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The Year 2020 Finally in the Books 
Despite enormous challenges during 2020, economic 
output declined by only 3.5 percent compared to 2019, 
defying more dire expectations from early in the pan-
demic.  
 
After declining and then rebounding by more than 30 
percent at an annualized rate in the second and third 
quarters, the economy grew at a more pedestrian pace 
of 4.0 percent in the final quarter of 2020. The effects 
of the pandemic’s surge in the late fall and early winter 
constrained personal consumption expenditure 
growth. Broad-based investment recovery saved the 
day, though; real GDP would have contracted slightly 
without investment’s contribution. On the downside, 
rising imports of goods and services, as well as de-
clines in both state and local government consumption 
expenditures and federal defense spending, sub-
tracted from real GDP growth. 
 
Without the unprecedented federal fiscal support that 
partially insulated households and firms from a more 
severe contraction, the economic picture would have 
been far grimmer.  

Too Far from Normal for Far Too Many 
After spiking to 14.7 percent in April 2020, the unem-
ployment rate has more than halved, to 6.3 percent in 
January 2021. The promising headline rate—on par 
with 2014 levels—hides a far weaker state of the labor 
market. Total payroll employment growth virtually 
stalled in January, rising by only 49,000 jobs. There 
are still 9.9 million fewer jobs than in February 2020. 
The unemployment rate, if corrected for a lingering 
household survey misclassification error, would read 
0.6 percentage points higher, while the labor force par-
ticipation rate is still almost 2.0 percentage points 
lower than a year ago.  
 
National averages hide a huge disparity in labor mar-
ket outcomes. While the overall unemployment rate is 
up 2.8 percentage points compared to a year ago, un-
employment for workers previously employed in the 
leisure and hospitality industry is up 10.0 percentage 
points. Clearly, many people still need a lot of help. 

The Two Pillars of Recovery 
In December 2020, Congress passed $900 billion of 
fiscal support. We expect another $1.6 trillion bill to 
pass by mid-March. Between the two bills, many 
Americans will get $2,000 in rebate checks. The un-
employment compensation boost of $300 per week 
will grow to $400 by April and continue at least through 
September. We also expect a boost to food stamps, a 
child tax credit expansion, and more rental assistance, 
among others. This generous temporary expansion of 
the safety net should help both the pace and the 
breadth of the recovery. 
 
With two vaccines being rolled out and at least two 
more likely to receive regulatory approval soon, the 
speed of vaccinations is likely to move up from the re-
cent 7-day average pace of 1.5 million doses per day. 
Once most seniors are vaccinated, the hospital load 
and the daily death toll are likely to drop dramatically, 
facilitating rising consumer comfort levels, relaxation 
of pandemic restrictions, and faster economic growth. 

The Ghost of Inflation 
While large increases in government deficits and sec-
tor-specific post-pandemic supply constraints could 
set off an inflationary cycle, so far evidence of inflation-
ary pressures in the hard data is very limited. The year-
over-year core and headline PCE inflation remained 
well under 2.0 percent late in 2020, while the January 
2021 CPI report also did nothing to set off inflation 
alarms. The PPI for final demand goods, however, 
posted a couple of strong readings in December and 
January. Market-based measures of inflation expecta-
tions are up considerably since late November. The 
most recent reading of the 5-year breakeven inflation 
rate, at 2.3 percent, however, is not inconsistent with 
the Fed's new inflation control strategy.  

The Fed Ain't Afraid of No Ghosts 
According to the latest statement of the FOMC, the 
federal funds rate will remain near zero "until labor 
market conditions have reached levels consistent with 
the Committee's assessments of maximum employ-
ment and inflation has risen to 2 percent and is on 
track to moderately exceed 2 percent for some time."  
This explicit commitment to accommodative monetary 



 
 

policy is consistent with the Fed's strategy to achieve 
inflation that averages 2 percent over time, as pre-
sented in the Statement on Longer-Run Goals and 
Monetary Policy Strategy released in August 2020. 
 
Given our inflation and labor market outlook, we ex-
pect the federal funds target range to remain un-
changed, at 0–0.25 percent, over the duration of our 
forecast.  

A Blue Wave, Barely 
While the results of the January runoff elections in 
Georgia yielded Democratic majority rule, thin majori-
ties in both chambers of Congress will create chal-
lenges for the Democrats, forcing negotiations and 
compromises and limiting the scope of what could be 
achieved.  
 
After passing the pandemic relief bill discussed earlier, 
the Democrats will likely turn to President Biden's cam-
paign promises. Using two more reconciliation bills for 
fiscal 2022 and 2023, it should be possible to enact 
parts of the climate change agenda, to adjust the tax 
code, and to shore up the ACA. This forecast assumes 
only moderate acceleration of federal government 
spending starting in fiscal 2022, but there is potential 
for significantly more. 

The 2021–22 Outlook: The Return of Growth 
We project the annualized real GDP growth rate to 
ramp up from 3.6 percent in 2021Q1 to 5.0–5.5 per-
cent in 2021Q2–Q3, as a wide vaccine rollout facili-
tates a strong rebound in consumer spending on ser-
vices. Real GDP exceeds its prior peak during 
2021Q3. We anticipate that output will rebound by 4.8 

percent on an annual basis in 2021 and subsequently 
grow by 3.9 percent in 2022 as government spending 
growth replaces income support. 
 
The annualized light vehicle sales pace of 16.6 million 
units in January 2021 almost matched its pre-pan-
demic level. However, the global semiconductor short-
age is likely to further harm already limited levels of 
inventory and constrain sales. The shortage could take 
months to resolve, limiting the 2021 annual vehicle 
sales volume to 16.5 million units. Sales rise to 16.8 
million vehicles in 2022. 
 
While our annual projection for total housing starts 
jumps by about 0.2 million units for 2021, most of the 
increase had already happened late in 2020. We pro-
ject a modest cooling off early in 2021, followed by 
steady growth throughout the rest of the forecast. 
 
The recovery of payroll employment lags real GDP, 
with 2022 ending 290,000 jobs short of the level in 
2020Q1. A widespread return to in-person education 
by fall 2021 will bring government employment closer 
to the pre-pandemic level. The unemployment rate av-
erages 5.8 percent in 2021 and 4.8 percent in 2022. 
 
We expect the drag from labor market slack to domi-
nate forces that would otherwise push inflation higher. 
We project core CPI inflation of 1.9 percent and 2.1 
percent in 2021 and 2022, respectively. As energy 
prices rebound in 2021, all-item CPI inflation averages 
2.3 percent, exceeding that of the core. All-item and 
core CPI inflation converge in 2022. 
 


	Despite enormous challenges during 2020, economic output declined by only 3.5 percent compared to 2019, defying more dire expectations from early in the pandemic.
	After declining and then rebounding by more than 30 percent at an annualized rate in the second and third quarters, the economy grew at a more pedestrian pace of 4.0 percent in the final quarter of 2020. The effects of the pandemic’s surge in the late...

