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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: May 13, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is down 1.2% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.1% from its prior close. Chinese markets were higher, with the Shanghai Composite 

up 0.2% from the prior close and the Shenzhen Composite up 0.6%.  U.S. equity index futures 

are signaling a higher open.  With 444 companies having reported, the S&P 500 Q1 earnings 

stand at $33.70, lower than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% 

decrease from Q1 2019 earnings.  Thus far this quarter, 66.8% of the companies have reported 

earnings above forecast, while 28.3% have reported earnings below forecast.   
 

The general rise in today’s markets comes as multiple countries and states continue to ease their 

coronavirus restrictions and Democrats in the House released their proposal for another round of 

fiscal relief, but optimism remains tempered by health officials’ warnings against easing too 

quickly and signs of increasing tensions between the U.S. and China.  As always, we review the 

key pandemic and related news below. 
 

COVID-19:  Official data show confirmed cases have risen to 4,283,885 worldwide, with 

292,619 deaths and 1,504,429 recoveries.  In the United States, confirmed cases rose to 

1,370,016, with 82,389 deaths and 230,087 recoveries.  Here is the interactive chart from the 

Financial Times that allows you to compare cases and deaths among countries, scaled by 

population. 
 

Virology 

• Even as multiple states move to further loosen their coronavirus restrictions, NIAID 

Director Fauci and other top health officials testifying before a Senate committee 

yesterday warned that prematurely easing the lockdowns could lead to a resurgence in 

infections and a need to reimpose restrictions.  Leading the pushback against them, 

Kentucky Senator Rand Paul suggested the officials were being alarmist, but the 

testimony has still taken additional wind out of the recent rally in stocks. 

• Now that researchers are gaining a better understanding of the benefits and limitations of 

the anti-viral drug remdesivir to treat COVID-19, they are starting to launch trials of the 

drug in combination with other therapies to see if its safety and effectiveness can be 

improved. 

• A century-old tuberculosis vaccine known as BCG is now being tested as a stopgap 

shield against the new coronavirus. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2020/05/12/us/coronavirus-live-news-updates.html?action=click&module=Spotlight&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/health-officials-to-testify-on-reopening-to-senate-committee-11589281013?mod=hp_lead_pos2
https://www.ft.com/content/f303d8b7-d522-4cba-8bae-ba7bbb34874a
https://www.ft.com/content/f303d8b7-d522-4cba-8bae-ba7bbb34874a
https://www.wsj.com/articles/gileads-remdesivir-tested-with-other-drugs-to-fight-covid-19-11589362200?mod=hp_lead_pos2
https://www.wsj.com/articles/gileads-remdesivir-tested-with-other-drugs-to-fight-covid-19-11589362200?mod=hp_lead_pos2
https://www.wsj.com/articles/gileads-remdesivir-tested-with-other-drugs-to-fight-covid-19-11589362200?mod=hp_lead_pos2
https://www.wsj.com/articles/old-vaccine-gets-new-look-in-tests-for-coronavirus-protection-11589362202
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• U.S. officials said Chinese and Iranian hackers are aggressively targeting American 

universities, pharmaceutical and other health care firms in a way that could be hampering 

their efforts to find a vaccine to counter the coronavirus pandemic. 
 

Real Economy 

• IMF Director Georgieva warned that since COVID-19 is spreading farther and the 

economic damage is proving worse than previously expected, this year’s global economic 

contraction will be even deeper than the 3% the institution forecast last month.  Revised 

forecasts won’t be released until next month, but the news is likely to further dampen the 

recent rebound in risk assets. 

• Some farmers are shifting their planting plans from corn to soybeans as prices for the 

former plunge faster in response to weakened demand for energy and ethanol. 
 

U.S. Policy Response 

• The Democratic majority in the House of Representatives released their proposal for a 

fifth pandemic relief bill worth approximately $3 trillion, including $1 trillion for state 

and local governments.  House members are expected to vote on the bill this Friday, but 

negotiations with the Republican-controlled Senate aren’t expected to start until late May. 

o Republicans panned the Democratic proposal and insisted they would plan to take 

a wait-and-see approach to any new bill. 

o Concerns about ballooning deficits continue to build, raising the risk that fiscal 

policy could be tightened before the economy is back on its feet, as happened 

under the “sequester” after the Great Financial Crisis. 

• Although much of the discussion of previous epidemic relief spending has focused on the 

Payroll Protection Program loans for small businesses, larger companies are now 

reporting significant cash flow benefits from tax cuts and deferrals in the relief bills. 

• The Fed has started to implement its new purchases of corporate bond ETFs, giving a 

boost to the major funds yesterday.  The major corporate bond ETFs continue to have a 

tailwind so far this morning. 
 

Foreign Policy Response 

• In Japan, Prime Minister Abe signaled he would be open to compiling a second 

supplementary budget to cushion the blow of the country’s virus lockdowns as he was 

forced to defend his administration’s response to the crisis under pressure from 

opposition party lawmakers. 

• In India, Prime Minister Modi proposed spending $266 billion to offset the economic 

impact of the country’s pandemic restrictions.  The program would amount to about 10% 

of Indian GDP and would include broad economic reforms in addition to emergency 

budget funds.  Details on the proposal won’t be released until later this week, but from 

the tenor of the announcement it could be a significant positive for Indian stocks. 
 

Political Impact 

• New reports show Chinese health officials were conducting detailed investigations into 

the origins of the pandemic as early as December, but are now stalling any release of 

their findings and blocking joint studies with foreign researchers.  The reports help 

https://www.wsj.com/articles/chinese-iranian-hacking-may-be-hampering-search-for-coronavirus-vaccine-officials-say-11589362205
https://www.wsj.com/articles/chinese-iranian-hacking-may-be-hampering-search-for-coronavirus-vaccine-officials-say-11589362205
https://www.wsj.com/articles/chinese-iranian-hacking-may-be-hampering-search-for-coronavirus-vaccine-officials-say-11589362205
https://www.ft.com/content/528476ca-b542-4b7a-8e43-b50e41f0eeb1
https://www.ft.com/content/528476ca-b542-4b7a-8e43-b50e41f0eeb1
https://www.wsj.com/articles/farmers-swap-soybeans-for-corn-as-coronavirus-scrambles-demand-11589306319?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/house-democrats-release-3-trillion-bill-to-respond-to-coronavirus-11589304095?tesla=y&mod=article_inline
https://www.wsj.com/articles/house-democrats-release-3-trillion-bill-to-respond-to-coronavirus-11589304095?tesla=y&mod=article_inline
https://www.wsj.com/articles/house-democrats-release-3-trillion-bill-to-respond-to-coronavirus-11589304095?tesla=y&mod=article_inline
https://www.wsj.com/articles/companies-start-reaping-billions-in-tax-breaks-to-ride-out-economic-slump-11589362202?mod=hp_lead_pos1
https://www.wsj.com/articles/companies-start-reaping-billions-in-tax-breaks-to-ride-out-economic-slump-11589362202?mod=hp_lead_pos1
https://www.wsj.com/articles/bond-etfs-climb-as-the-fed-kicks-off-historic-purchase-program-11589296012
https://www.japantimes.co.jp/news/2020/05/11/national/coronavirus-shinzo-abe-second-extra-budget-japan/#.XrvqKWhKjMI
https://www.japantimes.co.jp/news/2020/05/11/national/coronavirus-shinzo-abe-second-extra-budget-japan/#.XrvqKWhKjMI
https://www.ft.com/content/5734f333-e4d7-4ebf-9de2-220e537da3f0
https://www.ft.com/content/5734f333-e4d7-4ebf-9de2-220e537da3f0
https://www.wsj.com/articles/china-stalls-global-search-for-coronavirus-origins-wuhan-markets-investigation-11589300842?mod=hp_lead_pos5
https://www.wsj.com/articles/china-stalls-global-search-for-coronavirus-origins-wuhan-markets-investigation-11589300842?mod=hp_lead_pos5
https://www.wsj.com/articles/china-stalls-global-search-for-coronavirus-origins-wuhan-markets-investigation-11589300842?mod=hp_lead_pos5


 

 

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

www.confluenceinvestment.com 

 3 

buttress a growing sense around the world that China is not being transparent about the 

virus or any possible missteps it may have made at the beginning of the crisis. 

• Citing “the Chinese government’s concealment of critical information concerning the 

novel coronavirus,” President Trump ordered the federal government’s 401(k)-style 

Thrift Savings Plan to cancel a project that would allow federal workers to invest their 

contributions in Chinese stocks.  The order is a clear example of how the crisis plays into 

the administration’s policy of deglobalization and decoupling from China. 

• In another black eye for President Putin and his handling of the crisis, the Russian 

government has suspended the use of a domestic-made ventilator used to treat patients 

infected with coronavirus after two of the machines reportedly caught fire, resulting in 

the deaths of six people. 

• In an important development for the future of the EU, the judge who authored last week’s 

German constitutional court decision against the ECB’s bond-buying program and the 

European Court of Justice’s approval of the program warned that an EU infringement 

proceeding against Germany over the decision would trigger a constitutional crisis that 

could endanger the bloc.  We would agree that a standoff between the EU and Germany 

over which one has primacy is a further fracture in the bloc on top of those we discussed 

in our recent WGRs from March 30 and April 6.  The risk of an eventual breakup of the 

EU continues to grow, which could turn into a serious headwind for European stocks and 

bonds going forward. 

• The crisis is also shifting political fortunes and boosting new potential leaders in key 

countries: 

o In Japan, Osaka Governor Hirofumi Yoshimura has gone from being a locally 

liked politician known as a team player to a national media darling now being 

discussed as a possible prime minister in the future.  Yoshimura’s rise stems 

largely from his strong individual leadership and communication skills in dealing 

with the coronavirus crisis. 

o In Germany, new polling shows 53% of voters think Markus Söder, the prime 

minister of Bavaria, should be the ruling Christian Democrats’ candidate to 

succeed Chancellor Merkel in next year’s election.  Söder’s reputation has been 

boosted by his willingness to take tough measures against the pandemic.  Support 

for the previous frontrunner, Armin Laschet, has fallen to just 27%. 
 

Israel-China-United States:  Responding to U.S. concern about China’s growing influence over 

the Israeli economy, Israeli Prime Minister Netanyahu will force additional checks on whether a 

Hong Kong-based company should be allowed to bid for the construction of a $1.5 billion 

desalination plant in the country. 
 

China:  Ahead of two major policy meetings in Beijing next week, Communist Party hardliners 

are reportedly planting criticisms in state media of January’s “Phase I" trade deal between the 

U.S. and China.  The criticisms likely signal an effort to push back against any further 

concessions to the U.S. in trade and other bilateral issues. 
 

 

 

https://www.wsj.com/articles/trump-administration-tells-federal-retirement-plan-to-avoid-chinese-stocks-11589322094?tesla=y&mod=article_inline
https://www.wsj.com/articles/trump-administration-tells-federal-retirement-plan-to-avoid-chinese-stocks-11589322094?tesla=y&mod=article_inline
https://www.wsj.com/articles/trump-administration-tells-federal-retirement-plan-to-avoid-chinese-stocks-11589322094?tesla=y&mod=article_inline
https://www.ft.com/content/2ecba413-70c3-30c7-92be-4effbe550da1
https://www.ft.com/content/2ecba413-70c3-30c7-92be-4effbe550da1
https://www.ft.com/content/f48e3a6b-6a95-4187-8a7d-0f8dad3fbecb
https://www.ft.com/content/f48e3a6b-6a95-4187-8a7d-0f8dad3fbecb
https://www.ft.com/content/f48e3a6b-6a95-4187-8a7d-0f8dad3fbecb
https://www.confluenceinvestment.com/weekly-geopolitical-report-could-coronavirus-pandemic-break-up-eu-part-i-march-30-2020/
https://www.confluenceinvestment.com/weekly-geopolitical-report-could-coronavirus-pandemic-break-up-eu-part-ii-april-6-2020/
https://www.japantimes.co.jp/news/2020/05/13/national/politics-diplomacy/osaka-gov-hirofumi-yoshimura/#.Xrvq6mhKjMI
https://www.japantimes.co.jp/news/2020/05/13/national/politics-diplomacy/osaka-gov-hirofumi-yoshimura/#.Xrvq6mhKjMI
https://www.japantimes.co.jp/news/2020/05/13/national/politics-diplomacy/osaka-gov-hirofumi-yoshimura/#.Xrvq6mhKjMI
https://www.ft.com/content/b5d13b3b-74e3-4624-b69c-a03b8e1365ef
https://www.ft.com/content/b5d13b3b-74e3-4624-b69c-a03b8e1365ef
https://www.ft.com/content/b5d13b3b-74e3-4624-b69c-a03b8e1365ef
https://www.ft.com/content/f2988ffe-103d-4ac7-9a63-76be270e49ba
https://www.ft.com/content/f2988ffe-103d-4ac7-9a63-76be270e49ba
https://www.ft.com/content/f2988ffe-103d-4ac7-9a63-76be270e49ba
https://www.scmp.com/economy/china-economy/article/3084169/coronavirus-us-china-blame-game-prompts-beijing-hawks-ramp?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200513&MCUID=b11497b3c2&MCCampaignID=3b817efe99&MCAccountID=3775521f5f542047246d9c827&tc=9
https://www.scmp.com/economy/china-economy/article/3084169/coronavirus-us-china-blame-game-prompts-beijing-hawks-ramp?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200513&MCUID=b11497b3c2&MCCampaignID=3b817efe99&MCAccountID=3775521f5f542047246d9c827&tc=9
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U.S. Economic Releases 
 

MBA mortgage applications rose 0.3% from the prior week.  Applications for purchases rose 

10.6% from the prior week, while refinancing applications fell 3.3%.  The average 30-year fixed 

rate was unchanged from the prior week at 3.43%. 
 

PPI final demand fell from 1.3% the prior month compared to expectations of a drop of 0.5%. 

PPI excluding food and energy fell 0.3% from the prior month compared to expectations of a 

0.1% decline.  Lastly, PPI excluding food, energy, and trade fell 0.9% compared to expectations 

of a 0.1% decline. 
 

 
 

The chart above shows the annual change in headline PPI final demand and PPI final demand 

less foods and energy.  The annual change of 1.0% was the sharpest decline in PPI final demand 

since 2015, while PPI final demand less food and energy rose a modest 0.6% from the prior year.  
 

There are no 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 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  



 

 

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

www.confluenceinvestment.com 

 5 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Bank Lending Incl Trusts y/y Apr 3.0% 2.0% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y Apr 3.1% 2.2% ** Equity and bond neutral

BoP Current Account Balance m/m Mar ¥1971.0 Bil ¥3168.8 Bil ¥2034.2 Bil ** Equity and bond neutral

BoP Current Account Adjusted m/m Mar ¥942.3 Bil ¥2378.1 Bil ¥1254.1 Bil ** Equity bearish, bond bullish

Trade Balance BoP Basis m/m Mar ¥103.1 Bil ¥1366.6 Bil ¥185.0 Bil ** Equity bearish, bond bullish

Bankruptcies y/y Apr 15.2% 11.8% ** Equity and bond neutral

Australia Westpac Consumer Confidence y/y May 16.4% -17.7% *** Equity bullish, bond bearish

Wage Price Index y/y 1Q 2.1% 2.1% 2.2% *** Equity and bond neutral

Europe

Eurozone Industrial Production y/y Mar -11.3% -0.1% -12.5% *** Equity and bond neutral

UK Monthly GDP m/m Mar -5.8% -0.1% -7.9% *** Equity and bond neutral

Industrial Production m/m Mar -4.2% 0.1% -5.6% *** Equity and bond neutral

Manufacturing Production m/m Mar -4.6% 0.5% -6.0% *** Equity and bond neutral

Construction Output m/m Mar -5.9% -1.7% -7.6% ** Equity and bond neutral

Index of Services 3M/3M m/m Mar -1.9% 0.2% -2.5% ** Equity and bond neutral

Trade Balance GBP/Mn m/m Mar -£6676 Mil -£2793 Mil -£2500 Mil ** Equity and bond neutral

GDP q/q 1Q P -2.0% 0.0% -2.6% *** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 8-May $186.643 Bil $186.655 Bil * Equity and bond neutral

Formal Job Creation Total m/m Apr -555.2k -130.6k ** Equity and bond neutral

Mexico Industrial Production y/y Mar -5.0% -1.9% -6.3% *** Equity and bond neutral

Manufacturing Production y/y Mar -6.1% -1.0% -6.9% *** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 43 43 0 Down

3-mo T-bill yield (bps) 12 12 0 Neutral

TED spread (bps) 32 31 1 Up

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

10-yr T-note (%) 0.66 0.68 -0.02 Neutral

Euribor/OIS spread (bps) -25 -26 1 Neutral

EUR/USD 3-mo swap (bps) 7 7 0 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

RBNZ Official Cash Rate 0.250% 0.250% 0.250% 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 $29.91 $29.98 -0.23%

WTI $25.81 $25.78 0.12%

Natural Gas $1.71 $1.72 -0.76%

Crack Spread $10.87 $11.40 -4.66%

12-mo strip crack $9.48 $9.86 -3.84%

Ethanol rack $1.28 $1.28 -0.07%

Gold $1,706.66 $1,702.70 0.23%

Silver $15.55 $15.45 0.67%

Copper contract $236.20 $235.90 0.13%

Corn contract 320.50$       322.25$       -0.54%

Wheat contract 510.50$       514.50$       -0.78%

Soybeans contract 850.75$       852.00$       -0.15%

Baltic Dry Freight 433 474 -41

Actual Expected Difference

Crude (mb) 5.0

Gasoline (mb) -2.5

Distillates (mb) 4.5

Refinery run rates (%) 0.50%

Natural gas (bcf) 105.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with cool conditions expected in the Pacific region.  Precipitation is expected for most of the 

country, with dry conditions in the eastern third 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. 
 

May 8, 2020 
 

The U.S. economy has been hit with shelter-in-place orders that have depressed consumption and 

reduced production.  The economic readings on Q2 will be historically bad, perhaps even worse 

than the Great Depression.  However, based on the assumptions that (a) aggressive policy 

support will continue, and (b) the pandemic will wane over time, either due to natural herd 

immunity or medical intervention, financial markets are assuming the impact of COVID-19 will 

be severe in impact but short in duration.  Although we mostly agree with that assessment, the 

rebound has much to do with how GDP is reported.  The common way is to annualize the 

quarterly change.  Thus, if we get a large decline in Q2, a very modest rise in GDP in Q3 will 

tend to look quite large.  This is not the only way to measure the change in GDP.  The year-on-

year change will look less onerous in Q2 but won’t look as impressive in Q3.   

 

Another way we like to look at the GDP data is against its long-term trend.  To forecast Q2 GDP, 

we are taking advantage of a new high-frequency index created by the New York FRB.  The 

index is designed to measure the yearly change in GDP—how much GDP has changed compared 

to Q2 2019.  It is currently forecasting about a 12% yearly change.1  We can then take that 

number and calculate what the level of GDP looks like compared to its long-term trend. 
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1 Although this is not the focus of this report, the forecast level of decline is consistent with a 35% drop in 
annualized GDP in Q2.   

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://www.newyorkfed.org/research/policy/weekly-economic-index
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To generate this chart, we log-transform real annual GDP and regress a time trend through the 

data.  The important line is the lower deviation line.  There are two periods when GDP was well 

below trend; the Great Depression and the post-Great Financial Crisis to the present.  The Great 

Depression showed a massive drop in the level of GDP that took until 1942 to return to trend.  

Although fiscal and monetary policy were expanding after 1932, it took war spending to finally 

bring the economy back to trend.  What has been disconcerting about the past expansion is that it 

was much slower than the long-term trend.  And so, the level of GDP continued to fall compared 

to trend; our estimate for GDP in the COVID-19 recession shows a downleg in growth that is 

rivaling levels seen in 1935.   

 

The point of this analysis is that the trend should represent some degree of capacity.  It is 

possible the trajectory for GDP that held from 1901 to 2008 is no longer possible.  But, if that 

trendline does represent a normal level for GDP, it would suggest the economy can absorb 

aggressive fiscal and monetary policy expansion before inflation becomes a problem.  If inflation 

starts to rise before the trendline is achieved, it would confirm that the trendline is no longer 

valid; however, for the political class, it would seem natural to find out if the long-term trend line 

remains a measure of capacity.  In other words, we would expect even more deficit spending and 

easy monetary policy until inflation returns.  Given how far GDP remains below trend, the return 

of inflation may take a rather long time.   

   

  
 
Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative 
purposes only and should not be construed as individualized investment advice or a recommendation. The investment or strategy 
discussed may not be suitable for all investors. Investors must make their own decisions based on their specific investment 
objectives and financial circumstances. Opinions expressed are current as of the date shown and are subject to change.  
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Data Section 
 

 

U.S. Equity Markets – (as of 5/12/2020 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 5/12/2020 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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Based on our methodology,2 the current P/E is 21.5x, up 1.8x from last week.  The rise in the P/E 

was caused by the recovery in the S&P and rapidly falling earnings estimates, especially for Q2. 

It is not unusual for the multiple to rise during recessions.  Although earnings decline, investors 

look past the current decline to an earnings recovery in the future and thus “buy now.”  The 

multiple will tend to decline as the economic recovery develops. 

 

 
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 two actual quarters (Q3 and Q4) and two estimates (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. 


