Economic & Market Overview
as of June 30, 2018

Following a moderately down first quarter, the U.S. equity market staged a rally for most of second
quarter, finishing up 3.4 percent for the quarter and up 2.6 percent year-to-date, as measured by the
S&P 500 Total Return Index. Value stocks continued to lag the broader market, up only 1.2 percent on a
total return basis for the quarter, as measured by the Russell 1000 Value Index. Throughout the quarter,
market participants weighed strong GDP and earnings growth forecasts against several building
concerns including rising inflation, a flattening yield curve, and increasing trade war tensions. Aggregate
adjusted earnings per share for first quarter grew by over 20 percent year on year for S&P 500
companies, handily beating consensus expectations. Earnings growth was driven by better than
expected sales growth and the benefits of tax reform. In late June, the Bureau of Economic Analysis
third U.S. real GDP growth estimate for first quarter was revised down to a positive 2.0 percent.
However, the Atlanta Federal Reserve’s GDPNow estimate for second quarter shows a substantial
rebound is likely, tracking up 3.8 percent as of late June. GDP growth is likely to be strong in 2018 due
to the continuing tailwind provided by tax reform and increased fiscal spending.
Tempering strong earnings and GDP growth were signs of rising inflation, a flattening yield curve, and
building trade war concerns. In late June, the Federal Reserve’s preferred inflation gauge, the Personal
Consumption Expenditures Index, for May showed inflation of 2.3 percent year on year (up 2.0 percent
excluding food and energy) right in line with the Federal Reserve’s long run price growth target. With
inflation at the Federal Reserve’s target, continued Fed Funds rate increases are likely, leading to an
upward bias for short term interest rates. However, long term interest rates have not responded to the
same degree leading to the yield curve, a depiction of interest rates over various lengths of maturity and
a key business cycle indicator, flattening. At the end of June, 10-year treasuries yielded 2.85 percent,
not much more than 2-year treasuries which yielded 2.52 percent. When long term interest rates fall
below short-term rates, it is likely that a recession will follow. While the yield curve is not signaling a
recession yet, we believe it is moving in that direction. Lastly, trade tensions continued to build in
second quarter with the U.S. announcing or proposing tariffs on several goods including steel and
aluminum, specific Chinese imports, and, potentially, automobiles. Canada, the European Union, and
China have all announced some form of retaliation. Tariffs announced thus far targeting goods in the
tens of billions of dollar value are likely to have a minimal impact on economic growth given they
represent a small percentage of U.S. GDP, which topped $17.3 trillion in first quarter. However, tariff
announcements should continue to stoke investor concerns given the difficulty in predicting the
secondary impacts, the likelihood they will subtract from overall growth, and escalation fears.
With this backdrop in mind, we maintain a moderately cautious bias and continue to manage your
portfolios with a focus on our strict valuation discipline, portfolio diversification, and liquidity.
The information provided herein represents the current opinion of WCM and is not intended to be a forecast of future events or guarantee of future results.
Any references to specific stocks or sectors are for informational purposes and do not represent recommendations.
It should not be assumed that any securities discussed were or will be profitable.

1200 6th Ave, Suite 700 ● Seattle, Washington 98101 ● Phone (206) 382-0825 ● Fax (206) 382-0950 ● www.wcmadvisors.com
Anchorage (907) 272-5022

Spokane (509) 353-7992

Portland (503) 248-9188

N Calif (415) 543-3400

S Calif (424) 327-8880

Boston (617) 526-8800

