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 AVALAN’S Key Takeaway: 

Take hold of your wealth ® 

While investors always look to corporate earnings for clues 
about how businesses are performing, the current earnings 
season arguably carries greater importance due to tariffs. 
Although major stock market indices have reached new all-
time highs as trade tensions have stabilized, there is still 
uncertainty as to how tariffs might affect consumers and 
businesses. Fortunately, new trade agreements are being 
announced, and corporations are reporting earnings that are 
beating expectations. 

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 1911.1 

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, healthy profit margins, and maximizing 
profits.  

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.2 

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 
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 
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The current earnings season could provide insights 
into the effect of tariffs on consumers and 
businesses. For investors, understanding these 
trends while staying focused on long-term planning 
are still the best ways to achieve financial goals. 
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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. 

So, in the short run, the effect of tariffs depends on factors 
such as how competitive an industry is, and whether 
consumers and businesses have options. In the longer run, 
supply chains can adapt to new conditions and currency 
values can adjust. 

Therefore, the impact of tariffs on earnings, and the 
response from companies, varies greatly by industry. For 
instance, General Motors reported that tariffs cost $1.1 
billion in profits during the second quarter, with profit 
margins falling from 9% to 6.1%.3 

On the other hand, Cleveland-Cliffs, a flat-rolled steel 
maker in the U.S., announced better than expected 
earnings for the second quarter, benefiting from tariffs that 
reduced steel imports.4 

The previous chart 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. 

Several countries have agreed to new arrangements, some 
with significantly lower tariffs than originally declared on 
April 2. It was recently announced that the European Union 
and Japan will face 15% tariffs for goods exported to the 
U.S., and Indonesia and the Philippines will face 19% tariffs. 
Meanwhile, discussions with China are ongoing after earlier 
developments on a trade truce. 

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. As the chart above illustrates, the S&P 500 has 
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 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 seek a stable business environment, one that 
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. 

Earnings are an important long-term driver of returns 

 
 
So, here we are halfway through the decade, and the US 
economy continues to prove remarkably resilient, 
supported by the healthy spending of businesses and 
consumers. So far the economy has been unfazed by 
Trump’s trade policies. If the second half of the decade 
continues apace, the S&P 500 price index may be around 
10,000 as we enter the 2030s. And, continue on from there. 
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1. https://budgetlab.yale.edu/research/state-us-tariffs-july-23-2025  
2. https://insight.factset.com/topic/earnings 
3. https://investor.gm.com/static-files/eaf4a73f-ef85-4134-8533-902e6a9a8177 
4. https://www.clevelandcliffs.com/investors/news-events/press-releases/detail/678/cleveland-cliffs-

reports-second-quarter-2025-results 
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