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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 20, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.1% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.4% 

from its prior close. Chinese markets were lower, with the Shanghai Composite down 0.5% from 

the prior close and the Shenzhen Composite down 1.0%.  U.S. equity index futures are signaling 

a higher open.  With 452 companies having reported, the S&P 500 Q1 earnings stand at $33.80, 

lower than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% decrease from Q1 

2019 earnings.  Thus far this quarter, 66.6% of the companies have reported earnings above 

forecast, while 28.3% have reported earnings below forecast.   
 

Today’s U.S. market strength stems in part from earnings reports showing many companies have 

been able to adjust relatively well to the coronavirus challenges, albeit with higher costs.  Adding 

to the positive vibe is news that all 50 states have now relaxed their coronavirus lockdowns, 

although remaining restrictions vary widely.  Overseas, officials also continue to loosen their 

lockdowns, or contemplate doing so, including several large developing countries where 

infections are still rising.  As always, we review all the key pandemic and related news below. 
 

Additionally, our latest podcast episode, “The Lessons of History,” is available, which examines 

the economic, market and social effects of earlier pandemics.  
 

COVID-19:  Official data show confirmed cases have risen to 4,922,137 worldwide, with 

323,855 deaths and 1,706,539 recoveries.  In the United States, confirmed cases rose to 

1,528,661, with 91,938 deaths and 289,322 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology 

• Despite Monday’s good news of a small study pointing to the possible effectiveness of a 

coronavirus vaccine being developed by Moderna (MRNA, 71.67), a report late Tuesday 

on the closely followed medical news website Stat called into question the rigor of the 

study and prompted fresh doubt over the speed at which a vaccine can be developed.  The 

news sparked a late-day selloff in the stock market, but it’s important to remember that 

it’s still early days in the crisis, when the news and confidence can be volatile.  Looking 

farther out into the future and keeping in mind the amount of brainpower and money 

being thrown at the problem, there is probably still reasonable hope that a vaccine and/or 

treatment will be developed and deployed in the coming months, quarters or years. 

 

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-5-20-2020-11589946351?mod=article_inline
https://www.wsj.com/articles/global-stock-markets-dow-update-5-20-2020-11589946351?mod=article_inline
https://www.nytimes.com/2020/05/20/us/coronavirus-live-updates.html?action=click&module=Spotlight&pgtype=Homepage
https://www.nytimes.com/2020/05/20/us/coronavirus-live-updates.html?action=click&module=Spotlight&pgtype=Homepage
https://www.ft.com/content/60b25169-5542-4ac0-ad12-ee572f60e2c6
https://www.ft.com/content/60b25169-5542-4ac0-ad12-ee572f60e2c6
https://www.confluenceinvestment.com/category/podcasts/
https://www.nytimes.com/2020/05/20/us/coronavirus-live-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.statnews.com/2020/05/19/vaccine-experts-say-moderna-didnt-produce-data-critical-to-assessing-covid-19-vaccine/?mod=djemHeardEUH&mod=article_inline
https://www.statnews.com/2020/05/19/vaccine-experts-say-moderna-didnt-produce-data-critical-to-assessing-covid-19-vaccine/?mod=djemHeardEUH&mod=article_inline
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• As Sweden’s coronavirus death rate per capita ticked higher and surpassed that of the 

U.K., Italy, and Belgium in recent days, officials in Denmark, Finland and Norway are 

debating whether to maintain travel restrictions on Sweden even as they ease them for 

other countries. 

• In Brazil, the number of new COVID-19 deaths on Tuesday rose to a record 1,179, 

compared with the previous high of 881 set last week. Brazil now trails only the U.S. in 

daily deaths as well as the U.S. and Russia in confirmed cases. 

• In Mexico, a report by an anti-corruption think tank accused the Mexico City municipal 

government of vastly underreporting COVID-19 deaths.  The report claimed actual 

deaths from the disease in recent weeks were about four times higher than in the city’s 

official data, prompting a rebuttal from Mayor Claudia Sheinbaum. 

• Some scientists looking for ways to prevent a return to exponential growth in infections 

after lockdowns are lifted are focusing on a new approach: avoiding “superspreading” 

events such as concerts and other groupings where people gather in close proximity to 

each other for extended periods. 

 

Real Economy 

• The nonpartisan Congressional Budget Office yesterday released updated economic 

forecasts reflecting only a “gradual and incomplete pattern of recovery” from the virus 

crisis over the next year and a half. 

o The forecasts call for the economy to grow faster in 2021 than projected last 

month, but GDP at the end of next year would still be 1.6% smaller than in 2019. 

o The forecasts call for the unemployment rate to remain above 9% through the end 

of 2021.  The CBO’s reasons for a slow recovery in labor demand are also a 

handy summary of the key risks for investors: 

▪ The eventual expiration of the Payroll Protection Program, which could 

prompt renewed layoffs by smaller businesses. 

▪ Plummeting tax revenues, which could force state and local governments 

to lay off large numbers of workers.  

▪ The possibility that generous unemployment benefits and fear of getting 

sick could encourage many jobless people to put off looking for work. 

• Some big U.S. retailers are ending the extra “hazard pay” they gave to front-line workers 

as coronavirus-related costs pile up and the ranks of jobless Americans surge, tipping the 

labor market in employers’ favor. 

• In Britain, aircraft engine maker Rolls-Royce (RYCEY, 3.24) said it will cut nearly a 

fifth of its workforce in a bid to survive the collapse in global aircraft demand caused by 

the pandemic, which is expected to last for several years. 

• In Canada, the state-owned mortgage insurer said the average house price in Canada will 

fall 9% to 18% in the coming year and won’t fully rebound to pre-crisis levels until 2022.  

According to Evan Siddall, chief of the Canada Mortgage and Housing Corp., “The 

resulting combination of higher mortgage debt, declining house prices and increased 

unemployment is cause for concern for Canada’s longer-term financial stability.” 

https://www.ft.com/content/46733256-5a84-4429-89e0-8cce9d4095e4
https://www.wsj.com/articles/coronavirus-latest-news-05-19-2020-11589883029?mod=hp_lead_pos2
https://www.wsj.com/articles/coronavirus-latest-news-05-19-2020-11589883029?mod=hp_lead_pos2
https://www.ft.com/content/f104ecb4-6696-4c36-8e52-105a04eb1ba0
https://www.ft.com/content/f104ecb4-6696-4c36-8e52-105a04eb1ba0
https://www.wsj.com/articles/superspreader-events-offer-clue-on-curbing-coronavirus-11589977873
https://www.wsj.com/articles/superspreader-events-offer-clue-on-curbing-coronavirus-11589977873
https://www.wsj.com/articles/u-s-economy-likely-to-shrink-5-6-this-year-amid-coronavirus-cbo-says-11589918370?mod=article_inline
https://www.wsj.com/articles/u-s-economy-likely-to-shrink-5-6-this-year-amid-coronavirus-cbo-says-11589918370?mod=article_inline
https://www.wsj.com/articles/u-s-economy-likely-to-shrink-5-6-this-year-amid-coronavirus-cbo-says-11589918370?mod=article_inline
https://www.wsj.com/articles/retailers-phase-out-coronavirus-hazard-pay-for-essential-workers-11589915679?mod=hp_lead_pos6
https://www.ft.com/content/4af7530e-880f-4c80-8083-848cf088368b
https://www.ft.com/content/4af7530e-880f-4c80-8083-848cf088368b
https://www.ft.com/content/4af7530e-880f-4c80-8083-848cf088368b
https://www.wsj.com/articles/canada-warned-about-coronavirus-induced-mortgage-arrears-11589952497?mod=hp_lista_pos2
https://www.wsj.com/articles/canada-warned-about-coronavirus-induced-mortgage-arrears-11589952497?mod=hp_lista_pos2
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Financial Markets 

• The U.K. has sold bonds with a negative yield for the first time, reflecting growing 

investor expectations that the Bank of England may need to cut its benchmark short-term 

interest rate below zero to support the economy, and push inflation back to its 2.0% 

target. The development came as Britain reported that its April consumer price index was 

up just 0.8% year-over-year, half the 1.5% increase in the year to March. 

• The Turkish central bank said Qatar has agreed to triple its swap agreement with Turkey, 

under which Turkey can exchange its lira for Qatari riyal, which are pegged to the U.S. 

dollar.  The effect of the move is to bolster Turkey’s depleted foreign currency reserves 

by as much as $10 billion, so it should be a positive for the lira and Turkish assets. 

 

Political Impact 

• Now that Spain’s coronavirus infection rates and daily death toll are falling, the country’s 

polarized political tribes are fighting over the lockdown, its loosening and the aftermath, 

including nightly protests in Madrid’s wealthiest districts, where protesters have been 

accompanied by members of the hard-right Vox party. 

• An airliner from the United Arab Emirates made the first publicly acknowledged direct 

flight from Abu Dhabi to Israel yesterday to deliver pandemic supplies for Palestinians.  

The flight was a milestone in relations between the two nations, which have no formal 

diplomatic ties. 

 

China-Taiwan:  In her second inaugural address today, Taiwanese President Tsai Ing-wen 

reiterated her rejection of China’s efforts to assimilate the island, but she also offered to work 

with Chinese leader Xi Jinping to stabilize relations in ways that respect Taiwan’s democracy 

and sovereignty—conditions that China has previously rejected.  To bolster Taiwan’s ability to 

resist Chinese coercion, she also pledged to further revamp the economy, strengthen the military 

and deepen ties with friendly countries.  After U.S. Secretary of State Pompeo offered his 

congratulations to Tsai, the Chinese ministries of foreign affairs, defense, and Taiwan relations 

lashed out at him for interfering in China’s internal affairs, highlighting today’s increased 

friction in U.S.-China relations. 

 

United States-China:  More broadly, the increased U.S.-China bickering over trade, the 

coronavirus and Taiwan are signs that the two countries continue to struggle with the 

“Thucydides Trap,” or the tension caused when an incumbent power seeking to preserve its 

position is challenged by a rising power seeking to gain what it perceives to be its rightful place 

in the world.  As we’ve discussed in the past, this type of situation can eventually lead to military 

conflict if not managed well.  Reflecting the current defense-oriented stance of the U.S., Senator 

Josh Hawley (R-Mo.) will lambaste China on the Senate floor today, arguing that the 

international order must be ripped up to avoid America taking "second place to the imperialists 

in Beijing.”  Separately, the U.S. Air Force has ramped up flyovers of B-1B Lancer bombers 

over waters near China, complementing increased military operations by both the U.S. Navy and 

Air Force in the South China Sea, East China Sea, the Taiwan Strait and the Yellow Sea. 
 

U.S. Economic Releases 

https://www.ft.com/content/3d576f71-6833-4a55-8b8c-f4abfb0ca172
https://www.ft.com/content/3187ea59-912e-42c7-8faa-910ee6749f33
https://www.ft.com/content/3187ea59-912e-42c7-8faa-910ee6749f33
https://www.ft.com/content/125f0760-16db-475f-be18-ee13ccd39fb0
https://www.ft.com/content/cc75eabd-2a0d-47c6-8019-db73c30590a6
https://www.ft.com/content/cc75eabd-2a0d-47c6-8019-db73c30590a6
https://www.wsj.com/articles/u-a-e-flies-coronavirus-aid-for-palestinians-in-first-known-commercial-flight-to-israel-11589920895
https://www.wsj.com/articles/u-a-e-flies-coronavirus-aid-for-palestinians-in-first-known-commercial-flight-to-israel-11589920895
https://www.wsj.com/articles/taiwans-president-renews-call-to-hold-firm-against-chinese-pressure-11589977931
https://www.wsj.com/articles/taiwans-president-renews-call-to-hold-firm-against-chinese-pressure-11589977931
https://www.scmp.com/news/china/diplomacy/article/3085190/pompeo-congratulates-taiwans-tsai-ing-wen-her-second-term?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200520&MCUID=b11497b3c2&MCCampaignID=26f0efec78&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.scmp.com/news/china/diplomacy/article/3085190/pompeo-congratulates-taiwans-tsai-ing-wen-her-second-term?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200520&MCUID=b11497b3c2&MCCampaignID=26f0efec78&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.axios.com/josh-hawley-china-policy-f9e1fc01-2883-4db7-a721-fbb3f7aeacb8.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.scmp.com/news/china/diplomacy/article/3085247/us-air-force-ramps-flyovers-near-china-sign-rising-tension-and?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200520&MCUID=b11497b3c2&MCCampaignID=26f0efec78&MCAccountID=3775521f5f542047246d9c827&tc=21
https://www.scmp.com/news/china/diplomacy/article/3085247/us-air-force-ramps-flyovers-near-china-sign-rising-tension-and?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200520&MCUID=b11497b3c2&MCCampaignID=26f0efec78&MCAccountID=3775521f5f542047246d9c827&tc=21
https://www.scmp.com/news/china/diplomacy/article/3085247/us-air-force-ramps-flyovers-near-china-sign-rising-tension-and?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200520&MCUID=b11497b3c2&MCCampaignID=26f0efec78&MCAccountID=3775521f5f542047246d9c827&tc=21
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For the week ending March 15, MBA mortgage applications fell 2.6% from the prior week. 

Purchase applications rose 6.4% from the prior week, while refinancing applications fell 6.3%. 

The average 30-year fixed rate mortgage fell by 2 bps from 3.43% to 3.41%. 

 

The table below lists the Fed events scheduled for the rest of the day. 
 

Speaker or event

9:00 James Bullard Takes Part in Virtual Discussion on Economy President of the Federal Reserve Bank of St. Louis

14:00 FOMC Rate Decision

Fed Speakers or Events

Economic Releases

District or position

 No economic releases today

Federal Reserve Board  
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

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

a paragraph below if any development merits further explanation. 
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China 5-Year Loan Prime Rate w/w 20-May 4.7% 4.7% 4.7% ** Equity and bond neutral

1-Year Loan Prime Rate w/w 20-May 3.9% 3.9% 3.9% ** Equity and bond neutral

Japan Housing Loans y/y 1Q 2.6% 2.8% ** Equity and bond neutral

Core Machine Orders y/y Mar -0.7% -2.4% -8.6% ** Equity bullish, bond bearish

Tokyo Condominiums Sales for Sales y/y Mar -51.7% -35.8% ** Equity bearish, bond bullish

Convenience Store Sales y/y Apr -10.6% -5.8% ** Equity bearish, bond bullish

Australia Skilled Vacancies m/m Apr -16.4% -5.3% * Equity bearish, bond bullish

Westpac Leading Index m/m Apr -1.5% -0.8% * Equity bearish, bond bullish

New Zealand Food Prices m/m Apr 1.0% 0.7% ** Equity and bond neutral

Europe

Eurozone ECB Current Account SA m/m Mar 27.4 Bil 40.2 Bil ** Equity and bond neutral

CPI y/y Apr 0.3% 0.4% 0.4% *** Equity and bond neutral

CPI Core y/y Apr 0.9% 0.9% 0.9% *** Equity and bond neutral

Italy Current Account Balance m/m Mar 4.136 Bil 4.783 Bil ** Equity and bond neutral

UK PPI Output NSA m/m Apr -0.7% 0.3% -0.5% ** Equity bullish, bond bearish

PPI Output Core y/y Apr -0.1% 0.9% 0.7% ** Equity bullish, bond bearish

CPI y/y Apr 0.8% 1.5% 0.9% *** Equity and bond neutral

CPI Core y/y Apr 1.4% 1.6% 1.4% *** Equity and bond neutral

House Price Index y/y Mar 2.1% 1.1% 1.5% *** Equity and bond neutral

Russia GDP y/y 1Q 1.6% 2.1% 1.8% *** Equity and bond neutral

AMERICAS

Brazil International Reserves Weekly w/w 15-May $186.922 Bil $186.643 Bil * Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 15-May 38.9 38.7 ** Equity and bond neutral  
 

Financial Markets 
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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. 
 

 
 

Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $35.00 $34.65 1.01%

WTI $32.15 $31.96 0.59%

Natural Gas $1.83 $1.83 -0.05%

Crack Spread $12.20 $10.14 20.31%

12-mo strip crack $10.63 $10.07 5.62%

Ethanol rack $1.31 $1.31 0.19%

Gold $1,750.55 $1,745.05 0.32%

Silver $17.50 $17.35 0.84%

Copper contract $241.90 $241.80 0.04%

Corn contract 318.75$       321.25$       -0.78%

Wheat contract 496.75$       498.75$       -0.40%

Soybeans contract 845.00$       842.50$       0.30%

Baltic Dry Freight 453 427 26

Actual Expected Difference

Crude (mb) 2.0

Gasoline (mb) -3.0

Distillates (mb) 1.0

Refinery run rates (%) 1.00%

Natural gas (bcf) 81.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

Today Prior Change Trend

3-mo Libor yield (bps) 38 38 0 Down

3-mo T-bill yield (bps) 10 12 -2 Neutral

TED spread (bps) 27 26 1 Up

U.S. Libor/OIS spread (bps) 6 6 0 Up

10-yr T-note (%) 0.69 0.69 0.00 Neutral

Euribor/OIS spread (bps) -26 -28 2 Neutral

EUR/USD 3-mo swap (bps) 8 11 -3 Down

Currencies Direction

dollar Up Neutral

euro Up Up

yen Up Up

pound Flat Down

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

with cool conditions expected in Texas.  Precipitation is expected for most of the country, with 

dry conditions expected in the Northwest.  There is no tropical cyclone activity expected for the 

next 48 hours.
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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 15, 2020 
 

As the Federal Reserve expands its balance sheet and the federal deficit balloons, there is a 

legitimate concern about the potential for inflation.  In this week’s report, we will examine 

inflation from a theoretical perspective.   
 

There are two simple tools we use to discuss inflation, the equation of exchange and the 

intersection of aggregate supply and demand.  To start, this is the equation of exchange: 
 

MV=PQ 
 

M is the money supply and V represents the speed at which it is spent; on the other side of the 

equation is P, the price level, and Q, output.  In the calculation of the variables, the right side of 

the equation is nominal GDP and M is one of the various formulations of the money supply.  

However, the power of the equation, in our opinion, comes from what the variables represent.  

For example, Q is best thought of as the productive capacity of the economy, the ability of an 

economy to procure goods and services.  It would include not just actual production, but also 

excess capacity.  And V isn’t just a residual; it can tell us the effectiveness of money policy.   
 

The classical economists assumed that V and Q were fixed; V represented the institutional 

structure of money demand and thus only changed when spending and income patterns were 

adjusted.  Since prices were flexible, Q was always at full employment and thus didn’t change.  

If these assumptions were true, any increase in M would lead to a proportional rise in P.  

However, it turns out neither V nor Q were fixed; in some periods, increasing M led to higher 

price levels, but in others, it did not.   
 

In the last episode of the Federal Reserve balance sheet expansion, velocity fell, leaving prices 

and quantity mostly unchanged. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This chart shows calculated velocity and the Fed’s balance sheet.  The gray shaded areas indicate 

periods of official QE.  Note that there is a strong inverse correlation between velocity and the 

balance sheet expansion, suggesting that households and businesses are not demanding the funds 

being provided to the banking system.  Thus, the inflationary impact of expansionary monetary 

policy has been reduced.  Given current risks in the economy and markets, we would expect the 

current balance sheet expansion to lead to a similar result in the short run—another decline in 

velocity. 
 

The second tool is aggregate supply and aggregate demand.  Although neither of these can be 

calculated with any degree of confidence, we can use the tools for illustration.   
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The key point to this schematic lies in the supply curves, labeled S, S1 and S2.  The latter is what 

we believe is our current supply curve; demand has shifted from D to D1.  One of the 

consequences of COVID-19 is that we expect the trend toward deglobalization to accelerate, 

which would likely mean a shift in the supply curve from S2 to S1.  As deglobalization is 

eventually tied to reregulation of the economy, we will shift to S.  Of course, the key to rising 

prices will be the path of demand.  The longer it takes for demand to recover, the less likely it is 

that inflation will return with any significance.  However, when demand returns, we will likely 

see upward price pressures; if rising demand coincides with the eventual shift to the terminal 

supply curve S, the markets could be in for a notable inflation surprise.  We don’t expect this 

terminal shift to occur in the next three years, but it is highly likely in the latter half of the 

decade.   
 

Tying this back to the equation of exchange, the supply curves above are represented by Q.  So, 

as supply becomes increasingly constrained, velocity will need to fall further in order for prices 

to remain steady as the money supply rises.  If inflation expectations change, it would be 

reasonable to expect velocity to increase, which would tend to lead to higher inflation.  The key 

points from this analysis are that (a) Fed policy actions, in isolation, are not necessarily 

inflationary, and (b) constraining supply, which is an element of deglobalization, could lead to 

higher price levels once demand recovers.   

 

 

 
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 5/19/2020 close)  
 

-40.0% -20.0% 0.0% 20.0%
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Financials

Industrials
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Materials
Utilities

S&P 500
Consumer Staples

Consumer Discretionary
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Healthcare
Technology

YTD Total Return

-3.0% -2.0% -1.0% 0.0%

Energy

Financials

Consumer Staples

Utilities

Real Estate

Industrials

Healthcare

S&P 500

Materials

Technology

Consumer Discretionary

Communication Services

Prior Trading Day Total Return

(Source: Bloomberg) 
 

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 5/19/2020 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,1 the current P/E is 20.4x, down 1.1x from last week.  The drop in the 

P/E was due to upward revisions to Q1 earnings.   

 

 
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 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. 


