
 

                                                                

May 15, 2019 

 

Trade tensions escalate; markets decline 

Dear: Client 

Escalations in trade tensions between the U.S. and China continued to startle the markets. A 
trade deal was not reached Friday, and as a result, higher tariffs on $200 billion worth of Chinese 
goods went into effect. As expected, China announced that it will retaliate by raising tariffs on 
$60 billion of U.S. goods effective June 1. Washington Policy Analyst Ed Mills sees the 
extended time frame as a positive signal, as it leaves room for some progress in negotiations 
throughout the rest of May. However, the longer-term path to compromise becomes increasingly 
more clouded as these negotiations drag on, according to Raymond James Chief Investment 
Officer, Private Client Group, Larry Adam.  

The markets reacted to the continuing uncertainty, and the major indices tumbled Monday on 
fears that higher tariffs will limit economic and corporate growth. Not only was there 
disappointment of no deal, but the growing size of potential tariffs appears to have changed the 
direction of the discussion. The risk that this could be a harbinger of more challenging 
discussions with Japan and Europe over auto imports increases uncertainty, Adam said.  

The next move is likely the official initiation of a 25% tariff on an additional $325 billion of 
Chinese imports by the U.S., which will likely invite an additional Chinese response and more 
negative headlines. As a result, the equity markets may see more volatility in the foreseeable 
future, according to Adam. However, it’s important to keep in mind that the equity markets 
historically incur two pullbacks of 5% or more, on average, in any given year, and the Raymond 
James Investment Strategy team sees upside potential in the underlying strength of the economy 
and positive future earnings growth. While we understand that volatility can be disconcerting, we 
do believe that short-term weakness should be seen as a buying opportunity for investors poised 
to deploy idle cash.   

As always, please reach out to us with any questions you may have.  We will continue to keep an 
eye on the markets and share any new developments with you.  

To offer even more insight on the recent market movement, we’re sharing with you the 
Investment Strategy team’s Thoughts on the Market, a timely look at the recent market volatility 
with explanations from the Investment Strategy Committee. we find the information insightful 
and helpful and hope you will as well. 
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Investing involves risk, and investors may incur a profit or a loss. All expressions of opinion reflect the judgment of the Research 
Department of Raymond James & Associates, Inc., and are subject to change. Past performance is not an indication of future 
results and there is no assurance that any of the forecasts mentioned will occur. The process of rebalancing may result in tax 
consequences. Economic and market conditions are subject to change. The Dow Jones Industrial Average is an unmanaged index 
of 30 widely held stocks. The NASDAQ Composite Index is an unmanaged index of all common stocks listed on the NASDAQ 
National Stock Market. The S&P 500 is an unmanaged index of 500 widely held stocks. The MSCI EAFE (Europe, Australia, Far 
East) index is an unmanaged index that is generally considered representative of the international stock market. The Russell 2000 
is an unmanaged index of small cap securities. The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship 
benchmark that measures the investment grade, U.S. dollar-denominated, fixed-rate taxable bond market. An investment cannot 
be made in these indexes. International investing involves additional risks such as currency fluctuations, differing financial 
accounting standards, and possible political and economic instability. These risks are greater in emerging markets. Small and 
mid-cap securities generally involve greater risks. Companies engaged in business related to a specific sector are subject to fierce 
competition and their products and services may be subject to rapid obsolescence. There are additional risks associated with 
investing in an individual sector, including limited diversification. The performance noted does not include fees or charges, 
which would reduce an investor's returns. Asset allocation and diversification do not guarantee a profit nor protect against a loss. 
Debt securities are subject to credit risk. A downgrade in an issuer’s credit rating or other adverse news about an issuer can 
reduce the market value of that issuer’s securities. When interest rates rise, the market value of these bonds will decline, and vice 
versa. U.S. Treasury securities are guaranteed by the U.S. government and, if held to maturity, offer a fixed rate of return and 
guaranteed principal value. Interest on municipal bonds is generally exempt from federal income tax; however, it may be subject 
to the federal alternative minimum tax, state or local taxes. The yield curve is a graphic depiction of the relationship between the 
yield on bonds of the same credit quality but different maturities. Chris Bailey is with Raymond James Euro Equities, an affiliate 
of Raymond James & Associates, and Raymond James Financial Services. Material prepared by Raymond James for use by its 
advisors.  
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