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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: November 5, 2020—9:30 AM EST] Global equity markets are higher this morning.  

The EuroStoxx 50 is up 1.3% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 

2.5%. Chinese markets were higher, with the Shanghai Composite up 1.3% from the prior close 

and the Shenzhen Composite up 1.7%.  U.S. equity index futures are signaling a higher open.  

With 362 companies having reported, the S&P 500 Q3 earnings stand at $38.10, higher than the 

$33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease from Q3 2019 earnings.  

Thus far this quarter, 87.5% of the companies have reported earnings above forecast, while 

10.0% have reported earnings below forecast.   

 

Good morning.  Equity markets continue to rally and lead off our coverage this morning.  The 

winter surge in COVID-19 continues to gather pace and comes next in today’s commentary.  

Central banks are batting third—the FOMC meeting concludes today, and the BOE made policy 

adjustments.  Brexit news follows.  Brazil news wraps up the report.  Being Thursday, the 

Weekly Energy Update is available.  Here are the details:   

 

The election and equities:  Since the media is transfixed on the vote, we will leave that item to 

them.  It does appear VP Biden is likely going to win the White House, but we may not know for 

sure for a few days.  Since yesterday’s opening, we have seen equity indices rally.  Here is what 

we think is behind it all: 

• Assuming Biden wins, he has been granted a weak mandate and faces a hostile Senate.  

That means the more leftist elements of the Democratic platform are unlikely to pass.  It 

also constrains his cabinet selections.  Senator Warren (D-MA) won’t get any position 

that requires Senate approval, for example.  We may see more senators given cabinet 

appointments, as there is a history of giving former senators an easier path to 

confirmation.   

• Tax hikes are probably not happening.  The ACA is in deep danger.  Ending it without a 

replacement would induce chaos into the healthcare system. 

• Although we do expect a fiscal package (Majority Leader McConnell suggests there 

should be one), it almost certainly won’t be as large as the House bill.  This means that if 

the economy stumbles (and it looks like Q4 and Q1 will be weak) the Fed will have to do 

more on the monetary policy side.  Since monetary policy mostly works through the 

financial system by lowering the discount rate and lifting asset prices, it bodes well for 

financial assets.  

 

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-11-05-2020-11604558023?st=584ua0sqio3m7s1
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_nov_05_2020.pdf
https://www.wsj.com/articles/mcconnell-says-congress-should-pass-economic-relief-bill-this-year-11604513635?st=tgxreluzisrv5xq
https://www.wsj.com/articles/mcconnell-says-congress-should-pass-economic-relief-bill-this-year-11604513635?st=tgxreluzisrv5xq
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• An element of the rally in equities is that there was an elevated level of fear going into 

the election.  We have noted on several occasions that cash levels were rising.  In late 

October, we saw a rise in the VIX. 

 

This above chart shows the VIX since Labor Day.  By late October, it hit a reading of 40; 

in looking at daily closes in this index since 1990, a reading of 40+ occurs around 2.6% 

of the time.  The high VIX and elevated cash all suggest investors were bracing for 

serious market risk from the election1.  Although we are not out of the woods quite yet, 

so far, civil order has been maintained.  As these hedges unwind, it is giving a lift to 

financial assets, especially equities.  However, the rise in equities is far from universal; 

cyclical stocks have not participated in the same degree as they are more dependent on 

fiscal action, which is now less likely.  Health care stocks have lifted on the idea that a 

single-payer system is less likely.  We will have more to say about the ramifications of 

this election in the coming months.  But, in the meantime, the outcome of a divided 

government is friendly to long-duration assets, stocks, and long-duration bonds. 

 

COVID-19:  The number of reported cases is 48,215,732 with 1,227,096 deaths.  In the U.S., 

there are 9,488,875 confirmed cases with 233,734 deaths.  Yesterday, the infection rates rose 

above 100,000 for the first time.  For illustration purposes, the FT has created an interactive chart 

that allows one to compare cases across nations using similar scaling metrics.  The FT has also 

issued an economic tracker that looks across countries with high frequency data on various 

factors.  The Axios weekly state map shows the onset of winter; infection rates are mostly rising 

in the north and west, steady to falling in the south. 

 

Virology:   

• Perhaps the most disturbing news we came across today originates in Denmark.  It 

appears that COVID-19 has circulated in minks and has mutated into a new form that has 

infected at least 12 people in Denmark.  The country is the world’s largest producer of 

farmed minks, accounting for nearly 28% of the world’s mink output.  In order to quell 

the spread of this new strain, Denmark has ordered the culling of its massive mink herd.  

 
1 Anecdotally, our conversations with financial advisors and their clients would tend to confirm this idea. 

https://www.ft.com/content/732afbb8-af6f-4bfa-9cd2-e7dab82873af?emailId=5fa38dd5ede9270004882d99&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/election-gives-tina-fresh-legs-11604512358?st=k9tw0la7hfykq23
https://www.axios.com/health-care-stocks-congress-biden-trump-f858b1c8-620d-40d4-9e09-f56dbdaa7b9a.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/live/2020/11/05/world/covid-19-coronavirus-updates
https://coronavirus.jhu.edu/map.html
https://www.wsj.com/articles/new-u-s-daily-coronavirus-cases-top-100-000-for-the-first-time-11604560957?st=nk7yfg5j2tcy6u9
https://www.wsj.com/articles/new-u-s-daily-coronavirus-cases-top-100-000-for-the-first-time-11604560957?st=nk7yfg5j2tcy6u9
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/coronavirus-cases-increasing-2020-presidential-election-517e5c0a-fbd5-4e04-a118-3bed02caa63d.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.washingtonpost.com/world/europe/denmark-wants-to-cull-all-farmed-minks-over-covid-fears/2020/11/04/a45167ba-1eb9-11eb-ad53-4c1fda49907d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F2c87bf3%2F5fa385d89d2fda0efb5d7953%2F596b53f6ae7e8a44e7d597a3%2F47%2F79%2F860efe1a8d0e17e362d76014014ee4c6
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It is still too early to tell exactly how this mutation has changed the virus, although 

primary indications are that it changes the “spikes” on the coronavirus and may 

undermine current vaccine efforts.  This explains the aggressive actions taken by 

Denmark.   

• As infections and hospitalizations rise, we are seeing supplies of PPE tighten again. 

• With surging infections, Europe is going through various stages of lockdown.  Italy 

announced that it will close six regions and restrict travel in and out of these affected 

areas.  The U.K. Parliament approved a four-week national lockdown. 

• We will close with some good news; AstraZeneca (AZN, USD 55.04) expects to 

announce the results of its Phase 3 trials before the year’s end.   

 

Central Banks:  We report on two central banks this morning: 

• The Bank of England sort of surprised the market by announcing its QE program will 

expand by GBP 150 billion, which was GBP 50 billion more than anticipated.  However, 

there is a bit less here than meets the eye.  Central bank gilt purchases were extended for 

all of 2021 instead of the first half, meaning the overall monthly purchases will turn out 

to be about the same.  Essentially, QE was extended.  The GBP has rallied on the news; 

since QE is generally bearish for exchange rates, the fact the currency has rallied suggests 

this news was not bearish enough to offset the other bullish factors (e.g., expectations that 

Biden will win). 

• The FOMC meeting concludes today.  We know the markets expect too much new from 

this meeting.  The only area of interest will be the press conference, where we expect 

Chair Powell to plea for additional fiscal stimulus. 

Brexit:  Although talks continue, the two sides remain stuck and deadlines are approaching.  

Essentially, the problem is this—the U.K. wants out of the EU’s regulatory framework.  The EU 

won’t accept this and allow the U.K. open access to its market.  Westminster is dangling fishing 

rights for regulatory freedom.  If it wins on this point, it would be a shocker, although some areas 

in the EU would be severely harmed by losing access to fishing areas.  Another area where the 

U.K. has leverage is financial markets; its regulators are warning it won’t follow EU rules on 

dual listed securities if the EU doesn’t give London market access.  The transition period ends on 

12/31 and it may not be possible for the EU to approve a deal at this late date.   

 

Brazil:  Flávio Bolsonaro, the son of Brazil’s president, has been charged with corruption, 

specifically, embezzlement, money laundering, and criminal association.  He has been under 

investigation for two years.  According to reports, he was engaged in a familiar scheme in Brazil, 

where a state politician adds staff at the expense of the state, then demands kickbacks from 

workers.  The allegations have been denied, but at a minimum, it is a distraction and 

embarrassment for the administration.  At worst, it could create a political crisis.   

 

U.S. Economic Releases  

 

Global outplacement firm Challenger, Gray & Christmas, Inc. reported an increase of 60.4% in 

job cuts announced from the prior month. The firm has been tracking these announcements since 

https://www.nature.com/articles/s41586-020-2895-3
https://www.wsj.com/articles/face-masks-are-again-in-short-supply-as-covid-19-cases-surge-11604499588?st=bwtwje85yb4bu6s
https://www.nytimes.com/live/2020/11/04/world/covid-19-coronavirus-updates/italy-will-lock-down-six-regions-and-prevent-many-people-from-crossing-between-them
https://www.ft.com/content/6aa90b38-c3a9-4b22-8c84-a582d506a797?emailId=5fa38dd5ede9270004882d99&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/astrazeneca-expects-covid-19-vaccine-trial-results-this-year-11604566767?st=ozuwnlcjabxxqbc
https://www.wsj.com/articles/astrazeneca-expects-covid-19-vaccine-trial-results-this-year-11604566767?st=ozuwnlcjabxxqbc
https://www.wsj.com/articles/bank-of-england-boosts-stimulus-as-u-k-battles-second-wave-of-covid-19-11604567155?st=071lch0cktfmt77
https://www.wsj.com/articles/bank-of-england-boosts-stimulus-as-u-k-battles-second-wave-of-covid-19-11604567155?st=071lch0cktfmt77
https://www.wsj.com/articles/fed-prepares-for-uneventful-meeting-after-completing-policy-revamp-11604572201?st=5cffwp8bpo9r8js
https://www.wsj.com/articles/fed-prepares-for-uneventful-meeting-after-completing-policy-revamp-11604572201?st=5cffwp8bpo9r8js
https://www.ft.com/content/3516006a-ff6d-4dc6-91dd-f11eab86b7f4?emailId=5fa38dd5ede9270004882d99&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/365672d0-3bbb-46eb-93f7-68c72293f709?emailId=5fa38dd5ede9270004882d99&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d1977bd9-25e0-44cc-8bd7-f05d6023ce1b?emailId=5fa38dd5ede9270004882d99&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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1993 and generally rely on published WARN notices. That said, these numbers are mostly 

preliminary and do not necessarily reflect future layoffs.  Announcements don’t always translate 

into actual firings. 

 

For the week ending October 31, initial claims came in at 751K, compared to expectations of 

735K. The prior report was revised from 751K to 758K. 
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The chart above shows the four-week moving average of initial jobless claims. The moving 

average fell from 791K to 787K. 

 

For the week ending October 24, continuing claims came in at 7.285MM, compared to 

expectations of 7.200MM. The prior report was revised from 7.756MM to 7.823MM. 
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The chart above shows the four-week average of continuing claims by region. 

 

Nonfarm productivity accelerated in Q3, rising at an annual rate of 4.9% from the prior quarter. 

The prior report was revised from 10.1% to 10.6%. Unit labor cost fell at annual rate of 8.9% 

from the prior quarter. The previous report was revised from a rise of 9.5% to 8.0%. 

 

 
 

The chart above shows the annualized quarterly percent change in nonfarm productivity. 

 

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

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 1-Nov 46.3 **

Speaker or event

14:00 FOMC Rate Decision

14:30 Jerome Powell Holds Post-FOMC Meeting Press Conference Chairman of Board of Governors of Federal Reserve

Fed Speakers or Events

Economic Releases

District or position

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 
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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. 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Japan PMI Services m/m Oct 47.7 46.6 ** Equity bullish, bond bearish

Jibun Bank Japan PMI Composite m/m Oct 48.0 46.7 ** Equity bullish, bond bearish

Australia Trade Balance m/m Sep A$5630m A$2643m A$3700m ** Equity bullish, bond bearish

New Zealand ANZ Business Confidence m/m Nov -15.6 -15.7 ** Equity and bond neutral

ANZ Activity Outlook m/m Nov 4.6 4.7 ** Equity and bond neutral

Europe

Eurozone Retail Sales m/m Sep -2.0% 4.4% -1.5% ** Equity bearish, bond bullish

Germany Factory Orders m/m Sep 0.5% 4.5% 2.0% ** Equity bearish, bond bullish

Markit Germany Construction PMI m/m Oct 45.2 45.5 ** Equity and bond neutral

UK New Car Registrations y/y Oct -1.6% -4.4% ** Equity and bond neutral

Markit/CIPS UK Construction PMI m/m Oct 53.1 56.8 ** Equity and bond neutral

Switzerland SECO Consumer Confidence q/q 4Q -12.8 -12.0 -14.5 ** Equity and bond neutral

UBS Real Estate Bubble Index q/q 3Q 2.1 1.52 ** Equity and bond neutral

Russia Markit Russia PMI Services m/m Oct 46.9 53.7 47.6 ** Equity and bond neutral

Markit Russia PMI Composite m/m Oct 47.1 53.7 ** Equity and bond neutral

AMERICAS

Mexico Vehicle Domestic Sales m/m Oct 84307 77784 ** Equity and bond neutral

Consumer Confidence m/m Oct 37.6 35.9 ** Equity bullish, bond bearish

Canada International Merchandise Trade m/m Sep -3.25b -2.45b -2.35b ** 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) 22 22 0 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 14 13 1 Up

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 0.74 0.76 -0.02 Neutral

Euribor/OIS spread (bps) -52 -52 0 Neutral

EUR/USD 3-mo swap (bps) 10 11 -1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Prior Expected

FOMC Rate Decision (Upper Bound) 0.250% 0.250% On forecast

FOMC Rate Decision (Lower Bound) 0.000% 0.000% On forecast

Bank of England Bank Rate 0.100% 0.100% 0.100% On forecast

BOE Asset Purchase Program Total 895b 745b 845b 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 $40.97 $41.23 -0.63%

WTI $38.77 $39.15 -0.97%

Natural Gas $3.09 $3.05 1.38%

Crack Spread $8.23 $8.25 -0.24%

12-mo strip crack $9.62 $9.68 -0.59%

Ethanol rack $1.63 $1.64 -0.13%

Gold $1,917.94 $1,902.92 0.79%

Silver $24.56 $23.90 2.74%

Copper contract $309.05 $310.70 -0.53%

Corn contract 409.75$       405.25$       1.11%

Wheat contract 615.75$       606.00$       1.61%

Soybeans contract 1,098.75$    1,086.25$   1.15%

Baltic Dry Freight 1224 1263 -39

Actual Expected Difference

Crude (mb) -8.0 1.2 -9.2

Gasoline (mb) 1.5 -0.8 2.3

Distillates (mb) -1.6 -2.5 0.9

Refinery run rates (%) 0.70% -0.50% 1.20%

Natural gas (bcf) -34.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with warmer temperatures expected in the eastern third of the country.  Dry conditions are 

expected for the Dakotas, with wet conditions expected for the rest of the country.  Hurricane Eta 

has been downgraded to a Tropical Depression.  
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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. 
 

October 30, 2020 
 

Many investment managers think of “foreign equities” as one big, monolithic asset class and 

leave it at that.  When setting a portfolio’s asset allocation strategy, many simply assign a certain 

percentage to the asset class and implement it by investing in a broad international index fund.  

Here at Confluence, we go a step further by identifying individual countries that may be 

attractive based on our analysis of their geopolitical power, economic performance, social 

developments, and financial dynamics.  We think the current negotiations for a post-Brexit trade 

deal between the European Union and the United Kingdom offer especially rich insights into the 

relative power and prospects of the various EU member states and the U.K.  Our analysis 

suggests the EU’s Central European members and the U.K. may be especially well placed to 

outperform economically in the coming years. 
 

At first glance, the EU would seem to have immense leverage in the post-Brexit trade talks 

because its exports to the U.K. make up only a small part of its total trade and economic activity.  

In theory, the EU could easily walk away from the negotiations and accept any trade barriers that 

would snap into place under a “hard Brexit.”  In contrast, the U.K. would stand to lose a huge 

chunk of its exports and economic activity, which would supposedly force it to make significant 

concessions.  To illustrate, the chart below shows that only about 6.0% of the EU’s merchandise 

exports went to the U.K. in 2019 (the red line in the chart).  For Ireland and a few other big EU 

members, the U.K. represented as much as 10.3% of exports (the blue columns), but no EU 

member came close to the U.K.’s dependence on cross-Channel trade.  Fully 46.0% of the U.K.’s 

foreign merchandise sales went to the EU (the gold line). 
 

 
 

Despite the EU’s apparent negotiating advantage, however, all indications are that the U.K. is 

holding its own in the talks.  Last week, for example, a British threat to walk away from the 

negotiations brought the EU back to the table with promises that it would be willing to 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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compromise on the remaining issues of fisheries and corporate subsidies.  A close look at the 

following graph suggests why the EU may have less leverage than expected.  The red line in this 

graph shows that, on average, EU members’ exports to the U.K. represent only 2.2% of their 

gross domestic product (GDP).  The gold line shows that the U.K.’s exports to the EU represent 

fully 7.6% of its GDP.  But the key story is revealed by the blue columns, which show each 

individual EU member’s merchandise exports to the U.K. as a share of its GDP.  Besides the 

obvious dependency of close neighbors like Ireland, Belgium, and the Netherlands, what’s 

notable is that the Central European states like Slovakia, the Czech Republic, Poland, and 

Hungary are also unusually dependent on shipments to the U.K. 
 

 
 

The Central Europeans clearly have a strong interest in maintaining close EU trade ties with the 

U.K.  The Poles and Hungarians have also recently been at odds with the EU leadership over 

what some see as their authoritarian political and judicial policies.  In other words, even if the 

EU leadership in Brussels would prefer to play tough with the U.K. and risk a hard Brexit, the 

Central Europeans would probably oppose the move.  But do the Central Europeans really have 

the power to thwart Brussels?  The answer is “yes.”  The reason is that most major EU decisions 

ultimately need to be approved by all member states.  The Central Europeans have leverage over 

Brussels because they can threaten to withhold their approval for major legislation, budgets, 

trade deals, and the like, whether they’re related to the issue at hand or not.  The EU negotiators 

therefore have to be cognizant of the Central Europeans’ interests and likely can’t risk being so 

tough on the U.K. that a trade deal falls apart. 
 

More broadly, the need for unanimous decisions means the EU as a bloc will continue to be 

hamstrung politically.  Indeed, former European Commissioner Romano Prodi recently said in an 

interview that, “Europe’s enemy is unanimity. . . In this moment I’m pessimistic about [change.]  

Unanimity will go on in the major issues, at least in the foreseeable period of time, unless there 

will be a quick realization that this will kill Europe.”  On a more positive note, however, these 

dynamics suggest the Central Europeans will continue to use their leverage to win economic and 

political concessions from Brussels.  Meanwhile, the U.K. and other countries negotiating with 

the EU on various issues will probably learn that they can exact concessions by “playing the 

Central European card.”  In sum, these political dynamics suggest the U.K. could well end up 
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with a favorable post-Brexit trade deal and the Central Europeans will likely be able to protect 

their economic interests fairly well in the coming years, making both more attractive investment 

destinations than would otherwise be the case.   
 

 

 

 

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 11/4/2020 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 11/4/2020 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 29.1x, down 0.1x from last week.  Better than 

expected earnings reduced the multiple. 

 
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 (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


