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lobal stock markets ended a volatile quarter with uneven performance.  Despite an expectation for solid 
corporate profit growth this year, escalating trade tensions and a hawkish central bank were more than 
enough to restrain investor enthusiasm.  The potential for a trade war was an ongoing issue throughout 
the 2nd quarter. In April, the U.S. proposed $50 billion in tariffs on Chinese products.  China responded 

in kind.  The trade tension also extended to Canada, the EU, and Mexico as the U.S. added tariffs to steel and alumi-
num imports from these countries. As a result, the Dow Jones Industrial Average experienced its worst first-half 
since 2010 (-1%).  The S&P 500 was up a modest 2.7% through 6/30.  (If it wasn’t for Amazon, Netflix and a few of 
the usual tech stocks, the S&P would be negative on the year.)  Meanwhile, the tech-heavy NASDAQ is killing it - 
gaining an impressive 8.8% through the end of the 2nd quarter.   With trade tensions and a stronger dollar dominat-
ing the narrative, the more domestically focused U.S. small cap sector significantly outperformed their large cap 
peers with more international exposure.  International equities in the developed world struggled as macroeconomic 
data, defying expectations, remained soft.  You know Europe is up against it when the best news comes from Athens.  
In June, Greek 6-month debt was issued at 0.85%.  That was a  much lower interest rate than an Italian offering of 
the same duration.  Just another indication that Italy is now the EU’s latest existential problem.  (And that’s despite 
all the travel dollars that flow from my household!)  The election in Rome of a hybrid government – half socialist, 
half populist – has rattled markets at a time when the EU’s economy has lost its vigor.   The discussion has gone 
from Grexit to Brexit and now to Italexit.   In emerging markets, a stronger U.S. dollar and protectionist rhetoric 
drove the worst performance, by far, of any of the global equity sectors.  Turning to fixed income, the Federal Re-
serve raised the federal funds rate for the second time this year, upped its forecast to four rate hikes in 2018 and con-

tinued to plan for three hikes next year.  (In other words, the 
Fed has turned optimistic on growth.)  Given this backdrop 
of steady policy normalization, fixed income markets were 
challenged.  (Interest rate increases lower the price of exist-
ing bonds.)  The 2-year Treasury rate increased more than 
the 10-year, stoking concerns of an inverted yield curve.  
Another “canary in the coal mine” indicator, the spread be-
tween Treasuries and lower quality bonds, continued to 
widen.  While it’s too early to hit eject, the yield curve and 
widening spreads bear watching because both are reliable 
indicators of a looming recession.   
 

While trade headlines will surely affect market performance 
going forward, strong corporate earnings have helped main-
tain a sense of  balance so far.  As the media focuses on po-
litical stories, corporate earnings estimates continue to rise.  
Consensus estimates are calling for a 21% year-over-year 
increase in S&P 500 earnings for the quarter, setting up a 
second-straight quarter of 20%+ growth. Tax cuts, strong 
manufacturing activity, a weaker U.S. dollar (versus the year
-ago quarter) and higher oil prices all point to strong results.   
 

Looking ahead, I expect that volatility will persist, but that 
the path of least resistance for risk assets remains higher. 
Especially if the pace of interest rate increases moderates. 
That said, volatility is normal and should be expected, and 
my preferred investment approach remains one of balance. 
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2nd Quarter Summary 
 

Total Return % 

 3 month 12 months 

S&P 500 +3.4 +14.6 

Nasdaq Composite +6.3 +22.2 

Russell 2000 +7.8 +17.5 

MSCI EAFE -1.0 +6.7 

Barclays High Yield +1.0 +2.7 

Treasury Bond Rates 6/29/18 6/30/17 

2 year 2.52% 1.38% 

10 year 2.85% 2.31% 

Barclays U.S. Aggregate -0.2 -0.5 

MSCI Emerging Markets -7.9 +8.3 

 
Source: US Treasury, LPL Financial Research)  Indices cannot 
be invested into directly. Past results are no guarantee of fu-
ture performance 



Page 2 

This tariff thing has gotten out of hand.  A trade war isn’t good for 
anyone aside from a few industries and unions with political influence.  
A few steel companies get protection but a myriad of steel users pay 
the price?  (According to Deutsche Bank, the futures price of rolled 
steel has gone up 40% since the first tariff announcements.)  As a free-
market economist firmly in the Adam Smith/David Ricardo camp, I 
believe that, collectively, we all benefit from unfettered global trade.  
And, as can be seen from the chart below, despite the political dema-
goguery, things are reasonably equal between us and our major trading 
partners, Mexico, Canada and Europe.  However, and I know this is 
going out on a limb, I’m not totally opposed to some of President 
Trump’s objectives.  It is time to stand up to China on closed markets 
and trade manipulation.  We do need to force them to honor intellec-
tual property rights, reduce business barriers and stop technology theft.  
The threat of tariffs might be effective since years of jawboning has 
had no discernible impact.  But blowing up NAFTA and our long-
standing relationship with Europe?  That’s a bad idea not only in a Ri-
cardian sense, but because global supply chains are so interrelated that 
it seems like some portion of everything is built almost everywhere.  
General Motors now sells many more cars in China than it does in the 
United States.  The largest exporter of cars from the United States by 
value is BMW.  By some calculations, the car with the highest propor-
tion of US and Canadian-made content is the Honda Odyssey, and 
even that, includes roughly 25% foreign-made parts.  Global auto-
makers have warned that President Trump’s plans to impose a signifi-
cant tariff on auto imports could raise prices of imported vehicles by as 
much as $6,000 per car as well as raise the prices of domestic cars.  
How can this possibility be good for us? 
 

Conceptually, the idee fixe behind tariffs is that imports are bad and 
exports are good.  However, there’s nothing inherently evil about im-
ports exceeding exports.  That’s an 18th-century mercantilist way of 
thinking.  Jobs lost to trade practices are painful and unfortunate, but 
everyone seems to ignore the fact that jobs are created on the import as 
well as the export side of the equation.  The big advantage we have 
over most other countries is that our trade imbalance is funded with 
dollars.  Obviously, being the world’s reserve currency is a huge bene-
fit in terms of our spending power. But also because the trade deficit 
comes right back here as foreign investment.  Not surprisingly, the 
U.S. is the world’s largest recipient of foreign direct investment, at-
tracting around $460 billion yearly in 2015 and 2016, largely offsetting 
the roughly $500 billion trade deficits in each of those two years.   For-
eign investors like our large, wealthy market; strong rule of law and 
property rights; transparency; and investment liquidity, relative to say, 
China, Brazil or Italy.  So, the balance of trade might be a little off but 
the more important balance of payments is roughly equal. 

                                         Protectionism- 

A 

Anti-tariff cartoon from 1886 showing big Industrialists stoking the 
fears of the working class about jobs being lost to cheaper foreign 
imports. 

 Tariff Reciprocity 
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Things That Probably Only Brad Cares About I Actually Read it Somewhere 

By the Numbers– 7/11/18 
The cost of renting a 26‐foot truck for the 1‐way trip from 
San Jose, CA to Las Vegas, NV is $1,990 for a mid‐July 
2018 trip. The cost of renting the same 26‐foot truck for 
the return 1‐way trip from Las Vegas to San Jose is just 
$174. The price difference is the result of an exodus of 
residents from California. 
 

Kids cost money ‐ The annual household costs of a family 
with 2 adults and 2 children is 140% of the annual house-
hold costs of a family with 2 adults and no children  
 

By the Numbers-7/16/18 
Since March 9, 2009 the S&P 500 has hit a new record 
closing high 202 times exceeded only by the 1990-2000 
period’s 308 new closing highs. 
 

MSN- 6/27/18 
Floyd Mayweather, worth at least $700 million, just 
bought a watch for $18 million.  Known as the Billionaires 
watch" it is  made by Jacob and Co., the watch includes 
260 carats of diamonds and is white gold based. 
 

SFeater 
“A tin of osetra caviar arrives in a crystal bowl of crushed 
ice. It’s served as a bona fide “bump”. The server spoons 
the eggs onto your fist along with a dollop of smoked 
creme fraiche, then drapes it all in a fat slab of barbecued 
wagyu beef fat. (Yes, all on your fist.) It’s a salty, smoky, 
slippery slurp, enlivened by a perfect pop. The effect is 
similar to the drug it alludes to: I immediately wanted 
more, although not at $68 a hit.” 
 

Peter Zeihan 
“Facebook has lost the public trust. We now know from 
the congressional testimony that one of their big income 
streams was to go out and categorize their users by level 
of gullibility and take those lists to scammer conventions 
and sell them. We also know the role of the Russians in 
the election process that they have now admitted to. The 
people are annoyed.” 
 

Chris Erskine 
“These days, air-travel is like boarding sheet-metal wagon 
trains, equally miserable but usually over in just a day.  
It’s also a metaphor for almost everything in modern life: 
a rushed and joyless experience devoid of much human 
decency and, in the end, a brusque and unsettled customer 
experience.” 

Both professionally and personally, my entire life has been 
an unbroken skein of good fortune. That’s probably why 
I’m an optimist even though I know that “past performance 
doesn’t guarantee future performance and actual results 
may vary”.  My glass is always at least half-full.  However, 
even though I expect the best, good fortune seems very pre-
carious.  It feels like I’m balancing the half-full glass on a 
high wire suspended over a pit of ravenous crocodiles.  
That’s because I know enough about statistics to know that 
even low probability events become likely given enough 
trials.  Consequently, I worry about things like car acci-
dents, the Little Princess being kidnapped in Italy, disease 
and running out of money.  While I can reduce some risk 
by being careful and having healthy habits, for the most 
part, I’m at the mercy of the gods of fortune.  However, I 
can control aspects of  financial risk by just not being stu-
pid about spending.  Early in my career, I had a client ex-
perience that made a big impression.  A client had an an-
nual income of $110,000 (about $240,000 in 2018 dollars) 
with no mortgage or other large fixed obligations.  It 
seemed like a lot of money to me at the time, but my client 
found it insufficient and was struggling to reduce expenses.  
Examining everything, the only thing they could find to cut 
was the monthly cable bill.  (In the early 90’s, what was 
that, $50 or $100?)  Their quandary was quite a revelation 
to me.  Right then and there I decided to not only always 
spend within my means, but to avoid developing expensive 
habits that would seem difficult to forgo in a possibly less 
affluent future time. (You won’t miss it if you don’t get 
started.)  I never want to be in a situation where it seems 
like privation to do without a $200 bottle of  daily table 
wine or an expensive sports car.   The best way to ensure 
that doesn’t happen is to never start!  It’s all relative, but I 
think the Little Princess and I have a moderate lifestyle.  
Admittedly, she goes to Europe a lot.  (Twice so far this 
year!)  But, she travels with friends on a reasonable budget 
and with a 50% discount because I refuse to go with her.  
We’re not into bling or other forms of conspicuous con-
sumption.  We live in a reasonable house and drive reason-
able cars.  The Mammoth place isn’t cheap but, even 
though I don’t think of real estate as an investment, it does 
have an asset value.  As such, the mortgage and taxes are 
investment related expenses and not Kardashian-like living 
costs.  Admittedly, I buy way more books than I will ever 
read.  And, since books are free at the library, by definition, 
that’s an extravagance.  But, I don’t like other people 

(Continued on page 4) 



Past performance does not guarantee future performance and your actual results will vary. These opinions are for general information only and 
are not intended to provide specific advice or recommendations for any individual. Consult your attorney, accountant, or tax advisor with regard 
to your individual situation. The S&P 500 is an unmanaged indexes reflecting the overall returns attained by leading US stocks. The MSCI EAFE 
is comprised of large company stocks in established foreign markets.  The MSCI EM (Emerging Markets) Index is a free float-adjusted market 
capitalization weighted index that is designed to measure the equity market performance of the emerging market countries of the Americas, 
Europe, the Middle East, Africa and Asia. Govt bonds and T-Bills are guaranteed by the US government as to the timely payment of principal & 
interest and, if held to maturity, offer a fixed rate of return a& principal value. The Barclay’s  bond indexes are representative of total returns 
earned by various segments of the bond market.  Indexes cannot be invested into directly & are unmanaged.  International and emerging market 
investing carries special risks such as currency fluctuation and political instability.  The Russell 2000 Index is an unmanaged index generally 
representative of the 2000 smallest companies in the Russell 3000 index, which represents approximately 10% of the total capitalization of the 
Russell3000 Index. The Barclays  High-Yield Market Index captures the performance of below-investment-grade debt issued by corporations 
domiciled in the United States or Canada. Stock investing involves risk including loss of principal. Bonds are subject to market and  Interest rate 
risk if sold prior to maturity. Bond values and yields will decline as interest rates rise and bonds are subject to  availability and change in price.  
Economic forecasts set forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful. No strategy 
assures success or protection against loss. The NASDAQ Composite Index measures all NASDAQ domestic and non-U.S. based common stocks 
listed on the NASDAQ Stock Market. The market value, the last sale price multiplied by total shares outstanding, is calculated throughout the 
trading day, and is related to the total value of the Index.  The prices of small cap stocks are generally more volatile than large cap stocks. Inter-
national investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors. These risks 
are often heightened for investments in emerging markets. 
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Our objective is to make working with us a pleasant as 
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 We’re nice when someone does call 
 We don’t lie or mislead 
 We do what we say we’re going to do. 
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 We admit (infrequent) mistakes and do 

our best to right the wrong 
 We listen to suggestions and take them 

seriously 
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possible 
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touching my books.  That means I need to own them.  
It’s a compulsion, probably cheaper and less harmful 
than crack, and  beyond my control.  If hard times 
come, Maureen will just have to give up following 
the Romans around Europe so that I can continue 
indiscriminate book purchases.  However, despite my 
sincerest resolve to be moderate in all things finan-
cial, I do have one stupidly profligate monthly ex-
pense.  I’m a member of a private golf club.  For 
years I comfortably played public courses.  Then a 
friend persuaded me, actually more like wore me 
down, to join an inexpensive private club in Whittier.  
That’s where it went bad because, at the prodding of 
another friend, I joined a much more expensive club 
that was also much closer to home and office.  It 
turns out that golf is a totally different game when the 
hoi polloi are excluded.  While there is an embarrass-
ing surfeit of stupid rules that go along with a private 
golf club, that unpleasantness is offset by always be-
ing able to get a game, no tee times required and be-
ing able to play fast.  18 holes at a typical public 
course around here takes 5-6 hours.  At private clubs, 
I’ve walked many a round in less than 2.5  hours.  I 
also love to play spontaneous afternoon golf in the 
summer.  Just make a last minute decision and go.  
Now, I can leave the office around 5 and easily get in 
18 holes.  There’s no way I could do that at public 
courses like Rec Park or Los Verdes.  So, to play fast 
at a time of my choosing, I paid a stupid sum to join 
Rolling Hills Country Club.  On top of the initial 
capital requirement, the monthly dues are ridiculous.  
Whenever I think about the annual total, I cringe.  
This is EXACTLY the type of extravagance that I’ve 
always sworn to avoid!  But I can’t reverse time and 
really couldn’t tolerate what was perfectly acceptable 
to me 15 years ago.  I hate that!  Especially since golf 
is only something I do when surfing, skiing, moun-
tain biking or hiking aren’t options and I don’t want 
to lay on the couch.  I know it must seem ridiculous 
to any objective observer.  It certainly does to me.   

(Continued from page 3) 


