2019 Mid-Year US Economic Survey

Forecasts from the SIFMA Economic Advisory Roundtable

The SIFMA Economic Advisory Roundtable brings together Chief U.S. Economists of over 20
global and regional financial institutions. This twice annual survey compiles economic forecasts
from roundtable members, published prior to the upcoming Federal Open Market Committee
(FOMC) meeting. This report analyzes economists’ expectations for: GDP growth,
unemployment rate, inflation rate, interest rates, etc. It also reviews expectations for policy
moves at the upcoming FOMC meeting, as well as discussing key macroeconomic topics and
how these factors could impact monetary policy.
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SIFMA is the leading trade association for broker-dealers, investment banks and asset managers operating in the U.S. and global capital markets. On
behalf of our industry’s nearly 1 million employees, we advocate on legislation, regulation and business policy, affecting retail and institutional investors,
equity and fixed income markets and related products and services. We serve as an industry coordinating body to promote fair and orderly markets,
informed regulatory compliance, and efficient market operations and resiliency. We also provide a forum for industry policy and professional
development. SIFMA, with offices in New York and Washington, D.C., is the U.S. regional member of the Global Financial Markets Association (GFMA).
For more information, visit http://www.sifma.org.

This report is subject to the Terms of Use applicable to SIFMA’s website, available at http://www.sifma.org/legal. Copyright © 2019
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The Economy

The Economy

GDP Growth Expectations
Economic Survey Forecasts: Down for 2019

Economists surveyed have brought down GDP growth estimates for 2019 to a median forecast of 2.2% (4Q/4Q).
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When asked to rank the factors they believe have the greatest impact on U.S. economic growth, i.e. why estimates
have been taken down, (unsurprisingly) U.S. trade policy was on the top of the list, followed by private credit market
conditions and then business confidence in the U.S.

Avg. Rank: Greatest Impact on US Economic Growth

US Trade Policy

Private Credit Market Conditions

Business Confidence

China Economic Conditions

Eurozone Economic Conditions

Source: SIFMA Economic Advisory Roundtable
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Outlook for the Consumer
Economic Survey Forecasts: Mixed, but Mostly Down

Economists brought down their estimates for real personal consumption growth, to 2.2% at the end of 2019 and
1.9% in 2020 from 2.6% in 2018. This is despite an expected increase in average hourly earnings, to 3.3% in 2019
and 3.5% in 2020 from 3.0% in 2018.

Consumer Spending (Q4/Q4) & Hourly Earnings
(Nominal)
4.0% ——Consumption —— Earnings
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Source: SIFMA Economic Advisory Roundtable
Note: Cons = consumer

On the labor side, economists expect the unemployment rate to tick up slightly to 3.7% in 2020, after an expected
0.3% decline in 2019 to 3.6%. Employment growth (average monthly change in non-farm payroll employment) is
expected to slow in 2020 to 130,000 from a peak year in 2018 of 223,000.

Unemployment Rate & Non-Farm Payroll Employment
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Source: SIFMA Economic Advisory Roundtable
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Risks to Economic Forecasts

Below we recap common responses from roundtable members as to risks to their economic forecasts, both to the
upside and downside. It is of no surprise that trade appeared at the top (ranked by number of responses) for both
the up and downside:

Top Three Risks to Foreceasts (Hint: Trade, Trade and Trade!)

Monetary Policy Geopolitical Risks

Business Spending Global Growth/Shock

Rank: Upside Risks to Forecasts Rank: Downside Risks to Forecasts
Trade/Tariffs I Trade/Tariffs  [INEEG—
Consumer Financial Conditions NG
Productivity Business Confidence/Spending I
Global Growth I
Fiscal Policy NI
Labor N
Monetary Policy [INNEG_
Fiscal Policy N
|
— I—
I I

Other Other

Source: SIFMA Economic Advisory Roundtable

Note: Ranked by number of times an economist listed a factor, those with the most responses on top. Consumer = growth in confidence, spending,
income; monetary policy = Fed rate cut; fiscal policy = general stimulus, infrastructure bill; labor = growth in labor force or wages; other = declining
mortgage yields lead to increasing home sales, oil prices and stronger equity markets. Business = confidence, spending, corporate profits and

companies overestimating pricing power; financial conditions = general, China debt crisis, Italy debt crisis, hard Brexit and Eurozone recession; fiscal
policy = general and debt ceiling leads to technical default or shutdown; other = oil prices, equity market correction.

Recession Probability

Also of note, we polled economists on their expectations of a recession within the next:

e 12 months = 25.0% average (high 50%, low 20%)
e 24 months =42.5% average (high 75%, low 25%)
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Monetary Policy

Monetary Policy

Fed’s Rate Decision

Economic Survey Forecasts: Rate Cut (Down)

65% of respondents believe the Fed’s next move will be down; 35% up. If the next move is down, respondents
expect the Fed will move in 2H19 (38% of responses). If the next move is up, respondents expect the Fed will move
in 2020 (27% responded 1H, 27% responded 2H). Respondents believe the Fed’s terminal rate in this cycle will be

2.4%.

Direction of Fed's Next Move

Up, 35%

Source: SIFMA Economic Advisory Roundtable

When the Fed Will Move (If The Next Moveis Down)
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Source: SIFMA Economic Advisory Roundtable
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Monetary Policy

Below we rank respondents’ most important factors in the Fed’s decision to cut or raise rates at the next FOMC
meeting. Inflation considerations ranked highest among factors in the Fed’s decision to both raise rates and cut
rates. Labor market conditions and other economic activity measures were nearly as important. Surprisingly, though
trade and China growth were listed as top reasons for the downgrade to GDP growth in 2019, financial
developments and global economic developments were last on the list of the most important decisions for the Fed to
cut or raise rates.

Avg. Rank: Most Important to Decision to Raise Rates Avg. Rank: Most Important to Decision to Cut Rates
Inflation Pressure and Expectations [ NRNRRDIEEEES Inflation Pressure and Expectations [ NRNRNRIEEMEES
Labor Market Conditions [ NRNRRENNNNOB Labor Market Conditions [ NNRNRRDRDENNDDOOB
other Economic Activity Measures [ ENENRRHEE other Economic Activity Measures [ ENENRmHBEENEGEG
Financial Developments [INEGEGEGGE Financial Developments [INEGEGEGE
Global Economic Developments [N Global Economic Developments [ NEEE
other I other [N

Source: SIFMA Economic Advisory Roundtable
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Monetary Policy

Inflation Expectations

Economic Survey Forecasts: Increasing

In terms of inflation, as measured by the PCE deflator, analysts expect it to increase to 1.9% in 2020 from an
expected 1.6% to end 2019 (2.0% from 1.7% core PCE deflator).

PCE Deflator & Core PCE Deflator
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Source: SIFMA Economic Advisory Roundtable

With Chair Jerome Powell indicating the FOMC will return to the maturity composition question toward the end of
this year, 50% of respondents believe the Fed will act to match the current duration of outstanding securities profile;
50% believe the Fed will more actively shorten the duration. Respondents expect the Fed to make an
announcement on the longer-term maturity structure in the third quarter of 2019.

Changes to the Fed's SOMA Portfolio Composition

Match Outstanding Securities Profile 50%

More Actively Shorten the Duration 50%

Source: SIFMA Economic Advisory Roundtable
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Monetary Policy

When asked about their confidence in the Fed achieving its 2% inflation target, 44% replied they are somewhat
confident, followed by 25% doubtful. 40% of respondents expect the Fed to not alter its inflation framework, followed
by 40% expecting the Fed to alter the framework in 1Q20. When asked to describe their expectations for the Fed’s
inflation framework, responses included: no change; inflation averaging over the cycle; and shift to a price level
targeting framework.

Confidence in Fed Achieving 2% Inflation Target Expectations on Fed Altering Inflation Framework

somewhat Confident | N +4% o change

40%

Doubtiul - |G 25

Very Confident _ 13%

Not Confident At Al [ NN 13%

Not Sure - 6% 2H19 - %

Source: SIFMA Economic Advisory Roundtable

Below we rank respondents’ most important factors in their core inflation outlook. Inflation expectations is in the
lead, followed by economic slack/unemployment. Fiscal policy/deficit trends was listed as the least important
expectation.

Avg. Rank: Most Important to Core Inflation Outlook

Inflation Expectations

Economic Slack/Unemployment

Commodity Price Pass Through
Monetary Policy
Value of the Dollar

|
|
Global Economic Conditions I
|
]
]
Fiscal Policy/Deficit Trends N
I

Other

Source: SIFMA Economic Advisory Roundtable
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Monetary Policy

Interest Rates and Credit Markets

Economic Survey Forecasts: Fed Funds Rate Unchanged

Respondents expect the following changes to key rates:
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Fed Funds = remain unchanged at 2.375% through 2Q20

2-Year UST = fluctuate in 2019 and 2020 between 2.280% and 2.315%
10-Year UST =to climb from 2.460% in 2Q19 to 2.640% in 2Q20
30-Year Mortgage = to climb from 4.120% in 2Q19 to 4.510% in 2Q20
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Source: SIFMA Economic Advisory Roundtable
Note: Monthly averages. Fed funds = midpoint of target rate range
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Based on the results discussed above, the surveyed economists would expect the following yield curves.

Expected Rates
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Source: SIFMA Economic Advisory Roundtable

Below we rank respondents’ factors having the greatest impact on long-term Treasury yields in 2019.
Inflation/inflation expectations is in the lead, followed by risk aversion/flight to quality. Monetary policy outside the
US was listed as least important to the forecasts.

Avg. Rank: Greatest Impact on LT Treasury Yields

Inflation/Inflation Expectations

Risk Aversion/Flight to Quality
FOMC Policy

US Economic Conditions

Global Economic Conditions
Budget Deficit/Supply New T-Bonds
Value of the Dollar

Geopolitical Risks

Monetary Policy Outside the US

Other

Source: SIFMA Economic Advisory Roundtable
Note: Impact in 2019
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Monetary Policy

Respondents also gave expectations for various yield spreads, including:
e Yield curve expected to steepen = 71%
e TED spread expected to widen = 58%
¢ Investment grade (IG) corporates bonds to U.S. Treasury spread expected to widen = 50%

e High yield (HY) corporates bonds to U.S. Treasury spread expected to widen = 58%

Expectations: Yield Curve Expectations: TED Spread

Steepen 71% Widen

58%

Flatten

21% Remain the Same

25%

Remain the Same

7% Narrow

17%

Expectations: G Corporates/UST Spreads Expectations: HY Corporates/UST Spreads

Widen

50% Widen 58%

Remain the Same

42% Remain the Same 25%

Narrow 8% Narrow

17%

Source: SIFMA Economic Advisory Roundtable

Note: By mid-2020. Yield curve = Fed funds to 10-year Treasury yield; TED = Treasury to Eurodollar (now LIBOR); IG = investment grade; HY = high
yield
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Macro Policy

Legislation and Debt Ceiling

All respondents expect no major legislation during the upcoming election cycle.

Legislation in Election Cycle

Source: SIFMA Economic Advisory Roundtable

92% of respondents expect the debt ceiling to be suspended and budget caps raised, followed by 8% responding
budget caps raised but not by the same amount as in fiscal year 2018. For those economists building a fiscal cliff
into their GDP forecasts, all expect the fiscal cliff to lower GDP expectations from 0-20 bps. 77% of respondents do
not build an impact from the fiscal cliff into their models.

Expectations: Debt Ceiling & Budget Caps Expectations: Fiscal Cliff Inpact on GDP Growth

DC Suspended/BC Raisc - | ENNEEGG__—_—— 03% ot buitinto mocel I 7

BC Raised, not same amount as FY18 [l 7%

Lower 0-20 bps _ 23%

Other 0%
Lower>20bps 0%

Technical Default/BC Not Raised = 0%
Raise 0-20 bps 0%

Technical Default/BC Raised = 0%

DC Suspended/BC Not Raised = 0% Raise >20 bps 0%

Source: SIFMA Economic Advisory Roundtable
Note: DC = debt ceiling; BC = budget caps
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Macro Policy

Trade Policy

United States-Mexico-Canada Agreement (USMCA)

Iffwhen passed, 54% of respondents expect the USMCA to have no impact to GDP growth.! The next group is split,
with 23% expecting GDP to be raised by 0-20 bps and 15% expecting GDP growth to decrease by 0-20 bps.

Expectations: USMCA Impact on GDP Growth

No impact | 540
Raise 0-20 bps || NN 23
Lower 0-20 bps |GGG 15%
Raise >20 bps - 8%
Lower >20 bps 0%

Source: SIFMA Economic Advisory Roundtable

1 Survey results were submitted prior to the announcement of potential tariffs on imports from Mexico into the U.S.
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Macro Policy

Tariffs on Products from China (and Elsewhere)

80% of respondents believe tariffs levied on products from China (and elsewhere) have impacted 2019 GDP growth by
lowering the forecast from 0-20 bps, followed by 13% expecting lower GDP growth by greater than 20 bps. As to the
impact on prices, 69% of respondents believe tariffs raised prices by 0-20 bps, followed by 25% responding no
impact.

Expectations: Tariffs Impact on 2019 GDP Growth Expectations: Tariffs Impact on Prices

Lower 0-20 bps - | 20 Raise 020 bps [ 699

Lower>20 bps [ 13% No impact [N 25%
No Impact - 7% Lower >20 bps - 6%

Raise 0-20 bps 0% Lower 0-20 bps 0%

Raise >20 bps 0% Raise >20 bps 0%

Source: SIFMA Economic Advisory Roundtable
Note: Impact on prices as measured by the PCE deflator (YOY)

Additionally, 63% of respondents believe the U.S. will not raise auto tariffs during the forecast horizon, with 7%
responding yes.

Expectations: US to Raise Tariffs on Autos

oo [ o

Source: SIFMA Economic Advisory Roundtable
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Macro Policy

Regulatory Policy

64% of respondents believe the regulatory environment for financial services is improving but still difficult, followed
by 21% listing the regulatory environment as positive.

Regulatory Environment for Financial Services

improving, but still difficuit | N kAN 5/
positive [ NG 21%
other [N 14%
Very Negative 0%
Negative 0%

Source: SIFMA Economic Advisory Roundtable

When asked separately, 86% of respondents indicated they do not build estimates for financial services regulatory
reform into their GDP forecast models. Asking the question a different way — what would be the impact of significant
regulatory reform on GDP growth (impact on annual GDP forecast the year after it takes effect)? — 36% responded it
could raise GDP growth estimates by 0-20 bps, and 36% indicated no impact (29% do not forecast).

Reg Reform Est. in GDP Model Regulatory Reform Impact on GDP Growth

Raise 0-20 bps [ 36%

Do Not Forecast | 36%
No impact [N 207

Lower >20 bps 0%

Lower 0-20 bps 0%

Raise >20 bps 0%

Source: SIFMA Economic Advisory Roundtable
Note: Reg = regulatory; est = estimates
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SIFMA Economic Advisory Roundtable Forecasts

SIFMA Economic Advisory Roundtable Forecasts

Economic Indicators — Annual

(%, unless indicated) 2017 2018 2019 2020
Real GDP (4Q/4Q) 25 3.0 2.2 1.9
Real Personal Consumption (4Q/4Q) 2.7 2.6 2.2 1.9
Nonresidential Fixed Investment (4Q/4Q) 6.3 7.0 3.4 2.6
Real State and Local Government Spending (4Q/4Q) 0.5 0.8 1.9 1.0
Non-Farm Payroll Employment (K; avg. monthly change) 179 223 173 130
Unemployment Rate (Q4 average) 4.1 3.8 3.6 3.7
Average Hourly earnings (Y/Y) 2.6 3.0 3.3 3.5
Real Disposable Income (Y/Y) 2.6 2.9 2.5 2.1
Personal Savings Rate (Y/Y) 6.7 6.8 6.6 6.6
CPI (YY) 2.1 2.4 1.9 2.1
Core CPI (YIY) 1.8 21 21 2.1
PCE deflator (Y/Y) 1.8 2.0 1.6 1.9
Core PCE deflator (Y/Y) 1.5 1.8 1.7 2.0
Industrial Production Index (Y/Y) 2.3 4.0 2.0 1.2
Housing Starts (M) 1.2 1.2 1.3 1.3
S&P Corelogic Case-Shiller Home Prices (Y/Y) 5.8 5.8 3.6 3.2
New Home Sales (M) 0.6 0.6 0.6 0.7
Motor Vehicle Sales (M) 17.1 17.2 16.7 16.5
Federal Budget ($B, FY) -665 =779 -940 -1,000
Current Account Deficit ($B) -2.3 -2.4 -2.6 -2.8
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SIFMA Economic Advisory Roundtable Forecasts

(%) 4Q18 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20
Real GDP (Q/Q, annualized) 2.2 3.2 1.7 2.0 2.0 2.0 2.0
Real Personal Consumption (Q/Q, annualized) 25 1.2 2.8 2.4 2.3 2.0 2.0
Nonresidential Fixed Investment (Q/Q, annualized) 5.4 2.7 3.9 3.7 3.4 3.3 25
CPI (%, Y/Y) 2.2 1.6 1.9 1.9 2.1 2.4 2.0
Core CPI (%, Y/Y) 2.2 21 21 21 2.1 2.1 2.2
PCE Deflator (%, Y/Y) 1.8 1.4 15 1.6 1.7 2.1 1.9
Core PCE Deflator (%, Y/Y) 1.9 1.7 1.5 1.7 1.7 1.9 2.0

4Q18  1Q19 2Q19 3Q19  4Q19  1Q20  2Q20

Federal Funds Target Rate (midpoint) 2.13% 2.38% 2.38% 2.38% 2.38% 2.38% 2.38%
2-Year UST Yield 2.68% 2.41% 2.28% 2.33% 2.36% 2.32% 2.32%
10-Year UST Yield 2.83% 2.57% 2.46% 2.52% 2.57% 2.60% 2.64%
30-Year Fixed Mortgage Rate 4.98% 461% 4.12% 4.22%  4.31% 4.44%  4.51%

Note: Figures through 1Q19 are based on actual data released through May 10",
Source: SIFMA Economic Advisory Roundtable
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Reference Guide: US Economic Landscape

US GDP Growth and Comparison Across Regions

» US Real GDP - Total ($7) US Real GDP - By Category
=NE Business ®=PC Govemment
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GDP by Region ($7) GDP Per Capita by Region ($K)
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50.0
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20.0
5 49 46 88
100 34
0.0 |
0 .
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Source: Source: Bureau of Economic Analysis, World Bank. Note: NE = net expenditures, Business = business investment, Government = government
consumption & investment, PC = personal consumption expenditure
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Reference Guide: US Economic Landscape

US Employment Landscape

US Non-Farm Employment by Industry (K) US Employment
160 u Private = Govemnment
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US Employment Statistics (M) US Unemployment and Labor Participation
Unemployment rate (LHS) ——— Labor force participation rate (RHS)
20% 67.0% 68%

67%
66%
65%
64%
63%

18%
16%
14% 66.1%
12%
10%

66.3%

8% 62.8%62%
6% 61%
4% 6.0% 60%
2% 3.7% 3.7%  59%
0% 58%
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Source: Bureau of Economic Analysis (as of 2017)
Note: NE = not employed (unemployed), FTE = full time employment, NLF = not in labor force, PTE = part time employment. Employment statistics
based on civilian population 16 years or over
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