
I have been writing and talking a lot about Animal Spirits, or the emotions and instincts that 
influence economic decision-making, especially confidence and sentiment. When Animal Spirits 

are positive, consumers spend more, businesses invest and hire, and investors take on risk – all 
of which drive economic growth. In markets, this optimism supports higher valuations and 

sustained upward momentum. Lately, the headlines have turned quite negative, which may well 

be dampening Animal Spirits. In this week’s Sight|Lines, we discuss the potential influence of the 
media on the economy and markets, then look to how U.S. resilience may prevail to sustain 

economic and market growth. 

THE TAKEAWAY: HEADLINES ARE NEGATIVE, BUT UPSIDE STILL POSSIBLE 

While negative headlines may be dampening Animal Spirits and growth, we see potential drivers 

for market relief and continued growth from here. In summary: 

• In their 2009 book on Animal Spirits, Robert Shiller and George Akerlof revive the term
to show how emotions and psychology can influence economic decisions beyond

pure rationality.

• In their work, they discuss how widespread pessimistic news coverage can dampen

consumer spending and investment, potentially leading to economic downturns.

• In an informal review of recent tariff news articles, a good majority had negative

headlines, but the articles themselves were more balanced.

• In one headline example on another topic, editors described April’s stock market

performance as the worst since 1932, but results ended up quite typical.

• As we’ve discussed before, some “soft data,” which can reflect Animal Spirits, has turned

negative. This includes consumer confidence and small business optimism.

• But important “hard data” – actual results – has remained positive and resilient.

• As we look forward, we should consider the possibility of shifts, such as announced trade

deals and lower taxes, as possible drivers of positive equity market performance.
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IN-DEPTH: NEGATIVE HEADLINES CAN DAMPEN ANIMAL SPIRITS, BUT U.S. RESILIENCE AND POSSIBLE 
SHIFTS MAY PROVIDE RELIEF AND MOVE MARKETS HIGHER 
These days, negative headlines may well be dampening Animal Spirits and economic growth, and yet, shifts like 

possible trade deals and even lower taxes may drive market relief and continued growth from here. Going deeper: 
• In Animal Spirits: How Human Psychology Drives the Economy, and Why It Matters for Global Capitalism 

(2009), Robert Shiller and George Akerlof revive the term Animal Spirits: 
o Originally coined by John Maynard Keynes in The General Theory of Employment, Interest and 

Money (1936), Animal Spirits describes how emotions and psychology influence economic 

decisions beyond pure rationality. 
o In their work, Shiller and Akerlof discuss how widespread pessimistic news coverage can dampen 

consumer spending and investment, potentially leading to economic downturns. 
• I recently ran an informal review of tariff news articles since April 1: 

o About three-quarters of the articles had negative, and sometimes sensational, headlines. 
o But among those that were negative, about two-thirds of the articles were neutral to positive. 
o Combining these, we see the content of the articles overall was more balanced. 

• Here is one headline – “Dow Headed for Worst April Since 1932 as Investors Send ‘Sell’ Signal”: 
o The Dow is a very concentrated index and does not represent the stock market. 
o A more diversified index, the S&P 500, fell 11.2% to start the month, the second worst move 

since 1932, but then recovered 11.8%, the fifth best recovery since then, ending the month down 
only 0.7%, a common, modestly negative return. 

• Some “soft data,” which can reflect Animal Spirits, has turned negative recently: 
o The Conference Board Consumer Confidence Index fell to a 13-year low of 86.0 in April.   
o NFIB Small Business Confidence Index declined to 97.4 in March from 105.1 in December, 

placing it just below the 51-year average of 98. 
• But some important “hard data” – actual results – has remained positive and resilient: 

o The consumption component of first quarter GDP grew at a 1.8% annualized rate. 
o 83% of companies in the S&P 500 have reported earnings growth of 13.6% for Q1.  

• As we look forward, we should consider the possibility of shifts: 
o We anticipate the Trump administration will begin announcing some trade deals. 
o The administration is also focused on extending the 2017 tax cuts and implementing more. 

CONCLUSION 
When positive, Animal Spirits, or the emotions and instincts that influence economic decision-making, can push 
consumers to spend more, businesses to invest and hire, and investors to take on risk – some drivers of economic 
growth. But headlines have turned quite negative lately, which are likely weighing on Animal Spirits. This 
emotional shift may be the cause of the next recession. But as we unpack hard data and remind ourselves of the 

history of U.S. resilience, investors are well served to consider the potential upside looking forward if that 
resilience takes hold. 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.  Opinions expressed are subject to change without 

notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors.  There is no guarantee that the 

figures or opinions forecasted in this report will be realized or achieved.  Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.   
 
Asset allocation and diversification do not ensure a profit and may not protect against loss.  There are special considerations associated with international 

investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility 

than investing in more developed countries.  Due to their narrow focus, sector-based investments typically exhibit greater volatility.  Small company stocks 
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies.  Property values can 

fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies.  When 
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. Investing involves risks, including the possible loss of principal 

invested. Past performance is no guarantee of future results. The Standard & Poor’s 500 index is a capitalization-weighted index that is generally considered 

representative of the U.S. large capitalization market.  The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on 
the New York Stock Exchange (NYSE) and the NASDAQ.  The DJIA was invented by Charles Dow back in 1896.  The MSCI EAFE index (Europe, Australasia, and 

the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding 
the U.S. and Canada.  VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the implied 

volatility of S&P 500 index options. Index returns include the reinvestment of dividends but do not include adjustments for brokerage, custodian, and 

advisory fees. The small business optimism index is compiled from a survey that is conducted each month by the National Federation of Independent 
Business (NFIB) of its members.  The index is a composite of ten seasonally adjusted components based on questions on the following: plans to increase 

employment, plans to make capital outlays, plans to increase inventories, expect economy to improve, expect real sales higher, current inventory, current job 
openings, expected credit conditions, now a good time to expand, and earnings trend. Indices are unmanaged and are not available for direct investment. 
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