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I. The First Quarter in Review 

A. Performance 
Microcap (IWC) 23.50% 

Russell 2000 value (IWN)  21.41% 

Buyback (PKW) 15.78% 

Russell 2000 (IWM)  12.70% 

S&P 500 value (IVE) 11.77% 

S&P 500 (SPY)  6.89% 

Quality (QUAL) 5.94% 

S&P 500 low volatility (SPLV) 4.81% 

Russell 2000 growth (IWO) 4.47% 

S&P 500 growth (IVW) 2.56% 
Nasdaq 100 (QQQ) 2.10% 

Momentum (MTUM) -.11% 
Post IPO portfolio (IPO) -5.17% 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Energy (XLE) 29.72% 

Financial (XLF) 17.45% 

Industrials (XLI)  12.04% 
Real Estate (XLRE) 10.42% 

Materials (XLB)  9.74% 
Communication services (XLC)  9.72% 

S&P 500 (SPY)  6.89% 
Consumer discretionary (XLY) 4.76% 

Utilities (XLU)  4.43% 

Health care (XLV) 4.35% 

Consumer staples (XLP) 2.54% 

Technology (XLK)  2.51% 

High-yield (HYG) .67% 

Short-term UST (SPTS) -.07% 

Treasury inflation protected securities (TIP)  -1.48% 
Investment grade debt (LQD) -5.45% 

UST 7 – 10 years (IEF) -5.67% 
Long-term UST 20+ (TLT)  -13.80% 
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B. A Few Observations 
1. Despite expectations of 6.5% GDP growth, we have negative real rates 

a. Negative real returns have resulted in investors searching for positive returns 
i. Electric vehicles, virtual art, SPACs, Bitcoin 

2. We’ve heard a lot about rising rates, yet stocks had a great quarter 
a. During Q1, the 10-year UST yield increased from .93% to 1.74% 

i. This was a combination of both higher growth expectations and higher 
breakeven inflation expectations 

1. The 10-year TIPs (real) yield ended 2020 at -1.06 and finished Q1 
at -.63% 

ii. It was the worst quarter for bonds since 1980 
b. Higher rates did seem to slow technology stocks (with distant cash flows) 

i. But, they certainly seemed to help financials 
3. A stronger economy helped small caps, value, energy, industrials, materials, and 

financials 
a. It also helped junk bonds (risk premium shrunk) 

i. Offsetting the increase in higher UST yields 
4. Recent news continues to point to a really strong economy: 

a. We added 916K jobs in the last month 
b. The ISM manufacturing index jumped to 64.7% in March 

i. The highest reading since 1983 
c. Americans have a tremendous amount of savings (from stimulus) 
d. Pres. Biden is proposing a $2.3T infrastructure plan 
e. The Fed continues to promise that policy will stay accommodative 

5. The market still worries that monetary and fiscal policy can only tighten from here 
6. It may seem strange that investment grade corporate bonds (LQD) have done as badly 

as the 7-10 year UST ETF (IEF) 
a. You would think that both are hurt by higher risk-free rates (UST rate) 

i. And that the corporate bond would be helped by lower spreads 
b. But, that ignores the fact that LQD has a higher duration (9.44 years) compared 

to IEF (7.85%) 
i. This means that higher interest rates hurt LQD hurt more than IEF   

7. The IPO market seems to have weakened 
8. GameStop returned 885.57% for the quarter 
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II. Archegos Capital Management and Total Return Swaps (WSJ) (WSJ) 
(Berkshire) 

Archegos is Bill Hwang’s family office.  Bill Hwang used to run Tiger Asia, a firm that pled guilty in 
2012 to a criminal fraud charge for using inside information from investment banks to profit on 
securities trades.  Hwang turned Tiger Asia into his family office and renamed it.  It reportedly had 
~$10B, but used that money to control equities worth somewhere between $30B to $100B.  They 
did this using total return swaps. 

Let’s imagine a simple example of a total return swap.  I have $10MM and I want to control $30MM 
of Apple stock. I could enter into a total return swap with an investment bank.  I will pay the bank a 
fee for this transaction plus interest on the $30MM of stock that the bank has to control for me.  
Aside from those fees, the money that will change hands will simply be the total return of Apple’s 
stock.  If Apple’s stock (including dividends) goes up 30%, that $30MM has generated $9MM of 
profits that the bank sends to me.  My $10MM account is now worth $19MM.  On the other hand, if 
Apple drops 30%, I owe the bank $9MM.  My $10MM account is now worth $1MM (minus fees). 

Archegos was (reportedly) using swaps to control ViacomCBS (VIAC), Discovery (DISCB), Farfetch 
(FTCH), GSX Techedu (GSX), Tencent Music Entertainment Group (TME), Baidu, and IQIYI. 

The benefits of swaps to the investor are leverage (you can control much more than your collateral) 
and anonymity (no disclosure rules).  The risks to the financial system are caused by leverage and 
anonymity.   

Warren Buffett wrote about total return swaps in Berkshire’s 2002 annual report (published in 
2003).  Among other things, here’s what he said about them: 

1. They are contracts that facilitate 100% leverage in various markets, including stocks. 
a. For example, Party A to a contract (usually a bank) puts up all of the money for the 

purchase of a stock, while Party B (without putting up any capital) agrees that at a 
future date it will receive any gain or pay any loss that the bank realizes. 

2. Total return swaps make a joke of margin requirements. 
3. These swaps make it impossible for regulators to understand the risk profile of the 

financial institution. 
a. Buffett said that when he reads the footnotes about the derivatives of these 

financial institutions, the only thing he knows is that he doesn’t understand how 
much risk the institution is running. 

4. Buffett famously (in this letter) referred to derivatives as financial weapons of mass 
destruction. 

a. They carry dangers that, while now latent, are potentially lethal. 
 

When the underlying stock starts moving against the investor, he must either post more collateral 
or the bank will start selling the stock (which is not good for the price!). 

Some of the banks had big losses.  Nomura’s stock dropped 16% and Credit Suisse dropped 17%. 

https://www.wsj.com/articles/what-is-archegos-and-how-did-it-rattle-the-stock-market-11617044982?mod=article_inline
https://www.wsj.com/articles/what-is-a-total-return-swap-and-how-did-archegos-capital-use-it-11617125839?mod=searchresults_pos4&page=1
https://www.berkshirehathaway.com/2002ar/2002ar.pdf
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III. The Fiscal Policy Response to the Pandemic, by Christina D. Romer, 
March 25th (Brookings) 

A. The Aggressive U.S. Response 
1. Congress has spent more than $5T in response to Covid.  This is 4X our spending on the 

2009 American Recovery and Reinvestment Act (during the financial crisis). 
a. We spent 50% more than the UK.   
b. We spent 3X as much as France, Italy, or Spain 

2. During the financial crisis, countries with high debt levels spent less.  The evidence isn’t 
that they couldn’t borrow money.  Rather, there was often an “anti-debt” (pro-
austerity) view. 

3. With the pandemic, there didn’t seem to be a relationship between debt and spending.  
Rather, market access (as seen with bond rating) seemed to dictate the response. 

a. The negative relationship between existing debt and spending did seem to hold 
with the eight largest Eurozone countries. 

 

 

 

B. Evaluating the U.S. Fiscal Response – Differences between Ordinary and 
Pandemic Recessions 

1. The goal of policy with an ordinary recession is to increase aggregate demand 
a. With a pandemic, we only want to stimulate production and employment as 

much as can happen safely 
2. The effects of pandemic recession are uniquely unequal 

a. Many non-medical professionals can work from home and they suffer little 
(economically) 

b. Workers in certain sectors (e.g., hospitality and brick-and-mortar retail) are likely 
to be severely harmed (prolonged unemployment) 

c. Workers in some essential services (e.g., health care or food manufacturing) are 
able to keep their jobs, but their jobs become riskier or less pleasant 

3. In an ordinary recession, we simply try to stimulate demand and it will eventually work 
though to the hurt sectors 

a. The benefits of aggregate demand stimulus don’t flow throughout the economy 
during a pandemic because some sectors can’t operate 

4. The unique characteristics of a pandemic recession imply that fiscal policy should be 
geared more toward helping those directly harmed (rather than just increasing 
aggregate demand) 

a. We should compensate the unemployed 
b. We should compensate those who stay employed but are at greater risk 

 

https://www.brookings.edu/wp-content/uploads/2021/03/BPEASP21_Romer_conf-draft_updated.pdf
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C. Evaluating the Particular Fiscal Measures 
1. Extended unemployment insurance (14% of spending) was successful 

a. Coverage was expanded to gig workers and the self-employed 
b. The generosity was increased 
c. This money was spent by the recipients at a high rate 
d. We should have also considered government-provided hazard pay 

2. State and local fiscal policy relief (11%) 
a. This is also targeted fiscal support 

i. States had increased spending and lower tax revenue 
ii. Balanced budget requirements forced them to cut spending and raise 

taxes 
b. Since many of these municipalities were limited in their ability to borrow, the 

federal government borrowed and transferred money 
c. This was a cost-effective way to protect jobs 

3. Spending on public health (11%) 
a. This spending was clearly valuable due to infections and death 

i. Getting the virus under control was crucial to economic recovery 
b. Operation Warp Speed directed government spending and guaranteed sales 

contracts to encourage private pharmaceutical companies to develop vaccines 
c. The slow progression from vaccine discovery to actual inoculation suggests that 

we should have spent more on distribution 
d. We didn’t establish an effective monitoring program 

i. We test less than many wealthy countries 
ii. We rank 32nd in the world for sequencing (per 1000 cases) 

4. One-time stimulus payments (17%) 
a. On the positive side, this temporarily reduced inequality 
b. But this help was very poorly targeted 

i. It didn’t do enough to help the most affected 
ii. Most money went to people not economically impacted 

c. This could stimulate output and employment beyond the safe level 
5. Paycheck Protection Program (16%) 

a. Loans that morphed into grants to small businesses that used the money to 
maintain payrolls 

b. The cutoff of 300 employees or less doesn’t make much sense 
c. It’s hard to know if this accomplished its goal of preserving job matches or if 

employees will eventually leave or be fired 
d. Some firms received grants for jobs that they were going to preserve anyway 
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D. Will the Pandemic Fiscal Response Have Repercussions for the Future 
1. Is the economy likely to boom? 

a. This depends most heavily on the virus 
i. The spending on health care will help 

b. The UI enhancements, stimulus payments, and state fiscal relief will help 
aggregate demand 

i. The accumulated savings will probably help even more 
1. High savings rate 
2. Increase in stock prices 

c. But there could be factors to hold back the surge of spending 
i. There could be increased desire for precautionary savings 

ii. Deferred payments will still need to be made 
iii. Many workers face difficult transitions 

2. The reduction in fiscal space 
a. Our publicly-held debt-to-GDP is expected to rise from 79% in 2019 to 110% at 

the end of 2023 
b. On the positive side: 

i. Low rates have made it easier to service the debt 
ii. The high debt load is unlikely to precipitate any find of financial crisis 

c. But the increase in debt could lead to inaction on a number of national priorities 
i. We’ve seen action depend on debt-to-GDP in the past 
ii. Spending $1T on stimulus payments that didn’t need to be made could 

stop us from spending it elsewhere 

One last chart to think about (realize this is a broader definition of poverty)… 
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