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Worst of the Delta wave is behind us

US COVID-19 cases, 7-day moving average
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Spending likely ramped back up in October

Average consumer credit and debit card spending
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Lingering caution around travel and entertainment

Seated diners at US restaurants

STR hotel data: revenue per available room

Percent of mid-January 2020, SA

Percent change from comparable day, 2019, T-day average
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Businesses indicate a strong, but slowing expansion

Purchasing Managers’ Index® data
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Recent developments in the October forecast

« We estimated GDP growth of 1.4% at an annual rate in the third quarter, revised
down from 3.4%.

« Actual Q3 GDP growth, released 28 October, came in at 2.0%, compared to 1.4%
in the October baseline.

« Although better than expected, this was a material slowdown from 6.7% in Q2
and reflected weakness in trade and inventories (supply chain), consumer
spending (COVID-19) and gov'’t spending (less stimulus).

 Our forecast of real GDP growth for 2021 is revised down for the fourth
consecutive month, from 5.7% to 5.4%. Growth in 2022 is projected to be 4.3%.

« Our forecast of inflation through 2022 is revised up with the core PCE price index
rising 2.5% over the four quarters of 2022, up from 2.1% last month.

« Given this upwardly revision in our inflation forecast, we've advanced the “lift-off”
of the federal funds rate from September to March of 2023.
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Policy assumptions in the October forecast

- The forecast reflects all pandemic relief measures of 2020 and the $1.9 trillion
American Recovery Plan (ARP) enacted in March. The support to incomes, which
averaged $2.7 trillion (annual rate) over the first half of 2021, will drop sharply to
less than $0.5 trillion by the fourth quarter of the year, and even less in 2022.

« The forecast also includes the Infrastructure Investment and Jobs Act (I11JA),
which we expect to be enacted this fall; it does not yet include the “Build Back
Better” reconciliation bill, the size, scope, and timing of which remain uncertain.

- The Fed continues its Large Scale Asset Purchases through October at the
recent pace before “tapering” them to zero by the third quarter of next year,
begins raising its policy rate in March of 2023, and tolerates inflation modestly
above 2% after 2023 to affirm its long-run 2% objective is an average, not a
ceiling.
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Stimulus becomes a drag on personal income

Real disposable income per capita
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Wealth and savings are a major support for households

- Big gains in equities and home Household sector net worth
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Consumer borrowing has plenty of room to grow

Nonmortgage consumer credit outstanding, SA
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Consumer spending will take time to rebalance

Real consumer spending
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Housing market coming off the boil

US home prices according to the leading indices Housing permits
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“Desired” inventory accumulation should be on the rise;
IS It constrained?

Nonfarm 1/S ratio & inventory investment Days supply of light vehicles
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* Inventory sales ratio is at a record low; supply chain constraints playing a role (semi conductors!)
« Demand rebounds in capex, housing construction and consumer goods demand drained inventories
» As supply bottlenecks resolve, inventory re-stocking will be a solid contributor to growth, but when???
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Where is the US labor market now?

- Employment jumped as lock downs ended, but An uncertain recovery in the labor force and employment
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Sharply reduced matching efficiency

« Lots of jobs available and lots of unemployed people — not syncing up
 Decline in multiple job holders

« Supply-chain induced shutdowns create geographic mismatch

- Pandemic induced layoffs create skill/industry mismatches

 Financial windfall — implies less urgency to take “any job” — increases average
duration of unemployment...higher unemployment rate, more unfilled jobs

 Notoriety of minimum wage increases — discussion of federal minimum, increases
in state minimums, and national employers instituting their own minimum — raises
worker’s reservation wage at the low end of the income distribution

« COVID fear — not going back to those jobs — employer mitigation efforts?
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Reduced labor force relative to pre-pandemic level —
slower pop growth

* Immigration started to slow sharply under US population growth
Trump Persons

« Fell to about half in 2020 compared to 2015- | 2°900% o |
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« COVID restrictions will keep it low for a bit
. Refugee resettlement caps also were 1,500000
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» Weaker flow into the labor market —
especially for low-end jobs is compounding .
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Soaring energy prices are driving up the IHS Markit
Materials Price Index

IHS Markit Materials Price index
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Pump prices have surpassed pre-pandemic level

Retail gasoline price, self-service including taxes, DOE all-grades
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Red-hot pace of price increases for used cars and trucks
cools

Consumer Price Index, used cars and trucks
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Goods inflation will ease but services prices are just
coming back

Core consumer prices excluding food and energy
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Core inflation expected to return to about 2% around mid-
2023

Core PCE inflation and the unemployment gap
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The Federal Reserve now expected to raise the federal
funds rate in 2023; term yields have risen

Interest rates
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IIJA is not a gamechanger in a macro sense

Impact of IlJA on federal outlays Impact of IlJA on year / year real GDP growth
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Americas: +1 800 IHS CARE (+1 800 447 2273)
Europe, Middle East, and Africa: +44 (0) 1344 328 300
Asia and the Pacific Rim: +604 291 3600

Disclaimer
The information contained in this presentation is confidential. Any unauthorized use, disclosure, reproduction, or dissemination, in full or in part, in any media or by any

means, without the prior written permission of IHS Markit Ltd. or any of its affiliates ("IHS Markit") is strictly prohibited. IHS Markit owns all IHS Markit logos and trade names / -
contained in this presentation that are subject to license. Opinions, statements, estimates, and projections in this presentation (including other media) are solely those of the | :._: | | | E M ™
individual author(s) at the time of writing and do not necessarily reflect the opinions of IHS Markit. Neither IHS Markit nor the author(s) has any obligation to update this \ a r I
presentation in the event that any content, opinion, statement, estimate, or projection (collectively, "information”) changes or subsequently becomes inaccurate. IHS Markit \

makes no warranty, expressed or implied, as to the accuracy, completeness, or timeliness of any information in this presentation, and shall not in any way be liable to any

recipient for any inaccuracies or omissions. Without limiting the foregoing, IHS Markit shall have no liability whatsoever to any recipient, whether in contract, in tort (including

negligence), under warranty, under statute or otherwise, in respect of any loss or damage suffered by any recipient as a result of or in connection with any information

provided, or any course of action determined, by it or any third party, whether or not based on any information provided. The inclusion of a link to an external website by IHS

Markit should not be understood to be an endorsement of that website or the site's owners (or their products/services). IHS Markit is not responsible for either the content or

output of external websites. Copyright © 2020, IHS Markit™. All rights reserved and all intellectual property rights are retained by IHS Markit.



