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US Durables Showcase What’s Wrong With Tariffs 

United States, durable goods orders/ex-transportation, m/m %, February: 

Actual:    -1.6 / +0.1 

Consensus:    -1.8 / 0.1  

Scotia:     -2.1 / 0.2 

Prior:   0.1 / -0.1 (revised from 0.3 / -0.2) 
 

 While the overall report contained little by way of surprises to expectations, it 

nevertheless continued to showcase one of the many flaws in the US 

administration’s belief that tariffs are working out well. A weak investment 

order book is symptomatic of the damaging impact of uncertainty that is 

being fed by the US administration’s trade policies that are dampening 

global trade and investment activity in synchronous fashion. The US is not an 

island that is immune to the effects. 

 To that effect, core orders (ex-air and defense) were down by a relatively 

small -0.1% m/m in February but partly due to a slight upward revision to the 

prior month (now +0.9% m/m, one tick higher).  

 Nevertheless, it’s the persistent disappointment in the figures that is the point 

of emphasis. Despite the incentives introduced in the Tax Cuts and Jobs 

Act, US businesses are losing momentum in terms of drivers of the order 

book that could come to weigh upon actual shipments of capital goods. Core 

orders have been down in three of the past four months and four of the 

past six months. For that matter, since the TCJA was passed, core 

orders have fallen in seven of the past fourteen months. There had once 

been promise in that core orders began rising from a 2016 trough up to about 

July of last year but then momentum was lost (see chart). What coincides with 

lost momentum over this period?  Picking fights with every one of America’s 

trading partners from China to Europe and Canada to Mexico among others 

comes to mind. 

 The effects of this knock on confidence are in addition to the flawed tariff 

arguments the US administration advances in that they work because just 

look at the funds flowing into Treasury. This ages old myth dates back to the 

mercantilist policies that once guided European powers and suffers the same 

flaw today that it did then. Guess who pays the tariffs?  American businesses 

and consumers outside of the narrow interests that are being inefficiently 

protected, at least in the short term. Then there is the whole retaliation angle. 

 By category, defense orders fell 3.4% m/m and have fallen for three 

consecutive months. Overall transportation orders fell 4.8% m/m with 

nondefense aircraft playing the expected role through a 31% m/m drop after 

large gains over the prior three months. Vehicles and parts orders slipped 

0.1% for the second consecutive decline after a strong end to 2018. Orders 

for computers and electronics fell 0.3% for the third straight decline. Electrical 

equipment orders were up 1% for the second consecutive month. Machinery 

orders slipped 0.3% after a strong 2% rise in January. Metals orders 

advanced with primary metals up 0.7% after a 1.8% decline and fabricated 

metals up 0.3% after a 0.4% drop. 

 On a quarterly tracking basis, core orders are tracking as follows from 

2018Q1 through to 2019Q1 at a seasonally adjusted and annualized 

rate:  +1.5%, 11%, 8%, -3.8%, -0.4%.  
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 This softening order book presents risks to the way in which the report flows into current-quarter GDP through actual 

shipments of core capital goods. The quarterly tracking for core shipments from 2018Q1 to 2019Q1 is as follows:   2.9, 

1.6, 6.9, 1.6, 3.7. The acceleration in core shipments in Q1 relative to 2018Q4 is positive for current quarter GDP but the 

durability of the gain is in question given the trend softening in the core order book. To this effect, observe the next chart that 

shows the connection between core orders and core shipments; shipments have perhaps not begun to react to the softening 

core order book. 
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