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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 12, 2020—9:30 AM EDT] Global equity markets are lower this morning.  The 

EuroStoxx 50 is currently down 5.6% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 2.9%.  Chinese markets were lower, with the Shanghai Composite down 1.5% and 

the Shenzhen Composite down 2.2%.  U.S. equity index futures are signaling a lower open.   
 

The newest episode of our Confluence of Ideas podcast series is available. This episode 

discusses Confluence’s asset allocation process. In earlier episodes, Bill O’Grady examined the 

importance of process when investors are making decisions under conditions of uncertainty, 

while Mark Keller talked about the process for managing the firm’s value-oriented equity 

strategies. In this podcast, Greg Ellston, Confluence’s CIO of Asset Allocation, discusses the 

investment team’s process for managing the asset allocation strategies.   

 

Welcome to the bear market.  The Dow Jones Industrials entered a bear market yesterday and the 

other two major indices, the S&P 500 and the NASDAQ, will certainly enter bear market 

territory on the open.  We cover COVID-19 this morning.  The ECB is meeting at the time of 

this writing; capital restrictions have been eased and QE was lifted but rates were not cut.  We 

also have the Weekly Energy Update report, where we have expanded our thoughts on the 

market share war.  Here are the details: 

 

COVID-19:  The number of confirmed cases has reached 127,749, with 4,717 fatalities and 

68,305 recoveries.  This handy chart from the FT gives a glimpse of what the U.S. will be facing 

over the next couple of weeks. 

 

 

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-markets-calmer-after-two-hectic-days-11583899913?shareToken=stcff52c9913f644d385a8e8d0d35898bd
https://www.wsj.com/articles/ecb-monetary-stimulus-effort-expected-as-coronavirus-spreads-11583941762?shareToken=st57b47dab87674764a985f585589cf12b
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_12_2020.pdf
https://www.nytimes.com/2020/03/12/world/coronavirus-news.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200312&section=topNews&campaign_id=51&instance_id=16674&segment_id=22117&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
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If we follow the general trend seen elsewhere, we will be at 8k to 10k cases by the third week of 

March.  The U.S. currently has 1,323 cases.  The experience seen overseas suggests exponential 

growth in infections in the coming days.  We note that Dr. Brian Monahan, the attending 

physician for Congress, warned lawmakers that 70-150 million (yes, millions) of Americans will 

be infected.  However, he didn’t give a time frame, so this headline may not be as dire as its 

seems.  And, in behavior similar to bond rating agencies, the WHO has declared a pandemic.   
 

• Not what we were looking for:  The president held a rare address to the nation to 

announce measures to counter COVID-19.  The speech began at 8:00pm EDT.  This chart 

of the overnight S&P 500 futures shows the reaction. 

 
(Source: Barchart) 

 

https://www.axios.com/congressional-physician-predicts-75-150-million-us-coronavirus-cases-fec69e77-1515-4fbc-8340-c53b65c22c53.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/u-s-coronavirus-cases-top-1-000-11583917794?shareToken=st311c5d7aec0e4c85abfad1742b96f038
https://www.politico.com/news/2020/03/11/trump-oval-office-coronavirus-address-126121?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/global-stocks-follow-u-s-markets-lower-11583975524?shareToken=ste200c63dd32742b38743b989cf3322d7
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The financial markets were looking for “shock and awe.”  They wanted to see payroll tax 

holidays, grants to households, loans and lots of spending.  They got a travel ban from 

Europe, a tax deadline delay and talk that something might be coming.  In fact, the 

speech initially suggested that air cargo trade with Europe would be halted; that had to be 

clarified.  Needless to say, it didn’t go well.  What we are experiencing is why Western 

democracies have shied away from fiscal policy and relied on monetary policy for the 

past 40 years; in a polarized political environment, getting fiscal policy done is nearly 

impossible.  It is important to note that the first time TARP was put before the House it 

was voted down.  It was only when conditions were spiraling into another Great 

Depression that Congress acted.  The House Democrats have introduced a package of 

measures which mostly focus on households.  The proposal includes food assistance and 

sick leave pay.  There isn’t much help for businesses at this point, although industries 

being hit will likely, at some point, get relief.  We do expect the White House and 

Congress to get something together in the coming weeks but, if history is any guide, it 

will only happen when conditions deteriorate further.  Meanwhile, pressure on the Fed is 

mounting; there is increasing talk that the policy rate will fall to zero.  

• What others are doing on economic support policies:  In the U.K., the Johnson 

government and the BOE are combining efforts to support the economy.  We note that to 

offset some of the spending, businesses are losing an important tax break.  This action, by 

a Conservative government, shows how populism is shifting the “Overton Window” on 

policy.  Australia announced fiscal measures.  Germany has announced it will boost 

spending.   

• Meanwhile, on combatting COVID-19, here is a list of headlines that have affected 

sentiment: 

– France is banning visitors to nursing homes. 

– Italy continues to restrict movement.  Hospitals there report they have adopted 

triage measures to address shortages of beds for those seriously afflicted.   

– Poland (with 47 official cases) has shut down its schools.   

– Tom Hanks and his wife announced they have tested positive for COVID-19.  So 

did a staffer of Sen. Maria Cantwell (D-WA).   

– The CME has closed its trading floor (wait—there was a trading floor?) and the 

NYSE is considering following suit.   

– The NBA has suspended its games after a Utah Jazz player tested positive.  The 

NCAA announced its conference tournaments will not allow general admission 

tickets; in other words, the “crowds” will be strictly limited.    

– The NY St. Patrick’s Day parade was cancelled.   

– China’s car sales fell nearly 80% from last year in February. 

• We are getting increasingly worried about the economy; our position has been that a 

recession would likely be avoided.  However, two developments have increased the 

likelihood of an official downturn.  First, the oil collapse will put pressure on investment, 

which is already depressed.  Second, it appears that fiscal support is probably farther off 

than we expected.  Even without these developments, the risk of recession was 

increasing.  We are facing both a supply and demand shock.  The other worry is in credit.  

Credit spreads have widened; although banks are in good shape, their businesses are 

https://www.dhs.gov/news/2020/03/11/homeland-security-acting-secretary-chad-f-wolf-s-statement-presidential-proclamation
https://www.wsj.com/articles/u-s-treasury-likely-to-push-back-april-15-tax-filing-deadline-sources-11583897351?shareToken=stebfaf30458874134b7a9b28e87176006
https://www.wsj.com/articles/coronavirus-puts-trumps-economic-policymaking-to-the-test-11583954155?shareToken=st2d512794d5b3479580e5ce839d72f132
https://www.ft.com/content/e5efafc0-6419-11ea-b3f3-fe4680ea68b5?emailId=5e6a18bec149d80004d847cc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/e5efafc0-6419-11ea-b3f3-fe4680ea68b5?emailId=5e6a18bec149d80004d847cc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.politico.com/news/2020/03/11/nancy-pelosi-coronavirus-stimulus-package-125564
https://www.wsj.com/articles/house-democrats-to-unveil-coronavirus-response-measures-11583930749?shareToken=stc67fdb3aaa5e4a5182cbcf9e02ad636b
https://www.politico.com/news/2020/03/11/mnuchin-airlines-federal-lending-help-125886
https://www.washingtonpost.com/business/economy/trump-urged-mnuchin-to-pressure-feds-powell-on-economic-stimulus-in-explosive-tirade-about-coronavirus/2020/03/11/db7bfeea-63c9-11ea-b3fc-7841686c5c57_story.html
https://www.washingtonpost.com/business/economy/trump-urged-mnuchin-to-pressure-feds-powell-on-economic-stimulus-in-explosive-tirade-about-coronavirus/2020/03/11/db7bfeea-63c9-11ea-b3fc-7841686c5c57_story.html
https://www.ft.com/content/f7b27264-6384-11ea-a6cd-df28cc3c6a68?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d33c747e-63c6-11ea-b3f3-fe4680ea68b5?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d33c747e-63c6-11ea-b3f3-fe4680ea68b5?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/4e60c08e-6380-11ea-b3f3-fe4680ea68b5?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/8a0dc0dc-638f-11ea-b3f3-fe4680ea68b5?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/boe-cuts-bank-rate-to-0-25-from-0-75-11583911033?shareToken=stdb1d63f676e74ca988e9560026d39dc2
https://www.ft.com/content/d28a70a4-63ac-11ea-b3f3-fe4680ea68b5?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/cd1672a4-63ab-11ea-b3f3-fe4680ea68b5?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b
https://www.mackinac.org/OvertonWindow
https://twitter.com/political_alert/status/1237892928049008640/photo/1
https://www.wsj.com/articles/australia-plans-11-billion-stimulus-package-in-response-to-coronavirus-11583980588?shareToken=st34104937e9d743da880d239b884dc1df
https://twitter.com/afpfr/status/1237706082748940288
https://blog.francetvinfo.fr/off/2020/03/09/municipales-les-directeurs-dephad-pourront-recueillir-les-procurations.html
https://www.wsj.com/articles/italy-hardens-nationwide-quarantine-11583962093?shareToken=st55e59323b809400d8e9753ed4605af2f
https://www.ft.com/content/34f25036-62f4-11ea-a6cd-df28cc3c6a68?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/34f25036-62f4-11ea-a6cd-df28cc3c6a68?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.theatlantic.com/ideas/archive/2020/03/who-gets-hospital-bed/607807/
https://ftalphaville.ft.com/2020/03/11/1583924664000/Poland-shuts-schools/
https://www.wsj.com/articles/tom-hanks-and-wife-rita-wilson-test-positive-for-coronavirus-in-australia-11583979189?shareToken=std0f8fdd4a1e34314a08213fc34c39bbe
https://www.politico.com/news/2020/03/11/staffer-in-sen-maria-cantwells-dc-office-tests-positive-for-coronavirus-126724?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.cnbc.com/2020/03/11/cme-group-will-close-chicago-trading-floor-as-a-precaution-over-coronavirus.html?__source=newsletter%7Cbreakingnews
https://www.wsj.com/articles/nyse-braces-for-coronavirus-with-potential-trading-floor-closing-11584009014?shareToken=st3baadc17503b40dca943dbb07f0a5adf
https://www.nba.com/article/2020/03/11/nba-suspend-season-following-wednesdays-games
https://www.wsj.com/articles/american-sports-decide-the-games-will-go-onbut-without-fans-11583959945?shareToken=stfd72ab916a0b4420bd7a5e2bc335e9b4
https://www.wsj.com/articles/american-sports-decide-the-games-will-go-onbut-without-fans-11583959945?shareToken=stfd72ab916a0b4420bd7a5e2bc335e9b4
https://nypost.com/2020/03/11/nyc-st-patricks-day-parade-canceled-latest-victim-of-coronavirus/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/coronavirus-crushes-china-car-sales-11583996034?shareToken=st86f3d86ab56c4f58aff36cbfc09d150f
https://www.reuters.com/article/us-health-coronavirus-usa-recession/coronavirus-shifts-u-s-recession-debate-from-if-to-what-shape-idUSKBN20Y33B
https://www.axios.com/coronavirus-supply-chains-china-46d82a0f-9f52-4229-840a-936822ddef41.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://finance.yahoo.com/news/coronavirus-threatens-the-jobs-of-these-15-million-us-workers-174841701.html
https://www.wsj.com/articles/u-s-banks-can-weather-market-turmoil-ceos-tell-trump-11583966923?shareToken=st8c732a3ad1dc41a7af5a74c6f21993e9
https://www.wsj.com/articles/everything-is-awful-all-at-once-for-u-s-banks-11583965710?shareToken=st629e80c7cb614128a64f4d4c5e36c383
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taking a hit as rates fall.  The non-bank financial sector is another matter.  The Fed is 

boosting operations to support the repo markets to try to maintain liquidity.  There are 

reports that companies are tapping bank credit lines, which normally sit dormant as a 

liquidity backstop.  So far, this downturn isn’t triggering a financial crisis, but tensions in 

repo and the use of credit lines are a worry. 

Iraq:  A rocket attack at Camp Taji killed two U.S. soldiers and one U.K. soldier.  It isn’t certain 

who was responsible for the attack; however, a similar attack in January led to the counterattack 

that killed Iranian Gen. Qassem Soleimani.  Given the current situation, we are not sure we will 

see a similar level of retaliation to this attack.   
 

Energy update: We are now updating our weekly energy recap from the DOE in a separate 

document published on our website, the Weekly Energy Update. Going forward, we will be 

linking to the report here after the data is released. 
 

U.S. Economic Releases 
 

PPI final demand fell 0.6% from the prior month compared to expectations of a 0.1% drop.  

Additionally, PPI excluding food and energy fell 0.3% from the prior month compared to 

expectations of a rise of 0.1%.  While core PPI, which excludes food, energy and transportation, 

fell 0.1% from the prior month compared to expectations of a rise of 0.1%. 
 

 
 

The chart above shows the year-over-year change in headline and core PPI.  Headline PPI and 

core PPI rose 1.3%, respectively.  The reading represents data from the month of Februaury, but 

highlights that the global impact of coronavirus was already having an affect on input prices 

prior to its arrival in the U.S. 

 

Initial claims came in below expectations at 211k compared to a forecast reading of 220k.  The 

prior report was revised downward from 216k to 215k.  

https://www.wsj.com/articles/everything-is-awful-all-at-once-for-u-s-banks-11583965710?shareToken=st629e80c7cb614128a64f4d4c5e36c383
https://www.wsj.com/articles/wall-street-plunge-stresses-banks-treasury-markets-11583971700?shareToken=st494b36fa11c546f6ae9758650ff9c409
https://www.ft.com/content/03059844-63cb-11ea-b3f3-fe4680ea68b5?emailId=5e69bb6727421f000437c45e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://finance.yahoo.com/news/blackstone-urges-companies-hurt-virus-190158024.html
https://finance.yahoo.com/news/dash-cash-corporate-titans-draw-014746811.html
https://finance.yahoo.com/news/dash-cash-corporate-titans-draw-014746811.html
https://www.nytimes.com/2020/03/11/world/middleeast/us-troops-killed-iraq-rocket-attack.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200312&section=whatElse&campaign_id=51&instance_id=16674&segment_id=22117&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267ion=whatElse
https://www.politico.com/news/2020/03/11/iraq-rocket-attack-killed-126090?utm_source=POLITICO.EU&utm_campaign=abac6266bf-EMAIL_CAMPAIGN_2020_03_12_05_52&utm_medium=email&utm_term=0_10959edeb5-abac6266bf-190334489
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_12_2020.pdf
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The chart above shows the four-week moving average of initial claims.  The four-week moving 

average rose from 212.75k to 214.00k.  The small rise in jobless claims is likely the result of 

firms being hesitant to let workers go prematurely; thus, it may not be representative of actual 

market sentiment.   
 

The table below shows the economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m 8-Mar 63.0 **

12:00 Household Change in Net Worth m/m 4Q $574 Bil **

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.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan PPI y/y Feb 0.8% 1.7% 1.1% ** Equity bullish, bond bearish

BSI Large All Industry m/m 1Q -10.1 -6.2 ** Equity bearish, bond bearish

BSI Large Manufacturing m/m 1Q -17.2 -7.8 ** Equity bearish, bond bearish

Tokyo Average Office Vacancies m/m Feb 1.49 1.53 ** Equity and bond neutral

Australia Consumer Inflation Expectations m/m Mar 4.0% 4.0% ** Equity and bond neutral

New Zealand REINZ House Sales y/y Feb 9.2% 3.2% ** Equity bullish, bond bearish

EUROPE

Eurozone Industrial Production y/y Jan -1.9% -4.1% -2.9% ** Equity and bond neutral

Italy Unemployment Rate Quarterly q/q 4Q 9.7% 9.8% 9.8% ** Equity bullish, bond bearish

AMERICAS

Canada Capacity Utilization q/q 4Q 81.2% 81.7% 81.1% *** Equity and bond neutral

Brazil IBGE Inflation IPCA y/y Feb 4.0% 4.2% 3.9% *** Equity bullish, bond bearish  
 

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) 78 77 1 Up

3-mo T-bill yield (bps) 27 40 -13 Neutral

TED spread (bps) 51 37 14 Neutral

U.S. Libor/OIS spread (bps) 14 24 -10 Up

10-yr T-note (%) 0.68 0.87 -0.19 Neutral

Euribor/OIS spread (bps) -47 -48 1 Neutral

EUR/USD 3-mo swap (bps) 57 17 40 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Up Up

pound Down Up

franc Flat Up

Central Bank Action Current Prior Expected

ECB Main Financing Rate 0.000% 0.000% 0.000% On forecast

ECB Marginal Lending Facility 0.250% 0.250% 0.250% On forecast

ECB Deposit Facility Rate -0.500% -0.500% -0.500% On forecast  
 

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 $33.32 $35.79 -6.90% Weakening Fuel Demand

WTI $30.96 $32.98 -6.12%

Natural Gas $1.79 $1.88 -4.47%

Crack Spread $12.61 $15.23 -17.21%

12-mo strip crack $11.03 $13.04 -15.38%

Ethanol rack $1.39 $1.39 -0.29%

Gold $1,639.19 $1,635.04 0.25%

Silver $16.66 $16.75 -0.57%

Copper contract $244.30 $250.20 -2.36%

Corn contract 370.50$       374.50$       -1.07%

Wheat contract 503.25$       512.75$       -1.85%

Soybeans contract 861.50$       873.25$       -1.35%

Baltic Dry Freight 631 627 4

Actual Expected Difference

Crude (mb) 7.7 1.7 6.0

Gasoline (mb) -5.0 -2.9 -2.2

Distillates (mb) -6.4 -2.3 -4.2

Refinery run rates (%) -0.50% 0.45% -0.95%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

the eastern region and Alaska, meanwhile colder-than-normal temperatures are expected for most 

of the country.  Wet conditions are expected throughout most of the country.
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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 3/11/2020 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 3/11/2020 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 12, 2020 
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Based on our methodology,2 the current P/E is 20.4x, down 0.2x from last week.  The decline in 

the P/E was caused by falling index values. 

 

 
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. 


