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2021 Economic Outlook: Vaccines, Stimulus and Recovery  

While uncertainty is commonplace in forecasting economic growth and interest rates, doing so in 2021 is uniquely chal-
lenging.  The economy appears highly likely to continue its recovery from the Covid pandemic and move into a period of 
expansion, although even this outlook could be derailed by unexpected developments with the virus.  The policy implica-
tions of the 2020 elections bring about new uncertainties.  The evenly split Senate adds yet another layer of uncertainty 
about legislative scope while the prospects of significant stimulus bring into question an entirely different variable.  One 
certainty for 2021, the economy is positioned to grow substantially if the damage from the virus can be limited.   

 

Pandemic 

All forecasts remain beholden to the unknown path of the Covid virus.  The fate of every sector will be determined by 
how well the country is able to contain the damage caused by the virus.  There remain many unknowns related to this 
objective: How much will people change their level of activity as case-counts change?  How much will government au-
thorities restrict activity as case counts change?  How efficiently will multiple vaccines be manufactured and distributed?  
How effective will the vaccines be in protecting people and restoring normalcy?  Will the virus change or mutate in forms 
that are unresponsive to vaccines or acquired immunity?  How long will immunity last?  In our basecase outlook, we ex-
pect a number of factors to sufficiently reduce the transmission of the virus in 2021 to allow a full recovery of lost eco-
nomic activity, in aggregate.  However, we expect the virus to remain an obstacle for a full recovery for certain sectors.   

Consumer 

Almost 10 million nonfarm payrolls remain lost from the February 2020 peak and almost 20 million people continue to 
file for some form of unemployment assistance. Unique to the current recession, the hardest hit areas of consumption 
have been in the service sector.  Specifically and intuitively, non-essential service sector activity involving a high degree 
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of personal interaction has been damaged most directly.  However, the government’s pandemic relief efforts helped 
offset the impact on personal income.  In fact, total personal income remained above February’s pre-virus peak in each 
month after March’s decline, despite the sharp loss in employment.  For the 94% of workers who have not lost work 
because of the pandemic, and their dependents, the outlook is exceptionally strong.  At year-end, consumers were col-
lectively sitting on over $1 trillion in pent-up savings, waiting to turbocharge a recovery once activity resumes.  While 
workers in certain sectors and regions are likely to  continue facing a difficult labor market, the majority of consumers 
come into 2021 on strong footing with significant pent-up savings, additional government stimulus already approved, 
and more stimulus in the works.  
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Investment 

Like consumption activity, the overall outlook for investment this year is positive, but specific areas are expected to re-
main under duress.  Unlike typical economic cycles, private investment in equipment has already rebounded sharply 
and is likely to surpass its pre-virus level quickly.  Private investment in structures, however, has shown no sign of a 
sharp rebound.  In fact, investment in structures has dropped 16% from its pre-virus level after three consecutive quar-
ters of contraction.  Construction spending data point to continued challenges for the sector, particularly for categories 
associated with the affected areas of non-essential consumer services, areas including lodging, amusement, education, 
and retail.  In contrast to the broad weakness in private structures, residential investment has boomed.  Record-low 
mortgage rates, a strong labor market for 90% of workers, and desires to move into less dense areas have combined to 
drive housing sales up 13% above pre-virus levels.  Inventories of both new and existing home remain low at year-end, 
limiting the risk of a housing bubble and helping drive home prices notably higher. Going forward, the recovery in pri-
vate non-residential investment is expected to be uneven but residential investment remain positive.  In addition,  busi-
nesses have drawn down inventories by over $100 billion and, given the quick rebound in most consumption catego-
ries, the inventory rebuild should be a strong tailwind for investment.  

 

Government Spending 

The election results significantly changed the outlook for government spending.  Washington passed four different 
phases of stimulus spending in 2020, including December’s $900 billion package.  Little else was expected under the 
former leadership structure with Democrats in the House and Republicans in the Senate prioritizing different strategies 
to support the economy.  It appeared as though every bipartisan compromise that could be reached had been reached. 
The runoffs for the two Georgia Senate seats changed that outlook as they resulted in Democrats taking control of the 
Senate.  Now controlling the White House and both chambers of Congress, Democrats will be able to pursue some of 
their economic agenda.  While the Senate’s narrow margin will likely limit the scope of legislation, we now expect addi-
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tional federal spending, changes to tax policy, and a less-loose regulatory environment.  President Biden has already 
unveiled his first attempt at another stimulus package, including a third round of direct payments, totaling $1.9 trillion.  
In addition, Democrat leaders indicated there would be another package introduced later in the year.  Priorities high-
lighted during the President’s campaign include spending on infrastructure, education, housing, and healthcare, to 
mention a few. Given the recent environment, in which the federal debt has been put on the backburner by most in 
Washington, we expect government spending to remain elevated and be a significant tailwind to growth for the next 
year, at least.  While this adds fuel to the recovery, it does come at the cost of the deficit.  The federal debt already in-
creased 19.6% in 2020 to $27.75 trillion.       
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Monetary Policy 

The Fed pulled all of their levers to ease monetary policy in 2020: lowering target rates, increasing its monthly asset 
purchases, and giving strong forward guidance.  Going forward, the economy is unlikely to recover sufficiently to war-
rant meaningful tightening in 2021.  Given their new policy framework, it is reasonable to expect that their first rate 
hike might not occur until 2023 or later.  More likely to be on the table in 2021 is tapering of the current $120 billion 
monthly pace of asset purchases.  However, before this will be discussed in earnest, significant improvement in the 
containment of the pandemic will need to occur.  We do not expect the tapering process to begin until 4Q21 or into 
2022.  Unlike in previous cycles, the Fed is unlikely to be proactive with policy tightening until they see inflation sus-
tained at, or above, 2% for several quarters.   

 

Inflation 

Because of the year-over-year calculation, CPI inflation is expected to rebound in 2021 as sharp, pandemic-related de-
clines in some commodity prices have stabilized. Despite the inherent volatility of year-over-year calculations, the over-
all trajectory for consumer inflation is expected to remain below the Fed’s target given the significant spare capacity in 
the economy and the labor market.  Moreover, global disinflationary forces are expected to compound weak consumer 
price pressure in the U.S.  However, the outlook for inflation has been complicated by the size of the fiscal stimulus 
efforts.  Given the election results and the expectation for even more stimulus, the risk to faster-than-desired inflation 
now appears greater.  Nonetheless, we continue to expect any notable increase in consumer inflation to prove transi-
ent until significant healing takes place in both the global and domestic economies.   
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Interest Rates 

With expectations for inflation to remain subdued and the Fed committed to proving its determination, short-maturity 
interest rates are expected to remain anchored in 2021.  However, the post-election outlook for more fiscal stimulus 
increases the risk to faster inflation.  As such, longer-maturity yields are expected to reflect the broader band of ex-
pected inflation outcomes and move gradually higher as the economy continues to recover.  Adding to pressure on 
longer yields, the election results imply that monetary policy will be assisted by fiscal policy in supporting the recovery.  
Insomuch as this proves true, the Fed will be able to extricate itself from supporting the markets more quickly. Howev-
er, policymakers will continue to have incentive to keep yields somewhat rangebound given the implications for asset 
values and debt servicing.  
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