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Hoping for a Single Wave 

The COVID-19 pandemic and the resulting, previously 
unthinkable, mitigation measures have brought the 
global economy to its knees. The fallout has already 
reached historic proportions. Real GDP for the first 
quarter of 2020 fell at a 4.8 percent annual rate, giving 
only a small preview of what is to come. We expect 
real GDP to shrink at an eye-popping 30 percent an-
nual rate (8.5 percent non-annualized) in 2020Q2 and 
the unemployment rate to exceed 17 percent.  
 
Thankfully, the growth of new cases has been slowing. 
Most states have already lifted some restrictions, a 
process we expect to accelerate. We are optimistic 
that a dramatic second wave of new cases can be 
avoided, and that schools will reopen in person in the 
fall. We predict social distancing to continue over the 
next several quarters, stemming largely from private 
sector caution rather than government mandates.  

Decades in a Month 

The April jobs report painted a grim picture. The head-
line unemployment rate jumped from 4.4 percent in 
March to 14.7 percent, with an extra 5 percent of peo-
ple misclassified as “employed but absent from work 
due to other reasons” instead of “unemployed on tem-
porary layoff.” Total nonfarm payroll employment fell 
by a historic 20.5 million jobs, wiping out a decade of 
job gains in a few short weeks. The labor force partic-
ipation rate dropped to 60.2 percent, its lowest level 
since January 1973. The May payroll job count is likely 
to shrink by several million more, while the unemploy-
ment rate could top 20 percent.  
 
As astonishing as these numbers are, we believe a 
sharp turnaround will start as soon as June. About 17 
million of the newly unemployed are on a temporary 
layoff, expecting to be recalled. The participation rate 
is likely to rebound once work search requirements to 
claim unemployment insurance benefits return. 
 
 

High-frequency Data in the Spotlight 

With most monthly government-produced statistics 
lagging behind the fast-moving economic fallout from 
the pandemic, private sector firms have stepped up to 
allow the public a (temporary) free look at their real-
time data. These data help us track early stages of the 
recovery. Data from Homebase, a tool used by many 
small businesses to manage employee hours, show 
that in mid-April, only 50 percent of local businesses 
were open relative to January. By early May, 60 per-
cent of local businesses were open. Data from 
SafeGraph show that foot traffic to local businesses 
bottomed out in mid-April and has been improving 
since.  
 
By mid-March, the stock market had collapsed by a 
third from its peak. But in the two months since, stock 
indices have regained half of the lost ground. In mid-
March, the VIX stock market volatility index exceeded 
levels seen in 2008, but it has declined sharply in April 
and May. The St. Louis Fed’s Financial Stress Index 
peaked in late March and has also been trending down 
since then. 

“Whatever It Takes” 

The Federal Reserve’s epic policy support is clearly 
behind the relative normalization of financial markets. 
The Fed has intervened swiftly, aggressively, and 
broadly to prevent the public health crisis from spiral-
ing into a financial crisis. The Fed has relaunched 
most of its 2008 crisis–era facilities, and announced 
and expanded lending programs to main-street busi-
nesses. In an unprecedented move, the Fed has 
launched new facilities to purchase both the debt of 
firms that have lost their investment-grade rating be-
cause of the pandemic and shares of several large 
corporate bond exchange-traded funds. In the munici-
pal debt market, the Fed has initiated facilities to fi-
nance and backstop state and large municipal govern-
ments. Since early March, the size of the Fed’s bal-
ance sheet ballooned by 2.8 trillion to a record 7 trillion 
dollars as of May 13, and it could top 10 trillion dollars 
soon. 



 
 

Uncle Sam Insurance Co. 

It took a pandemic to remind us that the U.S. Congress 
is capable of swift, decisive, and bipartisan action. 
Congress rose up to fulfill its role as the insurer of last 
resort, helping major sectors of the economy to spread 
the financial burden of the pandemic across time. In 
short order, Congress appropriated nearly 3 trillion dol-
lars of relief funds for consumers, businesses small 
and large, and, to a lesser extent, state and local gov-
ernments. More is urgently needed. State and local 
governments need further major aid, without which 
drastic cuts to state and local services, and mass 
layoffs at public schools, police, and fire departments 
will be inevitable. We project the federal deficit to 
rocket up to a World War II–like 15.8 percent of GDP 
in fiscal 2020. The massive run-up in the size of the 
Federal Reserve balance sheet mutes the immediate 
increase in the national debt held by the public, but the 
debt nonetheless rises by about 20 percentage points 
relative to GDP through the end of 2022. 

The 2020–22 Outlook: Not a V 

We expect a sharp, severe contraction in 2020Q2, a 
partial snapback in 2020Q3, and a slow recovery after. 
Output falls by 9.6 percent between 2019Q4 and 
2020Q2, but then rebounds in 2020Q3 to a level 4.5 
percent below 2019Q4. We expect annual real GDP to 
shrink by 4.0 percent in 2020, followed by a 3.3 per-
cent expansion in 2021, our projected year of vaccine 
availability. In 2022, real GDP grows by 2.1 percent. 
 
The housing sector largely follows the broader econ-
omy, collapsing in 2020Q2 and then partially recover-
ing in 2020Q3. As mortgage rates remain low and un-
employment rates retreat, housing starts gradually 

grow. However, by 2022 they still average 100,000 
units short of the 2019 average.  
 
With no projected revival of the “cash for clunkers” pro-
gram to incentivize consumers to purchase new vehi-
cles, we project light vehicle sales to recover slowly 
from an 8.6-million-unit sales pace in March, to a total 
of 13.3 million for 2020. Sales grow to 15.2 and 15.8 
million units in 2021–22, respectively, as unemploy-
ment remains elevated. 

Low Inflation and Persistent Unemployment 

This year’s annual average payroll job count craters by 
12.7 million, to average 138.2 million, the lowest since 
2013. In 2021, about 4.1 million payroll jobs come 
back, helped by restaurants and other hard-hit indus-
tries returning to normal operations. Job gains slow in 
2022, adding 3.3 million jobs. The unemployment rate 
peaks at 17.4 percent in 2020Q2, but quickly retreats 
to just under 9 percent in 2020Q4, to average 10.5 per-
cent for 2020. During 2021–22, the unemployment 
rate drops slowly, declining to 7.3 percent in 2022, al-
most double the rate in 2019. 
 
While quarterly core CPI inflation collapses starting in 
2020Q2, strong readings in late 2019 and early 2020 
propel the calendar year average to show 1.6 percent 
growth. Core inflation edges down in 2021 to 0.9 per-
cent and rebounds to 1.6 percent in 2022. All-item CPI 
inflation averages 0.4 percent in 2020, held down by 
oil prices and partly offset by rising food prices. It then 
accelerates to 1.6 percent in 2021 and 1.9 percent in 
2022, as core inflation rises and oil prices recover. 


