
Another Round of Tariffs in the Books
• Tariffs Hit Consumers

• As tariffs continue to pile up, investors should be closely watching the 
consumer for signs of sensitivity

• Navigating Through a Policy Odyssey
• Lingering policy uncertainty on various fronts will likely weigh on the 

short-term outlook and pose a threat longer-term

• Wrapping Up Earnings Season
• Earnings results are further confirmation that the U.S. consumer remains 

healthy, despite the broader slowdown
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Tariffs Hit Consumers

• Another Round of Tariffs. On Sunday, the U.S. officially followed through on its threat
to impose 15% tariffs on roughly $110 billion of Chinese imports. Relative to previous
rounds, this tranche includes disproportionately more consumer-oriented goods,
such as sporting equipment, household products and appliances, among others.
The remaining portion of Chinese imports are scheduled to face tariffs on December
15th, when a host of big-ticket consumer items like cell phones, laptops, video game
consoles and toys will face import duties of their own.

• Trade Dents Confidence. The University of Michigan’s Consumer Sentiment Index fell
to 89.8 in August, which was the largest single-month decline since concerns over
the fiscal cliff loomed in December 2012. Surveys of Consumers chief economist
Richard Curtin noted, “the recent decline is due to negative references to tariffs,
which were spontaneously mentioned by one-in-three consumers.” Though the
index still remains at levels broadly consistent* with further gains in consumption, the
domestic consumer is beginning to show signs of sensitivity to the ongoing trade war.

• Monitoring Consumer Health through Holiday Season. The premier shopping events
of the year occur in the back-half of the year (e.g. Black Friday, Cyber Monday)
and will likely be a barometer of how well the consumer is holding up in the face of
rising trade tensions with China. Retail sales figures have strengthened over the past
few months through July. Next Friday’s retail sales report for August will be highly
anticipated for signs that the consumer has continued to ride this momentum.

2

Chart of the Week:

Investment Strategy Insights

As tariffs continue to pile up, investors should be closely 
watching the consumer for signs of sensitivity

Investment Strategy Insights

Trade Tensions Are Causing Concern For Domestic Consumers

*During the last recession, the University of Michigan’s Consumer Sentiment Index dropped 
significantly below 80



Navigating Through a Policy Odyssey

• Companies Increasingly Hesitant from Trade Tensions. Although both the U.S. and
China insist that they are maintaining “effective communication,” investors have
been whipsawed at every twist and turn of the ever-escalating trade war. Some
businesses have been, to some extent, paralyzed by the uncertainty, especially
regarding the “rules of the game” when it comes to conducting international
business. As a result, it is likely some firms have held back on expansion plans, which
should weigh on longer-term growth prospects.

• Global Slowdown Conundrum. Recent data have reinforced fears of a synchronized
global slowdown. GDP data in Germany showed the country on the precipice of a
recession, while a slump in Chinese industrial production reflected a muddled
growth outlook. On the monetary front, many central banks appear poised to inject
new stimulus this month, though questions remain on the efficacy of looser policy
near the zero lower bound. On the fiscal side, the U.S. may have less firepower to
fight a prolonged downturn given already mushrooming federal deficits.

• Awaiting Geopolitical Resolutions? Markets continue to grapple with various political
conflicts that can alter the growth trajectories of multiple nations. The prospects of a
“No-deal” Brexit rose after U.K. PM Boris Johnson moved to have the Queen suspend
Parliament until only a few weeks before the Halloween Brexit deadline. Italian
politics have also been in focus as well, with the Five Star and Democratic Party
reaching an agreement to form a new government, likely avoiding fresh elections.
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Wrapping Up Earnings Season

• Q2 Earnings Improves. With 99% of companies in the S&P 500 reporting results 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, currently stands at
-0.4%. The index has all but solidified its decline into a technical earnings recession
(two straight quarters of negative year-over-year growth), though the contraction in
earnings has been relatively modest in nature.

• Retail Earnings Point to Resilient Consumer. A handful of large, big-box retailers (e.g.
Target, Walmart, Home Depot, Lowe’s) beat earnings expectations over the past
few weeks, further confirming the thesis that the U.S. consumer remains relatively
resilient at this time. Strong retail sales figures for July were evidence that this trend
has continued into Q3. In the face of a slowing global manufacturing economy and
ever-mounting trade tensions, the U.S. consumer continues to be the driver of this
now record-long economic expansion.

• Looking Ahead to Second-Half Earnings. With Q2 earnings season coming to a close,
investors’ attention will begin to shift toward expectations for Q3. Consensus year-
over-year earnings growth estimates for the S&P 500 in the third quarter currently sit
at -3.6%, which would extend the earnings decline to a third straight quarter.
However, analysts are currently pricing in a rebound in earnings for Q4, to the tune
of 4.5% year-over-year growth, highlighting the perception that earnings weakness
may be transitory and not necessarily fundamental in nature at this time.
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