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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: September 25, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning. The EuroStoxx 50 is down 1.8% from its last close. In Asia, the MSCI Asia Apex 50 

closed down 0.1%. Chinese markets were lower, with the Shanghai Composite down 0.1%, and 

the Shenzhen Composite down 0.2%. U.S. equity index futures are signaling a flat open.  

 

It’s Friday and we are closing another week.  Equity markets continue to struggle.  We lead off 

with policy news from around the world (including the U.S.).  China news is next.  We update 

the pandemic news followed by international news.  As promised, a bonus chart is presented.  

And, being Friday, a new Asset Allocation Weekly report, podcast, and chart book are available.  

Here are the details:   

 

Policy news:  There are a number of developments worldwide as the Northern Hemisphere 

prepares for winter under pandemic conditions.   

 

• House Democrats are putting together a new aid proposal.  The fact that this is going out 

is not good news.  Some Democratic representatives in “purple” districts want to approve 

some form of help, even the “skinny” bill offered by the GOP.  The Speaker does not 

want to accept the GOP offer for two reasons.  First, she thinks it’s inadequate, and 

second, she thinks she has leverage and can get more of what her party wants.  To placate 

the uncomfortable representatives, she is offering a compromise bill that has spending 

levels well above that which the GOP has suggested it will accept.  If she thought she had 

a chance of a deal, she wouldn’t bring this bill to the floor.  She is likely bringing this bill 

to provide political cover for the purple district reps.  We do not expect additional aid to 

be available until after the election.  Although the economy is in recovery, there is 

evidence in the high-frequency data that the pace of growth is slowing.  Given the 

reporting lag, if a slowdown is coming, it won’t be until well into Q4. 

• U.K. lawmakers are shifting to a wage subsidy program, similar to Germany’s, and 

ending direct wage replacement.  The new program shifts the burden of incidence to 

employers.  The risk of the new program is that employers won’t keep workers on 

payrolls, but the government likes the lower cost.  One interesting theme of the U.K. 

policy response is that it looks like the Johnson government is starting to prepare the 

country for a post-pandemic economy that will be fundamentally changed.  There has 

been an underlying assumption in the West that the pandemic will fade, and everything 
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will return to the pre-pandemic conditions.  That assumption is slowly being replaced 

with the idea that even with a vaccine, the future world will not be the same.   

• The IRS is moving to improve tax reporting on cryptocurrencies.  This action may force 

Congress and regulators to actually define what these “things” are.  Although proponents 

want them classified as currencies, they look to us more like securities, and capital gains 

on securities are taxable.  Interestingly enough, capital gains on cash are not.  If we have 

deflation, the gains from cash are not taxed.   

• Europe is becoming more aggressive with member states that give companies special tax 

treatment.  Such actions will exacerbate the constant tension between the EU and the 

sovereign nations within the union.   

• With the Turkish lira in a near freefall, the central bank finally moved to raise interest 

rates.  President Erdogan tends to oppose such measures, so we will be watching to see if 

any members of the central bank “resign” in the near future.   

China news: 

• FTSE/Russell has added Chinese sovereign debt to its bond indices, a move that will 

require passive managers to add some $100 billion of Chinese bonds to their portfolios.  

This action is further evidence of China’s growing inclusion into the global financial 

system.   

• The Evergrande Group (EGRNF, $2.05), China’s second-largest property developer, is 

reportedly facing a cash shortage.  The company is heavily indebted and is working on 

restructuring.  A reported leak of a letter suggests the company is lobbying the 

government for help in its restructuring.  The firm is probably too big to fail, and thus 

will get government aid; however, the leadership of the company may not be spared.   

• The TikTok saga continues.  It appears Trump administration officials are divided on the 

current arrangement.  Meanwhile, the courts have delayed the implementation of a ban on 

the app, and the court seems inclined to give the company an injunction against the 

government’s plans to force the app off American phones.   

• The SoS is warning states that China is attempting to woo them and divide the U.S. 

response against China.   

• Germany will not impose a full ban on Huawei (002502, CNY 2.71), further evidence 

that the Merkel administration is not willing to fully commit to the U.S. policy on China.   

• Further evidence that the Xi government is deepening its hold on private business in 

China is that the government has released a strategic emerging industries plan to further 

its goals of technological independence.   

COVID-19:  The number of reported cases is 32,273,914 with 983,720 deaths and 22,261,136 

recoveries.  In the U.S., there are 6,979,973 confirmed cases with 202,827 deaths and 2,710,183 

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 R0 data 

show 19 states with falling cases, and 31 with a rising trend.  Ohio has the lowest infection rate, 

while Washington has the highest.   

https://www.wsj.com/articles/the-irs-sets-a-trap-for-cryptocurrency-tax-cheats-11601026202?st=q4u1d0oekoc0sah
https://www.ft.com/content/7c156756-57a1-4554-af78-d795a41d13f9?emailId=5f6c0dce85fc130004c2851e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/7c156756-57a1-4554-af78-d795a41d13f9?emailId=5f6c0dce85fc130004c2851e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/turkeys-unexpected-rate-rise-gives-lira-a-lift-11600954640?st=fsfgmlssn95sb1u
https://www.wsj.com/articles/turkeys-unexpected-rate-rise-gives-lira-a-lift-11600954640?st=fsfgmlssn95sb1u
https://www.wsj.com/articles/chinas-bonds-win-third-key-index-inclusion-11600994714?st=gau9czv3j266hgh
https://www.scmp.com/business/companies/article/3102929/evergrande-rues-speculative-attack-amid-cash-woes-ahead-january?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3102929
https://in.reuters.com/article/china-evergrande/chinas-no-2-developer-evergrande-pleads-for-government-support-to-avoid-cash-crunch-idINL3N2GL2H9
https://in.reuters.com/article/china-evergrande/chinas-no-2-developer-evergrande-pleads-for-government-support-to-avoid-cash-crunch-idINL3N2GL2H9
https://www.foxbusiness.com/politics/ag-barr-not-sold-on-tiktok-deal-as-company-fights-us-ban
https://www.foxbusiness.com/politics/ag-barr-not-sold-on-tiktok-deal-as-company-fights-us-ban
https://www.scmp.com/tech/apps-social/article/3102951/judge-orders-us-delay-tiktok-ban-or-file-arguments-supporting-it?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3102951
https://www.state.gov/state-legislatures-and-the-china-challenge/
https://www.bloombergquint.com/china/merkel-resists-full-ban-on-huawei-making-germany-an-outlier
https://www.scmp.com/economy/china-economy/article/3102911/china-unveils-strategic-emerging-industries-plan-fresh-push?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3102911
https://www.nytimes.com/2020/09/25/world/covid-19-coronavirus.html
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://rt.live/
https://rt.live/
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Virology:   

• Novavax (NVAX, 102.44) has begun the final testing phase of its vaccine, the 11th 

candidate in the final stage.  In the early testing, the company’s vaccine appeared to 

generate a robust immune response, raising hope that it may be particularly strong.   

• As cases rise in Europe and surrounding areas, Israel has expanded its lockdown to bring 

a flare-up under control.   

• COVID-19 has ravaged Tunisia’s economy.  In response, an increasing number of 

Tunisians are trying to emigrate to Europe.  As the emerging world suffers from the 

virus, a secondary effect may be a wave of emigration to the West.   

• The Pac-12 will resume football.   

International news:   

• The U.S. no longer officially recognizes Belarus President Lukashenko as the legitimate 

head of state.  This news comes after Lukashenko was sworn in as president in a secret 

ceremony. 

• Alexei Navalny has been discharged from the hospital.  He is expected to return to 

Russia.  When he gets there, he will have trouble getting money; the government has 

frozen his financial accounts.   

• The EU wants to create a new policy for dealing with refugees.  The plan is to distribute 

them across the union rather than housing them in the nation where the refugee 

disembarks.  This is unpopular with the central European nations; in return, the EU is 

offering cash to encourage them to accept more foreigners.   

• Earlier this week, a South Korean official, apparently attempting to defect to North 

Korea, was captured by border control agents who killed the man and burned his remains.  

In a rare apology, Kim Jong Un said he was “very sorry” about the incident.   

• Mexico is no stranger to political corruption.  Transparency International puts Mexico in 

the same league as Myanmar and Laos.  It ranks 130 out of 191 countries.  Ukraine is 

marginally less corrupt.  Mexican presidents serve a single six-year term, and their 

successors usually don’t prosecute them for their corrupt actions during office.  When the 

PRI dominated Mexico, the outgoing president selected his successor, ensuring the 

outgoing leader would be left to a quiet retirement.  AMLO is ending this tradition, 

accusing five former presidents of corruption with the goal of bringing them to justice.  It 

isn’t clear whether any of them will actually face prison time, but the move is politically 

popular.   

Bonus Chart:  In macroeconomic accounting, all saving has to net to zero.  That’s because the 

process is a sort of balance sheet.  The reason we look at net saving is to determine where the 

flows are moving.  We have just received the data for Q2, and they are remarkable. 

https://nyti.ms/2RUiYJF
https://www.wsj.com/articles/covid-19-vaccine-from-novavax-begins-phase-3-trial-in-u-k-11600980636?st=avrak60cfsrm4t3
https://nyti.ms/3coQ0eC
https://www.washingtonpost.com/world/middle-east/coronavirus-tunisia-migrants-italy/2020/09/23/ad4c37cc-fc0f-11ea-b0e4-350e4e60cc91_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%2F2bbe095%2F5f6d692a9d2fda0efb33d93c%2F596b53f6ae7e8a44e7d597a3%2F40%2F74%2F860efe1a8d0e17e362d76014014ee4c6
https://www.washingtonpost.com/world/middle-east/coronavirus-tunisia-migrants-italy/2020/09/23/ad4c37cc-fc0f-11ea-b0e4-350e4e60cc91_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%2F2bbe095%2F5f6d692a9d2fda0efb33d93c%2F596b53f6ae7e8a44e7d597a3%2F40%2F74%2F860efe1a8d0e17e362d76014014ee4c6
https://www.wsj.com/articles/pac-12-reverses-course-and-will-play-football-after-all-11600992096?st=0tkd0xtf7xhiz3n
https://www.axios.com/us-lukashenko-president-belarus-353ed235-98f7-446f-919a-6a6cdab81975.html
https://nyti.ms/361o8Mg
https://www.washingtonpost.com/world/europe/russian-opposition-leader-navalny-leaves-berlin-hospital-month-after-poisoning/2020/09/23/3bac3e8c-fd6d-11ea-b0e4-350e4e60cc91_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/3i2aGu7
https://nyti.ms/33WNl7Q
https://nyti.ms/33WNl7Q
https://www.wsj.com/articles/kim-jong-un-north-korea-is-very-sorry-for-killing-civil-servant-from-the-south-11601028088?st=8hjswa8uet42ieo
https://www.transparency.org/en/cpi/2019/results
https://www.washingtonpost.com/world/the_americas/mexico-lopez-obrador-corruption-referendum/2020/09/21/3efd9d96-faf3-11ea-be57-d00bb9bc632d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
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Due to the CARES Act, we saw massive dissaving from the government sector; another way of 

saying this is the deficit widened.  Note that the bulk of the saving is being held by households, 

although the rise in the current account, which includes foreign saving, also rose.  This data 

indicates that households are holding large saving balances that will eventually flow back into 

the economy as spending.   

 

U.S. Economic Releases  

Durable goods orders decelerated in August, suggesting that investment spending may also be 

slowing.  Durable goods orders rose 0.4% from the prior month, below expectations of 1.5%.  

The prior report’s monthly gain was revised from 11.4% to 11.7%.  Excluding transportation, 

durable goods rose 0.4% from the previous month compared to expectations of 1.0%.  The prior 

report’s monthly gain was revised from 2.6% to 3.2%.  Capital goods orders nondefense 

excluding air rose 1.8% from the previous month compared to expectations of 1.0%.  The prior 

report’s monthly gain was revised from 1.9% to 2.5%.  Capital goods shipments nondefense 

excluding air rose 1.5% from the prior month compared to expectations of 0.8%.  The prior 

report’s monthly gain was revised from 2.4% to 2.8%. 
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The chart above shows the annual change in durable goods orders and shipments.  Durable goods 

orders fell 4.6% from the prior year, while durable goods shipments fell 1.45%.  Additionally, 

durable goods unfilled orders fell 6.1% from the prior year, while durable goods inventories rose 

0.7%.   

 

The table below shows the Fed events scheduled for the rest of the day. 

 

Speaker or event

12:15 Esther George to Speak about Community President of the Federal Reserve Bank of Kansas City

15:10 John Williams Discusses the COVID-10 Job Market President of the Federal Reserve Bank of New York

District or position

 No economic releases today

Fed Speakers or Events

Economic Releases

 
 

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China BoP Current Account Balance q/q 2Q $110.2b $119.6b ** Equity and bond neutral

Japan PPI Services y/y Aug 1.0% 1.2% 1.2% ** Equity and bond neutral

Supermarket Sales y/y Aug 3.3% 2.6% ** Equity and bond neutral

Europe

Eurozone M3 Money Supply y/y Aug 9.5% 10.2% 10.1% ** Equity and bond neutral

Italy Consumer Confidence Index m/m Sep 103.4 100.8 100.8 ** Equity bullish, bond bearish

Manufacturing Confidence m/m Sep 92.1 86.1 87.4 ** Equity bullish, bond bearish

Economic Sentiment m/m Sep 91.1 80.8 ** Equity bullish, bond bearish

UK Public Finances (PSNCR) m/m Aug 25.7b 16.5b ** Equity and bond neutral

Central Government NCR m/m Aug 21.7b 25.5b ** Equity and bond neutral

Public Sector Net Borrowing m/m Aug 35.2b 25.9b 39.5b ** Equity and bond neutral

PSNB ex Banking Groups m/m Aug 35.9b 26.7b 38.0b ** Equity and bond neutral

Russia Money Supply Narrow Def w/w 18-Sep 13.34t 13.28t ** Equity and bond neutral

AMERICAS

Mexico Bi-Weekly CPI w/w 24-Sep 4.1% 4.1% 4.0% ** 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) 8 10 -2 Neutral

TED spread (bps) 14 13 1 Up

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

10-yr T-note (%) 0.66 0.67 -0.01 Neutral

Euribor/OIS spread (bps) -49 -50 1 Neutral

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

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Down Down

franc Down Up

Central Bank Action Current Prior Expected

Mexican Overnight Rate 4.250% 4.500% 4.250% On forecast   
 

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. 
 



 

 

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

www.confluenceinvestment.com 

 7 

Price Prior Change Explanation

Brent $42.07 $41.94 0.31%

WTI $40.39 $40.31 0.20%

Natural Gas $2.22 $2.25 -1.29%

Crack Spread $8.37 $8.28 1.12%

12-mo strip crack $10.29 $10.25 0.42%

Ethanol rack $1.52 $1.53 -0.24%

Gold $1,865.31 $1,868.07 -0.15%

Silver $23.01 $23.15 -0.60%

Copper contract $296.55 $296.80 -0.08%

Corn contract 367.00$       363.50$       0.96%

Wheat contract 550.00$       549.75$       0.05%

Soybeans contract 1,001.50$    1,000.00$   0.15%

Baltic Dry Freight 1605 1426 179

Actual Expected Difference

Crude (mb) -1.6 -2.8 1.1

Gasoline (mb) -4.0 -0.8 -3.2

Distillates (mb) -3.4 1.0 -4.4

Refinery run rates (%) -1.00% 0.85% -1.85%

Natural gas (bcf) 66.0 77.0 -11.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

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

country.  Post-Tropical Cyclone Beta is currently moving across the border of Georgia and 

Alabama.   
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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. 
 

September 25, 2020 
 

For more than a decade, U.S. investors who diversified their risk assets to include foreign 

equities have been sorely disappointed in the results.  Since September 2010, for example, the 

S&P 500 Index of large cap U.S. stocks has provided an average annual total return of 

approximately 13.9%, but the MSCI ACWI ex-U.S. Index of foreign stocks has provided a total 

return averaging just 4.6%.  At those rates of return, an all-U.S. stock portfolio would have 

doubled in value every 5.2 years or so, whereas an all-foreign stock portfolio would have taken 

about 15.7 years to double.  Even a broad index of U.S. corporate bonds would have beaten the 

broad foreign stock market over the last decade, with only about one-third as much volatility!  It 

should be no wonder that many investors have chosen to exclude foreign stocks from their 

portfolios. 

 

But if you understand the key drivers behind the U.S. outperformance and foreign 

underperformance in recent years, it can clarify your thinking about the proper asset allocation 

strategy for the coming years.  As we’ve argued repeatedly, much of the difference in U.S. 

versus foreign stock returns can be traced to the foreign exchange value of the U.S. dollar.  When 

the greenback is strong and appreciating, the broad U.S. stock indexes tend to show better returns 

than the foreign indexes.  Indeed, the dollar was generally rising from mid-2011 to mid-2020, 

explaining much of the U.S. outperformance over the last decade.  In contrast, when the 

greenback is weak and falling, foreign indexes tend to outperform.  That’s important because it 

appears the dollar has recently rolled over and begun what could well be an extended slide.  If so, 

the coming period is likely to strongly favor foreign stocks. 

 

Of course, some of the recent outperformance of U.S. stocks simply reflects the preponderance 

of large cap Technology and Health Care names in the U.S. indexes.  Those stocks have been 

particularly in vogue and have shown extraordinary growth in recent years.  Nevertheless, taking 

a deeper dive into the relative performance of U.S. and foreign stock market sectors shows that 

the strength of the dollar is the predominant factor.  If foreign stocks outperform U.S. stocks 

across a wide variety of sectors during a weak-dollar period, it should help confirm that the 

relationship is the most useful guidepost, and that is indeed what the data shows.  This can be 

seen by examining the first chart below, which shows the outperformance of U.S. stocks 

(represented by striped red columns) versus foreign stocks (solid blue columns) over the last two 

strong-dollar periods from May 1995 to February 2002 and from May 2011 to July 2020.  

During these periods, U.S. total returns roundly beat foreign stock returns in all sectors for which 

comparable data was available (the data exclude real estate). 

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/


 

 

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

www.confluenceinvestment.com 

 9 

 
 

In contrast, the chart below shows how dramatically foreign stocks turned the tables during the 

period of dollar weakness from February 2002 to May 2011.  In this period, foreign stocks 

handily beat U.S. returns in almost all sectors.  The sectors are shown, from left to right, in the 

order by which the foreign returns beat the U.S. returns.  The graph clearly demonstrates how 

dramatically foreign Materials, Financials, Communication Services, and Industrials stocks 

outperformed their U.S. counterparts as the dollar declined.  Given the significantly greater 

exposure to Materials, Financials, and Industrials in the foreign indexes, those sectors account 

for most of the overall foreign outperformance during the weak-dollar period.  In the high-

growth Information Technology and Health Care sectors, foreign stocks also outperformed their 

U.S. counterparts as the dollar declined, but the relative underrepresentation of those stocks 

abroad kept the foreign outperformance smaller than it otherwise would have been.   
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Although the data set used in this study only began in 1995, covering just two rising-dollar 

periods and one falling-dollar period, the relationships described above make logical sense.  For 

example, a low or falling dollar tends to support commodity prices, so foreign Materials firms 

should see improved finances when the greenback is sliding.  Our analysis also indicates that 

foreign emerging market stocks have an even more pronounced advantage in a falling-dollar 

phase.  In sum, the analysis indicates that if the dollar is indeed falling into a prolonged 

downtrend like we think, the new investment environment is likely to favor a wide swath of 

foreign equities in the coming years. 

   
 

 

 

 

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 9/24/2020 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 9/24/2020 close) 

 

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

 

September 24, 2020 
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Based on our methodology,1 the current P/E is 28.2x, down 0.1x from last week.  Falling index 

values and higher earnings led to the decline. 

 

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

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

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

 
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 three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


