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Research Briefing | US 

Understanding the coronavirus sudden stop 

 The Global Coronavirus Recession (GCR) marks the end of the longest US 

economic expansion on record, and it will feature the sharpest economic 

contraction since WWII. The sudden stop in private sector activity will be 

partially offset by massive public sector spending and unprecedented monetary 

policy stimulus, but even so, the employment losses will be traumatic, and the 

rebound post-virus will be U-shaped with a full recovery taking 12 to 18 months. 

 Assuming 10-12 weeks of social distancing from mid-March, we anticipate real 

GDP will likely contract by over 9% peak to trough, with output falling 32% 

annualized in Q2. No sector will escape the shock, but consumer outlays will be 

hit hard with a contraction around 40% (annualized), while business investment 

plunges 42% as an oil shock amplifies the COVID-19 shock. 

 We expect real GDP will likely fall around 4% in 2020 notwithstanding a 2ppts 

contribution from increased government outlays. As such, the cumulative 

nominal output loss relative to a no-virus scenario will surpass $1.5tn in 2020. 

While we perceive risks around our outlook to be balanced, a longer lockdown 

of 18 to 24 weeks could lead to a 2020 GDP contraction in the -7% to -9% range.  

 The employment shock will be distressing, with nearly 30mn workers losing 

their jobs over a three-month period. As the unemployment rate surges to 14% 

in April and 16% in May, the economy could shed three times as many jobs as it 

did over two years during the Great Financial Crisis (GFC).  

 Unprecedented Fed stimulus and unparalleled fiscal support will provide an 

essential lifeline to the economy. But even with $2.5tn of stimulus — including a 

multi-trillion business lending capacity — the new normal of fear will feature 

only a gradual relaxation of social distancing measures and a slow recovery 

until a medical solution to coronavirus ends the crisis. 

   

 

 

The US economy will 
experience a peak-to-trough 
contraction of more than 9% 
during the Global Coronavirus 
Recession, as activity comes 
to a sudden stop. The new 
normal features a gradual U-
shaped rebound. 

Figure 1: A steep 

contraction in 

activity 
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The Global Coronavirus Recession  

What was initially perceived as an indirect supply-chain 

shock for the US economy rapidly transformed into an “all 

shock.” The combined confidence, demand, supply, and 

financial market shocks, which have been simultaneously 

amplified by an oil price war between Saudi Arabia and 

Russia, has led to the Global Coronavirus Recession (GCR).  

With our “triple P” rule for a recession being fulfilled, this 

“prolonged, profound, and pervasive” contraction in 

economic activity has brought an end to the longest US 

economic expansion on record (Figure 2). 

Late response leads to exponential spread 

On April 2, the global number of detected COVID-19 

infections breached the symbolic 1 million mark, with a 

quarter of them in the US. Merely five days later, the US 

counts around 400,000 cases and a staggering 13,000 

deaths. And while New York is currently the epicenter of the 

crisis, other states like Florida, Michigan, Louisiana, and 

Texas are experiencing localized surges following misguided 

policy recommendations during Spring Break (Figure 3). 

As the administration gradually comes to grip with the extent 

of the health disaster, the official discourse has shifted 

toward the now well-known concept of “flattening the 

pandemic curve” to stay within the limits of the health care 

system’s resources. Unfortunately, it may be too little, too 

late as extreme stress strikes New York City hospitals and 

increasingly those across the country. We see the 

administration’s suggestion that the US should prepare for 

100,000 to 240,000 deaths in the coming weeks as a first 

step to readjusting public expectations toward larger 

numbers. To put this in context, 58,000 Americans were 

killed in the Vietnam war and 405,000 during WWII. 

Necessity, pain & uncertainty of lockdowns 

The cruel lockdown paradox is that in the absence of a 

medical solution to the pandemic, the best way to flatten the 

curve and minimize the loss of lives is to implement 

lockdowns. Unfortunately, lockdowns engender economic 

sudden stops whereby all nonessential businesses are 

shuttered, and residents are quarantined. These sudden 

stops are extremely damaging and produce economic 

shocks that are unparalleled outside of war times  

Our baseline assumes a 10 to12 weeks lockdown which 

lead to a 4% contraction in real GDP this year. However, if 

the lockdown last an additional 6 to 12 weeks, real GDP 

could contract 7% or even 9% assuming ongoing Fed 

lending facilities but no additional fiscal stimulus (Figure 4).

Figure 3: A frightening exponential curve 

Figure 2: The longest economic expansion on 

record has ended 
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Estimating the impact of a US lockdown
Impact of x weeks lockdown on:                10-12 weeks 15-18 weeks 20-24 weeks

Real consumer spending growth in 2020 -9ppt -12ppt -16ppt

Real business investment in 2020 -8ppt -10ppt -13ppt

Real GDP growth in 2020 -6ppt -9ppt -13ppt

Impact of government policy response:

Fiscal stimulus in 2020 +2ppt 2ppt+? +2ppt+?

Federal Reserve stimulus in 2020 Backstop from rate cuts, QE and lending facilities

Real GDP growth range (middle) -4% -8% -10%

Source: Oxford Economics

https://www.oxfordeconomics.com/my-oxford/publications/545428
https://www.oxfordeconomics.com/my-oxford/publications/547510
https://www.oxfordeconomics.com/my-oxford/publications/547510
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Economics of sudden stops and fear 

Well over half of total consumer activity is concentrated in 

sectors that are highly exposed to the coronavirus shock. 

Unsurprisingly, the most sensitive sectors to the sudden stop 

in nonessential activity are restaurants and bars, hotels, 

recreation services, transportation services, and 

discretionary spending on gasoline, motor vehicles, clothing, 

and nonessential medical services. But it’s important to 

remember that no sector is fully isolated as even spending 

on housing and utilities may be curtailed if the shock 

perdures, and spending on nonessential medical services 

will also suffer (Figure 5).  

Looking at high-frequency indicators, we find that spending 

on restaurants has come to a near full stop, hotel occupation 

is only about 20%, retail spending at brick-and-mortar stores 

is down over 80%, road congestion across the nation is 

about 75% lower than last year, and gasoline demand is 

down 30% relative to earlier this year. 

Record-shattering plunge in activity 

Combining high-frequency indicators along with a bottom-up 

approach that assumes a social distancing lockdown for 10 

to 12 weeks starting in mid-March, we estimate real GDP 

growth will likely contract 9.1% in Q2, or 32% in annualized 

terms. This will represent by far the largest economic 

contraction on record – 2.5 times larger than the output loss 

from Q4 2007 to Q2 2009 during the GFC (Figure 6). 

With social and discretionary spending at a standstill, the 

main pillar of the US economy is on the front line of the 

lockdown shock. We estimate household spending will likely 

contract 13% in Q2, or nearly 43% annualized, with 

spending on services down nearly 18%, or 54% annualized. 

Spending on durable and nondurable goods should also 

suffer a large pullback but will be modestly buffered by 

increased spending on food and essentials. 

We expect business investment will also experience a 

record pullback, falling around 13% in Q2, or 43% 

annualized (Figure 7). While business R&D may be partially 

insulated from the shock, equipment spending will contract 

by a fifth in Q2, only slightly less than the total drop during 

the GFC. Importantly, exacerbating the shock will be the 

ongoing oil price war between Russia and Saudi Arabia that 

has led to a precipitous drop in crude oil prices. With WTI 

crude sitting at its lowest level in nearly 20 years, activity in 

the energy sector is likely to contract by half.

Figure 7: Consumer spending activity with fall 

by 13% in simple terms, or 43% annualized 

Figure 6: US GDP will contract around 4% in 

2020 assuming a gradual recovery in H2 

Figure 5: The main pillar of the US economy is 

under stress 
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Housing activity won’t escape unscathed from the 

coronavirus shock. We anticipate a near-9% contraction in 

residential investment, with housing starts falling back to 

their 2012 levels – unwinding half of the housing market 

recovery since the GFC. 

With global activity stalling, trade has also come to a sudden 

stop. We anticipate imports will likely fall by over 10% in Q2 

(or 35% annualized), reflecting plunging domestic demand, 

while exports contract around 9% (or 30% annualized) in 

Q2. With imports falling faster, we anticipate the trade deficit 

will shrink to less than 2.5% of GDP, its narrowest since the 

GFC. 

Gut-wrenching employment losses 

With much of the economy at a standstill and 10mn people 

having filed for unemployment benefits over the last two 

weeks, the labor market has entered a traumatic period. 

A decade-long streak of monthly employment gains ended 

abruptly in March as the initial effects of the coronavirus 

pandemic led to a sharp job loss of 701,000. But while the 

report may have looked dark, it will pale in comparison to the 

expected 24 million job losses in April. We foresee the 

unemployment rate spiking to 14% and the participation rate 

falling below 60%. Looking into May, we anticipate a 

potential additional loss of 3 million jobs, with the 

unemployment rate rising to 16%. The cumulative job loss 

over two months, likely around 27 million, would be more 

than three times as large as the GFC employment loss over 

a two-year period (Figure 9). 

And while some jobs will be recouped as activity rebounds, 

we don’t expect the economy to reach the February level of 

employment until early 2022. 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. 

Financial market stresses amplify the shock 

The tightening in financial conditions has also been 

unparalleled, with surging volatility, widening corporate 

spreads, plunging stock prices, and a strengthening US 

dollar leading to a faster deterioration in financial markets 

than during the GFC (Figure 10).  

While the stress pushed the Fed to slash rates to zero and 

relaunch a series of emergency credit and liquidity facilities, 

some markets – especially for corporate credit and dollar 

funding – continue to display worrisome stress.  

Figure 10: Financial conditions tighten by the 

most since the GFC 

Figure 9: Nearly 30mn job losses over a three-

month period 

Figure 8: Trade activity is expected to fall by 

35% annualized in Q2 
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Fed does “whatever it takes” 

The Fed’s response to the GCR has been exemplary. Under 

the guidance of Chair Jerome Powell, the Fed delivered 

rapid policy stimulus via traditional and emergency 

measures. It aggressively cut the federal funds rate to 0%-

0.25% via two emergency rate cuts totaling 150bps in early 

March (Figure 11). It relaunched open-ended QE, boosting 

the balance sheet by $1.5 trillion, or 35%, in just three weeks 

(Figure 12). And it offered unlimited bank reserves via daily 

$1tn repo operations as well as term repo operations. In 

addition, to ensure the smooth function of financial markets 

and credit flow, the Fed relaunched three 2008 emergency 

facilities: Commercial Paper, Primary Dealer Credit, and 

Term Asset-Backed Securities Loan Facilities. It also 

created three new facilities: Primary Market Corporate 

Credit, Secondary Market Corporate Credit, and Money 

Market Mutual Fund Liquidity Facility. Along with dollar swap 

lines with major central banks and a new foreign and 

international monetary authorities (FIMA) repo facility, these 

aim to reduce stress in the Treasury, commercial paper, 

money markets, dollar, muni and corporate debt markets.  

But it’s perhaps what the Fed is doing in conjunction with 

Treasury and Congress that will provide the greatest support 

to the economy. Roughly $425bn in the Coronavirus Aid, 

Relief, and Economic Security (CARES) Act aims at 

supporting up to $4tn in lending by the Fed to businesses 

and state and local governments. Meanwhile, the Main 

Street Business Lending Facility and the newly announced 

facility to back small-business lending via the Paycheck 

Protection Program appear to have tremendous firepower. 

Congress does “what it can” 

The magnitude and speed of the fiscal stimulus measures 

Congress passed in just three weeks outshine any other 

package, but the stimulus may still be too little, too late for 

an economy facing a sudden stop (Figure 13). Combined, 

the fiscal stimulus measures will reduce the risk of an even 

deeper depression in activity and employment and will 

support a post-virus rebound in activity — but they won’t 

prevent the ongoing recession. 

The first phase included $8.3bn for coronavirus testing and 

health care. It was soon followed by the Families First 

Coronavirus Response Act worth $190bn, which includes 

$105bn for paid sick leave, $50bn for states, and $35 in 

unemployment and food benefits.

Figure 13: Congress delivers an unprecedented 

fiscal package 

Figure 12: New open ended QE 

Figure 11: Two emergency rate cuts of 150bp 

bring the federal funds rate to zero 
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And on March 27, Congress passed the CARES Act, a 

record $2.2tn stimulus package providing fiscal stimulus, 

loans, and loan guarantees amounting to 9% of GDP. The 

three-pronged CARES Act will support households via direct 

checks to low- and middle-income families along with an 

expansion of unemployment benefits worth a combined 

$540bn (Figure 14). It directs $150 billion to state and local 

governments. It will support large and small businesses via 

nearly $1tn of loans to small businesses, loan guarantees, 

and bailout funds. And it will provide new funding for 

hospitals, state and local governments, and a myriad of 

federal agencies. 

Trust during the new normal 

The new normal won’t look much like the old one. As Dr. 

Anthony Fauci said during a recent press conference: “If 

'back to normal' means acting like there never was a 

coronavirus problem, I don't think that's going to happen until 

we can completely protect the population.” Without medical 

advances in the form of broad-based testing, therapeutics, 

and an eventual vaccine, relaxing the current lockdown will 

happen only very gradually, and in the absence of public 

trust, the resumption of activity will be slow (Figure 15).  

In fact, the American Enterprise Institute has highlighted 

three conditions required to move toward a gradual 

relaxation of social distancing measures: a 14-day reduction 

in cases, hospital capacity to treat infected patients, and 

testing capacity across all states.  

U-shaped recovery, but many unknowns  

Given the severity of the economic and labor market shock 

and the expectation for a gradual and uneven resumption of 

activity, we foresee a U-shaped rebound (with the caveat 

that shape-based descriptions of recoveries are prone to 

varying interpretations). Unlike a light switch that’s flipped on 

instantly, this recovery will resemble a dimmer that’s 

gradually eased up over months. 

After 10 to 12 weeks of social distancing, we anticipate a 

gradual resumption of some essential activities. We foresee 

real GDP growth around 2% in Q3 (or 9% annualized) and 

5% in Q4 (or 24% annualized) (Figure 16). Yet, despite 

strong growth figures, real GDP will remain 4% below a no-

virus scenario by year-end, with the gap not closed until H2 

2021. Even so, we expect consumer outlays to remain 1% 

lower. 

Importantly, while the risks around our baseline forecast are 

more balanced than previously assumed, the uncertainty 

over the outlook is such that we have updated our moderate 

downside scenario featuring a longer lockdown through Q3.

 

Figure 16: U-shaped recovery post coronavirus 

Figure 15: Slowly rebounding private sector 

confidence will likely constrain the rebound 

Figure 14: CARES Act includes funds for 

households, businesses and municipalities 
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