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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 23, 2020—9:30 AM EDT] Global equity markets are lower this morning.  The 

EuroStoxx 50 is currently down 2.8% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 4.0%.  Chinese markets were lower, with the Shanghai Composite down 3.1% and 

the Shenzhen Composite down 4.3%.  U.S. equity index futures are signaling a higher open.   
 

It’s Monday.  Global markets remain in risk-off mode after the Senate’s first swing at the third 

phase of the rescue package fails.  BREAKING: FED GIVEN BROADER POWERS TO 

INTERVENE IN FINANCIAL MARKETS—MORE BELOW—S&P FUTURES 

RECOVER.  We update the COVID-19 virus news. Here are the details: 

 

COVID-19:  The world now has 349,211 reported cases of COVID-19, with 15,308 fatalities 

and 100,165 recoveries.  Here is another link to a new site we have found on tracking the virus, 

along with a chart of infections from the FT: 
 

 
 

The U.S. pace of infections is rising rapidly; this is probably more about increased testing. Sadly, 

there is no evidence of the bend we usually see when a country is getting on top of the spread. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-3-23-2020-11584925602?shareToken=st308249593ae64106959228e62b5312a1
https://www.wsj.com/articles/global-stock-markets-dow-update-3-23-2020-11584925602?shareToken=stfe942fea5e234ad787cbf6d8f8f281f2
https://www.wsj.com/articles/global-stock-markets-dow-update-3-23-2020-11584925602?shareToken=stfe942fea5e234ad787cbf6d8f8f281f2
https://www.washingtonpost.com/news/business/wp/2020/03/23/fed-announces-unlimited-bond-purchases-in-unprecedented-move-to-help-u-s-economy-weather-coronavirus-meltdown/
https://www.wsj.com/livecoverage/coronavirus
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ncov2019.live/data
https://www.ft.com/content/0f738974-6c63-11ea-89df-41bea055720b?emailId=5e782b1fcf006b0004b50587&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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The virus news: 

• In a disturbing development, there has been a rise of new cases in Asia.  It appears the 

majority of these cases are from travelers.  We would expect this development to 

encourage further steps to restrict travel. 

• India has gone into lockdown as the virus begins to spread.   

• Chancellor Merkel is in self-quarantine after meeting with a doctor who tested positive 

for the virus.  

• The National Guard has been activated in three states.   

• Sen. Rand Paul (R-KY) is the first senator to test positive for COVID-19. 

• The limited amount of testing for the virus has led to a dearth of information about how it 

spreads.  Only South Korea has engaged in massive testing.  An interesting natural 

experiment has emerged in the NBA.  After Utah Jazz center Rudy Gobert fell ill from 

the virus, eight other teams were tested and 13 players, coaches or staff were found to be 

infected.  Of these 13, seven were asymptomatic.  If we had better testing, it would be 

easier to limit isolation to only those most vulnerable and also allow us to isolate those 

who are not infected from those who are but are asymptomatic.  In the end, the real 

lesson from the pandemic may be that aggressive testing is the secret to containing the 

virus with the least economic damage. 

• Iran is getting clobbered by the virus.  Much of this is because it needed new trading 

partners after sanctions returned and those partners have been hit by the disease.   

• British pubs have been closed.  European isolation measures escalate as infections rise.  

New Zealand and Australia join the rest of the world in restrictions; Greece, too.   

• There is great hope that the onset of spring and summer will lead to a decline in the 

infection rate.  Opinion is divided among epidemiologists.  However, even if it does, 

COVID-19 may return in the fall.   

The policy news: 

• As expected, the first attempt at a fiscal response has failed.  Although this is a 

disappointment, we do expect a package before Friday.  McConnell crafted a law for his 

caucus and calculated that either (a) the opposition would swallow the bill, or (b) he 

could hang the disappointment on the Democrats.  He may have miscalculated.  Much 

has changed since TARP.  The narrative that emerged from 2008 was that the bailouts 

were only for the Establishment and the less affluent were left to bear the burden of 

adjustment.  This time around, the Democrats are pushing for a much broader set of 

measures that will help lower paid workers.  In order to do this, we expect the final bill to 

create restrictions for business that will make it much more labor friendly.  

o Uber (UBER, 21.33) is asking for its drivers to get help in the final package.  The 

current package did not offer any support for “gig” workers. 

o More support for small business, including loans, will likely need to be expanded.  

There is nearly universal support among mainstream conservative and liberal 

economists on this issue.   

https://www.ft.com/content/3e34c4fe-6b6d-11ea-9bca-bf503995cd6f?emailId=5e782b1fcf006b0004b50587&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/41f92956-6c2e-11ea-89df-41bea055720b?emailId=5e782b1fcf006b0004b50587&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/5f90205c-6c68-11ea-89df-41bea055720b?emailId=5e782b1fcf006b0004b50587&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/2020/03/22/coronavirus-latest-news/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/politics/rand-paul-becomes-first-senator-to-test-positive-for-coronavirus/2020/03/22/855a8512-6c67-11ea-a3ec-70d7479d83f0_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/why-its-so-difficult-to-stop-the-spread-of-the-coronavirus-11584871200?shareToken=stbbba8e861f864a5684a06dd0a7e1d881
https://www.wsj.com/articles/why-its-so-difficult-to-stop-the-spread-of-the-coronavirus-11584871200?shareToken=stbbba8e861f864a5684a06dd0a7e1d881
https://www.ft.com/content/ba417ace-6474-11ea-b3f3-fe4680ea68b5?emailId=5e789d2ecf006b0004b50f74&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.nytimes.com/2020/03/20/world/europe/johnson-orders-british-pubs-to-close-ending-a-maverick-stance-in-virus-fight.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200323&section=topNews&campaign_id=51&instance_id=16986&segment_id=22587&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://nyti.ms/3b9RUO8
https://www.wsj.com/articles/countries-roll-out-restrictions-to-curb-coronavirus-11584954209?shareToken=st08539defa0784613b585be0c85cc3ba6
https://www.politico.eu/article/greece-to-go-into-coronavirus-induced-lockdown/?utm_source=POLITICO.EU&utm_campaign=e72519e65f-EMAIL_CAMPAIGN_2020_03_23_06_16&utm_medium=email&utm_term=0_10959edeb5-e72519e65f-190334489
https://ccdd.hsph.harvard.edu/will-covid-19-go-away-on-its-own-in-warmer-weather/
https://www.wsj.com/articles/coronavirus-outbreaks-could-become-seasonal-woe-some-researchers-find-11584955802?shareToken=stb6f88f12a52444db98f288b969920017
https://www.wsj.com/articles/administration-congress-work-to-finalize-coronavirus-rescue-package-11584889949?shareToken=st8f319f665a1c4981a4bb10d4b83423e7
https://twitter.com/SenWarren/status/1241765430533988352
https://twitter.com/SenWarren/status/1241765430533988352
https://www.brookings.edu/blog/the-avenue/2020/03/19/covid-19-puts-americas-low-wage-workforce-in-an-even-worse-position/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/uber-ceo-trump-economic-stimulus-0ad76e27-a2cf-4fdb-ad24-8235dc326f91.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://nyti.ms/3bbYofw
https://nyti.ms/3bbYofw
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• With apologies for burying the lede, the Fed is wheeling out the nuclear option, getting a 

mandate to buy debt broadly.  This is a clear attempt to narrow credit spreads.  Signs of 

stress in the financial markets have become numerous: 

o Reports of stress in money markets have emerged.  At least two sponsors have 

been forced to inject funds into money markets to prevent the “breaking of the 

buck.”  Money market fund shares falling below $1 is a modern-day version of a 

bank run.   

o A subprime mortgage specialist is seeking buyers for assets, a sign of stress.   

o Pimco is backing away from corporate bonds.   

o Blackrock (BLK, 354.72) and Vanguard (VTI, 115.19) announced higher costs 

for cash redemptions for some ETFs, an indication of tighter liquidity. 

o S&P projects junk bond defaults of 10% over the next year, a three-fold increase.   

o Dollar strength is a clear indication of funding strains globally.   

o In Britain, regulators are pressing companies to delay releasing earnings.   

o Complicated trades designed to offer higher yields in a low rate environment are 

being exposed to the risks they have taken.   

• The recovery in equity futures suggests that much of the worry in the stock market was 

less about the drop in economic growth and more about the lack of liquidity.  The Fed’s 

decision to expand its mandate to add other bonds to its balance sheet should quell some 

of these concerns and narrow credit spreads to more manageable levels.  This link 

discusses details of the Fed’s actions; it looks massive, although some of the plans will 

require additional support from the Treasury.  In our recent report updating the 2020 

Outlook, we noted three threats—COVID-19, the oil shock and a looming financial 

crisis.  The Fed may now have the tools to prevent the third element.  This is good news 

but it doesn’t eliminate the other two risks. 

• One of the problems policymakers face is the tradeoff between managing the spread of 

COVID-19 and the severe damage the mitigation measures have on the economy.  There 

are signs that the White House may be concluding it is going to lean policy toward the 

economy at the risk of propagating the spread of the virus.  This is a difficult tradeoff; if 

restrictions are relaxed and infections and deaths surge, it would be catastrophic.  But, 

maintaining these restrictions could lead to economic outcomes that rival the Great 

Depression.   

The economic news: 

• Dire forecasts are becoming the norm.  St. Louis Fed President Bullard made headlines 

suggesting that unemployment could hit 30%.  Millions of jobs are projected to be lost.  

Firms are announcing mass layoffs.  We have been expecting a 10% drop in annualized 

real GDP for Q2; our forecast is looking rather conservative compared to others.   

• Even if the U.S. government relaxes restrictions, state and local governments may not 

comply.  After all, it is those governments that bear the cost of adjustment.  The key to 

saving the economy is massive fiscal stimulus—probably in the order of $2.0 trillion at 

least.  There are risks to doing this, which we will discuss in the coming weeks.  But, the 

risk of doing too little is very high.   

https://www.bloomberg.com/news/articles/2020-03-22/congress-may-allow-fed-to-purchase-longer-term-corporate-debt
https://www.ft.com/content/8222c5a2-6ad3-11ea-800d-da70cff6e4d3
https://www.ft.com/content/8876c700-6c81-11ea-89df-41bea055720b
https://www.ft.com/content/3bd7223e-6c89-11ea-89df-41bea055720b
https://www.ft.com/content/8d6bc5aa-f763-11e9-9ef3-eca8fc8f2d65
https://www.wsj.com/articles/blackrock-vanguard-raise-price-of-cash-redemption-for-some-etfs-11584746900?shareToken=std4dd813d17c74c9f8b5dc80a397af1b9
https://www.wsj.com/articles/blackrock-vanguard-raise-price-of-cash-redemption-for-some-etfs-11584746900?shareToken=std4dd813d17c74c9f8b5dc80a397af1b9
https://www.cnbc.com/2020/03/20/junk-bond-default-rate-expected-to-triple-in-next-12-months-sp-says.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.bloomberg.com/news/articles/2020-03-22/dire-dollar-shortage-shows-world-failed-to-fix-key-crisis-flaw?srnd=premium&sref=p6AmiyaF
https://www.ft.com/content/b98956ba-6c21-11ea-89df-41bea055720b?emailId=5e782b1fcf006b0004b50587&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/globe-spanning-volatility-trade-is-hit-hard-by-market-slump-11584876909?shareToken=st128ab62d3a314258a09749f9ab77ef57
https://www.wsj.com/articles/federal-reserve-announces-major-expansion-of-market-supports-11584964844?shareToken=staddd58ce6b2f4a09a3eb565169f8ea5e
https://www.wsj.com/articles/federal-reserve-announces-major-expansion-of-market-supports-11584964844?shareToken=staddd58ce6b2f4a09a3eb565169f8ea5e
https://www.confluenceinvestment.com/wp-content/uploads/March_2020_Outlook_Storm_Warning.pdf
https://www.axios.com/coronavirus-economy-recession-donald-trump-0b5ab109-1a5e-4397-b54b-5f17d802c029.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-economy-recession-donald-trump-0b5ab109-1a5e-4397-b54b-5f17d802c029.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/rethinking-the-coronavirus-shutdown-11584659154?shareToken=st8d7a69a56a8b4fa1977dc69aa7695b97
https://www.nytimes.com/2020/03/22/health/coronavirus-restrictions-us.html?action=click&module=Spotlight&pgtype=Homepage
https://www.ft.com/content/b887d344-6c8b-11ea-89df-41bea055720b?segmentId=b0d7e653-3467-12ab-c0f0-77e4424cdb4c&utm_source=POLITICO.EU&utm_campaign=e72519e65f-EMAIL_CAMPAIGN_2020_03_23_06_16&utm_medium=email&utm_term=0_10959edeb5-e72519e65f-190334489
https://www.cnbc.com/2020/03/22/feds-bullard-coronavirus-shutdown-not-a-recession-an-investment-in-survival.html
https://www.cnbc.com/2020/03/22/feds-bullard-coronavirus-shutdown-not-a-recession-an-investment-in-survival.html
https://www.wsj.com/articles/coronavirus-triggered-downturn-could-cost-5-million-u-s-jobs-11584783001?shareToken=sta9b31b3d6ef548d6bf977455e0411935
https://www.axios.com/coronavirus-unemployment-claims-job-losses-layoffs-d7b464a8-8db0-42a6-bb9b-01b9053a88a1.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/marriott-to-furlough-thousands-of-corporate-jobs-in-u-s-and-abroad-in-response-to-travel-collapse-11584834631?shareToken=st70008d22e7c54dfcb590d9a5f0974db6
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• Despite everything, the Atlanta FRB GDPNow forecast for Q1 is still running at 3.1%.  

Given the problems seen in March, we expect that to come down but the real falloff 

won’t emerge until Q2.   

Odds and ends:  The Marines are retooling their planning, preparing for war in the Asia-Pacific 

and reducing training for the Middle East.  Saudi Arabia intends to maintain the oil share war 

through borrowing.   

 

U.S. Economic Releases 
 

The Chicago Fed National Activity Index for February came in above expectations at +0.16 

compared to estimates of -0.29.  The prior report’s loss was revised from -0.25 to -0.33.  The 

stronger than expected reading suggests there was not a lot of evidence that the virus was a crisis 

for the U.S. economy in February.  
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The chart above shows the six-month moving average of the Chicago Fed National Activity 

Index.  Despite a rise in the index, the six-month average fell from -0.217 to -0.220. 

 

There are no other economic releases or Fed events scheduled for the rest of the day. 

 

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 

https://www.frbatlanta.org/cqer/research/gdpnow
https://www.wsj.com/articles/marines-plan-to-retool-to-meet-china-threat-11584897014?shareToken=sta2cc0dc40876459fb62b6451c187edc4
https://www.ft.com/content/efc8455c-6ac2-11ea-800d-da70cff6e4d3?shareType=nongift
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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

Japan Convenience Store Sales y/y Feb 2.6% 0.4% ** Equity and bond neutral

South Korea Import 20 Days y/y Mar 5.9% 4.7% ** Equity and bond neutral

Export 20 Days y/y Mar 10.0% 12.4% ** Equity and bond neutral

EUROPE

Eurozone ECB Current Account Balance m/m Jan 34.7 Bil 32.6 Bil ** Equity and bond neutral

Switzerland Money Supply M3 y/y Feb 0.0% 0.3% ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 20-Mar 512.4 Bil 505.9 Bil * Equity and bond neutral

Total Sight Deposits CHF w/w 20-Mar 608.8 Bil 603.0 Bil * Equity and bond neutral

AMERICAS

Mexico Aggregate Supply and Demand q/q 4Q -1.6% -0.3% -0.9% * Equity and bond neutral

Canada Retail Sales m/m Jan 0.4% 0.0% 0.3% ** Equity and bond neutral

Retail Sales ex Auto m/m Jan -0.1% 0.5% 0.2% *** Equity bearish, 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) 120 120 0 Up

3-mo T-bill yield (bps) -4 2 -6 Neutral

TED spread (bps) 124 118 6 Up

U.S. Libor/OIS spread (bps) 12 11 1 Up

10-yr T-note (%) 0.80 0.85 -0.05 Neutral

Euribor/OIS spread (bps) -37 -39 2 Neutral

EUR/USD 3-mo swap (bps) 13 -1 14 Down

Currencies Direction

dollar Down Neutral

euro Flat Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

Mexican Overnight Rate 6.500% 7.000% 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 $25.82 $26.98 -4.30% Oil Price War

WTI $22.48 $22.63 -0.66%

Natural Gas $1.55 $1.60 -3.62%

Crack Spread $7.61 $9.53 -20.15%

12-mo strip crack $6.45 $7.17 -10.10%

Ethanol rack $1.27 $1.27 0.07%

Gold $1,494.18 $1,498.65 -0.30%

Silver $12.60 $12.62 -0.16%

Copper contract $208.15 $217.15 -4.14%

Corn contract 344.00$       343.75$       0.07%

Wheat contract 553.75$       539.25$       2.69%

Soybeans contract 873.00$       862.50$       1.22%

Baltic Dry Freight 625 630 -5

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for a cold front to recede westward into 

Washington State, with warmer-than-normal conditions remaining in the rest of the country.  

Wet conditions are expected to move from the east into the southeast region 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. Note that this report is also offered as a separate document on our website. 
 

March 20, 2020 
 

During the recent market tumult, gold has performed rather well, until lately.   

 

 
(Source: Barchart.com) 

 

This chart shows the nearest gold futures contract over the past year.  From mid-January, when 

reports of COVID-19 began to circulate, gold prices marched steadily higher, making an intraday 

high of $1,704.30.  Since then, this has declined by over $250 per ounce.  This drop is occurring 

despite a series of measures designed that would normally support gold prices, e.g., the return of 

zero fed funds, new quantitative easing, plans for massive fiscal spending, etc.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This is a chart of our gold model.  Fair value has increased to $1,529 per ounce and prices have 

dropped below that level.  We suspect the recent weakness is related to a rapid tightening of 

financial conditions.   
 

-14

-12

-10

-8

-6

-4

-2

0

2

1990 1995 2000 2005 2010 2015 2020

BLOOMBERG FINANCIAL CONDITIONS INDEX

Sources:  Bloomberg, CIM

BLOOMBERG FINANCIAL CONDITIONS INDEX
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This chart shows the Bloomberg Financial Conditions Index. A negative reading suggests higher 

levels of financial stress.  When financial stress rises to high levels, investors often are 
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scrambling for cash, selling what they can and not necessarily what they should.  In other words, 

the investors may be selling gold to raise funds because it is a liquid asset. 

 

Returning to the gold model chart, we highlighted the area in yellow that represents the 2008 

Great Financial Crisis.  In the worst of that situation, gold also underperformed fair value.  

However, once the liquidating stopped, gold began a multi-year bull market.  Although we are 

not necessarily expecting a similar move in prices, we do expect the aggressive expansion of 

liquidity via fiscal and monetary policy to create favorable conditions for gold in the coming 

years.   

 

   

 
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 3/20/2020 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 3/20/2020 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. 

 



 

 

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

www.confluenceinvestment.com 

11 

 

P/E Update 

 

March 19, 2020 
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Based on our methodology,1 the current P/E is 20.0x, down 0.4x 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. 

 

 
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 (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. 


