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Weekly Economic Monitor -- A Downshift in Expectations for 4Q19
A Downshift in Expectations for 4Q19 – Focusing more on a possible mini trade deal with China, financial market participants have largely
ignored the recent economic data reports. The figures suggest a softer growth trend in early 4Q19 and many economists have been lowering their
GDP forecasts. Growth is often lumpy from quarter to quarter and the fundamentals imply a moderate economic expansion in 2020. However, as
widely noted, recessions are often psychological in nature.
Core retail sales (which excluding motor vehicles, building materials, and gasoline) were reported to have risen by 0.2% in October, following
no gain in September and a 0.2% rise in August. This softer trend (+0.4% over the last three months) follows strength in the spring and early
summer. It’s not unusual to see a few soft months following a few strong months. Although slower than in 2018, growth in nonfarm payroll has
been moderately strong and wage growth has picked up. However, there is a wide range across the income scale. Those at the top are doing well
and those at the bottom have seen the largest wage growth (granted, from a low base). However, there is anecdotal evidence of strain across the
broad middle. More individuals are opting for longer loans when buying a new vehicle, while more are under water on their trade-in vehicle (that
is, owing more than the car is worth)
Retail sales data are seasonally adjusted, but there is also likely some change underway in the seasonal pattern. Last year, holiday shopping had a
lower peak in December, but a broader base for the fourth quarter (some sales apparently shifted into October). That could reflect the continued
rise in online shopping and a softening in sales at brick and motor stores. Figures for the next few months could be distorted, but the trend retail
sales is softer than expected into 4Q19.

.
Industrial production was weaker than expected in October, reflecting a drop in the output of utilities. As expected, the GM strike (now settled)
had a further impact on manufacturing output. In addition, the Fed’s gauge of oil and gas well drilling fell 5.1% (-15.4% in the last four months).
Energy exploration is capital intensive and we should see a further negative contribution to business fixed investment in 4Q19.
Most economists forecast GDP growth by forecasting the components and adding them up. The Atlanta Fed’s GDP Now model has lowered its
estimate for 4Q19 to a 0.3% annual rate, mostly reflecting slower inventory growth and a wider trade deficit, but with a further decline in business
structures (which includes energy exploration) and slower consumer spending growth. The New York Fed’s Nowcast model is projecting a 0.4%
annual rate. These models are more science than art. There is no room for subjectivity. The late Nobel Laureate Lawrence Klein applied what he
called “TLC” (tender loving care) to his forecasts. Adding more variable gives you a better fit to the past, but may not help in forecasting.
At this point, we have a limited picture of the 4Q19 economy, but (at face value) the underlying trends in the GDP component data appear to
be softer. A 4Q19 slowdown should be transitory, but there is a danger that negative expectations could build and become self-reinforcing. The
Federal Reserve is poised to react if necessary. (M19-2827783)
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Data Recap – Fed Chair Powell repeated that the stance of monetary policy appears to be appropriate for now, while cautioning lawmakers about
the federal budget deficit. As expected, seasonal adjustment amplified an increase in gasoline prices in both the CPI and PPI, but core inflation
was moderate and pipeline inflation pressures continued to recede. Retail sales results for October were largely in line with expectations, but core
sales for August and September were revised lower (implying a slower near-term trend in consumer spending growth). Industrial production fell
further in October, reflecting the GM strike and a drop in the output of utilities (otherwise, the manufacturing output weakened modestly).
In his congressional testimony, Fed Chair Powell repeated that “we�see�the�current�stance�of�monetary�policy�as�likely�to�remain�appropriate�as
long�as�incoming�information�about�the�economy�remains�broadly�consistent�with�our�outlook�of�moderate�economic�growth,�a�strong�labor�market,
and�inflation�near�our�symmetric�2%�objective.” Powell noted that “in�a�downturn,�it�would�also�be�important�for�fiscal�policy�to�support�the�economy”
and “the�federal�budget�is�on�an�unsustainable�path.” This outlook “could�restrain�fiscal�policymakers'�willingness�or�ability�to�support�economic
activity�during�a�downturn”�and�“restrain�private�investment,�reducing�productivity�and�overall�economic�growth.”
The Fed’s Financial Stability Report noted some vulnerabilities. Asset prices “remain�high�in�several�markets�relative�to�income�streams.” However,
“risk�appetite�measures�that�account�for�the�low�level�of�long-term�yields�on�U.S.�Treasury�securities�are�more�aligned�with�historical�norms�for�most
markets.” Borrowing by businesses is “historically�high�relative�to�GDP,�with�the�most�rapid�increases�in�debt�concentrated�among�the�riskiest�firms
amid�weak�credit�standards.” By contrast, “household�borrowing�remains�at�a�modest�level�relative�to�income,�and�the�amount�of�debt�owed�by
borrowers�with�credit�scores�below�prime�has�remained�flat.” The largest U.S. banks remain strongly capitalized, and the leverage of broker-dealers
is at historically low levels. Estimates of the total amount of financial system liabilities that are most vulnerable to runs, including those issued
by nonbanks, remain “modest.” The report noted that “stresses�in�Europe,�such�as�those�related�to�Brexit;�stresses�in�emerging�markets;�and�an
unexpected�and�marked�slowdown�in�U.S.�economic�growth�are�among�the�near-term�risks�that�have�the�potential�to�interact�with�these�vulnerabilities
and�pose�risks�to�the�financial�system.”
Retail Sales rose 0.3% in the advance estimate for October, following a 0.3% decline in September (+3.1% y/y). Ex-autos, sales rose 0.2% (+2.8%
y/y). Auto dealership sales rose 0.5% (+4.5% y/y), while unit motor vehicle sales were reported lower by the various automakers. Sales of building
materials and garden supplies fell 0.5% (-2.0% y/y). Gasoline sales rose 1.1% (-5.0% y/y). Core sales, which exclude motor vehicles, building
materials, and gasoline, rose 0.2%, with downward revisions to August and September – implying, all else equal, a slight downward revision to
3Q19 GDP growth and lower consumer spending growth expectations for 4Q19. Department store sales edged up 0.1% (-6.9% y/y), while non-store
retail sales (including internet shopping) rose 0.9% (+14.3% y/y). Sales at restaurants and bars fell 0.3% (September revised higher, +4.7% y/y).

.
Industrial Production fell 0.8% in the initial estimate for October (-1.1% y/y), reflecting a 2.6% decline in the output of utilities (-4.1% y/y) and
a further impact of the GM strike (motor vehicle production fell 7.1% following a 5.5% decline in September, -11.8% y/y). Ex-motor vehicles,
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manufacturing output edged down 0.1% (-0.6% y/y) – consistent with a moderate slowdown, rather than a recession. Mining output fell 0.7%
(+2.7% y/y). Oil and gas well drilling fell 5.1% (-15.4% in the last four months, down 19.0% y/y), implying a further negative contribution to business
fixed investment in 4Q19. Energy extraction rose 0.7% (+8.0% y/y).
The Consumer Price Index rose 0.4% in October (+1.8% y/y). Food rose 0.2% (+2.1% y/y), mixed over the last year (food at home up 1.0% y/y,
food away from home up 3.3% y/y). Gasoline (3.9% of the overall CPI) rose 3.7% (+1.6% before seasonal adjustment, and -7.3% y/y). Ex-food &
energy, the CPI rose 0.2% (+0.157% before rounding, +2.3% y/y). Bear in mind that the year-over-year change in the core PCE Price Index has been
trending 0.5-0.7 percentage point below the year-over-year change in the core PCE.
Real Average Hourly Earnings fell 0.2% (+1.2% y/y), down 0.2% for production workers (+1.9% y/y).

.
The Producer Price Index rose 0.4% in October, vs. -0.3% in September (+1.1% y/y). Wholesale gasoline prices rose 7.3% (+2.8% before seasonal
adjustment, -16.3% y/y). Food rose 1.3% (+3.2% y/y). Trade services (which measure changes in margins received by wholesalers and retailers)
rose 0.8% (+2.2% y/y). Transportation and warehousing services rose 0.3% (+0.5% y/y). Ex-food, energy, and trade services, the PPI 0.1% (+1.5% y/
y). Ex-food & energy, the price index for unprocessed intermediate goods fell 6.4% y/y, while the index for processed intermediate goods fell 2.4%
y/y). The PPI figures do not include tariffs, but tariffs may be passed through to prices of finished goods.
Import Prices fell 0.5% in October (-3.0% y/y), reflecting a 3.7% decline in petroleum prices (-14.7% y/y). Ex-food & fuels, import prices fell 0.2%
(-1.3% y/y). There remained no inflation in the prices of imported finished goods. These figures do not include tariffs.
Jobless Claims rose to 225,000 in the week ending November 9, vs. 211,000 in the previous week, but the weekly figures tend to be erratic during
this time of year and the four-week average (at 217,000) remained low.
Treasury reported a $133 billion Federal Budget Deficit for October, the first month of FY20, up from $100.5 billion in October 2018.
Business Inventories were essentially unchanged in September (+3.7% y/y). Business sales fell 0.2% (+0.5% y/y). The inventory-to-sales ratio
rose from 1.36 in September 2018 to 1.40 in September 2019. That likely reflects stockpiling ahead of tariff increases (most of the increase was
in manufacturing and wholesale trade).
The Index of Small Business Optimism edged up to 102.4 in October, vs. 101.8 in September and 103.1 in August (the index peaked at 108.8
in August 2018). The general business outlook edged up. The earnings trend weakened. Hiring plans were moderate. Capital spending plans
remained moderately strong.
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This Week – The economic calendar thins out. The FOMC minutes (from the October 29-30 policy meeting) are expected to show that officials
were split on the appropriate course of monetary policy, but there should be a general consensus that no further cuts are likely for the time
being. Depending on the rounding, the Index of Leading Economic indicators should post a third consecutive monthly decline. Despite ongoing
impeachment hearings, the House is expected to vote on a Continuing Resolution to fund the government beyond the November 21 deadline.
October is a transitional month for housing. Residential construction activity is likely to have been mixed, with volatility in the multi-family sector
and moderate strength in single-family activity.
Together, the ISM new orders index and the factory workweek will subtract 0.20 from the October LEI. While the stock market has improved
recently, the S&P 500 average for October was slightly lower than in September. Three consecutive monthly declines in the LEI is widely viewed
as a signal of a pending recession (the last time was October-December 2007), but the pace of decline has not been steep and we ought to see
a rebound in November.

.
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IMPORTANT INVESTOR DISCLOSURES
This material is being provided for informational purposes only. Expressions of opinion are provided as of the date above and subject to change.
Any information should not be deemed a recommendation to buy, hold 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. This report is not a complete description of
the securities, markets, or developments referred to in this material and does not include all available data necessary for making an investment
decision. Prior to making an investment decision, please consult with your financial advisor about your individual situation. Investing involves
risk and you may incur a profit or loss regardless of strategy selected. There is no guarantee that the statements, opinions or forecasts provided
herein will prove to be correct.
Sector investments are companies engaged in business related to a specific sector. They are subject to fierce competition and their products
and services may be subject to rapid obsolescence. There are additional risks associated with investing in an individual sector, including limited
diversification.
Commodities and currencies investing are generally considered speculative because of the significant potential for investment loss. Their markets
are likely to be volatile and there may be sharp price fluctuations even during periods when prices overall are rising.
Links to third-party websites are being provided for informational 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 or use of information regarding any websites users and/or members.
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 copyright infringement. No copyright
claimed in incorporated U.S. government works.
Index Definitions
The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock 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 NASDAQ Composite is a stock market index of the common stocks and similar securities listed on the NASDAQ stock market.
The MSCI World All Cap Index captures large, mid, small and micro-cap representation across 23 Developed Markets (DM) countries. With 11,732
constituents, the index is comprehensive, covering approximately 99% of the free float-adjusted market capitalization in each country.
The MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed
market equity performance, excluding the United States & Canada. The EAFE consists of the country indices of 21 developed nations.
The MSCI Emerging Markets Index is designed to measure equity market performance in 23 emerging market countries. The index's three largest
industries are materials, energy, and banks.
The Russell 2000 index is an index measuring the performance of approximately 2,000 smallest-cap American companies in the Russell 3000
Index, which is made up of 3,000 of the largest U.S. stocks.
The NYSE Alerian MLP is the leading gauge of energy infrastructure Master Limited Partnerships (MLPs). The capped, float-adjusted,
capitalization-weighted index, whose constituents earn the majority of their cash flow from midstream activities involving energy commodities,
is disseminated real-time on a price-return basis (AMZ) and on a total-return basis (AMZX).
The Barclays Intermediate Government/Credit Bond index measures the performance of U.S. Dollar denominated U.S. Treasuries, governmentrelated and investment grade U.S. corporate securities that have a remaining maturity of greater than one year and less than ten years.
The Euro Stoxx 50 Index is a market capitalization weighted stock index of 50 large, blue-chip European companies operating within Eurozone
nations. Components are selected from the Euro STOXX Index which includes large-, mid- and small-cap stocks in the Eurozone.
The China CSI 300 is a capitalization-weighted stock market index designed to replicate the performance of top 300 stocks traded in the Shanghai
and Shenzhen stock exchanges. It had a sub-indexes CSI 100 Index and CSI 200 Index.
The S&P 500 Futures is a capitalization-weighted index of 500 stocks. The index is designed to measure performance of the broad domestic
economy through changes in the aggregate market value of 500 stocks representing all major industries.
The DJIA Futures is a stock market index futures contract traded on the Chicago Mercantile Exchange`s Globex electronic trading platform. Dow
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Futures is based off the Dow 30 stock index.
The Nasdaq 100 Futures is a modified capitalization-weighted index of the 100 largest and most active non-financial domestic and international
companies listed on the NASDAQ.
Europe: DAX (Deutscher Aktienindex (German stock index)) is a blue chip stock market index consisting of the 30 major German companies trading
on the Frankfurt Stock Exchange.
Asia: Nikkei is short for Japan's Nikkei 225 Stock Average, the leading and most-respected index of Japanese stocks. It is a price-weighted index
composed of Japan's top 225 blue-chip companies traded on the Tokyo Stock Exchange.
Keep in mind that individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which
will affect actual investment performance. Individual investor's results will vary. Past performance does not guarantee future results. Future
investment performance cannot be guaranteed, investment yields will fluctuate with market conditions.
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 document is for the use of professional investment advisers and managers and
is not intended for use by clients.
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 document is not prepared subject to Canadian disclosure requirements, unless a Canadian has contributed to the content of the document.
In the case where there is Canadian contribution, the document meets all applicable IIROC disclosure requirements.
Broker Dealer Disclosures
Securities are: NOT Deposits • NOT Insured by FDIC or any other government agency • NOT GUARANTEED by the bank • Subject to risk and may
lose value
Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. Raymond James Financial Services, Inc., member FINRA/SIPC.
Raymond James® is a registered trademark of Raymond James Financial, Inc.
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