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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: October 2, 2020—9:30 AM EDT] Global equity markets are lower this morning. The 

EuroStoxx 50 is down 1.0% from its last close. In Asia, the MSCI Asia Apex 50 closed up 0.1%. 

Chinese markets were closed for National Day. U.S. equity index futures are signaling a lower 

open.  

 

The big news this morning is that President Trump and the First Lady have contracted COVID-

19.  U.S. equity markets are in full retreat on the news.  We address some of the potential 

ramifications.  It’s also employment Friday; we cover the data in detail below, but the quick take 

is that the data is mixed.  Payrolls came in a bit below forecast, although with revisions the data 

is close to expectations, while the unemployment rate fell.  The market reaction was modest. 

Comments on the economy and policy follow.  Brexit news is next.  The EU summit is 

underway; there is an update on what has transpired.  China news is next.  Our regular update on 

the pandemic follows, and we close with odds and ends.  And, being Friday, there is a new Asset 

Allocation Weekly, along with the related podcast and chart book.  Let’s get after it:   

 

The President and COVID-19:  Around midnight, President Trump announced that both he and 

his wife tested positive for COVID-19.  Hope Hicks, a member of his staff, began exhibiting 

symptoms while traveling with the president to this week’s debate.  Here are some potential 

ramifications: 
 

• The president joins other world leaders who have been infected, including U.K. PM 

Johnson and Brazilian President Bolsonaro.  Johnson was incapacitated for a period of 

time, although formal power does not appear to have been transferred.  Bolsonaro’s case 

appears to have been milder.  We expect President Trump to remain in full control of the 

government, but his movements will be restricted to the White House. 

• Given the president’s advanced age (74) and his weight, he would be considered part of 

the vulnerable class of patients.  There are some anti-viral treatments, including steroids, 

that could aid his recovery.  We will monitor reports in the coming days on the severity 

of his illness; most people survive a bout of the disease, but he is in a high-risk category. 

• This news upends the campaign.  The election is about a month away.  Campaign travel 

will be impossible for the next couple of weeks at a minimum.  The next two debates will 

be postponed and very likely canceled.  The next one used a “town hall” format which 

would be difficult to manage in a pandemic.  In addition, VP Biden, who is also in a 
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high-risk category, would be reluctant to be on the same stage with the president even 

after recovery because of the uncertainty surrounding the period of “virus shedding.”   

• In the period before announcing he had contracted the disease, the president was 

circulating widely among his staff and others, including his nominee for the Supreme 

Court.  Depending on when he was actually infected, it is possible many of his staff 

members could have been exposed.  This development could affect the executive 

function of the government.  We do note that VP Pence has tested negative for the virus. 

• If powers opposed to the U.S. are so inclined, the distraction caused by this election and 

now the news of the disease in the White House could convince them that now is a good 

time to cause trouble.  We will be watching for Chinese, Russian, Turkish, and Iranian 

aggression.   

• Financial markets are treating this as a risk-off event.  Equities are down, Treasury prices 

are up, gold is modestly higher but other metals are down, and the dollar is up, but only 

modestly.  We are in a period where equities are vulnerable.  In a contest between an 

incumbent Republican president and a Democratic challenger, a win by the latter usually 

brings a correction in stocks before the election, and equities tend to be depressed into Q2 

of the first year of the new president.  This news increases the likelihood of additional 

weakness going into the election. 

Economic and Policy news:   

• House Democrats, on a mostly party-line vote, approved the $2.2 trillion stimulus 

package.  This signals that negotiations with the White House are probably over, and we 

won’t see a new stimulus bill before the election.  A few Democratic representatives 

voted against the bill, arguing it was too soon to end negotiations.  The Senate leadership 

has already indicated it won’t take up the bill; the White House seems opposed too, and 

with the president dealing with COVID-19, it seems unlikely there will be any movement 

on this measure. 

• Moody’s (MCO, USD 293.50) has downgraded New York State and New York City 

credit ratings.  General obligation bonds were downgraded to Aa2 from Aa1.  The rating 

agency cited the impact of the pandemic for its decision.  Both remain investment grade. 

• The lack of aid may lead to massive utility suspensions for millions of Americans.  There 

were widespread forbearance measures implemented during the pandemic, but as these 

actions end, months of unpaid utility bills are causing utilities to begin shutting off 

power, gas, and water.  The electric and gas utilities estimate $24.3 billion of unpaid bills.  

Essentially, this is an incidence problem; or, put another way, “who pays?”  Do we allow 

thousands of homes to go dark?  In Indiana, for example, 112,000 households are 120+ 

delinquent.  Or, do capital owners bear the burden when governments force utilities to 

keep the power on?   

 

Brexit:  Yesterday there were reports from the U.K. side that negotiators had reached a 

breakthrough, but EU negotiators were much more cautious about progress.  Although talks 

continue, the four areas of contention—fisheries, state aid, justice cooperation, and 

governance—remain unresolved.  Additionally, the EU is suing Britain for withdrawing from the 

https://nyti.ms/2SjFUm8
https://nyti.ms/2SjFUm8
https://www.ft.com/content/06a7a77e-7b96-43e3-9c63-4967a03ad997?emailId=5f769f9ad981570004627a8b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/06a7a77e-7b96-43e3-9c63-4967a03ad997?emailId=5f769f9ad981570004627a8b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/business/2020/10/01/power-water-gas-bills/
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https://www.ft.com/content/af697135-1148-4f2e-b306-72080d937217?emailId=5f769f9ad981570004627a8b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/world/europe/eu-britain-brexit-sue-withdrawal/2020/10/01/14aa4c24-03c7-11eb-b92e-029676f9ebec_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%2F2be4fa2%2F5f76a5f69d2fda0efb3b803e%2F596b53f6ae7e8a44e7d597a3%2F43%2F77%2F860efe1a8d0e17e362d76014014ee4c6
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earlier agreement.  Meanwhile, U.S. financial firms are continuing to pull assets out of London 

in anticipation of a hard Brexit.   

 

The EU Summit:  The EU has wanted to signal its unity against the Lukashenko government 

but Cyprus, wanting to punish Turkey for drilling in the waters off Cyprus, blocked any 

sanctions without its goal being met.  In the end, the EU managed to placate Cyprus with 

language pushing for talks between the EU and Turkey.  The tortured negotiations are evidence 

of the unwieldy nature of the European Union.  The EU is warning Turkey about sanctions, but 

we tend to view the threat as toothless because Turkey can, at any time, unleash a wave of 

refugees into Europe.  One element of optimism; NATO has established ground rules with the 

Turkish military to reduce the odds of a mistaken conflict.   
 

• In other European news, the ECB tripled its purchases of European corporate debt last 

week compared to the end of August as part of its QE program. 

China:  One of the critical issues with decoupling from China is who will bear the cost?  

Businesses whose supply chains are dependent on China would suffer greatly from decoupling 

and have, so far, resisted this trend.  In some respects, China is counting on this resistance to 

thwart Washington’s move to change policies toward Beijing.   
 

• China is working on developing massive iron ore deposits in Guinea.  The involvement 

of China is forcing Western miners to decide if they want to participate in the project and 

gain access to the resources, or stay away and risk seeing China, the world’s largest 

consumer of iron ore, reduce its demand from these miners.  A complicating factor is that 

cooperating with China may not necessarily be positive; terms could be changed on the 

fly.   

COVID-19:  The number of reported cases is 34,345,342 with 1,023,817 deaths and 23,890,360 

recoveries.  In the U.S., there are 7,279,109 confirmed cases with 207,816 deaths and 2,860,650 

recoveries.  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 state data 

show increasing infection rates, with 36 states showing rising infections and 15 falling 

(Washington, D.C. is included in the count).  South Carolina has the lowest rate and Wyoming 

has the highest.   

 

Virology:   

• Wisconsin is seeing a sharp rise in infections, which is starting to strain the medical 

infrastructure.  The governor is relaxing regulations to allow retired medical personnel 

and out-of-state workers easier access.   

• There is growing evidence that infection rates in Latin America are starting to decline.  

This is probably due to the onset of herd immunity.   

• Turkey is admitting its infection numbers are undercounted; asymptomatic cases have 

been excluded.   

https://www.wsj.com/articles/u-s-banks-pull-more-assets-from-london-ahead-of-crucial-brexit-deadline-11601551277?st=rjn7g1mx5mjhtqm
https://nyti.ms/33j1CwH
https://www.politico.eu/article/at-summit-eu-leaders-talk-tough-on-turkey/?utm_source=POLITICO.EU&utm_campaign=c1ed0816dd-EMAIL_CAMPAIGN_2020_10_02_05_06&utm_medium=email&utm_term=0_10959edeb5-c1ed0816dd-190334489
https://www.nato.int/cps/en/natohq/news_178523.htm?utm_source=POLITICO.EU&utm_campaign=c1ed0816dd-EMAIL_CAMPAIGN_2020_10_02_05_06&utm_medium=email&utm_term=0_10959edeb5-c1ed0816dd-190334489
https://www.nato.int/cps/en/natohq/news_178523.htm?utm_source=POLITICO.EU&utm_campaign=c1ed0816dd-EMAIL_CAMPAIGN_2020_10_02_05_06&utm_medium=email&utm_term=0_10959edeb5-c1ed0816dd-190334489
https://www.wsj.com/articles/ecb-steps-up-support-for-credit-markets-11601540480?st=809cl2nj8h6rg5r
https://www.wsj.com/articles/is-decoupling-from-china-worth-1-trillion-11601555406?st=sqs42m8nomhhp6d
https://www.wsj.com/articles/rio-tintos-next-ceo-will-be-tested-by-awkward-africa-decision-11601544605?st=32ji1kktkpxii5u
https://www.wsj.com/articles/rio-tintos-next-ceo-will-be-tested-by-awkward-africa-decision-11601544605?st=32ji1kktkpxii5u
https://www.nytimes.com/live/2020/10/01/world/covid-19-coronavirus?action=click&block=storyline_menu_recirc&campaign_id=51&emc=edit_MBE_p_20201002&impression_id=7821a880-043d-11eb-beec-e13703b2afdd&instance_id=22728&name=styln-coronavirus&nl=morning-briefing&pgtype=LegacyCollection&regi_id=5677267&region=TOP_BANNER&section=topNews&segment_id=39622&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&variant=1_Show#a-major-spike-in-wisconsin-is-swamping-hospitals-testing-and-tracing-capacity
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.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/live/2020/10/01/world/covid-19-coronavirus/a-major-spike-in-wisconsin-is-swamping-hospitals-testing-and-tracing-capacity
https://www.wsj.com/articles/new-covid-19-cases-started-to-decline-in-hard-hit-latin-america-11601631002?st=evdc9l7y07i348g
https://www.ft.com/content/5307a438-f083-4f7f-a1da-5b0a0eaa6047?emailId=5f769f9ad981570004627a8b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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Odds and ends:  Freedom House’s annual report was published yesterday, and it paints a 

disappointing picture of the loss of democratic freedoms due to the pandemic.  Regulators have 

charged principals at BitMEX, a major bitcoin exchange, with money laundering.  We have been 

expecting, for some time, that independent cryptocurrencies would eventually be extinguished by 

governments.  Belgium is a deeply divided nation; long-time divisions between the Flemish and 

the Walloons have led to long periods where the political class fails to form governments.  But, 

take heart…after two years, a new government has been formed.   
 

U.S. Economic Releases  
 

The labor market recovered less than anticipated in September, suggesting that the recovery may 

be losing steam.  Nonfarm payrolls expanded by 661K from the prior month compared to 

expectations of 859K.  The prior report was revised from 1.371MM to 1.489MM.  However, 

excluding census workers, nonfarm workers added 1.133MM.  Private payrolls expanded by 

877K from the previous month compared to expectations of 850K.  The prior report was revised 

from 1.027MM to 1.022MM.  Manufacturing payrolls expanded by 66K from the previous 

month compared to expectations of 35K.  The prior report was revised from 29K to 36K. 

 

 
 

The chart above shows the annual change in private payrolls.  The economy has recovered over 

half of the jobs lost during the pandemic, but the pace of growth appears to be leveling off. 

 

The unemployment rate came in at 7.9% compared to expectations of 8.2%.  Labor force 

participation came in at 61.4% compared to expectations of 61.9%.  The underemployment rate 

came in at 12.8%. 
 

https://freedomhouse.org/report/special-report/2020/democracy-under-lockdown?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/bitmex-founders-charged-in-indictment-that-says-they-flouted-u-s-rules-11601579782?st=7u327os1iphcmkt
https://www.wsj.com/articles/bitmex-founders-charged-in-indictment-that-says-they-flouted-u-s-rules-11601579782?st=7u327os1iphcmkt
https://nyti.ms/2Sg8jJE
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The chart above shows the unemployment rate and the inverted employment/population ratio.  

Although the unemployment rate fell by 0.5%, the employment/population ratio rose by 0.1%.  

Thus, the drop in the unemployment rate may be the result of people leaving the workforce. 

 

Average hourly earnings rose 0.1% from the prior month compared to expectations of 0.2%.  The 

prior report was revised from 0.4% to 0.3%.  Average weekly hours came in at 34.7, above 

expectations of 34.6. 
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The chart above shows the annual change in hourly earnings for production and supervisory 

workers.  Hourly earnings rose 4.6% from the prior year. 

 

In comparing employment to pervious cycles, this drop in employment is very large and the pace 

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

EDT Indicator Expected Prior Rating

10:00 U. of Mich. Sentiment m/m Sep 79 78.9 **

10:00 U. of Mich. Expectations m/m Sep 73.3 **

10:00 U. of Mich. Current Conditions m/m Sep 87.5 **

10:00 U. of Mich. 5-10 Yr Inflation m/m Sep 2.6% **

10:00 U. of Mich. 1 Yr Inflation m/m Sep 2.7% **

10:00 Factory Orders Ex Trans m/m Aug 1.1% 2.1% **

10:00 Factory Orders m/m Aug 0.9% 6.4% **

10:00 Durables Ex Transportation m/m Aug 0.4% 0.4% **

10:00 Durable Goods Orders m/m Aug 0.4% 0.4% **

10:00 Cap Goods Ship Nondef Ex Air m/m Aug 1.5% **

10:00 Cap Goods Orders Nondef Ex Air m/m Aug 1.7% 1.8% **

Speaker or event

13:00 Michelle Bowman speaks on Racial and Economic Disparities

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 
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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

Japan Jobless Rate m/m Aug 3.0% 2.9% 3.0% *** Equity and bond neutral

Job-To-Applicant Ratio m/m Aug 1.04 1.08 1.05 *** Equity and bond neutral

Monetary Base y/y Sep 14.3% 11.5% ** Equity bullish, bond bearish

Monetary Base End of period m/m Sep ¥606.0t ¥582.9t ** Equity bullish, bond bearish

Consumer Confidence Index m/m Sep 32.7 29.3 30.5 ** Equity bullish, bond bearish

Australia Retail Sales m/m Aug -4.0% 3.2% -4.2% ** Equity and bond neutral

New Zealand ANZ Consumer Confidence m/m Sep 100.0 100.2 *** Equity and bond neutral

Europe

Eurozone CPI Estimate y/y Sep -0.3% -0.2% -0.2% *** Equity bullish, bond bearish

CPI Core y/y Sep 0.2% 0.4% 0.4% *** Equity bullish, bond bearish

France Budget Balance YTD m/m Aug -165.7b -151.0b ** Equity and bond neutral

Italy Deficit to GDP YTD q/q 2Q 10.0% 10.8% *** Equity bullish, bond bearish

Russia Gold and Forex Reserve w/w 25-Sep 580.7b 590.9b * Equity and bond neutral

Money Supply Narrow Def w/w 25-Sep 13.27t 13.34t * Equity and bond neutral

AMERICAS

Mexico Remittances Total m/m Aug $3574.2m $3531.9m $3546.4m * Equity bullish, bond bearish

Markit Mexico PMI Mfg m/m Sep 42.1 41.3 ** Equity and bond neutral

IMEF Manufacturing Index SA m/m Sep 46.4 45.0 47.0 ** Equity and bond neutral

IMEF Non-Manufacturing Index SA m/m Sep 49.3 46.1 47.0 ** Equity and bond neutral

Brazil Markit Brazil PMI Manufacturing m/m Sep 64.9 64.7 ** 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) 23 23 0 Down

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

TED spread (bps) 15 14 1 Up

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

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

Euribor/OIS spread (bps) -50 -50 0 Neutral

EUR/USD 3-mo swap (bps) 10 12 -2 Down

Currencies Direction

dollar Flat Down

euro Down Up

yen Down Up

pound Up Down

franc Down 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 $39.34 $40.93 -3.88% Market Uncertainty

WTI $37.20 $38.72 -3.93%

Natural Gas $2.49 $2.53 -1.54%

Crack Spread $9.27 $9.27 0.06%

12-mo strip crack $10.40 $10.43 -0.22%

Ethanol rack $1.54 $1.54 -0.30%

Gold $1,908.28 $1,906.01 0.12%

Silver $23.88 $23.79 0.37%

Copper contract $286.25 $286.55 -0.10%

Corn contract 378.50$       382.75$       -1.11%

Wheat contract 564.25$       570.25$       -1.05%

Soybeans contract 1,014.00$    1,023.50$   -0.93%

Baltic Dry Freight 1869 1725 144

Actual Expected Difference

Crude (mb) -2.0 1.0 -3.0

Gasoline (mb) 0.7 -1.2 1.9

Distillates (mb) -3.2 -1.0 -2.2

Refinery run rates (%) 1.00% -0.50% 1.50%

Natural gas (bcf) 76.0 66.0 10.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with cooler temperatures in the eastern half.  Dry conditions are expected for most of the country 

with wet conditions in the northern Pacific.  There are two cyclone formations located near the 

Yucatan Peninsula and the Caribbean Islands.  The former is expected to develop and strengthen, 

while the latter isn’t expected to develop into a tropical storm. 
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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 2, 2020 
 

The death of Ruth Bader Ginsburg was yet another political shock for 2020 in a year rife with 

unusual events.  The year began with the first official case of COVID-19 in Washington State on 

January 20.  The pandemic and subsequent measures to contain the virus have led to 

unprecedented levels of economic volatility.  President Trump was acquitted of impeachment on 

February 5.  Relations with China have deteriorated.   

 

As we head into the election, investors’ fears are high.  For example, retail money market funds 

(RMMK) remain elevated, though off their earlier peaks. 
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Our political cycle monitor suggests that a Biden win could result in a decline in equities into 

October. 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Barring an unexpected landslide, it is quite possible that this election could be disputed.  The last 

time this occurred, in 2000, the election wasn’t decided until December 12, when the Supreme 

Court effectively ended the recount.  George Bush won a narrow victory in Florida and in the 

Electoral College (271/266).  The financial markets were affected by the outcome; in the period 

from the election on November 7 until the Supreme Court decision, the S&P 500 range from high 

(made on November 8) to low (made on December 1) was 9.9%.  A decline of this magnitude 

would probably not be enough to warrant substantial portfolio adjustments.  

 

Voter attitudes were not nearly as hardened then as they are now.  A Pew survey suggested that 

45% of voters thought that the winner really mattered, while 49% believed “things would remain 

about the same.”  Currently, 83% of voters think it really matters who wins and only 16% 

believe that “things would remain about the same.”  The Pew survey suggests that this election is 

being viewed as zero-sum; losing is perceived as devastating, so both sides are primed to contest 

a close election. 

 

Although equity markets have performed quite well from their March lows, the recent weakness 

does appear to be starting the process of discounting a Biden victory.  Although we would not 

necessarily expect a decline to the 90% level implied on the above chart,1 a period of weakness 

in the next few weeks is likely. 

 

Is there a precedent for the current election?  The best analog is the 1876 election, which was 

won by Rutherford B. Hayes in the electoral college by a single vote, 185-184 over Samuel J. 

Tilden.  And, that result only occurred weeks after the November ballot.  Hayes was given the 

presidency in return for ending Reconstruction.  An analysis of this election will be the subject of 

an upcoming WGR, but the following chart offers some idea of the impact of an uncertain 

election outcome when it is perceived as zero-sum. 

 

 
1 To quote Ned Davis, a famous market analyst, cycle analysis shown above should be used more for direction and 
less for level.   

https://www.pewresearch.org/politics/2004/07/08/voters-more-engaged-but-campaign-gets-lukewarm-ratings/
https://www.pewresearch.org/politics/2004/07/08/voters-more-engaged-but-campaign-gets-lukewarm-ratings/
https://www.pewresearch.org/politics/2020/08/13/views-of-the-2020-campaign-and-voting-in-november/
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From March 1876 to March 1877 (when Hayes was inaugurated), the index, on a monthly 

average basis, fell 29.7%.  Although the recovery from the lows was robust, the March 1876 

level was not exceeded until October 1879.  As we will discuss in the upcoming WGR, the 1876 

election occurred during the long depression that began with the Panic of 1873, which was 

considered the worst economic downturn until the Great Depression.  Thus, the disputed election 

cannot be blamed for the entire decline, but it likely contributed.  Increased tensions in the 

November election is a factor the Asset Allocation Committee will grapple with in the upcoming 

portfolio rebalance. 

   
 

 

 

 

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 10/1/2020 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 10/1/2020 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 

 

October 1, 2020 
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Based on our methodology,2 the current P/E is 28.1x, down 0.1x from last week.  Falling index 

values and higher earnings led to the decline. 

 

 
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 three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). 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. 


