
The Outlook for the 

U.S. Economy 

AAAB 

Euler Hermes Economics / Dan North  

San Francisco, CA  

March 17th, 2015 



2 

Euler Hermes: Global Leader in Trade Credit Insurance 

  Founded in 1893 

 AA- S&P Rating and A+ AM Best Rating 

 Offices in 52 countries providing coverage in over 200 foreign markets 

 Backed by blue-chip ownership of the Allianz Group 

 Insure over $150 Billion in US sales and over $1 Trillion globally. 

 International Risk Database monitors over 45 million companies worldwide 

 
Credit Insurance: Protection against 

bankruptcy and slow payment losses 

  Safer sales growth in the US or overseas  

 Knowledge to better manage risk 

 Improved borrowing options 

 Credit function support 

 Reduce bad debt reserves 

 Get paid for what you sell 
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The Outlook, Global  

2012 2013 2014 2015 

World GDP Growth 2.5 2.4 2.5 2.8 

Advanced Economies 1.2 1.4 1.7 2.0 

Eurozone -0.6 -0.4 0.8 1.1 

Japan 1.5 1.6 0.1 1.0 

U.S. 2.3 2.2 2.4 2.9 

Emerging Economies 4.5 4.2 3.9 4.3 

China 7.7 7.7 7.4 7.3 

India 4.7 5.0 5.8 6.4 

Canada 2.0 2.4 1.9 1.9 
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Insolvencies could decrease by 2% worldwide  

but remain 10% above their pre-crisis levels 

Business insolvencies,  

2015 vs 2003-2007 average 

Source: Euler Hermes 

Business insolvencies,  

annual growth in 2014 and 2015 

Source: Euler Hermes 
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The Outlook, U.S.  

• Cautious optimism 

• Favorable balance of positives and negatives 

• Some longer term risks 

• U.S. growth a modest 2.9% in 2015 

 

GDP: Everything produced by the economy, $17T, grows 

3.3% on average, broadest measure of economy 
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GDP Positive but below average; 2015 2.9% 
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2014 Job Creation Best Since 1999 
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… so personal consumption (70% of GDP) recovering 
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…just as consumer confidence approaches100 
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source: EIA, World Bank, Bloomberg, Euler Hermes 

Oil and gasoline plummeting on supply glut, global demand 

weakness, lack of Saudi action 
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Source: Federal Reserve, BEA, Euler Hermes 
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Source: BEA, Euler Hermes 

EH Proprietary Leading Indicator: 

Receivables at Risk Index 
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Recap 

• Positives: 

• Recovering GDP 

• Strong job growth 

• Rising income and consumption… 

• …leading to increased consumer confidence… 

• …just as oil / gasoline prices drop 

• Positive yield spread and EH Receivables at Risk 

• Falling bankruptcies 
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Recap 

• Positives: 

• Recovering GDP 

• Strong job growth 

• Rising income and consumption… 

• …leading to increased consumer confidence… 

• …just as oil / gasoline prices drop 

• Positive yield spread and EH Receivables at Risk 

• Falling bankruptcies 

 

• Negatives:  

• Structural unemployment 

• Weak housing market 

• Rising USD hurting exports 

• Port strike 
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Employment still worrisome 
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Employment still worrisome 
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Employment still worrisome 
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Structural Unemployment is 

a Major Impediment to Growth 

 

• Plunging participation rate – incentives not to work, 

Boomers not being replaced fast enough.   

• Change incentives 

• More skilled legal immigration 

 

• Skills mismatch due in part to education / training.   

• Need more vocational education / training, 

housing improving. 

• More skilled legal immigration 

 

• Long time unemployed become unemployable. 
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sources: NAR, S&P Case Shiller, Census, Euler Hermes 

Housing market started recession, now 

hampering recovery 
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Source: Federal Reserve, Euler Hermes 

Rising $US pressures exports 
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sources: Ports, Haver Analytics, Euler Hermes  

Port strike pressures exports and imports 
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Source: Bloomberg,, companies cited, Euler Hermes 

Port strike pressures exports and imports 

 • Slowdown from late 2014 into Feb 2015 at 29 west coast seaports 

handling about $1 trillion worth of cargo annually, one-quarter of all U.S. 

international trade.  50% of all clothing and shoes. 

• About -0.1% to -0.3% off 2015 GDP. 

• Clearing the backlog will take 3-6 months, hurting retailers and transports 

• Macy’s: since the port strike “inventory levels have been negatively 

impacted... Approximately 12% of our first quarter merchandise receipts 

are being delayed, and this will have some impact… in the first few 

months of the year. 

• Weyerhauser: “Shipment volumes… also declined as a result of a 

slowdown associated with the West Coast port labor dispute.” 

• Union Pacific: “the deterioration of productivity at West Coast ports is 

having an impact on our volume early in the first quarter. “ 

• Universal Forest: “There have been transportation challenges in our 

country from the problems at the ports on the West Coast” 

• Target: “managing inventory flow… was particularly challenging this 

quarter in light of the slowdown in productivity at the West Coast ports.” 
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Recap 

• Positives: 

• Recovering GDP 

• Strong job growth 

• Rising income and consumption… 

• …leading to increased consumer confidence… 

• …just as oil / gasoline prices drop 

• Positive yield spread and EH Receivables at Risk 

• Falling bankruptcies 

 

• Negatives:  

• Structural unemployment 

• Weak housing market 

• Rising USD hurting exports 

• Port strike 
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Recap 

• Positives: 

• Recovering GDP 

• Strong job growth 

• Rising income and consumption… 

• …leading to increased consumer confidence… 

• …just as oil / gasoline prices drop 

• Positive yield spread and EH Receivables at Risk 

• Falling bankruptcies 

 

• Negatives:  

• Structural unemployment 

• Weak housing market 

• Rising USD hurting exports 

• Port strike 

 

• To “fix” the economy over the past seven years, the government 

has been causing two big long-term problems: 

• Debt & Potential Inflation… 
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Source: CBO, Euler Hermes 

Fiscal Policy - Debt 
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Source: CBO, Euler Hermes 

Fiscal Policy – 2014 Budget Outlays, $3.3T 
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Source: CBO, Euler Hermes 
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Source: CBO, Euler Hermes 

Fiscal Policy - Entitlements 

• Entitlement spending will be the issue for our time. 

• One generation is not going to get all their benefits.  

• The next generation will be taxed to exhaustion to 

provide them. 

• 2030 Medicare can only pay 85% of claims. 

• 2034 Social Security can only pay 77% of benefits. 

• But it is not hopeless, it can be fixed, the math is 

simple, skilled legal immigration could help.  Just 

no political will to fix it. 

• Nothing in latest budget proposal. 
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Source: Federal Reserve, Euler Hermes 

Monetary Policy – Did QE Work? 
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Source: Federal Reserve, Euler Hermes 

Monetary Policy – Did QE Work? 
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Source: Federal Reserve, Euler Hermes 

Monetary Policy – Did QE Work? 
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FF unchanged 74 mos; previous 
record, 18 mos. 
 
Real FF negative 62 mos; 
previous record 37 mos. 
 
Fed hasn’t tightened in ten years… 
 
…and growth is still in 2.5% land 
 
 

15% 580x ave 
 
 

QE created massive amounts of unused money 
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Source: S&P, BEA, Euler Hermes 

QE also meant to inflate assets, spur 

consumption.. didn’t work, big risk reversing it. 
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A few weeks ago, ECB said: “We’re doing QE, 

buying 60B€ until 9/16 to 1.1T€”.   

But German 10yr yield already 0.5%! 

 
…and more accommodative 

monetary policy in China  

Looking for more easing in the 

eurozone and Japan … 

Central Bank balance sheets (% of GDP) 

Sources: Bloomberg, Euler Hermes forecasts 
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Recap 

• Monetary policy impotent with inflation risk.  

• Fiscal policy a mess but can be fixed in long term. Significant debt load now. 

• Neither of these long-term risks fixing structural unemployment caused by 

incentives not to work, demographics, mis-matched skills. 

 

But remember this shorter term balance leading to 2.9% GDP growth in 2015: 

 

• Positives: 

• Recovering GDP 

• Strong job growth 

• Rising income and consumption… 

• …leading to increased consumer confidence… 

• …just as oil / gasoline prices drop 

• Positive yield spread and EH Receivables at Risk 

• Falling bankruptcies 

 

• Negatives:  

• Structural unemployment 

• Weak housing market 

• Rising USD hurting exports 

• Port Strike 
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The Energy Revolution – the U.S. likely to be world’s 

largest oil producer by 2016 



44 Source: EIA 

US:  Natural Gas share of energy consumption rising, 

fossil as a whole not going away 



45 Source: Exxon Mobil, Schneider Electric Euler Hermes 

Global: Demand growth is a virtual certainty 
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source: EIA, World Bank, Bloomberg, Euler Hermes 

US: rapid increase in energy production 

Iran, Iraq, and Texas all produce 

about 3 million barrels per day 

Production of Crude and Natural Gas in the US 
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WTI Futures 
as of 3/16/15

Price of West Texas Intermediate (WTI) Crude
most forecasts show slowly rising prices

$53

$47

source: CME, EIA, World Bank, Bloomberg, Euler Hermes 

Oil Prices 

supply glut, global 

weakness, Saudi inaction 
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source: CME, Euler Hermes 

Oil (WTI) price, December 2015 Futures 
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Source: Euler Hermes 

Falling oil prices: Impact on Selected Industries 

 
(*) indirect impact of transportation; (**) indirect impact of transportation and fertilizers 
Source: Euler Hermes 



50 Source: Energu Intelligence, Euler Hermes 
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The Natural Gas Bonanza 
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Nation Nat Gas 

Vehicles 

Iran 2,859,386 

Pakistan 2,850,500 

Argentina 2,077,581 

Brazil 1,702,790 

India 1,100,376 

China 611,900 

World 17,050,752 

U.S. 112,000 

Natural gas passenger cars are 

used worldwide… huge potential 

Sources: Nat Gas Vehicle, WSJ, Euler Hermes 

Sources: Euler Hermes 

Industries likely to benefit the most 

from cheap natural gas 

  Chemicals 

 Used as feedstock 

 downstream: paint, coatings, plastics 

mfrng, and agriculture. 

 Energy costs high as a percentage of 

total manufacturing costs 

 Largest sector in mfrng exports 

 Primary Metals 

 Energy costs high as a percentage of 

total manufacturing costs 

 Second largest sector in mfrng exports 

 Exports in these industries have extra 

competitive advantage; U.S. nat gas 

prices a fraction of those in Europe & Asia 

 

Heavy Duty Trucks:  

• of all sold, 1% nat gas in 2013, 5% in 2014  

• Lowe’s 100% by ’17, P&G 7% to 20% in 2 yrs 

• UPS buying 1,000 by end ’14,  

• FedEx 30% in 10 yrs. 

Experiments underway in trains and planes 

The Natural Gas Bonanza 
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Exports of natural gas, fueled by a 

large price differential, are forecast to 

increase rapidly 

Forecast Natural Gas Export Revenues 

By 2016, Panama Canal capacity will 

double, greatly increasing already rising 

natural gas exports 

Panama Canal Shipment Volume, y/y 

Sources: EIA, Census, BEA, IHS, Euler Hermes Sources: Panama Canal Authority, Euler Hermes 

Exports: Strong Prospects for Natural Gas 



54 Source: Markit, Euler Hermes 

The Natural Gas Bonanza - Exports 



55 Source: EIA, Wall St. Journal, Schneider Electric, Euler Hermes 

The Natural Gas Bonanza – Export while we can 



56 Source: ICF, EIA, Euler Hermes 

The Natural Gas Bonanza - Exports 

Natural gas exports would be a net boost to the economy even if 

prices rose as a result. 

 

API/ICF study May 2013. From 2016 through 2035, LNG exports would: 

• increase GDP/yr by 0.1% - 0.2%  

• add 100 - 200,000 jobs/yr 

• increase price by $0.3 - $1.0 

• 79%-88% of LNG export volumes would be offset by increasing 

domestic natural gas production  

 

• EIA study 11/14 confirms LNG export volumes would be offset by 

increasing domestic natural gas production  
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Source: Euler Hermes 

U.S. Sector Outlook – Risk Perspective 

• Favorable: 

• Auto 

• Transport 

• Chemicals 

• Pharma 

 

• Unfavorable 

• Machinery 

• Household goods 

• Textiles 
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Source: Euler Hermes 

Favorable Sectors 

Autos Chemicals 

• 75% of production costs are 

nat gas and refined oil 

• US production now as much 

as 4x cheaper than in 

Europe 

• Hiring for past 2 years 

• $158b invested in new 

capacity 

• Ethylene (key plastic) 

production to be 20% 

domestic over the decade – 

previously 2% 

• 8% annual average export 

growth rate through 2020 
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Source: Census, IHS, Euler Hermes 

Household Appliance 

price index 

Machinery Orders, 

annualized q/q 

-80%

-60%

-40%

-20%

0%

20%

40%

60%

80%

2005 2007 2009 2011 2013 2015

new orders

unfilled orders

80

85

90

95

100

2000 2005 2010 2015

continuously 
falling prices

Source: BLS, IHS, Euler Hermes 

Unfavorable Sectors 
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Negatives 

Conclusions 

Positives 

• Strong job growth 

• Rising income and consumption… 

• …leading to increased consumer 

confidence… 

• …just as oil / gasoline prices drop 

• Positive yield spread and EH 

Receivables at Risk 

• Falling bankruptcies 

• Energy Revolution 

• Structural unemployment 

• Weak housing market 

• Rising USD hurting exports 

• Port strike 

• Debt 

• Future inflation risk 

• GDP growth a modest 2.9% in 2015; not terrible, not great  

• Prescriptions?  Skilled legal immigration, lower corporate and investment tax rates, 

lower all tax rates, lift crude export ban, reduce red tape delays and regulation, 

entitlement reform, debt reduction, trade, less reliance on government to “fix” 

economy, political compromise. 
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