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Key takeaways
» Consumer confidence in the U.S., China, and the eurozone has remained relatively
resilient this year, despite a downturn in business sentiment.
» Nevertheless, we believe that consumer sentiment is likely to wane later this year,
putting downward pressure on household spending and providing a greater headwind
to global growth.

What it may mean for investors
» Such a view would suggest a more cautious positioning in financial markets. We
therefore reiterate some of our guidance changes shared this week.
Consumer confidence in the U.S., China, and the eurozone has remained relatively
resilient this year, despite a downturn in business sentiment. This is important, because
household spending plays a critical role in supporting economic growth in these key
economies—while driving demand for goods and services globally. And when consumer
confidence is upbeat, spending tends to follow suit. Looking ahead, however, we expect
the effects of ongoing trade disputes and other geopolitical issues pressuring business
sentiment to eventually spill over into the household sector. Such an outcome is likely
to put further downward pressure on global economic activity and corporate earnings
growth—and contribute to periods of heightened market volatility in the months ahead.
Chart 1. Consumer confidence declines often follow business confidence downturns
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Sources: Wells Fargo Investment Institute, Markit, The Conference Board (CB), China National Bureau of Statistics (NBS), Eurostat (ES). Monthly data from July 2006
through July 2019. Shaded bar represents global economic slowdown as defined by the Organisation for Economic Co-operation and Development (OECD). Major
economy business confidence = weighted average of U.S., China and eurozone manufacturing purchasing manager indices (PMIs). Major economy consumer confidence
= weighted average of U.S.CB, China NBS and eurozone ES consumer confidence indices. Z-score measures the number of standard deviations a current observation is
above (or below) its rolling 3-year average.
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Upbeat consumers are likely to face challenges
Historically, a sustained slowdown in business sentiment has preceded a consumer
confidence downturn in the U.S., China, and the eurozone by a few months (Chart 1).
Lately, however, consumer confidence has been more resilient as households have
reported being mostly optimistic about the future, despite growing pessimism in
financial markets and the manufacturing sector. One explanation for this buoyant
sentiment has been a relatively favorable consumption environment as policymakers
have telegraphed lower interest rates in the U.S. and eurozone, while they have created
other incentives to spend in China. Cracks are nevertheless beginning to form in this
narrative.
To be sure, lower oil prices and higher gold prices—along with developments in U.S.
Treasury and European sovereign debt markets last week—signal that economic
conditions may be more fragile than the Federal Reserve’s (Fed) July “mid-cycle rate
adjustment” would suggest. This comes as loan officer surveys from the Fed and
European Central Bank (ECB) point to tighter consumer lending standards that likely
will make it harder for households to borrow, even as central banks plan more rate cuts.
Moreover, the strength exhibited in labor markets earlier this year is giving way to
signs of weakness as payroll growth has softened in the U.S. and eurozone, while
unemployment has risen in China. Indeed, as business executives look ahead to 2020,
we expect that their discretionary spending and hiring plans will come under increased
scrutiny.
Investment implications
Household spending has played an increasingly important role in supporting global
economic growth this year. Yet, we foresee the potential for firms—already challenged
by an uncertain planning environment—to curb their hiring plans in the months ahead.
This is likely to be an important contributor to weaker consumer sentiment in the
second half of 2019. Subsequently, we would expect a decline in discretionary
household purchases to accompany softer consumer sentiment, which is likely to
dampen spending in an already weak economic growth environment.
Such a view would suggest a more cautious positioning in financial markets. Indeed,
earlier this week, we adjusted some of our asset-class guidance and year-end targets to
account for greater levels of financial-market volatility. This includes a less favorable
view on cyclical equity sectors and a more favorable view on investment-grade credit in
fixed-income portfolios. 1 We also reiterate our desire to become more opportunistic in
portfolios, aligning exposure closely with long-term investment goals, while raising
cash to provide optionality during periods of heightened market volatility.

1

For more information, please see our August 19, 2019, Institute Alert titled “Economic Concerns Signal a More Conservative Stance”.

© 2019 Wells Fargo Investment Institute. All rights reserved.

Page 2 of 4

Economic Calendar
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1.00%
--2.00%
-----46.3
0.50%
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0.00%
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Source: Bloomberg, as of August 16, 2019.
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Risk Considerations
Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally
correlates with the level of return the investment or asset class might achieve. Stock markets, especially foreign markets, are volatile. Stock
values may fluctuate in response to general economic and market conditions, the prospects of individual companies, and industry sectors.
Forecasts are not guaranteed and based on certain assumptions and on views of market and economic conditions which are subject to change.

General Disclosures
Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and
wholly owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company.
The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and
are for general information purposes only and are not intended to predict or guarantee the future performance of any individual security,
market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the information contained in
this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions
from, this report.
The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any
particular investor or potential investor. This report is not intended to be a client-specific suitability analysis or recommendation, an offer to
participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this report as the sole basis for investment
decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your
existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon.
Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is
not licensed or registered with any financial services regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based
financial services account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by legislation and regulations in
their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo Advisors.
Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC,
Members SIPC, separate registered broker-dealers and non-bank affiliates of Wells Fargo & Company. CAR 0819-03113
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