
 

 

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

www.confluenceinvestment.com 

 1 

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 31, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently relatively unchanged from its prior close. In Asia, the 

MSCI Asia Apex 50 Index closed down 1.8%. Chinese markets are lower with the Shanghai 

Composite closing down 0.4% from prior close and the Shenzhen Composite closing down 0.8% 

in the same period. U.S. equity index futures are signaling a higher 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 positive reports on the global gold market in 2022 and world 

economic growth in 2023.  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, including signs of better-

than-expected economic growth in Europe and China, and news that the U.S. will officially end 

its COVID-19 emergency in May. 

 

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_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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Global Gold Market:  The World Gold Council reported that global gold demand increased 

18% last year to 4,741 tons, marking the strongest demand for the yellow metal since 2011.  

According to the council, the increase was driven by a 55-year high in central bank purchases.  

We continue to believe that factors such as loose monetary and fiscal policies, fear of currency 

debasement, geopolitical tensions, and the U.S.’s willingness to freeze foreign countries’ dollar 

reserves will all continue to bolster the demand for gold going forward, pushing up gold prices. 

 

Global Economic Growth:  The International Monetary Fund said it now expects the global 

economy to grow 2.9% in 2023, an upgrade from its October forecast of 2.7%.  Coupled with 

unexpectedly strong economic data from Europe and China (see below), the report has given a 

modest boost to global equity markets so far this morning. 

• In its report, the IMF ascribed the update to its 2023 forecast to unexpectedly resilient 

demand, falling inflation, and China’s economic reopening after its Zero-COVID 

pandemic lockdowns. 

• On a more downbeat note, however, the institution slightly downgraded its forecast for 

2024 to 3.1%, far below the average growth rate of 3.8% in the two decades prior to the 

pandemic. 

 

Eurozone:  After stripping out price changes and seasonal factors, fourth-quarter gross domestic 

product increased 0.1% from the previous quarter, beating expectations for a fall of 0.1% even 

though Germany and Italy both posted contractions in the period.  The expansion means that the 

overall Eurozone economy managed to grow in each quarter of 2022, bringing its full-year 

increase to 3.5%.  It also means the bloc has been able to skirt the recession that was widely 

expected just a few months ago.  Since the news could embolden the European Central Bank to 

keep hiking interest rates aggressively, even as the Fed slows its rate hikes, it should be positive 

for the EUR. 

 

France:  On a less positive note out of Europe today, France is facing its second major wave of 

strikes in two weeks as education, health, railway, and energy workers go out on strike to protest 

the Macron government’s proposed pension overhaul. 

 

China:  The country’s official Purchasing Managers Index (PMI) for manufacturing rebounded 

sharply to 50.1 in December from 47.0 in November, while the PMI for the nonmanufacturing 

sector jumped to 54.4 from 41.6.  Like most major PMIs, China’s are designed so that readings 

over 50 indicate expanding activity.  Even though the December manufacturing index was 

slightly below expectations, the figures suggest that the overall Chinese economy has snapped 

back to growth after the government abandoned its strict pandemic testing and lockdown policies 

late last year.  The news is at least a short-term positive for global economic growth and stock 

prices. 

 

Russia-Ukraine War:  Despite increasing pressures from the beleaguered Ukrainians and a 

coterie of Pentagon officials, yesterday President Biden appeared to rule out sending the F-16 

fighter jets being requested.  On the other hand, yesterday French President Macron signaled that 

he would be open to sending such support. 

https://www.ft.com/content/ef6ed550-422a-4540-a8af-41ff2ac30e67
https://www.ft.com/content/ef6ed550-422a-4540-a8af-41ff2ac30e67
https://www.imf.org/en/Publications/WEO/Issues/2023/01/31/world-economic-outlook-update-january-2023
https://www.imf.org/en/Publications/WEO/Issues/2023/01/31/world-economic-outlook-update-january-2023
https://www.wsj.com/articles/imf-upgrades-outlook-for-global-economy-as-inflation-eases-and-china-reopens-11675096489?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/imf-upgrades-outlook-for-global-economy-as-inflation-eases-and-china-reopens-11675096489?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/imf-upgrades-outlook-for-global-economy-as-inflation-eases-and-china-reopens-11675096489?mod=lead_feature_below_a_pos1
https://www.ft.com/content/004faaeb-52d2-4b93-aaf7-01b5a9531a90
https://www.wsj.com/articles/eurozones-economy-outpaced-china-and-u-s-in-2022-11675161027?mod=hp_lead_pos2
https://www.wsj.com/articles/eurozones-economy-outpaced-china-and-u-s-in-2022-11675161027?mod=hp_lead_pos2
https://www.wsj.com/articles/french-workers-mount-new-strike-against-macrons-pension-overhaul-11675157389?mod=hp_listb_pos1
https://www.wsj.com/articles/french-workers-mount-new-strike-against-macrons-pension-overhaul-11675157389?mod=hp_listb_pos1
https://www.wsj.com/articles/chinas-consumers-drive-rebound-in-economic-activity-11675165479
https://www.wsj.com/articles/chinas-consumers-drive-rebound-in-economic-activity-11675165479
https://www.wsj.com/articles/chinas-consumers-drive-rebound-in-economic-activity-11675165479
https://www.ft.com/content/bc2c736f-9e55-42eb-8ac2-e8309ed11f32
https://www.ft.com/content/bc2c736f-9e55-42eb-8ac2-e8309ed11f32
https://www.ft.com/content/4678ec97-bdff-4dfa-9507-dd6f6cb3dcc4
https://www.ft.com/content/4678ec97-bdff-4dfa-9507-dd6f6cb3dcc4
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• Given that the allies supporting Ukraine have continually expanded the list of weapons 

they’re willing to provide, it is possible that they will eventually send Kyiv some type of 

fourth-generation fighters, at least the European-made Tornado or Gripen. 

• However, a key question is whether such weapons will be sent, in sufficient quantities, in 

time for the Ukrainians to counter an expected new Russian offensive in the spring. 

 

Russia-Iran:  Russia and Iran have reportedly launched a system to provide standardized, secure 

banking messages between Russian and Iranian financial institutions.  The system is designed to 

help Russia and Iran get around Western sanctions barring them from the global SWIFT 

communications system. 

• The effort to establish a rival system illustrates how countries in the evolving China-led 

geopolitical bloc are working to develop their own, independent financial relationships. 

• Over time, we expect Beijing to focus on developing and controlling a bloc-wide 

financial system marked by its own bank messaging system, its own idiosyncratic 

financial rules, and probably some type of digital, commodity-backed CNY as the bloc’s 

reserve currency.  

 

India:  Energy and infrastructure conglomerate Adani Enterprises (ADANIENT.NS, INR, 

2,892.85) continues to face a massive sell-off and a falling stock price on the Indian market after 

a recent short-seller’s report accused the company of cooking its books.  Although Adani shares 

are not available to investors in the U.S., it’s important to remember that international investors 

have been known to sell a country’s wider stock market on the news that one of its bigger 

companies is facing issues. 

 

Brazil:  Former President Bolsonaro has applied for a six-month tourist visa to remain in the 

U.S. while the new government in Brasilia investigates him for corruption and any role he might 

have played in this month’s rioting in the country’s capital. 

 

U.S. COVID Policy:  President Biden reportedly plans to call for an end to the national 

emergency and public-health emergency declarations for COVID-19 on May 11.  Ending the 

emergency declarations would allow for the termination of certain pandemic measures, such as 

the suspension of eligibility renewal requirements for people on Medicaid.  That could mean that 

millions of beneficiaries lose coverage just as the economy is falling into recession. 

 

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

with their decision due to be released tomorrow 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%.  However, they are also expected to signal that they 

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

• We continue to believe that the continued rate hikes will help push the U.S. economy into 

recession in the very near future.  That suggests U.S. stock prices could well turn 

downward again, despite their rally in recent weeks. 

https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-january-30-2023
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-january-30-2023
https://www.wsj.com/articles/rout-in-adani-stocks-bonds-continues-conglomerate-trades-barbs-with-short-seller-11675071805?mod=hp_lead_pos4
https://www.ft.com/content/914b9d07-49a6-4133-84ac-f22e2eff803d
https://www.ft.com/content/914b9d07-49a6-4133-84ac-f22e2eff803d
https://www.wsj.com/articles/biden-to-end-covid-19-emergency-declarations-on-may-11-white-house-says-11675120593?mod=hp_listb_pos1
https://www.wsj.com/articles/biden-to-end-covid-19-emergency-declarations-on-may-11-white-house-says-11675120593?mod=hp_listb_pos1
https://www.ft.com/content/7fffc75f-3130-49a1-8067-91d362d85eb2
https://www.ft.com/content/7fffc75f-3130-49a1-8067-91d362d85eb2
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• 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  

 

Workers’ compensation decelerated at a faster-than-expected pace in the final quarter of 2022. 

The Employment Cost Index (ECI), a gauge for labor wages and benefits, rose 1.0% in the fourth 

quarter. The reading was below expectations of 1.1% and the previous period rise of 1.2%. The 

drop in labor costs provides evidence that tight monetary policy is reducing wage pressures.  

 

 
 

The chart above shows the annual change in ECI. Despite the moderation, the index hit a near 

30-year high. In Q4, ECI was up 5.1% from the prior year.  

 

Meanwhile, two key measurements of housing inflation show that residential prices declined in 

November. The Federal Housing Finance Agency (FHFA) Index for home prices fell 0.10% 

from the previous month. Private data collected by the Standard & Poor’s showed that residential 

prices for the country and the top-20 cities fell 0.26% and 0.54%, respectively, from the previous 

month.  

 

https://www.ft.com/content/ef8452ca-f7bb-499f-a67f-51b13a5ad76c
https://www.ft.com/content/ef8452ca-f7bb-499f-a67f-51b13a5ad76c
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The chart above shows the year-over-year change in the S&P CoreLogic Index for both the 

nation and the 20 biggest cities. Despite the monthly declines, home prices are still higher than 

they were a year ago. The national index rose 7.69% from the prior year, while the top-20 cities 

rose 6.77% in the same period.  

 

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 

EST Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Jan 45.0 44.9 ***

10:00 Conf. Board Consumer Confidence m/m May 109.0 108.3 ***

10:00 Conf. Board Expectations m/m May 82.4 **

10:00 Conf. Board Present Situation m/m May 147.2 **

10:30 Dallas Fed Manufacturing Activity m/m Jan -19.8 **

Federal Reserve

No Fed speakers or events for the rest of today

Economic Releases
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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. 

 

    
 

 

ASIA-PACIFIC

Japan Jobless Rate m/m Dec 2.5% 2.5% 2.5% *** Equity and bond neutral

Job-To-Applicant Ratio m/m Dec 1.35% 1.35% 1.36% ** Equity and bond neutral

Retail Sales y/y Dec 3.8% 2.6% 3.2% ** Equity and bond neutral

Industrial Production y/y Dec P -2.8% -0.9% -3.6% *** Equity bullish, bond bearish

Depart. Store & Supermarket Sales y/y Dec 3.6% 2.4% * Equity bullish, bond bearish

Housing Starts y/y Dec -1.7% -1.4% 0.4% ** Equity bearish, bond bullish

Annualized Housing Starts y/y Dec 0.846m 0.838m 0.842m * Equity and bond neutral

Australia Retail Sales y/y Dec -3.9% 1.4% 1.7% ** Equity bearish, bond bullish

Private Sector Credit y/y Dec 8.3% 8.9% ** Equity and bond neutral

South Korea Industrial Production y/y Dec -7.3% -3.7% -3.4% *** Equity bearish, bond bullish

China Official Manufacturing PMI m/m Jan 50.1 47.0 50.1 *** Equity and bond neutral

Official Services PMI m/m Jan 54.4 41.6 52.0 ** Equity bullish, bond bearish

Official Composite PMI m/m Jan 52.9 42.6 -- * Equity bullish, bond bearish

EUROPE

Eurozone GDP y/y Q4 A 1.9% 2.3% 1.7% *** Equity and bond neutral

Germany Import Price Index y/y Dec 12.6% 14.5% 11.5% ** Equity bearish, bond bullish

Retail Sales y/y Dec -6.6% -5.7% -4.9% * Equity bearish, bond bullish

Unemployment Change m/m Jan -22.0k -13.0k 5.0k *** Equity bullish, bond bearish

Unemployment Claims Rate m/m Jan 5.5% 5.5% 5.5% ** Equity and bond neutral

France CPI y/y Jan P 6.0% 5.9% 6.1% *** Equity and bond neutral

CPI, EU Harmonized y/y Jan P 7.0% 6.7% 7.0% ** Equity and bond neutral

PPI y/y Dec 20.7% 21.5% 20.9% * Equity and bond neutral

GDP y/y 4Q P 0.5% 1.0% 0.5% ** Equity and bond neutral

Italy Unemployment Rate m/m Dec 7.8% 7.8% 7.8% ** Equity and bond neutral

GDP WDA y/y 4Q P 1.7% 2.6% 2.7% ** Equity bearish, bond bullish

UK Mortgage Approvals m/m Dec 35.6k 46.1k 46.2k *** Equity bearish, bond bullish

Switzerland Real Retail Sales y/y Dec -2.8% -1.3% -1.4% ** Equity bearish, bond bullish

AMERICAS

Canada GDP y/y Nov 2.8% 3.1% 2.7% ** Equity and bond neutral

Mexico GDP NSA y/y Q4 P 3.5% 4.3% 3.4% *** 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) 453 455 -2 Up

TED spread (bps) 29 25 4 Neutral

U.S. Sibor/OIS spread (bps) 469 468 1 Up

U.S. Libor/OIS spread (bps) 471 471 0 Up

10-yr T-note (%) 3.52 3.54 -0.02 Up

Euribor/OIS spread (bps) 248 249 -1 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Flat Up

Pound Down Up

Franc Flat Up
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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 a cold front moving from the Pacific region toward the 

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

weeks.  Wet conditions are forecast to spread from the northern Pacific region to the rest of the 

country within the same period.  

Price Prior Change Explanation

Brent $83.98 $84.90 -1.08%

WTI $77.35 $77.90 -0.71%

Natural Gas $2.68 $2.68 0.00%

Crack Spread $35.15 $35.21 -0.20%

12-mo strip crack $30.92 $30.75 0.56%

Ethanol rack $2.34 $2.34 0.00%

Metals

Gold $1,909.82 $1,923.17 -0.69%

Silver $23.28 $23.60 -1.35%

Copper contract $414.45 $420.20 -1.37%

Grains

Corn contract $681.50 $683.75 -0.33%

Wheat contract $743.00 $752.50 -1.26%

Soybeans contract $1,529.00 $1,535.25 -0.41%

Shipping

Baltic Dry Freight 680                676               4

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) 1.0

Distillates (mb) -1.5

Refinery run rates (%) 1.0%

Natural gas (bcf) -83

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 1/30/2023 close) 

 

-5% 0% 5% 10% 15%
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Energy

Technology

Consumer Discretionary
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Industrials
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Utilities

Consumer Staples

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 1/30/2023 close) 

 

-5% 0% 5% 10%

Commodities

Cash

US High Yield

US Government Bond

Growth

US Corporate Bond

Large Cap

Value

Foreign Developed (local currency)

Mid Cap

Small Cap

Emerging Markets (local currency)

Real Estate

Foreign Developed ($)

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. 


