
Trade War Reignites
• Trade Risk Rears its Head

• Recent trade actions taken by the U.S. and China have raised anxiety 
amid this record-long, late-stage expansion

• Global Bond Yields Play Limbo
• Central banks may be looking to take preemptive measures to 

manage an uncertain outlook

• Earnings Season Turns Less Gloomy
• As Q2 earnings season wraps up, economic jitters are handicapping 

expectations for the remainder of the year
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Trade Risk Rears its Head

• Reverberations of Reignited Trade Tensions. Markets continued their trend downward
last week, with the S&P 500 off as much as -6% from all-time highs in reaction to new,
unexpected tariff threats from President Trump. Unlike previous rounds of tariffs
deployed by this administration, these new tariffs would largely impact the
consumer, with duties being placed on goods such as clothing, footwear and toys.
The consumer has acted as the engine driving forward this record-long expansion as
manufacturing slows, but these tariffs may likely erode their spending power.

• New Tariff Effects Come While Others Fall Off. These newly threatened tariffs are the
latest salvo in a handful of previously implemented duties. In aggregate, this may
introduce a ~0.4%* headwind to U.S. GDP growth, but that impact may be fleeting.
As tariffs remain in place, they likely will have a lasting effect on the level of real GDP
growth, causing it to run below potential. However, we estimate their effect on the
growth of real GDP will last only for the 12-mo. period after they go into effect. This
new set of tariffs may go into place just as the effects of others may be wearing off.†

• China Responds. China’s Commerce Ministry announced Chinese companies will
end purchases of U.S. agriculture. Additionally, China allowed the yuan to fall below
the 7 CNY/USD level for the first time since ‘08. Devaluing currencies makes exports
cheaper, perhaps limiting the effect of Trump’s tariffs. Some fear a cascading effect
where other emerging nations might devalue to remain competitive. Stocks climbed
higher as concerns for this risk abated following incremental strength in the yuan.
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New Tariff Effects Come While Others Fall Off
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*Tariff impacts on GDP estimated under the assumption of full demand destruction via a tariff-induced price shock, meaning a shift lower in overall demand due to prolonged periods of higher prices.
†The mechanism for the changes of tariff effects on real GDP growth are an estimate from Glenmede’s internal analysis. Actual results may differ materially from projections.



Global Bond Yields Play Limbo

• Global Bond Yields Go Off the Deep End. In the wake of renewed trade tensions and
elevated concerns over the global growth outlook, investors have sprinted for
government bonds in recent weeks. The buying spree has pushed yields down to
levels not observed since 2016 and, in some cases, all-time lows. The U.S. 10yr
Treasury, which yielded more than 3% as recently as last November, reached 1.68%
last week, marking its lowest level since November 2016. German Bund yields also
reached -0.60% last week, an all-time low.

• Central Banks Aim for Preemptive Strikes. As weakening industrial conditions
continue to weigh on global economies, central banks have turned proactive. Last
week alone, central banks in India, Thailand, New Zealand and the Philippines took
easing measures that, in some cases, exceeded dovish expectations. Some have
speculated that central banks currently have less ammunition to react to future
downturns than they have had in the past, so officials appear inclined to deploy
accommodation now in hopes of preventing a sharper deterioration.

• Various Headwinds Dim Yield Outlook. A variety of economic and geopolitical
obstacles will likely hold down bond yields in the near-term. Persistently low inflation
in developed economies should constrain nominal yields, and tariffs are more likely
to weigh on prices via demand destruction. Overall, these factors are holding back
aggregate demand for both consumer spending and business investment,
culminating in lower bond yields that reflect diminished growth expectations.
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Earnings Season Turns Less Gloomy

• Q2 Earnings Improving, Still Negative. With ~90% of companies in the S&P 500
reporting so far, the blended year-over-year growth in Q2 earnings, which combines
actual results with analyst expectations for companies that have yet to report,
stands at -0.8%. This is a marked improvement relative to expectations at the
beginning of earnings season, which stood at -2.5%. Markets are currently pricing in
continued earnings weakness into Q3 via a -3.4% Y/Y earnings growth projection.

• Lopsided Market Reactions to Earnings. In aggregate, companies in the S&P 500 are
reporting earnings nearly 6% above expectations. However, the market is rewarding
positive earnings surprises less and punishing negative surprises more than usual.
Companies that have reported positive earnings surprises for Q2 have seen their
stock prices rise 0.6% on average within the two day window of release (5-year
average of price gains following earnings beats is 1.0%). On the other hand,
companies that have missed expectations have seen their prices decrease to the
tune of -3.3% (5-year average of price decline following earnings misses is -2.6%).

• Growth Over Everything? A handful of high-flying growth stocks referred to as the
MAGNAs (Microsoft, Apple, Google, Netflix, Amazon) have reported strong
revenues this quarter, but it is important to note that the risk embedded in these
stocks has risen significantly during the market’s recent run. The average stock in this
cohort has exhibited larger amounts of risk with a beta higher than 1.6, implying
approximately 60% more systematic risk than the broader market itself.*
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*Measured by rolling 200-day beta to the S&P 500 as of July month-end. Past performance is not indicative of future results.



JASON D. PRIDE, CFA
Chief Investment Officer - Private Wealth
Responsible for formulating investment policy and strategy
Serves as a leading member of the Investment Policy Committee
B.S. from Massachusetts Institute of Technology

GLENMEDE CORPORATE FACTS
More than $40 billion in assets under management as of 6/30/2019
Founded in 1956
Serves high net worth individuals, families, family offices, foundations 
and institutional clients

Investment Strategy Insights represent a review of issues or
topics of possible interest to Glenmede’s clients and not as
personalized investment advice. It contains Glenmede’s
opinions, which may change after the date of publication.
Information gathered from third-party sources is assumed
reliable but is not guaranteed. No outcome, including
performance, is guaranteed, due to various risks and
uncertainties. This document is not a recommendation of any
particular investment. Actual investment decisions for clients
are made on an individualized basis and may be different
from what is expressed here. Any reference to risk
management or risk control does not imply that risk can be
eliminated. All investments have risk. Clients are encouraged
to discuss anything they see here of interest with their
Glenmede representative.

4

Investment Strategy InsightsInvestment Strategy Insights

MICHAEL T. REYNOLDS, CFA
Investment Strategy Officer
Responsible for supporting the development of investment strategies, 
policy and portfolio construction methodologies
Is an active member of the CFA® Society of Philadelphia
B.S. from the Wharton School, University of Pennsylvania 


	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4

