
 

 

U.S. Research 
Published by Raymond James & Associates 

 

Please read domestic and foreign disclosure/risk information beginning on page 2 and Analyst Certification on page 3. 
 

© 2018 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved. 

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

Ed Mills, (202) 872-5933, Ed.Mills@RaymondJames.com 

 May 31, 2018 
 

Washington Policy Research _____________________________________________________________________________________  
 

 
 

Washington Policy: Trade War Back On (For Now) 

 
The Trump Administration’s decision to reinstate the steel and aluminum tariffs against Canada, Mexico and the European Union is a restart to 
the trade wars that had been previously placed “on hold” and highlights the continued volatility we should expect in the coming months. The 
latest round of tariffs are once again seen as a negotiating tactic to reach a deal on other Trump Administration priorities – such as NAFTA. What 
is less clear is the end game for the increased tariffs with the European Union (including the recently announced investigation on car tariffs) – as 
there is no clearly defined endgame. Administration officials are quick to point to the fact that there is still room for negotiation, which keeps our 
view that these fights are part of a larger push to win concessions on Trump’s priority. That remains the base case, but the more back and forth 
on these issues will raise concerns about the ability to close a deal. 

Steel and aluminum tariffs. Starting June 1, Canada, Mexico and the European Union will have a 25% tariff on steel imports to the United States 
and a 10% tariff on aluminum. The Trump Administration had previously exempted/delayed tariffs on these countries as they were deemed 
allies whose steel and aluminum production was not a threat to U.S. national security. These countries are now expected to retaliate with tariffs 
on U.S. exports in a dollar amount equivalent to the expected U.S. tariffs. This is allowed under WTO rules. It appears that Trump wants to 
increase the pressure to reach a NAFTA deal, which has been at a standstill in recent weeks. This follows the initiation of an investigation on car 
tariffs last week, which we also viewed as an effort to jumpstart these talks.  

Battle of free traders vs. hardliners. These headlines are part of a larger internal battle that is going on within the Trump Administration 
between free traders and hardliners. We place Treasury Secretary Mnuchin as the leader of the free traders and when he has the ear of the 
President, the market receives favorable trade headlines. In the other camp are Commerce Secretary Wilbur Ross, US Trade Representative 
Robert Lighthizer, and White House Trade Policy Advisor Peter Navarro. When they are leading the agenda, we generally have headlines and 
positions coming out of the White House that take a harder line on trade issues. In this latest round, Commerce Secretary Ross is leading the 
efforts.  

What about China? The Trump Administration’s memo earlier this week that outlined the continued march towards implementing the $50 
billion in tariffs and potential investment restrictions reportedly caught China by surprise. Commerce Secretary Ross is headed to Beijing and the 
expectations have been that his trip will finish with a deal on reworking the sanctions on ZTE. We continue to maintain this expectation and note 
that the current anti-trade actions take the spotlight away from the political pushback that Trump was receiving related to ZTE. There is an 
argument to be made that China should be incentivized to continue to work towards a deal as the Trump Administration is demonstrating their 
continued commitment to ramp up the trade fights if an agreement is not reached. If we do have a concern, it is in the fact that Wilbur Ross is 
leading this trip rather than Mnuchin.  

Next steps. We believe the on again, off again trade headlines are likely to persist for several months. We see a negotiated solution and the long-
term avoidance of tariffs as the most likely outcome. The threat of a misstep remains, which should contribute to market volatility.  

 

 
Risks 
Legislative and regulatory agendas are subject to change at the discretion of leadership or as dictated by events. 
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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 at least 15% is expected to be realized 
over the next 12 months. 
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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. 
 
Raymond James Europe (Raymond James Euro Equities SAS & Raymond James Financial International Limited) rating definitions 

Strong Buy (1)  Expected to appreciate, produce a total return of at least 15%, and outperform the Stoxx 600 over the next 6 to 12 months. 
Outperform (2)  Expected to appreciate and outperform the Stoxx 600 over the next 12 months. 
Market Perform (3)  Expected to perform generally in line with the Stoxx 600 over the next 12 months. 
Underperform (4)  Expected to underperform the Stoxx 600 or its sector over the next 6 to 12 months. 
Suspended (S)  The rating and target price 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 target price are no longer in effect for this security and should 
not be relied upon. 
 
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. 

 
Rating Distributions 

 Coverage Universe Rating Distribution* Investment Banking Distribution 

 RJA RJL  RJEE/RJFI RJA RJL  RJEE/RJFI 

Strong Buy and Outperform (Buy) 56% 71%  51% 21% 37%  0% 

Market Perform (Hold) 39% 25%  35% 10% 13%  0% 

Underperform (Sell) 5% 4%  14% 7% 11%  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.  
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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. 

 

Raymond James Relationship Disclosures 

Raymond James expects to receive or intends to seek compensation for investment banking services from the subject companies in the 
next three months. 

 

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.   

 

 

Risk Factors 

General Risk Factors: Following are some general risk factors that pertain to the businesses 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 rjcapitalmarkets.com/Disclosures/index. 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 or sending a written 
request to the Equity Research Library, Raymond James & Associates, Inc., Tower 3, 6th Floor, 880 Carillon Parkway, St. Petersburg, FL 
33716. 
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would be classified as Retail Clients. 
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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 Monétaire et Financier” and Règlement 
Général de l’Autorité des Marchés 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 Autorité de Contrôle 
Prudentiel et de Résolution and the Autorité des Marchés Financiers. 

 

For institutional clients in the European Economic Area (EEA) 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. 
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