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The Tweet Heard ‘Round the World
The U.S. and China were moving toward a historic trade agreement. It seemed as if the
missing pieces of the puzzle were about to fall into place.
Then came a surprise tweet by President Trump on Sunday May 5th. Trump said he would
raise tariffs on Chinese imports into the U.S.

Source: Twitter, 5/5/19

Odds were low such an event would happen, but May’s Market Insights alluded to the
possibility. “The U.S. and China have yet to reach a new trade agreement, and a setback could
create unwanted volatility.” Unfortunately, that is what happened.
What came as a complete surprise – a month-end announcement by the president of new
levies on all goods imported from Mexico, the 2nd largest U.S. trading partner (U.S. BEA),
until "the illegal immigration problem is remedied."
Investors are now grappling with the fallout of new trade tensions and the possible impact
on the U.S. and global economy.
What happened with China? An apparent miscalculation by Chinese negotiators.
Here’s a May 9th headline in the Wall Street Journal: China Hardens Stance as Chinese
Negotiators Emboldened by Perception U.S. was Willing to Compromise. A May 8th story by
Reuters: China Backtracked on Almost All Aspects of U.S. Trade Deal.
From the vantage point of investors, renewed acrimony and ramped-up rhetoric on both
sides have created a new round of volatility, though recent declines have been modest.

What might it mean for investors? Let’s review three possible scenarios.
1. The U.S. and China quickly come to terms – an enforceable trade deal is achieved.
It’s the best outcome. Exporters benefit, U.S. intellectual property is protected, and any
improvement in business confidence could translate into a new round of capital spending
and hiring. Stocks likely rally. But look for Trump to set his sights on Europe and Japan.
2. Talks completely break down and we see more tit-for-tat retaliation – a full-blown
trade war. Investors aren’t expecting this outcome. It’s the worst scenario. We would
likely see more volatility as investors attempt to price in heightened economic
uncertainty and any downside to U.S. and global economic growth.
3. Negotiations drag on for months, maybe through year end and beyond. The two
sides appear to be far apart right now. Still, talks are better than no talks.
By month’s end, worries about the global and U.S. economy pushed longer-term Treasury
bond yields to the lowest level since September 2017 (St. Louis Federal Reserve)
Yes, housing activity is down (Natl Assoc of Realtors, U.S. Census, U.S. BEA) and
manufacturing has softened. But the economic slowdown isn’t as pronounced as the
slowdown in 2015-16. And most leading economic indicators aren’t signaling a recession.
While short-term moves are difficult to precisely forecast, there are some important
differences between today and the late 2018 selloff.
Late 2018 selloff

Today
Improving conditions for investors
Fed on rate-hike autopilot
Fed on hold
Recession fears/economy slowing
Recession fears have eased
Financial conditions tightening
Financial conditions easing
Concerns for investors
Global growth worries
Global growth worries
Trade tension with China
Trade war with China
Trade deal with Mexico signed
Tariffs on Mexico
Risks never completely abate
The flare-up in trade tensions is the latest in a long list of risks and events that have buffeted
stocks. Yet, shares have climbed the proverbial wall of worry – see Fig. 1.
The biggest risk to the bull market would be a profit-killing recession. Yet, the historical
recipe for a recession isn’t in place – a credit squeeze, higher inflation that prompts higher
rates from the Fed, or an asset bubble fueled by easy credit. Still, investors aren’t sure how
to price a trade war’s impact on the economy. There isn’t a recent historical precedent.
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Data Source: St. Louis Federal Reserve 5/31/19. Past performance is no guarantee of future performance

Control what you can control. You can’t control the stock market, and timing the market
isn’t a realistic tool. But, you can control the portfolio. Your plan should consider your time
horizon, risk tolerance, and financial goals.
Index
DJIA1
NASDAQ Composite2
S&P 500 Index3
The Global Dow4
Bond Yields
3-month T-bill
2-year Treasury
10-year Treasury
30-year Treasury
Commodities
Oil per barrel5
Gold per ounce6

May Return*
-6.69
-7.93
-6.58
-6.80
Yield - % a/o May 31 & Change*
2.35
-0.08
1.95
-0.32
2.14
-0.37
2.58
-0.35
May 31 Price & Change*
$53.50
-10.41
$1,311.10
+25.40

YTD Return %
+6.38
+12.33
+9.78
+5.62
Yield - % a/o Dec 31, 2018
2.45
2.48
2.69
3.02
Year end 2018
$45.41
$1,279.00

Sources: U.S. Treasury Dept., MarketWatch *Monthly: April 30, 2019 – May 31, 2019

Risks never abate. The investment plan doesn’t eliminate risk but helps manage risk.
Further, the plan is designed to capture the long-term upward market bias. It helps put you
on a path towards your financial goals.
Warmest Regards,
Jeremy R. Hofer
Share!

It’s OK with us if you would like to share the Market Update with your friends,
family and neighbors. We love meeting new folks!
It is important that you do not use this e-mail to request or authorize the purchase or sale of any security or commodity,
or to request any other transactions. Any such request, orders or instructions will not be accepted and will not be
processed.
All items discussed in this report are for informational purposes only, are not advice of any kind, and are not intended
as a solicitation to buy, hold, or sell any securities. Nothing contained herein constitutes tax, legal, insurance, or
investment advice.
Stocks and bonds and commodities are not FDIC insured and can fall in value, and any investment information,
securities and commodities mentioned in this report may not be suitable for everyone.
U.S. Treasury bonds and Treasury bills are guaranteed by the U.S. government and, if held to maturity, offer a fixed
rate of return and guaranteed principal value. U.S. government bonds are issued and guaranteed as to the timely
payment of principal and interest by the federal government. Treasury bills are certificates reflecting short-term (less
than one year) obligations of the U.S. government.
Past performance is not a guarantee of future performance.
Different investments involve different degrees of risk, and there can be no assurance that the future performance of
any investment, security, commodity or investment strategy that is referenced will be profitable or be suitable for
your portfolio.
The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing
material is accurate or complete. The information contained in this report does not purport to be a complete description
of the securities, markets, or developments referred to in this material.
The information contained is not a complete summary or statement of all available data necessary for making an
investment decision and does not constitute a recommendation.
Before making any investments or making any type of investment decision, please consult with your financial advisor
and determine how a security may fit into your investment portfolio, how a decision may affect your financial position
and how it may impact your financial goals.
All opinions are subject to change without notice in response to changing market and/or economic conditions.
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The Dow Jones Industrials Average is an unmanaged index of 30 major companies which cannot be invested into directly. Past
performance does not guarantee future results.
2 The NASDAQ Composite is an unmanaged index of companies which cannot be invested into directly. Past performance does not
guarantee future results.
3 The S&P 500 Index is an unmanaged index of 500 larger companies which cannot be invested into directly. Past performance does
not guarantee future results.
4 The Global Dow is an unmanaged index composed of stocks of 150 top companies. It cannot be invested into directly. Past
performance does not guarantee future results.
5 CME Group front-month contract; Prices can and do vary; past performance does not guarantee future results.
6 CME Group front-month contract; Prices can and do vary; past performance does not guarantee future results.
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Content was provided by an independent third-party journalist. Index returns do not represent the performance of
Hofer & Associates or any of its advisory clients. Historical performance results for investment indexes and/or
categories, generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an
investment-management fee, the incurrence of which would have the effect of decreasing historical performance results.
There are no assurances that a portfolio will match or outperform any particular benchmark.

