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Trade Policy, the Yield Curve, and the Global Economy

ECONOMY AND POLICY
August 16,2019

Chief Economist Scott Brown discusses current economic conditions.

It was a roller coaster week for the financial markets. President Trump postponed to December 15 about 60% of the
tariff increases that has been set for September 1, presumably to save Christmas (the list of delayed items included
things likely to be purchased during the holiday shopping season). The 10-year Treasury note yield fell below the 2-
year note yield, leading to media frenzy on “a flashing recession indicator.” However, there’s nothing magical about
a 10-year/2-year inversion. The flattening of the yields curve has already coincided with an increased chance of en-
tering a recession within the next 12 months. The economic data have been mixed, reflecting continued strength in
consumer spending, but moderate weakness in manufacturing. The global economic data have generally been aw-
ful, but investors are hopeful that we’ll see monetary policy stimulus. All of this comes as Fed Chairman Powell
heads to Jackson Hole to talk about “Challenges for Monetary Policy.”

The slope of the yield curve, the difference between long- and short-term interest rates is the single best predictor
of recessions. An inverted curve signals trouble ahead, although it may take some time before a recession starts.
The debate here is not whether the economy is in a recession - it’s not. The concern is whether the economy will
contract in the months ahead. The spread between the 10-year Treasury note and the 3-month bill rate implies
nearly a 40% chance of a recession within the next 12 months.
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How might this come about? Consumer spending accounts for 68% of Gross Domestic Product and the household
fundamentals are in good shape. Job growth has slowed this year, but the trend remains well beyond a pace
needed to absorb new entrants into the workforce. Nonresidential fixed investment, 13.6% of GDP in 2Q19, is a
different story, down at a 0.6% annual rate (inflation-adjusted). Some of that weakness reflected a decrease in
energy exploration and problems at Boeing, both of which should be transitory.

Manufacturing activity has weakened this year. Factory output fell 1.6% from December to July. U.S. firms get
parts and supplies from around the world. Tariffs have raised costs and disrupted supply chains. There is some
wiggle room in the distribution chain to absorb higher costs, but profit margins in manufacturing are generally
low and the May 10 increase in tariffs (from 10% to 25%) was a bigger problem.

The tariffs (10% on the remaining $300 billion in Chinese goods) that were set to start on September 1 fall mainly
on consumer goods. U.S. retailers need to import these goods in the next couple of months for the holiday shop-
ping season. The decision to delay the tariffs on consumer goods is an implicit acknowledgement that tariffs are
damaging to the U.S. economy.

Tariffs are a drag on the U.S. economy, but not a huge drag, at least not directly. However, trade policy also affects
the economy through the uncertainty channel. Uncertainty is a negative factor for business investment. Recession
fears are also an issue, as expectations of a downturn

can be self-fulfilling. Hence, the outlook is cautious. As firms become more concerned about the future, they will
likely delay hiring plans and may start to lay off workers. The Challenger Job-Cut report showed a 36% increase in
announced corporate layoff intentions in the first seven months of this year. The level is still very low, but the in-
crease could be an early indication of a softening in labor market conditions. Investors should closely monitor the
labor market data over the next several months.

In lowering short-term interest rates on July 31, Fed Chair Powell cited three factors: 1) the impact of trade policy
uncertainty and slower global growth on the U.S. economy; 2) the downside risks these factors pose; and 3) the
low trend in inflation. Trade policy uncertainty has increased. Recent global economic data have been poor. How-
ever, investors are hopeful that policy efforts abroad will limit the damage and right the ship.

The theme of this year’s monetary policy symposium put on by the Kansas City Fed in Jackson Hole Wyoming is
timely. The focus is on international issues, how financial markets, trade, and economic activity are affected as
central banks undertake divergent policy paths (such as the Fed tightening, while policy remains easy abroad).
This should dovetail nicely into the Fed’s decision process for September 18 (the date of the next FOMC policy an-
nouncement) and beyond.

Data Recap - The economic data reports were mixed, but financial market participants were whipsawed by trade
policy developments, fears of recession, and hope for stimulus abroad. Retail sales were stronger than expected,
while manufacturing output weakened. President Trump delayed some of the tariffs on consumer goods from Chi-
na. The 10-year Treasury note yield and the 2-year note yield briefly inverted, with the financial media fanning
fears of recession (though the odds of entering a recession within the next 12 months had been rising as the yield
curve flattened). Economic data from the rest of the world was weak, but investors were apparently encouraged
by the prospects for monetary policy stimulus by foreign central banks.

President Trump delayed until December 15 about 60% of the tariff increases (10% on the remaining $300 billion
in Chinese goods exported to the U.S.) that had been slated to go into effect on September 1. These included
items likely to be purchased during the holiday shopping season (including smartphones, smartwatches, laptop
computers, video games, and certain items of footwear and clothing).

Import containers into the Port of Long Beach fell 9.9% y/y in July. Export container volumes sank 6.8% y/y.

Retail Sales rose 0.7% in the advance estimate for July (+3.4% y/y), up 1.0% excluding autos (+3.7% y/y). Core re-
tail sales (which exclude autos, building materials, and gasoline) rose 1.0% (median forecast: +0.3%). Department
store sales rose 1.2% (-4.7% y/y), while non-store retail sales (including internet shopping) rose 2.8% (+16.0% y/y).
Sales at restaurants and bars rose 1.1% (+3.8% y/y).
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Industrial Production slipped 0.2% in July (+0.5% y/y), despite a 3.1% weather-related gain in the output of utili-
ties (+0.3% y/y). Mining fell 1.8%,

reflecting disruptions from Hurricane Barry. Oil and gas well drilling fell 3.3% (-6.5% y/y). Energy extraction fell
1.7% (+8.3% y/y). Manufacturing output fell 0.4%, down more than 1.6% since December.

Nonfarm Productivity rose at a 2.3% annual rate in the preliminary estimate for 2Q19 (+1.8% y/y). Unit Labor
Costs rose at a 2.4% pace (+2.5% y/y). Manufacturing productivity fell at a 1.6% annual rate (+0.2% y/y), leaving
unit labor costs up 5.8% (+4.3% y/y).

The University of Michigan’s Consumer Sentiment Index fell to 92.1 in the mid-August assessment, vs. 98.4 in
July. Trade policy increased consumer uncertainty and the Fed’s interest rate cut lifted fears of recession, accord-
ing to the report. However, consumers remained relatively optimistic about their future financial prospects (that
is, not pessimistic).

The Consumer Price Index rose 0.3% in July (+1.8% y/y), reflecting a 2.5% increase in gasoline prices (-3.3%y/y).
Ex-food & energy, the CPI rose 0.3% (+0.291% before rounding). Note that the Fed uses the PCE Price Index as its
official target, which has a smaller weighting on shelter and has been trending about 0.4-0.5 percentage point
below the core CPly/y in recent months.

Real Hourly Earnings edged down 0.1% in July (+1.3% y/y). For production workers, real earnings slipped 0.2%
(+1.6% y/y).
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Building Permits jumped 8.4% in the initial estimate for August, reflecting a surge in multi-family permits (which
tend to be volatile). Single-family permits rose 1.8% (still down 3.8% from a year ago). Unadjusted single-family
permits for May-July fell 3.9% y/y (-6.3% in the Northeast, -4.7% in the Midwest, -4.1% in the South, and -2.2% in
the West). Housing Starts fell 4.0% (+0.6% y/y), with single-family starts up 1.3% (+1.9% y/y).

Homebuilder Sentiment edged up to 66 in August, vs. 65 in July and 64 in June. The National Association of
Home Builders noted continued strong demand for homes, but builders “continue to struggle with rising con-
struction costs stemming from excessive regulations, a chronic shortage of workers and a lack of buildable lots.”
The drop in mortgage rates has failed to provide a corresponding boost in activity “because the rate declines oc-
curred due to economic uncertainty stemming largely from growing trade concerns,” according to NAHB.

Import Prices rose 0.2% in the initial estimate for July (-1.8% y/y), unchanged ex-food & fuels (-1.5% y/y). These
figures do not include import duties (tariffs). Ex-fuels, the price index of imported industrial supplies and materials
rose 0.2% (-3.8% y/y). Prices of imported capital goods fell 0.1% (-1.3% y/y). Prices of imported autos and parts
slipped 0.3% (-0.8% y/y). Prices of imported consumer goods ex-autos rose 0.2% (-0.6% y/y).

The Index of Small Business Optimism edged up to 104.7 in July, vs. 103.3 in June and 105.0 in May, which make
one wonder who they are interviewing.

Treasury reported a $119.7 billion Budget Deficit for July, a 26.7% increase for the first 10 months of the fiscal
year. The deficit over the last 12 months was about 4.5% of GDP (vs. 3.1% in January 2017).

The opinions offered by Dr. Brown should be considered a part of your overall decision-making process. For more
information about this report - to discuss how this outlook may affect your personal situation and/or to learn how
this insight may be incorporated into your investment strategy - please contact your financial advisor or use the
convenient Office Locator to find our office(s) nearest you today.

All expressions of opinion reflect the judgment of the Research Department of Raymond James & Associates (RJA)
at this date and are subject to change. Information has been obtained from sources considered reliable, but we do
not guarantee that the foregoing report is accurate or complete. Other departments of RJA may have information
which is not available to the Research Department about companies mentioned in this report. RJA or its affiliates
may execute transactions in the securities mentioned in this report which may not be consistent with the report's
conclusions. RJA may perform investment banking or other services for, or solicit investment banking business
from, any company mentioned in this report. For institutional clients of the European Economic Area (EEA): This
document (and any attachments or exhibits hereto) is intended only for EEA Institutional Clients or others to
whom it may lawfully be submitted. There is no assurance that any of the trends mentioned will continue in the
future. Past performance is not indicative of future results.

Source:

https://www.raymondjames.com/commentary-and-insights/economy-policy/2019/08/16/weekly-economic-
commentary
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7 Ways to Boost Your Savings

LIFESTYLE AND TECHNOLOGY
August 14,2019

Discover smart options to grow your savings.

Although saving more takes some effort, it may be easier than you think - there may even be “free” money availa-
ble that can help. Here are some tips:

1.Take advantage of an employer match. If they’ll match 3%, you’ve just covered 6% of your retirement sav-
ings goal when you add in your contribution, too. While the specifics vary, many companies will match what-
ever you contribute to the retirement plan (up to a certain percentage of your income).

2. Increase your savings rate just 1% a year, whether in an IRA, a 401(k) or some other dedicated account. This
small change means you’ll be at 15% within 10 years without even feeling it.

3. Investigate additional opportunities at work, such as corporate profit-sharing plans, employee stock pur-
chase plans (ESPPs), which enable you to purchase your employer’s stock at a discount, and employee stock
ownership plans (ESOPs), which provide company stock at no cost as part of overall compensation.

4. Put money aside in tax-deferred accounts such as a 401(k) or a traditional individual retirement account.
Doing so can cut your tax bill. Contributions to a Roth IRA, by contrast, are not tax deductible but can grow
tax-free. Earnings may be taxed if withdrawn before you’ve held the account for five years.

5. Consolidate your financial accounts to take advantage of potentially lower fees. Don’t assume a bank is
your only choice for a checking account, and consider applying whatever savings you achieve to your retire-
ment fund.

6. Pay yourself first. Schedule automatic monthly transfers from your checking or savings account into your
retirement account. This keeps you on track and also ensures that you’re investing regardless of market fluc-
tuations™.

7. Find a credit card that deposits cash back directly into your retirement account. Careful here - this only
works if you diligently pay off the card balance every month.

*This strategy does not assure a profit and does not protect against loss. It involves continuous investment regardless of fluctuat-
ing price levels of such securities. Investors should consider their financial ability to continue purchases through periods of low
price levels.

Investing involves risk including the possible loss of capital. There is no assurance that any investment strategy will be success-
ful. Withdrawals from tax-deferred accounts may be subject to income taxes, and prior to age 59%2 a 10% federal penalty tax may
also apply.

https://www.raymondjames.com/commentary-and-insights/lifestyle-technology/2019/08/14/7-ways-to-boost-your-
savings



https://www.raymondjames.com/commentary-and-insights/lifestyle-technology/2019/08/14/7-ways-to-boost-your-savings
https://www.raymondjames.com/commentary-and-insights/lifestyle-technology/2019/08/14/7-ways-to-boost-your-savings
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Coffee Club

The Last Thursday of Every Month

Please join us on the last Thursdays of every month at 9:30am, at our Office
in Ontario for some light conversation with Frank and the Auro Team on the
current market and enjoy some coffee and donuts.

Branch Manager Financial Advisor Branch Manager Financial Advisor Administrative
Financial Advisor Susan Lawther Financial Advisor Laura Lawther Assistant
Frank Pickett Katie Lawther Greg McDonald

CA Insurance

License *In our efforts to conserve paper and resources, all future

#0C12685 newsletters will be available digitally on our website:

Www.aurowm.com
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Ingredients:
1lb Raw Shrimp

80z Whole Grain Spaghetti
1/2 tsp Black Pepper

3/4 tsp Kosher Salt

1 1/2 tbsp Olive Oil, divided
2 Cups Chopped Leek

1 tbsp Chopped Garlic

2 Cups Frozen Peas, thawed
1/4 Cup Heavy Cream

2 tsp Lemon Zest

2 tbsp Fresh Lemon Juice

2 tbsp Chopped Fresh Dill

Directions:
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Cook Pasta, drain but reserve 1/2 cup cooking liquid. Season shrimp with pepper and 1/4 tsp
salt. Heat half Olive Qil in large nonstick skillet over High heat. Add Shrimp, cook through
about 3-4 minutes, remove shrimp and reduce heat to medium-high. Add Leeks, garlic, re-
maining olive oil and salt. Cook about 2-3 minutes, add Peas, Cream, Lemon Zest, Lemon
Juice, and 1/2 cup cooking liquid. Reduce heat to Medium, simmer until sauce thickens about
2-3 minutes. Add Shrimp to skillet and toss to coat. Serve over pasta and sprinkle with Dill.

https://www.cookinglight.com/recipes/shrimp-and-leek-spaghetti

and/or members.

Links are being provided for information purposes only. Raymond James is not affiliated with and does not en-
dorse, authorize or sponsor any of the listed websites or their respective sponsors. Raymond James is not re-
sponsible for the content of any website or the collection or use of information regarding any website’s users

Some portions of this material were created by Raymond James for use by its advisors.
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OUR MISSION

Our business is people and their financial well-being. Therefore, in the pursuit of our goals,we will conduct ourselves
in accordance with the following precepts: Our clients always come first.We must provide the highest level of service
with integrity. « Assisting our clients in the attainment of their financial objectives is our most worthy enterprise. « We
must communicate with our clients clearly and frequently. « Our investments and services must be of high quality. »
Teamwork - cooperating with and providing assistance and support to our fellow associates - is fundamental to sus-
taining a quality work environment that nurtures opportunities for unparalleled service, personal growth and job
satisfaction. « Continuing education is necessary to maintain the timeliness of investment knowledge, tax law infor-
mation and financial planning techniques. « Innovation is requisite to our survival in a changing world. « To emulate
other members of our industry requires us to continue to work hard; to excel beyond our peers requires us to pro-
vide an even higher caliber of service to our clients. « We must give something back to the communities in which we
live and work.

LIFE WELL PLANNED. OUR SERVICE 1st
INTERNATIONAL HEADQUARTERS: P L E D G E

THE RAYMOND JAMES FINANCIAL CENTER
880 CARILLON PARKWAY // ST. PETERSBURG, FL 33716

800.248.8863 // RAYMONDJAMES.COM
WE, THE ASSOCIATES OF RAYMOND JAMES, COMMIT OUR ENERGIES,

INTELLECT AND KNOWLEDGE TO ATTAINING THE FINANCIAL OBJEC-
TIVES OF OUR CLIENTS BY PROVIDING THE HIGHEST POSSIBLE LEVEL
OF SERVICE AND DELIVERING SUPERIOR INVESTMENT ALTERNA-
TIVES.

© 2018 Raymond James & Associates, Inc., member New York Stock Ex-
change/SIPC © 2018 Raymond James Financial Services, Inc., member
FINRA/SIPC Investment products are: not deposits, not FDIC/NCUA insured,
not insured by any government agency, not bank guaranteed, subject to risk
and may lose value. Raymond James Financial Services is not affiliated with
the investment center. CC-1C-03240418 JPR 04/18

We believe that putting the financial well-being of our clients first
ultimately serves the best interests of our shareholders, our com-
munities and ourselves. Remaining responsive to the needs of our
clients in a financial environment characterized by constant change
is our continuing challenge.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida
33716 | 800-248-8863

Securities offered through Raymond James Financial Services, Inc., member FINRA/SIPC

Investment advisory services offered through Raymond James Financial Services Advisors Inc. Auro Wealth Manage-
ment is not a registered broker dealer and is independent of Raymond James Financial Services, Inc.

3633 Inland Empire Blvd, Suite 777
Ontario, CA 91764
Phone: 909.931.7500 // Fax: 909.931.7538



