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President Biden Brings Another Bazooka

Another huge $6 trillion budget plan from President Biden

A focus on infrastructure to keep the US economy

Inflation still at large and surprising to the upside

Calls for earlier US rate rises seem misplaced; however the Fed might be wrong to
suppress a rise in long term interest rates

European equities look to have further to run on the back of accelerating growth

¢ Nascent signs of an increasing pace of vaccinations in Japan a source of comfort for
the market

You might also like our Cryptic Markets and How Much Inflation Do You Want Before You
Believe It. Click here to read them for free.
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President Biden’s announced budget plans dwarf anything seen since the end of WWII. For
many years after the global financial crisis, many central bankers lamented the absence of
fiscal policy to help support growth in struggling economies. That lament is no longer valid. If
enacted in substantially the way proposed, it will have far-reaching effects. The plan is
structural, not emergency relief aimed at alleviating Covid stress.

At the headline level, the proposal is for a budget of S6 trillion, starting on October 1 this year.
The package implies annual budget deficits of $1.3 trillion per annum up to 2030, wealth taxes
notwithstanding. Spending would rise to $8.2 trillion per annum by 2031.

Negotiations are ongoing on infrastructure spending under the American Jobs Plan, slated for
$2.3 trillion. President Biden is on record stating he will accept $1.7 trillion, but Republicans
may baulk even at this lower figure. The next three months will tell just how secure President
Biden’s support on the hill is to get this done.

President Biden wants the US economy to stay competitive, and infrastructure investment is
one key pillar of the strategy. There is $300 billion for repair to bridges, highways and roads,
new schools, and the expansion of high-speed broadband in the infrastructure plan. Apart
from a push to boost employment, the stated policy objective is to remain the globally
dominant economic power in the face of the rise of China.

Other parts of the budget have a strong focus on support for families (American Families
Plan) and education, which sees a 30% increase to $103 billion. There are also generous
allowances for childcare, paid leave, and universal preschool. There will also be targeted
spending on climate change policies.

Immediately after the release of the proposed budget, Treasury Secretary Janet Yellen noted
that the additional deficit spending will push the debt-to-GDP ratio of the USA above 100%
but that it will not permanently contribute to inflation. This is perhaps not too surprising a
view and echoes the Federal Reserve’s stance that the current inflation pipeline pressures are
transitory.

The fear of the fear of inflation.

Another sign of building near term price pressures was the release of the Fed’s preferred
measure of inflation, the PCE deflator (personal consumption expenditure). Core inflation
(excluding food and energy) rose to an annualised 3.1% in April. The headline rate rose to
3.6%, a substantial spike from 1.4% in January.

The current debate over the Fed’s reaction function to inflation is a sight to behold. Some
commentators would have us worry that higher than expected inflation is a concern for the
market. But isn’t this precisely what the Fed is trying to contrive? Remember, the Fed’s
ongoing battle is to create an inflation mentality in the markets and the economy, not to
suppress it.

Hence, we believe the Fed will keep interest rates anchored at close to zero. But at some
stage, they must reinforce the markets raised inflation expectation by allowing long term
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interest rates to rise. Only at that stage will we know whether the Fed has done a good job or
whether the US economy will follow the Japanese into the quagmire of low to negligible
inflation.

For now, the US 10-year government bond yield has settled around 1.60%, and the measure of
interest rate volatility has also begun to subside. But maybe it is only a matter of time before
the 10-year bond yield is allowed out of its cage and allowed to rise. As a potential direction of
travel for central banks in the future, we note that the Reserve Bank of New Zealand became
the first central bank to indicate that it was charting a tightening course. It re-introduced a set
of forecasts that envisage rate hikes from 2022. Quantitative easing continues but at a much-
reduced rate relative to previous targets.

The pace of vaccinations remains key.

There are signs of an acceleration in Japan’s vaccine rollout that could bring some welcome
respite for the equity market. Although Japan has only fully vaccinated 2.4% of its
population, there has been a sharp acceleration in those that have received at least one
vaccination jab. In the past two weeks, the country has administered more than 11 million
doses, most to medical workers, with around half of those coming in the past two weeks. The
Japan Times reports that more than 11% of people aged 65 or over have now received at least
one dose, with an average of 400,000 doses being given a day. There are 105 million adults in
Japan; hence the authorities will have to continue accelerating the pace of vaccinations to
catch up with other developed nations... but the direction of travel is more positive.

In recent months, Japanese equities have underperformed global benchmarks on the
disappointment with the rollout of the vaccine and further lockdowns across the country.
Foreigners have been selling the market again in recent weeks, and the flow of funds was not
helped by news that the Bank of Japan has started to pull back on their purchases of Japanese
equity market ETFs. Remember that European equities had their burst of strong performance
well ahead of the easing of the lockdown. Economists expect positive quarter-on-quarter
growth in the third quarter followed by 10% quarterly annualised growth in the fourth
quarter.

Europe’s vaccine progress is ramping up: Not too long ago, the caveat applying to the
European recovery was that it was not going as quickly as it might have in its vaccine rollout.
Gradually, that risk is fading, even if new COVID variants are evident. In April, extra lockdowns
depressed Euro area retail sales by an estimated 3.5% (the numbers are due this coming
week). The numbers for May should reflect a bounce back, and overall GDP for the second
quarter could be as high as 7.5% quarterly annualised. Manufacturers were largely spared the
worst of the lockdowns. Throughout the period, strong industrial confidence numbers suggest
that the hopes for a robust European rebound are not misplaced.
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Disclaimer & Important Notice
FOR THE INTENDED RECIPIENT'S USE ONLY
The Global CI0 Office operates under Purple Asset Management. This document has been prepared by Purple Asset Management Limited (‘PAM” or the “Company”).

The documenthasbeen prepared on the basis of accounting and non-accounting grade information extracted from within the Company and its affiliates; and of publicly available
economic and market data sources. This information has not been verified by an independent third party and should be treated accordingly. It is furnished to you solely for your
information, should not be treated as giving investment advice and is to be kept confidential and may not be copied, reproduced, distributed, published, in whole or in part, or
otherwise made available to any other person by any recipient.

The facts and information contained herein are as up to date as is reasonably possible and are subject to revision in the future. Neither PAM nor any of its directors, officers,
employees or advisors norany other person makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained in this
document or undertakes any obligation to provide recipients with any additionalinformation. Neither PAM nor any of its directors, officers, employees and advisors nor any other
person shall have any liability whatsoever for losses howsoever arising, directly or indirectly, from any use of this document.

Whilst all reasonable care has been taken to ensure that the facts stated herein are accurate and that the opinions contained herein are fair and reasonable, this document is
selective in nature and is intended to provide an introduction to, and overview of, the business of PAM. Any opinions expressed in this document are subject to change without
notice and neither PAM nor any other personis underany obligationto update or keep current the information contained herein.

Such information contains “forward-looking statements” which are not historical facts and include expressions about management's confidence and strategies and
management’s expectations about future revenues, new and existing clients, business opportunities, economic and market conditions. These statements are made on the basis
of current knowledge and assumptions. Various factors could cause actual future results, performance or events to differ materially from those describedin these statements.
These statements may not be regarded as a representation that anticipated events will occur or that expected objectives will be achieved. The forward-looking statements in
this documentare only valid untilthe date of this document and ISl does not undertake to update any forward-looking statement to reflect events or circumstances after the date
hereof or to reflect the occurrence of unanticipated events. This document is not an offer to sell securities or the solicitation of an offer to buy securities, nor shall there be any
offer or sale of securities inany jurisdiction in which such offer or sale would be unlawful prior to registration or qualification under the securities laws of such jurisdiction
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