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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 8, 2020—9:30 AM EDT] 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 0.4%. 

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

open.  

 

Good morning and happy Hydrogen Day (its atomic weight is 1.008, or “10-08”).  Equity 

markets continue to move higher; although the S&P 500 remains below its recent peak, the 

market remains resilient.  Today’s commentary starts with the FOMC minutes.  We mention the 

debate followed by China news.  Brexit comes next with an update on international news.  There 

is our usual update of pandemic news, and we close with general market observations and other 

news.  And, being Thursday, the Weekly Energy Update is available.  Here are the details:   

 

The FOMC minutes:  Fed minutes are always a sanitized version of events.  In 2025, the full 

transcripts will be released.  It is an interesting exercise to see “what they really thought.”  But, 

for now, all we have is the current version of events as described in the official minutes.  In 

general, there were no huge surprises.  First, there was unanimous concern about the lack of 

fiscal follow through.  Second, there was some disagreement on forward guidance; most 

members favored a less specific reaction function, while a few seemed to prefer something more 

concrete (e.g., no rate hikes until core PCE exceeds 2% for six months), and a few others thought 

no further guidance beyond the dots was necessary.  Third, there was also some discussion about 

the allocation of QE (what term of bonds to buy), suggesting the Fed may be trying to establish 

some level of yield curve control.  We will be watching for more details on this during the 

November meeting.  Overall, stimulus policy is more important at this point, as the financial 

markets expect monetary policy to be accommodative for the foreseeable future.  However, as 

central banks try to do, the minutes show policymakers want to maintain the highest level of 

flexibility possible, which means the markets don’t have complete certainty of future behavior. 

 

The VP debate:  There isn’t really a lot to say.  From our perch, neither participant said 

anything that will change any voters’ mind.  At this juncture, the goal is turnout; there is a very 

small contingent that appears to be truly undecided.  We didn’t see anything in the debate that 

may have swayed the few voters who may still be on the fence.  It has been announced this 

morning that the next presidential debate will be virtual and held a week from today.  President 

Trump is opposing this arrangement. 

 

China:  America’s China policy has moved significantly over the past five years.  Late in 

Obama’s term, policy became less friendly, but under President Trump it has taken a clear turn 
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toward cooler relations.  SoS Pompeo is laying out a Cold War stance where the U.S. intends to 

isolate China and eventually cause an ouster of the CPC.  Interestingly enough, a member of the 

administration considered a China hawk has become increasingly cautious about this turn to 

hostility.  Robert Lighthizer, the USTR, has a long-term goal of changing how China’s economy 

works.  He wants it to become less export-oriented and more focused on domestic consumption.  

In addition, he wants to use trade policy to force China to shift its policy direction.  He appears 

to have little interest in participating in another Cold War.  In that regard, he seems to view 

China as similar to Japan in the 1980s, not the Soviets in the 1950s.  It appears his stance is 

rapidly losing favor in Washington.  Meanwhile, U.S. policy is leading to some level of 

decoupling; other nations are vying for the direct investment that had gone to China.  Other 

Asian nations and Mexico appear to be the greatest beneficiaries.   

• Henry Kissinger is warning that the U.S. and China are following a path similar to the 

one that led to WWI.  We tend to agree with him. Although there is much talk of a new 

“Cold War,” the reality is that China and the U.S., much like Britain and Germany, are 

economically entwined, and they are engaged in more of a great power competition and 

less of an ideological one.  In some respects, it makes the odds of a hot war higher than 

our competition with the Soviets, which was less tied to economic issues.  In other words, 

it was much easier to isolate Russia; isolating China, who has economic relations around 

the world, will be much more difficult. 

• The U.S. is considering curbs on two Chinese money transfer apps, Ant Group and 

Tencent (TCEHY, USD, 69.32).  If these are excluded from the U.S. market, it would be 

a blow to their future growth.  Ant Group is planning an IPO soon (it is currently a 

division of Alibaba, BABA, USD, 301.63), and this restriction could dampen investor 

sentiment toward the company.   

Brexit:  Although there is little solid evidence to suggest a deal is near, optimism is remarkably 

high, especially from the U.K. side.  This either means that negotiators are putting up a good 

front, or that positions haven’t become too hardened and there remains room for a deal.  

Meanwhile, the Scottish parliament has rejected the Internal Market Bill.  We are not sure what 

this means; it is possible that the law might not apply in Scotland or it may mean that 

Westminster ignores the outcome (we would wager on the second outcome).  This does show 

that the risk of devolution is elevated, and there is a risk that the Johnson administration will end 

up with a smaller United Kingdom. 

 

Market news:  Here are a couple of items worth noting: 

• One of the more interesting developments from the Great Financial Crisis was that of 

single-family home rentals.  Large financial firms bought up thousands of foreclosed 

homes and created rental companies.  Real estate analysts had doubts about the model; 

managing far flung assets would tend to raise maintenance costs.  The industry is 

continuing to move forward as tenants flee the cities for the suburbs, but they lack the 

ability to purchase.  Occupancy is high and pushing up rents.   

• Gold prices have struggled recently.  The lack of fiscal stimulus and rising interest rates 

have played a role.  Another factor is central bank selling.  The World Gold Council 
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reports that central banks sold a net 12.3 metric tonnes of gold last month.  Uzbekistan’s 

central bank was the largest gold liquidator last month.   

Policy news:  Although the White House called off stimulus negotiations, there is talk of passing 

a series of individual bills to aid certain sectors of the economy.  This plan tends to favor the 

GOP, which would like to target various industries and households without funding things they 

don’t like, such as state and local governments.  The House leadership opposes individual bills, 

yet they may have little choice but to accept some of the plans, such as airline bailouts.  The 

problem with the individual bill approach is that it slows the process significantly.  In addition, 

since the Senate seems to have little inclination to approve any further spending, this individual 

bill plan may not go anywhere.   

• The DOJ is expanding antitrust action against the poultry industry, accusing several firms 

of collusion on prices.   

International news:  President Trump announced he would like to see the troops in Afghanistan 

withdrawn by Christmas.  Although that isn’t likely, troop levels are expected to be around 2.5K 

by year’s end, a level low enough that it probably makes little sense to keep any troops in the 

country.  The problem is that small contingents are less able to affect security but do become 

targets for insurgents.  For a flavor of the length of the Afghan War, Stars and Stripes has an 

article about fathers and sons serving in theater.   

• One development we have been watching is rising instability in Russia’s near abroad.  As 

we have noted in recent weeks, Belarus remains unsettled.  There is a hot war in the 

Caucasus region between Armenia and Azerbaijan.  There has been a coup in 

Kyrgyzstan.  All of these problems raise the question—can Moscow maintain stability on 

its borders? 

• No Davos meeting next year; the World Economic Forum will meet in May (instead of 

January) in Lucerne.   

COVID-19:  The number of reported cases is 36,212,630 with 1,056,768 deaths and 25,268,014 

recoveries.  In the U.S., there are 7,551,715 confirmed cases with 211,844 deaths and 2,999,895 

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.  And, for some 

detail about how the virus has mutated over time, here is a chart exhibiting how different 

samples from various parts of the world show the degree of mutation over time.  The Axios 

weekly state map is updated.   

 

Virology:   

• The recent upswing in infections tends to be toward younger people.  Older people have 

tended to isolate themselves due to the recognition of their risk.  However, full isolation 

is difficult, and we note that in Europe, infections among the elderly are picking up again.   

• AstraZeneca (ANZ, USD 53.69) has pledged not to take a profit from the sale of a 

vaccine “during the pandemic.”  Recent documents have clarified that the company 

believes this will occur by July 2021, which means it intends to earn money on a vaccine 

after that date.   

https://www.wsj.com/articles/trump-sends-mixed-messages-over-covid-19-stimulus-11602077473?st=23pj6m76ii6fp1b
https://www.wsj.com/articles/trump-sends-mixed-messages-over-covid-19-stimulus-11602077473?st=23pj6m76ii6fp1b
https://www.wsj.com/articles/six-chicken-industry-officials-are-indicted-in-price-fixing-probe-11602085637?st=cgns744j5eoqsx4
https://www.politico.com/news/2020/10/07/trump-us-troops-out-of-afghanistan-by-christmas-427651?utm_source=POLITICO.EU&utm_campaign=99183ecae2-EMAIL_CAMPAIGN_2020_10_08_05_14&utm_medium=email&utm_term=0_10959edeb5-99183ecae2-190334489
https://nyti.ms/30Jb7Uq
https://nyti.ms/30Jb7Uq
https://www.stripes.com/news/years-after-they-fought-in-afghanistan-us-troops-watch-as-their-children-deploy-to-the-same-war-1.647659?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.stripes.com/news/years-after-they-fought-in-afghanistan-us-troops-watch-as-their-children-deploy-to-the-same-war-1.647659?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.reuters.com/article/kyrgyzstan-protests-int/russia-says-kyrgyzstan-is-in-chaos-and-needs-stabilising-idUSKBN26T0IS
https://www.reuters.com/article/kyrgyzstan-protests-int/russia-says-kyrgyzstan-is-in-chaos-and-needs-stabilising-idUSKBN26T0IS
https://nyti.ms/3lqibx8
https://nyti.ms/3lqibx8
https://www.ft.com/content/924cdb5c-4d5e-404b-8602-9708707d56b9
https://www.nytimes.com/news-event/coronavirus?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&impression_id=3744c480-091c-11eb-9113-79fe2b052e71&variant=1_Show
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.gisaid.org/epiflu-applications/hcov-19-genomic-epidemiology/
https://www.axios.com/coronavirus-23-states-dc-e11cfce1-6c0b-4dd0-a118-8978f74ce303.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/coronavirus-23-states-dc-e11cfce1-6c0b-4dd0-a118-8978f74ce303.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/europes-second-covid-wave-starts-to-spill-over-from-young-to-old-11601982003?st=ygudr0owfsk55a5
https://www.ft.com/content/c474f9e1-8807-4e57-9c79-6f4af145b686
https://www.ft.com/content/c474f9e1-8807-4e57-9c79-6f4af145b686
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• Testing for the virus has been a troublesome issue around the world.  The lack of a quick, 

cheap and accurate test has hurt efforts to contain the pandemic.  European countries 

have banked on testing to avoid larger lockdowns, however, testing efforts are struggling.   

• Regeneron (REGN, USD, 591.69) is asking the FDA for emergency approval of its 

antibody drug.   

• One of the problems with all the data we receive on the spread of the virus is that (a) we 

know it is incomplete, and (b) there is an element of judgement regarding whether a 

fatality was caused by COVID-19 or some other comorbidity.  One way to address the 

latter problem is to compare the current level of fatalities relative to the normal number 

of deaths in a region or nation.  In other words, people die on a regular basis, but if the 

number of deaths is higher than normal in a pandemic, it would be reasonable to assume 

that the likely cause was the virus.  Since April, deaths have been holding above normal.  

It does appear that fatalities have declined to about normal for this time of year, which 

suggests that we are bringing the virus under control.   

 
(Source:  https://www.cdc.gov/nchs/nvss/vsrr/covid19/excess_deaths.htm ) 

 

U.S. Economic Releases  

For the week ending October 3, initial claims came in at 840K compared to expectations of 

820K. The prior report was revised from 837K to 849K. 

 

https://www.wsj.com/articles/europes-coronavirus-testing-programs-creak-as-demand-surges-11602071893?st=vrzuzvw607cbeyj
https://nyti.ms/3jHYPTp
https://www.cdc.gov/nchs/nvss/vsrr/covid19/excess_deaths.htm
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The above shows the four-week moving average of initial claims. The four-week moving 

average fell from 869.5K to 856.25K. 

 

Continuing claims for the week ending September 26 came in at 10.976MM compared to 

expectations of 11.400MM. 
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The chart above shows the four-week moving average by region. Michigan and California saw 

an uptick in continuing claims, as a rise in cases has raised fears of new restrictions. 

 

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 4-Oct 49.3 **

Speaker or event

12:10 Eric Rosengren to Speak at Virtual Event on Economic Recovery President of the Federal Reserve Bank of Boston

14:00 Raphael Bostic Speaks on Panel to Rework America Alliance

Economic Releases

District or position

President of the Federal Reserve Bank of Atlanta

Fed Speakers or Events
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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

Japan Foreign Buying Japan Stocks w/w 2-Oct ¥530.9b -¥274.3b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 2-Oct -¥57.3b -¥28.1b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 2-Oct -¥341.3b -¥64.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 2-Oct ¥903.0b -¥1822.5b * Equity and bond neutral

BoP Current Account Balance m/m Aug ¥2102.8b ¥1468.3b ¥2031.5b ** Equity bullish, bond bearish

Trade Balance BoP Basis m/m Aug ¥413.2b ¥137.3b ¥404.0b ** Equity bullish, bond bearish

Australia Foreign Reserves m/m Sep A$61.6b A$59.7b ** Equity bullish, bond bearish

New Zealand ANZ Business Confidence m/m Oct -14.5 -28.5 ** Equity and bond neutral

ANZ Activity Outlook m/m Oct 3.6 -5.4 ** Equity bullish, bond bearish

Europe

Germany Trade Balance m/m Aug 12.8b 19.2b 16.0b *** Equity and bond neutral

Current Account Balance m/m Aug 16.5b 20.0b 16.2b ** Equity and bond neutral

Switzerland Unemployment Rate m/m Sep 3.3% 3.4% 3.4% ** Equity bullish, bond bearish

AMERICAS

Canada Ivey Purchasing Managers Index m/m Sep 54.3 67.8 ** Equity bearish, bond bullish

Brazil Vehicle Production Anfavea m/m Sep 220162 210860 ** Equity and bond neutral

Vehicle Sales Anfavea m/m Sep 207710 183395 * 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 22 1 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 (%) 0.77 0.79 -0.02 Neutral

Euribor/OIS spread (bps) -51 -51 0 Neutral

EUR/USD 3-mo swap (bps) 9 9 0 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Flat Up

pound Flat Down

franc Flat Up   
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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 $42.08 $42.65 -1.34% Market Pessimism

WTI $39.98 $40.67 -1.70%

Natural Gas $2.62 $2.52 3.93%

Crack Spread $10.02 $10.51 -4.64%

12-mo strip crack $10.77 $11.01 -2.16%

Ethanol rack $1.53 $1.53 0.08%

Gold $1,885.44 $1,878.18 0.39%

Silver $23.75 $23.07 2.95%

Copper contract $302.90 $296.35 2.21%

Corn contract 389.25$       385.00$       1.10%

Wheat contract 608.25$       592.75$       2.61%

Soybeans contract 1,049.50$    1,044.00$   0.53%

Baltic Dry Freight 2097 2071 26

Actual Expected Difference

Crude (mb) 0.5 -1.2 1.7

Gasoline (mb) -1.4 -0.5 -0.9

Distillates (mb) -1.0 -1.1 0.1

Refinery run rates (%) 1.30% 0.05% 1.25%

Natural gas (bcf) 73.0

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 central states.  Dry conditions are expected for most of the 

country, with wet conditions in the eastern half of the country.  Hurricane Delta is currently 

moving throughout the Gulf of Mexico. 



 

 

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

www.confluenceinvestment.com 

 8 

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 10/7/2020 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 10/7/2020 close) 
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Source: Bloomberg

 
 

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 8, 2020 
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Based on our methodology,2 the current P/E is 29.5x, up 1.4x from last week.  As we roll to Q4, 

the four-quarter sum is covering all of 2020, no longer including any of 2019.  Given the decline 

in earnings this year, the combination of falling earning and high equity values has led to a spike 

in the multiple.  It is not at all unusual for a multiple spike around recessions.  But, in Q1, when 

we roll off Q1 2020, we will see a sharp rise in the rolling four quarter earnings numbers, which 

will likely lead to a fall in 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. 


