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US: towards a federal budget deficit of 20% of GDP?

Friday 17 July 2020 In just a few months, the federal budget deficit widened by around 10 points of

GDP, flirting with the 14% of GDP threshold. For the time being, this exceptional
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is needed to ensure that the recovery is confirmed (one of Trump’s last cards to
play). The amount and details are yet to be confirmed by Congress but a
conservative estimate would see the deficit head towards 20% of GDP.
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The week's focus

Over the first nine months of the fiscal year, the federal budget deficit is already flirting
with the $ 3,000bn level, i.e. 14% of GDP. The current budget situation can only be
compared with the civil war or the two world wars (chart Ihs). The widening of the deficit
reflects the rise in transfer spending aimed at cushioning the shock of the pandemic,
and, to a lesser extent, the loss of tax receipts (chart rhs). The CARES Act and other
legislation passed since the spring have so far provided a fiscal stimulus of $ 2.4bn". In
addition to providing for businesses, this plan is intended to protect households. As a
result, despite the rise in unemployment, their available income has increased. The
flagship measure, which is an exceptional payment of $ 600 per week to jobless
claimants, is nonetheless due to expire at the end of the month.

https://www.oddosecurities.com

Despite the electoral contest, the two parties know that they must reach an agreement
to extend the support, without which, the economic and social cost would soar, and no
one wants to be blamed for such a failure. The surge in the pandemic, which has been
resolutely confirmed since mid-June, underpins the need to act. However, opinions
diverge concerning the form and amounts this help will take. The Democrats project
(HEROES Act) would apparently cost $ 3tn. It plans to extend the bonus payment to
jobless claimants by six months (before gradually reducing the payment in 2021), to
send a new, more generous stimulus check, and to provide aid for local government
finances. The details of the Republicans’ plan have not yet been published. Press leaks
put the bill at 1.3tn?, with support measures for households and local governments
albeit less generous than in the Democrats’ plan. Initially, Republicans were reluctant to
accommodate some of their opponents' demands, but the recent trend in political polls
no longer permits a wait-and-see stance. Given Biden’s current lead over Trump, if the
elections were held today, the Democrats would not only win the White House but also
the House of Representatives and the Senate.

1 CBO, The Budgetary Effects of Laws Enacted in Response to the 2020 Coronavirus Pandemic, March and
April 2020 2 CNN, Prospects slim for new recovery package as Dems scoff at emerging Senate GOP proposal

US: 228 years of budget balance US: federal outlays and receipts
% GDP US: federal deficit (-) / surplus (+) bn$, 12m sum = US federal outlays US federal receipts
5 6500
0 AU A ~ A 6000 K
AR | R
5500
5 \ A {
“ : 5000
-10 :
: 4500 =
15 ' : 4000 sl
- | : p g GDP
20 : 3500 A ¢
- y R AP T
3000 {5/~ %% =
2 2500 = _leop
2020e is the current conservative estimate N | —
0 Y ) ® > Q 2000 ‘
&
S RS S ,L@LQ@ 08 09 10 11 12 13 14 15 16 17 18 19 20

Sources: Thomson Reuters, Oddo BHF Securities

Conflict of interests:

ODDO BHF CORPORATES & MARKETS, a division of ODDO BHF SCA, limited sharepartnership - Bank authorised by ACPR. ODDO BHF and/or one of its subsidiaries could be in a conflict of interest situation with one or
several of the groups mentioned in this publication. Please refer to the conflict of interests section at the end of this document.

Le présent document n'est pas un document contractuel; il est strictement destiné a l'usage privé du destinataire. Les informations qu'il contient se fondent sur des sources que nous estimons fiables, mais dont nous ne pouvons
garantir l'exactitude ni I'exhaustivité. Les opinions exprimées dans le document sont le résultat de.notre-évaluation ala-date de la publication. Elles peuyvent donc, éfre réyisées.a une date ultérieure,

Page 1/6


http://www.oddosecurities.com/#economy

N\
Economy a

Friday 17 July 2020

Economy

e Supply — After a modest rebound in May (+1.4% m-o0-m), industrial activity picked
up more strongly in June (+5.4% m-o-m), aided in good part by automotive
production. Taking February as base 100, the manufacturing production index
now stands at 89. Despite these two months of recovery, the industrial sector will
nonetheless record the strongest ever contraction in Q2, with a fall of 43% g-o-q
on an annualised basis. According to the Atlanta Fed’s nowcast, real GDP growth
is estimated at -35% qg-0-q on an annualised basis in Q2.

e Demand - In June, retail sales grew at a strong pace (+7.5% m-o-m), though this
was below the rate in May (+18%). Spending that had been put on hold during the
lockdown has now been almost fully made up, though there are big differences
between sectors (table). With the resurgence of the epidemic since mid-June, the
increase in consumer mobility has stalled, which could curb consumer spending in
the short term.

Izrveels(’;‘:;'; % of total F‘(*I'z;::)’ Y March April May  June
Retail sales 527 100 100 92 78 92 99
_Auto 105 20 100 74 65 97 105
_Gasoline 41 8 100 83 63 71 81
_Building materials 33 6 100 101 99 111 110
_Restaurants 65 12 100 70 46 60 73
_Online stores 69 13 100 105 115 123 120
_Food stores 64 12 100 127 111 113 112
_General stores 60 11 100 108 94 99 102
_Health stores 30 6 100 105 90 91 94
_Clothing stores 22 4 100 51 14 38 77
_Furniture stores 10 2 100 78 40 71 94
_Other stores 27 5 100 84 56 77 96

e Survey — According to the Beige Book, which covers the period up to 6 July,
activity picked up everywhere except in the San Francisco Fed district (the entire
West Coast). The recovery is very unequal from one region to the next. Overall,
the level of activity is well below what it was before the pandemic. The return of
employees to work is hampered by health concerns, childcare problems (hence
the importance of the current debate on reopening schools after the summer) and
the generosity of unemployment benefit payments. Demand for credit is flat except
for mortgages (renegotiations to take advantage of low rates) and lending to
businesses under the Paycheck Protection Program.

Monetary and fiscal policy

e In a speech on 14 July, Lael Brainard, an influential member of the Fed Board,
asserted that the priority was to keep monetary policy very accommodative for as
long as employment conditions remain deteriorated, which could mean for years.
Lael Brainard has a penchant for average inflation targeting, which is the simplest
way of saying that inflation that exceeds the target of 2% may be tolerated (and
even desired) if it comes after a period in which inflation was too low. Given the
downside risks to the recovery (virus, loss of potential), Lael Brainard is in favour
of the Fed setting targets for certain points on the yield curve. In her view, this
would be the best way to strengthen the credibility of the forward guidance on low
rates and avoid misunderstandings with the markets (as happened in 2013 with
the taper tantrum).

e China-US tensions continue in the form of visa restrictions between the two
countries. President Trump officially ended Hong Kong’s special status after China
asserted more direct control of the territory. The prospect of a “phase 2” in the
trade agreement is suspended indefinitely.

The week ahead

e PMI indices (24 July) will be the main information on the economy in the coming
days. They will reflect the business climate in the first two weeks of July, a period
impacted by a new rise in the pandemic. The high-frequency data currently
available suggest a slower pace of recovery rather than a decline in activity. The
composite PMI index rebounded 20 points from April to June, at 48.2 points — still
a shade below the pre-pandemic level. Note that July’s first manufacturing surveys
have continued to improve in the Fed districts of New York and Philadelphia.

This is a non-contractual document, it is strictly for the private use of the recipient, and the information it contains is based on sources we believe to be reliable, but whose accuracy and completeness cannot be guaranteed. The
opinions given in the document reflect our appraisal at the time of publication and may therefore be revised ata laterdate,
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Appendix 1 - Labour market
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Sources: Thomson Reuters, Bloomberg, Oddo BHF Securities

This is a non-contractual document, it is strictly for the private use of the recipient, and the information it contains is based on sources we believe to be reliable, but whose accuracy and completeness cannot be guaranteed. The
opinions given in the documel.nHeﬂect aura(gpraisal at the time of publication tand
IS dO

TRant WaS PRI ERMCEATHERA on Monday, July 20, 2020 2:11:00 PM .

Page 3/6



N\
Economy a

Friday 17 July 2020

Appendix 3 - Business climate
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Appendix 4 - Conditions of economic activity
index — US business conditions (ADS index) % g/q annual. ——— US real GDP —— US "GDPplus” index
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Sources: Thomson Reuters, Bloomberg, Oddo BHF Securities
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Appendix 5 - Inflation and monetary policy
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Appendix 6 - Financial markets
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Disclaimer:
Disclaimers for Distribution by ODDO BHF SCA to Non-United States Investors:

This publication is produced by ODDO BHF Corporates & Markets, a division of ODDO BHF SCA (“ODDOQ”), which is licensed by the Autorité de Contréle Prudentiel
et de Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (“AMF”).

This document, when distributed outside of the U.S., is intended exclusively for non-U.S. customers of ODDO and cannot be divulged to a third-party without prior
written consent of ODDO. This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment. This document has been developed by our economists. It does not constitute a financial analysis and has not been developed in accordance with legal
requirements designed to promote the independence of investment research. Accordingly, there are no prohibitions on personal dealing ahead of its dissemination.
“Chinese walls” (information barriers) have been implemented to avert the unauthorized dissemination of confidential information and to prevent and manage
situations of conflict of interest.

At the time of publication of this document, ODDO and/or one of its subsidiaries may have a conflict of interest with the issuer(s) mentioned. While all reasonable
effort has been made to ensure that the information contained is not untrue or misleading at the time of publication, no representation is made as to its accuracy or
completeness and it should not be relied upon as such. Past performances offer no guarantee as to future performances. All opinions expressed in the present
document reflect the current context which is subject to change without notice. The statements, assumptions and forecasts contained in this document reflect the
judgment of its author(s), unless otherwise specified, and do not reflect the judgment of any other person or of ODDO. This document does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any
advice or recommendation in this document is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice.

This document is for institutional investors only. It may not contain information necessary for others to make investment decisions. Consult your financial adviser or
an investment professional if you are not an institutional investor.

Disclaimers for Distribution by ODDO BHF New York Corporation to United States Investors:
Please refer to the most recent research reports on the subject companies for complete information and relevant disclosures.

This document is produced by ODDO BHF Corporates & Markets, a division of ODDO BHF SCA ( “ODDOQ"). It is distributed to U.S. investors exclusively by ODDO
BHF New York Corporation (“ONY”), MEMBER: FINRA/SIPC, and is intended exclusively for U.S. institutional customers of ONY and cannot be divulged to a third-
party without prior written consent of ONY. This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe
for any investment. This document is being furnished to you for informational purposes only and should not be relied upon as sufficient to form a basis for any
investment decision.

At the time of publication of this document, ODDO, and/or one of its subsidiaries may have investment banking and other business relationships with any of the
companies in this report. While all reasonable effort has been made to ensure that the information contained is not untrue or misleading at the time of publication, no
representation is made as to its accuracy or completeness and it should not be relied upon as such. However, ODDO has no obligation to update or amend any
information contained in this publication. Past performance offers no guarantee as to future performance. All opinions expressed in the present document reflect the
current context which is subject to change without notice. This document does not constitute a personal recommendation or take into account the particular
investment objectives, financial situations, or needs of particular clients. Clients should consider whether any advice or recommendation in this document is suitable
for their particular circumstances and, if appropriate, seek professional advice, including tax advice.

This document is not a research report as defined in FINRA Rule 2241(a)(11) because the material in it is limited to one or more of the exclusions of the definition of
research report in Rule 2241(a)(11)(A). This document is for institutional investors only. Consult your financial adviser or an investment professional if you are not
sure you are an institutional investor.

Disclosures Required by United States Laws and Regulations:

Rule 15a-6 Disclosure: Under Rule 15a-6(a), any transactions conducted by ODDO, and/or one of its subsidiaries with U.S. persons in the securities described in this
document must be effected through ONY.

Contact Information of firm distributing investment recommendations to U.S. investors: ODDO BHF New York Corporation, MEMBER: FINRA/SIPC, is a wholly
owned subsidiary of ODDO BHF SCA; Philippe Bouclainville, President (pbouclainville@oddony.com) 150 East 52nd Street New York, NY 10022 212-481-4002.

Statement of conflict of interests of all companies mentioned in this document may be consulted on Oddo & Cie’s .
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