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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 15, 2023—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 3.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.8%. Chinese markets were higher, with the Shanghai Composite up 

0.6% and the Shenzhen Composite up 0.3%. 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 (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 the latest on the Silicon Valley Bank crisis.  Although the U.S. 

banking system appeared to be stabilizing yesterday, the jitters touched off by SVB have now 

sparked concerns about major European banks.  We next review a wide range of other 

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

including several reports touching on economic and political instability in key emerging markets. 

 

U.S. Banking System:  Yesterday brought additional evidence that the crisis touched off by the 

failure of Silicon Valley Bank (SIVB, $106.04) could be easing, at least domestically.  We have 

seen no reports of widespread bank runs in the U.S., and the regional banks with relatively high 

proportions of uninsured deposits saw their stock and bond prices partially recover yesterday 

from Monday’s selloffs.  However, Swiss banking giant Credit Suisse (CS, $2.51) is suffering 
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enormous declines in the value of its stock and bonds today as the jitters touched off by SVB 

appear to be spreading to Europe (see next section).   

• As the U.S. financial system stabilizes, attention is turning to the longer-term fallout of 

the crisis.  Importantly, many investors still expect the Federal Reserve to slow, stop, or 

even reverse part of its ongoing interest-rate hikes when it holds its next policy meeting 

next week.  We agree that the policymakers might slow their pace of rate hikes, but only 

temporarily.  After all, even though they’re probably close to the end of their tightening 

cycle, the policymakers haven’t yet gotten inflation back under control. 

o For investors who assume the Fed will cut rates because of the SVB crisis, we 

would remind them that the central bank now has a separate tool to address that 

issue:  its new “Bank Term Funding Program (BTFP).” This program allows 

banks to borrow unlimited amounts from the Fed at the par value of any Treasury, 

Agency, or mortgage-backed securities they have available to pledge as collateral. 

o Since the BTFP backstop appears to be working to stop widespread bank runs 

here in the U.S., at least so far, the Fed is likely to feel it can keep hiking interest 

rates to bring inflation down. 

• Over the longer term, the crisis is likely to spur increased regulation of the banking 

system.  In particular, federal banking regulators are expected to apply their most 

stringent capital and reporting rules to relatively smaller banks, including those with 

assets ranging from $100 billion to $250 billion.  Those banks were spared the additional 

rules in a deregulation measure in 2018, but now they are likely to be re-regulated.  Fed 

officials have also indicated that they will investigate the downfall of SVB for any 

criminal behavior. 

 

European Banking System:  As mentioned above, shares of Credit Suisse (CS, $2.51) have 

dropped some 20% so far this morning.  The bank’s problems are not a direct result of the SVB 

crisis in the U.S., as the institution has been struggling for years with enormous losses, scandals, 

management turnover, accounting issues, and other problems unique to itself.  Today’s sell-off 

was triggered by news that its largest shareholder, Saudi National Bank (1180, SAR, 42.75), has 

refused to provide any more capital to the bank.  All the same, the concern is that global 

depositors and investors have now become more suspicious about banks in general, raising the 

risk of bank runs despite the apparent stabilization we saw in the U.S. yesterday. 

• The stock sell-off in Europe has not been limited to Credit Suisse.  Many other major 

European bank stocks are also selling off sharply so far this morning. 

• As in the U.S., the volatility is generating calls for the region’s central banks to slow, 

stop, or even reverse their recent campaigns to hike interest rates to fight inflation.  The 

European Central Bank holds its next policy meeting tomorrow, and that potentially sets 

investors up for disappointment if the ECB decides to stick with its plan for continued 

aggressive rate hikes. 

 

China:  Retail sales in January and February combined were up 3.5% from the same period one 

year earlier, reversing the 1.8% annual decline in sales registered in December.  Separately, 

January-February industrial production was up 2.4% on the year, accelerating from a rise of 
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1.3% in the year to December.  The figures suggest the economy continues to recover modestly 

following the end of President Xi’s draconian COVID-19 lockdowns late last year.  That’s a 

welcome sign for global demand as the U.S. still seems likely to slip into recession later this year 

and global banking systems are suffering a loss of confidence. 

 

China-Honduras-Taiwan:  Honduran President Xiomara Castro today announced that her 

country will switch to recognizing China instead of Taiwan, granting a political victory for 

Beijing’s effort to isolate the island and eventually bring it under its control.  Beijing has recently 

been luring away more of Taiwan’s allies with promises of trade and investment opportunities, 

leaving just 13 mostly small island countries that still recognize Taiwan. 

 

Pakistan:  Protests have broken out across the country in response to an attempt by police 

yesterday to arrest opposition leader Imran Khan on charges of corruption stemming from when 

he served as prime minister.  The attempted arrest occurred after several months of Khan being 

locked in a bitter political stand-off with the government of current Prime Minister Sharif.  The 

political instability comes as Pakistan is dealing with a deep financial crisis brought on by 

domestic mismanagement, high inflation, and soaring commodity prices. 

 

Argentina:  The consumer price index in February was up 102.5% year-over-year, marking the 

country’s highest inflation rate since 1991.  Argentina’s soaring prices have largely been 

attributed to central bank money-printing, as well as the Russian invasion of Ukraine. The 

amount of money in public circulation has quadrupled during President Fernández’s first three 

years in office. 

 

Bolivia:  As the country’s foreign-currency reserves shrink and the central bank has stopped 

publishing reserve figures, Fitch yesterday downgraded Bolivia’s debt deeper into junk territory, 

assigning it a B- rating with a negative outlook.  As citizens begin to panic about the boliviano’s 

(BOB) peg to the U.S. dollar, they have been mobbing the offices of the central bank in a 

desperate effort to buy greenbacks. 

 

United States-Russia:  Yesterday, a Russian fighter jet collided with a U.S. drone flying over 

the Black Sea, forcing the drone to crash land into international waters.  According to the 

Pentagon, two Russian Su-27 fighters followed and harassed the spy drone for about 30 minutes, 

after which one of the fighters dropped fuel on it before speeding away.  The other fighter then 

tried to do the same, but it came into contact with the drone’s propeller.  Both Russian fighters 

then landed in Russian-held Crimea. 

 

U.S. Regulatory Policy:  The Environmental Protection Agency proposed a new rule this week 

that would limit the amount of so-called “forever chemicals” in public drinking water supplies.  

The EPA is proposing maximum allowable levels for two compounds in a class of chemicals 

known as perfluoroalkyl and polyfluoroalkyl substances, or PFAS, which take a very long time 

to break down.  If finally adopted, the rule is expected to impose costs of billions of dollars on 

water utilities around the country. 
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U.S. Economic Releases  

 

Mortgage loan demand ticked up last week as interest rates retreated for the first time in five 

weeks. An index tracked by the Mortgage Bankers Association showed that mortgage 

applications rose 6.5% in the week ending March 10. The tracker for home purchases rose 7.3% 

from the prior week, while the refinance tracker increased 4.8% in the same period. The strong 

reading comes amidst fears that the Fed may have to cut rates to deal with market turmoil. As a 

result, the average 30-year fixed-rate mortgage fell 8 bps from 6.79% to 6.71%.  

 

Input price pressures eased in February, reducing pressure on the Fed to raise rates. According to 

the Bureau of Labor Statistics’ Producer Price Index, final demand for goods and services rose 

4.6% from the prior year. The reading was slower than the previous month’s rise of 6.0% and the 

consensus estimate of 5.4%. Excluding food and energy prices, the index also beat expectations. 

Core PPI rose 4.4% from the previous year, compared to expectations of an increase of 5.4%. 

The strictest measurement of PPI, which also excludes trade services, also showed improvement. 

Supercore PPI rose 4.4% from the prior year, compared to expectations of 4.8%. 

 

 
 

The chart above shows the annual change in the Produce Price Index. The deceleration in 

producer prices suggests that firms will face less pressure to push costs on to consumers.  

 

Consumers pulled back spending in February amid higher prices and recession fears. Data from 

the U.S. Census Bureau revealed that retail sales fell 0.4% last month. The decline was in line 

with consensus estimates but was a reversal of the previous month’s gain. The drop in sales was 

primarily concentrated in vehicle and fuel sales. Excluding autos and gas, retail sales fell 0.1% 

from the prior month, compared to expectations of a decline of 0.2%. That said, excluding 

volatile goods, retail receipts continue to grow at a solid pace. The retail sales control group, 

which removes, auto, gas, and building materials, rose 0.5% from the prior month, compared to 

expectations of a decline of 0.3%. 
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The chart above shows the annual change in retail sales. In February, merchant receipts for 

goods and services rose 5.4% from the prior year. The increase is only slightly below the series 

median of 6.0%, suggesting that consumer spending has finally normalized.  

 

Meanwhile, manufacturing activity in the New York area remains firmly in contraction. The 

New York Fed’s Empire Manufacturing Survey came in at -24.7 for March. The reading was 

below estimates of -7.9 and last month’s reading of -5.8.  
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The chart above shows the level of the Empire Manufacturing Survey and its six-month moving 

average. In March, the moving average fell from -9.3 to -13.2.  
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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

10:00 Business Inventories m/m Jan 0.0% 0.3% *

10:00 NAHB Housing Market Index m/m Mar 40.0 42.0 **

16:00 Net Long-term TIC Flows m/m Jan $152.8b **

16:00 Total Net TIC Flows m/m Jan $28.6b **

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

New Zealand BoP Current Account Balance NZD q/q 4Q -9458b -10.205b -11.401b ** Equity and bond neutral

South Korea Unemployment Rate m/m Feb 2.6% 2.9% 3.0% ** Equity and bond neutral

China Industrial Production y/y Feb 2.4% 2.6% *** Equity and bond neutral

Retail Sales y/y Feb 3.5% 3.5% * Equity and bond neutral

India Trade Balance m/m Feb -$17.430b -$17.750 -$19.200b * Equity and bond neutral

Exports y/y Feb -8.8% -6.6% ** Equity bearish, bond bullish

Imports y/y Feb -8.2% -3.6% ** Equity bearish, bond bullish

EUROPE

Eurozone Industrial Production WDA y/y Jan 0.9% -1.7% -2.0% ** Equity bearish, bond bullish

Germany Wholesale Price Index y/y Feb 8.9% 10.6% ** Equity bullish, bond bearish

France CPI, EU Harmonized y/y Feb F 7.3% 7.2% 7.2% ** Equity and bond neutral

CPI y/y Feb F 6.3% 6.2% 6.2% *** Equity and bond neutral

AMERICAS

Canada Manufacturing Sales m/m Jan 4.1% -1.5% 3.9% ** Equity and bond neutral

Mexico International Reserves Weekly w/w 10-Mar $200.567b $200.268b * 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. 

  
 

Weather 

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

throughout most of the United States, with warmer-than-normal temperatures anticipated only in 

Florida and Maine. Additionally, the forecasts show wetter-than-normal conditions for most of 

the country with dry conditions in parts of Texas and Maine.   

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 487 514 -27 Up

3-mo T-bill yield (bps) 457 468 -11 Up

TED spread (bps) 29 46 -17 Widening

U.S. Sibor/OIS spread (bps) 479 487 -8 Up

U.S. Libor/OIS spread (bps) 479 487 -8 Up

10-yr T-note (%) 3.53 3.69 -0.16 Flat

Euribor/OIS spread (bps) 275 296 -21 Up

Currencies Direction

Dollar Up Flat

Euro Down Down

Yen Up Up

Pound Down Down

Franc Down Up

DOE Inventory Report Price Prior Change Explanation

Brent $76.45 $77.45 -1.29%

WTI $70.43 $71.33 -1.26%

Natural Gas $2.52 $2.57 -1.90%

Crack Spread $37.73 $38.30 -1.49%

12-mo strip crack $29.43 $29.77 -1.12%

Ethanol rack $2.32 $2.32 0.08%

Metals

Gold $1,916.72 $1,904.01 0.67%

Silver $22.07 $21.70 1.70%

Copper contract $390.35 $400.30 -2.49%

Grains

Corn contract $620.75 $620.75 0.00%

Wheat contract $695.25 $696.25 -0.14%

Soybeans contract $1,486.50 $1,493.75 -0.49%

Shipping

Baltic Dry Freight 1,587            1,465            122

Actual Expected Difference

Crude (mb) 1.5

Gasoline (mb) -1.6

Distillates (mb) -1.4

Refinery run rates (%) 0.5%

Natural gas (bcf) -63

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 3/14/2023 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 3/14/2023 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 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. 


