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What's capital spending really doing?

Is capex up or down?

On November 30 a lead article in The Wall Street Journal was titled "Companies Shy
Away From Spending. It began by proclaiming that "Business investment across the
U.S. is fizzling out". However, just two days later on December 2 Fed Chair Janet Yellen
stated that "Outside of the drilling and mining sector, where lower oil prices have led
to substantial cuts in outlays for new structures, business investment spending has
posted moderate gains"

Looking at the latest national data through Q3(15) in Figure 1, the growth of overall
current dollar nonresidential private fixed investment has slowed to 2.3% from a year
earlier from 8.7% growth from a year earlier in Q3(14). However, excluding the mining,
exploration, shafts and wells component that reflects energy exploration, current dollar
business fixed investment has grown 5.8% from a year earlier. That was a still
reasonably respectable growth pace, albeit down from a very fast 9.1% in the year
ending in Q3(14).

Consequently, it appears that Ms. Yellen's observation about "moderate gains" outside
of energy exploration is correct. That said, there will remain widely varying assessments
about the current state of capital spending. One reason is that the national data
favoured by most economists encompass a broad range of investment activities
including software and research and development, which together are just over a
fourth of government-reported national business fixed investment. (See Figure 3.) Much
public discussion about capital spending, though, is focused on industrial equipment
that is just a tenth of overall business fixed investment. Considerable attention also is
given to the plunging energy exploration sector, which represents only just over 3% of
broadly defined national business fixed investment.

Figure 1: Business fixed investment growth outside of
energy exploration has only moderately slowed.
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Figure 2: Core capital goods orders recently edged up
following earlier sharp declines.
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Where is it headed?

Looking into 2016, a strong dollar and very depressed crude oil prices are often
cited reasons for expecting weak capital spending. However, some perspective on
the role of these two considerations is provided by government data on who does
capital spending on equipment and structures. (See Figure 4 on next page. Note:
The data in the preceding Figure 3 instead represent what is purchased but not
who purchases it.) Around 30% of capital spending in 2013, the latest date for
which such data are currently available, was conducted by the manufacturing and
mining sectors. Capex in the manufacturing sector—around 16% of equipment
and structures purchases—will continue to be dogged by a strong dollar. However,
after plunging with crude oil prices in 2015, the mining sector's capex is apt to
stabilize, albeit at a relatively low level, in 2016 when we expect no further
declines in already very low crude oil prices. Moreover, around 70% of business
spending on equipment and structures is done by purchasers outside of the
troubled manufacturing and energy sectors.

Note: Why was the 2013 mining share of capex spending in Figure 4 much larger
than the earlier discussed Q2(15) energy exploration share of nonresidential
business fixed investment? This is because of different definitions of overall capex
and sharp declines in the energy sector share of spending since 2013.

As for statistical leading indicators of capex, we suggest two in particular. First,
current dollar orders for nondefense capital goods excluding the volatile civilian
aircraft sector recently have started to edge slightly higher. (See Figure 2.) Second,
since the bulk of capital spending is conducted by firms outside of manufacturing
and mining, it is useful to focus on the nonmanufacturing ISM data that continue
to signal decent growth.
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Figure 3: Current Dollar Private Nonresidential Spending (Q3-15)

yly % change Nonresidential Share
Private fixed investment
Nonresidential 23
Structures -1.8 214
Commercial and health care 143 6.4
Manufacturing 55.5 3.8
Power and communication 3.1 4.1
Mining exploration shafts, and wells -48.6 3.2
Other structures 20.4 3.8
Equipment 3.2 47.0
Information processing equipment 83 14.2
Computers and peripheral equipment 2.2 3.5
Other 10.7 10.7
Industrial equipment 2.0 10.0
Transportation equipment 5.6 13.1
Other equipment 8.7 9.6
Intellectual property products 5.2 31.6
Software 39 14.2
Research and development 7.1 13.8
Entertainment, literary, and artistic orginals 3.3 3.5
Source: Bureau of Economic Analysis
Figure 4: Who does capital spending?
Industry Mill § 2013 Share of total (%)
Total expenditures: Structures & Equipment 1,397,769
Manufacturing 219,767 15.7
Mining 198,060 14.2
Utilities 111,680 8.0
Wholesale & retail trade 115,802 83
Transportation and warehousing 93,397 6.7
Information (*) 123,057 8.8
Finance & insurance 139,947 10.0
Real estate, rental & leasing 113,901 8.1
Health care and social assistance 93,265 6.7
Others 188,895 13.5

Source: Annual Survey of Capital Expenditures, 2013, Bureau of Economic Analysis

*Includes publishing, motion pictures, broadcasting, telecommunications and data
processing.

Maury Harris
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates
are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical
performance information; and certain additional disclosures concerning UBS research recommendations, please visit
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.

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.
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Global Disclaimer

This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a "System"). It may also be made available through third party
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal
and regulatory constraints.

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of
use governing the applicable System.

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's
Terms of Use/Disclaimer (http:/Awww.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http:/www.ubs.com/global/en/homepage/cookies/cookie-
management.html).

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
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation
have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor's individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of
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
other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising
out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results.

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the
Information be used for any of the following purposes:

(i) valuation or accounting purposes;
(i) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or
(iii) to measure the performance of any financial instrument.

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for
any of the above purposes or otherwise rely upon this document or any of the Information.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which
investment banking, sales and trading are a part.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions
expressed in this document.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.  France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR
(Autorité de Controle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this
document, the document is also deemed to have been prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed
by UBS Limited and UBS Securities Espana SV, SA. UBS Securities Espana SV, SA is regulated by the Comisién Nacional del Mercado de Valores (CNMV).  Turkey:
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to article 15 (d) (i) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated
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