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The healing process has begun. With important economic
data for May now in the books, it looks like the economy hit bottom
in April. Notonly have most economic indicators rebounded in May,
they have come back much more strongly than expected on Wall
Street. That together with some promising signs on the health front
and muscular support from the Federal Reserve stoked an astonish-
ing rally in the stock market. After a debilitating 34 percent drop
between February 19 and March 23, stock prices staged a record-
setting 45 percent surge over the subsequent 50 days. As of late
June, the S&P 500 stood just 7 percent below its pre-coronavirus
record set in February.

Time will tell if the euphoria on Wall Street is justified.
Although the economy is on the mend, it remains firmly ensconced
in recession territory. If there were any doubt that the U.S. entered
arecession, the National Bureau of Economic Research putitto rest
on June 9 when it announced that the longest expansion in U.S.
history officially ended in February. In a testament to the unique
nature of this recession, the NBER made the call just three months
after its onset, much shorter than the usual wait of nine months to
a year. Traditionally, recessions last at least two quarters but the
NBER judged that the magnitude of the contraction in employment
and production along with its breadth justified the “recession” label
“even if it turns out to be briefer than earlier contractions.”

At this juncture, it appears that this recession will turn out to
be one of the shortest on record, lasting not more than a quarter or
so. If the recent recovery seen in most data holds, the third quarter
should mark the start of the next upturn. What’s more, the growth
rate during the period should be impressive, with estimates ranging
as high as 30 percent. But before uncorking the champagne, it is
important to put the rebound in context. Against the plunge in
activity in the second quarter - which likely ranged between an
annual rate of30to 40 percent - the economy wouldsstill be 7.0 percent
smaller than it was prior to the pandemic. What’s more, the sizzling
third quarter rebound may well fizzle later in the year as the effects
from government stimulus fades and particularly if a second wave
of infections hits. Simply put, it will be a long slog before the
economy returns to normal levels of activity; the question is, will it
follow straight line up or encounter detours along the way?

Misleading Strength

As the phased lifting of lockdown restrictions spreads from
state to state, the economy is coming back to life with a bang.
Businesses rehired workers at a record pace in May, expanding
payrolls by aneye-opening 2.5 million. That was a shocking surprise

Coming Back To Life

to economists who widely believed that the 23 million job losses
inMarch and April would be followed by another monthly decline
in May. They received another shock when retailers reported a
record 17.7 percent jump in sales for the same month, more than
double the expectation on Wall Street. To put this in context; the
previous record increase for a month was 6.7 percent back in
October2001.

Some believe that the vigorous rebound in these key
economic reports means that the economy is off to the races,
leaving unpleasant memories of the Covid-19 recession in the
dust. To them, a V-shaped recovery in which the economy swiftly
regains all the huge losses suffered during second quarter is firmly
underway. As tempting as that prospect seems at the moment, we
remain highly skeptical thatit will play outashoped. Forget for the
moment that one-month does not make a trend.

The more important caveat is that these outsized gains are
coming offextremely low bases, thanks to the breathtaking plunge
in economic activity that took place in previous months. A better
way to gauge the rebound in jobs and retail sales is to see where
they stand relative to where they were prior to the pandemic. In
both cases, there is still a huge mountain to climb. For example,
ifthe 2.5 million increase in payrolls were to repeated month after
month, it would still take closeto ayear to regain all of the loss seen
in March and April. Likewise for retail sales, which remains a full
8.0 percent below the precrisis level in February.

The Easy Part is Now

Putanother way, the initial stage of arecovery is always the
easy lifting part. It also generates the most optimism because the
rebound in economic activity is usually the strongest, leading
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many to expect the gains to continue at the same rate. That’s rarely
the case. In the current instance, two forces - one that typically
occurs early in an upturn and another that is unique to this cycle -
powered the initial spurt in activity. Even the typical catalyst was
unusual in certain respects.

Typically the economy gets a healthy early boost from the
unleashing of pent-up demand. Depending on the depth and length
of the recession, households postpone nonessential spending
during downturns, due either to a lost job or the fear of losing one.
They will continue to prioritize essential expenses - food, rent,
mortgage payments and medical services, for example - but postpone
discretionary purchases on such things as a motor vehicle, TV or
other appliances as well as recreational services, creating a pent-up
demand for these items. Instead, the monies not spent goes into
savings accounts, ready to be unleashed when the recession ends.

Not only did that dynamic play out in May, it did so in spades.
That’s because the sudden stop in all forms of activity brought on
by Covid-19 lockdown restrictions resulted in a record contraction
in consumer spending, generating an even greater volume of pent-
up demand than is customary in downturns. Unlike previous reces-
sions, however, households in the aggregate suffered no loss of
incomes when the job market turned south, thanks to the unprec-
edented support from the government. Indeed, the $3 trillion in
government transfer payments to households in the form of $1200
stimulus checks and expanded unemployment benefits were more
than three times greater than the decline in wages and salaries in
April. Most of these excess funds were initially channeled into
savings accounts, driving the savings rate up to a record 33 percent.
Hence, households had more than enough firepower to finance their
pent-up demands in May, underscoring the surge in retail sales that
month.

A Strong Third Quarter

Consumers still have fuel in the tank to support a decent
amount of spending over the early part of the summer. The expanded
unemployment benefits, which adds $600 a week to standard state
benefits and covers workers who previously did not qualify for
regular benefits, are set to continue through the end of July. Accord-
ing to numerous estimates, about two-thirds of workers eligible to
receive unemployment benefits are actually receiving more income
than they were getting in their jobs.

Hence, there is still an enormous amount of purchasing power
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in the economy, even as the unemployment rate remains at
depression-era levels. As lockdown restrictions continue to ease
inabroader swath of states, the supply of goods and services that
consumers can purchase will also expand, lending breadth as well
as depth to spending over the near term. And as businesses
reopen and rehire laid-off workers, paychecks will also be coming
back, supporting income growth.

All of this will give heft to the economy’s third quarter
performance, which should see a record increase in GDP. But
that’s when the easy lifting ends and the hard part begins. Indeed,
some spending firepower has already been exhausted, as the
stimulus checks sent directly to households earlier in the spring
have probably been spent, particularly by lower-income recipi-
ents to cover essential expenses. By the end of July, the program
that provides expanded unemployment benefits is also set to end;
at this juncture, there is not broad support in Congress to extend
it. Indeed, a vocal group of conservative lawmakers view the
recent strength in economic activity as an argument to withdraw
stimulus from the economy to stem the ballooning deficit.

A Second Wave?

The biggest risk to the outlook over the next six months is
the prospect thata second wave of the virus will emerge. Ifitdoes,
the economic impact will depend on a variety of factors. One risk
is that policymakers would be reluctant to reimpose restrictions
due to lockdown fatigue among the public. Doing so might also
be perceived as a tacit admission that the government had
previously made mistakes. But failure to respond to a sustained
rise in case numbers could trigger more severe lockdown restric-
tions to contain the virus down the road. Nor would a weak or
delayed government response provide much of a growth boost
if it leads to a sharp rise in voluntary social distancing.

Inthisregard, concerns are growing that cases in more than
half the states have started to rise again, suggesting a second
wave is coming. At this stage, the true significance of increases
is hard to know - and in any case is perhaps better left to
epidemiologists to assess. Most health officials believe that the
rise in cases is not the start of a second wave, but rather a failure
to ever contain the original spread of Covid-19. Complicating
matters even more is that the sharpest upticks in cases are
occurring among the states that were the earliest to lift restric-
tions, which has ominous implications as the trend towards
reopening all states continues to gain traction.

In any event, a resurgence of the virus clearly has the
capacity to undermine the recovery, prompting businesses to
shut down anew and spurring households into another quaran-
tine, either voluntarily or by government mandate. Even if a
second wave is not forthcoming, the scars from Covid-19 will
change the behavior of consumers. The imperative to stay safe
will supercede the desire to satisfy material needs, restraining
spending below where it otherwise would be. Until a vaccine or
effective treatment becomes widely available, it is not likely that
people will resume normal activities. That includes businesses
many of which are accelerating a push to do more with less
workers. Walmart, for example, is testing anew payment system
that allows it to eliminate all cashiers. Put simply, as the doors of
the economy continue to reopen the road back to normalcy will
be long and winding.
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KEY ECONOMIC AND FINANCIAL INDICATORS

FINANCIAL INDICATORS*
12-Month Range

May April March  February January December November High Low
Prime Rate 3.25 3.25 3.81 4.75 4.75 4.75 4.75 5.50 3.25
3-Month Treasury Bill Rate 0.13 0.14 0.29 1.52 1.52 1.54 1.54 2.17 0.13
5-Year Treasury Note Rate 0.34 0.39 0.59 1.32 1.56 1.68 1.64 1.83 0.34
10-Year Treasury Note Rate 0.67 0.66 0.87 1.50 1.76 1.86 1.81 2.07 0.66
30-Year Treasury Bond Rate 1.38 1.27 1.46 1.97 222 2.30 2.28 2.57 1.27
Tax-Exempt Bond Yield 2.40 2.42 2.54 2.44 2.59 2.75 2.82 3.68 2.40
Corporate Bond Yield (AAA) 2.50 2.43 3.02 2.78 2.94 3.01 3.06 3.42 2.43
Conventional 30-Year Mortgage Rate 3.23 3.31 3.45 3.47 3.62 3.72 3.70 3.80 3.23
Dow Jones Industrial average 24271 23294 22637 28520 28880 28167 27797 28880 22637
S&P 500 Index 2920 2762 2652 3277 3278 3177 3105 3278 2652
Dividend Yield (S&P) 1.88 2.01 2.30 2.07 1.88 1.86 1.90 2.30 1.86
P/E Ratio (S&P) 21.2 20.2 17.9 19.4 21.2 21.3 20.9 21.3 17.9
Dollar Exchange Rate (vs. Major Currencies) 123.0 123.6 121.3 116.7 115.3 115.9 116.6 123.6 115.0
* Monthly Averages

ECONOMIC INDICATORS
12-Month Range

May April March  February  January December November High Low
Housing Starts (In Thousands) 974 934 1269 1567 1617 1587 1371 1617 934
New Home Sales (Thousands of Units) 623 619 717 774 731 696 774 598
New Home Prices (Thousands of Dollars) 310 327 331 329 330 328 331 308
Retail Sales (% Change Year Ago) -6.4 -19.9 -5.6 4.5 4.9 5.6 3.3 5.6 -19.9
Industrial Production (% Change Year Ago) -15.3 -16.2 -4.9 -0.2 -0.9 -0.8 -0.4 1.0 -16.2
Operating Rate (% of Capacity) 64.8 64.0 73.2 76.8 76.8 77.2 77.6 77.8 64.0
Inventory Sales Ratio (Months) 1.67 1.45 1.38 1.38 1.39 1.39 1.67 1.38
Real Gross Domestic Product (Annual % Change) -5.0 2.1 2.1 -5.0
Unemployment Rate (Percent) 13.3 14.7 44 3.5 3.6 3.5 3.5 14.7 3.5
Payroll Employment (Change in Thousands) 2509 -20687 -1373 251 214 184 261 2509 -20687
Hourly Earnings (% Change Year Ago) 6.7 7.8 3.5 3.3 3.3 3.2 3.5 7.8 3.2
Personal Income (% Change Year Ago) 11.7 14 4.1 4.2 3.9 4.6 11.7 14
Savings Rate (Percent of Disposable Income) 33.0 12.7 8.2 7.9 7.7 7.9 33.0 7.4
Consumer Credit (Change in Blns. Of Dollars) -68.8 -6.8 19.5 8.5 21.3 7.6 23.0 -68.8
Consumer Prices (% Change Year Ago) 0.2 0.4 1.5 2.3 2.5 2.3 2.1 2.5 0.2
CPI Less Food & Energy (% Change Year Ago) 1.2 14 2.1 24 2.3 2.3 2.3 24 1.2
Wholesale Prices (% Change Year Ago) -0.8 -1.0 0.7 1.3 2.1 1.3 1.1 2.1 -1.0
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<, D SimpliCD

SimpliCD is owned and operated by

Primary Financial Company LLC, a

credit union service organization

owned jointly by Louisiana

Corporate Credit Union and

corporate credit unions

nationwide.

SimpliCD Issuance complements or

provides a competitive alternative to

FHLB advances and other funding

alternatives and is an effective solution

for credit unions looking to add a

secondary liquidity source.

It’s quick. It’s easy. It’s SimpliCD.

Benefits of issuing through SimpliCD

include:

Please inquire about current rates.

No subscription, broker, or
transaction fees

A centralized way to raise
funds and generate liquidity

Access to the largest network
of credit union investors
nationwide

The ability to aggregate
investors into one certificate
of deposit

The safety of working with a
credit union owned entity

As easy as opening any other
customer account

l.ouisiana Corporate

SimpliCD Issuance

Share Certificate Program

First Quarter 2020 — By the Numbers

$4.2 billion

Total credit union issuance outstandings.

1,517 Number of credit unions that have issuance

agreements in place, prepared to issue share
certs, should the need arise.

$225 million Total outstandings for SimpliCD’s largest

share certificate issuer.

Number of credit unions that currently have
396 i

share certificate issuance balances through
SimpliCD.

Generate Liquidity Quickly and Easily with
SimpliCD.

Nearly 70% of the nation’s credit unions have an
investing relationship with SimpliCD. With one

phone call, your credit union can issue up to $50
million or more in share certificates in a single transaction to our
network of more than 3,500 credit union investors across the country.

For more information on issuing share certificates through SimpliCD,
please contact Louisiana Corporate at 1-800-421-7030 or
lacorp@lacorp.com . You may also visit our website at

www.lacorp.com.

3500 N. Causeway Blvd, Suite 1510, Metairie, LA 70002
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