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Though subject to some revision in the weeks and months ahead,
we now have a realistic impression of how our economy
performed during the first half of this extraordinary year.

Following a decline of 2.2 percent over the course of Q1, the
Office for National Statistics (ONS) estimates that gross domestic
product (GDP) fell a whopping 20.4 percent during Q2.

To put the Q2 figure in some context, note that our economy
shrank by no more than 2.1 percent in any of the five quarters of
consecutive decline during the 2008/09 crisis; a crisis which has
come to be known as the Great Recession. Before we even get to
Q2, the Q1 2.2 percent fall during the current crisis is remarkable
enough; it is tied with Q3 in 1979 as the 4th worst decline in the
modern record.

Needless to say that Q2’s 20.4 percent contraction occupies the
top spot, with Q1 in 1974 in second place at 2.7 percent.

That’s right, hitherto the worst quarterly decline was just 2.7
percent.

The more you look at the Q2 result, the more incredible it is. The
ONS is one of the few national statistics bodies from across the

world that publishes a monthly estimate for GDP. That data set
indicates that Q2’s 20.4 percent decline was rooted in a more severe
decline that occurred during the month of April. The ONS estimate
reveals that the British economy actually grew during May and June,
increasing by 2.4 percent and 8.7 percent respectively.

Of course, the record will show that the UK economy was in recession
during Q1 and Q2 in 2020 and that it is the worst recession in modern
British history. What will be lost is that almost all of the damage was
done in a period no longer than 61 days, during March and April.

Now, you might have noticed that I have gone out on a limb there and
suggested that the record will show a recession during just the first
half of this year (Q1 and Q2). I expect the data, when it is available in
mid-November, to reveal an expanded economy during Q3. That will
bring an end to the run of consecutive quarterly declines that usually
characterise a recession.

And I’m not expecting a small increase during Q3, I’m expecting a big
one: the biggest on record, in fact.

Thus far, the largest quarterly increase occurred during Q1 in 1973
with a jump of 5.0 percent.
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I’ve got my sights on something like 13.0 percent for Q3 this year,
give or take a percent or two in either direction.

I could be wrong, of course. 13.0 percent represents little more than
a guess and it is made on the proviso that we do not see another
nation-wide lockdown during September.

Actually, I’m conscious that I am one of only a few commentators
emphasising the potential for improvement in the outlook.

Having said that, my forecast for Q3 growth is quite reasonable in
the context of other, third-party forecasts. Indeed, if you think I’m
being overly optimistic you might want to steer clear of economists
at NatWest Markets, Morgan Stanley and Bloomberg. I haven’t
checked with them directly but from what I gather they are calling
for an increase of 19.6 percent, 18.0 percent and 17.0 percent
respectively. As a matter of fact, the lowest updated and credible Q3
forecast I can find is provided by Goldman Sachs. And even that, at
6.1 percent, comfortably beats the current highest logged gain of
5.0 percent.

Broadly speaking, my expectations accord with those at the Bank of
England.

Mind you, the dusty boffins from Threadneedle Street haven’t had it
easy. Back in May, with the release of the Bank’s quarterly Monetary
Policy Report, I suggested that their ‘illustrative scenario’ – which
incorporated a decline in Q2 of 25.0 percent and a full year decline of
14.4 percent – was a reasonable framework for decision-making. But
that’s not how it was received by the press; it was almost universally
criticized as being excessively hopeful. It was too V-shaped, apparently.

Three turbulent months later, the August Monetary Policy Report
notes that the subsequent…

‘…recovery in UK output has been somewhat more rapid than was
assumed in the [Monetary Policy Committee’s] illustrative scenario in
the May Report. That partly reflects lockdown measures being eased
earlier than had been assumed. It also reflects activity having been
stronger than assumed under lockdown, partly due to greater online
spending’.

You will recall that there was an almighty degree of uncertainty back in
May when the Bank compiled that report. In the light of the criticism it
has attracted, and in a field of endeavor notorious for inaccurate
forecasts, I think the Bank of England is due a little credit.
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And not just for that report. In my view, the Bank’s interventions in
the money market and the capital markets – not something I
generally favour – have helped to avert a much deeper, much more
damaging set of circumstances. Had those markets ceased to
function effectively – and for a few days in March I think that was a
very real possibility – we would likely be caught in the horrid
embrace of a depression today.

Dysfunctional markets are an impediment to a full and vigorous
recovery, functional markets are the opposite; they’re a boon.

But I digress.

As optimistic as I am, my outlook is not without an appreciation of
considerable risks to the downside. Even with a historically high rate
of expansion in Q3 and further strong gains in Q4, that incredible
period of decline during March and April leaves us still with a sizable
hole in GDP for 2020. My estimate suggests that economic output
could be as much as 10.0 percent lower at the end of this year
compared with the end of last year.

There are many twists and turns and bumps in the road ahead of us.
And for a while we will remain vulnerable to further shocks.

Nevertheless, the recovery is already underway.
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NOTES.

While a reasonable course of action regarding investments may be formulated from the application of our research, at no time will specific recommendations or customised advice be given, and at no time may a

reader be justified in inferring that any such advice is intended. Although the information contained in this document is expressed in good faith, it is not guaranteed. Cormorant Capital Strategies Limited will not

accept liability for any errors or loss arising from the use of this document. Readers are directed to our terms and conditions.

Cormorant Capital Strategies Limited, registered in England, number 05346579. Our registered address is 84 Bromefield, Stanmore, HA7 1AQ.

Crown copyright material is reproduced with the permission of the Controller Office of Public Sector Information (OPSI). Bank of England data reproduced with kind permission of the Bank of England.

(1) MSCI United Kingdom Value, Bats 100, Bats 250, Bats UK Small Companies, S&P 500, Euro Stoxx 50, Nikkei 225, MSCI Brazil, MSCI Russia, MSCI India, MSCI China, Financial Analytics (2) MSCI United Kingdom, MSCI

World ex Value, MSCI Emerging Markets, MSCI United Kingdom Value, Bats 100, Bats 250, Bats UK Small Companies, Barclays Gilt 1 – 5 Years, Barclays Sterling Gilts, Barclays Sterling Gilts 15+, Barclays UK

Government Inflation Linked Bond, Financial Analytics (3) MSCI World, Barclays Global Convertibles, Barclays Global Treasury, MSCI World ex UK Large Cap, MSCI World ex UK Small Cap, MSCI World ex UK Value,

MSCI World ex UK Growth, MSCI World, MSCI World Equal Weighted, MSCI World High Dividend, MSCI World Minimum Volatility, MSCI World Momentum, Financial Analytics (4) MSCI World Consumer

Discretionary, MSCI World Consumer Staples, MSCI World Financials, MSCI World Health Care, MSCI Industrials, MSCI World Materials, MSCI World REITs, MSCI World Technology Hardware & Equipment, MSCI

Telecommunications Services, MSCI World Utilities, Financial Analytics (5) SPDR FTSE UK All Share ETF, SPDR S&P 500 ETF, SPDR MSCI EMU ETF, SPDR MSCI Japan ETF, SPDR MSCI Emerging Markets ETF, SPDR

Barclays Gilt, iShares Index-Linked Gilts, iShares Global Corporate Bond ETF, iShares Global High Yield Corporate Bond ETF, Mixed Assets assume separate equal weighted parcels of equity and bond exposure (6)

Financial Analytics, overseas exposure assumes equal weight in US, Europe, Japan and Asia (7) Reference National Life Tables, Office for National Statistics, sustainable income assumes life expectancy, a gross 5

percent growth rate, annual income paid out at the start of the period.
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