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Economy Slows Sharply, Massive Job Loss, but V-Shaped Recovery
Remains the Baseline Forecast

The spread of the coronavirus has slowed global and US economic activity to a halt. Public and private
measures to stem the spread of the virus have led to indefinite interruptions in many sectors of the
economy, as well as future uncertainty surrounding how long this pause in the global economy will last
and what the potential economic losses could be.

Our baseline forecast is for a V-shaped recovery: we expect a sharp drop in growth in Q2 2020, with a
recovery late in 2020 and into 2021. There remains the possibility of a U-shaped recovery as well, with
things staying worse for longer as the ripple effects from business closings, restricted in-person activity,
and job losses linger, before a steep bounce back beginning later in 2021. The success of the public
health measures in place and planned for the months ahead will make the difference in these paths.

We expect the unemployment rate will peak above 9 percent by the end of 2020, before falling back to
5 percent by the end of 2021. Weekly unemployment claims have gone from 280,000 to over 6 million in
a span of two weeks, according to the DOL’'s weekly report on initial claims. On a monthly basis, the BLS
reported that job losses spiked in March, led by almost half a million fewer jobs in restaurants and
hospitality, clearly one of the hardest hit sectors in the economy thus far. The jump in the
unemployment rate by almost a full percentage point exceeded expectations, but only points to the
level of distress among many households. The report almost showed almost an additional 1.5 million
households now working part-time when they would rather have full-time hours. The decline in the
participation rate already indicates that some workers are stepping back from even looking for a job as
the pandemic crisis continues.

Many respondents in the BLS household survey indicated that they are on temporary furlough. This does
provide additional support for our forecast for more of a V-shaped path for the economy, the job
market, and the housing market. We do expect those unemployed workers to be called back to their
jobs when the crisis abates.



Given the severity of the economic impact that is unfolding and related downstream impacts, the
Federal Reserve cut rates not only once, but twice, and is likely to keep short-term rates at 0 through
the end of 2021 and likely into 2022. In addition to resuming its MBS purchases to help the mortgage
market to continue to function, the Fed has put in place various support facilities such as the
Commercial Paper Facility, Primary Dealer Credit Facility, Money Market Liquidity Facility, etc. with the
end goal of keeping financial markets operating on a day to day basis and to prevent the need for
investors from going to cash by providing opportunities to make less liquid assets more liquid.

In terms of the impact to the housing and mortgage markets, the economic and job market weakness
are hitting right in the middle of what would have been a strong spring housing market. We were seeing
extremely strong data on housing starts and purchase applications going into March. However, as a
result of the pandemic, we now expect that existing home sales are going to drop by about 2 percent in
2020. New home sales will still grow, as housing starts are likely to also follow a V-shape, picking up
strongly in the second half of the year. Although construction employment declined last month, there
was a small increase in residential construction, with the decline driven by non-residential builders.
When housing demand recovers later this year, we will once again be facing a supply shortage, so it is
good to see that homebuilders were continuing to hire in March.

We expect mortgage rates to average 3.5 percent for 2020 and be slightly higher in 2021 at 3.7 percent.
We expect total mortgage origination volume of $2.4 trillion in 2020, more than 10 percent above 2019,
driven by refinances that are about 30 percent higher. The pace of refinance applications through the
middle of March has already given us a head start in a sense. Purchase volume will be down slightly for
the year, as the emerging job market weakness has already resulted in a drop in demand for purchase
mortgages. However, we do expect continued strong demand for refinance loans over the next several
months, given the record low level of mortgage rates, and the monthly savings to borrowers should help
the broader economy.

Mortgage servicers are already hearing from a substantial number of homeowners who are concerned
about their ability to make their mortgage payments on time, given how rapidly the employment picture
in the US has deteriorated. The mortgage industry is ready and willing to help through the use of
established forbearance programs, allowing borrowers who have lost their jobs, been furloughed, or
had their income cut as a result of the virus the ability to delay their payments for up to six months.

However, the unprecedented and unexpected wave of forbearance requests will place a significant
strain on mortgage servicers. Even if a quarter of all borrowers request forbearance for six months or
longer, cash demands on servicers could exceed $75 billion and could climb well above $100 billion.

That is why it is absolutely critical for the Federal Reserve and U.S. Treasury to immediately establish a
liquidity facility so that otherwise solvent mortgage servicers can borrow from the Fed to support these
forbearance programs. This needed backstop for servicers will ultimately support homeowners during
these challenging times.
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