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Why shaped recovery? 
Charts for ISI call 

• The outlook for the economy remains very uncertain and what I present here as a base case is a 
plausible, reasonably-optimistic take that tries to incorporate consensus epidemiology and the notion 
that policy makers succeed in warding off extra things breaking. 

•  But here is the main point I would like to make.  The first stage of the recovery should be a pretty 
decent bounce from an extreme low, in level terms.  And then we are likely to get a more grinding 
recovery, again in the level, from there. If I had to pick a letter, I would choose Y, which you can kind of 
see in the lower panel. Why are we so focused on the shape of the recovery when the decline is not yet 
even in the data? It is not an entirely rhetorical question.  I mostly find it odd.  

Source: BEA, CBO, FH estimates 
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• Trend in claims to end March along with fairly conservative estimates to end April imply 16 mm total job 
losses, including in government.  

• In the chart below, I show the employment trends by presidency, because this highlights accountability 
and because that somewhat arbitrary sorting, from an economics perspective, allows us to view this as 
a new cycle. 

 

  

Source: Department of Labor, BLS, FH estimates 
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• The unemployment rate is shown net of the distortion that may arise as people drop somewhat falsely 
out of the recorded labor force. I am interested in the underlying reality, rather than the print.  

• Forget about Okun’s Law. The labor market situation here is causal. Somewhat related, forget too 
about it lagging, at least in the usual way.  

 

Source: Department of Labor, BLS, NBER FH estimates 
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• The Committee for a Responsible Federal Budget provides a very nice summary of the recent fiscal 
package, which accommodates recession, rather than being stimulative.  

• One interesting thing about CFRB is that they tend to be fiscal hawks, which I think has gone a bit out 
of fashion, for good reason.  But they are atop how the government spends “your” money.  And they 
have definitely thrown in the towel for this episode, joining the consensus in urging the federal 
government to pull out all the stops. 

• I use their figures as primary sourcing for my own scoring of the fiscal deficit.  It provides no stimulus 
into a 10% hole in GDP. An even lesser one if the hole is scaled at 12%. 

• In my work, I assumed that most of the cheques are saved in the short run and that some of the 
support to “businesses” ends up in households.  The net net leaves me pretty close to the CFRB 
scoring. It is just that the hole now looks better. 

• More broadly, I think Wall Street may be a bit hesitant to sound partisan by pointing out that the United 
States government is currently controlled by idiots.  Check out the scene of Captain Crozier being 
relieved of duty. It has to affect where we think gravity is here.  
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http://www.crfb.org/blogs/visualization-cares-act


• I do not have a single picture to describe that a shock to GDP of 12% — or more — will generate credit 
strains that will slow the recovery, beyond that even implied by the probability that the social distancing 
will reverse gradually.  (Larry Summers, although in the V camp, has 50/50 odds that colleges re-open 
in the autumn.  He used to run Harvard before stupidly speculating on some probability distributions.) 

•  But you may recall that the consensus two months ago was that corporate credit strains would not 
trigger a recession but would probably exacerbate it when it arrived.  Not being a credit expert, I will not 
challenge that claim.  I just remind you of it.  
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• Coming out of the last recession, the GFC, the level of manufacturing output completed roughly a Y 
pattern.   Down hard, then a quick bounce, then grinding recovery.  The initial bounce was mostly about 
an inventory cycle in finished goods and capital goods, which manifest the logic that the harder you fall 
the harder you bounce. But only to a limited extent. 

• This episode will not resemble the GFC, mainly because it originates as a real shock, rather than in 
weakness in the financial sector.  Point to the V-shapers.  But just keep in mind the distinction between 
a quick uncoiling of the coiled spring, near the lows, and a proper V. 

• In the chart below, the horizontal scale measures months on either side of NBER designate recession 
trough. 

 

Source: Federal Reserver industrial production report, NBER, FH calculations 
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• Labor market recoveries have recently tended to be slow.  In the old days, we arguably got Vs. 

• In the chart below I focus on the employment/population ratio to abstract from changes of the 
participation rate. 

• But just FYI, CBO — which is fairly upbeat relatively — has the unemployment rate at 9.1 by the end of 
NEXT year.  

 

Source: BLS, NBER, FH calculations 
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