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Research Briefing | US 

Profound, pervasive and persistent – recession is here 

 The US economy is in a recession. The coronavirus pandemic will lead to 

profound, pervasive, and persistent, but not permanent reductions in activity, 

with widespread cuts in social spending, severe disruptions to supply chains, 

and a major interruption in travel and tourism activity.  

 With the economics of fear in full swing, we’re now starting to experience the 

economics of “sudden stops” following public school closures and strict limits 

on social gatherings across the country. While these measures are 

indispensable to contain the outbreak, they’ll leave a mark on the economy. 

 Our new baseline, to be released Friday, will show real US GDP growth at zero 

in 2020, down from 1.7% pre-virus, with a 12% contraction in output in Q2. A 

massive pullback in discretionary and social spending will likely lead to the 

sharpest quarterly contraction in consumer outlays on record. We expect 

business investment and trade to shrink by the most since the GFC. Overall, we 

anticipate a total GDP shortfall of $350bn in 2020 and around 1mn job losses. 

 Facing a combination of surging corporate spreads, reduced liquidity in the 

Treasury market, stress in the repo and commercial paper market, a dollar 

funding issue, and the risk of a credit freeze, the Fed decided to “go big” with a 

necessary display of force as the lender of last resort.  

 Meanwhile, the administration’s confused guidelines and Congress’ dragging 

action have hurt the economy. With local authorities finally implementing social 

restraint measures, testing being ramped up, and fiscal stimulus appearing on 

the horizon, we can hope for a rebound in the second half of the year. But 

things will still get worse before they get better. In this context, elevated 

corporate leverage represents a major source of downside risk. 

  

 

 

The longest US economic 
expansion on record lasted 
just under 11 years from June 
2009 until March 2020. 

 

With economic activity about to 
contract in a profound, 
pervasive and persistent 
manner, we now believe the 
US economy is in a recession. 

Figure 1: 

Coronavirus infects 

the US economy  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

-6

-4

-2

0

2

4

6

00 02 04 06 08 10 12 14 16 18 2020

Consumption

Nonresidential Investment

Residential Investment

Inventories

Net Exports

Government Spending

Real GDP

Source : Oxford Economics/Haver Analytics

Real GDP Growth Contribution

%

Forecast



 

 

Profound, pervasive and persistent – recession is here 

Page 2 

 

 

The start of a recession 

The longest US economic expansion on record has 

come to an end. After growing for over 10 years, the 

economy likely entered contraction territory in mid-March 

(Figure 2). While it may have been robust prior to the 

coronavirus outbreak, it certainly wasn’t immune.  

The National Bureau of Economic Research (NBER), which 

dates business cycles in the US, describes a recession as “a 

significant decline in economic activity [that] spreads across 

the economy and can last from a few months to more than a 

year.”  

And while this has been vulgarized as two consecutive 

quarterly declines in real GDP growth – a so-called technical 

recession – we favor using our “Triple P” rule to discern 

the onset of a recession. The rule states that for a recession 

to occur the downturn in activity must be: 

• Pervasive – not confined to just one sector or 

region of the economy 

• Profound – not only a “blip” in economic data 

• Prolonged – one that lasts in time.  

With the spread of infections rapidly rising across the 

country (Figure 3) and regional authorities implementing 

containment measures in major cities, we now expect to see 

a serious cutback on discretionary spending and “social 

consumption” – consumer spending that takes place in 

crowded areas. This is particularly true with the CDC 

recommending the cancellation of events with more than 50 

people for the next eight weeks and President Donald Trump 

recommending against gatherings of more than 10 people. 

Sectors that are particularly at risk from this pullback 

include recreation services, leisure and hospitality, transport, 

recreational goods, gasoline, and clothing. Combined, they 

account for around 50% of consumption (Figure 4). Some of 

this lost spending will be spent on other services (at-home 

entertainment) and some will eventually be recouped, 

supported by fiscal and monetary stimulus in H2, but a 

portion is lost forever. 

We now anticipate real GDP growth will be zero in 2020, 

with an expected 12% contraction in output in Q2. A 

massive pullback in spending on discretionary and social 

activities will likely lead to the sharpest quarterly spending 

drop on record. We expect business investment and trade to 

contract by the most since the GFC. Overall, we anticipate a 

total GDP loss of $350bn in 2020 with 1mn job losses at the 

trough (Figure 4). 

Figure 3: Exponential rise in number of cases in 

the US 

Figure 2: The party is over, for now 
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Figure 4: Social spending and discretionary 

outlays are most exposed to the virus 
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Drag from financial conditions and oil 

In addition to displacing consumer and business activity, the 

coronavirus outbreak is likely to keep volatility elevated, 

stock prices depressed, corporate spreads wide, and 

commodity prices low. 

Given the tightening of financial conditions, the implied 

drag on average GDP growth in 2020 could reach 

0.5ppts-0.6ppts, with the constraint materializing mostly in 

Q2. Assuming rebounding asset prices in the second half of 

the year, we could foresee a return to more favorable 

financial market dynamics in the fall (Figure 5). 

The plunge in oil prices will likely have a net negative 

effect on the US economy as consumers save the 

windfall amid a period of extreme uncertainty and 

lockdowns. We expect oil prices of around $30 per 

barrel will shave 0.3ppts off GDP this year via reduced 

energy investment. Assuming the $100bn US households 

save at the pump is later reinvested into the economy, this 

could support a recovery in consumer outlays in the wake of 

the virus. 

Fed does “whatever it takes” 

In a surprise move on Sunday evening, the Fed slashed 

the federal funds rate to the effective lower bound of 

0%-0.25%. It also announced a new round of QE and 

emergency measures to improve liquidity in the Treasury 

and dollar funding markets, curb upward movement in 

mortgage rates, and ensure a smooth provision of credit to 

households and businesses during the coronavirus outbreak 

(Figure 6). 

In a strong signal, the Fed insisted that this policy 

stance was a “new normal,” with rates to stay low until 

“realized and expected” economic conditions revealed that 

the Fed’s dual mandate was being fulfilled. 

The new QE program is worth at least $700bn, with 

$500bn directed toward Treasuries and $200bn toward 

agency mortgage-backed securities. The pace of purchases 

will start out aggressively, with the flexibility to do more 

(Figure 7).  

In a press conference, Fed Chair Jerome Powell struck a 

decided and reassuring tone. He underscored how the 

Fed was unleashing a series of urgent measures to restore 

normal market functioning, prevent liquidity shortages, and 

ensure credit flow to households and businesses. And while 

stressing that the Fed isn’t out of ammunition, he also 

highlighted the importance of a fiscal response. 

Figure 7: QE is back and it’s big 

Figure 6: Fed brings rates back to effective 

lower bound 

Figure 5: Financial conditions are the tightest 

since the GFC 
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Congress slowly gets its act together 

The House-passed legislation is worth about $140bn, or 

roughly 0.6% of GDP (Figure 8), with most provisions 

being high-multiplier policies. We estimate an average 

multiplier for all these proposals of 1.3, implying a boost to 

real GDP growth of 0.5ppts-0.6ppts in 2020, assuming the 

spending can occur quickly.  

• A 6.2ppts increase in the federal share of Medicaid 

would boost spending by about $30bn, assuming it 

remains in place until the end of December.  

• The new paid sick leave policy would have 30mn 

eligible workers, including roughly 10mn self-employed 

individuals, and would be worth just over $100bn. The 

family leave portion was dialled back from an earlier draft 

so that the next 10 weeks, paid leave would be limited 

only to workers caring for a child whose school is shut.  

• We estimate that the legislation’s other provisions, 

including funding for coronavirus testing, expanded 

unemployment insurance, and enhanced nutrition 

assistance will increase spending by about $5bn. 

We’re waiting for more details on the roughly $50bn that 

can be spent based on President Trump’s emergency 

declaration on Friday. Our understanding is that this 

money will be funnelled via FEMA to the states. If that 

spending can occur quickly, it could boost GDP by another 

0.2ppts-0.3ppts. 

Further, the administration and Congress are actively 

considering a fiscal package worth nearly $1tn that 

would possibly include sending $1,000 to all Americans. 

Additional measures in the form of Small Business 

Administration loans, a 90-day delay in the IRS filing 

deadline, and temporary interest relief on student loan debt 

would also support growth. 

Stress from corporate sector is major risk 

Amid subdued profitability and cooling business 

activity, we have previously noted that the corporate 

debt pile represents a key vulnerability for the economy 

(Figure 9) Deteriorating debt quality and excessive risk-

taking – as evidenced by the rapid growth in leveraged 

lending – are factors that could amplify the ongoing 

economic, energy, and financial market stress. Companies 

with vulnerable balance sheets – including elevated debt, 

maturing debt, low-quality debt, and reduced revenues – 

may have difficulties refinancing in 2020, and we would not 

be surprised if some companies require bailouts. 

Figure 10: Rising stress in the corporate sector 

 

Figure 9: Corporate leverage represents a major 

downside risk for the economy 

Figure 8: A modest fiscal stimulus package with 

a large multiplier  
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