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⚫ GLOBAL FINANCIAL MARKETS

o Global equities (+3.8 in Local Currency) rebounded from the first quarter’s 1.7% decline, ending the first half of the 

year with a 1.1% gain. Trade concerns escalated, as US President Donald Trump threatened tariffs on European 

autos in response to the European Union’s (EU’s) retaliatory tariffs on US products. The US also imposed additional 

levies on Chinese goods, and China vowed retaliatory tariffs.

➢ US equities (+3.4%) rose in the second quarter, driven by exceptionally robust corporate earnings and US economic 

conditions. Earnings growth for the S&P 500 Index in the first quarter exceeded 20% for the first time since 2010, and 

77% of companies in the index reported actual earnings that exceeded estimates. Companies were largely upbeat 

about US growth prospects but cited rising wages, commodity prices, and logistics costs as potential earnings 

headwinds.

➢ European equities (+4.5% in Local currency) ended the quarter in positive territory despite rising trade anxieties, signs 

of normalizing economic conditions, and political instability. Employment approached an 18-year high, driven by 

strong hiring growth. The ECB highlighted increased risks to the economic outlook, underpinning expectations of 

gradual policy normalization.

➢ Japanese equities advanced despite the rising trade tensions. The Japanese yen lost ground against a generally 

stronger dollar.

➢ Emerging markets equities recorded sharp falls in Q2 with US dollar strength a significant headwind. Escalating trade 

tensions contributed to weakness across a number of Asian emerging markets.
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Summary Capital Market Commentary – 2nd Quarter 2018

Source: Schroders, Wellington & SAA
The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.



⚫ GLOBAL FINANCIAL MARKETS

o Global fixed income sectors generated mixed results during the second quarter. Sovereign yields outside of Europe 

generally moved higher, driven by continued global growth momentum and rising inflation expectations. 

Government bonds enjoyed short-lived periods of strength, however, amid escalating tensions between the US and 

its trade partners and bouts of elevated political uncertainty in Europe. Concerns about increased leverage and 

heavy supply from a pickup in mergers and acquisitions weighed on credit spreads. The US dollar rallied versus 

most currencies, as strong US economic data releases reinforced expectations that policy rates are likely to continue 

to move higher.

➢ Global monetary policies diverged during the period. The Fed raised its target rate by 25 bps, as expected, and 

forecasted two additional hikes this year — one more than was projected at the March Federal Open Market Committee 

meeting. The Committee upgraded growth and employment projections and shifted inflation expectations higher. The 

ECB announced that quantitative easing will end in December 2018, but pledged to keep policy rates unchanged at 

least through the summer of 2019. The People’s Bank of China unexpectedly cut its reserve requirement ratio for most 

banks by 100 bps to free up lending for small businesses.

➢ US 10-year Treasury yields rose from 2.74% to 2.86%. They rose significantly in April, touching a seven-year high in mid-

May, as growth and inflation expectations continued to build, before risk aversion and “safe haven” buying led to a 

significant retracement. The US yield curve flattened with two-year yields increasing from 2.27% to 2.53%. The spread 

between two and 10-year yields reached its lowest point since 2007.
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Source: Schroders, Wellington & SAA
The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.



4

Executive Summary - Key Capital Market Index Returns

- Indices sorted high/low by Q2 ‘18 performance. Source: Schroders, SAA, and Zephyr StyleAdvisor

• SAA BOTTOMLINE: Global equities made gains in a volatile second quarter, as resilient economic and earnings data vied with an unsettling 

geopolitical backdrop to establish the market’s direction. Bond markets struggled despite risk aversion escalating late in the quarter, as policy 

tightening set the tone.

Index Asset Class Apr-18 May-18 Jun-18 Q2 '18 YTD Trailing 1 Yr Trailing 3 Yr Trailing 5 Yr

S&P GSCI Crude Oil U.S. Equity 5.82% -1.97% 10.91% 15.05% 24.86% 60.04% -8.06% -14.57%

Alerian MLP Master Limited Partnerships 8.09% 5.05% -1.54% 11.80% -0.63% -4.58% -5.93% -4.09%

Dow Jones U.S. Select REIT U.S. Real Estate 1.48% 3.98% 4.24% 9.99% 1.82% 4.23% 7.71% 8.29%

S&P SmallCap 600 U.S. Equity 1.03% 6.46% 1.13% 8.77% 9.39% 20.50% 13.84% 14.60%

S&P GSCI Commodit ies U.S. Equity 5.04% 1.45% 1.36% 8.00% 10.36% 30.04% -4.37% -9.41%

S&P Composite 1500 Growth U.S. Equity 0.19% 4.39% 0.61% 5.22% 7.22% 20.35% 14.24% 15.77%

S&P MidCap 400 U.S. Equity -0.26% 4.13% 0.42% 4.29% 3.49% 13.50% 10.89% 12.69%

BofA Merrill Lynch US Convert ibles U.S. Convert ible Bond -0.21% 3.55% 0.42% 3.77% 6.26% 11.98% 7.71% 9.99%

S&P Composite 1500 U.S. Equity 0.36% 2.65% 0.62% 3.65% 2.91% 14.50% 11.90% 13.40%

S&P 500 U.S. Equity 0.38% 2.41% 0.62% 3.43% 2.65% 14.37% 11.93% 13.42%

S&P High Yield Dividend Aristocrats Index U.S. Equity -0.30% 1.28% 1.39% 2.38% -0.45% 9.90% 12.39% 12.40%

MSCI World Index World Equity 1.21% 0.72% -0.01% 1.93% 0.76% 11.70% 9.10% 10.55%

S&P Composite 1500 Value U.S. Equity 0.55% 0.73% 0.62% 1.91% -1.62% 8.17% 9.04% 10.66%

Dow Jones Industrial Average U.S. Equity 0.34% 1.41% -0.49% 1.26% -0.73% 16.31% 14.07% 12.96%

Barclays Capital U.S. Corporate High Yield U.S. Fixed Income 0.65% -0.03% 0.40% 1.03% 0.16% 2.62% 5.53% 5.51%

Barclays Capital Municipal Bond U.S. Fixed Income -0.36% 1.15% 0.09% 0.87% -0.25% 1.56% 2.85% 3.53%

Barclays U.S. Treasury: U.S. TIPS U.S. Fixed Income -0.06% 0.43% 0.40% 0.77% -0.02% 2.11% 1.93% 1.68%

S&P/ LSTA US Leveraged Loan Index U.S. Fixed Income 0.41% 0.17% 0.12% 0.70% 2.16% 4.37% 4.21% 4.00%

Cit igroup 3-month T-bill Cash/ Cash Equivalent 0.13% 0.15% 0.15% 0.44% 0.79% 1.33% 0.64% 0.39%

Merrill Lynch US Treasury Master U.S. Fixed Income -0.82% 0.91% 0.03% 0.11% -1.10% -0.60% 1.13% 1.65%

Barclays Intermediate U.S. Government/ Credit U.S. Fixed Income -0.52% 0.60% -0.07% 0.01% -0.97% -0.58% 1.16% 1.60%

5-Year US Treasury U.S. Treasury -0.79% 0.80% -0.05% -0.05% -1.08% -1.53% 0.18% 0.89%

Barclays Capital U.S. Aggregate U.S. Fixed Income -0.74% 0.71% -0.12% -0.16% -1.62% -0.40% 1.72% 2.27%

10-Year US Treasury U.S. Treasury -1.39% 1.11% -0.01% -0.30% -2.68% -2.69% 0.20% 1.43%

Barclays U.S. Government/ Credit U.S. Fixed Income -0.85% 0.72% -0.19% -0.33% -1.90% -0.63% 1.83% 2.29%

MSCI World Ex. US Index World Equity 2.40% -1.77% -1.06% -0.48% -2.39% 7.60% 5.40% 6.74%

MSCI EAFE Index Internat ional Equity 2.39% -2.11% -1.19% -0.97% -2.37% 7.37% 5.41% 6.93%

Barclays Capital U.S. Corporate Investment Grade U.S. Fixed Income -0.93% 0.54% -0.58% -0.98% -3.27% -0.83% 3.07% 3.51%

MSCI EAFE (Net) Internat ional Equity 2.28% -2.25% -1.22% -1.24% -2.75% 6.84% 4.90% 6.44%

Cit igroup WorldBIG Index World Fixed Income -1.52% -0.97% -0.23% -2.71% -1.51% 1.42% 2.62% 1.52%

MSCI EM (Emerging Markets) Internat ional Equity -0.42% -3.52% -4.09% -7.86% -6.51% 8.59% 5.98% 5.39%

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.
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U.S. Fixed Income Sector Yields & Returns

Source: Bloomberg Barclays as of 6/30/2018

• SAA BOTTOMLINE: The difference between U.S. and Global yields remains pronounced at 1.30% as the expectation of 
further Fed rate hikes continues the policy divergence between the U.S. and other developed markets’ central banks. 
Additionally, the UST yield curve continue to flatten as the 2/10 spread is only 32 bps. Historically, when 2/10 year yields 

meet, recessions often appear…

Index YTW 12/ 31/ 2013 12/ 31/ 2014 12/ 31/ 2015 12/ 31/ 2016 12/ 31/ 2017 3/ 31/ 2018 6/ 30/ 2018

Aggregate 2.48% 2.25% 2.59% 2.61% 2.71% 3.12% 3.29%

U.S. Credit 3.18% 3.01% 3.54% 3.29% 3.19% 3.68% 3.94%

U.S. Treasury 1.44% 1.43% 1.73% 1.89% 2.19% 2.55% 2.71%

Municipal Bond 3.15% 2.09% 2.11% 2.65% 2.36% 2.68% 2.67%

U.S. High Yield 5.64% 6.61% 8.74% 6.12% 5.72% 6.19% 6.49%

U.S. 2-Yr Treasury 0.38% 0.66% 1.05% 1.19% 1.88% 2.27% 2.53%

U.S. 5-Yr Treasury 1.74% 1.65% 1.76% 1.92% 2.19% 2.57% 2.73%

U.S. 10-Yr Treasury 3.03% 2.17% 2.28% 2.43% 2.41% 2.74% 2.85%

Global Aggregate (USD) 2.11% 1.62% 1.77% 1.60% 1.66% 1.83% 1.99%

Change to Current Period

Aggregate 0.81% 1.04% 0.70% 0.68% 0.58% 0.17%

U.S. Credit 0.76% 0.93% 0.40% 0.65% 0.75% 0.26%

U.S. Treasury 1.27% 1.28% 0.98% 0.82% 0.52% 0.16%

Municipal Bond -0.48% 0.58% 0.56% 0.02% 0.31% -0.01%

U.S. High Yield 0.85% -0.12% -2.25% 0.37% 0.77% 0.30%

U.S. 5-Yr Treasury 0.99% 1.08% 0.97% 0.81% 0.54% 0.16%

U.S. 10-Yr Treasury -0.18% 0.68% 0.57% 0.42% 0.44% 0.11%

Global Aggregate -0.12% 0.37% 0.22% 0.39% 0.33% 0.16%

U.S. Agg. vs. Global Agg. 0.37% 0.63% 0.82% 1.01% 1.05% 1.29% 1.30%

UST 2yr-10yr Spread (bps) 264.8 150.6 123.2 124.2 52.7 47.4 32.0

UST 5yr-10yr Spread (bps) 128.7 51.7 52.0 51.0 22.0 17.0 12.0

Note: Bloomberg Barclays Indices

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.
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Q2-2018 Fixed Income Sector/Duration - Total Return

Source: Bloomberg Barclays

• SAA BOTTOMLINE: Expectations of continued Fed policy 

tightening and rising inflation data placed upward pressure 

on rates; however, trade war concerns and “safe haven” 

investing placed downward pressure on rates. As a result, 

rates rose (Apr), fell (May), and hovered (June) as the market 

continues to processes the potential impacts of trade war 

rhetoric versus trade war realities…

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.
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Q2-2018 U.S. Fixed Income Sector/Duration - Yields

Source: Bloomberg Barclays

• SAA BOTTOMLINE: Rising rates continue to push 

marginal reinvestment higher for investment-grade 

fixed income while wreaking a wee bit of havoc across 

mark-to-market balance sheets as unrealized gains 

shifted to unrealized losses during the first six months 

of 2018. Still, raw earnings yields continue to rise – a 

longer-term positive development for insurers.

New money and 
reinvestment yields 
have risen for U.S. 

investment grade fixed 
income and now range 

from 2.75% to 4.0%

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.



KEY INVESTMENT THEMES FOR Q2-2018
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US Economy Heat Map

Source: BEA, BLS, Department of Labor, Census Bureau, Standard & Poor’s, Institute for Supply Management, FactSet, J.P. Morga n Asset 

Management. S&P 500 EPS (earnings per share) and SPS (sales per share) are expected earnings and sales per share growth over the next 12 

months. Guide to the Markets – U.S. Data are as of June 30, 2018.

• SAA BOTTOMLINE: “If the summer of 2018 does in fact precede the beginning of an international trade war, we can look back 

at the economic data at the time: strong GDP, stable inflation, and unusual demand for labor. Are these trends likely to impr ove

in a trade war or will they begin to deteriorate? Another outcome, perhaps a surprising one but still a real possibility, is that, 

given the enormous size of the U.S. economy, there will hardly be any discernible effects at all.” By Mark Pender, Senior Editor, Econoday.com

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.
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Trade, Tariffs, and Total Return

Source: Wall Street Journal, July 9th, 2018.

• SAA BOTTOMLINE: While the trade/tariff sabre rattling continues, the effects and perceived effects have been reflected clearly when 

looking at equity market returns. While unsure who has more to lose in a US/China trade war, the equity markets are sharing a point-

of-view…

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.
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Capital Spending & GDP Growth Expectations

Source: Topdown Charts, Thomson Reuters Datastream

• SAA BOTTOMLINE: S&P 500 companies are starting to invest in their businesses again; especially the energy and technology sectors. This 

makes sense as the business cycle continues to clearly mature (e.g. various measures of capacity utilization are the tightest in years) and the tax 

cuts provide direct and indirect incentives to invest in productive capacity. 

• The question is how and if this capital investment will translate to increased productively and higher expected GDP going for ward?

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.
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Flattening Yield Curve

Source: Federal Reserve Bank of St. Louis

• SAA BOTTOMLINE: “When 2/10 year yields meet, as evidenced in the graph, recessions often appear. The rise in the short-term rate 
is tied to Fed increases in its overnight target rate. And the Fed's gradual path of rate hikes is pointing to only one direc tion for the 2-
year yield and that is up. In contrast, the 10-year yield is less subject to the effect of changes in short rates and is a popular safe-

haven investment for investors, whether domestic or global, who want to sit back in security as the vicissitudes of a trade w ar, or 
possible trade war, play out.” By Mark Pender, Senior Editor, Econoday.com

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.
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Treasury Yield Expectations via The Futures Market

Source: State Street Global Advisors

• SAA BOTTOMLINE: For the UST 10yr futures market, net positioning is the most negative since 2001. Lower inflation or economic growth, or 
spikes in volatility may lead to an unwinding of these positions that may push long-term rates lower and flatten the curve further.

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.



14

Duration Doesn’t Pay Like It Used To…

Source: State Street Global Advisors

• SAA BOTTOMLINE: With the Fed continuing to hike rates, short duration exposures have become attractive sources of income while 
tempering drawdowns. However, retail investors have been moving into these asset classes via ETFs and mutual funds; historica lly this has 
been a potential “sell” signal for institutional investors.

The information contained herein has been obtained from s ources believed 

to be reliable, but the accuracy of information cannot be guaranteed.


