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Core Views

We expect a strengthening US consumer and stronger fixed investment growth this year
to boost real GDP growth to 2.8% from 1.9% in 2013. While high frequency data
suggest economic growth slowed in Q114, we expect that the slowdown was largely
weather-related, with signs suggesting that its impact on the economy has already
begun to dissipate.

We forecast a sustained improvement in US fiscal accounts due to the combined impact
of stronger revenue from an accelerating economy and controlled spending growth due
to the federal budget sequester. As a result, we forecast a continuing of the multi-year
narrowing trend in the federal budget deficit, with the shortfall shrinking to 3.3% of GDP
in 2014, from 4.0% of GDP in 2013.

We expect that stronger external demand and reduced reliance on energy imports due
to greater domestic crude oil production will see the US external account position
strengthen again this year. We forecast the current account deficit will narrow to 2.1% of
GDP this year from 2.3% of GDP in 2014.

We continue to believe that the US Federal Reserve will wind down its current
guantitative easing programme before the end of 2014, despite rather weak economic
data in the first quarter of the year. That said, we acknowledge that substantial slack
remains in the labour market, and in light of a weak inflation outlook we do not
anticipate monetary tightening until H215.

We believe stronger real GDP growth and improving external demand will produce
another year of labour market tightening in the US, forecasting the unemployment rate
to fall from 6.7% in February to 6.2% by year-end. That said, we expect long-term
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unemployment to remain relatively elevated, and if the economic weakness we
saw in the first months of the year were to continue in the months ahead, we could
revise our forecasts to reflect fewer gains in the labour market this year.

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
November midterm elections. As a result, we believe the final two years of President
Barack Obama’s second term will be marked by renewed legislative efforts by
Republicans to roll back key parts of the Affordable Care Act health reform law, his
signature legislative achievement, as well as the potential for additional tax and
spending cuts. Such initiatives could set the stage for a return of the type of legislative
brinksmanship that has become common in recent years, elevating policy risk
substantially.
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Executive Summary
Core Views
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Republican Control Could Mark Return Of Legislative Brinksmanship
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
November midterm elections. As a result, we believe the final two years of President
Barack Obama's second term will be marked by renewed legislative efforts by
Republicans to roll back key parts of the Affordable Care Act health reform law, his
signature legislative achievement, as well as the potential for additional tax and
spending cuts.

Table: Political Overview
Long-Term Political Outlook
Tough Challenges In The Coming Years
The 2010s continue to be challenging for the US, mainly due to the aftermath of the
2007-2009 recession and several unresolved foreign policy issues. Meanwhile, two of
the main trends in US politics will be the rise of the south-western states and Hispanic-
Americans as key forces.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Ratings
Economic Activity
Consumer To Drive Stronger Growth After Weak Q1
We expect a strengthening US consumer and stronger fixed investment growth this year
to boost real GDP growth to 2.8% from 1.9% in 2013. While high frequency data
suggest economic growth slowed in Q114, we expect that the slowdown was largely
weather-related, with signs suggesting that its impact on the economy has already
begun to dissipate.

Table: GDP BY EXPENDITURE
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Balance Of Payments
Stronger External Demand To Narrow Current Account Shortfall
We expect that stronger external demand and reduced reliance on energy imports due
to greater domestic crude oil production will see the US external account position
strengthen again this year. We forecast the current account deficit will narrow to 2.1% of
GDP this year from 2.3% of GDP in 2014.

Table: CURENT ACOUNT
Labour Market
Additional Gains In 2014
We believe stronger real GDP growth and improving external demand will produce
another year of labour market tightening in the US, forecasting the unemployment rate
to fall from 6.7% in February to 6.2% by year-end.
Fiscal Policy
Deficit To Narrow Again In 2014
We expect a sustained improvement in US fiscal accounts due to the combined impact
of stronger revenue from an accelerating economy and controlled spending growth due
to the federal budget sequester. As a result, we forecast a continuing of the multi-year
narrowing trend in the federal budget deficit, with the shortfall shrinking to 3.3% of GDP
in 2014, from 4.0% of GDP in 2013.

Table: FISCAL POLICY
Monetary Policy
Taper To Continue Despite Weak Q114
We continue to believe that the US Federal Reserve will wind down its current
guantitative easing programme before the end of 2014, despite rather weak economic
data in the first quarter of the year.

Table: MONETARY POLICY

CHAPTER 3: 10-YEAR FORECAST

The US Economy To 2023
Down But Not Out
The US economy's pace of growth is set to slow over the next 10 years to a long-term
rate of 2.4% as deleveraging from a massive credit binge takes its toll. Nonetheless,
BMI believes that the US is going to remain the world's greatest economic power over
our 10- year forecast period and beyond.

Table: Long -Term Macro economic For ecasts

CHAPTER 4: BUSINESS ENVIRONMENT
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SWOT Analysis
BMI Business Environment Risk Ratings
Business Environment Outlook
Institutions
TABLE: BMI BUSINESS AND OPERATION RISK RATINGS
Infrastructure
TABLE: BMI LE GAL FRAMEWORK RATINGs
TABLE: LABOUR FORCE QUALITY
Market Orientation
TABLE: TRADE AND INVESTMENT RATINGS
Operational Risk
Table: Top Export Destinations, 2002-2009

CHAPTER 5: KEY SECTORS

Defence
Table: Defenc e Expenditur e, 2010-2018 (US$mn )
Freight Transport
Table: Inland Wat erway Freight
Table: Rai | Freight
Table: Air Freight
Table: Road Freight
Other Key Sectors
Table: Oil and Gas Sector Key Indicators
Table: Pharma Sector Key Indicators
Table: Infrastructur e Sector Key Indicators
Table: Telecoms Sector Key Indicators
Table: Food and Drink Sector Key Indicators
Table: Autos Sector Key Indicators

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Chinese Economy Under Pressure

Table: Global Assumptions

Table: Develop ed Stat es, Real GDP Growt H, %

Table: BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

Table: Em erging Mark ets , Real GDP Growth , %
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