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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 6, 2020—9:30 AM EST] Global equity markets are higher this morning.  

The EuroStoxx 50 is up 0.5% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 

1.9% from its prior close.  Chinese markets were higher, with the Shanghai Composite up 1.7% 

and the Shenzhen Composite up 2.9% from the prior close.  U.S. equity index futures are 

signaling a higher open.  With 274 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, 71.5% of the companies have reported earnings 

above forecast, while 20.8% 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.   
 

The rally in equities continues.  An update on the Wuhan virus.  Good news on trade.  Potentially 

important developments in Germany.  Brazil cuts the policy rate.  Update on the weekly energy 

data.  Here are the details: 
 

Wuhan virus: Although it is clear that financial markets have already moved past the virus, the 

disruption is still affecting the Chinese economy.  Confirmed cases are up to 28,349 with 565 

fatalities.  The confirmed cases continues to lag our linear model; we suspect the model is closer 

to the truth and that there are lots of unconfirmed cases as reports suggest China’s medical 

system remains overwhelmed.   
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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.confluenceinvestment.com/category/podcasts/
https://www.confluenceinvestment.com/category/podcasts/
https://www.wsj.com/articles/china-tariff-relief-boosts-global-stocks-11580984109?shareToken=stba5d8ce4ba124f28a4dc5215fb404dd7
https://www.wsj.com/articles/china-tariff-relief-boosts-global-stocks-11580984109?shareToken=stba5d8ce4ba124f28a4dc5215fb404dd7
https://www.nytimes.com/2020/02/06/world/asia/coronavirus-china.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200206&section=topNews&campaign_id=51&instance_id=15770&segment_id=21013&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2020/02/06/world/asia/coronavirus-china.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200206&section=topNews&campaign_id=51&instance_id=15770&segment_id=21013&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.wsj.com/articles/united-american-airlines-suspend-hong-kong-service-as-coronavirus-saps-demand-11580897463?shareToken=st659d46bbc3dd4b85960a5311bdd5b54f
https://www.wsj.com/articles/united-american-airlines-suspend-hong-kong-service-as-coronavirus-saps-demand-11580897463?shareToken=st659d46bbc3dd4b85960a5311bdd5b54f
https://www.wsj.com/articles/united-american-airlines-suspend-hong-kong-service-as-coronavirus-saps-demand-11580897463?shareToken=st659d46bbc3dd4b85960a5311bdd5b54f
https://www.wsj.com/articles/united-american-airlines-suspend-hong-kong-service-as-coronavirus-saps-demand-11580897463?shareToken=st659d46bbc3dd4b85960a5311bdd5b54f
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So, why are equity markets, even in China, moving past this event so quickly?  We suspect there 

are two reasons.  First, financial authorities have added so much liquidity to the financial markets 

that it is just difficult to sustain declines.  With investors holding about as much cash as they 

want, additional funds simply find their way to markets.  Second, the economic weakness will be 

temporary and will likely either keep policy easy or may lead to further easing.  We are seeing 

increasing signs that Asian policymakers are cutting rates or allowing their currencies to quietly 

depreciate.  For example, the Philippine central bank today cut its benchmark short-term interest 

rate by 25 basis points to 3.75%.  That action follows the Thai central bank’s decision yesterday 

to cut its benchmark rate by 25 basis points to 1.00%.  Singapore’s monetary authorities have 

also signaled they are comfortable letting the currency depreciate a bit to cushion the blow from 

the epidemic.   

 

Trade: In order to facilitate China’s agreement to buy more U.S. goods, Beijing has slashed 

tariffs on $75 billion of U.S. imports.  We still doubt that China will be able to meet its 

obligations in the short run, but this cut does suggest the country is taking appropriate steps to 

meet its promises at some point.  Meanwhile, U.S. firms are apparently becoming adept at taking 

cosmetic steps to avoid tariffs, using transshipments and other tactics to avoid the levies.  This 

behavior shows why using tariffs as a trade tool isn’t perfect; the tariffs come with rules that can 

be gamed. 

 

A sign from Germany: As regular readers know, we characterize political affiliation by 

left/right and establishment/populist.  In general, establishment figures are the ones who lead but 

in Western democracies they get elected by wooing the populists.  However, there are times 

when the populists become disgruntled with the establishment and attempt to take control 

themselves.  We are in one of those times.  Within the populists, there are extremes.  In the U.S., 

these extremes tend to be diluted within the major parties but, in European parliamentary 

systems, they often form their own parties.  For example, in Italy, we saw a government of the 

League and the Five-Star Movement, the former a rather extreme right-wing populist party and 

the latter a left-wing populist.  In Germany, the centrist parties have shunned the populists, 

forming a “grand coalition” of the establishment-right CDU/CSU and the establishment-left 

SDU.  However, in a recent regional election in Thuringia, a government was formed by the 

right-wing populist Free Democrats in concert with the CDU and the AfD, another right-wing 

populist party.  The Free Democrats are a more libertarian party, whereas the AfD has evolved 

from an anti-EUR party to a right-wing identity party.  Giving power to the AfD has sent 

shockwaves through the German political system, raising fears that the establishment parties may 

be at the point where they will create coalitions with the populist parties, creating the potential 

for radical policy agendas to emerge.   

 

Brazil: Banco Central do Brazil cut rates by 25 bps and signaled an end to its rate-cutting cycle 

which began in 2016.  When the cycle started, the Selic rate was 14.25%; the latest move has 

taken it to 4.25%.  As rates have declined, the real has also weakened but, so far, currency 

depreciation hasn’t led to significant inflation or trade retaliation by the U.S. 

 

https://markets.ft.com/data/indices/tearsheet/summary?s=SHI:SHH
https://markets.ft.com/data/indices/tearsheet/summary?s=SHI:SHH
https://www.ft.com/content/b8ca9334-48bc-11ea-aeb3-955839e06441
https://www.ft.com/content/b8ca9334-48bc-11ea-aeb3-955839e06441
https://www.ft.com/content/b8ca9334-48bc-11ea-aeb3-955839e06441
https://www.wsj.com/articles/china-to-cut-tariffs-on-75-billion-of-u-s-goods-11580967540?shareToken=st15fbdc46455b408c96288ff2a8523b72
https://www.wsj.com/articles/china-to-cut-tariffs-on-75-billion-of-u-s-goods-11580967540?shareToken=st15fbdc46455b408c96288ff2a8523b72
https://www.wsj.com/articles/china-to-cut-tariffs-on-75-billion-of-u-s-goods-11580967540?shareToken=st15fbdc46455b408c96288ff2a8523b72
https://www.wsj.com/articles/china-to-cut-tariffs-on-75-billion-of-u-s-goods-11580967540?shareToken=st15fbdc46455b408c96288ff2a8523b72
https://www.wsj.com/articles/companies-find-ways-to-bypass-tariffs-on-chinese-imports-11580986804?shareToken=st9df9ccffe7fe42949f13975c10b900a2
https://www.wsj.com/articles/companies-find-ways-to-bypass-tariffs-on-chinese-imports-11580986804?shareToken=st9df9ccffe7fe42949f13975c10b900a2
https://www.ft.com/content/56f71710-4815-11ea-aeb3-955839e06441
https://www.ft.com/content/56f71710-4815-11ea-aeb3-955839e06441
https://www.ft.com/content/56f71710-4815-11ea-aeb3-955839e06441
https://www.ft.com/content/56f71710-4815-11ea-aeb3-955839e06441
https://www.washingtonpost.com/world/black-day-german-politics-shaken-over-as-far-right-becomes-regional-kingmaker/2020/02/05/9cd4598e-482c-11ea-91ab-ce439aa5c7c1_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/black-day-german-politics-shaken-over-as-far-right-becomes-regional-kingmaker/2020/02/05/9cd4598e-482c-11ea-91ab-ce439aa5c7c1_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/black-day-german-politics-shaken-over-as-far-right-becomes-regional-kingmaker/2020/02/05/9cd4598e-482c-11ea-91ab-ce439aa5c7c1_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/black-day-german-politics-shaken-over-as-far-right-becomes-regional-kingmaker/2020/02/05/9cd4598e-482c-11ea-91ab-ce439aa5c7c1_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.eu/article/afd-cries-of-faustian-far-right-bargain-rattle-german-politics/?utm_source=POLITICO.EU&utm_campaign=194a035c23-EMAIL_CAMPAIGN_2020_02_06_06_07&utm_medium=email&utm_term=0_10959edeb5-194a035c23-190334489
https://www.politico.eu/article/afd-cries-of-faustian-far-right-bargain-rattle-german-politics/?utm_source=POLITICO.EU&utm_campaign=194a035c23-EMAIL_CAMPAIGN_2020_02_06_06_07&utm_medium=email&utm_term=0_10959edeb5-194a035c23-190334489
https://www.politico.eu/article/afd-cries-of-faustian-far-right-bargain-rattle-german-politics/?utm_source=POLITICO.EU&utm_campaign=194a035c23-EMAIL_CAMPAIGN_2020_02_06_06_07&utm_medium=email&utm_term=0_10959edeb5-194a035c23-190334489
https://www.politico.eu/article/afd-cries-of-faustian-far-right-bargain-rattle-german-politics/?utm_source=POLITICO.EU&utm_campaign=194a035c23-EMAIL_CAMPAIGN_2020_02_06_06_07&utm_medium=email&utm_term=0_10959edeb5-194a035c23-190334489


 

 

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

www.confluenceinvestment.com 

 3 

 
 

Energy update: Crude oil inventories rose 3.4 mb compared to the forecast rise of 3.0 mb. 
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In the details, U.S. crude oil production fell 0.1 mbpd to 12.9 mbpd.  Exports fell 0.1 mbpd, 

while imports were unchanged.  The rise in stockpiles was in line with forecasts. 
 

 
(Sources: DOE, CIM) 
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This chart shows the annual seasonal pattern for crude oil inventories.  This week’s rise was 

consistent with seasonal patterns, although the level of inventory accumulation continues to lag 

historical norms.  As the chart shows, oil inventories usually rise into late spring and then decline 

significantly into late summer.  Last year, this pattern was disrupted to some extent because of 

exports. 
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Based on our oil inventory/price model, fair value is $62.27; using the euro/price model, fair 

value is $50.26.  The combined model, a broader analysis of the oil price, generates a fair value 

of $53.84.  We are seeing a steady decline in all of the fair value calculations as the dollar 

strengthens and oil inventories rise.  However, the combined model is now well below current 

prices so we may see some consolidation in the coming weeks.   
 

In energy news, OPEC+Russia was unable to come to an agreement to cut production; Saudi 

Arabia was looking for a 0.6 mbpd cut to address the Wuhan virus.  Oil prices fell on the news.  

China has declared force majeure on oil shipments due to the crisis.  China is warning that its oil 

demand will likely decline 25% due to the economic disruptions caused by the Wuhan virus.  

After President Trump hosted Venezuelan opposition leader Juan Guaidó at the White House 

yesterday, officials warned the administration will soon ratchet up sanctions on firms doing 

business with President Maduro’s government.  The officials specifically mentioned major 

international oil firms, which would likely be yet another headwind for the energy sector.  The 

Guardian Council has disqualified more than 90 sitting parliamentarians and hundreds of 

reformist candidates from the Iranian parliamentary elections to be held February 21.  The action 

suggests the hardline constitutional watchdog is trying to boost the position of radical 

conservatives in parliament, taking advantage of public sympathy for Gen. Qassem Soleimani’s 

assassination last month by the U.S. 
 

 

 

 

https://www.wsj.com/articles/russia-blocks-opec-response-to-coronavirus-11580992799?shareToken=st09550943b58740e2828506aab6e8255c
https://www.wsj.com/articles/russia-blocks-opec-response-to-coronavirus-11580992799?shareToken=st09550943b58740e2828506aab6e8255c
https://www.bloomberg.com/news/articles/2020-02-06/chinese-gas-buyer-cnooc-declares-force-majeure-on-lng-contracts
https://www.bloomberg.com/news/articles/2020-02-06/chinese-gas-buyer-cnooc-declares-force-majeure-on-lng-contracts
https://www.ft.com/content/6a108d2a-4830-11ea-aee2-9ddbdc86190d?emailId=5e3b84fd1ad2e70004f5fded&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6a108d2a-4830-11ea-aee2-9ddbdc86190d?emailId=5e3b84fd1ad2e70004f5fded&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6a108d2a-4830-11ea-aee2-9ddbdc86190d?emailId=5e3b84fd1ad2e70004f5fded&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/6a108d2a-4830-11ea-aee2-9ddbdc86190d?emailId=5e3b84fd1ad2e70004f5fded&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/900fbfde-4856-11ea-aeb3-955839e06441
https://www.ft.com/content/900fbfde-4856-11ea-aeb3-955839e06441
https://www.ft.com/content/ca8f25de-466f-11ea-aeb3-955839e06441
https://www.ft.com/content/ca8f25de-466f-11ea-aeb3-955839e06441
https://www.ft.com/content/ca8f25de-466f-11ea-aeb3-955839e06441
https://www.ft.com/content/ca8f25de-466f-11ea-aeb3-955839e06441
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U.S. Economic Releases 
 

The Challenger Job Cuts report rose by 27.8% from the prior year.  The number reflects the 

amount of job cuts firms anticipate making as opposed to actual layoffs.  According to the report, 

the leading cause for the layoffs is due to corporate restructuring and the primary industries 

affected are techonology and retail. 
 

Initial jobless claims came in below expectations at 202k compared to the forecast of 216k.  The 

prior report was revised upward from 216k to 217k. 
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The chart above shows the four-week moving average of initial claims.  The four week average 

fell from 214.75k to 211.75k. 
 

In the fourth quarter, nonfarm productivity came in below expecations, rising 1.4% from the 

prior quarter compared to the forecast rise of 1.6%.  Meanwhile, unit labor costs came in above 

expectations, rising 1.4% from the prior quarter compared to the forecast of 1.3%. 
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The chart above shows the annual change in compensation per hour.  The weakness in the unit 

labor costs is likely due to rising compensation per hour.  Real compensation outpaced real 

output per hour, rising 2.1% from the prior year compared to the 1.8% rise in the latter.  
 

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

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 2-Feb 67.3 **

Speaker or event

19:15 Randal Quarles Discusses Monetary Policy and Economic Outlook Federal Reserve Vice Chairman of Supervision

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

Japan Tokyo Avg Office Vacancies m/m jan 1.53 1.55 ** Equity and bond neutral

Australia Trade Balance m/m dec A$5.223 Bil A$5.800 Bil A$5.500 Bil ** Equity and bond neutral

Retail Sales m/m dec -0.5% 0.9% -0.2% ** Equity and bond bearish

NAB Business Confidence q/q 4q -1 -2 ** Equity and bond neutral

South Korea BoP Current Account Balance m/m dec $4.331 Bil $5.974 Bil ** Equity and bond neutral

BoP Goods Balance m/m dec $5.028 Bil $7.390 Bil ** Equity and bond neutral

EUROPE

Germany Factory Orders m/m jan -2.1% -1.3% 0.6% ** Equity and bond bearish

Markit Germany Construction m/m jan 54.9 53.8 ** Equity bullish, bond bearish

Switzerland UBS Real Estate Bubble Index q/q 4q 0.95 0.93 * Equity and bond neutral

Russia Light Vehicle Car Sales m/m jan 1.8% 2.3% 1.0% ** Equity bullish, bond bearish

AMERICAS

Mexico International Reserves Weekly w/w 31-Jan $182.796 Bil $182.403 Bil * 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) 174 174 0 Up

3-mo T-bill yield (bps) 152 153 -1 Neutral

TED spread (bps) 22 21 1 Neutral

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

10-yr T-note (%) 1.63 1.65 -0.02 Neutral

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

EUR/USD 3-mo swap (bps) 4 4 0 Down

Currencies Direction

dollar Flat Neutral

euro Flat Down

yen Down Down

pound Down Down

franc Flat Down

Central Bank Action Current Prior Expected

RBI Repurchase Rate 5.150% 5.150% 5.150% On forecast

RBI Reverse Repo Rate 4.900% 4.900% 4.900% On forecast

RBI Cash Reserve Ratio 4.000% 4.000% 4.000% On forecast

Selic Rate 4.250% 4.500% 4.250% On forecast  
 

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 $55.24 $55.28 -0.07%

WTI $50.98 $50.75 0.45%

Natural Gas $1.84 $1.86 -1.07%  

Crack Spread $14.22 $14.07 1.06%

12-mo strip crack $15.44 $15.28 1.01%

Ethanol rack $1.46 $1.46 -0.21%

Gold $1,566.77 $1,556.02 0.69%

Silver $17.80 $17.61 1.05%

Copper contract $258.55 $257.45 0.43%

Corn contract 379.50$       380.75$       -0.33%

Wheat contract 558.00$       562.00$       -0.71%

Soybeans contract 882.50$       880.00$       0.28%

Baltic Dry Freight 430 453 -23

Actual Expected Difference

Crude (mb) 3.4 3.0 0.4

Gasoline (mb) -0.9 1.8 -2.7

Distillates (mb) -1.5 -0.2 -1.3

Refinery run rates (%) 0.20% 0.15% 0.05%

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 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.  
 

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://en.wikipedia.org/wiki/Spanish_flu
https://en.wikipedia.org/wiki/Spanish_flu
https://www.confluenceinvestment.com/category/daily-comment/
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://en.wikipedia.org/wiki/The_Andromeda_Strain
https://www.cdc.gov/media/releases/2017/p1213-flu-death-estimate.html
https://www.cdc.gov/media/releases/2017/p1213-flu-death-estimate.html
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Data Section 

 

U.S. Equity Markets – (as of 2/5/2019 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 2/5/2019 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 

 

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

 
 

Based on our methodology,4 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. 

 

                                                
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. 


