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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: July 23, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is up 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 

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

down 0.2% from the prior close and the Shenzhen Composite unchanged.  U.S. equity index 

futures are signaling a higher open.  With 76 companies having reported, the S&P 500 Q2 

earnings stand at $23.60, lower than the $23.72 forecast for the quarter.  The forecast reflects a 

43.8% decrease from Q2 2019 earnings.  Thus far this quarter, 78.7% of the companies have 

reported earnings above forecast, while 21.3% have reported earnings below forecast.   
 

A new Confluence of Ideas podcast episode is available, titled “The 2020 Election: Part 3.”  This 

is the final episode looking at the 2020 election.  In this episode, we handicap the election based 

on the tools of prediction, polling and decision markets.  We examine the geopolitics of the 

election, focusing on what countries are likely to intervene in our election, their capabilities and 

their goals.  We also touch on what we expect to see in terms of policy if we get a new president 

or if the incumbent wins, and likely market reaction in either scenario. 
 

U.S. equity markets continue to tick higher, buoyed by expectations of continued stimulus.  The 

stronger EUR is lifting European stocks, while Chinese equities fell on U.S./China tensions.  

Relations with China continue to deteriorate; that’s our lead-off story this morning.  We update 

the latest policy news as a plethora of programs are due to end by July 31.  We update the 

pandemic news, recap other foreign developments and wrap up with economic and market news.  

The new Weekly Energy Update is available.  Off to the details:   
 

China news: 

• Yesterday, the U.S. announced it was forcing the closure of a Chinese consulate office in 

Houston.  The Houston fire department was on the scene of what appeared to be a 

massive burning of documents by consulate personnel.  There have been accusations by 

the U.S. of Chinese espionage, especially related to medical information.  The closure of 

the consulate is part of that issue and the burning of documents lends credence to that 

accusation.   

• There are reports that the Chinese consulate in San Francisco may be harboring a Chinese 

military researcher wanted for questioning by the FBI. 

• It is becoming obvious that tensions between Beijing and Washington are escalating.   

The reasons for the increase in tensions will be a topic of an upcoming WGR, but there is 

speculation that the upcoming elections may be a factor.  China hawks within the 
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administration may believe that they need to set the tone of the future relationship 

regardless of who occupies the White House.  Since we tend to view history through the 

viewpoint that trends matter more than personalities, we expect relations with China will 

be fraught regardless of who is president.  The problems are structural, not personal.   

• On that note, the Senate is working on legislation that would give policymakers 

additional tools to prevent the confiscation of intellectual property, which would be a 

lasting change. 

• Rules requiring supply chains to certify that imported goods are free of unpaid labor are 

raising worries among U.S. firms.   

• Railroad infrastructure firms are pressing the U.S. for sanctioning tools against Chinese 

firms who are said to have ties to the Chinese military.   

• China is arranging for charter flights to allow its citizens who have expiring visas to exit 

the U.S.   

• The PBOC, seemingly concerned about China’s huge debt levels, indicated it is pausing 

its stimulus.   

• We continue to monitor heavy flooding in southern China. 

Policy news:   

• The GOP Senate leadership says it has an agreement with the White House and will 

announce the details later today.  We will be watching to see the size of the next direct 

payment to households.  We do note there is growing opposition to additional spending 

among GOP budget hawks; although we doubt their opposition will be enough to derail 

the bill, it could mean the GOP leadership will more closely track Democratic proposals 

to ensure passage.   

• The Fed is deliberating additional stimulus before its July 28-29 meeting.  In the 

background, the Fed continues to debate structural policy changes that would adjust how 

the central bank reacts to inflation.  In the aftermath of Paul Volcker, the Fed has tended 

to try to preempt inflation.  The trauma of the high interest rate years led a generation of 

officials to try at all costs to prevent rising inflation expectations.  The policy worked so 

well that they now find themselves in the position of feeling the need to signal that they 

will not act preemptively to prevent a rise in price levels.  To some extent, future policy 

decisions will depend on this structural policy change. 

o In related news, it does appear that Chris Waller and Judy Shelton will be 

confirmed by the Senate for the last two open positions on the FOMC.  Waller 

will be a traditional dove, but Shelton appears to be more sensitive to politics.  It 

may turn out that she doesn’t act as she has been portrayed, but, for now, we are 

assuming she will be dovish with a GOP president and hawkish with a 

Democratic president.  However, if we are correct in our assessment, the impact 

of her dissents will likely be small. 

COVID-19:  The number of reported cases is 15,255,093 with 606,206 deaths and 8,670,684 

recoveries.  In the U.S., there are 3,971,343 confirmed cases with 143,193 deaths and 1,210,849 

recoveries.  For those who like to keep score at home, the FT has created a an interactive chart 

https://www.ft.com/content/c6c7d33c-1290-45f0-946c-4bfd4c818758?emailId=5f17b66ba4d4ce0004e25d49&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c6c7d33c-1290-45f0-946c-4bfd4c818758?emailId=5f17b66ba4d4ce0004e25d49&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/blacklisting-of-chinese-firms-rattles-american-supply-chains-11595343494?st=1gu4yvznco8mwv3
https://www.ft.com/content/8af6e15b-acf1-46de-9098-440f9ef3f137?emailId=5f1818b52e223b0004226f26&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.reuters.com/article/us-usa-china-crrc-sanctions/rail-lobbyists-seek-tough-u-s-sanctions-for-chinas-crrc-idUSKCN24N2H3
https://www.reuters.com/article/us-usa-china-crrc-sanctions/rail-lobbyists-seek-tough-u-s-sanctions-for-chinas-crrc-idUSKCN24N2H3
https://www.caixinglobal.com/2020-07-22/china-announces-new-round-of-charter-flights-to-bring-students-home-from-us-101583133.html
https://www.reuters.com/article/us-china-economy-policy/china-central-bank-to-pause-easing-as-economy-recovers-wary-of-over-stimulus-sources-idUSKCN24N0RH
https://www.reuters.com/article/us-china-economy-policy/china-central-bank-to-pause-easing-as-economy-recovers-wary-of-over-stimulus-sources-idUSKCN24N0RH
https://www.wsj.com/articles/worst-flooding-in-decades-raises-concerns-over-chinas-three-gorges-dam-11595337875?st=c39p8hxeogmpzge
https://www.wsj.com/articles/senate-republicans-discuss-short-term-extension-of-jobless-aid-11595439589?st=obirjbgxadrvl9b
https://www.wsj.com/articles/will-americans-get-a-second-stimulus-check-due-to-covid-19-11593785685?st=1a1gzsvfg7lzigk
https://www.wsj.com/articles/will-americans-get-a-second-stimulus-check-due-to-covid-19-11593785685?st=1a1gzsvfg7lzigk
https://www.ft.com/content/00c8d005-df50-4a08-8f14-b6b974a2e4ea?emailId=5f1903d919d2f30004dd544d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/00c8d005-df50-4a08-8f14-b6b974a2e4ea?emailId=5f1903d919d2f30004dd544d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/fed-deliberates-how-and-when-to-roll-out-more-economic-support-11595410201?st=d0d4puj2y655ai3
https://www.nytimes.com/2020/07/23/world/coronavirus-covid-19.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
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that allows one to compare cases across nations using similar scaling metrics.  Axios has updated 

its state infection map; the pace of infections appears to have leveled off. 
 

Virology:   

• Pfizer (38.56, +1.87) and the privately held German firm CureVac have received a $2.0 

billion contract from the U.S. government for 100 million doses of their vaccine for 

December. 

• U.S. testing firms warn they will struggle to meet the demand for COVID-19 testing 

along with their other testing demands.   

• One interesting development to watch is the pace of influenza in the southern 

hemisphere.  It’s winter there in the midst of flu season, but, so far, influenza infections 

are lower than normal.  It appears that prophylactic measures to prevent the spread of 

COVID-19 have also worked to reduce the spread of the flu.  There have been worries 

that the combination of COVID-19 and the usual influenza season this fall and winter 

would overburden U.S. hospitals.  That may not be the case.   

• In the news surrounding vaccine testing, the focus tends to be on antibody production.  

That is the first reaction the human body has to the introduction of the virus or a vaccine.  

Reports have indicated that antibodies have dwindled rather quickly, raising worries that 

a vaccine may only offer limited benefits to COVID-19.  However, there are other 

elements of disease resistance that tend to be more durable but take longer to emerge.  

Specifically, the body creates T cells and B cells that also counteract diseases, but these 

often don’t emerge for several months after infection.  Unfortunately, we won’t be able to 

determine whether the proposed vaccines generate these secondary effects, but lasting 

immunity could develop if they do.   

o If this is the case, what about reports of people getting infected a second time?   

Researchers are finding evidence that these apparent reinfections were much more 

likely to be the first infection that was long-lasting.  In other words, a person was 

sick, seemingly got better, but wasn’t fully recovered and thus suffered a relapse.  

If this is true, it increases the likelihood that lasting immunity does occur.   

Foreign news: 

• EU negotiators are warning the U.K. that time is dwindling to make a trade deal.  We still 

expect the two sides will come to an agreement but would not be surprised if the 

agreement isn’t complete until the last minute. 

• Meanwhile, the U.K. is also trying to secure a trade agreement with the U.S.  American 

negotiators are warning Westminster that the British digital tax puts the talks at risk.  The 

U.S. is taking a strong anti-digital tax position, viewing it as a tactic to raise revenue and 

shift the incidence of the tax to foreign firms.   

• European trade negotiators are working on creating legislation that will give them power 

to levy trade sanctions similar to America’s Section 301.  

Market and Economy news: 

• The WSJ does a recap of the new Eurobond and its potential to boost European economic 

growth.   

https://www.axios.com/coronavirus-infections-spread-florida-california-texas-94aacba0-7351-42ec-b1f1-74d6dd3ef5c6.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-infections-spread-florida-california-texas-94aacba0-7351-42ec-b1f1-74d6dd3ef5c6.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://nyti.ms/2OOem6k
https://nyti.ms/2OOem6k
https://nyti.ms/2OOem6k
https://www.ft.com/content/4c9b4ae0-0559-4fe2-8806-53c6a8e3ab3a
https://www.wsj.com/articles/covid-19-measures-have-all-but-wiped-out-the-flu-in-the-southern-hemisphere-11595440682?st=tu8yrv7js35p7he
https://www.wsj.com/articles/covid-19-measures-have-all-but-wiped-out-the-flu-in-the-southern-hemisphere-11595440682?st=tu8yrv7js35p7he
https://www.theatlantic.com/ideas/archive/2020/07/could-covid-19-immunity-really-disappear-months/614377/
https://www.theatlantic.com/ideas/archive/2020/07/could-covid-19-immunity-really-disappear-months/614377/
https://nyti.ms/2BloYGM
https://nyti.ms/2BloYGM
https://www.ft.com/content/272974a2-1d25-4a1a-aab4-b4bcfe2bbc3a?emailId=5f1903d919d2f30004dd544d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a20bf740-c310-4a90-9dd8-81369cfb1bdc?emailId=5f1903d919d2f30004dd544d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.europarl.europa.eu/news/en/press-room/20200703IPR82626/trade-meps-strengthen-deterrent-effect-of-eu-countermeasures-in-trade-disputes
https://www.wsj.com/articles/europe-could-soon-have-fiscal-firepower-of-the-u-s-11595429354?st=dklau1y5ndj4apb
https://www.wsj.com/articles/europe-could-soon-have-fiscal-firepower-of-the-u-s-11595429354?st=dklau1y5ndj4apb
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o Related to the European fiscal package, the dollar has been weakening on 

expectations that the EUR will now be a more powerful alternative for reserve 

purposes.  Dollar weakness and falling interest rates have given a boost to 

precious metals.   

• As the stimulus pipeline begins to dry up, small businesses are worried that decreased 

spending will force them to reduce workers or completely close.  The next round of 

stimulus or the Fed could offset these concerns.   

U.S. Economic Releases  
 

For the week ending July 18, initial claims came in at 1.416MM, above expectations of 

1.300MM.  The prior week’s report was revised upward from 1.300MM to 1.307MM. 
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The chart above shows the four-week moving average.  The moving average fell from 1.376MM 

to 1.360MM. 
 

Despite the drop in the four-week moving average in initial claims for the country, several states 

in the southeastern and western regions saw an increase in their respective moving averages. 
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https://www.wsj.com/articles/tumbling-dollar-unleashes-precious-metals-rally-11595426974?st=70u6rfat60guolk
https://www.wsj.com/articles/tumbling-dollar-unleashes-precious-metals-rally-11595426974?st=70u6rfat60guolk
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The chart above shows the four-week moving average.  The rise in initial claims was primarily 

from states that saw an uptick in COVID-19 cases, like Florida, California, Georgia and Texas. 
 

On a positive note, there was a drop in continuing claims for the week ending July 11, suggesting 

that people have been able to find work.  Continuing claims fell from 17.338MM to 16.197MM, 

well below expectations of 17.100MM. 
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The chart above shows the four-week moving average by region.  Unlike the initial claims data, 

continuing claims appear to be falling throughout the country. 
 

The table below lists the other economic releases scheduled for today. 
 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Economic Expectations m/m Jul 38.1 **

9:45 Bloomberg Consumer Comfort m/m 18-Jul 44.3 **

10:00 Leading Index m/m Jun 2.1% 2.8% **

11:00 Kansas City Fed Manf. Activity m/m Jun 5 1 **

Economic Releases

 
 

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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Swift Global Payments m/m Jun 1.76% 1.79% ** Equity and bond neutral

Australia NAB Business Confidence q/q 2Q -15 -11 ** Equity and bond neutral

Europe

Germany GfK Consumer Confidence m/m Aug -0.3 -9.6 -4.5 ** Equity and bond neutral

France Business Confidence m/m Jul 85.0 78.0 86.0 ** Equity and bond neutral

Manufacturing Confidence m/m Jul 82.0 77.0 84.0 ** Equity and bond neutral

Production Outlook Indicator m/m Jul -3.0 -15.0 -5.0 ** Equity and bond neutral

Own-Company Production Outlook m/m Jul 24.0 19.0 ** Equity bullish, bond bearish

Business Survey Overall Demand m/m Jul -45.0 -17.0 ** Equity bullish, bond bearish

CBI Trends Total Orders m/m Jul -46.0 -58.0 -38.0 ** Equity and bond neutral

CBI Trends Selling Prices m/m Jul 4.0 -10.0 ** Equity and bond neutral

CBI Business Optimism m/m Jul -1.0 -87.0 ** Equity and bond neutral

AMERICAS

Mexico Bi-Weekly CPI w/w 15-Jul 0.36% 0.47% 0.33% *** Equity bearish, bond bullish

Canada CPI y/y Jun 0.7% -0.4% 0.2% *** Equity bearish, bond bullish  
 

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) 26 26 0 Down

3-mo T-bill yield (bps) 11 12 -1 Neutral

TED spread (bps) 15 14 1 Up

U.S. Libor/OIS spread (bps) 7 8 -1 Up

10-yr T-note (%) 0.59 0.60 -0.01 Neutral

Euribor/OIS spread (bps) -45 -45 0 Neutral

EUR/USD 3-mo swap (bps) 6 6 0 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Flat Up

pound Down Down

franc Up 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 $44.77 $44.29 1.08%

WTI $42.34 $41.90 1.05%

Natural Gas $1.69 $1.68 0.36%

Crack Spread $11.46 $11.43 0.20%

12-mo strip crack $11.04 $11.06 -0.22%

Ethanol rack $1.50 $1.49 0.36%

Gold $1,883.06 $1,871.41 0.62%

Silver $22.86 $23.00 -0.58%

Copper contract $293.95 $292.45 0.51%

Corn contract 334.25$       334.75$       -0.15%

Wheat contract 535.00$       534.50$       0.09%

Soybeans contract 898.75$       895.50$       0.36%

Baltic Dry Freight 1473 1594 -121

Actual Expected Difference

Crude (mb) 4.9 -0.8 5.6

Gasoline (mb) -1.8 -1.5 -0.3

Distillates (mb) 1.1 0.8 0.3

Refinery run rates (%) -0.74% 0.50% -1.24%

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, 

with cooler temps in the Midwest and Texas.  Wet conditions are expected throughout the South 

and Midwest regions.  In the Gulf of Mexico, cyclone formation has strengthened into a 

depression and is expected to bring tropical-storm-force winds to portions of the Texas coast. 

 



 

 

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

www.confluenceinvestment.com 

 8 

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. 
 

July 17, 2020 
 

One of the burning issues about the current path of policy is its inflationary impact.  In other 

words, will the massive increase in fiscal spending and the Fed’s balance sheet lead to higher 

price levels?  To discuss this issue, we return to the equation of exchange: 
 

M x V = P x Q 
 

The money supply times velocity is equal to the price level times goods and services produced.  

This equation is an identity; simply put, it will always be true.  But, the direction of causality of 

the variables comes from theory.  Classical economists and their philosophic progeny, 

monetarists, argued that V and Q were fixed, so changes in price levels were due to changes in 

money supply.  Keynesians and their most recent variation, modern monetary theorists, argue 

that Q can be below its capacity and V is variable, so increases in M may not necessarily lead to 

higher price levels but could result in a decline in V or a rise in Q.  Essentially, the Keynesians 

and their modern versions argue that if Q is below capacity, increasing M can boost the economy 

without triggering inflation. 

 

The problem with both of the major theories is that there is a psychological element to the 

equation that tends to be downplayed.  The problem for the Classical construct is that even at full 

employment (Q) rising M might simply lead to falling V.  Complacency about future inflation or 

fears about the future growth path of the economy might lead households and businesses to 

simply hold larger cash balances.  Confounding the Keynesians is the potential outcome where P 

rises even with Q below capacity when M is increased if economic actors fear future inflation.  

In fact, higher price levels can result even without a rise in M if V rises.  The most extreme case 

of this condition is hyperinflation, where V rises rapidly as households and businesses rush to 

convert cash to real goods that will hold their value. 

 

Therefore, determining if there is an inflation problem from current policy is tricky because there 

is a psychological element that is difficult to estimate.  It is easy to measure money supply, 

output or price levels, but the psychology of velocity is hard to measure and potentially prone to 

sudden shifts.   

 

Reframing the question can simplify this problem.  If a household receives a notable sum of 

money, let’s say, $10,000, what does it do with it?  If the householder fears future price 

increases, it would make sense to use that money to buy inventory.  In other words, they may 

take part of it to buy food, perhaps consumer durables, art, gold, or other items that might hold 

their value.  On the other hand, if there is little fear of future inflation, the household may be 

content to simply hold the cash as savings or place it in other financial assets. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/


 

 

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

www.confluenceinvestment.com 

 9 

One way to answer this question is to compare the money supply to gold prices.  If some money 

supply, say, M2, rises faster than gold, it would suggest that economic actors are not afraid of 

future inflation.  A rising ratio of M2/gold would be a positive signal for financial assets; on the 

other hand, a falling ratio would likely be bearish.  Now, it is possible that a contracting money 

supply could distort the measure.  The monthly change in M2 since 1959 has only been negative 

4.4% of the time.  Over that same time frame, it has never been negative on a yearly change 

basis. 
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Anyone familiar with financial market history can note that equity markets tend to outperform 

when this ratio rises, but equities tend to suffer when the ratio declines.  The ratio captures that 

when the supply of money is rising relative to gold (the proxy for real assets), economic actors 

tend to put this excess liquidity into financial assets.  A declining ratio suggests a preference for 

real assets.   

 

In general, the ratio has been mostly steady for the past four years.  Despite a rally in gold, the 

ratio hasn’t declined.  Put another way, we haven’t seen households and firms show significant 

inflation fears despite a massive increase in liquidity.  Gold prices have been mostly rising with 

M2 but not accelerating faster than the money supply.  And so, in a portfolio, gold has been 

acting as a diversification asset without unduly hampering performance.  As the Fed has boosted 

liquidity, funds have been going into both stocks and gold at a pace where neither has signaled a 

particular bias.  If inflation fears escalate, we would expect this ratio to decline and equity 

markets to show signs of weakness.  But, for now, easy monetary policy is supportive for both 

gold and 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 7/22/2020 close) 
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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 7/22/2020 close) 
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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 

 

July 23, 2020 
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Based on our methodology,1 the current P/E is 28.1x, up 0.6x from last week.  The rise in the 

multiple is due to the continued lift in the index and steady earnings forecasts. 

 

 
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 (Q4 and Q1) and two estimates (Q2 and Q3). 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. 


