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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 13, 2020—9:30 AM EST] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is down 0.1% compared with its last close.  In Asia, the MSCI Asia 

Apex 50 closed up 0.9%.  Chinese markets were higher, with the Shanghai composite up 0.8% 

and the Shenzhen index up 1.4% from the prior close.  U.S. equity index futures are signaling a 

higher open.   

 

The sixth episode of the Confluence of Ideas podcast is now available.  Featuring 

Confluence CEO/CIO Mark Keller, “Process is King” takes the decision-making discussion 

from our previous episode and shows how the process works at Confluence.  

 

Happy Monday!  Much of the U.S. is digging out of wintry weekend weather.  Equities continue 

their grind higher.  Tensions in Iran soar after the government admitted it accidently downed a 

Ukrainian airliner.  The DPP wins big in Taiwan.  The U.S./China trade deal is expected to be 

signed on Wednesday.  Here are the details: 

 

Iran:  After denying culpability, Tehran had to surrender to overwhelming evidence and 

admitted it shot down a Ukrainian airliner.  Whatever unifying sentiment that developed over the 

assassination of Soleimani evaporated in an instant as widespread protests against the 

government emerged.  Iran arrested a British diplomat for taking videos of the protests and 

critics of the government inside Iran are questioning the power of the IRGC.  Protestors are 

increasingly demanding a change in government; what isn’t clear is whether they simply want a 

new president or an end to the clerical regime.  We suspect it’s more of the latter.  Our base case 

is that the Mullahs will maintain power in Iran; however, we are old enough to remember how 

quickly oppressive regimes in eastern Europe fell in the late 1980s, a testament to how brittle 

governments without legitimacy can be.  For now, there is little market impact from these 

protests. 

 

Taiwan:  Incumbent President Tsai Ing-wen won a landslide victory in Saturday’s elections.  

She gathered 8.2 million votes, the highest since Taiwan began popular elections of its president 

in 1996.  Tsai’s campaign was based on fears that Beijing wants to do to Taiwan what it has done 

to Hong Kong; clearly, it was effective.  We will be watching to see how President Xi reacts to 

this snub.  We would expect some economic pressure to be applied but the rebuke was 

significant and, short of war, the options to weaken Taiwan are rather narrow.  The DPP 

maintained its majority in the legislature.   

 

 

Daily Comment 
 

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-rise-as-geopolitical-risks-abate-11578910188?shareToken=sta2a1290cc9e14e1fa91375c9bb2c6252
https://www.wsj.com/articles/global-stocks-rise-as-geopolitical-risks-abate-11578910188?shareToken=sta2a1290cc9e14e1fa91375c9bb2c6252
https://nyti.ms/37VN71f
https://www.wsj.com/articles/iran-blames-downing-of-ukrainian-jet-on-human-error-11578749178?shareToken=sta9830cfa62e8445da8b74ac54a4ec4c5
https://www.washingtonpost.com/opinions/2020/01/11/airliner-shoot-down-is-make-or-break-moment-irans-regime/?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/86df67f6-3524-11ea-a6d3-9a26f8c3cba4?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/86df67f6-3524-11ea-a6d3-9a26f8c3cba4?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/37084c8c-3508-11ea-a6d3-9a26f8c3cba4?emailId=5e1be041ab0bda0004c7d76a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/iran-faces-growing-criticism-at-home-abroad-over-downing-of-ukrainian-plane-11578836990?shareToken=st6b17dcebf44d4cff8652e6f5135a1107
https://www.wsj.com/articles/iran-faces-growing-criticism-at-home-abroad-over-downing-of-ukrainian-plane-11578836990?shareToken=st6b17dcebf44d4cff8652e6f5135a1107
https://www.cbc.ca/radio/thesundayedition/the-sunday-edition-for-january-12-2020-1.5416826/a-deep-crisis-of-legitimacy-inside-iran-says-iranian-canadian-political-scientist-1.5423869?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.cbc.ca/radio/thesundayedition/the-sunday-edition-for-january-12-2020-1.5416826/a-deep-crisis-of-legitimacy-inside-iran-says-iranian-canadian-political-scientist-1.5423869?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/asia_pacific/taiwanese-motivated-by-the-lessons-of-hong-kong-turn-out-in-droves-to-vote/2020/01/11/6543228a-3138-11ea-971b-43bec3ff9860_story.html?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://www.wsj.com/articles/taiwans-president-incumbent-who-challenged-china-set-to-win-re-election-11578748281
https://www.wsj.com/articles/taiwans-president-incumbent-who-challenged-china-set-to-win-re-election-11578748281
https://www.ft.com/content/15d992f4-33a1-11ea-9703-eea0cae3f0de?emailId=5e1be041ab0bda0004c7d76a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/china-dismisses-taiwan-voters-rebuke-over-its-claims-to-island-11578854046?shareToken=st33dd6752d2a04ff4801e8ff37313ce5f
https://www.wsj.com/articles/china-dismisses-taiwan-voters-rebuke-over-its-claims-to-island-11578854046?shareToken=st33dd6752d2a04ff4801e8ff37313ce5f
https://www.reuters.com/article/us-taiwan-election-analysis/china-could-flex-military-muscles-to-pressure-taiwan-post-election-idUSKBN1ZC0LE
https://www.ft.com/content/82df5ac6-3506-11ea-a6d3-9a26f8c3cba4?emailId=5e1be041ab0bda0004c7d76a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://twitter.com/KetagalanMedia/status/1216043958670725120
https://twitter.com/KetagalanMedia/status/1216043958670725120


 

 

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

www.confluenceinvestment.com 

 2 

China trade:  The U.S. and China are set to sign the Phase One trade agreement on Wednesday.  

Overall, there isn’t that much there.  China has made promises to buy U.S. agricultural products 

but the numbers being discussed appear to be unworkable.  China has agreed not to weaken the 

CNY.  Although the PBOC did allow the currency to weaken last year, currency weakness runs 

the risk of triggering capital flight.  Thus, this isn’t a major “give” by Beijing.  At the same time, 

tariff levels on China remain elevated.  We suspect the trade front will be quiet in 2020 through 

the election.  Interestingly enough, the U.S. and China are planning to restart an Obama-era 

forum for regular meetings between the two countries.   

 

Japan:  With the government about to dispatch a navy unit to help patrol the Persian Gulf, a new 

Kyodo News poll shows 58.4% of Japanese voters are opposed to the move.  Only 34.4% 

supported it.  Not only do these numbers show how unpopular the dispatch is, but it also suggests 

Prime Minister Abe still hasn’t been able to swing the public toward his view that Japan should 

revise its pacifist constitution to allow greater military development. 

 

Venezuela:  New reporting explains an additional issue that played into the government’s ham-

handed effort last week to regain control over the National Assembly by shutting out opposition 

leader Guaidó.  To boost Venezuela’s plunging oil production and help revive the economy, 

President Maduro wants to turn oil operations over to foreign investors from countries such as 

Russia and China.  To do so, however, he would need to overturn his predecessor’s law 

prohibiting such deals, and that requires the cooperation of the legislature.  To date, it still isn’t 

clear whether Guaidó or Maduro’s loyalists will have final control over the National Assembly. 

 

Austria:  In an interview with the Financial Times, right-wing Chancellor Kurz said he remains 

committed to strict immigration controls despite needing to form a coalition with the left-wing 

Greens.  He said the government’s top priorities would be immigration control and climate 

change, followed by tax cuts and efforts to spur the country’s competitiveness. 

 

United Kingdom:  Preliminary figures show November GDP declined by a seasonally adjusted 

0.3%, coming in short of expectations for flat performance.  Meanwhile, a Bank of England 

policymaker said he was considering an interest rate cut at the policy meeting later this month.  

The news items have pushed the pound below $1.30/dollar for the first time in 2020. 

 

The Stormont returns:  The Stormont is the capitol building of the Northern Ireland legislature.  

The body has been suspended for three years as Sinn Fein, which supports unification, left the 

government over a public spending scandal.  Since then, Northern Ireland affairs have been run 

out of Westminster.  The suspension likely hurt Northern Ireland’s interest in the Brexit process 

because it reduced its regional power.  An agreement over the weekend will bring regional power 

back to Northern Ireland; a key element of the agreement was an injection of cash from London.  

Meanwhile, it appears that Irish voters will be heading to the polls next month as Taoiseach 

Varadkar had planned for new elections after Brexit.  Varadkar’s government is a minority and 

was only able to govern due to an agreement among the parties to rule while Brexit negotiations 

were underway.   

 

Odds and ends:  There was a volcanic eruption in the Philippines over the weekend.  We watch 

these for two reasons—first, they can lead to earthquakes and, second, the ash spew can affect 

https://www.wsj.com/articles/washington-beijing-agree-to-new-dialogue-to-pursue-reforms-address-disputes-11578745800?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/495d266c-34b0-11ea-a6d3-9a26f8c3cba4?emailId=5e1c522493594b0004a351c6&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/495d266c-34b0-11ea-a6d3-9a26f8c3cba4?emailId=5e1c522493594b0004a351c6&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.japantimes.co.jp/news/2020/01/12/national/politics-diplomacy/msdf-dispatch-middle-east-poll/#.Xhx4F0dKiUk
https://www.wsj.com/articles/behind-maduros-latest-power-play-reviving-venezuelas-collapsed-oil-industry-11578860775
https://www.wsj.com/articles/behind-maduros-latest-power-play-reviving-venezuelas-collapsed-oil-industry-11578860775
https://www.ft.com/content/e8435d86-3533-11ea-a6d3-9a26f8c3cba4
https://www.ft.com/content/e8435d86-3533-11ea-a6d3-9a26f8c3cba4
https://www.ft.com/content/71372470-35e7-11ea-a6d3-9a26f8c3cba4
https://www.ft.com/content/71372470-35e7-11ea-a6d3-9a26f8c3cba4
https://nyti.ms/39Y8fWI
https://www.ft.com/content/97fc4a88-33ba-11ea-a329-0bcf87a328f2?emailId=5e1be041ab0bda0004c7d76a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.gov.uk/government/news/deal-to-see-restored-government-in-northern-ireland-tomorrow?utm_source=POLITICO.EU&utm_campaign=382f2ed68e-EMAIL_CAMPAIGN_2020_01_13_05_59&utm_medium=email&utm_term=0_10959edeb5-382f2ed68e-190334489
https://www.gov.uk/government/news/deal-to-see-restored-government-in-northern-ireland-tomorrow?utm_source=POLITICO.EU&utm_campaign=382f2ed68e-EMAIL_CAMPAIGN_2020_01_13_05_59&utm_medium=email&utm_term=0_10959edeb5-382f2ed68e-190334489
https://www.rte.ie/news/politics/2020/0112/1105875-politics/?te=1&nl=morning-briefing&emc=edit_MBE_p_20200113&section=whatElse?campaign_id=51&instance_id=15140&segment_id=20272&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.ft.com/content/66851eca-3555-11ea-a6d3-9a26f8c3cba4?emailId=5e1be041ab0bda0004c7d76a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/asia_pacific/philippines-evacuating-residents-watching-for-tsunami-after-taal-volcano-spews-ash/2020/01/12/aa779b26-3550-11ea-a1ff-c48c1d59a4a1_story.html?utm_campaign=todays_worldview&utm_medium=Email&utm_source=Newsletter&wpisrc=nl_todayworld&wpmm=1
https://nyti.ms/3a4YKVq
https://nyti.ms/3a4YKVq
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global temperatures if it is broad enough.  This one could lead to a cooler summer.  The Macron 

government has offered concessions on pension reform; so far, the unions are mostly 

unimpressed.  The scandal-ridden government on Malta has a new leader.  Robert Abela, who 

comes from the incumbent Labor Party, will become the new PM.  The ceasefire in Libya 

appears to be holding for now.  Finally, the Trump administration is reaching out to Pyongyang 

to restart talks.   

 

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 the day. 
 

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m dec -$15.0 Bil -$13.5 Bil **

Speaker or event

10:00 Eric Rosengren Discusses Economic Outlook President of the Federal Reserve Bank of Boston

12:40 Raphael Bostic Discusses Economic Outlook and Monetary Policy 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

Australia Melbourne Institute Inflation y/y dec 1.4% 1.5% ** Equity and bond neutral

EUROPE

Germany Wholesale Price Index y/y dec -1.3% -2.5% ** Equity and bond neutral

Italy Retail Sales y/y nov 0.9% 1.0% 1.4% ** Equity bearish, bond bullish

UK Visible Trade Balancce m/m nov -£5.256 Bil -£14.486 Bil -£11.800 Bil ** Equity bullish, bond bearish

Industrial Production y/y nov -1.6% -1.3% -1.3% *** Equity and bond bearish

Manufacturing Production m/m nov -2.0% -1.2% -1.6% *** Equity and bond bearish

Construction Output m/m nov 2.0% -2.1% -1.4% ** Equity bullish, bond bearish

Index of Services m/m nov -0.3% 0.2% 0.0% ** Equity and bond bearish

Switzerland Domestic Sight Deposits w/w 10-Jan 504.3 Bil 502.5 Bil * Equity and bond neutral

Total Sight Deposits w/w 10-Jan 584.5 Bil 586.9 Bil * Equity and bond neutral

Real Estate Index Family Home q/q 4q 475.0 474.6 ** Equity and bond neutral

AMERICAS

Mexico Gross Fixed Investment m/m oct -8.6% -6.8% -8.0% *** Equity and bond bearish

Formal Job Creation Total m/m dec -382.2k 76.2k *** Equity and bond neutral

Nominal Wages y/y dec 5.9% 5.6% ** Equity and bond neutral  
 

 

https://nyti.ms/3a4YKVq
https://www.politico.eu/article/french-pm-edouard-philippe-offers-concession-on-pension-reform/?utm_source=POLITICO.EU&utm_campaign=382f2ed68e-EMAIL_CAMPAIGN_2020_01_13_05_59&utm_medium=email&utm_term=0_10959edeb5-382f2ed68e-190334489
https://www.politico.eu/article/french-pm-edouard-philippe-offers-concession-on-pension-reform/?utm_source=POLITICO.EU&utm_campaign=382f2ed68e-EMAIL_CAMPAIGN_2020_01_13_05_59&utm_medium=email&utm_term=0_10959edeb5-382f2ed68e-190334489
https://nyti.ms/2t8ms2A
https://www.politico.eu/article/maltas-labour-party-elects-abela-as-new-prime-minister/?utm_source=POLITICO.EU&utm_campaign=382f2ed68e-EMAIL_CAMPAIGN_2020_01_13_05_59&utm_medium=email&utm_term=0_10959edeb5-382f2ed68e-190334489
https://nyti.ms/36PUG9y
https://nyti.ms/30bxDDE
https://www.politico.eu/article/fayez-al-sarraj-tentative-ceasefire-russia-turkey-takes-hold-in-libya/?utm_source=POLITICO.EU&utm_campaign=382f2ed68e-EMAIL_CAMPAIGN_2020_01_13_05_59&utm_medium=email&utm_term=0_10959edeb5-382f2ed68e-190334489
https://www.axios.com/trump-kim-jong-un-north-korea-robert-obrien-7200b5af-2af8-4470-81ca-c42bcfd2842a.html
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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) 184 185 -1 Up

3-mo T-bill yield (bps) 150 150 0 Neutral

TED spread (bps) 34 35 -1 Neutral

U.S. Libor/OIS spread (bps) 157 157 0 Up

10-yr T-note (%) 1.84 1.82 0.02 Neutral

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

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

Currencies Direction

dollar up Neutral

euro flat Up

yen down Neutral

pound down Neutral

franc flat Neutral  
 

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 $64.94 $64.98 -0.06%

WTI $59.04 $59.04 0.00%  

Natural Gas $2.22 $2.20 0.91%  

Crack Spread $14.39 $14.45 -0.40%

12-mo strip crack $17.13 $17.17 -0.22%

Ethanol rack $1.42 $1.42 0.25%

Gold $1,553.50 $1,562.34 -0.57%

Silver $18.01 $18.12 -0.60%

Copper contract $281.40 $281.35 0.02%

Corn contract 386.00$       385.75$       0.06%

Wheat contract 560.75$       564.50$       -0.66%

Soybeans contract 941.25$       946.00$       -0.50%

Baltic Dry Freight 774 772 2

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 higher-than-normal temperatures expected for the Southwest.  The dry 

conditions in the southwestern regions is expected to extend to most of the country, with wet 

conditions remaining in the southeast.
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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 10, 2020 

 

In our 2020 Outlook, we discussed three risks to the forecast, with one of them being a “melt-up” 

or a dramatic rise in stock prices.  One of the key factors that could bolster higher prices for risk 

assets would be the idea that the FOMC has engineered a soft landing, which is best defined as a 

tightening cycle that doesn’t result in a recession. 

 

In December 2015, the Fed raised the policy rate by 25 bps, lifting the rate from 0.125% to 

0.375%.  The conventional policy models, mostly based on the Taylor Rule, suggested that a 

series of rate hikes was likely.   
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This chart shows four variations of the Mankiw Rule, which is different from the Taylor Rule in 

how it measures slack in the economy.  The former used the unemployment rate, while the latter 

uses the difference between actual and potential GDP.  We prefer the Mankiw Rule because 

labor market measures are easily observable, whereas potential GDP is not.  We have created 

four variations of the Mankiw Rule using various measures of the labor market.  In the chart 

above, the area highlighted in yellow shows that all the Mankiw variations were suggesting the 

policy rate was too low and the Fed needed to raise rates aggressively.  The financial markets 

feared tighter monetary policy but, as the chart shows, after an initial hike the Yellen Fed paused 

for a year before raising rates again.   

 

Why did this pause occur?  A contributing factor appears to be fragility in the financial markets.   
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This chart shows the 12-week average of the VIX index of S&P 500 volatility and the fed funds 

target.  Note that the VIX rose above 20 with the rate hike in December 2015.  It is possible the 

FOMC worried about triggering broader financial problems by raising rates and thus paused to 

allow financial markets to “calm down” before raising rates further.   

 

In the recent tightening cycle, the Powell Fed raised rates until the VIX broke 20; soon after, the 

Fed lowered rates even though the Mankiw Rules would suggest further tightening was in order.  

The Fed would be loath for the financial markets to conclude there is a “Fed put,” but, given how 

sensitive consumption has become to asset values, avoiding a recession may require guiding 

policy to prevent volatility from rising.   

 

So, if this is what the Fed is doing, what does it mean for equities?  We indexed the S&P 500 to 

early February 2016, when it became clear that Yellen would keep policy on hold, and January 

2019, when Powell signaled at least a pause in tightening.  The idea is that equities should 

benefit if the Fed avoids a “hard landing.” 
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The two periods are generally tracking each other; if this pattern continues, the current S&P 500 

would end up at 3532.56 by late November.  This analysis is clearly not foolproof as one episode 

of a soft landing won’t necessarily generate a repeat performance.  Nevertheless, we are tracking 

relatively closely so further gains in stocks are possible if a recession is avoided.  The trick is 

avoiding recession; accommodative monetary policy is probably a necessary, but not completely 

sufficient, condition for avoiding a downturn.   

   

 

 

   

 
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.  



 

 

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

www.confluenceinvestment.com 

 8 

Data Section 

 

U.S. Equity Markets – (as of 1/10/2019 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 1/10/2019 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 9, 2020 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 1/8/2020 = 20.1x

 
 

Based on our methodology,1 the current P/E is 20.1x up 0.8x from report.  Rising index values 

led to the increase. 

 

 
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, 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. 


