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total/average direction US Industrial Production in 2017 was 1.8% higher than in 2016. Activity

is increasing in all three segments of the industrial economy. Mining and
5 Retail Sales Manufacturing Production are growing at accelerating rates, up 6.5% and 1.6%
on a year-over-year basis, respectively. Utilities Production is below the year-

I@\ Wf_wrolzsale ago level, down 0.9%, but in a recovery trend. Growth in these components will
rade support accelerating rise in US Industrial Production into the middle of 2018.
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The pace of growth will then slow through the remainder of this year. Plan for
activity to decline mildly in 2019 before expanding throughout the following
year.

Employees are in high demand right now, as firms look to increase output
during this period of accelerating growth in the macroeconomy. The problem
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Rotary Rig that many companies are facing is that with a low unemployment rate (4.1%),
there are relatively few qualified

~Q/ Capital Goods candidates from which to choose. “The problem that many
° This situation is unlikely to get better companies are facing is that with
a2 Nonresidential any time soon. Employment will a low unemployment rate (4.1%),
' H Construction grow at an accelerating pace in 2018, there are relatively few qualified
Residential making the labor market even tighter. candidates from which to choose.
m Construction Firms will have to offer competitive This situation is unlikely to get

O riat compensation packages to attract better any time soon.

new employees. This may include

increased monetary benefits, but non-monetary benefits can also help your
company stand out from the crowd. Focus on employee retention to mitigate
the challenges that will come with hiring and training new workers.
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MARE YOUR MOVE Rising employment and wages are helping to increase consumer strength. US
T O R el Total Retail Sales are growing at an accelerating pace, up 4.2% in 2017 from

OO ERCEIL I RTITET TR the previous year. Industrial Production is rising, in part, to meet this increasing

cols;gcl)? ﬁ,g?f(lé't e,it|'|grtr‘,:|?éng demand for retail goods. However, we are expecting the rate of growth for Retail

ﬁal_(#_ng | ualldﬁed TGN Sales to slow later this year and in 2019. US Personal Savings as a Percentage
éolﬁl;]_ l\/?e?int%)i(Ri?Pgs;(‘:)eulrn of Disposable Personal Income, a two-year leading indicator, transitioned to a
?IXIStmg I?bor supply will declining trend in late 2015. Ongoing decline in the Savings Rate suggests that
a?ldot"¥a¥r?#1 oc%as‘t’g_oﬁoml,gcgr, consumers will have less resources saved to spend in the future. This trend
yOI‘.:II IShOU| |<t)|0k tot?lredat“tle is unlikely to send Retail Sales into recession but may contribute to a slowing
iﬂpro%%svsgfkp aTg cI?mgt:s pace of growth. Plan for industrial activity to face downward pressure from the

and increase productivity. waning consumer demand in the latter half of this year and in 2019.

ITR ECONOMICS LONG-TERM VIEW
2018: Slowing Growth 2019: Mild Recession 2020: Growth

page 1 © 2018 ITR Economics™ - 603.796.2500 - www.itreconomics.com - All Rights Reserved FEBRUARY 2018



INDUSTRY ANALYSIS

Retail Sales

 Retail Sales were up 4.2% from the year-ago
level

 Rising employment and wages are helping to
improve consumer strength, lifting retail activity

 Retail Sales will grow at an accelerating pace
into the middle of this year before slowing
through the remainder of 2018

Auto Production
(®+ This industry is in a recession; Production was

down 4.2% in 2017 from the prior year

« Passenger Car Production is declining while
Light Truck Production is growing at a slowing
pace

- Allocate additional resources to sales ahead of
growth expected in 2018

Rotary Rig

. The US Rotary Rig Count is rising at an
accelerating pace

+ Both the Natural Gas Rig Count and the Oil Rig
Count are rising

« The US Rig Count will transition to a slowing
growth trend in early 2018

- Total Nonresidential Construction
oo H « Construction ended 2017 down 0.6% from 2016

=] « Construction will decline into the middle of this
i year
« Warehouse Buildings Construction and Multi
Retail Buildings Construction are sources
of growth potential, up 36.4% and 14.5%,
respectively

LEADING INDICATOR SNAPSHOT

Wholesale Trade

» Wholesale Trade is growing at an accelerating
rate for both Durable and Nondurable Goods
 Increasing commodity prices are helping to

drive up the value of Wholesale Trade
» Wholesale Trade will transition to a slowing
growth trend in the latter half of this year

»

@Q Manufacturing

« US Manufacturing is growing at an accelerating
pace

» Medical Equipment and Electrical Equipment
are areas of weakness in the manufacturing
sector

» The pace of growth for Manufacturing
Production will slow in the latter half of this year

. Camtal Goods New Orders
& Capltal Goods New Orders will grow at an
accelerating pace into the middle of 2018
« Increasing industrial activity is lifting demand
for Capital Goods
« Accelerating rise in Producer Prices is lifting the
value of Capital Goods

Total Residential Construction

» US Total Residential Construction in 2017 was
up 10.4% from the previous year

« Consumer preferences are shifting toward
Single Unit housing and away from Multi Unit
housing

« Plan for activity to expand in 2018 but at a
slowing pace

1Q18 2Q18 3Q18

ITR Leading
Indicator™ . . '

ITR Qonsumer Activity . . .

Leading Indicator

US Leading Indicator . . .

Purchasing

Managers Index . . .
US Total Capacity

Utilization Rate . ‘ N/A

Green denotes that the indicator signals cyclical rise for the

economy in the given quarter. Red denotes the opposite.

* The ITR Consumer Activity Leading Indicator
and US Purchasing Managers Index point to
slowing growth in the US economy in the second
half of 2018

* The ITR Leading Indicator and the US Leading
Indicator give evidence of accelerating rise in
US Industrial Production into at least the third
quarter of 2018

* If your business aligns with the industrial
economy, plan for accelerating growth in your
business through the first half of this year
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A CLOSER LOOR: Wholesale Trade and Exports

Life is Good! For Now...

By: Alan Beaulieu

What you need to know: Wholesale Trade is on the path toward decelerating growth in 2018, but firms
can take actions to minimize their downside risk.

Wholesale distributors, in general, are undoubtedly feeling good about business. Wholesale Distribution came in at
$5.674 trillion over the last 12 months, up 7.6% from the year before. The trouble is that the tide will go out for this
large segment of the US economy (approximately 29.3% of US GDP). Make plans now for managing both cash and
inventory levels in a slowing-growth environment in the latter half of 2018.

The 7.6% increase for the industry is the fastest year-over-year growth in over five years. The fourth quarter year-
over-year increase is an even loftier 9.0%. Fourth quarter 2016 industry sales set a record high of $1.487 trillion, up
an unprecedentedly steep 5.3% from the third quarter. These statistics will make anyone assume it is time to add
inventory and spend money on managing your company to handle today's growth rate.

The problem is that these growth rates won't last. Did you feel sales sag in December? Both the durable and nondurable
segments of the industry saw December sales come in below November for the first time since 2012. In and of itself
that may be shrugged off as a one-month event, but there are indications that December was not a one-off event.
The first sign of a slowing rate of growth in the latter half of 2018 for this industry is seen in US Exports. The rate of
growth for Exports is going through a broad peak. The timing relationship between these series is such that a similar
occurrence is probable for Wholesale Trade in the first half of 2018. Other leading indicators suggest that the growth
rate will diminish as we go through the second half of 2018.

Wholesale Trade US Exports
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The Manufacturing Capacity Utilization Rate is also providing evidence of a slowing rate of rise in wholesale-distribution
later this year. The Utilization Rate leads this industry through peaks by seven months (correlation is a strong .80). The
tentative November 2017 high in the Utilization Rate places the cyclical peak for wholesale-distribution at mid-2018,
signaling a slowing rate of rise for industry participants in the second half of the year.

The list of indicators in support of our forecast for the second half of the year is getting longer. In addition to exports
and the stock market, our proprietary ITR US Consumer Leading Indicator™ is signaling a slowing rate of growth
for retail sales later this year. The August high in the Purchasing Managers Index rate-of-change is also signaling a
slowing rate of growth in Industrial Production activity in the second half of this year. The signs are there, now is the
time to assess your cash needs in a slowing growth economy.

It is important to watch your inventory levels and be prepared to reduce inventory levels in B and C items now with
a wary eye on A items one to two quarters from now. Your inventory turns are bound to slow in the second half of
this year if you don't act soon. Implement your cash and inventory plans when the year-over-year growth rate on a
quarterly basis begins to move lower and moves below the annual growth rate. That is a sure sign that the economy
and your business have moved to the back side of the business cycle.
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STATE-BY-STATE: State Leading Indexes

State Leading Index

| -
-2.0% 4.3%

+ The map above depicts the State Leading Indexes produced by the Philadelphia Federal Reserve, which
predict the six-month growth in State GDP

+ Expectations for State GDP growth are generally positive and accelerating

+ The majority of states in the West, Midwest, and Central regions made significant improvements to their
respective outlooks since the last reporting

+ Afew notable exceptions of states where outlooks worsened since the last reporting are Arizona, Arkansas,
Maryland, and Montana

READER’S FORUM

I saw something for first time that says inflation may not rise as much as thought for 2 reasons - with the tax breaks going
to the bottom line, corporations may hold the line on price increases in effort to steal market share from foreign competition.
With more funding of capital expenditures, productivity gains may finally return.

Are you still looking for a slight recession in the first half of 2019?

Brian Beaulieu, CEO at ITR Economics™, answers:

| also hope you are correct when it comes to inflation. That would be great because inflation rots an economy from
the inside out. | am being cautious because current government policies/actions either are or may:

1) Increase the cost of imported goods, which would make it silly for corporations to lower prices versus
booking a stronger profit

2) Increase the cost of labor via decreased immigration and increased deportation

3) Changes in tax laws not being as clearly positive as some politicians may suggest. (They are never as
good as Republicans say and as bad as Democrats say. Both parties seem to overstate, go figure!)

Regarding 2019, we are calling for two quarters of (minor) decline in real GDP; however, they are not consecutive
quarters. The prior forecast called for the negative quarters to be consecutive.

Please send questions to questions@itreconomics.com

ITR DataCasi

mimmrs Do you know when this year’s economic peak will be seen in your company sales?
Let our DataCast™ program help you!

Schedule your FREE demo with an ITR Program Consultant
by calling 603.796.2500 or filling out our online contact form.
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http://www.itreconomics.com/content/datacast
http://www.itreconomics.com/contact
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US Ship and Boat Building Production

Year-over-Year Growth Rate 12-Month Moving Average
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US Ship and Boat Building Production during the 12 months ending in January was up 3.1% from the same period one year ago.
Production is growing at an accelerating rate. This trend should provide NMDA members with increasing opportunities to sell
goods to equip these new vessels. However, our analysis indicates that the pace of rise will begin to slow by mid-2018.

Consumer strengthisimproving. Rising employment and wages are helping to drive up retail activity which is benefiting Production.
However, Retail Sales will transition to a slowing growth trend in the middle of 2018, which suggests that growth in Production will
also slow around this time. NMDA members should avoid linear budgeting for 2018, as diminishing demand for new boats may
impact demand for their goods in the latter half of the year.

Canada Ship and Boat Building Production

Year-over-Year Growth Rate 12-Month Moving Average
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Canada Ship and Boat Building Production in the 12 months through November was up 16.3% from the prior year. Growing
Production in Canada bodes well for companies in the boating industry. However, the pace of growth for Production declined in
November, and our analysis suggests that this slowing trend will persist.

Both the Canada Leading Indicator and the Canada Purchasing Managers Index for Manufacturing are declining from early-2017
peaks. Given their typical two-quarter lead times to Production, these indicators suggest that the tentative October peak in the
pace of rise for Production will likely hold and that growth will slow into at least the middle of this year. NMDA members should
revisit their expenditure plans with the expectation that demand for boats in Canada will grow at a slower pace going forward than
it has in recent months.

* 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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