Good morning! Today’s Comment begins with the market’s reaction to Wednesday’s economic 

data. Next, we discuss why central banks are now pushing for smaller rate hikes. We end the 

report with our thoughts about the recent developments in tech and crypto.  

 

 

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/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/


 

 

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

www.confluenceinvestment.com 

 2 

A Softish Landing: Poor economic data and hawkish Fed comments led to a sell-off in equities. 

• Retail sales figures showed that consumer spending declined for the third consecutive 

month in December. Meanwhile, industrial production data showed that manufacturing 

activity also waned over that period. The weak figures show that the Fed may not be able 

to lower rates before the economy enters recession, which would have been known as a 

“soft landing.” On Wednesday, Cleveland Fed President Loretta Mester and St. Louis 

Fed President James Bullard stated that the Federal Reserve was not finished raising rates 

and would need to keep rates tight for some time to bring down inflation. Therefore, the 

likelihood that the Fed will keep rates higher, even during a downturn, is elevated.  

• The weak economic data spooked investors who previously believed that the economy 

may have averted a recession. As a result, the market responded negatively to the dimmer 

outlook for the economy. The S&P 500 closed down 1.6% from the prior day. 

Meanwhile, bond prices jumped, and the 10-year Treasury yield plunged to a 4-month 

low of 3.368%.  The market reaction was likely a combination of investors looking to 

lock in early 2023 gains and secure bonds while interest rates remain relatively high. 

• In our view, equity investors and bondholders have two opposing views on the Fed. Stock 

traders believe that Fed Chair Jerome Powell will cave once the economy starts to 

sputter. Meanwhile, bond traders are convinced that Powell will keep rates elevated even 

as the country falls into recession. Although it isn’t clear who’s right, the difference will 

likely dictate how the market performs throughout the year. If equity traders are right, 

stocks should have strong performance as the market has likely priced in the worst of a 

recession. However, if bondholders are correct, the slump in equity prices could worsen. 

At this time, we believe that investors should take a wait-and-see approach before making 

major adjustments to their portfolios.  

 

The Central Bank Shuffle: Although the Fed insists that it will continue to raise rates, there are 

growing expectations that it will decrease the size of its hike at its next meeting. 

• Dallas Federal President Lorie Logan, a voting member, added to the chorus of calls for a 

downshift in rate hikes beginning at the Federal Open Market Committee meeting next 

month. On Wednesday, she argued that a slower pace of hikes could reduce interest rate 

uncertainty, which should alleviate financial conditions. Although she later added that the 

Fed should ultimately settle rates at a higher level than originally anticipated, her 

comments did seem to fall in line with market expectations of a 25 bps hike at the Fed’s 

February meeting. The CME FedWatch tool shows that there is a 95% chance that the 

central bank will raise its target range from 4.25%-4.50% to 4.50%-4.75%. 

• Talk of a possible moderation in Fed tightening has helped support foreign currencies and 

has provided other central banks with more flexibility to set rates. After hitting parity in 

2022, the GBP and the EUR have rallied strongly against the USD.  Meanwhile, the JPY 

has skyrocketed following the Bank of Japan's decision to lift its yield cap on 10-year 

Japanese government bonds. The three currencies are hovering near seven-month highs, 

which reduced pressure on these countries' respective central banks to tighten 

aggressively in order to defend against a strengthening dollar. 

https://apnews.com/article/inflation-federal-reserve-system-cleveland-business-96e1eaf7d0f1a460e58226c0dabf1bd8
https://finance.yahoo.com/finance/news/fed-bullard-says-us-rates-144341387.html
https://finance.yahoo.com/finance/news/fed-bullard-says-us-rates-144341387.html
https://www.dallasfed.org/news/speeches/logan/2023/lkl230118
https://www.dallasfed.org/news/speeches/logan/2023/lkl230118
https://www.cmegroup.com/education/demos-and-tutorials/fed-funds-futures-probability-tree-calculator.html
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o Despite being one of the strongest-performing assets last year, the USD, as 

tracked by the DXY index, is down 1.3% to begin the year, which is worse than 

the poorest-performing asset class in the S&P 500. 

• Other central banks are now following the Fed’s lead in moderating their tightening. 

Despite guidance from European Central Bank President Christine Lagarde that 

borrowing costs will be lifted in 50 bps increments over its next two meetings, there is 

talk that the ECB could slow hikes as soon as March. Meanwhile, the Bank of Japan’s 

decision to defy market expectations and not alter its policy on Wednesday has also 

added to speculation as to whether it plans to tighten policy anytime soon. The dovish 

shift from central banks should be beneficial to equities as it will prevent a further 

slowing of the global economy. However, we would like to caution that the mood may 

change if inflation returns due to China’s reopening. 

 

Tech and Crypto Risk: As investors increase their appetite for risk, tech companies and crypto 

platforms struggle to find a path forward. 

• The tech sector is headed for a reset as companies adapt to a higher interest rate 

environment. Microsoft (MSFT, $235.81) and Amazon (AMZN, $95.46) announced a 

combined 28,000 job cuts on Wednesday. The huge cutback in their workforce is related 

to the industry looking to reposition itself after years of robust growth. After suffering its 

worst yearly performance since the Great Financial Crisis, NASDAQ is now up 5.5% on 

the year, nearly twice that of the S&P 500. The rebalance in tech could position the sector 

for stronger growth when economic growth starts to pick back up.  

• Meanwhile, the fallout from crypto continues to spread. On Wednesday, digital currency 

platform Coinbase (COIN, $50.21) announced that it was halting operations in Japan. 

Additionally, reports claim that crypto lender Genesis is preparing to file for bankruptcy. 

The negative developments in crypto reflect the growing uncertainty surrounding digital 

assets and suggest that the currency still has many risks. Bitcoin dropped below $21,000 

following the development but still remains up 25% on the year. 

• The end of zero-interest rates monetary policy has forced tech companies and crypto to 

restructure their businesses. This should make firms leaner and more profitable as well as 

create a more viable digital currency market in the long run. However, the recent turmoil 

suggests that there is still some market skittishness toward riskier financial assets. 

Investors should remember that despite speculation of a soft landing, there is still time for 

things to turn awry. As a result, investors should remain cautious and complete their due 

diligence before investing in riskier elements of the market. 

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending January 14 fell to a seasonally 

adjusted 190,000, far lower than the expected reading of 214,000 and the previous week’s 

reading of 205,000.  The four-week moving average of initial claims, which helps smooth out 

some of the volatility in the series, fell to 206,000, reaching its lowest level since last May.  The 

renewed drop in initial claims will likely be taken as a sign of continued tightness in the labor 

market and a higher probability that the Fed will keep hiking interest rates aggressively.  

https://www.marketwatch.com/investing/index/dxy
https://www.marketwatch.com/investing/index/dxy
https://www.bloomberg.com/news/articles/2023-01-17/ecb-starts-to-ponder-slower-hikes-after-half-point-in-february
https://www.bloomberg.com/news/articles/2023-01-17/ecb-starts-to-ponder-slower-hikes-after-half-point-in-february
https://www.reuters.com/markets/asia/japans-yield-control-faces-biggest-test-date-boj-debates-policy-2023-01-17/
https://www.reuters.com/markets/asia/japans-yield-control-faces-biggest-test-date-boj-debates-policy-2023-01-17/
https://www.bloomberg.com/news/articles/2023-01-18/microsoft-to-eliminate-10-000-jobs-or-5-of-workforce-as-tech-slump-deepens
https://www.reuters.com/technology/crypto-exchange-coinbase-says-halt-operations-japan-2023-01-18/
https://www.wsj.com/articles/crypto-lender-genesis-is-preparing-to-file-for-bankruptcy-within-days-11674094044
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Meanwhile, the number of people continuing to draw benefits in the week ending January 7 rose 

to 1.647 million, which was lower than the anticipated 1.655 million but higher than the previous 

week’s revised level of 1.630 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 since the beginning of 2022. 

 

 
 

Separately, December housing starts declined to a seasonally adjusted, annualized rate of just 

1.382 million units, down 1.4% from the revised November rate of 1.401 million units.  

December permits for new housing units fell to a rate of 1.330 million units, down 1.6% from the 

previous month.  Compared with the same month one year earlier, housing starts in December 

were down 21.6%, while permits were down 33.2%.  The chart below shows the growth in new 

home starts by type of property since just before the previous recession.  The chart shows how 
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most of the decline in housing starts and permitting over the last year has been concentrated in 

single-family homes, as opposed to apartment units. 

 

 
 

Finally, the Philadelphia FRB said its January Manufacturing Activity Index improved to a 

seasonally adjusted -8.9, modestly better than the expected reading of -11.0 and much better than 

the December reading of -13.7.   However, the Philly Fed Index is designed so that positive 

readings point to expanding factory activity in the mid-Atlantic region.  At its current level, the 

index still suggests that mid-Atlantic manufacturing is contracting, consistent with our view that 

the economy is likely slipping into recession.  The chart below shows how the index has 

fluctuated since just before the prior 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. 
 

  
 

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 Speaker or Event

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

9:00 Susan Collins Speaks at Housing Conference President of the Federal Reserve Bank of Boston

13:15 Lael Brainard Discusses the Economic Outlook Vice Chair of the Board of Governors

18:35 John Williams Speaks at Event in New York President of the Federal Reserve Bank of New York

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Trade Balance m/m Dec -¥1448.5b -¥2027.4b -¥1653.3b *** Equity and bond neutral

Exports m/m Dec 11.5% 20.0% 10.6% * Equity and bond neutral

Imports m/m Dec 20.6% 30.3% 22.6% * Equity and bond neutral

Japan Buying Foreign Bonds w/w 13-Jan ¥1232.1b ¥566.8b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 13-Jan -¥3896.0b -¥271.2b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 13-Jan ¥491.5b ¥829.4b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 13-Jan ¥185.6b -¥199.1b * Equity and bond neutral

Australia Employment Change m/m Dec -14.6k 64.0k 58.3k *** Equity bearish, bond bullish

Unemployment Rate m/m Dec 3.5% 3.4% 3.4% *** Equity and bond neutral

Participation Rate m/m Dec 66.6% 66.8% 66.8% ** Equity and bond neutral

New Zealand Food Prices m/m Dec 1.1% 0.0% *** Equity bearish, bond bullish

EUROPE

UK RICS House Price Balance m/m Dec -42.0% -42.0% -26.0% * Equity bullish, bond bearish

Switzerland Producer & Import Prices y/y Dec 3.2% 3.8% ** Equity bullish, bond bearish

Russia Gold and Forex Reserves m/m 13-Jan $592.0b *** Equity and bond neutral

AMERICAS

Canada Industrial Prices m/m Dec -1.1% -0.4% ** Equity bullish, bond bearish

Raw Material Prices m/m Dec -3.1% -0.8% * Equity bullish, bond bearish



 

 

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

www.confluenceinvestment.com 

 7 

    
 

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 that cooler-than-normal temperatures are expected for the 

entire country west of the Mississippi River. Warmer-than-normal temperatures are expected 

only in parts of the East Coast.  Wet conditions are expected in the Midwest, the South, and the 

East Coast, with dry conditions expected along the West Coast.  

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 480 479 1 Up

3-mo T-bill yield (bps) 453 455 -2 Up

TED spread (bps) 27 25 2 Tightening

U.S. Sibor/OIS spread (bps) 465 463 2 Up

U.S. Libor/OIS spread (bps) 466 464 2 Up

10-yr T-note (%) 3.39 3.37 0.02 Up

Euribor/OIS spread (bps) 234 234 0 Up

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Up Up

Price Prior Change Explanation

Brent $84.58 $84.98 -0.47%

WTI $78.99 $79.48 -0.62%

Natural Gas $3.38 $3.31 1.96%

Crack Spread $37.32 $36.73 1.61%

12-mo strip crack $32.08 $31.61 1.50%

Ethanol rack $2.37 $2.38 -0.38%

Metals

Gold $1,911.32 $1,904.11 0.38%

Silver $23.45 $23.46 -0.07%

Copper contract $418.50 $423.45 -1.17%

Grains

Corn contract $680.25 $681.25 -0.15%

Wheat contract $743.50 $742.50 0.13%

Soybeans contract $1,525.50 $1,524.50 0.07%

Shipping

Baltic Dry Freight 874                921               -47

Actual Expected Difference

Crude (mb) -3.0

Gasoline (mb) 2.4

Distillates (mb) -0.2

Refinery run rates (%) 3.5%

Natural gas (bcf) -76

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/18/2023 close) 

 

-5% 0% 5% 10%
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Materials
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-3.0% -2.5% -2.0% -1.5% -1.0% -0.5% 0.0%
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Utilities
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Financials
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Technology
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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 1/18/2023 close) 

 

-5% 0% 5% 10%

Commodities

Cash

Growth

Large Cap

Value

US High Yield

US Government Bond

Mid Cap

Small Cap

Real Estate

US Corporate Bond

Foreign Developed (local currency)

Emerging Markets (local currency)

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 19, 2023 
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P/E as of 1/18/2023 = 19.2x

 
 

Based on our methodology,1 the current P/E is 19.2x, up 0.3x from last week.  Falling earnings 

estimates and higher index values 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. 


