
Trade War Intensifies
• Tariff Counterattack

• Ever-mounting trade frictions continue to weigh on growth, though they 
may not be heavy enough to induce recession

• Lack of Excesses Has Extended Expansion
• This record-long domestic expansion has been a modest one, leading 

to few excesses that could lead to recession 

• The Ominous Cumulo-Stimulus Cloud
• Policymakers look to be proactive in supporting growth, despite the 

perceived lack of firepower
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Tariff Counterattack

• Tit-for-Tat Tariff Attacks. China’s Commerce Ministry announced last Friday it would
impose 5 – 10% tariffs on $75 billion of U.S. imports, including cars, auto parts,
soybeans and crude oil. Not to be outdone, President Trump took to Twitter that day
to announce his intention to raise U.S. tariffs 5% across the board on all Chinese
imports over the next few months. Within the last month alone, the trade war
between the U.S. and China has intensified remarkably.

• New Tariffs Will Ensure Trade Remains a Headwind. In aggregate, tariffs may
introduce a nearly half-percent* headwind to U.S. GDP growth later this year. As
tariffs remain in place, they likely will have a lasting effect on the level of real GDP,
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, but are
large enough to ramp-up the headwind to growth for a sustained period.

• Looking Beyond the Direct Effects of Tariffs. A half-percent headwind to economic
growth here in the U.S. may not be the straw that breaks this expansion’s back by
itself, but there are a handful of second-order effects from the trade war that are
much harder to estimate. The most important secondary effect might be the
unpredictability of the rules of the game for doing international business, which
could weigh on business sentiment and hold back incremental investment in future
growth opportunities.
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Tariff Impacts Are Quickly Mounting

Chart of the Week:
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Ever-mounting trade frictions continue to weigh on growth, 
though they may not be heavy enough to induce recession
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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.



Lack of Excesses Has Extended Expansion

• U.S. PMIs Slip Lower. Last week, Markit’s Flash Purchasing Managers’ Indexes (PMIs*)
pointed to a weakening economy in the U.S. On the manufacturing side, the index
fell below 50.0 for the first time in almost a decade to 49.9. The services PMI dropped
as well, but remained in expansion territory at 50.9 vs. 53.0 in July. While the PMIs
have trended lower over the past few months, they remain relatively consistent with
continued economic expansion, though admittedly at a more sluggish rate. It
typically takes readings from these indicators materially below 50 to signal recession.

• Expansion Prolonged Due to Lack of Excess? The current economic expansion is now
the longest on record here in the U.S., but that does not necessarily mean it has
been the strongest. In fact, when compared to the magnitude of cumulative real
GDP growth from past cycles, this long expansion appears relatively modest in terms
of aggregate economic gains. This has, in part, led to a lack of excesses built up in
the system, which tend to be the tinderbox that ignites recessions.

• Recession Call May Be Premature. The calculus underpinning the end of expansions
typically entails a weak foundation in economic fundamentals as well as some
exogenous shock as a tipping point. Glenmede’s recession model, which is a well-
balanced mix of leading and excess indicators, currently implies a near-15% chance
of recession within the next 12 months. In effect, the model is recognizing that the
underlying economic fundamentals in the U.S. remain strong and trade shocks,
though mounting, are not yet large enough to throw this expansion off balance.
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The Ominous Cumulo-Stimulus Cloud

• Fed Aims to Extend Expansion. At last week’s Jackson Hole conference, Fed Chair
Jerome Powell said the central bank was ready to provide more stimulus in response
to a broader deterioration in economic conditions, but also noted that monetary
policy “cannot provide a settled rulebook for international trade.” As labor markets
remain strong and inflation hovers just below the Fed’s 2% target, it is unlikely the Fed
will proceed with an extensive easing campaign, but may be hoping to provide
measures of insurance to fine-tune policy against unsettling risks.

• U.S. Government Contemplates Fiscal Boost. The Congressional Budget Office
projects federal deficits may grow more than previously anticipated over the next
decade. The announcement comes after a budget agreement last month that
could push government debt higher. Reports suggest President Trump has been
exploring the idea of providing a new round of tax cuts as the election cycle looms.
However, between already ballooning deficits and heightened political tensions,
the outlook for a prospective fiscal boost appears unlikely in the near future.

• Lack of Firepower Highlights Stimulus Concerns. As the U.S. economy continues to
cool, many have begun to question policymakers’ tools in response to a material
downturn. Although the Federal Reserve remains proactive, short-term rates are not
too far from the zero lower bound, suggesting there is not much room to cut. Further,
political strife and an upcoming election will likely prevent consensus from
lawmakers on any significant fiscal measures intended to stimulate growth.
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This record-long domestic expansion has been a modest 
one, leading to few excesses that could lead to recession

Policymakers look to be proactive in supporting growth, 
despite the perceived lack of firepower
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*Purchasing Managers’ Indexes (PMIs) are monthly diffusion indexes that are calculated via surveys to purchasing managers at individual companies, which ask how business activity has changed 
month-over-month across multiple categories, including production, new orders and employment, among others.
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