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This time it’s different

The covid-19 recession is unfolding like no other —in its cause, speed, and depth

The unique nature of the downturn means the recovery is likely to be different, too

We expect unemployment to rise to levels not seen since the Great Depression...

...but it is likely that many of the newly unemployed will quickly return to work

There will, nonetheless, be significant lasting damage done to the economy

Forecast uncertainty is unprecedented; we present three plausible scenarios

Outcomes will depend significantly on pandemic control, and fiscal policy success (or failure)
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A policy-induced downturn

The covid-19 pandemic has led to a ‘sudden stop’ in economic activity of the kind unseen in modern times. As of writing, 316
million people (96.7% of the US population) in at least 42 states, three counties and 10 cities are under ‘stay at home’
orders. This is already leading to sharp declines in measured activity, with jobless claims rising at an unprecedented pace,
and the New York Fed’s new Weekly Economic Index tracker pointing to an almost vertical drop in activity. As we will
explain, the pace of contraction is likely to be followed by a similarly sharp rebound, although the net effect will still see
unemployment well above pre-pandemic levels, and activity some 5.2pp below trend by the end of 2021. Indeed, while a
significant part of the economy will recover as quickly as it declined, there will be parts of the economy that see longer-
lasting dislocations due to bankruptcies and reduced aggregate demand from higher unemployment. As such, following the
initial dramatic bounce, we do not foresee sustained above-trend growth until the latter part of 2021.

Activity in free fall, with a similar snapback expected Economy will take longer to regain lost ground
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Our lockdown assumptions: A phased re-opening from mid-May

While stay-at-home orders are decided at the state and local level, president Trump has extended federal social distancing
guidelines to at least 30 April, and many local orders are likely to extend beyond this date. By mid-May, we expect some
phased re-opening of the economy. This will likely start with the lowest risk sectors in parts of the country where the
pandemic has peaked, and where social distancing is more feasible and extra hygiene measures (such as mask-wearing)
can lower the chance of transmission. For certain sectors in the services industry — notably eating and drinking
establishments, and hosting of events — activity is likely to resume, but be depressed for longer, potentially beyond the
summer. For instance, there might be rules on the number of people allowed in an establishment at a given time. Even if
there are not, many individuals (particularly those more susceptible to severe disease) are likely to stay at home more.

Consumption the main driver of the downturn

Our starting point for analysing the impact is from consumption, which makes up 70% of US GDP, and is the part of the
economy most affected by lockdowns. As a base case, we assume a 20% peak-to-trough fall in consumption, with the
bottom occurring in April, and a gradual normalisation from May-September. This estimate takes full account of essential
consumption that should remain unaffected by lockdowns (housing, energy, food, healthcare, etc. — around 60% of
consumption), as well as consumption that is seeing substitution effects (more online shopping, higher grocery spending,
restaurant takeaways). We also expect a significant fall in investment, although not on quite the scale of the Great
Recession of '08-'09, as there will be some substitution effects (for instance increased healthcare spending, and investment
by businesses to adapt, eg. to enable people to work from home).

Economy will recover, but still be 5pp below trend by end-2021

What is the net effect of all this on GDP? A deep recession is already underway, as has been made clear by the
unprecedented surge in jobless claims in recent weeks. With lockdowns starting in parts of the US in mid-March, and activity
already declining significantly in the run-up to then, we expect Q1 GDP to already show a contraction of 7.7% qoq
annualised (this may not be apparent in the first estimate, on 29 April, but is likely to be revised lower later). In Q2 we expect
the deepest contraction, by a dramatic 31.9%. Thereafter, we expect significant snapbacks in growth of 24.7% in Q3, and
11.8% in Q4. While these numbers might look optimistic, note that they imply GDP will still end the year 3.2pp below Q4 19
levels, and closer to 5pp below where GDP would have been were growth to have continued at trend in 2020 (assuming the
Fed’s estimate of trend growth at 1.9% pa). Indeed, when quarterly growth numbers become this large, we think it is more
instructive to look at GDP forecasts in levels, and in the recovery phase at how much of the ‘lost ground’ from pre-pandemic
trend the economy has made up.

Unprecedented surge in weekly jobless claims Trend shortfall is more illustrative at this time
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Our base case could be too optimistic, or pessimistic

Naturally, the longer lockdowns or other restrictions remain in place, the bigger the impact will be on GDP. We assume 6-8
weeks of lockdowns for most parts of the US with a phased easing of restrictions thereafter. We make no assumptions about
possible treatments, vaccines, or renewed outbreaks. Our base case could, therefore, prove to be too optimistic, or
pessimistic. In a more positive scenario, widespread testing might show significant parts of the population are already
immune to covid-19, or new treatment options could become available enabling a more abrupt, less phased resumption of
activity. In a more pessimistic scenario, lockdowns might need to last longer, or the re-opening might need to be more
gradual.

Then there are the second-round effects, from increased unemployment, tighter financial conditions, and weaker confidence.
These effects are hard to predict with precision, and depend significantly on the success or failure of fiscal and central bank
policy in cushioning the impact and enabling a more rapid restart in activity. Unemployment has already risen by 17 million
as of the time of publication, and is likely to see further rises in the coming weeks. Our base case is that unemployment
peaks at a staggering 18% in May, before declining almost as rapidly as it rose for a time, but settling at a level well above
the pre-pandemic low — we expect it to end the year at 9.4%, almost 5pp higher than February’s 3.5%. Such a dramatically
higher rate of unemployment will inevitably weigh on consumption and slow the pace of recovery.

GDP growth in different scenarios GDP levels in different scenarios
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Most newly unemployed so far are furloughs

As with GDP, there are extremely wide uncertainty bands around this forecast. Aside from uncertainty around how controlled
the pandemic becomes and the phasing of reopening the economy, there is significant uncertainty over how many of the
layoffs that do happen prove to be temporary, and can quickly and easily return to their old jobs. Almost all of the 1 million
layoffs in the March nonfarm payrolls data were ‘furloughed’ — or temporarily laid off. Indeed, the proportion of such
furloughs in total unemployed is by far the highest on record, which goes back to 1967. This suggests employers are — at
least for now — seeing this downturn as very much temporary in nature, and that workers can quickly return to their previous

jobs once restrictions are lifted.
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Unemployment in different scenarios Type of unemployment matters for the recovery

Unemployment rate, % % share of unemployed
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Fiscal and monetary measures a vital support, but how much they will help is unclear

We also do not know how (un)successful the $2.1trn CARES Act will be in incentivising companies to keep significant
numbers of employees on payroll that would otherwise have been laid off. The longer restrictions remain in place, and the
longer it takes to get fiscal support to companies in distress, the greater the permanent ‘hysteresis’ type effects will be on the
economy. Meanwhile, although financial conditions have eased significantly in the past few weeks, conditions remain tight.
The Fed has made a ‘whatever it takes’ type commitment to purchase as many government bonds as necessary, and could
yet implement 1940s-style yield caps to keep rates low. These factors — combined with expectations for a recovery — should
ease financial conditions over time. For the now, however, conditions remain drag on activity.

The $2.1trn CARES Act: Not ‘stimulus’, but a lifeline

The Coronavirus Aid, Relief, and Economic Security or CARES Act was signed into law by president Trump on 27 March. It is the
biggest fiscal rescue package in history. The package is a combination of direct fiscal transfers to individuals and businesses in financial
distress, and loans to business and local government, with some debt that is forgiven for SMEs that meet certain criteria. Despite being
widely labelled as such by the media, the package is not ‘stimulus’ in the traditional sense, in that it is not intended — nor is it able — to
prevent the unfolding downturn. Rather, it is intended to keep individuals and businesses solvent through the period of lockdowns, with
the goal of making a resumption in activity as quick and smooth as possible once restrictions are lifted. How successful the package is in
preventing defaults and permanent dislocations will be key in determining whether the timing and strength of recovery. If it fails, whether
because it has not been quick enough in providing relief, or because firms do not see the incentives as strong enough to retain
employees or to remain in business, the downturn will be more prolonged and harder to recover from than in our base case scenario.

The flagship policy in the package is direct cash transfers to households — $1200 is being sent to every adult earning below $75,000
($150,000 for couples), and $500 for every child. This transfer gradually phases out for higher earners, and those earning over $99,000
($198,000 for couples) are ineligible. A further cash component of the package comes in a top-up of unemployment benefits. Benefit
rates vary per state, but the federal government will add an extra $600 per week for up to four months for claimants, and will also enable
those typically ineligible (such as the self-employed and contract workers) to claim. In addition, the government is funding an additional
13 weeks of benefits to enable payments to be made even after state benefits have expired, meaning the unemployed can receive
payments at least until the end of 2020.

Almost half of the package is made up of business loans, including $500bn for larger corporations (with strings attached, such as no-
share buybacks and caps on executive compensation), and $50bn is set aside specifically for airlines. A further $367bn is dedicated to
SMEs (<500 employees), and up to $10mn (per company) of these loans can be forgiven if they meet certain requirements on retaining
employees. A significant portion of the SME loans could therefore end up counting as fiscal transfers, and these measures could go a
long way to helping businesses retain employees through the downturn rather than laying them off temporarily. The remainder of the
package is made up of loans to state and local government ($150bn), and $100bn going to hospital and other healthcare providers.
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High frequency data will give a timely signal on the downturn and the recovery

Given the unique uncertainty we face in this crisis, high frequency data has become much more valuable — including jobless
claims, transportation, and energy production — the type of data that is typically overlooked by economists because it is too
‘noisy’. Now, this data will be crucial in tracking the progress of the economy relative to forecasts, as it will give an early
indication not only of the extent of the fall in activity we are seeing, but also the pace of the eventual recovery. The New York
Fed has begun publishing a weekly index that combines a range of such data, and this looks to have been a good early
signal of historical 4-quarter GDP growth (see chart on front page of this document).

Airline traffic now just 4% of 2019 levels Railroad freight is around 80% of 2019 levels
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Key forecasts for the United States
2017 2018 2019 2020e 2021e
Economic outlook (% yoy)
GDP 24 2.9 2.3 -4.8 34
- Private consumption 2.6 3.0 2.6 -6.4 35
- Fixed Investment 4.2 4.6 1.3 -3.1 2.0
- Net exports (pp contribution) -0.3 -0.5 0.4 -0.3 -0.2
Inflation (CPI) 21 2.4 1.8 14 2.2
- Core inflation (CPI) 1.8 2.1 2.2 1.8 15
- Core inflation (PCE) 1.6 1.9 1.6 1.6 1.6
World trade 43 4.0 0.0 1.0 2.0
Interest and exchange rates (eop)
Fed funds rate (upper bound) 1.50 2.50 1.75 0.25 0.25
3m Libor rate 1.7 2.9 17 0.2 0.2
10yr yield 241 2.68 1.92 0.50 1.00
EUR/USD 1.20 1.15 112 112 1.20
USD/JPY 113 112 109 110 116
WTI oil (USD/barrel, pa) 60.4 65.8 61.1 35.0 44.0

Source: ABN AMRO Group Economics
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This document has been prepared by ABN AMRO. It is solely intended to provide financial and general information on economics. The information in this document is strictly proprietary and is being
supplied to you solely for your information. It may not (in whole or in part) be reproduced, distributed or passed to a third party or used for any other purposes than stated above. This document is
informative in nature and does not constitute an offer of securities to the public, nor a solicitation to make such an offer.

No reliance may be placed for any purposes whatsoever on the information, opinions, forecasts and assumptions contained in the document or on its completeness, accuracy or fairness. No
representation or warranty, express or implied, is given by or on behalf of ABN AMRO, or any of its directors, officers, agents, affiliates, group companies, or employees as to the accuracy or completeness
of the information contained in this document and no liability is accepted for any loss, arising, directly or indirectly, from any use of such information. The views and opinions expressed herein may be
subject to change at any given time and ABN AMRO is under no obligation to update the information contained in this document after the date thereof.

Before investing in any product of ABN AMRO Bank N.V., you should obtain information on various financial and other risks and any possible restrictions that you and your investments activities may
encounter under applicable laws and regulations. If, after reading this document, you consider investing in a product, you are advised to discuss such an investment with your relationship manager or
personal advisor and check whether the relevant product —considering the risks involved- is appropriate within your investment activities. The value of your investments may fluctuate. Past performance is
no guarantee for future returns. ABN AMRO reserves the right to make amendments to this material.
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