
 

 

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: March 14, 2023—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 1.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.8%. Chinese markets were lower, with the Shanghai Composite 

down 0.7% and the Shenzhen Composite down 0.8%. 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 (3/9/2023): 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 (3/13/2023) (with associated podcast): “The Importance of 

the Policy Mix”   

• 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” 

 

Our Comment today opens with an update on the Silicon Valley Bank crisis and how it appears 

to be calming down, at least for now.  We next review a wide range of other international and 

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

signs of economic decoupling between the West and China and new moves to lower prices in the 

U.S. healthcare market. 

 

U.S. Banking System:  Yesterday, in the first full day of trading after Silicon Valley Bank 

(SIVB, $106.04) was taken over by regulators, it appeared that the government’s response to the 

crisis prevented serious contagion to other financial institutions.  There have been reports that 

bigger banks, which are perceived to be safer, are now seeing an influx of new deposits from the 

customers of smaller, relatively riskier banks, but we’ve seen little indication of widespread, 

 

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_Mar_13_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/
https://www.ft.com/content/2b580939-a4b6-48d2-8eb6-629b4cb1e06c
https://www.ft.com/content/2b580939-a4b6-48d2-8eb6-629b4cb1e06c
https://www.ft.com/content/2b580939-a4b6-48d2-8eb6-629b4cb1e06c


 

 

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

www.confluenceinvestment.com 

 2 

debilitating bank runs.  That makes sense given the aggressive structure of the government’s 

crisis response and the fact that SVB was arguably a unique institution.  Because of its focus on 

venture capital and technology customers, and its decision to invest much of its portfolio in long-

maturity bonds, SVB was especially susceptible to problems.  We’re optimistic that the financial 

system has dodged a destabilizing contagion situation, but some banks remain weakened, so it’s 

probably too early to send the all-clear signal. 

• Multiple regional banks with a high proportion of uninsured deposits suffered steep stock 

and bond sell offs yesterday.  For example, San Francisco-based First Republic Bank 

(FRC, $31.21) closed 62% down.  Many of those smaller banks’ stocks look set to rally 

today, but their decline yesterday serves as a reminder that some smaller, tech-focused 

institutions could still have problems like SVB did.   

• Overnight, it appeared that a number of foreign banks were also hit with big stock and 

bond selloffs related to concerns about their holdings of longer-term U.S. Treasury 

securities.  Those concerns could continue to weigh on those banks’ stock and bond 

values for a while yet. 

• Meanwhile, the Federal Deposit Insurance Corporation told Congress yesterday that they 

plan to take another swing at auctioning off SVB after failing to find a buyer over the 

weekend.  Since the regulators have now deemed the bank to be “systemic,” the FDIC 

said it could offer deal sweeteners such as loss-sharing agreements. 

• A key remaining issue is whether the crisis will convince the Federal Reserve to slow, 

stop, or even begin reversing its campaign of interest-rate hikes.  Traders have certainly 

shown that they now expect the Fed to at least moderate future rate hikes, but any 

unexpected reacceleration in inflation could force the policymakers into making the 

tough call to keep hiking rates aggressively.  Such a move would boost volatility in the 

financial markets. 

 

Eurozone Monetary Policy:  Naturally, the SVB crisis has also prompted speculation that the 

European Central Bank could slow its recent aggressive monetary tightening.  ECB 

policymakers have already signaled they will hike their benchmark short-term interest rate by 50 

basis points at their next policy meeting on Thursday, and that is unlikely to change.  After that, 

however, the SVB crisis and the fear of “breaking something” in Europe could lead to slower 

rate hikes. 

 

European Union Trade Policy:  In an interview with the Financial Times, European 

Commission Trade Chief Dombrovskis revealed that Brussels is exploring ways to police EU 

companies’ investments in foreign production facilities to circumvent bans on technology 

exports to China and other rivals.  The revelation provides more evidence that the EU is now 

getting behind Washington’s effort to clamp down on advanced technology transfers to China in 

order to suppress its military development. 

 

Global Oil Market:  In its monthly oil market forecast, the Organization of the Petroleum 

Exporting Countries said it still expects global demand to grow to 101.90 million barrels per day 

this year, up 2.3 million bpd from last year.  The forecast is essentially unchanged from the 

previous month.  While OPEC now believes Asian demand will be higher than it originally 
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thought, largely due to China’s abandonment of its strict COVID-19 lockdowns, the organization 

believes the increase will be offset by weaker demand growth in the developed Western 

economies. 

 

China:  Industry sources say the Chinese government has begun to impede projects to lay and 

maintain subsea internet cables through the South China Sea, as Beijing seeks to exert more 

control over the infrastructure transmitting the world’s data.  According to the reports, long 

approval delays and stricter Chinese requirements, including permits for work conducted outside 

its internationally recognized territorial waters, have pushed companies to design routes that now 

avoid the South China Sea. 

• The Chinese measures are at least in part a response to recent U.S. moves to exclude 

China from international cable consortiums and block direct U.S.-China connections. 

• Taken together, the moves are another example of U.S.-China decoupling in the 

information technology and infrastructure arenas. 

 

United States-United Kingdom-Australia:  President Biden, Australian Prime Minister 

Albanese, and British Prime Minister Sunak signed a deal yesterday to operationalize their 

countries’ “AUKUS” defense cooperation deal that was announced in 2021.  Under the deal, 

Australia would acquire at least eight nuclear-powered submarines in an arrangement that is 

intended to preserve the West’s lead over China in undersea military systems and cement the 

alliance between Australia, the U.S., and Britain. 

• Under the deal, the U.S. will gain additional submarine basing rights in Australia, 

boosting its ability to deal with China’s increasing military aggressiveness in the region. 

o Repairing and rotating attack subs through a base near Perth will also give the 

Australians experience with operating and maintaining advanced vessels. 

o The expanded basing rights are consistent with the U.S. strategy of widely 

disbursing its Indo-Pacific forces to better protect them from a potential Chinese 

attack. 

• Australia will purchase up to five Virginia class attack subs from the U.S. to improve its 

sub fleet in the 2030s.  Virginia class subs are nuclear-powered, making them quieter 

than Australia’s current subs and therefore more survivable.  They can also patrol much 

farther without refueling.  They are not armed with nuclear weapons. 

• By the 2040s, Australia will shift to buying a new class of subs that the U.K. will design 

using advanced U.S. technology.  Those subs will be made in Britain and Australia.  As 

part of the deal, Australia will spend billions of dollars to improve its Perth naval base 

and expand the submarine industrial bases in the U.S., the U.K., and Australia. 

 

United States-Canada:  Volkswagen AG (VWAGY, $18.33) said it will build its new electric-

vehicle battery plant in Canada to take advantage of the clean-technology subsidies from the U.S. 

in last year’s Inflation Reduction Act.  As we reported in our Comment last week, the company 

was lured into making its investment in North America by the prospect of billions of dollars in 
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subsidies from the IRA.  It has put plans for a European battery plant on hold to see if the EU 

comes up with similar subsidies. 

 

U.S. Military Power:  In a move little noticed by the press, last week President Biden invoked 

the Defense Production Act to authorize a Defense Department program aimed at accelerating 

the rebuilding and expansion of the U.S. hypersonics industrial base.  The authorization allows 

the Defense Department to establish incentives for companies to increase production capacity or 

quality within critical technology areas that the president deems critical to national defense. 

• China and Russia remain far ahead of the U.S. in fielding sophisticated hypersonic 

missiles, which can fly at several times the speed of sound and be maneuvered to dodge 

anti-missile defenses. 

• After several failed tests, the U.S. finally scored some successful tests of its hypersonic 

technology last year.  The new DPA authority suggests the Defense Department is 

preparing to mass produce the new weapons in order to better compete with China and 

Russia’s militaries. 

 

U.S. Healthcare Industry:  Novo Nordisk (NVO, $140.54) said it will cut the U.S. list prices of 

several of its insulin drugs by up to 75% beginning in January 2024.  In addition, the company 

will cut prices for its unbranded insulin products to match the reduced price of its corresponding 

brands.  Novo Nordisk’s move follows a similar price cut by Eli Lilly (LLY, $324.49) earlier this 

month.  The price cuts, made under pressure from the Biden administration, will primarily 

benefit uninsured people, as insured patients often pay fixed co-pays for their insulin. 

 

U.S. Economic Releases  

 

Small business confidence continues to show signs of improvement. The National Federation of 

Independent Business reported that its Small Business Optimism Index increased by 0.6 points in 

February, from 90.3 to 90.9. The reading was above forecasts of 90.0 and was the second 

consecutive increase in the indicator. 

https://www.c4isrnet.com/battlefield-tech/space/2023/03/10/defense-production-act-to-speed-hypersonics-development-pentagon-says/?utm_campaign=dfn-ebb&utm_medium=email&utm_source=sailthru&SToverlay=2002c2d9-c344-4bbb-8610-e5794efcfa7d
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Despite the improvement in the index, small business optimism remains well below the 49-year 

average of 98. The weak sentiment is related to concerns about elevated inflation and fears of an 

economic downturn.  

 

Headline and core inflation indicators rose in line with expectations in February. Last month the 

year-over-year change in the consumer price index decelerated from 6.4% to 6.0%. Meanwhile, 

the year-over-year change in core CPI slowed from 5.6% to 5.5%.  

 

 
 

The chart above shows the annual change in headline and core CPI.  Although inflation remains 

well below its peak last year, shelter prices continue to put upward pressure on the consumer 
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price index. As a result, the Fed will likely feel pressure to maintain hawkish policy at its next 

meeting.  

 

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. 

 

17:20 Michelle Bowman Speaks at Community Bankers Event in Hawaii Members of the Board of Governors

Economic Releases

 No economic releases for the rest of today

Federal Reserve

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Westpac Consumer Conf Index m/m Mar 78.5 78.5 ** Equity and bond neutral

NAB Business Conditions m/m Feb -4 6 ** Equity bearish, bond bullish

NAB Business Confidence m/m Feb 17 18 ** Equity and bond neutral

New Zealand REINZ House Sales m/m Feb -31.1% -27.0% *** Equity bearish, bond bullish

South Korea Import Price Index y/y Feb -0.5% 1.7% 1.9% * Equity and bond neutral

Export Price Index y/y Feb -2.7% -1.3% -1.2% * Equity and bond neutral

India Wholesale Prices y/y Feb 3.9% 4.7% 4.0% ** Equity and bond neutral

EUROPE

Italy Industrial Production WDA y/y Jan 1.4% 0.1% 2.9% * Equity bearish, bond bullish

UK Claimant Count Rate m/m Feb 3.8% 3.9% 3.8% *** Equity and bond neutral

Jobless Claims Change m/m Feb -11.2k -12.9k -30.3k *** Equity bullish, bond bearish

Average Weekly Earnings 3M/YoY y/y Jan 5.7% 5.9% 6.0% ** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m Jan 3.7% 3.7% 3.8% *** Equity and bond neutral

Switzerland Producer & Import Prices y/y Feb 2.7% 3.3% ** 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 are currently calling for colder-than-normal temperatures 

throughout the entire country, with warmer-than-normal temperatures anticipated only in 

southern Florida. Additionally, the forecasts show wetter-than-normal conditions in every state 

but Maine.   

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 514 515 -1 Up

3-mo T-bill yield (bps) 470 465 5 Up

TED spread (bps) 44 51 -7 Widening

U.S. Sibor/OIS spread (bps) 484 473 11 Up

U.S. Libor/OIS spread (bps) 483 474 9 Up

10-yr T-note (%) 3.62 3.58 0.04 Flat

Euribor/OIS spread (bps) 296 298 -2 Up

Currencies Direction

Dollar Up flat

Euro Flat Up

Yen Down Up

Pound Down Down

Franc Flat Up

DOE Inventory Report Price Prior Change Explanation

Brent $79.43 $80.77 -1.66%

WTI $73.28 $74.80 -2.03%

Natural Gas $2.59 $2.61 -0.73%

Crack Spread $37.32 $37.24 0.23%

12-mo strip crack $29.50 $29.42 0.28%

Ethanol rack $2.31 $2.31 0.02%

Metals

Gold $1,904.27 $1,913.70 -0.49%

Silver $21.64 $21.80 -0.76%

Copper contract $403.45 $405.35 -0.47%

Grains

Corn contract $610.50 $613.50 -0.49%

Wheat contract $678.25 $684.50 -0.91%

Soybeans contract $1,487.00 $1,491.25 -0.28%

Shipping

Baltic Dry Freight 1,465            1,424            41

Actual Expected Difference

Crude (mb) 1.6

Gasoline (mb) -2.0

Distillates (mb) -1.3

Refinery run rates (%) -0.5%

Natural gas (bcf) -82

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 3/13/2023 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 3/13/2023 close) 

 

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

Commodities

Real Estate

Small Cap

Mid Cap

Value

US High Yield

Emerging Markets ($)

Large Cap

Emerging Markets (local currency)

Cash

Growth

US Corporate Bond

US Government Bond

Foreign Developed ($)
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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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Sources:  Bloomberg, Haver Analytics, CIM  
 

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. 


