
WHAT CORPORATE EARNINGS 

REVEAL ABOUT TARIFFS

With over a third of S&P companies reporting, earnings are beating expectations so far. What should investors know about the mixed 

impacts tariffs are having across different industries?

The latest figures show that consumer spending remains healthy and corporate earnings growth continues to exceed expectations. 

According to the Yale Budget Lab, consumers face an overall average effective tariff rate of 20.2% as of July 23, the highest level since 

1911. The fact that this has not appeared in the consumer spending data suggests that some businesses are absorbing the cost of tariffs 

instead of immediately passing costs to customers. Companies appear to be able to do so because of strong earnings growth and healthy 

profit margins.

Specifically, with just over a third of S&P 500 companies having reported earnings results for the second quarter, 80% have delivered 

positive earnings-per-share surprises, and the blended earnings growth rate of 6.4% has exceeded expectations of 4.9%, according to 

FactSet. While this growth rate is lower than in recent quarters, it suggests that an “earnings recession” – i.e., a sharp drop in corporate 

profits such as in 2020 or 2022 – is less likely than originally feared.

Corporate Earnings Are Beating Expectations So Far

How are tariffs paid, and how might they show up in the numbers? Although tariffs are collected as revenue by the government, the true 

costs are shouldered either by those that export to the U.S., or by U.S. consumers and businesses in the form of higher prices. How much 

each group pays depends on their “pricing power.”

For example, the U.S. relies on materials known as “rare earth metals” for electronic devices, nearly all of which are imported. Since there 

are few alternative sources, any tariffs would likely be passed directly to consumers. This is one reason the administration has sought an 

agreement that expands imports of rare earth metals with China, and why there is greater interest in domestic production.

In contrast, the automotive industry is highly competitive with both domestic manufacturers and many countries that seek to export 

vehicles to the U.S. If tariffs are imposed on cars from one country, those manufacturers may choose to absorb some of the costs to 

remain competitive with vehicles from other nations and domestic producers.

The chart above highlights the fact that earnings expectations vary greatly across sectors, partly due to the impact of trade. It may take 

several quarters to understand the full effects of tariffs on companies, especially as new trade agreements are announced.

Markets Continue to Reach New All-Time Highs

Markets have continued to reach new all-time highs as earnings beats are reported and new trade deals are announced. The S&P 500 has 

now reached over a dozen new record highs this year, most of which have been achieved over the past month. The Nasdaq has also hit record
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levels, topping its historic peak from last December, and the Dow is near a new record as well. Although markets at these levels may make 

some investors nervous, the reality is that major indices can reach many new all-time highs each year during market expansions.

Markets are performing well but concerns about the impact of tariffs on the economy persist. Some economic forecasts, including those by 

the Federal Reserve, suggest that inflation could be slightly hotter and growth somewhat slower. The impact on each industry will depend 

on their input costs, with those that import more facing lower profit margins. However, these estimates must be weighed against the 

benefits of domestic investment and the potential for companies to adapt through innovation and greater efficiency.

While tariffs are historically high, what matters more is that they are predictable, since a stable business environment allows companies to 

adapt their operations and supply chains more effectively. Looking further out, current Wall Street consensus estimates are for S&P 500 

earnings to rise at a 9.5% annual growth rate. These same forecasts expect an acceleration in growth over the next two years as global 

trade stabilizes, although much could change between now and then.

Earnings Are an Important Long-Term Driver of Returns

The stock market tends to follow corporate earnings in the long run. The accompanying chart shows that while the price and earnings of 

the S&P 500 do not line up perfectly, they follow the same broad trends. This is because economic growth boosts earnings, which in turn 

pushes stock prices higher. So, while the economy and the stock market are not one and the same, the two are closely related through the 

performance of companies.

This is how the impact of tariffs on profits can affect investors. Whether the stock market is "cheap" or "expensive" depends not just on 

stock prices but also on corporate performance. The price-to-earnings ratio, for instance, is simply the price of a stock or index divided by 

some earnings measure, such as expected earnings over the next twelve months.

What this means is that even if prices don't change, increasing earnings will make the market more attractive, and vice versa. The current 

S&P 500 price-to-earnings ratio is 22.2x, well above the historical average of 15.8x, and is approaching the historic dot-com bubble peak of 

24.5x. Current earnings trends are positive, but whether the stock market continues to be attractive will depend on economic growth and 

earnings.
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Disclosure

Legacy Capital Wealth Partners, LLC (“Legacy Capital”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients 

where Legacy Capital and its representatives are properly licensed or exempt from licensure.

The information provided is for educational and informational purposes only and does not constitute investment advice, nor should not be relied on as 

such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment 

objectives, strategies, tax status or investment horizon. You should consult with your attorney or tax advisor.

The views expressed in this commentary are subject to change based on market and other conditions. These documents may contain certain statements 

that may be deemed forward looking statements. Please note that any such statements are not guarantees of any future performance and actual results or 

developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should 

not be construed as indicative of actual events that will occur.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the 

current accuracy, reliability, or completeness of, nor liability for, decisions based on such information and it should not be relied on as such. 
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