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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: June 1, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.7% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 2.2% 

from its prior close.  Chinese markets were higher, with the Shanghai Composite up 2.2% from 

the prior close and the Shenzhen Composite up 3.2%.  U.S. equity index futures are signaling a 

flat open.  With 483 companies having reported, the S&P 500 Q1 earnings stand at $33.60, lower 

than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% decrease from Q1 2019 

earnings.  Thus far this quarter, 65.5% of the companies have reported earnings above forecast, 

while 29.8% have reported earnings below forecast.   

 

Good morning.  It’s Monday and the beginning of another month.  Global equities are mixed this 

morning, although we do note the Hang Seng rallied.  Over the weekend, civil disorder occurred 

around the U.S.  We discuss the latest with China.  The G-7 was cancelled.  As usual, we update 

everything we know about COVID-19.  Let’s get to it… 

 

Civil unrest:  In the wake of the death of George Floyd, protests and violence occurred in 

numerous U.S. cities.  For the most part, financial markets are generally unaffected by these sorts 

of events, mostly because they don’t last long.  That isn’t to say they are not having an effect on 

the economy.  Retailers are being forced to close stores.  We also note the protests are 

undermining America’s credibility in reference to human rights; China is pointing this out with 

reference to Hong Kong.  However, overall, equity markets are not showing much effect. 

 

China:  On Friday, as expected, President Trump unveiled U.S. policy with regard to Hong 

Kong.  Equities rallied, which suggests financial markets were expecting much harsher policy 

actions.  Still, it is unmistakable that relations are deteriorating and are expanding beyond trade.  

At the same time, the EU is making it abundantly clear that it won’t take any steps to jeopardize 

trade relations.  For the first time in three decades, security officials in Hong Kong have banned 

the usual Tiananmen Square Massacre vigil, normally held on June 4.  They have cited pandemic 

issues, but few believe that is the primary concern.  Additionally, Beijing has told its state-run 

commodity firms to “pause” the purchases of U.S. agriculture products.  If this persists, it will 

put doubt into the Phase 1 trade deal. 

 

Foreign news:  After German Chancellor Merkel indicated she would not travel to Camp David 

for the G-7 summit, President Trump decided to postpone the entire affair until autumn.  He has 

indicated he would like to invite Russia, South Korea and Australia to the meeting to discuss 

how the world should deal with China in the future.   
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-6-01-2020-11590986430?shareToken=st39d2a41b4c0f42739aa038e89e79b046
https://www.wsj.com/articles/global-stock-markets-dow-update-6-01-2020-11590986430?shareToken=st39d2a41b4c0f42739aa038e89e79b046
https://markets.ft.com/data/indices/tearsheet/summary?s=HSI:HKG
https://www.nytimes.com/2020/06/01/world/coronavirus-news.html?campaign_id=51&emc=edit_MBE_p_20200601&instance_id=18978&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=29746&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.wsj.com/articles/george-floyd-protests-minneapolis-11590844180?shareToken=st98228b33a0454436934043bc79ef3164
https://www.wsj.com/articles/retailers-and-restaurants-hit-in-george-floyd-protests-adding-to-coronavirus-damage-11590952510?shareToken=st12f61cb675b74b0bac364c46fbc04d6a
https://www.wsj.com/articles/retailers-and-restaurants-hit-in-george-floyd-protests-adding-to-coronavirus-damage-11590952510?shareToken=st12f61cb675b74b0bac364c46fbc04d6a
https://finance.yahoo.com/news/walmart-stores-suffer-damage-from-george-floyd-protests-and-looting-several-hundred-forced-to-close-early-011242738.html
https://finance.yahoo.com/news/george-floyd-protests-looting-lead-target-to-temporarily-close-and-adjust-hours-at-200-stores-185306802.html
https://www.washingtonpost.com/world/asia_pacific/china-trump-hong-kong/2020/05/30/37ad056e-a25a-11ea-9d96-c3f7c755fd6e_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/asia_pacific/china-trump-hong-kong/2020/05/30/37ad056e-a25a-11ea-9d96-c3f7c755fd6e_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/u-s-to-cancel-visas-for-some-chinese-graduate-students-11590744602?shareToken=st7ce04d43844d44939d7fbd4d4ebba826
https://www.wsj.com/articles/u-s-to-cancel-visas-for-some-chinese-graduate-students-11590744602?shareToken=st7ce04d43844d44939d7fbd4d4ebba826
https://www.ft.com/content/6128a919-d3cb-4b18-b7b9-9d02a81c9b22
https://www.ft.com/content/6128a919-d3cb-4b18-b7b9-9d02a81c9b22
https://www.wsj.com/articles/u-s-china-disputes-growing-harder-to-solve-11590963070?shareToken=stf4623fe5ea3a49e88ee13491dbbbe90b
https://www.politico.eu/article/josep-borrell-chinas-move-in-hong-kong-doesnt-endanger-investment-deals-eu-trade-business-national-security/?utm_source=POLITICO.EU&utm_campaign=9d88bc140a-EMAIL_CAMPAIGN_2020_06_01_05_12&utm_medium=email&utm_term=0_10959edeb5-9d88bc140a-190334489
https://www.politico.eu/article/as-australia-clashes-with-china-the-eu-lays-low-pandemic-coronavirus/?utm_source=POLITICO.EU&utm_campaign=9d88bc140a-EMAIL_CAMPAIGN_2020_06_01_05_12&utm_medium=email&utm_term=0_10959edeb5-9d88bc140a-190334489
https://www.politico.eu/article/as-australia-clashes-with-china-the-eu-lays-low-pandemic-coronavirus/?utm_source=POLITICO.EU&utm_campaign=9d88bc140a-EMAIL_CAMPAIGN_2020_06_01_05_12&utm_medium=email&utm_term=0_10959edeb5-9d88bc140a-190334489
https://www.wsj.com/articles/hong-kong-police-ban-tiananmen-massacre-vigil-11591002907?shareToken=st399595457b0c462bbacfbe2f8f5c9268
https://www.wsj.com/articles/hong-kong-police-ban-tiananmen-massacre-vigil-11591002907?shareToken=st399595457b0c462bbacfbe2f8f5c9268
https://leaderpost.com/news/economy/china-said-to-halt-some-u-s-farm-imports-of-soybeans-pork-as-tensions-escalate/wcm/d4559677-9a1c-49d4-8d08-546d3271d260/
https://leaderpost.com/news/economy/china-said-to-halt-some-u-s-farm-imports-of-soybeans-pork-as-tensions-escalate/wcm/d4559677-9a1c-49d4-8d08-546d3271d260/
https://www.washingtonpost.com/world/national-security/merkel-declines-trumps-g-7-invitation-citing-coronavirus-travel-concerns/2020/05/30/3433ddee-a283-11ea-9590-1858a893bd59_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2BfFqbb
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• Kim Jong Un is issuing bonds to cover part of the budget, the first time the Hermit 

Kingdom has issued debt since 2003.  The bond is said to be denominated in foreign 

currency.  It is highly unlikely foreigners will be interested in the bonds; North Korea 

defaulted on bank loans in the 1980s, and these loans have been consolidated into bonds 

which are apparently available.  The current bond issuance appears designed to absorb 

foreign currency holdings of North Korea’s elite, although we would not be completely 

surprised if China or Russia bought nominal amounts of the new bonds.   

COVID-19:  The number of reported cases is 6,193,548 with 372,479 deaths and 2,656,267 

recoveries.  In the U.S., there are 1,790,191 confirmed cases with 104,383 deaths and 444,758 

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

that allows one to compare cases and fatalities between nations, scaled by population.    

• The good news: 

o There is increasing evidence that children may not be vectors of the virus.  In 

nations where schools have reopened, there has not been a notable increase in 

cases.   

o Another mystery of COVID-19 is that high altitude areas appear mostly spared 

from the disease.   

o The U.K. is planning to ease restrictions today.   

• The bad news: 

o Protestors are congregating and showing few signs of social distancing.  This 

behavior may lead to higher cases of the virus.   

o June 1 is the official start of hurricane season, although activity has already begun 

and usually peaks in early September.  States are drawing up plans on how to 

address storms and evacuations under conditions of the pandemic.   

o In India, monkeys are accused of stealing blood samples from a suspected 

COVID-19 victim.   

Policy news:  The next big worry for the financial markets involves state and local governments.  

As revenues crater and virus-related spending soars, cities and states are facing the problem of 

either increasing borrowing or cutting services.  In 2010, local governments cut back spending to 

the point where it more than offset federal spending.  If that is repeated, it increases the threat of 

an economic relapse.  The alternative may be either direct fiscal support from the federal 

government, or expanding Fed buying of municipal debt.   

• The EU’s trade commissioner, Phil Hogan, is considering applying for the WTO leader 

post.   

• As the world deglobalizes and consolidates supply chains, companies are asking for 

government help to source production in the U.S.   

• The Fed is very close to starting its lending program to midsized companies.   

Finance news:  We are paying close attention to the dollar’s recent slide.  There are likely two 

factors behind the weakness.  First, as the world economy recovers, flight-to-safety demand for 

the greenback is likely easing.  Second, the EU’s decision to create a Eurobond for virus 

spending relief could bring more potent competition for the dollar’s reserve role.  We have 

https://nyti.ms/29zM91C
https://nyti.ms/29zM91C
https://www.wsj.com/articles/SB10001424052970204464404577114961074711158?shareToken=stbc67ae0b746e4fc295fbb06505de70d1
https://www.ft.com/content/1f056f11-04c8-4996-b644-0a75740eb07b?emailId=5ed47781330b37000418481f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/1f056f11-04c8-4996-b644-0a75740eb07b?emailId=5ed47781330b37000418481f&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/86c668eb-4a9a-3b77-9905-11954afa3918
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&areasRegional=usny&areasRegional=usnj&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/is-it-safe-to-reopen-schools-these-countries-say-yes-11590928949?shareToken=st4e0be43f2c594c239189742d619f18fd
https://www.wsj.com/articles/is-it-safe-to-reopen-schools-these-countries-say-yes-11590928949?shareToken=st4e0be43f2c594c239189742d619f18fd
https://www.washingtonpost.com/world/the_americas/coronavirus-andes-peru-ecuador-bolivia-tibet-high-altitude/2020/05/31/0b2fbf98-a10d-11ea-be06-af5514ee0385_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/the_americas/coronavirus-andes-peru-ecuador-bolivia-tibet-high-altitude/2020/05/31/0b2fbf98-a10d-11ea-be06-af5514ee0385_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.theguardian.com/world/2020/may/29/uk-lockdown-rules-what-are-the-key-changes
https://www.wsj.com/articles/protests-over-death-of-george-floyd-threaten-a-jump-in-coronavirus-cases-11590967384?shareToken=stf73ba8b2a4404e4a9b92fa63d42634b3
https://www.wsj.com/articles/protests-over-death-of-george-floyd-threaten-a-jump-in-coronavirus-cases-11590967384?shareToken=stf73ba8b2a4404e4a9b92fa63d42634b3
https://www.politico.com/news/2020/06/01/pandemic-coronavirus-hurricane-season-291643?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://uk.reuters.com/article/uk-health-coronavirus-india-monkey-idUKKBN2351W5?mod=djem10point
https://www.wsj.com/articles/cities-next-coronavirus-dilemma-cut-essential-services-or-take-on-more-debt-11590937200?shareToken=st39fa771a692e46838ac30e38c1645441
https://www.wsj.com/articles/cities-next-coronavirus-dilemma-cut-essential-services-or-take-on-more-debt-11590937200?shareToken=st39fa771a692e46838ac30e38c1645441
https://www.politico.com/news/magazine/2020/06/01/coronavirus-state-bailout-budget-jobs-economy-impact-287704?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/magazine/2020/06/01/coronavirus-state-bailout-budget-jobs-economy-impact-287704?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.irishtimes.com/news/politics/phil-hogan-exploring-idea-of-wto-director-general-role-1.4266073
https://www.irishtimes.com/news/politics/phil-hogan-exploring-idea-of-wto-director-general-role-1.4266073
https://www.wsj.com/articles/protectionism-spreads-globally-with-the-new-coronavirus-11590779442?shareToken=sted0aaadab8d54af0bf50a3fc84c1450d
https://www.wsj.com/articles/semiconductor-industry-to-lobby-for-billions-to-boost-u-s-manufacturing-11590919201?shareToken=st5d578bb0b51b4a53b24d80f3ee1d2c3b
https://www.wsj.com/articles/semiconductor-industry-to-lobby-for-billions-to-boost-u-s-manufacturing-11590919201?shareToken=st5d578bb0b51b4a53b24d80f3ee1d2c3b
https://www.politico.com/news/2020/05/29/federal-reserve-emergency-lending-coronavirus-289193
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serious doubts that the northern European nations will allow this decision to evolve into a 

general spending Eurobond, but the hope has lifted sentiment toward the EUR. 

 

Economy news:  As we have noted in the WEU, gasoline consumption does appear to be 

recovering.  GPS requests are rising as well.  An increase in driving activity bodes well for 

economic recovery. 

• As noted below, global PMI data is showing signs of improvement from a deep trough.  

However, China’s PMI data, although in expansion mode, is showing few signs of 

acceleration.   

• It does appear that meat processing has recovered; however, in a pattern often seen, meat 

prices will likely remain elevated for a few weeks as grocers take advantage of improving 

margins.   

U.S. Economic Releases 
 

There were no Fed events prior to the publication of this report.  The table below lists the 

economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m May 40.0 39.8 ***

10:00 Construction Spending m/m Apr -6.0% 0.9% ***

10:00 ISM Manufacturing m/m May 43.8 41.5 ***

10:00 ISM Prices Paid m/m May 27.1 **

10:00 ISM New Orders m/m May 42.0 35.3 **

10:00 ISM Employment m/m May 27.5 **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

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. 
 

https://www.wsj.com/articles/drivers-take-advantage-of-low-gas-prices-as-states-reopen-11591003803?shareToken=ste2a62967f206429092dcd1665c2b491a
https://www.wsj.com/articles/drivers-take-advantage-of-low-gas-prices-as-states-reopen-11591003803?shareToken=ste2a62967f206429092dcd1665c2b491a
https://www.wsj.com/articles/chinas-barely-begun-economic-recovery-shows-signs-of-stalling-11590989703?shareToken=st1ba7554602304143ac334199568c7cef
https://www.wsj.com/articles/meat-plants-reopen-but-burgers-stay-pricey-11590933601?shareToken=st3f9b1a7a2cab404cb72d675f213dcb37
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Caixin China PMI Mfg m/m May 50.7 49.4 49.6 ** Equity bullish, bond bearish

Japan Loans & Discounts Corp y/y Apr 5.1% 2.2% ** Equity bullish, bond bearish

Capital Spending y/y 1Q 4.3% -3.5% -5.0% ** Equity bullish, bond bearish

Capital Spending Ex Software y/y 1Q 3.5% -5.0% -5.5% ** Equity bullish, bond bearish

Company Profits y/y 1Q -32.0% -4.6% ** Equity and bond neutral

Company Sales y/y 1Q -3.5% -6.4% ** Equity and bond neutral

Jibun Bank Japan PMI Mfg y/y May 38.4 38.4 ** Equity and bond neutral

India Fiscal Deficit INR Crore m/m Apr 279512 -100850 * Equity and bond neutral

Australia AiG Perf of Mfg Index m/m May 41.6 35.8 ** Equity and bond neutral

CBA Australia PMI Mfg m/m May 44.0 42.8 ** Equity and bond neutral

CoreLogic House Px m/m May -0.5% 0.2% ** Equity and bond neutral

Melbourne Institute Inflation m/m May -1.2% -0.1% ** Equity and bond neutral

Europe

Eurozone Markit Eurozone Manufacturing PMI m/m May 39.4 39.5 39.5 ** Equity and bond neutral

France Markit France Manufacturing PMI m/m May 40.6 40.3 40.3 ** Equity and bond neutral

Germany Markit/BME Germany Manufacturing PMI m/m May 36.6 36.8 36.8 ** Equity and bond neutral

Italy Markit Italy Manufacturing PMI m/m May 45.4 31.1 36.8 ** Equity bullish, bond bearish

UK Markit UK Manufacturing PMI m/m May 40.7 40.6 40.8 ** Equity and bond neutral

Russia Markit Russia Manufacturing PMI m/m May 36.2 31.3 37.5 ** Equity and bond neutral

AMERICAS

Mexico Net Outstanding Loans m/m Apr 5.070 Tril 5.011 Tril ** Equity and bond neutral

Budget Balance YTD m/m Apr -73.900 bil 26.000 bil ** Equity bearish, bond bullish

Canada Quarterly GDP Annualized q/q 1Q -8.2% 0.3% -10.0% *** Equity and bond neutral

Industrial Product Price m/m Apr -2.3% -0.9% -2.0% ** Equity and bond neutral

Raw Material Price Index m/m Apr -13.4% -15.6% ** 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) 34 35 -1 Down

3-mo T-bill yield (bps) 13 14 -1 Neutral

TED spread (bps) 21 21 0 Up

U.S. Libor/OIS spread (bps) 5 5 0 Up

10-yr T-note (%) 0.66 0.65 0.01 Neutral

Euribor/OIS spread (bps) -31 -29 -2 Neutral

EUR/USD 3-mo swap (bps) 10 11 -1 Down

Currencies Direction

dollar Down Neutral

euro Flat Up

yen Up Up

pound Up Down

franc Flat 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 $37.97 $37.84 0.34%

WTI $35.31 $35.49 -0.51%

Natural Gas $1.77 $1.85 -4.49%

Crack Spread $9.47 $9.18 3.17%

12-mo strip crack $9.66 $9.50 1.68%

Ethanol rack $1.34 $1.34 -0.13%

Gold $1,734.18 $1,730.27 0.23%

Silver $18.14 $17.87 1.55%

Copper contract $243.65 $242.55 0.45%

Corn contract 325.50$       325.75$       -0.08%

Wheat contract 517.50$       520.75$       -0.62%

Soybeans contract 840.75$       840.75$       0.00%

Baltic Dry Freight 504 489 15

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with cool conditions on the East Coast and in the north Pacific region.  Precipitation is expected 

in most of the western region, with dry conditions expected for the rest of the country.  There is 

some cyclone formation that has already reached the Yucatan Peninsula; however, it is expected 

to move away from the Gulf of Mexico.
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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. 
 

May 29, 2020 
 

The recent strong rally in equities has befuddled investors—how can equities rally with such 

vigor when the economy is historically weak?  We suspect there are two reasons for this 

recovery: 
 

1.  Although the drop in economic activity is deep, it will likely be short. 

2. Supportive monetary policy is a powerful elixir for equities. 

Equity markets are forward-looking; investors put their money to work on expectations of future 

economic conditions and earnings, not based on what is occurring today.  The current downturn 

is historic.  The decline in the economy has been very fast and deep, but it will likely be short.  In 

fact, the recovery should begin by midsummer at the latest.  We use these words to mean 

something specific.   
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STYLIZED CYCLESTYLIZED CYCLE

 
 

This chart shows a stylized path of the business cycle.  Orange represents expansion, when the 

economy is making new peaks in an indicator.  This can be GDP, industrial production, 

coincident indicators, etc.  Blue is recession and is measured from peak to trough.  Green is 

recovery, which lasts from trough until a new peak occurs.  Finally, once a new peak is made, a 

new expansion is underway. 
 

We expect this recession to end quickly because the trough will probably occur in Q2.  However, 

the recovery will be long and likely dictated by the path of the virus.  We currently estimate the 

new expansion will start in H2 2021.   

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Peak to high to high to Low after Low to Low to

recession low % low months Recession recovery recovery %

1948 5 -11.3% 12 7 5 8.5%

1953 6 -12.3% 8 2 9 23.5%

1957 1 -19.6% 5 4 5 11.4%

1960 9 -6.8% 15 6 5 19.1%

1969 13 -16.2% 18 5 7 24.9%

1973 11 -48.0% 22 11 7 35.0%

1980 4 -9.6% 7 3 4 22.9%

1981 8 -26.2% 20 12 5 34.6%

1990 0 -18.3% 3 3 7 26.8%

2001 7 -36.5% 13 6 3 16.3%

2007 2 -56.2% 16 14 5 28.6%

2020 1 -24.0% 1 1

mean: all 6 -23.7% 12 6 6 22.9%

mean: deep 7 -43.5% 19 12 6 32.8%

mean:  normal 6 -16.3% 10 5 6 19.2%  
(Data source: Haver Analytics) 

 

This table shows the declines in the S&P 500 for the postwar recessions.  On average, equities 

tend to peak about six months before the onset of the economic downturn, while the low occurs 

about six months after the peak in economic activity.  From the market low to recovery, the S&P 

500 usually rebounds by about 20%.  But, notice from deep recessions that the rebound from the 

low is about 33%.  The rebound we have witnessed thus far is in line with a deep downturn, but 

it appears unusual due to the compressed nature of the current recession.   
 

Also noted above are the aggressive actions taken by the FOMC.  Below is a chart that will be 

familiar to regular readers. 
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From early 2009 until November 2016, the path of the S&P 500 closely matched the Fed’s 

balance sheet.  There was always concern that the relation was a spurious correlation, and the 

behavior from December 2016 into August 2019 suggested it was.  However, it is important to 

note that equities were buoyed by expectations of a massive corporate tax cut.  Taking the 
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balance sheet and incorporating the tax cut gives us a model that offers some insight into the 

impact of current monetary policy. 
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Fair value is derived from smoothing the higher marginal rate of the corporate tax and the 

balance sheet.  Adding the impact of the tax cut accounts for some of the rally in equities.  The 

sharp rise in the fair value in recent months reflects the massive expansion of the balance sheet. 
 

This is not our forecast for the S&P 500, but it does offer some insight into how powerful the 

Fed’s actions have been.  We doubt the equity index will track this model due to the level of 

uncertainty surrounding the path of the economy.  Nevertheless, a projected short, sharp 

downturn coupled with the most rapid increase in the balance sheet since WWII have created 

strong support for equities that will likely prevent significant corrections, barring a major policy 

error or an unexpected negative turn in the toxicity of the virus.   

 

 

 
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 5/29/2020 close)  
 

-40.0% -20.0% 0.0% 20.0%

Energy
Financials

Industrials
Real Estate

Materials
Utilities

Consumer Staples
S&P 500

Consumer Discretionary
Communication Services

Healthcare
Technology

YTD Total Return

-2.0% -1.0% 0.0% 1.0% 2.0%

Financials

Real Estate

Industrials

Energy

Materials

Consumer Staples

Consumer Discretionary

S&P 500

Communication Services

Utilities

Healthcare

Technology

Prior Trading Day Total Return

(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 5/29/2020 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 

 

May 28, 2020 
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Based on our methodology,1 the current P/E is 23.1x, up 0.2x from last week.  Rising index 

values caused the rise in the multiple. 

 

 
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 three actual quarters (Q3, Q4 and Q1) and one estimate (Q2). 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. 


