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Forecast Revisions — A Multitude of Developments Shape a Still-Uncertain Economic Outlook 

Our November economic projections reflect a number of economic developments including a sharper rebound than ex-
pected in 3Q economic activity, the implications of the 2020 election results (as they currently stand), the re-
acceleration of the Covid pandemic, and the announcement of preliminarily successful vaccine trials.   
 

SUMMARY 

▪ Economy rebounded more sharply than expected in 3Q, raises basis for future growth projections  

▪ Election results point to future gridlock for economic policy 

▪ Re-acceleration of the pandemic already causing economic challenges, likely to persist 

▪ Another round of fiscal stimulus continues to be in basecase outlook; albeit smaller than if Democrats had a clean 
sweep of the elections, larger than if outbreak had not re-accelerated 

▪ Monetary policymakers likely to deem further accommodation as warranted  

▪ Vaccine developments brighten medium-term outlook, but short-term challenges remain significant 

▪ Expect interest rates to remain range-bound over forecast horizon given uncertainty of virus, magnitude of spare 
economic capacity, central banks’ efforts to support economies shuttered by virus 

 

PACE OF RECOVERY 

Economy Rebounds More-than-Expected in 3Q 

The economy rebounded 33.1% in 3Q20, regaining 65.7% of the lost activity in 1H20.  Driving the rebound were strong 
demand at the consumer level, business investment in equipment and software, and residential investment.  Consumer 
demand has been buttressed by significant income support from the CARES Act.  Even with 21 million people filing for 
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some form of unemployment insurance and more than nine million fewer people reporting as employed than prior to 
the virus, personal income and savings remain well above pre-virus levels nationally.  The biggest concerns remain busi-
ness investment in structures, which fell an additional 15% in 3Q20, and the weak global economic environment.  Going 
forward, the strong 3Q20 rebound raises the base from which future growth will be measured, necessitating revisions 
lower to future GDP growth projections. However, this also brings into play a full recovery of the lost economic activity 
in 2021. 

2020 ELECTIONS 

Outcome Likely to Result in Gridlock on Tax and Spending Legislation 

The 2020 elections did not play out as polls predicted.  Heading into November 3, polls pointed to a Democratic sweep 
of both Congressional chambers and the White House.  Had that scenario occurred, the economic impact could have 
been significant given the changes to fiscal and tax policy advocated for in the Democratic party platform.  In the House 
races, Republicans cut into the Democrats’ 32-seat majority although Democrats retained control of the chamber.  The 
most consequential outcome as it relates to the expected economic policy impact was the failure of the Democrats to 
gain a majority of seats in the Senate.  Republicans now appear to control 50 seats while Democrats appear to control 
48 seats (including the two Independents who caucus with Democrats).  Both Senate seats from Georgia are headed to 
a January 5 run-off with control of the Senate at stake.  The seats are currently held by Republicans and polls point to 
the incumbents retaining the seats in the run-off.  If so, a Republican-controlled Senate is unlikely to pass any overhaul 
of tax or spending policy.  If the Democratic candidates win both run-offs, history shows that it is meaningfully more 
difficult to pass significant tax and spending legislation through an evenly split Senate.  As such, in any run-off outcome, 
the new Senate make-up is likely to limit the scope of potential changes to economic policy for the next two years.  One 
additional longer run implication of this change is the increased likelihood for lower deficits and federal debt. 
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Moderation of Stimulus Package 

The most acute economic impact of the elections was the size of an expected Covid stimulus package.  Democrats have 
favored larger stimulus plans ranging from $2.2 to $3.5 trillion while Republicans have advocated for plans ranging from 
$500 billion to $1.0 trillion.  One area of disagreement has been the need to provide funds directly to state and local 
governments. The limitations of passing legislation through the Senate, whether it be split or in Republican control, 
make a smaller stimulus package the baseline expectation now.  However, Republican senators may prove to be more 
open to state and local funding given the recent rise in cases, hospitalizations, and tax deficits in their states.  As such, 
we now expect another round of stimulus in the range of $1.0 to $1.5 trillion. 
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COVID PANDEMIC 

Re-Acceleration of Outbreak Globally and Across U.S. 

One of the many questions related to the Covid pandemic has been the potential acceleration of transmission over the 
winter months, similar to other respiratory viruses.  This has now proven to be a reality, evidenced by rapid growth in 
cases in many countries.  Of the Group of Seven (G7) nations, only Japan has proven capable of containing the virus.  As 
of the time of writing, confirmed cases in the U.S. have surpassed eleven million, including one million in the past week 
alone.  The pace of new case diagnoses is now accelerating on a week-over-week basis in 48 states, hospitalizations are 
at their highest level of the pandemic, and fatalities have turned higher.   

Expected to Slow Pace of Recovery 

The re-acceleration of the outbreak is expected to have negative economic consequences in coming months.  In the 
Eurozone, many nations have implemented nationwide mobility restrictions, limitations on gatherings, and shuttered 
non-essential businesses.  Most U.S. states have avoided the dull-hammer approach although some are beginning to re-
implement broad shutdowns.  The fast moving data already show evidence of self-determined restrictions on mobility 
and a slowing pace of economic recovery.  While consumers broadly have sufficient income and savings to sustain the 
recovery, the renewed limitations on activity are likely to further weigh on wage income, particularly in the most affect-
ed sectors.  As a result, we have now moderated our expectations for job growth and the economic recovery in 4Q20 
and 1Q21.   
 

Positive Vaccine News Brightens Horizon 

Pfizer and BioNTech announced a 90% success rate in the phase three trial of their Covid vaccine on November 9, later 
raised to a 95% success rate in the final analysis released November 18.  Subsequent to Pfizer and BioNTech’s initial 
announcement, Moderna announced a 94.5% success rate in their late-stage trial on November 16.  The successful de-
velopment of an effective vaccine would be a significant development for the economic outlook, particularly vaccines 
with success rates as high as the initial analyses suggest.  However, such a vaccine has been presumed to be a likely 
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outcome sometime in the spring of 2021.  The two recent announcements keep this presumption on track.  There re-
mains a long road ahead.  The companies must still complete their trials, receive emergency use authorizations from 
the FDA, develop the vaccines in significant quantities, distribute the vaccines nationwide, and convince a somewhat 
skeptical public of the vaccines’ safety and efficacy.  As such, we continue to expect the virus to affect economic activity 
over the coming months.  However, the outlook for economic recovery in late-spring and summer of 2021 is now more 
convincingly optimistic. 

 
SUMMARY 

Buoyed by historic levels of fiscal stimulus and monetary accommodation, economic activity rebounded sharply in the 
third quarter. However, the ongoing surge of new infections and hospitalizations shows the virus has outlasted the fis-
cal assistance from the CARES Act. Despite the optimism about a potential vaccine in the future, the magnitude of the 
pandemic’s most recent wave is likely to warrant additional assistance over the coming months. A divided Congress, or 
even a split Senate, is expected to limit potential changes to tax policies, spending, and the approach to stimulus.  As a 
result, we now expect a combination of a moderated stimulus package along with more monetary accommodation. The 
Fed, for its part, has already pledged to keep rates low well past the start of a sustainable recovery and consider chang-
es to its asset purchases in the months ahead as a means to provide additional stimulus. With rates already low and 
businesses and consumers expected to avoid a borrowing binge amid continued uncertainty, additional easing of condi-
tions by the Fed is unlikely to be as effective as in the past.  Under the weight of the ongoing pandemic and given the 
limitations of monetary policy, the economic recovery is likely to remain modest and interest rates low, at least until 
the pandemic is no longer affecting activity.   
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY.  The information included herein has been obtained from sources deemed reliable, b ut it is not in any way guaran-

teed, and it, together with any opinions expressed, is subject to change at any time.  Any and all details offered in this publication are preliminary and are therefore subject 

to change at any time.  This has been prepared for general information purposes only and does not consider the specific inves tment objectives, financial situation and par-

ticular needs of any individual or institution.  This information is, by its very nature, incomplete and specifically lacks i nformation critical to making final investment decisions. 

Investors should seek financial advice as to the appropriateness of investing in any securities or investment strategies ment ioned or recommended.  The accuracy of the 

financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results achieved during the projection period may vary 

from the projections. The firm may have positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC. 
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