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Pandemic Fallout— Not Over Yet
Slow Climb Out Of The Hole

1. Massive adverse shock: sudden, sharp drop of activity and employment
2. Unprecedented policy response — both fiscal and monetary

3. Economic outlook dependent on interaction between mobility, restrictions, speed of reopening,
and speed of vaccine.

Big questions: Will fiscal stimulus be extended? What about the trade dispute with China?

4. Balance of Risk: Downside. Recession risk 30% to 35%

5. Longer the duration of virus this worse the outcome

Policy fatigue sets in, scarring sets in, which eats into longer-run growth equilibrium.
Temporary job loss turns into permanent the longer this persists

6. A“V"or“U’ recovery turns into a balance sheet shock with “L” recovery.

The harsh reality is the next U.S. president has his work cut out for him
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Amidst a COVID-19 Surge, US Jobs Market Challenges

The unemployment rate is equal or higher than

8 of the last 11 recession peaks through 1948
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Over 30% Of U.S. Unemployed Permanent Job Losers
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60% of U.S. businesses in Yelp, once temporarily closed, now permanently closed




Most Non-traditional Real-time Indicators Found Bottom

But the climb to pre-crisis highs remains a challenge for many
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Housing-related Economic Activity Signals V-Shaped Recovery

But the climb to pre-crisis highs remains a challenge

Retail sales shows strong demand for housing/home improvement

recession
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New Home Market Appears To Make A Relatively Swifter Recovery
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U.S. Private Sector Conditions Improving, For Now

West Texas Crude Oil Price and business sentiments improve
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U.S. Government Policy Action Helps Avert Disaster

Fed Cut rates to zero, buy assets to hold

Policy: down risk-free yields Fiscal: Earlier lifeline to households
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facilities “overshoot” Very meaningful

Is the job done? The risks of a mistake are very high and extremely costly...
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SI ow CI 1M b OUt Of Th e HO I e » End of the cycle. The longest economic expansion
in U.S. history killed by Covid-19. We forecast GDP
will drop by 4.0% in 2020, down and up just 3.7% in

21000

20500 Aiternative Paths Of Reai GDP Contraction And Recovery 2021. Won't reach pre-crisis 2019 levels until 4Q
2021.
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Presidential Election 2020: Economic impact of Policy Proposals

» Despite ugly rhetoric, surprising similarities in policy proposals for trade and infrastructure
 Similarities end in policy proposals for taxes, health care regulation, immigration.

* Promises are not policy: big structural changes depend on whether congressional majority is
same as the president

* The President’s first task on day 1: steering the American population and economy back to health.

* The Administration, Congress and the Fed need to work together to get U.S. out of a potential
downturn as the recovery has slowed.

 Additional stimulus is needed as a bridge to the next stage of the recovery.

The harsh reality is the next U.S. president has his work cut out for him
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US-China Phase One Deal Has Stalled

US exports and China’s imports in 2020 of all goods covered by the phase one deal as of August 2020

a. US exports and China’s imports of all covered goods
in 2020, as of August, billions USD
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Fronts in US Pressure on China

We put tariffs last for a reason. It is the least important in the long run.

Investment
restrictions

Foreign Investment Risk
Review Modernization Act
of 2018 (FIRRMA) reforms
the Committee on Foreign

Investment in the United

States (CFIUS) process

Makes it harder for China
to obtain US technology
through acquisitions.

Source: S&P Global Economics
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Export
Ccontrols

Export Control Reform Act
of 2018 (ECRA) will beef
up controls on US exports
of “emerging and
foundational technologies.”

Makes it harder for firms in
Chinese supply chains to
source high-value added

US technology .

Tariffs on
Trade

Tariffs imposed under
Section 301 of the 1974
Trade Act. Aim to address
“‘unfair practices” related to
technology transfer,
intellectual property, and
innovation

If persistent, encourages
firms in supply chains to

shift production elsewhere.
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What about the shape of the U.S. recovery?

Path of GDP Before & After U.S. Recessions Ways To Change The Shape This Time
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Election Policy Proposals Impact On The Economy

In Numbers

$5.7
v7. Trillion

The boost to U.S. GDP

$ from $2.1 trillion in
infrastructure spending
over 10 years

Forecast full-year
GDP to shrink

4%
Economy won't get

back to pre-pandemic
level until late-2021

Employment-based
immigration reform
could add about 3.2
q' percentage points to
real GDP in the next

10 yrs
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The unemployment
rate is

7.9%

above or equal to
the peak of eight
of the past 11
recessions

O O O

Percentage
points

U.S. companies’
effective tax rate fell
9 points, to 13%
under the TCJA.
Biden’s plan could
claw back half

that amount.

Unemployment
rate won't reach
pre-crisis levels
until mid-2024

e
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Boost to public infrastructure

spending would also create
2.3 million jobs by 2024.
Productivity boost means
more jobs later.

*Pre-TCJA and post-TCJA SPGI rated U.S. non-financial corporates’ effective tax rates are based on 2016 and 2019.
Source: S&P Global Ratings. Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.
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Family Accounts for 66% of U.S. Visas; Employment Just 9%

Permanent inflows by category of entry, 2013
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