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Imports account for less than 20% of US GDP and
exports only about 13%. So why are equities falling so
much on trade news? There are three main reasons,
we believe: first, exports are falling faster than
imports and declining exports are typically seen only
in recessions; second, the chaotic nature of the trade
war may be eroding sentiment, causing companies
to postpone spending; and finally, since tariffs are
effectively a tax on trade, investors are concerned
about US multinational margins and earnings as they
internalize higher import costs.




Stocks plunged on Friday, August 23 as the intensity of the Trump Administration’s
trade war ratcheted up. First, China announced pre-emptive tariffs on agricultural
and automotive products and then the President responded by appearing to order US
companies to leave China.



















Exhibit 1. US Imports & Exports year-on-year change






Exports from the US have been hit far harder in
this trade war than imports. Over the past year,
exports have declined by 1.5% while imports have
increased by 2.6%. The trade war has increased
the trade deficit by nearly $100 billion which is
unsurprising consider the US’ massive budget deficit
which must be financed with imported capital.
Declines or slowdowns in imports and exports are
closely associated with recessions (Exhibit 1) and
the trade war appears to have taken a toll on US
economic performance. Exports are additions to GDP
while imports are subtracted so GDP growth has
slowed dramatically since the beginning of the trade
war.












Exhibit 2. US GDP growth
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Developments in the trade war have been impossible to predict and the sparring between China and the US have
repeatedly caught investors and business managers off guard. This has begun to weight on confidence as evidenced
by the sharp decline in PMI survey data which assesses purchasing manager’s real-time view on their respective market
conditions. The PMI has plunged from a healthy reading of near 60 to just over 52 in the July survey. A reading over 50
indicates expansion and the latest reading shows the economy’s pulse is weak (Exhibit 3). Uncertainty seems to be slowing
investment spending also. We calculated the year-over-year growth in capital expenditures for S&P 500 companies to
assess investment spending. Growth has slowed by eight percentage points since the start of the year (Exhibit 4).























Exhibit 3. ISM Purchasing Manager’s Index

Exhibit 4. S&P 500 capital expenditures




























The slowing economy is beginning to take toll on earnings growth. Exhibit 5 shows the trailing twelve month EBITDA value
for S&P 500 companies. After enjoying growth of over 14% last year, EBITDA growth has slowed to only 1.2% after Q2
earnings, the slowest since the earnings recession in 2015-2016 (Exhibit 5). A large portion of stock price appreciation has
resulted from valuation expansion over the past few years and earnings multiples are currently elevated for the market
as a whole (Exhibit 6). Valuation multiples are based on a number of factors but expected earnings growth and investor
confidence are surely among the important ones. At current valuations, even a one-point decline in the multiple can
have a large impact on stock prices. In Q4 2018, for example, the market valuation multiple fell by 1.5 points and markets
experienced a drawdown of nearly 20%.



































Exhibit 5. S&P 500 EBITDA growth

Exhibit 6. S&P 500 valuation multiple trends
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Our view is that a large trade deficit is not a problem for the US and, in fact, reflects its strength in the world economy.
There have been abuses in the trading system, particularly in the manner in which China manages its currency. However,
the US approach to trade negotiation has resulted in very little, so far, other than antagonizing trading partners and
confusing investors. Our base-case view is that an economy weakening into an election year will cause the Administration
to reassess its approach to trade.

This material is provided for informational purposes only and is not intended to be relied upon as a forecast, research or investment advice, and is not
a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. Past performance is not indicative of future
results. Bruderman Asset Management, LLC is an investment adviser registered with the Securities and Exchange Commission. Securities offered through
Bruderman Brothers, LLC, member FINRA/SIPC. Index performance returns do not reflect any management fees, transaction costs or expenses. Indexes are
unmanaged and one cannot invest directly in an index. Past performance does not guarantee future results. Dow Jones Industrial Average is the most widely
used indicator of the overall condition of the stock market, a price-weighted average of 30 actively traded blue chip stocks, primarily industrials. The DJIA is
computed using a price-weighted indexing system, rather than the more common market cap-weighted indexing system.
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