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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 30, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is currently down 0.5% from its last close.  In Asia, the MSCI Asia 

Apex 50 closed down 1.3%.  Chinese markets were lower, with the Shanghai Composite down 

0.9% and the Shenzhen Composite down 2.1%.  U.S. equity index futures are signaling a flat 

open.   
 

Good morning and happy Monday!  Before we begin, we want to note a correction from our 

Friday comment; we erroneously reported the NHL had cancelled its season.1  That wasn’t true, 

and we apologize for any confusion.  Global equities are lower and oil prices are testing $20 per 

barrel.  However, U.S. equity futures are ticking higher.  We update all the COVID-19 news, 

including some charts on what is happening in the economy.  Here are the details: 

 

COVID-19:  The official number of global cases is 735,560 with 34,830 fatalities and 156,380 

recoveries.  There is growing skepticism over China’s numbers; this is especially pertinent given 

media reports that the U.S. now has more cases than China.  Here is the usual FT chart: 
 

 

 
1 One of the dangers of working from home is overhearing members of the household making unsubstantiated 
claims.  Going forward, we will rely on Ronald Reagan’s dictum of “trust but verify.” 

 

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-3-30-2020-11584925602-11585531131?shareToken=st19dae77ec2a540d3adf0e973ab82a066
https://www.ft.com/content/bc938195-82d3-43eb-b031-740028451382?emailId=5e81642b92e08f00049508ce&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/bc938195-82d3-43eb-b031-740028451382?emailId=5e81642b92e08f00049508ce&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2020/03/30/world/coronavirus-news.html
https://www.wsj.com/livecoverage/coronavirus
https://coronavirus.jhu.edu/map.html
https://www.ft.com/content/4aa35288-3979-44f7-b204-b881f473fca0?emailId=5e7d7a67448a9400044bc488&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/global-stock-markets-dow-update-3-27-2020-11585280709?shareToken=stcde252fd7f764581bc48e455d4a1a92b
https://www.wsj.com/articles/global-stock-markets-dow-update-3-27-2020-11585280709?shareToken=stcde252fd7f764581bc48e455d4a1a92b
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There is a recognizable “bend” developing in the U.S. infection rate.  That is potentially good 

news. 
 

The virus news: 

• President Trump has extended social distancing guidelines until the end of April.  There 

had been rumblings of ending social distancing by mid-April, but the continued surge of 

cases has led the government to continue the current policy. 

• There is growing speculation that China may have drastically undercounted fatalities 

from COVID-19.  There are reports that the level of cremations is far exceeding the 

reported 2,500 deaths from the virus in Wuhan.  Although it may be possible that people 

died of something else, it is also possible that officials only reported those who were 

tested and died and did not perform autopsies on the others.   

• Meanwhile, the world is watching China’s slow return to work to see how an economy 

recovers from lockdown. 

• It appears that hospital workers in the Netherlands may have been asymptomatic carriers 

of the virus.  If so, they may have been inadvertent vectors of the disease.   

• Although China has tried to gain goodwill by sending medical devices to nations affected 

by COVID-19, it turns out much of what was sent was defective, blunting the soft-power 

effort.  It seems that the crisis policy of retooling other factories for medical device 

production had flaws. 

• One of the world’s largest producers of ventilators, Drägerwerk (DRWKR, $104.50), is 

warning of a global supply shortage even though it is rapidly increasing production.  The 

FDA has approved the emergency use of hydroxychloroquine and chloroquine for 

treating COVID-19.  Virus transmission in Seattle appears to be slowing, giving hope 

that social distancing is working; however, without aggressive testing and serological 

following for immunity, we still don’t really know for sure. 

The policy news: 

• Congress and the White House are already preparing for “Phase 4” of the stimulus 

program.  The general consensus is that the preceding measures will merely offer support 

to those affected by COVID-19 and act as a stopgap.  Restarting growth will be another 

matter.   

• Congress is “rearming” the Fed, boosting its ability to begin lending directly to 

businesses and local governments.  These new powers are significant; one of the 

problems that hampered the response in 2008 was that the Fed pushed liquidity into the 

banking system, where it sat idle.  That led to calls among left-wing politicians for direct 

central bank support; in Britain, Jeremy Corbyn called for “QE for people.”  These new 

powers are a step in that direction—the Fed would be simply bypassing the financial 

system and putting money directly into the economy, à la MMT.  This development 

comes in the face of a severe testing of the U.S. social safety net.   

• The U.S. plans to suspend tariff collection for three months. 

• The next battle brewing could be in insurance.  The industry is claiming that policies it 

has written specifically exclude pandemics; governments beg to differ. 

https://www.wsj.com/articles/coronavirus-deaths-top-30-000-as-china-opens-up-province-where-it-began-11585466594?shareToken=st75da42b99c104834b7575b0f5cf569b1
https://brontecapital.blogspot.com/2020/03/watch-what-chinese-do.html?spref=tw
https://www.rfa.org/english/news/china/wuhan-deaths-03272020182846.html
https://www.reuters.com/article/us-health-coronavirus-wuhan-idUSKBN21F0B9?taid=5e7f4ba1ef5fb4000146a7a9&utm_campaign=trueAnthem%3A+Trending+Content&utm_medium=trueAnthem&utm_source=twitter
https://www.wsj.com/articles/china-gets-back-to-work-while-u-s-extends-coronavirus-shutdowns-11585561393?shareToken=st26370d7db8c248a49b52b63292f2b97f
https://www.wsj.com/articles/china-gets-back-to-work-while-u-s-extends-coronavirus-shutdowns-11585561393?shareToken=st26370d7db8c248a49b52b63292f2b97f
https://www.bloomberg.com/news/articles/2020-03-28/dutch-hospital-workers-show-insidious-nature-of-coronavirus
https://www.aljazeera.com/news/2020/03/netherlands-recalls-defective-masks-imported-china-200329141715106.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2WMetVd
https://nyti.ms/2WMetVd
https://www.ft.com/content/2f2845b3-a1ed-44cb-90af-e04d8d712403
https://www.ft.com/content/2f2845b3-a1ed-44cb-90af-e04d8d712403
https://www.politico.com/news/2020/03/29/fda-emergency-authorization-anti-malaria-drug-155095?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://nyti.ms/3dNWgwO
https://www.wsj.com/articles/after-three-coronavirus-stimulus-packages-congress-is-already-prepping-phase-four-11585483203?shareToken=sted873547703741dd80330b9613e49281
https://www.wsj.com/articles/after-fed-unleashes-firepower-washington-rearms-central-bank-11585498301?shareToken=st5ac51a63f58c4daab19ee332860d9d89
https://www.wsj.com/articles/coronavirus-threatens-to-overwhelm-cities-social-safety-net-11585474200?shareToken=st51d6bbde7ad74c3488d74bc079d1bf72
https://www.wsj.com/articles/u-s-plans-to-stop-collecting-import-tariffs-for-three-months-officials-say-11585349037?shareToken=stf773fec39b304692b52cda1dd9a235d0
https://www.ft.com/content/680cf9a3-8fd0-4e33-83a6-b13ba06e35e6?emailId=5e81642b92e08f00049508ce&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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• Across the pond, there are a couple items of note.  First, Italy’s widespread “off the 

books” labor market means that millions of workers will be excluded from government 

support measures.  And, there is a deep battle brewing in the Eurozone; a growing roster 

of nations, mostly in the south, are pressing for a Eurobond, a bond backed by the full 

faith and credit of the entire (read: Germany) Eurozone.  Needless to say, Germany and 

the Netherlands are opposed to such measures.  As we are reporting over the next two 

weeks in the WGR, the fracturing of the EU is becoming a geopolitical concern.   

The economic news: 

• Although the employment news is bad, we are seeing aggressive hiring in logistics, 

medical and large retail.  This is a massive shift in the labor market.   

The market news: 

• Banks and other lenders are tightening lending standards as borrowing demand rises.  

Historically, lenders are pro-cyclical; they tend to increase lending in good times and 

withdraw it in bad times.  Unfortunately, this sort of behavior makes the recession worse.  

Hence the entry of the Fed into direct lending. 

• There are three charts we want to note this morning.  First, there has been a flight-to-

government money market funds (IMMK) and away from prime funds.  During the 2008 

Financial Crisis there was similar activity.  The second chart updates the retail MMK and 

S&P 500, while the third chart shows how foreign central banks are drawing the Fed’s 

swap lines. 

 

In 2016, SEC regulations changed and allowed the NAV on MMK to deviate from $1.00 

per share.  This change prompted a flight into government funds.  However, we did see a 

modest recovery in prime MMK until recently.  As financial stress has increased, so has 

the exodus from prime MMK. 

https://www.ft.com/content/08847c08-9582-4c48-9d2d-319f8593da19
https://www.ft.com/content/08847c08-9582-4c48-9d2d-319f8593da19
https://www.ft.com/content/08847c08-9582-4c48-9d2d-319f8593da19
https://www.reuters.com/article/us-health-coronavirus-france-europe-idUSKBN21G0FX?taid=5e80f183e370aa0001623aa7&utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/coronavirus-pandemic-compels-historic-labor-shift-11585474206?shareToken=st394b8a92a9944764a1dbc7432b5e076c
https://www.wsj.com/articles/people-need-loans-as-coronavirus-spreads-lenders-are-making-them-tougher-to-get-11585357440?shareToken=st589812d290ed46f194c253b2e50d7b60
https://www.wsj.com/articles/americas-make-or-break-week-11585510109?shareToken=st08df262200aa4bf993df36aab2a7a883
https://www.zacksim.com/what-do-new-reforms-for-money-market-funds-mean-for-you/
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Second, readers will be familiar with our retail MMK/S&P 500 chart, which is updated 

below. 
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When the trade war expanded in early 2018, retail investors began building cash 

positions.  This positioning accelerated despite the rally in stocks from Q2 2018 into 

February of this year.  But, as stocks have declined, MMK has risen sharply.   

Third, the Fed’s forex swap lines are being drawn aggressively. 

 

These swap lines are used by foreign central banks to provide dollars to their borrowers 

who have dollar-denominated debt.  As financial stress has increased, we have seen the 

dollar rally.  In 2008, the dollar weakened only after the draw on foreign currency swaps 

declined. 
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• Oil prices continue to spiral lower.  A couple news items of note.  First, the recently 

passed stimulus bill failed to include funding to purchase oil for the SPR.  Second, 

gasoline crack spreads, which is a rough measure of refining margins, have dipped under 

zero recently.  The chart below shows that a barrel of gasoline is trading below the cost of 

a barrel of oil.  If this continues much longer, we will likely see refining activity decline 

which will put additional pressure on prices.   

 
(Source: Bloomberg) 

• Compounding problems for oil is that the calendar spread, the spread between spot and 

deferred futures, remains wide.  This allows firms to buy oil in the spot and sell it in the 

future, pocketing the gain.  This activity will continue until storage reaches capacity; it is 

at that point that oil prices will collapse.  We are seeing shipping rates for oil tankers rise 

as firms are starting to use tankers for storage.   

• The last time the U.S. shale industry was threatened, in 2016, once prices recovered 

production returned even stronger.  That outcome is less certain this time around—the 

price decline will be deeper and longer and financing may be slower to return.  We 

expect the price weakness to last longer because Russia is better positioned than the usual 

OPEC nation to take on the KSA.  There are breaking reports that President Trump will 

be calling President Putin to talk about oil today; we will see how that goes but would not 

expect much help from Moscow. 

• One area we are watching with increasing interest is real estate.  We know that as 

households and businesses lose income their ability to service mortgages or maintain rent 

is coming into question.  One factor we are investigating are rules that limit the liability 

of a commercial lessee for breaking a lease.  Section 502(b)(6) is the part of the 

commercial code that deals with unpaid leases in bankruptcy.  The bottom line is that the 

landlords of commercial firms may find their remedies in bankruptcy are rather 

constrained and this may explain part of the recent weakness we are seeing in REITs.  

• There are rising concerns about widespread EM defaults; the rise in the dollar is probably 

a symptom of this worry.  At the beginning of the year, four EM nations’ dollar debt was 

at distressed levels; that number is up to 18.  Another complication is that China has 

become a larger lender into the EM space.  It isn’t clear how China will deal with bad 

loans, but we would expect behavior more akin to the 18th century.   

https://www.cnbc.com/2020/03/26/us-suspends-plans-to-buy-oil-after-funding-is-left-out-of-2-trillion-stimulus-package.html
https://oilprice.com/Energy/Energy-General/Refiners-Are-Having-To-Pay-To-Produce-Gasoline.amp.html
https://www.politico.eu/article/facebook-misinformation-fake-news-coronavirus-covid19/?utm_source=POLITICO.EU&utm_campaign=c974d7a5ec-EMAIL_CAMPAIGN_2020_03_30_03_25&utm_medium=email&utm_term=0_10959edeb5-c974d7a5ec-190334489
https://www.ft.com/content/39125b8a-524f-11ea-a1ef-da1721a0541e?emailId=5e81642b92e08f00049508ce&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/87196fa8-6289-4f9c-9353-cdf18d5fabc8?emailId=5e81642b92e08f00049508ce&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/87196fa8-6289-4f9c-9353-cdf18d5fabc8?emailId=5e81642b92e08f00049508ce&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://bclpgrid.com/what-do-you-mean-my-claim-is-capped-ninth-circuit-ruling-further-clarifies-types-of-damages-excluded-from-a-landlords-claim-in-bankruptcy/
https://lizardbrain.substack.com/p/corona-cheesecake-and-testing-the
https://lizardbrain.substack.com/p/corona-cheesecake-and-testing-the
https://foreignpolicy.com/2020/03/28/coronavirus-biggest-emerging-markets-crisis-ever/
https://www.wsj.com/articles/coronavirus-pushes-some-emerging-markets-to-brink-of-default-11585388004?shareToken=st384fd18a0f554efdb56fe0cae9330e87
https://www.wsj.com/articles/coronavirus-pushes-some-emerging-markets-to-brink-of-default-11585388004?shareToken=st384fd18a0f554efdb56fe0cae9330e87
https://www.wsj.com/articles/hidden-chinese-lending-puts-emerging-market-economies-at-risk-11585560600?shareToken=st5e266dcf919b437595729254514d8218
https://www.wsj.com/articles/hidden-chinese-lending-puts-emerging-market-economies-at-risk-11585560600?shareToken=st5e266dcf919b437595729254514d8218
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• LIBOR’s replacement, SOFR, is failing miserably as a new rate tool in the crisis.  We 

wonder if one of the outcomes of COVID-19 will be the resurrection of LIBOR. 

• Just when we need them most, there is an apparent shortage of jigsaw puzzles.   

Foreign policy news: 

• Russia and China are using the crisis to sow dissention through social media by releasing 

disinformation and spreading unfounded conspiracy theories.  And, as has been the 

pattern, the social media firms are failing to police these actions. 

• U.S. sanctions have exacerbated the impact of COVID-19 on Iran.  The U.S. is pulling 

troops out of the K1 base in northern Iraq, the third pullout this month.   

U.S. Economic Releases 
 

There were no domestic releases prior to the publication of this report.  The table below shows 

the economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 Pending Home Sales m/m Feb -2.0% 5.2% ***

10:00 Pending Home Sales m/m Feb 6.0% 6.7% **

10:30 Dallas Fed Manufacturing Activity m/m Mar -10.0 1.2 **

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://twitter.com/tracyalloway/status/1244408659280416768
https://www.wsj.com/articles/coronavirus-means-everyone-wants-jigsaw-puzzles-good-luck-buying-one-11585503789?shareToken=st86abe0a80aaa40d4826ad7977a07a40e
https://nyti.ms/2yfMaV8
https://www.politico.eu/article/facebook-misinformation-fake-news-coronavirus-covid19/?utm_source=POLITICO.EU&utm_campaign=c974d7a5ec-EMAIL_CAMPAIGN_2020_03_30_03_25&utm_medium=email&utm_term=0_10959edeb5-c974d7a5ec-190334489
https://www.washingtonpost.com/world/middle_east/as-coronavirus-cases-explode-in-iran-us-sanctions-hinder-its-access-to-drugs-and-medical-equipment/2020/03/28/0656a196-6aba-11ea-b199-3a9799c54512_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.aljazeera.com/amp/news/2020/03/led-forces-pull-iraqi-base-month-200329140448104.html
https://www.aljazeera.com/amp/news/2020/03/led-forces-pull-iraqi-base-month-200329140448104.html
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Country Indicator Current Prior Expected Rating Market Impact

EUROPE

Eurozone Economic Confidence m/m Mar 94.5 103.5 91.6 *** Equity bearish, bond bullish

Industrial Confidence m/m Mar -10.8 -6.2 -12.6 *** Equity bearish, bond bullish

Services Confidence m/m Mar -2.2 11.2 -5.0 *** Equity bearish, bond bullish

Consumer Confidence m/m Mar -11.6 -11.6 *** Equity and bond neutral

UK Net Conusmer Credit m/m Feb 551.2 Bil 581.0 Bil ** Equity and bond neutral

Consumer Credit m/m Feb 11.28 Tril 11.12 Tril ** Equity and bond neutral

Net Lending Sec. on Dwellings m/m Feb -0.5% 1.6% -0.2% ** Equity bearish, bond bearish

Mortgage Approvals m/m Feb -0.3% 0.9% 0.2% * Equity bearish, bond bearish

Money Supply M4 m/m Feb 4.9% 4.7% * Equity and bond neutral

Credit Suisse Survey Expectations m/m Feb 4.1% 5.6% * Equity and bond neutral

Switzerland KOF LEI m/m Mar 92.9 100.9 85.0 ** Equity and bond neutral

Domestic Sight Deposits CHF w/w 27-Mar 529.0 Bil 512.4 Bil * Equity and bond neutral

Total Sight Deposits CHF w/w 27-Mar 620.5 Bil 608.8 Bil * Equity and bond neutral

AMERICAS

Mexico Trade Balance m/m Feb 2.910 Bil -2.416 Bil 2.439 Bil ** Equity bullish, bond bearish

Brazil PPI Manufacturing y/y Feb 5.7% 5.4% ** Equity and bond neutral

Total Outstanding Loans m/m Feb 3.491 Tril 3.463 Tril 3.472 Tril * Equity bullish, bond bearish

Outstanding Loans m/m Feb 0.6% -0.4% 0.3% * Equity bullish, bond bearish

Personal Loan Default Rate m/m Feb 5.1% 4.9% ** 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) 145 137 8 Up

3-mo T-bill yield (bps) -17 -1 -16 Neutral

TED spread (bps) 162 138 24 Up

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

10-yr T-note (%) 0.65 0.68 -0.03 Neutral

Euribor/OIS spread (bps) -35 -35 0 Neutral

EUR/USD 3-mo swap (bps) -25 -24 -1 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Down Up

pound Down Down

franc Down Up

Central Bank Action Current Prior Expected

Bank of Canada Rate Decision 0.250% 0.750% 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 $22.95 $24.93 -7.94% Oversupply of Oil

WTI $20.45 $21.51 -4.93%

Natural Gas $1.63 $1.67 -2.57%

Crack Spread $9.83 $10.65 -7.63%

12-mo strip crack $5.77 $6.80 -15.11%

Ethanol rack $1.25 $1.25 -0.10%

Gold $1,622.07 $1,628.16 -0.37%

Silver $14.03 $14.47 -3.00%

Copper contract $216.25 $217.20 -0.44%

Corn contract 345.00$       346.00$       -0.29%

Wheat contract 579.25$       571.25$       1.40%

Soybeans contract 890.00$       881.50$       0.96%

Baltic Dry Freight 556 569 -13

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for the cold front to extend eastward, with 

warmer-than-normal temperatures for most of the country.  Wet conditions are expected for 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. Note that this report is also offered as a separate document on our website. 
 

March 27, 2020 
 

We continue to monitor the path of the economy and markets as our expectations for a recession 

loom.  This week we will update our S&P 500 earnings forecast for 2020.   
 

We use two components to build our forecast for S&P per share earnings.  First, we need to 

estimate GDP.  Normally, we use the GDP forecast from the Philadelphia FRB’s survey of 

economists.  However, under current circumstances, these forecasts are woefully out of date, so 

we are left to our own devices.  Any GDP forecast at present is mostly a guess; there isn’t 

enough data for March to project any sort of forecast for Q2.  Nevertheless, some estimate of 

GDP is necessary; our expectation for real GDP is a decline of 5.5% for the year 2020 with a 

strong rebound in 2021.  This will make the 2020 recession one of the deepest on record and the 

deepest yearly recession since 1946.  But, it will be short; our estimate suggests that Q2 and Q3 

will be negative, with a positive Q4.   
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We take this forecast and calculate a nominal GDP number.  Second, we use a model to generate 

the S&P operating earnings margin relative to GDP.  It uses a series of variables, including unit 

labor costs, fed funds, NIPA profits/GDP, the euro, WTI, real net exports/GDP and corporate 

cash flow.  The one variable that has been of particular concern is the comparison of S&P 500 

earnings/GDP compared to NIPA profits2/GDP; the modeled difference between these two 

variables has widened and, in the past, has signaled an eventual reversion would bring S&P 

earnings sharply lower. 

 
2 NIPA stands for “National Income and Product Accounts” and is the formal name of the GDP accounts.  As part of 
that accounting, the Commerce Department calculates corporate profits for the entire economy. 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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The deviation line shows that when S&P earnings/GDP is elevated relative to NIPA profits/GDP, 

the two tend to correct during recessions.  Current levels are elevated; in a recession, history 

shows the two series tend to converge.   
 

In our 2020 Outlook Update, we postulated that a recession would occur.  Our margin model 

shows that S&P earnings will fall to 4.5% of nominal GDP.  That lowers our estimate for 2020 

S&P operating earnings to 127.00 per share.   
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Whenever we make a forecast, we try to determine where the most likely area of error can occur.  

We note that in the last recession, the model forecast failed to capture the depths of the earnings 

decline.  And, in 2016, it didn’t fully account for the energy-related declines.  Thus, we may be 

underestimating the degree of earnings weakness that may occur.  But, for now, we will be using 

the 127.00 per share number for 2020, with the caveat that further downgrades are possible.   
 
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.  

https://www.confluenceinvestment.com/wp-content/uploads/March_2020_Outlook_Storm_Warning.pdf
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Data Section 
 

 

U.S. Equity Markets – (as of 3/27/2020 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 3/27/2020 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 P/E Update 

 

March 26, 2020 
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Based on our methodology,3 the current P/E is 20.0x, down 0.3x 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. 

 

 

 
3 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. 


