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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: August 11, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 2.6% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.7%.  

Chinese markets were lower, with the Shanghai Composite down 1.2% from the prior close and 

the Shenzhen Composite down 1.5%.  U.S. equity index futures are signaling a higher open.  

With 445 companies having reported, the S&P 500 Q2 earnings stand at $27.50, higher than the 

$23.72 forecast for the quarter.  The forecast reflects a 43.8% decrease from Q2 2019 earnings.  

Thus far this quarter, 83.1% of the companies have reported earnings above forecast, while 

13.7% have reported earnings below forecast.   

 

A new Confluence of Ideas podcast episode is available today. “The Q3 2020 Asset Allocation 

Update” joins Greg Ellston, CIO of Asset Allocation, for a discussion of this quarter’s outlook 

and changes to the Asset Allocation portfolios.  Greg begins with the macro backdrop, discussing 

the economy and policy.  From there, he shows how this macro information leads to concrete 

adjustments in portfolios.  Even in cases where no changes are made, the analysis that holds a 

portfolio steady is itself “active.” 

 

Risk assets today are being buoyed by a continued moderation in U.S. coronavirus infections and 

hopes that the White House and congressional Democrats will return to the bargaining table to 

hash out a new pandemic relief bill.  President Trump has also floated the idea of a capital gains 

tax cut.  Finally, there is news that a Russian COVID-19 vaccine has received regulatory 

approval in Moscow, though many worry the shot has been rushed through the review process 

without full consideration of its safety and effectiveness.  We review all the key news below. 

 

COVID-19:  Official data show confirmed cases have risen to 20,119,511 worldwide, with 

737,022 deaths and 12,366,115 recoveries.  In the United States, confirmed cases rose to 

5,095,163, with 163,473 deaths and 1,670,755 recoveries.  Here is the interactive chart from the 

Financial Times that allows you to compare cases and deaths among countries, scaled by 

population. 
 

Virology 

• In the U.S., new confirmed infections totaled less than 50,000 for the second straight day, 

and the seven-day moving average of new cases dropped to its lowest level since early 

July.  Some of the decline in new cases probably reflects a drop in testing this month, but 

it still appears that the latest wave of infections is passing.  The seven-day moving 

average of deaths has pulled back to about 1,100 per day.  The figures paint a moderately 

positive picture of the current virology in the U.S., but investors will still be looking for a 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/coronavirus-latest-news-08-11-2020-11597134614
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continued drop in infections, progress on vaccines and treatments, and new monetary and 

fiscal relief measures to tide over the economy in the short term (see below). 

• Overseas, large developing countries like India and Brazil continue to struggle with high 

numbers of new infections, while some countries in Europe are seeing localized 

rebounds.  New Zealand has reported its first coronavirus cases outside of quarantine 

facilities in more than 100 days, prompting the government to order the lockdown of 

Auckland, the nation’s most populous city, for at least three days. 

• Russia has become the first country to grant regulatory approval to a vaccine against 

COVID-19.  The vaccine, codenamed Sputnik, will enter into mass production and be 

administered to key workers in the next few weeks. 

o The move, the first time a COVID-19 vaccine has been approved for civilian use, 

comes after just two months of human trials and underscores Moscow’s desire to 

rush the vaccine through testing and trial procedures at breakneck speed in an 

attempt to beat Western pharmaceutical companies. 

o Even if the vaccine begins to be administered as soon as this month, the 

government plans to continue trials of the shot in parallel. 

• With the pandemic appearing to remain largely under control in China, the government of 

Macau eased quarantine requirements for visitors from the mainland.  Authorities also 

said Macau would soon start issuing visas again.  At first, visas would only be available 

for people from the neighboring Chinese province of Zhuhai, but the news nevertheless 

helped spark a global buying spree in travel and leisure stocks. 

U.S. Policy Response 

• The White House and congressional Democrats yesterday said they were open to 

restarting negotiations on a new coronavirus relief bill, but there were few concrete signs 

of renewed talks.  The main development was that the administration clarified its memo 

allowing states to use federal disaster relief funds to extend supplemental unemployment 

benefits. 

o According to administration officials, states are merely encouraged to chip in 

enough funds to pay a supplemental unemployment of $400 per week.  States that 

can’t come up with their own funds can rely on the federal disaster funds to pay 

$300 per week. 

o Either way, the supplemental benefit would be far lower than the $600 per week 

that was paid through the end of July.  Even if the new program is put into place, 

the new funds would also probably not reach people for at least a couple of 

weeks. That alone will likely leave millions of people unable to pay their 

mortgage, rent, or other bills.  It’s also important to remember that while the $600 

per week was more than many workers’ pre-coronavirus wage, it may not have 

been much higher than their combined wage plus benefits.  The new, reduced 

benefit and the multi-week delay in getting it to people could well produce a sharp 

contraction in demand that would hurt many businesses.  Reports have already 

popped up regarding “eviction cairns,” or evicted tenants’ belongings piled up in 

the streets.  Any delay in coming up with a fuller new relief package is a 

significant risk to the economy and is therefore potentially bearish for stocks. 

https://www.ft.com/content/1ed51308-1af3-34de-b31a-50265da51098
https://www.ft.com/content/1ed51308-1af3-34de-b31a-50265da51098
https://www.ft.com/content/1ed51308-1af3-34de-b31a-50265da51098
https://www.wsj.com/articles/coronavirus-is-back-in-new-zealand-after-102-days-11597143065
https://www.wsj.com/articles/coronavirus-is-back-in-new-zealand-after-102-days-11597143065
https://www.wsj.com/articles/coronavirus-is-back-in-new-zealand-after-102-days-11597143065
https://www.ft.com/content/219b973f-c50a-4071-994f-cc4592d43e1b
https://www.ft.com/content/219b973f-c50a-4071-994f-cc4592d43e1b
https://www.wsj.com/articles/global-stock-markets-dow-update-8-11-2020-11597136646?mod=markets_lead_pos1
https://www.wsj.com/articles/mnuchin-says-white-house-wont-accept-unreasonable-coronavirus-stimulus-deal-11597072444
https://www.wsj.com/articles/mnuchin-says-white-house-wont-accept-unreasonable-coronavirus-stimulus-deal-11597072444
https://www.wsj.com/articles/mnuchin-says-white-house-wont-accept-unreasonable-coronavirus-stimulus-deal-11597072444
https://www.nytimes.com/2020/08/09/opinion/evictions-foreclosures-covid-economy.html?action=click&module=Opinion&pgtype=Homepage&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
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• Employers are also turning increasingly against Trump’s weekend order allowing for 

deferred payment of payroll taxes.  The president wants employers to stop collecting the 

6.2% levy that represents the employee share of Social Security taxes for many workers, 

starting September 1 and going through the end of the year. 

o The move doesn’t change how much tax employees and employers actually owe. 

Only Congress can do that. 

o Employers’ biggest worry is that if they stop withholding taxes without any 

guarantee that Congress will actually forgive any deferred payments, they could 

find themselves on the hook.  That is a particular risk in cases where employees 

change jobs and employers can’t withhold more taxes from later paychecks to 

catch up on missed payments. 

• Responding to the stalled negotiations and the pushback against his executive orders, 

President Trump said yesterday evening that he was “very seriously” considering a cut to 

capital gains taxes and paring taxes for middle-income families, though it’s not clear how 

he would be able to implement those moves. 

Foreign Policy Response 

• Major bond rating firms have given the green light to the European Union’s proposed 

€750 billion of common, mutualized coronavirus relief bonds.  According to the rating 

agencies, the EU’s current AAA rating wouldn’t be immediately affected by issuance of 

the debt. 

United States:  Political scientists are on the lookout for a “blue shift” in the days following the 

November election.  Because of Democratic voters’ greater propensity to use mail-in and 

absentee balloting, those ballots often push Democratic candidates’ tallies higher as they are 

slowly counted following the close of polling places.  As Democratic candidates see their tallies 

increase from the initial counts, some Republican candidates are likely to charge fraud. 

 

United States-China-Hong Kong:  The U.S. government has issued a rule that Hong Kong 

exports to the U.S. must be labelled “Made in China” starting September 25.  The move, in 

accordance with the suspension of the Hong Kong Policy Act of 1992 and President Trump’s 

executive order on “Hong Kong Normalization,” will see Hong Kong companies subjected to the 

same trade war tariffs levied on mainland Chinese exporters, should they make products subject 

to these duties. 

 

Lebanon:  Amid the protests and riots sparked by last week’s devastating explosion in Beirut’s 

port, Prime Minister Diab and his cabinet resigned.  The resignations came just ahead of reports 

that Lebanese security officials warned the prime minister and president in July that the 2,750 

tons of ammonium nitrate stored at the port posed a security risk and could destroy the capital if 

it exploded.  Diab’s cabinet now becomes a caretaker government with limited powers until a 

new government is formed.  That will require a new power-sharing pact among the country’s 

rival religious and political factions, setting up a period of political instability, and likely foreign 

meddling, that could last for months.  (For more on the political and economic problems that 

have turned the Lebanese against their government, see our WGR from December 2, 2019.) 
 

https://www.wsj.com/articles/employers-cast-wary-eye-on-trump-payroll-tax-deferral-11597138201?mod=hp_lead_pos1
https://www.wsj.com/articles/employers-cast-wary-eye-on-trump-payroll-tax-deferral-11597138201?mod=hp_lead_pos1
https://www.wsj.com/articles/global-stock-markets-dow-update-8-11-2020-11597136646?mod=markets_lead_pos1
https://www.wsj.com/articles/global-stock-markets-dow-update-8-11-2020-11597136646?mod=markets_lead_pos1
https://www.ft.com/content/741c4063-7ea3-41a6-815c-640d3f373eed
https://www.ft.com/content/741c4063-7ea3-41a6-815c-640d3f373eed
https://www.theatlantic.com/ideas/archive/2020/08/brace-blue-shift/615097/?utm_source=newsletter&utm_medium=email&utm_campaign=atlantic-daily-newsletter&utm_content=20200810&silverid-ref=NTgxNTEyNzkyOTAzS0
https://www.scmp.com/economy/china-economy/article/3096853/hong-kong-goods-be-labelled-made-china-export-us-opening-door?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200811&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=84c4933d19&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.wsj.com/articles/lebanon-in-crisis-amid-ministerial-resignations-protests-over-beirut-explosion-11597057872?mod=hp_lead_pos1
https://www.reuters.com/article/us-lebanon-security-blast-documents-excl/exclusive-lebanons-leaders-warned-in-july-about-explosives-at-port-documents-idUSKCN2562L7?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.reuters.com/article/us-lebanon-security-blast-documents-excl/exclusive-lebanons-leaders-warned-in-july-about-explosives-at-port-documents-idUSKCN2562L7?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.reuters.com/article/us-lebanon-security-blast-documents-excl/exclusive-lebanons-leaders-warned-in-july-about-explosives-at-port-documents-idUSKCN2562L7?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.confluenceinvestment.com/weekly-geopolitical-report-lebanon-and-its-revolution-of-the-millennials-december-2-2019/
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Belarus:  As protests continue against President Lukashenko’s apparently fraudulent reelection, 

in which he purportedly received more than 80% of the vote, popular opposition leader Svetlana 

Tikhanovskaya has fled the country and is now in neighboring Lithuania.  Prior to leaving 

Belarus, Tikhanovskaya rejected the official results of the presidential election but requested her 

supporters to accept them in order to avoid bloodshed. 

 

U.S. Economic Releases  

NFIB small business optimism came in below expectations at 98.8 compared to estimates of 

100.5.  The drop in the index is likely the result of the rise in COVID-19 cases in July, 

dampening expectations of a quick recovery. 
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The chart above shows the level of the NFIB Small Business Optimism Index.  
 

U.S. wholesale prices rose higher than expected as prices for trade demand services and energy 

surged in July.  PPI final demand rose 0.6% from the prior month, beating expectations.  

Excluding food and energy, prices rose 0.5% from the prior month, above expectations of 0.1%.  

Lastly, core PPI, which excludes food, energy, and transportation, rose 0.3% from the prior 

month, above expectations of 0.2%. 
 

https://www.ft.com/content/f8726f35-693f-4c39-bc0d-8592214f9431
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The chart above shows the annual change in the producer prices index (PPI) and core PPI.  In 

July, PPI final demand rose 0.1% from the prior year, while core PPI fell 0.4% during that time.  

The rise in wholesale prices provides further evidence that the economy is getting stronger.  

 

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

EDT Indicator Expected Prior Rating

10:00 JOLTS Job Openings m/m Jun 5300 5397 **

Speaker or event

16:00 Charles Evans Speaks in Workforce Webinar President of the Federal Reserve Bank of Chicago

Fed Speakers or Events

Economic Releases

District or position

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

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

ASIA-PACIFIC

China Money Supply M0 y/y Jul 9.9% 9.5% 9.5% * Equity and bond neutral

Money Supply M1 y/y Jul 6.9% 6.5% 7.0% * Equity and bond neutral

Money Supply M2 y/y Jul 10.7% 11.1% 11.2% * Equity and bond neutral

New Yuan Loans CNY m/m Jul 992.7b 1810.0b 1200.0b ** Equity and bond neutral

Aggregate Financing CNY m/m Jul 1690.0b 3430.0b 1850.0b ** Equity and bond neutral

Japan BoP Current Account Balance m/m Jun ¥167.5b ¥1176.8b ¥132.6b ** Equity and bond neutral

Trade Balance BoP Basis m/m Jun -¥77.3b -¥556.8b -¥110.0b ** Equity and bond neutral

Bank Lending Incl Trusts y/y Jul 6.3% 6.2% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y Jul 6.4% 6.5% ** Equity and bond neutral

Bankruptcies y/y Jul -1.6% 6.3% ** Equity bearish, bond bullish

Eco Watchers Survey Current SA m/m Jul 41.1 38.8 40.0 ** Equity and bond neutral

Eco Watchers Survey Outlook SA m/m Jul 36.0 44.0 44.0 ** Equity and bond neutral

Australia Foreign Reserves m/m Jul A$59.9b A$61.5b * Equity bearish, bond bullish

ANZ Roy Morgan Consumer Confidence w/w 9-Aug 86.5 88.6 ** Equity and bond neutral

NAB Business Conditions m/m Jul 0 -7 ** Equity and bond neutral

NAB Business Confidence m/m Jul -14 1 ** Equity bearish, bond bullish

Europe

Eurozone ZEW Survey Expectations m/m Aug 64 59.6 ** Equity bullish, bond bearish

Germany ZEW Survey Expectations m/m Aug 71.5 59.3 55.8 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m Aug -81.3 -80.9 -69.5 ** Equity bearish, bond bullish

UK Claimant Count Rate m/m Jul 7.5% 7.3% ** Equity and bond neutral

Jobless Claims Change m/m Jul 94.4k -28.1k ** Equity and bond neutral

Average Weekly Earnings 3M y/y Jun -1.2% -0.3% -1.1% ** Equity and bond neutral

Weekly Earnings ex Bonus 3M y/y Jun -0.2% 0.7% -0.1% ** Equity and bond neutral

ILO Unemployment Rate 3Mths m/m Jun 3.9% 3.9% 4.2% ** Equity and bond neutral

Employment Change 3M/3M m/m Jun -220k -125k -300k ** Equity and bond neutral

AMERICAS

Mexico Industrial Production NSA y/y Jun -16.7% -30.7% -17.9% *** Equity bullish, bond bearish

Manufacturing Production NSA y/y Jun -16.5% -37.1% -19.3% *** Equity bullish, 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) 25 24 1 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 17 15 2 Up

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

10-yr T-note (%) 0.55 0.56 -0.01 Neutral

Euribor/OIS spread (bps) -48 -47 -1 Neutral

EUR/USD 3-mo swap (bps) 1 1 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Down Up   
 

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 $45.53 $44.99 1.20% Slowing COVID cases

WTI $42.60 $41.94 1.57%

Natural Gas $2.17 $2.15 0.93%

Crack Spread $9.79 $9.85 -0.64%

12-mo strip crack $10.15 $10.27 -1.08%

Ethanol rack $1.41 $1.41 0.11%

Gold $1,986.79 $2,027.34 -2.00%

Silver $28.20 $29.13 -3.18%

Copper contract $285.30 $286.15 -0.30%

Corn contract 325.50$       323.00$       0.77%

Wheat contract 494.00$       491.00$       0.61%

Soybeans contract 872.25$       873.25$       -0.11%

Baltic Dry Freight 1506 1501 5

Actual Expected Difference

Crude (mb) -3.7

Gasoline (mb) -1.0

Distillates (mb) 0.3

Refinery run rates (%) -0.20%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country, 

with cooler temps in the Midwest.  Wet conditions are expected throughout the eastern half of 

the country.  There is some cyclone formation south of the Cabo Verde Islands, but it is not 

expected to make its way to the U.S. 
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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. 
 

August 7, 2020 
 

Investors often fall into the habit of sloppy thinking about government spending and its relation 

to the economy.  For example, it’s easy to focus only on total government-sector expenditures.  

According to the White House Office for Management and Budget, total government outlays in 

the U.S. averaged 32.3% of nominal gross domestic product (GDP) over the two decades ended 

in 2019 (one of the lowest ratios among advanced countries).  However, that figure overstates the 

government’s contribution to GDP because it includes a lot of “transfer payments,” i.e., funds 

that are simply redistributed from one set of economic actors to another.  Social Security 

retirement checks, Medicare payments, and unemployment benefits are all examples of such 

transfers.  Counting transfers as a component of GDP would result in double-counting because 

the funds would also be captured in the calculation when they are spent.  Instead, economists 

strip out transfers from total government outlays and focus only on government consumption and 

investment expenditures.  Over the last two decades, government consumption and investment 

averaged just 18.8% of GDP. 

 

Government consumption expenditures (on items like wages, fuel, and office supplies) averaged 

about 15.0% of GDP over the last two decades.  Government investment (spending on long-

lasting goods like vehicles, buildings, and roads) was much less important for the economy, 

averaging 3.8% of GDP.  The public sector data can also be broken down into the federal 

government’s share and the portion spent by state and local agencies.  Over the last two decades, 

total federal consumption and investment (both defense and nondefense) averaged 7.2% of GDP, 

while state and local spending accounted for a full 11.6%.  Showing all these subcomponents 

together, the heat table below makes clear that consumption spending by state and local agencies 

is by far the public sector’s most important contributor to national economic activity, at 9.5% of 

GDP. 
 

Consumption Investment Total

Federal Defense 3.5% 0.9% 4.5%

Federal Nondefense 2.0% 0.7% 2.7%

State & Local 9.5% 2.2% 11.6%

Total 15.0% 3.8% 18.8%

U.S. Government Spending / GDP
Average, 2000 - 2019
Source:  Haver Analytics

 
 

These figures help explain why a key risk for the economy going forward is whether state and 

local governments, facing a sharp decline in revenues because of the coronavirus crisis, will be 

forced to cut their spending so much that they offset the stimulatory effect of loose fiscal and 

monetary policy at the federal level.  That’s exactly what happened after the Great Financial 

Crisis of 2008-2009.  Corporate and personal income taxes, sales taxes, property taxes, and fees 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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all plunged with the collapse in the housing market and the deep recession that followed, but the 

impact was especially severe on state and local governments since they are usually bound by law 

to balance their budgets.  Their consumption and investment spending fell far more sharply than 

the federal government’s spending from 2008 to 2013.  State and local spending declines in those 

years initially offset the federal government’s increased stimulus spending and later exacerbated 

the federal spending cuts associated with the “sequester” law.  That can be seen most clearly in 

the chart below, which shows the contribution to GDP from each level of government and the 

particularly negative contribution from state and local spending in 2010 through 2012. 
 

 
 

Going forward, we remain optimistic that the economy will eventually recover from the 

disruptions of the coronavirus pandemic.  With the plethora of potential virus vaccines and 

treatments in development and the extraordinary amount of monetary and fiscal stimulus being 

provided, we think many sectors and businesses are likely to regain their footing and start 

growing again, which would be positive for corporate profits and stocks.  However, as the 

administration and Congress continue to negotiate over the latest coronavirus relief bill, we see a 

significant risk.  If insufficient aid is provided to state and local governments to make up for the 

pandemic’s hit to their revenues, spending in that big chunk of the economy could be cut enough 

to drag down overall economic activity and weigh on the equity market.        
 
 
 
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 8/10/2020 close) 

 

-50.0% 0.0% 50.0%
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Industrials

Utilities
Materials
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Healthcare
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Technology
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Industrials

Energy

Prior Trading Day Total Return

(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 8/10/2020 close) 

 

-20.0% -10.0% 0.0% 10.0% 20.0%

Commodities

Real Estate

Foreign Developed (local currency)

Foreign Developed ($)

Mid Cap

Small Cap
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Cash

Emerging Markets (local currency)

Large Cap

US Corporate Bond
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YTD Asset Class Total Return

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. 
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Based on our methodology,1 the current P/E is 27.4x, down 0.4x from last week.  The decline in 

the multiple is due to rising earnings forecasts 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 (Q4 and Q1) and two estimates (Q2 and Q3). 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. 


