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Resist the Urge to React
to Hypothetical Rhetoric

By Brian SOMMERS, CFA
Principal, Chief Investment Officer

As the risks to the global economy mount amid strong growth in the United States,
investors should ignore splashy headlines that do not impact market and economic
conditions.

Global stock markets remained volatile in the second quarter despite solid corporate
profits, as investors began to focus on slower growth in many parts of the world.

Last year, most of the world's economies were expanding. Japan, Europe, and many
emerging markets led the way as global GDP growth accelerated. As we transition into
the second half of 2018, global economic growth is decelerating. Many economists are
lowering their global growth expectations after a quarter that saw labor strikes in France,
political turmoil in Italy and softer economic data reported in Germany and China.

While risks to the global economy mount, U.S. economic growth remains solid. The
unemployment rate in the U.S. stands at a 48-year low at 3.75 percent. There are more
job vacancies than unemployed workers, according to the Bureau of Labor Statistics’
Job Openings and Labor Turnover Survey. GDP growth in the United States, which
lagged global growth last year, is expected to surpass 4 percent in the second quarter,
outpacing expected global growth of 3.1 percent and well above most economists’
earlier estimates of below 3 percent.

Despite the solid economic data, many investors are worried about future economic
conditions, even in the U.S. This anxiety is exacerbated by a daily stream of alarming
news headlines, which may be one of the factors causing the increase in stock market
volatility. While some articles contain news items that could impact market and
economic conditions, others are just “noise” that causes fear and anxiety.

For example, political arguments and scandals have little to do with growth in the
economy or corporate earnings. Even news that could impact economic conditions,
such as news about tariffs or rate hikes, is often incomplete and involves too much
conjecture for anything conclusive in terms of economic impact. The Federal Reserve
might raise rates too aggressively. A trade war might break out if the U.S. and other
countries follow-through on their tariff threats.
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For investors, it is important to ignore the rhetoric and focus on the factual, not the
hypothetical scenarios envisioned by competing partisan factions. It is also important to
keep in mind that over longer time periods corporate earnings growth and the level of
interest rates determine the market's direction. Currently in the United States corporate
profit growth is strong, inflation is still under control, interest rates remain low, and jobs
are being created.

There are two issues that have the potential to derail the economy in the U.S. Both

are preventable. First, strong economic growth and rising input costs are sparking
speculation that the Federal Reserve will hike rates more aggressively to head off
inflation. If the Federal Reserve hikes rates too aggressively it could slow growth. The
jobs report released on July 6th indicated that while more jobs were created than
economists anticipated, wages arent rising fast enough to prompt the Federal Reserve
to raise rates faster than expected.

Second, if U.S. foreign trade policy creates a global trade war, global growth will suffer.
On July 6th the Trump Administration imposed a 25 percent tariff on $34 billion worth of
Chinese imports. In retaliation, China promised to raise tariffs on the same value of U.S.
goods. Investors are hopeful these actions are a part of ongoing trade negotiations. At
this point, it does appear that it is too soon to buy into the gloomy projections because
less than $100 billion of the proposed $700 billion in tariffs on China imports have
actually been implemented by the U.S.

Until there is more clarity on these issues, global stock market volatility will likely
continue. Longer term, solid economic conditions could boost stocks prices, but with
equity valuations elevated following a nine-year bull market, future returns may be less
than their historical averages. Equities in many foreign countries are less expensive than
their U.S. counterparts, but returns will likely be below their historic averages as well.

The solution to both rhetorical and real threats to the economy is a long-term asset
allocation that suits your risk tolerance. With a portfolio based on an understanding
of the nature of the markets and including risk-reducing assets such as bonds and
alternative investments, the probability of reaching your long-term investment
objectives won't be impaired, despite a volatile market.
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As Principal and Chief Investment Officer for HBKS Wealth Advisors, Brian Sommers oversees the firm’s
investment management processes for a distinguished group of more than 40 investment advisory
representatives. Mr. Sommers chairs the Investment Policy Committee of the firm and is instrumental in the
identification, evaluation and recommendation of the investments that make up HBK's portfolios. He brings
HBKS clients the expertise of more than 20 years managing a wide range of portfolios for both high net
worth individuals and institutional clients.

Over his career, Brian has managed an impressive array of investments, including Taft-Hartley plans and endowments, and plans for
foundations, corporations, individuals and public entities. He has held positions in investment consulting and client service for both
institutional and high net worth clients.

HBKS Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if you wish to receive legal, accounting or tax advice. Investment advisory services
are offered through HBK Sorce Advisory LLC, doing business as HBKS® Wealth Advisors. Insurance products are offered through HBK Sorce Insurance LLC. Securities offered through Purshe Kaplan Sterling Investments, Member
FINRA/SIPC, headquartered at 18 Corporate Woods Blvd., Albany, NY 12211. HBK Sorce Insurance LLC and HBKS® Wealth Advisors are not affiliated with Purshe Kaplan Sterling Investments. NOT FDIC INSURED - NOT BANK
GUARANTEED - MAY LOSE VALUE, INCLUDING LOSS OF PRINCIPAL - NOT INSURED BY ANY STATE OR FEDERAL AGENCY
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