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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 20, 2023—9:30 AM EST] Global equity markets are higher this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 1.1%. Chinese markets were higher, with the Shanghai Composite 

closing up 0.8% and the Shenzhen Composite closing up 0.7%. U.S. equity index futures are 

signaling a higher open. 

 

With 51 companies having reported so far, S&P 500 earnings for Q4 are running at $53.90 per 

share, compared to estimates of $52.85. Of the companies that have reported thus far, 66.7% 

have exceeded expectations while 31.4% 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 (1/20/2023): Slow refining activity caused a large build in 

crude stockpiles as the SPR withdrawals end. We cover these issues in this week’s 

report.  

• Asset Allocation Quarterly – Q1 2023 (1/19/2023): Discussion of our asset allocation 

process, Q1 2023 portfolio changes, and our outlook for the markets. 

• Asset Allocation Bi-Weekly (1/17/2023) (with associated podcast):“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 a discussion about how investors' expectations of 

the Fed’s rate hikes are impacted by a possible recession. Next, we give our thoughts about U.S. 

foreign and domestic policy. Finally, we review the latest developments from China.  

 

Economy in Focus: Fresh data on Wednesday dented hopes of a soft landing, much to the 

chagrin of markets. 

 

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_20_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_20_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_20_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_20_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q123.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_17_2023.pdf
https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-bi-weekly-podcast-asset-allocation-reports/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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• A tightening labor market and a slowdown in residential construction have added to 

concerns that the market has not fully bottomed. The number of first-time claims for 

unemployment insurance fell unexpectedly to a four-month low in the week ending 

January 14. The sharp decline in benefits suggests that the Fed's attempts to cool the 

labor market by raising rates have not been effective. Meanwhile, building permits rose at 

a slower pace than housing starts for the second consecutive month in December, 

signifying a possible decline in future U.S. economic activity.  

 

• The market responded negatively to these reports as investors weighed the possibility that 

the Fed could raise interest rates while the U.S. heads into a recession. The S&P 500 and 

the Dow Jones both fell 0.8% on Thursday. Meanwhile, the two- and 10-year Treasury 

yields remained below the fed funds rate, indicating that the market anticipates that the 

central bank may be looking to cut rates soon. Although the latest Atlanta GDPNow 

forecast shows that GDP expanded at an annualized rate of 3.5% in Q4 of 2022, last 

month's data suggests that the economy quickly ran out of steam toward the end of the 

year. 

• Despite tough talks by officials, investors do not believe that the Fed will be able to push 

rates above 5% this year. On Thursday, Fed Governor Lael Brainard and Boston Fed 

President Susan Collins joined the chorus of policymakers warning markets that the 

Federal Reserve will continue to hike rates to combat inflation. However, investors are 

skeptical as to whether these officials will hold true to their word. Futures and options 

flow activities suggest that traders believe the Fed will be done with its hiking cycle after 

its March meetings. This optimism may partially explain why equity futures are slightly 

up this morning. If the Fed shocks markets by raising rates during a recession, U.S. 

equities will be negatively impacted.  

 

Looking For a Fight? While lawmakers in Congress are debating whether to raise the debt 

ceiling, Washington is trying to rally its allies to take on Russia and China. 

https://www.atlantafed.org/cqer/research/gdpnow
https://www.wsj.com/articles/top-fed-official-sees-inflation-decline-as-notable-improvement-11674152117
https://www.wsj.com/articles/top-fed-official-sees-inflation-decline-as-notable-improvement-11674152117
https://www.bloomberg.com/news/articles/2023-01-19/bond-traders-bet-big-that-fed-policy-rate-hikes-stop-short-of-5?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-19/bond-traders-bet-big-that-fed-policy-rate-hikes-stop-short-of-5?sref=uIvt3NFS
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• The U.S. Treasury was forced to take extraordinary measures to prevent the government 

from breaching its debt limit. The stalemate in Congress over whether to increase the 

government borrowing cap threatens to push the country into default which could have 

disastrous consequences on the U.S. financial system. Although Senate Majority Leader 

Mitch McConnell offered assurances that the debt ceiling would be raised, there does not 

seem to be a path toward agreement anytime soon between the two sides. Republicans are 

pushing for spending cuts, while Democrats want to raise the ceiling without any strings 

attached. If history serves as a guide, talks will likely go down to the wire as the two 

groups hold out for leverage. 

• On the foreign policy front, the U.S. and Germany are in a dispute over delivering 

military vehicles to Ukraine. The Germans do not want to send any of their own 

tanks unless the U.S. sends theirs first. The row over who should send tanks exemplifies 

Germany’s reluctance to help Ukraine in its war efforts and threatens to undermine 

Western unity. As we have mentioned in previous reports, the war in Ukraine could cause 

fractures within the European Union and the North Atlantic Treaty Organization 

(NATO). Although the issue does not pose short-term risks to financial markets, the 

situation may accelerate efforts to deglobalize. 

• Additionally, the U.S. and its allies are working together to hinder China’s ability to 

develop advanced military technology. Washington would like to hobble its Indo-Pacific 

rival by restricting access to semiconductors used for weaponry. Major chip-producing 

countries Japan and the Netherlands are expected to agree to limit the sales of their 

technology to China by the end of the month. Beijing views semiconductors as crucial to 

its endeavor to surpass the U.S. economically and militarily. However, previous 

investment schemes have not yielded satisfactory results. As a result, there is growing 

speculation that China may seek to invade Taiwan in order to have access to the nation's 

chips.  

o Because of this, U.K. Prime Minister Rishi Sunak would like his country to 

develop its own chip industry so that it is not dependent on Taiwan for 

semiconductors.  

 

Energy Rises: As China’s COVID wave approaches its peak, there are growing concerns that 

the return of Chinese demand may lift inflation overseas.  

• The Chinese economy may be poised to come roaring back as COVID cases begin to 

ease. Vice Premier Sun Chunlan says infections have fallen to a “relatively low level.” 

The announcement indicates that the Chinese government is prepared to further reduce 

restrictions to help provide a boost to the economy. As the country prepares to celebrate 

the Lunar New Year, Chinese travelers are expected to receive extra scrutiny in other 

countries. As a result, tourists may stay home during the holiday which should be 

supportive of domestic spending.  

• China’s reopening is already having an impact on commodity prices. The price for 

materials such as copper and aluminum have surged 12% and 11%, respectively, to begin 

the year. Meanwhile, crude oil demand is expected to jump to an all-time high by the 

second half of the year. The pick-up in commodity prices is related to concerns that the 

https://www.cnn.com/2023/01/19/politics/debt-ceiling-deadline-treasury/index.html
https://www.cnn.com/2023/01/19/politics/debt-ceiling-deadline-treasury/index.html
https://www.bloomberg.com/news/articles/2023-01-19/mcconnell-assures-against-financial-crisis-with-debt-limit-vow?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-20/german-tanks-for-ukraine-are-stuck-as-the-us-resists-sending-its-own?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-20/german-tanks-for-ukraine-are-stuck-as-the-us-resists-sending-its-own?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-04/battered-by-covid-china-hits-pause-on-giant-chip-spending?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-20/sunak-urged-to-cut-uk-reliance-on-taiwan-chips-due-to-china-risk?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-20/sunak-urged-to-cut-uk-reliance-on-taiwan-chips-due-to-china-risk?srnd=premium&sref=uIvt3NFS
https://www.reuters.com/world/china/china-races-make-covid-drugs-xi-fears-rural-outbreaks-2023-01-19/
https://www.ft.com/content/fb9dde20-96c2-4001-a37d-931fdcac667a
https://www.ft.com/content/fb9dde20-96c2-4001-a37d-931fdcac667a
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end of COVID restrictions will make it easier for manufacturers to ramp up production 

and encourage spending from consumers.  

• The potential rise in commodity prices will complicate efforts by central banks to combat 

rising inflation. Energy prices represent a heavy component within consumer price 

indexes. Thus, a sharp increase in prices could cause a major setback in the central banks' 

abilities to contain rising inflation. The inflationary threat posed by China’s reopening 

may explain why policymakers have been reluctant to end policy tightening. That said, 

China’s reopening does have some winners. The rise in commodity prices should boost 

the stock markets of export-producing countries such as Brazil and Canada.  

 

U.S. Economic Releases  

 

No major U.S. economic reports have been released so far today.  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 Existing Home Sales (monthly change) m/m Dec -3.4% -7.7% **

10:00 Existing Home Sales (annualized selling rate) m/m Dec 3.95m 4.09m ***

EST Speaker or Event

9:00 Patrick Harker Discusses the Economic Outlook President of the Federal Reserve Bank of Philadelphia

13:00 Chris Waller peaks at the Council on Foreign Relations Member of the Board of Governors

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan National CPI y/y Dec 4.0% 3.8% 4.0% *** Equity and bond neutral

National CPI Ex-Fresh Food y/y Dec 4.0% 3.7% 4.0% ** Equity and bond neutral

National CPI Ex-Fresh Food & Energy y/y Dec 3.0% 2.8% 3.1% * Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Dec 47.4 47.4 47.2 *** Equity and bond neutral

South Korea PPI y/y Dec 6.3% 6.3% 6.2% ** Equity and bond neutral

EUROPE

Germany PPI y/y Dec 21.6% 28.2% 20.7% ** Equity bearish, bond bullish

UK Retail Sales y/y Dec -5.8% -5.9% -5.7% *** Equity bearish, bond bullish

Retail Sales Ex-Auto Fuel y/y Dec -6.1% -5.9% -5.6% ** Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 13-Jan 16.3t 16.45t * Equity and bond neutral

AMERICAS

Canada Wholesale Trade Sales m/m Nov 0.5% 2.1% ** Equity bearish, bond bullish

Mexico Retail Sales y/y Nov 2.4% 3.8% 2.2% *** Equity and bond neutral

https://www.cnbc.com/2023/01/20/chinas-reopening-good-news-for-growth-but-could-be-inflationary-economists-warn-at-davos.html
https://www.cnbc.com/2023/01/20/chinas-reopening-good-news-for-growth-but-could-be-inflationary-economists-warn-at-davos.html
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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. 
 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 481 480 1 Up

3-mo T-bill yield (bps) 453 454 -1 Up

TED spread (bps) 28 26 2 Tightening

U.S. Sibor/OIS spread (bps) 466 465 1 Up

U.S. Libor/OIS spread (bps) 467 466 1 Up

10-yr T-note (%) 3.43 3.39 0.04 Up

Euribor/OIS spread (bps) 239 234 5 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Down Up

Pound Down Up

Franc Down Up

Central Bank Action Current Prior Expected

PBOC 1-Year Loan Prime Rate 3.650% 3.650% 3.650% On Forecast

PBOC 5-Year Loan Prime Rate 4.300% 4.300% 4.300% On Forecast
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Weather 

The 6-10 and 8-14 day forecasts show cooler-than-normal temperatures for the entire country 

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

Price Prior Change Explanation

Brent $86.45 $86.16 0.34%

WTI $80.49 $80.33 0.20%

Natural Gas $3.24 $3.28 -1.19%

Crack Spread $39.87 $39.90 -0.07%

12-mo strip crack $32.92 $33.07 -0.45%

Ethanol rack $2.36 $2.37 -0.44%

Metals

Gold $1,928.23 $1,932.24 -0.21%

Silver $23.95 $23.85 0.44%

Copper contract $421.60 $423.15 -0.37%

Grains

Corn contract $675.00 $677.25 -0.33%

Wheat contract $731.50 $734.50 -0.41%

Soybeans contract $1,517.75 $1,514.75 0.20%

Shipping

Baltic Dry Freight 801                874               -73

Actual Expected Difference

Crude (mb) 8.4 -3.0 11.4

Gasoline (mb) 3.48 2.4 1.1

Distillates (mb) -1.9 -0.2 -1.7

Refinery run rates (%) 1.2% 3.5% -2.3%

Natural gas (bcf) -82 -76 -6.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/19/2023 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 1/19/2023 close) 

 

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

Commodities
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Growth
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US High Yield

Mid Cap

US Government Bond

Small Cap

Real Estate
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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. 


