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Objectives

By the end of this course, you will be able to:

* Understand how the middle market fits into current economic
conditions

 Prepare for uneven economic growth across the economy driven
by industry differences

fvalara e

Economic outlook...pre-pandemic (slide from January)

Primary themes This was the RSM baseline
+ Growth deceleration forecast pre-pandemic;
- GDP 1.8% 2019 useful guide for baseline
- Deceleration to 1.5% 2020 economic outlook prior to the
- Consumer propping up economy pandemic and economic
- Weak fixed business investment shocks.

* Employment growth solid
- Unemployment rate at 3.6%
Fed on hold
* Inflation back toward 2%
* Risks to outlook

- Policy errors: trade and/or central banking
- Liquidity event: COVID-19
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Pandemic economics, recovery and beyond

U.S. economy: Recovery in progress... now stalling
* Supply, demand and financial shocks beginning to ebb

* Household consumption a risk due to lack of fiscal support

* Major risk to the economic outlook: second wave of pandemic

Policy response

» Policy impasse over fiscal aid downgrades growth prospects in Q4’20 & Q121

* Main Street Lending Program needs modifications

« Until there is a vaccine, or multiple major therapeutic breakthroughs, no full recovery

Shape of recovery
K-shaped recovery? No, K-shaped economy Large firms seeing pickup in activity
Elongated and frustrating in some industries Middle market moves out of recession
Housing and manufacturing lead rebound Long-term damage to small businesses and
= 17% of total economy services sector

Source: RSM US LLP
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Pandemic economics, recovery and beyond

U.S. growth picture
*  Q1'20: minus 5%
Q220: minus 31.4%
Q3'20: RSM forecast 33.5%
Q4'20: RSM forecast 2.25%

Financial conditions

» Financial conditions only modestly supportive of growth
Equity prices back to near all-time highs
Equity market not connected to conditions in the real economy
Real negative rates

Important upcoming dates

*  November 3, 2020 U.S. Election
* Federal protection for employment has already expired
* Risk of permeant unemployment rising

Source: RSM US LLP
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Pandemic economics, recovery and beyond

Lvalara

U.S. employment

* Mass unemployment: Over 62 million experienced some form of unemployment & loss of income
*  7.9% unemployment, 12.8% under-employment
* Real unemployment rate likely 3 percentage points higher

U.S. savings rate at 14.1%

* Upper income earners: pulled back spending by 7.1% since January 2020; net savers
* Low-income earners: spending up 0.3% since January 2020; net spenders

Government support key to propping up economy

. ng period of fiscal aid will be necessary
» $15 billion per week in lost government income support due to policy impasse

Inflation

« Disinflation/deflation in the near to medium term
Inflation longer term
1965-80 economy

© 2020 RSM US LLP. All Rights Reserved
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Real Economy shock: Labor market

New and continuing jobless claims only slowly declining; remain elevated
(840,000/10/9mm through Sept. 25)

U.S. continuing jobless claims (Sept. 25)

Number of claims (millions)
30

New

f 5

jobless .
claims g 8ge2Rts g
B B N R 3 3 &

(thousands)
Federal Reserve Economic Index
Index

0

| -2

4 -4

ol = -6

% = .

-10

Source: BloombergNEF, Department of Labor, U.S. Federal Reserve Bank of New York; Note: The Weekly Economic Index 12

tracks 10 weekly indicators of real economic activity, scaled to have the units of four-quarter percent change of real GDP.
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Real Economy shock: Labor market

Source: BLS; Bloomberg; RSM US
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Weekly initial jobless claims — January to September 2020
(Seasonally adjusted weekly claims and 13-week moving average)

Pre-crisis
average weekly
claims = 210,000
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Coronavirus

March to April 2020

outbreak and
economic shutdown
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Real Economy shock: Labor market

Job losses (000s)
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—Not on temporary layoff

U.S. job losses before and after recessions

2001
Dot.com bust

2000 2005

2020 RSM US

2007-2009
Great Recession

2020
COVID-19
pandemic

Total job losses
4.5 million

Loss of permanent job
3.8 million

0.7 million

Loss of temporary job

1000 M

2010

——Loss of permanent job
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2015 2020
——Completed temporary job
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Real Economy shock: The next shoe...

Change in state & local employment in education and non-education positions during recession episodes
(Year-over-year change in employees)
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Source: BLS Establishment Survey; Bloomberg; RSM US
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OPTIMISM

PESSIMISM

The RSM US Middle Market Business Index in August
is statistically higher compared to July

Middle Market Business Index
(seasonally adjusted)
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Real Economy: Small businesses open

In the United States, as of September 20 2020, the number of small businesses pownLoap cHarT [
open decreased by 24.2% compared to January 2020.
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Real Economy: Small businesses revenues

In the United States, as of September 20 2020, total small business revenue DOWNLOAD CHART
decreased by 22.4% compared to January 2020.
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Monetary policy response: The kitchen sink

®) O O O
Rates to zero Restart QE Liquidity and Still
lending facilities more...
« Temporary yield * Large scale asset + Nine different lending
targeting purchases facilities
« $6 trillion in liquidity * Open trillion dollar * Main Street Lending
commitments swap lines Program

* Loans to banks at 0%

* Negative rates not on
the table.. yet

fvalara e
Fiscal policy response: 11.4% of GDP
o O O O

Phase 1 Phase 2 Phase 3 Phase 4
US$8.5 billion US$105 billion US$2.2 trillion  US$484 billion
* Medical + Unemployment Made up of: . PPP
« Scientific insurance * £500bn cash payout |
- R&D - Sick leave to Individuals - Small business

« $350bn in small

. EEHAdcataStrophe business loans * Hospitals
« $425bn bailout for * Testing R&D
industry
« $454bn backstop for
the Fed
Avalara -
& K faland Capét 2020 RSM US LLP. All Rights Reserved RShA
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The RSM US Middle Market Business Index in September
is statistically higher compared to August

Middle Market Business Index
(seasonally adjusted)
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General economy performance (total) needs updating

General Economy Performance (Total)
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170 First, thinking about the general economy this quarter versus last quarter, how would you describe the current general economy? Would you say the general economy has . . .
171 What are your expectations regarding the general economy over the next six months? Do you expect the general economy will. . .

NOTE: Due to Seasonal Adjustment, % top 2 box, % botiom 2 box, and % remained unchanged may not add to 100% 1 I
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Interest rates: Market pricing in disinflation

10-Year Yields, the CPI and Inflation Expectations

8
7 Dec. 2008
Depth of Financial Crisis: D‘I?rce; dZ:\jvz:I%gt\:ltInggo
6 Unanchored expectations of risk .
and expectations of lower
5 short-term rates and
increasing risk of deflation
9 4
3 3
2 loomrncans
s 2
1
0
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= 10-yr Treasury yield Average inflationrate ~~ -=--- Inflation expectations (10-year)
Source: Phily Fed; Bloomberg; RSM US
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Consumer spending

In the United States, as of September 20 2020, total spending by all consumers

decreased by 3.8% compared to January 2020,
+10% 1
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Mar 27
CARES Act Enacted
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Consumer spending propped up by government transfers

U.S. Real Personal Income Excluding Government Transfers
in 2012 dollars and year-over-year % changes 2
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Source: BEA; Bloomberg; RSM US
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— Jerome Powell

“There is the risk of permanent damage...

Political Views &
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Stay-at-home restrictions

States reopening status by sector

Four more states
reopened, while parts
of New York City are
forced to reclose
non-essential business
as cases rise

Color Legend
" Reopengd
P A Reopening
- . v L Opening paused
¥ B Reclosing
2o
Source: BloombergNEF, New York Times; Note: Data as of October 7, 2020.
I I
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Real economy shock: The “Back-to-Normal” Index

The Back-to-Normal Index

0% ——— 100% = Normal

The pandemic economy is far from normal. So Moody’s
Analytics and CNN Business have partnered to create a
proprietary Back-to-Normal Index, comprised of 37
national and seven state-level indicators. The index ranges
from zero, representing no economic activity, to 100%,
representing the economy returning to its pre-pandemic

level in March.
United States v
——————————————————————— 100%
————
"2
R
The economy in the United States is operating at 80% of where it was in
early March,
New coronavirus Number of states with improved
cases in the last 7 days Index since last week
292,97 v 21

Avalara RSM
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Real-time economic activity

Restaurant dine-in activity improved dramatically led by GA, FL and TX. All three states have surpassed 75% of Feb. levels

Retail activity

Year-on-Year % Change
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California 3% -45%
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NYC subway, vehicle entries
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Source: BloombergNEF, OpenTable, ProdCo, Moovit, and New York City Metropolitan Transportation Authority
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U.S. mobility and engagement
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I I

RSM

Real-time economic activity

Jet fuel demand still sits at about half of where it was this time last year with relatively flat daily flight departures.

TSA checkpoint traffic
Traveler Throughput (Million)

2.5 100%

20 BO%
1.5 B0%
Traveler throughput (L)
Decline year-on-year (R)
7-day rolling average
1.0 A40%
0.5 20%

0.0
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Source: BloombergNEF, TSA
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Daily flight departures

Daily Departures
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Jet kerosene storage
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How long before the U.S. is back to full production?

* How long?
- Scenario one: single pandemic wave
* US economy should begin to recover in Q4
- Scenario two: second pandemic wave
* Regionalized lockdowns
* Recovery in second half of 2021
- Scenario three: persistent pandemic waves
* Regionalized lockdowns
* Recovery in 2022

 Steps to fully reopening economy
- Aconsistent decrease in the number of cases
- The ability to test, isolate and trace
- Sufficient amount of health-care infrastructure available if re-emergence
- Effective therapies and vaccine available to entire population

I I
fvalara RSM
& Ll i o 2020 RSM US LLP. All Rights Reserveg
U.S. daily reported coronavirus cases
Daily and seven-day moving average of newly reported cases of COVID-19 infections
80,000 Second peak of 69,000
cases per day
70,000 July 26 43,600 new cases per day
Initial peak of 32,600 as of Oct. 3
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Sources: Worldometers.info; RSM US
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U.S. daily and cumulative COVID-19 deaths

Reported daily and seven-day average of deaths attributed to COVID-19
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U.S. outlook: What could go right?
Positive themes
* Growth acceleration
- Business investment awakens
- Innovation takes off
- 5G changes current urban vs rural divide (new demand driven)
- Health care spending as a percentage of GDP drops
* Employment growth solid
-~ Unemployment rate at historic low
-~ Wage growth resumes;
* Positive risks to the economic outlook
- Peak polarization passes; collaboration defines coming decades
fvalara .-R_SI\ r
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Starting the conversation

* What is the issue?
* Why does it matter?
» What are you going to do about it?

© 2020 RSM US LLP. All Rights Reserved
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Starting the conversation: The Real Economy

The Real Economy Cheat Sheet: May 2020

What is The Real Economy?

+ The RSM US flagship pubbication, The Res! Economy. was lsunched in January 2015 and
prowdes economic analysis and insights about the productve side of the economy and the long-
term investment that underscores the direction of growth, p y and lving dards in tha
United States.

What do we mean by “the real economy™?
s “The real economy” is that part of the economy organized around the production of goods and
senacas, which accounts for about 40% of U.S. GDP and which employs one-third of the workforce .
+ On aglobal basis, the real economy” is an even larger component of worldwide growth.

The Real Economy: Volume 65
Curtailing the second wave: The case for a staggered reopening of the economy
By: Joseph Brusuelas

= Asthe number of coronavirus infections and deaths continued to nse in the LS in Apnl, these
figures presented a sobering reality. Despite the recent incremental decline in newly reported
cases, Amenicans remain at risk. Recent relaxation of shellerin-place orders being implementad
by some states presents a clear nsk for a second wave of the pandemic, according to
epdemiclogical studies and related research. However, with a surge of people joining the ranks
of the unemployed since late March, urgency 1o reopen the U.S economy is mounting

Tl Tailile e s e e e i e e e

0 RSM US LLP. All Rights Reserved.
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Starting the conversation: The cheat sheet

Quest

Lvalara

ions fo engage your clients and contacls
What actions are you taking right now to SERVICES CONSIDERATIONS
address the impact of the coronavirus on
:’":: r:gin:;s:ou e e RSM services fo further engage your clients
distuption? and contacts.

* Have you taken advantage of emergency e Credits and incentives
funding and do you require help in + Contract compliance
understanding terms and conditions, + Private equity portfolio
compliance, etc.? «  Business continuity and disaster

+ Are there tax implications or incentives that ecovery
you should be considenng during this time of + Cybersecurity and data prvacy
recovery? *  MEA adwsory

+  How are your supphers impacted duning the . g or i Ll

PR and tual recovery? . in intell nce

= How are you managing incoming inventory? : tcml'n' - l" hi men

= How can you scale down operations and i i
position fo scale back up? IIIM_M_

- How are you communicating with and +  Enterpuss resouice glanning
managing employees, both onsite and ¢ mmmm
U’maf’ . M mation

How are you enabling productivity for remote + Baoid Assessmient®
employees?  Tax function oplimization

«  How are you posilioning the business for *  Audit compliance
cash flow in a declining revenue market?

© 2020 RSM US LLP. All Rights Reserved.
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Thank you!

» Subscribe to our free monthly economic coverage for the middle
market, visit the newest The Real Economy issue

* Find our quarterly Industry Outlooks here

 For daily economic and industry insights visit The Real Economy

blog at realeconomy.rsumus.com

* For more information on COVID-19, visit our Coronavirus

Resource Center, updated on a daily basis

Lvalara
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RSM US LLP

+1 800 537 7178
rsmus.com

This document contains general information, may be based on authorities that are subject to change, and is not
a substitute for professional advice or services. This document does not constitute audit, tax, consulting,
business, financial, investment, legal or other professional advice, and you should consult a qualified
professional advisor before taking any action based on the information herein. RSM US LLP, its affiliates and
related entities are not responsible for any loss resulting from or relating to reliance on this document by any
person. Internal Revenue Service rules require us to inform you that this communication may be deemed a
solicitation to provide tax services. This communication is being sent to individuals who have subscribed to
receive it or who we believe would have an interest in the topics discussed.

RSM US LLP is a limited liability partnership and the U.S. member firm of RSM International, a global network
of independent audit, tax and consulting firms. The member firms of RSM International collaborate to provide
services to global clients, but are separate and distinct legal entities that cannot obligate each other. Each
member firm is responsible only for its own acts and omissions, and not those of any other party. Visit
rsmus.com/aboutus for more information regarding RSM US LLP and RSM International.

RSM, the RSM logo and the power of being understood are registered trademarks of RSM International
Association.
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