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Real Output Growth
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Sentiment Indexes Sky High
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Unemployment Rates Trending Down
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Solid Monthly Payroll Job Gains
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Other Measures of Labor Market Slack
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Weak Growth of Hourly Earnings

Percent, year-over-year
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Employment Cost Growth

Percent, Annualized
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Core Inflation Trending Up
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Vehicle Sales Leveling Off

0 Millions of units, SAAR
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Monetary Policy: Steady Tightening

»Federal funds rate path consistent with our outlook:
® Latest rate hike in March, 2018
* Three more 25 basis point hikes in 2018, three in 2019

® The latest Fed “dot plot” has only two more hikes

»New leadership at the Fed
* Jerome Powell leadership style not yet clear. Continuity expected.

* Four open seats at the Board of Governors
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Market Interest Rates
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Fiscal Policy—A Major Boost to the Outlook

» Tax Cuts and Jobs Act
* $1.5 trillion in new deficits over 2018-27
* Boosted our GDP forecast by ~0.2pp in 2018-19

» Bipartisan Budget Act of 2018 & The Omnibus
* Authorized almost $300 billion in new spending during fiscal 2018-19
* More than 12 percent increase in discretionary caps compared to 2017
* |t will take time to ramp up government spending

* Lifted our GDP forecast by 0.2pp in 2018, 0.3pp in 2019, and 0.1pp in 2020

RSQE: May 2018




Federal Budget, NIPA Basis
{Billions of Dollars)
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Curentreceipts  3560.8 36127 374

Currentexpenditures  4217.3 44623 4994.9  5208.4

Surplus(+)ordeflcﬂ() -656.4 -849.5 -990.8 -1043.8 -1025.?
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Price of Oil

(West Texas Intermediate Crude)

Dollars/Barrel
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Nonfarm Payroll Employment Gains and
Unemployment Rate

300 Thousands of Jobs per Month ! Percent e
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Growth of Nonresidential Fixed Investment
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Housing Market

A. Housing Starts
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Light Vehicle Sales
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Brief Thoughts on China Trade Tensions

» China’s current role in global supply chains: point of assembly

» China runs significant goods trade deficit with Australia, Brazil,
Germany, Japan, South Korea, Switzerland

» And significant goods trade surplus with the United States

» Significant tariffs targeting China will lower trade with China, but might
not narrow the trade deficit much
®  Supply chains will adjust eventually

* Transshipping is hard to police when tariffs only target one country

> Raising trade barriers is unlikely to make up even a fraction of jobs lost
due to globalization.
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China’s Net Exports of Goods
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Limited China Escalation Scenario

» $50 billion of Chinese and US goods subject to 25% bilateral tariffs
» Short-term, U.S. trade deficit shrinks by ~$25 billion

* Returns to baseline path in the longer-run
» Overall consumer price level goes up by 0.1 percentage points
» Investment prices for equipment jump by 1 percentage point
» Slower consumption and investment undo GDP boost from net exports
»Medium-term growth is weaker due to net exports rising back to trend

» About 200,000 jobs and 0.3 percent of GDP lost through 2021

RSQE: May 2018

12



Risks to Our Outlook

» Oil Prices and Geopolitical Risks
»Fiscal Policy

»Monetary Policy

» Trade Policy

» Abnormal weather
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U.S. Light Vehicle Sales, 1990-2020
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U.S. Light Vehicle Sales
Total vs. Detroit Three, 2016—-2020
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Michigan Payroll Employment
2015q4-2018q1

4,500 Thousands of Payroll Jobs
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Annual Job Growth in Michigan, 1991-2020
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Annual Job Growth in Michigan, 1991-2020

Manufacturing Sector
60 Jhousands of Payroli Jobs
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Annual Job Growth in Michigan, 1991-2020

Construction Sector
Thousands of Payroll Jobs
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Annual Job Growth in Michigan, 1991-2020

Professional and Business Services Sector
Thousands of Payroll Jobs
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Annual Job Growth in Michigan, 1991-2020

Trade, Transportation, and Utilities Sector
Thousands of Payroll Jobs
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Annual Job Growth in Michigan, 1991-2020

Private Education and Health Services Sector

50 Thousands of Payroll Jobs
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Annual Job Growth in Michigan, 1991-2020

Leisure and Hospitality Sector

60 Thousands of Payroll Jobs
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Annual Job Growth in Michigan, 1991-2020

Government Sector

Forecast
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Michigan Wage and Salary Employment
First Quarter of 2000 to Fourth Quarter of 2020

4,800 Thousands of Payroll Jobs

T
4700 JESH0092 S oua 01600 | E_f?fff?:?ﬁ.
4,600 N USSR OSPOORROON (82% of jobslost) | froree 2004
PSS B wemmm— S — ——t
B 400 e N ———— 4 1o
0 . T TR SO AR : .....................
41200 B T RN S RPN 2T E .....................
3 T [0 RIS IR R NN PR O, : .....................
4,000 g Loss: '00q2—00qa |\l : .....................
3,900 o] = 850,300 -l : .....................
3,800 I B Trloug'h ’ogqa’ N S

‘00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 11 '12 13 '14 15 '16 '17 '18 19 '20

RESEAREH SEMINAR 30
GUANTITAT?E ECONOAICS
UNIVERSITY OF MICHIGAN

RSQE: May 2018

Alternative Measures of Labor Underutilization
Michigan, 2016 and 2017

120 Percent
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Alternative Measures of Labor Underutilization

Michigan vs. United States, 2006-2017
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Michigan Unemployment Rate

2016-2020
6 Percent
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Michigan Inflation and Income Growth, 2016-2020
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Table 1

Forecast of Payroll Jobs in Michigan by Major Industry Division, 2017-2020

TOTAL JOBS {(Number of persons)
(Annual percentage change)
TOTAL GOVERNMENT
TOTAL PRIVATE
Natural resources and mining
Construction
Manufacturing
Trade, transportation and utilities
Iinformation
Financial activities
Professional and business services
Private education and health services
Leisure and hospitality
Other services

(Thousands of jobs)

Forecast Employment Change

2017
4,372.5
(1.2)
604.2
3768.3
7.2
162.8
614.7
788.8
56.4
218.0
648.0
671.1
433.3
168.0

'17-'18
54.5
(1.2)

43
50.2
0.2
10.2
1.1
5.9
1.2
2.2
13.7
5.4
9.5
3.3

'18-'19
43.5
(1.0)

3.7
39.9
0.0
5.8
3.0
7.7
-0.5
2.7
10.3
4.8
52
0.9

'19-'20
47.8
(1.1)

5.7
42.1
-0.1
6.3
4.1
8.3
-0.5
2.4
10.2
3.8
6.7
1.0

'17-'20
146.0
(3.3)
13.7
1321
0.1
22.2
8.1
21.9
-2.2

7.3].

34.1
14.0
21.4

5.2
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Michigan Automotive Industry Update

Kristin Dziczek | Vice President
Center for Automotive Research
CREC
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U.S. Light Vehicle Sales |

AR

5,435,435
0.1% |+ 7513 Total
100%

3,688,984
faht Tierks + 284,498 {Truck
67.9%

1,746,451
-276,985 | Cars
32.1%

8.4% :

U.S. Market Share: YTD April 2018

Sl Units: 952,997

[ Units: 779,136 145

R EIR Units: 764,381 B4 1%
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Segment Breakdown

Market Share
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12018 YTD Light Vehicle Production:

W2OLYTD 2 2018YT0

1,00 000
900,000
200,008
700,000
£00,000
210,000
400,000

300,000

tight vehicle Prosuction in Units

2:23,000

100,000

0

MEX CAN A1 IN KY OH ™ AL MO iL S S

Al
OTHERS

Michigan produces proportionately more pickups & SUVs

- than the U.S. market buys.
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Michigan engine production was down; transmission

production up between

3,509

3,000

Units {Thousands)

e Oulmit =OmPorciat Ch

221

2,500

3,000

2,508

)

e

Units {Thousands

500

{5¢

205

wr Quipn!  wOwPercent Change

2028

preey

Michigan motor vehicle & parts employment is up 49%
from January 2009, but flat over the past 12 months.

States Employment

13080

140 000

Motor Vehicle and Parts Manufacturing Employment:
Michigan vs. U.S. and Other States
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Michigan automaker investments greater than Mex

Investment Amount (SUSD)

Region

$7.1B

Canada

$85.3B

United States

$56.3B

U.S. Great Lakes

$28.1B

Michigan

4B

$20

South

.88

$24

Mexico

$119.5B

Total

and OH

IL, IN, KY, MI, MO,
MS, SC and TX

Note: U.S. Great Lakes includes

, MS, SC, TN,

AL, FL, GA

South includes.




5/15/2018

Automaker Announced Investment:

Share of N.A. Announcest Avtomaker mvastment by
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Standard U.S. Tariffs On Imported Steel, Aluminum,
Automotive Parts & Passenger Cars/Trucks Under WTO

United States
International Trade Commission

Most-Favored-Nation Tariff Rates
* Steel—0%

*  Aluminum—0-6%

*  Automotive Parts—2.5% HarmonizedTariff

* Passenger Cars—2.5% Schedule of the United
*  Pickup Trucks/Cargo Vehicles—25%

States {2018)
Basic Edition

Global Tariffs and Light Vehicle Imports

Yaritt on
imported —3*
cars

JAPAN SQUTH EURCPEAN CHINA UNITED UNITED

HOREA UNICN STATES STATES
CARS PICKUP
TRUCHS

Share of 5T B
car sales i
that are
imported ¥ T.6%
A
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* Enacted in 1994, NAFTA
eliminated tariffs and created a
unified trading region

* Canada & Mexico responsible for
half of U.S. light vehicle imports

* NAFTA makes North America a
globally competitive and
complete auto region

* Every global automotive region
relies on low-cost content

The United States cannot self-supply.

U.S. Production 11 million
less US. Exports - 2.4 million
plus U.S. Imports  + 8.7 million
U.S. Sales = 17.3 million
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Sourcing of U.S. Light Vehicle Sales in 2017

A competitive automotive industry is good for
consumers.

U.S. Consumer Price Indices for All Items Except Food & Energy and New Vehicles, 1990-2017

1376
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* Increases Regional Value Content
(RVC) from 62.5%—already the
highest of any U.S. trade
agreement

* Institutes an RVC for steel and
aluminum content

* Institutes a Labor Value Content
(LVC) requirement for a share of
work to be done at or above a
specified wage

Not everything traded in NAFTA Region uses
NAFTA preferential rates

2017 U.S. Motor Vehicle, Bodies & Trailers, and Parts Imports from Canada and Mexico by Trade Program

! i NAFTA share of
YEAR: 2017 inUSD Billions | GwilAirraf | No Program Clalmed Total | e

Metor Vehides 36 . 0y . a3 e
Mator vehicle Badies & Traders . : 3 56.20%
X Motor Vehicle Pams :

CANADA TOTAL

Maotor Vebicles

Motor Yehidle Bodies & Traders

95.50%
2990
. - , 5 S50
Motor Vehide Party g i t : ’
8E,50%

7 PAEXICO TOTAL

Source: U.S. International Trade Commission
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China, Japan & South Korea Could Replace Canada &
Mexico to be U.Ss Largest Automotive Parts Importers

2017 Total U.S. auto
parts imports: fapan 13% WM Germanys% B china sk
$108.8B

Japan 18% % China 8%  ‘a} South

Korea 7%

Chinali% & & Japans% BB Tawand%

Japan 21% China7% 18} South
Korea 7%

4% 10% S5 uken China 6% Y8 Germtany 3%

A 2 o B8 chine31% @ Japane% WP Germany 5%
i

B Tawan20% - 9t South ZEEH  China 5%

Korea %%
B china18% 8l

Mexico: $45.7B
Canada: $14.0B

South 4
Korea 7%

Japan 6%

Source: U.5, international Trade Commission

CAR estimates that the U.S.
proposal as of 26 April 2018 would:

e Add USD 2.1-3.8 billion to the
cost of light vehicles in the
United States

* Averages USD 470-2,200 to the

CAR evalua{ed cost of these particular vehicles

* Assuming manufacturers pass
through increased costs, result in
an estimated 60,000-150,000
lost U.S. light vehicle sales
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* 2-year, 3-year, or 4-year
transition periods are inadequate
* Minimum time to launch new

assembly capacity is 3 years once
the decision has been made

* Adjusting and re-sourcing the
supply chain also takes time

* And all of this might cost more
than the 2.5% MFN tariff

Mexico

@ Canada Mexico B Other FTAs CPTPP Rest of World

CENTER FOR AUTOMOTIVE RESEARCH

CPTPP reach is larger than
P
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NAFTA & Steel/Aluminum Tariffs

* Removing the exclusion for Canada and Mexico would
endanger NAFTA.

* Canada is among the top 5 countries that import rolled
steel products and bar and ingot steel to the U.S. and the
number one import source for unwrought, bar, and sheet
aluminum.

* Mexico is a top 5 rolled steel exporter to the U.S.

» North America # South America % Europe @ Africa # Asia (ex Chisa) 3 China WAl Others # North America 3 South America ® Furope #Africa # Asia (ex China) # China M Afl Others

Source: World Steel Association, 2018; international Afuminum Institute, 2018
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Source: U.5. Geol

U.S. Steel was already highly protected from imports

. As of April 19, 2017, the U.S. has 152
antidumping (AD) and countervailing
duty (CVD) orders in place on steel
from 32 countries.

Special restrictions already cover 94 percent of steel imports from
China, which now make up only 3 percent of all US steel imports.

Percent of US stecl imports subject to special tariffs, by exporting tegien

. Twenty-eight of the 152 orders (18%) ™
are on steel products from China - 16
AD and 12 CVD. w©

. The steel orders represent almost 40
percent of all AD/CVD orders in place.

. There are also 25 investigations e
underway for steel products, 16 in
which Commerce has yet to issue final »
determinations and 9 investigations
(on cut-to-length plate) for which o . T S
Commerce has issued final 95 oo e ow
determinations and are waiting for e e g e st s v B £ R T T e 80 v

Kt Serecesl Dol o Ts A Aafisth e, anTARTOHG, W] ORISR B,

e ot o HPRECHarks

final determinations from the
International Trade Commission.
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1ons

Conclus

inum tariffs may impact the automotive supply
in more than automakers themselves

The steel & alum
Suppl

cha

iers could move work to
A FTZ (tariff inversion in effect) or

parts & components

Outside the United States since imported articles,

made of steel or aluminum are not subject to the tariff.

consuming

and aluminum

in steel-
dustries than there are in metals production in the United States

There are more workers

in

The last broad steel tariffs under President Bush lasted 18 months
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Impact of Meridian Fire

%

Material Percentage Use by Year, 2010 to 2040

AHSS

UHSS

Boron/Martensite

AL 5000/6000

U

b
&

Aluminum/High Strength

gz
R

CFRP/Cpmp.

Note: Between 2010 to 2020 the mix of materiol represents the mix throughout the industry as some vehicles in the fleet still use predominantly mild or lower grade steels while few higher end vehicles use ultra
high strength steels with afuminum, Automative engineers want the right material ot the right place but are currently constrained with issues such as mixed-materiat joining, supply chain risk, infrastructure etc.
in the future, no single material wins the race to lightweighting. Future vehicles will have highly optimized mixed-material body structure; therefore, From 2025 to 2040 the materiol percentages represents

moterial mix in a single vehicle.

Source: CAR Research
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