Mitch on the Markets
Latest Tariff Threats Could Lead to Recession
By Mitch Zacks
Portfolio Manager

The global stock market had a
challenging May, and news last week
that the Trump Administration was
planning fresh tariffs on Mexico didn’t
help. The plan: Impose a 5% tariff on all
Mexican imports starting June 10 and
ratchet up the tariffs by 5% each month
until reaching 25% by October.1

I’m an avid believer in the resiliency of
the U.S. economy, with all of our
diversity of production and diversity of
goods and services. But 25% tariffs on
all Mexican imports, in my view, might
be enough to hamper growth down to
zero. If we got to 25%, Zacks Investment
Management would strongly re-assess
the likelihood of a recession in the next
six months, which as of today we
continue to believe is relatively low.
25% tariffs on Mexico and China would
amount to a full-on trade war, in my
view, and it’s difficult to assess what
exactly that would mean in terms of
effect on the U.S. economy. The U.S.
hasn’t been in a full-on trade war since
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the 1930’s, and our economy is much
different today than it was then.

The 1973 Arab oil embargo may offer
some clues, given the parallels we may
end up seeing in terms of supply
disruptions2 – since China and Mexico
provide a great deal of the raw materials
and low skilled labor needed to produce
goods. The cost of producing goods
would rise, cutting into margins and
essentially forcing businesses to raise
prices. Higher prices would mean hitting
consumer spending and consumer
confidence, and perhaps even
purchasing power with higher inflation.
This chain reaction could weigh on
growth in the short to medium term, in
my view.
The United States imported $346.5
billion of Mexican goods last year, which
napkin math tells us amounts to over
$86 billion of tariffs at the 25% rate.3
The tug-of-war between Mexican
producers needing to lower prices and
U.S. corporations needing to pass on
higher costs to consumers would
eventually make its way into higher end
prices at the register, in my opinion.
By some estimates, the current U.S.
tariffs on steel, aluminum, solar panels,
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washing machines, and on China atlarge amount to around a $200 billion
annual hit on GDP, and 25% tariffs on
Mexico by this fall could add another
$86 billion (by my estimate above).3
Those numbers start to drift into flat
growth territory, and they also don’t yet
account for retaliatory actions.
In a sign of the market’s disdain for the
newly proposed tariffs, automakers got
pummeled on the news, with shares of
Mazda Motor, Honda Motor, and Toyota
Motor all falling at least 2% on the
news.3 Mazda assembles passenger cars
in Mexico for sale in the U.S. market.

The agricultural sector also appears
nervous about the prospect of higher
tariffs. The sector has been under
pressure over the last year due to
unfavorable weather patterns and
volatile price swings for crops largely
driven by trade disputes. According to
the American Farm Bureau Federation,
American farmers had largely been
holding out hope that the new trade deal
between the U.S. and Mexico, dubbed
the USMCA, would bring certainty and
stability to crop prices. But a new trade
dispute with Mexico could place the
deal’s ratification in jeopardy – or at
least on hold.4
Where the Tariff Issue Stands Now,
and What to Watch For

For Mexico’s part, the Economy Minister
Graciela Márquez and other officials
appear intent on reaching a deal to
avoid tariffs, but have also said the
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Mexican government could take the
issue to the World Trade Organization
or impose retaliatory tariffs themselves,
as China did. Market-watchers should
pay close attention to these talks this
week, as President Trump has said that
tariffs would likely be implemented next
week even if talks are ongoing, unless a
major breakthrough is reached.
Bottom Line for Investors

To date, the Trump administration has
had a mixed track record following
through on tariff threats. Some, like
steel and aluminum levies and tariffs on
China, have been implemented and
remain in effect to this day. Others, like
auto tariffs and tariffs on the European
Union have been floated but not acted
upon, used instead as a negotiating
tactic. Here’s to hoping tariffs on
Mexican imports fall into the latter
category.
Either way, I suggest investors hope for
the best but prepare for the worst, and
that means ensuring your portfolio can
ride-out any potential economic slowdown, which is what we aim to do for
our clients.
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DISCLOSURE
Past performance is no guarantee of future
results. Inherent in any investment is the
potential for loss.
Zacks Investment Management, Inc. is a whollyowned subsidiary of Zacks Investment Research.
Zacks Investment Management is an independent
Registered Investment Advisory firm and acts as an
investment manager for individuals and institutions.
Zacks Investment Research is a provider of earnings
data and other financial data to institutions and to
individuals.
This material is being provided for informational
purposes only and nothing herein constitutes
investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do
not act or rely upon the information and advice given
in this publication without seeking the services of
competent and professional legal, tax, or accounting
counsel. Publication and distribution of this article is
not intended to create, and the information
contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is
being given as to whether any investment or
strategy is suitable for a particular investor. It should
not be assumed that any investments in securities,
companies, sectors or markets identified and
described were or will be profitable. All information is
current as of the date of herein and is subject to
change without notice. Any views or opinions
expressed may not reflect those of the firm as a
whole.

are forward looking statements and are based on
the firm’s research, analysis, and assumptions. Due
to rapidly changing market conditions and the
complexity of investment decisions, supplemental
information and other sources may be required to
make informed investment decisions based on your
individual investment objectives and suitability
specifications. All expressions of opinions are
subject to change without notice. Clients should
seek financial advice regarding the appropriateness
of investing in any security or investment strategy
discussed in this presentation.
Certain economic and market information contained
herein has been obtained from published sources
prepared by other parties. Zacks Investment
Management does not assume any responsibility for
the accuracy or completeness of such information.
Further, no third party has assumed responsibility for
independently verifying the information contained
herein and accordingly no such persons make any
representations with respect to the accuracy,
completeness or reasonableness of the information
provided herein. Unless otherwise indicated, market
analysis and conclusions are based upon opinions
or assumptions that Zacks Investment Management
considers to be reasonable. Any investment
inherently involves a high degree of risk, beyond any
specific risks discussed herein.
It is not possible to invest directly in an index.
Investors pursuing a strategy similar to an index may
experience higher or lower returns, which will be
reduced by fees and expenses.
The S&P 500 Index is a well-known, unmanaged
index of the prices of 500 large-company common
stocks, mainly blue-chip stocks, selected by
Standard & Poor’s. The S&P 500 Index assumes
reinvestment of dividends but does not reflect
advisory fees. The volatility of the benchmark may
be materially different from the individual
performance obtained by a specific investor. An
investor cannot invest directly in an index.
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