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COVID-19. While that is good news, the decline is occurring at a prolonged pace. The longer
it takes for the pandemic to subside, the deeper this recession is likely to be. And the more
businesses are likely to struggle under the weight of the decreased demand and government
intervention in eﬀorts to keep COVID-19 at bay.

Labor Market in Flux
The following chart illustrates the total number of people that were laid oﬀ temporarily during this
pandemic. Temporary unemployment is declining, and the number of people returning to work is
increasing. Still, the concern is the number of layoﬀs that are converting from temporary to
permanent, indicating a shift in structural unemployment.
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The increase in the number of permanent layoﬀs accelerated in August, partly attributed to some
of the paycheck protection program funds’ expiration. With those funds running out, businesses
that may have been able to keep people employed may now have to lay them oﬀ or shut their
doors altogether.
We expect to see permanent layoﬀs continue to increase over the next couple of job reports.
There have been many headlines recently where major corporations continue to layoﬀ
employees, and many temporary furloughs are turning into permanent job losses.
Some especially hard-hit industries, such as the airline industry, received substantial government
funding early in the pandemic. Along with that assistance came stipulations such as keeping
people employed or not permanently laid oﬀ through the end of September. There’s already
been talk amongst the airline industry of major layoﬀs to come in October, contributing to
permanent layoﬀs. Other big corporations such as Coca Cola, Salesforce, and Boeing, are
discussing the potential of significant layoﬀs to cut costs as this economic recession persists.
The headline unemployment rate of 8.4% in the August release was better than anticipated, from
many economists’ consensus. But one factor that is likely contributing to a lower unemployment
rate is marginally attached workers, which are those not in the labor force. Those are workers
who want a job, are of working age, and able to work but did not search for a position within the
last four weeks.

PREVEDERE

3

This trend is concerning because the higher this percentage is, the more likely unemployment
numbers will be understated.

The Fall of Disappointment
In looking at business closures in the United States early on in the crisis, the number of
permanent closures was relatively small. People expected that the closure was going to be brief
and that they would open up once again. But now there is a dynamic shift, and there’s a larger
percentage of permanently closed businesses than temporarily closed.

According to the University of Chicago, 77% of employees who lost their job due to the pandemic
expect to get it back. 42% of job losses, however, are likely to be permanent. What’s interesting is
that it means about one out of every five people who lost their job will be surprised not to get it
back.
Permanently unemployed numbers are going to increase, and there is a significant percentage
of marginally attached workers. So the question becomes, why are so many of these
macroeconomic numbers, such as retail sales, actually seeing more optimistic results?
The reason is that there is a really interesting dynamic happening when it comes to how much
money the American consumer has in their pocket.
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In the following chart, the orange line illustrates the year over year percent change or growth
on a monthly basis for total personal income in the United States. It represents the total dollars
that American consumers have to spend. The blue line is the year over year monthly percentage
change in labor compensation, which is income from labor and wages only.

Historically, total personal income flows very closely with compensation. The current landscape
is the first time that there has been such a significant divergence. Despite the labor market
dynamics in earnings from actual wages being down 1%, consumers have had more money to
spend than they have ever had before, and many of them were spending it.
The stimulus and the extended unemployment benefits have more than made up for lost wages
throughout the summer. Despite what has been going on in the labor market, consumers have
had money to spend because they were getting it unconventionally.
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When will the U.S. feel the pain?
When the stimulus and the extended unemployment benefits run out entirely, there will be an
income cliﬀ. The following chart shows future estimates of when to expect that to happen.

During the pandemic, year over year disposable personal income is positive, above the $0 line. In
looking at total income in consumers’ pockets, it has been higher than the prior year. But that’s
been bolstered by government intervention, as indicated in the bars.
Extended unemployment benefits and the one-time cash payment oﬀset declines in the
earnings from labor. From now on, that is going to be a shifting and changing dynamic.
In the fourth quarter of this year, disposable personal income will drop below where it was last
year. It’s going to become a significant headwind without an additional round of stimulus. A drop
in labor compensation will translate to a real decline in consumer income, aﬀecting their ability to
spend.
This will be a major headwind that’s likely to prolong this economic recession. The depths of the
decline in consumer spending is expected to take hold going into 2021, although it’s not likely to
be as big of a pullback as earlier this year.
We don’t expect a return directly to pre-COVID levels when it comes to the amount that the U.S.
consumer is spending. This is one of the key things that Prevedere economists are keeping our
eyes on. As stimulus subsides, we’re going to be focusing on the labor market, the structural shift
to permanent layoﬀs, and what that ultimately is does to consumer income. That’s very important
to monitor when it comes to assessing the health of the U.S. economy.
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Economic Scenario Planning in a COVID-19 World
Planning and forecasting based on historical performance is no longer valid in today’s economic
climate. As you look ahead beyond the immediate crisis and consider your business plans, having
visibility to external economic factors and considering how your company will fare in the “new
normal” economy is paramount. This is what we call Intelligent Forecasting.
Prevedere helps companies answer, “what’s next?”, using global data and AI technology. Whether
it is a black swan event like the COVID-19 pandemic, less severe shocks like falling oil prices, or the
regular contraction-expansion business cycles, Prevedere provides executives with insights on
global forces impacting their business.

Click here for more information on Prevedere’s ‘What If’ Scenario Planning Oﬀering >>
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SEE
how economic activity
impacts performance

SOLVE
for upcoming risks
and opportunity

SUCCEED
with stronger, more
predictable results

Prevedere is a predictive analytics software company
that delivers insights into future business outcomes
based on current economic trends. Our predictive
economic

intelligence

offerings

help

executives

see what lies ahead for their business and solve for
upcoming risks and opportunities. Prevedere’s SaaS
solutions apply the power of machine learning and
predictive modeling to millions of indicators of global
economic and consumer activity. Our customers include
Fortune 500 industry leaders in retail, manufacturing,
and consumer packaged goods. To learn more, visit
www.prevedere.com or follow @Prevedere on Twitter.
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