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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 3, 2020—9:30 AM EST] Global equity markets are mixed this morning.  

The EuroStoxx 50 is up 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

unchanged from prior close.  Chinese markets were lower, with the Shanghai Composite down 

7.7% and the Shenzhen Composite down 8.4% from prior close.  U.S. equity index futures are 

signaling a higher open.  With 227 companies having reported, the S&P 500 Q4 earnings stand at 

$41.40, higher than the $40.59 forecast for the quarter.  The forecast reflects a 2.0% decrease 

from Q4 2018 earnings.  Thus far this quarter, 70.0% of the companies have reported earnings 

above forecast, while 21.6% have reported earnings below forecast.   

 

Happy Super Monday!  There is a lot going on this morning.  We have an update on the Wuhan 

virus.  Chinese equity markets reopen and the PBOC eases.  Tensions rise on EU/U.K. trade.  

Iowa caucuses are tonight.  We see a turn in Venezuela.  Here are the details: 

 

Coronavirus:  There is growing speculation that we may be on the verge of a global pandemic.  

The current confirmed infection count is 17,205, with 361 fatalities, the first death outside of 

China, and a fatality in the Philippines.  Building on its earlier move to reduce travel from China 

on account of the Wuhan coronavirus, Hong Kong today ordered that 10 of its 13 border 

crossings with the mainland be totally closed.  Separately, the Chinese foreign ministry has 

blamed the United States for spreading fears about the disease and not helping to stop it.  China 

has completed building a hospital in 10 days.  In many respects, the Wuhan virus shows the 

strengths and weaknesses of China’s authoritarian system.  It is amazing that the country can 

build a facility so quickly; a powerful government can simply override opposition to move fast.  

On the other hand, there is growing evidence that doctors in Wuhan were dealing with a unique 

virus in early December but officials there quashed the discussion on social media.  A more open 

society might have been able to use this information to move quickly and contain the disease 

before it spread.  China’s political system is bad at processing and gathering information it 

doesn’t want to hear, but effective at taking mass action once a crisis occurs.   

 

We have enough data on infections to put some charts together. 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/super-bowl-chiefs-vs-49ers-live-coverage-11580680565?shareToken=st8db43caa6c9644b0a824ed4d023b39b5
https://www.nytimes.com/2020/02/03/world/asia/coronavirus-china.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200203&section=topNews&campaign_id=51&instance_id=15684&segment_id=20926&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://nyti.ms/2GOL83q
https://www.politico.com/news/2020/02/02/coronavirus-claims-first-life-outside-china-110357
https://www.politico.com/news/2020/02/02/coronavirus-claims-first-life-outside-china-110357
https://www.scmp.com/news/asia/southeast-asia/article/3048576/china-coronavirus-duterte-orders-travel-ban-visitors
https://www.ft.com/content/0d0ebf76-4668-11ea-aee2-9ddbdc86190d
https://www.ft.com/content/0d0ebf76-4668-11ea-aee2-9ddbdc86190d
https://www.scmp.com/news/china/society/article/3048643/coronavirus-57-more-deaths-and-2829-new-cases-china-authorities?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200203&MCUID=b11497b3c2&MCCampaignID=0cf57f52a7&MCAccountID=3775521f5f542047246d9c827&tc=4
https://www.scmp.com/news/china/society/article/3048643/coronavirus-57-more-deaths-and-2829-new-cases-china-authorities?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200203&MCUID=b11497b3c2&MCCampaignID=0cf57f52a7&MCAccountID=3775521f5f542047246d9c827&tc=4
https://www.wsj.com/articles/new-coronavirus-hospital-is-completed-as-cases-deaths-keep-climbing-11580720077?shareToken=st4537bde0b41d4f2b91cf0212ce51b96a
https://www.wsj.com/articles/new-coronavirus-hospital-is-completed-as-cases-deaths-keep-climbing-11580720077?shareToken=st4537bde0b41d4f2b91cf0212ce51b96a
https://www.thedailybeast.com/china-arrested-doctors-who-warned-about-coronavirus-outbreak-now-death-tolls-rising-stocks-are-plunging
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This is a “good news, bad news” chart.  We took the infection rate, log-transformed it and 

regressed a linear trend through it.  The good news is that the rate of infections appears to be 

falling below the trendline.  The bad news is that the trend would suggest 100k infections 

worldwide by Friday.  The disruption from the Wuhan virus will likely be with us for several 

months, although the impact will lessen over time. 

 

As expected, the reopening of China’s equities led to a sharp selloff, but for the most part it 

matched other markets in the region.  The PBOC took action, cutting repo rates by 10 bps and 

injecting CNY 1.2 trillion ($173 billion) into the financial system.  Although China’s equities 

were weaker, the Hang Seng was mostly steady and Western equities are rallying.  OPEC, facing 

a plunge in oil prices, is considering further supply cuts to bolster prices.  Overall, the Wuhan 

virus will weaken global growth but the impact is expected to be transitory.   

 

EU/U.K. trade talks:  We are now heading into the next phase of Brexit, which is establishing 

trade relations.  The EU wants Britain to remain closely knit to EU rules so as to not create 

conditions of regulatory arbitrage.  The Johnson government wants a looser arrangement; 

otherwise, leaving the EU was pointless.  Why would the U.K. give up representation only to 

follow EU rules that it can no longer influence?  At this point, both sides are bellowing.  The EU 

is staking out a maximalist position; the U.K., a minimalist one.  In the end, we expect they will 

eventually agree on something between these two points, but, in the meantime, the fear that a 

hard Brexit will occur after all sent the GBP falling today.  We doubt that a comprehensive plan 

can be put together in less than a year and would not be surprised if the two sides follow the 

arrangement Switzerland has with the EU, which is a series of narrow treaties that cover various 

areas of trade.  Meanwhile, the sniping is escalating; Donald Tusk, the former European Council 

president, suggested he would favor Scotland rejoining the EU, seeming to support a breakup of 

the U.K.  Such support might end up leading to separatist activity elsewhere in the EU.   

https://www.wsj.com/articles/coronavirus-closes-china-to-the-world-straining-global-economy-11580689793?shareToken=stbd7bb0a7236a493f9d80d3c01851e6a2
https://www.wsj.com/articles/coronavirus-closes-china-to-the-world-straining-global-economy-11580689793?shareToken=stbd7bb0a7236a493f9d80d3c01851e6a2
https://www.ft.com/content/14867176-461e-11ea-aeb3-955839e06441?emailId=5e377e18186eb000040568dd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/chinese-markets-tumble-on-mounting-coronavirus-fears-11580695672?shareToken=st10760a5e6eaa420589081fae913b980d
https://markets.ft.com/data/indices/tearsheet/summary?s=SHI:SHH
https://www.ft.com/content/e82b9f7a-4591-11ea-aeb3-955839e06441?emailId=5e377e18186eb000040568dd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://apnews.com/d689f7ddb0b094b02cd52ab0eb15dc25
https://apnews.com/d689f7ddb0b094b02cd52ab0eb15dc25
https://www.wsj.com/articles/saudis-mull-drastic-oil-cuts-in-response-to-coronavirus-11580728630?shareToken=st0856b3f2aa0c4e6b99af1713b3a7eb20
https://www.reuters.com/article/us-oil-opec/opec-considering-further-500000-bpd-oil-output-cut-sources-idUSKBN1ZX17G
https://www.ft.com/content/086562a6-45e4-11ea-aee2-9ddbdc86190d?emailId=5e377e18186eb000040568dd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://ec.europa.eu/info/european-union-and-united-kingdom-forging-new-partnership/future-partnership/guide-negotiations_en
https://ec.europa.eu/info/european-union-and-united-kingdom-forging-new-partnership/future-partnership/guide-negotiations_en
https://ec.europa.eu/info/european-union-and-united-kingdom-forging-new-partnership/future-partnership/guide-negotiations_en
https://www.politico.eu/article/donald-tusk-scotland-rejoin-eu/?utm_source=POLITICO.EU&utm_campaign=af4be1a148-EMAIL_CAMPAIGN_2020_02_03_06_00&utm_medium=email&utm_term=0_10959edeb5-af4be1a148-190334489
https://www.ft.com/content/34ba6b6a-2340-11ea-b8a1-584213ee7b2b?emailId=5e377e18186eb000040568dd&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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Iowa caucuses:  Iowa will hold its caucuses to kick off the primary season, and thus the official 

political season begins today.  Usually there is a poll from the Des Moines Register but a glitch 

led it to be pulled, meaning we are sort of flying blind into tonight’s vote.  Axios has an easy-to-

follow flow chart of the process involved.   

 

Taiwan-United States:  The U.S. government has given its permission for Vice President Elect 

Lai Ching-te to visit Washington and New York this week for meetings with high-level business 

and political leaders.  The move is likely to provoke strong condemnation from China, which 

sees Taiwan as a renegade province.  It could also further strain China-Taiwan ties, though it will 

be interesting to see what will happen with China distracted by the coronavirus crisis. 

 

Japan-South Korea:  The Japanese government has filed a fresh complaint with the WTO over 

South Korean shipbuilding subsidies.  The move points to a possible new round of bilateral trade 

tensions between the countries, following a period when their World War II-era dispute seemed 

to be cooling.  If tensions do rise again, it would be negative for Japanese and Korean stocks. 

 

Eurozone:  In an interview with the Financial Times, ECB Chief Economist Philip Lane said the 

EU’s consumer price index is undercounting inflation because it doesn’t take into account the 

cost of owner-occupied housing and only assigns a weight of 6.2% to rental costs.  He said he 

has started presenting policymakers with adjusted inflation figures that give extra weight to 

housing.  Those figures are currently 0.2% to 0.3% higher than the official data.  As central 

banks around the world keep falling short of their inflation goals, Lane’s action is a signal that 

they may start “moving the goalposts” to suggest they’re being more successful and fend off 

pressure for even lower interest rates.  Such a move would be negative for bonds. 

 

United Kingdom:  The final Markit/CIPS purchasing managers’ index for manufacturing was 

revised upward to a nine-month high of 50, beating expectations that it would be unchanged 

from the initial estimate of 49.8.  The reading provides further evidence that the British economy 

has regained some strength after the divisive election over Brexit in December. 

 

Turkey-Syria-Russia:  After Syrian troops shelled Turkish observation posts in northwest Syria 

over the weekend, President Erdogan said Turkish forces have launched massive retaliatory 

attacks on Syrian positions in the Idlib province.  Erdogan also accused Russia of not supporting 

efforts to de-escalate the civil war between Syrian government forces and the remaining rebels. 

 

Odds and ends:  We are seeing the Maduro administration in Venezuela back away from its 

interference in markets and, lo and behold, conditions appear to be improving somewhat 

(arguably from a low base).  However, the benefits of the thaw appear to be mostly falling to the 

rich, which is in opposition to the goals Hugo Chavez established during his presidency.  Those 

benefiting from the boom should be cautious; Cuba has a history of easing up on market 

interference during downturns only to return to controls when the recovery develops.   

 

In Ireland, Sinn Fein is surging in the polls in front of this weekend’s election; although it isn’t 

running enough candidates to govern alone, it may do well enough to force the centrist parties 

into a coalition or lead to a minority government.  U.S. farm bankruptcies hit an eight-year high 

in 2019. 

https://nyti.ms/380MmVn
https://nyti.ms/380MmVn
https://www.axios.com/newsletters/axios-am-5ac1b471-17af-49df-86e3-76b1397a99b0.html?chunk=1#story1'
https://www.axios.com/newsletters/axios-am-5ac1b471-17af-49df-86e3-76b1397a99b0.html?chunk=1#story1'
https://www.ft.com/content/3d08a0d8-4623-11ea-aee2-9ddbdc86190d
https://www.japantimes.co.jp/news/2020/02/03/business/japan-wto-south-korean-shipbuilding/#.Xjglu8hKiUk
https://www.ft.com/content/16ef35f2-4389-11ea-abea-0c7a29cd66fe
https://www.ft.com/content/16ef35f2-4389-11ea-abea-0c7a29cd66fe
https://www.ft.com/content/d5882550-4668-11ea-aeb3-955839e06441
https://www.ft.com/content/05afc41a-465d-11ea-aeb3-955839e06441
https://www.ft.com/content/05afc41a-465d-11ea-aeb3-955839e06441
https://nyti.ms/2uWEd5j
https://nyti.ms/2uWEd5j
https://www.politico.eu/article/why-sinn-fein-is-surging-in-the-irish-election/?utm_source=POLITICO.EU&utm_campaign=af4be1a148-EMAIL_CAMPAIGN_2020_02_03_06_00&utm_medium=email&utm_term=0_10959edeb5-af4be1a148-190334489
https://www.reuters.com/article/us-usa-farms-bankruptcy/u-s-farm-bankruptcies-hit-an-eight-year-high-court-data-idUSKBN1ZT2YE
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U.S. Economic Releases 
 

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

the economic releases and Fed events scheduled for the rest of today. 
 

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m jan 51.7 51.7 ***

10:00 Construction Spending m/m dec 0.5% 0.6% **

10:00 ISM Manufacturing m/m jan 48.5 47.2 ***

10:00 ISM Prices Paid m/m jan 47.7 46.8 **

10:00 ISM New Orders m/m jan 51.5 51.7 **

10:00 ISM Employment m/m jan 45.1 **

Wards Total Vehicle Sales m/m jan 16.80 Mil 16.70 Mil **

Speaker or event

16:00 Raphael Bostic Speaks at Climate Change Conference President of the Federal Reserve Bank of Atlanta

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.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Industrial Profits m/m dec -6.3% 5.4% ** Equity and bond bearish

Caixin China PMI Manufacturing m/m jan 51.1 51.5 51.0 ** Equity and bond neutral

Japan Jibun Bank Japan PMI Manufacturing m/m jan 48.8 49.3 ** Equity and bond bearish

Vehicle Sales y/y jan -11.1% -9.5% * Equity and bond bearish

India Markit India PMI Manufacturing m/m jan 55.3 52.7 ** Equity and bond neutral

Australia AiG Performance of Manufacturing Index m/m jan 45.4 48.3 ** Equity and bond bearish

Melbourne Institute Inflation m/m jan 0.9% 1.2% ** Equity and bond neutral

Building Approvals m/m dec -0.2% 11.8% -5.0% ** Equity bullish, bond bearish

ANZ Job Advertisements m/m jan 3.8% -6.7% ** Equity and bond neutral

Commodity Index y/y jan -3.6% -2.1% ** Equity and bond bearish

EUROPE

Eurozone Markit/BME Germany Manufacturing m/m jan 47.9 47.8 47.8 ** Equity and bond neutral

Italy Markit Italy Manufacturing m/m jan 48.9 46.2 47.3 ** Equity and bond neutral

Germany Markit/BME Germany Manufacturing m/m jan 45.3 45.2 45.2 ** Equity and bond neutral

UK Markit UK PMI Manufacturing m/m jan 50.0 49.8 49.8 ** Equity bullish, bond bearish

Switzerland PMI Manufacturing m/m jan 47.8 50.2 50.3 ** Equity and bond bearish

Domestic Sight Deposits CHF w/w 31-Jan 503.7 Bil 508.9 Bil * Equity and bond neutral

Total Sight Deposits CHF w/w 31-Jan 588.7 Bil 587.2 Bil * Equity and bond neutral

Russia Markit Russia PMI Manufacturing m/m jan 47.9 47.5 48.2 ** Equity and bond bearish

AMERICAS

Canada GDP y/y nov 1.5% 1.2% 1.4% *** Equity bullish, bond bearish

Industrial Product Price m/m dec 0.1% 0.1% 0.0% ** Equity and bond neutral

Raw Materials Price Index m/m dec 2.8% 1.5% ** Equity bullish, bond bearish

Mexico Net Outstanding Loans m/m dec 4.673 Tril 4.713 Tril ** Equity and bond neutral  
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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) 175 176 -1 Up

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

TED spread (bps) 24 25 -1 Neutral

U.S. Libor/OIS spread (bps) 157 155 2 Up

10-yr T-note (%) 1.54 1.51 0.03 Neutral

Euribor/OIS spread (bps) -39 -40 1 Neutral

EUR/USD 3-mo swap (bps) 7 6 1 Down

Currencies Direction

dollar Up Neutral

euro Down Down

yen Down Down

pound Down Down

franc Up 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 $56.45 $56.62 -0.30%

WTI $51.72 $51.56 0.31%  

Natural Gas $1.87 $1.84 1.47%  

Crack Spread $12.76 $13.20 -3.34%

12-mo strip crack $14.48 $14.77 -1.97%

Ethanol rack $1.45 $1.45 0.16%

Gold $1,578.10 $1,589.16 -0.70%

Silver $17.78 $18.04 -1.45%

Copper contract $252.80 $251.70 0.44%

Corn contract 379.50$       381.25$       -0.46%

Wheat contract 549.25$       553.75$       -0.81%

Soybeans contract 871.25$       872.50$       -0.14%

Baltic Dry Freight 487 498 -11

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

most of the country, with warmer-than-normal temperatures on the East Coast.  Wet conditions 

are expected in the Northern Plains and in the Southeast, with dry conditions in California.
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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.  
 

January 31, 2020 
 

Last week, we updated our thoughts about a melt-up in equity markets.  We observed that retail 

flows had diverged from equity market performance and noted that if sentiment shifts and retail 

investors come into equities, the market could rise rapidly to levels that may not be sustainable.  

This week, we are dealing with the opposite problem—a potential “black swan” from the Wuhan 

virus and the subsequent decline in risk assets. 
 

The Wuhan virus is a coronavirus that recently emerged in the Chinese city of Wuhan in the 

Hubei province.  It likely originated in wild animals and “jumped” the species barrier to become 

a human infection.  Since the virus is evolving rapidly, we won’t cover the details of the disease 

in this report.1  In this report, we will discuss how the virus could affect financial markets and 

how investors should handle it. 
 

Pandemics2 can have lasting and significant effects.  The Black Death, transmitted by a flea-

borne bacterium, killed about 25% of the world’s population.  The subsequent population 

reduction led to a 3.5x jump in real wages in Britain from 1310 to 1450.3  However, modern 

medicine has tended to reduce the economic impact of pandemics.  The worst influenza 

pandemic, the Spanish Influenza of 1918, infected 500 million and killed up to 100 million 

globally.  The economic impact was notable but rather short; within a couple of years, the U.S. 

economy had recovered.   
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The Spanish Influenza is shown in yellow.  The pandemic did have an impact on output but was 

dwarfed by the post-WWI recession of 1921. 

                                                 
1 Interested readers can follow the evolving details in our Daily Comment. 
2 Pandemic is an epidemic with global proportions.   
3 Scheidel, W. (2017). The Great Leveler: Violence and the History of Inequality from the Stone Age to the Twenty-First 
Century. Princeton, NJ: Princeton University Press, p. 303. 

https://en.wikipedia.org/wiki/Spanish_flu
https://www.confluenceinvestment.com/category/daily-comment/
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The current situation is being compared to the SARS epidemic of 2003, which mostly affected 

China.  Using data from Capital Economics, the disease clearly had an adverse effect on the 

Chinese economy. 
 

 
(The dates on the circle portion of this chart are clearly mislabeled—they should read Q2 2003 through Q2 2004.) 

 

What did financial markets tell us about SARS?  This is a chart of the Hang Sang Index from 

November 2, 2002, to July 31, 2003.   
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If this event follows roughly the same pattern as SARS, then Chinese equities could see a 15% 

decline.  It should be noted that SARS was first detected in November 2002 but was not reported 
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to the WHO until February.  Beijing is acting much faster this time around so the timing could be 

compressed.  It is also important to note that by June the Hang Seng had recovered most of its 

losses.  Such recoveries are typical from these events. 

 

What should investors take from this analysis?  First, these sorts of events usually have a three- 

to five-month period during which they have a significant impact on financial markets.  There is 

always fear that this one will be different and it is possible that it will be.  But, more than likely, 

the Wuhan virus will peak in the next six weeks and the recovery will start.  Second, it’s 

important to note that the operative factor affecting financial markets from this virus is fear.  The 

CDC estimates that between 291k to 646k die each year from influenza.  If the world has 8k 

cases of the Wuhan virus and a 10% lethality rate (which would be roughly in line with SARS), 

then we are looking at about 800 fatalities worldwide, with the majority in China.  That is 

notable but far less than the number of likely fatalities from influenza this year.  Still, the 

element of the unknown will tend to lead markets to overshoot to the downside which may open 

opportunities for a recovery in the spring. 

   

 
 

 

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.  

https://en.wikipedia.org/wiki/The_Andromeda_Strain
https://www.cdc.gov/media/releases/2017/p1213-flu-death-estimate.html
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Data Section 

 

U.S. Equity Markets – (as of 1/31/2019 close) 

 

-20.0% -10.0% 0.0% 10.0%

Energy
Materials

Healthcare
Financials

Industrials
Consumer Discretionary

S&P 500
Consumer Staples

Communication Services
Real Estate
Technology

Utilities

YTD Total Return

-4.0% -3.0% -2.0% -1.0% 0.0% 1.0%

Energy

Technology

Industrials

Materials

Financials

Healthcare

S&P 500

Communication Services

Real Estate

Consumer Staples

Utilities

Consumer Discretionary

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 1/31/2019 close) 
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Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

January 30, 2020 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 1/29/2020 = 20.4x

 
 

Based on our methodology,4 the current P/E is 20.4x, steady with last week.   

 

 
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. 

 

                                                 
4 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. 


