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Markets Claw Back to Record High 

Stocks eclipse previous highs set in October, 2018 
 
The Dow had it’s best first half performance since 1997, as renewed hopes of a trade-conflict resolution 
overcame fears that the economy may be slowing.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Almost all asset categories posted positive performance in the first half of 2019. Most investors, therefore, 
saw positive portfolio performance regardless of their individual asset allocation.  
 
Despite the terrific year we’re having, I find most folks I talk to are more worried than celebratory. I can’t 
blame them. There’s a lot to be worried about. Here’s a short list of some of the concerns I often hear: 
 

• “A new recession can’t be far away and I don’t want to experience another 2008.” 
• “The stock market’s at an all-time high, I hope this isn’t another bubble.” 
• “The trade-tariff conflict with China and other nations is bound to hurt the US economy.” 
• “The Democrats/Republicans are crazy and the country is on a dangerous path.” 
 

These fears are widespread and understandable, but they are primarily emotional and based on narratives 
that tend to gain steam in the media.  
 

(Continued on next page.) 

Index YTD Performance 

Dow Jones (DJIA) 14.0% 

S&P 500 17.3% 

International (DJ Global ex-US) 12.4% 

Bonds (Barclays US Agg) 6.1% 

Gold 10.3% 

Source: WSJ 7/1/2019 
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We prefer to base our investment decisions using a more fact-based, hard data approach. In my opinion, 
most of the data evidence does not support the fears listed on the previous page. That doesn’t make them 
any less valid or scary. It just means that we are unlikely to make investment decisions until the data  
indicates it is wise to do so.  
 
Yes, the current economic expansion is now the longest on record. But, this does not necessarily increase 
the likelihood that the economy will suddenly dip into a recession. In fact, the US Leading Economic  
Indicators (conference-board.org) points to continued, if slower, growth in the economy. For us, the 
length of the current expansion does make us more alert to changes in the underlying economic  
fundamentals, but we are disinclined to make changes based on a “hunch.” We will follow the data  
evidence.  
 
Yes, the stock market is again at all-time highs, but it does not necessarily follow that we are in a “bubble” 
that will suddenly burst. The forward price/earnings ratio for the S&P 500 is 17.7. This is well-below the 
“bubble” valuations of the late 1990s which hovered around 30. Furthermore, the earnings yield of stocks 
(the inverse of the p/e ratio) continues to compare favorably to bond and cash alternatives. See chart 
below by asset category and current yield: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The risk/reward analysis of the above available yields does not suggest that current stock valuations are 
out of line given the other options. Rather, in my opinion, it argues for a well-balanced approach.  
However, if stock prices continue higher at a faster rate than the underlying earnings, then the earnings 
yield will begin to fall and, eventually, become unappealing vs. less risky assets. This might indicate a 
“bubble” forming.  
 
The final worry that I hear in my practice, is in regards to the trade-tariff conflict with China and others. 
This is a difficult issue to quantify, because it takes time for the reverberations of tariffs to show up in the 
actual data. At this point, it’s hard to predict what impact the tariffs will have on our economy.  
 
I’ve asked Sean to look at this issue from a historical perspective, so that we can see what impact previous 
“trade wars” have had on economies. (See “Trade Wars & Lessons Learned” on the next page.) 
 

Asset Category Current Yield 

5 Year CD, Annual Yield 1.95% 

Corporate Bonds (Barrons Intermediate Grade)  3.78% 

S&P 500 Earnings Yield 5.65% 

Source: WSJ 7/1/2019 



 

3 | Page 

Quarterly Market Update         July 1, 2019 

Lokken Investment Group, LLC 

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. 

“Trade Wars &  Lessons Learned” 
Sean Merlonghi, APMA® 

 
Much of the recent market volatility can be attributed to the growing conflict in trade between the US 
and China, which has ostensibly been billed a “trade war.”  History has much to tell us how previous 
“trade wars” played out, so we feel it is important to take a look backwards and see how past trade  
tensions have impacted our economy and in turn consumers. 
 
Let’s start with June of 1930, when Herbert Hoover signed the Smoot-Hawley Tariff Act. This act 
was due in part to increasing concerns about the US economy during the aftershock of the Great  
Depression. The Smoot-Hawley Tariff Act was a means of  protection and/or isolationism which targeted 
imports by nearly 20%.  This was in addition to the already hefty import taxes enacted from a previous 
bill.  The intent was to spur domestic job creation and economic growth, however, this backfired globally, 
and trade fell by more than 50%.    
 
Many believe this Act exacerbated the effects of the Great Depression and in 1934 FDR signed the  
Reciprocal Trade Agreements Act which reduced tariff levels and officially ended this era of trade 
disruption. The chart below left illustrates the impact on the market and subsequent market drop as a 
result of the Act. 
 
Fast forward 40 years, in the early 1970’s President Nixon decided to take the US off the gold standard 
and as a result, the dollar plummeted. Also during this time, tensions flared over the OPEC Oil  
Embargo. While it was not  specifically a trade war, it looked and most likely felt like one.  As the chart 
below right shows, the OPEC Oil Embargo coincided with market volatility. As history has taught us, we 
often see stock market declines during times of recessions.  

 



 

In the 1980s, the US was faced with a powerful  
economic powerhouse (Japan) that had  
manipulated its currency, subsidized its companies, 
and put stiff non-tariff barriers on imports. Japan’s 
economy was the envy of the world with the second 
largest gross national product (GNP) after the US.  
 
The response of the US was to put 100% tariffs on 
electronics, force voluntary restrictions on auto, 
steel, and machine industries, and adopt laws that 
restricted Japan’s steel, lumber and sugar  
industries.  
 
In 1985, the US successfully brought together five 
countries (France, Germany, US, United Kingdom 
and Japan) in the Plaza Accord to manipulate  
exchange rates and correct trade imbalances.  In 
1990, Japan entered into a period of deep, economic 
stagnation which became one of the longest  
running economic crises in history known as the 
“Lost Decade.”   
 
Also occurring in the 1990’s was the Banana 
Trade War which lasted more than two decades.  
Chiquita, one of the largest American-owned  
banana exporters which controlled nearly 40% of 
Europe’s banana market, was targeted with tariffs.   
 
Due to the imposition, exports plunged, and the US 
retaliated with complaints to the World Trade   
Organization (WTO) and also added tariffs on  
consumer products and consumption goods. After 
beginning this trade dispute in 1993, it officially 
came to an end in 2012. As Secretary of State, 
Madeline Albright so eloquently stated in 1999, “I 
never in my life thought I would spend so 
much time on bananas.” 
 
Moving forward, in 2002, Steel Tariffs were put in 
place by the Bush administration who sought to 
boost the US steel production by slapping 30%  
tariffs on steel imports. To the surprise of none, the 
European Union (EU) retaliated with tariffs on cars, 
consumer goods, and even oranges! Receiving much 
pressure not only from the WTO but also the  
economy, the US withdrew their tariffs earlier than 
proposed thus ending what I would consider a wash.   
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Present day, the US - China Trade War began on 
paper on July 6th, 2018 when the US officially  
implemented their first tariffs targeting 818  
imported products from China at a 25% handle. This 
was roughly valued at $34 Billion. This came after 
many months of negotiations and public  dialogue 
(“tweets”).   
 
In May of 2018, the US and China had agreed to a 
standstill after China reportedly agreed to purchase 
more US Goods and was aimed to curb retaliatory 
tariffs. After a brief truce, the US reinstated their  
tariff plans and this trade war continues now over 
361 days. (See chart above right.)  More recent talks 
have brought renewed optimism for a potential 
“truce.” 
 
 
 

 
 

Bottom Line?  
 
The economy is in the 10th year of an expansion, and 
its length has us on heightened alert for signs of a  
recession. At this point, however, most indicators 
point to continued growth through the remainder of 
2019.  
 
The stock market is at an all-time high. Stock  
valuations, while not “cheap,” are not near “bubble” 
territory. Stocks seem fairly valued compared to 
bonds and cash alternatives.  
 
The current “trade war” with China and others is 
worrisome, but so far we are not seeing far reaching 
negative  implications to our economy.  
 
In early 2019, we made some defensive changes to 
most client portfolios, and will not hesitate to do so 
again if the economic data were to begin to  
deteriorate. In the meantime, we may make some 
small subtle positioning changes to portfolios as we 
see opportunities.  

Save-the-Date!!! 

Annual Client Briefing 

Thursday, November 7, 2019 

Atlantic Sands Hotel & Conference Center 

3:00 PM to 5:00 PM  

Fun Fact 

Did you know…..Wall Street was 

named after a wall? It was a wooden 

barrier built in 1653 to protect the 

Dutch colonists who then ruled  

Manhattan from the British and Native  

Americans.  



 

Lokken Happenings 

 

“1916 Club” Lokken Investment Group is honored to be a contributor to the “1916 Club” celebrating Beebe 

Healthcare’s service to the community for over 100 years by joining Beebe Medical Foundation’s Leadership Annual 
Giving Society.  (Pictured Below: The Lokken Team shown with the Beebe Foundation Team.) 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 

“10th Annual Summer Kick-Off Picnic” After a rainy morning, the clouds opened up and the sun shined 

bright on our annual summer picnic.  A fun-filled afternoon with barbeque, games, and ice cream from 2 Dips!  A few 
pictures below of this year’s raffle winners and the Lokken team! Thank you to those who joined us.  
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