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What Happens in March Stays in March April 2020

Markets rebound in April as investors move past initial panic reaction to COVID-19

Key Observations
» |nvestors benefitted from a substantial market rebound in April after an incredibly weak March, but
year-to-date returns broadly remain negative with the exception of fixed income.
» Oil lagged the risk-on rally amid a worsening supply/demand imbalance and traded with a negative
price for the first time ever.
» While general performance in financial markets was positive in April, lagged economic data is starting
to reflect the negative economic impacts of COVID-19, and those grim headlines are likely to persist.

Market Recap

After an incredibly volatile and severe drawdown in March, most markets rebounded in April and recovered some
first quarter losses. It was certainly a welcome reprieve for investors as volatility fell, supporting liquidity and
allowing for more normal trading activity. The CBOE Volatility Index (VIX), which measures the implied volatility in
the U.S. equity market, dropped to an average of 41.5 in April and closed at 34.2, implying +/ - 2.2 percent daily
moves in the S&P 500. For comparison purposes, in March, the VIX averaged 53.5, which translates to +/- 3.4
percent daily moves.

In terms of performance, most asset classes generated positive returns in April as the bid for risk assets came
back. Within fixed income, U.S. interest rates across the curve were range bound and ended the month flat, while
credit spreads tightened globally, most notably in riskier segments of the market. Core U.S. bonds gained 1.8
percent over the month for a year-to-date return of 5 percent. U.S. High Yield returned 4.5 percent in April but
remains in negative territory for the year, down 8.8 percent since January.

Equity markets experienced the strongest recovery in April, particularly U.S. companies with large and small cap
indices up around 13 percent. Small caps took a severe hit in March and year-to-date returns remain deep in
negative territory at -21.1 percent. Performance in real assets and alternatives was mixed, but the outlier was
midstream energy, which generated an astounding 49.6 percent over the course of the month. It's important to
note that this return follows a very sharp first quarter drawdown of -57.2 percent, so the index remains 35.9
percent below its value at the start of the year.

It's difficult to pinpoint one catalyst for the broad market rally, however, there were several key developments and
themes that likely contributed to the risk-on sentiment. First off, it seems that as more time passes, the amount of
uncertainty in terms of the potential health impact of the virus is waning, albeit at a slow pace. As countries and
regions across the world begin to reopen and discussions about that process advance, those headlines and
positive news flow likely spur some investor optimism. Another crucial factor at play is the unprecedented
stimulus that we’ve seen to date at a global level, on both the monetary and fiscal fronts. From a fiscal standpoint,
governments provided tremendous amounts of financial support to individuals, small business and other
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organizations most severely hit by the shelter-in-place order. On the monetary side, central banks cut interest
rates and continue to ramp up asset purchase programs, which are expected to continue for the foreseeable
future. In its most recent meeting, the Federal Reserve (Fed) held rates unchanged but reiterated the commitment
to support markets until significant progress is made with the economic recovery (See In Focus —Whatever It
Takes). The European Central Bank (ECB) assumed a similar stance — current policy rates remain at the same
low levels, but leaders stand ready to act as needed.

Implied Volatility Measures Decline from Peaks in Late April
Stock and bond volatility expectations fell but remain above longer-term averages
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Oil Trades with a Negative Price

While the risk-on tone emerged in most markets, the oil market was one that did not participate in the rally and
had a very challenging and volatile April. At the beginning of March, Russia and Saudi Arabia were engaged in a
standoff over oil prices, resulting in both countries increasing production at a time when demand was waning and
financial markets broadly were under pressure. In early April, the major players reached an agreement to cut
production in the face of a severe drop in demand, but supply still overwhelmingly outpaced demand amid the
virus outbreak. The supply/demand imbalance further exacerbated the pressure on oil markets, driving prices into
negative territory for the first time in history.

While this is unprecedented, it's conceptually straightforward. Oil is traded via futures contracts, and to put it
simply, given the amount of excess supply, holders of those futures contracts didn’t need or weren't able to
receive delivery of the oil at expiration. As such, holders were willing to pay someone else to own the contract and
take delivery of the oil. The price of oil has since rebounded into positive territory, but we expect more volatility
and price pressure in the near future.
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Despite Modest Production Cuts, Oil Prices Tank on Demand Shock
Oil futures contracts reached an all-time low of -$38 on April 20
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Economic Conditions

While most financial markets enjoyed a solid rebound in April, it's important to note that now is when we should
be prepared for economic headlines to become increasingly negative. Economic data, which is typically released
on a lag, has already shown signs of deterioration in labor markets and business activity. On the jobs front, over
30 million Americans have filed for unemployment benefits in the last six weeks. Businesses are struggling too
with over half of the S&P 500 companies already reporting first quarter earnings through April that show average
profit declines of -14 percent. Analyst expectations for second quarter and third quarter earnings are even worse
at -37 percent and -15 percent, respectively. At the macro level, the first estimate of first quarter GDP showed a
4.8 percent decline — the biggest drop since the financial crisis. For context, GDP plummeted 8.4 percent in the
fourth quarter of 2008. These dismal economic prints are likely to continue in the coming weeks and months, but
the key question is how and when the recovery starts to develop, which is largely predicated on our ability to
control the virus.

Market Outlook

Since the end of the Global Financial Crisis, broadly speaking, volatility across assets classes had been relatively
benign with the exception of a few short bouts. In periods like that, it can be challenging for active managers to
find opportunities and generate meaningful alpha relative to passively managed indices. As the saying goes, a
rising tide lifts all boats. We find ourselves in a different position today amid the COVID-19 pandemic, which has
already created significant amounts of volatility in financial assets and will likely have economic implications for
years to come. It’s in markets like these that we at Hightower Texas expect our favored active managers to be
diligent and deliberate in their investment approach to consistently drive strong positive risk-adjusted performance
for clients.
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From an asset allocation perspective, we continue to refresh and evaluate our capital market assumptions and
assess the implications for our client’s portfolios. In the absence of any changes in objectives or cash needs, we
advocate for maintaining the established strategic asset allocation that’s rooted in fundamentals. Timing markets
correctly is very challenging, especially in today’s environment. We encourage investors to keep their investment
horizon in focus and not allow emotions to influence portfolio positioning.

For more information, please contact any of the professionals at Hightower Texas.
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Disclosures

The information herein was prepared by DiMeo Schneider & Associates, L.L.C and has been reproduced with
their consent. Content is privileged and confidential. Any dissemination or distribution is strictly prohibited.
Information has been obtained from a variety of sources believed to be reliable though not independently verified.
Any forecast represents future expectations; actual returns, volatilities and correlations will differ from forecasts.
Past performance does not indicate future performance. The information presented does not represent a specific
investment recommendation. Please consult with your advisor, attorney and accountant, as appropriate,
regarding specific advice.

Hightower Texas is a group of investment professionals registered with Hightower Securities, LLC, member
FINRA and SIPC, and with Hightower Advisors, LLC, a registered investment advisor with the SEC. Securities are
offered through Hightower Securities, LLC; advisory services are offered through Hightower Advisors, LLC. This
is not an offer to buy or sell securities. No investment process is free of risk, and there is no guarantee that the
investment process or the investment opportunities referenced herein will be profitable. Past performance is not
indicative of current or future performance and is not a guarantee. The investment opportunities referenced herein
may not be suitable for all investors. All data and information reference herein are from sources believed to be
reliable. Any opinions, news, research, analyses, prices, or other information contained in this research is
provided as general market commentary, it does not constitute investment advice. Hightower Texas and
Hightower shall not in any way be liable for claims and make no expressed or implied representations or
warranties as to the accuracy or completeness of the data and other information, or for statements or errors
contained in or omissions from the obtained data and information referenced herein. The data and information are
provided as of the date referenced. Such data and information are subject to change without notice. This
document was created for informational purposes only; the opinions expressed are solely those of Hightower
Texas and do not represent those of Hightower Advisors, LLC, or any of its affiliates.

Hightower Advisors 4400 Post Oak Parkway, Suite 2600, Houston, TX 77027 hightowertexas.com

Securities offered through Hightower Securities, LLC, Member FIRNA/SIPC, Hightower Advisors, LLC is a SEC registered investment adviser.



