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Domestic equities generated a positive return, with the S&P 500 Index
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for the quarter and ending the first half of the year up 0.08%. Not unlike
equity returns, emerging-market debt was a weak performer, as represented
by the Bloomberg Barclays Emerging Markets Aggregate Index, losing 2.40%
in the quarter and 3.84% for the first half of 2018.
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We don’t know for how long these negotiations will carry on, but we do

Effects of Global Trade Uncertainty
The key event that drove equity and debt markets in the second quarter
was the sharply escalating talks around global trade tariffs. NAFTA

believe even President Trump knows that a trade war would not be positive
for his economic agenda or his voter base. The hope is that cooler heads will
prevail over a reasonable time period.
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way—e.g. weakness in emerging markets, U.S. industrials and Europe—that
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a favorable resolution over time should result in improved stock prices in
these particular areas.
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Yield Curve on Watch

Non-Manufacturing Activity Expands

The Federal Reserve raised short-term interest rates during the quarter, and
investors fully expect two more rate increases before year end. Rising U.S. shortterm rates relative to those of the rest of the world have caused upward pressure
on the dollar. Dollar strength and tariff talks have combined to put pressure on
many emerging markets. The U.S. yield curve has continued to flatten, however,
(See chart: Treasury Yields Compress), with the difference between the 10-year
and 2-year rates reaching the lowest since July 2007. It will be interesting to see
how new Fed Chairman Jerome Powell reacts if long rates continue to be stable
or even decline when he pushes up the short end. We are watching the yield
curve closely, particularly for a point of inversion, which typically has signaled an

Data is obtained from the Institute for Supply Management and is assumed to be
reliable. Past performance is no guarantee of future results.

impending recession. It is worth noting, though, that the yield curve remained

As always, we will stay focused on investing in high-quality companies

fairly flat for four years from 1994 to 1998, and stocks performed well with no

with a sustainable competitive edge. We believe this is the best long-term

recession taking place.

protection we can provide in this period of heightened uncertainty. We
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Solid U.S. Business Growth
Business and economic activity in the U.S. still appears to be fairly strong across
the board. For one, the Institute for Supply Management recently reported its
non-manufacturing index rose to 59.1 in June (See chart: Non-Manufacturing
Activity Expands). The index tracks a broad range of U.S. industries including
finance, health care and wholesale trade. A reading above 50 suggests a general
expansion.
Moreover, the Federal Reserve Bank of Atlanta recently estimated secondquarter GDP growth could come in above 4%. Labor markets also continue to
tighten, with more job openings posted than job seekers overall, the first time
this has happened since the Department of Labor started tracking these
numbers in 2000. Fortunately, domestic companies have enough business
momentum and economic growth to overcome all the background noise coming
out of Washington. Corporate earnings were extremely good in the first quarter,
and second-quarter releases that will start shortly should be strong as well.
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