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COVID-19: When Might We See a Recovery? Three Possible Scenarios

The Conference Board Examines Three Potential Trajectories for the US Economy Through Year End

NEW YORK, March 25, 2020...Given the high uncertainty on how the epidemiological trajectory of
COVID-19 and the economic response to this crisis will develop over the next few months, The Conference
Board has developed three scenarios for the development of the US economy through the remainder of 2020.

According to The Conference Board’ analysis, the first scenario (a May Reboot or “quick recovery”),
assumes a peak in new COVID-19 cases by mid-April, with economic activity gradually resuming in May. In the
second scenario (a Summertime V-Shape, or “deeper contraction, bigger recovery”), the peak in new cases will
be higher and delayed until May, creating a larger economic contraction in Q2, but also a stronger recovery in
Q3. In the third scenario (a Fall Recovery or “extended contraction”), a managed control of the outbreak helps
to flatten the curve of new COVID-19 cases, and stretches the economic impact across Q2 and Q3, with growth
resuming in September.

“The impact on the economy is different across the three scenarios,” says Bart van Ark, Chief Economist
of The Conference Board. “In our most optimistic scenario, the economy will shrink to 1.6 percent in 2020
compared to 2019. However, the contraction will be much stronger under the Summertime V-shape (5.5
percent) and the Fall Recovery (6 percent) scenarios. Businesses should prepare for those worst-case scenarios,
given their high probability of occurring.”

The impact of the crisis will differ substantially between sectors and industries, according to the analysis.
“The largest effects are seen in industries that are mostly hurt by social distancing and other containment
measures, including entertainment, restaurants, and large parts of the transportation sector,” says Erik Lundh,
Senior Economist at The Conference Board. “However, the longer the contractions last, the more industries will
be impacted through revenue losses and cost containment measures.”

Regardless of which scenario will ultimately play out, the impact on the unemployment rate will be quite

significant. In the first scenario, the unemployment rate will rise to 8 percent by Q3 and then gradually drop off



during the second half of the year. In the other two scenarios, unemployment may increase to more than 15

percent by Q3, and — especially in the case of the Fall Recovery scenario — remain at 10 percent or more until Q4.

The worst effects on the economy can be mitigated by at least four policy factors:
= Astrong and coordinated management of the health crisis itself
= The use of policy tools to reduce layoffs
=  Fiscal policy tools that can reach lower-income consumers and small businesses fast
= A cautious but clearly guided reboot of the economy, with a focus on the quick unlocking of supply chains

The scenarios take into account the effects of government stimulus coming through, although the precise
effects of the $2 trillion stimulus bill on different sectors and expenditure categories have not yet been fully

assessed.

To build these scenarios, The Conference Board used an industry-based approach, making assumptions
on the percentage contraction by major sector and by month. The assumptions will be made available in an

interactive format on TCB’s website (www.conference-board.org) so that users can alter the assumptions and

make their own projections.

The Conference Board Scenarios in More Detail

Scenario 1: May Reboot — Quick Recovery

The May Reboot scenario assumes that the number of daily added new COVID-19 cases will stop
accelerating by mid-April. While the number of sick people may continue to increase into May or June, it might
then be possible to allow a controlled reboot of the economy by the month of May. Warmer weather might
help, and there will hopefully be enough time to find better medications and treatments (although development
of a widely-used vaccine may take longer) to avoid a return of the pandemic next fall or winter.

The largest contractions in this quick recovery scenario are in sectors most directly impacted by social
distancing and other containment measures. Arts, Entertainment, Recreation and Accommodations show the
biggest decline at 30 percent per month in March and April. This is followed by Transportation and Warehousing
at 15 percent, and Retail Trade at between 7.5 and 15 percent cumulatively for two months. Other sectors, such
as Manufacturing and Finance, also don’t go unscathed but monthly declines are smaller at 5-7.5 percent.

In this quick recovery scenario, the most impacted sectors may slowly resume operations by May. Other
sectors in the economy may only be moderately damaged by what will essentially be a six-week economic crisis.

Small growth upsides can be expected for Utilities, Information Services, Professional and Scientific Services,
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Waste Management, and Government, but those will fall far short of making up the short-term losses in other
sectors.

Using an annualized rate, the economy will contract by 16.5 percent in the second quarter, which equals
a decline in the level of GDP of about 4.5 percent compared to the first quarter. As a recovery emerges in the
third and fourth quarter, the annual loss in GDP in 2020 will end at 1.6 percent compared to 2019.

As the most impacted sectors are strongly dependent on discretionary consumer spending, this category
will be most impacted by the crisis. On an annualized basis, it will contract by 22.8 percent in Q2, but recover by
6.4 percent on average during the second half of the year, which is insufficient to offset the 11.5 percent decline
during the first half of the year. For all of 2020, the decline would be 2.5 percent (over 2019). In addition, we
assume strong declines in investment and exports, and a decline in inventories, until the second half of the year.

Unemployment will rise to 8 percent by the third quarter, but gradually level off after that.

Scenario 2: Summertime V-Shape — Deeper Contraction, Bigger Recovery

The Summertime V-Shape scenario assumes that the peak of new COVID-19 cases will be higher than in
the May Reboot scenario — and will take more time to fall to acceptable levels — so that no restart of the
economy will be possible before June or even July.

As new cases continue to escalate beyond mid-April, social distancing and other containment measures
are likely to remain in place for longer. This will again most severely impact, for example, Arts, Entertainment,
Recreation and Accommodations, which will contract 50 percent in March, 30 percent in April and 20 percent in
May. Transportation and Warehousing will contract at 25 percent in March and by slightly smaller percentages
into April and May. The good news is that these sectors may come back to life by July and could see fairly strong
rebounds during the summer.

In addition to those sectors hardest hit (listed above), the ongoing decline in consumer spending will
affect other sectors such as Retail Trade, Wholesale Trade, and Manufacturing, which may see declines of
between 5 and 15 percent per month from March to May, then a modest recovery as of June.

Overall, the economy will contract deeply by 35.6 percent, annualized, during the second quarter, which
equals a drop in the level of GDP of more than 10 percent. The upside to the deeper contraction is that once
people can resume regular activities, a sharper recovery emerges over the summer. However, by year end, the
economy will still end up below where it started, and GDP growth will show a decline of 5.5 percent in 2020
compared to 2019.

Unemployment will go up much faster in this scenario and could hit 15 percent by Q3, after which it may

level off to 10 percent towards the end of the year.



Scenario 3: Fall Recovery Scenario — Extended Contraction

The third scenario, Fall Recovery, assumes a more effective and managed control of new COVID-19
cases and flattening of the curve. While this reduces the pressure on the health care system and the potential
number of fatalities in the coming months, it also means that the reboot of the economy will not begin until
September, in particular because social distancing and other containment measures — while being relaxed
somewhat — may still remain in place for several more months.

Because the period of contraction of GDP lasts longer in this scenario, more economic sectors will suffer.
In addition to the sectors identified above, weakness will extend to Finance and Insurance, Professional Business
Services, among others. We also anticipate that budget cuts and cost cutting will force more companies to
reduce their workforce and raise unemployment to 15 percent — a level which might be extended through the
end of the year.

In this scenario, we expect contraction in the second quarter to be about 30 percent (slightly less than in
the V-shaped scenario), but to continue into Q3 at a much shallower rate. While Q4 will see a rebound, the
economy in all of 2020 over 2019 will contract at 6 percent. This would be the largest decline since 1946, when
the economy dropped by almost 12 percent as a result from the demobilization from WWII and the sharp
pullback in military production (in 2009 the economy contracted by just over 3 percent compared to 2008).

Again, consumer spending will see the largest declines in this scenario, decreasing by 38 percent on an
annualized basis in the 2" quarter, and will only recover by 18.5 percent in the fourth quarter. Investment and
exports will also see large contractions during the second and third quarters. Government spending as a result
of fiscal stimuli will accelerate but will not be sufficient to offset the declines in the private sector of the
economy.

One caveat of the Fall Recovery scenario is that it assumes COIV-19 will not return in full force during
the fall. To avoid a resurgence, a combination of more preventive measures, possible medication to treat the
virus, and the emergence of immunity to the virus among a large part of the population will be required. We

currently have not included a scenario that sees a large pickup in COVID-19 cases during the fall.

Rebooting the Economy

“Whatever the degree of the decline and the shape of the recovery, in all scenarios developed so far,
the level of economic activity by the end of the 2020 will be lower than at the end of 2019, by between 1.6 and
6 percent,” adds Lundh. “These kinds of contractions, on both a quarterly or annual basis, have not been seen

since the aftermath of WWII.”



With various sectors, especially in services, which may come to a standstill from March to possibly May,
the forced contraction in consumer spending is very large. Many foregone services, such as travel and
recreation, will create a permanent loss, meaning they will not be made up for through pent-up demand later in
the year. This will temper the rebound. In other sectors, such as manufacturing and logistics, pent-up demand is
more likely and the gap in economic activity levels may strongly narrow by the end of the year. However, the
disruptions in supply chains can make a quick rebound more difficult because all links in the chain need to work
again.

As to the policy response, a strong and coordinated management of the health crisis itself will
determine whether the economy can be gradually reopened for business relatively soon, or whether stringent

containment measures need to remain in place for longer.

For more information: https://www.conference-board.org/economy-watch-US

About The Conference Board

The Conference Board is the member-driven think tank that delivers trusted insights for what’s ahead. Founded
in 1916, we are a non-partisan, not-for-profit entity holding 501 (c) (3) tax-exempt status in the United States.
www.conference-board.org.
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