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The second quarter ended with the market unable to re-capture its prior highs. Given our belief that 
we are late cycle, one has to wonder if all the good news (revenue and earnings growth, tax cuts, 
unemployment below 4%, record buybacks, record mergers and acquisitions (M&A), surging 
consumer confidence, etc.) is already priced into equity prices. 
 
Market direction seems to be dictated by two separate factors – a more hawkish U.S. Federal 
Reserve Board (Fed) and concerns related to the impacts of a trade war. The June Federal Open 
Market Committee (FOMC) meeting demonstrated a more hawkish-than-expected Fed, with 
Chairman Jerome Powell affirming that monetary policy is approaching a neutral state. Additionally, 
the Fed’s dot-plot suggested outright constrictive policy by mid-2019. These moves led to upward 
pressure on the short end of the curve but long-term yields have not moved commensurately, and 
thus the yield curve (difference between 10-year Treasuries and two-year Treasuries) ended the 
quarter with only a 33-basis-point differential. With yield curve inversion historically a signal of a 
pending recession, this has caused dramatic underperformance in the financials sector, which 
ended the quarter down 3.6%. 
 
Trade disputes continue to heat up with little sign of resolution as tariffs have been put into effect 
on $34B worth of Chinese products entering the U.S. It now appears as though a short trade war 
scenario could play itself out. While ultimately cooler heads could prevail, the trade escalation has 
hindered multinationals, particularly in the industrial and technology space. A strengthening U.S. 
dollar will also serve as a headwind to these companies for the upcoming earnings reporting 
season. Lastly, one cannot discount the possibility of potential demand destruction should the 
Chinese choose to boycott certain U.S. brands/products. 
 
The other big development during the quarter was the strength witnessed in the energy sector. The 
commodity has seen obvious strength amid a strong global demand environment but supply is also 
a big part of the story. Seemingly, four OPEC nations face serious issues looking forward. Venezuela 
is undergoing an economic crisis, Nigeria faces the threat of civil war, Iraq is dealing with mature oil 
fields, and Iran is once again facing the prospect of U.S. sanctions. Against this backdrop, frustrated 
oil investors of the past decade are demanding that U.S. energy companies stop plowing all of their 
free cash flow back into more exploration and instead place a greater focus on return of capital. 
These sets of circumstances resulted in the energy sector leading the market during the quarter. 
 
For the quarter ended June 30, 2018, the fund returned 5.8%. Our overweight positioning in 
financials and underweight in information technology detracted from performance. The largest 
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individual detractors were underweight positions in Facebook and Exxon Mobil. Our underweight 
positioning in consumer staples and underweight in telecommunication services added to 
performance. Top-performing holdings were Andeavor and UnitedHealth Group.  
 
The intent of the Fed to continue hiking rates is causing discomfort for many economies whose 
growth is far less robust. These growth divergences also hinge on a strengthening U.S. dollar, which 
poses its own risks – notably for emerging markets and economies sensitive to consumption of 
goods priced in U.S. dollars (i.e., commodity-centric economies).  
 
Overall, the rise of populism (in its various permutations globally) brings with it risks of heightened 
protectionism and a likely shift away from globalization, which has been a powerful underpinning 
to global growth for many years. As such, we continue to focus on portfolio construction, whereby 
risk management and active share (i.e., differentiating from the benchmark) should add value. 
 
 

Class F Returns (in %) as at  
June 30, 2018  

Year-to-
date 1 year 3 year 5 year 10 year 

Synergy American Corporate Class 8.0 16.6 10.2 15.8 9.3 
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