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The US economy will accelerate slightly this year, with real GDP growth increasing to

2.3% from 2.2% in 2013. Stronger contributions from personal consumption expenditure

growth will be offset somewhat by slower fixed investment growth and a contraction in

government spending, as well as a negative contribution from net exports.

The federal government's fiscal accounts will show another year of substantial

improvement, due to stronger revenue collection and continued fiscal restraint due to

the budget sequester. We forecast the deficit will narrow to 3.0% of GDP from 4.0% of

GDP in 2013.

Stronger domestic oil and gas production will reduce the need for imported energy

again in 2014, but this dynamic will be offset by accelerating domestic economic

activity, which will boost imports. We forecast a 2.2% of GDP current account deficit this

year, the narrowest since 1997. We continue to believe that the US Federal Reserve will

wind down its current quantitative easing programme by end-2014. Substantial slack

remains in the labour market, and in light of a weak inflation outlook we do not

anticipate the first hike to the Fed funds rate until H215.

We believe that Republicans are heavily favoured to retain control of the US House of

Representatives and slightly favoured to take control of the Senate from Democrats in

the November mid-term elections. This will not represent a significant change to the

status quo regarding the difficulty of passing legislation, since any major bill passed by

the Republican Congress can still be vetoed by Democratic President Obama.
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Major Forecast Changes

We have upgraded our 2014 GDP growth forecast to 2.3%, from 2.1% previously, due

in large part to altered methodology and historical revisions by the Bureau of Economic

Analysis. We are also now forecasting growth of 2.7% in 2015, up from 2.6%.
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