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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: March 7, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is down 0.1% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed up 0.6%. Chinese markets were lower, with the Shanghai Composite closing down 

1.1% and the Shenzhen Composite down 2.0%. U.S. equity index futures are signaling a higher 

open. 

 

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 (3/6/2023) (with associated podcast) “Enter the 

Petroyuan” 

• Weekly Energy Update (3/2/2023): We provide an update for the natural gas market.  

Meteorological analysis suggests a rising probability of an El Niño this year, and so we 

offer maps showing the potential impact of such an event. 

• 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 (2/27/2023) (with associated podcast): “Federal Reserve 

Policymakers in 2023: Hawks or Doves?”   

• Asset Allocation Q1 2023 Rebalance Presentation (2/2/2023): 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 (2/1/2023): “The 2023 Outlook” 

• Business Cycle Report (3/2/2023) 

 

Our Comment today opens with the latest key developments from China’s “two sessions” 

government meetings.  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, including another round of 

strikes in France against President Macron’s proposed pension reform.  We also preview Federal 

Reserve Chair Powell’s semiannual testimony before Congress, which begins this morning. 

 

China-United States:  At the Chinese government’s big “two sessions” meeting yesterday, 

President Xi took the rare step of calling out the U.S. directly and accusing it of leading a 

multinational effort aimed at “all-round containment, encirclement and suppression against us, 

bringing unprecedentedly severe challenges to our country’s development.”  In a follow-up 
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statement today, Foreign Minister Qin Gang praised China’s friendship with Russia, decried 

what he called a “new McCarthyism” in the U.S., and vowed that China will respond tit-for-tat to 

any additional steps the U.S. might take to confront his country. 

• Taken together, the two top-level declarations should provide investors with all the proof 

they need that U.S.-China tensions are likely to keep spiraling.  The statements show that 

China will work to counter every step the U.S. belatedly takes to preserve its military, 

economic, technological, diplomatic, and political leadership around the world. 

o Although there is strong bipartisan support for the U.S. to assert itself against 

China’s growing geopolitical aggressiveness (e.g. Former House Speaker Pelosi’s 

provocative visit to Taiwan last summer), Taiwan’s president has reportedly 

convinced incumbent House Speaker McCarthy not to make a similar trip for now 

in order to avoid a dangerous Chinese military response. 

o Instead, McCarthy will meet President Tsai Ing-wen in California when she visits 

the U.S., Guatemala, and Belize in April. 

• As we have mentioned many times before, worsening U.S.-China tensions will put 

investors at risk, especially as the two countries clamp down on trade, technology, and 

capital flows between their respective geopolitical camps.  

 

China-Sri Lanka:  Officials in Colombo said China has finally agreed to support their country’s 

debt restructuring, a step the International Monetary Fund said it would require before releasing 

a $2.9-billion rescue package.  While China has lent hundreds of billions of dollars to developing 

countries around the world under its “Belt and Road” initiative, it has proven reluctant to 

restructure any such debts or take any significant haircuts when they’ve gone sour.  These 

actions feed into international concerns that China is really setting up debt traps as a way to get 

control over the projects or other collateral posted for the loans. 

 

Russia-Ukraine War:  Even though Russian forces continue to make incremental gains in their 

effort to surround and capture the northeastern Ukrainian town of Bakhmut, it now appears that 

the Ukrainians intend to pull back from some areas of the town but will otherwise keep 

defending it as a way to inflict even higher casualties and equipment losses on the Russians. 

• Ukrainian President Zelensky said yesterday that both the commander in chief of his 

military, Valeriy Zaluzhnyi, and the commander of ground forces, Oleksandr Syrsky, 

have recommended reinforcing the city rather than giving it up.  

• If the Ukrainians do decide to keep defending Bakhmut and keep inflicting high 

casualties on the Russians, one key additional goal may be to pin the Russians down 

while the Ukrainians await new shipments of advanced tanks and other weapons from the 

West. 

 

France:  The country is facing a fresh new round of strikes today as labor unions and other 

groups protest President Macron’s proposal to raise France’s retirement age.  In a tactical 

change, some unions representing public transport workers, truckers, and nuclear plant 

technicians said they will go on rolling strikes, unlike the less-disruptive daylong walkouts that 
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have taken place since January. Almost two-thirds of primary schoolteachers are also expected to 

strike. 

• As a result of the strikes, today France’s national railway has cancelled three-quarters of 

trains, while airlines have cancelled about one-third of their scheduled flights. 

• So far, however, Macron continues to insist that the pension reform is needed to prevent 

the government’s budget deficit from exploding and to preserve the overall pension 

system. 

 

Greece:  In an interview with the Financial Times, Bank of Greece head Yannis Stournaras said 

he was confident that global credit rating agencies would upgrade Greek bonds to investment 

grade again within months, so long as Greek lawmakers signal their intent to maintain the 

country’s fiscal reforms and lower the country’s debt burden.  If that happens, Greek debt would 

be rated investment-grade again for the first time in 12 years. 

 

Israel:  Protests against Prime Minister Netanyahu’s judicial reform have now spread to the 

country’s armed forces, sparking concerns that they will compromise their readiness even as the 

government considers a military attack on Iran to destroy its growing nuclear weapons program. 

• To protest the reform, which sharply curtails the powers of the Supreme Court, hundreds 

of reservists have signed letters expressing a reluctance to participate in nonessential duty 

or have already pulled out of training missions. 

• The affected units include a key division that deals with signals and cyber intelligence 

and whose graduates have helped drive the country’s tech industry, as well as elite 

combat units. 

 

United States-Mexico:  The U.S. Trade Representative’s office has formally requested 

consultations with Mexico under the U.S.-Mexico-Canada trade agreement to address Mexico’s 

decision to ban genetically modified corn and other crops from north of the border by 2024.  The 

U.S.’s filing aims to protect farmers who would otherwise lose an important foreign market.  For 

perspective, the U.S. exported some $5 billion of corn to Mexico last year, about 90% of which 

was genetically modified. 

 

U.S. Monetary Policy:  Fed Chair Powell will begin his semi-annual testimony to Congress 

today with an appearance before the Senate Banking Committee at 10:00 AM EST.  He’ll appear 

before the House Financial Services Committee tomorrow at the same time.  In each case, we 

suspect that Powell will continue to talk tough on consumer price inflation, stress the need the 

raise interest rates further, and make the case for keeping monetary policy tight for an extended 

period.  Indeed, he also appears to have most of the policymaking committee behind him.  Over 

the weekend, for example, San Francisco FRB President Daly made similar hawkish statements 

at a Princeton University event. 

• In other words, Powell will keep trying to convince investors that the Fed will get control 

over inflation and eventually bring it down to the Fed’s target.  Investors will be 

especially focused on any signs that the policymakers will hike rates by an aggressive 50 

basis points at their March 22 meeting. 
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• If Powell deviates from that message in any meaningful way, markets could react 

strongly.  That’s especially true given that investors are likely to be on edge ahead of the 

two critical inflation reports due to be released in the next seven days:  February’s 

employment report on Friday and the February consumer price index next Tuesday. 

 

U.S. Housing Market:  A bipartisan group of Senators has introduced legislation to spur the 

renovation of single-family homes in blighted neighborhoods to help boost the U.S. housing 

supply.  If passed into law, the legislation would create a new tax credit to cover a developer’s 

costs when the renovation of a crumbling building exceeds a home’s potential selling price so the 

project becomes feasible.  Although it’s questionable whether the new tax credit would have an 

appreciable effect on the nation’s housing supply, it would likely lead to a frenzy of efforts to 

game the system and take advantage of the credit. 

 

U.S. Economic Releases  

 

No major U.S. economic reports have been released so far today.  The table below lists the 

economic releases and/or Federal Reserve events scheduled for the rest of the day. 

 

 
 

Foreign Economic News 

We monitor numerous global economic indicators on a continuous basis. The most significant 

international news that was released overnight is outlined below. Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators. The rating column below is a three-star scale of importance, with one star 

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 Wholesale Trade Sales m/m Jan -0.5% 0.0% **

10:00 Wholesale Inventories m/m Jan F -0.4% -0.4% ***

15:00 Consumer Credit m/m Jan $25.350b $11.565b *

EST Speaker or Event

10:00 Jerome Powell Appears Before Senate Banking Panel Chairman of the Board of Governors

Economic Releases

Federal Reserve

District or Position

https://www.wsj.com/articles/senate-plan-aims-to-revitalize-beaten-down-communities-fb370249?mod=us_more_pos1
https://www.wsj.com/articles/senate-plan-aims-to-revitalize-beaten-down-communities-fb370249?mod=us_more_pos1
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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

Australia Exports m/m Jan 1.0% -1.0% 0.0% * Equity bullish, bond bearish

Imports m/m Jan 5.0% 1.0% * Equity bullish, bond bearish

Trade Balance m/m Jan A$11.688b A$12.237b A$12.985b *** Equity and bond neutral

South Korea GDP y/y 4Q P 1.3% 1.4% 1.4% ** Equity and bond neutral

China Exports y/y Feb -6.8% -9.0% ** Equity bullish, bond bearish

Imports y/y Feb -10.2% -5.5% ** Equity bearish, bond bullish

Trade Balance m/m Feb $116.88b $82.50b *** Equity and bond neutral

Foreign Reserves m/m Feb $3133.15b $3184.46b $3157.00b ** Equity and bond neutral

EUROPE

Germany Factory Orders WDA y/y Jan -10.9% -10.1% -9.9% *** Equity bearish, bond bullish

Switzerland Unemployment Rate m/m Feb 2.1% 2.2% 2.1% ** Equity and bond neutral

Foreign Currency Reserves m/m Feb 770.6b 784.0b 785.3b *** Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI y/y Feb 1.53% 3.01% 1.51% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 498 499 -1 Up

3-mo T-bill yield (bps) 467 472 -5 Up

TED spread (bps) 32 27 5 Widening

U.S. Sibor/OIS spread (bps) 496 495 1 Up

U.S. Libor/OIS spread (bps) 498 498 0 Up

10-yr T-note (%) 3.94 3.96 -0.02 Flat

Euribor/OIS spread (bps) 288 285 3 Up

Currencies Direction

Dollar Up Down

Euro Down Up

Yen Down Up

Pound Down Down

Franc Down Up

Central Bank Action Current Prior Expected

RBA Cash Rate Target 3.600% 3.350% 3.600% On Forecast
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Weather 

The 6-10 and 8-14 day forecasts show colder-than-normal temperatures throughout most of the 

country, with warmer-than-normal temperatures in the Southwest. The forecasts show wetter-

than-normal conditions nationwide, with drier-than-normal conditions in the Midwest and New 

England.  

DOE Inventory Report Price Prior Change Explanation

Brent $85.68 $86.18 -0.58%

WTI $79.99 $80.46 -0.58%

Natural Gas $2.62 $2.57 1.94%

Crack Spread $37.93 $38.24 -0.80%

12-mo strip crack $30.16 $30.58 -1.37%

Ethanol rack $2.33 $2.33 0.09%

Metals

Gold $1,839.68 $1,846.86 -0.39%

Silver $20.91 $21.05 -0.68%

Copper contract $403.30 $408.85 -1.36%

Grains

Corn contract $636.25 $637.00 -0.12%

Wheat contract $694.75 $695.25 -0.07%

Soybeans contract $1,524.25 $1,529.00 -0.31%

Shipping

Baltic Dry Freight 1,258            1,211            47

Actual Expected Difference

Crude (mb) 1.9

Gasoline (mb) -1.0

Distillates (mb) -0.5

Refinery run rates (%) -0.3%

Natural gas (bcf) -76

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 3/6/2023 close) 
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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 3/6/2023 close) 
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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 

 

March 2, 2023 
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P/E as of 3/1/2023 = 19.8x

 
 

Based on our methodology,1 the current P/E is 19.8x, unchanged from 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. 


