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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 5, 2020—9:30 AM EST] Global equity markets are higher this morning.  

The EuroStoxx 50 is up 1.2% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 

0.5% from its prior close.  Chinese markets were higher, with the Shanghai Composite up 1.3% 

and the Shenzhen Composite up 2.5% from the prior close.  U.S. equity index futures are 

signaling a higher open.  With 249 companies having reported, the S&P 500 Q4 earnings stand at 

$41.60, higher than the $40.59 forecast for the quarter.  The forecast reflects a 2.0% decrease 

from Q4 2018 earnings.  Thus far this quarter, 71.1% of the companies have reported earnings 

above forecast, while 20.5% have reported earnings below forecast.   

 

The newest episode of our Confluence of Ideas podcast series is now available. This episode 

discusses Confluence’s 2020 Outlook, titled “Storm Watch.” We explain the key points of our 

outlook, including three factors where our forecast could go awry, and also provide an update on 

developments since the report was published in December.   

 

Global equities are higher as reports of a potential vaccine are lifting optimism.  U.S. considers 

new trade regulations.  A comment on globalization.  Good news on cancer.  Here are the details: 

 

Wuhan virus:  The level of reported infections worldwide is 24,627, with 493 fatalities.  

Although the pace is rising, it does appear to be slowing relative to our trend model. 
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There are a number of negative headlines.  Hong Kong will now impose a 14-day quarantine on 

people arriving from China.  Automakers are starting to shut down plants due to the lack of parts 
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By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/
https://www.wsj.com/articles/global-stocks-rally-as-virus-uncertainty-ebbs-11580899954?shareToken=stbceedceb426b413dbe135ff8b7a9b15c
https://www.worldometers.info/coronavirus/
https://www.nytimes.com/2020/02/05/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=Menu#link-2cfc33c6
https://nyti.ms/2RZ0AjC
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from China and warn of broader closures if China does not reopen production.  Airlines are 

suspending service to Hong Kong as demand declines.  A WHO official openly criticized the Xi 

government for slow reporting of the Wuhan virus.  Chinese officials are cracking down on 

online criticism of the government’s handling of the crisis and preventing independent reporting 

of the epidemic.  Other developments are equally worrisome.  Authorities are trying to track 

those who may be infected and are using both new and old methods.  Harkening back to the Mao 

era, citizens are reporting on each other.  The government is also using its “deep state” 

surveillance to track those who may be carrying the virus.  It is starting to look like the Wuhan 

virus will also delay the implementation of China’s purchases from part of the “Phase One” 

agreement, although there has been no official acknowledgement from the USTR.  There are 

reports that local food prices are rising in the areas isolated from the rest of China.   

 

However, what is sending equities and commodities higher this morning are positive, although 

unconfirmed, reports that scientists may be close to a breakthrough on a vaccine.  And, there are 

also unconfirmed reports that researchers in China may have created a new drug to combat the 

virus.  WHO is warning that it does not have any proven therapies for the Wuhan virus but news 

of both an anti-viral and a potential vaccine are boosting sentiment this morning.  Another 

development of note is that there is evidence to suggest the Chinese government may be spurring 

equity-buying to buoy Chinese stocks.   

 

Overall, our take is that even though there remains a high level of uncertainty and there will 

undoubtedly be damage to the global economy, the weight of liquidity is such that any declines 

in asset markets are being met with investors looking to put money to work.  Therefore, any hint 

of positive news can seemingly overwhelm the bad news and lead to higher equity prices.   

 

Trade:  Lost in all the political news and virus fears, we noted three developments of interest. 

First, the Commerce Department appears to be setting up a mechanism where it will levy 

countervailing tariffs on countries it deems to be using a weak currency to boost its exports.  This 

development is notable on a couple of fronts.  The mandate for forex policy resides with the 

Treasury, so it isn’t exactly clear how Commerce will determine if a foreign country is violating 

its rules.  Treasury does have a mechanism to deal with currency manipulation, but it has proven 

to be ineffective.  If Treasury determines a nation is a currency manipulator, it starts a “clock” 

that allows for negotiation and if talks fail, then the U.S. can take countermeasures.  It is possible 

that Commerce could simply act once Treasury makes the determination that manipulation has 

taken place.  We have serious doubts this plan will work; the likely response from a foreign 

nation to additional levies would be to simply depreciate its currency further to offset the tariff.  

At some point the administration will likely realize that its most potent tool to reduce the current 

account deficit is a deliberate and credible policy of currency depreciation.  That point has not 

occurred quite yet.  Second, the White House is considering withdrawing from a WTO program 

that facilitates international competition for government procurement.  The program is designed 

to allow foreign nations to bid for government purchases.  By exiting, the U.S. could force 

purchases to U.S. firms only, or use it as a tool to punish, or reward foreign suppliers.  Third, 

reports indicate that the U.S. is granting fewer tariff exemptions, meaning that U.S. firms are 

now being forced to adjust.  The goal is for greater domestic procurement. 

 

https://www.ft.com/content/48bae4c0-472e-11ea-aeb3-955839e06441?emailId=5e3a3a951e551000044e71b5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/united-american-airlines-suspend-hong-kong-service-as-coronavirus-saps-demand-11580897463?shareToken=ste0249ceeed8a4bf48038b19e11895646
https://www.wsj.com/articles/united-american-airlines-suspend-hong-kong-service-as-coronavirus-saps-demand-11580897463?shareToken=ste0249ceeed8a4bf48038b19e11895646
https://www.ft.com/content/8ede7e92-4749-11ea-aeb3-955839e06441?emailId=5e3a3a951e551000044e71b5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/8ede7e92-4749-11ea-aeb3-955839e06441?emailId=5e3a3a951e551000044e71b5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6cc933ca-46f3-11ea-aeb3-955839e06441?emailId=5e3a3a951e551000044e71b5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6cc933ca-46f3-11ea-aeb3-955839e06441?emailId=5e3a3a951e551000044e71b5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.rfa.org/english/news/china/reporting-02032020122115.html
https://www.rfa.org/english/news/china/reporting-02032020122115.html
https://www.ft.com/content/6cc933ca-46f3-11ea-aeb3-955839e06441?emailId=5e3a3a951e551000044e71b5&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/china-marshals-the-power-of-its-surveillance-state-in-fight-against-coronavirus-11580831633?shareToken=st74b4cbf8d16e43f8bf9ce18360bbffad
https://www.wsj.com/articles/china-marshals-the-power-of-its-surveillance-state-in-fight-against-coronavirus-11580831633?shareToken=st74b4cbf8d16e43f8bf9ce18360bbffad
https://nyti.ms/399jRVz
https://nyti.ms/39chf9v
https://markets.ft.com/data/indices/tearsheet/summary?s=SHI:SHH
https://www.cnbc.com/2020/02/05/coronavirus-latest-updates.html
https://news.sky.com/story/coronavirus-significant-breakthrough-in-race-for-vaccine-made-by-uk-scientists-11926469
https://www.cnbc.com/2020/02/05/us-futures-point-to-lower-open-as-traders-focus-on-virus-earnings.html
https://www.cnbc.com/2020/02/05/us-futures-point-to-lower-open-as-traders-focus-on-virus-earnings.html
https://www.ft.com/content/0d41cb6e-4717-11ea-aeb3-955839e06441
https://www.ft.com/content/0d41cb6e-4717-11ea-aeb3-955839e06441
https://www.commerce.gov/news/press-releases/2020/02/department-commerce-issues-final-rule-countervailing-unfair-currency
https://www.commerce.gov/news/press-releases/2020/02/department-commerce-issues-final-rule-countervailing-unfair-currency
https://www.msn.com/en-us/money/markets/trump-considers-withdrawing-from-wtos-dollar17-trillion-purchasing-pact/ar-BBZE4Yg?li=BBnb7Kz
https://www.msn.com/en-us/money/markets/trump-considers-withdrawing-from-wtos-dollar17-trillion-purchasing-pact/ar-BBZE4Yg?li=BBnb7Kz
https://www.wsj.com/articles/trump-administration-denying-more-tariff-exemption-requests-11580736641?shareToken=st27d9f681116344c3ae1a2f44c73a77c5
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Deglobalization:  Although economists and pundits continue to argue that deglobalization is 

impossible, this position flies in the face of history (the world has gone through cycles of 

globalization and deglobalization mostly due to the presence of a creditable global hegemon).  It 

is worth noting that the world was highly integrated before WWI, and nearly deglobalized by the 

end of WWII.  Our position is that the U.S. is steadily giving up on its hegemonic position and 

the world will break down into regional blocs over time.  Here are a couple of stories that fit that 

narrative.  First, the U.S. is pressing for an independent 5G infrastructure that would avoid the 

use of Chinese components.  Second, Chinese owners are selling off U.S. commercial property, 

most likely due to pressure from Beijing.   

 

Cancer rates fall: According to the American Cancer Society, the cancer death rate in the U.S. 

dropped by 2.2% from 2016 to 2017, its largest single year drop ever recorded. This is big news 

given that cancer is the second-leading cause of death in the U.S. From an economic standpoint, 

this report suggests that Americans will be able to live longer and more productive lives. 

Additionally, the longer Americans live the more care they will likely need in old age, therefore 

the report is generally bullish for industries that offer healthcare services.  

 

U.S. Economic Releases 
 

MBA mortgage applications rose 5.0% in the week ended January 31, after a 7.2% gain in the 

previous week.  Applications for home-purchase mortgages actually fell 9.5% last week, but the 

decline was more than offset by a 15.3% jump in applications for refinancing mortgages.  

Helping to explain the jump in refinancing:  The average interest rate on a 30-year, fixed-rate 

mortgage fell to 3.71%, reaching its lowest level since October 2016. 

 

Separately, the ADP Research Institute estimated private nonfarm payrolls jumped by a 

seasonally-adjusted 291,000 in January, far exceeding both the expected increase of 157,000 and 

the revised December increase of 199,000.  In fact, it was the best monthly increase since May 

2015.  The figure suggests U.S. job creation remains quite healthy.  The data should also raise 

expectations for a good reading from the official employment report on Friday. 

 

 
 

https://www.wsj.com/articles/u-s-pushing-effort-to-develop-5g-alternative-to-huawei-11580831592?shareToken=st860352df5440431f960f438f335b39e3
https://www.wsj.com/articles/u-s-pushing-effort-to-develop-5g-alternative-to-huawei-11580831592?shareToken=st860352df5440431f960f438f335b39e3
https://www.wsj.com/articles/chinese-lead-foreign-selling-of-u-s-commercial-property-11580812201?shareToken=stee39393503614bf1a9630ded2e94e252
https://www.bloomberg.com/news/articles/2020-01-08/cancer-death-rate-in-u-s-shows-fastest-drop-on-new-treatments?srnd=premium
https://www.bloomberg.com/news/articles/2020-01-08/cancer-death-rate-in-u-s-shows-fastest-drop-on-new-treatments?srnd=premium
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The chart above shows ADP’s monthly change in private payrolls since right before the last 

recession, as well as the rolling six-month average change. 

 

Finally, the December trade balance showed a seasonally-adjusted deficit of $48.9 billion, worse 

than the expected shortfall of $48.2 billion, and much wider than the revised November deficit of 

$43.7 billion.  The widening in the deficit came as exports rose just 0.8% but imports jumped 

2.7%.  Still, things looked a bit better compared with the same month one year earlier.  Exports 

in December were up 1.9% year-over-year, while imports were down 3.0%. 

 

 
 

The chart above shows how the trade deficit has fluctuated since right before the last recession. 

 

The table below shows the economic releases and Fed events scheduled for the rest of today. 
 

EDT Indicator Expected Prior Rating

9:45 Markit Services PMI m/m jan 53.2 53.2 **

9:45 Markit Composite PMI m/m jan 53.1 **

10:00 ISM Nonmanufacturing m/m jan 55.1 54.9 **

Speaker or event

16:10 Lael Brainard Speaks on Payment Innovation

Fed Speakers or Events

Economic Releases

District or position

Member of the Board of Governors  
 

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.  
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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

Japan Jibun Bank PMI Services m/m jan 51.0 52.1 ** Equity bearish, bond bullish

Jibun Bank PMI Composite m/m jan 50.1 51.1 ** Equity bearish, bond bullish

Australia AiG Performance of Construction Index m/m jan 41.3 38.9 * Equity and bond neutral

New Zealand Unemployment Rate m/m 4q 4.0% 4.1% 4.2% *** Equity and bond neutral

Employment Change y/y 4q 1.0% 1.0% 1.2% ** Equity and bond neutral

South Korea Foreign Reserves m/m jan $409.7 Bil. $408.8 Bil. $409.7 Bil. * Equity and bond neutral

China Caixin PMI Services m/m jan 51.8 52.5 52.0 ** Equity and bond neutral

Caixin PMI Composite m/m jan 51.9 52.6 ** Equity and bond neutral

India Markit PMI Services m/m jan 55.5 53.3 ** Equity bullish, bond bearish

Markit PMI Composite m/m jan 56.3 53.7 ** Equity bullish, bond bearish

EUROPE

Eurozone Markit PMI Services m/m jan 52.5 52.2 52.2 ** Equity bullish, bond bearish

Markit PMI Composite m/m jan 51.3 50.9 50.9 ** Equity bullish, bond bearish

Retail Sales y/y dec 1.3% 2.2% 2.3% * Equity bearish, bond bullish

Germany Markit PMI Services m/m jan 54.2 54.2 54.2 ** Equity and bond neutral

Markit PMI Composite m/m jan 51.2 51.1 51.1 ** Equity and bond neutral

France Markit PMI Services m/m jan 51.0 51.7 51.7 ** Equity and bond neutral

Markit PMI Composite m/m jan 51.1 51.5 51.5 ** Equity and bond neutral

Italy Markit PMI Services m/m jan 51.4 51.1 50.5 ** Equity bullish, bond bearish

Markit PMI Composite m/m jan 50.4 49.3 49.4 ** Equity bullish, bond bearish

UK New Car Registrations y/y jan -7.3% 3.4% * Equity bearish, bond bullish

Official Reserves Change m/m jan $2162 Mil. $2143 Mil. ** Equity and bond neutral

Markit/CIPS PMI Services m/m jan 53.9 52.9 52.9 ** Equity bullish, bond bearish

Markit/CIPS PMI Composite m/m jan 53.3 52.4 52.4 ** Equity bullish, bond bearish

Russia Markit PMI Services m/m jan 54.1 53.1 53.5 ** Equity bullish, bond bearish

Markit PMI Composite m/m jan 52.6 51.8 ** Equity bullish, bond bearish

AMERICAS

Canada International Merchandise Trade m/m dec -0.37 Bil. -1.09 Bil. -0.61 Bil. ** Equity and bond neutral

Mexico Leading Indicators m/m dec 0.2 0.1 * Equity and bond neutral

Domestic Vehicle Sales m/m jan 104832 130448 * Equity and bond neutral

Brazil Markit PMI Services m/m jan 52.7 51.0 ** Equity bullish, bond bearish

Markit PMI Composite m/m jan 52.2 50.9 ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 174 175 -1 Up

3-mo T-bill yield (bps) 153 153 0 Neutral

TED spread (bps) 21 22 -1 Neutral

U.S. Libor/OIS spread (bps) 158 158 0 Up

10-yr T-note (%) 1.63 1.60 0.03 Neutral

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

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

Currencies Direction

dollar Up Neutral

euro Down Down

yen Down Down

pound Up Down

franc Down 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 $55.32 $53.96 2.52% Reduced concern about the Wuhan coronavirus.

WTI $50.83 $49.61 2.46% Reduced concern about the Wuhan coronavirus.

Natural Gas $1.84 $1.87 -1.66%  

Crack Spread $13.26 $13.04 1.66%

12-mo strip crack $14.95 $14.65 2.05%

Ethanol rack $1.47 $1.46 0.31%

Gold $1,554.04 $1,552.92 0.07%

Silver $17.61 $17.59 0.09%

Copper contract $258.35 $254.20 1.63%

Corn contract 382.00$       382.25$       -0.07%

Wheat contract 560.00$       557.25$       0.49%

Soybeans contract 884.00$       879.50$       0.51%

Baltic Dry Freight 453 466 -13

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) 1.8

Distillates (mb) -0.2

Refinery run rates (%) 0.15%

Natural gas (bcf) -129.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

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 Southeast.  

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.  
 

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.   
 

100

110

120

130

140

150

160

170

180

1915
1916

1917
1918

1919
1920

1921
1922

1923
1924

1925

U.S. MANUFACTURING PRODUCTION

Sources:  FRED, CIM

IN
D

E
X

 O
F 

P
R

O
D

U
C

T
IO

N

 
 

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 2/4/2019 close) 
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(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 2/4/2019 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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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. 


