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

The EuroStoxx 50 is down 0.2% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

down 1.5%. Chinese markets were lower, with the Shanghai Composite down 1.5% from the 

prior close and the Shenzhen Composite down 2.3%.  U.S. equity index futures are signaling a 

lower open.  With 269 companies having reported, the S&P 500 Q3 earnings stand at $36.40, 

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

2019 earnings.  Thus far this quarter, 86.2% of the companies have reported earnings above 

forecast, while 11.9% have reported earnings below forecast.   

 

It’s Friday, the last one in October; have a safe Halloween, everyone!  Equity markets are back 

in the red, despite impressive earnings from the large tech firms.  China starts our coverage; the 

plenum session is over, and the next five-year plan is in place.  We take a second look at the 

GDP data from yesterday.  The pandemic update is next.  We close with a couple of news items 

from the EU.  Being Friday, we have a new Asset Allocation Weekly along with its related 

podcast and chart book.  In this report and episode, Patrick takes you inside the EU to show you 

where the real power resides.  N.B.  Starting in January, in a bid to shorten this report, we will 

no longer publish the AAW at the bottom of the Daily.  It will be available only as a 

standalone report but will be linked within the Daily Comment.  Here are the details:   

 

The Five-Year Plan:  Marxist states have tended to create five-year plans.  Stalin created the 

first one in 1928.  Communist economics is based on central planning.  Thus, creating national 

“marching orders” is a logical path.  The latest one is China’s 14th.  In one sense, there are no 

huge surprises in the documents.  China is facing technological restrictions from the U.S. so 

there was much talk about becoming self-reliant in this sector.  Although relations with the U.S. 

are not discussed overtly, opposition to the U.S. runs through the report.  The press release 

lacked detail, but that was expected.  The full report won’t be out until March.  The report did 

say China wants to be a “moderately-developed country” by 2035.  Although we tend to look at 

China as an economic powerhouse, in per capita terms, it’s a lightweight.  In terms of nominal 

GDP, using IMF data, China ranks 59, between Chile and Malaysia.  On a purchasing power 

parity basis, again using IMF data, it ranks 73, surrounded by Guyana and Turkmenistan.  Using 

this measure, China’s GDP per capita is 27.3% of America’s.  To reach the level of Portugal by 

2035, at 52.6% of U.S. per capita GDP, Capital Economics estimates China will need to grow 

7.3% per year.  That’s a stretch.  It could be especially difficult if China is turning inward.   

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/global-stock-markets-dow-update-10-30-2020-11604046237?st=h05kmg673ccgpp5
https://www.wsj.com/articles/global-stock-markets-dow-update-10-30-2020-11604046237?st=h05kmg673ccgpp5
https://www.wsj.com/articles/amazon-sales-surge-amid-pandemic-driven-online-shopping-11604003107?st=m4jz0drus6cu7i4
https://www.ft.com/content/ac8c0714-151b-4c2f-8eb4-2e5c480f9dec
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_30_2020.pdf
https://www.confluenceinvestment.com/category/podcasts/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.wsj.com/articles/china-leadership-says-economy-will-reachmid-level-within-15-years-11603969958?st=gmhfyirry9del4y
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The other interesting item to note is that in the title, 2035 is predominant and tied to Xi.  Perhaps 

this is a sign of how long he intends to remain in office.  It is not that we didn’t know that Xi was 

planning to stay in power.  But, this document is official evidence of that decision.   

In other news from China: 

• The U.S. has officially assured China that it has no plans to launch an attack on Chinese-

held islands in the South China Sea.  Although we haven’t seen anything on this issue, it 

was apparently a rumor in China.  According to reports, SoD Esper assured Chinese 

leaders that no such attack was being planned.  We have observed that military-to-

military contacts between the U.S. and China have remained open and are sometimes 

used as a back channel when tensions are elevated. 

• Navy Secretary Braithwaite has been quoted as saying, “China poses a greater threat to 

the U.S. than many Americans may realize.”  For those in the foreign policy 

establishment, this lack of realization is a huge problem.  The Soviets were a clear foil 

with a much different economic system.  China’s political system is very different than 

the U.S., but the economic systems are not all that different.  In addition, economic ties 

between the U.S. and U.S.S.R. were few; that is not the case between the U.S. and China.  

Thus, using the Cold War model may not be the best way to address the China threat, 

because it may be impossible to create a narrative that is believable to most Americans.  

We discussed this issue in a recent Weekly Geopolitical Report.   

• It isn’t just U.S. firms that complain about government regulation; Chinese firms are 

grumbling about new environmental regulations that are reducing supplies of rare earths.   

About GDP:  A couple of charts about the latest GDP report.  First, in a recent AAW, we 

discussed the impact of the pandemic on the underlying data in the GDP report.  We noted that 

spending had shifted to goods and away from services.  The data released yesterday indicates 

that this pattern persists.   
 

 
 

Since Q4 2019, the services share has declined from 69.1% to 66.3%, and the goods share has 

increased to 33.7% from 30.9%.   

https://chinamediaproject.org/2020/10/29/insights-from-the-fifth-plenum/
https://www.economist.com/china/2020/10/31/chinas-most-senior-officials-endorse-economic-plans-for-years-ahead
https://www.youtube.com/watch?v=IVX_h_NHcvw
https://www.military.com/daily-news/2020/10/28/secnav-says-china-poses-threat-beyond-any-comparison-american-way-of-life.html
https://www.military.com/daily-news/2020/10/28/secnav-says-china-poses-threat-beyond-any-comparison-american-way-of-life.html
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_10_12_2020.pdf
https://www.ft.com/content/b13a3c4e-e80b-4a5c-aa6f-0c6cc87df638
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_23_2020.pdf
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Second, although the q/q% rise was the strongest on record, the economy remains well below the 

cycle peak. 
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This chart shows the path of real GDP as a percentage of the recent maximum.  At the trough in 

Q2 2020, GDP was 10.1% below the 2019 Q4 peak.  We have recovered to 96.5% of the 

previous peak.  In relation to the cycle peak, the economy is now about where it was at the 

trough in Q2 2009.   

 

Finally, the contribution from government to GDP was negative in Q3 2020.  Overall, a drop in 

government spending subtracted 68 bps from growth.  Governments are looking to raise taxes to 

rebuild unemployment insurance funds, which may act as a further drag on growth.   

 

COVID-19:  The number of reported cases is 45,148,200 with 1,182,368 deaths.  In the U.S., 

there are 8,947,980 confirmed cases with 228,677 deaths.  For illustration purposes, the FT has 

created an interactive chart that allows one to compare cases across nations using similar scaling 

metrics.  The FT has also issued an economic tracker that looks across countries with high 

frequency data on various factors.  New cases in the U.S. rose 88,500 yesterday, a new daily 

high.  The Rt data show only two states with readings of <1; a reading >1 suggests rising 

infection growth.  Mississippi is recording the lowest reading, with Wyoming showing the 

highest. 
 

Virology:   

• One of the reasons for lockdowns is to slow infection rates and hospitalizations.  Europe 

is returning to restrictions because hospitals are starting to hit capacity constraints.  So 

far, we are not seeing a similar situation in the U.S., but in the spring, Europe did act as a 

leading indicator for the U.S.  Thus, concerns are elevated and reflected in asset prices.   

• Studies indicate that Regeneron has been effective in reducing viral loads.  However, the 

cost of treatment is very high, and there are doubts that production could be scaled up 

enough to be a widespread treatment for COVID-19.   

https://www.politico.com/news/2020/10/30/businesses-tax-hikes-layoffs-433659?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.nytimes.com/live/2020/10/30/world/covid-19-coronavirus-updates
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.wsj.com/livecoverage/covid-2020-10-30?mod=djem10point
https://rt.live/
https://www.nytimes.com/live/2020/10/29/world/covid-19-coronavirus-updates/the-situation-in-european-hospitals-is-getting-critical
https://www.wsj.com/articles/europes-covid-19-cases-and-deaths-are-climbing-a-warning-for-the-u-s-11603992597?st=z16brjenyvlytis
https://www.wsj.com/articles/europes-covid-19-cases-and-deaths-are-climbing-a-warning-for-the-u-s-11603992597?st=z16brjenyvlytis
https://www.medpagetoday.com/infectiousdisease/covid19/89386?xid=nl_mpt_DHE_2020-10-30&eun=g1633491d0r&utm_source=Sailthru&utm_medium=email&utm_campaign=Daily%20Headlines%20Top%20Cat%20HeC%20%202020-10-30&utm_term=NL_Daily_DHE_dual-gmail-definition


 

 

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

www.confluenceinvestment.com 

 4 

EU:  A couple of news items of note: 

• The EU Parliament is continuing to make progress on approving the €750 billion 

Eurobond.   

• We haven’t commented on the Wirecard (WCAGY, USD 0.35) scandal.  The FT did a 

great job in reporting on this event.  A new development in the case has emerged.  Jan 

Marsalek, the COO of Wirecard, and currently an international fugitive, was an informant 

for the Austrian BVT, their spy agency. 

 

U.S. Economic Releases  

 

In September, personal income beat expectations, rising 0.9% from the prior month compared to 

expectations of 0.4%.  Last month, employment gains in the service industries boosted income 

and supported higher spending.  Personal consumption spending rose 1.4% from the prior month, 

above expectations of 1.0%.  Real spending, which excludes inflation, rose 1.2%.  

 

 
 

The chart above shows the annual change in personal income.  Personal income has risen 6.2% 

from the prior year. 

 

Despite the strong spending, inflation remains subdued as firms have resisted price increases in 

an effort to attract more customers.  The PCE deflator and core PCE deflator both rose 0.2% 

from the prior month, in line with expectations. 

https://twitter.com/SFischer_EU/status/1321775111570182144?s=20&utm_source=POLITICO.EU&utm_campaign=d15aebec4a-EMAIL_CAMPAIGN_2020_10_30_05_58&utm_medium=email&utm_term=0_10959edeb5-d15aebec4a-190334489
https://www.ft.com/search?q=wirecard
https://www.ft.com/search?q=wirecard
https://www.usnews.com/news/business/articles/2020-10-30/report-fugitive-tech-boss-was-austrian-spy-agency-informant
https://www.usnews.com/news/business/articles/2020-10-30/report-fugitive-tech-boss-was-austrian-spy-agency-informant
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The chart above shows the annual change in PCE and core PCE.  PCE rose 1.4% from the prior 

year, while core PCE rose 1.5%.  Today’s report is unlikely to change current Fed policy. 

 

In Q3 2020, employment costs rose 0.5% from the prior month, in line with expectations. 

 

 
 

The chart above shows the annual change in the employment cost index.  Employment cost rose 

2.5% from the prior year. 
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The table below lists the economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Oct 58.0 62.4 **

10:00 U. of Mich. Sentiment m/m Oct 81.2 81.2 **

10:00 U. of Mich. Current Conditions m/m Oct 84.9 84.9 **

10:00 U. of Mich. Expectations m/m Oct 78.8 78.8 **

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

10:00 U. of Mich. 5-10 Yr Inflation m/m Oct 2.4% **

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 

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 Tokyo CPI y/y Oct -0.3% 0.2% -0.1% *** Equity bullish, bond bearish

Tokyo CPI Ex-Fresh Food y/y Oct -0.5% -0.2% -0.5% *** Equity and bond neutral

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

Jobless Rate m/m Sep 3.0% 3.0% 3.1% *** Equity and bond neutral

Job-To-Applicant Ratio m/m Sep 103.0% 104.0% 103.0% *** Equity and bond neutral

Industrial Production y/y Sep 4.0% 1.0% 3.0% *** Equity bullish, bond bearish

Housing Starts y/y Sep -9.9% -9.1% -8.6% *** Equity bearish, bond bullish

Construction Orders y/y Sep -10.6% 28.5% ** Equity and bond neutral

Australia Private Sector Credit m/m Sep 0.1% 0.0% 0.1% ** Equity and bond neutral

PPI q/q 3Q 0.4% -1.2% ** Equity bearish, bond bullish

New Zealand ANZ Consumer Confidence m/m Oct 8.7% -0.2% ** Equity bullish, bond bearish

Europe

Eurozone Unemployment Rate m/m Sep 8.3% 8.1% 8.2% *** Equity bullish, bond bearish

GDP SA q/q 3Q 12.7% -11.8% 9.6% *** Equity bullish, bond bearish

CPI m/m Oct 0.2% 0.1% 0.1% *** Equity and bond neutral

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

France Consumer Spending m/m Sep -5.1% 2.3% -1.4% *** Equity bearish, bond bullish

GDP q/q 3Q 18.2% -13.8% 15.0% *** Equity bullish, bond bearish

CPI EU Harmonized y/y Oct 0.0% 0.0% 0.1% *** Equity and bond neutral

CPI y/y Oct 0.0% 0.0% 0.1% ** Equity and bond neutral

Germany Retail Sales m/m Sep -2.2% 3.1% -0.6% ** Equity bearish, bond bullish

GDP WDA y/y 3Q -4.3% -11.3% -5.5% *** Equity and bond neutral

Italy Unemployment Rate m/m Sep 9.6% 9.7% 10.1% *** Equity bullish, bond bearish

GDP WDA y/y 3Q -4.7% -17.7% -8.4% *** Equity and bond neutral

CPI NIC incl. tobacco y/y Oct -0.3% -0.5% -0.4% *** Equity and bond neutral

CPI EU Harmonized y/y Oct -0.6% -1.0% -0.8% *** Equity and bond neutral

UK Nationwide House PX m/m Oct 0.8% 0.9% 0.4% ** Equity and bond neutral

Switzerland Retail Sales Real m/m Sep 0.3% 2.5% ** Equity and bond neutral

KOF LEI m/m Oct 106.6 113.8 108.0 ** Equity and bond neutral

Russia Money Supply Narrow Def w/w 23-Oct 13.42 13.48t ** Equity and bond neutral

AMERICAS

Canada Building Permits m/m Sep 17.00% 1.70% *** Equity bullish, bond bearish

Brazil FGV Inflation IGPM m/m Oct 3.23% 4.34% 3.11% *** Equity and bond neutral

Formal Job Creation Total m/m Sep 313564 249388 242500 ** Equity and bond neutral  
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Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 21 21 0 Down

3-mo T-bill yield (bps) 9 9 0 Neutral

TED spread (bps) 13 13 0 Up

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

10-yr T-note (%) 0.82 0.82 0.00 Neutral

Euribor/OIS spread (bps) -52 -51 -1 Neutral

EUR/USD 3-mo swap (bps) 13 14 -1 Down

Currencies Direction

dollar Flat Down

euro Flat 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. 

 
Price Prior Change Explanation

Brent $37.90 $37.65 0.66%

WTI $36.39 $36.17 0.61%

Natural Gas $3.31 $3.30 0.27%

Crack Spread $7.82 $7.75 0.86%

12-mo strip crack $9.45 $9.39 0.58%

Ethanol rack $1.64 $1.65 -0.41%

Gold $1,874.62 $1,867.59 0.38%

Silver $23.41 $23.26 0.66%

Copper contract $306.35 $305.65 0.23%

Corn contract 397.00$       398.50$       -0.38%

Wheat contract 605.00$       603.75$       0.21%

Soybeans contract 1,057.50$    1,050.50$   0.67%

Baltic Dry Freight 1297 1384 -87

Actual Expected Difference

Crude (mb) 4.3 1.5 2.8

Gasoline (mb) -0.9 -0.6 -0.3

Distillates (mb) -4.5 -1.8 -2.7

Refinery run rates (%) 1.70% 0.50% 1.20%

Natural gas (bcf) 29.0 39.0 -10.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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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 Rocky Mountain region.  Dry conditions are expected 

for the eastern half of the country, with wet conditions expected for the rest of the country.  

There is some cyclone formation in the Caribbean Sea. 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. 
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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 30, 2020 
 

Many investment managers think of “foreign equities” as one big, monolithic asset class and 

leave it at that.  When setting a portfolio’s asset allocation strategy, many simply assign a certain 

percentage to the asset class and implement it by investing in a broad international index fund.  

Here at Confluence, we go a step further by identifying individual countries that may be 

attractive based on our analysis of their geopolitical power, economic performance, social 

developments, and financial dynamics.  We think the current negotiations for a post-Brexit trade 

deal between the European Union and the United Kingdom offer especially rich insights into the 

relative power and prospects of the various EU member states and the U.K.  Our analysis 

suggests the EU’s Central European members and the U.K. may be especially well placed to 

outperform economically in the coming years. 
 

At first glance, the EU would seem to have immense leverage in the post-Brexit trade talks 

because its exports to the U.K. make up only a small part of its total trade and economic activity.  

In theory, the EU could easily walk away from the negotiations and accept any trade barriers that 

would snap into place under a “hard Brexit.”  In contrast, the U.K. would stand to lose a huge 

chunk of its exports and economic activity, which would supposedly force it to make significant 

concessions.  To illustrate, the chart below shows that only about 6.0% of the EU’s merchandise 

exports went to the U.K. in 2019 (the red line in the chart).  For Ireland and a few other big EU 

members, the U.K. represented as much as 10.3% of exports (the blue columns), but no EU 

member came close to the U.K.’s dependence on cross-Channel trade.  Fully 46.0% of the U.K.’s 

foreign merchandise sales went to the EU (the gold line). 
 

 
 

Despite the EU’s apparent negotiating advantage, however, all indications are that the U.K. is 

holding its own in the talks.  Last week, for example, a British threat to walk away from the 

negotiations brought the EU back to the table with promises that it would be willing to 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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compromise on the remaining issues of fisheries and corporate subsidies.  A close look at the 

following graph suggests why the EU may have less leverage than expected.  The red line in this 

graph shows that, on average, EU members’ exports to the U.K. represent only 2.2% of their 

gross domestic product (GDP).  The gold line shows that the U.K.’s exports to the EU represent 

fully 7.6% of its GDP.  But the key story is revealed by the blue columns, which show each 

individual EU member’s merchandise exports to the U.K. as a share of its GDP.  Besides the 

obvious dependency of close neighbors like Ireland, Belgium, and the Netherlands, what’s 

notable is that the Central European states like Slovakia, the Czech Republic, Poland, and 

Hungary are also unusually dependent on shipments to the U.K. 
 

 
 

The Central Europeans clearly have a strong interest in maintaining close EU trade ties with the 

U.K.  The Poles and Hungarians have also recently been at odds with the EU leadership over 

what some see as their authoritarian political and judicial policies.  In other words, even if the 

EU leadership in Brussels would prefer to play tough with the U.K. and risk a hard Brexit, the 

Central Europeans would probably oppose the move.  But do the Central Europeans really have 

the power to thwart Brussels?  The answer is “yes.”  The reason is that most major EU decisions 

ultimately need to be approved by all member states.  The Central Europeans have leverage over 

Brussels because they can threaten to withhold their approval for major legislation, budgets, 

trade deals, and the like, whether they’re related to the issue at hand or not.  The EU negotiators 

therefore have to be cognizant of the Central Europeans’ interests and likely can’t risk being so 

tough on the U.K. that a trade deal falls apart. 
 

More broadly, the need for unanimous decisions means the EU as a bloc will continue to be 

hamstrung politically.  Indeed, former European Commissioner Romano Prodi recently said in an 

interview that, “Europe’s enemy is unanimity. . . In this moment I’m pessimistic about [change.]  

Unanimity will go on in the major issues, at least in the foreseeable period of time, unless there 

will be a quick realization that this will kill Europe.”  On a more positive note, however, these 

dynamics suggest the Central Europeans will continue to use their leverage to win economic and 

political concessions from Brussels.  Meanwhile, the U.K. and other countries negotiating with 

the EU on various issues will probably learn that they can exact concessions by “playing the 

Central European card.”  In sum, these political dynamics suggest the U.K. could well end up 
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with a favorable post-Brexit trade deal and the Central Europeans will likely be able to protect 

their economic interests fairly well in the coming years, making both more attractive investment 

destinations than would otherwise be the case.   
 

 

 

 

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 10/29/2020 close) 
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(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 10/29/2020 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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Based on our methodology,1 the current P/E is 29.2x, down 0.3x from last week.  Better than 

expected earnings and a weaker equity index 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. 


