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

The EuroStoxx 50 is up 2.9% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 

1.0%. Chinese markets were higher, with the Shanghai Composite up 1.9% from the prior close 

and the Shenzhen Composite up 2.3%.  U.S. equity index futures are signaling a higher open.  

With 445 companies having reported, the S&P 500 Q3 earnings stand at $38.70, higher than the 

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

Thus far this quarter, 85.4% of the companies have reported earnings above forecast, while 

11.9% have reported earnings below forecast.   

 

Good morning and Happy Monday!  Global equity markets are on a tear this morning; we are 

seeing a spike in interest rates, a drop in gold prices, and a surge in oil prices.  All this looks like 

a trade based on an improving business cycle.  There appear to be two factors behind the 

optimism, the election outcome, and good news on a vaccine.  Those two items lead off our 

coverage.  Brexit news comes next, followed by China news.  There was a shakeup in Turkey 

over the weekend, and the war in the Caucasus continues.  There is rising noise about U.S. 

negative interest rates.  We close with odds and ends. Here are the details:   

 

Election update:  Over the weekend, the major news media called the election for Biden.  

Although the Trump campaign is continuing its legal efforts to reverse Biden’s current lead, the 

likelihood of success is low.  In our opinion, the bigger problem for the president is that there 

doesn’t appear to be broad enough support to turn the apparent outcome.  Large company CEOs 

have no interest in a disputed election.  Although business prospered under Trump’s government, 

there was always an edge of uncertainty.  A company could find itself under fire in a tweet at any 

time.  We doubt Biden will be as regulatory friendly as Trump (a bigger deal for smaller 

companies), but he will also be more predictable.  Perhaps the biggest reason that the president 

won’t prevail in his legal quest is because his party has moved on.  Even if Trump won a second 

term, he would have been a lame duck on Inauguration Day.  This is a hard lesson all second-

term presidents face and virtually none expect.  In reality, Senator McConnell is trying to make 

sure he stays majority leader, and if he is successful in that goal (prediction markets suggest he 

will be), he will be focusing on 2022.  A messy legal fight could complicate those goals.  In 

addition, GOP candidates for 2024 are already starting to think about their campaigns.  Donald 

Trump will remain politically powerful; running a “scorched earth” legal campaign probably 

doesn’t help his future role.  There is still a chance for political turmoil in the Electoral College.  

In 1876, we saw a few states send multiple slates of electors.  Although this is a possibility this 

time around, we suspect the support for this tactic will wane.   

 

 

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-11-09-2020-11604888729?st=l4zqf7mouyi8pvz
https://www.wsj.com/articles/election-2020-what-are-the-trump-legal-claims-11604876612?st=hdyjhtrr4iiutr7
https://www.ft.com/content/0df2cc72-69e8-41a1-925a-b0bd4a9aec15?shareType=nongift
https://www.ft.com/content/0df2cc72-69e8-41a1-925a-b0bd4a9aec15?shareType=nongift
https://www.wsj.com/articles/for-business-biden-bodes-a-less-hospitable-but-more-predictable-presidency-11604771135?st=22xll357kw3ggow
https://www.wsj.com/articles/what-ceos-expect-from-biden-presidency-more-predictability-11604844466?st=h0wyndcxryk970n
https://www.politico.com/news/2020/11/09/republicans-trump-power-vacuum-435229?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
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The reaction in financial markets is probably less about who won and more about having a 

winner.  There was elevated fear going into the election, and the fact that we are not seeing a 

hung election and widespread civil unrest is triggering a relief rally.  As we will show in Friday’s 

Asset Allocation Weekly, although equity markets themselves were not exhibiting clear evidence 

of fear, the derivatives markets had ample evidence of hedging behavior.  A big reason behind 

the rally is the lifting of these hedges.  The additional fact that we will probably have a divided 

government means fears of a leftist swing in policy is much less likely.   

 

Finally, investors should be aware that populism isn’t dead by any means.  The next time around, 

we are more likely to see a populist figure from the right that will borrow ideas from the left, 

repackage them in a form that has broader appeal and create a new coalition, perhaps something 

that looks like Nader’s proposal.1  In other words, the populist mantle will be captured by a less 

divisive and more effective political figure with a more consistent political agenda.  Such an 

outcome will not be friendly for financial markets or capital.   

 

COVID-19:  The number of reported cases is 50,517,420 with 1,257,922 deaths.  In the U.S., 

there are 9,973,563 confirmed cases with 237,584 deaths.  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.   

 

Virology:   

• This morning’s big news is that the Pfizer (PFE, USD 36.40)/BioNTech vaccine data 

indicate a vaccine protection rate of 90%, which was better than expected.  The numbers 

are still small; in 94 test subjects, the vaccine proved to be 90% effective.  This vaccine 

used the novel mRNA method, and if it proves effective, it could mean a much faster 

production of vaccines in the future. 

o There is more good news—so far, no serious safety issues have developed. 

o It is possible the vaccine could begin distribution by month’s end, although we 

expect the first doses will go to front-line medical workers. 

o On the downside, we don’t know if there will be long-term side effects or how 

long the vaccine will be effective.  In terms of the first issue, this bears watching 

because of the new mRNA methodology.  In addition, it is possible this 

coronavirus will mutate enough to require annual shots similar to influenza.  But, 

if the vaccine works, it would suggest that we are getting closer to ending this 

pandemic. 

• Meanwhile, as we face the onset of winter.  Europe is facing soaring infection rates.   

• The U.S. is seeing higher cases too; states and cities are trying to cope with higher 

infection rates while avoiding widespread lockdowns.   

• Finally, we continue to watch this situation with mutations, especially the recent reports 

from Denmark that mink farms became a reservoir for a mutated form of COVID-19. 

 
1 Nader, Ralph, Unstoppable:  The Emerging Left-Right Alliance to Dismantle the Corporate State, Bold Type Books, 
New York, NY, 2014. 

https://www.nytimes.com/news-event/coronavirus
https://coronavirus.jhu.edu/map.html
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.wsj.com/articles/pfizer-biontech-race-to-meet-global-covid-19-vaccine-needs-11602792206?st=ocfoztzt3i9w1e3
https://www.nytimes.com/interactive/2020/11/06/world/europe/europe-covid-hospitals.html?campaign_id=51&emc=edit_MBE_p_20201108&instance_id=23931&nl=morning-briefing&regi_id=5677267&section=topNews&segment_id=44001&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://www.wsj.com/articles/facing-worst-covid-19-surge-u-s-tries-to-avoid-lockdowns-11604745001?st=3s1u7eqr63a2a69
https://www.nytimes.com/live/2020/11/08/world/covid19-coronavirus-live-updates/mink-in-denmark-stoke-worries-about-other-animals-that-could-harbor-the-coronavirus-and-spread-mutations
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Brexit:  As year’s end approaches, negotiators continue to work toward a deal to avoid a hard 

break between the U.K. and the EU.  One sign of hope is that PM Johnson and EC President von 

der Leyen have kept lines of communication open.  In all likelihood, it will be at this level that a 

deal will be struck.  EU chief negotiator Barnier is going to London for talks this week. 

 

China:  Chinese officials have not had any major public reaction to the U.S. election news.  We 

do expect that the Trump tariff policy will be scaled back.  Although the deficit with China did 

narrow under Trump, the impact of tariffs was partially offset by CNY weakness.  We are seeing 

the CNY strengthen.  A Biden presidency will probably be less focused on tariffs and more on 

multilateral policy.  Meanwhile, China’s trade surplus is expanding as the world economy slowly 

recovers.   

 

Turkey:  Over the weekend, President Erdogan fired Murat Uysal, the head of Turkey’s central 

bank.  Erdogan’s son-in-law, Berat Albayrak, resigned from the finance and economic ministries.  

The TRY has been hammered in financial markets over the past 15 months, as the central bank 

has refused to raise rates to prop up the currency.  The reshuffle is thought to be in response to 

the currency crisis, but in fairness to Uysal, he was simply following Erdogan’s preferred 

policies.  The new central bank governor, Naci Agbal, was likely brought in to raise interest 

rates; this has lifted the TRY this morning.  Turkey’s financial situation is dire.  Foreign reserves 

are falling rapidly, and Ankara may be forced to ask for an IMF bailout. 

 

 
 

Caucasus:  Azerbaijan claims it has captured a major city in the Nagorno-Karabakh region.  

According to unconfirmed reports, Shusha has fallen to Azerbaijan forces.  Armenia denies that 

the city has fallen.  Capturing Shusha would give Azerbaijan the high ground overlooking the 

regional capital city of Stepanakert.   

 

https://www.politico.eu/article/usula-von-der-leyen-boris-johnson-contact-brexit-deadlock/?utm_source=POLITICO.EU&utm_campaign=e6ec02bacb-EMAIL_CAMPAIGN_2020_11_09_06_09&utm_medium=email&utm_term=0_10959edeb5-e6ec02bacb-190334489
https://www.politico.eu/article/usula-von-der-leyen-boris-johnson-contact-brexit-deadlock/?utm_source=POLITICO.EU&utm_campaign=e6ec02bacb-EMAIL_CAMPAIGN_2020_11_09_06_09&utm_medium=email&utm_term=0_10959edeb5-e6ec02bacb-190334489
https://www.bbc.com/news/uk-politics-54862747
https://www.wsj.com/articles/biden-is-expected-to-review-trumps-trade-tariffs-11604917803?st=m5mul54lk1gmpzw
https://www.wsj.com/articles/chinas-yuan-surges-on-election-relief-11604919207?st=fdy32gs3258xqeh
https://www.wsj.com/articles/chinas-yuan-surges-on-election-relief-11604919207?st=fdy32gs3258xqeh
https://www.wsj.com/articles/biden-as-president-will-shift-u-s-toolkit-on-china-11604917800?st=fhmm6dvy50goafe
https://www.wsj.com/articles/biden-as-president-will-shift-u-s-toolkit-on-china-11604917800?st=fhmm6dvy50goafe
https://www.wsj.com/articles/china-exports-roar-ahead-trade-surplus-with-u-s-world-widens-11604725309?st=flr2317z217is3g
https://www.ft.com/content/11c20528-7176-42d3-b8f6-fb60400e016c?shareType=nongift
https://www.ft.com/content/11c20528-7176-42d3-b8f6-fb60400e016c?shareType=nongift
https://www.axios.com/turkey-central-bank-lira-crash-c40aa44c-0423-403d-b9fa-2e1233b2239b.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/turkish-lira-surges-on-rate-rise-expectations-after-central-banker-ousted-11604913688?st=skq82fw1xg9i8q4
https://www.wsj.com/articles/turkish-lira-surges-on-rate-rise-expectations-after-central-banker-ousted-11604913688?st=skq82fw1xg9i8q4
https://www.politico.eu/article/azerbaijan-armenia-nagorno-karabakh-second-largest-city-capture/?utm_source=POLITICO.EU&utm_campaign=e6ec02bacb-EMAIL_CAMPAIGN_2020_11_09_06_09&utm_medium=email&utm_term=0_10959edeb5-e6ec02bacb-190334489
https://www.wsj.com/articles/azerbaijan-pounds-key-city-in-disputed-enclave-11604867933?st=iofmwb6pzhhx7v6
https://www.wsj.com/articles/azerbaijan-pounds-key-city-in-disputed-enclave-11604867933?st=iofmwb6pzhhx7v6
https://nyti.ms/38oYXok
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Negative interest rates:  Although today’s market action belies such fears, we are seeing 

analysts suggest that the U.S. could see negative long-term interest rates.  There has always been 

a subset of the analyst community that has thought negative rates were possible; we are now 

seeing new members of the chorus.  Although we are not in that camp, we will be watching to 

see where the Fed’s toleration line is for long-duration Treasuries.  There has been a boom in 

housing, and rising mortgage rates would not support that effort.  Our guess is that the Fed will 

cap the 10-year at 1.25%. 

 

Odds and ends:  Here are a couple of stories we are watching: 

• The tropical season continues as Tropical Storm Eta, which pummeled Central America, 

passed over Cuba over the weekend and is on its way to visit Florida.   

• Protests continue in Belarus; Lukashenko remains in power.   

 

U.S. Economic Releases  

 

There were no economic releases prior to the publication of this report. The table below lists the 

economic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

Mortgage Delinquencies m/m 3Q 8.2% **

MBA Mortgage Foreclosures m/m 3Q 0.7% **

Speaker or event

13:30 Loretta Mester Discusses the Economic Outlook President of the Federal Reserve Bank of Cleveland

17:00 Robert Kaplan Takes Part in Discussion in a Moderated Q&A President of the Federal Reserve Bank of Dallas

District or position

Fed Speakers or Events

Economic Releases

 
 

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/albertedwards99/status/1325458741920215048
https://finance.yahoo.com/news/negative-yields-may-be-coming-to-us-guggenheim-cio-scott-minerd-143230546.html?acid=twitter_yfsocialtw_l1gbd0noiom&guccounter=1&guce_referrer=aHR0cHM6Ly90LmNvLw&guce_referrer_sig=AQAAAJj1ocSlOx9QDI6Ya68jV97BNtARqDp20JNH_4WuUL7Xjuu9IWSWcDRJ4zF1wYEw_nMfeX4K3LQIbjmQ-3bJ7UA3n8mBZ4nZy2aGLmwgiz-_2q8NQ1XiVEUyIY7gv4wmU3bvCf17icKwDgbFYC7ncKzq6o2dGfiR5oF2lTg6PMcP
https://www.nhc.noaa.gov/
https://www.wsj.com/articles/tropical-storm-eta-makes-landfall-in-florida-keys-11604914772?st=85n6his2t7nkjxh
https://www.wsj.com/articles/belarusian-leader-resists-efforts-to-unseat-him-11604851697?st=sc4qkejnr7lrrr5
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Leading Index CI m/m Sep 92.9 88.4 92.6 ** Equity and bond neutral

Coincident Index m/m Sep 80.8 79.2 80.6 ** Equity and bond neutral

Europe

Eurozone Sentix Investor Confidence m/m Nov -10.0 -8.3 -15.0 ** Equity and bond neutral

France Bank of France Ind. Sentiment m/m Oct 97.0 101.0 90.0 ** Equity bullish, bond bearish

Germany Trade Balance m/m Sep 20.8b 12.8b 16.0b ** Equity bullish, bond bearish

Current Account Balance m/m Sep 26.3b 16.5b 19.0b ** Equity bullish, bond bearish

Switzerland Unemployment Rate m/m Oct 3.2% 3.2% 3.3% ** Equity bullish, bond bearish

Domestic Sight Deposits CHF m/m 9-Nov 638.7b 636.0b ** Equity and bond neutral

Total Sight Deposits CHF m/m 9-Nov 707.6b 707.6b ** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Oct 83.6k 378.2k 75.0k *** Equity and bond neutral

Unemployment Rate m/m Oct 8.9% 9.0% 9.0% ** Equity and bond neutral

Participation Rate m/m Oct 65.2% 65.0% 65.0% ** Equity and bond neutral

Ivey Purchasing Managers Index SA m/m Oct 54.5 54.3 ** 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) 21 21 0 Down

3-mo T-bill yield (bps) 8 9 -1 Neutral

TED spread (bps) 12 13 -1 Up

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

10-yr T-note (%) 0.81 0.82 -0.01 Neutral

Euribor/OIS spread (bps) -51 -52 1 Neutral

EUR/USD 3-mo swap (bps) 14 14 0 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Down Up

pound Flat Down

franc Flat Up   
 

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 $40.06 $39.45 1.55% Economic Optimism

WTI $37.82 $37.14 1.83%

Natural Gas $2.84 $2.89 -1.56%

Crack Spread $9.10 $8.87 2.59%

12-mo strip crack $10.02 $9.99 0.30%

Ethanol rack $1.63 $1.63 -0.40%

Gold $1,959.47 $1,951.35 0.42%

Silver $25.97 $25.61 1.41%

Copper contract $317.10 $315.40 0.54%

Corn contract 406.75$       409.25$       -0.61%

Wheat contract 602.00$       609.25$       -1.19%

Soybeans contract 1,101.50$    1,103.75$   -0.20%

Baltic Dry Freight 1196 1194 2

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

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

with cooler temperatures around Washington state.  Dry conditions are expected for the West 

Coast, with wet conditions expected for the rest of the country.  Tropical Storm Eta is expected 

to make landfall in Florida. 
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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. 
 

November 6, 2020 
 

In his book entitled The Counter-Revolution in Monetary Theory, Milton Friedman states that, 

“Inflation is always and everywhere a monetary phenomenon in a sense that it is and can be 

produced only by a more rapid increase in the quantity of money than in output.” This sentiment 

shaped both monetary and fiscal policy over the last 40 years, and we are finally seeing this 

theory pushed to its limit. The monetary supply, as defined by M2, has risen nearly 21% since 

February, its fastest pace ever recorded. Pundits and politicians alike have already begun 

sounding the alarm of possible runaway inflation if measures aren’t taken to counter this 

unprecedented rise in the money supply. 

 

Despite Friedman’s prediction, inflation in the U.S. has slowed. Since March, the annual change 

in inflation has risen only 0.8%. In fact, certain categories have even seen a decline in their 

overall price level. The prices for energy and transportation services are down 8% and 5%, 

respectively, from the prior year. In this Asset Allocation Weekly, we will discuss the impact 

monetary expansion has had on consumer prices so far and what we expect going forward.  

 

The correlation between the money supply and inflation has always been subject to dispute. The 

crux of the debate is based on whether one believes the velocity of money, which is output 

divided by the money supply, is constant. If velocity is constant, then inflation is caused 

whenever the growth of the money supply outpaces the growth in goods and services produced. 

However, if velocity is not constant, then the impact that the money supply has on inflation is 

ambiguous at best.   
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https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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When Milton Friedman made his comments in 1970, there was some evidence that inflation and 

money supply were highly correlated, albeit at a nearly three-year lag. Nevertheless, this 

correlation began to break down in the mid-1980s as 1) financial deregulation made it harder to 

determine whether households were saving for future spending or for other reasons (e.g., holding 

cash as an asset), and 2) globalization and deregulation flattened the aggregate supply curve, 

changing the impact of rising aggregate demand on price levels. As a result, the money supply 

became more volatile over time as goods, commodities specifically, became a less important 

factor in determining inflation.2  Hence, volatility became less stable over time, thereby breaking 

the direct link between inflation and the money supply. 

 

 
 

This pandemic was not an exception to this dynamic as disinflation ensued in the face of an 

unprecedented amount of fiscal and monetary stimulus. So far, CPI has risen at an annualized 

rate of 1.77%, down from the previous year's rate of 2.85%. The primary drag on inflation is 

coming from the energy and services sectors, which have both been adversely impacted by the 

pandemic. Energy prices are down nearly 8% from the prior year, while services, which is the 

primary driver of inflation, has slowed from an annual rise of 3.1% in February to 1.9% in 

September. That being said, the stimulus may have supported stronger commodity prices as 

demand for vehicles has surged. Used cars, in particular, benefited from the stimulus as prices 

rose 10% from the prior year.3 

 

Furthermore, the likelihood of runaway inflation similar to what we saw in the 1970s and early 

1980s is slim. Imported goods from abroad will likely prevent food and commodity prices from 

 
2 The term “commodities” refers to goods such as apparel, used and new vehicles, etc. Please check our associated 
AAW chart book for more detail. 
3 Hence, now is a good time to finally get rid of that old clunker in the garage.  
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rising substantially, while prices for services will likely remain low as owners seek to recover 

their losses and attract customers. The biggest threats to inflation are more likely to come from a 

weaker dollar resulting in higher import prices and a change in regulation that constrains imports 

or productive capacity. 

 

In summary, inflation is unlikely to reach the heights seen during the 1970s and early 1980s as 

the link between the money supply and inflation has been broken for quite some time. A weaker 

dollar and sudden changes to government regulation are probably bigger inflationary risks. In the 

meantime, we suspect that stable inflation will likely support stronger performance of financial 

assets, especially equities compared to bonds. Residential real estate could also benefit. 
 

 

 

 

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 11/6/2020 close) 
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(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 11/6/2020 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,4 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. 

 
4 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. 


