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The S&P 500’s record-breaking post-election rally came to a sudden halt this February 
as volatility surged.  For the second quarter, the markets settled down a bit and the S&P 
500 scored a nice 3.43% gain for the period.  Still, the index has a ways to go to get back 
to its January 26th high of 2873.  At the quarter’s end it sat about 5.4% below the January 
record high. Conversely, smaller-cap indexes have been strong with the Russell 2000 
hitting a new high in June with the tech heavy NASDAQ following suit.  The NYSE 
Advance/Decline line, a widely followed technical indicator, made a new high as well. 
Many market technicians consider this a very positive sign that points to more upside 
to come. The weakest stocks were overseas in the emerging markets which were hurt 
by the strong U.S. dollar.  The emerging markets ETF (sym: EEM) fell almost 10% for 
the period.  Despite talk of a trade war, the U.S. economy continues to hum along.  Both 
the manufacturing and service PMIs remain well above 50, indicating that we are still 
in expansion mode.  Additionally, the stock market is still above its important 200 day 
moving average where it has found support throughout this correction.  A break below 
this average could signal a negative change in trend for stocks.  Below that, the next 
major support is at the February low of 2533.  We don’t expect the S&P 500 to break this 
level.  It is more likely that the index will follow the other indexes mentioned above to 
new highs.  Conversely, the S&P 500 has yet to break out to a new high for 100 days as 
of the end of June and the longer it takes to move up the greater the risk becomes.

As noted, the U.S. economy appears to be healthy.  For June the Markit Service PMI 
posted a reading of 56.5, flat with the preliminary estimate.  It fell slightly from the 56.8 
reading in May, which was the highest reading since April of 2015.  For the quarter, the 
average service PMI was 56, the strongest quarterly expansion reading in three years.  
The Manufacturing PMI report at 55.4 was revised up from its preliminary estimate of 
54.6.  However, this was down from the May reading of 56.4.  Some of the internals 
also weakened, but 55.4 is a solid expansionary reading so both sectors of the economy 
look good.  Gross Domestic Product was a slight disappointment in the first quarter, 
coming in at 2.0%, down from a preliminary estimate of 2.2%.  For the just completed 
second quarter, GDP estimates are coming in around the 4.0% area with some estimates 
approaching 5.0%.  Auto sales popped 3.2% in June as rising sales of SUVs and pickup 
trucks helped offset the continuing fall in passenger cars.  The job environment is 
excellent.  For the first time since record-keeping started, the number of jobs available 

• For the second quarter, the
markets settled down a bit
and the S&P 500 scored a nice
3.43% gain for the period.

• Despite talk of a trade war, the
U.S. economy continues to hum
along.

• For the first time since record-
keeping started, the number
of jobs available exceeded the
number of unemployed.
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Economic Commentary

exceeded the number of unemployed. Job openings rose to 6.7 million at the end of 
April (a record high), well above the 6.3 million Americans who were unemployed.  The 
June non-farm payroll came in at a solid 213,000 versus expectations of 195,000 jobs 
added, and this was in spite of a tight labor market and fears of a trade war.  Discouraged 
workers came back into the market causing the unemployment rate to rise from 3.8% to 
4.0% which is a positive, in this case.  The percentage of Americans in the labor force 
rose from 62.7% to 62.9%.  We believe the unemployment rate will continue to trend 
down this year.  With the economy this robust, we think the Fed will feel safe in raising 
rates two more times by year end.  There are headwinds, however.  First, the threatened 
trade war between Trump and seemingly the rest of the world can only hurt economic 
activity.  Also, earnings growth appears to be peaking after getting a big boost from 
the tax cut enacted earlier this year.  The flattening yield curve and tightening financial 
conditions could also throw a monkey wrench into the picture.

Turning our focus to corporate earnings, we expect the S&P 500 earnings growth rate to 
come in at 20% if not higher.  Energy is expected to lead the other sectors with expected 
earnings growth of over 140%.  The price of oil a year earlier was under $50 per barrel 
but has risen to around $75 currently giving the energy sector quite a shot in the arm.  
The technology sector also looks to post a good quarter with earnings expected to rise 
about 25.0% as the FANGS continue to lead the performance derby.

The dual impact of the 
continuing correction 
in the S&P 500, 
combined with strong 
earnings growth 
for 2018 means the 
stretched valuations 
we had been dealing 
with for the last year 
or two are no longer 
as big of an issue.

Source:  FactSet

Quarterly Projected S&P 500 EPS Growth

1Q 2018 24.8%

2Q 2018 20.0%

3Q 2018 21.7%

4Q 2018 17.8%

Full Year 20.5%

Positive Trends Negative Trends

PMIs above 50 Trump Tariffs

Some Indexes Making New Highs Fed Tightening

Advance/Decline Line New High EPS Peaking

Strong Employment Statistics Yield Curve Flattening

2Q GDP Expected in 4% Area Strong Dollar

Stellar EPS Growth

Business and Consumer Optimism High
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Of course, we expect the earnings growth rate to slow down as we move into 2019 and 
lose the growth rate impact from the tax cuts.  The current expectation is for an increase 
in S&P 500 earnings in the 10% neighborhood for next year.  One key will be how strong 
management guidance is this earnings season.

The dual impact of the continuing correction in the S&P 500, combined with strong 
earnings growth for 2018 means the stretched valuations we had been dealing with for the 
last year or two are no longer as big of an issue.  The current 12 month forward PE for 
the S&P 500 is 16.1x on about $168-$169 in S&P 500 earnings, in line with the 5 year 
average PE.  Recently, inflation has just ticked up slightly over 2% and history shows that 
inflation this low creates an environment that can support PE ratios that exceed 17x-18x 
or higher.  If inflation starts to pick up noticeably, we would want to revisit the valuation 
scenario.  Currently, we believe the weight of the evidence supports higher stock prices, 
particularly given that several indexes have already broken out to new highs and have 
been confirmed by the advance/decline line.  Note that markets almost never peak until 
the advance/decline line has fallen for several months after making a new high.

We are now in the 10th year of this bull market. It is often said that bull markets don’t die 
of old age. Instead, they are “murdered” by the Fed through a policy mistake. So, if the 
Fed can avoid an overtightening mistake, this bull may still have room to run. 

Economic Commentary
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We made it through the first half of 2018 and it’s been quite eventful.  We have had 
volatility surges, large market swings, the U.S. 10yr moving above 3.0%, tax cuts and 
reform, trade issues and historic meetings with North Korea.  Quite a large list for the 
past six months.  As we prepare to kick off the summer, we must consider what lies ahead 
for the rest of the year and how you should be positioned to handle any surprises coming 
your way. 

At Crossmark, our taxable fixed income products have been generating higher levels 
of income with lower interest rate sensitivity than their comparable indices due to our 
short duration positioning and a focus on the income component of total return.  For the 
2nd quarter and year-to-date 2018, all of our taxable products have outperformed their 
benchmarks with our strong income generation serving as the largest positive contributor 
to the outperformance, coupled with a benefit from our yield curve positioning.  For the 
CIP and Income Opportunities portfolios, the fixed rate preferred allocation was also a 
positive contributor with the sector producing strong returns for the quarter.

There is a constant stream 
of headlines forecasting 
how close we are to the end 
of the market cycle, what 
the Federal Open Market 
Committee (FOMC) is 
going to do and when we 

will actually reach 3.0% GDP this year.  Although nobody knows the exact answer 
to these questions, what we do know is that there are some tailwinds to this economy 
including continued benefit from tax reform and tax cuts, repatriation, growth in capex 
and low unemployment.  This doesn’t mean we foresee a market that is off to the races 
as headwinds are sure to continue to be present such as trade and tariff issues and slower 
growth around the globe.  However, we do anticipate that the FOMC will continue 
to raise the Fed Funds rate over the coming year.  With this outlook for a rising rate 
environment, our strategy of maintaining a duration shorter than the index while focusing 
on income generation will continue for the coming quarter.  

• We have had volatility surges,
large market swings, the U.S.
10yr moving above 3.0%, tax
cuts and reform, trade issues
and historic meetings with North
Korea.

• Our taxable fixed income
products have been generating
higher levels of income with
lower interest rate sensitivity
than their comparable indices
due to our short duration
positioning and a focus on the
income component of total
return.

June 30, 2017June 30, 2017
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For the 2nd quarter and year-
to-date 2018, all of our taxable 
products have outperformed 
their benchmarks.
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To determine our strategy, we utilize a 4-step investment process focused on duration, 
yield curve, sector and security selection, combined with our outlook for the markets.  
This strategy remains constant although our inputs to the process such as economic 
reporting, geopolitical events, growth projections and central bank actions will change 
and help form the appropriate strategy for our portfolios.  We have many events coming 
up in the second half of the year that can shape the remainder of the business cycle 
including mid-term elections, big retail shopping days, FOMC meetings, new leaders in 
other countries, and continued fiscal and monetary policy events.  We believe this quarter 
may be anything but “the lazy days of summer”.   As always, feel free to contact us with 
any questions as we are happy to discuss the portfolios, our strategies and the markets 
with you.

There are some 
tailwinds to this 
economy including 
continued benefit 
from tax reform and 
tax cuts, repatriation, 
growth in capex and 
low unemployment. 
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In 2008, the Crossmark Global Investments municipal bond team along with the 
Investment Policy Committee enacted a conservative approach to municipal bond 
portfolio construction including a vigorous avoid list.  Illinois and Puerto Rico were at 
the top of the list and remain today.  Numerous municipal bond mutual funds include 
Illinois bonds to boost yield.  In fairness, there are many Illinois municipalities that are 
sound financially but are overshadowed by challenged entities including the state itself.  
Crossmark will settle with a more conservative approach and avoid the entire state for the 
time being.  A chart of the Illinois pension liability is included in this commentary.  Since 
a picture is worth a thousand words, the chart speaks volumes to why Illinois was placed, 
and remains today, on the Crossmark Global Investments municipal bond avoid list. 

The summer doldrums have hit again and investors query why municipal bond prices 
don’t seem to move in sync with the Treasury market.  One of many possible answers is 
the fact that $44.7 billion in municipal bonds will be called in July with only $3.2 billion 
in visible supply to be issued.  This is not unusual for the summer months to see more 
bonds called or matured than what is offered to the public in new sales.  Higher new issue 
volume historically occur in October, November, January, February and April.  

According to the U.S. Census Bureau and Bureau of Economic Analysis, state and local 
government tax collections increased in the most recent quarter and future collections 
may go higher, thanks both to the growing economy and to the Supreme Court’s Wayfair 
decision that opens the way for states to collect sales tax on all internet purchases made 
from out-of-state sellers. 1Q18 total state and local tax collections increased by 6 percent 
over the same quarter last year. The ability to expand sales tax collections could mean an 
additional $184 to $291 million in annual tax revenue per state, on average, according 
to a study by the GAO (General Accounting Office). Total state and local tax collections 
(which include property, income, gasoline, motor vehicle, alcohol, tobacco and sales 
taxes) increased by 6.4% in 1Q over the first quarter of last year. That is a strong 
improvement since the year before, as 1Q17 was up 3.3% versus 1Q16. For the year, 
2017 collections were up 4.6% versus 2016.

September 2018 could be an interesting month for fixed income volatility.  The FOMC 
has communicated a short-term Federal Funds rate hike in September, anticipated to be 
25 basis points, as well as beginning the run off of the Federal bond portfolio balance 
sheet.  This is where it could get sticky as information should increase in the days 
and weeks prior to the FOMC normalization plan.  The current plan is to allow the 
balance sheet to run off as bonds mature with a ceiling that would allow reinvestment of 

• The summer doldrums have hit
again and investors query why
municipal bond prices don’t
seem to move in sync with the
Treasury market.

• It is not unusual for the summer
months to see more bonds
called or matured than what
is offered to the public in new
sales.

• September 2018 could be an
interesting month for fixed
income volatility.
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Municipal Fixed Income Commentary

Mortgage Backed Securities that exceed 
the ceiling level.  With interest rates 
moving gradually higher, there have 
been fewer MBS bonds being paid off 
so the amount returning to the balance 
sheet is below the ceiling.  This means 
several outcomes that could contribute 
to volatility.  Fewer bonds qualifying for 
reinvestment means the balance sheet 
could run off faster than previously 
anticipated.  The flip side of this is 
that less money may be coming off the 
balance sheet than anticipated.  Consider 
the amount to roll off may be less than 
projected but the reinvestment above 

the ceiling level on MBS bonds appear to be zero at this time.  Zero bonds reinvested 
means the balance sheet may shrink faster than anticipated.  Shrinking the balance sheet 
is essentially tightening.  Confusing?  Absolutely.  Wait until the media begins to inject 
speculation to the equation.

Crossmark Global Investments continues to find value in the municipal secondary market 
with bonds rated A or better involved with essential services like water, sewer, power, 
streets, highways, school education and general obligations.  The ideal maturities on 
the yield curve have moved to the 7 to 15 year range with a call feature between 2019 
and 2024.  Crossmark Global Investments continues to hold a shorter duration than 
the Barclay’s Quality Municipal Index with a focus on higher quality municipalities.  
Crossmark Global Investments continues to use municipal bond market volatility to 
opportunistically manage the portfolios entrusted to us.

State and local 
government tax 
collections increased in 
the most recent quarter 
and future collections 
may go higher, thanks 
to the growing economy 
and to the Supreme 
Court’s Wayfair decision.
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Performance
The second quarter of 2018 ended with positive returns overall in the U.S. but continued 
weakness in international equities. The Global Equity Income benchmarks of the S&P 
Global 1200 and the S&P 500 ended the quarter with returns of 1.29% and 3.43% 
respectively. For global dividend index comparison purposes, the MSCI World High 
Dividend Yield Index returned 0.14%. 

Factors Affecting Performance
Macroeconomic factors in the U.S. for the quarter included a Fed rate hike, a strong 
retail sales report, a modest pickup in inflation and a tariff war. The FOMC hiked its 
target range by 25bp with two more increases expected in the second half of the year. 
This is a slightly more hawkish view by the FOMC. Retail sales in May increased 0.8%, 
well ahead of expectations leading GDP forecasts to rise to nearly 4%. Core inflation 
appears to be firming as the May core CPI index increased to a year ago change of up 
2.2%. Moving to the regulatory environment, the Trump administration has announced 
tariffs which total about $50 billion on Chinese imports and is threatening to potentially 
target $200 billion more. This ongoing feud to level the trade playing field will at least 
temporarily show up in a number of inflation data categories. These tariffs however 
should only have a minor effect on overall inflation. In Canada, the economy is expected 
to slow to a more sustainable growth rate. Difficult trade negotiations with the U.S. over 
NAFTA does pose some additional risk. The Eurozone’s ECB, despite some recent 
economic growth disappointments, announced that they will discontinue their asset 
purchases by the end of the year. In Japan, the country’s effort to push inflation above 
2% is proving difficult. The latest economic growth activity indicators on exports and 
consumption appear to be on the rebound consistent with strong growth.

Company earnings as represented by the S&P 500 have come in stronger than expected 
for the first quarter posting a robust growth rate of 25%. Earnings growth for the full year 
of 2018 is projected to come in at nearly 20% reflecting a significant upward revision. 
The previous year’s strong rebound of the energy sector is expected to again lead the way 
in 2018 with an estimated growth rate of 101%.

The Global Equity Income strategy outperformed the S&P Global 1200 and substantially 
outperformed the MSCI World High Dividend Yield Index for the second consecutive 

2015 ▪ 2016 ▪ 2017 ▪ 2018

CROSSMARK 
STWARD GLOBAL 
EQUITY INCOME 

FUND 
Institutional (SGISX)

BEST GLOBAL 
EQUITY INCOME 
FUND AWARD 

WINNER 
FOR 5-YEAR PERIOD

FOURTH CONSECUTIVE YEAR

Thompson Reuters recognized the Crossmark 
Steward Global Equity Income Fund at the 
U.S. Lipper Fund Awards on February 27, 2018 
for delivering consistently strong risk-adjusted 
performance relative to its peers in the Global 
Equity Income Funds category for the three-year 
and five-year periods ending 11/30/2017.  The 
number of peer funds included in the category was 
36 for the three-year category and 31 for the five-
year category.  Each award was based on the Fund 
achieving the highest Lipper Leader for Consistent 
Return (Effective Return Net of Expenses) value 
over the stated time period. 

From Thomson Reuters Lipper Awards, ©2018 
Thomson Reuters. All rights reserved. Used by 
permission and protected by the Copyright 
Laws of the United States. The printing, copying, 
redistribution, or retransmission of this Content 
without express written permission is prohibited.
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Global Equity Income Commentary

quarter. The portfolio equity allocation at the end of the period was 61% U.S. and 39% 
international. Positive relative performance was led by individual holdings rather than any 
specific industry or sector. The largest positive contributor to performance was Valero 
Energy Corp. +20.30%. Shares rose on a first quarter earnings report that beat analyst 
expectations. Profits increased on solid refining results and a benefit from a renewable fuel 
blending credit. The company also announced that it was raising its quarterly dividend by 
14%. Automatic Data Processing, Inc. +18.81% shares climbed as management raised its 
long term earnings guidance form a previously reported 12-14% range to a 16-19% range. 
This increase in growth is expected to be primarily driven by stronger margin expansion 
and various efficiency initiatives implemented by the company. Another positive relative 
performer was Encompass Health Corp. 18.89%, a national leader in post-acute care, 
offering facility-based and home-based patient care through its network of inpatient 
rehabilitation hospitals. The company posted a high quality earnings quarter that beat 
analyst estimates both on the bottom line as well as top line sales revenue. This has led 
analysts to raise their price targets on the stock.

Negative relative performance was also a result of individual holdings such as Taiwan 
Semiconductor Manufacturing Co. –14.02% which reported a weak sales quarter. The 
company delivered guidance which was lower than analysts expected further lowering the 
stock price during the quarter. Fundamentals for the company however remain intact with 
no other visible material downside risks. Shares of Honda Motor Co. –15.72% declined 
on President Trump’s trade agenda specifically targeting tariffs on foreign made autos. 
Honda currently has U.S. assembly plants that build approximately 60% of the vehicles 
that are sold in the U.S. The remaining 40% of the vehicles sold by Honda in the U.S. are 
assembled outside the country. The uncertainty regarding U.S. policy has affected stock 
valuations. Overall, the Global Equity Income strategy has exceeded our expectations for 
the quarter providing exceptional performance with a lower risk dividend portfolio profile.

Global Equity Income Strategy
The Global Equity Income strategy pursues its objective through the investment in U.S. 
and non-U.S. dividend-paying stocks that have demonstrated the ability to maintain 
a higher yield, increase dividends over time and generate significant earnings. These 
companies also represent a broad spectrum of the global economy. The objective of this 
strategy is to provide current dividend income and the potential for capital appreciation at 
lower than overall market risk. 

The second quarter 
of 2018 ended with 
positive returns 
overall in the U.S. but 
continued weakness in 
international equities.
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Global Equity Income Commentary

1 Model Portfolios are based on a hypothetical account managed during the current quarter. 
Actual characteristics and income may differ materially from model. As of 6/30/2018.

Top 10 Model Holdings 1 Weight

1. Microsoft Corp. 3.37%

2. Automatic Data Processing 2.47%

3. McDonald’s Corp. 2.34%

4. Quest Diagnostics, Inc. 2.31%

5. Raytheon Co. 2.29%

6. Unilever N V 2.20%

7. Intel Corp. 2.18%

8. Accenture plc 2.15%

9. Texas Instruments, Inc. 2.13%

10. Exxon Mobil Corp. 2.10%

Total of Portfolio 23.54%

Crossmark Global Investments, Inc. (Crossmark) is an investment adviser registered with the Securities and Exchange Commission that provides discretionary
investment management services to mutual funds, institutions, and individual clients.  Investment advice can be provided only after the delivery of Crossmark’s firm 
Brochure and Brochure Supplement (Form ADV Parts 2A and 2B) and once a properly executed investment advisory agreement has been entered into by the client.  

Information and recommendations contained in market commentaries and writings are of a general nature and are not intended to be construed as investment, 
tax or legal advice.  These materials reflect the opinion of Crossmark on the date of production and are subject to change at any time without notice.  Where data 
is presented that was prepared by third parties, the source of the data will be cited, and we have determined these sources to be generally reliable.  However, 
Crossmark does not warrant the accuracy of the information presented.

All investments are subject to risk, including the possible loss of principal.  Past performance does not guarantee future results.

The Crossmark Steward Funds are distributed by Crossmark Distributors, Inc., member FINRA and SIPC.  Crossmark Distributors is an affiliate of Crossmark
Global Investments, the Steward Funds’ investment adviser.

Before investing in a mutual fund, you should read the fund’s prospectus carefully and consider the fund’s investment objectives, risks, charges and 
expenses.  The prospectus contains this and other information about the fund.  A copy of the Steward Funds’ prospectus may be obtained free of charge 
by calling Crossmark Distributors at 800-262-6631.

Crossmark Distributors, Inc. 
Member FINRA/SIPC.

About Crossmark’s 30 Year History
Crossmark Global Investments is an innovative 
investment management firm. The firm 
provides a full suite of investment management 
solutions to institutional investors, financial 
advisors and the clients they serve. We have 
a multi-decade legacy of specializing in 
responsible investment strategies for clients. 
Founded in 1987, the firm is headquartered 
in Houston, Texas. Additionally, Crossmark 
is the exclusive manager of the Crossmark 
Steward Funds, which is a fund family that 
applies an overarching values-based screening 
methodology to its suite of equity and fixed 
income funds, including its award-winning 
Steward Global Equity Income Fund - named 
Lipper’s “Best Global Equity Income Fund” for 
the last four consecutive years. 

For more information contact our 
Advisor Solutions Group:
advisorsolutions@crossmarkglobal.com
888-845-6910

Thompson Reuters recognized the Crossmark Steward Global Equity Income Fund at the U.S. Lipper Fund Awards on February 27, 2018 for delivering consistently 
strong risk-adjusted performance relative to its peers in the Global Equity Income Funds category for the three-year and five-year periods ending 11/30/2017.  The 
number of peer funds included in the category was 36 for the three-year category and 31 for the five-year category.  Each award was based on the Fund achieving 
the highest Lipper Leader for Consistent Return (Effective Return Net of Expenses) value over the stated time period. 

Crossmark Global Investments, Inc.
15375 Memorial Drive, Suite 200, Houston, TX  77079
888.845.6910  advisorsolutions@crossmarkglobal.com 
crossmarkglobal.com
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Second Quarter Review 2018
Volatility, which returned to the markets with a vengeance in the first quarter, persisted 
through much of April. Global headlines continued to play a major role within the 
markets. The potential for a trade war with China and escalating tensions between the 
U.S. and Russia were two of the main culprits worth watching. Earnings season for Q1 
started and so far exceeded investor expectations. Many investors still remain somewhat 
cautious that the current pace of growth will at some point give way to accelerated 
inflation which in turn could lead to tighter monetary policy from the Fed. The Fed 
is still expected to announce two more rate increases prior to the end of 2018. All of 
these potential events play a part in the resurgence in volatility. The Covered Call 
Income team took advantage of the swings in volatility by strategically placing trades to 
enhance income as well as resetting the delta of the portfolio.  April proved to be another 
important month in regards to selling covered calls. 

Volatility continued to plague the markets in May due in large part to heightened political 
risk. Global trade issues and the off again on again summit with North Korea still caused 
uncertainties within the global markets. Italy’s new populist government added to more 
market concerns towards the end of the month. Despite the significant intra-month 
swings, the ongoing strength of global growth was evident in corporate earnings.  The 
positive effects of tax cuts contributed to a strong Q1 earnings season in the US and fears 
about a more aggressive pace of Fed tightening eased over the month May. The Fed 
is still expected to increase interest rates by a quarter of a percentage point at its June 
meeting, however the recent rhetoric has been more along the dovish side of expectations, 
a considerable change from prior communications. 

The month of June continued to see the markets engulfed in trade policy rhetoric. One 
day the U.S. and China are headed for an all out trade war to the next day the Trump 
administration pulls back and decides against harsh measures against China. Tariffs 
and ongoing trade disputes will likely add to increased volatility within the markets. 
The consensus with investors is a potential trade war, which will have a negative effect 
on both U.S. and China that results in weaker economic growth, lack of consumer 
confidence and higher inflation. There seems to be quite a bit of posturing on both sides 
which is part of trade negotiations. Canada and Mexico have also entered the trade 
battle in recent weeks imposing tariffs of their own. The Federal Reserve didn’t seem 
too concerned about the trade wars as rates were raised again as expected with the Fed 

• Volatility, which returned to the
markets with a vengeance in the
first quarter, persisted through
much of April.

• The potential for a trade war
with China and escalating
tensions between the U.S. and
Russia were two of the main
culprits worth watching.

• Earnings season for Q1 started
and so far exceeded investor
expectations.
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Covered Call Income Commentary

expressing few concerns that the disputes would impact U.S. growth in a meaningful 
way. The FOMC also upped its forecast for rate hikes this year from three to four. 

The Covered Call Income strategy slightly lagged the primary benchmark of the S&P 
Covered Call Index in April and May. The S&P made a decision at the end of May to 
discontinue support for the primary benchmark of the S&P Covered Call Index. The 
Crossmark Investment Committee made a decision to revert back to the BXM as the 
primary benchmark for the Covered Call Income strategy starting in June. The BXM was 
the original benchmark for the strategy since inception in August of 2005. June proved to 
be a rough month for active management strategies and the covered call income strategy 
lagged the BXM for the month and the quarter.  However, the covered call income team 
took advantage of the swings in volatility by strategically placing trades to enhance 
income as well as resetting the delta of the portfolio.  From an attribution standpoint, the 
strategy was affected in the following ways in regards to the S&P 500 sector breakdown:

Looking ahead to Q3
As long as there are ongoing political issues surrounding the markets, volatility is not 
going anywhere. Volatility is healthy for the markets and advantageous to covered call 
strategies.

As it stands right now, the summer months ahead look to be fairly volatile if the last 
couple of months are any indication. Trade policy will be the talk of the markets as the 
rhetoric on both sides’ ramps up. Earnings season kicks off in the middle of July and 
looks to be an important one with everything surrounding the markets currently. The 
markets have continued to push forward and the U.S. economy, for now, remains healthy. 
Stay tuned. 

The Covered Call 
Income team took 
advantage of the 
swings in volatility by 
strategically placing 
trades to enhance 
income as well as 
resetting the delta of 
the portfolio.

Positive Attribution: Negative Attribution:

Energy Consumer Staples

Consumer Discretionary Financials

Technology Industrials

Source: Bloomberg

VIX vs S&P 500
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Covered Call Income Commentary

Definitions:
“Up and Out” – This occurs when the original call option is repurchased and another call option is sold.  
The new option is sold with a higher strike price and a later expiration date than the original option.

“Rolling Down” – This involves buying back the current call option and selling another call option with the 
same expiration date.  The only difference between the two call options is the strike price.  In this case, the 
new option has a lower strike price.

“At-the-Money” – Options with a strike price, or exercise price, equal to the price of the underlying asset. 
Theoretically, these options have a delta around 50%. 

“In-the-Money” – Options with a strike price, or exercise price, lower than the price of the underlying 
asset.  These options have a theoretical delta greater than 50%. 

“Out-of-the-Money” – Options with a strike price, or exercise price, greater than the price of the 
underlying asset.  These options have a theoretical delta less than 50%.

“Delta” – One of the “Greeks” derived from the Black-Scholes model for option pricing.  Theoretically, it 
states how much the price of the option will change given a $1 change in the price of the underlying asset.  
It is also commonly referred to as the “hedge ratio.” 

About Crossmark’s 30 Year History
Crossmark Global Investments is an innovative 
investment management firm. The firm provides 
a full suite of investment management solutions 
to institutional investors, financial advisors and 
the clients they serve. We have a multi-decade 
legacy of specializing in responsible investment 
strategies for clients. Founded in 1987, the firm 
is headquartered in Houston, Texas. 

For more information contact our 
Advisor Solutions Group:
advisorsolutions@crossmarkglobal.com
888-845-6910

1 Model Portfolios are based on a hypothetical account managed during the current quarter. 
Actual characteristics and income may differ materially from model. As of 6/30/2018. 

Top 10 Model Holdings 1 Weight

1. Microsoft Corp. 4.25%

2. Visa, Inc. 3.81%

3. PayPal Holdings, Inc. 3.59%

4. Abbott Labs 3.51%

5. Nike, Inc. 3.44%

6. Activision Blizzard, Inc. 3.29%

7. Valero Energy Corp. 3.19%

8. Pfizer, Inc. 3.13%

9. Gilead Sciences, Inc. 3.06%

10. Emerson Elec. Co. 2.98%

Total of Portfolio 34.25%

Covered Call Income strategy is designed 
for investors who want equity market 
participation with enhanced income 
potential. This approach is appropriate for 
investors looking for higher yields, capital 
appreciation and reduced risk levels.

Writing calls on securities held in the 
portfolio maximizes the gains that can be 
realized if the price of a stock increases, and 
investing in equity securities involves market 
risk, including the possible loss of principal.

Crossmark Global Investments, Inc. (Crossmark) is an investment adviser registered with the Securities and Exchange Commission that provides discretionary
investment management services to mutual funds, institutions, and individual clients.  Investment advice can be provided only after the delivery of Crossmark’s firm 
Brochure and Brochure Supplement (Form ADV Parts 2A and 2B) and once a properly executed investment advisory agreement has been entered into by the client.  

Information and recommendations contained in market commentaries and writings are of a general nature and are not intended to be construed as investment, 
tax or legal advice.  These materials reflect the opinion of Crossmark on the date of production and are subject to change at any time without notice.  Where data 
is presented that was prepared by third parties, the source of the data will be cited, and we have determined these sources to be generally reliable.  However, 
Crossmark does not warrant the accuracy of the information presented.

Options are not suitable for every investor.  Writing call options to generate income and to potentially hedge against market declines by generating option premiums 
involves risk.  These risks include, but are not limited to, potential losses if equity markets or an individual equity security do not move as expected, and the potential 
for greater losses than if these techniques had not been used.  If the market price of a security increases, a call option written against that security limits the gain 
that can be realized.  And, there are significant differences between the securities and options markets that could result in an imperfect correlation between these 
markets, causing a given transaction not to achieve its objectives.

All investments are subject to risk, including the possible loss of principal.  Past performance does not guarantee future results.

Crossmark Global Investments, Inc.
15375 Memorial Drive, Suite 200, Houston, TX  77079
888.845.6910  advisorsolutions@crossmarkglobal.com 
crossmarkglobal.com
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The S&P 500’s record-breaking post-election rally came to a sudden halt this February 
as volatility surged.  For the second quarter, the markets settled down a bit and the S&P 
500 scored a nice 3.43% gain for the period.  Still, the index has a ways to go to get back 
to its January 26th high of 2873.  At the quarter’s end it sat about 5.4% below the January 
record high. Conversely, smaller-cap indexes have been strong with the Russell 2000 
hitting a new high in June with the tech heavy NASDAQ following suit.  The NYSE 
Advance/Decline line, a widely followed technical indicator, made a new high as well. 
Many market technicians consider this a very positive sign that points to more upside to 
come. The Russell 1000 Growth Index, with its heavy technology and FANG weighting, 
also hit a new all-time high in the quarter. It continues to outdo the S&P 500, gaining 
5.76% for the period.  Our Large Cap Core model, with its mixture of core and growth 
stocks, lagged the Russell 1000 Growth Index as core stocks continued to lag the growth 
index. The weakest stocks were overseas in the emerging markets which were hurt by 
the strong U.S. dollar.  The emerging markets ETF (sym: EEM) fell almost 10% for the 
period.  Despite talk of a trade war, the U.S. economy continues to hum along.  Both 
the manufacturing and service PMIs remain well above 50, indicating that we are still 
in expansion mode.  Additionally, the stock market is still above its important 200 day 
moving average where it has found support throughout this correction.  A break below 
this average could signal a negative change in trend for stocks.  Below that, the next 
major support is at the February low of 2533.  We don’t expect the S&P 500 to break this 
level.  It is more likely that the index will follow the other indexes mentioned above to 
new highs.  Conversely, the S&P 500 has yet to break out to a new high for 100 days as 
of the end of June and the longer it takes to move up the greater the risk becomes.

Turning our attention to our Large Cap Core Growth model, our top performing sector 
was energy, which rode a wave of rising oil prices.  Oil prices jumped from the mid-
$60s to the mid-$70s during the 3 month period and are up from the upper $40s a year 
ago.  The sector gained 9.78% for the quarter.  Number two in the performance derby 
was, not surprisingly, technology (up 7.54%), which has been on a tear of late.  Strong 
performances by the FANG-type stocks have been driving performance.  Telecom was 
also strong, gaining 6.53%.  On the flip side, lagging sectors were led by the industrials, 
which fell 6.01% for the period on tariff-related fears.  Also weak were the financials, 
down 3.02%, as interest rates fell and yield curve flattened.  Consumer staples, an out-of-
favor group this year, fell 1.12%.  Top performing individual issue included Nike, which 

June 30, 2017

• For the second quarter, the
markets settled down a bit
and the S&P 500 scored
a nice 3.43% gain for the
period.

• Despite talk of a trade war,
the U.S. economy continues
to hum along.

• For the first time since record-
keeping started, the number
of jobs available exceeded
the number of unemployed.

LARGE CAP CORE GROWTH 
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Large Cap Core Growth Commentary

soared 20.26% on a good quarterly report and good news flow during the quarter.  CDW 
Corp., provider of IT services, jumped 15.21% after a strong earnings report and positive 
forward guidance.  Bringing up the rear were Thor Industries, down 12.48%, as tariff fears 
hurt the stock and Celgene, down 10.97% on setbacks on some pharmaceuticals under 
development.  Adjustments to the model for the quarter included adding to our Baxter 
International position, the sale of Lennar due to rising mortgage rates, the  sale of Dollar 
General due to an earnings disappointment, the initiation of a position in FLIR, a maker of 
monitoring products to commercial and government markets and initiation of a position in 
O’Reilly Automotive.

As noted, the U.S. economy appears to be healthy.  For June the Markit Service PMI 
posted a reading of 56.5, flat with the preliminary estimate.  It fell slightly from the 56.8 reading in May, which was the highest 
reading since April of 2015.  For the quarter, the average service PMI was 56, the strongest quarterly expansion reading in three years.  
The Manufacturing PMI report at 55.4 was revised up from its preliminary estimate of 54.6.  However, this was down from the May 
reading of 56.4.  Some of the internals also weakened, but 55.4 is a solid expansionary reading so both sectors of the economy look 
good.  Gross Domestic Product was a slight disappointment in the first quarter, coming in at 2.0%, down from a preliminary estimate 
of 2.2%.  For the just completed second quarter, GDP estimates are coming in around the 4.0% area with some estimates approaching 
5.0%.  Auto sales popped 3.2% in June as rising sales of SUVs and pickup trucks helped offset the continuing fall in passenger cars.  
The job environment is excellent.  For the first time since record-keeping started, the number of jobs available exceeded the number 
of unemployed. Job openings rose to 6.7 million at the end of April (a record high), well above the 6.3 million Americans who were 
unemployed.  The June non-farm payroll came in at a solid 213,000 versus expectations of 195,000 jobs added, and this was in spite 
of a tight labor market and fears of a trade war.  Discouraged workers came back into the market causing the unemployment rate to 
rise from 3.8% to 4.0% which is a positive, in this case.  The percentage of Americans in the labor force rose from 62.7% to 62.9%.  
We believe the unemployment rate will continue to trend down this year.  With the economy this robust, we think the Fed will feel 
safe in raising rates two more times by year end.  There are headwinds, however.  First, the threatened trade war between Trump and 
seemingly the rest of the world can only hurt economic activity.  Also, earnings growth appears to be peaking after getting a big boost 
from the tax cut enacted earlier this year.  The flattening yield curve and tightening financial conditions could also throw a monkey 
wrench into the picture.

Turning our focus to corporate earnings, 
we expect the S&P 500 earnings growth 
rate to come in at 20% if not higher.  
Energy is expected to lead the other 
sectors with expected earnings growth 
of over 140%.  The price of oil a year 
earlier was under $50 per barrel but has 
risen to around $75 currently giving the 
energy sector quite a shot in the arm.  
The technology sector also looks to post 
a good quarter with earnings expected 
to rise about 25.0% as the FANGS 
continue to lead the performance derby.

The Russell 1000 
Growth Index, with its 
heavy technology and 
FANG weighting, also 
hit a new all-time high 
in the quarter. 

Positive Trends Negative Trends

PMIs above 50 Trump Tariffs

Some Indexes Making New Highs Fed Tightening

Advance/Decline Line New High EPS Peaking

Strong Employment Statistics Yield Curve Flattening

2Q GDP Expected in 4% Area Strong Dollar

Stellar EPS Growth

Business and Consumer Optimism High
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Large Cap Core Growth Commentary

Of course, we expect the earnings growth rate to slow down as we move into 2019 and 
lose the growth rate impact from the tax cuts.  The current expectation is for an increase 
in S&P 500 earnings in the 10% neighborhood for next year.  One key will be how strong 
management guidance is this earnings season.

The dual impact of the continuing correction in the S&P 500, combined with strong 
earnings growth for 2018 means the stretched valuations we had been dealing with for the 
last year or two are no longer as big of an issue.  The current 12 month forward PE for 
the S&P 500 is 16.1x on about $168-$169 in S&P 500 earnings, in line with the 5 year 
average PE.  Recently, inflation has just ticked up slightly over 2% and history shows that 
inflation this low creates an environment that can support PE ratios that exceed 17x-18x 
or higher.  If inflation starts to pick up noticeably, we would want to revisit the valuation 
scenario.  Currently, we believe the weight of the evidence supports higher stock prices, 
particularly given that several indexes have already broken out to new highs and have 
been confirmed by the advance/decline line.  Note that markets almost never peak until 
the advance/decline line has fallen for several months after making a new high.

We are now in the 10th year of this bull market. It is often said that bull markets don’t die 
of old age. Instead, they are “murdered” by the Fed through a policy mistake. So, if the 
Fed can avoid an overtightening mistake, this bull may still have room to run. 

Top 10 Model Holdings 1 Weight

1. Microsoft Corp. 5.74%

2. Apple, Inc. 5.19%

3. Home Depot, Inc. 3.80%

4. JP Morgan Chase & Co. 3.43%

5. Texas Instruments, Inc. 3.25%

6. Unitedhealth Group, Inc. 3.22%

7. CDW Corp. 3.18%

8. Cisco Systems, Inc. 3.12%

9. Honeywell International, Inc. 2.89%

10. Alphabet, Inc. 2.76%

Total of Portfolio 36.58%

1 Model Portfolios are based on a hypothetical 
account managed during the current quarter. 
Actual characteristics and income may differ 
materially from model. As of 6/30/2018. 

About Crossmark’s 30 Year History
Crossmark Global Investments is an innovative 
investment management firm. The firm provides 
a full suite of investment management solutions 
to institutional investors, financial advisors and 
the clients they serve. We have a multi-decade 
legacy of specializing in responsible investment 
strategies for clients. Founded in 1987, the firm 
is headquartered in Houston, Texas. 

For more information contact our 
Advisor Solutions Group:
advisorsolutions@crossmarkglobal.com
888-845-6910

Source:  FactSet

Quarterly Projected S&P 500 EPS Growth

1Q 2018 24.8%

2Q 2018 20.0%

3Q 2018 21.7%

4Q 2018 17.8%

Full Year 20.5%

Crossmark Global Investments, Inc.
15375 Memorial Drive, Suite 200, Houston, TX  77079
888.845.6910  advisorsolutions@crossmarkglobal.com 
crossmarkglobal.com

Crossmark Global Investments, Inc. (Crossmark) is an investment adviser registered with the Securities and Exchange Commission that provides discretionary
investment management services to mutual funds, institutions, and individual clients.  Investment advice can be provided only after the delivery of Crossmark’s firm 
Brochure and Brochure Supplement (Form ADV Parts 2A and 2B) and once a properly executed investment advisory agreement has been entered into by the client.  

Information and recommendations contained in market commentaries and writings are of a general nature and are not intended to be construed as investment, 
tax or legal advice.  These materials reflect the opinion of Crossmark on the date of production and are subject to change at any time without notice.  Where data 
is presented that was prepared by third parties, the source of the data will be cited, and we have determined these sources to be generally reliable.  However, 
Crossmark does not warrant the accuracy of the information presented.

All investments are subject to risk, including the possible loss of principal.  Past performance does not guarantee future results.
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