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U.S. Equities were mostly lower last week. The S&P
500 fell 0.21%, the Dow slipped 0.22%, and the Nasdaq
fell 0.34%. Small cap stocks went against the grain
once more as the Russell 2000 gained 2.22%. The
week started off strong, although Thursday and Friday's
losses caused the major indices to give up their gains.
There was some rotation out of the mega-cap names
that had led the markets higher. In fact, while the S&P
500 was down last week — the equal-weighted index
was actually up 1.26%. Energy was the best performing
sector (up 2.94%) as Crude popped more than 16%.
Other cyclical pockets of the market performed well
too. Materials gained 1.90%, Financials +1.33% and In-
dustrials +1.16%. Defensive sectors had a tough week
as Ultilities dropped 4.28%, Health Care -2.61%, and
Consumer Staples —1.95%. Elsewhere, gold fell 2%
while Treasuries were largely mixed.

On the economic front, the Q1 GDP number showed a
drop of 4.8%, which was slightly worse than the 4.0%
consensus estimate. The Q1 drop was the worst print
since the fourth quarter in 2008. Nearly half of the de-
cline in GDP (2.25%) can be attributed to a drop in
health care. Amid a global health care crisis, it seems
counter-intuitive but health care is actually leading the
way into the recession. Initial jobless claims came in
above expectations once more. More than 30,000,000
Americans have now filed for unemployment over the
last 6 weeks — roughly 18% of the American workforce,
according to FactSet. The official unemployment rate
will be released this Friday, and the number is ex-
pected to be the highest since the 1930s. The two-
month slide in Consumer Confidence is the largest two-
month drop since 1967. However, all is not doom and
gloom on the economic front as Consumer Expecta-
tions actually rose month over month. The Fed's April
FOMC meeting came and went with little news. They
kept rates in the 0.00% to 0.25% range — though the
Fed announced later in the week that they were lower-
ing the eligibility criteria for the Main Street Lending
Program. The easing of criteria ought to make it much
easier for distressed borrowers to tap the Fed’s liquidi-

ty.

By and large, the Federal Reserve seems to have done
a remarkable job shoring up liquidity concerns in the
fixed income market. The TYVIX, a volatility measure
for the 10-year U.S. Treasury, is back at January levels.

March highs. Similarly, the large swings in the fixed in-
come market that we witnessed throughout March also
have been minimized. In fact, throughout April, the 10-
year Treasury traded in its narrowest range since late
last summer. The soothing of the fixed income market
is arguably most apparent in Boeing’s recent debt
offering. The $25b bond offering, which offers an array
of maturities dating out to 2060, will be one of the larg-
est-ever corporate bond offerings, according to The
Wall Street Journal. Boeing, which was downgraded on
Wednesday by S&P Global to BBB- (just one notch
above a Junk bond rating), has had little problem with
the offering as David Faber of CNBC reported that buy-
ers indicated as much as $75 billion in demand.

Again, the Fed has done a remarkable job stymying
any liquidity concerns. However, as The Wall Street
Journal reporter Greg Ip asked in a Thursday article —
“is this a liquidity crisis or a solvency crisis?” We wit-
nessed a liquidity crisis throughout the Financial Crisis
as distressed firms could not access capital. The Fed
can solve this issue by turning on the printing presses
and lending unlimited amounts of money, as Fed Chair
Jerome Powell has hinted. But, as Ip points out, a sol-
vency crisis occurs because companies need more
revenue — a problem the Fed cannot just print away.
The Fed’s $600B Main Street Lending Program differs
from Congress’s loans in that the Congressional loans
in certain circumstances need not be repaid. The Fed’s
loans, on the other hand, are intended to be repaid.
Last week we touched on the expected bankruptcy
filings of Neiman Marcus and J.C. Penney. Well, we can
add J. Crew to the growing list of retailers that are ex-
pected to go belly up. Unfortunately, bankruptcies are
not just limited to retail though as bankruptcies
throughout the oil space are beginning to rise as well.
Whiting Petroleum and Diamond Offshore Drilling have
both filed for bankruptcy. According to a recent CNN
Business article, Fitch Ratings “is warning that more
than $43 billion of high-yield bonds and leveraged
loans in the energy sector will default in 2020...nearly
five times the sector’s average level of defaults over
the previous dozen years.” Companies will need to pro-
duce revenues once more to prevent a full-blown sol-
Vency crisis.

Earnings season is now past its halfway point for the
S&P 500 as 55% of companies have reported through
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Friday’s close. According to FactSet, earnings are ex-
pected to drop 13.7% in Q1 — the worst quarter since
the Financial Crisis. Not to be outdone, Q2 estimates
currently call for a further 17.8% drop in earnings. The
drop, while troubling, was expected. One cannot gen-
erate earnings successfully with the country shut down.
However, the dispersion in earnings and price is rather
remarkable. The answer, arguably, is that markets are
forward looking — perhaps they are pricing in a V-
shaped recovery. In February, analysts estimated that
2020 earnings for the S&P 500 would be $174.73 and
that 2021 earnings would be $194.54 — 11.3% growth in
EPS in 2021. More recently. estimates have fallen dra-
matically (see the chart below), as price has more re-
cently risen quite quickly. 2021 Estimates have fallen
10.6% since March 23, while 2020 estimates have fall-
en 20.0%. Yet, over this same period the S&P 500 has
risen 26.5%. Not only is the market becoming more
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