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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 24, 2023—9:30 AM EST] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.2% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed relatively unchanged. Chinese markets are closed due to the Lunar New 

Year. U.S. equity index futures are signaling a lower open. 

 

With 58 companies having reported so far, S&P 500 earnings for Q4 are running at $53.80 per 

share, compared to estimates of $52.85. Of the companies that have reported thus far, 70.7% 

have exceeded expectations while 27.6% 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 (1/23/2023) (podcast will be available later this week) 

“The New German Problem” 

• 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 some positive economic news out of Europe where the January 

flash composite PMI unexpectedly swung above the level of 50, indicating a return to growth.  

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

affect the financial markets today, including a report that Japan and the Netherlands will join in 

the U.S. clampdown on sending advanced semiconductor technology to China, and new 

indications of a broader softening in the U.S. labor market. 

 

Eurozone:  S&P Global said its flash composite Purchasing Managers Index for the Eurozone 

rose to a seasonally adjusted 50.2, beating the expected reading of 49.8 and the final December 
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reading of 49.3.  The index has now risen for three consecutive months after it reached its most 

recent low in October. 

• As with most major PMIs, this one is designed so that readings over 50 signify expanding 

activity.  At its current level, the figure suggests that the Eurozone economy is already 

expanding again despite the war in Ukraine, energy shortages, and sky-high inflation. 

• In turn, that has bolstered recent hopes that the European economy may have dodged the 

recession that was widely expected just a few months ago. 

 

 
 

Russia-Ukraine War:  As we flagged in our Comment yesterday, the Polish government has 

formally requested permission from Berlin to send its German-made Leopard 2 tanks to Ukraine.  

The move raises the pressure on Germany to finally relent and give its required permission.  

However, it’s too early to know if Chancellor Scholz will acquiesce, especially since the Russian 

government has now warned him that granting such permission would sour future German-

Russian relations. 

• As a reminder, Poland earlier this week vowed to send the tanks to help Ukraine even if 

Germany doesn’t approve.  Once Poland sends its Leopards, it would probably clear the 

way for a range of other European countries to send their own Leopards to Ukraine. 

• Scholz is concerned that if Ukraine ends up with a nearly entirely German-made tank 

force, his country will look like the major power backing Ukraine.  He and some other 

officials in Germany are wary about drawing Russia’s ire because of Germany’s past 

economic links to Russia and Germany’s lack of any nuclear deterrence to defend itself. 

o That’s why Scholz has said that Germany wouldn’t allow shipping the Leopards 

to Ukraine unless other countries send their advanced tanks, especially the U.S. 

Abrams tank. 

o However, the turbine-powered Abrams may not be appropriate for the Ukrainians, 

given the long time needed to train on it, its immense fuel usage, and its need for 

extensive maintenance capabilities. 

https://www.wsj.com/articles/europes-economy-picks-up-raising-hopes-global-recession-threat-is-receding-11674559234?mod=hp_featst_pos4
https://www.wsj.com/articles/europes-economy-picks-up-raising-hopes-global-recession-threat-is-receding-11674559234?mod=hp_featst_pos4
https://www.wsj.com/articles/poland-formally-requests-german-permission-to-send-tanks-to-ukraine-11674558492?mod=hp_lead_pos6
https://www.wsj.com/articles/poland-formally-requests-german-permission-to-send-tanks-to-ukraine-11674558492?mod=hp_lead_pos6
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• Having dozens of Leopards would enhance Ukraine’s firepower and help it defend 

against a new Russian offensive expected in the coming months.  The Leopards could 

also help Ukraine recapture more territory from the Russians.  However, they wouldn’t 

necessarily guarantee a Ukrainian victory in the war. 

 

NATO Expansion:  In a new setback for Sweden and Finland as they work to join NATO, a far-

right politician burned a copy of the Quran and denounced Muslims outside the Turkish Embassy 

in Stockholm over the weekend.  The incident prompted Turkish President Erdoğan to again 

threaten to veto the Swedish and Finnish applications to join the military alliance.  There is some 

speculation that Erdoğan is simply playing the strong nationalist card ahead of Turkey’s May 

elections.  Even if that’s true, however, it would suggest Sweden and Finland can’t move 

forward in their applications to join NATO for at least several more months. 

 

France:  In its new six-year defense plan, the French government plans to spend some €400 

billion (approximately $433.4 billion) to transform its military into a more responsive force that 

can quickly respond to contingencies around the globe, particularly around French territories in 

the Indo-Pacific region. 

• The spending would represent a 35% increase over the previous six-year plan.  The new 

spending will include a new aircraft carrier, big new investments in drones and undersea 

warfare equipment, and a massive increase in France’s intelligence and surveillance 

capabilities. 

• The spending increase is consistent with our view that threats from revisionist, 

authoritarian powers like China and Russia have touched off what will likely be a multi-

year boom in global defense spending, much of which will benefit U.S. defense firms. 

 

Brazil:  President Lula da Silva has replaced the country’s top army commander, Gen. Julio 

Cesar de Arruda, because of what Defense Minister Mucio called a “fracturing of trust” after the 

riots at Brazil’s capital on January 8 which aimed to prevent Lula from taking power despite his 

win in the October elections.  Since those riots, Lula has accused many officials in the Brazilian 

military and security forces of conspiring to let the violence proceed unimpeded. 

 

Japan:  Yesterday, the Bank of Japan held its first bond auction under an expanded bank lending 

program designed to ease pressure on its yield-curve control policy.  The successful auction and 

the broader program are expected to boost bank liquidity and improve the demand for Japanese 

government bonds, helping keep 10-Year JGB yields at the BOJ ceiling of 0.50%.  However, it is 

not yet certain how long the BOJ will be able to maintain its yield-curve control in the future. 

 

United States-Japan-Netherlands-China:  The Japanese and Dutch governments are reportedly 

ready to join the U.S. in imposing stringent new restrictions on sending advanced semiconductor 

technologies to China.  The Japanese and Dutch restrictions could be announced by the end of 

January. 

• The U.S. restrictions, announced last October, aim to suppress China’s ability to develop 

advanced weapons that could threaten the U.S. and its allies. 

https://www.wsj.com/articles/turkeys-erdogan-threatens-to-block-swedens-nato-entrance-over-quran-burning-11674498389?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/turkeys-erdogan-threatens-to-block-swedens-nato-entrance-over-quran-burning-11674498389?mod=lead_feature_below_a_pos1
https://www.defensenews.com/global/europe/2023/01/20/macron-wants-400-billion-to-transform-frances-forces-through-2030/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.defensenews.com/global/europe/2023/01/20/macron-wants-400-billion-to-transform-frances-forces-through-2030/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://apnews.com/article/jair-bolsonaro-politics-brazil-government-caribbean-luiz-inacio-lula-da-silva-42151a9c0ea511391b990a9527754c1e?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.ft.com/content/3c340d1d-998d-4978-b885-cea80ac59f81
https://www.ft.com/content/3c340d1d-998d-4978-b885-cea80ac59f81
https://www.japantimes.co.jp/news/2023/01/23/business/economy-business/u-s-poised-get-dutch-japanese-help-china-chip-crackdown/?utm_source=pianoDNU&utm_medium=email&utm_campaign=72&pnespid=.PyZz9dY.arE56ar.w6h5qUJvk4GsDFlnR0rRxAjtRaVcLbrj_7Q4CcqGX7cN2qALTFe
https://www.japantimes.co.jp/news/2023/01/23/business/economy-business/u-s-poised-get-dutch-japanese-help-china-chip-crackdown/?utm_source=pianoDNU&utm_medium=email&utm_campaign=72&pnespid=.PyZz9dY.arE56ar.w6h5qUJvk4GsDFlnR0rRxAjtRaVcLbrj_7Q4CcqGX7cN2qALTFe
https://www.japantimes.co.jp/news/2023/01/23/business/economy-business/u-s-poised-get-dutch-japanese-help-china-chip-crackdown/?utm_source=pianoDNU&utm_medium=email&utm_campaign=72&pnespid=.PyZz9dY.arE56ar.w6h5qUJvk4GsDFlnR0rRxAjtRaVcLbrj_7Q4CcqGX7cN2qALTFe
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o The rules essentially cut China off from acquiring advanced semiconductors, 

semiconductor manufacturing equipment, semiconductor manufacturing 

components and other inputs, and even semiconductor support services that are 

based on U.S. technology. 

o The pending Japanese and Dutch restrictions appear to be focused more narrowly 

on exports of advanced semiconductor manufacturing equipment and inputs. 

• In any case, having the U.S., Japan, and the Netherlands all restricting advanced 

semiconductor technology will likely knee-cap China’s effort to build its own advanced 

computer chip capabilities and impede its development of some military technologies. 

o As the world continues to fracture into at least a U.S.-led geopolitical bloc and a 

rival China-led bloc, it’s important to remember that there will still probably be a 

lot of trade and travel between the two camps. 

o However, the competing governments will likely be quite aggressive in limiting 

the transfer of critical, high-value goods and technologies, as we’ve already seen 

over the last few years.  Importantly, that will likely crimp China’s technological 

development going forward. 

 

U.S. Labor Market:  On top of the layoffs in the information technology and real estate 

industries that we’ve been flagging, new reports today hint that labor demand may be starting to 

wane more broadly.  First, industrial conglomerate 3M (MMM, $122.62) said that it is cutting 

some 2,500 manufacturing positions globally due to a softening in demand for its products that 

took hold late last year.  Separately, economists have begun to note a consistent fall in temporary 

employment over the same period.  Falling temp jobs often signal a broader decline in the labor 

market. 

 

U.S. Energy Industry:  After years of paltry investment in new oil and gas drilling, offshore 

drilling in the Gulf of Mexico and elsewhere around the world is quietly growing again.  

According to data provider Westwood Global Energy Group, about 90% of the 600 leasable 

offshore drilling rigs available worldwide were working or under contract to do so in December, 

versus just 63% five years ago.  The increase in drilling suggests today’s high energy prices and 

growing energy demand have begun to produce a supply response, despite the prior hurdles like 

investor demand for capital discipline and social and regulatory preferences for green energy. 

 

U.S. Cryptocurrency Industry:  New reporting indicates that tougher scrutiny by the Securities 

and Exchange Commission has hindered a number of cryptocurrency companies from going 

public over the last year.  As we had warned would happen, the regulatory crackdown appears to 

stem from the wave of bankruptcies and financial problems in the industry. 

 

U.S. Economic Releases  

 

Economic activity from the services sector fell in January throughout the region overseen by the 

Federal Reserve Bank of Philadelphia. The index based on the regional central bank’s Business 

Outlook survey increased from a revised -12.8 to -6.5 last month. Respondents reported an 

increase in new orders and sales and a decrease in prices paid for services.  

https://www.wsj.com/articles/3m-mmm-q4-earnings-report-2022-11674561807?mod=hp_lead_pos3
https://www.wsj.com/articles/3m-mmm-q4-earnings-report-2022-11674561807?mod=hp_lead_pos3
https://www.wsj.com/articles/companies-cut-temp-workers-in-warning-sign-for-labor-market-11674524006?mod=hp_lead_pos11
https://www.wsj.com/articles/companies-cut-temp-workers-in-warning-sign-for-labor-market-11674524006?mod=hp_lead_pos11
https://www.wsj.com/articles/the-offshore-oil-business-is-gushing-again-11674277212
https://www.wsj.com/articles/sec-scrutiny-blocks-some-crypto-firms-from-going-public-11674527071?mod=markets_lead_pos2
https://www.wsj.com/articles/sec-scrutiny-blocks-some-crypto-firms-from-going-public-11674527071?mod=markets_lead_pos2
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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 Indicator Expected Prior Rating

10:00 Richmond Fed Manufact. Index m/m Jan -5.0 1.0 **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Manufacturing PMI m/m Jan P 48.9 48.9 *** Equity and bond neutral

Jibun Bank Services PMI m/m Jan P 52.4 51.1 ** Equity bullish, bond bearish

Jibun bank Composite PMI m/m Jan P 50.8 49.7 * Equity bullish, bond bearish

Depart. Store & Supermarket Sales y/y Dec 4.0% 4.5% * Equity and bond neutral

Australia NAB Business Conditions m/m Dec 12 20 ** Equity bearish, bond bullish

NAB Business Confidence m/m Dec -1 -4 ** Equity bullish, bond bearish

EUROPE

Eurozone S&P Manufacturing PMI m/m Jan P 48.8 47.8 48.5 *** Equity and bond neutral

S&P Services PMI m/m Jan P 50.7 49.8 50.1 ** Equity and bond neutral

S&P Composite PMI m/m Jan P 50.2 49.3 49.8 * Equity bullish, bond bearish

Germany S&P/BME Manufacturing PMI m/m Jan P 47.0 47.1 48.0 *** Equity bearish, bond bullish

S&P Services PMI m/m Jan P 50.4 49.2 49.5 ** Equity bullish, bond bearish

S&P Composite PMI m/m Jan P 49.7 49.0 49.6 ** Equity and bond neutral

GfK Consumer Confidence m/m Feb -33.9% -37.8% -37.6% ** Equity bullish, bond bearish

France S&P Manufacturing PMI m/m Jan P 50.8 49.2 49.5 *** Equity bullish, bond bearish

S&P Services PMI m/m Jan p 49.2 49.5 49.8 ** Equity bearish, bond bullish

S&P Composite PMI m/m Jan P 49.0 49.1 49.5 ** Equity and bond neutral

Business Confidence m/m Jan 102 102 103 ** Equity and bond neutral

Manufacturing Confidence m/m Jan 103 101 102 * Equity and bond neutral

UK S&P/CIPS Manufacturing PMI m/m Jan P 46.7 45.3 45.5 *** Equity bullish, bond bearish

S&P/CIPS Services PMI m/m Jan P 48.0 49.9 49.5 ** Equity bearish, bond bullish

S&P/CIPS Composite PMI m/m Jan P 47.8 49.0 48.8 ** Equity bearish, bond bullish

Switzerland Real Exports m/m Dec 5.7% -2.8% -2.7% * Equity bullish, bond bearish

Real Imports m/m Dec 0.3% -0.6% -0.4% * Equity bullish, bond bearish

AMERICAS

Brazil IBGE Inflation IPCA - 15 y/y Jan 5.87% 5.90% 5.83% * Equity and bond neutral
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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 cooler-than-normal temperatures for most of the country. 

Warmer-than-normal temperatures are expected in most of the Southeast region.  Wet conditions 

are expected throughout most of the entire country, with dry conditions forecasted for the 

Southwest.  

Fixed Income Today Prior Change Trend

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

3-mo T-bill yield (bps) 451 455 -4 Up

TED spread (bps) 31 27 4 Tightening

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

U.S. Libor/OIS spread (bps) 468 467 1 Up

10-yr T-note (%) 3.51 3.52 -0.01 Up

Euribor/OIS spread (bps) 245 242 3 Up

Currencies Direction

Dollar Flat Down

Euro Down Up

Yen Down Up

Pound Flat Up

Franc Flat Up

Price Prior Change Explanation

Brent $88.56 $88.19 0.42%

WTI $82.07 $81.62 0.55%

Natural Gas $3.53 $3.45 2.47%

Crack Spread $41.54 $41.85 -0.75%

12-mo strip crack $33.47 $33.47 -0.01%

Ethanol rack $2.35 $2.35 -0.21%

Metals

Gold $1,936.76 $1,931.04 0.30%

Silver $23.69 $23.46 0.98%

Copper contract $425.65 $425.65 0.00%

Grains

Corn contract $671.25 $666.25 0.75%

Wheat contract $725.50 $720.00 0.76%

Soybeans contract $1,497.25 $1,490.25 0.47%

Shipping

Baltic Dry Freight 740                763               -23

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 1/23/2023 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 1/23/2023 close) 
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Commodities

Cash

US Government Bond
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Large Cap

Value

Foreign Developed (local currency)

Real Estate
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Foreign Developed ($)
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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 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. 


