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MAKE YOUR MOVE"™

INVESTOR UPDATE

Due to a tight labor market, hiring will be a challenge
throughout this business cycle. Develop training
programs to increase the efficiency of your current
workforce and better position your company to
withstand a labor shortage.

Stock Prices will likely be volatile and essentially

lateral for the next one to two quarters.

I TR ECONOMICS LONG-TERM VIEW
2019: Weaker Second Half 2020: Mild Growth 2021: Mild Growth
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INDUSTRY ANALYSIS

Retail Sales

+ Retail Sales during the 12 months through
June were up 3.7% from the same period
one year ago

+ Retail Sales are unlikely to enter a recession
during this business cycle

* Retail Sales will rise at a slowing rate into
mid-2020

Auto Production
- North America Light Vehicle Production
was down 0.2% from a year ago

 Production will generally decline into early
2020

+ North America Light Truck Production was
up 2.7% while Passenger Car Production
was down 6.6%

L] Rotary Rig
oo « The Rotary Rig Count was up 5.7% year

over year but has generally declined since
early this year

- Falling Oil Prices suggest the Rig Count will
face further downward pressure this year

 Both the US Qil Rotary Rig Count and US
Natural Gas Rotary Rig Count have ticked
down in recent months

- Total Nonresidential Construction
oo H « Nonresidential Construction was up 5.5%

oo from the year-ago level
i « Construction recently transitioned to a
slowing growth trend
 Double-digit rates of growth are expected
in the manufacturing and warehouse
segments this year

LEADING INDICATOR SNAPSHOT

Wholesale Trade
« Wholesale Trade was up 3.6% year over year

« Wholesale Trade of Durable Goods, up 4.1%,
and Wholesale Trade of Nondurable Goods,
up 3.1%, are both trending along the back
side of the business cycle

» The Durable segment will avoid recession
during this cycle while the Nondurable
segment will not

»

Manufacturing
« Total Manufacturing Production was up
1.9% from the year-ago level

+ Production is unlikely to rise much above
its current level during this cycle

« US Medical Equipment and Supplies
Production is an area of opportunity and
will grow into early next year

h Capital Goods New Orders
. .

Nondefense Capital Goods New Orders
were up 3.6% year over year

« New Orders will peakin the near term before
declining through the first half of 2020

« Defense Capital Goods New Orders were
up 13.6%

« New Orders will not rise much above their
current level this year

Total Residential Construction
« Residential Construction was down 4.4%
from a year ago

« Residential Construction is declining at an
accelerating pace

« Single-Unit Housing Starts will enter a
recovery trend by the end of this year

« Multi-Unit Housing Starts will rise into early
2020
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Green denotes that the indicator signals cyclical rise for the

economy in the given quarter. Red denotes the opposite.

* The leading indicators are signaling that the
current cyclical declining trend in the industrial
economy will likely persist through at least the
end of this year

* The ITR Leading Indicator has yet to establish
a defined rising trend since falling to a tentative
cyclical low in March of this year

* The US Conference Board Leading Indicator is
signaling business cycle decline through at least
the first quarter of 2020
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A CLOSER LOOK: The Consumer

Checking in on the US Consumer
By: Lauren Saidel-Baker

What you need to know: While we expect decelerating consumer activity this year and into mid-
2020, the US consumer remains resilient. We do not expect Retail Sales to contract during this business
cycle.

US Gross Domestic Product (GDP), up 2.3% from the year-ago level, is officially in a slowing growth trend. While we
expect GDP to rise through at least 2021, the rate of growth will continue to slow into early 2020.

Consumer spending, which drives roughly two-thirds of GDP, is cooling. Personal Consumption Expenditures, up just
2.8% during the 12 months through June on an inflation-adjusted basis, have generally declined in their rate of growth
since the second half of 2018. This trend is in line with our overall outlook for retail spending to expand through 2021,
albeit at a slowing pace into mid-2020. However, higher prices — not just volume — will be a contributing factor to this
rise. US Total Retail Sales rose 3.7% during the 12 months through June, but on an inflation-adjusted basis, the rise
was only 1.5%, the lowest pace in nearly two years.

In general, the US consumer is relatively healthy, with high employment and rising wages. As a result, Disposable
Personal Income is rising, up 3.6% from one year ago. While this trend means that US consumers have more income
available for spending, the data indicates a trend toward fiscal responsibility, with Personal Savings as a Percentage
of Disposable Personal Income averaging 8.0%. This is the highest the Savings Rate has been since 2013, signaling
that consumers are saving more of their income and are likely less vulnerable to a downturn. The delinquency rate on
consumer loans is at a very manageable 2.3%, well below the long-term average of 3.2%. These factors signal that
consumer health is relatively robust and that there are fewer risk exposures for consumer spending in the near term.

Another important risk to US consumers has diminished in recent weeks. In its July meeting, the Federal Open Market
Committee cut its target rate by 25 basis points to 2.00—2.25%, ending the tightening cycle begun in late 2015. This
trend toward lower interest rates removes the risk that further rate increases would have posed to mortgage and
credit affordability.

If your company primarily serves the US consumer, there are reasons to be optimistic. Risk factors have diminished,
while recent deceleration in Consumption Expenditures and Retail Sales is consistent with our leading indicator
analysis and does not pose a significant downside risk to the macroeconomy. In fact, we expect most measures
of consumer spending to avoid contraction even during the coming business cycle low in late 2019 or early 2020.
Prepare your business for a lower growth rate this year and early next year, but look ahead to take full advantage of
the coming growth cycle in the second half of 2020 and in 2021.
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STATE-BY-STATE: Employment

Annual Growth Rate

o ——
0.3%

+ US Private Sector Employment during the 12 months through July averaged 128.0 million employees, up
1.9% from the same period one year ago

+ Employment is above the year-ago level in every state in the country

+ Rates of growth for Employment were particularly high in Nevada (3.6%), Utah (3.1%), Arizona (2.8%), Florida
(2.6%), Washington (2.5%), and Texas (2.4%)

+ Overall Employment will rise at a slowing rate through the rest of this year and much of next year

READER’S FORUM

I'm hearing that China devalued its currency. What does that mean for US businesses?

James Giles, Economist at ITR Economics™, answers:

In response to President Trump's plan to implement a 10% tariff on $300 billion worth of Chinese products, China let
the value of its currency fall. This will make Chinese goods more affordable for US consumers, at least somewhat
counteracting the impact of the tariffs. If Chinese imports are important to your business, this devaluation may be
good news for you. However, Chinese consumers will have less spending power as a result of their weaker currency,
which will be to the detriment of US exporters looking to sell into China. As with most actions, China's decision to
devalue its currency will produce winners and losers. Companies should take the move as more evidence of the
high degree of volatility in the US-China relationship. Ensure that you have contingency plans ready should tensions
remain high or escalate.

Please send questions to questions@itreconomics.com
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US Motorcycles, Boats, and Other Motor Vehicle Dealers Retail Sales

Year-over-Year Growth Rate 12-Month Moving Total
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US Motorcycles, Boats, and Other Motor Vehicle Dealers Retail Sales during the 12 months through May were up 2.0%
from the year-ago level. Retail Sales are rising at an accelerating rate, a trend that will likely persist through at least
the remainder of this year.

The US Personal Savings Rate as a Percentage of Disposable Income rose to 8.0%, its highest level since 2013. A
relatively high and rising Savings Rate poses a risk to the consumer sector, as households may increasingly choose
to save rather than spend. We are expecting Motorcycles, Boats, and Other Motor Vehicle Dealers Retail Sales to be
an area of opportunity within the consumer sector this year, but consumers may be increasingly price conscious.
Communicate the value of your offerings, particularly as it relates to lowering costs, to encourage sales.

Report includes participating ies providing at least two years of data
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Canada Total Reta|l Sales during the 12 months through May were up 2.4% from the year-ago level. Retail Sales are
rising at a slowing rate. This trend is likely to persist through at least the remainder of this year.

Canada Consumer Prices are rising at a slowing rate, up 2.1% from the year-ago level. Take caution not to raise your
prices too rapidly, as you will likely meet resistance from your customers as the business cycle trends downward.
Products with a lower cost basis may be increasingly appealing to your customers during this time. Look for
opportunities to lower your input costs as a way to maintain profitability without raising your prices.

* Report includes two participating companies providing less than two years of data. This addition may skew near-term
performance of NMDA Sales.
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