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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: February 10, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is down 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

down 0.5% from its prior close.  Chinese markets were slightly higher, with the Shanghai 

Composite up 0.5% and the Shenzhen Composite up 1.2% from the prior close.  U.S. equity 

index futures are signaling a flat open.  With 322 companies having reported, the S&P 500 Q4 

earnings stand at $41.90, higher than the $40.59 forecast for the quarter.  The forecast reflects a 

2.0% decrease from Q4 2018 earnings.  Thus far this quarter, 71.7% of the companies have 

reported earnings above forecast, while 19.9% have reported earnings below forecast.   
 

Happy Monday!  Global equity markets are flat to down as the world continues to deal with the 

Wuhan virus.  China officially returns from the New Year’s holiday, but it looks like a slow 

restart, and China’s inflation rises.  There is political turmoil in Europe.  Here are the details: 

 

Wuhan virus:  Global confirmed infections are 40,649 with 910 fatalities, exceeding SARS.   

Reports suggest there is growing anger at Beijing for the handling of the crisis.  Chairman Xi has 

finally started to make public appearances amid the rising criticism.  Officially, the New Year’s 

holiday ended today, but reports suggest that business recovery is very slow.  We had the first 

confirmed fatality of a U.S. citizen over the weekend.  The PBOC has instructed banks to lower 

rates and facilitate payment extensions; analysts worry this action will weaken the resolve of the 

banks to deal with bad debt once the crisis passes.   

 

CPI rose 5.4% in January, well above forecast.  Although prices do tend to rise in January, 

hoarding activity played some role in boosting prices.  Food prices, which rose 20.6%, were a 

major factor in lifting overall CPI.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stocks-waver-as-viral-outbreak-claims-more-lives-11581330891?shareToken=st92da799590fe440dba41249aac373ea3
https://www.wsj.com/articles/global-stocks-waver-as-viral-outbreak-claims-more-lives-11581330891?shareToken=st92da799590fe440dba41249aac373ea3
https://www.nytimes.com/2020/02/10/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=storyline_menu
https://www.nytimes.com/2020/02/10/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=storyline_menu
https://www.worldometers.info/coronavirus/
https://www.worldometers.info/coronavirus/
https://www.wsj.com/articles/coronavirus-outbreak-has-killed-more-people-than-sars-11581226253?shareToken=st7450d6b81eb8482aacb6d37985331fd0
https://www.wsj.com/articles/coronavirus-outbreak-has-killed-more-people-than-sars-11581226253?shareToken=st7450d6b81eb8482aacb6d37985331fd0
https://www.ft.com/content/b7d948de-4b01-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/b7d948de-4b01-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/edb06e55-5b8d-3a75-9ed9-7aeb07f1da14
https://www.ft.com/content/edb06e55-5b8d-3a75-9ed9-7aeb07f1da14
https://nyti.ms/2ScF0Zo
https://nyti.ms/2ScF0Zo
https://www.wsj.com/articles/chinas-factories-struggle-to-resume-operations-after-virus-shutdown-11581157800?shareToken=std9d0e06298d945dab4ee5998e470b657
https://www.wsj.com/articles/chinas-factories-struggle-to-resume-operations-after-virus-shutdown-11581157800?shareToken=std9d0e06298d945dab4ee5998e470b657
https://www.wsj.com/articles/chinas-factories-struggle-to-resume-operations-after-virus-shutdown-11581157800?shareToken=std9d0e06298d945dab4ee5998e470b657
https://www.wsj.com/articles/chinas-factories-struggle-to-resume-operations-after-virus-shutdown-11581157800?shareToken=std9d0e06298d945dab4ee5998e470b657
https://www.ft.com/content/87eb4f62-4b3f-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/87eb4f62-4b3f-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c157f61c-4a6b-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c157f61c-4a6b-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c157f61c-4a6b-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c157f61c-4a6b-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://asia.nikkei.com/Spotlight/Caixin/China-s-financial-support-not-working-as-planned-analysts-say
https://asia.nikkei.com/Spotlight/Caixin/China-s-financial-support-not-working-as-planned-analysts-say
https://asia.nikkei.com/Spotlight/Caixin/China-s-financial-support-not-working-as-planned-analysts-say
https://asia.nikkei.com/Spotlight/Caixin/China-s-financial-support-not-working-as-planned-analysts-say
https://www.wsj.com/articles/coronavirus-helps-drive-chinas-consumer-prices-to-highest-level-in-over-eight-years-11581314378?shareToken=sta463ce7539d2453db407944976781d95
https://www.wsj.com/articles/coronavirus-helps-drive-chinas-consumer-prices-to-highest-level-in-over-eight-years-11581314378?shareToken=sta463ce7539d2453db407944976781d95
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PPI was unchanged; we believe the Wuhan virus has not affected producer prices yet and thus 

we will be watching to see the impact in coming months. 

 

Global equity markets are mostly looking through the current crisis, focusing on expectations of 

further policy easing.  It is possible that financial markets have gotten a bit ahead of themselves 

and thus we may be in for a few weeks of consolidation until we get clear evidence that the virus 

has been contained.   

 

European politics:  There were two major items of note.  First, Saturday’s election in Ireland 

generated an inconclusive result.  The two centrist parties, the Fine Gael and Fianna Fail, took 

20.9% and 22.2% of the vote, respectively.  The winner was Sinn Fein, at 24.5%.  The centrist 

parties cannot form a majority government without Sinn Fein, but both have historically avoided 

letting Sinn Fein into government, in part due to its ties to the IRA.  Sinn Fein did well among 

younger voters who have no memory of its ties to the IRA; the leftist party conducted an anti-

austerity campaign that focused on stagnant wages and high housing costs.  The most likely 

outcome is another round of elections.  If a minority government is formed, we doubt it will last 

long.   

 

The second item is that Annegret Kramp-Karrenbauer (AKK) has stepped down from leadership 

of the CDU/CSU in the wake of the Thuringia situation.  Last week, in this German state, the 

CDU teamed up with the AfD to install a Free Democrat as state premier (who, in the wake of 

this event, has resigned).  Teaming up with a far-right party has dark historical connotations and 

clearly upset the CDU/CSU leadership.  AKK’s resignation throws Chancellor Merkel’s 

succession open again, raising the possibility that her replacement will force her to resign.  The 

leading candidates include Friedrich Merz, a former leader of the CDU parliament members, 

Jens Spahn, the current health minister, and Armin Laschet, current prime minister of the state of 

North Rhine-Westphalia.  The breakdown also reveals the fracturing of German politics and 

opens the possibility of much more radical outcomes, which would have serious ramifications for 

the future of the EU.   

https://www.washingtonpost.com/world/europe/irelands-left-wing-nationalists-surge-in-historic-but-inconclusive-election/2020/02/09/6df56f36-4926-11ea-8a1f-de1597be6cbc_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/europe/irelands-left-wing-nationalists-surge-in-historic-but-inconclusive-election/2020/02/09/6df56f36-4926-11ea-8a1f-de1597be6cbc_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/be86a76e-4b63-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/be86a76e-4b63-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/be86a76e-4b63-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/be86a76e-4b63-11ea-95a0-43d18ec715f5?emailId=5e40cc6daa1a750004d2e23d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2SezGEw
https://nyti.ms/2SezGEw
https://nyti.ms/2SezGEw
https://nyti.ms/2SezGEw
https://www.wsj.com/articles/sinn-fein-poised-for-historic-result-in-irish-electionbut-not-to-govern-11581157800?shareToken=st26621cfde032461cbeaaf540ac6002d0
https://www.wsj.com/articles/sinn-fein-poised-for-historic-result-in-irish-electionbut-not-to-govern-11581157800?shareToken=st26621cfde032461cbeaaf540ac6002d0
https://www.wsj.com/articles/sinn-fein-poised-for-historic-result-in-irish-electionbut-not-to-govern-11581157800?shareToken=st26621cfde032461cbeaaf540ac6002d0
https://www.wsj.com/articles/sinn-fein-poised-for-historic-result-in-irish-electionbut-not-to-govern-11581157800?shareToken=st26621cfde032461cbeaaf540ac6002d0
https://www.ft.com/content/8a77f6f0-4b6b-11ea-95a0-43d18ec715f5
https://www.ft.com/content/8a77f6f0-4b6b-11ea-95a0-43d18ec715f5
https://www.ft.com/content/8a77f6f0-4b6b-11ea-95a0-43d18ec715f5
https://www.ft.com/content/8a77f6f0-4b6b-11ea-95a0-43d18ec715f5
https://www.politico.eu/article/merkel-heir-kramp-karrenbauer-resigns-reports/
https://www.politico.eu/article/merkel-heir-kramp-karrenbauer-resigns-reports/
https://www.politico.eu/article/merkel-heir-kramp-karrenbauer-resigns-reports/
https://www.politico.eu/article/merkel-heir-kramp-karrenbauer-resigns-reports/
https://www.politico.eu/article/thuringia-state-premier-thomas-kemmerich-resigns-with-immediate-effect/
https://www.politico.eu/article/thuringia-state-premier-thomas-kemmerich-resigns-with-immediate-effect/
https://www.politico.eu/article/thuringia-state-premier-thomas-kemmerich-resigns-with-immediate-effect/
https://www.politico.eu/article/thuringia-state-premier-thomas-kemmerich-resigns-with-immediate-effect/
https://www.ft.com/content/f2a67334-4be1-11ea-95a0-43d18ec715f5
https://www.ft.com/content/f2a67334-4be1-11ea-95a0-43d18ec715f5
https://www.ft.com/content/f2a67334-4be1-11ea-95a0-43d18ec715f5
https://www.ft.com/content/f2a67334-4be1-11ea-95a0-43d18ec715f5
https://www.ft.com/content/fba16178-4bec-11ea-95a0-43d18ec715f5
https://www.ft.com/content/fba16178-4bec-11ea-95a0-43d18ec715f5
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United States-Japan-South Korea:  The U.S. military has dramatically shifted its schedule of 

joint drills with Japan and South Korea.  To reward Japan’s participation in the Trump 

administration’s new “Indo-Pacific Strategy” for containing China, joint drills with Japan have 

been scaled up.  In contrast, joint drills with South Korea have been downgraded for a second 

straight year to avoid antagonizing North Korea. 

 

Odds and ends:  One reason the Phillips Curve relationship appears to be broken is due to the 

difficulty in determining labor supply.  The labor force has continued to grow despite data that 

would suggest the number of available workers should be exhausted.  Why is this happening?   

The labor market is drawing a steady supply of workers who were previously out of the labor 

force directly back into the labor force.  This pattern should encourage the Fed to keep policy 

rates steady to continue to foster this development.   

 

In early negotiations, it looks like the EU is offering open access to U.K. financial firms in return 

for continued access to British fishing waters; in other words, finance for fish.  Thirty-year 

mortgage rates hit an all-time low.  Global trade growth rose by a modest 1%, the fourth worst 

over 40 years of data.  The U.S./China trade conflict is the most likely culprit.  Although we 

don’t expect action in an election year, at some point, we do expect the administration to take 

direct steps to weaken the dollar.  We note that companies are starting to complain about the 

strong greenback.   

 

U.S. Economic Releases 
 

There were no economic releases prior to the publication of this report.  The table below shows 

the Fed events scheduled for the rest of the day. 
 

Speaker or event

13:45 Mary Daly Speaks in Dublin

15:15 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

Fed Speakers or Events

Economic Releases

District or position

 No economic releases today

President of the Federal Reserve Bank of San Francisco

 
 

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.  
 

http://english.chosun.com/site/data/html_dir/2020/01/22/2020012201825.html
http://english.chosun.com/site/data/html_dir/2020/01/22/2020012201825.html
http://english.chosun.com/site/data/html_dir/2020/01/22/2020012201825.html
http://english.chosun.com/site/data/html_dir/2020/01/22/2020012201825.html
https://www.wsj.com/articles/americans-joining-workforce-at-record-rate-11581106199
https://www.wsj.com/articles/americans-joining-workforce-at-record-rate-11581106199
https://www.wsj.com/articles/americans-joining-workforce-at-record-rate-11581106199
https://www.wsj.com/articles/americans-joining-workforce-at-record-rate-11581106199
https://www.ft.com/content/cdf8af0a-40fd-11ea-bdb5-169ba7be433d?emailId=5e4138c0a8ee270004168bcc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/cdf8af0a-40fd-11ea-bdb5-169ba7be433d?emailId=5e4138c0a8ee270004168bcc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/cdf8af0a-40fd-11ea-bdb5-169ba7be433d?emailId=5e4138c0a8ee270004168bcc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/cdf8af0a-40fd-11ea-bdb5-169ba7be433d?emailId=5e4138c0a8ee270004168bcc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
http://www.freddiemac.com/pmms/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
http://www.freddiemac.com/pmms/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
http://www.freddiemac.com/pmms/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
http://www.freddiemac.com/pmms/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/u-s-china-trade-war-reshaped-global-commerce-11581244201?shareToken=stfb7ac44ad3af4c2695d1003c60a88efa
https://www.wsj.com/articles/u-s-china-trade-war-reshaped-global-commerce-11581244201?shareToken=stfb7ac44ad3af4c2695d1003c60a88efa
https://www.wsj.com/articles/u-s-china-trade-war-reshaped-global-commerce-11581244201?shareToken=stfb7ac44ad3af4c2695d1003c60a88efa
https://www.wsj.com/articles/u-s-china-trade-war-reshaped-global-commerce-11581244201?shareToken=stfb7ac44ad3af4c2695d1003c60a88efa
https://www.wsj.com/articles/dollars-surprise-surge-challenges-stock-market-rally-11581256801?shareToken=staf7fa658da7b438694b51561e258915a
https://www.wsj.com/articles/dollars-surprise-surge-challenges-stock-market-rally-11581256801?shareToken=staf7fa658da7b438694b51561e258915a
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China PPI y/y jan 0.1% -0.5% 0.0% *** Equity and bond neutral

CPI y/y jan 5.4% 4.5% 4.9% *** Equity bearish, bond bullish

Japan Bank Lending Incl Trusts y/y jan 1.9% 1.8% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y jan 2.0% 1.9% ** Equity and bond neutral

BoP Current Account Balance m/m dec ¥0.524 Tril ¥1.437 Tril ¥0.465 Tril ** Equity bullish, bond bearish

Trade Balance m/m dec ¥0.121 Tril -¥0.002 Tril ¥0.028 Tril ** Equity and bond neutral

Bankruptcies y/y jan 16.1% 13.2% ** Equity and bond neutral

Eco Watchers Survey Current Situation m/m jan 41.9 39.8 39.1 ** Equity bearish, bond bullish

Eco Watchers Survey Outlook m/m jan 41.8 45.4 44.1 ** Equity bearish, bond bullish

EUROPE

Eurozone Sentix Investor Confidence m/m feb 5.2 7.6 5.9 ** Equity bearish, bond bullish

Italy Industrial Production m/m dec -2.7% 0.1% -0.6% *** Equity and bond bearish

France Bank of France Industry Sentiment m/m dec 96 97 97 ** Equity and bond neutral

Switzerland Unemployment Rate m/m jan 2.6% 2.5% 2.6% *** Equity and bond neutral

CPI y/y jan 0.2% 0.2% 0.2% *** Equity and bond neutral

CPI EU Harmonized y/y jan 0.2% -0.1% 0.1% *** Equity and bond neutral

AMERICAS

Mexico Gross Fixed Investment m/m nov -3.5% -8.6% -4.2% *** Equity bearish, bond bullish  
 

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) 173 173 0 Up

3-mo T-bill yield (bps) 151 152 -1 Neutral

TED spread (bps) 22 22 0 Neutral

U.S. Libor/OIS spread (bps) 157 157 0 Up

10-yr T-note (%) 1.57 1.58 -0.01 Neutral

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 7 5 2 Down

Currencies Direction

dollar Flat Neutral

euro Flat Down

yen Flat Down

pound Up Down

franc Flat Down  
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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 $54.24 $54.47 -0.42%

WTI $50.12 $50.32 -0.40%

Natural Gas $1.78 $1.86 -4.25%  

Crack Spread $15.10 $15.47 -2.37%

12-mo strip crack $15.39 $15.68 -1.88%

Ethanol rack $1.45 $1.46 -0.37%

Gold $1,572.00 $1,570.44 0.10%

Silver $17.78 $17.70 0.46%

Copper contract $255.90 $255.30 0.24%

Corn contract 380.25$       383.50$       -0.85%

Wheat contract 559.25$       558.75$       0.09%

Soybeans contract 884.25$       882.00$       0.26%

Baltic Dry Freight 415 431 -16

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

the entire western half of the country, with warmer-than-normal temperatures in the eastern 

region.  Wet conditions are expected in virtually all regions except the Pacific Northwest and 

Florida.
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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.  
 

February 7, 2020 
 

The Commerce Department recently released its first iteration of Q4 GDP.  The overall growth 

rate, at 2.1%, was mostly on forecast but the composition of the growth showed some 

unexpected developments.  In this week’s report, we will examine the most interesting changes 

and what it may be telling us about future economic activity. 

 

To analyze the data, we focus on a set of statistics called “contributions to GDP growth.”  These 

datapoints show how much various parts of GDP contributed to overall growth.  Here is a chart 

of the data. 
 

 
 

The largest positive contributor to growth was net exports; although it is not unprecedented, 

outside of recessions, net exports are usually a drag on growth.  It is important to note that this 

data is looking at the rate of change of the change, so a smaller deficit will contribute positively 

to growth. 

 

Net exports are the sum contribution of gross imports and exports.  Usually, during expansions, 

the contribution from gross imports is negative.  But, during recessions or when growth falters, 

imports fall and contribute positively to growth.   
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This chart shows the four-quarter moving average of the contribution of gross imports to GDP.  

A positive contribution tends to be consistent with recession.  So, is that the case this time? 

 

It might be, but there are two reasons why this event might be a false positive.  First, the trade 

wars have probably had some impact on reducing imports.  Since WWII, the general trend in 

tariffs has been downward.  The recent reversal in this trend is a new factor that may be shifting 

consumption to domestic goods and away from imports.  In some respects, this is the goal of the 

administration’s trade policy.  Second, there is evidence that U.S. firms accumulated inventories 

in the months prior to the Phase One trade deal with China.  This was likely done to buy goods 

that might be the target of future tariffs.  As a deal was made, it would make sense for firms to 

reduce inventories.  The act of selling down inventories would reduce imports. 
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We will be watching the gross import data with great interest this year to see if (a) we are seeing 

a structural change in the economy where imports decline, or (b) we are on the cusp of a 

recession.  For now, the most likely explanation is that the swing in gross imports was affected 

by trade policy uncertainty.  But, if other economic data begins to corroborate the recession 

signal from gross imports, we would recommend that investors reduce portfolio risk.   

 

 

 
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 2/7/2019 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 2/7/2019 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 

 

February 6, 2020 
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P/E as of 2/5/2020 = 20.3x

 
 

Based on our methodology,1 the current P/E is 20.3x, down 0.1x, as equity values fell due to the 

Wuhan virus and earnings rose in Q4.     

 

 
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 (Q2 and Q3) and two estimates (Q4 and Q1, 2020). 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. 


