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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: April 22, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.7% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.5% 

from the prior close.  Chinese markets were higher, with the Shanghai Composite up 0.6% and 

the Shenzhen Composite up 1.1%.  U.S. equity index futures are signaling a higher open.  With 

68 companies having reported, the S&P 500 Q1 earnings stand at $32.90, lower than the $35.51 

forecast for the quarter.  The forecast reflects a 10.0% decrease from Q1 2019 earnings.  Thus far 

this quarter, 66.2% of the companies have reported earnings above forecast, while 32.4% have 

reported earnings below forecast.   
 

Today is Earth Day and also Lenin’s birthday.  But please don’t accuse us of implying a 

connection!  Rather, we’re focused today on the latest coronavirus news, including the Senate’s 

passage of new PPP funds, and signs that oil prices may be stabilizing.  

 

COVID-19:  Official data show confirmed cases have risen to 2,585,468 worldwide, with 

178,845 deaths and 695,324 recoveries.  In the United States, confirmed cases rose to 825,306, 

with 45,075 deaths and 75,673 recoveries.  Here is the chart of infections now being published 

by the Financial Times: 
 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.rferl.org/a/lenin-at-150-even-without-covid-19-russia-was-set-to-snub-the-soviet-union-s-founder/30568383.html
https://www.nytimes.com/2020/04/22/us/coronavirus-updates.html?action=click&module=Spotlight&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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As shown in the graph, many major countries have passed the “bend in the curve” and are seeing 

slower case growth, but few are exhibiting sharp declines in the number of new infections.  In 

addition, many countries are now revising their past death counts upward as further investigation 

shows many people likely died from the virus without it being realized. 
 

Real Economy 

• Intelligence officials say Chinese operatives were actively pushing disinformation about 

the coronavirus on U.S. social media and communications platforms as recently as mid-

March in an effort to amplify concern and stir panic among Americans. 

o The amplification techniques are alarming to officials because the disinformation 

even showed up as texts on many Americans’ cellphones, a tactic that several 

officials said they had not seen before. 

o The finding has spurred agencies to look at new ways in which China, Russia and 

other nations are using technology platforms to spread disinformation and 

complicate government decision-making during the pandemic. 

• The United States Oil Fund ETF (USO, 2.80) announced changes designed to stabilize 

the fund two days after it helped spark a historic plunge in U.S. oil prices.  One move was 

to exit some June positions in favor of new positions in July and August contracts.  The 

fund also warned it may buy other types of contracts, including off-exchange derivatives 

that could cause “significant tracking deviations” from its WTI benchmark. 

o Global oil prices are relatively stable so far today 

o All the same, with massive oversupply in the face of sharply reduced demand, 

there is probably little prospect for a lasting rebound in the near term. 

• Continuing economic lockdowns and travel restrictions are raising concerns about food 

supply chains around the world. 

o Agriculture ministers from the G20 group of major developed and developing 

economies held a virtual meeting on Tuesday to discuss the issue, warning 

governments that they must take food supply impact into account while dealing 

with the COVID-19 crisis. 

o Lockdowns are also raising concerns about agricultural labor shortages in Europe, 

which could potentially disrupt the food supply and raise prices. 

• Management consulting firm McKinsey & Co. has estimated that as many as 59 million 

jobs could ultimately be lost to the coronavirus crisis in Europe, while as many as 54 

million are at risk in the U.S. 
 

U.S. Policy Responses 

• The Senate last night approved a bill providing an additional $484 billion in pandemic 

economic support, including $320 billion to top off the Payroll Protection Program (PPP) 

of small-business loans.  The House of Representatives will vote on the bill this 

Thursday. 

o The legislation is the fourth major COVID-19 bill to date, bringing the total fiscal 

response to approximately $2.8 trillion, or about 14% of U.S. GDP last year. 

https://www.nytimes.com/2020/04/22/us/politics/coronavirus-china-disinformation.html?action=click&module=RelatedLinks&pgtype=Article
https://www.nytimes.com/2020/04/22/us/politics/coronavirus-china-disinformation.html?action=click&module=RelatedLinks&pgtype=Article
https://www.nytimes.com/2020/04/22/us/politics/coronavirus-china-disinformation.html?action=click&module=RelatedLinks&pgtype=Article
https://www.forbes.com/sites/jimcollins/2020/04/20/the-us-oil-etf-uso-is-the-culprit-behind-oils-massive-plunge/#61e9290e24e8
https://www.ft.com/content/11cf8aeb-2d74-4c25-a111-943be6d8bf39
https://www.ft.com/content/11cf8aeb-2d74-4c25-a111-943be6d8bf39
https://www.ft.com/content/443b74f7-e9f2-412f-b9d6-241168cc1710
https://www.ft.com/content/443b74f7-e9f2-412f-b9d6-241168cc1710
https://www.wsj.com/articles/the-eu-and-its-farmers-depend-on-open-borders-coronavirus-upends-that-11587489550?mod=hp_lead_pos5
https://www.wsj.com/articles/the-eu-and-its-farmers-depend-on-open-borders-coronavirus-upends-that-11587489550?mod=hp_lead_pos5
https://www.wsj.com/articles/coronavirus-has-idled-millions-of-european-workers-governments-are-picking-up-the-tab-11587547802?mod=hp_lead_pos7
https://www.wsj.com/articles/coronavirus-has-idled-millions-of-european-workers-governments-are-picking-up-the-tab-11587547802?mod=hp_lead_pos7
https://www.wsj.com/articles/coronavirus-has-idled-millions-of-european-workers-governments-are-picking-up-the-tab-11587547802?mod=hp_lead_pos7
https://www.wsj.com/articles/schumer-says-he-believes-congress-has-a-deal-on-small-business-aid-11587473436?mod=hp_lead_pos2
https://www.wsj.com/articles/schumer-says-he-believes-congress-has-a-deal-on-small-business-aid-11587473436?mod=hp_lead_pos2
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o Democrats succeeded in adding $75 billion for hospitals and $25 billion for 

infection testing to the bill, but Republicans succeeded in excluding any general 

aid for state and local governments. 

o Republican leaders said state and local aid will be in a follow-on bill, but they 

vowed to be more focused on holding down federal debt in that legislation. 

• Compounding the difficulties, some firms have complained that when applying for PPP 

loans hospitals have only gotten about $30 billion of the $100 billion approved for them 

in the CARES act last month. 

o Administration officials say they are struggling to write workable rules to govern 

the reimbursement of hospitals for treating the uninsured and prevent hospitals 

from springing surprise bills on patients as required in the CARES bill. 

o The delay is sparking bipartisan complaints in Congress. 

• Among various options the Trump administration is considering to support oil-and-gas 

producers struggling with tepid demand and plunging prices, officials say one possibility 

is providing outright financial aid in return for government ownership stakes in the firms 

or their crude reserves.  Nevertheless, the idea would face long odds because of resistance 

from Democrats and climate change activists.   

• As pushback against governor-led lockdowns intensify, the Republican-dominated 

legislature in Wisconsin sued for an injunction against the closure orders imposed by 

Democratic Governor Tony Evers.  The state supreme court has given the Evers 

administration one week to answer the suit. 
 

International Policy Responses 

• The South Korean government announced another round of fiscal support amounting to 

about $70 billion for the country’s worst-hit industries, small businesses and workers, 

adding to the $120 billion that had been previously announced. 

• The South African government announced a fiscal support program amounting to about 

10% of the country’s GDP, as well as its first-ever request for assistance from the IMF. 

• Despite the ECB’s massive €750 billion bond-buying program announced last month, 

bond yields for weaker, harder-hit countries like Italy have started rising again. 

• The Turkish central bank today slashed its benchmark short-term interest rate to 8.75% 

from 9.75% previously, marking its eighth straight rate cut and putting further downward 

pressure on the lira. 

 

Hong Kong:  Chief Executive Carrie Lam reshuffled her cabinet, naming new secretaries for 

technology, financial services, home affairs, mainland affairs and the civil service.  The move, 

which was approved (or initiated) by Beijing, is being interpreted as an effort to tighten control 

over city employees and relations with the Chinese government. 

 

North Korea:  Despite press reports this week that North Korean leader Kim Jong Un was in 

critical condition after emergency heart surgery, South Korean officials say Kim appears to be 

proceeding with his normal schedule, and there is no sign that North Korean military forces are 

under the kind of alert that would be expected in a crisis.  U.S. officials admit they still have no 

confirmation on Kim’s condition. 

https://www.wsj.com/articles/trump-administration-slow-to-distribute-coronavirus-aid-to-hospitals-11587503400?mod=hp_lead_pos3
https://www.wsj.com/articles/texas-regulators-decline-to-force-oil-cuts-but-companies-are-cutting-anyway-11587486457?tesla=y&mod=article_inline
https://www.wsj.com/articles/wisconsin-legislature-files-suit-over-governors-lockdown-order-11587504990?tesla=y&mod=article_inline
https://www.wsj.com/articles/wisconsin-legislature-files-suit-over-governors-lockdown-order-11587504990?tesla=y&mod=article_inline
https://www.wsj.com/articles/wisconsin-legislature-files-suit-over-governors-lockdown-order-11587504990?tesla=y&mod=article_inline
https://www.ft.com/content/54f5513e-c2fc-4062-acae-538f986a5f65
https://www.ft.com/content/54f5513e-c2fc-4062-acae-538f986a5f65
https://www.ft.com/content/889abaad-8e11-477f-a976-37b7a36a8eee
https://www.ft.com/content/889abaad-8e11-477f-a976-37b7a36a8eee
https://www.ft.com/content/889abaad-8e11-477f-a976-37b7a36a8eee
https://www.ft.com/content/098581ba-da23-4806-96fe-8bc7fdffb28e
https://www.scmp.com/news/hong-kong/politics/article/3080991/beijing-officially-approves-hong-kong-cabinet-reshuffle?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200422&MCUID=b11497b3c2&MCCampaignID=f606ac0260&MCAccountID=3775521f5f542047246d9c827&tc=8
https://www.scmp.com/news/hong-kong/politics/article/3080991/beijing-officially-approves-hong-kong-cabinet-reshuffle?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200422&MCUID=b11497b3c2&MCCampaignID=f606ac0260&MCAccountID=3775521f5f542047246d9c827&tc=8
http://english.chosun.com/site/data/html_dir/2020/04/22/2020042201533.html
http://english.chosun.com/site/data/html_dir/2020/04/22/2020042201533.html
https://www.wsj.com/articles/u-s-watches-closely-amid-questions-about-north-korean-leaders-health-11587492806
https://www.wsj.com/articles/u-s-watches-closely-amid-questions-about-north-korean-leaders-health-11587492806
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U.S. Economic Releases 
 

MBA mortgage applications fell 0.3% from the prior week.  Applications for purchases rose 

2.1% from the prior week, while applications for refinancing fell 0.8% from the prior week.  The 

average 30-year fixed rate remained at 3.45%.  
 

In February, the FHFA Home Price Index rose 0.7% from the prior month, higher than the 

consensus estimate of 0.3%.  The prior month’s report was revised higher, from a rise of 0.3% 

from the prior month to a rise of 0.5%. 
 

 
 

The chart above shows the annual change in the FHFA Home Price Index.  In February, home 

prices rose 5.75% from the prior year. 
 

The table below lists the Fed events scheduled for the rest of the day. 

 

Speaker or event

10:00 Daleep Singh Discusses related to Covid-19 Vice President of Federal Reserve Bank of New York

Fed Speakers or Events

Economic Releases

District or position

 No economic releases 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 
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following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Australia Westpac Leading Index m/m Mar -0.8% -0.4% ** Equity bearish, bond bearish

Skilled Vacancies m/m Mar -5.3% -0.2% ** Equity bearish, bond bearish

Europe

Eurozone Govt Debt/ GDP Ratio y/y 2019 84.1% 85.9% *** Equity and bond neutral

Italy Industrial Sales y/y Feb 0.9% 3.8% ** Equity and bond neutral

Industrial Orders y/y Feb -4.4% 1.2% ** Equity bearish, bond bearish

UK CPIH y/y Mar 1.5% 1.7% 1.6% *** Equity and bond neutral

CPI y/y Mar 1.5% 1.7% 1.5% *** Equity and bond neutral

CPI Core y/y Mar 1.6% 1.7% 1.6% *** Equity and bond neutral

RPI y/y Mar 2.6% 2.5% 2.3% ** Equity bearish, bond bullish

RPI Ex Mort Int.Payments y/y Mar 2.7% 2.5% 2.4% ** Equity bearish, bond bullish

PPI Input NSA y/y Mar -2.9% -0.5% -3.0% ** Equity and bond neutral

PPI Output NSA y/y Mar 0.3% 0.4% 0.001 ** Equity and bond neutral

PPI Output Core NSA y/y Mar 0.9% 0.4% 0.5% ** Equity and bond neutral

House Price Index y/y Feb 1.1% 1.3% 1.6% ** Equity bearish, bond bullish

AMERICAS

Mexico International Reserves Weekly w/w 17-Apr $185.943 Bil $185.618 Bil ** Equity bullish, bond bearish

Canada Retail Sales m/m Mar 0.3% 0.4% 0.3% ** Equity bullish, bond bearish

Retail Sales ex Auto m/m Mar 0.0% -0.1% 0.3% ** Equity bearish, bond bearish  
 

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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 110 111 -1 Down

3-mo T-bill yield (bps) 9 10 -1 Neutral

TED spread (bps) 101 101 0 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 0.59 0.57 0.02 Neutral

Euribor/OIS spread (bps) -23 -25 2 Neutral

EUR/USD 3-mo swap (bps) -34 -39 5 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

Mexican Overnight Rate 6.000% 6.500% On forecast  
 

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. 
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Price Prior Change Explanation

Brent $19.27 $19.33 -0.31%

WTI $11.46 $11.57 -0.95%

Natural Gas $1.81 $1.82 -0.55%

Crack Spread $16.88 $15.01 12.47%

12-mo strip crack $8.48 $9.33 -9.13%

Ethanol rack $1.13 $1.14 -0.23%

Gold $1,701.33 $1,686.20 0.90%

Silver $14.92 $14.89 0.22%

Copper contract $227.90 $226.45 0.64%

Corn contract 319.00$       317.25$       0.55%

Wheat contract 541.50$       546.25$       -0.87%

Soybeans contract 844.50$       840.75$       0.45%

Baltic Dry Freight 728 757 -29

Actual Expected Difference

Crude (mb) 14.0

Gasoline (mb) 5.0

Distillates (mb) 4.0

Refinery run rates (%) -2.00%

Natural gas (bcf) 40.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures for most of 

the country, with cooler temps in the New England region.  Wet conditions are expected for most 

of the New England and Rocky Mountain regions. 
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Asset Allocation Weekly 
 

Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis. We report asset allocation thoughts on a weekly basis, updating this 
section every Friday. Note that this report is also offered as a separate document on our website. 
 

April 17, 2020 
 

The Federal Reserve’s aggressive expansion of its balance sheet has been in response to fears of 

systemic risk.  The experience of the 2008 Great Financial Crisis has made it clear that systemic 

risk can occur from a myriad of different parts of the financial system, so the Fed has broadened 

its support to include a significant expansion of credit risk, including corporate credit, both 

investment-grade and below-investment-grade, municipal debt, commercial paper along with 

mortgage and Treasuries.  Although the Fed did similar actions in the depths of the 2008 Great 

Financial Crisis, the current policy actions are far more aggressive than what was seen in the last 

decade, both in the level of the balance sheet expansion and the breadth of assets being 

purchased.  The Fed’s balance sheet is currently $6.083 trillion, a new record high. 

 

Although the FOMC’s actions have been in response to concerns over systemic risk, there is a 

structural backdrop as well.  Private sector debt in the U.S. is elevated and is probably 

unsustainable at current levels.  The sustainability of debt levels is more art than science.  

Although there are obvious ways to measure debt service costs and one can compare historical 

levels, there is a psychological element to the lending and borrowing process.  If confidence is 

high, lenders are anxious to “put money to work” and borrowers have high hopes that their 

borrowing will be beneficial.  For example, Americans believed that home prices would continue 

to rise from 1995 to 2005 and lending that now looks reckless seemed reasonable at the time.  

But, once confidence in home prices waned, there was a scramble to reduce exposure to the 

sector that culminated in the 2008 Great Financial Crisis. 

 

We have seen a decline in private sector debt1 since 2007; however, the slow growth seen during 

this expansion likely reflects the fact that we haven’t seen enough debt liquidation.  We saw a 

similar situation in the 1930s. 

 
1 We define private sector debt as household debt plus non-financial corporate debt; the financial system debt is 

excluded because much of that debt is to the non-financial components and thus including it would be double 

counting.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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When private sector debt becomes excessive, there are two paths of resolution.  The first is to 

allow the debt to be liquidated through bankruptcy.  At a microlevel, this path is perfectly 

reasonable.  After all, if a borrower and a lender took risks, they should bear the burden of their 

mistakes.  However, at a macrolevel, this path of resolution tends to create systemic risk.2  One 

party’s debt is another party’s asset.  If the debt is resolved at a loss, the asset falls in value too.  

The process can lead to deep and widespread collateral damage.  For example, in 1928 there 

were 26,401 commercial banks in the U.S.; by 1934, this number had declined to 15,913.  The 

decline in asset values and the loss of bank deposits tend to lead to bank failures and the 

hoarding of cash that can cause a deflationary spiral.  Politically, allowing a debt restructuring to 

occur “naturally” has become a non-starter.   

 

Therefore, if the private sector debt overhang isn’t resolved by liquidation and asset price 

declines, the other option is to socialize the debt.  The debt is shifted to the public sector balance 

sheet and resolved over time.  Referring to the above chart, the Fed’s balance sheet began to rise 

aggressively after 1932, with only a modest increase in the government’s debt.  Although the 

expansion of the Fed’s balance sheet helped end the initial phase of the Great Depression, private 

sector debt continued to decline, which we would argue shows a continued lack of confidence by 

borrowers and lenders. 

 
2 This process was described by Irving Fisher in 1933. 

https://phare.univ-paris1.fr/fileadmin/PHARE/Irving_Fisher_1933.pdf
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This chart shows real annual log-transformed GDP starting in 1901.  We regress a time trend 

through the data.  Despite the Fed’s efforts, GDP remained below trend, suggesting the full 

impact of the debt liquidation tied to the Great Depression had not been resolved.  The full 

resolution wasn’t accomplished until the rise of government spending for WWII, along with the 

further expansion of the Fed’s balance sheet.  The combination led to a decline in private sector 

debt to below 40% of GDP.  The decline in private sector debt laid the groundwork for the 

postwar recovery.  It took nearly 15 years, a massive expansion of the Fed’s balance sheet and 

WWII spending to fully resolve the private sector debt overhang that developed prior to the 

1930s. 

 

However, the private sector debt didn’t disappear—it was transformed into public sector debt 

and that debt overhang needed to be resolved.  That resolution was executed by financial 

repression and regulation.  It is important to note that government debt issued in the currency 

that government controls is different that private sector debt.  The former doesn’t actually need 

to be paid off; it merely needs to be serviced.  Servicing government debt is a function of the 

relative size of that debt to the economy.  The formal process is called the Net Fiscal Effect.  

This process is a formula: 

 

Net Fiscal Effect = (y/y% nominal GDP - government interest rate) + primary balance as 

% of GDP 

 

If nominal GDP rises faster than the rate of interest the government pays on the debt plus 

primary balance,3 then the overall government debt/GDP ratio will fall.  Here is a chart: 

 
3 The primary balance = government revenue/GDP - (government spending - interest paid)/GDP.  In other words, 

it’s net government spending less interest payments. 
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This chart shows the net fiscal effect on the upper line (we use the 10-year T-note yield as a 

proxy for borrowing costs).  From the end of WWII into the early 1980s, the net fiscal effect was 

positive, and the government debt/GDP ratio steadily declined.   

 

If policymakers follow the Great Depression/WWII path, we would expect a gradual rise in long-

term interest rates. 
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This chart shows the 10-year T-note yield, the yearly change in nominal GDP and the difference 

between the two series.  The postwar period to the early 1980s was a secular bear market for 

bonds.  That may not happen this time around, or it may be slower to evolve.  The Fed may 
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engage in yield curve control, preventing Treasury rates from rising.  The aging population could 

reduce inflation fears; it is important to note that the Millennial generation may be scarred by the 

last two decades and may behave like the Depression/War generation.  That would mean less 

spending and risk taking.  But it would be reasonable to expect that a gradual reflation is likely; 

after all, it supports the net fiscal effect. 

 

What should investors do in this environment?  We will discuss this issue at much greater length 

in an upcoming WGR series but here is how we are dealing with this development in our Asset 

Allocation strategies: 

 

1. We have deployed bond ladders using ETFs.  Bond laddering is an effective way to deal 

with gradually rising interest rates.  We use a mix of corporate and Treasuries in the 

ladders. 

2. We have added allocations to precious metals across all portfolios. 

3. Historically, equities have been a good inflation hedge; however, we may see a period of 

adjustment in the next decade as investors deal with rising inflation.  This may entail 

multiple contraction.  Although it is too early to reduce equity exposure for this event, we 

are cognizant of future development. 

Addressing the private sector debt overhang through socializing it to the public balance sheet is a 

rare event.  This one will be a challenge for investors, but it can be managed.  However, what has 

worked for the past 40 years (equity investing via blind indexing, holding long duration bonds, 

etc.)  probably won’t work for the next four decades.   

 

 
 
Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative 
purposes only and should not be construed as individualized investment advice or a recommendation. The investment or strategy 
discussed may not be suitable for all investors. Investors must make their own decisions based on their specific investment 
objectives and financial circumstances. Opinions expressed are current as of the date shown and are subject to change.  

https://www.theatlantic.com/ideas/archive/2020/04/millennials-are-new-lost-generation/609832/
https://www.theatlantic.com/ideas/archive/2020/04/millennials-are-new-lost-generation/609832/
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Data Section 
 

 

U.S. Equity Markets – (as of 4/21/2020 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 4/21/2020 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). 

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 

 

April 16, 2020 
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P/E as of 4/15/2020 = 18.2x
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Based on our methodology,4 the current P/E is 18.2x, up 1.1x from last week.  The rise in the P/E 

was caused by the recovery in the S&P and falling earnings estimates. 

 

 
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. 

 

 

 
4 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 two actual quarters (Q3 and Q4) and two estimates (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. 


