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The ABC’s of Economic Recovery
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If you have been watching the news lately, you may have heard phrases such as “V-shaped recovery”
thrown around when discussing the economic recovery after the coronavirus outbreak. We would like to
take a second to discuss the different types of economic recoveries, historical examples of each, and
what we can do to avoid a worst-case scenario.

The best-case scenario when regarding an economy recovery is known as a V-shaped recession. Just like
its name states, these recessions tend to occur as a steep decline that is followed by a rapid recovery. A
recent example of this type of recession is the 1990-1991 recession, as the recession only lasted from
July 1990 to March 1991. For a V-shaped recovery to occur, it would require many best-case scenarios.
Testing would have to become readily available by early summer, allowing social distancing guidelines to
be relaxed by May. Also, this would require a significant buildup of demand to be unleashed as soon as
businesses reopen, as well as businesses rehiring most of the employees that had been fired or
furloughed.

Another type of economic recovery is known as a U-shaped recession. A U-shaped recession is simply a
prolonged version of a V-shaped recovery, characterized by a prolonged drawdown with a prolonged
recovery period. A recent example of a U-shaped recovery is the Great Recession, as the economic
drawdown was prolonged and followed by a muted but gradual recovery. A U-shaped recovery would be
fueled by a shutdown that extends into the summer months and sees a sizable number of workers that
are unemployed unable to return to their previous jobs. Also, while there may be pent up demand,
businesses may not get the boom they anticipate if consumers continue to be cautious in public.

A W-shaped recession, better known as a “double-dip recession,” occurs when the economy has a short
spurt of economic growth following a drawdown, only to be followed by another economic drawdown
before completely recovering. An example in modern history is the 1980-1982 recession. While the
economy had an initial drawdown followed by a recovery, the combatting of stagflation (inflation during
high unemployment and economic demand stagnation) led to a second and final drawdown that
successfully halted the spiking inflation. A W-shaped recovery would most likely be triggered by a second
wave of the coronavirus. In this scenario, states may prematurely reopen, causing the flattening curve to
spike all over again. In this instance, while the economy may get a boost from the initial reopening, the
shutdown that would coincide with the second wave would lead to an additional economic drawdown.

The worst-case scenario for a recovery is known as an L-shaped recession. An L-shaped recession

involves a sluggish recovery that can take years (sometimes even decades) to recover from; depressions
are known as L-shaped recessions. A classic example of this type of recession is the economic slowdown
in Japan following their robust, post-World War Il economic prosperity. Once their asset bubble popped,
a combination of stagnant economic growth and deflation led to a prolonged depression best known as
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the Lost Score. An L-shaped recovery typically involves a perfect storm of worst-case scenarios. For this
to occur, we would imagine that the stay-at-home orders would extend through most of this year, if not
into next year. Also, an L-shaped recovery would require a high default rate for businesses on their loans,
as well as an unanticipated number of bankruptcies of businesses of all sizes. Finally, people may be
indefinitely fearful of entering public spaces, leading to a prolonged decline in consumer spending
outside of necessities.

While we wish we had a crystal ball to know for certain what path the virus and our economy will take,
we have to continue to monitor the technical and fundamental strength of the economy and, in turn, the
stock market to make our next decisions. On the technical side, more than half of our recession
indicators continue to show a negative reading; in fact, none of them have returned to a positive
reading. On the fundamental side, we believe that we have yet to truly see the economic impact of this
shutdown. Unemployment continues to rise, and second quarter estimates of US GDP (Gross Domestic
Product i.e the goods and services produced inside the U.S.) are indicating historically low levels. In
short, we have yet to see material changes in either of these categories that would indicate a positive
reading for the economy. However, we are continuing to watch both factors daily, and we will notify you
when we see a shift in either of them. In the meantime, don’t hesitate to reach out if you have any
additional questions or concerns.

Thank you,
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The opinions voiced in this material are for general information only and are not intended to provide specific advice or
recommendations for any individual. All performance referenced is historical and is no guarantee of future results. All indices are
unmanaged and not be invested into directly. The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks
designed to measure performance of the broad domestic economy through changes in the aggregate market value of 500 stocks
representing all major industries.
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