
Economic Outlook 
The U.S. economy officially entered a recession in March 2020. Not that we disagree, but 
the speed of the announcement was surprisingly quick.  
  

It normally takes a few more months or even quarters until the recession watchdog, the 
National Bureau of Economic Research, declares the formal end of an expansion. 
  

Question is, how long will it take until the Covid-19 recession is over?  
  

There has been a plethora of surprisingly upbeat economic data lately, but we still do not 
subscribe to a fast V-shaped recovery of economic activity. 
  

Among the positive news is the extraordinarily strong June labor-market report. The 
unemployment rate, against all odds and expectations, dropped down to 11.1% from the 
interim crisis high of 14.7%, reflecting approximately 4.8 million people returning to work. 
The reopening of many states has definitely helped. 
  

Besides the normal measurement error, the Bureau of Labor Statistic stated the underlying 
unemployment rate could be as much as 3% higher than the job figures appear and may 
have been boosted by design features of the Paycheck Protection Program (PPP). This 
program foresees forgivable loans if certain criteria are met. 
  

Among them are keeping people on the payrolls or quickly rehiring employees and 
maintaining salary levels.  
  

So, some of the seemingly splendid numbers may be due to temporary effects, rather than 
underlying economic momentum. 
  

Pointing in the same direction, average hourly earnings dropped by 1% in May, after 
growing by almost 5% in April. This might well reflect low income workers having been 
rehired to secure loan forgiveness. 
  

In reference to the PPP loans, there have been some revealing news reports lately, about 
some business owners feeling confused by complicated forgiveness terms while others are 
realizing that their business model does not allow them to reopen anytime soon. 
  

These reports are consistent with what recent statistics show. After a strong start in April, 
demand for PPP loans stalled and in the second half of May, it even appears that businesses 
returned more funds to the scheme then they withdrew.  
  

This led to the implementation of the PPP Flexibility Act by the end of May to fix the 
problem. But until now the tweaks have failed to restore demand for loans. 
  

This should at least cast some doubts over any further boosts the program can provide to 
labor markets in coming months. 
  

The same might be true of generous government support schemes directly benefitting 
households.  
  

These included temporary boosts to unemployment benefits, as well as the so-called 
stimulus checks of typically $1,200 per adult.  
  

The checks were officially called Economic Impact Payments or recovery rebates and have 
been structured in such a way that qualified households can basically keep the money in 
full, no matter what happens to their 2020 income. 
  

Recent income statistics determined the loss of income from wages and salaries has been 
more than made up for by recovery rebates and unemployment benefits from government 
assistance.  
  



Additionally, the household savings rate jumped to over 30% of disposable income in 
April, with close to no opportunities and little commitment to spend money. 
  

However, these findings come with a few cautions. 
  

First, almost 90% of the recovery rebates have been distributed so moving forward it would 
be safe to assume households will use the money to cover their costs of living or future 
shopping.  
  

Second, the increased unemployment benefits run out in July. Like the PPP, current 
legislation only provides a short-term bridge, meaning unemployment benefits could soon 
become much less. 
  

With respect to household behavior, it is understandable that as soon as lockdown measures 
were somewhat lifted, some people, less fearful about the virus, likely feel the need to head 
outside and to get some sense of normality back.  
  

The consumer reacted predictably and May's retail-sales report exceeded the wildest 
expectations, however, the new spike in Covid-19 cases is likely to reverse that lack of 
fear. 
  

This second spectacular bit of good news was short lived as May's industrial production 
report jolted sentiment back to reality.  
  

No rebound but rather a stabilization at lower levels which economists believe is how this 
crisis should be seen. 
  

Unlike other downturns, this recession started with the consumer being suddenly pulled to 
the sidelines.  
  

The initial shock now works its way through to the supply side and might take some time 
before it is fully absorbed, especially if further shocks were to arrive in the meantime. 
  

We must focus and not lose sight of what is most important, which is the course of this 
pandemic.  
  

Following the lifting of lockdowns and the lackadaisical embrace of social-distancing 
measures the rate of new infections bottomed out but has started to increase again in some 
states, almost unnoticed.  
  

This is something that was expected and, in some locations, people are learning to protect 
themselves and to take precautions. 
  

The pandemic is not expected to slip fully out of control again but expect a lengthy 
proactive development that might require selective and regionally limited shutdowns of 
economic activity. 
  

Smaller, more frequent lower magnitude events could determine the pace of the recovery 
and economic reports project the U.S. economy to catch up with pre-crisis levels by the 
beginning of 2022. 
  

A similar pattern was presented by the U.S. Federal Reserve (Fed)  in their updated 
Summary of Economic Projections for the June meeting where it was reported that a 
recovery, reflected in unemployment rate forecasts, is predicted to take until 2022 
while  inflation is predicted to remain below the 2% target over the entire forecast. 
  

This gives confidence that the Fed will continue to support the economic recovery with all 
its tools, keeping rates low and providing liquidity through various buying programs with 
a keen eye on financial conditions. 
  



Later, at a testimony before Congress, Chairman Powell reiterated his plea for 
more fiscal stimulus looking ahead. 
  

All in all, the positive surprises in economic data have reinforced confidence that the rescue 
packages can deliver what they have been designed to do, substitute for lost economic 
activity and support the recovery.  
Even with monetary policy working at its maximum, there is room for another round of 
fiscal support this time focusing on households and small businesses without destroying 
economic incentives.  
  

This could prove more effective than just sending out checks or subsidizing industries 
which can always reach out to the Fed for funding.  
  

Such a strategy would strengthen consumption while giving people a chance to prepare for 
the post-Covid-19 world instead of simply putting them back to work in a potential 
inefficient or even dangerous environment. 
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