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US Economic Comment
Another solid factory figure for March

Phila Fed, echoing NY survey, rebounded in March, +15.2pt to +12.4

The current activity index in the Philadelphia Fed manufacturing survey rose 15.2 points
to 12.4 in March. Its sharp improvement echoed that in the Empire State survey
reported earlier in the week—supporting the possibility that the worst of the industrial
sector slump is past. However, that conclusion is at odds with recent increases in
factory I/S ratios (see charts). A reacceleration in factory output may be premature, but
stabilization seems closer.

As in the Empire State survey, new orders and shipments accelerated sharply, but
employment fell and inventories continued to contract. On balance, details of the
surveys were as strong as the headlines. Headline indexes in the Philadelphia Fed and
Empire State surveys are based on single questions about current activity, unlike the
manufacturing ISM composite index, which is based on an aggregation of survey
details. Using the ISM aggregation method on Philadelphia Fed and Empire State survey
details, both the Philadelphia Fed and the Empire State ISM-equivalent composite
indexes bounced back into expansionary territory in March—the first positive read in six
months for the Philadelphia measure and nine months for the NY measure.

Jobless claims tick up, but less-than-expected

Claims rose 7k to 265k (cons 268k, UBSe 268k) for the week ending Mar 12 from a -1k
revised 258k. While the four-week average of 268k is up 1k from the previous week, it
is still consistent with downtrend. The current reading continues to reverse a weather-
related rise in Jan (when claims averaged 284k) and points to a healthy labor market.
We project the trend in initial claims to stabilize in the near future.

2.8% current account deficit in Q4, little changed

The current account deficit narrowed by 0.1pt in Q4 to 2.8% of GDP, interrupting a
gradual deterioration from 2.3% of GDP a year earlier and 1.9% two years earlier. Still,
the slow widening of the past two years only takes the deficit back to it 2012
average—a seemingly small deterioration given the dollar strength of the past year and
a half.
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Indexes Dec  Jan Feb Mar Seasonally- . o .
- . New claims (000s) Continuing claims

Current activity (C) -102 35 -2.8 124 adjusted
New orders (L) -111 -14 -5.3 15.7 WKkKly 4-wk avg WKkKly %
Shipments -2.1 9.6 25 221 Feb 13* 262 273 2254 17
Employment (C) 22 -19 -5.0 -1.1 Feb 20 272 272 2257 1.7
Inventories 5.7 -157 -17.1 | -12.7 Feb 27 277 270 2227 1.6
Prices paid (L) -83  -11 -2.2 -0.9 Mar 5 258 267 2235 16
Prices received (C) -85 -2.8 -4.5 35 Mar 12 265 268

_ * Sample week for payroll survey.
6-month outlook (L) 241 191 173 288 Source: Labor Department and UBS
6-month capex (L) 10.7 9.4 25 13.3
ISM-equivalent index* 47.7  48.3 45.9 52.4

* Composite index based on manufacturing ISM weights.
Source: Federal Reserve Bank of Philadelphia and UBS
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Current Account (8:30 am)

$ bil, quarterly rate, unless 1501 1502 1503 | 1504

otherwise noted

R -118.0 -110.8 -129.9 |-125.3
% of GDP 27 25 29| -28

Financing (Net US acquisition)

Financial assets ex derivatives 3215 1427 -95.9 | -1261
DI LTV ESHIES 688 1066  67.8 | 1019
Portfolio investment 2335 173.0 -111.3 |-108.9
Ol i zsel 234 -1361 521 |-118.1
Reserve Assets 42 009 03 1.0

Financing (net incurrence of
liabilities)

Liabilities ex derivatives 3413 2048 -357 | -84.4
Direct investment 1912 1107 49.1 58.9
Portfolio investment 1011 2622 -117.0 171
Other investment 490 -168.0 322 | -160.4

Financial derivatives other than
reserves, net -40.1 1.8 0.7 12.3

Source: Bureau of Economic Analysis and UBS

Some improvement in business expectations

Outlook measures in the Philadelphia Fed survey also bounced in March, with the
outlook for general business activity rebounding to almost the Q4 average after a
couple of weak months. At 28.8 in March, it was up from a Jan-Feb average of
18.2 but still below Q4's 30.8 and 2015's 37.6. Capex expectations had been
especially weak at points in Q4 and in January and February. They improved
somewhat in March albeit to still weak levels, and given recent volatility a more

sustained rise will be necessary to be convincing.

March was the first positive read for the headline index
in the Empire State survey since last July.
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Source: Institute for Supply Management, Federal Reserve Bank of New York, and
Federal Reserve of Philadelphia and UBS

In Q1, capex expectations were particularly depressed in

the Philadelphia Fed survey. Their improvement in March
(to 13.3) would leave them close to the Q4 average (14.0)
but still well below the average in Q1-Q3 2015 (16.2).
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Real equipment spending (left)
—— Empire State 6-mo. capital expenditures (right)
Philadelphia Fed 6-mo. capital expenditures (right)

Source: Bureau of Economic Analysis and Federal Reserve Banks of New York and
Philadelphia and UBS
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The factory sector improvement so far signalled for
March seems a bit premature in view of the uptrend in
factory I/S ratios.

manufacturing inventory/shipments, ratio
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For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical
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www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act
as principal in the debt securities (or in related derivatives) that may be the subject of this report.

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the research report.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk,
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research.
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If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.

For access to all available Global Research on UBS Neo and the Client Portal, please contact your UBS sales representative.

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or
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exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or
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