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Commentary

Market returns were mixed across major equity and fixed income indices for
the 2nd quarter of 2018. Broad domestic equity indices had healthy gains as
supportive economic and corporate earnings data, helped by a fiscal stimulus
tailwind resulting from the Republican Party led tax reform passed in late 2017,
continued to push domestic stocks higher. International indices did not fare as
well during the period, posting negative returns in US dollar (USD) terms, as
markets were hurt by relatively soft economic data, geopolitical concerns and a
strengthening USD. Fixed income returns were somewhat flat for the quarter
with the various sector segments producing minor gains or losses. Despite the
Federal Reserve’s (Fed) ongoing tightening of monetary policy and the
potential for global trade disruptions resulting from Trump administration
protectionist trade policies, economic momentum in the US continued to fuel
investor demand for domestic equities. The US stock market represented by
the Russell 3000 Index returned 3.9% and 14.8% for the quarter and 1-year
period respectively.
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Interest rates on the US Treasury Yield Curve rose across all maturities during
the 2nd quarter. The increase in interest rates was most pronounced in shortterm maturities resulting in further flattening of the yield curve. The relatively
large increase at the short-end of the curve was partially due to the Feds
decision to tighten monetary policy by increasing short-term interest rates for
the second time this year during their June meeting. Also significant was the
change in the Fed’s forecasted schedule for interest rate increases, which now
projects two potential additional rate increases in 2018, where it had previously
forecast just one. The broad market Bloomberg Barclays US Aggregate Index
was modestly negative for both the 2nd quarter and the 1-year time period,
returning -0.2% and -0.4% respectively. Corporate issues were the worst
performing investment grade sector during the quarter, returning -1.0% as
credit spreads continued to widen through 2018.
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