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April Rundown:  

The U.S. was under “lockdown” in April as people 
were ordered to stay home to slow the spread of the 
Coronavirus.  Economic data reflecting the impact of 
the lockdown paints a gloomy picture.  U.S. gross 
domestic product (GDP), the broadest measure of 
goods and services produced in the economy, fell at a 
-4.8% annual rate in the first quarter of the year 
according to a Commerce Department report last 
week.  It’s the first GDP decline since 2014, and the worst quarterly contraction since 2008 when 
the country was in a major recession.  Unemployment numbers spiked, with more than 26 million 
Americans filing for unemployment over the last five weeks.  In a video press conference last 
Wednesday, Federal Reserve Chairman Jerome Powell stated, “This is an extraordinary shock unlike 
any that’s happened in my lifetime.”  While $2.6 trillion in stimulus is being infused into the 
economy, Powell expects more will be needed.  Previously, Powell expressed concern over the 
growth of U.S. deficit spending, but in his opinion that is a problem to be dealt with at another time.  
“This is not the time, in my personal view, to let that concern, which is a very serious concern, get in 
the way of us winning the battle,” he said.   

Despite the worrisome economic situation, broadly speaking, April was a very good month for risk 
assets like stocks.  An understandably common question we field from clients today is, how is the 
stock market rising when the economy is so bad?  The answer is not so simple, but markets are 
forward looking, and investors seem to think the outlook for the future is improving.  A combination 
of better than expected quarterly corporate earnings reports, improving prospects for medical 
advances in the treatment of the Coronavirus, impending reopening of businesses, and the fact that 
global governments and central banks seem willing do whatever it takes to get the economy back 
on track, have given investors hope. 

Per data obtained from Dimensional Fund’s 
Returns Web, the S&P 500 Index rose 
+12.82% in April.  According to Bloomberg 
Stocks editor David Wilson, the double-digit 
percentage monthly increase in the S&P 500 
Index is a historical rarity.  Monthly gains of 
over +10% have only occurred 11 other 
times in history.  This double-digit 
percentage increase is particularly unusual 
because it came after a double-digit 
percentage decline in March.  The only other 
time in history this has occurred was 
September and October of 1974.  Even after 
the strong month, the S&P 500 Index is lower 
for the year by -9.29% through the end of April.  Small cap stocks, as measured by the Russell 2000 
Index, rebounded by +13.74% last month, but are well off highs down -21.08% YTD.  International 

The current bear market saw one of the swiftest 
drawdowns in history followed by record 

resurgence, rebounding +27% in under a month.  
Source Goldman Sachs. 
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stocks, as measured by the MSCI EAFE Index, added +6.54% in April, declining -16.55% YTD.  
Emerging market stocks, as measured by the MSCI EM Index, rose by +9.18% last month, and are 
down -16.55% YTD.  Bonds, as measured by the MSCI Global Index, increased by +1.42% in April, 
and are in positive territory YTD, gaining +1.93%.  Gold continues to be a strong performer this year, 
rising +6.93% in April, and +11.15% YTD. 

Moral Hazard: 

In past newsletters, we have expressed concern with the ballooning municipal and corporate debt 
levels.  In March, these markets froze up as investors were hesitant to lend to over indebted 
borrowers.  On March 23rd, the U.S. Federal Reserve took unprecedented action to increase liquidity 
in these markets, announcing that for the first time ever they would begin purchasing municipal 
and corporate debt with investment grade (IG) credit ratings.  On April 9th the Fed expanded the 
asset purchases to include debt with below IG ratings, aka, “junk” debt.  The impact has been 
substantial.  According to CNBC’s Jeff Cox, debt issuance has exploded with March and April setting 
records of $253.3 billion and $261.8 billion respectively.  With limited hindsight we can see the Fed 
announcement on March 23rd coincided with the YTD lows of many risk assets, including stocks, 
marking a bottom (to this point) for the crisis as far as financial markets are concerned.   

Speaking at Berkshire Hathaway’s annual investing meeting this past weekend, Berkshire CEO, 
legendary investor Warren Buffett, gave credit to the Fed for taking unprecedented action to 
increase market liquidity.  He also expressed concern about the future implications saying, “We’re 
doing things that we really don’t know the ultimate outcome to.  I think in general they’re the right 
thing, but I don’t think they’re without consequences, and I think they could be of extreme 
consequences if pushed far enough.  But there would be kind of extreme consequences if we didn’t 
do it as well.”   

We fear one long-term consequence will be increasing moral hazard in financial markets and rising 
endogenous risk (risk within the financial system itself).  Oxford defines moral hazard as:  Lack of 
incentive to guard against risk where one is protected from its consequences, e.g. by insurance.  For 
the second time since the turn of the century, there has been government intervention to protect 
financial markets on a scale that previously would have been unimaginable.  Moving forward are 
businesses, municipalities, and people going to increasingly expect the government to insure them 
against endogenous risks?  As a result of this perceived insurance, how much will they collectively 
increase risk taking?   

Please rest assured we are laser focused in this environment on prudent risk taking in portfolios.  
For example, in our view, now is not the time to reduce the quality of the investments made in the 
stock market in order to reach for higher returns.  We are not out of the woods yet.  We expect 
continued volatility will present opportunities, but caution is warranted.  To quote Warren Buffett 
again, this time from his 2017 letter to shareholders, “We will stick with our simple guideline: The less 
the prudence with which others conduct their affairs, the greater the prudence with which we must 
conduct our own.” 

The information published herein is provided for informational purposes only, and does not constitute an 
offer, solicitation or recommendation to sell or an offer to buy securities, investment products or 



 

3 
By:  M. Euston MS, CFP© 

HWM MAY 2020 NEWSLETTER 

investment advisory services. All information, views, opinions and estimates are subject to change or 
correction without notice. Nothing contained herein constitutes financial, legal, tax, or other advice. The 
appropriateness of an investment or strategy will depend on an investor’s circumstances and objectives. 
These opinions may not fit to your financial status, risk and return preferences. Investment 
recommendations may change, and readers are urged to check with their investment advisors before 
making any investment decisions. Information provided is based on public information, by sources 
believed to be reliable but we cannot attest to its accuracy. Estimates of future performance are based on 
assumptions that may not be realized. Past performance is not necessarily indicative of future returns. 
 

Investment Advisory Services offered through Heirloom Wealth Management LLC, a Registered 
Investment Adviser. 

 

 


