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Late-Stage Optimism 
 

Signs of Animal Spirits 
 Small Business Optimism Hits All-Time Highs. The NFIB Small Business Optimism index increased to 108.8 in 

August, well above the previous record of 108.0 in July. It appears the backdrop of lower taxes and easing 
regulatory burdens is driving small business owners to expand, leading to record job creation plans. 

 Strong Expansion Plans Fuel Business Enthusiasm. A record number of respondents to the NFIB’s small business 
survey believe that now is a “good time to expand.” Small business owners’ investment plans are the highest 
since 2005, which has led to all-time highs in the number of new jobs and unfilled openings. 

 Beige Book Findings Cautiously Positive. The Federal Reserve’s Beige book, which surveys companies across 
the country, found that businesses are largely optimistic about the economy. However, many are growing 
concerned that new tariffs may lead to rising input costs, particularly with the threat of new tariffs looming. 

 Consumer Confidence Remains Energetic. The University of Michigan’s consumer sentiment reached 100.8 
last week, well above 96.6 consensus. The consumer is enjoying favorable prospects for jobs and incomes, 
particularly as unemployment remains near historical lows and signs of wage inflation have picked up. 

 Animal Spirits – A Late-Stage Hallmark. Historically, rising optimism, be it at the consumer or business level, has 
been symptomatic of the late stage of an economic expansion. However, this does not necessarily mean 
the end is imminent, since these “animal spirits” can help fuel an extension of an economic cycle. 

  

Our Take: In the late stage of an expansion, optimism can reinforce fundamentals and extend the economic cycle. 
 
 
 

The Growth-Driven Bull Market 
 High-Flying Growth Stocks Leading Market Higher. The S&P 500 has returned about 10% YTD through August. 

More than half of that return was contributed by only six stocks (Facebook, Apple, Amazon, Netflix, Alphabet 
and Microsoft), as the market continues to allocate capital to companies with outsized growth potential. 

 Market Indexes Increasingly Concentrated. The 5 largest companies in the S&P 500 as of August (Apple, 
Amazon, Alphabet, Microsoft and Facebook) represented ~16% of the index. Historically, when this eclipses 
14%, those top 5 companies underperform the broader index by -5.5% per year for the next 3yrs, on average. 

 Investors Rewarding Negative Earnings. The Russell 1000 Growth index, which includes large- and mid-sized 
U.S. companies with higher valuations per unit of earnings, has seen an interesting trend in 2018. YTD through 
August, constituents of the index that have negative earnings have actually outperformed the broader 
index by 5%. Investors are increasingly paying up for the possibility of future earnings potential. 

  

Our Take: The disparity between value/growth is hitting levels that may warrant portfolio tilts toward value. 
 
 

Trade: the Ongoing Risk 
 U.S. Queues Tariffs on $200B of Chinese Imports. The comment period for tariffs on an additional $200B of 

Chinese imports has concluded. Trump has made clear his intentions to move forward with the plan, which 
could affect consumer goods prices, though the date of actual implementation remains up in the air.  

 Trump Suggests Tariffs on Another $267B Looming. Trump suggested that a third round of tariffs that could 
cover an additional $267B of Chinese goods could be ready to go on “short notice.” If enacted, this round 
would encompass all of China’s exports to the U.S. If all these tariffs were to be implemented, they could 
shave as much as 0.7% off annualized real gross domestic product via direct demand destruction. 

 U.S.-Canada Trade Talks Continue. After securing a deal with Mexico, U.S. trade officials have turned to 
Canada to hammer out the details of a new NAFTA agreement. The focus has shifted to Canada’s proposed 
dispute-resolution mechanism and access to Canadian dairy markets. 

  

Our Take: Proposed tariffs, though not all yet implemented, could have a material effect on the U.S. economy. 
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Chart of the Week:  

      Small Business Sentiment at All-Time Highs 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Dates of interest:  
9/17: U.S. Empire State Index, Eurozone CPI 
9/18: U.S. NAHB Housing Market Index, Japan Trade Balance 
9/19: U.S. Building Permits, Housing Starts, Bank of Japan Policy Rate decision 
9/20: U.S. Jobless Claims, Philadelphia Fed Index & Existing Home Sales, Japan CPI & Markit Mfg PMI (Flash) 
9/21: U.S. Markit Mfg & Svcs PMIs (Flash), Eurozone Mfg & Svcs PMIs (Flash), Germany Markit Mfg & Svcs PMI (Flash) 
 


