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Monthly Economic Outlook -- Trade Tensions Escalate
Real GDP rose at a 3.2% annual rate in the advance estimate for 1Q19 (+3.2% y/y). However, that figure overstates the strength of first quarter
activity. GDP growth was boosted by a narrower trade deficit and faster inventory growth, which likely reflected an impact from trade policy (as
imports were pulled forward into 2018 ahead of an expected increase in tariffs). Imports have a negative sign in the GDP calculation, so the pullback
added to GDP growth (that doesn’t mean that trade policy has “boosted growth”). Private Domestic Final Purchases (consumer spending, business
fixed investment, and residential fixed investment) rose at a 1.3% pace (+2.8% y/y). Consumer spending rose at a 1.2% annual rate. Business fixed
investment rose 2.7%. Residential fixed investment fell 2.8%, the fifth consecutive quarterly decline.
Halfway through the current quarter, we don’t have any official figures on foreign trade and inventories in 2Q19. So, the near-term GDP picture
is a bit clouded. However, underlying domestic demand appears to be at a lackluster-to-moderate pace. Strong job gains and a pickup in wage
growth were expected to propel consumer spending. However, retail sales results for April were disappointing, although possibly distorted by
the late Easter. Consumers appeared to roll down the scale (shopping more at discount stores), while internet sales continued to capture share
from bricks and mortar stores (as retail employment fell). Orders and shipments of nondefense capital goods was at a lackluster pace through
March. Factory output, down in 1Q19, weakened further in April. Housing starts rose 5.7% in April -2.5% y/y), but single-family permits (which are
reported much more accurately than starts) fell 4.2% (-7.1% y/y).

.
Last year, President Trump imposed a 25% import tariff on $50 billion in Chinese goods (mostly industrial inputs) and a 10% tariff on another $200
billion (including capital equipment and some consumer goods). The tariff on the second round rose to 25% on May 10. In addition, Trump has
threatened to impose a 25% tariff on the remaining imports from China (around $300 billion, mostly consumer goods).
China does not pay these tariffs. U.S. consumers and business do. Tariffs raise costs, disrupt supply chains, and invite retaliation against U.S.
exports. The increased uncertainty dampens business investment. Douglas Irwin, a trade economist at Dartmouth, estimates that the average
tariff on Chinese goods was about 3% before Trump took office, rose to 12% in 2018, and to 18% with the May 10 tariff increase – and would increase
to 29% if Trump imposes a 25% tariff on the remaining amount of Chinese goods. The New York Fed estimates that annual cost per household of
the 2018 tariffs was $414, with the May 10 ratcheting up of tariffs cost another $831 (total impact: over 2% of median household income).
At face value, tariffs on Chinese goods may shave a percent or more from GDP growth this year – not enough, by themselves, to push the U.S.
economy into a recession. However, with restrictions on certain companies (Huawei, etc.), trade tensions are expanding beyond tariffs. So, the
risks to the overall growth outlook remain weighted to the downside.
Presumably, Trump’s hope is that trade tensions will be resolved through a “better” trade deal. However, pushing against China is not necessarily
the best strategy and there is a long history of miscommunications between the two countries. China foreign trade is not out of balance with
the rest of the world – the country imports raw materials and exports intermediate and finished product. It’s also a fast growing economy, and
trade tensions risk leaving the U.S. out of a growing slice of the global pie. Restricting trade with China ought to lead to increased trade with other
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countries (Vietnam’s trade surplus has jumped 45%), but should do little to shift the U.S.’s overall trade balance (all else equal). However, China’s
unique advantage over other countries is its scale. It will take time to shift production to other countries. China has behaved badly on trade, but
the proper way to address that is through a coordinated international effort (as other countries have similar complaints).
The reason the U.S. runs a trade deficit is that we don’t save enough. In running a trade deficit, the U.S. borrows from the rest of the world.
There’s nothing inherently wrong with that. The current account deficit, the widest measure of foreign trade, is running at about 2.0-2.5% of GDP,
moderate by historical standards (it rose to over 6% of GDP in 2005). However, it’s important to remember that the federal budget deficit, which
is expected to reach $1 trillion in the current fiscal year, is part of national savings.
Tariffs may add to consumer price inflation in the short-term, but are unlikely to result in a higher underlying trend in inflation. We are more likely
to see added costs dampen the pace of consumer spending growth and business investment. As, expected, the Federal Open Market Committee
left short-term interest rates unchanged following the April 30-May 1 policy meeting. Fed officials have given little indication that they are about
to cut short-term interest rates anytime soon. However, the federal funds futures market has been pricing in a greater chance of one or more rate
cuts by the end of the year.
The Federal Reserve is rethinking its monetary policy framework (strategies, tools, and communication policies) this year, but any formal changes
are not expected until next year. Fed policy decisions will remain data-dependent. With the federal funds target rate currently at the lower end
of the range of estimates of neutral, officials generally view policy as a bit accommodative. It would take a string of softer data, including labor
market indicators, for the Fed to begin easing policy.
The PCE Price Index, ex-food & energy, rose 1.5% over the 12 months ending in March, falling further below the Fed’s 2% goal. However, Fed
officials see the recent low trend in inflation as “transitory.” The Dallas Fed’s Trimmed-Mean PCE Price Index (an alternative measure of “core”
inflation which excludes the largest monthly increases and decreases in prices), rose 2.0%, matching the Fed’s goal.
As a general rule, debt doesn’t matter until it does. That is, high debt levels are not a catalyst for economic weakness, but debt can make a
downturn worse, especially if it has been fueled by leverage.
“Business�debt�is�near�record�levels,” noted Fed Chair Powell on May 20, “and�recent�issuance�has�been�concentrated�in�the�riskiest�segments.” Hence,
“some�businesses�may�come�under�severe�financial�strain�if�the�economy�deteriorates” and “a�highly�leveraged�business�sector�could�amplify�any
economic�downturn�as�companies�are�forced�to�lay�off�workers�and�cut�back�on�investments.” However, according to Powell, “business�debt�does�not
currently�appear�to�present�significant�risks�to�financial�stability.” Business debt-to-GDP is still less than 75% (vs. 65% at its recent low), in line with
previous expansions. Banks and other financial institutions have greater buffers to absorb losses. The growth in business debt has not been fueled
by short-term funding. Still, Powell emphasized that “we�cannot�be�satisfied�with�our�current�level�of�knowledge�about�these�markets,�particularly
the�vulnerability�of�financial�institutions�to�potential�losses�and�possible�strains�on�market�liquidity�and�prices�should�investors�exit�investment�vehicles
holding�leveraged�loans.”
Net new issuance of high-yield bonds was about flat in 2018, but leveraged loans outstanding rose 20% and now stand at more than $1 trillion.
Mutual funds, which account for about 20% of the leveraged loan market, allow investors to redeem their shares on a daily basis, although the
underlying loans take longer to sell. Powell noted that “widespread�redemptions�by�investors,�in�turn,�could�lead�to�widespread�price�pressures,
which�could�affect�all�holders�of�leveraged�loans,” including collateral loan obligations (CLOs), the largest holder of leveraged loans. According to
Powell, only $90 billion of the $700 billion in total CLOs are held by the largest U.S. banks. Much of the rest is held outside of the U.S., including
foreign banks and asset managers.
The federal budget deficit is projected to hit $1 trillion in the current fiscal year (ending September). The proper way to look at deficit figures is a
percentage of nominal GDP, and that should be about 4.6% -- relatively high by historical standards (we ran at about 5% of GDP during the 1980s
and hit 10% of GDP in the aftermath of the Great Recession). Debt does not cause higher inflation (recall that inflation trended lower in the 1980s).
The Chinese have no incentive to dump their holdings of U.S. Treasuries, but trade policy disruptions ought to lead to slower Chinese purchases
of U.S. debt (this appears to be already happening and bond yields remain low).
On a positive note, household debt-to-income ratios have steadily declined. A rising fraction of this debt is rated prime. Household debt service
burdens are generally much more manageable.
Trump has rolled back tariffs on Canadian and Mexican steel and aluminum, which was a precondition for the U.S. Mexico Canada Agreement
(the NAFTA replacement, which must still be ratified by Congress). Trump postponed by six months the decision to impose tariffs on all imported
motor vehicles.
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The escalation of U.S./China trade tensions have increased anxieties about global economic growth in general. Brexit, the United Kingdom’s trade
war with itself, is going nowhere and the last days of May appear likely to be the last days of May.
Softer global growth will, in turn, lead to somewhat slower growth in the U.S., but not by a lot. To date, U.S. growth has been disappointing in
2019, although hardly a disaster. The lagged impact of fiscal stimulus (expected to boost GDP growth by half a percent in the first half of the
year) failed to show up. Investors clearly benefited from tax policy changes, but taxpayers were generally unpleased with this tax season. Some
individuals had reduced tax withholding in 2018, leading to smaller-than-expected refunds (so they got a tax cut but didn’t notice). Some didn’t get
the reduction in taxes they had anticipated. Others paid more due to the limitations on deductions for state and local taxes. Consumer sentiment
remain high, but surveys show that most don’t see tax cuts as a factor.
The partial government shutdown, weather, and the late Easter appear to have had an impact of growth in the first four months of the year.
Looking ahead, we should see a pickup, but we’re more likely to be back to the longer-term sustainable trend (1.5-2.0% GDP growth).
The job market data will remain key.

THE RAYMOND JAMES FINANCIAL CENTER | 880 CARILLON PARKWAY | ST. PETERSBURG FLORIDA 33716

US RESEARCH | PAGE 4 OF 8

ECONOMIC RESEARCH

Notes on the forecast: The table represents a baseline forecast. Forecasts should be thought of in probabilistic terms. There is considerable
uncertainty looking out to the second half of this year, but the risks to the growth outlook remain prominently to the downside.
GDP growth figures can be quirky from quarter to quarter. Net exports and the change in inventories make up a relatively small portion of the level
of GDP, but they account for more than their fair share of volatility in GDP growth. Investors should focus on Private Domestic Final Purchases,
which is consumer spending plus business fixed investment plus residential fixed investment (or equivalently, GDP less government less net
exports, less the change in inventories).
Underlying domestic demand has been expected to transition to a more sustainable pace in 2019, largely reflecting the fading impact of fiscal
stimulus and labor market constraints.
Tariffs and the expectation of further tariffs appear to have pulled imports forward and added to inventory growth. Imports have a negative sign
in the GDP calculation (hence, declining imports add to GDP growth).
Nonfarm payrolls should be boosted by temporary hiring for the census in the first half of 2020 (falling back in the second half of the year).
Once again, long-term interest rates are expected to move somewhat higher, reflecting increased government borrowing and the unwinding of
the Fed’s balance sheet. However, a modest-to-moderate inflation outlook and low long-term interest rates outside the U.S. should continue to
put downward pressure on U.S. bond yields.

.
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IMPORTANT INVESTOR DISCLOSURES
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in the
United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, FL 33716,
(727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities that are responsible for the creation and
distribution of research in their respective areas: in Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia Street, Vancouver, BC V6C
3L2, (604) 659-8200; in Europe, Raymond James Euro Equities SAS (also trading as Raymond James International), 40 rue La Boetie, 75008, Paris,
France, +33 1 45 64 0500, and Raymond James Financial International Ltd., Broadwalk House, 5 Appold Street, London, England EC2A 2AG, +44
203 798 5600.
This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. The
securities discussed in this document may not be eligible for sale in some jurisdictions. This research is not an offer to sell or the solicitation of an
offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Past performance is not a guide to
future performance, future returns are not guaranteed, and a loss of original capital may occur. Investors should consider this report as only
a single factor in making their investment decision.
For clients in the United States: Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are listed on
a U.S. exchange. This report is being provided to you for informational purposes only and does not represent a solicitation for the purchase or sale
of a security in any state where such a solicitation would be illegal. Investing in securities of issuers organized outside of the U.S., including ADRs,
may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting requirements of, the U.S.,
including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting requirements
of, the U.S. Securities and Exchange Commission. There may be limited information available on such securities mentioned in this report. Please
ask your Financial Advisor for additional details and to determine if a particular security is eligible for purchase in your state.
The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell any
security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such information
is accurate or complete. Persons within the Raymond James family of companies may have information that is not available to the contributors
of the information contained in this publication. Raymond James, including affiliates and employees, may execute transactions in the securities
listed in this publication that may not be consistent with the ratings appearing in this publication.
Raymond James ("RJ") research reports are disseminated and available to RJ's retail and institutional clients simultaneously via electronic
publication to RJ's internal proprietary websites (RJ Client Access & RJ Capital Markets). Not all research reports are directly distributed to clients
or third-party aggregators. Certain research reports may only be disseminated on RJ's internal Proprietary websites; however, such research
reports will not contain estimates or changes to earnings forecasts, target price, valuation or investment or suitability rating. Individual Research
Analysts may also opt to circulate published research to one or more clients electronically. This electronic communication is discretionary and
is done only after the research has been publically disseminated via RJ's internal factors including, but not limited to, the client's individual
preference as to the frequency and manner of receiving communications from Research Analysts. For research reports, models, or other data
available on a particular security, please contact your Sales Representative or visit RJ Client Access or RJ Capital Markets.
Links to third-party websites are being provided for information purposes only. Raymond James is not affiliated with and does not endorse,
authorize, or sponsor any of the listed websites or their respective sponsors. Raymond James is not responsible for the content of any third-party
website or the collection of use of information regarding any website's users and/or members.
Additional information is available on request.

Analyst Information
Registration of Non-U.S. Analysts: The analysts listed on the front of this report who are not employees of Raymond James & Associates, Inc.,
are not registered/qualified as research analysts under FINRA rules, are not associated persons of Raymond James & Associates, Inc., and are not
subject to FINRA Rule 2241 restrictions on communications with covered companies, public companies, and trading securities held by a research
analyst account.
Analysts Holdings and Compensation: Equity analysts and their staffs at Raymond James are compensated based on a salary and bonus system.
Several factors enter into the bonus determination, including quality and performance of research product, the analyst's success in rating stocks
versus an industry index, and support effectiveness to trading and the retail and institutional sales forces. Other factors may include but are not
limited to: overall ratings from internal (other than investment banking) or external parties and the general productivity and revenue generated
in covered stocks.
The analyst Scott J. Brown, primarily responsible for the preparation of this research report, attests to the following: (1) that the views
and opinions rendered in this research report reflect his or her personal views about the subject companies or issuers and (2) that no part
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of the research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views in this
research report. In addition, said analyst(s) has not received compensation from any subject company in the last 12 months.

Ratings and Definitions
Raymond James & Associates (U.S.) definitions: Strong Buy (SB1) Expected to appreciate, produce a total return of at least 15%, and
outperform the S&P 500 over the next six to 12 months. For higher yielding and more conservative equities, such as REITs and certain MLPs, a
total return of 15% is expected to be realized over the next 12 months. Outperform (MO2) Expected to appreciate and outperform the S&P 500
over the next 12-18 months. For higher yielding and more conservative equities, such as REITs and certain MLPs, an Outperform rating is used for
securities where we are comfortable with the relative safety of the dividend and expect a total return modestly exceeding the dividend yield over
the next 12-18 months. Market Perform (MP3) Expected to perform generally in line with the S&P 500 over the next 12 months. Underperform
(MU4) Expected to underperform the S&P 500 or its sector over the next six to 12 months and should be sold. Suspended (S) The rating and
price target have been suspended temporarily. This action may be due to market events that made coverage impracticable, or to comply with
applicable regulations or firm policies in certain circumstances, including when Raymond James may be providing investment banking services
to the company. The previous rating and price target are no longer in effect for this security and should not be relied upon.
Raymond James Ltd. (Canada) definitions: Strong Buy (SB1) The stock is expected to appreciate and produce a total return of at least 15% and
outperform the S&P/TSX Composite Index over the next six months. Outperform (MO2) The stock is expected to appreciate and outperform the
S&P/TSX Composite Index over the next twelve months. Market Perform (MP3) The stock is expected to perform generally in line with the S&P/
TSX Composite Index over the next twelve months and is potentially a source of funds for more highly rated securities. Underperform (MU4) The
stock is expected to underperform the S&P/TSX Composite Index or its sector over the next six to twelve months and should be sold.
In transacting in any security, investors should be aware that other securities in the Raymond James research coverage universe might carry a
higher or lower rating. Investors should feel free to contact their Financial Advisor to discuss the merits of other available investments.
Coverage Universe Rating Distribution*

Investment Banking Relationships
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57%

67%

21%

26%

Market Perform (Hold)

39%

30%

10%

11%

Underperform (Sell)

4%

3%

5%

0%

*�Columns�may�not�add�to�100%�due�to�rounding.

Suitability Ratings (SR)
Medium Risk/Income (M/INC) Lower to average risk equities of companies with sound financials, consistent earnings, and dividend yields above
that of the S&P 500. Many securities in this category are structured with a focus on providing a consistent dividend or return of capital.
Medium Risk/Growth (M/GRW) Lower to average risk equities of companies with sound financials, consistent earnings growth, the potential for
long-term price appreciation, a potential dividend yield, and/or share repurchase program.
High Risk/Income (H/INC) Medium to higher risk equities of companies that are structured with a focus on providing a meaningful dividend
but may face less predictable earnings (or losses), more leveraged balance sheets, rapidly changing market dynamics, financial and competitive
issues, higher price volatility (beta), and potential risk of principal. Securities of companies in this category may have a less predictable income
stream from dividends or distributions of capital.
High Risk/Growth (H/GRW) Medium to higher risk equities of companies in fast growing and competitive industries, with less predictable earnings
(or losses), more leveraged balance sheets, rapidly changing market dynamics, financial or legal issues, higher price volatility (beta), and potential
risk of principal.
High Risk/Speculation (H/SPEC) High risk equities of companies with a short or unprofitable operating history, limited or less predictable
revenues, very high risk associated with success, significant financial or legal issues, or a substantial risk/loss of principal.

Stock Charts, Target Prices, and Valuation Methodologies
Valuation Methodology: The Raymond James methodology for assigning ratings and target prices includes a number of qualitative and
quantitative factors, including an assessment of industry size, structure, business trends, and overall attractiveness; management effectiveness;
competition; visibility; financial condition; and expected total return, among other factors. These factors are subject to change depending on
overall economic conditions or industry- or company-specific occurrences.
Target Prices: The information below indicates our target price and rating changes for the subject companies over the past three years.
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Risk Factors
General Risk Factors: Following are some general risk factors that pertain to the business of the subject companies and the projected target
prices and recommendations included on Raymond James research: (1) Industry fundamentals with respect to customer demand or product/
service pricing could change and adversely impact expected revenues and earnings; (2) Issues relating to major competitors or market shares
or new product expectations could change investor attitudes toward the sector or this stock; (3) Unforeseen developments with respect to the
management, financial condition or accounting policies or practices could alter the prospective valuation; or (4) External factors that affect
the U.S. economy, interest rates, the U.S. dollar or major segments of the economy could alter investor confidence and investment prospects.
International investments involve additional risks such as currency fluctuations, differing financial accounting standards, and possible political
and economic instability.
Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability categories,
is available at raymondjames.bluematrix.com/sellside/Disclosures.action. Copies of research or Raymond James' summary policies relating
to research analyst independence can be obtained by contacting any Raymond James & Associates or Raymond James Financial Services
office (please see RaymondJames.com for office locations) or by calling 727-567-1000, toll free 800-237-5643.

International Disclosures
For�clients�in�the�United�Kingdom:
For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates is
intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients as described
in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (high net worth companies, unincorporated associations,
etc.) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended)or any other person to whom this promotion
may lawfully be directed. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied
upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.
For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and is
not intended for use by clients.
For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of interest
management. RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated by the Financial Conduct Authority in the United
Kingdom.
For�clients�in�France:
This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, being
persons who are Eligible Counterparties or Professional Clients as described in "Code Monetaire et Financier" and Reglement General de l'Autorite
des marches Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied
upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.
For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorite de Controle Prudentiel
et de Resolution and the Autorite des Marches Financiers.
For�institutional�clients�in�the�European�Economic��rea�(EE�)�outside�of�the�United�Kingdom:
This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be
submitted.
For�Canadian�clients:
This report is not prepared subject to Canadian disclosure requirements, unless a Canadian analyst has contributed to the content of the report.
In the case where there is Canadian analyst contribution, the report meets all applicable IIROC disclosure requirements.
Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows:
This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by Raymond
James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate, or commercially exploit
the information contained in this report, in printed, electronic, or any other form, in any manner, without the prior express written consent of
Raymond James. You also agree not to use the information provided in this report for any unlawful purpose.
This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret, or other intellectual
property laws (of the United States and other countries). United States law, 17 U.S.C. Sec. 501 et seq, provides for civil and criminal penalties for
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