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Economic Outlook

Baseline assumes real GDP declines by 5.1% in 2020.

Peak unemployment reached, but risks to the labor market remain.

Disinflationary headwinds abate, with core services rebounding strongly.

Fed to keep rates at the Effective Lower Bound, balance sheet growth to continue.
Long-term yields to remain low.

Uncertainty remains over the depth and duration of the crisis.



Macro Fundamentals

Range of estimates for 3Q GDP growth 15% to 30%.

Service sector to recover around $600BN in activity on an SAAR.

Real private fixed investment to continue to fall in 3Q20.

Trade headwinds to persist into 2H20, widening trade deficit.

Without a phase 4 fiscal agreement, government contributions to growth to taper off.

Risks to 2020 tilted to the upside.



Economic activity
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ISM index surges past pre-pandemic levels,
but readings on industrial production
weakening.

Some early signs improvement in mining
sector with active rig counts rising.

Single-unit residential permits reach highest
level since 2007 (+1038K).

S&P CorelLogic home prices accelerate to
4.8% year-over-year in July.

Real personal disposable income declining as
impact from fiscal stimulus fades.

Consumer confidence surpasses April lows,
but remains well below pre-pandemic average.
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Economic trends: Strong income support from fiscal package driving
rebound in retail sales
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Economic trends: Dollar weakening and resumption of global activity drive

recovery in exports
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Consumer credit cycle: credit quality and interest coverage remain favorable
for consumers
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COVID-19

COVID-19 cases rising once again as distancing declines with the resumption of school and increased
social interaction.

Despite the rise in cases, the number of hospitalizations as a share of positive cases remains well below
peak in April.

Estimates of the R, suggests that measures taken in the Sunbelt have been successful at bringing down
the infectious rate to those that are consistent with non-accelerating increase in number of cases.

Average R, across states rising with new hotspots emerging and 2"¥ waves surfacing in coastal areas.

Changes in individuals behavioral responses, the threat of a more prolonged period of compulsory
distancing and risk of persistent dislocations on the supply-side point to jobless recovery rather than
quick bounce back.

While therapeutics, treatment and patient outcomes have improved, the demands of the pandemic may
require further fiscal action before there is a vaccine.
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COVID-19: U.S. surpasses 7M cumulative cases

HOSPITALIZATIONS AS A SHARE OF POSITIVE TEST
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COVID-19: Effective reproductive number receding in Sunbelt hotspots but
rising in previously contained areas

EFFECTIVE REPRODUCTION NUMBER (R,)
(#, WEEKLY AVERAGE)

25

1.

[4)]

—

L >»C 5 obkEbS >»>"C35 oS >»xC35 o3 >2C5abLbS=>»>C353abkbtS>xC35obE58%S >2C35 obkS >»xC35 oS >C35 abb>xC 35 a
W%mj%wm%mj%wm%mj%wm%m:s%a)m%mj%wm%mj%wm%mj%wm%mj%wm%mj%wm%mj%w
ZEd=2 i 0L =z2 i 0ES=z2 i 0=tz i 0EZ%=z2 i 0=tz inoEd=z2 i 02t =2 i 0EEt=2 i 0E=L=2 00
T I+t It il il d il ldtw it diwlitddiwlItddlinwlstddlinlsdd
T a o T ad T ad T8 ad T8 ad T a o T ad T ad T8 ad T8«

AZ CA FL IL Ml ND NY TX WA u.s.

Source: BBVA Research, CDC, ECDC, JHU



BBVA Research / U.S. Macroeconomic Pulse. September 2020 n

Financial Markets: tensions remain subdued despite significant number

of domestic COVID-19 cases

CORPORATE SPREADS, BP
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GDP: We expect strong recovery in 3Q20, following collapse in 2Q20
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(<-5%) (YEAR-OVER-YEAR %)
40 20
30 15
20 10
0 Bl e BN
|| HEEN- 0
-10
-5
-20
-10
-30
-15
-40
o o o ®© O © © T T T O L O Wb QO =
4 49 4 4 4 4 N4 O O 90 2 S 2 S 5 9 -20
O 0o o0 Q0 QL uw uw 2 2 = ¢
S8 e ST A8 ez >y 5@y oM 295850 SSRSST SSR%ST SSSSaT SS88%% S5855
z n 2 2 SCabEd A0 d LLadid tiadid LLAbGEL LLadsd
S S 333423 =38423 =384823 =38a33 =38433 =384=3
Quarterly 3Q20 2020 Goods Services Nonresidential Residential Net Exports Govemment

Source: BBVA Research, FRB & Census
*Shaded area=GNP



BBVA Research / U.S. Macroeconomic Pulse. September 2020 m

COVID-19 Macro Scenario

UNEMPLOYMENT RATE, %

REAL GDP, YOY%
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Fiscal Policy: Fiscal deficits to surpass 16% of GDP in 2Q20
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Labor Market

Nonfarm payrolls have increased by 10.6M after declining 22.M in March and April, resulting in a net
drop of 11.5M since the start of the pandemic in February.

24.2M people were out of work due to pandemic-related business closures and 5.2M individuals reported
as not in the labor force were unable to look for work due to the pandemic.

Government transfers helping to keep personal savings afloat in a time of wide spread layoffs.

August report imprints an upside bias to our short-term forecasts and suggests that labor market
conditions could normalize sooner than expected.

However, given the magnitude of the fallout due to the pandemic, a full recovery to “maximum
employment” is still likely to take time.
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Labor market: Continued improvement with strong gains in leisure &
hospitality, retail and profession business services
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Labor market: Job opening rebound as lock-down measures are relaxed and
economic activity normalizes

JOB OPENINGS QUITS
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Labor market: While gap remains, participation and employment-to-pop ratio

converging with pre-pandemic levels
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Savings rate falls again, but data continues to point to elevated precautionary
savings and service sector dislocations

PERSONAL SAVINGS RATE
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Inflation

In August, CPI rose 0.4% over the month and 1.3% over the last twelve months.

Headline consumer price growth was broad-based, but was largely driven by 5.4% increase in used car
and truck prices.

Prices for gasoline (2.0%), recreation (0.7%), and household furnishings (1.0%) grew strongly in August.
In terms of core consumer prices, August saw solid growth of 0.4% MoM and 1.7% YoY.
Inflation expectations over the next 5-years remain anchored around 1.8%.

Potential for supply-side pressures remains albeit less so than the risk of a major negative demand-side
shock or spillovers from a sharp fiscal contraction.

Our baseline assume CPI growth will grow moderately this year and next.
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Inflation: Energy headwinds fading as food and core prices begin to heat up
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Inflation: Our baseline assumes CPI continues to edge up in 2H20 and in 2021

INFLATION EXPECTATIONS HEADLINE & CORE CPI
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Inflation: While demand-side risks

remain, deflationary headwinds have
abated
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Monetary Policy: Federal Reserve

The change in forward guidance signals that interest rates will remain at the zero lower bound
indefinitely and they will remain below neutral even after goals are reached.

The statement did not include meaningful changes to the current strategy on asset purchases.

While the Fed’s economic outlook depends significantly on the course of the virus, the committee's
projections improved markedly from June.

Market expectations coalescing around extended period at the Effective Lower Bound (ELB).

Based on the latest statement and changes to the committee’s Longer-Run Goals and Monetary Policy
Strategy, we expect the Fed to raise policy rates in 2025.



Monetary Policy: Committee’s outlook for interest rates edges down despite
significant upgrade in forecasts
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Monetary Policy: Market and consensus expectations consolidating around
ELB for extended period of time

FED FUNDS RATE PROJECTIONS
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Fed Balance Sheet: Balance sheet growth slows as uptake in loan and
emergency facilities moderates and LSAPs decelerate
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Interest Rates

Fed’s commitment to financial stability was successful in reducing market frictions.
10-yr and 2-yr Treasury yields steadying around 0.7% and 0.1%, respectively.
Negative term-premium to persist with LSAP and Fed commitment to keeping yield curve stable.

Inflation expectations improve while nominal yields holding steady, pushing down long-term real treasury
yields.

T-Bill yields remain anchored to administrative rates at ZLB.

Unprecedented conditions imply positive yield curve slope in spite of the major deterioration in the
macroeconomic environment.

Baseline assumes long-term yields will remain lower for longer.
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Interest rates: Long-term real rates remain negative despite some modest
declines in long-term inflation expectations
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Interest rates: Strong intervention by Fed supporting uptick in Treasury

supply
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Interest rates: Prolonged monetary policy accommodation and structural

headwinds will keep nominal yields below equilibrium levels
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Interest rates: Baseline assumes persistent upward sloping yield curve
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Oil Prices

Fundamentals are consistent with our baseline scenario. In the absence of a vaccine, prices will remain
below $45/b for the rest of the year.

Demand is recovering, but continues to be capped by the pandemic’s effects on economic activity.
OPEC+ compliance has been supportive of prices, however, output cuts will slow down as planed.
Although still above trend, inventories have subsided, easing pressures on storage capacity.
Second waves of contagion around the world could limit the recovery of demand.

However, prospects could significantly improve if a vaccine is available in 4Q20.
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On average, WTI prices remain stalled. Pressures on storage capacity have
eased, but remained elevated

U.S. CUSHING, OKLAHOMA NET STOCKS PERCENT U.S. REGIONAL BENCHMARKS 2020
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U.S. shale production may have reached a bottom

U.S. ACTIVE RIG COUNT: OIL RIGS
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Government intervention has eased financial pressures and helped avoid

mass bankruptcies

BLOOMBERG-BARCLAYS HIGH YIELD ENERGY
AVERAGE OAS ($)
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Higher prices and government aid set the conditions for a sustained recovery

AT WHAT PRICE DO YOU EXPECT THE MAJORITY OF
PRODUCERS IN THE U.S. TO RESTART HORIZONTAL

SHUT-IN WELLS? ($ PER BARREL)
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Source: Dallas Fed Energy Survey 2Q20

WHICH OF THE FOLLOWING GOVERNMENT
ASSISTANCE PROGRAMS HAS YOUR FIRM APPLIED
FOR? (SHARE OF PARTICIPANTS)

Small Business Administration

(SBA) I 0%

Paycheck Protection Program
None  [INNEEEEEEG /7

SBA Economic Injury Disaster o
Loan - 10%

Federal Reserve Main Street

Lending I 2%

SBA Express Bridge Loans | 1%

SBA Debt Relief 0%
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Conditions are expected to improve most likely in 2021 and onwards

DALLAS FED ENERGY SURVEY

(2Q20)
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m\When do you expect U.S. drilling and completions activity to return to pre-COVID-19 levels?*
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m
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mWhen do you expect global oil consumption to return to pre-COVID-19 levels?**

*Executives from 147 oil and gas firms answered the question between June 10 and June 18, 2020
** Executives from 152 oil and gas firms answered the question between June 10 and June 18, 2020

Source: Federal Reserve Bank of Dallas
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Disclaimer

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research U.S. on behalf of itself and its affiliated companies (each BBVA Group Company) for distribution in the United States and
the rest of the world and is provided for information purposes only. Within the US, BBVA operates primarily through its subsidiary Compass Bank. The information, opinions, estimates and forecasts contained herein
refer to the specific date and are subject to changes without notice due to market fluctuations. The information, opinions, estimates and forecasts contained in this document have been gathered or obtained from

public sources, believed to be correct by the Company concerning their accuracy, completeness, and/or correctness. This document is not an offer to sell or a solicitation to acquire or dispose of an interest in
securities.
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