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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 10, 2023—9:30 AM EST] Global equity markets are lower this morning. In 

Europe, the Euro Stoxx 50 is currently down 1.4% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 2.0%. Chinese markets were lower, with the Shanghai Composite 

down 1.4% and the Shenzhen Composite down 1.2%. 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 our thoughts on the sudden sell-off in equities 

yesterday. Next, we go over the latest developments in the Middle East and Asia. Finally, we 

discuss why we are not confident that Haruhiko Kuroda’s exit from the Bank of Japan will lead 

to a quick end to yield curve control.  

 

Trouble Lurking: Huge sell-offs in major banks yesterday have led to concerns that the Fed 

may be unable to maintain rates at its current level.  

• The four largest U.S. banks lost a combined $52.4 billion in market value on Thursday. 

The sell-off was related to concerns that banks may be sitting on unrealized losses in their 

security portfolios. The fear was sparked after Silicon Valley Bank (SIVB, $106.04), a 
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small technology focused lender, revealed that it had lost $1.8 billion following the sale 

of portfolio securities completed to address a decline in customer deposits. The sale of 

the company’s stock was halted after it fell 68% following the report. The company is 

now scrambling to raise new capital elsewhere. 

• This current problem within the financial system is related to bank bond portfolios. 

During the pandemic, these banks invested the influx of deposits, mostly from pandemic 

stimulus, into long-dated securities such as Treasuries. The value of the holdings has 

plummeted as the Fed rate hikes have encouraged investors to reallocate their portfolios 

toward shorter-duration assets. Meanwhile, depositors have responded to higher rates by 

moving their holdings into higher yield money market funds. Equity holders of bank 

stocks are unsure as to whether these institutions have reflected the bond losses on their 

balance sheets.  

• Although the Fed’s mandate of maintaining price stability and full employment is well 

publicized, it is frequently forgotten that the central bank was originally established to 

stabilize the banking system. Thus, the Fed's 2% target may take a back seat if the Fed 

believes the banks are in trouble. Movements within the swaps market reinforced this 

view. The latest CME FedWatch Tool shows that investors expect the markets’ reactions 

to impact Fed policy. Thirty-day fed futures contracts now signal that the Fed may be less 

inclined to raise rates by 50 bps in its March meeting, with some contracts showing that 

the Fed could end the year with rates lower than they are today. We will continue to 

monitor this situation closely. 

 

Major Power Games: While the U.S. is building closer ties to the Middle East and Indo-Pacific, 

Russia is working to maintain influence within Eastern Europe. 

• Saudi Arabia is playing the U.S. and China against each other as the two look to reshape 

the Middle East. On Thursday, Saudi Arabia requested several items from Washington 

including security guarantees, support for building its civilian nuclear program, and fewer 

restrictions on arms sales in exchange for normalizing relations with Israel. At the same 

time, China brokered an agreement to restore diplomatic relations between Saudi Arabia 

and Iran. Since Iran and Israel are bitter rivals, we suspect that the OPEC leader could use 

the arrangement to promote itself as the dominant powerbroker within the region.  

• The U.S. and India’s economies are becoming more integrated. White House 

representatives traveled to India this week to work out the details of supply chain 

coordination for semiconductors. This effort reflects the U.S.'s broader goal of 

decoupling from China. The growing population and improving infrastructure in India 

have made it a target of American foreign direct investment. Apple’s (AAPL,$150.04 ) 

decision to set up a production plant in India exemplifies this trend. The decoupling from 

China will force many companies to reshore their factories in other countries as the world 

breaks into regional blocs. India is one country that will gain from this shift while other 

possible beneficiaries include Indonesia, Mexico, and Brazil.  

• Russia is losing its grip on allied countries within Eastern Europe. Protests forced the 

Georgian government to withdraw a bill that would have limited outside media influence 

in its politics. Meanwhile, Hungarian President and Putin ally Viktor Orbán warned that 

his country might have to distance itself from Russia due to its conflict in Ukraine. The 
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souring of relations between Russia and some of its allies comes amidst concerns that 

Moscow may look to expand the conflict into other countries to turn the tides of the war. 

So far, the Georgian and Hungarian people seem uninterested in participating in the 

conflict. 

 

The New BOJ: Outgoing Bank of Japan Governor Haruhiko kept policy unchanged at his last 

meeting; however, his successor is slated to welcome in a new period of Japanese monetary 

policy. 

• Kazuo Ueda will assume command the Bank of Japan in April and is expected to begin a 

new policy era. The new head of the BOJ will take over an economy replete with rising 

inflation and an eroding bond market. Japanese inflation has accelerated to a 41-year 

high, and the country’s yield curve is kinked. Ending yield curve control should alleviate 

these issues, although the country’s heavy debt burden will complicate the move. Even if 

the economy expands at a modest pace of 3% over the next 10 years, the country’s debt 

could climb to 1,100 trillion JPY ($8.5 trillion). 

• The possible hawkish shift in Japan’s monetary policy could lead the JPY to outperform 

the dollar. According to Deutsche Bank, a combination of policy normalization and  

easing by the Fed could push the JPY up about 60% against the greenback. The analysis 

assumes that 10-year Japanese bond yields settle at around 1.5% to 1.6% once the BOJ 

ends its policy intervention. A stronger JPY should be supportive of Japanese equities for 

dollar-based investors since it has a strong reputation for being a hedge against dollar 

devaluation and U.S. recessions.  

• That said, Ueda’s taking office is not a guarantee that yield curve control will 

immediately cease. The International Monetary Fund has warned the Bank of Japan that 

an abrupt end to its policy will have a “meaningful spillover” effect on global financial 

markets and could lead to a liquidity crunch for potential borrowers profiting from 

arbitrage trading. Additionally, the latest GDP figures showed that weak consumption 

and investment almost pushed the country into recession last year. In short, the decision 

to end yield curve control is not an easy choice and is not likely not be as smooth as 

many investors are anticipating.  

 

U.S. Economic Releases  

 

February nonfarm payrolls rose by a seasonally adjusted 311,000, above the expected increase 

of 225,000 but much “cooler” than the revised January gain of 504,000.  The previous two 

months’ readings were revised down by a total of just 34,000, signaling that labor demand in 

January was perhaps slightly less alarming than originally thought.  Even though February’s 

payroll growth came in higher than anticipated, its slowdown versus January and the downward 

revisions for the previous two months will likely be taken as good sign for inflation pressures 

and interest rates.  The following chart shows the change in nonfarm payrolls since shortly 

before the previous recession. 
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In other good news for inflation pressures, the February unemployment rate rose to a seasonally 

adjusted 3.6% rather than being unchanged at 3.4% as anticipated.  The chart below shows how 

the unemployment rate has evolved since just before the prior recession. 

 

 
 

With the demand for labor high and the “inventory” of unemployed workers low, it should be no 

surprise that wage rates remain high.  In fact, average hourly earnings in February rose to a 

seasonally adjusted $33.09, up 4.6% from the same month one year earlier.  That was a bit better 

than the expected annual gain of 4.7%, although it still marked an acceleration from the rise of 

4.4% in the year to January.  The following chart shows the year-over-year growth in average 

hourly earnings since just before the prior recession. 
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A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population that is either working or looking for work.  The 

February labor force participation rate (LFPR) rose to a seasonally adjusted 62.5%, beating 

expectations that it would be unchanged at the January level of 62.4%.  Increased labor force 

participation translates into more available workers, so the rise in February suggests upward 

pressure on wages could start to cool, which would be another positive sign for inflation and 

interest rates.  The chart below shows how the LFPR has changed over the last several decades. 
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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. 

 

EST Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Feb -$263.0t -$216.6t **

No Fed speakers or events for the rest of today

Economic Releases

Federal Reserve

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Household Spending y/y Jan -0.3% -1.3% -0.1% * Equity and bond neutral

PPI y/y Feb 8.2% 9.5% 8.4% ** Equity and bond neutral

New Zealand BusinessNZ Manufacturing PMI m/m Feb 52.0 50.8 51.2 *** Equity and bond neutral

Mfg Activity Volume q/q 4Q -4.7% 3.1% ** Equity bearish, bond bullish

Mfg Activity SA q/q 4Q -0.4% 5.1% * Equity bearish, bond bullish

South Korea BoP Goods Balance m/m Jan -$7461.3m -$475.0m * Equity and bond neutral

BoP Current Account Balance m/m Jan -$4516.7m $2677.2m ** Equity and bond neutral

China Money Supply M2 y/y Feb 12.9% 12.6% 12.5% *** Equity and bond neutral

Money Supply M0 y/y Feb 10.6% 7.9% * Equity and bond neutral

New Yuan Loans m/m Feb 1810.0b 4900.0b 1500.0b ** Equity and bond neutral

Money Supply M1 y/y Feb 5.8% 6.7% 6.0% * Equity and bond neutral

India Industrial Production y/y Jan 5.2% 4.3% 5.1% *** Equity and bond neutral

EUROPE

Germany CPI y/y Feb F 8.7% 8.7% 8.7% *** Equity and bond neutral

CPI, EU Harmonized y/y Feb F 9.3% 9.3% 9.3% ** Equity and bond neutral

France Trade Balance m/m Jan -12.939b -14.934b -14.726b ** Equity and bond neutral

Current Account Balance m/m Jan -3.6b -8.5b -7.6b ** Equity and bond neutral

Italy PPI y/y Jan 11.6% 39.2% ** Equity bullish, bond bearish

UK Industrial Production y/y Jan -4.3% -4.0% -4.1% *** Equity and bond neutral

Manufacturing Production y/y Jan -5.2% -5.7% -5.0% ** Equity and bond neutral

Visible Trade Balance m/m Jan -£17855m -£19271m -£17855m ** Equity and bond neutral

Trade Balance m/m Jan -£5861m -£7150m -£7100m ** Equity and bond neutral

Russia Money Supply, Narrow Definition w/w 3-Mar 16.72t 16.70t * Equity and bond neutral

AMERICAS

Brazil IBGE Inflation IPCA y/y Feb 5.60% 5.77% 5.53% *** 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) 512 503 9 Up

3-mo T-bill yield (bps) 481 485 -4 Up

TED spread (bps) 31 17 14 Widening

U.S. Sibor/OIS spread (bps) 507 507 0 Up

U.S. Libor/OIS spread (bps) 509 509 0 Up

10-yr T-note (%) 3.85 3.91 -0.06 Flat

Euribor/OIS spread (bps) 295 294 1 Up

Currencies Direction

Dollar Flat flat

Euro Flat Up

Yen Down Up

Pound Up Down

Franc Up Up

Central Bank Action Current Prior Expected

Bank of Japan Policy Balance Rate -0.100% -0.100% -0.100% On Forecast

Bank of Japan 10-Yr Yield Target 0.000% 0.000% 0.000% On Forecast

DOE Inventory Report Price Prior Change Explanation

Brent $80.95 $81.59 -0.78%

WTI $75.00 $75.72 -0.95%

Natural Gas $2.49 $2.54 -2.20%

Crack Spread $34.56 $34.54 0.07%

12-mo strip crack $28.20 $28.27 -0.24%

Ethanol rack $2.31 $2.31 -0.20%

Metals

Gold $1,835.00 $1,831.03 0.22%

Silver $20.13 $20.07 0.29%

Copper contract $398.70 $403.90 -1.29%

Grains

Corn contract $610.75 $611.50 -0.12%

Wheat contract $665.75 $665.75 0.00%

Soybeans contract $1,504.50 $1,510.75 -0.41%

Shipping

Baltic Dry Freight 1,379            1,327            52

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) -84 -82 -2.0

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts are currently calling for colder-than-normal temperatures 

throughout the northern half of the country, with especially cold temperatures on the West Coast 

and in the Rocky Mountain states.  Warmer-than-normal temperatures are anticipated only in 

southern Florida.  The forecasts show wetter-than-normal conditions throughout the southern 

half of the country, with near-normal conditions in the northern half.  
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Data Section 
 

U.S. Equity Markets – (as of 3/9/2023 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 3/9/2023 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. 

 



 

 

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

www.confluenceinvestment.com 

10 

 

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. 


