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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 20, 2020—9:30 AM EST] Global equity markets are higher this morning.  

The EuroStoxx 50 is up 0.7% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 

0.5%.  Chinese markets were higher, with the Shanghai Composite up 0.4% from the prior close 

and the Shenzhen Composite up 0.6%.  U.S. equity index futures are signaling a higher open.  

With 473 companies having reported, the S&P 500 Q3 earnings stand at $39.20, higher than the 

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

Thus far this quarter, 84.8% of the companies have reported earnings above forecast, while 

12.7% have reported earnings below forecast.   
 

Good morning and happy Friday!  Equity futures sold off overnight but have recovered from 

much of their losses.  We lead off today’s coverage with the Treasury’s decision to end support 

for a series of Federal Reserve backstop programs.  Pandemic news is up next, followed by an 

economic update and European news.  We discuss China news and close with a note about 

Venezuela.  Being Friday, a new Asset Allocation Weekly (AAW) is available, along with the 

associated podcast and chart book; this week, we take a look at the bond market.   
 

A couple of editorial notes: first, for Thanksgiving, the Daily Comment will take a few days off, 

with no comment after Tuesday of next week.  We will return on Monday, November 30.  There 

will also be no AAW next week or Weekly Energy Update (WEU).  Second, as a reminder, 

starting in January, in a bid to shorten this report, we will no longer publish the AAW at the 

bottom of the Daily.  It will be available only as a stand-alone report but will be linked within 

the Daily Comment.  Here are the details:   
 

The Fed and the Treasury:  The Treasury announced it will not extend several programs that 

the Fed implemented in March, including the ones for corporate credit, muni lending and the 

Main Street lending programs.  In the comments, we didn’t see anything regarding money 

market funds, but we are assuming that program will close too.  Without Treasury participation, 

the Fed will have to remove backstops for these various programs.  The reason is that if the Fed 

takes credit risk on its balance sheet, there is a chance of loss and funds from the Treasury would 

be needed to recapitalize the central bank.   
 

It isn’t exactly clear to us why this program is being ended.  Our fear is that it reflects the fact 

that policymakers at the Treasury don’t understand how the financial system works.  The non-

bank financial system is capital market lending using money markets (MMK) as a funding 

source.  As such, such funding is “runnable.”  MMK doesn’t have deposit insurance and a 

borrower using it as a source of funds could find it impossible to maintain funding in a period of 
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crisis.  Although it is possible the Treasury doesn’t understand how the system works (we find it 

notable the degree of ignorance about how the current financial system operates1), it is also 

possible that this move is part of a broader “parting shot” to shape the incoming administration.  

Ostensibly, the argument is that the programs weren’t being tapped and thus they were 

unnecessary.  That’s a bit like waking up every morning and cursing the fact that you lived and 

wasted that life insurance premium.   
 

Is this a risk?  Yes, but probably not a big one.  It’s a bit like driving without insurance for a 

while.  That’s a risk, but if one is careful and nothing bad happens, all is well.  And, like car 

insurance, it can be bought and similarly the programs can always be reinstituted.  We do think 

the Fed understands its role; the fact that it moved in a few days to implement these programs in 

March when it took months in 2008 suggests institutional knowledge.  So, if markets go haywire, 

we should see the programs return quickly. 
 

It is important to realize that the programs were not designed as stimulus but as insurance.  The 

fact that they were not aggressively used means they worked about as well as one would hope.  

There has been a good deal of misunderstanding about these backstops.  We have heard 

complaints on podcasts that the fact that the Fed’s balance sheet wasn’t expanding is a sign the 

Fed wasn’t doing its job.  That being said, fears that the Fed could be used for fiscal activities 

and circumvent Congress are legitimate.  Ultimately, we need to make a choice—either MMK 

and the non-bank financial system needs to be regulated like banks or, if not, we have to accept 

occasional market panics.  Currently, we are trying to have the efficiency of the non-banking 

system but with rescues and bailouts, creating conditions of moral hazard and encouraging even 

more leverage and risk-taking.  The Fed’s application of backstops did stabilize the system but 

didn’t address the risk conditions that are created by the backstops. 

• The administration is looking to take Fannie Mae (FNMA, USD 1.87) and Freddie Mac 

(FMCC, USD 1.76) out of receivership and put the two mortgage guarantors back into 

the private sector.  This situation bears watching.  These two companies operated in a 

regulatory netherworld where they had an implicit government guarantee on the 

mortgage bonds they issued.  In 2008, the government had to rescue the two because of 

defaults on mortgages.  There is strong support for home ownership in the U.S. and thus a 

purely private system isn’t likely because it would raise borrowing costs.  But, a return to 

pre-2008 probably isn’t a good idea either. 

COVID-19: The number of reported cases is 57,042,406 with 1,363,182 fatalities.  In the U.S., 

there are 11,720,318 confirmed cases with 252,564 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.  The Rt data remains grim—all but one state and territory have 

readings over 1, suggesting rising infection rates.  Again, this week, Mississippi has the lowest; 

Vermont now is the highest. 
 

 

 

 
1 Here is a good book explaining it. 

https://www.ft.com/content/b8264b54-af7a-4564-8793-ff652f1b8c9f
https://www.ft.com/content/b8264b54-af7a-4564-8793-ff652f1b8c9f
https://news.yahoo.com/fed-treasury-public-fight-no-000616593.html
https://www.wsj.com/articles/political-battle-looms-over-feds-emergency-loan-programs-11605037320?st=wywvuaf7tpbgrwj
https://www.wsj.com/articles/political-battle-looms-over-feds-emergency-loan-programs-11605037320?st=wywvuaf7tpbgrwj
https://www.wsj.com/articles/fannie-freddie-overseer-seeks-to-end-federal-control-before-trump-leaves-11605873600?st=77vzp93w3iakaeb
https://www.nytimes.com/live/2020/11/20/world/covid-19-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://rt.live/
https://www.amazon.com/New-Lombard-Street-Became-Dealer/dp/0691143986
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Virology:  

• Pfizer (PFE, USD, 36.19) announced it will ask the FDA for emergency use authorization 

to distribute its vaccine.  This request was expected and we would anticipate that the 

government will move quickly to grant the application. 

• Although infection levels are elevated, treatments have improved and thus hospital stays 

and fatalities have declined.   

o The WHO is advising against prescribing remdesivir for hospitalized COVID-19 

patients, suggesting there is little therapeutic benefit.   

• Although the vaccine news is positive, there is growing concern about a rise in infections 

due to the holidays.  The CDC has warned against Thanksgiving travel.  Airlines are 

reporting a drop in bookings as infections rise.  Compounding the concern is the return of 

college students for Thanksgiving; colleges have reported a rise in infections.   

• In Europe, it appears infections have peaked, but there is a death from COVID-19 every 

17 seconds.   

o The mink cull in Denmark has been a political debacle, forcing the agriculture 

minister to resign and may bring down the government.   

o One of the members of the Brexit negotiation team has tested positive, forcing 

talks to go virtual.   

• Increasingly it looks like the transmission from surfaces is rare, so disinfecting measures 

are probably unnecessary.   

Economic news:   

• Real estate has been on a tear, supported by changes in generational behavior, work from 

home, and favorable housing affordability.  The boom is lifting lumber prices, which 

usually decline in Q4. 

• The U.S. is releasing new rules designed to lower drug costs.  There are two elements; 

first, payments to distributors will be reduced, and second, prices will be tied to those 

overseas.  The drug industry has generally opposed the measures. 

Europe:  The EU summit of heads of state ended its virtual meeting.  It was a difficult gathering, 

with the historic stimulus plan still awaiting approval, continued uncertainty surrounding 

pandemic policy, and Brexit worries.  Chancellor Merkel promised to keep pressing the case, 

which is favorable.   

• The U.K. announced a massive increase in defense spending, the largest rise since the 

Cold War ended.   

China:  There are reports that Katherine Tai, the chief trade lawyer for the House Ways and 

Means Committee, is being considered for USTR.  She is fluent in Mandarin, which suggests the 

focus of trade will remain on China.   
 

Venezuela:  One feature often seen in revolutions is that the leadership turns on fellow travelers.  

The Soviet leadership turned on Trotsky, for example.  In Venezuela, socialists who supported 

Chavez and Maduro are finding themselves on the outs as they complain about the cronyism and 

https://www.axios.com/pfizer-coronavirus-vaccine-fda-emergency-use-authorization-4c94f539-4b8b-493f-9768-f9985007e72c.html?stream=politics&utm_source=alert&utm_medium=email&utm_campaign=alerts_politics
https://www.wsj.com/articles/pfizer-to-seek-authorization-of-covid-19-vaccine-friday-11605872700?st=uahm0dk31xbx300
https://www.wsj.com/articles/hospitals-reduce-covid-19-deaths-lengths-of-stay-data-suggest-11605810133?st=ghvyy64797aco2l
https://www.wsj.com/articles/hospitals-reduce-covid-19-deaths-lengths-of-stay-data-suggest-11605810133?st=ghvyy64797aco2l
https://www.ft.com/content/cc8d2fc7-f7e9-441e-a33c-94b8f82ce110?emailId=5fb7519703098300044e932c&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.medpagetoday.com/infectiousdisease/covid19/89793?xid=nl_mpt_DHE_2020-11-20&eun=g1633491d0r&utm_source=Sailthru&utm_medium=email&utm_campaign=Daily%20Headlines%20Top%20Cat%20HeC%20%202020-11-20&utm_term=NL_Daily_DHE_dual-gmail-definition
https://www.wsj.com/articles/united-reports-slower-bookings-as-covid-19-cases-surge-11605797628?st=5o494xraqfxr4aw
https://www.wsj.com/articles/united-reports-slower-bookings-as-covid-19-cases-surge-11605797628?st=5o494xraqfxr4aw
https://www.nytimes.com/live/2020/11/19/world/covid-19-coronavirus/us-colleges-have-reported-over-320000-virus-cases-one-fifth-of-them-in-the-last-month
https://www.washingtonpost.com/world/europe/coronavirus-europe-death-who-second-wave-slowing/2020/11/19/09e29bfe-29cc-11eb-9c21-3cc501d0981f_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%2F2ce0d6f%2F5fb74c7e9d2fda0efb6e0c50%2F596b53f6ae7e8a44e7d597a3%2F42%2F72%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/europe/coronavirus-europe-death-who-second-wave-slowing/2020/11/19/09e29bfe-29cc-11eb-9c21-3cc501d0981f_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%2F2ce0d6f%2F5fb74c7e9d2fda0efb6e0c50%2F596b53f6ae7e8a44e7d597a3%2F42%2F72%2F860efe1a8d0e17e362d76014014ee4c6
https://nyti.ms/36RCGgs
https://www.ft.com/content/ab89acb8-7b69-4646-bac7-7858a228cb5a?emailId=5fb7519703098300044e932c&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/3pEIS3T
https://www.wsj.com/articles/home-sales-rise-to-14-year-high-in-october-11605798326?st=iaaco88bsws41ft
https://www.wsj.com/articles/america-is-on-a-lumber-binge-11594305886?st=qr7ncl01ytmrau6
https://www.wsj.com/articles/lumber-prices-rise-again-defying-the-normal-seasonal-slowdown-11605868202?st=se4cxa9qq8xdroi
https://www.wsj.com/articles/trump-administration-to-release-new-rules-aimed-at-driving-down-pharmaceutical-prices-friday-11605826607?st=hpys7j78scvaaxj
https://www.politico.eu/article/eu-leaders-brace-for-december-disasters/?utm_source=POLITICO.EU&utm_campaign=81a81995b8-EMAIL_CAMPAIGN_2020_11_20_06_12&utm_medium=email&utm_term=0_10959edeb5-81a81995b8-190334489
https://www.washingtonpost.com/world/europe/britain-military-spending/2020/11/19/f1483834-29de-11eb-9c21-3cc501d0981f_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%2F2ce0d6e%2F5fb74c7e9d2fda0efb6e0c50%2F596b53f6ae7e8a44e7d597a3%2F41%2F72%2F860efe1a8d0e17e362d76014014ee4c6
https://www.politico.eu/article/uk-to-announce-biggest-defense-spending-boost-since-cold-war/?utm_source=POLITICO.EU&utm_campaign=81a81995b8-EMAIL_CAMPAIGN_2020_11_20_06_12&utm_medium=email&utm_term=0_10959edeb5-81a81995b8-190334489
https://www.politico.eu/article/uk-to-announce-biggest-defense-spending-boost-since-cold-war/?utm_source=POLITICO.EU&utm_campaign=81a81995b8-EMAIL_CAMPAIGN_2020_11_20_06_12&utm_medium=email&utm_term=0_10959edeb5-81a81995b8-190334489
https://www.politico.com/news/2020/11/19/katherine-tai-ustr-contender-437928
https://nyti.ms/3pEBCVI
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corruption.  In popular culture, this situation was well described in Orwell’s Animal Farm, where 

it was said that “all animals are equal, but some are more equal than others.”  

• Opposition leaders are trying to prevent creditors from seizing assets on hopes that a new 

government will have access to them in the future.  Given the low odds that the 

opposition will be able to oust Maduro, we suspect creditors will move forward.   

U.S. Economic Releases  
 

There were no economic releases today.  The table below lists the Fed events scheduled for the 

rest of the day. 

 

Speaker or event

9:00 Thomas Barkin and Bostic Discuss Mobility and Growth

13:30 Esther George Gives Speech at Fed Energy and Economy President of the Federal Reserve Bank of Kansas City

Fed Speakers or Events

District or position

 No economic releases today

President of the Federal Reserve Bank of Richmond

 
 

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. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

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

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

FX Net Settlement - Clients CNY m/m Oct 101.5b 67.5b ** Equity and bond neutral

Japan Natl CPI y/y Oct -0.4% 0.0% -0.4% *** Equity and bond neutral

Natl CPI Ex Fresh Food y/y Oct -0.7% -0.3% -0.7% *** Equity and bond neutral

Natl CPI Ex Fresh Food, Energy y/y Oct -0.2% 0.0% -0.3% *** Equity and bond neutral

Jibun Bank Japan PMI Mfg m/m Nov 48.3 48.7 ** Equity and bond neutral

Jibun Bank Japan PMI Services m/m Nov 46.7 47.7 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Nov 47.0 48.0 ** Equity and bond neutral

New Zealand Credit Card Spending y/y Oct -6.3% -9.9% *** Equity and bond neutral

Europe

Germany PPI m/m Oct 0.1% 0.4% 0.1% ** Equity and bond neutral

Italy Industrial Sales m/m Sep -3.2% 5.9% ** Equity and bond neutral

Industrial Orders m/m Sep -6.4% 15.1% ** Equity and bond neutral

UK Public Finances (PSNCR) m/m Oct 19.8b 31.5b ** Equity and bond neutral

Central Government NCR m/m Oct 14.4b 25.2b ** Equity and bond neutral

Public Sector Net Borrowing m/m Oct 21.6b 35.4b 31.5b ** Equity bearish, bond bullish

PSNB ex Banking Groups m/m Oct 22.3b 36.1b 30.0b ** Equity bearish, bond bullish

Retail Sales Ex Auto Fuel m/m Oct 1.3% 1.6% 0.0% ** Equity bullish, bond bearish

Retail Sales Inc Auto Fuel m/m Oct 1.2% 1.5% -0.3% ** Equity bullish, bond bearish

Russia Money Supply Narrow Def w/w 13-Nov 13.48t 13.41t ** Equity and bond neutral  
 

https://www.amazon.com/Animal-Farm-George-Orwell/dp/0451526341
https://www.dictionary.com/browse/all-animals-are-equal--but-some-animals-are-more-equal-than-others
https://www.wsj.com/articles/venezuela-opposition-fights-creditors-for-control-of-billions-in-global-assets-11605790800?st=hh81g5tid180qe2
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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 23 -1 Down

3-mo T-bill yield (bps) 6 6 0 Neutral

TED spread (bps) 17 17 0 Up

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

10-yr T-note (%) 0.84 0.83 0.01 Neutral

Euribor/OIS spread (bps) -53 -53 0 Neutral

EUR/USD 3-mo swap (bps) 18 17 1 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. 
 

Price Prior Change Explanation

Brent $44.56 $44.20 0.81%

WTI $42.01 $41.74 0.65%

Natural Gas $2.65 $2.59 2.24%

Crack Spread $9.07 $8.75 3.64%

12-mo strip crack $10.85 $10.74 1.07%

Ethanol rack $1.51 $1.52 -0.64%

Gold $1,865.48 $1,866.54 -0.06%

Silver $24.20 $24.05 0.62%

Copper contract $328.50 $322.00 2.02%

Corn contract 432.00$       427.25$       1.11%

Wheat contract 600.25$       598.75$       0.25%

Soybeans contract 1,188.75$    1,177.50$   0.96%

Baltic Dry Freight 1134 1115 19

Actual Expected Difference

Crude (mb) 0.8 1.6 -0.8

Gasoline (mb) 2.6 0.7 1.9

Distillates (mb) -5.2 -1.5 -3.7

Refinery run rates (%) 2.90% 0.60% 2.30%

Natural gas (bcf) 31.0 22.0 9.0

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.  

Dry conditions are expected throughout most of the West, with wet conditions expected for the 

rest of the country. 



 

 

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

www.confluenceinvestment.com 

 6 

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 20, 2020 
 

In the aftermath of the election and favorable news on vaccine progress, we have seen a notable 

backup in interest rates.  The 10-year T-note yield is flirting with 1%.  In this report, we will 

examine the future path of long-duration interest rates. 

 

We start with our 10-year T-note yield model. 
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The model, which uses fed funds, the 15-year average of CPI (an inflation expectations proxy), 

the JPY/USD exchange rate, oil prices, German 10-year bond yields, and the fiscal deficit, 

suggests the fair value yield is near 140 bps.  Although this fair value is historically low, it is 

well above the current rate of around 90 bps.  In the absence of outside interference, it would not 

be unreasonable to expect yields to continue to drift higher.  However, we do expect weaker 

economic growth in Q4 2020 and Q1 2021, so the pace of increases may slow. 

 

However, the potential for outside intervention is high.  The issue comes down to Federal 

Reserve policy.  The U.S. central bank has hinted at the possibility of yield curve control.  So far, 

the Fed has not taken concrete steps to implement fixing long-duration interest rates.  But a rapid 

rise in such rates would not be welcome because it would have an adverse effect on the mortgage 

and housing markets. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Mortgage rates, relative to the 10-year Treasury, spiked in April.  The spread has narrowed since 

then but remains above 2%, which is elevated.  If rising T-note rates lead to higher mortgage 

rates, it will tend to stifle part of the economy that is showing promise.  This may lead the Fed to 

try to slow the rise in long-duration interest rates.   

 

At the same time, a low interest rate regime tends to act as a headwind for banks.  This factor 

may encourage the Fed to allow long-term rates to rise modestly.  But we doubt that 

policymakers would be comfortable with a 10-year T-note yield in excess of 1.25%.  If rates 

approach that level soon, we would not be surprised to see the Fed signal it isn’t pleased with the 

development.  And so, we may see a further rise in long-term interest rates, but a move to revert 

to the rate levels seen before 2008 is improbable.   
 

 

 

 

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 11/19/2020 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 11/19/2020 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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P/E Update 

 

November 19, 2020 
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Based on our methodology,2 the current P/E is 28.3x, unchanged from last week. 

 

 
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. 


