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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 27, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.4%. Chinese markets are closed due to the Lunar New Year holiday. 

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

 

With 137 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, 73.0% 

have exceeded expectations while 23.4% 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 (1/23/2023) (with associated podcast) “The New 

German Problem” 

• Weekly Energy Update (1/26/2023): For the second straight week, the SPR was steady.  

Refineries are slowly returning after the December cold snap while refining margins 

widen.  The oil market is navigating the bullish reopening of China against the looming 

global recession.    

• 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” 

• Business Cycle Report (1/26/2023) 

 

Good morning! Today’s Comment begins with our thoughts on the latest Gross Domestic 

Product data and what it may say about the economy. Next, we explain why the global bond rally 

has not eased concerns over government debt management. The report ends with our views on 

the latest earnings figures from various companies. 

 

 

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_01_23_2023.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_26_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_26_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_26_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_26_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/
https://www.confluenceinvestment.com/business-cycle-report-jan-26-2023/
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A Second Look: The market responded positively to the preliminary GDP data; however, a 

deeper dive shows signs of potential trouble.  

• The economy expanded at a faster-than-expected pace in the fourth quarter. According to 

the Bureau of Economic Analysis, GDP rose at an annual pace of 2.9% in the final three 

months of 2022. The reading was well above expectations of 2.6%. The strong report 

boosted investor confidence that the country may avoid a downturn. As a result, investors 

showed an increased appetite for risk, leading to a 1.1% high in the S&P 500 and a 2.0% 

peak in the NASDAQ. That said, the excitement may be temporary as the overall GDP 

number overshadowed problems within the underlying data. 

• Much of the GDP growth in the fourth quarter came from volatile elements of the report. 

Inventories accounted for nearly half of the rise in economic output, while a sharp decline 

in imports also boosted economic activity. Excluding trade, government spending, and 

inventory data, the economy only grew at a paltry 0.25% in the final quarter of 2022. The 

figure, referred to as final sales to private domestic consumers, shows that the country 

may be experiencing a slowdown. Thus, the market may have interpreted the headline 

figure as evidence that the Fed may achieve a soft landing, but a deep dive into the report 

shows that the economy is holding on by a mere thread.  

• This may be a make-or-break moment for the Fed. It had signaled for several weeks that 

it was committed to raising its benchmark interest rate to 5.0% and above to help bring 

down inflation. However, this talk was under the belief that a tight labor market reflected 

a strong U.S. economy. Although policymakers have consistently pointed to the tight 

labor market as evidence that it has room to tighten, the GDP figures show that the 

economy may be on the verge of recession. Therefore, Powell may be forced to explain 

whether the Fed will raise rates into a downturn like officials have suggested or listen to 

markets and implement a pause. 

o Further proof of the wonkiness in the data is that construction activity, as by 

housing starts, shows that homebuilders continue to hire workers at a steady pace 

despite taking on fewer projects.  
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Debt Problems: Governments have struggled to manage their debts even as the demand for 

global bonds have surged. 

● The debt-ceiling fight could push the Fed to end its quantitative tightening earlier than 

expected. The U.S. Treasury is expected to limit the number of treasury bill issuances in 

the second quarter since the government reached its statutory debt limit earlier this 

month. The lack of bond offerings will likely cause problems within the financial system 

as financial institutions, such as money market funds and pension plans, must hold ultra-

safe assets on their balance sheets. A lack of available debt could lead to bidding up for 

collateral within the repo market. The lack of quality capital may force these funds to 

withhold assets in the short-term lending facility; thus, causing the Fed to prematurely 

end the shrinking of its bond portfolio in order to prevent a potential crisis . 

● Although  European debt sales surged in January, the European Union is having trouble 

finding takers for its bonds as it considers expanding the bloc’s lending capacity. Interest 

rates on joint EU bonds are higher than those of many of its members, such as France and 

Germany. The lack of demand has less to do with the creditworthiness of the region and 

more to do with its lack of liquidity. Investors view resistance to the bond’s creation as a 

sign that these bonds can’t be relied upon as safe-haven assets in the future. Therefore, 

the EU may be limited in its ability to raise the funds needed to compete with the 

subsidies offered in the U.S. Inflation Reduction Act. 

 

● The Bank of Japan is facing increased pressures to abandon its yield-curve control 

program to help improve financial conditions within Japan. On Thursday, the 

International Monetary Fund advised the BOJ to be more flexible in setting long-term 

yields and communicate clearly if it aims to tighten policy to control rising inflation. The 

successor to BOJ Governor Kuroda Haruhiko is expected to phase out yield-curve control 

after he takes over in April. Speculation over when the central bank will abandon its 

policy has forced the BOJ to take action to keep interest rates in check.  

https://www.reuters.com/markets/us/fewer-treasury-bills-liquidity-questions-what-expect-us-refunding-2023-01-26/
https://www.reuters.com/markets/us/fewer-treasury-bills-liquidity-questions-what-expect-us-refunding-2023-01-26/
https://www.bloomberg.com/news/articles/2023-01-24/debt-limit-fight-risks-early-end-to-fed-quantitative-tightening
https://www.bloomberg.com/news/articles/2023-01-24/europe-bond-sales-break-240-billion-in-busiest-ever-january?sref=uIvt3NFS
https://www.ft.com/content/9ca73db9-9773-483b-b4bc-e4e2c7646726
https://www.ft.com/content/9ca73db9-9773-483b-b4bc-e4e2c7646726
https://www.reuters.com/markets/asia/imf-boj-should-let-long-term-yields-rise-be-ready-raise-rates-2023-01-26/
https://www.reuters.com/markets/asia/imf-boj-should-let-long-term-yields-rise-be-ready-raise-rates-2023-01-26/
https://www.bloomberg.com/news/articles/2023-01-25/new-boj-chief-likely-to-start-phasing-out-ycc-ex-official-says?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-01-25/new-boj-chief-likely-to-start-phasing-out-ycc-ex-official-says?sref=uIvt3NFS
https://www.ft.com/content/3c340d1d-998d-4978-b885-cea80ac59f81
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○ This shift is expected to raise the country's heavy debt burden, which is the 

highest amongst advanced economies. A 100 bps increase in the 10-year yield 

could raise the Japanese government debt-to-GDP ratio by 3% by 2025, according 

to the Fitch Ratings Agency. 

 

Earnings Slowdown: The GDP shows that consumption helped save the economy from 

contracting in December, but more firms are expressing doubts about whether this will last. 

● Major firms are forecasting a steep slowdown in sales for the coming year. Microsoft 

(MSFT, $248.00 ) and Intel (INTC, $30.09) both reported weak PC sales in their latest 

earnings reports. Meanwhile, Tesla (TSLA, $160.70)  slashed the prices of its vehicles to 

maintain its market share. The deteriorating earnings outlook suggests that the firms may 

start to feel margin pressure as the economy begins to slow, and thus, it is possible that 

the market may not have reached its bottom yet.  

● As input prices continue to rise, firms will likely have little room to maneuver to ensure 

profitability. Higher costs mean that firms depend on consumers to spend more to remain 

in the black. This feat may be harder to achieve, given the possibility of a looming 

recession. The negative earnings news on Thursday reversed some of the equity gains 

from the GDP report and is contributing to weakness in premarket trading. The S&P 500 

rose above 1% yesterday but closed only 0.5% up from the previous trading day. 

● The Chinese reopening and strong labor market data have boosted investor confidence 

that sales will be strong, even during a U.S. recession. However, that sentiment may be 

more sector dependent. For example, firms that offer more expensive and discretionary 

products could see a mild tapering of sales as consumption begins to cool. Though, this 

trend may not be consistent for all industries. Walmart's (WMT, $142.21) decision to 

increase pay to all employees and Chipotle's (CMG, $1,606.29) move to hire an 

additional 15,000 workers is evidence that not all firms are feeling a profit crunch. 

 

U.S. Economic Releases  

 

December personal income rose by a seasonally adjusted 0.2%, matching expectations but still a 

slowdown from the revised rise of 0.3% in November.  Meanwhile, December personal 

consumption expenditures (PCE) fell 0.2%, also matching expectations and marking a faster rate 

of decline from the revised November fall of 0.1%.  The data suggests that consumers may be 

starting to husband their resources as economic activity slows and they’re hearing more talk 

about layoffs and a recession.  The chart below shows the year-over-year change in personal 

income and PCE since just before the prior recession. 

 

https://www.fitchratings.com/research/sovereigns/monetary-tightening-poses-medium-term-risks-to-japans-debt-dynamics-06-05-2022
https://finance.yahoo.com/microsoft-earnings-beat-expectations-cloud-growth-continues-to-slow-211118944.html?guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAAHMskMZTveZSVg0hcthUtWN0n0UHY3rf-4RKz_9RJoK5Vba_ZG_qz6RCs-HySinUqLkOwubd2eT6Devkxnip5IaOaee-iGpWtFNg8_hIpqaeFzcNLpYja2vAl8K2J5I6-yh9l1cOvyMdkvI3QNtYwigMuN17Uuij88sJ-cAM98Of
https://www.oregonlive.com/silicon-forest/2023/01/intel-reports-steep-decline-in-sales-poor-outlook.html
https://www.autonews.com/retail/tesla-slashes-prices-across-lineup-demand-worries
https://www.autonews.com/retail/tesla-slashes-prices-across-lineup-demand-worries


 

 

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

www.confluenceinvestment.com 

 5 

 
 

The personal income and spending report also includes a measure of personal saving, defined as 

disposable (after tax) income less consumption spending on goods and services.  The December 

personal savings rate rose to a seasonally adjusted 3.4%, also consistent with the idea that 

consumers may be trying to get their finances in order ahead of a recession.  The chart below 

shows how the personal savings rate has fluctuated since just before the previous recession. 

 

 
 

Finally, the income and spending report includes the Fed’s preferred measure of consumer price 

inflation.  After stripping out the volatile food and energy components, the Core PCE Deflator 

for December was up 4.4% from the same month one year earlier, matching the anticipated 

inflation rate.  It was also a bit better than the rise of 4.7% in the year to November, and it 

marked the slowest rate of core inflation since October 2021.  However, it was still far above the 
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Fed’s target of 2.0%.  The chart below shows the year-over-year change in the Core PCE 

Deflator since just before the prior recession. 

 

 
 

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 Pending Home Sales m/m Dec -4.0% -1.0% **

10:00 Pending Home Sales NSA y/y Dec -38.6% -35.4% **

10:00 U. of Michigan Consumer Sentiment m/m Jan F 64.6 64.6 ***

10:00 U. of Michigan Current Conditions m/m Jan F 68.6 68.6 **

10:00 U. of Michigan Future Expectations m/m Jan F 62.0 62.0 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Jan F 4.0% 4.0% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Jan F 3.0% 3.0% *

11:00 Kansas City Fed Manfacturing Index m/m Jan -5 *

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today
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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. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tokyo CPI y/y Jan 4.4% 4.0% 4.0% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Jan 4.3% 4.0% 4.2% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food & Energy y/y Jan 3.0% 2.7% 2.9% * Equity and bond neutral

Australia PPI y/y Q4 5.8% 6.4% ** Equity bullish, bond bearish

New Zealand ANZ Activity Outlook m/m Jan -15.8 -25.6 ** Equity bullish, bond bearish

ANZ Business Confidence m/m Jan -52.0 -70.2 ** Equity bullish, bond bearish

South Korea Business Survey - Manufacturing m/m Feb 65 68 ** Equity and bond neutral

Business Survey - Non-Manufacturing m/m Feb 70 72 * Equity and bond neutral

EUROPE

Eurozone M3 Money Supply y/y Dec 4.1% 4.8% 4.6% *** Equity and bond neutral

France Consumer Confidence m/m Jan 80.0 82.0 81.0 ** Equity and bond neutral

Italy Industrial Sales WDA y/y Nov 11.5% 12.5% * Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 20-Jan 16.4t 16.39t * Equity and bond neutral

AMERICAS

Mexico Trade Balance m/m Dec 984.0 -$96.1m $842.5m ** Equity and bond neutral

Brazil Total Outstanding Loans m/m Dec 5.326t 5264b 5.323b ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 481 482 -1 Up

3-mo T-bill yield (bps) 454 456 -2 Up

TED spread (bps) 27 27 0 Neutral

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

U.S. Libor/OIS spread (bps) 470 469 1 Up

10-yr T-note (%) 3.54 3.50 0.04 Up

Euribor/OIS spread (bps) 247 246 1 Up

Currencies Direction

Dollar Flat Down

Euro Down Up

Yen Up 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 throughout the entire 

eastern two-thirds of the country, while warmer-than-normal temperatures are expected in the 

Southeast.  Wet conditions are expected in the Pacific Northwest and the Southeast, with dry 

conditions forecasted for the Southwest.  

Price Prior Change Explanation

Brent $88.55 $87.47 1.23%

WTI $82.15 $81.01 1.41%

Natural Gas $2.91 $2.94 -1.15%

Crack Spread $38.16 $38.45 -0.75%

12-mo strip crack $31.92 $31.83 0.29%

Ethanol rack $2.33 $2.33 0.03%

Metals

Gold $1,930.09 $1,929.21 0.05%

Silver $23.71 $23.91 -0.85%

Copper contract $427.30 $426.75 0.13%

Grains

Corn contract $683.00 $682.50 0.07%

Wheat contract $749.75 $752.50 -0.37%

Soybeans contract $1,523.25 $1,523.50 -0.02%

Shipping

Baltic Dry Freight 677                703               -26

Actual Expected Difference

Crude (mb) 0.5 1.5 -1.0

Gasoline (mb) 1.76 1.5 0.3

Distillates (mb) -0.5 -1.6 1.1

Refinery run rates (%) 0.8% 1.9% -1.1%

Natural gas (bcf) -91 -83 -8.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/26/2023 close) 

 

-5% 0% 5% 10% 15% 20%
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Materials
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-1.0%-0.5%0.0%0.5%1.0%1.5%2.0%2.5%3.0%3.5%
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Utilities

Materials
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S&P 500
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Consumer Discretionary

Energy

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 1/26/2023 close) 

 

-5% 0% 5% 10% 15%

Commodities

Cash
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US High Yield
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Large Cap

Value

Foreign Developed (local currency)

Mid 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 26, 2023 
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P/E as of 1/25/2023 = 19.2x

 
 

Based on our methodology,1 the current P/E is 19.2x, steady with last week.   
 

 

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. 


