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INVESTMENT MANAGEMENT

By Patrick Fearon-Hernandez, CFA, and Thomas Wash

[Posted: March 10, 2025 — 9:30 AM ET]| Global equity markets are mostly lower this morning.
In Europe, the Euro Stoxx 50 closed down 1.2% from its prior close. In Asia, the MSCI Asia
Apex 50 Index closed down 1.6%. Chinese markets were lower, with the Shanghai Composite
down 0.2% from its previous close and the Shenzhen Composite essentially unchanged. US
equity index futures are signaling a slightly lower open.

With 495 companies having reported so far, S&P 500 earnings for Q4 are running at $65.60 per
share compared to estimates of $64.79, which is up 11.7% from Q4 2023. Of the companies that
have reported thus far, 74.4% have exceeded expectations, while 19.1% have fallen short of
expectations.

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 in bold:
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Our Comment today opens with a new example of the possible repercussions from today’s
reordering of the geopolitical landscape — a call by Poland’s prime minister for his country to
consider building its own nuclear weapons. We next review several other foreign and US
developments with the potential to affect the financial markets today, including an outright
annual decline in China’s consumer price index and a statement by President Trump that he may
be willing to spark a recession to restructure the US economy.

Poland: In a speech to parliament on Friday, Prime Minister Tusk said that Poland must respond
to the US’s changing foreign policy by dramatically increasing the size of its armed forces and
“boldly” considering the development of its own nuclear weapons. The statement illustrates an
important potential risk as the Trump administration pushes US allies to take more responsibility
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for their own defense: Rather than simply spending more on their militaries, key countries could
develop destabilizing capabilities.

e The administration continues to show signs that it may not live up to the commitments
made in the US’s various mutual defense treaties, including the one underlying the North
Atlantic Treaty Organization. That brings to mind the old proverb that the purpose of
NATO was to “Keep the Americans in, the Germans down, and the Russians out.” If the
US pulls back from NATO, keeping the Germans (and Poles) down will be much harder.

e By raising questions about its commitments, the US action is already spurring stronger
defense spending by its allies, especially in Europe. As we have long predicted, that has
been giving a significant boost to European defense stocks over the last year or so.

e However, if the allies believe they will be left to fend for themselves, there is no set limit
to the capabilities they will want to develop. While the UK and France are currently the
only NATO allies with nuclear arsenals, Germany, and now Poland, may build them as
well. Other countries could also consider them, even if building or buying nukes may
require them to break nuclear nonproliferation treaties.

e Without the ballast of the US to restrain them, these historical enemies at some point
could fall into disputes and sharp disagreements, raising the risk of nuclear confrontation
between them. Just as destabilizing, the Russians would also be alarmed if European
countries on their doorstep began building independent nuclear arsenals.

e For investors, an important implication is that the demand for uranium will likely get a
further boost, even beyond the bump it is expected to get from the increased use of
nuclear power plants to generate electricity. As we’ve written in the past, China’s
massive expansion in its nuclear arsenal is probably already supporting uranium prices.
A potentially broader nuclear arms race should support uranium prices even further.

Germany: In a survey by the Financial Times, eurozone economists, on average, said Germany
should be able to issue 1.9 trillion EUR ($2.1 trillion) in new debt over the next decade to fund
increased defense spending and infrastructure investment. According to the economists, that’s
the amount of new debt that Berlin could take on for those priorities without hurting its economic
growth. As a result, German debt would rise to 86% of gross domestic product from 63% now.
The figures suggest that Germany has plenty of fiscal space for stimulative spending and faster
growth.

Syria: In other security-related news, a wave of sectarian killings arose in Syria’s coastal region
over the last several days. The violence apparently started when insurgents supporting the
deposed dictator Bashar al-Assad ambushed forces of the new government on Friday. Since then,
government forces and their allies seem to be attacking perceived enemies, including the Alawite
sect that had supported Assad. The violence raises the risk that Syria could devolve into broader
sectarian violence rather than calming down under the new government.

China: The February consumer price index was down 0.7% from the same month one year
earlier, coming in even weaker than expected and posting its first outright decline in 13 months.
The government attributed the decline to an earlier-than-usual start to the Lunar New Year
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holiday, but even if that’s true, the lack of any inflation in China illustrates how weak price
pressures have become as the country confronts a range of economic headwinds.

China, Consumer Price Index, National, All Areas, Total, (Macrobond Calculated,
Assuming Average of 2015 values =100), Index [c.0.p. 1 year]
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China-Canada: Beijing announced on Saturday that it will impose tariffs of up to 100% on
canola, pork and other food products. According to the Chinese government, the tariffs are to
retaliate for Canada’s decision last August to impose steep tariffs on Chinese electric vehicles,
steel, and aluminum. However, the new duties are being widely seen as a warning to Ottawa not
to cooperate with the US as it puts up tariffs and other trade barriers against Chinese imports.

Canada: Former central banker Mark Carney yesterday won the election to become the new
leader of the center-left Liberal Party. Some 85.9% of party voters selected Carney, giving him a
landslide win over former Finance Minister Chrystia Freeland. In coming days, Carney will be
named prime minister, replacing Justin Trudeau, after which he will likely call national elections.
Carney has signaled that his priorities will be to resist President Trump’s effort to annex Canada
and shore up the Canadian economy’s resilience against US tariffs.

Mexico: President Sheinbaum yesterday held a giant fiesta in the capitol’s main square to
celebrate a second month’s suspension of US tariffs proposed by President Trump. The fiesta,
which included thousands of workers bussed in from all parts of the country, was originally
planned for Sheinbaum to outline her retaliatory tariffs against the US. With the further
suspension of many US tariffs last week, the party was repurposed into a show of national unity
and Sheinbaum’s determination to resist US economic pressure.

US Economy: In an interview that aired yesterday, President Trump refused to rule out the
chance that his tariffs and other economic policies could lead to a recession this year. He instead
repeated his previous statements that due to the big changes he is trying to bring about, the
economy will have to go through a “transition” period. Trump’s response suggests that investors
shouldn’t necessarily expect Trump to pull his punches when or if the economic data starts to
show softening growth, rising unemployment, or faltering asset prices.
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e As of this writing, the administration plans to impose 25% tariffs on all imported steel
and aluminum starting on Wednesday. The administration also plans to add “reciprocal”
tariffs against any country that charges higher tariffs against the US than the US does
against it, starting April 2.

e The president’s interview statements appear to be the key reason for a downdraft in US
equity markets so far this morning. As of this writing, S&P 500 futures are trading down
about 1.0%.

US Oil Industry: Following on Trump’s statement about a rough economic transition, the
Financial Times today carries an interview with his energy secretary, Chris Wright, in which
Wright says that Trump’s policies to boost US shale oil output will produce low prices, a wave
of bankruptcies, and industry disruption. However, he insisted that the result will be a US oil
industry that is more efficient and can produce at lower cost. Wright’s statement underscores the
administration’s willingness to impose short-term economic costs for long-term benefits.

US Lumber Market: As Canadian export taxes and US import tariffs drive a widening price
divergence between Canadian spruce, fir, and pine versus US southern yellow pine, CME Group
has announced it will begin offering futures on the US lumber starting March 31. The new
futures for southern yellow pine will trade under the ticker SYP. Please be careful that you don’t
confuse it with SPY, the popular exchange-traded fund tracking the S&P 500 stock index!

US Economic Releases

There were no economic releases prior to the publication of this report. The table below lists the
economic releases and Fed events scheduled for the rest of the day.

Economic Releases
EST|Indicator Expected Prior Rating
11:00|NY Fed 1-Year Inflation Expectiations m/m Feb 3.0% *
Federal Reserve

No Fed speakers or events for the rest of today

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.
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Country Indicator | Current Prior Expected | Rating | Market Impact

ASIA-PACIFIC

Japan Labor Cash Earnings y/y Jan 2.8% 4.4% 3.0% *x Equity and bond neutral
Real Cash Earnings m/m Jan -1.8% 0.3% -1.6% * Equity and bond neutral

Japan BoP Current Account Balance m/m Jan ¥257.6b| ¥1077.3b| -¥230.5b| *** |Equity and bond neutral
BoP Trade Balance m/m Jan -¥2937.9b ¥62.3b| -¥2496.1b| **  |Equity and bond neutral
Leading Economic Index m/m JanP 108.0 107.9 108.2 **  |Equity and bond neutral
Coincident Index v/y JanP 116.2 116.1 116.3 *k Equity and bond neutral

China PPI y/y Feb -2.2% -2.3% -2.1%| **  |Equity and bond neutral
CPI v/y Feb -0.7% 0.5% -0.4%| ** |Equity and bond neutral

EUROPE

Germany Industrial Production WDA y/y Jan -1.6% -2.2% -2.8%| **  |Equity bullish, bond bearish
Trade Balance m/m Jan 16.0b 20.7b 19.9b * Equity and bond neutral
Exports m/m Jan -2.5% 2.5% 0.5% * Equity bearish, bond bullish
Imports m/m Jan 1.2% 1.6% 0.5% * Equity bullish, bond bearish

Italy PPI v/y Jan 6.0% 1.3% **  |Equity and bond neutral

Switzerland [Domestic Sight Deposits CHF w/w 7-Mar 435.9b 429.4b * Equity and bond neutral
Total Sight Deposits CHF w/w 7-Mar 444.1b 437.4b * Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Feb 1.1k 76.0k 20.0k| *** |Equity and bond neutral
Unemployment Rate m/m Feb 6.6% 6.6% 6.7%| *** |Equity and bond neutral
Participation Rate m/m Feb 65.3% 65.5% * Equity and bond neutral
Capacity Utilization Rate q/q 4Q 79.8% 79.4% 79.3% * Equity and bond neutral

Brazil FGV Inflation IGP-DI v/y Feb 8.78% 7.27% 8.96%| ** Equity and bond neutral

Financial Markets

The table below highlights some of the indicators that we follow daily. 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.

Fixed Income Today Prior Change Trend
3-mo T-bill yield (bps) 419 420 -1 Down
U.S. Sibor/OIS spread (bps) 430 431 -1 Down
U.S. Libor/OIS spread (bps) 431 431 0 Down
10-yr T-note (%) 4.24 4.30 -0.06 Up
Euribor/OIS spread (bps) 253 251 2 Down
Currencies Direction

Dollar Up us Down
Euro Down Euro Up
Yen Up Japan Up
Pound Down UK Up
Franc Down Switzerland Up

Commodity Markets

The commodity section below shows some of the commaodity prices and their change from the
prior trading day, with commentary on the cause of the change highlighted in the last column.
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qaq | Price Prior | Change Explanation
Energy Markets

Brent $70.71 $70.36 0.50%
WTI $67.39 $67.04 0.52%
Natural Gas $4.59 $4.40 4.41%
Crack Spread $23.34 $22.93 1.79%
12-mo strip crack $20.45 $20.09 1.77%
Ethanol rack $1.76 $1.76 0.17%
Metals

Gold $2,897.28 $2,909.10 -0.41%
Silver $32.45 $32.54 -0.27%
Copper contract $468.10 $471.00 -0.62%
Grains

Corn contract $470.75 $469.25 0.32%
Wheat contract $558.50 $551.25 1.32%
Soybeans contract $1,022.25 $1,025.00 -0.27%
Shipping

Baltic Dry Freight | 1,400 | 1,286 | 114

Weather

The 6-t0-10 and 8-to-14-day forecasts call for cooler-than-normal temperatures in the Western
half of the country, with warmer-than-normal temperatures in almost all other areas. The
precipitation outlook calls for wetter-than-normal conditions in all areas except for Texas, which
is expected to be drier than normal conditions.
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Data Section

US Equity Markets — (as of 3/7/2025 close)

YTD Total Return Prior Trading Day Total Return
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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 3/7/2025 close)

YTD Asset Class Total Return )
: ; : Foreign Dg_veloped ($) ThIS Chart ShOWS the year'tO'date
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] Value positive and red indicating negative

- o o returns from the beginning of the

— Mid Cap year, as of prior close.
— Small Cap
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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), US Corporate Bond
(iShares iBoxx $ Investment Grade Corporate Bond ETF), US Government Bond (iShares 7-10
Year Treasury Bond ETF), US 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).
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P/E Update

March 6, 2025

LONG-TERM TRAILING P/E
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Sources: Robert Shiller, Haver Analytics,Bloomberg, CIM

Based on our methodology,* the current P/E is 25.0x, down 0.1 from our last report. The drop in
multiple was driven by a decline in the stock price index.

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.

! 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 Bloomberg estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings
sum includes three actual quarters ( Q1, Q2, and Q3) and one estimate (Q4). 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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