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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: January 7, 2021—9:30 AM EST] Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is relatively unchanged from its last close.  In Asia, the MSCI Asia 

Apex 50 is relatively unchanged.  Chinese markets were higher, with the Shanghai Composite up 

0.7% from the prior close and the Shenzhen Composite up 0.2%.  U.S. equity index futures are 

signaling a higher open.   

 

Where do we start?  Yesterday witnessed violent protests in the legislative buildings in 

Washington that disrupted the confirmation of the Electoral College vote.  We discuss the event 

below.  Equity markets are higher again this morning, with the dollar recovering modestly.  In 

the wake of the Georgia elections, there was a clear market shift toward reflation.  Small cap 

stocks jumped, for example, and technology lagged.  Next up are the Fed minutes and policy.  

China news comes next, with potential delistings and arrests in Hong Kong.  Pandemic news 

follows, and we close with Russia/Sweden news.  Being Thursday, the Weekly Energy Update is 

available; we discuss the recent decision by Saudi Arabia to essentially return to the “swing 

producer” role.  As we addressed last year, the Asset Allocation Weekly will no longer be part of 

the Daily Comment but will be linked as a separate document in this report when it is published 

tomorrow.  Here are the details: 

 

Yesterday:  As our regular readers know, we pay close attention to history in our research.  The 

word “unprecedented” gets used a lot, but usually, something similar has occurred before.  The 

reason we discussed the Election of 1876 (here and here) was to offer readers context about how 

disputed presidential elections have been resolved in the past.  The echoes to 1876 had some 

familiarity—Congress did decide to contest some of the state results.  However, one major 

difference was that there were no competing electoral slates this year, meaning that the protests 

were mostly pro forma.   

 

The violence that occurred yesterday against Congress is truly unprecedented.  Yes, there have 

been violent events in the Capitol before, but nothing quite like what we saw yesterday, where a 

mob disrupted the workings of government.  Because such events are rare, it was clear the 

congressional security was completely unprepared.  In the end, order was eventually restored.  

Congress did certify the election this morning.  Four people died, and 52 were arrested.   

 

As we noted above, financial markets have mostly moved on, as they usually do.  With the 

government under complete, but narrow, control of one party, there are expectations of 

additional fiscal stimulus.  Equities that benefit from stronger economic growth rallied, while 

technology lagged.  Although we could see action to raise taxes, the Democratic majority is so 
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narrow that any tax hike would have to pass the “Manchin test,” and we doubt anything major is 

likely.  Even with all the turmoil, long-duration Treasury yields moved well above 1%, 

suggesting little fear among investors.  Fiscal support and an accommodative Fed overcome 

political turmoil. 

 

What happened yesterday does matter, but exactly how it does will take time to discern.  

However, there are a few things we think are likely: 

 

• The establishment/populist division within the GOP is now laid bare.  Events like 

yesterday usually force people to commit to one side or the other.  There have been 

several GOP members of Congress who have attempted to straddle the divide, but we are 

seeing many fewer supporting Trump’s brand of populism now.  Meanwhile, the RWE is 

clearly trying to regain control of the GOP. 

• The business community tended to be ambivalent about the Trump presidency.  It liked 

the tax cuts and regulatory policy but was uncomfortable with immigration and trade 

policy.  Opposition now is evident, with some leaders calling for the removal of Trump 

from office.   

• This event may severely reduce Trump’s future influence; if his legacy becomes 

yesterday’s unrest, getting him to support a politician’s future candidacy almost writes its 

own opposition advertisements.  Even after announcing he will foster an “orderly 

transition,” he still disputes the outcome of the election in the same statement.  One 

fallout from yesterday is that he probably won’t be a candidate in 2024.  Again, we are 

sure commentators said similar things about Nixon after 1960, so there is a clear risk of 

being wrong.  The combination of age and the impact of yesterday probably means he 

can’t freeze the field in the next presidential cycle.  If this analysis is correct, it means a 

wide-open field for the GOP in four years.  However, that doesn’t mean the voters that 

Trump attracted are going away; populism isn’t dead by any means.  But, if populism is 

going to gain ascendency, it will require a higher level of political expertise.   

• We would expect aggressive efforts to muzzle President Trump to prevent him from 

doing much over the next two weeks.  There is talk of invoking the 25th Amendment to 

remove him from office.  We doubt that will occur, but it is being considered.  The threat 

alone, coupled with the fact that several members of his administration are resigning, 

probably makes it hard for him to do a whole lot in the very near term.   

• One of the positions we have held for some time is that the U.S. is backing away from its 

hegemonic role.  The events of yesterday have likely undermined America’s standing in 

the world and may be seen by future historians as another major point on the path of 

America’s decision to walk away from its superpower role.   

 

Fed minutes:  It is always important to remember that the minutes released are heavily sanitized 

for current consumption.  In 2025, we will get the actual transcripts, which show what really 

happens in these meetings.  If you ever have a week to dedicate to the project, reading a year’s 

worth of meeting transcripts can be interesting.  There were no major surprises in the latest 

minutes.  There were no hints of additional stimulus, no evidence of substantial disagreement, 
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and a promise of a clear signal before policy changes.  Although we have doubts about the real 

impact of QE, the FOMC does not share those concerns.   

• President Evans of the FRB of Chicago suggested the U.S. needed to revamp its financial 

regulation.  We consider Evans to be a “financial sensitive,” meaning he considers 

financial conditions when setting his policy.  The Fed has been struggling with regulating 

the shadow banking system.  In March, the Fed expanded its purchase programs to 

stabilize markets, but their actions open policymakers to the charge they are creating 

moral hazard.  In the 1930s, the response was Glass-Steagall.  It remains to be seen what 

policymakers will do to reduce risk in the financial system.   

 

China:  There are two headlines of note—arrests in Hong Kong and further actions by the U.S. 

to deny China access to U.S. capital markets. 

• China’s security forces arrested 53 residents on charges of violating the territory’s new 

security law.  The group includes former lawmakers and activists (and at least one 

American citizen).  The arrests add to evidence that Hong Kong’s political culture is 

being brought under Beijing’s control.   

• A new Executive Order bans U.S. firms and citizens from using a series of Chinese 

smartphone apps.  The ban will take effect in 45 days, meaning that it will be up to the 

Biden administration regarding whether or not it will implement the order.  A temporary 

injection has been granted.  The goal of the order is to keep the Chinese government from 

gaining access to data generated by Americans.   

• The NYSE has reversed itself again and will delist three Chinese telecom companies.  

The U.S. is considering adding Alibaba (BABA, USD, 227.61) and Tencent (TCEHY, 

USD, 73.62) to its blacklist of stocks.  Putting them on the blacklist would prevent 

Americans from owning the shares. This action would be very significant; the companies 

are the two most valuable Chinese-listed companies, and they are owned not just 

individually, but, due to their size, are part of numerous ETFs and mutual fund holdings.   

• There are reports that Chinese nationals are divesting their U.S. real estate holdings, 

fearing expropriation.   

• Chinese tech firms are infamous for encouraging an extended work culture—the so-

called “9-9-6” culture of a 9:00 am start, 9:00 pm end, six days per week.  A 23-year-old 

worker named Fei at Pinduoduo (PDD, USD, 176.78) apparently died late last year, 

presumably from overwork.  This sad event comes at a difficult time for Chinese tech 

firms.  The government has been bringing pressure on the tech firms to reduce their 

power and influence.  The passing of Fei will likely be used as a weapon against these 

firms.   

• Bank regulators are imposing performance benchmarks tied to the economic and 

developmental goals of the CPC.  It is unclear how this will change Chinese bank 

activity.   

 

COVID-19:  The number of reported cases is 87,343,709 with 1,886,348 fatalities.  In the U.S., 

there are 21,307,125 confirmed cases with 361,312 deaths.  For illustration purposes, the FT has 

created an interactive chart that allows one to compare cases across nations using similar scaling 
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metrics.  The FT has also issued an economic tracker that looks across countries with high-

frequency data on various factors.  The CDC reports that 17,288,950 doses of the vaccine have 

been distributed with 5,306,797 of first doses injected.  This map from Axios indicates rising 

severe infections.  The Rt data show that only nine states have a reading of less than one, with 

Oklahoma having the lowest rate and Iowa with the highest.   

 

Virology 

• As we noted yesterday, China is desperately trying to shape the narrative about the 

origins of COVID-19.  Although the consensus of opinion is that it originated in Wuhan, 

how it emerged is still unclear.  China has been reluctant to allow a full investigation of 

the virus in China, blocking a WHO team of investigators.  One controversy that a full 

investigation could clear is the idea that the virus may have been an inadvertent leak from 

the Wuhan Institute of Virology.  The fact that China is blocking investigators supports 

suspicions.   

• China has instituted a 21-day quarantine for inbound travelers, citing reports that newly 

diagnosed COVID-19 patients have experienced longer incubation periods.  It is unclear 

whether this is really true or if it represents a new variant of the virus.  The trend has been 

for shorter quarantines, so this decision to extend it bears watching.   

• We have been monitoring a rather surprising development, where healthcare workers in 

the U.S. and Europe have shown a reluctance to be vaccinated.   

• A variant of COVID-19 that has emerged from South Africa and Brazil seems to 

undermine the effectiveness of the current vaccines and spread more rapidly.  It also 

seems to overcome antibody drugs.  This variant, which appears to be spreading rapidly 

(although it is not clear how far it has spread in the U.S.), is a warning that even 

widespread vaccination may not completely eradicate COVID-19. 

Russia:  For much of this century, Russia has become increasingly belligerent, invading Georgia, 

annexing parts of Ukraine and engaging in widespread cyberattacks.  Eventually, such actions 

trigger a counter reaction.  Sweden, a nation with a neutral foreign policy, has started to expend 

military spending and cooperation in NATO in response.   

 

U.S. Economic Releases  

 

In December, the Challenger Job Cuts Index rose 134.5% from the prior year, suggesting that the 

labor market is still relatively weak. 

 

For the week ending January 2, initial claims came in below expectations at 787K compared to a 

forecast of 800K. The prior month was revised from 787K to790K. 

 

https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://www.axios.com/coronavirus-infections-hospitalization-death-13d4c4e9-0923-4ef6-93e8-904d5970bfc4.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://rt.live/
https://www.reuters.com/article/us-health-coronavirus-china-who/china-doubles-down-on-covid-narrative-as-who-investigation-looms-idUSKBN29A0LU
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https://www.cnn.com/2021/01/05/china/china-blocks-who-team-coronavirus-intl-hnk/index.html
https://nymag.com/intelligencer/article/coronavirus-lab-escape-theory.html
https://nymag.com/intelligencer/article/coronavirus-lab-escape-theory.html
http://www.sixthtone.com/news/1006667/beijing-institutes-21-day-quarantine-policy-over-coronavirus-scare
https://www.ft.com/content/c576e15f-e5b1-4369-a5f0-073b4466036f
https://www.ft.com/content/c2aa5ea4-66b9-4f64-9e74-7c89c12f9461?emailId=5ff6a1040eaabf000431f0f0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c2aa5ea4-66b9-4f64-9e74-7c89c12f9461?emailId=5ff6a1040eaabf000431f0f0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.cnbc.com/2021/01/05/south-africa-covid-variant-appears-to-obviate-antibody-drugs-dr-scott-gottlieb-says.html
https://www.cnbc.com/2021/01/05/south-africa-covid-variant-appears-to-obviate-antibody-drugs-dr-scott-gottlieb-says.html
https://nyti.ms/38jCI2m
https://www.wsj.com/articles/russian-aggression-spurs-neighbors-to-rebuild-defenses-11609859853?st=3mkx0alb6pe62wf&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/russian-aggression-spurs-neighbors-to-rebuild-defenses-11609859853?st=3mkx0alb6pe62wf&reflink=desktopwebshare_permalink
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The chart above shows the four-week moving average of initial jobless claims. The four-week 

moving average fell from 837.5K to 818.75K. 

 

For the week ending December 26, continuing claims came in at 5.072MM compared to 

expectations of 5.200MM. The prior report was revised from 5.189MM to 5.200MM. 
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The chart above shows the four-week moving average by region. The rise in continuing claims 

appears to be in the regions hardest hit by rising COVID cases. 
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Rising imports pushed the trade deficit to its second widest margin on record. In November, the 

trade deficit widened by $5B to $68.2B. This was above expectations of a trade deficit of 

$67.3B. 

 

 
 

The chart above shows the trade balance for goods. Total imports rose 2.9% from the prior 

month to $252.3B, while exports rose by 1.2% from the prior month to $184.2B. 

 

The table below lists the domestic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 3-Jan 44.6 **

10:00 ISM Services Index m/m Dec 54.5 55.9 **

Speaker or event

12:00 James Bullard Discusses Economic Outlook President of the Federal Reserve Bank of St. Louis

13:00 Charles Evans Speaks at Detriut Community Forum President of the Federal Reserve Bank of Chicago

15:50 Mary Daly Speaks at Economic Forecast Act

Fed Speakers or Events

District or position

President of the Federal Reserve Bank of San Francisco  
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 
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following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Foreign Reserves m/m Dec $3216.52b $3178.49b $3200.00b ** Equity and bond neutral

Japan Labor Cash Earnings y/y Nov -2.2% -0.8% -0.9% ** Equity bearish, bond bullish

Real Cash Earnings y/y Nov -1.1% -0.2% 0.2% ** Equity bearish, bond bullish

Japan Buying Foreign Stocks w/w 1-Jan ¥159.9b -¥771.8b ** Equity and bond neutral

Japan Buying Foreign Bonds w/w 1-Jan -¥291.6b ¥802.4b ** Equity and bond neutral

Foreign Buying Japan Stocks w/w 1-Jan -¥85.5b -¥504.3b ** Equity and bond neutral

Foreign Buying Japan Bonds w/w 1-Jan ¥61.6b ¥15.0b ** Equity and bond neutral

Australia Building Approvals MoM m/m Nov 2.6% 3.8% 2.0% ** Equity bullish, bond bearish

Private Sector Houses MoM m/m Nov 6.1% 3.1% 2.0% * Equity bullish, bond bearish

Trade Balance m/m Nov A$5022m A$7456m A$6400m *** Equity and bond neutral

Europe

Eurozone Retail Sales m/m Nov -6.1% 1.5% -3.4% ** Equity bearish, bond bullish

Consumer Confidence m/m Dec -13.9 -13.9 ** Equity and bond neutral

Economic Confidence m/m Dec 90.4 87.6 89.8 *** Equity bullish, bond bearish

Industrial Confidence m/m Dec -7.2 -10.1 -8.6 *** Equity and bond neutral

Services Confidence m/m Dec -17.4 -17.3 -15.0 *** Equity and bond neutral

CPI Estimate y/y Dec -0.3% -0.3% -0.3% ** Equity and bond neutral

CPI Core y/y Dec 0.2% 0.2% 0.2% ** Equity and bond neutral

Germany Factory Orders MoM m/m Nov 2.3% 2.9% -0.5% ** Equity and bond neutral

Markit Germany Construction PMI m/m Dec 47.1 45.6 ** Equity bullish, bond bearish

Italy CPI NIC incl. tobacco y/y Dec -0.1% -0.2% -0.2% ** Equity and bond neutral

CPI EU Harmonized y/y Dec -0.3% -0.3% -0.3% ** Equity and bond neutral

UK Markit/CIPS UK Construction PMI m/m Dec 54.6 54.7 54.6 ** Equity and bond neutral

Switzerland Retail Sales Real y/y Nov 1.7% 3.1% ** Equity and bond neutral

AMERICAS

Mexico Vehicle Domestic Sales m/m Dec 105135 95485 ** Equity bullish, bond bearish

Canada MLI Leading Indicator m/m Nov 1.40% 2.70% ** Equity and bond neutral

Brazil Markit Brazil PMI Composite m/m Dec 53.5 53.8 ** Equity and bond neutral

Markit Brazil PMI Services m/m Dec 51.1 50.9 ** Equity and bond neutral  
 

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) 24 24 0 Down

3-mo T-bill yield (bps) 8 9 -1 Neutral

TED spread (bps) 16 15 1 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 1.04 1.04 0.00 Neutral

Euribor/OIS spread (bps) -56 -55 -1 Neutral

EUR/USD 3-mo swap (bps) 2 0 2 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Down Up   
 

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. 
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Price Prior Change Explanation

Brent $54.23 $54.30 -0.13%

WTI $50.81 $50.63 0.36%

Natural Gas $2.68 $2.72 -1.22%

Crack Spread $11.90 $12.00 -0.87%

12-mo strip crack $13.75 $13.77 -0.15%

Ethanol rack $1.59 $1.59 0.35%

Gold $1,916.08 $1,918.61 -0.13%

Silver $27.03 $27.29 -0.96%

Copper contract $364.60 $365.05 -0.12%

Corn contract 487.75$       495.00$       -1.46%

Wheat contract 639.75$       647.50$       -1.20%

Soybeans contract 1,351.50$    1,361.50$   -0.73%

Baltic Dry Freight 1425 1418 7

Actual Expected Difference

Crude (mb) -8.0 -1.8 -6.3

Gasoline (mb) 4.5 -0.9 5.4

Distillates (mb) 6.4 2.1 4.3

Refinery run rates (%) 1.30% 0.30% 1.00%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country 

and cooler temps in the southern region.  Dry conditions are expected throughout most of the 

country, with wet conditions expected in the Rocky Mountain 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. Note that this report is also offered as a separate document on our website. 
 

December 18, 2020 
 

(N.B.  Due to the upcoming holiday season, this report will be the last Asset Allocation Weekly for 2020.  The 

next report will be published on January 8, 2021.) 
 

While 2020 was a year in which the word “unprecedented” has been used a lot, there are many 

areas where the term is appropriate.  One area of interest is in the growth of liquidity.  The chart 

below is one we have featured often, showing retail money market fund levels (RMMK) and the 

S&P 500. 
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The gray bars show recessions, while the orange bars show periods where RMMK fell below 

$920 billion.  Our position has been that when we are in the orange parts of the chart, there is a 

dearth of liquidity and equity markets tend to stall.  On the other hand, periods of rapid RMMK 

accumulation have tended to be periods of equity weakness. 

 

In 2018, as the trade war escalated, RMMK began to rise sharply.  It continued to rise throughout 

2019 into 2020.  The pandemic led to another leg higher in RMMK.  The level of RMMK has 

fallen from the highs set earlier in the year but it remains elevated.  As noted above, when 

RMMK rises sharply, equities tend to suffer.  We did see some evidence of that in 2018, but last 

year equities continued to trend higher despite the rise in RMMK.  Pandemic worries and a 

brewing financial crisis led to a sharp selloff in the S&P 500, but the market turned as 

policymakers moved quickly to support the economy.   

 

It is clear that the level of RMMK is high, but the difficulty is determining “how high.”  For that, 

analysts usually try to scale the data to make it comparable across periods.  A logical scale 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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variable may be in comparing the level of RMMK to household financial assets.  The problem 

with that variable is that it is very sensitive to the level of equities; in other works, cash levels 

seem to rise coincident with a fall in equity values.  Most of the decline occurs due to the fall in 

equity values, not to cash accumulation.  The other problem with scaling is finding the answer to 

the question at hand.  What we want to know is if RMMK levels fall, will the funds go to stocks 

or elsewhere?  We assume that RMMK is the closest asset to equities of fixed income; in other 

words, demand or savings deposits probably represent the desire to hold cash, whereas RMMK is 

where liquidated financial assets go before they are placed elsewhere. 
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The chart on the left shows the asset allocation of the top 10% of households.  Note that about 

50% of this income group’s assets are in equities.  That is far larger than the middle income 

group (89% to 51%), which holds 25% in equities, and the bottom 50%, which has equity 

holdings of 10%.  The chart on the right shows that the RMMK holdings for the top 10% group 

rose from 15% to near 20% from 2018 to 2020, coinciding with the rise in RMMK shown in the 

first chart. 

 

These charts suggest that most of the RMMK accumulation occurred in an income group most 

inclined to buy equities.  Accordingly, the elevated level of RMMK should be supportive for 

equities.  At the same time, in 2008, RMMK held by the top 10% reached nearly 30%.  Thus, we 

may not see as large of a recovery as we saw during 2009-11.  Still, there does appear to be 

ample liquidity available for stocks, and given the low level of interest rates, flows should 

continue to be supportive for equities. 

  

 

 
 

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 1/6/2021 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 1/6/2021 close) 
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Cash
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Commodities
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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 7, 2021 
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Based on our methodology,1 the current P/E is 26.8x, down 2.2x from our last report in mid-

December.  The decline is due to higher earnings as we are now accounting for Q1 in our rolling 

calculation. 

 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q2 and Q3) and two estimates (Q4 and Q1). 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. 


