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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 16, 2020—9:30 AM EDT] Global equity markets are mixed this morning.  

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

0.2%. Chinese markets were mixed, with the Shanghai Composite up 0.1% from the prior close 

and the Shenzhen Composite down 0.4%.  U.S. equity index futures are signaling a flat open.  

 

Good morning and Happy Friday!  Equity markets are mostly steady this morning.  Although it 

isn’t definitive, news out of the U.K. suggests a hard Brexit may be coming.  We start with the 

latest on this topic.  Stimulus news follows.  China news comes next along with an update on the 

pandemic.  We finish with odds and ends from around the world.  Being Friday, a new Asset 

Allocation Weekly, along with its podcast and chart book, is available.  And, as promised, the 

Weekly Energy Update is also available.  Here are the details:   

 

Brexit:  For starters, the situation does remain fluid.  We note that the EU is reportedly sending a 

team of negotiators to London in the wake of comments from PM Johnson that suggest he 

intends to enforce today’s deadline and is preparing for a hard Brexit.  EU negotiators were 

mostly ignoring the deadline declared by Johnson.  We still think the U.K. is trying to force a 

conclusion of negotiations that the EU would rather extend.  So, this doesn’t necessarily mean a 

hard Brexit is unavoidable, but the risks are elevated at this point.  The best market indicator of 

the talks, the GBP exchange rate, did fall on the reports.   

 

Fiscal talks:  There was some positive movement on a fiscal deal.  The White House has signed 

off on funding a national COVID-19 testing program, which had been one of the sticking points 

of the negotiations.  The White House’s position on stimulus has been different than the Senate; 

the former wants to “go big or go home,” while the latter is mostly for a very small spending 

package.  Majority Leader McConnell has already scotched the idea that he would support that 

which is currently under negotiation, so it isn’t likely any of this will happen before the election.   

• Yesterday we cited a NY FRB report that coincided with other studies we have seen 

indicating much of the stimulus money transferred to households was saved or used to 

reduce debt.  However, there is new evidence that suggests households have drawn down 

much of that saving since the additional stimulus programs ended last summer.  If true, it 

would portend slower future spending.   

• The CFTC has implemented new position limits for various commodities.  The 

exchanges have traditionally imposed position limits to prevent “cornering” of a market.  

Exceptions are often made because the limits do “limit” trading by large participants.  

The Dodd-Frank Act, passed in the wake of the Great Financial Crisis, had a provision to 
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have the government install limits that would override the exchanges.  Although it is 

impossible to determine at this juncture what effect these will have, it is important to 

remember that regulatory changes can have unintended consequences.  Given the 

complications that are part of the shadow banking system dominating the financial 

system, these limits might have an unanticipated impact.   

o In other policy related news, Governor Qualls seems to have a better handle on 

the shadow, or non-bank, financial system.  At least he has become aware of it.  

Yesterday, we noted he thinks the Fed may need to have permanent QE to 

stabilize the Treasury market in the face of higher borrowing.  Today, he has 

expressed ‘disappointment’ that money market funds are runnable.  Although he 

hasn’t offered a solution to that problem (here’s a hint—MMK needs an FDIC 

body to prevent runs or it must be forced to break the buck under stress), the fact 

he’s talking about it is noteworthy.   

China:   

• Chinese intelligence services have discovered Taiwan has a deep spy network on the 

mainland.  This should not be a shock; the more important consideration to this news is 

why has China decided to talk about this now?  We suspect there is growing concern over 

the U.S. using Taiwan as a weapon against China.  According to reports, China is 

attempted to turn these agents.   

• New polls of Americans highlight deteriorating perceptions of China.  It is becoming a 

bipartisan issue.   

• The White House has issued a new National Strategy paper on technology.  Although a 

bit light on specifics, it does appear aimed at China.   

• Daryl Morey has resigned as the Houston Rockets GM.  His open support of Hong Kong 

last year led to China to restrict NBA broadcasts into China.  His exit is likely part of an 

effort by the NBA to repair relations, and it highlights business resistance to breaking 

relations with China.   

COVID-19:  The number of reported cases is 38,998,580 with 1,099,380 deaths and 26,930,074 

recoveries.  In the U.S., there are 7,980,934 confirmed cases with 217,717 deaths and 3,177,397 

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 numbers 

continue to deteriorate; now only ten states have a reading less than one, which means an 

accelerating spread of the virus.  Mississippi has the lowest data, while New Mexico has the 

highest. 

 

Virology:   

• The U.S. and Europe are facing a rise in infections as it gets colder.  U.S. infections rose 

by 60 thousand for the first time in two months.  Europe is facing even faster infection 

rates; areas that were not as affected before, such as central Europe, are now being 

affected by this wave.  Hospital capacity is starting to become strained in some areas.  
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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://rt.live/
https://rt.live/
https://www.wsj.com/articles/covid-19-battle-to-intensify-as-winter-sets-in-11602840602?st=9o363j3mtabi9wb
https://www.wsj.com/articles/coronavirus-latest-updates-10-16-2020-11602835460?st=h8ncu2f65mryvxf
https://www.wsj.com/articles/coronavirus-latest-updates-10-16-2020-11602835460?st=h8ncu2f65mryvxf
https://www.washingtonpost.com/world/europe/covid-europe-records/2020/10/15/0126c256-0ee7-11eb-b404-8d1e675ec701_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%2F2c29fc3%2F5f8919b99d2fda0efb4ae34e%2F596b53f6ae7e8a44e7d597a3%2F37%2F72%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/europe/covid-europe-records/2020/10/15/0126c256-0ee7-11eb-b404-8d1e675ec701_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%2F2c29fc3%2F5f8919b99d2fda0efb4ae34e%2F596b53f6ae7e8a44e7d597a3%2F37%2F72%2F860efe1a8d0e17e362d76014014ee4c6
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Current estimates for the U.S. indicate that resources use will be at April levels by 

December. 

• Although vaccine distribution is not widely discussed, it does appear that authorities 

intend to start with older Americans who are more vulnerable to the disease.  There are 

estimates that suggest younger Americans may not be vaccinated until 2022. 

• A WHO study of remdesivir suggests that it probably doesn’t have a significant impact 

on improving survival.   

• As shoppers adjust to the pandemic, shopping habits have changed.  This report discusses 

some of them.  A couple of interesting notes—households are doing more cooking and 

are becoming more sophisticated about it.  This may be bad news for restaurants.  One of 

the pre-pandemic characteristics was a remarkable lack of kitchen and cooking skills 

among many households.  The popularity of delivered boxes with single recipes (e.g., 

Hello Fresh, Home Chef, etc.) and instructions was a clear sign that many households 

were intimidated by the prospect of cooking.  The pandemic has apparently encouraged 

households to learn to cook, and that trend will likely be lasting.  Another trend we have 

noticed is that brand selection is beginning to shrink.  For example, Tab looks like it will 

be no more.   

• An additional factor we have been watching is the sudden surge of household formation 

and home buying.  New York City is seeing an exodus of young families, and we suspect 

other cities are too.   

Odds and ends:  Argentina, a nation in perennial financial stress, is facing yet another USD 

shortage.  The government is starting to restrict imports.  Bolivia is holding presidential 

elections, and polls suggest the socialist MAS party candidate Luis Arce should win a plurality.  

But, he will not likely win a majority as he faces strong competition from former president 

Carlos Mesa.  We would expect a runoff election after this one.  Kyrgyzstan’s president has 

resigned; the country has been dealing with unrest for weeks.   

 

U.S. Economic Releases  

 

U.S. retail sales surged in September as confidence in the recovery likely boosted consumer 

confidence. In September, advance retail sales rose 1.9% from the prior month compared to 

expectations of 0.8%.  Excluding Auto, retail sales rose 1.5% from the prior month compared to 

expectations of 0.4%. Core retail sales, which excludes autos and fuels, rose 1.5% from the prior 

month compared to expectations of 0.5%.  Finally, retail sales control group, which excludes 

autos, gas, and building material, rose 1.4% from the prior month compared to expectations of 

0.3%. 

 

https://covid19.healthdata.org/united-states-of-america?view=resource-use&tab=trend&resource=icu_beds
https://www.washingtonpost.com/world/2020/10/15/who-vaccine-young-people/?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%2F2c29fc4%2F5f8919b99d2fda0efb4ae34e%2F596b53f6ae7e8a44e7d597a3%2F38%2F72%2F860efe1a8d0e17e362d76014014ee4c6
https://www.ft.com/content/ee9b611f-2b4b-4572-afe1-b0b804d17a94?emailId=5f8913e226c4a80004d4d98a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/ee9b611f-2b4b-4572-afe1-b0b804d17a94?emailId=5f8913e226c4a80004d4d98a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://nyti.ms/2R7fQK8
https://www.wsj.com/articles/tab-coca-colas-diet-soda-pioneer-and-a-70s-icon-is-going-away-11602847800?st=7dmi71cltcn4boq
https://www.wsj.com/articles/tab-coca-colas-diet-soda-pioneer-and-a-70s-icon-is-going-away-11602847800?st=7dmi71cltcn4boq
https://www.wsj.com/articles/young-families-are-driving-the-exodus-from-new-york-city-to-the-suburbs-11602763200?st=kxra8oa7na8vcak
https://www.wsj.com/articles/argentina-running-low-on-dollars-faces-fresh-economic-turmoil-11602766036?st=r9bn1vd752sc43r
https://www.wsj.com/articles/argentina-running-low-on-dollars-faces-fresh-economic-turmoil-11602766036?st=r9bn1vd752sc43r
https://www.ft.com/content/44cb787a-32e2-446c-b257-559bb60994e9
https://www.ft.com/content/254a4ad8-ef71-4fbb-8670-6577735440a2?emailId=5f8913e226c4a80004d4d98a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/254a4ad8-ef71-4fbb-8670-6577735440a2?emailId=5f8913e226c4a80004d4d98a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/kyrgyzstans-president-says-he-will-resign-to-ease-turmoil-in-the-former-soviet-republic-11602769049?st=nbl0jfzvcq8c7ff
https://www.wsj.com/articles/kyrgyzstans-president-says-he-will-resign-to-ease-turmoil-in-the-former-soviet-republic-11602769049?st=nbl0jfzvcq8c7ff


 

 

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

www.confluenceinvestment.com 

 4 

 
 

The chart above shows the annual change in retail sales. Retails sales rose 4.5% from the prior 

year. This is the first time since the pandemic that retail sales have surpassed 4.0%, suggesting 

consumption has returned to pre-pandemic levels. This strong report provides further evidence of 

a monster jump in Q3 GDP.  

 

 
 

The chart above shows the Atlanta Fed GDP Now forecast for Q3. Prior to the retail sales report, 

the model estimated an annualized Q3 GDP of 35.2%. This will likely be revised upward 

following the retail sales report. That said, this model may have an upward bias as it does not 

capture the impact of COVID-19 and social mobility. However, private firms have estimates of 
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20-25%; the NY FRB weekly GDP estimate, for example, is forecasting Q3 SAAR at 26.2%.  In 

any case, the quarterly growth rate will likely be historic.   

 

U.S. manufacturing production unexpectedly fell in September as a rise in virus cases likely 

limited production. In September, industrial production fell 0.6% from the prior month compared 

to expectations of a rise of 0.5%.  Manufacturing production fell 0.3% from the prior month 

compared to expectations of a rise of 0.6%.  Utility output fell sharply to 99.6 compared to 

August’s 105.5; this likely reflects milder September temperatures.  Lastly, capacity utilization 

came in at 71.5%, compared to expectations of 71.8%. 

 

 
 

The chart above shows the level of industrial production.  Industrial production currently sits at 

101.5, down from the previous month’s reading of 102.2. 

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 Oct 80.5 80.4 ***

10:00 U. of Mich. Current Conditions m/m Oct 88.5 87.8 **

10:00 U. of Mich. Expectations m/m Oct 77.0 75.6 **

10:00 U. of Mich. 1 Yr Inflation m/m Oct 2.6% **

10:00 U. of Mich. 5-10 Yr Inflation m/m Oct 2.7% **

16:00 Net Long-Term TIC Flows m/m Aug $10.8b **

16:00 Total Net TIC Flows m/m Aug -$88.7b **

Monthly Budget Statement m/m Sep -$124.0b $82.8b **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
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

China Foreign Direct Investment y/y Sep 25.1% 18.7% ** Equity bullish, bond bearish

India Trade balance m/m Sep -$2.720b -$6.770b -$3.000b ** Equity bullish, bond bearish

New Zealand BusinessNZ Manufacturing PMI m/m Sep 54.0 50.7 ** Equity bullish, bond bearish

Non Resident Bond Holdings m/m Sep 49.4% 49.5% ** Equity and bond neutral

Europe

Eurozone EU27 New Car Registrations m/m Sep 3.1% -18.9% ** Equity and bond neutral

Trade Balance SA m/m Aug 21.9b 20.3b 18.0b ** Equity bullish, bond bearish

CPI y/y Sep -0.3% -0.3% -0.3% *** Equity and bond neutral

CPI Core y/y Sep 0.2% 0.2% 0.2% *** Equity and bond neutral

Italy CPI EU Harmonized y/y Sep -1.00% -0.90% -0.90% *** Equity and bond neutral

Trade Balance Total m/m Aug 3928m 9694m ** Equity and bond neutral

Russia Industrial Production m/m Sep -5.0% -7.2% -5.9% *** Equity and bond neutral

AMERICAS

Canada Existing Home Sales m/m Sep 0.9% 6.2% ** Equity and bond neutral

Brazil Economic Activity y/y Aug -3.9% -4.9% -4.1% *** Equity and bond neutral

FGV Inflation IGP-10 m/m Oct 3.2% 4.3% 2.7% ** 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 24 -1 Down

3-mo T-bill yield (bps) 10 10 0 Neutral

TED spread (bps) 13 14 -1 Up

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

10-yr T-note (%) 0.72 0.73 -0.01 Neutral

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

EUR/USD 3-mo swap (bps) 11 12 -1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up 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 $42.66 $43.16 -1.16% Rise in COVID cases

WTI $40.50 $40.96 -1.12%

Natural Gas $2.79 $2.78 0.50%

Crack Spread $8.48 $8.82 -3.81%

12-mo strip crack $9.94 $10.18 -2.35%

Ethanol rack $1.56 $1.56 -0.02%

Gold $1,910.40 $1,908.71 0.09%

Silver $24.42 $24.30 0.49%

Copper contract $306.80 $308.55 -0.57%

Corn contract 407.50$       403.75$       0.93%

Wheat contract 621.75$       618.25$       0.57%

Soybeans contract 1,069.00$    1,062.00$   0.66%

Baltic Dry Freight 1561 1637 -76

Actual Expected Difference

Crude (mb) -3.8 -2.0 -1.8

Gasoline (mb) -1.6 -1.3 -0.4

Distillates (mb) -7.2 -1.6 -5.7

Refinery run rates (%) -2.00% -0.80% -1.20%

Natural gas (bcf) 46.0 53.0 -7.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with warmer temperatures along both coasts.  Wet conditions are expected for most of the 

country, with dry conditions expected in the Southwest.  There is some cyclone formation near 

the Lesser Antilles, but it is not expected to develop into a tropical storm. 



 

 

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 16, 2020 
 

Of all the different economic indicators published by the government and private entities, one of 

the least followed, but potentially very enlightening, is the Census Bureau’s monthly report on 

business inventories.  The report tracks the value of inventories on hand each month at the retail, 

wholesale, and manufacturing levels and compares those values to the amount of sales at each 

level.  The resulting inventory/sales ratio can help us predict business behavior in the coming 

months.  For example, if the inventory/sales ratio is higher than normal, it may mean firms are 

saddled with excess stockpiles and will cut prices or hold back on new orders to their suppliers.  

When the inventory/sales ratio is lower than normal, it could portend increased orders and higher 

prices.  The inventory/sales ratio fluctuates over time because of changes in technology and 

management practices, but it can still provide important insights over the short term. 

 

As shown by the heavy blue line in the chart below, the overall inventory/sales ratio fluctuated 

between about 1.35 and 1.40 during the five years leading up to the coronavirus pandemic.  

When the pandemic shutdowns hit, many firms saw their sales plummet, leaving their 

inventories sitting on shelves in their shuttered stores or warehouses.  The overall inventory/sales 

ratio surged to 1.67 in April.  With the recent reopening of most of the economy, however, the 

overall ratio has now fallen to 1.33.  Since the current ratio is lower than in the recent past, it 

may suggest firms would be eager to rebuild their stockpiles if they became more confident that 

the economic recovery will continue.  Lean inventories may also encourage price hikes or 

discourage price cuts, helping to alleviate fears of excessively low inflation. 

 

 
 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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A close look at the detail in the chart is even more encouraging.  Note that before the pandemic, 

retailers typically carried $1.45 to $1.50 of inventory for every dollar of monthly sales.  In 

August, however, retailers had just $1.24 of inventory for every dollar of sales, marking their 

lowest inventory/sales ratio in at least 25 years.  If you’ve finally started to go out shopping 

again after the lockdowns, you may have noticed that many stores have very little inventory on 

their shelves.  In part, that may reflect retail managers’ lack of confidence in future demand.  It 

could also be partly unplanned, reflecting an inability to get new inventories because of supply 

chain disruptions or reduced financing by skeptical lenders.  In any case, it’s hard to believe 

retailers would keep their stockpiles this low when the economy returns to normal.  Rather, one 

would expect an eventual inventory restocking and strongly rebounding orders. 

 

In contrast with the situation for retailers, factory inventories are a bit high compared with recent 

history.  Rather than carrying inventories worth $1.38 to $1.40 per dollar of sales, as they did 

before the pandemic, manufacturers recently had about $1.43 of inventory per dollar of sales.  

That means that if retail restocking leads to a rebound in manufacturing orders, there could be a 

modest delay in new production (since the wholesale inventory/sales ratio is right at its recent 

average, we are ignoring it for purposes of this analysis).  All the same, it probably wouldn’t take 

long for the small excess in factory stockpiles to get used up.  Manufacturers and raw material 

suppliers might need to ramp up production quickly, which in turn could require faster hiring.  

It’s probably too much to say the economy is a coiled spring ready to snap back to normal.  We 

still think it will take some time to get over the drag from the pandemic.  All the same, even a 

gradual normalization process could produce a big acceleration in factory activity, helping boost 

corporate profits and supporting further stock market gains.   

 

   
 

 

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 10/15/2020 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 10/15/2020 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 15, 2020 
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Based on our methodology,1 the current P/E is 29.9x, up 0.4x from last week.  Although earnings 

have generally been stronger than expected, index values have anticipated the improvement, 

leading to a lofty multiple.  It is not uncommon for P/Es to rise during recessions but, as the chart 

shows, the current multiple is elevated.  Given the low level of interest rates, this isn’t a huge 

concern, although it bears watching. 

 
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. 

 
1 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. 


