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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 27, 2020—9:30 AM EDT] Global equity markets are generally higher this 

morning.  The EuroStoxx 50 is down 0.6% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.1%. Chinese markets were higher, with the Shanghai Composite up 0.1% from the 

prior close and the Shenzhen Composite up 0.5%.  U.S. equity index futures are signaling a 

higher open.  With 138 companies having reported, the S&P 500 Q3 earnings stand at $35.00, 

higher than the $33.68 forecast for the quarter.  The forecast reflects a 21.0% decrease from Q3 

2019 earnings.  Thus far this quarter, 85.5% of the companies have reported earnings above 

forecast, while 13.0% have reported earnings below forecast.   

 

Before turning to the daily news, we want to mention that our latest Confluence of Ideas podcast 

is now available here.  This edition discusses our outlook for how U.S. foreign policy is likely to 

develop in the coming years depending on who wins the presidential election next month. 

 

Our Daily Comment today opens with coronavirus news. Resurgent infections around the world 

have started to weigh on risk markets, as shown by the steep drop in the stock market yesterday.  

We also cover items relating to U.S.-China trade and capital flows, followed by news on 

relations between Turkey and Russia. 

 

COVID-19:  Official data show confirmed cases have risen to 43,587,563 worldwide, with 

1,160,960 deaths.  In the United States, confirmed cases rose to 8,705,340, with 225,739 deaths.  

Here is the interactive chart from the Financial Times that allows you to compare cases and 

deaths among countries, scaled by population. 

 

Virology 

• New confirmed U.S infections totaled more than 66,000 yesterday, while the seven-day 

moving average of new infections rose to an all-time high of 68,767.  In addition, the 

number of people hospitalized for COVID-19 in the U.S. topped 40,000 for the sixth 

straight day, pushing some hospitals closer to care rationing.  Daily deaths have started 

showing signs of rising again.  Overall, the data confirm that a third, autumn-related 

wave is now hitting with full force.  It’s still too early to know how this wave will affect 

the economy, but fears are beginning to solidify, which is probably a key reason for the 

big drop in risk assets on Monday. 

• In Europe, newly confirmed infections are also surging, with the seven-day average of 

new infections in France now six times higher than at the previous peak last spring.  In 

French hospitals, half of all intensive care beds are now filled with COVID-19 patients. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.nytimes.com/live/2020/10/27/world/covid-19-coronavirus-updates?action=click&module=Top%20Stories&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/livecoverage/covid-2020-10-27
https://www.sltrib.com/news/2020/10/25/with-coronavirus-cases/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/european-countries-announce-new-covid-19-restrictions-record-infections-11603638712?mod=hp_lead_pos2
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o Countries like the U.K., Spain, and Italy are also seeing big spikes, raising fears 

of increased hospitalizations and deaths. 

o Authorities are still trying to avoid mass economic lockdowns like those imposed 

earlier in the year, but as their more targeted restrictions expand, the distinction 

could get lost, and economic damage is likely to increase.  As targeted lockdowns 

expand and start to look more like the generalized lockdowns of the spring, 

investors are becoming increasingly concerned about the economic outlook. This 

goes far toward explaining the big drop in the stock market yesterday. 

• Even in China, authorities have discovered more than 100 asymptomatic cases in the 

western province of Xinjiang. 

• Officials at the European Medicines Agency said the regulator would approve a vaccine 

against the COVID-19, even if trials showed that it was effective in less than half the 

people who take it.  That’s lower than the minimum 50% “efficacy rate” the FDA is 

likely to apply in assessing vaccine candidates for the U.S. population. 

• Federal health researchers halted clinical trials of an experimental COVID-19 treatment 

consisting of an antibody drug made by Eli Lilly (LLY, 141.70) and remdesivir, after an 

independent committee found a lack of benefit.  However, the halt doesn’t apply to other 

ongoing studies of the Lilly drug by itself.  The antibody drug is still up for authorization 

as a solitary treatment for patients with mild to moderate COVID-19 who are not 

hospitalized. 

• Even more discouraging, a survey of 365,000 people in England who had tested positive 

for COVID-19 showed that the proportion testing positive for COVID-19 antibodies 

declined by more than a quarter between late June and late September. 

o The study suggests that even if antibodies confirm immunity to the disease, such 

immunity might deteriorate quickly in the months following someone’s illness, 

much as immunity to the common cold deteriorates quickly once the sniffling and 

sneezing end. 

o The study also suggests the prospect of widespread, long-term herd immunity to 

the virus will be difficult to achieve. 

• A growing number of countries are trimming the length of time that people potentially 

exposed to the coronavirus need to self-quarantine to reduce the risk of spreading the 

disease. Their reasoning is that shorter spells might help manage the pandemic by 

encouraging greater compliance. 

 

Economic Impacts 

• Economic statistics over the last few months have gradually made it clear that while the 

pandemic has shut down people’s ability to buy many services, such as tourism, they’ve 

channeled much of their funds into purchasing physical goods, including autos.  In fact, 

the CEO of Volkswagen (VWAGY, 16.94), Herbert Diess, now says European 

governments don’t need to implement any new auto purchase incentives.  Just last spring, 

Diess had been loudly lobbying for government subsidies to support auto manufacturers. 

https://www.ft.com/content/4e7236a8-da47-4ff3-a59a-ed1aa0c33caf
https://www.wsj.com/articles/european-union-wouldapplylower-threshold-in-assessing-covid-19-vaccine-11603649465
https://www.wsj.com/articles/european-union-wouldapplylower-threshold-in-assessing-covid-19-vaccine-11603649465
https://www.wsj.com/articles/european-union-wouldapplylower-threshold-in-assessing-covid-19-vaccine-11603649465
https://www.wsj.com/articles/nih-halts-study-exploring-treating-covid-19-with-lilly-antibody-remdesivir-11603757478
https://www.wsj.com/articles/nih-halts-study-exploring-treating-covid-19-with-lilly-antibody-remdesivir-11603757478
https://www.wsj.com/articles/study-shows-covid-19-antibodies-waning-over-time-suggesting-immunity-may-wear-off-11603757012?mod=hp_lead_pos6
https://www.wsj.com/articles/study-shows-covid-19-antibodies-waning-over-time-suggesting-immunity-may-wear-off-11603757012?mod=hp_lead_pos6
https://www.wsj.com/articles/countries-try-shorter-covid-19-quarantines-in-bid-to-boost-compliance-11603791001?mod=hp_lead_pos5
https://www.wsj.com/articles/countries-try-shorter-covid-19-quarantines-in-bid-to-boost-compliance-11603791001?mod=hp_lead_pos5
https://www.ft.com/content/ae0809ff-34c4-4067-959a-cb6cf72d8da3
https://www.ft.com/content/ae0809ff-34c4-4067-959a-cb6cf72d8da3
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• In spite of increased business for some goods producers, however, the coronavirus 

resurgence this fall is already having economic impacts in Europe.  A new ECB survey 

shows that European banks tightened credit standards in the third quarter due to rising 

concern about the pandemic’s impact.  The survey showed the banks also plan to tighten 

credit further in the fourth quarter. 

• In the U.S., the end of federal and local eviction moratoriums over the coming months is 

raising the risk that large numbers of people will lose their apartments, and many 

landlords will be stuck holding the bag. 

o A study of unemployed workers released last week by the Federal Reserve Bank 

of Philadelphia calculated outstanding rent debt would reach $7.2 billion before 

the close of 2020. 

o Moody’s Analytics estimates it could reach nearly $70 billion by year end if there 

is no additional stimulus spending. The firm calculated that 12.8 million 

Americans would then owe an average of $5,400 from missed payments. 

 

U.S. Supreme Court:  By a vote of 52 to 48, the Senate confirmed Amy Coney Barrett as a 

Supreme Court justice last evening.  The vote was almost entirely on party lines, with every 

Republican senator except Susan Collins of Maine voting to confirm and no Democrats voting 

yes. 

 

U.S.-China Trade:  According to a new analysis by the Peterson Institute for International 

Economics, China accelerated purchases of U.S. farm products last month, and has now bought 

$58.8 billion of the U.S. agricultural, energy, and manufactured goods it committed to buying 

this year under the U.S.-China trade accord signed in January.  Unfortunately, China’s purchases 

should have reached $108 billion to be on track to reach its full-year target of approximately 

$140 billion.  Any failure to meet that commitment would likely be a risk for U.S. and China 

stocks because it would further exacerbate the deteriorating U.S.-China relationship. 

 

U.S.-China Capital Flows:  Despite the rising military, economic, and diplomatic tensions 

between China and the U.S., new Chinese financial reforms are helping draw waves of new 

investment capital into the country.  According to Fitch Ratings, the amount of Chinese onshore 

bonds held by foreign institutional investors in the first eight months of 2020 was up more than 

20% from the same period one year earlier.  In addition, Refinitiv calculates that foreign 

investors have accounted for about 12% of all purchases of Chinese government and policy bank 

bonds this year. 

• Some of the inflows into China simply reflect market dynamics; Chinese stocks power 

ahead, and Chinese bond yields remain much higher than in most developed countries. 

• However, China is also probably trying to increase its international financial integration 

in order to preempt any possible U.S. sanctions against it as U.S.-China tensions worsen.  

Over the longer term, opening the financial system is also seen as key to making the 

renminbi a viable reserve currency. 

 

Syria-Russia-Turkey:  Russian airstrikes reportedly killed dozens of Turkey-backed fighters in 

northwestern Syria yesterday, putting at risk a fragile cease-fire that has been in place since 

https://www.ft.com/content/72fbe972-a195-41ad-8104-3f9785bc3199
https://www.wsj.com/articles/struggling-rental-market-could-usher-in-next-american-housing-crisis-11603791000?mod=hp_lead_pos7
https://www.wsj.com/articles/struggling-rental-market-could-usher-in-next-american-housing-crisis-11603791000?mod=hp_lead_pos7
https://www.wsj.com/articles/amy-coney-barrett-set-to-be-confirmed-as-supreme-court-justice-11603721947?mod=hp_lead_pos1
https://www.wsj.com/articles/china-is-far-behind-on-u-s-purchases-under-trade-deal-11603748956
https://www.wsj.com/articles/china-is-far-behind-on-u-s-purchases-under-trade-deal-11603748956
https://www.wsj.com/articles/china-is-far-behind-on-u-s-purchases-under-trade-deal-11603748956
https://www.ft.com/content/8cf19144-b493-4a3e-9308-183bbcc6e76e
https://www.ft.com/content/8cf19144-b493-4a3e-9308-183bbcc6e76e
https://www.wsj.com/articles/russian-airstrikes-kills-dozens-of-turkey-backed-fighters-in-syria-rebels-say-11603743866?mod=lead_feature_below_a_pos1
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March.  The attack is being interpreted as a warning from Russia to Turkey that it must withdraw 

from the area as agreed in the truce.  It therefore highlights the rising tensions between the 

countries which have also taken opposing sides in the recent fighting in Nagorno-Karabakh. 

 

Turkey-France:  Turkish President Erdogan has called for a boycott of French goods over 

French President Macron’s vow to crack down on Islamic extremism after terrorists beheaded a 

French teacher last week.  Several key European leaders immediately came to Macron’s defense, 

highlighting how Erdogan’s strong Islamism is worsening ties between Turkey and the broader 

EU.  Worsening Turkish-EU ties will likely be another hurdle for the Turkish economy and its 

currency. 

 

Nagorno-Karabakh:  The latest U.S.-brokered ceasefire between Armenian and Azeri forces 

fighting over the enclave of Nagorno-Karabakh has broken down with each side blaming the 

other.  As noted above, Russia’s backing of the Armenians and Turkey’s backing of the Azeris 

ensures Russia-Turkey tensions will remain high, but Russian Foreign Minister Lavrov today 

insisted Russia will still seek to cooperate with Turkey on other international issues. 

. 

U.S. Economic Releases  

 

In September, durable goods orders rose above forecast, signaling an increase in planned 

investment expenditures. Durable good orders rose 1.9% from the prior month compared to 

expectations of 0.5%. Excluding transportation, durable orders rose 0.8% from the prior month 

compared to expectations of 0.4%. Capital goods orders nondefense excluding air rose 1.0% 

from the prior month compared to expectations of 0.5%. The capital good shipments nondefense 

air rose 03% from the prior month compared to expectations of 0.4%. 

 

 
 

https://www.politico.eu/article/erdogan-turkey-boycott-french-goods/?utm_source=POLITICO.EU&utm_campaign=42063feeb0-EMAIL_CAMPAIGN_2020_10_27_06_10&utm_medium=email&utm_term=0_10959edeb5-42063feeb0-190480045
https://www.rferl.org/a/armenia-azerbaijan-accuse-each-other-of-breaking-u-s--brokered-cease-fire/30915041.html
https://www.rferl.org/a/russian-fm-says-moscow-to-continue-cooperation-with-ankara-/30913626.html
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The chart above shows the annual change in durable goods orders and shipments. Manufacturing 

shipments fell by 0.6% from the prior year, while new orders fell by 1.9%. Meanwhile unfilled 

orders fell 6.3% from the prior year, while inventories rose 0.7%. 

 

Low interest rates and strong demand continue to support higher home prices. According to the 

Federal Housing Finance Association, home prices rose 1.5% from the prior month compared to 

expectations of 0.7%.  Additionally, the S&P CoreLogic Case-Schiller housing index for the top-

20 cities rose 0.47% from the prior month compared to expectations of a rise of 0.50%. The 

national S&P CoreLogic Case-Schiller Index nationally rose 0.96% from the prior month. 

 

 
 

The chart above shows annual change in FHFA House Price Index. Home prices rose 8.04% 

from the prior year. 

The table below lists the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 Conf. Board Consumer Confidence m/m Oct 102.0 101.8 **

10:00 Conf. Board Present Situation m/m Oct 98.5 **

10:00 Conf. Board Expectations m/m Oct 104.0 **

10:00 Richmond Fed Manufact. Index m/m Oct 18.0 21.0 **

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 
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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 Industrial Profits m/m Sep 10.1% 19.1% ** Equity and bond neutral

Australia ANZ Roy Weekly Consumption w/w 15-Oct 99.7 98.1 ** Equity and bond neutral

New Zealand Trade Balance NZD m/m Sep -1.017b -0.353b -1.013b ** Equity and bond neutral

Europe

Eurozone M3 Money Supply m/m Sep 10.4% 9.5% 9.6% ** Equity bullish, bond bearish

France PPI y/y Sep -2.0% -2.5% ** Equity and bond neutral

Total Jobseekers m/m 3Q 3673.4k 4149.3k ** Equity and bond neutral

UK CBI Retailing Reported Sales m/m Oct -23 11 -1 * Equity bearish, bond bullish

CBI Total Dist. Reported Sales m/m Oct -23 -7 * Equity bearish, bond bullish

AMERICAS

Mexico Economic Activity IGAE m/m Aug 1.07% 5.69% 1.70% *** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 23-Oct 51.8 51.9 *** Equity and bond neutral

Brazil Total Outstanding Loans m/m Sep 3810b 3737b 3796b ** Equity and bond neutral

Outstanding Loans MoM m/m Sep 1.9% 1.9% 1.6% ** Equity and bond neutral

Personal Loan Default Rate m/m Sep 4.60% 4.80% ** Equity and bond neutral

Trade Balance Weekly w/w 25-Oct $1579m $682m ** 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) 22 21 1 Down

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

TED spread (bps) 14 13 1 Up

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

10-yr T-note (%) 0.80 0.80 0.00 Neutral

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

EUR/USD 3-mo swap (bps) 15 15 0 Down

Currencies Direction

dollar Flat Down

euro Flat Up

yen Up Up

pound Flat 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 $40.83 $40.46 0.91%

WTI $38.91 $38.56 0.91%

Natural Gas $3.03 $3.02 0.33%

Crack Spread $8.20 $7.98 2.74%

12-mo strip crack $10.02 $9.87 1.52%

Ethanol rack $1.68 $1.67 0.63%

Gold $1,900.36 $1,902.08 -0.09%

Silver $24.32 $24.28 0.18%

Copper contract $309.50 $308.95 0.18%

Corn contract 421.50$       417.75$       0.90%

Wheat contract 626.50$       620.00$       1.05%

Soybeans contract 1,083.25$    1,083.50$   -0.02%

Baltic Dry Freight 1402 1415 -13

Actual Expected Difference

Crude (mb) 1.5

Gasoline (mb) -0.6

Distillates (mb) -1.8

Refinery run rates (%) 0.50%

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 expected in the eastern half of the country.  Dry conditions are expected 

for most of the country, with wet conditions expected in Florida.  Today, Hurricane Zeta has 

been downgraded to a tropical storm and has made landfall on the Yucatan Peninsula.  The 

tropical season ends on Halloween; we will stop reporting on tropical events on a daily basis at 

that time but will note if any storms develop in November. 

https://www.wsj.com/articles/tropical-storm-zeta-is-forecast-to-grow-to-hurricane-and-hit-gulf-coast-11603650644?st=5f65gk1aqkdi7yu
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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 23, 2020 
 

The measures adopted to combat the spread of COVID-19 caused one of the most unusual 

recessions in American economic history.  Although all recessions have their own unique 

characteristics, the recession that began in February was historically deep; it is likely already 

over too, making it one of the shortest on record.  To a great extent, this is because this recession 

was caused by the disruptions due to the pandemic, not by the more usual factors, such as 

geopolitical events or monetary policy error.  Business cycles are broken into three phases: 

recession, recovery, and expansion.  The onset of recession is defined as the peak of the 

economy.  The recession occurs during the decline in business activity and ends when the cycle 

troughs.  The recovery begins at this point and lasts until the previous peak in business activity is 

exceeded, starting the next expansion.  Given the deep initial decline in business activity, the 

recovery is now underway.  Accordingly, economic analysis is now focused on the path of 

recovery.  In this report, we are going to focus on how the pandemic has caused a services 

recession which will complicate the recovery.   
 

 
 

This chart shows the four-quarter sum of the contribution to GDP from services and goods 

consumption.  In the 11 recessions that have occurred since 1950, a negative contribution from 

goods consumption has occurred in all but two (1970, 2001).  A negative reading from services 

has only occurred twice, in the last two recessions.  But clearly this recession is unlike any in the 

postwar experience.  Goods consumption has turned negative, but barely so; the decline in 

services, on the other hand, is unprecedented. 
 

Because goods can be held in inventory, any lost sales in the near term can be facilitated in the 

future by providing the goods out of stockpiles.  Eventually, inventory is exhausted and will need 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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to be rebuilt.  Last week’s AAW addressed this issue directly.  One consistent factor we see in 

recoveries is that contribution from inventory, but services really can’t be inventoried.  A 

forgone haircut or an evening at a restaurant won’t be recouped in the future.  If one takes two 

cruises a year, it isn’t likely that one will take four in the first year of the vaccine; the two not 

taken will likely be lost consumption.  Another way to consider this issue is that inventory in 

services is labor.  Within the constraints of a restaurant, for example, the way one increases 

capacity is by hiring wait staff and cooks.  To adjust to less traffic, the way a firm would reduce 

inventory is through layoffs. 
 

At the same time, households are not just holding their savings; there has been a definite shift in 

spending—away from services and toward goods.   
 

 
 

After WWII, goods consumption was just over 60% of all consumption, while services was just 

under 40%.  By 1970, the two had equalized and, in Q4 2019, the divergence had made a new 

record—69.1% of consumption had gone to services and 30.9% to goods.  Since then, goods 

have risen to 33.3% and services has declined to 66.7%.  Although we would expect the secular 

trend to resume at some point, until a vaccine emerges and/or a reliable antiviral therapy is 

developed, the bias toward goods consumption will likely remain in place.   
 

Given the likely overcapacity in services (as seen in the job losses in services industries), we 

would expect that the lack of demand will tend to act as an overhang on the economy and lead to 

a slow recovery.  If we are correct in this assessment, it should keep monetary policy 

accommodative and inflation under control.  As we will also show in this report’s accompanying 

chartbook, restaurants, gasoline, and recreation have suffered tremendous losses that will be 

difficult to recover from, while housing is getting a significant boost due to changes in office 

attendance.   
 

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 10/26/2020 close) 

 

-100.0% -50.0% 0.0% 50.0%
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Utilities
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Materials
S&P 500
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-4.0% -3.5% -3.0% -2.5% -2.0% -1.5% -1.0% -0.5% 0.0%
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Industrials

Materials
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Communication Services
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Consumer Discretionary

S&P 500
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Consumer Staples

Healthcare

Utilities

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 10/26/2020 close) 

 

-20.0% -10.0% 0.0% 10.0% 20.0%

Real Estate

Commodities

Foreign Developed (local currency)

Foreign Developed ($)

Mid Cap

Small Cap

US High Yield

Cash

Emerging Markets ($)

Emerging Markets (local currency)

Large Cap

US Corporate Bond

US Government Bond
YTD Asset Class Total Return

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 22, 2020 
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Based on our methodology,1 the current P/E is 29.5x, down 0.4x from last week.  Better than 

expected earnings have reduced the multiple. 

 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
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. 


