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Main import sources Main export markets
(2013, % of total) (2013, % of total)

China: 19.8 % Canada: 19.0%
Canada: 145 % Mexico: 143 %
Mexico: 122 % China: 77 %
Japan: 6.1% Japan: 41 %
Germany: 5.0% United Kingdom: 3.0%
Key indicators 2012 2013 2014 2015* 2016*
Real GDP (y-on-y, % change) 2.3 2.2 24 3.0 27
Consumer prices (y-on-y, % change) 21 15 16 0.0 21
Private consumption (y-on-y, % change) 1.8 2.4 2.5 35 3.2
Retail sales (y-on-y, % change) 3.0 2.7 23 2.5 3.0
Industrial production (y-on-y, % change) 3.8 29 42 2.5 33
Unemployment rate (%) 81 74 6.2 55 53
Real fixed investment (y-on-y, % change) 53 27 3.8 5.0 6.4
Exports of goods and non-factor services 33 30 31 >3 32
(y-on-y, % change)
Fiscal balance (% of GDP) -8.0 -4.7 -4.1 -3.8 -29
Government debt (% of GDP) 120.2 1211 121.0 120.4 118.8
*forecast  Source: IHS
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Developments in some main sectors

Construction sector’s financing
climate is improving.

Increased competition and
continued margin pressure.

Construction

According to the Dodge Construction Outlook total construction starts increased
4 %in 2014, and a 9 % increase is forecast for 2015, while the vast majority of
construction and design firm executives believe the market is stable or growing.
Due to the positive development we have steadily increased our cover for this
industry over the past few years. However, it must be said that the construction
market rebound still lags behind the overall economic recovery that began in
2009. Downward pressure on businesses’ revenues remains, and increasing sa-
laries, healthcare costs for staff and miscellaneous expenses continue to tighten
margins. Banks are principally willing to lend to the construction industry, but
only for viable and promising projects.

However, as the commercial and residential development markets strengthen,
the construction sector’s financing climate is improving. Given the positive
growth prospects for the industry, we expect notifications of late payments to
level off in 2015. Construction insolvencies have continued to improve overall
in the US last year. However, small businesses in the industry are generally still
paying later and have higher bankruptcy rates and delinquent debt than other
industries. But the decreasing trend is expected to continue throughout 2015.

Consumer durables

Our outlook for the overall consumer durables sector should be viewed as mildly
conservative. Specific industry subsectors may be viewed more positively than
others. Although the recovery of the US housing market has been slower than
expected, it is still sufficiently strong to benefit home products companies,
which generate about half of the consumer durables retail sector’s revenue and
operating profit. The outlook for household appliances remains positive in 2015.
However, despite the principally good outlook for consumer durables retail, there
is always the risk that sales prices may suffer if demand unexpectedly slows and
competition intensifies. And while high earners continue to spend, thanks to
gains in the housing and equity markets, many middle-income consumers still
remain cautious, partly due to the rising food and healthcare costs.

Despite the general upswing, the consumer durables retail sector continues

to be characterized by increased competition and continued price and margin
pressure. Therefore, businesses within the industry should be carefully evaluated
and liquidity should be closely observed. Payments take 90 days on average, and
we noticed increasing non-payments in the last couple of months. However, we
do not expect them to increase further in the coming months. Insolvencies have
decreased in 2014 due to better performance, and are expected to level off in
the coming months.



Payments in the US food
industry take 30 days on
average.

Smaller players dependent
on the oil sector are struggling.

Financial services

At the end of 2014 the performance outlook for financial services has been
upgraded from “Fair” to “Good”, as banks benefit from decreasing business and
non-business bankruptcy cases, leading to fewer write-offs by financial institu-
tions.

Food

End of 2014 the performance outlook for food has been upgraded from “Fair” to
“Good”. Consolidation in the sector is on-going, and most of the major compa-
nies have diversified and/or established large market shares in their key product
offerings. On average, payments in the US food industry take 30 days, and the
level of payment delays and insolvencies is expected to remain stable in 2015.
For the food sector overall, our underwriting policy is relaxed, although we take
extra care with subsectors that may feel the impact of commodity prices on their
production costs, as this will determine the price paid by consumers and conse-
quently the level of demand.

Textiles

In January 2015 the performance outlook for textiles has been updated from
“Poor” to “Fair”, as many businesses in this industry have shown improved cash
flow generation and balance sheets while profits are increasing. Textile pro-
ducers and retailers benefit from lower commodity prices (e.g. cotton), and sales
are expected to grow further in 2015, up 2%-3%% in the clothing retail segment.
Carpets and home furnishings businesses are expected to increase sales by 3%-
5%.

Steel and metals

Steel and metals businesses continue to benefit from the rebound in automo-
tive and construction, with steel sales expected to increase by more than 3% in
2015. Metals service centres profit margins have been generally stable between
3%-5% over the past few years, and we expect this trend to continue. Those
businesses typically keep their inventory levels within 60-90 days of supply, with
many placing orders on a ‘just-in-time’ basis in order to keep overhead costs at a
minimum.

However the sharp decline in oil prices has an adverse effect on steel and metal
businesses dependent on the oil and gas industry, e.g. the Oil Country Tubular
Goods (OCTG) segment. Especially many smaller players are now struggling

as decreased investment is impacting their projects to the extent they may no
longer be profitable. In the long term the decreased demand from the energy
sector could have a major impact on a large share of the steel/metals industry.
Therefore our underwriting stance remains cautious.



The insolvency environment

US corporate insolvencies

expected to decrease further

in 2015.

Number

After year-on-year increases of more than 40% in 2008 and 2009, the number
of corporate insolvencies has decreased steadily each year since. According to
the latest figures provided by the US Courts, the number of business bankrupt-

cies filed in federal courts declined 18.8% year-on-year in 2014, to 26,983 cases.

We expect this positive downward trend will continue in 2015 due to the expec-
ted continuation of the economic recovery (see economic report overleaf).

Insolvency trends: United States
(1-year trailing sum of insolvency counts based on quarterly data)

-
o
2005 2007 2008 2009 2010 201 2012 2013 2014 2015
™™ Annual number of insolvencies —— Annual insolvency growth rate (R)

Sources: Administrative Office of the U.S. Courts; IHS

US business insolvencies

(Calendar year: % change on previous year)
80,000 80,000
60,000 - 60,000
40,000 40,000
20,000 — 20,000

0 0

2008 2009 2010 2011 2012 2013 2014 2015*

% change 52.1% 397% -715% -151% -16.2% -171% -18.8 % -16.0 %

*forecast

Sources: Administrative Office of the U.S. Courts; Atradius Economic Research
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Main economic developments

Real GDP growth
(% change on previous year)
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Growth expected to accelerate in 2015

The US economy grew 2.4 % in 2014, but a surge in growth of 3.0 % is expected
in 2015, followed by growth of 2.7 % in 2016. The acceleration of growth in 2015
is forecast to be based on robust private spending and increasing investment
and net exports.

Private consumption: push factors in 2015

Consumer confidence increased considerably in 2014. By the end of 2014 and
into early 2015, consumer confidence had increased to its highest level since
July 2007 (see chart below). Private consumption rose 2.5 % last year, following
a 2.4 % increase in 2013. In 2015 a robust 3.5 % increase is expected.

Consumer confidence
(Index 100 = Neutral)
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Sources: The Conference Board; IHS

Consumer wealth has been boosted by increasing home prices. The collapse in
house prices was one of the causes of the 2008 financial crisis. Prices began
falling in 2006 and did not stabilise until 2009. The recovery in prices started in
early 2012 and continued into 2014. House sales are still benefiting from lower
prices in many areas and low mortgage rates. Home owners who have seen
their equity rise will be more likely to borrow and spend while, at the same time,
delinquency rates should stabilise.

Household finances continued to improve in 2014, with consumers reducing
their debt and improving their debt-to-income ratio. Net wealth is also better,
thanks to both lower debt and higher asset values, on investments such as
housing and securities/stocks. This provides a solid foundation for further
improvements in consumer spending growth.

The unemployment rate decreased to 6.2 % in 2014 and is expected to decline
furtherto 5.5 % in 2015. This is another important push factor for rising consu-
mer confidence and spending.

The US consumer price index has decreased since mid-2014 as a result of decli-
ning oil prices, and is forecast to fall to 0.0 % in 2015 after 1.6 % in 2014. The
decrease in oil prices is, on balance, positive for the US economy. Due to a strong
increase in production over the past couple of years, the US is currently self-suf-
ficient in oil. While the lower oil price reduces profits of producers, it benefits
consumers, who are more likely to spend the extra money.
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Consumer prices expected to Consumer price inflation
remain very low in 2015. (Annual percentage change)

Percent
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—— United States

Source: IHS

While the US Federal Reserve (Fed) has decided to keep the benchmark interest
rate low for the time being, it is expected that the Fed will raise the currently low
interest rate of 0.25 % this year, possibly as early as June, as the US economic
rebound gains momentum. However, this could dissuade consumers from taking
on more debt in order to fuel spending, and therefore impede private consumpti-
on growth to a certain extent.

Industrial production Industrial production growth expected to continue
(% change on previous year)
After falling 11.4 % in 2009, US industrial production rebounded from 2010 to
38 42 2013. Following a robust growth rate of 4.2% in 2014, industrial production

29 > growth is forecast to slow down somewhat, to 2.5 % in 2015 and 3.3 % in 2016.

25

Business confidence in the manufacturing industry increased through the first
half of 2014, but fell again towards the end of the year. However, it remains at an
elevated level (see chart below).

2012 2013 2014 2015f 2016f

Source: IHS
Business confidence
(Manufacturing industry index, non-additive or stock figures)
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US companies are expected to continue to benefit from low financing costs as it
is anticipated that the Federal Reserve will be cautious in raising interest rates
later this year with inflation being low and the value of the dollar rising.
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Real fixed investment
(% change on previous year)
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Source: IHS

Lower energy imports have a
positive impact on the current
account.

Percent

Investment set to improve
Investment growth surged in 2014 and is forecast to grow above 5 % in 2015

and 2016.

Growth in real private fixed investment
(Quarter-on-Quarter percentage change)
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Exports suffer from a stronger USD
US exports decreased towards the end of 2014, partially due to the fact that
the increasing strength of the USD hurts US exporters’ international competi-
tiveness. If this continues, exporting companies in the US may see their profit
levels decrease further. The US current account deficit, which was 2.2 % of GDP
in 2014, is forecast to decrease to 1.6 % of GDP in 2015. The continued impro-
vement of the current account is largely the result of the energy revolution in the
US, as large-scale exploitation of shale oil and gas greatly reduces the need for
energy imports.
Growth in trade volumes; real imports and exports
(Annual percentage change)
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Fiscal balance (% of GDP)
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Source: IHS

Public deficit decreases, but government debt remains high

As a result of the 2008 financial crisis, both government debt and the budget

deficit increased sharply from 2009 to 2011. After reaching 4.1 % of GDP in 2014
the budget deficit is expected to decrease in 2015, to 3.8 % of GDP, and further in
2016, to 2.9 % of GDP. However, government debt remains high, at 120 % of GDP.

The political struggle over government finances still remains a potential risk

to the US economic outlook in the mid and long term. The dispute between
Republicans and Democrats in the US Congress over government policy and the
fiscal budget led to a temporary shutdown of the government in autumn 2013.
Congress has not yet reached a long-term solution, and the unwillingness

to make concessions has proven to be a stumbling block to comprehensive
budget consolidation.



If you've found this country report useful, why not visit our website www.atradius.com, where you'll find
many more Atradius publications focusing on the global economy, including more country reports,
industry analysis, advice on credit management and essays on current business issues.

On Twitter? Follow @Atradius or search #countryreports to stay up to date with the latest edition.
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Disclaimer

This report is provided for information purposes only and is not intended as a recommendation as to particular
transactions, investments or strategies in any way to any reader. Readers must make their own independent
decisions, commercial or otherwise, regarding the information provided. While we have made every attempt
to ensure that the information contained in this report has been obtained from reliable sources, Atradius is not
responsible for any errors or omissions, or for the results obtained from the use of this information. All
information in this report is provided 'as is, with no guarantee of completeness, accuracy, timeliness or of the
results obtained from its use, and without warranty of any kind, express or implied. In no event will Atradius,
its related partnerships or corporations, or the partners, agents or employees thereof, be liable to you or
anyone else for any decision made or action taken in reliance on the information in this report or for any
consequential, special or similar damages, even if advised of the possibility of such damages.
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