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The first quarter of 2018 started out with the same upward trajectory for the equity markets that we 

experienced in 2017.  At the end of January the S&P was up over 5%.  But fear of trade wars over tariffs, and 

the prospect of the Federal Reserve tightening interest rates caused the equity markets to reverse course in 

February with the Dow and S&P ending the quarter in negative territory.   For the first quarter the Dow closed 

-2.5%,  and the S&P -1.2% while the NASDAQ managed to stay in positive territory closing +2.3%. 

These fears persisted for the remainder of the quarter.  Many of our trading partners objected to the use of 

tariffs, particularly China.  So, while China may be stealing our intellectual property and subsidizing their steel 

production to the detriment of U.S. produced steel, many investors were disheartened by the prospect of 

retaliation and sold stocks to assume a more defensive posture.    Investors have also had to endure 

uncertainty over the durability of long standing trade agreements with allies and partners like Canada and 

Mexico in the NAFTA agreement (North American Free Trade Agreement).  These trade agreements are old 

and probably need to be brought up to date; however the equity markets do not like uncertainty and this is 

being reflected in share prices.   In addition, the new Federal Reserve Chairman, Jerome Powell, signaled that 

the Fed would raise the Fed Funds rate at least three times in 2018 and possibly more frequently in 2019 and 

2020.  Fear of rising rates that would slow growth and possibly cause a recession sooner than later, coupled 

with turmoil in staffing at the White House, created the perfect backdrop for a correction.  

Technology stocks took the brunt of the initial downturn, starting with Facebook which revealed a data breach 

that sent its stock tumbling.   The breach called into question big tech’s use of personal data, and the security 

of the data itself, subsequently undermining confidence in other companies like Google/Alphabet.  The selling 

eventually spilled over to other sectors creating doubt and uncertainty for the equity markets.  As a result, the 

ten-year Treasury bond yield dropped from almost 3% to back below 2.8% in a flight to safety. 

All of this volatility has been created against a backdrop of solid economic data and a global economy that is 

firing on all cylinders for the first time in years.  In the plus column, the unemployment rate continues to drop, 

wages are rising for the middle class, inflation and interest rates remain low, we have yet to see the full 

positive effects of the tax cuts on corporations and individuals, and geopolitical flashpoints like North Korea 

seem to have stabilized.   At Crossvault we are evaluating the economic data and searching for any changes in 

corporate earnings.  Sentiment has certainly shifted, but that may create a buying opportunity if the positive 

hard data remains unchanged or improves.  It is our job to look at the markets objectively, taking emotion out 

of the investment process.   

As always we welcome your questions and comments and look forward to meeting with you to discuss the 

quarter. 
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