
G20 Fireworks
• Trump’s Trade Truce
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step in the right direction
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• The strength of the U.S. consumer is helping prolong the expansion 
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• Weak earnings growth is expected to persist but not reach levels that 

derail the ongoing bull market
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Trump’s Trade Truce

• Presidents Trump/Xi Soften Trade Tensions. After a bilateral meeting on the sidelines
of the G20 over the weekend, Presidents Trump and Xi offered a set of concessions
to begin trade talks. Trump agreed to delay tariffs on $300B Chinese imports and to
lift some export restrictions to Chinese telecom giant Huawei. Xi in turn agreed to
buy more U.S. agricultural products. This trade truce appears to take some of the
near-term risks off the table, but a comprehensive deal does not yet appear
imminent.

• Trade Uncertainty Weighs on Business Optimism. Business Roundtable’s CEO
Economic Outlook index, which is a survey-based indicator seeking to quantify
broad expectations for sales, capital spending and hiring over the next six months,
peaked following tax reform, but quickly turned lower following the onset of the
trade war. It appears firms are increasingly wary of reinvesting in their business while
the rules of the game on trade remain uncertain.

• Trade Deal May Require Political Finesse. There is a growing belief that the chance
of a resolution between the U.S. and China on trade may be dependent on the
politics in each country. The recent fallout was apparently due to China’s refusal to
enshrine reforms into law. The divide reflects how each side wants a deal to
promote as a political victory: Trump hopes to tout a revamped relationship ahead
of 2020 elections, while Xi aims for a deal that generally maintains the status quo.

Trade Weighing on CEO Outlook

Chart of the Week:
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Trade tensions and their impact will likely continue in the 
near-term, but expect more twists and turns to come
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Strength in (Consumer) Numbers

• U.S. Consumer Remains Healthy. Personal consumption expenditures grew at a solid
pace in May, up 0.4% month-over-month and only slightly below expectations. In
addition, the University of Michigan Consumer Sentiment indicator beat consensus
projections for June (98.2 vs. 97.9). With consumer spending accounting for
approximately 70% of GDP on average, the strength in U.S. households should
continue to support this 10 year old economic expansion.

• Manufacturing Slowdown Continues. Last week’s durable goods orders report for
May showed a month-over-month decline of 1.3%, well below expectations for no
growth at all. Part of the miss may be attributed to the drop in new aerospace
orders for Boeing due to the 737 MAX malfunction. In fact, durable goods orders ex-
transportation actually beat expectations in May, up 0.30% month-over-month vs.
0.15% consensus.

• Looking Ahead to ISM, Unemployment. A slew of economic releases are slated for
this shortened holiday week. Later today, the Institute for Supply Management’s
Manufacturing index will be released and should provide some insight on the
trajectory of industrial activity in the U.S. In addition, Friday brings an update to the
unemployment rate and average hourly earnings, which should shed further light on
the state of the U.S. consumer.

Earnings Recession on the Horizon?

• Q2 Earnings Season Preview. Investors will get a good look into how trade frictions
weighed on business performance as companies begin reporting second quarter
results in the coming weeks. Analysts are currently pricing in a year-over-year
decline in earnings for the S&P 500 to the tune of 2.5%. In particular, the technology
and materials sectors are expected to fare most poorly, with declines of 12% and
15% projected for each sector, respectively.

• Earnings Recession Nothing More Than a Definition? After earnings declined
modestly in Q1, a second consecutive quarter of negative growth would place the
S&P 500 in a technical “earnings recession.” Further, the consensus estimate for Q3
earnings recently dipped into shallow negative territory, currently standing at -0.3%.
However, history has shown that similar earnings recessions in the past are less
impactful on equity performance than more severe economic recessions.

• Earnings Recessions: Not as Bad as Economic. It is well understood that equity
markets perform poorly in periods of economic recession, with the S&P 500 returning
-5.5% during recessions since 1926. On the other hand, in periods where large cap
equities experience an earnings recession that did not coincide with an economic
recession, the S&P 500 has fared far better, returning on average 15.1% as investors
looked through the dip in profitability to more prosperous periods in the near future.*
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The strength of the U.S. consumer is helping prolong the 
expansion despite a slowdown in manufacturing

Weak earnings growth is expected to persist but not reach 
levels that derail the ongoing bull market
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*per Glenmede research, FactSet (February 2019)
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