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FROM THE FRONT LINES:
COMPANY INSIGHTS ON CONSUMER SPENDING

Beyond the economic data GW&K'’s Global Strategist Bill Sterling reviews in his latest article,
“Consumer Spending Faces Crosswinds After Strong 2024, corporate earnings calls provide a
real-time look at how businesses perceive the financial health of the US consumer. We asked
GW&K'’s Equity Analyst Gaby Greenman about her key takeaways from the latest company
earnings reports.

Q: Gaby, what is the tone of the companies you follow coming out
of the latest quarter?

Gaby Greenman: They are cautious. Retailers in the US are currently navigating a
dynamic landscape, marked by both resilience and caution. Spending for the holiday

season in 2024 was stronger than expected, and while colder, wintry weather and

California wildfires impacted January and to some extent, February, consumer GABRIELA L. GREENMAN
sentiment has since fallen, and we are seeing a mild slowdown more recently. Partner
Equity Research Analyst

As a result, many companies are setting cautious guidance targets for 2025, with
many estimates coming in below Wall Street’s expectations. Many company
management teams have held off on including tariff assumptions in their outlooks
because of the changing headlines. But most have spoken about possible mitigation
efforts like price increases, vendor concessions, and driving further operational
efficiencies. In addition, many are pulling forward inventories ahead of potential tariffs
given the uncertainty.

Q: How are you factoring in potential changes to the US labor
market due to government cutbacks?

Gaby: | am laser focused on trends in the labor market for insights into potential
consumer spending. The jobs situation remains very fluid and is, at this time, difficult
to quantify. US government civilian employees ex the Post Office, make up just 1.5%
of total non-farm payrolls, but the federal contractor labor force is double that, and
these jobs could also be impacted by government cutbacks. We have already seen
an uptick in initial unemployment claims from federal programs and that is likely to
continue going up. In addition, the federal employees who took a deferred
resignation offer are not likely to show up in the claims data until the fourth quarter.
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Q: What items will be affected the most by the tariffs that have been
announced?

Gaby: Not as many as you think, because many companies have already started diversifying their
supply chains in the last five years. This effort began in response to the 2018/19 Chinese tariffs, and
then increased during the pandemic, when goods production was further disrupted by various
country shut downs.

That said, in today’s tariff schema, some industries like toys and electronics have relatively higher
exposure to Chinese tariffs, though less than in 2018/19. The auto industry has outsized exposure to
the 25% Mexican tariffs. The 25% steel and aluminum tariffs will also impact autos (the bestselling
truck in the US, the Ford F-150, has had an aluminum body since 2015), boats, ATVs, RVs, and
motorcycles. There are smaller categories like avocados and limes where Mexico is a very significant
supplier of these items to the US. And the Canadian tariffs are likely to impact housing, which is
already stressed by affordability issues.

Q: What are you seeing in the US housing sector?

Gaby: The US housing market has been under pressure for the last two years. We have a structural
shortage of housing due to underbuilding in the US, homeowners being reluctant to sell because
they are locked into low mortgage rates, still high mortgage rates for buyers, significant home price
inflation post the pandemic, and inflation in key housing expenses like insurance. All of these things
have created an affordability crisis.

Larger homebuilders have been able to use their size/scale and balance sheets (stronger after the
great financial crisis) to help consumers finance their new home purchases by offering below-
market-rate mortgages, through their internal financing operations. They can also take share from
smaller builders who have higher exposure to illegal immigration risk. However, the affordability
issues coupled with increased uncertainty around jobs and tariff-induced inflation only serve to
lengthen any recovery in this typically seasonal sector. Longer term, if affordability issues ease,
housing demand is likely to come back.

Q: What is your biggest takeaway from 4Q24 earnings season?

Gaby: | was pleasantly surprised at the strength of consumer spending in the Q4 earnings/holiday
season, especially given a shortened holiday shopping period and consistent promotional level to
prior year. The recent slowdown is indicative of the high level of uncertainty that US consumers are
experiencing at this moment. Most companies, not knowing where tariffs and other potential policy
changes will land, expect more of what they saw in 2024 for 2025: a discerning consumer,
thoughtful about their purchases but willing to spend on value, newness, and convenience. At the
same time, they acknowledge the effect consumer psychology has on spending and are buckling
down for a great deal of nearterm volatility.
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— Gaby Greenman
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