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 Trade War Worries Weigh on Investor Sentiment 

 

• More trade war rhetoric weighs on investor sentiment. 

• Despite market weakness, there are positives to focus on. 

• We still expect a trade agreement sooner rather than later as it is in both China and America’s best interests. 
 

Global markets have recently weakened as a slew of worries weigh on sentiment. The combination of a U.S.-
China trade war that seems like it will last longer than anticipated and weaker economic data, driven partially by 
this trade dispute, have put a negative tone on stocks. Case in point, this week the S&P 500 briefly dipped below 
the psychologically important 200-day moving average and closed below its 100-day average for the first time 
since February. In these volatile times, however, there are still solid fundamentals that investors can point to 
including a more reasonable stock market valuation, lower borrowing costs, tepid inflation, and a dovish Federal 
Reserve. 
 
The biggest concern is the ongoing U.S.-China trade dispute. Officials from both nations have exchanged barbs 
that have inflamed emotions and threatened to prolong the trade war. After months of optimism, investors are 
coming to grips that an eventual trade agreement may take longer than expected. After President Trump raised 
tariffs on Chinese goods and China responded in retaliation, investors are concerned with the full impact of these 
higher costs have not yet been fully felt on the U.S. economy.  
 
Recent data suggest that the combination of fading fiscal stimulus and the lingering trade war concerns have had 
an adverse effect on the economy. Recent readings, including reports on durable goods, industrial production, 
and manufacturing surveys, suggest a U.S. economy under pressure. While there are still many encouraging data 
points for the economy including a strong labor market and a healthy consumer, the general fear is that a lengthy 
trade war could further weigh on the economy.  
 
Despite these overhangs, there are still plenty of positives to focus on. First, recent market weakness has pushed 
valuations to more respectable levels. The S&P 500 P/E ratio on forward earnings has fallen from over 17X prior 
to the recent decline to about 16X today. Second, the combination of safe haven buying and general economic 
concerns have sent borrowing costs lower. The 10-year U.S. Treasury, a benchmark for many interest rates, has 
fallen from 3.26% in October 2018 to about 2.25% today. This has helped push the average rate on a 30-year 
fixed mortgage from a 52-week high of 4.99% to about 4.03% today. Third, the Fed has shifted to a dovish stance 
and the financial markets have taken notice. For example, the futures market has priced in about an 80% chance 
that the Fed cuts interest rates this year. A Fed cut could push borrowing costs even lower. Fourth, corporate 
earnings continue to beat expectations. At the end of 2018, analysts’ consensus forecast expected a decline in 
first quarter S&P 500 earnings. With that earnings season nearly complete, it looks like earnings grew about 
1.5%. Lastly, despite the escalated recent rhetoric between both nations, we continue to expect the U.S. and 
China to resolve the trade war. The consequences of the trade war on the economies and equity markets of both 
countries, the importance of a strong U.S. economy for President Trump’s 2020 election campaign, and its burden 
on China’s attempts to become a more domestically driven economy all suggest a resolution to this trade dispute.   
 
We did not expect equities to continue rallying at their blistering first quarter pace that saw the S&P 500 have its 
best quarterly gain since the third quarter of 2009. Investors overconfidently priced in a quick resolution to the 
trade war and a dovish Fed. While the latter remains on track, investors have become increasingly concerned 
about the trade dispute. We continue to believe the trade war will be eventually resolved. As with any negotiation 
process, we do anticipate a posturing process where both sides maneuver to get their demands. As investors 
react to the news, we expect significant market swings and overall elevated levels of market volatility. We do not 
recommend abandoning equities altogether but do suggest you consult the advice of your advisor who has 
experience in weathering similar periods of market volatility. While equity markets had their best quarterly gain in 
nearly a decade, we do believe stocks will be in store for more modest results until these market overhangs get 
resolved. 
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About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera 
Investment Management provides market perspectives, portfolio guidance and other investment advice to its affiliated 
broker-dealers, dually registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group® 
Cetera Financial Group (“Cetera") is a leading network of independent firms empowering the delivery of professional 
financial advice to individuals, families and company retirement plans across the country through trusted financial advisors 
and financial institutions. Cetera is the second-largest independent financial advisor network in the nation by number of 
advisors, as well as a leading provider of retail services to the investment programs of banks and credit unions. 
 
Through its multiple distinct firms, Cetera offers independent and institutions-based advisors the benefits of a large, 
established broker-dealer and registered investment adviser, while serving advisors and institutions in a way that is 
customized to their needs and aspirations. Advisor support resources offered through Cetera include award-winning 
wealth management and advisory platforms, comprehensive broker-dealer and registered investment adviser services, 
practice management support and innovative technology. For more information, visit cetera.com. 
 
"Cetera Financial Group" refers to the network of independent retail firms encompassing, among others, Cetera Advisors, 
Cetera Advisor Networks, Cetera Investment Services (marketed as Cetera Financial Institutions), Cetera Financial 
Specialists, First Allied Securities, and Summit Brokerage Services. All firms are members FINRA/SIPC. 
 
Disclosures 
The material contained in this document was authored by and is the property of Cetera Investment Management LLC. 
Cetera Investment Management provides investment management and advisory services to a number of programs 
sponsored by affiliated and non-affiliated registered investment advisers. Your registered representative or investment 
adviser representative is not registered with Cetera Investment Management and did not take part in the creation of this 
material. He or she may not be able to offer Cetera Investment Management portfolio management services. 
 
Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to 
any individual without the benefit of direct and specific consultation with an investment adviser representative authorized 
to offer Cetera Investment Management services. Information contained herein shall not constitute an offer or a solicitation 
of any services. Past performance is not a guarantee of future results. 
 
For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC 
Form ADV disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is 
registered with. Please consult with your adviser for his or her specific firm registrations and programs available. 
 
No independent analysis has been performed and the material should not be construed as investment advice. Investment 
decisions should not be based on this material since the information contained here is a singular update, and prudent 
investment decisions require the analysis of a much broader collection of facts and context. All information is believed to 
be from reliable sources; however, we make no representation as to its completeness or accuracy. The opinions 
expressed are as of the date published and may change without notice. Any forward-looking statements are based on 
assumptions, may not materialize, and are subject to revision. 
 
All economic and performance information is historical and not indicative of future results. The market indices discussed 
are not actively managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor 
for more information. 
 
Additional risks are associated with international investing, such as currency fluctuations, political and economic instability, 
and differences in accounting standards. 
 

 

http://www.cetera.com/

