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IT’S STILL A WONDERFUL LIFE 

The recent banking crisis at Silicon Valley Bank and other institutions brings to mind a quote 
from George Bailey in the movie "It's a Wonderful Life":  

"You're thinking of this place all wrong. As if I had the money back in a safe. The money's not 
here. Your money's in Joe's house...right next to yours. And in the Kennedy house, and Mrs. 
Macklin's house, and a hundred others."  

As we enter the second quarter of 2023, there is much to discuss regarding the current state 
of banking and its impact on the market. The quote highlights the nature of the banking system 
itself. People's money is not physically held in the bank, but rather spread out across various 
assets and investments. The recent banking crisis started with troubles at Silicon Valley Bank, 
but the panic spread industry-wide, sending stock and bond markets into a tailspin. 

While the panic at Bailey Building and Loan was caused by thievery from the dastardly Mr. 
Potter, today's modern-day version isn't so modern. When banks take in deposits, they can 
make loans or buy bonds. The loans are usually secured by collateral and the borrower makes 
regular annuity-like payments. The bank can then add on ancillary services like wealth 
management, trust services and other service fees. There’s an old banker adage that sums up 
the business: “Borrow at 3 lend at 6 and tee-off at 2! Banking can and should be a simple 
business with good economics – if ran correctly.   

But, during the pandemic, interest rates dropped to record lows. Instead of making loans or 
investing in very short bonds, some banks like Silicon Valley chose to borrow at short-term rates 
(i.e., take in deposits) and invest in longer-term mainly U.S. treasuries or mortgages, hoping to 
earn an attractive spread – a process known as "riding the yield curve." It’s a practice as old as 
banking itself.  

However, when the Federal Reserve started to raise interest rates to fight off inflation, the value 
of these bonds declined and the cost of the deposits rose. While most of these bonds were 
insured by direct obligations of the U.S., their prices were down in value. The paper losses were 
large enough that investors got spooked, creating a run at Silicon Valley and others. There was not enough liquidity or equity to cover 
the shortfall. There wasn’t enough money, it wasn’t in the safe, as George Bailey correctly pointed out. 

Many investors began asking, "Is this 2008 all over again?" We believe the nature of this problem is dramatically different and 
manageable. 

In 2008, the entire banking system was invested in a sea of toxic loans – loans that were not going to be repaid, and the collateral 
backing them was worth far less than the loan amount. Banks had far less capital to absorb the losses than today. Today's problem is 
more about near term liquidity than solvency. The bonds on the bank balance sheets are still paying, and the losses have more to do 
with bank accounting convention rather than permanent losses. Much can be fixed through policy measures such as increasing swap 
lines, new credit facilities, backstops, and mergers. The market reaction to the crisis is fixing core problems--bond yields falling and 
credit conditions tightening, which is helping inflation which is good for the bonds in question. Unlike 2008, the financial system has 
much more capital to absorb losses. We believe, the system is far more sound today.  
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We believe problems system-wide are more emotional than fundamental, and if investors could calm down, many of the problems may 
go away. 

PERFORMANCE OF STOCK AND BOND MARKETS 

While we normally talk about the stock market, the craziness in 
the bond market is worth discussing. The bond market has been 
experiencing significant fluctuations in yields, with the yield curve 
remaining inverted, which can indicate a potential recession. This 
level of volatility has been unprecedented lately and has been 
driven by a combination of factors, including concerns about 
rising inflation, uncertainty about the Federal Reserve's monetary 
policy, and geopolitical tensions. 

Despite all the volatility, equity markets rallied late in the quarter, 
and investors experienced strong performance from major U.S. 
stock market indices such as the S&P 500 and the Nasdaq. Our 
Dividend Growth Strategy (“Strategy”) tracks more closely over 
time to the value side. It's worth noting that the S&P 500's gains 
have been highly concentrated in just a few stocks, potentially 
masking how the average stock is performing. As of the end of 
the first quarter of 2023, just five stocks – Apple, Microsoft, 
Amazon, Facebook, and Alphabet (Google) – accounted for over 
25% of the S&P 500's total market capitalization and a whopping 
40% of the Nasdaq's. 

These stocks have been the driving force behind the S&P's 
gains, with each of them posting double-digit gains recently. 
However, the average stock in the S&P 500 has not performed 
nearly as well. In fact, as of the end of March 2023, over 40% of 
the stocks in the S&P 500 were actually in negative territory for 
the year. 

Final Tally: 

▪ Nasdaq Composite: +17.05% 

▪ S&P 500: +7.46% 

▪ Russell Large Value: 0.99% 

▪ Barclays Intermediate Bond Index: 2.33% 

Add it up. If you did not own these names but owned the other 
490, your return was essentially 0%, not 7.46%. That’s a narrow 
group of stocks and doesn’t do a good job at describing what’s 
happening to the average stock that would reside in a typical 
portfolio. Few, if any, of those pay a meaningful dividend, not to 
mention many of their valuations appear stretched. 
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DIVIDEND DROUGHT?  

Companies that have the ability to raise their dividends are a 
major theme in our strategy today.  Many companies are being 
overly conservative with their dividend policy due to uncertainty 
about the future. However, we believe that this is a short-term 
issue and that companies will gradually increase their dividends 
as the market stabilizes. 

CONCLUDING REMARKS 

Despite all the turmoil, we would like to remind investors that 
historically the U.S. stock market has been incredibly resilient, 

and staying the course or adding additional assets to the market 
may be beneficial in the long run. Panic selling is rarely a good 
idea, and we believe that the current situation will subside with 
time. Over time the effects of compounding stock prices and 
dividends can be dramatic, but it takes time and the ability to 
endure volatility like we’ve had lately. And yes, this even goes for 
banks that put all of us through the occasional scare from time 
to time. So, yes it’s STILL a wonderful life.   

Thank you for your continued trust and support, and we look 
forward to updating you in the next quarter.
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DISCLAIMER  

Berkshire Asset Management, LLC (“Berkshire”) is a registered investment adviser under the Investment Advisors Act of 1940 with the Securities and Exchange 
Commission (“SEC”). Registration with the SEC or any state securities authority does not imply a certain level of skill or training. Berkshire Asset Management, Inc. 
was formed in 1986 as a SEC registered investment adviser. In 1999 the company was sold to Legg Mason. In 2007, senior management repurchased the firm 
forming Berkshire. The views expressed reflect those of Berkshire as of the date of this document. Any views are subject to change at any time based on market or 
other conditions, and Berkshire disclaims any responsibility to update such views. This information is not intended to be a forecast of future events, a guarantee of 
future results or investment advice. Because investment decisions are based on numerous factors, these views may not be relied upon as an indication of trading 
intent on behalf of any portfolio. The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by Berkshire as to its 
accuracy or completeness. Index performance discussed is for illustrative purposes only and does not predict or depict performance of any Berkshire investment 
strategy. While index comparisons may be useful to provide a benchmark for a strategy’s performance, it must be noted that Berkshire’s investments are not limited 
to the investments comprising the indices. Each of the strategy benchmark indices are unmanaged and cannot be purchased directly by investors. Risks: Past 
performance does not guarantee future results. All investing carries risk including risk of principal or income loss. Dividends are subject to change, are not guaranteed, 
and may be cut. Investing based on dividends alone may not be favorable as it does not include all material risks. There is no guarantee any stated (or implied) 
portfolio or performance objective mentioned by Berkshire can be met. Berkshire’s equity style may focus its investments in certain sectors or industries, thereby 
increasing potential volatility relative to other strategies or indices. 
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