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

Europe, the Euro Stoxx 50 is currently down 0.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 0.8%. Chinese markets were lower, with the Shanghai Composite 

down 0.2% and the Shenzhen Composite down 0.1%. U.S. equity index futures are signaling a 

lower 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 (3/9/2023): We discuss the “unaccounted for crude oil” 

problem, and update the latest on the Nord Stream sabotage, along with our usual 

update of the weekly data. 

• 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 (3/8/2023): “Reflections on Inflation” 

 

Good morning! Today’s Comment begins with a discussion about the growing appeal of the U.S. 

dollar. Next, we examine what the potential impact could be for companies as governments 

move away from neoliberal policies. Finally, we review why the recent decline in commodity 

indexes should not dampen investor outlook on the sector. 

 

The Dollars Back: Hawkish talk from Federal Reserve Chair Jerome Powell has investors piling 

back into the greenback. 

● The ICE U.S. Dollar Index surged to its highest level since November 2022 after Powell 

signaled that recent economic data could encourage the Fed to set rates even higher than 

it outlined in its latest dot plots. Powell attempted to calm markets by stating that the Fed 

 

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_03_06_2023.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q123.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Feb_27_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/


 

 

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

www.confluenceinvestment.com 

 2 

has not yet made a final decision. However, the 30-day fed funds futures market is now 

forecasting a 46% chance that the central bank could raise rates an additional 125 bps by 

the end of July. Doubts about whether other central banks will follow suit have also 

supported the dollar. 

 

● The European Central Bank is expected to raise rates by 50 bps in its next meeting later 

this month, but it isn’t clear where policy will go after that. Head of the Italian Central 

Bank Ignazio Visco criticized members of the ECB’s rate-setting governing council for 

pushing for additional rate hikes despite agreements that policy would be determined 

meeting-by-meeting. The uncertainty for the future of ECB policy raises the likelihood of 

a greater depreciation of the euro. The currency has fallen 1.5% against the dollar over 

the last three days, and it accounts for about 58% of the dollar index.  

● Meanwhile, speculation that the Bank of Japan will maintain its accommodative 

monetary policy at its next meeting has also put pressure on the yen. The central bank is 

set to meet today and is expected to leave policy unchanged while the central bank 

transitions to its new leadership in April. By keeping policy loose, especially while the 

Fed tightens, the BOJ will make the yen less attractive to international investors which 

would add upward pressure on the greenback. This trend may conclude if incoming BOJ 

chief Kazuo Ueda signals a policy shift or if current central bank head Haruhiko Kuroda 

surprises markets by widening the band around the 10-year yield target like he did in 

December.  

 

The Biden Shuffle: The White House has begun to shift from neoliberal economic policy to 

a world that favors equity. 

• U.S. President Joe Biden is set to unveil his budget proposal on Thursday. The plan likely 

has no chance of becoming law but will provide a platform for the president to lay out his 

policy initiatives as he prepares for reelection. His proposal calls for increased taxes for 

the wealthy and corporations, incentives to boost domestic manufacturing jobs, and 

https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.reuters.com/article/ecb-policy-visco-criticism/italys-visco-raps-ecb-colleagues-over-their-interest-rate-comments-idINR1N34201T
https://www.reuters.com/article/ecb-policy-visco-criticism/italys-visco-raps-ecb-colleagues-over-their-interest-rate-comments-idINR1N34201T
https://www.reuters.com/markets/asia/boj-keep-yield-cap-ultra-low-rates-kurodas-last-policy-meeting-2023-03-06/
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protections for elderly healthcare. The White House estimates that the plan could 

generate $3 trillion in deficit reductions. His bill appears to be aimed at making his 

Republican counterparts look out of touch as they prepare a budget proposal that includes 

changes to the social safety net. 

• The Inflation Reduction Act continues to attract more foreign businesses to the U.S. 

Volkswagen announced that it has put its plan to build a battery plant in Eastern Europe 

on hold as it analyzes the European Union’s counteroffer. The car manufacturer estimates 

that the American initiative could net the company between €9 and €10 billion in 

subsidies and loans when it builds its battery plant in the U.S. The EU’s decision to offer 

similar subsidies reaffirms our belief that Washington wants Europe to invest 

domestically to reduce dependence on Chinese manufacturing. In our view, the Inflation 

Reduction Act aims to have the U.S. and EU make greater investments in climate change 

technology to help the West close the gap with market leader and rival China. 

• Increased state involvement within the economy in the U.S. and Europe will support 

domestic incomes but squeeze profit margins in the long-term. On the bright side, the 

reshoring of manufacturing jobs should lift household earnings. However, higher taxes on 

corporations will make it harder for firms to be profitable, while the development of 

national champions may encourage governments to implement trade barriers. In short, the 

move away from neoliberal policies toward populist initiatives is not favorable for 

companies with a lot of foreign exposure. 

o President Biden’s push for export curbs on semiconductor parts and China’s 

protection of its climate technology may offer a taste of what the future might 

hold in a less globalized world. 

 

It’s Complicated: Uncertainty of supply and demand for commodities has made it difficult 

to gauge the bottom of the market, but the long-run outlook for the sector remains favorable. 

• The Chinese economy has still not fully recovered from its COVID lockdowns. While 

generally seen as a net importer of metals, China is expected to export some of its excess 

inventory of copper. The decision to offload some of its holdings comes amidst signs that 

manufacturing and construction activity have not returned to maximum levels. 

Additionally, there are fears that lockdowns may return as a Chinese city has backed a 

plan to use lockdown measures to help contain influenza outbreaks. This situation 

suggests that China is still not fully on its feet and consumer confidence may struggle to 

return to pre-pandemic levels. 

• Supply does not seem to be on the upswing either. At the annual CERAWeek conference, 

U.S. shale producers admitted that they couldn’t challenge OPEC’s pricing power. They 

have argued that the industry has lost ground to foreign rivals due to a lack of investment. 

Oil firms have been pressured to limit spending in order to boost higher returns for 

https://www.ft.com/content/6ac390f5-df35-4e39-a572-2c01a12f666a
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https://www.atlanticcouncil.org/blogs/energysource/beauty-and-the-beast-implications-of-the-us-china-tech-war-on-climate-and-energy/
https://www.bnnbloomberg.ca/china-s-burst-of-copper-exports-shows-economy-still-struggling-1.1893024
https://www.bnnbloomberg.ca/china-s-burst-of-copper-exports-shows-economy-still-struggling-1.1893024
https://www.bloomberg.com/news/articles/2023-03-09/chinese-city-backs-return-of-lockdowns-for-severe-flu-outbreaks?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-03-09/chinese-city-backs-return-of-lockdowns-for-severe-flu-outbreaks?sref=uIvt3NFS
https://www.ft.com/content/f1674a6e-39ae-4abb-ae2a-40fefb58d6b9
https://www.wsj.com/articles/u-s-shale-boom-shows-signs-of-peaking-as-big-oil-wells-disappear-2adef03f
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shareholders. The lack of U.S. production should provide upward prices as declining rig 

counts prevent firms from producing more oil. 

• The Bloomberg Commodity Total Return Index dropped 11% from its peak in May last 

year. The decline in the index was related to a drop in Chinese demand, concerns about a 

possible global recession, and a strengthening of the U.S. dollar. Despite its recent fall 

from grace, the index has been known to be a hedge against inflation, especially in a less 

globalized world. Uncertainty within the Middle East and Europe will likely support the 

assets for the foreseeable future; meanwhile, Chinese demand is still expected to return 

over the coming months. As a result, we believe there is still much upside for the sector.  

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending March 4 rose to a seasonally 

adjusted 211,000, blowing past expectations that they would only rise to 195,000 and far 

surpassing the previous week’s level of 190,000.  The four-week moving average of initial 

claims, which helps smooth out some of the volatility in the series, rose to 197,000.  However, 

the jump in claims doesn’t necessarily signal a big rise in layoffs.  Initial claims remain 

historically low, and the four-week moving average is now no higher than it had been as recently 

as January.  Meanwhile, the number of people continuing to draw benefits in the week ending 

February 25 rose to 1.718 million, above the anticipated reading of 1.660 million and the 

previous week’s revised reading of 1.649 million, but that is also historically low.  The following 

chart shows how initial jobless claims have fluctuated since just before the prior recession.  The 

chart is truncated through much of the pandemic period because of the extremely high level of 

claims at that time. 

 

https://www.wsj.com/articles/u-s-shale-boom-shows-signs-of-peaking-as-big-oil-wells-disappear-2adef03f
https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/china-s-reopening-fuels-demand-adding-to-us-inflation-74386112
https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/china-s-reopening-fuels-demand-adding-to-us-inflation-74386112
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To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since the beginning of 2022. 
 

 
 

The chart below shows how continuing jobless claims have fluctuated since the beginning of 

2022. 
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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 Money Stock M2 y/y Feb 2.6% 2.7% 0.0% ** Equity bullish, bond bearish

Money Stock M3 y/y Feb 2.2% 2.3% 0.0% ** Equity bullish, bond bearish

GDP SA q/q 4Q F 0.0% 0.2% 0.2% *** Equity and bond neutral

GDP Deflator y/y 4Q F 1.2% 1.1% 1.1% *** Equity and bond neutral

Japan Buying Foreign Bonds w/w 3-Mar -¥168.6b ¥211.6b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 3-Mar -¥800.7b -¥208.9b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 3-Mar -¥18.4b -¥440.4b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 3-Mar -¥595.4b -¥403.0b * Equity and bond neutral

Machine tool orders y/y Feb P -10.7% -9.7% ** Equity bearish, bond bullish

China CPI y/y Feb 1.0% 2.1% 1.9% *** Equity bullish, bond bearish

PPI y/y Feb -1.4% -0.8% -1.3% ** Equity and bond neutral

EUROPE

Switzerland RICS House Price Balance m/m Feb -48.0% -47.0% -46.0% ** Equity and bond neutral

Russia Official Reserve Assets m/m Feb 574.2b 597.0b * Equity and bond neutral

AMERICAS

Canada International Merchandise Trade m/m Jan 1.92b -0.16b 1.19b ** Equity bullish, bond bearish

Mexico CPI y/y Feb 7.62% 7.91% 7.68% *** Equity and bond neutral

Core CPI y/y Feb 8.29% 8.45% 8.35% ** Equity and bond neutral
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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. 

  
 

 

 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 503 501 2 Up

3-mo T-bill yield (bps) 483 487 -4 Up

TED spread (bps) 19 13 6 Tightening

U.S. Sibor/OIS spread (bps) 512 510 2 Up

U.S. Libor/OIS spread (bps) 514 513 1 Up

10-yr T-note (%) 4.00 3.99 0.01 Flat

Euribor/OIS spread (bps) 294 292 2 Up

Currencies Direction

Dollar Down flat

Euro Up Up

Yen Up Up

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

Bank of Canada Rate Decision 4.500% 4.500% 4.500% On Forecast

DOE Inventory Report Price Prior Change Explanation

Brent $82.76 $82.66 0.12%

WTI $76.68 $76.66 0.03%

Natural Gas $2.62 $2.55 2.86%

Crack Spread $36.85 $37.05 -0.52%

12-mo strip crack $29.61 $29.83 -0.72%

Ethanol rack $2.31 $2.32 -0.13%

Metals

Gold $1,817.40 $1,813.80 0.20%

Silver $20.10 $20.03 0.38%

Copper contract $402.20 $402.70 -0.12%

Grains

Corn contract $627.25 $625.50 0.28%

Wheat contract $684.50 $687.50 -0.44%

Soybeans contract $1,524.00 $1,517.75 0.41%

Shipping

Baltic Dry Freight 1,327            1,298            29

Actual Expected Difference

Crude (mb) -1.7 1.6 -3.3

Gasoline (mb) -1.1 -2.0 0.9

Distillates (mb) 0.1 -1.3 1.4

Refinery run rates (%) 0.2% -0.5% 0.7%

Natural gas (bcf) -83

Energy Markets

DOE Inventory Report
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Weather 

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

half of the country, with especially cold temperatures on the West Coast and in the Mid-Atlantic 

states.  Warmer-than-normal temperatures are anticipated in the Southwest and in Florida.  The 

forecasts call for wetter-than-normal conditions on the West Coast and in a band running from 

the Southwest to the Southeast, with drier-than-normal conditions in the Great Lakes region and 

New England.  
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Data Section 
 

U.S. Equity Markets – (as of 3/8/2023 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 3/8/2023 close) 

 

-10% -5% 0% 5% 10%

Commodities

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Real Estate

Value

Large Cap

Growth

Foreign Developed ($)

Mid Cap

Small Cap
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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 

 

March 9, 2023 
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P/E as of 3/8/2023 = 20.3x

 
 

Based on our methodology,1 the current P/E is 20.3x, up 0.5 from last week.  The rise in the 

multiple is due to the shift from Thompson/Reuters to Standard and Poor’s for Q4 operating 

earnings.  Our historical database uses the latter for operating earnings, but for forecasts, we use 

Thompson/Reuters.  There does appear to be a deterioration in earnings quality. 

 

 
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 three actual quarters (Q2, Q3 and Q4) and estimate (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. 
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This chart shows the Standard and Poor’s operating earnings series along with the 

Thomson/Reuters series.  They usually trend together, but as the ratio along the lower left axis 

shows, the differences can widen over time.  The ratio tends to widen as we approach recession 

(it also widened in 2016, which has been described as a growth recession).  The current widening 

is additional evidence that supports an eventual recession.   
 

 

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. 


