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Hesitant on US equities despite improved market sentiment due to new semiconductor & 

pharmaceuticals tariffs & weakening US fundamental  

  Event 

Although tariff negotiations between the US and other countries seem to have progressed, 

significant uncertainties remain in the coming months — particularly regarding the new tariffs 

on semiconductors and pharmaceuticals. We have not yet turned long on US equities, given 

weakening US fundamentals. 

Analysis 

Survey data from reports (soft data), which are leading indicators, are expected to drag down 

US actual economic data (hard data) in the coming months. It is unrealistic to expect an 

aggressive or immediate Fed rescue. At present, there are few reasons for optimism regarding 

the U.S. economy—whether from the corporate front or personal consumption. On the 

corporate front, investment sentiment has turned conservative due to tariff-related 

uncertainties (Figures 1 & 2). This is also reflected in order data, where manufacturing order 

surveys — both those compiled by regional Fed banks and ISM PMI — show a sharp decline, 

particularly the former (Figure 3). On the personal consumption side, a noticeable slowdown 

in job openings has led to weaker income growth and declining consumer confidence, 

resulting in more conservative spending (Figures 4–6). In summary, soft data has already 

signaled economic slowdown, though hard data has yet to show a broad-based downturn 

(Figure 7). Real economic indicators will be eventually dragged by forward-looking survey data. 

More concerning is that the threshold for a Fed rate cut remains quite high, on stalled 

disinflation in the US. We believe it is rash to expect the US Fed to come to the rescue without 

signs of a severe recession or systemic financial risk. 

Downward revisions to earnings forecasts since the beginning of the year to continue. With 

the 1Q25 earnings season coming to an end, the market has updated its outlook on future 

earnings. Overall, downward revisions to earnings forecasts since the beginning of the year 

have been the trend. Consensus expected earnings growth of nearly 15% at the start of the 

year, but this has been cut to around 9% (Figure 8), while sales forecasts have remained 

relatively stable. The same pattern applies to 2Q25 forecasts. Although consensus was already 

bearish about the second quarter, earnings growth forecasts for 2Q25 have been revised down 

from approximately 12% to 7%, which is even lower than the actual 1Q25 figures. Given the 

current fundamental trends, we believe downward revisions in earnings forecasts are not yet 

over, and further downgrades are likely to be seen in the future (Figure 9). 

The sectors most vulnerable to US-China tariffs are likely to be consumer discretionary plays 

and industrials, while cybersecurity stocks could deliver relatively decent performance. We 

analyze US-China trade impacts from a US sectoral standpoint, as US tariffs on Chinese goods 

are still among the highest on any country, despite recent reductions. In terms of import 

exposure, consumer discretionary plays, industrials, and tech sectors have relatively high 

import shares from China. Notably, the consumer discretionary sector accounts for 28.6% of 

total imports, with over two-thirds of them coming from China (Figures 10 & 11). Before 

Donald Trump's second term, many of the tariffs imposed during the first US-China trade war 

remained in place. Utilities, energy and tech sectors face tariffs above 20% on Chinese imports, 

while consumer discretionary imports face average tariffs of around 17.5%, which does not 
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particularly stand out among all sectors (Figure 12). However, the average tariff rate on 

consumer discretionary imports from countries outside China is the highest among all sectors, 

at around 6%. This suggests that although the sector has high exposure to Chinese imports, 

the relative tariff burden it faces is not the most severe. Although tariff rates have changed 

meaningfully during the second Trump administration, the big picture remains largely the 

same, as tariffs are imposed on all products. However, from a profitability standpoint, the 

consumer discretionary and industrial sectors have relatively low net margins (Figure 13), 

making them more vulnerable to cost pressures from rising tariffs. We were previously 

positive about an earnings rebound and attractive valuations for industrial plays from late-

2024 to early-2025. However, recent analyses suggest a reassessment of our view is necessary. 

Are there any preferred sectors? We believe that software stocks, which are relatively less 

affected by tariffs and economic cycles, may be worth considering. Among them, information 

security plays stand out as a potential investment vehicle for two main reasons: (1) increased 

geopolitical risk. Amid a tariff war, geopolitical tensions tend to rise, often leading to a surge 

in cyberattacks. This, in turn, boosts demand for information security solutions; and (2) AI as 

a long-term theme. The development of AI will boost demand for information security, 

benefiting the sector (Figure 14). Our recommended ETFs are CIBR and HACK. 

Conclusion 

Despite optimistic market sentiment following the joint statement on tariffs issued by the US 

and China on May 12, the absolute tariff rate imposed by the US on Chinese goods remains 

high. Upon closer examination, the anchoring effect of this joint statement on tariff 

negotiations is likely to be limited in duration. The US has reduced tariffs on Chinese goods to 

just an additional 30% for 90 days, which follows the same logic as the tariff reductions applied 

to other countries after April 9, where rates dropped to 10% for 90 days, though without 

requiring any formal statements or negotiations. However, the temporary reduction does not 

provide much guidance as to what the tariff rates for other countries will be after the 90-day 

period. Therefore, it cannot be ruled out that the rates may not stay at or below 10%. 

We believe that although trade tensions have eased, their impact on financial markets should 

not be underestimated - especially for individual equities, which are more immediately 

affected than the broader economy. In fact, while exports account for only a little more than 

10% of the US economy, overseas sales make up 41% of total S&P 500 sales, so there is a much 

higher level of international exposure for the stock market than for the economy overall. 

Moreover, products more affected by tariffs represent nearly half of the US equity market, 

well above the 22.4% for the overall economy (Figure 15). Therefore, the recent pullback on 

the probability of a US recession should not lead to an underestimation of the stock market’s 

vulnerability. The S&P 500 has surpassed the 5,800 points level it reached in mid-March, 

before markets began pricing in the April 2 tariff announcements. This rise is reasonable, given 

the recent positive developments involving the UK and China, as expectations for new tariffs 

on other countries were already unlikely to be below 10%, making the news a genuine positive. 

However, a return to the highs seen in mid-February would be unjustified. Given that the 

market rebound appears to have peaked, and with upcoming tariffs on semiconductors and 

pharmaceuticals, along with a confirmed economic downturn, we currently maintain a more 

cautious stance on US equities. Now is not the right time to turn bullish across the board. 
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