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   Economic and markEt outlook:  First QuartEr 2020 

If actions already taken by governments around the world prove successful in slowing and ultimately containing 
the spread of COVID-19 in the coming months, the global economy may start to recover by late summer.  Even 
if people start to go back to work, many of the measures designed to limit the spread of the virus such as social 
distancing and periodic quarantines, may still be necessary until a vaccine is found. The decisive policy response 
by Congress and the Federal Reserve will limit, but not eliminate the impact to the economy. However, these 
actions will provide a solid foundation for an eventual recovery. 

However, before a recovery can occur, the global economy will suffer one of the sharpest recessions in history. 
According to the International Monetary Fund (IMF), the global lockdowns necessary to contain the spread of the 
global pandemic will cause global economic growth to fall to -3.0% and U.S. economic growth to fall to -5.9% 
in 2020. This is a far cry from the + 2.5% positive growth that many expected for the U.S. at the start of the year. 
U.S. Industrial Production, which measures economic activity in the manufacturing, mining and utilities sectors 
already shows the impact the “stay at home” orders have had on U.S. businesses in March and is it likely to 
decline further before recovering later this year. 

Figure 1:  Impact of global lockdown showing up in Key Economic Activity Indicators

Source: Board of Governors of the Federal Reserve System (US), Industrial Production Index [INDPRO], retrieved from FRED, Federal 
Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/INDPRO, April 15, 2020.

Retail sales and consumer spending also declined dramatically in March and will likely fall further in April. While 
food, medical supplies and certain consumer staples were in high demand, discretionary spending on luxury goods 
and travel and leisure related industries, particularly restaurants, hotels, gasoline, and airfare, experienced abrupt 
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and sharp declines.  Unlike in previous economic contractions, where the manufacturing sectors are typically the 
ones under pressure, this time it is the service sectors taking the brunt and because consumer spending in these 
sectors represents over two-thirds of the spending in the U.S. Economy, the impact of the downturn is likely to 
be more severe.

Temporary Halt to Economic Activity Has Major Impact on U.S. Employment

According to the U.S. Department of Labor, the number of Americans that filed for unemployment benefits has 
spiked to 22.0 million in April 2020 due to Coronavirus-related shutdowns. This unprecedented increase in claims 
will translate into a dramatic increase in the official unemployment rate for April, which will be published in early 
May 2020, and according to some estimates it may approach 20.0% after reaching a low of 3.5% as of February 
2020. 

It is important to note that many of these claims are likely to be temporary and not permanent. In addition, a 
provision of the CARES Act fiscal stimulus package was an expansion of unemployment benefits that included 
federal payments on top of the usual state payments and a broader definition of those who eligible for benefits. 
This has encouraged many to apply for unemployment benefits that may not have otherwise, pushing the rate up 
much higher. As quarantine measures are relaxed, we would expect that many of those who have lost their jobs 
temporarily, will return to work. However, there may be a long-term structural shift in consumer behavior and in 
the way that companies hire that could result in a higher “steady-state” unemployment rate going forward.

Figure 2:  Unprecedented Spike in Unemployment 

Source: Wescott, Federal Reserve Bank of St. Louis FRED as of March 31, 2020. * April 2020 unemployment estimate from Bank Credit 
Analyst, “Testing Times”, April 9, 2020. May unemployment rate estimates from Capital Economics. 

Time to Test 

The nature of the eventual recovery will be determined largely by how successfully countries around the world, 
and key cities across the U.S., are able to curtail the spread of the virus and safely allow people to get back to 
work.  Widespread testing for COVID-19 is one of the elements that can complicate the reopening of business.  
State governments are inconsistent in their conditions and their approach to reopening businesses, thereby putting 
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continued pressure on the economy, businesses and households. However, more testing, masks in the workplace, 
possible treatments and social distancing seem to be among the prevailing conditions state governors are requiring 
to allow the majority of the workforce to get back to their jobs. 

A full recovery in global economic activity will be unlikely until, ultimately, a safe and effective vaccine is found 
and administered globally.  

Getting Back to Work, but not Fully Back to Normal.

There has been some positive news from countries that faced the onset of the pandemic earlier this year. Evidence 
that manufacturing activity in China is starting to recover as quarantines are relaxed, and the recent announcement 
that employees will be slowly returning to work and children going back to school in Germany in the coming 
weeks, show that there is some light at the end of the tunnel. While major cities in the U.S., including New York 
City, have yet to see the peak in new cases, we expect markets will be looking beyond the current situation in 
anticipation of a brighter future. 

Even when testing becomes more available, the likelihood that the economy returns to where it was before is 
unlikely. While the International Monetary Fund (IMF) predicts a strong recovery in economic growth in 2021 to 
nearly 6.0% as the world re-opens for business, it states that the size of the global economy will be smaller than 
it would have been otherwise as a result of what the IMF calls “the great lockdown.”  

It is also possible that certain sectors, industries and companies do not make a short-term full recovery. To that 
end, major banks are preparing their balance sheets for the likelihood that some of their outstanding loans will go 
unpaid and some of their corporate customers may also default. Importantly, the banking sector is stronger today 
given the increased capital requirements they must maintain to meet financial regulations put in place after the 
credit crisis in 2009. In addition, the policy response by the Federal Reserve and U.S. Congress has been quick 
and effective so far. As a result, we do not anticipate the same credit-related crisis to develop like it did over 10 
years ago.

We are hopeful that the coming months will bring a decline of new virus cases and a slow and safe return to our 
normal lives. However, from an investment perspective, with dampened demand for things like global travel, 
more use of videoconferencing today and in the future, and the potential for a sustained change in consumer 
behavior as a result of the financial stress many are currently feeling, maintaining a portfolio of high-quality 
companies with the financial strength to make it through this sudden downturn will be important and will position 
portfolios well going forward.   
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   2020 WEscott disclosurE inFormation 

Wescott Disclosure Information

Wescott Financial Advisory Group, LLC (“Wescott or the “Firm”) is an SEC registered investment adviser 
with its principal place of business in the Commonwealth of Pennsylvania.  Registration does not imply 
a certain level of skill or training.  Wescott may only transact business in those states in which it is notice 
filed, or qualifies for an exemption or exclusion from notice filing requirements.

Wescott has prepared this material for the purpose of providing general information regarding its 
investment advisory services where providing such information is not prohibited by applicable law. The 
information contained herein should not be construed as personalized investment advice, and should 
not be considered as a solicitation to buy or sell any security or engage in a particular investment 
strategy.  For information pertaining to the registration status of Wescott, please contact Wescott or 
refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov).  For additional 
information about Wescott, including fees and services, send for our disclosure statement as set forth 
on Form ADV from Wescott using the contact information herein.

Past performance is no guarantee of future results.  Investing in the stock market involves 
gains and losses and may not be suitable for all investors. 


