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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 18, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is currently down 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 1.6%.  Chinese markets were higher, with the Shanghai Composite up 0.1% and the 

Shenzhen Composite up 1.1%.  U.S. equity index futures are signaling a lower open.  With 387 

companies having reported, the S&P 500 Q4 earnings stand at $42.00, higher than the $40.59 

forecast for the quarter.  The forecast reflects a 2.0% decrease from Q4 2018 earnings.  Thus far 

this quarter, 72.6% of the companies have reported earnings above forecast, while 19.4% have 

reported earnings below forecast.   

 

Welcome back!  Equities are under pressure due to Apple (APPL, 324.95) news.  The U.K. 

rejects the EU trade agreement proposals as it appears Britain is ramping up fiscal spending.  The 

Netherlands threatens the EU/Canada trade deal.  We’re seeing rising tensions over the 

U.S/China technology war.  Here are the details: 

 

COVID-19:  Today’s big news on the virus came from Apple, which announced it would not 

meet its quarterly revenue targets due to production disruptions caused by the COVID-19.  

Although the news of supply disruptions should not be a shocker, until this report, this 

expectation was merely generalized.  Now, it is real.  We expect other companies will start 

admitting similar problems in the wake of this announcement.  Companies are working on anti-

viral drugs but are reporting snags in getting approvals for testing.  We are seeing the virus’s 

impact on global economic activity as trade has been weakening, Japan’s GDP slumped, and a 

combination of post-consumption tax blues and the loss of Chinese tourists.  Europe is missing 

Chinese tourism as well.   

 

The latest data shows 73,345 confirmed cases with 1,874 fatalities.  Although the numbers are 

rising, the pace of the increase is showing signs of slowing.   

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 
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https://www.wsj.com/articles/gileads-coronavirus-drug-trial-slowed-due-to-lack-of-eligible-recruits-11582003594?shareToken=stcc521dc205fc4c5ba7ff080d8139abf5
https://www.wsj.com/articles/gileads-coronavirus-drug-trial-slowed-due-to-lack-of-eligible-recruits-11582003594?shareToken=stcc521dc205fc4c5ba7ff080d8139abf5
https://shippingwatch.com/carriers/article11931750.ece
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https://nyti.ms/38CgdDA
https://nyti.ms/38CgdDA
https://nyti.ms/38CgdDA
https://nyti.ms/38CgdDA
https://www.worldometers.info/coronavirus/
https://www.worldometers.info/coronavirus/


 

 

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

www.confluenceinvestment.com 

 2 

100,000

50,000

30,000

15,000

5,000

3,000

1,500

500
24 26 28 30 1 3 5 7 9 11 13 15 17

M1 M2

REPORTED INFECTIONS

Sources:  CDC, CIM  
 

Of course, we offer our usual caveats; we suspect the actual number of infections is much higher, 

but the lethality is much lower than the official data suggests.  Although nothing we have seen 

convinces us that our take on the disease is wrong (we expect one weak quarter from the event), 

we remain vigilant for the unexpected.  We do note that China’s equities have recovered their 

losses since the return from the New Year holiday, supported by fiscal and monetary stimulus 

from Beijing.   

 

In other related news, the CPC has postponed the National People’s Congress meetings usually 

held in March due to COVID-19.  This is an important meeting and the fact that it is being 

postponed shows the degree of concern among CPC leadership.  President Moon called for 

“emergency steps” to prevent the COVID-19 virus from derailing the South Korean economy.  

According to Finance Minister Hong Nam-ki, this month the government will offer emergency 

low-interest loans to a range of companies in the airline, shipping, travel and restaurant industries 

to cushion the blow 

 

U.S./China tech:  The battle over Huawei (002502, CNY 2.85), in particular, and U.S. attempts 

to retard China’s technology development, in general, continues.  The U.S. has been pushing 

European nations to avoid using Huawei’s technology; Britain has already rejected U.S. 

overtures and Germany appears ready to follow the U.K. lead.  The U.S. has announced it is 

considering banning the export of U.S. microchip machine tools.  The world is rapidly heading 

toward a “one world, two systems” situation in technology.  Needless to say, such a world would 

operate at a lower level of efficiency.  

 

Brexit:  The EU is offering a trade deal with the U.K. in exchange for a “level playing field” on 

rules and regulations.  Westminster is outright rejecting such an arrangement, which it should; 

there is no point to Brexit if the country leaves only to follow rules that it no longer has input in 

setting.  Meanwhile, PM Johnson appears to be ramping up a fiscal splurge.  If it occurs and the 

BOE turns more hawkish as a consequence, it should be bullish for the GBP.   

 

https://www.reuters.com/article/us-china-health/coronavirus-infections-slow-in-china-as-global-economic-impact-spreads-idUSKBN20C03X
https://www.reuters.com/article/us-china-health/coronavirus-infections-slow-in-china-as-global-economic-impact-spreads-idUSKBN20C03X
https://www.wsj.com/articles/chinese-stocks-recover-from-coronavirus-driven-selloff-11581930971?shareToken=st2d1db961c8eb49b7ab0349044ed02d68
https://www.wsj.com/articles/chinese-stocks-recover-from-coronavirus-driven-selloff-11581930971?shareToken=st2d1db961c8eb49b7ab0349044ed02d68
https://www.reuters.com/article/us-global-markets/chinese-support-measures-buoy-world-stocks-idUSKBN20B01Z
https://www.reuters.com/article/us-global-markets/chinese-support-measures-buoy-world-stocks-idUSKBN20B01Z
https://www.scmp.com/news/china/politics/article/3050966/china-postpones-years-biggest-political-gathering-amid
https://www.scmp.com/news/china/politics/article/3050966/china-postpones-years-biggest-political-gathering-amid
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http://english.chosun.com/site/data/html_dir/2020/02/18/2020021801598.html
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http://english.chosun.com/site/data/html_dir/2020/02/18/2020021801598.html
http://english.chosun.com/site/data/html_dir/2020/02/18/2020021801598.html
https://nyti.ms/2uSuo8V'
https://nyti.ms/2uSuo8V'
https://nyti.ms/2uSuo8V'
https://nyti.ms/2uSuo8V'
https://nyti.ms/2P2atvf
https://nyti.ms/2P2atvf
https://www.wsj.com/articles/u-s-weighs-new-move-to-limit-chinas-access-to-chip-technology-11581942688?shareToken=stac025cbcd92d43e4a76188e3398bddaf
https://www.wsj.com/articles/u-s-weighs-new-move-to-limit-chinas-access-to-chip-technology-11581942688?shareToken=stac025cbcd92d43e4a76188e3398bddaf
https://www.ft.com/content/1f864d12-4f88-11ea-95a0-43d18ec715f5?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/1f864d12-4f88-11ea-95a0-43d18ec715f5?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/89b67454-51af-11ea-90ad-25e377c0ee1f?emailId=5e4abdca0c34550004f9e108&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/89b67454-51af-11ea-90ad-25e377c0ee1f?emailId=5e4abdca0c34550004f9e108&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/c14d51b8-51b3-11ea-90ad-25e377c0ee1f?emailId=5e4b581dcd2ee20004c31461&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c14d51b8-51b3-11ea-90ad-25e377c0ee1f?emailId=5e4b581dcd2ee20004c31461&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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EU:  There are two items of note.  The Netherlands, normally a supporter of free trade within the 

EU, may reject the recent free trade deal with Canada.  Under EU rules, all the members must 

approve a free trade arrangement, which explains why getting anything approved is really hard.  

Under normal circumstances, we expect the smaller states or France to be leery of free trade 

deals, but if the Dutch are done with free trade then there is little hope that any new treaties are 

possible (take note, Brits!).  Why the trouble?  Agriculture.  Farmers in the Netherlands are 

afraid of the agricultural power of the central North American plains; however, as usual, the 

worries are couched in safety terms.1  Second, despite recent visits by Facebook (FB, 214.18) 

CEO Mark Zuckerberg, the EU is still giving the company the cold shoulder and pressing for 

more extensive regulation.   

 

Russia-Turkey:  The Turkish government yesterday sent a delegation to Russia in an effort to 

forge a ceasefire agreement for northwestern Syria.  Nevertheless, Turkey continues to pour 

troops and equipment into the area and has threatened to attack Syrian forces there if they don’t 

stop targeting Turkish-backed rebels.  Such a Turkey-Syria conflict would raise a serious risk 

that Russia would be drawn in. 

 

Odds and ends:  In defense of U.S. projection of power, Sen. Graham (R-SC) pushed back 

against a Trump administration proposal to withdraw U.S. troops from areas of Africa.  This 

stance shows how the establishment remains at odds with the populists over the U.S. hegemonic 

role.  As turmoil continues in Germany, there are growing calls for Chancellor Merkel to resign.  

A sign of the times—Greek and Italian bond yields are falling as investors view them as 

alternatives to Bunds.  The Taliban says it has a peace deal with the U.S.  Car dealerships are 

encouraging beleaguered car buyers to purchase a vehicle before selling or trading the old one 

and voluntarily allow the current car to be repossessed.  Such stories usually start to emerge 

when credit stresses are rising.  Sen. Sanders (I-VT) and Rep. Ocasio-Cortez (D-NY) have 

introduced legislation that would ban fracking in the U.S. by 2025.  Although the bill has no 

chance of passage, it shows a striking blindness on the part of the populist left.  The cost of 

adjustment for this bill, designed to combat climate change and other environmental ills, would 

fall almost entirely on low income households who would face significantly higher gasoline 

costs as oil production falls and prices rise.   
 

U.S. Economic Releases 
 

The New York Fed Empire Manufacturing Index came in at 12.9 compared to expectations of 

5.0.  This is the highest reading for the indicator since May of last year. 

 

                                                 
1 For the record, even with consuming “unsafe” food, Canadians manage to have a life expectancy of 82.3 years, 
just beating the Netherlands at 82.1 years. 

https://www.politico.eu/article/mark-rutte-europes-liberal-torchbearer-runs-into-trade-winds/?utm_source=POLITICO.EU&utm_campaign=1136892b29-EMAIL_CAMPAIGN_2020_02_18_05_49&utm_medium=email&utm_term=0_10959edeb5-1136892b29-190334489
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https://www.politico.eu/article/facebook-mark-zuckerberg-squares-up-to-europes-us-hating-tax-lady-margarethe-vestager/?utm_source=POLITICO.EU&utm_campaign=1136892b29-EMAIL_CAMPAIGN_2020_02_18_05_49&utm_medium=email&utm_term=0_10959edeb5-1136892b29-190334489
https://www.politico.eu/article/facebook-mark-zuckerberg-squares-up-to-europes-us-hating-tax-lady-margarethe-vestager/?utm_source=POLITICO.EU&utm_campaign=1136892b29-EMAIL_CAMPAIGN_2020_02_18_05_49&utm_medium=email&utm_term=0_10959edeb5-1136892b29-190334489
https://www.politico.eu/article/facebook-mark-zuckerberg-squares-up-to-europes-us-hating-tax-lady-margarethe-vestager/?utm_source=POLITICO.EU&utm_campaign=1136892b29-EMAIL_CAMPAIGN_2020_02_18_05_49&utm_medium=email&utm_term=0_10959edeb5-1136892b29-190334489
https://www.politico.eu/article/facebook-mark-zuckerberg-squares-up-to-europes-us-hating-tax-lady-margarethe-vestager/?utm_source=POLITICO.EU&utm_campaign=1136892b29-EMAIL_CAMPAIGN_2020_02_18_05_49&utm_medium=email&utm_term=0_10959edeb5-1136892b29-190334489
https://www.politico.eu/article/facebook-mark-zuckerberg-squares-up-to-europes-us-hating-tax-lady-margarethe-vestager/?utm_source=POLITICO.EU&utm_campaign=1136892b29-EMAIL_CAMPAIGN_2020_02_18_05_49&utm_medium=email&utm_term=0_10959edeb5-1136892b29-190334489
https://www.politico.eu/article/facebook-mark-zuckerberg-squares-up-to-europes-us-hating-tax-lady-margarethe-vestager/?utm_source=POLITICO.EU&utm_campaign=1136892b29-EMAIL_CAMPAIGN_2020_02_18_05_49&utm_medium=email&utm_term=0_10959edeb5-1136892b29-190334489
https://www.wsj.com/articles/turkey-russia-standoff-in-syria-leaves-millions-of-refugees-caught-in-chaos-11581969539
https://www.wsj.com/articles/turkey-russia-standoff-in-syria-leaves-millions-of-refugees-caught-in-chaos-11581969539
https://www.nbcnews.com/news/world/graham-tells-defense-secretary-esper-he-could-make-your-life-n1137681
https://www.nbcnews.com/news/world/graham-tells-defense-secretary-esper-he-could-make-your-life-n1137681
https://www.ft.com/content/2427111c-5177-11ea-8841-482eed0038b1?emailId=5e4b581dcd2ee20004c31461&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2427111c-5177-11ea-8841-482eed0038b1?emailId=5e4b581dcd2ee20004c31461&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/80072d10-5176-11ea-90ad-25e377c0ee1f?emailId=5e4b581dcd2ee20004c31461&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/80072d10-5176-11ea-90ad-25e377c0ee1f?emailId=5e4b581dcd2ee20004c31461&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/asia_pacific/taliban-says-peace-deal-with-us-to-be-signed-at-months-end/2020/02/17/ed898604-5143-11ea-9e47-59804be1dcfb_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/taliban-says-peace-deal-with-us-to-be-signed-at-months-end/2020/02/17/ed898604-5143-11ea-9e47-59804be1dcfb_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/dealerships-give-car-buyers-some-advice-just-stop-paying-your-loan-11581762601?shareToken=ste79a5cfb80464e8a856f89f4b9625294
https://www.wsj.com/articles/dealerships-give-car-buyers-some-advice-just-stop-paying-your-loan-11581762601?shareToken=ste79a5cfb80464e8a856f89f4b9625294
https://www.wsj.com/articles/dealerships-give-car-buyers-some-advice-just-stop-paying-your-loan-11581762601?shareToken=ste79a5cfb80464e8a856f89f4b9625294
https://www.wsj.com/articles/dealerships-give-car-buyers-some-advice-just-stop-paying-your-loan-11581762601?shareToken=ste79a5cfb80464e8a856f89f4b9625294
https://thehill.com/policy/energy-environment/481169-sanders-ocasio-cortez-bill-would-outlaw-fracking-by-2025
https://thehill.com/policy/energy-environment/481169-sanders-ocasio-cortez-bill-would-outlaw-fracking-by-2025
https://en.wikipedia.org/wiki/List_of_countries_by_life_expectancy
https://en.wikipedia.org/wiki/List_of_countries_by_life_expectancy
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The chart above shows the six-month moving average of the Empire Manufacturing Index.  The 

moving average improved from 3.63 to 4.98.  The rise in the index is the result of slower 

delivery times, which suggests factories are operating closer to full capacity, and a climb in new 

orders and shipments.  That being said, the index is still relatively subdued. 

 

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

EDT Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m Feb 75 75 **

16:00 Net Long-Term TIC Flows m/m dec $22.9 Bil **

16:00 Total Net TIC Flows m/m dec $73.1 Bil **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

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

Australia ANZ Roy Morgan Weekly Consumption w/w 16-Feb 109.1 107.8 ** Equity bullish, bond bearish

New Zealand REINZ House Sales m/m jan 3.2% 12.3% ** Equity and bond neutral

Non Resident Bond Holdings m/m Jan 52.9% 52.0% ** Equity bullish, bond bearish

EUROPE

Eurozone EU27 New Car Registrations m/m jan -7.5% 21.7% ** Equity bearish, bond bullish

ZEW Survey Expectations m/m feb 10.4 25.6 ** Equity and bond neutral

Germany ZEW Survey Expectations m/m feb -15.7 -9.5 -10.0 ** Equity bearish, bond bearish

ZEW Current Situation m/m feb 8.7 26.7 21.5 ** Equity bearish, bond bullish

UK Output Per Hour y/y 4q 0.3% 0.1% *** Equity and bond neutral

Claimant Count Rate m/m Jan 3.4% 3.5% *** Equity and bond neutral

Jobless Claims Change y/y Jan 5.5k 14.9k *** Equity and bond neutral

Average Weekly Earnings y/y dec 2.9% 3.2% 3.0% ** Equity and bond neutral

ILO Unemployment Rate 3mths m/m dec 3.8% 3.8% 3.8% ** Equity and bond neutral

Employment Change 3m/3m m/m dec 180k 208k 148k ** Equity bullish, bond bearish

Russia Industrial Production y/y Jan 1.1% 2.1% 1.5% *** Equity bearish, bond bullish

AMERICAS

Brazil Trade Balance Weekly m/m 16-Feb $0.684 Bil $1.160 Bil ** Equity and bond neutral

FIPE CPI-Weekly w/w 14-Feb 0.27% 0.19% 0.12% *** Equity bearish, bond bullish  
 

Germany:  The Zew survey of investor sentiment plunged to 8.7 in February, well short of 

expectations and far below the 26.7 figure registered for January.  According to Zew Chief 

Achim Wambach, the sharp drop stemmed mostly from concern that the COVID-19 epidemic 

will hurt demand in China and drive down German exports. 
 

Japan:  After stripping out price changes and seasonal impacts, Japan’s fourth quarter GDP 

dropped at an annualized rate of 6.3%, far worse than anticipated and more than enough to offset 

the 0.5% growth rate in the third quarter.  As a result, GDP in October through December was 

down 0.4% from the same period one year earlier.  Much of the problem in the fourth quarter 

stemmed from the October hike in the value-added tax.  Going forward, the impact of the 

COVID-19 virus on trade during the current quarter means Japan is at risk for a recession. 
 

 
 

 

 

https://www.ft.com/content/4664ed50-5238-11ea-8841-482eed0038b1
https://www.ft.com/content/4664ed50-5238-11ea-8841-482eed0038b1
https://www.wsj.com/articles/japans-economyshrinks-as-sales-tax-increase-cools-consumption-11581898410
https://www.wsj.com/articles/japans-economyshrinks-as-sales-tax-increase-cools-consumption-11581898410
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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) 169 169 0 Up

3-mo T-bill yield (bps) 154 154 0 Neutral

TED spread (bps) 16 15 1 Neutral

U.S. Libor/OIS spread (bps) 156 156 0 Up

10-yr T-note (%) 1.54 1.59 -0.05 Neutral

Euribor/OIS spread (bps) -41 -41 0 Neutral

EUR/USD 3-mo swap (bps) 10 9 1 Down

Currencies Direction

dollar Up Neutral

euro Flat Down

yen Up Down

pound Up Down

franc Flat Down  
 

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 $56.56 $57.67 -1.92% Demand Pessimism

WTI $51.16 $52.05 -1.71%

Natural Gas $1.96 $1.84 6.64%  

Crack Spread $16.49 $16.40 0.54%

12-mo strip crack $15.87 $15.96 -0.53%

Ethanol rack $1.47 $1.47 0.12%

Gold $1,587.45 $1,581.13 0.40%

Silver $17.88 $17.75 0.72%

Copper contract $260.85 $260.70 0.06%

Corn contract 384.75$       382.00$       0.72%

Wheat contract 551.25$       541.50$       1.80%

Soybeans contract 906.25$       903.25$       0.33%

Baltic Dry Freight 434 425 9

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cooler-than-normal conditions for most of the 

country, with warmer-than-normal temperatures in Florida and the northeastern states.  Wet 

conditions are expected for most of the country, with dry conditions expected in the Pacific 

region.
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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 14, 2020 
 

The data on U.S. residential real estate has been improving in recent months.  Housing tends to 

have an outsized effect on the economy.  Not only do housing purchases trigger follow-on 

buying of consumer durable goods (e.g., furniture and furnishings, etc.) but non-durables as well 

(e.g., basic household items).  A house is an asset and there is a wealth effect that affects future 

spending as well.  The direct impact on GDP is rather modest; the average contribution to GDP 

from residential real estate is only 0.08% per quarter.  However, there is evidence that a weak 

housing market has been a precursor to recession. 
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This chart shows the four-quarter rolling contribution to GDP from residential real estate.  We 

have applied a Hodrick-Prescott Filter to the data to establish the underlying trend.  Since 1980, 

with one exception, a negative reading on the trend has been a warning of eventual recession.  

The only exception was the 2001 recession which was an unusually mild downturn.  In Q1 of last 

year, the trend indicator turned negative.  Although it can take a long time from signal to 

recession (it turned negative in Q1 2005, for example), it has been a reliable signal of economic 

weakness.  However, some housing indicators have shown notable improvement recently, which 

may lead to the trend rising later this year.  Here are a couple indicators we are watching. 

 

Home ownership rates have been rising rapidly. 
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In 1995, the government began to aggressively support home ownership.  Credit restrictions 

were eased, and refinancing was encouraged.  The home ownership rate peaked at 69.3% of 

occupied homes in 2004.  The housing crisis led to a collapse in this metric, reaching a trough of 

63.1% in 2015.  As the chart shows, the homeownership rate has been rising rapidly since, 

reaching a new cycle high of 64.9%.  The rise in home ownership rates has increased the most 

among households earning less than median family income.   
 

 
 

Although there is a potential credit quality issue with less affluent home buyers, the rise should 

be supportive for economic growth.   

 

The only “fly in the ointment” has been that home prices have been rising rapidly.  Although it 

hasn’t adversely affected affordability due to low mortgage rates, it will make the housing 

market increasingly sensitive to interest rates.   
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Ideally, rising prices for existing homes should spur new building.  Housing starts are beginning 

to accelerate, which is a good sign.  If housing continues to accelerate, our estimates for GDP 

this year may be overly conservative.   

   

 

 
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 2/14/2020 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 2/14/2020 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 

 

February 13, 2020 
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P/E as of 2/13/2020 = 20.4x

 
 

Based on our methodology,2 the current P/E is 20.4x, up 0.1x, as the recovery in equity prices 

outpaced the improvement in earnings.   

 

 
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 (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. 


