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Second Quarter 2018  
Equity Market Commentary 
 
July 10, 2018 

 
 

Presidential Woes 
 
Down on me, down on me 
Looks like everybody in this whole round world 
They’re down on me 
 
Good trade in this world is so hard to find, 
When you’ve got yours and I got mine. 
That’s why it looks like everybody in this whole round world 
They’re down on me 

 

- Apologies to Jesse James Dupree – Down on Me 

 

The specter of trade wars caused the stock market to bend, but not break in the second quarter of 2018, as volatility 

increased and investors struggled to understand if Presidential tweets were policy proposals or negotiating salvos. 

Worldwide tensions remained high as proposed tariffs and social issues caused fractious relations between historically 

friendly nations. The U. S. economic environment remained robust and the unemployment rate fell to an 18-year low of 

3.8%, but General Electric was kicked out of the Dow Industrials and the 30-stock index was only able to achieve a 

0.8% gain for the period.  Rising wage pressures and surging oil prices caused investors to worry if these incipient 

inflationary pressures could limit the bull market’s advance.  However, most broad market indices registered modest 

gains for the period.  I am pleased to report that our value equity strategy posted gains for the period, outperforming the 

Russell 1000 Value Index.    

    

While the technology-laden Nasdaq was the best performing index, on a sector basis energy and consumer 

discretionary issues led the way.  Amongst the 30 Dow Industrials, Nike sprinted ahead 19.9% for the quarter, 

UnitedHealth Group rose a hearty 14.6% and Merck a lively 11.4%.  Trade wars and a flatter yield curve caused 

financials to suffer, with Goldman Sachs sagging 12.4% and Travelers investors needing an umbrella to weather the 

storm of an 11.9% loss. 3M suffered a 10.4% loss because of its global manufacturing footprint, while IBM’s weak 

earnings cost them long-term shareholder Berkshire Hathaway and nearly 9% of their stock market value.   GE’s 

replacement, Walgreens, was in the Average long enough to experience how it feels to be in Amazon’s crosshairs, 

slipping 8.3% in the less than two-week period it was in the august index. 
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The strong economy and solid business conditions caused the Federal Reserve to continue executing its plan of slowly 

raising short-term interest rates, but many investors are concerned that at some point, higher rates will hurt the housing 

industry and restrict economic growth. Thus far, the housing market has remained robust and May new home sales 

jumped 6.7%, though it’s worth noting the growth was all in the south. Existing home sales have been less robust, 

having fallen for the past three months and selling 2% below last year’s pace. Time will tell if the limits to deductibility 

of state and local taxes or mortgage interest are to blame, but with inventories still low and home values rising at a 6% 

annualized rate, the current real estate market seems remarkably healthy.  

 

Trade wars generally do not create an economic benefit and most often just increase overall price levels, hurting 

businesses and consumers alike. This explains the recent volatility in the equity markets and the recent weak 

performance of industrials. While some may debate if the higher costs can or will be passed on to the ultimate purchaser 

or consumer of the affected goods, what is clear is the negative impact on manufacturers of imported goods like autos.  

We think President Trump is a sloppy cook in the kitchen of global trade and he is breaking a lot of eggs as he attempts 

to make an edible agreement amongst nations.  Thus far, no one seems to like the ingredients or the smell of what he’s 

cooking up, but only time will tell just what the world is asked to swallow. In the end, we might need to hold our noses, 

but could be pleasantly surprised by the resolution as the President retreats from many of his earlier provocations. 

Instead of the Art of The Deal, we might be experiencing the Art of The Cook. I certainly hope so, for all of our sakes.  

 

With uncertainty as to just what is going to come out of the oven and what the kitchen environment is going to be on 

the other side, it is critical to have a disciplined assessment of the potential risk/reward of each investment you own or 

are considering purchasing.  Since we cannot know with certainty what will happen in the future, we need to evaluate 

what could happen to an investment under a range of potential outcomes. For example, since we are confident the 

Federal Reserve will raise short term interest rates at least two more times this year but will not choke off the economic 

recovery or cause a recession in 2018, we continue to own regional banks and other financial institutions.   

 

It is worth noting that due to the continued increase in short term rates, for the first time in this economic recovery, short-

term U. S. Treasuries (of over one year) now yield more than 2.25%, significantly more than the 1.82% dividend yield 

offered by the broad market (as measured by the S & P 500 index).  Lower risk investors can now earn a meaningful 

return and incremental income, without taking on the inherent risk and volatility of stocks. This doesn’t mean you should 

dump your stocks, just be aware that cash balances currently offer an attractive return and understand that should the 

equity market develop increased turbulence, more investors might opt to hide out in the safety and security of short-

term risk-free assets. As such, should the FAANGs falter or trade wars escalate, investors could sell first and ask 

questions later, further increasing volatility. 
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With short term interest rates rising, the obvious questions are when do we get worried about the economic cycle and 

should we be worried about the stock market?  As we have written in previous letters, the great recession of 2008 

rewrote the interest rate policy play book, and while we have had six hikes in the past two years to 1.75%, Federal 

Reserve Policy continues to be “accommodative”.   We are just getting back near the normal range of 2%-5% and 

though we will likely have two more hikes this year, we are not concerned yet.  Using the Federal Reserve’s policy 

measures, they won’t become “restrictive” until late in 2019. (source: Wall Street Journal) The purchasing managers 

index (PMI) of manufacturing activity rose in June to 60.2 from 58.7, an extremely strong result, as above 50 represents 

growth and the February reading of 60.8 was its highest since May of 2004. (source: Institute of Supply Management) 

The point here is that there was an awful lot of economic growth (and stock market gains) after May of 2004. Many 

companies with ties to the energy industry will benefit from the cyclical recovery we anticipate for infrastructure spending 

and increased drilling activity.  Not every economic cycle is the same and certainly trade wars could cause a slow down 

in economic activity, but we anticipate negotiated solutions to many of these tariff issues in the near term. As such, we 

continue to find opportunities in the industrial arena and are comfortable holding many of our best managed companies 

with pricing power and secular growth opportunities  

 

With housing starts at their highest level since 2007, unemployment at its lowest level since April 2000, consumer 

confidence strong and the Federal Reserve in an accommodating mode, it’s not surprising that GDP growth in the 

second quarter appears likely to approach 4%. Remember the debate as to whether we would ever be able to achieve 

3% again? Furthermore, the approval over antitrust objections of the recent merger of AT &T and Time Warner could 

cause a spate of takeover activity as firms try to capitalize on lower interest rates, lower tax rates and a more business 

friendly environment. Valuation should drive your investment process and respecting risk should always be paramount 

in your process. You might be aware that there is a new communication services sector in the S & P 500 which will 

have a 10% weight in the index (as compared to the 2% previously). While that might sound exciting and worthy of 

merit, be aware that over 40% of the ETF is comprised of Google and Facebook. While they might be great companies 

and the sector sounds like something you want to own, remember to keep it in perspective. In Latin that’s known as 

caveat emptor, or let the buyer beware! 
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We are honored to manage a portion of your investment portfolio and, as always, welcome your questions and 

comments. 

 

Sincerely,  

 

 

James P. O’Mealia 

Head of Equity Portfolio Management 
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James P. O’Mealia joined the Seelaus Asset Management investment team as the Head of Equity Portfolio Management in April 

2017 as part of the firm’s acquisition of Sunnymeath Asset Management, Inc. James manages separately managed equity and 

balanced accounts for institutions, foundations, and high-net-worth individuals, as well as five private limited partnerships.  

Seelaus Asset Management, LLC (“Seelaus AM”) is a privately held U.S. Securities and Exchange Commission registered 

investment advisor that specializes in fixed income portfolio management and tactical asset allocation investment strategies for 

private clients, family offices, financial advisors, insurance companies, pension plans, and other institutional investors.  Seelaus AM 

is qualified to do business in various state jurisdictions where required. 

 

Disclaimer 

Past performance is not indicative of future results.  This material is for informational purposes only and shall not constitute financial 

advice or an offer to buy, sell, or hold any securities or other investments or to adopt any investment strategy or strategies.  The 

opinions expressed are the author’s own and do not reflect those of the Seelaus AM’s Investment Team.  The opinions referenced 

are current as of the date of publication and are subject to change at any time as a result of changes in market or economic 

conditions.  Material presented has been derived from sources considered to be reliable, but the accuracy and completeness cannot 

be guaranteed.  Registration does not imply a certain level of skill or training.  More information about Seelaus AM can be found in 

its Form ADV which is available upon request. This commentary has been republished solely to incorporate the legal name change 

and rebranding of the company to Seelaus Asset Management, LLC effective November 1, 2018. The professional commentary 

provided herein is the same as the original publication date.  

 

 

 


