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Following the market volatility fueled by U.S. President Donald Trump’s announcement of aluminum and 
steel tariffs on March 8, a new round of trade risks emerged in early April, involving an escalating tariff 
dispute between the United States and China. What are investors to make of this latest development? We 
thought it would be useful to take a strategic inventory of the known facts, and the possible wild cards, of the 
current situation. So in this Market View, we will examine what we do know—and what we don’t—about the 
ongoing U.S.-China trade fight, along with current global economic and market fundamentals. We also will 
offer some key takeaways for investors amid the headlines.

What We Do Know

Global markets had to contend with some unwelcome policy developments in the first week of April 
2018. The trade dispute between the United States and China ratcheted higher, with a fresh round of 
proposed tariffs and increasingly heated comments from both sides. The heightened trade rhetoric first 
emerged on April 3 when the United States proposed a 25% tariff on some 1,300 Chinese goods ranging 
from medical equipment to dishwashers. The proposed U.S. move was seemingly a response to claims 
of intellectual property theft by China and, in particular, worries about Chinese state-sponsored cyber-
espionage that has zeroed in on the U.S. technology sector. On April 4, China retaliated by targeting 106 
high-value American exports, including cars, planes, and soybeans. According to a Wall Street Journal 
report, each of these proposed moves would affect roughly $50 billion worth of exports (based on 2017 
trade) if enacted.

1

IN BRIEF

n Renewed trade tensions 
between the United States 
and China have sparked 
market volatility. 

n What we do know: As of 
April 3, the two nations had 
announced roughly $50 
billion in contemplated 
tariffs aimed at a broad 
swath of each other’s 
manufacturing bases. The 
United States said on April 
5 that it may add another 
$100 billion in tariffs, while 
China said it may consider 
further measures.   

n What we don’t know: It is 
less certain whether these 
proposed tariffs will 
actually be implemented, 
or if they are being used as 
bargaining chips for a 
future negotiation. Other 
wild cards include potential 
responses from other 
global economies affected 
by the U.S.-China dustup.   

n What investors should be 
thinking about now: Focus 
on the current fundamen-
tals of the global economy, 
which include broad-based 
strength, rising corporate 
earnings, and mild 
inflation.

MARKET VIEW
TARIFFS, TRADE, AND THE MARKETS: KEY POINTS FOR INVESTORS

Concerned about the U.S.-China tariff dispute? 
Here’s what we do—and don’t—know about the situation, and what investors should be focused on now. 
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CHART 1. ANALYSTS HAVE INCREASED THEIR EARNINGS FORECASTS FOR MOST U.S. 
SECTORS IN 2018
FORECASTED EARNINGS GROWTH FOR SECTORS IN THE S&P 500® INDEX FOR 2018 AS OF THE INDICATED DATES
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For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a reliable 
indicator or guarantee of future results. Forecasts and projections are based on current market conditions and are subject to change without notice. Projections 
should not be considered a guarantee.
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News of these proposed tariffs initially sent markets into a 
frenzy, with U.S. equity futures declining dramatically in aftermar-
ket activity on April 3. However, comments from President Trump’s 
new Chief Economic Advisor Larry Kudlow, asserting that these 
moves absolutely do not represent a trade war and assuring the 
public that back-channel talks were indeed occurring, seemed to 
settle investors, with U.S. markets finishing higher on April 4.

The relative calm was short-lived. Late in the evening Washing-
ton time on April 5, the Trump administration floated the idea that 
it would consider layering on an additional $100 billion in tariffs on 
Chinese goods. On the following morning, China threatened retal-
iatory countermeasures that “don’t exclude any options.” This is a 
potentially significant point, as the $150 billion in proposed tariffs 
by the United States exceeds the $130 billion in goods that China 
imported from the United States in 2017 (based on U.S. Commerce 
Department data), implying that the Chinese government would 
have to take a different approach to match the economic impact of 
the proposed U.S. move. Major U.S. indexes fell sharply on April 6. 

While the recent developments have heightened investor 
concerns, we are not yet in unknown territory when it comes to 
global trade. According to Lord Abbett Director of Strategic Alloca-
tion Giulio Martini, “trade disputes are normal, while unilateral 
actions to resolve them are disruptive.” This last point is important: 
the lack of bilateral resolution to this standoff would eventually 
affect the equity prices of companies most exposed to the tariffs, as 
these firms would inevitably face rising input costs or decreased 
consumer demand. In addition, globalization has inextricably linked 
supply chains, which makes it impossible to directly target one 
country in a trade dispute without affecting others. This could 
create spillover effects, resulting in economic pressures beyond 
the two main actors in the tariff dispute.

What We Don’t Know

As made clear by Kudlow, the U.S. and China are not yet in a 
“trade war.” So far, the proposed tariffs are just that: proposed 
tariffs, and the additional $100 billion in levies floated by the White 
House on April 5 are also entirely notional at this point. It is impos-
sible to know if the dispute will dramatically escalate into an all-out 
trade war, and speculating one way or the other is counterproduc-
tive. Among other factors that remain unclear as of this writing: 

n On the surface, this current round of proposed tariffs appears 
intended to bring the parties to the negotiating table, as made 
clear in Kudlow’s comments on April 4. But there are no official 
talks scheduled. 

n The extent to which a full-scale trade blowup may spill over to 
other global economies is difficult to predict. Such a develop-
ment may bring added pressure on the two parties to reach a 
resolution.

n Should the United States and China sit down to address the 
dispute, it is uncertain how—or if—it may be settled.

n Under normal circumstances, rational economic actors should 
be motivated to reach a negotiated solution for the betterment 
of all parties. But internal political developments in both 
nations, such as the upcoming mid-term elections in the United 
States, may change that calculus.

It may take a prolonged period before a resolution is reached. 
Conversely, the considerations above could lead to quick develop-
ments in a number of directions. 
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CHART 2. GLOBAL P/E RATIOS HAVE MOVED BACK TOWARD THE LONG-TERM AVERAGE
WORLD EQUITY MARKET ONE-YEAR PRICE-TO-FORWARD EARNINGS MULTIPLE, MARCH 31, 1994–APRIL 3, 2018

Source: MSCI (P/E multiple changes) and Lord Abbett (long-term average calculation).  
Data based on the one-year forward price-to-earnings multiple (price divided by 12-month forward consensus expected operating earnings per share) of the MSCI ACWI Index. For illustrative purposes only and does not represent 
any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a reliable indicator or guarantee of future results.
Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.
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What Should Investors Keep In Mind

Obviously, in the coming weeks, market participants will be 
weighing the current facts of the trade dispute—and carefully mon-
itoring the “X factors” listed above. Yet, we think that the most 
important thing for investors to keep in mind is that the overall 
global economic and market environment remains quite strong. It 
is these fundamentals, more than anything else, that are the most 
powerful drivers of long-term returns.

To start, the earnings backdrop around the globe continues to 
be markedly positive as both earnings momentum and revisions 
have improved over the course of the first quarter. The U.S. equity 
market has seen the greatest amount of earnings strength (as 
illustrated in Chart 1) but most major markets have seen 
momentum and revisions to profit growth forecasts above their 
long-term averages.

Against this very favorable backdrop, one positive byproduct of 
the stock market’s recent volatility is that equity valuation multi-
ples have begun to trend back towards their long-term averages. 
U.S. equity forward price-to-earnings (P/E) ratios are about 11% off 
their recent peaks, while global equity multiples are about 10% 
lower (see Chart 2).

For both U.S. and global equities, improving earnings have 
increased the ratio’s denominator (the “E”) while recent volatility 
has depressed the numerator (the “P”). The result is that global 
equity P/E ratios are at their lowest point since 2016, which may 
represent a very compelling buying opportunity for long-term 
investors. 

In addition, the inflation environment, despite an unwarranted 
scare regarding U.S. labor costs in early February, remains benign, 
as key inflation indexes remain in line with central bank expecta-
tions. This, combined with policy stability across the major global 
central banks—including the much-watched transition of the U.S. 
Federal Reserve chair from Janet Yellen to Jerome Powell—has 
allowed for policymakers to remain broadly accommodative, pro-
viding a further tailwind to risk assets.

Finally, global growth remains steady following a robust year of 
acceleration in 2017. While forecasters did not expect growth to 
maintain that pace in 2018, expansion should continue at a solid 
clip. An increase in private-sector activity—a factor missing during 
the early stages of the bull-market this decade—suggests that the 
world is on sound economic footing for the foreseeable future. 

Summing Up

The ongoing trade dispute between the United States and China 
certainly adds risk to the markets, but it is worth noting that the 
early salvos in this “trade war” have thus far been purely rhetorical. 
Rapid escalation would, of course, have consequences, but today’s 
strong fundamental backdrop provides ample opportunity for the 
bull market in global risk assets to continue even amid a prolonged 
resolution to the current trade dispute.
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IMPORTANT INFORMATION
A Note about Risk: The value of investments in fixed-income securities will change as interest rates fluc-
tuate and in response to market movements. Generally, when interest rates rise, the prices of debt securi-
ties fall, and when interest rates fall, prices generally rise. Fixed-income investments are subject to various 
other risks including changes in credit quality, market valuations, liquidity, prepayments, early redemption, 
corporate events, tax ramifications and other factors. Lower-rated securities are subject to greater credit 
risk, default risk, and liquidity risk. Credit risk is the risk that debt issuers will become unable to make 
timely interest payments, and at worst will fail to repay the principal amount. There is no guarantee that 
these investment strategies will work under all market conditions or are suitable for all investors and each 
investor should evaluate their ability to invest long-term, especially during periods of downturn in the mar-
ket. The value of investments in equity securities will fluctuate in response to general economic conditions 
and to changes in the prospects of particular companies and/or sectors in the economy
Statements concerning financial market trends are based on current market conditions, which will fluctu-
ate. All investments involve risks, including the loss of principal invested. 
Forward Price-to-Earnings Ratio: Stock analysts calculate a forward price-to-earnings [P/E] ratio by 
dividing a stock’s current price by estimated future earnings per share. Some forward P/Es are calculated 
based on estimated earnings for the next four quarters, while others use actual earnings from the past two 
quarters with estimated earnings for the next two. A forward P/E may help you evaluate the current price 
of a stock in relation to what you can reasonably expect to happen in the near future. In contrast, a trailing 
P/E is based exclusively on past performance.
The MSCI ACWI Index is a free float-adjusted market capitalization weighted index that is designed to 
measure the equity market performance of developed and emerging markets. 
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market perfor-
mance and includes a representative sample of leading companies in leading industries. 

Indexes are unmanaged, do not reflect the deduction or expenses, and are not available for direct investment
This material is provided for general and educational purposes only. The examples provided are for illustra-
tive purposes only, and are not indicative of any particular investor situation.
This Market View may contain assumptions that are “forward-looking statements,” which are based on cer-
tain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. 
There can be no assurance that forward-looking statements will materialize or that actual returns or results 
will not be materially different from those described here.
The information provided herein is not directed at any investor or category of investors and is provided 
solely as general information about our products and services and to otherwise provide general investment 
education.  No information contained herein should be regarded as a suggestion to engage in or refrain from 
any investment-related course of action as Lord, Abbett & Co LLC (and its affiliates, “Lord Abbett”) is not 
undertaking to provide impartial investment advice, act as an impartial adviser, or give advice in a fiduciary 
capacity with respect to the materials presented herein.   If you are an individual retirement investor, 
contact your financial advisor or other non-Lord Abbett fiduciary about whether any given investment idea, 
strategy, product, or service described herein may be appropriate for your circumstances.
The opinions in Market View are as of the date of publication, are subject to change based on subsequent 
developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon 
as a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to 
adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be 
profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of 
the information. Investors should consult with a financial advisor prior to making an investment decision.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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OUR FIRM
A singular focus on  
the management of  
money since 1929 

OUR MISSION
Delivering superior long-term 
investment performance  
and a client experience that  
exceeds expectations

OUR DIFFERENTIATORS
n Independent Perspective
n  Commitment to Active Management
n Intelligent Product Design

Want to learn more about our investment strategies?
Contact Lord Abbett at 888-522-2388 or visit us at www.lordabbett.com.

Lord, Abbett & Co. LLC | 90 Hudson Street | Jersey City, NJ 07302-3973 | T 1.888.522.2388 | lordabbett.com


