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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 7, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 3.2% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 1.8% from the prior close. Chinese markets were higher, with the Shanghai Composite 

up 2.1% and the Shenzhen Composite up 3.2%.  U.S. equity index futures are signaling a higher 

open.   
 

After yesterday’s strong market action, investors are again in risk-on mode based on optimism 

that the coronavirus pandemic may be peaking.  We report on all the key developments relating 

to the virus as well as building pressure for a cut in oil production and Chinese use of the 

pandemic as cover for more mischief in the South China Sea. 

 

COVID-19:  Official data show confirmed cases have risen to 1,362,936 worldwide, with 

76,373 deaths and 292,188 recoveries.  In the United States, confirmed cases rose to 368,449, 

with 10,993 deaths and 19,919 recoveries (though the recovery data is lagging).  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.nytimes.com/2020/04/07/world/coronavirus-live-updates.html?action=click&module=Spotlight&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html


 

 

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

www.confluenceinvestment.com 

 2 

Virology 

• For the first time since January 20, there were no reported deaths from the coronavirus in 

China (though it’s important to remember the country is suspected of seriously 

underreporting its experience with the virus).  Of the 32 new infections reported in the 

country, all were in patients arriving from overseas.  As shown in the chart above, 

multiple key countries are now showing the “bend in the curve” that suggests the rate of 

infection is slowing, even if the peak in deaths is probably still in the future. 

• President Trump continues to press for widespread use of the antimalarial drug 

hydroxychloroquine to prevent coronavirus infections. 

o That suggests Trump is taking the advice of international trade advisor Peter 

Navarro rather than top pandemic advisor Dr. Anthony Fauci, who has asserted 

that the small studies to date on the drug’s effectiveness are “at best, suggestive.” 

o India said it is now willing to start exporting hydroxychloroquine again, but with 

restrictions.  According to the foreign ministry, it will focus its shipments on 

neighboring countries that have few alternatives to Indian supplies and countries 

where the virus outbreaks are the worst. 

• Scientists are starting to investigate whether people's genetic variations explain why some 

of the infected have only slight symptoms, while others get much more sick and die. 

Real Economy 

• In a new poll, 73% of Americans said the pandemic has reduced their family’s income, 

with 24% saying their income has been cut “very significantly.”  In the poll, conducted in 

late March, 71% of respondents said the pandemic had affected their personal or business 

activities, including travel and investments.  In a similar poll conducted in February, only 

13% said the same.  The new poll also showed 62% were avoiding public places, 48% 

were changing or cancelling travel plans, and 35% were putting off a large purchase.   

• Facing a continued rise in Japanese cases, Prime Minister Abe has declared a state of 

emergency that will give governors in seven prefectures the power to request business 

closures to increase social distancing. 

• Philippine President Rodrigo Duterte has approved the extension of a community 

quarantine across the island of Luzon until April 30. 

Financial Markets 

• Goldman Sachs (GS, 158.23) has published a new analysis showing companies in the 

S&P 500 Index will cut their stock repurchases by half this year compared with last year, 

weakening a key prop for stock prices as they shore up their balance sheets.   

• In the debt markets, continued downgrades by the major ratings firms have tripled the 

total value of “fallen angel” bonds (corporate obligations that previously were considered 

investment grade) to more than $120 billion in just the last few weeks. 

U.S. Fiscal Policy Response 

• In a reminder of how the crisis is affecting government power over the economy, 

President Trump said 3M Company (MMM, 140.70) has succumbed to his pressure to 

import more than 166 million N95 respirators from its factories in Asia to supplement the 

https://www.wsj.com/articles/global-coronavirus-death-toll-nears-75-000-as-lockdowns-tighten-11586254730
https://www.wsj.com/articles/global-coronavirus-death-toll-nears-75-000-as-lockdowns-tighten-11586254730
https://www.wsj.com/articles/trump-pushes-broader-use-of-hydroxychloroquine-against-coronavirus-11586194581
https://www.wsj.com/articles/trump-pushes-broader-use-of-hydroxychloroquine-against-coronavirus-11586194581
it%20is%20now%20willing%20to%20start%20exporting%20hydroxychloroquine%20again%20but%20with%20some%20government%20restrictions.%20It%20will%20export%20to%20neighboring%20countries%20that%20have%20few%20alternatives%20to%20Indian%20supplies%20as%20well%20as%20to%20countries%20and%20regions%20where%20the%20coronavirus%20outbreaks%20are%20the%20worst,%20foreign%20ministry%20spokesman%20Anurag%20Srivastava%20said%20in%20a%20statement.
it%20is%20now%20willing%20to%20start%20exporting%20hydroxychloroquine%20again%20but%20with%20some%20government%20restrictions.%20It%20will%20export%20to%20neighboring%20countries%20that%20have%20few%20alternatives%20to%20Indian%20supplies%20as%20well%20as%20to%20countries%20and%20regions%20where%20the%20coronavirus%20outbreaks%20are%20the%20worst,%20foreign%20ministry%20spokesman%20Anurag%20Srivastava%20said%20in%20a%20statement.
https://www.wsj.com/articles/hunt-is-on-for-genetic-clues-to-why-coronavirus-impact-varies-11586259827?tesla=y&mod=article_inline
https://www.wsj.com/articles/hunt-is-on-for-genetic-clues-to-why-coronavirus-impact-varies-11586259827?tesla=y&mod=article_inline
https://www.ft.com/content/7a7233a3-160a-41be-8d63-40f64e041e57
https://www.ft.com/content/ccab6f57-0ef8-45b2-a552-3a03e15c1f63
https://www.ft.com/content/ccab6f57-0ef8-45b2-a552-3a03e15c1f63
Philippine%20President%20Rodrigo%20Duterte%20on%20Tuesday%20approved%20the%20extension%20of%20a%20community%20quarantine%20across%20the%20island%20of%20Luzon%20to%20April%2030
Philippine%20President%20Rodrigo%20Duterte%20on%20Tuesday%20approved%20the%20extension%20of%20a%20community%20quarantine%20across%20the%20island%20of%20Luzon%20to%20April%2030
https://www.ft.com/content/73fc3d3c-bcc7-4a60-8f4e-46b59348a5a7
https://www.ft.com/content/73fc3d3c-bcc7-4a60-8f4e-46b59348a5a7
https://www.ft.com/content/72641a3f-5c11-40b1-923a-7aeefbb89d7f
https://www.ft.com/content/72641a3f-5c11-40b1-923a-7aeefbb89d7f
https://www.ft.com/content/72641a3f-5c11-40b1-923a-7aeefbb89d7f
https://www.wsj.com/articles/in-coronavirus-response-republicans-and-democrats-like-big-government-11586257200?mod=hp_lead_pos6
https://www.ft.com/content/f6768727-e04c-4483-ab24-37a8da4d7437
https://www.ft.com/content/f6768727-e04c-4483-ab24-37a8da4d7437


 

 

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

www.confluenceinvestment.com 

 3 

35 million per month that the company produces in its U.S. facilities.  The deal will 

require the company to divert much of its foreign mask production from its Asian 

customers to the U.S., though it will still be allowed to export some respirators to Canada 

and Latin America. 

U.S. Monetary Policy Response 

• Launching yet another new program, the Fed said it is working with the Treasury 

Department to create a facility offering term loans to banks and other lenders to finance 

their participation in the new Payroll Protection Program (PPP) being run through the 

Small Business Administration.  The financing, to be backed by the lenders’ PPP loans, 

aims to increase the amount of loans the banks can make. 

o The program is separate from the Fed’s new Main Street Lending Facility, which 

will help businesses that are too large to qualify for help from the SBA programs 

and too small to receive aid from lending facilities the Fed is creating for large, 

highly rated corporations. 

o Together with the half-dozen other new lending and debt-buying programs 

launched by the Fed to support the economy, the new PPP financing program 

marks an enormous socialization of U.S. debt.  In the short term, the programs 

offer an important cushion for private-sector obligations.  They’ve already helped 

stabilize debt markets, at least for favored sectors.  In the longer term, they could 

morph into the substitution of public-sector debt for private-sector debt, as during 

the Great Depression and World War II.  Therefore, the programs will likely have 

a significant impact on issues ranging from the federal debt burden to economic 

growth and income equality. 

Foreign Fiscal Policy Response 

• EU finance ministers are meeting later today to hammer out a financial aid program for 

Italy, Spain, and other bloc members that have been hard hit by the virus crisis.  EU 

Economy Commissioner Gentiloni is pleading with member states to forget their past 

fights and rally behind an ambitious plan, including joint debt to fund economic support 

and reconstruction.  Hard-hit members like Italy and Spain complain the proposals on the 

table are insufficient, while creditor countries in the north, such as Germany and the 

Netherlands, continue to resist mutual obligations.   

• Along with the state-of-emergency declaration, Japanese Prime Minister Abe announced 

a new economic support package amounting to ¥39 trillion ($357 billion). 

Political Fallout 

• As Prime Minister Johnson continues to fight the virus in intensive care, Cabinet Office 

Minister Michael Gove today declined to say whether full executive authority has been 

given to Foreign Secretary Dominic Raab, who is the prime minister’s designated stand-

in as first secretary of state.  That suggests the British political system is unsure about 

how much power Foreign Secretary Raab really has.   

• Poland’s right-wing Law and Justice Party last night used the coronavirus crisis to ram 

through a series of major electoral system changes, just weeks ahead of the May 10 

presidential vote. 

https://www.ft.com/content/f6768727-e04c-4483-ab24-37a8da4d7437
https://www.wsj.com/articles/fed-preparing-to-purchase-new-small-business-payroll-loans-11586194588
https://www.wsj.com/articles/fed-preparing-to-purchase-new-small-business-payroll-loans-11586194588
https://www.wsj.com/articles/fed-preparing-to-purchase-new-small-business-payroll-loans-11586194588
https://www.wsj.com/articles/fed-preparing-to-purchase-new-small-business-payroll-loans-11586194588
https://www.wsj.com/articles/credit-markets-show-signs-of-stabilizing-after-historic-fed-intervention-11586165402?mod=hp_lead_pos4
https://www.wsj.com/articles/credit-markets-show-signs-of-stabilizing-after-historic-fed-intervention-11586165402?mod=hp_lead_pos4
https://www.wsj.com/articles/the-feds-intervention-is-widening-the-gap-between-market-haves-and-have-nots-11586251800?mod=article_inline
https://www.ft.com/content/f847b6c5-0442-467b-89ef-8576b3e58f0e
https://www.ft.com/content/f847b6c5-0442-467b-89ef-8576b3e58f0e
https://www.ft.com/content/ccab6f57-0ef8-45b2-a552-3a03e15c1f63
https://www.ft.com/content/ccab6f57-0ef8-45b2-a552-3a03e15c1f63
https://www.ft.com/content/1f034247-fe4d-4ae8-8654-e91cf9bae373
https://www.ft.com/content/980db7b3-d18b-32bb-8ee2-d7600e74684b
https://www.ft.com/content/980db7b3-d18b-32bb-8ee2-d7600e74684b
https://www.ft.com/content/980db7b3-d18b-32bb-8ee2-d7600e74684b
https://www.politico.eu/article/polish-pis-rams-through-electoral-system-changes/?utm_source=POLITICO.EU&utm_campaign=8f3838a4ac-EMAIL_CAMPAIGN_2020_04_07_05_08&utm_medium=email&utm_term=0_10959edeb5-8f3838a4ac-190480045
https://www.politico.eu/article/polish-pis-rams-through-electoral-system-changes/?utm_source=POLITICO.EU&utm_campaign=8f3838a4ac-EMAIL_CAMPAIGN_2020_04_07_05_08&utm_medium=email&utm_term=0_10959edeb5-8f3838a4ac-190480045
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Global Oil Market:  Ahead of Thursday’s virtual meeting between OPEC, Russia, and other 

major oil producers to address the Saudi-Russia price war, Saudi Arabia and its OPEC partners 

are warning that global storage capacity will soon be completely full and prices could fall 

further.  The warning aims to put pressure on Russia and other major producers, including the 

U.S. and Canada, to cut output on Saudi terms in order to support prices. 
 

United States-China:  The U.S. State Department has issued a statement condemning China for 

using one of its coast guard ships to ram and sink a Vietnamese fishing boat in a disputed area of 

the South China Sea last week.  The incident suggests China is again trying to assert its 

sovereignty over the region while the world’s attention is diverted by the coronavirus pandemic. 

 

U.S. Economic Releases 
 

According to the NFIB Small Business Optimism Index, the economic disruption caused by 

COVID-19 led the biggest drop in the monthly survey since 1986.  Currently, the index sits at 

96.4, down almost 10 points from last month’s reading of 104.5.  
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Sources:  Bloomberg, CIM  
 

The chart above shows the level of NFIB small business optimism.  Small business owners 

appeared to be most concerned with sales expectations as the pandemic has drastically reduced 

daily consumption.  As a result of the virus, the level of optimism has fallen to its lowest point of 

Trump’s presidency. 
 

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

EDT Indicator Expected Prior Rating

9:45 Jolts Job Opening m/m Feb 6500 6963 **

9:45 Consumer Credit m/m Feb $14.000 Bil $12.021 Bil **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

 

https://www.wsj.com/articles/opec-seeks-to-rally-producers-over-fears-of-filled-storage-11586188285
https://www.wsj.com/articles/opec-seeks-to-rally-producers-over-fears-of-filled-storage-11586188285
https://www.scmp.com/news/china/diplomacy/article/3078757/us-accuses-beijing-using-coronavirus-cover-south-china-sea?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200407&MCUID=b11497b3c2&MCCampaignID=a170cb0477&MCAccountID=3775521f5f542047246d9c827&tc=20
https://www.scmp.com/news/china/diplomacy/article/3078757/us-accuses-beijing-using-coronavirus-cover-south-china-sea?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200407&MCUID=b11497b3c2&MCCampaignID=a170cb0477&MCAccountID=3775521f5f542047246d9c827&tc=20
https://www.scmp.com/news/china/diplomacy/article/3078757/us-accuses-beijing-using-coronavirus-cover-south-china-sea?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200407&MCUID=b11497b3c2&MCCampaignID=a170cb0477&MCAccountID=3775521f5f542047246d9c827&tc=20


 

 

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

www.confluenceinvestment.com 

 5 

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

China Foreign Reserves m/m Mar $3.060 Tril $3.107 Tril $3.098 Tril * Equity and bond neutral

Japan Labor Cash Earnings m/m Feb 1.0% 1.5% 0.4% ** Equity and bond neutral

Household Spending m/m Feb -0.3% -3.9% -3.4% ** Equity bullish, bond bearish

Official Reserve Assets m/m Mar $1.366 Tril $1.359 Tril * Equity and bond neutral

Australia AiG Performance of Services Index m/m Mar 38.7 47.0 ** Equity bearish, bond bearish

ANZ Roy Morgan Weekly Consumption w/w 5-Apr 71.9 65.3 ** Equity bullish, bond bearish

Trade Balance m/m Feb A$4.361 Bil A$5.210 Bil A$3.800 Bil ** Equity bullish, bond bearish

ANZ Job Advertisements m/m Mar -10.3% 0.7% ** Equity bearish, bond bearish

Europe

Germany Industrial Production m/m Feb -1.2% -1.3% -3.0% *** Equity and bond neutral

France Trade Balance m/m Mar -5.224 Bil -5.887 Bil -5.050 Bil ** Equity bearish, bond bearish

Current Account Balance m/m Mar -3.800 Bil -2.800 Bil ** Equity bearish, bond bearish

Italy Retail Sales y/y Feb 5.7% 1.4% 1.6% ** Equity bullish, bond bearish

UK Output Per Hour y/y 4Q 0.3% 0.3% ** Equity and bond neutral

Unit Labor Costs y/y 4Q 2.4% 3.6% ** Equity and bond neutral

Switzerland Unemployment rate m/m Mar 2.9% 2.5% 2.6% *** Equity bearish, bond bearish

Foreign Currency Reserves m/m Mar 765.5 Bil 769.1 Bil ** Equity and bond neutral

AMERICAS

Mexico CPI m/m Mar -0.1% 0.4% 0.1% *** Equity bullish, bond bearish

CPI Core m/m Mar 0.3% 0.4% 0.3% *** Equity and bond neutral

Canada Bloomberg Nanos Confidence m/m Mar 42.7 46.9 ** Equity bearish, bond bearish

BoC Business Outlook Future Sales m/m Mar 22.00 11.00 ** Equity and bond neutral

BoC Overall Business Outlook Survey m/m Mar -0.7 0.7 ** Equity bearish, bond bearish

Brazil Vehicle Production Anfavea m/m Mar 189958 204197 ** Equity and bond neutral

Vehicle Sales Anfavea m/m Mar 163625 200997 ** Equity and bond neutral

Vehicle Exports Anfavea m/m Mar 30772 37677 ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 139 137 2 Up

3-mo T-bill yield (bps) 7 10 -3 Neutral

TED spread (bps) 132 127 5 Up

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

10-yr T-note (%) 0.74 0.67 0.07 Neutral

Euribor/OIS spread (bps) -32 -34 2 Neutral

EUR/USD 3-mo swap (bps) -44 -54 10 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.250% 0.250% 0.250% 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. 
 

Price Prior Change Explanation

Brent $33.97 $33.05 2.78% Possible Production Cut

WTI $27.15 $26.08 4.10%

Natural Gas $1.78 $1.73 3.00%

Crack Spread $8.10 $8.50 -4.70%

12-mo strip crack $7.09 $7.34 -3.38%

Ethanol rack $1.13 $1.14 -0.66%

Gold $1,654.94 $1,660.97 -0.36%

Silver $15.19 $15.00 1.27%

Copper contract $230.55 $221.75 3.97%

Corn contract 329.50$       327.75$       0.53%

Wheat contract 547.00$       555.75$       -1.57%

Soybeans contract 860.00$       855.50$       0.53%

Baltic Dry Freight 604 616 -12

Actual Expected Difference

Crude (mb) 9.0

Gasoline (mb) 6.0

Distillates (mb) 1.5

Refinery run rates (%) -1.80%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the country, with warmer-than-normal temperatures in Florida and California.  Wet conditions 

are expected for most of the country.
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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 3, 2020 
 

Earlier this year and late last year we recorded a series of podcast episodes that examined the 

issue of making decisions under conditions of uncertainty.  Episode #5 discussed the issue in 

broad terms, offering a general framework for examining such decisions.  In the end, the key to 

making these decisions comes down to process.  Without a sound process, decision makers can 

swing wildly on new information or take unconsidered risks.  In Episode #6, Mark Keller 

discussed this topic with a specific focus on how we make decisions in equity portfolio 

management.  In Episode #9, Greg Ellston did the same for asset allocation. 

 

Recently, the Asset Allocation Committee met to make portfolio adjustments.  In the nearly two 

decades of being involved in such procedures, the current environment is perhaps the most 

unique for all members of the committee.  Simply put, we are in an area of substantial 

uncertainty.  The term “uncertainty” is not used lightly; we view the word in the sense analyzed 

by Frank Knight in his seminal work, Risk, Uncertainty and Profit.  Risk is where known 

probabilities can be assigned; games of chance such as roulette fall into the category.  

Uncertainty occurs when probabilities cannot be accurately assigned.  That is the world in which 

most portfolio management decisions are made. 

 

In our recent reallocation, which is detailed in the Asset Allocation Quarterly, our general 

position is that the economy is almost certainly in recession, but financial markets have already 

discounted much of the damage of a downturn.  Unlike most recessions, which occur due to 

policy error, geopolitical event, or inflation, this one is caused by a pandemic, which has almost 

no modern historical parallels.  We have seen extreme and severe market moves already; the 

decline in equities is one of the fastest on record.  New low yields have been established for 

long-duration Treasuries.  Credit spreads have widened to levels not seen since the Great 

Financial Crisis.  The key issue the committee had to determine was the likelihood that 

conditions would worsen beyond what the financial markets had already discounted.  Our 

determination was that the odds that market conditions could get worse is possible but less likely 

than the prospect that much of the bad news is already factored into asset prices.  That doesn’t 

mean that some element of caution isn’t appropriate but establishing the best positions to reduce 

portfolio risk is critical. 

 

There were three themes that we applied to the asset allocation portfolio changes: 

1. The sharp decline in long-duration Treasury yields reduces the utility of this asset class in 

reducing portfolio risk.  Our earlier position in this asset class has served our asset 

allocation portfolios well, but the utility was deemed to be near exhaustion.  There were 

two reasons for this determination.  First, the expansion of the Federal Reserve’s balance 

sheet will tend to raise inflation fears and thus slow further declines in long-dated 

Treasury yields.  Second, the Fed’s actions to narrow credit spreads will offer better 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://www.confluenceinvestment.com/category/podcasts/
https://www.amazon.com/Risk-Uncertainty-Profit-Frank-Knight/dp/1614276390
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q220_prelim.pdf
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opportunities in investment-grade credit.  To that end, we shortened duration and 

increased corporate bond exposure. 

2. The massive expansion of liquidity should favor precious metals.  Although the dollar has 

been very strong due to the global scramble for dollars to service foreign-issued, dollar-

denominated debt, the Fed has opened swap lines and other programs to improve global 

dollar liquidity.  We expect these actions to temper the dollar eventually.  The importance 

of gold as a portfolio hedge remains in place.  An allocation to silver was introduced in 

the Growth and Aggressive Growth strategies. 

3. We adjusted the portfolios regarding risk tolerance.  Historically, steep declines in 

equities coupled with policy support have generally led to eventual recoveries in equities.  

There was an increase in equity exposure across all the strategies with the largest 

increases seen in the Growth and Aggressive Growth strategies.  In these higher risk-

tolerance portfolios, we added an allocation to emerging markets, which have fallen 

precipitously in this downturn. 

Our CIO (and CEO) Mark Keller is fond of saying “we are not soothsayers, but oddsmakers.”  

We are not predicting with certainty that the bottom in equities is in place or that credit won’t 

deteriorate further.  But, what we have seen from policymakers and our own analysis of how we 

believe the COVID-19 virus and the response will evolve over time leads us to the conclusion 

that the aforementioned three points are reasonable responses to current conditions.   

  
 
 
 
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 4/6/2020 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 4/6/2020 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 2, 2020 
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Based on our methodology,1 the current P/E is 16.1x, down 3.9x from last week.  The decline in 

the P/E was caused by incorporating data for Q2. 

 

 
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 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. 


