
Equity markets across the globe have struggled 
to hold on to intermittent gains in the first half of 
2018 as concerns over trade policy, rising interest 
rates, and politics all made headlines. While 
fundamentals for economic growth and corporate 
earnings remain positive, the overall sentiment for 
markets has been resoundingly unsure. 
While the majority of the equity market struggled, 
technology posted strong returns once again with 
the NASDAQ up 8.79%. Within the US, Consumer 
Discretionary, Healthcare and Energy also had 
positive performance. After outperforming in 2018, 
emerging markets have pulled back, with the 
MSCI Emerging Markets down 6.66%, primarily 
driven by fears of a trade war. 
With the US economy on strong footing 
(historically low unemployment, better than 

expected GDP growth, and increased business 
investment) in addition to the benefits of fiscal 
stimulus, we feel there is reason to remain 
optimistic. It is likely that the trade war rhetoric is 
overblown, as it is in no country’s best interest, 
and a compromise is the most likely outcome. 
Once fundamentals return to the forefront, equity 
markets should respond favorably.
The Federal Reserve has raised its benchmark 
rate twice in 2018 to 2.00%, with two more rate 
increases expected yet this year. As a result, the 
ten-year US Treasury yield has risen from 2.40% 
at the end of 2017 to a high of 3.10%, before 
settling at 2.85% at the end of June. Short term 
rates have risen faster than long-term rates, with 
the two-year US treasury yield now at 2.52%, and 
the 30-year treasury at 2.98%.
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FIXED INCOME — In the US the battle over interest rates continues, with the Federal Reserve pushing rates 
higher, but demand created by lower global interest rates pressuring yields down. The result thus far has been a 
flattening of the yield curve, with short term rates increasing faster than long rates. While some have noted this 
as cause for concern, citing that an inverted yield curve (short term rates higher than long term) has historically 
preceded periods of recession, we do not believe this will be the case.  Downward pressure on rates should 
subside as global central banks raise rates, the Fed removes its demand from the Treasury market, and Treasury 
issuance increases to meet the needs of fiscal stimulus. We see strong potential for higher rates and look to 
proceed with caution by reducing maturities and utilizing another flexible, experienced fixed income manager to 
replace some of our index holdings.
US EQUITIES — Corporate earnings were extremely strong in the first quarter of 2018, with S&P 500 earnings 
per share posting a 26.8% increase year over year. (JP Morgan, Guide to Markets, June 2018) Second quarter 
earnings are expected to grow 19%, with all eleven sectors expected to report growth. (Raymond James, 
Gleanings, June 2018) This has been overshadowed by tariff talk, and equities have returned to a more normal 
volatility pattern. Given the positive nature of economic data in the US, we feel it is unlikely that a recession is 
impending. Furthermore, as a result of higher earnings US stocks appear cheaper than at the end of 2017, and 
potentially very cheap relative to forward earnings expectations. We see opportunity, particularly within small 
and mid-sized companies which stand to benefit more from tax cuts and, for the near term, are somewhat less 
exposed to the negative impacts of tariffs. We also remain positive on banks based on the benefits of higher rates 
and deregulation, and technology due to broad growth and innovation potential.  
INTERNATIONAL EQUITIES — Foreign markets have been negatively affected not only by tariff talk but also by 
fears surrounding the stability of the European Union. This has come to the forefront again with Italy experiencing 
instability and populist sentiment making news there. Absent these concerns, global growth remains positive. With 
some resolution to the trade issue, we feel there is untapped opportunity overseas with valuations attractive and 
growth prospects strong. For the short term, while trade negotiations continue, we feel it would be best to slightly 
reduce overweight foreign exposure.  

Our View — Reduce maturity, 
employ active fixed income to 
remain flexible for changing 
conditions.

Our View — Increase weighting 
to small & mid-sized US 
companies.

Our View — Reduce 
overweight position slightly until 
trade issues are more settled. 
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Are current trade discussions between the US and other nations the start of a trade war or merely 
negotiation? This question has caused tremendous unrest in global equity markets in the first half of 
2018. Looking at the relative tariff rates across the World Trade Organization (see chart) it appears 
the US has a position of power relative to most other countries.  
Currently, the US has one of the lowest tariff rates in the world. Additionally, in terms of goods, the US 
imports more than it exports to many of these countries. These factors offer some bargaining chips, 
since countries such as China have something to give up with regard to tariff rates, and much to lose 
due to the amount they are exporting to US markets. This does not mean that these trade negotiations 
will end swiftly. There could be an extended period of back and forth before an agreement is reached, 
and that may result in some negative consequences for businesses and investors. In the end, we are 
hopeful that world leaders are able to find a solution that all can live with.
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DISCLOSURES
This material is being provided for information purposes only and is not a complete description, nor is it a recommendation. Any opinions are those of Ascential Wealth Advisors and not necessarily those of Raymond James. The information has 
been obtained from sources considered to be reliable, but Raymond James does not guarantee that the foregoing material is accurate or complete. Investing involves risk and investors may incur a profit or a loss regardless of strategy selected. 
Prior to making an investment decision, please consult with your financial advisor about your individual situation. Past performance is not a guarantee of future results. Investments mentioned may not be suitable for all investors. Diversification 
does not ensure a profit or guarantee against a loss. Individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which will affect actual investment performance. There is no guarantee 
that these statements, opinions or forecasts provided herein will prove to be correct. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. The Dow Jones Industrial 
Average (DJIA), commonly known as “The Dow” is an index representing 30 stock of companies maintained and reviewed by the editors of the Wall Street Journal. MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market 
capitalization index that is designed to measure developed market equity performance, excluding the United States & Canada. The EAFE consists of the country indices of 22 developed nations. The Barclays Capital Aggregate Bond Composite 
Index (BC Ttl Bond) measures investment grade, fixed-rate, taxable bond markets of roughly 6,000 SEC registered securities with intermediate maturities averaging approx. 10 years. The MSCI Emerging Markets is designed to measure equity 
market performance in 25 emerging market indices. The index’s three largest industries are materials, energy, and banks. This information is not intended as a solicitation or an offer to buy or sell any security referred to herein. International 
investing involves special risks, including currency fluctuations, differing financial accounting standards, and possible political and economic volatility. There are special risks associated with investing with bonds such as interest rate risk, market 
risk, call risk, prepayment risk, credit risk, reinvestment risk, and unique tax consequences. To learn more about these risks, please contact our office. Investing in emerging markets can be riskier than investing in well-established foreign 
markets. Investing involves risk and investors may incur a profit or a loss. Sector investments are companies engaged in business related to a specific sector. They are subject to fierce competition and their products and services may be subject 
to rapid obsolescence. There are additional risks associated with investing in an individual sector, including limited diversification. Dividends are subject to change and are not guaranteed. Dividends must be authorized by a company’s board 
of directors. The NASDAQ composite is an unmanaged index of securities traded on the NASDAQ system. The MSCI ACWI (All Country World Index) is a free float-adjusted market capitalization weighted index that is designed to measure 
the equity market performance of developed and emerging markets. As of June 2007 the MSCI ACWI consisted of 48 country indices comprising 23 developed and 25 emerging market country indices. The developed market country indices 
included are: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Italy, Japan, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United Kingdom and 
the United States. The emerging market country indices included are: Argentina, Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Israel, Jordan, Korea, Malaysia, Mexico, Morocco, Pakistan, Peru, Philippines, 
Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.
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US: Bilateral Trade in Goods - Imports/Exports

Example:  China exports 3.9 
times more than they import
from the US.

As of December 31, 2017
Source: World 
Trade Organization 
(WTO), US Census 
Bureau, US Bureau 
of Economic Analysis, 
US Department of 
Commerce.


