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Government support is holding the US economy together
 Personal

income
has
actually
increased,
even
amid
record
unemployment, thanks to extraordinary
welfare payments.

 Support

to companies to keep
employees on payroll has prompted
them to bring back workers.

 The economy ‘added’ 4.8 million jobs
in June, but nearly all of them were
people coming back from furlough.

 Meanwhile,

the
number
of
permanently unemployed Americans
increased by 588,000 to 2.9 million.

 The concern now is what happens
when the current welfare programs
expire at the end of July.

 FAB AAC remains overweight highquality investment grade bonds.
It was a blockbuster jobs report by most
measures. In June, 4.8 million Americans
returned
to
work,
reducing
the
unemployment rate to 11.1% from 14.7%.
The number, however, may not have been
so good as it seemed at first glance.
Almost every single job added was
attributed to people returning from
temporary layoff. Meanwhile, the number
of permanently unemployed Americans
increased by 588,000 to 2.9 million,
according to the data from the Bureau of
Labor Statistics released today.
In other words, more than 2% of the US
workforce lost their jobs in the past three
months for good. There are still 10.6
million people on furlough and the
question remains how many of them will
have a job to return to next month.

Taking from the trend of the past two
months, for every 10 furloughed workers
that are called back, at least one is let go.
If that rate continues, the US will have an
unemployment rate of nearly 8% by yearend. That number, however, may end up
being much higher, depending on what the
US Congress does about the paycheck
protection program.
The slow but steady reopening of the US
economy has prompted many companies
to restart activities and call back their
workers, something that is reflected in the
fact that the services sector was the
biggest contributor to the furlough
reversals. But a significant part of the
strength of the economy, which has limited
the damage of the shutdown, has been
the support from the government.
The Paycheck Protection Program offered
loans that could become grants if a
company kept their employees on payroll.
And additional welfare checks kept
Americans spending.

Government programs have
more than made up for the lost
income of jobless Americans
In fact, thanks to the fiscal stimulus, the
US as a whole had more money to spend
in April than it had in January. The
government more than made up for the
income loss the shutdown caused.
The trouble is that the good news may
prompt the US Congress to slow down
more stimulus, especially considering that
the presidential elections are coming in a
few months. And many of the programs
that were so successful in restarting the
economy will expire at the end of July.
Without government support, it remains to
be seen how willing companies will be to
continue to call back their workers. The
risk, is that this clear V-shaped recovery,
goes back into intensive care once the
government turns off the life support.
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