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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: March 9, 2020—9:30 AM EST] Global equity markets are lower this morning.  The 

EuroStoxx 50 is currently down 6.8% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 3.5%.  Chinese markets were lower, with the Shanghai Composite down 3.0% and 

the Shenzhen Composite down 3.8%.  U.S. equity index futures are signaling a lower open.  

With 491 companies having reported, the S&P 500 Q4 earnings stand at $42.00, higher than the 

$40.59 forecast for the quarter.  The forecast reflects a 2.0% decrease from Q4 2018 earnings.  

Thus far this quarter, 70.9% of the companies have reported earnings above forecast, while 

21.2% have reported earnings below forecast.   
 

Global equities suffered a deep slide overnight; equity futures fell to limit down levels, so we are 

not sure how far they will decline on the open.  The 30-year Treasury yield broke 1% and the 10-

year T-note has fallen below 50 bps.  The JPY is appreciating.  Oil prices fell over 20% as it 

looks like we are in the midst of the market share war.  At the same time, there is evidence to 

suggest some of this event may be about a shake up in the Saudi Royal family.  We update 

COVID-19.  Lots to cover; let’s get at it.  Here are the details: 
 

COVID-19:  The number of reported global infections is now 111,354, with 3,892 fatalities and 

62,373 recoveries.  Although the raw data suggests some optimism—the growth rate of 

infections is slowing, while the recovery rate is rising—that news is being lost amid rising fear 

and government missteps.  Governments around the world are moving to contain and cope with 

the virus. 
 

• In Europe, Italy has moved to lock down its northern provinces, while France has banned 

gatherings of more than 1,000 people.  Germany is considering the same.  Helpfully, the 

French health ministry has warned that cocaine does not protect against the virus.  The 

quarantine in Italy affects 16 million people, which is the most economically vibrant part 

of the country.  We would expect ripple effects for the rest of Europe from the virus. 

• In the U.S., the administration is considering further fiscal measures.  As we have been 

noting recently, we remain surprised that the White House hasn’t moved to aggressively 

stimulate; the chances of inflation are nil, and this is an election year.  The desire to avoid 

panic is understandable, but there is little doubt that upcoming economic data is going to 

show weakness.  There is little point in waiting to act until after the numbers turn lower.  

Our case for recovery is based on a strong fiscal response; if it fails to develop, the odds 

of recession are higher than we currently expect.  What would we expect to see?  

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.ft.com/content/804d6c82-61aa-11ea-a6cd-df28cc3c6a68
https://www.wsj.com/articles/market-turmoil-cascades-through-currencies-11583739387?shareToken=ste3d86a627c544e2391a24850c5881e53
https://www.wsj.com/articles/asian-stock-markets-in-early-monday-sell-off-after-saudi-arabias-decision-to-cut-most-of-its-oil-prices-11583713399?shareToken=st07125cd8e4be42debfe69002397f4aa2
https://www.nytimes.com/2020/03/09/world/coronavirus-news.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200309&section=topNews&campaign_id=51&instance_id=16595&segment_id=22006&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/f3db4bfe-ed33-3300-80ea-c0fdfd2dc7e7
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://www.wsj.com/articles/new-coronavirus-cases-drop-in-china-as-italy-imposes-quarantine-11583662342?shareToken=stb24af8aa7b1b489e9f3aa4e73add4862
https://www.politico.eu/article/rome-locks-down-northern-italy-as-coronavirus-cases-surge/?utm_source=POLITICO.EU&utm_campaign=27e6430500-EMAIL_CAMPAIGN_2020_03_09_05_51&utm_medium=email&utm_term=0_10959edeb5-27e6430500-190334489
https://www.politico.eu/article/rome-locks-down-northern-italy-as-coronavirus-cases-surge/?utm_source=POLITICO.EU&utm_campaign=27e6430500-EMAIL_CAMPAIGN_2020_03_09_05_51&utm_medium=email&utm_term=0_10959edeb5-27e6430500-190334489
https://www.politico.eu/article/rome-locks-down-northern-italy-as-coronavirus-cases-surge/?utm_source=POLITICO.EU&utm_campaign=27e6430500-EMAIL_CAMPAIGN_2020_03_09_05_51&utm_medium=email&utm_term=0_10959edeb5-27e6430500-190334489
file://///cim.local/cim-share/share/Marketing/BOG%20Commentaries/temp%20files/politico.eu/article/german-minister-calls-for-ban-on-events-with-over-1000-people-as-coronavirus-cases-rise/?utm_source=POLITICO.EU&utm_campaign=27e6430500-EMAIL_CAMPAIGN_2020_03_09_05_51&utm_medium=email&utm_term=0_10959edeb5-27e6430500-190334489
https://twitter.com/MinSoliSante/status/1236626510703968257?utm_source=POLITICO.EU&utm_campaign=27e6430500-EMAIL_CAMPAIGN_2020_03_09_05_51&utm_medium=email&utm_term=0_10959edeb5-27e6430500-190334489
https://www.washingtonpost.com/world/europe/italy-coronavirus-lockdown-giuseppe-conte/2020/03/08/4f72b0da-60fc-11ea-ac50-18701e14e06d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/38sdrQp
https://www.wsj.com/articles/europe-braces-for-economic-impact-of-italys-lockdown-11583698806?shareToken=st682a2a16311b40158bb20694f1fc0b69
https://www.washingtonpost.com/business/2020/03/08/with-global-economy-balance-white-house-fed-are-odds-over-how-help/
https://www.ft.com/content/61c48180-5fd2-11ea-b0ab-339c2307bcd4?shareType=nongift
https://www.politico.com/news/2020/03/06/trump-coronavirus-economy-122757
https://www.politico.com/news/2020/03/06/trump-coronavirus-economy-122757
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Extended and increased unemployment insurance, loan subsidies for small businesses 

and, perhaps, a payroll tax holiday. 

• Meanwhile, reports of infections in the U.S. continue to rise and spread.  Seattle has been 

hard hit, but 35 states have now reported cases.  As we have noted, COVID-19 is 

especially risky for the elderly.  With Congress full of old men and women, fear is rising 

on Capitol Hill.  We are in the early stages of U.S. corporate reaction to the virus; look 

for an increasing number of workers toiling remotely in the coming weeks.   

• In the rest of the world, Iran is making a hash of its response, threatening the rest of the 

region.  We are seeing the aftereffect in China; its combined trade data for January and 

February reported a drop of 17% in exports as supply chains were disrupted by the 

widespread lockdown.  Japan’s Q4 GDP was revised lower, down 7.1% on an annualized 

basis.  Reports suggesting a further retreat in globalization continue as foreign investment 

is set to decline.  The effects on various markets continue as well; besides oil, which we 

cover below, we are seeing a glut of metals develop on world markets.   

Ok, so where are we now?  If we think back to where all this started, in China, we started 

tracking the virus in the second week of January.  By late February, we were starting to see signs 

that the infection rate was slowing.  Currently, China is starting to show signs of recovery, 

although the rise is rather sluggish.  In comparison to China, the U.S. is about three weeks into 

this cycle.  The next three weeks will be rough; meeting cancelations will grow, travel will 

plummet and economic activity will slow.  But, by early to mid-April, we should start to see a 

slowdown in infections and some indication that the worst of this virus is behind us.  Due to 

reporting lags, the economic data will be lousy into June, which will still be reporting data from 

April and May.  Again, policymakers can help here; moving aggressively to funnel money into 

households remains the best way to support the economy and avoid an official recession.  If 

policymakers remain timid, the drop in growth will be deeper and the recovery slower.  We don’t 

expect a timid response, although at this point that position is more based on faith than evidence.  
 

OPEC:  In a surprising development, the Russians refused to participate in OPEC production 

cuts, citing opposition to losing market share to U.S. shale producers.  Perhaps Russia expected 

the Saudis to maintain production cuts to prevent a sharp decline in prices.  If so, that assumption 

was in error.  The Saudis announced sharp price cuts and production increases.  Why is Saudi 

Arabia “going to the mattresses” over Russia’s action?   
 

Most of the time, the Saudis opt for a moderate oil price policy, which is a price high enough to 

bring ample revenue but not so high that it destroys demand.  But, if it faces the loss of market 

share to a key customer, it has, in the past, flooded the market with oil to drive down the price 

and force its competitor in this key market to surrender.  In 1986 and 1999, the Saudis were 

losing market share in the U.S.  At the time, the Kingdom of Saudi Arabia (KSA) was worried 

that if its share fell permanently, the U.S. might not be interested in its defense.  So, in 1986 and 

1999, it drove prices to around $10 per barrel until other oil producers agreed to production 

cutbacks.  Once peace emerged, prices recovered.   

 

https://www.seattletimes.com/seattle-news/health/mourning-losses-and-unsure-of-whats-to-come-seattle-area-watches-warily-as-coronavirus-spreads/
https://www.wsj.com/articles/europe-braces-for-economic-impact-of-italys-lockdown-11583698806?shareToken=st682a2a16311b40158bb20694f1fc0b69
https://www.nbcnews.com/politics/congress/anxiety-aging-congress-spreads-along-coronavirus-n1152851
https://www.wsj.com/articles/corporate-america-races-respond-crisis-that-upends-work-11583604174?shareToken=st1552344fbfe04c6abfceb811f98415a6
https://www.washingtonpost.com/opinions/2020/03/07/irans-response-coronavirus-is-just-making-everything-worse/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/248396a6-5f89-11ea-b0ab-339c2307bcd4?emailId=5e65bd7382d8fe00048b0eeb&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-japan-economy-gdp/japans-economy-shrinks-faster-than-estimated-in-fourth-quarter-as-virus-compounds-recession-risks-idUSKBN20W00M?il=0&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/foreign-investment-set-to-fall-on-coronavirus-outbreak-11583505279?shareToken=st552e775cdedc4e2cadd7c4bb64bcf7c6
https://www.wsj.com/articles/coronavirus-epidemic-exacerbates-metals-glut-11583409727?shareToken=stf009e90c5a5344479fb739effec231a0
https://www.ft.com/content/c1b899ec-5fe5-11ea-b0ab-339c2307bcd4
https://www.ft.com/content/c1b899ec-5fe5-11ea-b0ab-339c2307bcd4
https://www.wsj.com/articles/saudi-aramco-shares-fall-below-ipo-price-for-first-time-11583663747?shareToken=st53cd9303a40c42e999d9846dcc326614
https://www.wsj.com/articles/saudi-aramco-shares-fall-below-ipo-price-for-first-time-11583663747?shareToken=st53cd9303a40c42e999d9846dcc326614
https://www.ft.com/content/d700b71a-6122-11ea-b3f3-fe4680ea68b5
https://www.youtube.com/watch?v=O-sIQpQ2drY
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The KSA is no longer interested in defending U.S. market share.  The onset of shale oil and the 

clear U.S. preference to leave the Middle East means it has other areas to focus upon.  That area 

is China.  Last year, its oil exports to China jumped 42% which gave it back the #1 position as 

foreign oil suppler, with Russia as #2.  If the KSA didn’t boost production, it would cede its 

position to Russia, which it has decided is not in its interest.  Therefore, as we saw in the other 

two episodes, a sharp decline in prices is in the offing.  We have noted some analysts have been 

comparing this event to 2014-15, when the KSA seemed to be taking on shale producers only to 

retreat.  We view this as a faulty comparison.  In that event, the Saudis were not defending 

market share in a key market.  This event is more akin to the 1986 and 1999 events.  This is 

going to be a much deeper decline.  A $20 handle on oil (meaning falling below $30 per barrel, 

WTI) is highly likely.  One area that might benefit?  Natural gas prices may find some support as 

associated gas production will eventually fall.  However, patience is recommended; oil producers 

are hedged so it will take a few months for U.S. oil production to start falling. 

 

We would expect Russia to take on the KSA in this fight.  Look for the RUB to fall sharply as 

Russia tries to reduce operating costs.  The KSA generally doesn’t use exchange rates to boost 

competitiveness, although it might this time.  In the U.S., the already beleaguered energy sector 

is facing another rout; high yield debt is at risk as well.   

 

Another item of note:  Crown Prince Salman arrested Prince Ahmed bin Abdulaziz, the brother 

of King Salman, and Prince Mohammed bin Nayef, the former crown prince.  Prince Abdulaziz 

is the last remaining “king eligible” son of the KSA founder Ibn Saud, and Prince Nayef was 

initially the next in line to the throne.  Although CP Salman has been consolidating power for 

some time, these aggressive actions may signal that King Salman, who has been in ill health for 

some time, may be approaching death and CP Salman wants to eliminate any potential claimants 

to the throne.   

 

https://www.reuters.com/article/us-china-economy-trade-oil/china-oil-imports-from-top-supplier-saudi-arabia-rise-47-in-2019-customs-idUSKBN1ZU0EH
https://finance.yahoo.com/news/saudi-arabia-triggers-an-oil-price-crash-goldman-sachs-warns-20-oil-is-possible-232942042.html
https://www.moodys.com/research/Moodys-North-American-exploration-and-production-firms-face-high-debt--PBC_1215097?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/c048d870-6138-11ea-a6cd-df28cc3c6a68?emailId=5e65bd7382d8fe00048b0eeb&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/116c4456-602d-11ea-b0ab-339c2307bcd4
https://www.ft.com/content/116c4456-602d-11ea-b0ab-339c2307bcd4
https://nyti.ms/2IqKMkj
https://www.wsj.com/articles/top-saudi-royal-family-members-detained-11583531033
https://www.wsj.com/articles/top-saudi-royal-family-members-detained-11583531033
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Odds and ends:  Lebanon is set to default on its debt as its foreign reserves dwindle.  Turkish 

President Erdogan is visiting Brussels over the current refugee crisis; he wants more money from 

the EU.  Political turmoil is rising in Bolivia as the current government battles with supporters of 

the exiled former president.  In Taiwan, the KMT is dropping its Beijing supportive policy which 

will exacerbate tension with the PRC.   

 

U.S. Economic Releases 
 

There were no economic releases or Fed events scheduled today. 
 

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

China Foreign Reserves m/m Feb $3.107 Tril $3.116 Tril $3.109 Tril ** Equity and bond neutral

Trade Balance ytd Feb -$7.09 Bil $38.85 Bil ** Equity bearish, bond bearish

Japan Bank Lending Incl Trusts y/y Feb 2.1% 1.9% * Equity and bond neutral

Bank Lending Ex-Trusts y/y Feb 2.2% 2.0% * Equity and bond neutral

BoP Current Account Balance m/m Jan ¥612.3 Bil ¥524.0 Bil ¥623.5 Bil ** Equity and bond neutral

GDP Annualized m/m Jan -7.1% -6.3% -6.6% *** Equity bearish, bond bearish

Eco Watchers Survey Current Situation m/m Feb 27.4 41.9 35.8 ** Equity bearish, bond bearish

Eco Watchers Survey Outlook m/m Feb 24.6 41.8 37.5 ** Equity bearish, bond bearish

EUROPE

Eurozone Sentix Investor Confidence m/m Mar -17.1 5.2 -11.4 ** Equity bearish, bond bearish

Germany Trade Balance m/m Jan 13.900 Bil 15.200 Bil 15.300 Bil ** Equity and bond neutral

Current Account Balance m/m Jan 16.600 Bil 29.400 Bil ** Equity and bond neutral

Industrial Production y/y Jan 3.0% -3.5% 1.7% *** Equity bullish, bond bearish

Switzerland Unemployment Rate m/m Feb 2.5% 2.6% 2.6% *** Equity and bond neutral

Domestic Sight Deposits w/w 6-Mar 503.6 Bil 502.2 Bil * Equity and bond neutral

Total Sight Deposits w/w 6-Mar 598.5 Bil 595.8 Bil * Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI m/m Feb 0.0% 0.1% -0.1% ** 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. 
 

https://www.ft.com/content/bda10536-6145-11ea-a6cd-df28cc3c6a68
https://www.nytimes.com/2020/03/07/world/middleeast/lebanon-debt-financial-crisis.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200309&section=whatElse&campaign_id=51&instance_id=16595&segment_id=22006&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.politico.eu/article/recep-tayyip-erdogan-to-visit-brussels-amid-turkey-migration-standoff/?utm_source=POLITICO.EU&utm_campaign=27e6430500-EMAIL_CAMPAIGN_2020_03_09_05_51&utm_medium=email&utm_term=0_10959edeb5-27e6430500-190334489
https://www.politico.eu/article/recep-tayyip-erdogan-to-visit-brussels-amid-turkey-migration-standoff/?utm_source=POLITICO.EU&utm_campaign=27e6430500-EMAIL_CAMPAIGN_2020_03_09_05_51&utm_medium=email&utm_term=0_10959edeb5-27e6430500-190334489
https://www.washingtonpost.com/world/the_americas/as-the-us-backed-government-in-bolivia-unleashes-what-many-see-as-political-persecutions-the-trump-administration-remains-silent/2020/03/06/542b828c-5751-11ea-8efd-0f904bdd8057_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/f4538db4-5f6b-11ea-b0ab-339c2307bcd4
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Today Prior Change Trend

3-mo Libor yield (bps) 90 100 -10 Up

3-mo T-bill yield (bps) 30 46 -16 Neutral

TED spread (bps) 60 54 6 Neutral

U.S. Libor/OIS spread (bps) 28 51 -23 Up

10-yr T-note (%) 0.43 0.76 -0.33 Neutral

Euribor/OIS spread (bps) -47 -47 0 Neutral

EUR/USD 3-mo swap (bps) 23 13 10 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Up

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. 
 

Price Prior Change Explanation

Brent $35.47 $45.27 -21.65% OPEC clash with Russia over production cuts

WTI $31.90 $41.28 -22.72% OPEC clash with Russia over production cuts

Natural Gas $1.63 $1.71 -4.39%

Crack Spread $16.90 $16.88 0.12%

12-mo strip crack $13.12 $13.35 -1.76%

Ethanol rack $1.40 $1.41 -0.39%

Gold $1,679.22 $1,673.83 0.32%

Silver $16.98 $17.35 -2.12%

Copper contract $247.70 $256.05 -3.26%

Corn contract 371.00$       376.00$       -1.33%

Wheat contract 507.00$       515.75$       -1.70%

Soybeans contract 876.25$       891.25$       -1.68%

Baltic Dry Freight 617 599 18

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

the country, with colder-than-normal temperatures only in the Pacific Northwest.  Wet conditions 

are expected throughout the Southwest and along the Mississippi Valley.
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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.  
 

March 6, 2020 
 

In the turmoil caused by COVID-19, fixed income has performed remarkably well.  Ten-year T-

note yields have declined to record lows and, as we will show below, there is no evidence of 

severe stress in the credit markets.   
 

First, here is what we are seeing in Treasuries. 
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This chart shows our 10-year T-note model.  It uses fed funds, the 15-year average of inflation,1 

the yen/dollar exchange rate, oil prices, German bund yields and fiscal deficits as a percentage of 

GDP.  At the end of last year, the fair value was around 2.40%; as the above chart shows, it has 

declined sharply to 1.94%.  Of course, that yield remains well above current yields.  The implied 

three-month LIBOR rate from the two-year deferred Eurodollar futures suggests the financial 

markets expect another 50 bps of rate cuts over the next two years.  Even assuming a 0.75% fed 

funds target only lowers the fair value to 1.84%.  Assuming those rate cuts at a German bund 

yield of -3.60% (a decline of 300 bps from current levels) would get the model to current yields.  

A negative yield to that level would be unprecedented.  The most likely justification for current 

yields would be a sharp drop in inflation expectations.  If inflation expectations decline to 1% 

per year along with the assumption of 100 bps of rate cuts, that would justify current yields.  This 

analysis suggests that long-duration Treasuries are richly valued at current levels, and if our base 

case that COVID-19 won’t trigger a recession is accurate, then a back-up in these yields would 

be expected.   

                                                
1 Which is a proxy for inflation expectations.   
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What is perhaps most interesting is that there has not been a strong reaction in credit.  Comparing 

the 10-year to Baa yields shows that spreads have not moved significantly, only around 30 bps. 
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In high yield, spreads have widened as well, but the increase is not notable so far. 
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Yields have increased by 80 bps but remain 120 bps below average. 
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The lack of pressure in the credit markets, at least to this point, suggests the current situation 

probably won’t evolve into deep financial crisis or a recession.  We will continue to monitor the 

credit markets closely in the coming weeks, but financial stress appears quite manageable for 

now.   

 

 

 
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 3/6/2020 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 3/6/2020 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 

 

March 5, 2020 
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P/E as of 3/4/2020 = 20.6x

 
 

Based on our methodology,2 the current P/E is 20.6x, up 0.2x from last week.  The rise in the 

multiple is due to adjusting Q4 for Standard and Poor’s earnings and away from estimates from 

Thomson/Reuters. 

 

 
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. 

 

                                                
2 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 (Q2, Q3 and Q4) and one estimate (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. 


