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OPTIMISM DOMINATES THE 2018 OUTLOOK.
The U.S. economy appears set to enter 2018 with good momentum and solid fundamentals. Unemployment recently
reached a 17-year low, while consumer confidence is at a 17-year high. Small business optimism also recently attained
its highest level since 1986. Often when economic sentiment levels reach such highs, consumer and corporate debts
are also rising. That is not necessarily the case this time. The dollar level of debt in many categories may be at an alltime high, but so is income, the level of economic activity, and population. Consumer debts in comparison to consumer
income are actually quite manageable (please see chart on page 3) and delinquency rates, though rising a bit, remain
well below historical norms.
In nearly every sector of the economy, we see reason to be optimistic about the year ahead. However, that is not to say
that the outlook does not offer risks. There always are risks and there always will be.
Aside from ever-present geopolitical risks, which are indeed elevated at the moment, we believe inflation and interest
rates could hold the most prominent risk to the economic outlook. Trade disruptions could also threaten the pace of
economic activity should North American Free Trade Agreement (NAFTA) negotiations turn sour or our trade relationship
with China becomes more strained.

Sound fundamentals and rising confidence levels
should enable U.S. economic growth to accelerate
modestly, in 2018. However, we believe growth
could see a more pronounced improvement
should tax reform be achieved.
As the chart at right depicts, we see the U.S.
economy as likely to grow by +2.4% in 2018 under
our base-case projection, and +2.8% should tax
reform be enacted.
At the time of this writing, tax reform legislation
remains in conference committee with House and
Senate leadership working out the differences
between their two bills.

Source: Actuals via U.S. Commerce Department, estimates via
American Enterprise Investment Services Inc.
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Global economy finally running on all cylinders.
The global economy is also gaining traction. A broader
base of growth adds support to intermediate-term
economic prospects, in our view, as demand builds off a
wider foundation. For the first time in nearly a decade,
the Organization for Economic Cooperation and
Development (OECD) recently noted that the 45 largest
economies in the world are all in expansion mode.
The International Monetary Fund (IMF) forecasts global
growth for 2018 at +3.7%, which would be the strongest
pace in six years if achieved. We believe IMF projections
would likely be revised modestly higher should U.S. tax
reform legislation be achieved.
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Inflation in focus.
The U.S. economy could also over-heat somewhat if growth accelerates too much. At a time when labor markets are
already tight, incremental acceleration - primarily stemming from tax reform, if enacted - could fuel a stronger pace of
inflation. Should this occur, we believe Federal Reserve officials may be compelled to hike their ultra-short (over-night)
bank lending rates (the fed funds rate) more often than the 3 hikes (of a 1/4 percentage point each) currently expected
by financial markets (as measured by CME Group fed fund futures). A more aggressive Fed could weigh on economic
and financial market prospects. Yet we would not expect modestly higher inflation or added Fed actions to foster a
material deterioration of economic activity. In our opinion, consumer and corporate financial fundamentals are strong
enough as to endure modestly higher rates.
Overall, we believe the most likely scenario is one in
which inflation pressures rise modestly, yet remain
generally well contained. Headline inflation will always
be susceptible to non-economic fluctuations in energy
and food commodity prices, but in our opinion, core
inflation (consumer price changes minus food and
energy costs) is likely to remain near, or below, the
Federal Reserve’s target range of about +2.0%. In
October, the Fed’s preferred inflation measure, the
Core Personal Consumption Expenditure (PCE) Price
Index, as published by the Commerce Department,
was +1.4%. Nevertheless, core inflation is likely to see
some incremental upward pressure from rising labor
costs as the labor market further tightens. The redline in the chart at right depicts the Fed’s preferred
inflation measure, the Core PCE.
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Watch the dollar as well.
A weaker U.S. dollar (vis-à-vis other major global currencies), has been a nice tailwind for U.S. economic activity and
corporate earnings in 2017. At the time of this writing, The Wall Street Journal’s Dollar index is 6% lower year-to-date.
U.S. produced goods and services generally become cheaper to potential foreign customers as the dollar’s value declines.
Corporate earnings can also benefit as foreign generated profits translate into more U.S. dollars when results are
converted into dollars at the end of each quarter for financial reporting purposes.
Higher U.S. interest rates, relative to other major global market rates, could attract foreign money to the U.S. in the yearahead, thus potentially pushing up the value of the dollar. A materially higher dollar could reverse the positive short-term
trends noted above.

Consumers still in surprisingly good shape.
Consumers are always the most important component of any economic outlook as they account for 70% of total U.S.
economic activity. Consumer spending has been growing at a solid pace over the last several quarters as their incomes
have benefited from a strong job market and slowly improving wage growth. While wage gains have enabled consumer’s
ability to spend, recently rising confidence levels should bolster their willingness. In November, the Conference Board’s
Consumer Confidence Index hit its highest level since December 2000. As the labor market gets tighter, we believe
individual wage growth should further improve, thus putting more money in consumer pockets, and providing the sector
with a ‘second wind.’
This late in an economic cycle consumers are usually deeper in debt. Historically, as we move further from an economic
downturn, people become more comfortable with their own financial situation and become more optimistic about the
outlook; consequently they often take on
more debt. Indeed, the dollar value of
most debt categories is at, or near, record
highs. But so too are aggregate income
levels and net worth.
As seen in the chart at right, the Federal
Reserve’s Financial Obligations Ratio,
which measures consumer financial
obligations
relative
to
consumer
disposable income, remains at relatively
low levels. This metric, in combination
with others, leads us to believe consumers
in aggregate remain in sound financial
condition.
Chart Source: FactSet
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Key metric forecasts for 2018:
Jobs: We expect the pace of job growth to slow as there are fewer people still on the sidelines available to be brought
back into the market. We forecast 1.7 million net new jobs will be created in 2018 (a monthly average of about
+142,000), and for the unemployment rate to end the year at 3.6%. If achieved, this would be the lowest unemployment
rate seen in the U.S. in almost 50 years (since 1969). At the time of this writing, 2017 is on-pace to see 2.1 million net
new jobs created (+171k per month) and we forecast the unemployment rate to end the year at about 4.0%.
Inflation: As we previously discussed, inflation pressures could slowly rise in 2018, but much depends on the outcome
of tax reform. Over the next three years, we forecast the Consumer Price Index (CPI) to rise at an annual average pace
of +2.0% to 2.25% with core rates of approximately 1.8% to 2.2%.
Interest rates: At the time of this writing, the 10-year Treasury security is yielding 2.38%. We believe the path of interest
rates will also be heavily influenced by tax reform, but our base-case assumption is that the 10-year treasury rises to
+2.7% by year-end 2018. From an economic perspective, however, we believe the odds are to the upside if tax reform
is enacted.
Housing: Housing still enjoys strong demand supported by demographics, and availability remains tight. The supply of
homes for sale in both new and existing home markets, as well as most geographies, is below historical averages. As
such, we believe modestly higher interest rates, or a reduction in the tax deductibility of mortgage interest, could curtail
some potential upside in the market, but conditions overall should remain quite healthy. In the third quarter of 2017,
the Federal Housing Finance Agency’s (FHFA) House Price Index (an estimate existing home prices nationwide) was 6.5%
higher than year-ago levels. We believe, price appreciation could ease slightly in 2018, yet generally remain firm.
Corporate earnings: At the time of this writing, FactSet consensus estimates for 2018 S&P 500 earnings per share
growth is at +11.0%. With one more quarter of earnings to go for 2017, analysts currently estimate S&P 500 companies
will post 2017 year-over-year EPS growth of +10.3%. Given what we see as sound domestic economic fundamentals
and improving growth prospects internationally, we believe 2018 earnings estimates appear achievable. However, as
we mentioned previously, a higher U.S. dollar could act as a strong headwind to results and remains an issue to watch.
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The content in this report is authored by American Enterprise Investment Services Inc. (“AEIS”) and distributed by
Ameriprise Financial Services, Inc. (“AFSI”) to financial advisors and clients of AFSI. AEIS and AFSI are affiliates and
subsidiaries of Ameriprise Financial, Inc. Both AEIS and AFSI are member firms registered with FINRA and are subject to
the objectivity safeguards and disclosure requirements relating to research analysts and the publication and distribution
of reports. The “Important Disclosures” below relate to the AEIS research analyst(s) that prepared this publication.
Each of AEIS and AFSI have implemented policies and procedures reasonably designed to ensure that its employees
involved in the preparation, content and distribution of research reports, including dually registered employees, do not
influence the objectivity or timing of the publication of research report content. All research policies, coverage decisions,
compensation, hiring and other personnel decisions with respect to research analysts are made by AEIS, which is
operationally independent of AFSI.
IMPORTANT DISCLOSURES
As of September 30, 2017
The views expressed regarding the company(ies) and/or sector(s) featured in this publication reflect the personal views
of the research analyst(s) authoring the publication. Further, no part of research analyst compensation is directly or
indirectly related to the specific recommendations or views contained in this publication.
INDEX DEFINITIONS
An index is a statistical composite that is not managed. It is not possible to invest directly in an index.
Definitions of individual indices mentioned in this report are available on our website at
ameriprise.com/legal/disclosures/ in the Additional Ameriprise research disclosures section, or through your
Ameriprise financial advisor.
DISCLAIMER SECTION
Except for the historical information contained herein, certain matters in this report are forward-looking statements or
projections that are dependent upon certain risks and uncertainties, including but not limited to, such factors and
considerations as general market volatility, global economic and geopolitical impacts, fiscal and monetary policy, liquidity,
the level of interest rates, historical sector performance relationships as they relate to the business and economic cycle,
consumer preferences, foreign currency exchange rates, litigation risk, competitive positioning, the ability to successfully
integrate acquisitions, the ability to develop and commercialize new products and services, legislative risks, the pricing
environment for products and services, and compliance with various local, state, and federal health care laws. See latest
third party research reports and updates for risks pertaining to a particular security.
This summary is based upon financial information and statistical data obtained from sources deemed reliable, but in no
way is warranted by Ameriprise Financial, Inc. as to accuracy or completeness. This is not a solicitation by Ameriprise
Financial Services, Inc. of any order to buy or sell securities. This summary is based exclusively on an analysis of general
current market conditions, rather than the suitability of a specific proposed securities transaction. We will not advise you
as to any change in figures or our views.
Past performance is not a guarantee of future results.
Investment products are not federally or FDIC-insured, are not deposits or obligations of, or guaranteed by any financial
institution, and involve investment risks including possible loss of principal and fluctuation in value.
AFSI and its affiliates do not offer tax or legal advice. Consumers should consult with their tax advisor or attorney regarding
their specific situation.
Ameriprise Financial Services, Inc. Member FINRA and SIPC.
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