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The first half of 2018 has been quite the rollercoaster with a double-digit domestic equity correction, U.S. 10-

year Treasury rates breaching 3% for the first time since the financial crisis, and the appearance of deteriorating 

relations between the U.S. and its foreign trading partners.  However, given all of this volatility, global economies 

are growing at an accelerating rate, global equities are outpacing global fixed income, the U.S. Federal Reserve 

continues its gradual rate-hiking, and the U.S. dollar is appreciating relative to many foreign currencies.  As we 

outlined in our 2018 Outlook - Map to the Markets, we feel even though domestic equity valuations appear to be 

reaching an inflection point, there is still value in specific asset classes that will continue to provide additional al-

pha above the traditional benchmarks.     

 

 

Trade war tightrope 
Throughout the first six months of 2018, global equity markets swung positively and negatively depending on 

which side of the bed President Trump woke up on.  On a purely fundamental basis, the domestic economy has 

continued to show signs of growth acceleration with the S&P 500 Q2 2018 earnings growth rate north of 20%.  

This growth is the result of the 2017 corporate tax reform, benign inflation expectations, and improved employ-

ment data.  However, for all the positives the domestic economy is showing, the potential for escalating trade 

wars with our foreign counterparts continues to dominate the headlines as well as investor psyches.  As we wrote 

about earlier this year, we think the vast majority of trade discussions are purely posturing by President Trump.  

However, the ripple effects to consumer, business, and investor confidence that occur as a result of his political 

antics are potentially more damaging than the actual tariffs themselves.  Therefore, given current equity valua-

tions coupled with increased and persistent volatility, we maintain our neutral allocation to equities, look to op-

portunistically capture gains, and focus on protecting portfolios to the downside.  

 

 



Don’t fight the Fed 
As we predicted coming into 2018, the outlook for fixed income investors has been and will continue to be very 

challenging over the next 12-18 months.  Halfway through the year, the U.S. Federal Reserve has increased the 

Federal Funds Rate by 50 bps to 2.00%.  As a result of tightening the monetary supply, the spread between the 2-

year U.S. Treasury rate, 2.52%, and the 10-year U.S. Treasury rate, 2.85%, continued to narrow from 52 basis 

points at the end of 2017 to 33 basis points as of June 30, 2018.  Therefore, from an investor’s point of view, 

there is extremely limited value in extending the maturity of your fixed income portfolio from two years to ten 

years because one is not being rewarded for taking on the increased interest rate risk.  Additionally, the spread 

between U.S. Treasuries and U.S. Corporate Bonds, a measure of the increased yield corporate bonds should 

receive due to their perceived relative riskiness, continues to remain below levels not seen since prior to the fi-

nancial crisis.  Though yields have increased to begin 2018, they still remain near all-time lows with spreads near 

all-time tights.  Therefore, for the foreseeable future, we feel the reward for holding traditional fixed income se-

curities is very limited to the upside and will continue to pose more challenges than the yield they generate.  As a 

result of this analysis, we maintain our underweight to traditional fixed income securities in favor of alternative 

asset classes that can provide differentiated return profiles and higher income generation.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Alternative Return Streams 
As domestic equity markets continue to become stretched and as navigating traditional fixed income markets be-

comes more difficult, we continue to overweight alternative investments.  The specific investments within our cli-

ent portfolios demonstrate little to zero correlation to the broader markets while providing significant cash flows 

in a yield-starved income environment.  Additionally, we prefer these investments over traditional fixed income 

because the vast majority of performance is not derived from global economic slowdowns, geopolitical risks, or 

tightening global monetary policy.  Due to these reduced correlations, we are able to protect client portfolios to 

the downside and avoid the permanent loss of capital, two of our firm’s main investment tenants.  

 

 
Source: All facts, figures, returns, and prices were obtained via Morningstar, FactSet, JPMorgan, Goldman Sachs, and Bloomberg 

 
All information contained herein is derived from sources deemed to be reliable but cannot be guaranteed.  All economic and performance data is 

historical and not indicative of future results.  Indexes are unmanaged and do not incur management fees, costs, or expenses.  It is not possible to in-
vest directly in an index.  This material is for informational purposes only.  This is neither a solicitation nor a recommendation to purchase or sell any 

investment and should not be relied upon as such. All views/opinions expressed in this newsletter are solely those of the author and do not reflect the 
views/opinions held by Advisory Services Network, LLC. 

 


