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US economic growth will stren

« US consumers and businesses enter 2017 with rising optimism.

« Consumer spending will increase at a moderate pace, sustained by
gains in employment, real incomes, and household net worth.

« Business fixed investment will benefit from an improving tax and
regulatory environment, along with a recovery in energy prices.

« With demand outpacing supply, housing markets continue to recover.

« The recovery in industrial production will gain momentum as the
inventory correction nears completion.

« Fiscal stimulus, accelerating prices and wages, and strengthening
loan demand will lead to higher interest rates.

« In response to the dollar’s appreciation, real import growth will
outpace real export growth.

« Recent evidence is supporting “Animal Spirits” of a consumer and
business kind. In addition, to a stronger stock market and dollar.
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President-elect Trump’s domestic policy platform
« Reform personal income taxation, reducing the number of brackets
from seven to three (12%, 25%, and 33%)

« Reduce the corporate income tax rate from 35% to 15% and apply
the 15% rate to pass-through businesses

« Repeal and replace the Affordable Care Act

« Increase spending on infrastructure and defense

« Freeze hiring of federal employees to reduce workforce by attrition
» Cancel executive actions taken by President Obama

« Ease restrictions on energy production, allow pipeline projects to
move forward, and open federal lands for energy exploration

« Change Dodd-Frank financial regulations
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President-elect Trump’s international policy platform

» Foreign policy guided by an “America first” principal, emphasizing
strength at home rather than engagements abroad

* Renegotiate the North American Free Trade Agreement (NAFTA)

* Withdraw from the Trans-Pacific Partnership (TPP)

* Label China a currency manipulator (although China has intervened to
support the renminbi over the past two years)

* Build a wall to close the southern border with Mexico

* Deport or imprison illegal immigrants with felony convictions, multiple
misdemeanor convictions, or two prior deportations

* Tightened screening of immigrants, “extreme vetting” of refugees
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Policy assumptions in the January forecast

* Personal income tax reforms that lower the average effective tax rate
from 21.0% to 19.5%

* A reduction in the statutory corporate income tax rate from 35% to
20%, partially offset by a scaling back of tax credits

* A $250-billion increase in public infrastructure investments over 10
years, financed by tax receipts from repatriated corporate profits

* Federal Reserve policy rate increases of 75 basis points in each of the
next three years, bringing the rate to a long-term equilibrium of 3%

© 2017 HS Marict, All Rights Reserved.
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A 2017-18 pickup in real GDP growth will lead to
further declines in the unemployment ra
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US stock prices are reaching new highs
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Consumer mood attaining record highs
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NFIB small business optimism

A A

P \[ '/\MWA\I\”A\ N\/\V\/\
i
o
§ 95 \\'\« ¥ V\J
2 o A A //\/\ m N
E W R /‘{\,\/ VTV
85 \I
80 J T T r : T T —
Jan-03 Jan-05 Jan-07 Jan-09 Jan-11 Jan-13 Jan-15
Source: IHS Markit © 2017 IHS

2017 IHS Marke, A% Rights Reserved.

© 2017 IHS. All RIGHTS RESERVED.

1/11/2017




Industna pduction will begin to
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US economic growt ector

2018

Percent change 2016 2017 2019
Real GDP 1.6 2.3 2.6 2.3
Consumption 27 2.8 3.2 29
Residential investment 47 2.7 31 2.6
Business fixed investment -0.2 4.6 4.5 3.9
Federal government 0.7 0.3 -0.8 -1.0
State & local government 0.9 0.8 1.4 1.4
Exports 0.4 1.9 2.3 3.1
Imports 0.9 4.4 6.4 5.1
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Other key US indicators

Percent change 2016 2017 2018 2019
Industrial production -1.0 1.5 3.0 2.1
Payroll employment 1.7 1.3 1.2 1.2
Light-vehicle sales (Millions) 17.4 17.4 17.6 17.6
Housing starts (Millions) 1.16 1.22 1.32 1.39
Consumer Price Index 1.3 25 2.1 25
Core CPI 2.2 22 2.1 22
o o P w oo w
Federal funds rate (%) 0.4 0.9 1.7 2.6
10-year Treasury yield (%) 1.8 2.7 3.2 3.8

€ 2017 145 Marke. All Rights Reserved

Interest rates will continue to rise as the Federal
Reserve normalizes monetary policy
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Services recorded the largest employment increases
during the 12 months ended December 2016
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With baby boomers aging, labor-force participation
and employment rates will not return t li aks

% of population aged 16 & over

-7 T P e e a SR AR
1960 1970 1980 1990 2000 2010 2020
—Labor-force participation rate  —Employment rate (Household survey)
Source: IHS © 2017 IHS

& 2017 IHS Markit. All Rights Reserved.

© 2017 IHS. All RIGHTS RESERVED.

1/11/2017



Western and southern states will lead in job growth
Annual percent change, 2016-21
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The inventory correction is well under way;
restocking will boost economic growth in 2018
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Industrial production will rebound as the inventory
correction ends and domestic demand strength

N

3/\ TN\ P

4\

-1 /

Year-over-year percent change

-2
2012 2013 2014 2015 2016 2017 2018
—Industrial production ~ ——Manufacturing production ~ ——Real GDP
Source: IHS © 2017 IHS

i 2017 IHS Markit. All Rights Reserved.

The dollar’s real exchange value will strengthen
against major currencies through 2017
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Industrial materials prices are rising

{HS weekly indexes, 2002:1=1
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Industrial materials prices will slowly recover
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Crude oil prices will gradually recover
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US inflation dynamics
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Consumer core commodities vs. non-energy service
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Investor and consumer inflation expectations headed
in opposite directions
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Labor compensation and productivity will accelerate

Percent change
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Labor productivity and total factor productlv:ty
growth have been exceptionall ki t
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Consumer spending

& 2617 IHS Marke. Al Rights Reserved,

© 2017 IHS. All RIGHTS RESERVED.

1/11/2017

15




1/11/2017

Forces affecting consumer spending
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The consumer market environment is favorable
Percent change 2016 2017 2018 2019
Real consumption 2.7 2.8 3.2 2.9
Real disposable income 27 2.7 41 3.0
Real household net worth 4.3 3.0 2.6 2.1
Payroll employment 1.7 1.3 1.2 1.2
Real wage rate 1.3 0.8 1.5 1.2
Consumption price deflator 1.1 1.7 1.6 2.0
Light-vehicle sales (Millions) 17.4 17.4 17.6 17.6
Single-family home sales (Millions) 5.40 5.50 5.48 5.59
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Consumer spending will be spd by solid growth
in real disposable income
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Wage gains will continue to outpace inflation
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Household asset appreciation is led by rising real
estate values
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US light-vehicle sales have reached their peak

Millions of units, annual rates
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The South and West will see a disproportionate
share of new auto sales

Percent
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Real median household income expected to gain traction
2016-2019
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Incomes have only just recovered from the recession for

Percent change, 2015 dollars
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E-commerce retail share of total retail sales excluding food
service (retail trade)
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Housing markets
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Housing markets will continue to recover

» Housing demand is supported by sustained growth in employment
and real incomes. Mortgage rates are still low, but rising.

« Supply is constrained by shortages of labor and developed lots.
« As demand outpaces supply, home prices are rising.

« With many new households choosing to rent rather than own, the US
homeownership rate has fallen to a 51-year low.

« Lean inventories of unsold homes, low rental vacancy rates, and
rising prices will encourage builders to step up construction activity.

 Multifamily units will account for one-third of starts.

2017 IH5 Market. All Rights Reserved.

A slow recovery in housing starts is contributing to
upward pressure on home prices
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A protracted recovey in US housing starts since the
financial crisis

N
»

g
(=)
T

—
[e)]

Millions of units
-
[N

o
©

o
»

2000 2005 2010 2015 2020 2025

o
=)

1980 1985 1990 1995

& Single-family = Multifamily

Source: IHS © 2017 1HS

€ 2017 IHS Markit. Al Rights Reserved.

S Markiv 46

Business investment
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An upturn in energy-related investment will
contribute to stronger growth in capital spending
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Investment in manufacturing structures will retreat,
while investment in mines and wells will rebound

Billions of 2009 dollars
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US oil drilling is recovering in response to firmer
crude oil prices
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US real import growth will outpace real export growth, as a strong dollar
hurts global competitiveness
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Surpluses in services trade partially offset US deficits
in merchandise trade
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Risks to the US forecast

by strained trade
relations
(Probability = 20%;)

Baseline forecast
{Probability = 65%])
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Recession induced

« Strained trade relations with Mexico and China undermine
business confidence, investment, and productivity.

¢ A major stock market correction, rising oil prices, and
federal budget cuts hurt consumer spending.

« The US suffers a recession in the first bhalf of 2018.

+The Fed gradually rais g

« Personat and corporate income tax rates are cut in 2018

« Consumer spending growth continues; capital spend{ng on
equipment and structures rebounds.

* Global econamic growth picks up moderately in 2017-18.

© 2017 IHS. All RIGHTS RESERVED.
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Bottom line for the US economy

* Real GDP growth is projected to pick up from 1.6% in 2016 to 2.3%
in 2017 and 2.6% in 2018.

* Consumer spending will be supported by solid gains in employment,
real disposable incomes, and household net worth.

* Business fixed investment will benefit from an improving tax and
regulatory environment, along with a recovery in energy prices.

* Foreign trade will remain a drag on real GDP growth, due to a strong
dollar and sluggish expansions in some major export markets.

* Wage and price inflation will rise in 2017.

* The Federal Reserve will gradually raise the federal funds rate to an
equilibrium level of 3% by the end of 2019.
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