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The US economy on a 2% growth path

* A more balanced US expansion is emerging in late 2016.

« Consumer spending is decelerating as growth in employment, real
incomes, and household net worth moderates.

* Rising domestic demand, a recovery in commodity prices, and low
financing costs will support an uneven recovery in capital spending.

» The inventory correction will continue into 2017, restraining near-term
growth in industrial production.

* Net exports will be a drag on economic growth through 2019, as a
strong dollar impairs US competitiveness.

 The Federal Reserve will cautiously raise interest rates as labor
markets tighten and core inflation approaches the 2% target.
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Real GDP growth will pick up, but job growth will s low

Real GDP and payroll employment
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Services recorded the largest employment increases
during the 12 months ended September 2016

Change in payroll employment, thousands
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Markit PMI indexes signal modest US growth

Markit US PMI indexes
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After excess accumulation from mid-2013 through 201 5,
an inventory correction is under way

Change in nonfarm inventories, 2009 dollars
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An inventory correction is holding back near-term
iIndustrial production growth

Industrial production and real GDP
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Industrial materials prices are beginning to recove r

IHS Materials Price Index
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US crude oil and natural gas prices on different pa  ths

US energy prices
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Consumer price inflation will pick up in response t oa
recovery in commodity prices

Personal consumption deflators
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Wages and benefits will accelerate as the US labor
market tightens

Employment cost indexes
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Interest rates will gradually rise as the Federal R eserve
normalizes monetary policy

Interest rates
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Forces affecting consumer spending
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Real household net worth has reached a new high

Household assets and liabilities
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Durable goods lead growth in real consumer spending

Real consumer spending
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US light-vehicle sales are near their peak

Light-vehicle sales
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Housing markets will continue to recover

* Housing demand is supported by low mortgage rates and sustained
growth in employment and real incomes.

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

* With 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.
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A protracted recovery in US housing starts since th e
financial crisis

Housing starts
2.4

2.0

=
o

=
N

o
o)

Millions of units

o
IN

o
o

1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

m Single-family = Multifamily

Source: IHS © 2016 IHS

© 2016 IHS. ALL RIGHTS RESERVED. 18



US Economic Outlook / October 2016 @

An upturn in energy-related investment will contrib ute to
stronger growth in capital spending

Real business fixed investment
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Growth in real business equipment investment will b e
led by information technology

Real business equipment investment
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Investment in manufacturing structures will retreat ,
while investment in mines and wells will rebound

Investment In structures
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Investment in commercial structures is recovering f rom
its 2008-10 collapse

Real fixed investment
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US real import growth is outpacing real export grow th,
as a strong dollar has hurt global competitiveness

US exports and imports

<
P
<

Year-over-year percent change

-10 /
-15

v
-20

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

—Real US exports —Real US imports

Source: IHS © 2016 IHS

© 2016 IHS. ALL RIGHTS RESERVED. 23



US Economic Outlook / October 2016 @

The dollar’s real exchange value will strengthen fu rther
against European currencies in 2017

Real trade-weighted dollar index
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Emerging markets will lead a pickup in global growt h

Real GDP
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Real GDP growth in key advanced economies

Real GDP
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Real GDP growth in key emerging markets: Recessions
In Russia and Brazil are abating

Real GDP
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Forces driving state government revenues

State revenue drivers
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Bottom line for the US economy

 After slowing from 2.6% in 2015 to 1.4% this year, real GDP growth is
projected to pick up to 2.2% in both 2017 and 2018.

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

* Real business fixed investment will recover, led by gains in information
technology and commercial structures.

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

» Core consumer price inflation will average close to 2%.

» The Federal Reserve will gradually raise the federal funds rate to an
equilibrium level of 2.75% by the end of 2019.

© 2016 IHS. ALL RIGHTS RESERVED. 29



IHS Customer Care:

Americas: +1 800 IHS CARE (+1 800 447 2273); CustomerCare@ihs.com
Europe, Middle East, and Africa: +44 (0) 1344 328 300; Customer.Support@ihs.com
Asia and the Pacific Rim: +604 291 3600; SupportAPAC@ihs.com

IHS™ ECONOMICS

COPYRIGHT NOTICE AND DISCLAIMER © 2016 IHS. For internal use of IHS clients only.

No portion of this report may be reproduced, reused, or otherwise distributed in any form without prior written consent, with the exception of any internal client distribution as may be permitted in the license agreement between client and IHS. Content
reproduced or redistributed with IHS permission must display IHS legal notices and attributions of authorship. The information contained herein is from sources considered reliable, but its accuracy and completeness are not warranted, nor are the
opinions and analyses that are based upon it, and to the extent permitted by law, IHS shall not be liable for any errors or omissions or any loss, damage, or expense incurred by reliance on information or any statement contained herein. In particular,
please note that no representation or warranty is given as to the achievement or reasonableness of, and no reliance should be placed on, any projections, forecasts, estimates, or assumptions, and, due to various risks and uncertainties, actual events
and results may differ materially from forecasts and statements of belief noted herein. This report is not to be construed as legal or financial advice, and use of or reliance on any information in this publication is entirely at client's own risk. IHS and the
IHS logo are trademarks of IHS.




