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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 23, 2023—9:30 AM EST] Global equity markets are higher this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.4% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.1%. Chinese markets are closed due to the Lunar New Year. U.S. 

equity index futures are signaling a higher open. 

 

With 55 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, 70.9% 

have exceeded expectations while 27.3% 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” 

 

Our Comment today opens with multiple reports out of Asia.  Even though China is largely shut 

down this week because of the Lunar New Year holiday, several news items today reflect how its 

growing military strength and aggressiveness are having an impact on other countries in the 

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

potential to affect the financial markets today, including growing signs that the U.S. labor market 

is softening as the economy heads into a likely recession. 

 

China:  Although news flow from China will be limited this week because of the Lunar New 

Year holiday, we are seeing reports that the massive new wave of COVID-19 infections 
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sweeping across the country is now slamming rural areas.  The infections have reportedly peaked 

in China’s major cities, but the rural healthcare system is now under extreme strain. 

 

Japan:  The country’s parliament, the National Diet, opens its 150th regular session today, with 

contentious debate expected over increased defense spending, policies aimed at children, and 

extending the life of nuclear reactors.  Especially heated will be Prime Minister Kishida’s call for 

increased taxes to pay for a massive hike in defense spending, which has split his party and 

thrown his leadership into question. 

 

Australia:  Last week, the Australian government announced that it will replace its European-

made Taipan military helicopters, a decade earlier than planned, with U.S.-made Black Hawk 

choppers from Lockheed Martin (LMT, $443.28).  The 40 Taipans, made by EU aerospace 

champ Airbus (EADSY, $32.29), have had quality and maintenance issues for years. 

• The decision to replace them with Black Hawks illustrates how the developing boom in 

global defense budgets is likely to disproportionately benefit U.S. defense firms, given 

their technological leadership, proven quality, and production capacity availability. 

• For those reasons, we continue to overweight U.S. defense firms in our updated asset 

allocations strategies this quarter. 

 

New Zealand:  The ruling Labor Party has named Chris Hipkins, the former education minister, 

as the country’s new prime minister after Jacinda Ardern announced her resignation from the 

position last week. 

• So far, Hipkins has not outlined a detailed policy program, but he has indicated that the 

cabinet reshuffle announced earlier by Ardern would go forward, which includes keeping 

Finance Minister Grant Robertson in his role. 

• That would indicate that there will be policy stability and continuity in New Zealand in 

the near term, which investors will appreciate.  However, the Labor Party is still polling 

poorly and is at risk of losing power in the October elections. 

 

Sri Lanka:  Yesterday, the government said it had received assurances from Chinese officials on 

the board of the International Monetary Fund that they would approve the country’s proposed 

debt restructuring, meaning China has fallen in line with previous assurances from India and 

Japan.  If approved by the IMF board, the restructuring would unlock some $2.9 billion in loans 

from the institution to help Sri Lanka through its current debt crisis, which includes a default on 

its debt last May. 

 

United Kingdom:  The Bank of England today said 16 top life insurers passed a recent stress 

test examining how they would manage with mass credit downgrades and greater client 

longevity.  However, the institution warned that the insurers may be overly optimistic about their 

ability to sell down assets in a financial crisis, especially as other financial companies may be 

trying to sell assets at the same time. 

 

Russia-Ukraine:  Russian forces are reportedly making new progress in pushing the Ukrainians 

back from the front lines in the southern part of the country, especially in the region around 
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Zaporizhzhia.  The new push suggests that President Putin’s autumn mobilization of hundreds of 

thousands of fresh conscripts may be helping renew Russian combat power.  On a related note, 

the Ukrainian government said that it will mobilize fresh reservists to give its front-line fighters a 

rest. 

• Separately, after seeing his political star rise to the point where he could openly disparage 

the Ministry of Defense and, by implication, Putin himself, financier Yevgeny Prigozhin 

has reportedly begun to lose influence in the Kremlin because of his Wagner Group 

mercenaries’ failure to capture the eastern Ukrainian city of Bakhmut.  Making matters 

worse, Prigozhin’s ally General Sergey Surovikin was unable to turn his strategy of 

bombarding Ukraine’s civilian infrastructure into tangible military gains and last week 

was demoted to deputy commander of the war. 

o Prigozhin’s waning star could remove a political threat to Putin and ensure that he 

will retain power at least in the near term. 

o That could reinvigorate Putin’s effort to rebuild and strengthen Russia’s 

conventional military forces over time. 

• In terms of Western support for Ukraine, German Foreign Minister Baerbock signaled 

yesterday that Berlin “would not stand in the way” if Poland wanted to transfer its 

German-made Leopard tanks to Ukraine.  To test whether Chancellor Scholz has really 

acquiesced in the idea, Poland said it will formally request German approval for the 

transfer, as required by its purchase contract for the heavy tanks.  If Germany approves, it 

could unlock additional Leopard transfers from countries such as Finland, Sweden, 

Denmark, and Portugal. 

 

Brazil-Argentina:  At a summit this week, the leaders of Brazil and Argentina plan to approve 

the launching of preparations for a new common currency designed to facilitate trade between 

the two countries and reduce their dependence on the U.S. dollar.  The “sur” would take many 

years to develop, and it would initially be used in conjunction with the current Brazilian real and 

Argentine peso.  Only then could it replace the real and the peso and potentially be adopted by 

other regional countries. 

• Nevertheless, despite the uncertain and long-term nature of the project, the initiative 

shows how some countries, especially those with deep economic or political ties to 

China, are looking for ways to reduce their exposure to the greenback. 

• As a reminder, our analysis indicates that both Brazil and Argentina will belong to the 

evolving “Leaning-China” geopolitical bloc, based largely on their exports to China.  If 

China eventually succeeds in developing a digital, commodity-backed form of its yuan to 

serve as the reserve currency for its geopolitical bloc, as we think it could, the sur could 

be a secondary reserve currency for that bloc or even be subsumed into the Chinese 

reserve currency. 

 

U.S.-China Military Competition:  In a webinar with the Council on Foreign Relations last 

week, U.S. Air Force Secretary Frank Kendall said that he has shifted his service’s focus heavily 

toward defending against China simply because China in recent years has shifted its focus 

toward defeating the U.S.  As examples, Kendall cited how the Chinese military has shrunk its 
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army to free up resources for its air force and navy.  He also cited China’s decision to make its 

Strategic Rocket Forces a separate service, which has a focus on developing long-range precision 

missiles that could attack U.S. military bases and aircraft carriers in the Asia Pacific region. 

• On a more positive note, Kendall also noted that the new Chinese military is still 

unproven and may not perform that well in real-world operations.  He also noted that the 

U.S. has developed a number of secret capabilities for which the Chinese probably 

haven’t prepared. 

• All the same, Kendall’s discussion suggests that China is preparing to challenge the U.S. 

in the Asia Pacific region much more aggressively than most Americans probably realize.  

It’s encouraging that the various U.S. services are responding comprehensively, but 

Kendall’s statements underline how the risk of conflict with China is rising. 

 

U.S. Executive Branch:  Following reports that White House Chief of Staff Ron Klain will 

resign, President Biden is expected to name his former pandemic advisor, Jeff Zients, to the 

position.  Respected more for his organizational skill than his political instincts, Zients also 

served as former President Obama’s director of the National Economic Council and as 

supervisor of an operation to fix bugs on the government’s health insurance website.  He has also 

twice served as acting director of the Office of Management and Budget. 

 

US. Labor Market:  Spotify (SPOT, $97.91) said today that it will lay off 6% of its global 

workforce, becoming the latest information technology company to retrench after over-

expanding during the halcyon days of the COVID-19 pandemic. 

• Recent layoffs have been concentrated in the technology, real estate, and financial 

services industries, but there is growing evidence that the layoffs are creating a broader 

softening in labor demand. 

• For example, recent data shows that in December, about 826,000 unemployed workers in 

the U.S. had been out of a job for about three and a half to six months, up from 526,000 

in April 2022. 

 

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 

EST Indicator Expected Prior Rating

10:00 Leading Economic Indicators m/m Dec -0.7% -1.0% ***

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.ft.com/content/91527147-b939-4099-8cf5-68dee341f693
https://www.ft.com/content/91527147-b939-4099-8cf5-68dee341f693
https://www.wsj.com/articles/spotify-to-cut-6-of-its-staff-11674477162?mod=hp_lead_pos2
https://www.wsj.com/articles/spotify-to-cut-6-of-its-staff-11674477162?mod=hp_lead_pos2
https://www.wsj.com/articles/unemployed-americans-find-job-searches-take-longer-as-labor-market-cools-11674248887?mod=economy_more_pos1
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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. 
 

    
 

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

EUROPE

Switzerland M3 Money Supply y/y Dec 0.0% 0.9% 0.8% ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 20-Jan 511.6b 511.5b * Equity and bond neutral

Total Sight Deposits CHF w/w 20-Jan 531.6b 536.2b * Equity and bond neutral

AMERICAS

Canada Retail Sales m/m Nov -0.1% 1.4% -0.5% ** Equity and bond neutral

Retail Sales Ex-Autos m/m Nov -0.6% 1.7% -0.7% ** Equity and bond neutral

Brazil FGV CPI IPC-S y/y 20-Jan 0.62% 0.49% 0.55% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 482 482 0 Up

3-mo T-bill yield (bps) 451 454 -3 Up

TED spread (bps) 31 28 3 Tightening

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

U.S. Libor/OIS spread (bps) 466 466 0 Up

10-yr T-note (%) 3.50 3.48 0.02 Up

Euribor/OIS spread (bps) 242 239 3 Up

Currencies Direction

Dollar Flat Down

Euro Up Up

Yen Down Up

Pound Down Up

Franc Down Up
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Weather 

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

Warmer-than-normal temperatures are expected in most of Southeast and Mid-Atlantic states.  

Wet conditions are expected throughout the entire country.  

Price Prior Change Explanation

Brent $88.25 $87.63 0.71%

WTI $82.15 $81.64 0.62%

Natural Gas $3.44 $3.17 8.38% Demand Optimism

Crack Spread $39.77 $40.99 -2.97%

12-mo strip crack $32.58 $33.37 -2.39%

Ethanol rack $2.36 $2.36 0.12%

Metals

Gold $1,927.30 $1,926.08 0.06%

Silver $23.73 $23.93 -0.83%

Copper contract $426.40 $425.15 0.29%

Grains

Corn contract $672.25 $676.25 -0.59%

Wheat contract $735.25 $741.50 -0.84%

Soybeans contract $1,492.25 $1,506.50 -0.95%

Shipping

Baltic Dry Freight 763                801               -38

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 1/20/2023 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 1/20/2023 close) 

 

-2% 0% 2% 4% 6% 8% 10%

Commodities

Cash

Growth

US High Yield

US Government Bond

Large Cap

Value

US Corporate Bond

Mid Cap

Foreign Developed (local currency)

Real Estate

Small Cap

Foreign Developed ($)

Emerging Markets (local currency)

Emerging Markets ($)

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

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. 


