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June Market Rundown:  

A June 8th report from the National Bureau of Economic 
Research (NBER) declared the U.S. officially entered a 
recession in February of 2020.  The U.S. economic 
expansion began in June of 2009 and lasted 128 months, 
making it the longest expansion on record dating back to 
1854.  The previous record was 120 months from March of 
1991 to March of 2001.  The news around the economy is 
not all bad though.  Businesses are reopening around the 
country.  As expected, progress has been uneven, but there have been some “green shoots” 
starting to show in the economic data, which we find encouraging.  Compared to recent months, in 
June financial markets were relatively stable.  In fact, while it barely made the news headlines, the 
widely followed Nasdaq 100 Stock Index hit a record high on June 23rd.  The end of June also marks 
the end of the second quarter.  As measured by the S&P 500 Index, stocks posted their best 
performance in a second quarter since 1998.  This is a welcome rebound after an absolutely brutal 
first quarter of the year. 

Equity Performance & Portfolio Positioning: 

This year we have been working with a third-party auditor to enable Heirloom Wealth Management 
to claim compliance with the Global Investment Performance Standards (GIPS) for portfolio 
performance reporting.  This is a painstaking process few firms in our industry undertake.  However, 
we are not normal (in a good way), and we feel this level of transparency is an important step to 
build trust with current and future clients.  Moreover, we are proud that our process for equity 
investing has delivered outperformance net of investment expenses, trading costs, and advisory 
fees relative to benchmarks like the MSCI ACWI Index and S&P 500 Index on a YTD basis, and since 
data inception date of 12/31/2015.  We’d like to take a moment to explain our general framework 
for equity investing, along with an example of where we see opportunity today.  We generally try to 
have this conversation at a “high level”, but we will get a little more detailed here.  

We try to construct portfolios of high-quality businesses.  “High quality” is an ambiguous term, but 
on a fundamental basis this means businesses that exhibit the following traits (to name a few): 
Strong & growing free cash flow, little to no debt, asset-light business models, low capex, 
subscription or recurring revenue model, strong revenue growth, operating leverage (aka scale), 
and competitive advantages (aka moats).  Additionally, we prefer to invest in businesses that stand 
to benefit from secular growth trends rather than more cyclical businesses.   
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June: +3.24% +1.99% +3.53% +3.44% +7.40% +.32% +2.93% 

YTD: -6.80% -3.08% -12.98% -11.07% -9.67% +2.28% +17.38% 

https://www.nber.org/cycles/june2020.html
https://www.nber.org/cycles/june2020.html
https://www.morningstar.com/news/dow-jones/202006238599/stocks-end-on-positive-economic-data
https://finance.yahoo.com/news/stock-market-news-live-june-23-2020-221548702.html
https://www.marketwatch.com/story/heres-what-history-tells-us-happens-after-the-sp-500s-best-quarters-of-all-time-as-strategist-says-its-set-to-repeat-2020-07-01
https://www.marketwatch.com/story/heres-what-history-tells-us-happens-after-the-sp-500s-best-quarters-of-all-time-as-strategist-says-its-set-to-repeat-2020-07-01
http://www.businessdictionary.com/definition/secular-trend.html
http://www.businessdictionary.com/definition/cyclical-stocks.html
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Once businesses with these characteristics are identified, we utilize trusted third-party research 
providers to perform discounted cash flow analysis to determine fair value estimate ranges for each 
business (what is the business worth if one were to buy the whole thing today).  We seek to initiate 
investment in a business when its stock trades at or below the low end of the fair value estimate 
range, and its price is rising (positive momentum).  We hold onto these investments until either the 
underlying fundamentals of the business no longer meet our qualifications, or both the market 
price of the security far exceeds the fair value estimate and the price of the stock begins to fall 
(poor momentum).  For diversification purposes, portfolios hold businesses in at least five sectors of 
the economy.  Securities are weighted based on relative attractiveness with our best ideas getting 
the highest weight.  While we do invest in individual businesses, we also will invest in ETF’s or 
Mutual Funds. 

Broadly speaking, this year has been difficult for equity markets.  However, our framework for 
investing has resulted in a portfolio that has held up very well.  Certain individual positions have 
really excelled.  One such example is PayPal.  PayPal facilitates digital financial transactions and 
person to person payments (via Venmo).  We like PayPal on a fundamental basis, and in our view, it 
also stands to benefit from a long-term secular trend (payments are increasingly done less with 
cash, and more often digitally).  PayPal has risen in price substantially this year, but it still resides 
within our fair value estimate range and business fundamentals look very strong.  While Covid-19 is 
having a negative impact for many businesses, it seems to have accelerated the secular trend 
benefitting PayPal.     

We are happy to discuss other portfolio holdings or investment strategy in depth if you would like.  I 
tend to go overboard with this topic and must reel it back in when I see eyes glazing over (typically 
right about now).  Most clients delegate investment management to us for the very reason that 
they do not want to do it themselves.  However, we think it is important to provide advice with the 
heart of a teacher.  With increased knowledge and greater confidence, we think clients will have 
better outcomes.  Hopefully this information is helpful in that regard. 

Emergency Fund: 

In recent newsletters we’ve discussed strategies for building a strong “financial foundation”.  The 
idea is that a well-built financial foundation can provide anyone with a sturdy platform for wealth 
building and increased peace of mind.  The foundation is to follow a budget, eliminate non-housing 
debt, and save 3-6 months’ worth of living expenses in an emergency fund.  In our experience, 
completion of the financial foundation is realistically achievable for most people in the U.S. within 
1-3 years if they are serious about it.  Unfortunately, building such a foundation is an 
accomplishment most people in America do not achieve.   

This month, it’s time to review the emergency fund.  The emergency fund is simply money that is 
set aside for use in case of a financial emergency.  It is an umbrella for a rainy day.  While the 
emergency fund is relatively straight forward, it is critically important.  Regrettably, over time it’s 
not a question of if a financial emergency will occur, but when.  The emergency fund acts as a buffer 
between you and life’s curveballs.  Without it, one may need to take on debt or tap retirement 
savings to make ends meet when emergencies strike.   

https://transamericacenter.org/docs/default-source/retirement-survey-of-workers/tcrs2020_sr_women-retirement-security-amid-covid.pdf
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What qualifies as a financial emergency?  Financial emergencies come in many forms, but what 
these have in common is that they are unexpected, costly, and require immediate attention.  
Examples include getting laid off at work, having a pipe burst in your home, or hospitalization of 
yourself or family member.  You can now add global pandemic to the list.  Examples of things that 
do not qualify as emergencies are a 50% off sale at your favorite store, a new set of golf clubs, or an 
impromptu summer vacation.  Spending on these types of items should be planned as part of your 
normal monthly budget. 

The emergency fund is not a “one size fits all” type of thing.  How much is appropriate depends on 
several variables, but a good rule of thumb is to set aside enough money to cover 3-6 months’ 
worth of living expenses.  If your household has dual incomes and stable employment, setting aside 
3 months’ worth of expenses may be enough.  But, if you are a household with a single income, or 
your income is volatile, setting aside 6 months’ worth of expenses may be a good idea.  Another 
factor to consider is how risk averse you are.  If having 6 months’ worth of living expenses set aside 
helps you sleep better at night, go with that.  If you are married, it is important to talk this over with 
your spouse.  A big benefit of the emergency fund is the increased peace of mind it provides.  
Should you have a difference of opinion with your spouse on how much is enough, we recommend 
going with the more conservative (higher) amount.  Compromise elsewhere in the financial plan.   

When considering suitable options for your emergency fund, we suggest keeping it simple.  The 
emergency fund is more like insurance than an investment.  It needs to be there for you when you 
need it most.  A money market fund, high yield savings account, or high-quality short-term bond 
fund that is liquid and easily accessible is good enough.  The problem with getting too aggressive 
with your emergency fund is that emergencies, like job loss, tend to occur at times that are bad for 
growth-oriented investments.  If you were laid off in March of 2020, had you invested your 
emergency fund in risky investments, you may have been forced to liquidate at an inopportune 
time when prices were low.  With the emergency fund in place, moving forward you should have 
increased confidence and capacity for long-term growth investing.    

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 

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. 


