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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 16, 2023—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.8% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed down 1.3%. Chinese markets were lower, with the Shanghai Composite 

down 1.1% and the Shenzhen Composite down 1.5%. U.S. equity index futures are signaling a 

flat 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 (3/16/2023): We discuss the Chinese engineered “detente” 

between Saudi Arabia and Iran and the Willow project in Alaska. 

• 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” 

 

Good morning! Today’s Comment starts with a discussion about the latest development in the 

ongoing banking turmoil. Next, we give our thoughts about the path for future central bank 

policy. Lastly, we review other market movement news.  

On the Horizon: If Silicon Valley Bank (SIVB, $106.08) was the opening shot, then Credit 

Suisse (CS, $2.25) is the bazooka igniting concern about the global banking system. 

• America’s six largest banks have lost a total of $183 billion in market value since 

February 1. The market rout started when Silicon Valley Bank was forced to offload its 

bond holdings at a loss of $1.9 billion and worsened after Credit Suisse’s largest 

shareholder, Saudi National Bank (1180, SAR, 41.50), refused to offer more capital. 

These events are not inter-related, but their timing has led investors to reevaluate their 
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exposure to financial services companies. Although the Fed’s backstops helped alleviate 

the problems associated with SVB, the Treasury Department is actively reviewing the 

U.S. financial sector’s exposure to Credit Suisse.  

 

• Credit Suisse remains the biggest problem for markets currently. The bank's funding 

costs have become so high that some analysts believe that it will either need a capital 

injection or a breakup. Unlike Silicon Valley Bank, Credit Suisse has the liquidity to 

handle a significant outflow of deposits and has access to central bank facilities in 

multiple countries. Its problem lies with its profitability. Morningstar analyst Johann 

Scholtz estimates that the bank will lose $2.2 billion in 2023 and could maintain those 

losses going into 2024. Despite the bank’s bond being rated as investment-grade, on 

Wednesday it was trading at distress levels due to concerns that the bank could fail 

without outside financial support. 

• While the bank may be too big to fail, it is unclear who will save it. The potential 

collapse of Credit Suisse has been known since October 2022. Economist Nouriel 

Roubini went as far as to claim that the bank is “too big to be saved.” Additionally, 

merger and acquisition options remain limited as major banks debate the price that they 

would be willing to pay for the struggling institution. Wednesday’s announcement that 

Credit Suisse will borrow up to 50 billion CHF ($54 billion) to purchase shares has 

calmed markets, but the bank is far from being out of the woods.  

o In more unwanted news, First Republic Bank (FRC, $31.16) is expected to make 

a sale after S&P Global Ratings and Fitch Ratings cut its debt to junk status.  

  

Other Central Banks: The backstops provided by the Federal Reserve and Swiss National Bank 

have alleviated concerns but have also complicated the central banks’ efforts to combat inflation. 

• The European Central Bank reluctantly raised rates by 50 bps in its policy meeting today 

and signaled that it would be paying closer attention to the market going forward. In their 

statement, policymakers emphasized that they will be monitoring inflation pressures and 

financial stability. The move suggests that the bank may feel confident that the Credit 

https://www.reuters.com/business/finance/us-treasury-reviewing-us-financial-sector-exposure-credit-suisse-bloomberg-news-2023-03-15/
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Suisse issue will not have significant spillover effects. Its lack of guidance indicates that 

the central bank does not want to lock itself into a decision currently. 

• Despite the ECB rate move, the Federal Reserve’s decision to raise rates is still very 

complicated. Federal Reserve Chair Jerome Powell has put himself in a bind. During his 

testimony before Congress, Powell emphasized that the cost of failing to restore price 

stability will exceed the cost of success. Now that we have had two bank scares in less 

than a week, his words may come back to bite him. Over the last few weeks, Fed officials 

have assured markets that they were determined to bring down inflation at all costs, but 

the market now believes their fight is close to an end. Fed futures contracts, at the time of 

this writing, are signaling that the Fed will likely raise rates by 25 bps at next week’s 

meeting, and may be more cautious moving forward. 

• That said, talk of “disinflationary shock” may be enough for central banks to be less 

aggressive going forward. The belief is that the ongoing banking crisis could encourage 

banks to pull back on lending. If true, it would be mean that a recession is much closer 

than policymakers realize. We have noticed that recent events have made trading 

government securities more difficult as banks look to shore up their cash positions for 

emergency situations. The Bloomberg Government Liquidity Index, which increases as 

bonds become less tradable, shows that government securities’ illiquidity from Japan 

(gray), the U.K. (orange), and the U.S. (blue) have risen to levels not seen since the start 

of the pandemic. 

 

 

U.S. – International Relations: While the market is focused on banks, it is missing other 

important stories abroad. 

• TikTok is under increased pressure to distance itself from China. The Biden 

administration has threatened to ban the Beijing-based social media site from the United 

States if Chinese owners don’t sell their stake in the company. The warning comes amidst 

rising tensions and growing distrust between the world’s two largest economies. The 

https://www.cnbc.com/video/2023/03/08/fed-chair-powell-the-cost-of-failure-to-restore-price-stability-would-be-extremely-high.html
https://www.cnbc.com/video/2023/03/08/fed-chair-powell-the-cost-of-failure-to-restore-price-stability-would-be-extremely-high.html
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.cnbc.com/2023/03/15/a-recession-could-come-sooner-on-cooling-bank-lending-.html
https://www.cnbc.com/2023/03/15/a-recession-could-come-sooner-on-cooling-bank-lending-.html
https://www.wsj.com/articles/market-stress-snarls-treasury-trading-a84a5417
https://www.wsj.com/articles/market-stress-snarls-treasury-trading-a84a5417
https://www.wsj.com/articles/u-s-threatens-to-ban-tiktok-if-chinese-founder-doesnt-sell-ownership-stake-36d7295c
https://www.wsj.com/articles/u-s-threatens-to-ban-tiktok-if-chinese-founder-doesnt-sell-ownership-stake-36d7295c
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move helped support Snap Inc. (SNAP, $10.48) and Meta (META, $197.50) shares, but 

is likely to signal further decoupling between the two major powers.  

• Meanwhile, tensions between Russia and the U.S. continue to escalate. The Pentagon 

released footage of the surveillance drone that crashed into the Black Sea. The video 

showed that a Russian fighter jet had dumped fuel on it and the U.S. military claimed that 

another jet collided with the drone. Both sides have blamed the other for the downed 

drone and accused the other of taking more aggressive behavior over the Black Sea. At 

this time, there do not appear to be calls for retaliation from the U.S., but the incident 

suggests that there is a heightened risk of direct confrontation between the two countries.  

• Iran agreed to stop sending military weapons to the Houthis in Yemen as part of its pact 

with Saudi Arabia. The two countries had taken opposite sides of the conflict in Yemen. 

As a result, the Chinese-brokered deal may pave the way for the Houthi rebels to come to 

the negotiating table for peace talks. The arrangement reinforces the view that China is 

pivoting its foreign policy toward the Middle East as it looks to prevent being ever 

dependent on the U.S. for resources. 

o Although China has relied heavily on Russia for its oil needs, there is a concern 

that Russian crude production will fall in the coming years due to a lack of 

investment related to Western sanctions. 

 

 

U.S. Economic Releases  

 

Among the many U.S. reports so far today, initial applications for unemployment benefits in the 

week ending March 11 fell to a seasonally adjusted 192,000, lower than both the expected level 

of 205,000 and the previous week’s revised level of 212,000.  The four-week moving average of 

initial claims, which helps smooth out some of the volatility in the series, fell to 196,500.  All 

those figures remain consistent with very strong demand for labor and minimal layoffs.  

Meanwhile, the number of continuing claims for unemployment benefits in the week ending 

March 4 fell to 1.684 million, well below the anticipated level of 1.723 million and the previous 

https://www.ft.com/content/c5c138d7-ec96-4f15-85cd-ae982ce8f842
https://www.wsj.com/articles/iran-agrees-to-stop-arming-houthis-in-yemen-as-part-of-pact-with-saudi-arabia-6413dbc1
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week’s revised level of 1.713 million.  The chart below 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. 

 

 
 

To provide more detail on recent trends, the chart below shows how initial jobless claims have 

changed just since the beginning of 2022. 

 

 
 

Separately, the Philadelphia FRB said its March Manufacturing Activity Index improved 

slightly to a seasonally adjusted -23.2, compared with its January reading of -24.3, but it still 

came in significantly worse than the anticipated reading of -15.0.  The Philly Fed Index is 

designed so that positive readings point to expanding factory activity in the mid-Atlantic region.  

At its current level, the index suggests mid-Atlantic manufacturing is in a deep funk consistent 

with recession.  The following chart shows how the index has fluctuated since just before the 

prior recession. 
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February housing starts rose to a seasonally adjusted, annualized rate of 1.450 million units, up 

9.8% from the rate in the previous month.  That was much better than both the expected rate of 

1.310 million and the revised January rate of 1.321 million.  In fact, it was the highest rate of 

residential groundbreaking since last September.  However, it’s important to note that virtually 

all of the rise was for multi-family apartments, rather than single-family homes.  Meanwhile, 

February housing permits rose to a rate of 1.524 million units, up 13.8% from the previous 

month.  The rate of permitting was also much better than expected, and it marked a big 

improvement from the previous month, but it also reflected mostly new permits for multi-family 

developments.  Compared with the same month one year earlier, overall housing starts in 

February were down 16.8%, driven by a 31.1% decline in single-family starts.  Overall permits 

in February were down 16.7% year-over-year, driven by a 33.2% drop in single-family permits.  

The chart below shows the growth in new home starts by type of property since just before the 

previous recession. 

 

 
 

February import prices were down 0.1% from the previous month, a bit less than the expected 

decline of 0.2% and not nearly as dramatic as the revised January decline of 0.4%.  Of course, 
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import prices are often driven by volatility in the petroleum fuels category, and that was the case 

last month.  February import prices excluding fuels were up 0.4%, compared with an expected 

gain of 0.1% and the revised January rise of 0.3%.  Overall import prices in February were down 

1.1% year-over-year, while import prices excluding fuels were up 0.2%.  The chart below shows 

the year-over-year change in import prices since just before the previous recession. 

 

 
 

According to the report, export prices in February were down 0.8% from one year earlier, in 

large part because of the non-agriculture category.  Comparing the annual change in export 

prices versus import prices provides a sense of the U.S. “terms of trade,” or the relative 

advantage or disadvantage the country is facing because of trends in international trade prices.  

The chart below compares the year-over-year change in U.S. export and import prices since just 

before the previous recession. 

 

 
 

 

There are no economic releases or Fed events scheduled for the rest of the day. 
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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. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Imports m/m Feb 8.3% 17.8% 12.4% * Equity bearish, bond bullish

Trade Balance m/m Feb -¥897.7b -¥3496.6b -¥1150.0b *** Equity and bond neutral

Exports m/m Feb 6.5% 3.5% 7.0% * Equity and bond neutral

Core Machine orders y/y Jan 4.5% -6.6% -3.9% ** Equity bullish, bond bearish

Japan Buying Foreign Bonds w/w 10-Mar ¥909.5b -¥168.6b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 10-Mar -¥156.8b -¥800.7b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 10-Mar -¥169.7b -¥18.4b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 10-Mar -¥834.2b -¥595.4b * Equity and bond neutral

Industrial Production y/y Jan F -3.1% -2.3% *** Equity bearish, bond bullish

Capacity Utilization m/m Jan -5.4% -1.1% ** Equity bearish, bond bullish

Australia Employment Change m/m Feb 64.6k -11.5k -10.9k *** Equity bullish, bond bearish

Unemployment Rate m/m Feb 3.5% 3.7% 3.6% *** Equity and bond neutral

Participation Rate m/m Feb 66.6% 66.5% 66.6% ** Equity and bond neutral

New Zealand GDP y/y 4Q 2.2% 6.4% 3.3% ** Equity and bond neutral

EUROPE

Germany Current Account Balance m/m Jan 16.2b 24.3b 25.6b ** Equity bearish, bond bullish

Italy CPI, EU Harmonized y/y Feb F 9.8% 9.9% 9.9% *** Equity and bond neutral

AMERICAS

Canada Housing Starts m/m Feb 224.0k 215.4k 216.5k ** Equity and bond neutral

Brazil FGV Inflation IGP-10 m/m Mar 0.05% 0.02% 0.08% *** 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) 494 487 7 Up

3-mo T-bill yield (bps) 456 454 2 Up

TED spread (bps) 38 32 6 Widening

U.S. Sibor/OIS spread (bps) 480 475 5 Up

U.S. Libor/OIS spread (bps) 480 476 4 Up

10-yr T-note (%) 3.44 3.46 -0.02 Flat

Euribor/OIS spread (bps) 282 275 7 Up

Currencies Direction

Dollar Flat Flat

Euro Flat Flat

Yen Up Up

Pound Flat Down

Franc Up Up

Central Bank Action Current Prior Expected

ECB Main Refinancing Rate 3.500% 3.000% 3.500% On Forecast

ECB Marginal Lending Facility 3.750% 3.250% 3.750% On Forecast

ECB Deposit Facility Rate 3.000% 2.500% 3.000% On Forecast

DOE Inventory Report Price Prior Change Explanation

Brent $73.91 $73.69 0.30%

WTI $67.76 $67.61 0.22%

Natural Gas $2.49 $2.44 2.09%

Crack Spread $36.65 $37.29 -1.72%

12-mo strip crack $28.39 $28.87 -1.66%

Ethanol rack $2.32 $2.32 0.07%

Metals

Gold $1,926.63 $1,918.58 0.42%

Silver $22.01 $21.78 1.06%

Copper contract $387.15 $384.30 0.74%

Grains

Corn contract $628.00 $626.50 0.24%

Wheat contract $698.50 $702.75 -0.60%

Soybeans contract $1,495.25 $1,489.25 0.40%

Shipping

Baltic Dry Freight 1,603            1,587            16

Actual Expected Difference

Crude (mb) 1.6 1.5

Gasoline (mb) -2.1 -1.6

Distillates (mb) -2.5 -1.4

Refinery run rates (%) 2.2% 0.5%

Natural gas (bcf) -61

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts currently call for colder-than-normal temperatures along the 

West Coast and in the Rocky Mountain states, with warmer-than-normal temperatures 

anticipated in the Southeast. The forecasts show wetter-than-normal conditions for virtually the 

entire northern half of the country, with dry conditions expected in the Southwest.   
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Data Section 
 

U.S. Equity Markets – (as of 3/15/2023 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 3/15/2023 close) 

 

-10% -5% 0% 5%

Commodities

Mid Cap

Emerging Markets ($)

Small Cap

Emerging Markets (local currency)

Real Estate

Value

US High Yield
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Large Cap

Foreign Developed ($)

US Corporate Bond
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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 16, 2023 
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Based on our methodology,1 the current P/E is 20.2x, down 0.1 from last week.  Falling index 

values led to the decline. 

 
 

 

 

 

 

 

 

 

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 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. 


