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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 24, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 0.7% from the prior close.  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 higher open.  With 109 companies having reported, the S&P 500 Q1 earnings stand at 

$32.80, lower than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% decrease 

from Q1 2019 earnings.  Thus far this quarter, 64.8% of the companies have reported earnings 

above forecast, while 33.3% have reported earnings below forecast.   
 

Good morning!  Equity futures are pointing to a modestly higher opening; oil prices are also 

higher.  We update the COVID-19 news.  Here are the details: 

 

COVID-19:  The number of reported cases is 2,721,354 with 191,231 deaths and 745,605 

recoveries.  In the U.S., there are 869,172 confirmed cases with 49,963 deaths and 80,934 

recoveries.  Here is the FT chart: 
 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-04-24-2020-11587702697?shareToken=ste9aed7ead7eb441f93aad8a253082f32
https://www.ft.com/content/4ce6351c-4f5a-3834-b27a-2ca7e3c1b875
https://www.nytimes.com/2020/04/24/world/coronavirus-news.html?campaign_id=51&emc=edit_MBE_p_20200424&instance_id=17907&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=25863&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://www.wsj.com/articles/coronavirus-latest-news-04-24-2020-11587719555?shareToken=st249c9d623dc74736bb72d972012277b4


 

 

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

www.confluenceinvestment.com 

 2 

Here is another website to add to your COVID-19 monitor.  It attempts to measure the R0 

(pronounced “R-naught”) by state.  That number tells you how many new cases are generated by 

each infection.  A R0 greater than one would mean that each infection generates more than one 

new infection.  Thus, one should be careful about relaxing social distancing standards if the 

reading is greater than one.  Although this is an interesting site, the output is only as good as the 

data input.  In other words, the actual count of infections is necessary to generate the R0.  But, 

even with that caveat, watching the history of the data does show that social distancing has had a 

positive impact on reducing new cases. 
 

Although we have seen some impressive data analysis on the virus, the data collection itself 

remains a problem.  Nations have reasons to manipulate the data for political reasons; perhaps 

the nation with the most serious undercount is Brazil.  Its leader, Jair Bolsonaro, had downplayed 

the impact of COVID-19; in his defense, Brazil may not have much of a choice.  Its economy 

can’t afford to engage in social distancing, so Brazil needs to acquire herd immunity through 

widespread infection.  It is a risky strategy, but one we may see repeated elsewhere.  We note 

that Africa may become the next hot spot for COVID-19.  
 

The virus news: 

• There were mixed headlines on the virus over the past 24 hours.  Here is the good news: 

o An antibody survey in New York State showed wide exposure to COVID-19.  

The survey of 3,000 people showed that 14% were carrying antibodies and 21% 

of those from New York City were carrying antibodies.  The caveats: 

▪ The sample is small and not random.  Participants volunteered at shopping 

centers, meaning they were healthy enough to be circulating.   

▪ Although 14% and 22% is a start, herd immunity requires at least 70% of 

the population to be carrying the antibody.  Achieving herd immunity 

through infections isn’t really possible (that’s why parents used to have 

“chickenpox parties” because it was better to get a child exposed early; 

however, the fact that these parties were held showed that the virus still 

circulated and herd immunity was not achieved).  On the other hand, rising 

numbers of those who are likely immune would allow those who survived 

an infection to go back to regular activities. 

• The bad news: 

o An accidentally leaked WHO report indicated disappointing results that a study of 

remdesivir was ineffective in addressing COVID-19.  However, Gilead Sciences 

(GILD, 77.60, -3.71), the company that made the drug, noted that the leaked study 

lacked enough participants to make statistically meaningful conclusions.  The jury 

remains out on remdesivir, which is the subject of several ongoing studies.  

Equities did retreat on the news.  

o One of the characteristics of COVID-19 is that it has elevated mortality for 

patients with hypertension.  It is unclear if it is high blood pressure that is the risk 

factor or the drugs that treat the condition.  If it is the latter, patients are left with a 

dilemma—continue taking the medicine and be at higher risk of dying if they 

contract COVID-19, or stop taking their medication and risk renal failure, heart 

attack or stroke. 

https://rt.live/
https://www.washingtonpost.com/world/the_americas/coronavirus-brazil-testing-bolsonaro-cemetery-gravedigger/2020/04/22/fe757ee4-83cc-11ea-878a-86477a724bdb_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/africa/warnings-of-worsening-hunger-malaria-emerge-as-coronavirus-cases-spike-40percent-in-africa/2020/04/23/acc15936-8568-11ea-81a3-9690c9881111_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://apnews.com/01e148acd7226332d14e9ce350d8de16
https://www.jhsph.edu/covid-19/articles/achieving-herd-immunity-with-covid19.html
https://www.ft.com/content/0a4872d1-4cac-4040-846f-ce32daa09d99?shareType=nongift
https://www.statnews.com/2020/04/23/data-on-gileads-remdesivir-released-by-accident-show-no-benefit-for-coronavirus-patients/
https://www.statnews.com/2020/04/23/data-on-gileads-remdesivir-released-by-accident-show-no-benefit-for-coronavirus-patients/
https://www.reuters.com/article/us-health-conoravirus-blood-pressure-ins/blood-pressure-drugs-are-in-the-crosshairs-of-covid-19-research-idUSKCN2251GQ
https://www.reuters.com/article/us-health-conoravirus-blood-pressure-ins/blood-pressure-drugs-are-in-the-crosshairs-of-covid-19-research-idUSKCN2251GQ
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o Lebanon has its first confirmed case of COVID-19 in a Palestinian refugee camp.  

Although Lebanon has managed to control the spread of the virus rather 

effectively due to aggressive social distancing measures, refugee camps tend to be 

crowded with substandard hygiene.  If the virus begins to spread in the camp, it 

may be difficult to control.   

o Highlighting the vulnerability of aging and COVID-19, in Europe, nursing homes 

account for about half of the fatalities from the virus.   

o As the West gets to the “right-hand side” of the distribution curve, we are starting 

to see signs of the legal response.  In Italy, it appears that lawyers are preparing to 

act against officials who may have made errors resulting in fatalities.  We would 

be surprised if this trend doesn’t start to emerge elsewhere.   

• And the interesting news: 

o There has been a strong call for ventilators in the COVID-19 crisis.  However, 

there is increasing nuance in deciding when to use the machines.  More doctors 

are concluding they should be used as a last resort.  In some cases, it appears the 

lung damage from intubation and ventilation is so great that the use of the 

machines may need to be curtailed.   

o A study of transmission in China shows that, by far, the most dangerous place one 

can be for the virus is indoors.  The study suggested that the most common 

transmission came in homes (probably from an infected family member), 

followed by transportation.  The safest place to be was outdoors.  It’s not that 

there were no reports of outdoor transmission but there was only one out of 7,324 

that was identified as suffering from outdoor transmission.  Here is the paper.  If 

other research confirms this study, we could see parks reopen, and concerts and 

religious services being held outdoors.   
 

The policy news: 

• The House has passed the most recent support package; it goes off to the White House 

where President Trump is expected to sign it into law.   

• The next round will be much more challenging.  We see five brewing problems that will 

likely need federal attention and additional support.  All are fraught with political risk.   

o State and local governments are in deep trouble.  High job losses have led to 

massive demand on unemployment insurance.  Although the weekly claims data 

has soared, the antiquated systems the states use to process claims have been 

balky; there has been a surge in demand for COBOL programmers, an indication 

of the age of these systems.  Funds for unemployment insurance are being 

drained.  Medical care costs have hit state coffers as well.  This need for support 

is running headlong into a deep political divide.  Some state governments over the 

years have made pension promises they probably can’t keep.  While the union 

movement has been languishing for years in the private sector, it continues to 

flourish in the public sector.  The GOP fired a broadside yesterday, suggesting 

these governments should avail themselves to the bankruptcy courts, which would 

likely force the reduction of pension payments and abrogate union contracts.  

Democrats oppose this idea and want to give states aid.   

https://www.al-monitor.com/pulse/originals/2020/04/first-coronavirus-case-lebanon-palestinian-refugee-camp-1.html?utm_campaign=20200423&utm_source=sailthru&utm_medium=email&utm_term=Daily%20Newsletter
https://www.washingtonpost.com/world/europe/nursing-homes-coronavirus-deaths-europe/2020/04/23/d635619c-8561-11ea-81a3-9690c9881111_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/355uRlV
https://nyti.ms/355uRlV
https://www.reuters.com/article/us-health-coronavirus-ventilators-specia/special-report-as-virus-advances-doctors-rethink-rush-to-ventilate-idUSKCN2251PE
https://www.medrxiv.org/content/10.1101/2020.04.04.20053058v1
https://www.medrxiv.org/content/10.1101/2020.04.04.20053058v1.full.pdf
https://www.wsj.com/articles/house-set-to-approve-484-billion-bill-to-aid-small-businesses-hospitals-11587641659?shareToken=stee57756b5a424db1a32a8ec4bca29120
https://www.wsj.com/articles/lawmakers-set-to-take-gloves-off-in-next-coronavirus-aid-fight-11587655822?shareToken=st726402c40a6c45babd5f67fe0b384941
https://www.techrepublic.com/article/cobol-programmers-are-in-demand-to-fight-the-coronavirus-pandemic/
https://www.wsj.com/articles/states-see-no-immediate-sign-of-financial-help-11587665153?shareToken=st674b9a5ae9b74bfea754fe9eb1b8bd8a
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o The Energy sector continues to reel.  Although the drop in oil prices has caught 

the attention of the media (nothing like a unique event like negative prices to 

generate interest), the bigger story is that the industry is struggling.  Treasury 

Secretary Mnuchin is considering a lending program for the oil industry.  This is 

where the politics flip; oil production tends to be centered on the red states and 

Democrats, especially left-wing populists, are strongly opposed to fossil fuels.  It 

is possible the administration could bypass Congress and prompt the Fed to lend 

directly to the industry or backstop bank loans.  But, much of this debt is very 

risky, which would expose the Fed to losses.  At the same time, a disorderly 

collapse of the Energy sector would be a risk to the broader economy. 

o The postal service is in financial trouble again.  Although it has received some 

assistance, the administration appears to want to prompt significant changes to its 

business model in return for a bailout.  We would not just expect higher rates on 

package shipping but a renegotiation of union contracts for postal workers. 

o Policymakers face a dilemma with private equity.  Often, firms that are bought by 

private equity firms have their assets leveraged to support the debt used to buy 

them.  As the downturn worsens, the firms purchased by private equity will likely 

fall into trouble; bailing them out could end up supporting the private equity firms 

that purposely weakened the target company’s balance sheet.  Preventing bailouts 

means innocent workers could lose their jobs and worsen the downturn, but 

bailouts increase the risk of privatizing the profits and socializing the risk.   

o The government has allowed homeowners forbearance with federally backed 

mortgages.  However, the legislation apparently didn’t tell servicers how this 

would work.  According to reports, some servicers are offering only short breaks 

in payment and demanding a balloon payment once forbearance ends.  We have 

been saying for some time that mortgage servicers will need support; until they 

get it, their offers of forbearance will be so onerous that few borrowers will want 

it.  At the same time, many of the mortgage servicers are the largest banks.  As the 

smaller ones are not supported, further concentration in the industry is certain. 

o From our perspective, all five issues could cause disruptions that would have an 

adverse impact on financial markets.  For example, muni bankruptcies won’t just 

force public workers to be the only party to bear the cost of adjustment; 

bondholders will almost certainly do so as well.  If bond obligations for state and 

local governments become a credit issue on a systemic basis, it would cause a 

serious jolt to the financial system in a time of great risk.  Allowing broad 

business failures in Energy could spill over into other areas of the financial 

system.  As 2008 showed, it is hard to know where systemic risk emerges.  The 

same is true with private equity.  And, in a period when home delivery is 

expanding, a postal strike would be a problem.  So far, policymakers have done a 

good job in preventing a widespread decline in the financial markets but the 

longer this goes on and the more contentions the political issues become, the 

greater the chances are that a mistake is made.    

• The Fed will begin disclosing who it is lending to in a new report.   

• So far, Japan has been the largest participant in the Fed’s forex swap program. 

https://www.bloomberg.com/news/articles/2020-04-23/mnuchin-weighs-lending-facility-for-struggling-oil-companies
https://www.bloomberg.com/news/articles/2020-04-23/mnuchin-weighs-lending-facility-for-struggling-oil-companies
https://www.washingtonpost.com/business/2020/04/23/10-billion-treasury-loan-usps/
https://www.ft.com/content/f7cc82d7-70b9-40c3-b4a0-815ebc5d99d5?emailId=5ea269a042729a000476bd43&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/getting-a-mortgage-payment-break-isnt-the-boon-many-expected-11587634200?shareToken=st7a4370d4fa8f495fa08d9fbfba075b40
https://www.wsj.com/articles/fed-to-disclose-borrowers-on-business-lending-programs-11587666627?shareToken=st4cf58472f6874e5a9418ba5c57bdd0fc
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The economic news: 

• As we noted yesterday, the expanding shutdowns of meat processing plants will start to 

lift prices and reduce supplies next month.    

• There have been glitches in getting stimulus checks to households.  These delays are not 

good news for the economy. 

• There are increasing worries about a flood of business bankruptcies.  One of the problems 

of years of low interest rates is that some companies who would not have survived under 

conditions of normal rate levels have struggled on over the last decade.  These so-called 

“zombies” may finally be facing their fate but probably wouldn’t have survived a normal 

recession either.  A bigger worry is that startups have slowed dramatically in this 

downturn, which will slow the recovery once it starts.   
 

The foreign policy news: 

• Chinese medical goods producers have been taking advantage of spiking demand by 

engaging in old fashioned price gouging.  This action is occurring in the midst of rapidly 

deteriorating relations between the U.S. and China.      

• Europe is struggling to formulate a response to the virus.  Although there has been talk of 

a €2 trillion package, the actual level is about a quarter of that and details have not been 

worked out.  The southern nations are worried they won’t get enough support. 

• As the virus spreads in Russia, anger over the government’s response is rising.  The 

combination of COVID-19 and collapsing oil prices is creating a problem for President 

Putin. 

https://www.politico.com/news/2020/04/23/meat-shortage-coronavirus-shutdowns-205689
https://www.wsj.com/articles/grocers-hunt-meat-as-coronavirus-hobbles-beef-and-pork-plants-11587679833?shareToken=st77f32d6177e548308e6a65b80ca369ba
https://www.wsj.com/articles/frustrations-build-for-those-still-awaiting-irs-stimulus-checks-11587660219?shareToken=stb81dd3fdcf3a4c65b2b767a576d73c73
https://finance.yahoo.com/news/coronavirus-could-spur-unprecedented-wave-of-business-bankruptcies-200419877.html
https://www.wsj.com/articles/the-other-jobs-threat-new-business-drought-11587662813?shareToken=st2273e443e9924884bbb7fae244171511
https://www.wsj.com/articles/chinas-medical-goods-market-is-wild-west-amid-surging-coronavirus-demand-11587654973?shareToken=st1c7c4719559c483e95be3787bec5d6fc
https://www.ft.com/content/cee2c14a-fa59-4684-a335-27cef1260fa6?emailId=5ea269a042729a000476bd43&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2020/04/23/world/europe/coronavirus-eu-economic-recovery.html?campaign_id=51&emc=edit_MBE_p_20200424&instance_id=17907&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=25863&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.wsj.com/articles/europe-seeks-to-bridge-divisions-as-it-debates-recovery-fund-11587640270?shareToken=st0c3a3265ed1c47e480f593dc7385afd7
https://www.wsj.com/articles/europe-seeks-to-bridge-divisions-as-it-debates-recovery-fund-11587640270?shareToken=st0c3a3265ed1c47e480f593dc7385afd7
https://www.ft.com/content/63ea4134-ce5c-48dc-a0e0-0fde43948d86?emailId=5ea269a042729a000476bd43&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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U.S. Economic Releases 
 

In March, durable goods orders fell from 14.4% the prior month compared to expectations of a 

drop of 12.0%.  Durable goods orders excluding transportation fell 0.2% from the prior month 

compared to expectations of a drop 6.5%.  The capital goods orders nondefense excluding air 

rose 0.1% from the prior month compared to expectations of a 6.7% decline.  Lastly, capital 

goods shipments nondefense excluding air fell 0.2% from the prior month compared to 

expectations of a 7.0% drop. 
 

 
 

The chart above shows the annual change in durable goods orders and shipments.  In March, 

durable goods orders fell 16% from the prior year, while shipments fell 6.45%.  The drop in 

durable goods orders and shipments is a reflection of economic sentiment as well as current 

inventory levels.  A rise in vehicle inventories has reduced the need for dealerships to order new 

cars, while travel restrictions have caused air travel companies to reduce investment.  As a result, 

orders for vehicles and nondefense aircraft fell 41% and 296%, respectively. 
 

The table below lists the economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 U. of Michigan Sentiment m/m Apr 68.0 71.0 **

10:00 U. of Michigan Current Conditions m/m Apr 72.4 **

10:00 U. of Michigan Expectations m/m Apr 70.0 **

10:00 U. of Michigan 1 yr Inflation m/m Apr 2.1% **

10:00 U. of Michigan 5-10 Yr Inflation m/m Apr 2.5% **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
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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.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan National CPI y/y Mar 0.4% 0.4% 0.4% *** Equity and bond neutral

National CPI ex Fresh Food y/y Mar 0.4% 0.6% 0.4% *** Equity and bond neutral

National CPI ex Fresh Food, Energy y/y Mar 0.6% 0.6% 0.6% *** Equity and bond neutral

PPI Services y/y Mar 1.6% 2.1% 1.7% ** Equity and bond neutral

All Industry Activity Index m/m Feb -0.6% 0.8% -0.5% ** Equity bearish, bond bullish

Nationwide Department Sales y/y Mar -33.4% -12.2% ** Equity and bond neutral

Tokyo Department Store Sales y/y Mar -34.6% -12.8% ** Equity and bond neutral

Europe

Germany IFO Business Climate m/m Apr 74.3 86.1 79.7 ** Equity bearish, bond bullish

IFO Expectations m/m Apr 69.4 79.7 75.0 ** Equity bearish, bond bullish

IFO Current Assessment m/m Apr 79.5 93.0 80.5 ** Equity bearish, bond bullish

UK Retail Sales ex Auto Fuel m/m Mar -4.1% 0.5% -4.8% ** Equity and bond neutral

Retail Sales inc Auto Fuel m/m Mar -5.8% 0.0% -5.0% ** Equity bearish, bond bullish

Russia Money Supply Narrow Def w/w 17-Apr 11.90 Tril 11.82 Tril * Equity and bond neutral

AMERICAS

Mexico Economic Activity IGAE y/y Feb -0.6% -0.8% -0.7% *** Equity and bond neutral  
 

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) 102 104 -2 Down

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

TED spread (bps) 93 94 -1 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 0.60 0.60 0.00 Neutral

Euribor/OIS spread (bps) -16 -19 3 Neutral

EUR/USD 3-mo swap (bps) -26 -30 4 Down

Currencies Direction

dollar Flat Neutral

euro Flat Up

yen Down Up

pound Up Down

franc Flat Up

Central Bank Action Current Prior Expected

Russia Key Rate 5.500% 6.000% 5.500% On forecast  
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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. 
 

Price Prior Change Explanation

Brent $21.60 $21.33 1.27%

WTI $16.40 $16.50 -0.61%

Natural Gas $1.82 $1.82 0.06%

Crack Spread $13.57 $13.18 2.94%

12-mo strip crack $8.44 $8.58 -1.61%

Ethanol rack $1.15 $1.15 -0.02%

Gold $1,730.05 $1,730.51 -0.03%

Silver $15.27 $15.26 0.10%

Copper contract $231.40 $231.80 -0.17%

Corn contract 324.25$       326.00$       -0.54%

Wheat contract 545.00$       544.75$       0.05%

Soybeans contract 845.75$       846.75$       -0.12%

Baltic Dry Freight 672 694 -22

Actual Expected Difference

Crude (mb) 15.0 14.0 1.0

Gasoline (mb) 1.0 5.0 -4.0

Distillates (mb) 7.9 4.0 3.9

Refinery run rates (%) -1.50% -2.00% 0.5%

Natural gas (bcf) 43.0 40.0 3.0

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 eastern region.  Wet conditions are expected for most of the 

Southwest 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 24, 2020 
 

As the COVID-19 pandemic continues to evolve, we are watching to see how the disease will 

affect the economy longer term.  Of course, projections of this sort are highly probabilistic; 

factors could and will likely emerge that could render these projections irrelevant.  At the same, 

ignoring potential long-term consequences of the virus could lead to improper decisions, failing 

to fully appreciate the changes the disease has caused.   
 

In this week’s report, we will look at demographics.  Demographic analysis is important because 

it is a “deep background” of what affects markets.  Demographic change tends to occur slowly 

but can be rather easily forecast far into the future.  Thus, if a variable is sensitive to changes in 

the population, it can be rather simple to forecast trends well into the future. 
 

The baby boom, encompassing Americans born during 1946-64, has always been the “pig in the 

snake” for demographers.  When this generation reached school age, the number of elementary 

enrollments jumped.  Later, in the mid-1970s, enrollment fell and led to empty school buildings. 
 

 
(Source: Goldin, Claudia. “A Brief History of Education in the United States,” NBER, Aug. 1999.) 

 

The current age range for the baby boom is 56 to 74.  In another seven years, this entire 

generation will reach retirement age.  The chart below shows that the population share 65 years 

and older is set to rise rapidly for the next two decades.  Demographers for years have been 

warning that the mass retirement of this generation would cause problems in the labor market, 

predicting that employers would be scrambling to fill positions.  
 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://pdfs.semanticscholar.org/f7ec/272d11fcc18c29ea9ea8fe52c1ec0cfdb17a.pdf?_ga=2.248838599.1574140663.1587652750-912751029.1586917641
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That hasn’t happened yet for a number of reasons—globalization has allowed firms to tap labor 

resources abroad, immigration has offset some of the retirement numbers, and baby boomers 

have continued to work longer. 
 

 
 

At the turn of the century, the participation rate1 was around 12.5%.  It has steadily increased to 

over 20%, although it has recently declined.  Essentially, baby boomers, which include nine 

years of this group, appear to have remained in the labor force.  We suspect there are two 

reasons.  First, as life expectancies have increased, wealthier boomers, who are probably healthy, 

likely wanted to remain working.  Second, less affluent boomers probably needed to keep 

working as long as possible due to the lack of retirement saving.   

 

 
1 The participation rate is the labor force (employed + unemployed seeking employment)/population eligible to be 
in the labor force.   
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COVID-19 could reverse this participation trend.  The fatality rate of the virus tends to rise with 

age.  Older workers who have stayed in the labor force may decide that the threat of infection is 

too high and thus opt to retire.  If a broad-spectrum vaccine is developed, this potential trend 

could be thwarted, but if COVID-19 mutates like influenza and requires an annual vaccination of 

varying effectiveness, a vaccine might not be enough to prevent older workers from exiting the 

workforce.  A decline in older worker participation would reduce the labor force; if that action 

occurs along with restrictions on immigration and trade impediments, all tenets of 

deglobalization, we would expect the labor share of national income to rise.   

   

 

 
 
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.  
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Data Section 
 

 

U.S. Equity Markets – (as of 4/23/2020 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 4/23/2020 close) 

 

-40.0% -20.0% 0.0% 20.0%

Small Cap

Mid 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), 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. 

 



 

 

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

www.confluenceinvestment.com 

13 

 

P/E Update 

 

April 23, 2020 
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Based on our methodology,2 the current P/E is 19.1x, up 0.9x 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. 

 

 

 
2 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. 


