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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 30, 2023—9:30 AM EST] Global equity markets are generally lower this 

morning. In Europe, the Euro Stoxx 50 is currently down 0.9% from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed down 0.7%. Chinese markets are higher with the Shanghai 

Composite closing up 0.8% from prior close and the Shenzhen Composite closing up 1.2% in the 

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

 

With 143 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, 70.6% 

have exceeded expectations while 25.2% 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 (1/30/2023) (associated podcast will be available later this 

week): “Secular Trends in Bond Yields”   

• 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) 

 

Our Comment today opens with confirmation that the U.S. has secured the cooperation of Japan 

and the Netherlands in clamping down on key semiconductor technology transfers to China.  The 

move is designed to suppress China’s military technology development, but it will also feed the 

continued escalation of tensions between the West and China.  We next review a wide range of 

other international and U.S. developments with the potential to affect the financial markets 

 

Daily Comment 
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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_30_2023.pdf
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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today, including new, lower forecasts of future fossil fuel use and a preview of the Federal 

Reserve’s upcoming policy meeting this week. 

 

United States-Japan-Netherlands-China:  As we flagged in our Comment earlier this month, 

the Biden administration reached a deal with Japan and the Netherlands on Friday under which 

they will restrict the exporting of certain advanced semiconductor manufacturing equipment to 

China.  The Japanese and Dutch restrictions will complement the aggressive new rules unveiled 

by the U.S. in October, which prohibit sending China certain advanced U.S. computer chips, 

chipmaking equipment, chip components and inputs, and even personal services related to those 

items. 

• The new U.S. restrictions aim to suppress China’s ability to produce advanced military 

technology, including not only advanced computer chips but also artificial intelligence, 

supercomputing, and other technologies for modern warfare. 

• With allies like Japan and the Netherlands signing up to enforce the restrictions as well, 

the new U.S. rules are likely to seriously impede China’s overall information technology 

development.  On top of that, House Foreign Affairs Committee Chairman McFaul 

revealed last week that the Biden administration is planning to issue an executive order that 

would dramatically widen its clampdown on U.S. capital flows into China’s technology 

industry.  That order would prohibit U.S. investments in whole sectors, such as artificial 

intelligence, quantum computing, and cybersecurity. 

o In theory, China could still catch up to Western technology standards in the 

future, but the U.S.-led restrictions are likely to seriously slow the process and 

crimp U.S. investment opportunities in the country. 

o Of course, the U.S. clampdown on technology and capital flows will also anger 

Beijing and will almost certainly prompt retaliatory measures and increase friction 

between the two countries. 

 

United States-China:  As U.S.-China tensions continue to escalate, U.S. Air Force General 

Mike Minihan, chief of the Air Mobility Command, reportedly ordered his officers last Friday to 

achieve “maximum combat readiness” this year, in preparation for a U.S.-China conflict that he 

believes will happen by 2025.  Minihan’s timeline for war is even earlier than the 2027 date 

predicted two years ago by Adm. Phil Davidson, then chief of the U.S. Indo-Pacific Command. 

• A U.S.-China conflict is still not necessarily inevitable.  Nevertheless, it appears that U.S. 

national security officials are becoming increasingly concerned about tensions boiling 

over in the near term. 

• We continue to believe that increasing tensions with China and Russia’s aggression in 

Ukraine will spur more military spending and defense investment throughout the U.S.-led 

geopolitical bloc in the coming years.  However, those increases are coming slowly, 

largely reflecting bureaucratic delays, resistance by both business elites and populists 

alike, and the lack of a modern-day Winston Churchill raising the alarm about China’s 

growing power and military aggressiveness. 

https://www.japantimes.co.jp/news/2023/01/28/business/tech/us-china-chip-export-controls-japan-netherlands/
https://www.wsj.com/articles/japan-netherlands-agree-to-limit-exports-of-chip-making-equipment-to-china-11674952328
https://www.wsj.com/articles/japan-netherlands-agree-to-limit-exports-of-chip-making-equipment-to-china-11674952328
https://www.politico.com/news/2023/01/27/biden-mulling-broad-prohibitions-investments-chinese-tech-00079995?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2023/01/27/biden-mulling-broad-prohibitions-investments-chinese-tech-00079995?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2023/01/27/biden-mulling-broad-prohibitions-investments-chinese-tech-00079995?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.scmp.com/news/world/united-states-canada/article/3208288/senior-us-air-force-general-warns-possible-war-china-2025?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20230128&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3208294&article_id_list=3207885,3208293,3208288,3208294,3208224,3208197,3208308,3208302&tc=8&CMCampaignID=8256ec337e94ec4d0729c4b0775b1031
https://www.scmp.com/news/world/united-states-canada/article/3208288/senior-us-air-force-general-warns-possible-war-china-2025?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20230128&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3208294&article_id_list=3207885,3208293,3208288,3208294,3208224,3208197,3208308,3208302&tc=8&CMCampaignID=8256ec337e94ec4d0729c4b0775b1031
https://english.kyodonews.net/news/2023/01/018a26a02962-ex-us-indo-pacific-commander-sticks-to-2027-window-on-taiwan-attack.html
https://www.wsj.com/articles/u-s-weapons-industry-unprepared-for-a-china-conflict-report-says-11674479916?mod=politics_lead_pos4
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o The West’s defense industry should probably be moving closer to a war footing 

right now, which should include dramatically boosting its capacity and 

production.  Although we have emphasized that global economic fracturing and 

shortened supply chains will prompt “re-industrialization” in the West, increased 

defense manufacturing could also be an important part of the story.  However, the 

West’s defense industry currently remains on a peacetime footing. 

o If U.S.-China tensions suddenly worsen, it could require a rapid expansion in the 

West’s defense industry.  That kind of expansion could be chaotic, but it could 

also lead to great wealth creation for those in a position to benefit from defense 

contracts. 

 

Russia-Ukraine War:  Russian forces, bolstered by recent conscripts, have reportedly changed 

their tactics and are now making progress in their efforts to surround the embattled city of 

Bakhmut in eastern Ukraine.  The new Russian progress comes as Western officials begin to 

worry that the Russians will have the advantage the longer the war of attrition lasts, due to their 

superior numbers of troops and equipment.  That calculus could well spur the West to speed its 

deliveries of advanced equipment to the Ukrainians, perhaps even to include jet fighters. 

 

Israel-Iran:  Over the weekend, the Israeli military launched a drone strike on a military facility 

deep in Iran, in the city of Isfahan.  The strike, the first under Prime Minister Netanyahu’s new 

far-right government, came just days after the U.S. and Israel held their biggest-ever joint 

military exercise.  It also comes amid an escalating cycle of violence between Palestinians and 

Israeli security forces in Jerusalem and in the West Bank. 

• Israel has been reluctant to directly help Ukraine defend itself against Russia’s invasion, 

given the Israel needs Russia’s acquiescence to attack its foes in Syria. 

• However, the attack on an Iranian military supply depot may have been meant as much to 

degrade Iran’s ability to support Russia in its invasion as to damage Iran’s own defense 

capabilities. 

 

European Union:  Figures today showed that Germany’s gross domestic product unexpectedly 

declined 0.2% in the fourth quarter of 2022, largely reflecting reduced household consumption 

because of high energy prices.  The contraction in the EU’s largest economy means the bloc’s 

overall GDP could also show a small contraction in the fourth quarter when the report is released 

tomorrow.  If that’s the case, the EU’s GDP would have fallen for two straight quarters and 

would, therefore, have met the standard definition of a recession, although the downturn would 

still have been much less severe than was widely feared last year.   

 

United Kingdom:  Yesterday, Prime Minister Sunak sacked Cabinet Office Secretary and 

Conservative Party Chairman Nadhim Zahawi over a simmering scandal revolving around his 

late tax payments.  That means Sunak has now lost two Cabinet ministers in the last three 

months, even as a third is under investigation and is likely to resign soon.  The scandals have 

greatly wounded Sunak politically, even as he struggles to deal with Britain’s high inflation, 

economic slowdown, massive strikes, and worsening public finances. 

 

https://www.defensenews.com/land/2023/01/26/with-demand-high-in-ukraine-us-army-ramps-up-artillery-production/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.defensenews.com/land/2023/01/26/with-demand-high-in-ukraine-us-army-ramps-up-artillery-production/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
https://www.wsj.com/articles/ukraine-asks-for-longer-range-missiles-as-it-awaits-tank-deliveries-11674990772?mod=hp_lead_pos8
https://www.wsj.com/articles/ukraine-asks-for-longer-range-missiles-as-it-awaits-tank-deliveries-11674990772?mod=hp_lead_pos8
https://www.wsj.com/articles/some-western-backers-of-ukraine-worry-that-time-might-be-on-russias-side-11674969063
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-january-29-2023
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-january-29-2023
https://www.wsj.com/articles/israel-strikes-iran-amid-new-international-push-to-contain-tehran-11675004979?mod=hp_lead_pos10
https://www.wsj.com/articles/israel-strikes-iran-amid-new-international-push-to-contain-tehran-11675004979?mod=hp_lead_pos10
https://www.wsj.com/?mod=nav_top_section
https://www.wsj.com/?mod=nav_top_section
https://www.ft.com/content/dc978c84-64c4-42cd-bfe5-7d59e1441475
https://www.ft.com/content/43d62c7a-7d88-439a-8e62-8b50ff98f1a6
https://www.ft.com/content/43d62c7a-7d88-439a-8e62-8b50ff98f1a6
https://www.ft.com/content/43d62c7a-7d88-439a-8e62-8b50ff98f1a6
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Global Energy Market:  In its annual energy outlook publication, BP, plc (BP, $36.32) has 

reduced its forecasts of global fossil fuel demand to reflect how countries around the world are 

accelerating their transition to renewable energy in response to Russia’s invasion of Ukraine. 

• In its forecast for 2035, for example, BP now expects global oil demand to fall to just 93 

million barrels per day, about 5% lower than what was forecast last year. 

• Despite the expected decline in demand, we continue to believe that oil, gas, and many 

other key commodities will be richly priced in the coming years, largely reflecting factors 

like the U.S.-China geopolitical tensions, potential supply shortfalls, and a weaker dollar. 

 

 
 

U.S. Banking Industry:  Regional banks and lenders with big credit-card businesses say they 

are tightening credit standards ahead of an expected recession.  Some lenders also say they are 

boosting their financial reserves to prepare for a continued increase in delinquencies.  Although 

consumer delinquencies remain historically low, they have begun rising in recent months.   

 

U.S. Fiscal Policy:  President Biden and House Speaker McCarthy are due to meet on 

Wednesday to discuss a range of issues and, most importantly, begin negotiating on a deal to 

raise the federal debt ceiling.  Plans for the meeting may ease concerns about a bitter political 

fight that could lead to a U.S. default, but a lack of results could rekindle concerns and 

undermine the financial markets later in the week. 

 

U.S. Monetary Policy:  Fed officials will begin their latest two-day monetary policy meeting 

tomorrow, with the decision due to be announced on Wednesday at 2:00 PM ET.  The officials 

are widely expected to slow their rate hikes at the meeting to just 25 basis points, bringing the 

benchmark fed funds rate to a range of 4.50% to 4.75%, but they are also expected to signal that 

they won’t be finished tightening policy until they make more progress in bringing down 

inflation. 

https://www.bp.com/content/dam/bp/business-sites/en/global/corporate/pdfs/energy-economics/energy-outlook/bp-energy-outlook-2023.pdf
https://www.wsj.com/articles/banks-brace-for-more-consumers-to-fall-behind-on-their-loans-11675030305?mod=markets_lead_pos4
https://www.wsj.com/articles/house-speaker-kevin-mccarthy-to-meet-with-biden-expected-to-discuss-debt-limit-11675013409?mod=us_lead_pos3
https://www.wsj.com/articles/house-speaker-kevin-mccarthy-to-meet-with-biden-expected-to-discuss-debt-limit-11675013409?mod=us_lead_pos3
https://www.wsj.com/articles/house-speaker-kevin-mccarthy-to-meet-with-biden-expected-to-discuss-debt-limit-11675013409?mod=us_lead_pos3
https://www.ft.com/content/7fffc75f-3130-49a1-8067-91d362d85eb2
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• We continue to believe that the persistent rate hikes will help push the U.S. economy into 

recession in the very near future.  That means U.S. stock prices may well turn downward 

again, despite their rally in recent weeks. 

• Meanwhile, the European Central Bank and the Bank of England will also hold policy 

meetings this week, but they are expected to keep hiking their benchmark interest rates 

by an aggressive 50 basis points.  The narrowing differential between the U.S. and 

European benchmark rates will probably put continued downward pressure on the dollar. 

 

 
 

U.S. Economic Releases  

 

There were no economic releases prior to the publication of this report. 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

10:30 Dallas Fed Manufacturing Activity m/m Jan -15.0 -18.8 **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.ft.com/content/ef8452ca-f7bb-499f-a67f-51b13a5ad76c
https://www.ft.com/content/ef8452ca-f7bb-499f-a67f-51b13a5ad76c
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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

New Zealand Trade Balance NZD m/m Dec -0.475b -1.863b -2.180b ** Equity bullish, bond bearish

Exports NZD m/m Dec 6.72b 6.68b 6.34b ** Equity and bond neutral

Imports NZD m/m Dec 7.19b 8.54b 8.52b ** Equity and bond neutral

EUROPE

Eurozone Economic Confidence m/m Jan 99.9 95.8 97.1 *** Equity bullish, bond bearish

Industrial Confidence m/m Jan 1.3 -1.5 -0.6 *** Equity bullish, bond bearish

Services Confidence m/m Jan 10.7 6.3 7.7 ** Equity bullish, bond bearish

Consumer Confidence m/m Jan F -20.9 -20.9 ** Equity and bond neutral

Germany GDP NSA y/y 4Q P 0.5% 1.2% 1.3% ** Equity bearish, bond bullish

GDP WDA y/y 4Q P 1.1% 1.3% 1.4% ** Equity and bond neutral

Italy PPI y/y Dec 39.2% 35.7% ** Equity bearish, bond bullish

Switzerland KOF Leading Indicator m/m Jan 97.2 92.2 91.5 ** Equity bullish, bond bearish

Domestic Sight Deposits CHF w/w 27-Jan 511.6b 511.6b * Equity and bond neutral

Total Sight Deposits CHF w/w 27-Jan 528.0b 531.6b * Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGPM y/y Jan 3.79% 5.45% 3.80% *** Equity and bond neutral

Net Debt % GDP m/m Dec 57.50% 57.00% 57.20% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 483 480 3 Up

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

TED spread (bps) 29 25 4 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 (%) 3.55 3.51 0.04 Up

Euribor/OIS spread (bps) 249 247 2 Up

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Down Up

Pound Up Up

Franc Flat Up
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Weather 

The 6-10 and 8-14 day forecasts shows a cold front moving from the Pacific region toward the 

Midwest. Also, the eastern third is expected to have warmer temperatures within the next two 

weeks.  Wet conditions are forecasted to spread from the Northern Pacific to the rest of the 

country within the same period.  

Price Prior Change Explanation

Brent $86.72 $86.66 0.07%

WTI $79.73 $79.68 0.06%

Natural Gas $2.74 $2.85 -3.86%

Crack Spread $37.10 $37.56 -1.24%

12-mo strip crack $31.54 $31.74 -0.61%

Ethanol rack $2.34 $2.34 0.06%

Metals

Gold $1,925.47 $1,928.04 -0.13%

Silver $23.66 $23.60 0.25%

Copper contract $421.00 $422.25 -0.30%

Grains

Corn contract $686.50 $683.00 0.51%

Wheat contract $757.25 $750.00 0.97%

Soybeans contract $1,528.50 $1,509.50 1.26%

Shipping

Baltic Dry Freight 676                677               -1

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 1/27/2023 close) 
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Consumer Discretionary
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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 1/27/2023 close) 

 

-5% 0% 5% 10% 15%

Commodities

Cash

US Government Bond

US High Yield

US Corporate Bond

Growth

Large Cap

Value

Foreign Developed (local currency)

Mid Cap

Emerging Markets (local currency)

Foreign Developed ($)

Small Cap

Real Estate

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 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. 


