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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 17, 2023—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently down 0.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 1.7%. Chinese markets were higher, with the Shanghai Composite up 

0.7% and the Shenzhen Composite up 0.5%. 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 (3/16/2023): 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 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. 

• Asset Allocation Bi-Weekly (3/13/2023) (with associated podcast): “The Importance of 

the Policy Mix”   

• Confluence of Ideas podcast (3/8/2023): “Reflections on Inflation” 

 

Happy St. Patrick’s Day! Today’s Comment begins with a discussion about the European 

Central Bank’s rate decision and how it could impact monetary policy around the world. Next, 

we review the latest developments in the ongoing banking crisis. Lastly, we give an update on 

the rivalry between the U.S. and China. 

 

What Now? The European Central Bank raised rates by 50 bps but the reluctance with which 

they made this move highlights monetary policymakers’ hesitancy to maintain aggressive policy 

in light of elevated financial strain. 

• Some European policymakers were uncomfortable with the central bank’s decision to 

increase its benchmark policy rate by half a percentage point. ECB President Christine 

Lagarde noted that some of the members of the governing council wanted to halt rate 
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hikes until the bank situation unfolded. The decision to ditch their written commitment to 

keep lifting rates further supports the idea that members are not sure about the future path 

of monetary policy. The indecisiveness among the ECB governing council was 

interpreted as a dovish shift by the central bank as investors now believe that it is less 

committed to fighting inflation. 

• The ECB’s decision to raise rates now puts pressure on the Federal Reserve to lift its 

policy rate. Fed officials are dealing with similar circumstances as their European 

counterparts, but their reaction is far from certain. The Fed is already facing scrutiny for 

its failure to prevent the collapse of Silicon Valley Bank (SIVB, $106.05) and Signature 

Bank (SBNY, $70.0). As a result, it may be subject to increased political backlash if it 

overdoes it next week in its rate decision. The Organization for Economic Cooperation 

and Development (OECD) has weighed in on the matter by requesting central banks 

(most likely the Fed) to resume rate hikes. That said, continued tightening by the Fed 

raises the odds of a recession.  

• In the United Kingdom, the decision to tighten monetary policy is even more 

complicated. The Bank of England and the U.K. Treasury have very different outlooks 

for the economy over the next few years. While the central bank predicts that output 

growth will be relatively unchanged by 2025, the Office for Budget Responsibility 

projects GDP to expand by 5% within that same period. The differing forecasts from 

monetary and fiscal policymakers suggests the two institutions might impose 

contradictory policies. In other words, the BOE is likely to become dovish, which may 

lead to an end to tightening, while the Treasury department may lean more hawkish thus 

paving the way for possible budget cuts or tax increases.  

o The recent deceleration in U.K. inflation expectations further reaffirms our belief 

that the Bank of England may lean toward not tightening in its next meeting.  

 

New Developments: Financial contagion may be fading but it is still too early to tell whether the 

central bank’s job is done. 

• Banks have taken full advantage of the Fed’s facilities to shore up their cash positions as 

they borrowed $165 billion from the discount window and the Bank Term Funding 

Program in the week ending March 15. The unusually high usage of the discount window 

shows the level of panic triggered by the collapse of Silicon Valley Bank. The discount 

window lent $153 billion, a new record. Meanwhile, the BTFP lent $12 billion. J.P. 

Morgan (JPM, $130.75) estimates that the Fed could administer up to $2 trillion into the 

U.S. financial system. The new bank funding facilities should prevent a liquidity crunch; 

however, its usage suggests that the financial system is still on edge. 

https://www.ft.com/content/1ef66275-6556-442a-ab5d-7bc23ada1681
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https://www.bloomberg.com/news/articles/2023-03-16/warren-excoriates-powell-for-weak-regulation-oversight-of-svb?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-03-16/warren-excoriates-powell-for-weak-regulation-oversight-of-svb?sref=uIvt3NFS
https://www.ft.com/content/9a00ed42-c060-46c3-9f61-ded221ba1f67
https://www.ft.com/content/9a00ed42-c060-46c3-9f61-ded221ba1f67
https://www.bloomberg.com/news/articles/2023-03-16/uk-treasury-and-boe-diverge-by-112-billion-on-economic-outlook
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https://www.ft.com/content/e34e00d2-e6f5-408d-90c8-bb6f7e06741f
https://www.bloomberg.com/news/articles/2023-03-16/banks-rush-to-backstop-liquidity-borrow-164-8-billion-from-fed?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-03-16/banks-rush-to-backstop-liquidity-borrow-164-8-billion-from-fed?sref=uIvt3NFS
https://www.investing.com/news/cryptocurrency-news/feds-btfp-may-administer-2-trillion-to-us-banks-states-jp-morgan-3031892
https://www.investing.com/news/cryptocurrency-news/feds-btfp-may-administer-2-trillion-to-us-banks-states-jp-morgan-3031892
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• In other related news, J.P. Morgan has teamed up with other banks to rescue First 

Republic Bank (FRC, $34.27). A group of 11 lenders, which include Bank of America 

(BAC, $28.97), Citigroup (C, $45.62), and Wells Fargo (WFC, $39.30), have offered $30 

billion in deposits to prop up the struggling California lender. The large transfer comes as 

fears of bank runs have led depositors to move their money from small and mid-sized 

banks to ones with large holdings. The group of banks agreed to park their deposits at 

First Republic Bank for at least 120 days.  

• Fears of a potential financial crisis are fading, but it is not clear where the Fed will go 

from here. The Fed backstops have reassured markets that the central bank was willing to 

provide liquidity to stabilize the banking system. However, there are still concerns about 

whether the financial system is capable of dealing with further tightening. Hawkish Fed 

policy has made deposits less attractive as investors are now able to get more money 

using money market funds and purchasing Treasuries. That said, inflation is too high for 

the Fed to pivot now. The market seems to believe that the Fed will raise rates by 25 bps 

at its March 22 meeting, which is lower than the prediction of 50 bps made after Powell 

spoke to Congress last week. 

 

Major Power Rivalry: As the West attempts to isolate China, Beijing looks to bolster its ties 

with Moscow. 

• Russia and China continue to build closer ties, while the U.S. tries to find ways to thwart 

the two countries’ global ambitions. Chinese President Xi Jinping is set to visit Moscow 

on Monday to reaffirm the countries’ strong ties. Meanwhile, Republicans are pressuring 

the Biden administration to deter nuclear cooperation between Russia and China. It was 

reported that a Moscow state-owned nuclear energy company was providing Beijing with 

highly enriched uranium. China claims to be acting as a mediator between Russia and 

Ukraine, but China’s actions show that it does not want Putin to lose the war. China and 

Russia have used their partnership to reduce American influence around the world.  

• Accordingly, the Western alliance is becoming less enchanted with Beijing due to its 

growing relationship with Russia. In a move that will certainly ruffle feathers in Beijing, 

a German finance minister is set to visit Taiwan for the first time in 26 years. The trip 

https://www.wsj.com/articles/jpmorgan-morgan-stanley-and-others-in-talks-to-bolster-first-republic-4f9eeb76
https://www.wsj.com/articles/jpmorgan-morgan-stanley-and-others-in-talks-to-bolster-first-republic-4f9eeb76
https://www.ft.com/content/7177bc70-1cff-46a9-ba87-adae0af276c4
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.ft.com/content/76e578d5-2983-4194-ad60-cb5a47ac6921
https://www.ft.com/content/119b77ad-60b7-4a3f-9dd9-eecb57636e5e
https://www.ft.com/content/119b77ad-60b7-4a3f-9dd9-eecb57636e5e
https://www.ft.com/content/f4470f7d-07b2-436e-988d-578a0ef084f3


 

 

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

www.confluenceinvestment.com 

 4 

highlights the precarious relationship between Beijing and Berlin. Although Germany is 

dependent on trade, it wants to pressure China to distance itself from Russia. Meanwhile, 

more countries are joining the U.S. in its push to ban TikTok on government devices. The 

U.K. was the latest country to restrict the social media app. The West believes that the 

app poses serious security risks, and, as a result, the EU, Canada, and the U.S. have all 

restricted its usage in government settings.  

• We have discussed our belief that the world is breaking up into two major economic and 

geopolitical blocs as countries move away from globalization, one led by the U.S. and the 

other by China. The rivalry between the two blocs will lead to proxy conflicts and trade 

battles. The war in Ukraine and the banning of TikTok are examples of how this has 

started to play out. As tensions begin to rise, the potential for a direct conflict will 

increase. At this time, neither the U.S. nor China favor outright war, but that could 

change if Putin’s failure in Ukraine triggers China to make a Hail Mary run for Taiwan. 

A conflict between the major powers would be very bullish for commodities as supplies 

will likely be constrained.  

 

U.S. Economic Releases  

 

No major U.S. economic reports have been released so far today.  The table below lists the 

economic releases and/or Fed 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. 
 

EST Indicator Expected Prior Rating

9:15 Industrial Production m/m Feb 0.2% 0.0% ***

9:15 Industrial Capacity Utilization m/m Feb 78.4% 78.3% **

10:00 Leading Economic Indicators m/m Feb -0.3% -0.3% ***

10:00 U. of Michigan Consumer Sentiment m/m Mar P 67.0 67.0 ***

10:00 U. of Michigan Current Conditions m/m Mar P 70.5 70.7 **

10:00 U. of Michigan Future Expectations m/m Mar P 64.8 64.7 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Mar P 4.1% 4.1% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Mar P 2.9% 2.9% *

Economic Releases

Federal Reserve

No Fed speakers or events for the rest of today

https://www.ft.com/content/98360828-4124-4f30-a5b7-7931a9543a5b
https://www.ft.com/content/98360828-4124-4f30-a5b7-7931a9543a5b
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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. 
 

    

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. 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tertiary Industry Index m/m Jan 0.9% -0.4% 0.5% ** Equity and bond neutral

EUROPE

Eurozone CPI y/y Feb F 8.5% 8.6% 8.5% *** Equity and bond neutral

Core CPI y/y Feb F 5.6% 5.6% 5.6% ** Equity and bond neutral

Russia Gold and Forex Reserves m/m 10-Mar $573.3b $578.4b *** Equity and bond neutral

Money Supply, Narrow Definition w/w 10-Mar 16.83t 16.72t * Equity and bond neutral

AMERICAS

Canada Wholesale Trade Sales m/m Jan 2.4% -0.8% 3.0% ** Equity bearish, bond bullish

Brazil National Unemployment Rate m/m Jan 8.4% 7.9% 8.2% * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 491 494 -3 Up

3-mo T-bill yield (bps) 453 455 -2 Up

TED spread (bps) 38 39 -1 Widening

U.S. Sibor/OIS spread (bps) 486 486 0 Up

U.S. Libor/OIS spread (bps) 487 487 0 Up

10-yr T-note (%) 3.50 3.58 -0.08 Flat

Euribor/OIS spread (bps) 265 282 -17 Up

Currencies Direction

Dollar Down Flat

Euro Up Up

Yen Up Up

Pound Up Down

Franc Up Up

Central Bank Action Current Prior Expected

Bank of Russia Key Rate 7.500% 7.500% 7.500% On Forecast
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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 and along the East Coast. The forecasts show wetter-than-normal 

conditions in the Far West and east of the Mississippi River, with dry conditions expected in the 

Great Plains and Texas.   

DOE Inventory Report Price Prior Change Explanation

Brent $75.01 $74.70 0.41%

WTI $68.89 $68.35 0.79%

Natural Gas $2.43 $2.51 -3.26% Supply Optimism and Warmer Temperatures

Crack Spread $40.39 $38.75 4.22%

12-mo strip crack $29.99 $29.19 2.77%

Ethanol rack $2.34 $2.34 0.27%

Metals

Gold $1,937.04 $1,919.52 0.91%

Silver $21.85 $21.70 0.72%

Copper contract $394.10 $386.45 1.98%

Grains

Corn contract $636.50 $632.75 0.59%

Wheat contract $702.50 $699.00 0.50%

Soybeans contract $1,494.50 $1,491.50 0.20%

Shipping

Baltic Dry Freight 1,560            1,603            -43

Actual Expected Difference

Crude (mb) 1.6 1.5 0.1

Gasoline (mb) -2.1 -1.6 -0.4

Distillates (mb) -2.5 -1.4 -1.1

Refinery run rates (%) 2.2% 0.5% 1.7%

Natural gas (bcf) -58 -61 3.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 3/16/2023 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 3/16/2023 close) 
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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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P/E as of 3/15/2023 = 20.2x

 
 

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. 


