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Macroeconomic Outlook

As we move into the second half of 2020, the media messaging
around recovery is at times conflicting. However, our analysis
suggests cause for measured optimism. Sustained rise in a handful
of leading indicators - including the US ISM PMI (Purchasing
Managers Index) and the OECD'’s US and G7 Leading Indicators

- suggests the early stages of economic recovery are upon us.
Additionally, the US Industrial Production quarterly average
tentatively transitioned to a rising trend with July data, and
abnormally positive statistics within the monthly data provide
further evidence of an emerging turnaround. US Total Retail Sales
are also showing resiliency: both June and July spending came in
above year-ago levels. Altogether, we are confident that quarterly
US Real Gross Domestic Product and US Industrial Production

will be exhibiting the early stages of macroeconomic recovery in
the latter half of the year; more-robust rise will come in 2021 as
positive momentum from the stimulus hits the economy in full.

“Ask yourself: What can | be doing now to be ready for
recovery next year?”

Quarterly Industrial Production is expected to rise from a June
2020 low into the second half of 2022. Quarterly Production will not
likely reach full recovery until 2023. This, however, is faster than
Production’s post-Great Recession full recovery, which took about
seven years. Delays or reversals to states’ reopening plans pose

the most significant downside risk to our forecast. Conversely, the
magnitude of the stimulus spending could boost the recovery more
than we are anticipating, rendering our outlook too pessimistic.

It can be easy to get lost in the (often conflicting) data points
reported in the news. Use our forecasts as a guiding light as you
craft your plan for the future. Successful businesses plan at least a
half business cycle ahead. Ask yourself: What can | be doing now to
be ready for recovery next year? Look for ways to boost employee
productivity. The ROI on discounted capital goods and acquisitions
can be most favorable at the bottom of the business cycle. Take a
close look at the resiliency of your supply chain both upstream and
downstream. Consider whether your current products or services
need adjustments to be more competitive during the upcoming
economic upswing. This year poses a considerable challenge to
many firms, but with careful planning, your company can emerge
even stronger.
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Make Your Move

Evaluate capacity, as many markets will
be recovering and expanding in 2021.
Consider using today’s low interest

Investor Update

July Stock Prices closed at a record high
for month-end data. Our analysis suggests

the rate of rise may ease, but there is
rates to upgrade your technology; this

is one way to increase your capacity and
efficiency without increasing headcount.

still more general ascent ahead. This will
bolster confidence in the US economy
moving into 2021.

ITR Economics Long-Term View

2020 2021 2022

DECLINE RECOVERY AND RISE GROWTH
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Industry Analysis

RETAIL SALES

Monthly US Total Retail Sales totaled $552.4
billion in July, up 3.8% from July 2019

Sectors including Building Materials and Supplies
Dealers and Non-Store Retailers - which includes
E-commerce - are outperforming the whole,
while Food Services and Drinking Places as well
as Gasoline Stations are below year-ago levels

The ITR Retail Sales Leading Indicator™ is rising,
which bodes well for 2021 Total Retail Sales; take
steps to prepare your business accordingly

AUTO PRODUCTION

After nearly total shutdowns in April and May,
North America Light Vehicle Production in June
was 19.7% below the year-ago level

The monthly US Auto and Light Vehicle Capacity
Utilization Rate rose to a nearly five-year record
high in July, but demand is still an issue, with
monthly US Light Vehicle Retail Sales 12.1%
below the year-ago level

We expect a recovery trend to take hold in the
first half of 2021, but annual Production will be
well below the pre-pandemic level through at
least mid-2021

ROTARY RIG

The US Rotary Rig Count averaged 292 rigs in
the three months through July, down nearly 70%
compared to a year ago

In July, month-end US Crude Oil Futures Prices
were above $40 for the first time since February;
Prices rate-of-change movement suggests an
early-2021 business cycle low for the Rig Count

The depressed Rig Count is affecting equipment
(quarterly US Mining Machinery New Orders
down 24.5% from one year ago) and support
activities (US Support Activities for Mining
Production down 63.2%).

TOTAL NONRESIDENTIAL CONSTRUCTION

Monthly US Total Nonresidential Construction
was virtually even with the year-ago level for the
third consecutive month

We expect annual Construction to generally
decline into at least the middle of next year

Keep an especially close eye on your cash flow as
Construction moves through the back side of the
business cycle

onDemand

ITR Advisor / Volume 11 / August 2020

Published Quarterly by ITR Economics™ for NMDA Members

WHOLESALE TRADE

Annual US Total Wholesale Trade in June

was 3.5% below the year-ago level; monthly
Wholesale Trade was down a nearly equivalent
3.2% from June 2019

Both the Durable and Nondurable components
of Wholesale Trade posted record May-to-June
increases as the US economy reopened

We expect annual Total Wholesale Trade to
decline into early 2021, troughing at around the
mid-2017 level

MANUFACTURING

Monthly US Total Manufacturing Production is
generally rising off a tentative April low, but the
July figure was still down 7.7% from July 2019

The Manufacturing Capacity Utilization Rate,

a two-quarter leading indicator to Production,
suggests a cyclical low for Production as early as
the second half of this year

Consider using pessimism to your advantage to
acquire competitors or renegotiate long-term
contracts at favorable prices

CAPITAL GOODS NEW ORDERS

Monthly US Nondefense Capital Goods New
Orders (excluding aircraft) in June increased
15.3% from May, the strongest May-to-June rise
since 2009, near the Great Recession'’s business
cycle low

Our expectation for annual New Orders decline
into early 2021 is unchanged

Annual US Defense Capital Goods New Orders
rose in June; we expect rise through the end of
this year and into 2021

TOTAL RESIDENTIAL CONSTRUCTION

ITReconomics.com

Monthly US Total Residential Construction in
June was virtually flat versus one year ago

Monthly US Housing Starts in July were 22.1%
above the year-ago level following a record June-
to-July increase

Construction leading indicators suggest that
while a brief downturn in spending is probable
due to earlier weakness in permits and building
starts, 2021 spending will likely come in above
the 2020 total
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Leading Indicator Snapshot

ITR Leading Indicator™

ITR Retail Sales Leading Indicator™

The Conference Board's US Leading Indicator
US ISM PMI (Purchasing Managers Index)

US Total Industry Capacity Utilization Rate

@ Denotes that the indicator signals cyclical rise for
the economy in the given quarter.

KEY TAKEAWAYS

3Q2020
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1Q2021

@ Denotes that the indicator signals cyclical decline

for the economy in the given quarter.

N/A

* The preponderance of leading indicator evidence suggests an early-2021 business cycle low for US Industrial Production, as forecasted

* The ITR Leading Indicator™ ticked up in July, and, while one month does not make a trend, our analysis suggests that the June tentative

low is likely to hold

* Despite sustained rise in a number of them, we are closely monitoring the leading indicators, as well as a number of daily and weekly
datapoints, in the wake of stalled and reversed reopenings in certain areas of the country
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A Closer Look: The US Economy

The Long-Term Outlook
BY: ALAN BEAULIEU

What you need to know: Despite some near-term changes, our trajectory still leads to the 2030 Great Depression

We are often asked a very astute question about whether the severe recession in the first half of 2020 has changed our outlook for the 2020s
and for the timing of the projected Great Depression of 2030. The economic landscape over the next few years has changed because of the
pandemic, but the longer-term outlook has not.

Clients and regular readers will remember that we were projecting a normal recession in US Industrial Production in the latter half of 2022 and
into 2023. Current events have disrupted the normal cyclical timing. In addition, ITR expects the massive stimulus spending will have a positive
impact on the economy in 2021 and into 2022. The net result is that the anticipated recession has been changed to a one-quarter decline in
quarterly average US Industrial Production in late 2022. A quarter of decline that is forecasted to occur over two years into the future is certainly
subject to change, but the current analysis suggests that the previously anticipated troubles for the second half of 2022 and into 2023 have
largely disappeared.

We have said that this decade will contain other mild recessions and economic events; that has not changed. There will likely be an increase
in inflation and interest rates in the second half of the decade, as we have been advising for the last several years. There are also likely to be
cultural and political changes that are consistent with the demographic shifts that will occur as baby boomers continue to leave the workforce
(and taxpayer base) while millennials gain more and more influence in our culture, politics, and the economy.

One of the large questions on people’s minds comes from the massive increase in the federal budget deficit and the concurrent increase in US
government debt. The US Total Federal Debt Market Value is $28.9 trillion and, as the chart below shows, there has been a significant increase in
the rate of rise in Federal Debt surrounding the Great Recession and the 2020 recession.

The question revolves around the sustainability of this trend and whether the rapid increase has pulled in our timing estimate of 2030 for the
coming Great Depression. The debt is sustainable through at least the near term, and it has not pulled in the timing of the Great Depression.

The sustainability is derived from two facts. First, Bond Yields are very low, which means the interest payment pressure on the federal budget is
currently manageable. Higher interest rates in the years to come will change that. Second, the bond market is signaling ongoing confidence in US
Treasuries, both short- and long-term. The market is not demanding that the US pay interest comparable to Brazil or even China. The fact that we
can borrow so heavily at very low interest rates strongly suggests that we do not need to pull in the timing of the Great Depression at this time.

The 2020s are expected to provide many changes and many opportunities. Some will come more quickly than others, but most will be signaled
well in advance. Subscribers will likely know well in advance of changes in the economic landscape as we monitor our system of leading
indicators and current events.
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State-by-State: GDP

* Second-quarter US Real Gross Domestic Product (US GDP) came in 9.5% below one year ago. The first- and second-quarter declines wiped
out roughly the last five years of gains. Leading indicators support our expectation for rising quarterly US GDP in the second half of the
year.

+ State-level GDP in the first quarter (most recent data) came in below the year-ago level in 20 states. First-quarter declines were clustered
in the Rust Belt and Northeast; the latter was most heavily impacted by the initial COVID-19 wave.

* Notably, Texas GDP was up 2.2% in the first quarter of 2020. This is likely owing to the fact that Texas was one of the last states to issue
lockdown orders in March.

* Though many states began reopening in May, we expect the impact of the shutdowns on second-quarter state-level GDP data to be
severe. About half the states to date have announced reversed or stalled reopenings; if we see widespread shutdowns impacting a broad
swath of industries as in April, our outlook for economic recovery beginning in the second half of 2020 will be in jeopardy. The magnitude
of the stimulus poses an upside risk.
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Reader’'s Forum

Will you update your forecasts based on the outcome of the election in November?

Sara Aybar, Economist at ITR Economics™, answers:

The short answer is no, we do not change our forecasts based on which party holds the White House. There is no statistical evidence that
whether a Republican or Democrat controls the executive branch has an impact on economic growth; since the late 1970s, average US Gross
Domestic Product has grown 2.6% on average under Republican administrations and 2.9% under Democratic administrations.

We are much more interested in legislation. We change our forecasts based on analysis of likely outcomes and given the information available
(including enacted legislation or active regulations), but not on the presumptive actions of one political figure or another. In the meantime, we
recommend following along with us as we share the latest developments in the leading indicators and their implications for the likely future
direction of the economy.

Please send questions to: questions@itreconomics.com

So you've successfully gathered your company’s data -
now what?

Translating data trends into strategic business decisions can be tough to do on
your own. With ITR Economics’ consulting services, we do the hard work for you.
From our EVP Flex™ program, EconChats, and customized webinars to onsite
consultative visits, we'll work with your company to design a solution that’s right

for you.

LEARN MORE
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US Retail Sales of Motorcycles, Boats, and Other

Motor Vehicle Dealers

Billions of Dollars, NSA

12-Month Moving Total Year-over-Year Growth Rates
120 - - 120 21 - 21

«==NMDA Sales
M Retail Sales
14 «=Retail Sales L 14
| 90 10.5
7 4 F7
1 1.5
o0 ’ v ’
7 -7
r 30
14 \ - 14
Retail Sales moves on a coincident basis with NMDA Sales
Report includes participating companies providing at least two years of data
L o 21 S 21
'09 10 11 12 13 14 15 16 '17 18 19 '20 '21 '22 09 10 11 12 13 14 15 16 17 18 19 20 21 22

US Motorcycles, Boats, and Other Motor Vehicle Dealers Retail Sales during the 12 months through June totaled $88.7 billion, a 10.5%
gain from the year-ago level. The monthly Retail Sales data also hit successive record highs in May and June, transitioning this segment
into a tentative accelerating growth trend. This trend is a positive signal for NMDA Sales.

US Total Retail Sales are relatively flat compared to the year-ago level. This indicates that the Motorcycles, Boats, and Other Motor
Vehicles segment is outperforming, potentially due to consumers’ desire for socially distant entertainment. Second-quarter US Disposable
Income (DPI) was up a record 11.5% compared to the same quarter one year ago, assisted by stimulus and unemployment benefits.

We do not foresee the ability to pay, or lack thereof, as hindering the industry this cycle. Instead, the primary downside risk is low
consumer confidence, which, while not a hindrance at this time, could become a larger issue later, particularly if we see a second round
of widespread shutdowns.

Canada Total Retail Sales

Billions of chained 2012 Canadian dollars
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Canada Retail Sales during the 12 months through May (latest data) were 4.1% below the year-ago level. Monthly Retail Sales ticked up in
May from a tentative April low, but were still 20.0% below the May 2019 level. Canada Consumer Prices rose in May and June, suggesting
that prices may have been a driver of monthly Retail Sales’ rise. Focus on your plans: Relay your competitive advantages to consumers to
justify higher prices and thereby maintain or increase your margins.

A deeper look at the Canadian consumer shows that average weekly earnings increased a record 10.4% from May 2019 to May of

this year. This money will help cushion the downturn. Movements in key Canadian leading indicators, such as the Canada Purchasing
Managers Index and the OECD's Canada Leading Indicator, suggest Retail Sales are likely to form a business cycle low around early next
year.
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