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NCF Performance: The Balanced Investment Pools advanced 1–3% this
quarter boosted by gains from the domestic equity markets. The Fixed Income
Pool fell a modest 0.1%.
Domestic stocks (+8%) were buoyed by strong fundamentals, with corporate
revenues and earnings growing at the highest rate in seven years, while volatility
trended lower. Domestic equity results outpaced the Russell 3000 Index by
0.7%, slightly boosted by Champlain. Currency movements remained a
headwind for the international and emerging markets (EM) and impacted results
across the equity, bond, and real estate categories. Non-U.S. equity assets
earned 0.2–0.5%, but lagged the MSCI ACWI ex-U.S.’s 0.7% gain given an EM
overweight. In aggregate, global public equity gained 4%, in line with the MSCI
ACWI. Real assets returned between −0.3% and +0.3% across pools, with
energy and domestic real estate gains offset by global real estate losses. Flexible
capital rose 2% as both absolute return and directional hedge strategies finished
in positive territory. Segment results were boosted by FPA Crescent and
Seaport, and topped the HFRI Fund of Funds Composite Index by more than
170 bps. The Bloomberg Barclays Aggregate Index was essentially flat as
corporate credit sector gains offset the effect of rising rates. Global bond losses
dropped fixed income returns into negative territory, down 20-40 bps.
Trailing one-year results for the Fixed Income Pool remained in negative
territory (−2%) while gains in the balanced pools ranged from 4–8%.
Global Economic Highlights: According to data released in the third quarter,
U.S. economic growth accelerated to 4.2% in the second quarter. This is up
from 2.0% in the first quarter. Other G3 nations showed slower growth rates,
including Japan (+1.3%) and the euro area (+2.1%). The U.K. reported a tepid
1.2% increase. Strong gains were recorded in Asia, specifically India (+8.2%),
Vietnam (+6.8%), and China (+6.7%). Growth in Latin America was weak,
with Venezuela (−8.8%) and Argentina (−4.2%) declining during the quarter.
Monetary Policy: The Federal Reserve hiked rates by 25 bps at its September
meeting. Guidance from the Summary of Economic Projections called for

another rate hike in 2018 and a total of three in 2019. The ECB announced it
would taper its bond purchases in the fourth quarter of 2018 and that
quantitative easing will stop at year-end. The Bank of Japan reiterated its
forward guidance for rates to be held at low levels for an extended period of
time. The Bank of England and Bank of Canada each hiked rates by 25 bps
during the quarter.

Macroeconomic Indicators: Inflation across the Organisation for Economic
Cooperation and Development (OECD) countries was 2.9% over the 12-month
period ended August 30, 2018. Euro area inflation increased to 2.0%. U.K.
inflation moderated from 3.0% at the end of 2017 to 2.4%. Inflation remained
relatively high in certain emerging markets, particularly Argentina (+34.4%) and
Turkey (+17.9%). The U.S. unemployment rate continued to fall and was 3.9%
in July. Unemployment in the euro area remained elevated at 8.2%.
The USD rose 0.5%, but results were mixed against developed market
currencies. Notably, the dollar gained 2.5% against the yen and 2.1% against
both the Australian and New Zealand dollars. The USD rallied against EM
currencies as weakness in the Argentine peso (−29.3%) and Turkish lira
(−23.7%) served as a headwind to broad EM assets.
The U.S. Federal Housing Finance Agency seasonally-adjusted, Purchase-Only
House Price Index rose 1.1% in the second quarter of 2018, the 27th
consecutive quarterly increase. Home prices rose 6.5% over the past year with
gains in all states and the District of Columbia. Demand continues to outpace
supply, but there are indications that price increases are tapering.
The U.S., Mexico, and Canada reached a preliminary agreement that would
replace NAFTA. If ratified, the new deal—the U.S.-Mexico-Canada Agreement
(USMCA)—will supersede NAFTA. Trade tensions between the U.S. and
China continued. On September 24th, the administration imposed 10% tariffs
on $200 billion of Chinese goods as a supplement to the 25% tariff on $50
billion of goods that was already in place. China responded by preparing to
impose tariffs on $60 billion of U.S. goods.
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