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National Outlook
Since our Revenue Projection Memo in March, the national economic downturn has played out
consistently with our fears. Consumer expenditures (67% of total GDP) were down 7.6 percent in the
first quarter of 2020. The entire GDP dropped 4.8 percent for the first quarter – the lowest since an 8.4
percent drop in the fourth quarter 2008. Alarmingly, the first quarter only included two weeks of
shutdown, implying that the second quarter could be the worst in the post-World War II era.
National economic indicators from the Federal Reserve Bank of Richmond show that retail sales were
down close to 20 percent in April, and still down 6.1 percent in May. Consumer spending overall went
down 17.3 percent, despite personal income increasing in April. Instead, personal savings went up 33
percent.
The Pew Research Center reports that the US unemployment rate rose from 3.8 percent in February to
13 percent in May, exceeding the 10.6 percent peak unemployment during the Great Recession. More
than 14 million Americans are now unemployed as a result of COVID-19, higher than the 8.8 million total
unemployed during the three years of the Great Recession. The unemployment rate for women is higher
than the unemployment rate for men. Unemployment rates are higher for immigrants than U.S.-born
workers, and higher for workers with lower levels of education.
The International Monetary Fund has further reduced its forecasts for 2020 and 2021, citing a steeper
decline and slower recovery than initially expected. The IMF now anticipates US GDP to decline 8
percent in 2020 and global GDP to decline 4.9 percent overall. This estimate is even more optimistic
than the World Bank’s forecast of -5.2% global GDP decline in 2020.
Fortunately, we may have already hit rock-bottom. Early data indicates that the economic downturn was
beginning to bottom out in May. Congressional Budget Office (CBO) analysis of business surveys showed
that factories in the U.S. and abroad continued to lower output and layoff workers in May, though at a
less steep rate of decline than in April. Based on April and May data, however, CBO revised its prepandemic projection for the fourth quarter of 2020 from 2.2 percent down to -5.6 percent compared to
last year’s fourth quarter. Despite the worst being behind us (maybe), recovery is likely to be slow and
bumpy. The CBO doesn’t expect U.S. quarterly economic output to catch up to previous projections until
the end of 2029.
The speed and shape of recovery remains a debated topic. The Goldman Sachs CEO still predicts a sharp
V-shaped recovery. On the opposite end of the spectrum, an economist at NYU that predicted the 2008
mortgage crisis is predicting a full decade of L-shaped depression. The only point of agreement
continues to be tremendous uncertainty. In a recent published statement, the President of the Federal
Reserve of Richmond summarizes the main areas of uncertainty. The first is medical – what coronavirus
infection and recovery rates will we see as a result of our public health response? The second is
consumer confidence. Consumer spending makes up two-thirds of GDP - will there be pent-up demand
or lingering caution once things reopen? The third is unemployment – will lost jobs come back? The
fourth is the future of credit markets. While the banking industry remains healthy at this point (unlike in
2008), their assets include consumer and business debt that will likely remain under stress for some
time. One sector to watch is commercial real estate. As the future of office space shifts, how will the

$2.3 trillion in commercial real estate loans held by US banks be impacted? Finally, what will the “wealth
effects” of all this be – what will the impact be on retirements, consumption, charitable giving,
entrepreneurship, household savings and debt, etc.?
Given this uncertainty, and the incredible economic loss already experienced, local governments
nationwide are struggling to budget for essential services. Local governments lost 800,000 jobs in April
alone. A survey by the National League of Cities reports that 65% of cities are being forced to delay or
completely cancel capital expenditures and infrastructure projects. This will undoubtedly impact job
growth and local economic activity, further imperiling economic recovery efforts in communities across
the nation. In 2019, state and local government spending was 17 percent of GDP. Local governments,
state municipal leagues, and the National League of Cities are fighting hard for additional federal aid
money for municipalities.

State Outlook
Just like the rest of the country, North Carolina is experiencing dramatic economic loss. North Carolina’s
Consensus Forecasting Group reported to the legislature that tax collections in April were 31.5 percent
less than April last year. However, it is unclear how much of the drop was due to economic conditions
versus late payments and delayed processing. They decline to provide a forecast until July when more
data is available, but project a 6.6 percent under-collection for the current fiscal year and have revised
FY20-21 forecast down by 9.9 percent, based on April data. However, this anticipated decline is less
severe than many other states, as tracked by the National Conference of State Legislatures.

Since the beginning of the pandemic, there have been 1.08 million individual unemployment insurance
benefit claims in North Carolina. The unemployment rate has tripled since March, reaching 12.9 percent
in May. Although in May the state did add back 12 percent of the 571,500 jobs lost in April, seven years
of job creation has been lost and employment is only back to 2013 levels. Wells Fargo Economics Group
expects to see more improvement in June, but then only moderate recovery until more progress is seen
in containing the spread of the coronavirus.

Dr. John Connaughton of UNC Charlotte forecasts a 4.4 decrease in GSP for 2020 over the 2019 level.
The hospitality and leisure services sector is expected to decline the most with a decrease of 34.8
percent. New residential housing permits in April were down 12.6 percent compared to last year, and
housing starts were down 22.3 percent. Home prices did increase 5 percent on a year-over-year basis,
and in all MSA’s. The NC State University Index of NC Leading Economic Indicators fell 7.5 percent in
April. While all components of the index were negative, the 45 percent rise in jobless claims and an 11
percent decline in building permits were large contributors. However, the drop was smaller compared to
March, indicating some hope that numbers will now begin to reverse back to a positive trend. The June
Carolina’s Survey of Business Activity reports that firms in the Carolinas are optimistic that conditions
and sales are improving.
As already mentioned, the future relies largely on what happens next in the COVID-19 pandemic. Wells
Fargo Economics Group notes coronavirus cases are trending higher in 20 states as of mid-June,
following the easing of lockdown orders in May. They emphasize concern for urban vulnerability, where
coronavirus spreads most easily and results in the largest economic impacts (the ten largest metros
account for 37.5 percent of economic output). While necessary to protect public health, slowing or
rolling back re-opening would be a definite set-back to recovery just getting underway.
As we publish this memo, N.C. Gov. Roy Cooper has just announced a statewide mandate to wear masks
and a 3-week delay in entering the next phase of reopening. The hope is that these measurers will stem
what are troubling trends in N.C.’s COVID-19 statistics. Meanwhile, the U.S. Congress is not set to return
to Washington until later in July. As the effects of direct payments to U.S. citizens grow more distant in
the past, and extended unemployment benefits approach their end, the economic impact of the
coronavirus could redouble. Will N.C.’s efforts allow the state to more fully open all sectors of its
economy in July? Will COVID-19 trends impact travel to N.C. and consumer behavior within the state?
Will there be additional action at the federal level, and if so, what form will it take? These are just some
of the questions lingering that will significantly impact the health and welfare of North Carolinians and
the revenues upon which the state and local governments depend. We will be tracking the economic
activity and governmental response that will help answer some of these questions, but in the meantime
we are left in the unsatisfactory position of having to wait and see.
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