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Significant support from fiscal policy at the moment

Fiscal deficit and unemployment rate

—Fiscal deficit as % of GDP (ls) —Unmployment rate (rs)
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Significant support from monetary policy at the moment

USD blin Monthly flow of G4 central bank asset purchases USD bin
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Assumptions: Fed to purchase monthly $ 60 bn assets in December 2019; $ 30 bn between January & March 2020 and $ 10 bn between April and June 2020
and then hold till December 2020; ECB to purchase EUR 20 bn assets monthly till December 2020; BoE to maintain assets as is through December 2020; BoJ to
stealth taper asset purchases such that monthly purchases to become zero by December 2020. All FX forecasts assumed to be the same as November 2019.

Source: Fed, ECB, BoJ, BoE, Haver Analytics, DB Global Research
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Chicago Fed and St. Louis Fed measures
of financial conditions are at all-time lows
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Source: FRBSTL, FRBCHI, Haver Analytics, DB Global Research
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Economic policy uncertainty disconnected from markets since 2009

— Economic Policy Uncertainty Index (Is)
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Source: PolicyUncertainty.com, Wall Street Journal, Haver Analytics, DB Global Research
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Trade war uncertainty has been
holding back corporate capex spending

— Core capital goods shipments
— Non-residential business fixed investment
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Banks’ willingness to lend and corporate demand for loans

declining despite the Fed turning dovish and cutting rates
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— Banks' willingness to lend consumers

— Banks' reporting stronger demand for C&l loans
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2018 corporate tax cut boosted buybacks

S&P 500 composite
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Source: S&P, Bloomberg Finance LP, Haver Analytics, DB Global Research
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What's the source of the rally in the
stock market since 20097 Buybacks

$ billion Cumulative net purchases of US corporate equities $ billion
— Households — Non-financial corporations
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Note: Other domestic institutions includes Property-Casualty Insurance Companies, Life Insurance Companies, Private Pension Funds, Federal government

retirement funds and state/local government employment defined benefit retirement funds
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US: Consensus expects 2% growth
and 2% inflation over the coming 18 months
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Conclusion:

Macro implications of trade policies

Backdrop for trade war:

- Strong fiscal expansion

- Easy monetary policy, including in Europe and Japan

- Extremely easy financial conditions

Despite these tailwinds, capex has continued to slow down.

Maybe Fed forward guidance has made policy uncertainty
disconnected from financial assets.

But policy uncertainty is still strongly connected with capex
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