
 

“Conflicted Markets Struggle; Economic  
Fundamentals vs. Politics and Tariffs” 

Market volatility continued in the second quarter of 2018 as investors struggled to find direction 
among competing themes. Is the stock market likely headed higher, based on the building 
strength of the US economy? Or have stocks peaked, and are likely headed lower due to political 
conflict in Washington and anxiety over a looming trade war? We’ll dive into each issue separately 
and give you our opinion of which theme is likely to win out, but first let’s look at the year-to-date 
market performance. 
 
Here’s the market scorecard for the year-to-date. 
 

 

 

 

 

 

 

 

 

 

 

 

It has been a flat to slightly negative year for most investors, with the exception of those investors 
who have been heavily allocated to small company stocks. Note the significant outperformance of 
the Russell 2000 index, which tracks U.S. small company stocks. This discrepancy could be due to 
the issue of trade tariffs. Many small companies do not trade internationally, as their sales and 
customers are entirely domestic.  
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Index YTD Return 

(6/30/18) 

Dow Jones (DJIA) -1.8% 

International Stocks (DJ Global ex-US) -4.9% 

US Small Stocks (Russell 2000) 7.0% 

Bonds (Barclays US Agg Bond) -1.6% 

Inflation (US CPI) 2.8% 

Source: WSJ, 6/30/18 
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After a terrific 2017, the first half of 2018 seems disappointing. In fact, Morningstar  estimates 
that investors pulled $2.26 Billion from equity funds this year. A small portion of this seems to 
have ended in bonds. A much larger portion was moved to cash equivalents. Obviously, investors 
are a little spooked. However, if one looks at market performance in the context of 2 years, it 
looks pretty good. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Dow Jones is up over 35% over the past two years. Although 2017 has been flat and choppy, 
it feels to me to be more of a consolidation, rather than a breakdown of the established trend.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In any “bull markets” similar to the one we’ve been experiencing since mid-2009, there are often 
periods of rapid advance followed by corrections and periods of consolidation. During 2017, the  
markets advanced almost without pause. It was a rare year where the advance wasn’t broken by 
any appreciable pull-back. It makes sense to me that so far 2018 has been a year of consolidation.  
 
I certainly don’t view the choppiness as a reason to panic and pull money from an 
established and reasoned investment strategy. 
 
This period of consolidation will eventually give way. Either the stock market will continue to hit 
new highs in the months ahead, or the consolidation will turn into a deeper correction. Which  
scenario is more likely? The answer, I suspect, lies within the available data.   
 

Source: Thompson Reuters 

Source: Thompson Reuters 

 
Dow Jones 2018 YTD 

 Dow Jones—2 Years 
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 Economic Conditions 

 
The U.S. Leading Economic Indicators  
continue to telegraph economic growth in the  
immediate future. If a recession was on the horizon, 
we would likely see a deterioration of the indicators.  
 
Although economic growth is forecasted for the  
remainder of 2018, the rate of change in the LEI  
indicates that the pace of economic growth may 
slow. 
 
A critical foundation for a strong economy is solid 
and consistent job creation. The U.S. has reliably 
added over 100,000 new jobs every month for many 
years.  
 
The unemployment rate is now 3.8% and many  
industries are reporting difficulty in finding  
qualified candidates to fill open positions. 
 
Not surprisingly, given the strong employment  
situation, consumer confidence is also quite high.  
 
In fact, consumer confidence is at levels last seen in 
the year 2000. Consumers continue to spend with 
retail sales at an all-time high. On an inflation  
adjusted basis, sales are 3% higher over last year. 
 

Source: The Conference Board 

Source: BLS 

Source: The Conference Board 

Source: US Census Bureau 

Famous Investing Quotes 

 

“The four most dangerous words in  

investing are: ‘”this time it’s different.’”  
 

Sir John Templeton 

 

“In the short run, the market is a voting  

machine, but in the long run it is a  

weighing machine.  
 

Benjamin Graham 
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Economic Conditions (cont.) 

 

The construction industry is staying busy, as 
home building continues to grow. The graph to 
the right shows us that we are near the long-term 
average for single-family home sales.  
 
Early projections for 2nd quarter GDP growth are 
as high as 4%, rebounding from a somewhat soft 
2% in the 1st quarter. We are now nine years  
removed from the Great Recession and this  
expansion is the second longest in modern  
history.  
 
In sum, the economy looks terrific with very few 
signs of an impending recession. My primary 
worry is the age of this recovery and economic 
expansion. History tells me that the next  
recession is not likely too far in the future.  
 
Investors would be well served, in my 
opinion, to remain vigilant. 

Source: US Census  Bureau 

Source: Bureau of Economic Analysis 

Trade Tariffs & The Potential for a Trade War 
 

Much of the market volatility we’ve experienced this year has been attributed to the issue of  
escalating trade tariffs issued by the U.S. and the anxiety that the limited amount of tariffs and 
counter-tariffs announced so far will escalate into an all-encompassing trade war that pits the U.S. 
against its’ trade partners. 
 
First, let’s ask some fundamental questions: Are trade tariffs good for the U.S., or not? Do 
tariffs “put America first?” or Do they ultimately disadvantage the U.S. economy? 
 
In my opinion, there is not much room for debate on this subject. Adam Smith, one of the  
earliest free market intellectuals, noted in his classic work The Wealth of Nations; 1776, that  
indeed tariffs may give certain domestic companies some short-lived protection from  
overseas competitors. However, ultimately this relief comes at the expense of others in the  
domestic economy. Consumers, in particular, pay a heavy price in the form of escalating  
inflation. This basic view is, I believe, held by the overwhelming majority of economists of all  
political persuasions. 
 

 
(cont. on next page) 
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Trade Tariffs & The Potential for a Trade War (cont.) 

 
There have been numerous real-life experiments, most notably during the 1930s, where  
countries have enacted heavy punitive tariffs to protect domestic industries.  In hindsight, 
many historians believe the ‘30s trade war intensified and prolonged the Great Depression.  
 
More recently, in 2002 President Bush enacted tariffs to protect the steel industry in the post 
9-11 era. Studies indicate that this resulted in higher steel prices in the U.S. and ultimately 
cost the economy approximately 200,000 American jobs (per Tax Foundation, 2018). Trade 
tariffs often have these types of unintended consequences and trade wars uniformly have  
ended badly for all partakers. In short, there have never been any winners in trade 
wars, only losers. 
 
There is a political dynamic at play as the Trump administration claims - correctly, in my 
opinion – that the playing field is uneven and American exporters are sometimes  
disadvantaged by the current trade regime.  Rather than enter into extensive negotiations, the 
administration has chosen what it feels is a quicker path towards rebalancing trade relations 
by entering into a series of unilateral tariffs with multiple trading partners.  They see this  
tactic as a means to more quickly negotiate better terms for the U.S. 
 
These initial tariffs have now gone into effect and I have spent some time trying to quantify 
the likely impact on the economy, corporate profits and market valuations. The enacted tariffs 
target solar panels, washing machines, steel, aluminum and various specific  
products imported from China. These total approximately $21.6 Billion. Proposed, but 
yet to be enacted tariffs, include automobiles and parts and additional Chinese  
imports for an additional $113.2 Billion. 
 
In response, targeted countries have proposed their own counter-tariffs which, to date, total 
$17.6 Billion. The targeted U.S. industries are numerous and diverse.  
 
Unintended consequences have already emerged. The European Union, for example,  
announced a 25% tariff on about 200 American products, including motorcycles. Harley  
Davidson concluded this increase would make their motorcycles too expensive for their  
European customers and that to stay competitive, they would shift some production of  
motorcycles overseas. This, in turn, provoked a stinging twitter rebuke from President Trump. 
The phrase “between a rock and a hard place” comes to mind for Harley executives. 
 
 

(cont. on next page) 

Disclaimer: The material shown is for informational purposes only. Past performance is not indicative of future performance, and all investments are subject to the 

risk of loss. Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, and actual results may differ materially from those 

anticipated in forward-looking statements. As a practical matter, no entity is able to accurately and consistently predict future market activities. While efforts are 

made to ensure information contained herein is accurate, Lokken Investment Group, LLC cannot guarantee the accuracy of all such information presented.  

Material contained in this publication should not be construed as accounting, legal, or tax advice. This message is intended to be educational in nature, and does not 

represent tax or legal advice. Lokken Investment Group, LLC is neither an accounting firm nor a law firm, and we encourage the reader to consult a tax or legal 

expert for specific tax or legal advice. The information provided is derived from sources deemed to be reliable, but we are unable to guarantee its reliability. For 

more information about Lokken Investment Group, LLC and services provided, please contact us at jlokken@lokkeninvest.com, or 302-645-6650. 
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Trade Tariffs & The Protentional for Trade War (cont.) 

 

How far this “tit-for-tat” in retaliatory tariffs is pursued is unknown. However, we can begin to 
quantify the tariffs that have been enacted and proposed. If all the tariffs so far announced between 
the U.S. and its trading partners were implemented, the Tax Foundation projects the following  
economic impact on the U.S.  
 

  

    Source: The Tax Foundation 

 

The estimated negative repercussions from the on-going trade tariff battles are unfortunate, in my 

view. However, it appears to me that these negatives are not sufficient to derail the impressive  

economic growth trajectory the U.S. currently enjoys.  

 

To put the issue in context, the negative impact of trade tariffs, even if fully implemented, is likely 

much less significant than the positive impact of the Tax Cut and Jobs Act passed earlier this year. In 

other words, the wind is still at the back of the U.S. economy and American companies. 

Total Projected Impact of  
Enacted and Announced Tariffs 

Long-run GDP -0.44% 

GDP (Billions of 2018 Dollars) -$110.34 

Wages -0.31% 

Full Time Jobs -342,051 

Lokken Happenings… 

 

 On May 11th, Sean Merlonghi joined our 

team as Vice President and Financial  

      Advisor.   

 

 We held our “9th Annual Summer Kick-Off 

Picnic” on June 7th. Barbeque, games, great 

weather and more...thank you for the  

      great turnout!  

 

 Mark your calendars for our “Fall Client 

Briefing” to be held on November 7th at the 

Atlantic Sands Hotel & Conference Center. 

Stay connected!  

Visit www.lokkeninvest.com  

Like us on Facebook! 


