
Following one of the strongest opening quarters in

history for equity markets, Q2 experienced another solid

advance with the S&P 500 gaining 4.30% during the

quarter. Despite this performance, the underlying health

of the economy remained somewhat mixed.

Employment remains at record levels and consumer

spending is robust, but there are signs of weakness

within the manufacturing sector due to trade

uncertainty. While Q1 earnings were resilient, growth

decelerated on an annual basis with the expectation for

that trend to continue in Q2.

Trade was once again a major story during Q2, as the

surprise enactment of tariffs on Mexico in response to

the Trump administration’s displeasure with Mexico’s

approach to immigration caused a sharp selloff in early

June. As with most trade-related actions by the current

administration, these tariffs proved to be a negotiating

tactic and were quickly reversed following an agreement

between the two countries. Investors also began to

realize that the threat of an escalation of China tariffs

was most likely a similar bargaining tool. The lead-up to

the meeting between President Trump and Chinese

Premier Xi at the G-20 conference assumed, at the very

least, no further escalation, which was exactly the result

that came at the end of June. However, the ultimate

resolution of the trade conflict remains outstanding.
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Also underlying equity performance during the quarter was a continued move towards a more

accommodative stance by the Fed. The central bank’s June statement recognized the potential

impact of tariffs on global growth while acknowledging some signs of weakness in parts of the

economy. Bond markets now price in an almost 100% likelihood of a rate cut in July, which has

strengthened investor appetite for risk assets.

http://www.amiassetmanagement.com/


While most of the gains seen in Q2 for equities were driven by avoiding a worst-case scenario on

trade and a belief that the Fed will do what is necessary to sustain economic expansion,

corporate earnings growth remains the most important factor for sustained appreciation in

equity prices. Despite lapping the benefits of tax reform in 2018, earnings have generally been

better-than-feared, with some pockets of weakness (oil & gas, China levered cyclicals). AMI’s

outlook for earnings growth remains positive, while recognizing risks from the issues outlined

above.

While inflation remains below the Fed’s 2.0% target, the June employment data pointed to

ongoing job and wage gains, as well as an increase in labor force participation. Particularly

considering the amicable (for now) result of the G20 meeting and renewed trade negotiations

with China, there is downside risk if expectations for a rate cut are not met. Given the current

uncertainty, AMI believes it is more important than ever to invest in businesses that can perform

well regardless of economic conditions and monetary policy.
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IMPORTANT DISCLOSURES

The views expressed in this Quarterly Commentary reflect the opinion of AMI Asset Management, a registered investment adviser, and are subject to change
without notice in reaction to shifting market, economic or political conditions. The information provided here is for general informational purposes only and should
not be considered an individualized recommendation or personalized investment advice.
Certain information was obtained from third party sources, which we believe to be reliable but not guaranteed. This content was created as of the specific date
indicated and reflects AMI’s views as of that date. Supporting documentation for any claims or statistical information is available upon request.
Past performance is no guarantee of future results. Forecasts contained herein are for illustrative purposes only, may be based upon proprietary research and are
developed through analysis of historical public data. The policy analysis provided does not constitute and should not be interpreted as an endorsement of any
political party.
All investments carry a certain degree of risk, including possible loss of principal, and there is no assurance that an investment will provide positive performance
over any period of time. It is important to review investment objectives, risk tolerance, tax liability, and liquidity needs before choosing a suitable investment style
or manager.
The S&P 500® index is widely regarded as the best single gauge of large-cap U.S. equities and serves as the foundation for a wide range of investment products. The
index includes 500 leading companies and captures approximately 80% coverage of available market capitalization.


