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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 8, 2023—9:30 AM EST] Global equity markets are mixed this morning. In 

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

Index closed down 2.0%. Chinese markets were lower, with the Shanghai Composite and the 

Shenzhen Composite down 0.1%, respectively. 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” 

 

Our Comment today opens with energy industry warnings about insufficient oil supplies in the 

coming years, which is consistent with our positive outlook for commodity prices once the 

economy gets past the impending recession.  We next review a wide range of other international 

and U.S. developments with the potential to affect the financial markets today, including an 

overview of Federal Reserve Chair Powell’s testimony before the Senate Banking Committee 

yesterday.  Powell continues his semi-annual testimony today at 10:00 AM EST before the 

House Financial Services Committee. 

 

Global Oil Supplies:  Energy industry leaders attending the annual CERAWeek conference in 

Houston have been warning that rising exploration and production costs and investor pressure to 

return cash to shareholders will crimp the growth of future shale oil supplies, leading to higher 
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oil prices in the future.  The assessment is consistent with our view that commodities, in general, 

and mineral fuels, in particular, are likely entering a period of elevated prices and good returns 

due to geopolitical frictions, deglobalization, and insufficient investment. 

 

Russia-Ukraine War:  After U.S. and German media reports suggested that a “pro-Ukrainian” 

group was responsible for last September’s bombing of the Nord Stream 1 and 2 natural gas 

pipelines under the Baltic Sea, a top Ukrainian official denied that his government had any 

involvement in the attack.  Nevertheless, German officials today detailed some aspects of their 

investigation that seem to point in the same direction as the media reports. 

• All the same, the media reports do sound plausible, given that the pipelines running from 

Russia to Western Europe were key to building Europe’s dependence on Russian energy.  

Putting the pipelines out of commission has helped accelerate the Continent’s rapid shift 

away from Russian energy sources and arguably helped buttress Western Europe’s ability 

to support Ukraine in its defense against Russia’s invasion.  The bombings were, 

therefore, certainly in Ukraine’s interest. 

• An important question remaining is whether Ukrainian special forces or intelligence 

operatives had the expertise and equipment needed to carry out the attacks without being 

detected.  A further question would be whether they had any help from the U.S. or other 

countries.  

 

Georgia:  Mass protests and rioting have broken out in the capital of Tbilisi after the 

government’s proposed “foreign agent” law passed its first reading in parliament.  The draft law 

is modelled on Russian President Putin’s restrictive regime for media and non-governmental 

organizations.  For example, it would deem any Georgian media organization or NGO receiving 

more than 20% of its funding from foreign sources as a “foreign agent” and would subject it to 

undefined “monitoring.”  The controversy will further sour relations between Georgia and the 

EU, making it more difficult for Georgia to eventually become a member of the bloc. 

 

United Kingdom:  Prime Minister Sunak has unveiled a proposed new law that would 

significantly toughen the U.K.’s approach to illegal migration into the country.  The legislation 

would impose a legal duty on the home secretary to remove irregular migrants to a “safe” third 

country or to their country of origin.  It would also bar any migrant deemed to have entered the 

U.K. illegally from ever claiming asylum in the future.  Although British officials insist the 

legislation would be consistent with international law, the fact that it contravenes European 

standards means it could worsen U.K.-EU tensions again, despite Sunak’s apparent success in 

renegotiating the Brexit treaty’s Northern Ireland Protocol. 

 

China:  At the Chinese government’s big “two sessions” meetings yesterday, President Xi 

presented a major bureaucratic reorganization aimed at solidifying the Communist Party’s 

control over the agencies of state power and accelerating the country’s technological and 

financial development.  Among other initiatives, the plan would: 

• Cut the government’s workforce by 5% across the board; 

https://www.ft.com/content/e246c590-e0c6-4d07-bf80-f35c22c40d91
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• Shift some responsibilities of the Ministry of Science and Technology to other agencies 

in order to make the ministry more focused on spurring scientific and technological 

innovation; 

• Establish a national data bureau to regulate the control and use of information, which is 

expected to be the lifeblood of China’s evolving artificial-intelligence driven economy; 

• Consolidate the existing banking and insurance regulatory bodies into a new State 

Administration for Financial Supervision and Administration which would also absorb 

some functions from other agencies, such as the central bank’s oversight powers over 

financial holding companies and the securities regulator’s investor protection duties;  

• Resurrect the Communist Party’s Central Financial Work Commission to oversee the 

government’s financial regulation effort and ensure it conforms to Party priorities. 

 

U.S. Monetary Policy:  In the first day of his semi-annual testimony before Congress, Fed Chair 

Powell told the Senate Banking Committee yesterday that since recent data on demand, 

employment, and inflation had come in hotter than expected, monetary officials would likely 

hike interest rates further than previously anticipated.  Even more concerning for the financial 

markets, Powell said that “If the totality of the [upcoming] data were to indicate that faster 

tightening is warranted, we would be prepared to increase the pace of rate hikes.” 

• In other words, Powell was signaling that the policymakers could return to hiking rates at 

an aggressive pace of 50 basis points per policy meeting, as they had been doing over 

much of the last year before slowing the pace to 25 bps at the last meeting. 

• Investors quickly repriced a range of financial assets to reflect the more aggressive policy 

tightening.  The target-rate probability tool from CME Group (CME, $182.22) quickly 

shifted to show that investors now see about a 75% chance that the Fed will hike its 

benchmark fed funds rate by 50 bps at its March 21-22 meeting, versus just a 31% chance 

prior to Powell’s testimony (see chart below).  Equities sold off sharply in response. 

• The renewed signals of even tighter monetary policy appear to be worrying officials at 

the White House.  Asked about the Fed’s plans yesterday, a top official insisted that the 

Biden administration wouldn’t try to interfere with the monetary policymakers but 

suggested they take a longer look at the data before hiking rates more aggressively. 

 

 
 

https://www.wsj.com/articles/jerome-powell-to-testify-to-congress-on-outlook-for-rates-inflation-e4e7f1e3?mod=hp_lead_pos5
https://www.wsj.com/articles/jerome-powell-to-testify-to-congress-on-outlook-for-rates-inflation-e4e7f1e3?mod=hp_lead_pos5
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.reuters.com/markets/us/white-house-will-not-interfere-with-fed-hopes-officials-take-breath-2023-03-07/
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U.S. Industrial Policy:  Illustrating the impact of the green-technology subsidies provided in 

last year’s Inflation Reduction Act (IRA), Volkswagen AG (VWAGY, $18.81) stated that it will 

prioritize its plan to build an electric-vehicle battery plant somewhere in North America.  

According to Volkswagen, the company should expect to receive more than $10 billion in 

incentives from the IRA and other U.S. laws over the lifetime of the plant.  In contrast, the 

company said it will put a similar battery plant planned for eastern Europe on hold until the EU 

clarifies what support it is willing to provide. 

• The news will likely exacerbate EU leaders’ irritation over the IRA subsidies, which they 

fear will draw billions of dollars of investment toward the U.S. and away from Europe. 

• On the other hand, U.S. officials have encouraged the EU to adopt similar industrial 

policies to support its manufacturing base, and the competitive threat from the U.S. will 

probably convince the EU to do just that in the future. 

 

U.S. Antitrust Regulation:  The Justice Department filed a lawsuit yesterday to block the 

proposed merger between JetBlue Airways (JBLU, $8.16) and Spirit Airlines (SAVE, $17.13) on 

grounds that the linkup would stifle competition and boost airfares for travelers.  The two 

companies vowed to fight the lawsuit.  Nevertheless, the Justice Department’s action illustrates 

the Biden administration’s stepped-up antitrust regulations. 

 

U.S. Labor Market:  An analysis of recent employment data shows that more women than men 

have gained jobs over the last four months, pushing the female share of nonfarm payrolls to 

49.8%.  As recently as 2019, women represented more than half of all nonfarm payrolls, but that 

changed with the COVID-19 pandemic, when women lost 12 million jobs and men only lost 10 

million.  The surge of women coming back into the labor force could help unshackle the 

economy and could potentially hold down excessive wage increases. 

 

U.S. Economic Releases  

 

Demand for mortgage loans jumped last week, but high interest rates remain a problem. 

According to an index tracked by the Mortgage Bankers Association, applications rose 7.4% on a 

seasonally adjusted basis in the week ending March 3. The rise was related to applicants wanting 

to lock in rates in anticipation of higher borrowing costs in the future. As a result, the tracker for 

purchase applications rose 7% from the prior week, while the refinance tracker rose 9% in the 

same period. The average 30-year fixed-rate mortgage rose 8 bps from 6.71% to 6.79%, its 

highest level since November 22. 

 

Private payrolls expanded more than expected in February. According to data collected from 

payroll company Automatic Data Processing (ADP), there were 242k jobs created in February. 

The increase was above estimates of 200k. Leisure and hospitality led job growth with 83k hires, 

followed by financial services which hired 62k new employees in February. 

 

https://www.ft.com/content/6ac390f5-df35-4e39-a572-2c01a12f666a
https://www.ft.com/content/6ac390f5-df35-4e39-a572-2c01a12f666a
https://www.wsj.com/articles/justice-department-files-antitrust-lawsuit-to-block-jetblue-purchase-of-spirit-airlines-8496b514?mod=hp_lead_pos3
https://www.wsj.com/articles/justice-department-files-antitrust-lawsuit-to-block-jetblue-purchase-of-spirit-airlines-8496b514?mod=hp_lead_pos3
https://www.wsj.com/articles/women-jobs-workforce-economy-international-womens-day-5fc372a3?mod=hp_lead_pos1
https://www.wsj.com/articles/women-jobs-workforce-economy-international-womens-day-5fc372a3?mod=hp_lead_pos1
https://www.wsj.com/articles/women-jobs-workforce-economy-international-womens-day-5fc372a3?mod=hp_lead_pos1
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The chart above shows the monthly ADP private payroll figures. Although the number is 

relatively low for this business cycle, the monthly total is well above the series’ historical 

average of 148k. 

 

The U.S. trade deficit came in narrower than expected in January. According to the Census 

Bureau, the trade shortfall increased from $67.2b to $68.3b. The deficit came in below 

expectations of $68.9b. 

 

 

The above chart shows the U.S. trade balance for goods and services. The wider trade balance is 

a drag on GDP, thus an increase in the trade deficit raises the chance of an economic contraction 

in Q1 2023.  
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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. 

 

10:00 JOLTS Job Openings m/m Jan 10.546m 11.012m **

EST Speaker or Event

10:00 Jerome Powell Appears Before House Financial Services Committee Chairman of the Board of Governors

14:00 U.S. Federal Reserve Releases Beige Book Federal Reserve Board

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan BoP Current Account Balance m/m Jan -1.976.6b 33.4b -785.0b *** Equity and bond neutral

BoP Trade Balance m/m Jan -3181.8b -1225.6b -2923.8b ** Equity and bond neutral

Leading Economic Index m/m Jan P 96.5 97.2 96.9 ** Equity and bond neutral

EUROPE

Germany Retail Sales y/y Jan -4.6% -6.6% -5.7% * Equity bullish, bond bearish

Industrial Production WDA y/y Jan -1.6% -3.9% -3.3% ** Equity bullish, bond bearish

Italy Retail Sales y/y Jan 6.2% 3.4% 3.6% ** Equity bullish, bond bearish
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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 colder-than-normal temperatures throughout most of the 

country, with warmer-than-normal temperatures in the Southwest. Wetter-than-normal 

conditions are expected nationwide, with drier-than-normal conditions in the Great Lakes region.  

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 501 498 3 Up

3-mo T-bill yield (bps) 481 482 -1 Up

TED spread (bps) 20 17 3 Tightening

U.S. Sibor/OIS spread (bps) 508 506 2 Up

U.S. Libor/OIS spread (bps) 511 508 3 Up

10-yr T-note (%) 3.96 3.97 -0.01 Flat

Euribor/OIS spread (bps) 292 288 4 Up

Currencies Direction

Dollar Flat Up

Euro Flat Flat

Yen Flat Down

Pound Up Down

Franc Flat Down

DOE Inventory Report Price Prior Change Explanation

Brent $83.07 $83.29 -0.26%

WTI $77.24 $77.58 -0.44%

Natural Gas $2.62 $2.69 -2.49%

Crack Spread $36.81 $36.88 -0.17%

12-mo strip crack $29.67 $29.66 0.05%

Ethanol rack $2.32 $2.32 -0.15%

Metals

Gold $1,814.85 $1,813.45 0.08%

Silver $20.13 $20.08 0.28%

Copper contract $401.05 $397.50 0.89%

Grains

Corn contract $632.75 $634.25 -0.24%

Wheat contract $689.25 $698.00 -1.25%

Soybeans contract $1,511.25 $1,515.50 -0.28%

Shipping

Baltic Dry Freight 1,298            1,258            40

Actual Expected Difference

Crude (mb) 1.6

Gasoline (mb) -2.0

Distillates (mb) -1.3

Refinery run rates (%) -0.5%

Natural gas (bcf) -79

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 3/7/2023 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 3/7/2023 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. 


