
 

1001317-00148-00 
 

1 

December 17, 2020 

 
 

THE YEAR IN REVIEW:  
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Consulting Economist 
 

Summary and Major Conclusions: 

 
▪ Two thousand and twenty will be remembered as one of the most horrifying and tumultuous 

years in modern history. In terms of the global economy and financial markets, it was the 

most turbulent and impactful year since 1945.  

  

▪ It was a year of unprecedented disruption, tumult, and challenges: The worst pandemic in 

more than 100 years; the largest number of American deaths associated with a single event 

since World War II; and the worst contraction in economic output since the Great Depression. 

 

▪ The year was unprecedented in other respects: The most aggressive fiscal and monetary 

policy stimulus on record; the largest voter turnout for any election in American history; and 

one of the most controversial and consequential national elections in decades.   

 

▪ However, 2020 should also be viewed as a year of human and economic resilience, along 

with proud accomplishment. The pharmaceutical and biotech industries responded with 

unprecedented speed in providing scientific solutions to COVID-19. 

 

▪ High-tech companies unleashed new digital and communication technologies to allow 

businesses, workers, consumers, and society in general to adjust to the lockdown in the 

economy. These technologies have helped families remain connected and business firms 

maintain operations with high levels of productivity.   

 

▪ Businesses adjusted quickly to the economic downturn through widespread adoption of 

digital and cloud technologies necessary to create operating efficiencies and provide valuable 

support to a slumping economy. 

 

▪ The COVID-19 pandemic was by far the dominant event of 2020. The US experienced three 

separate waves of the pandemic throughout the year. The current wave that began in October 

is the most deadly and destructive and is expected to persist into the early months of 2021. 

 

▪ Scientific advances made by the US pharmaceutical and biotech industries were nothing 

short of miraculous. The FDA approved distribution of a vaccine for COVID-19 for emergency 

use to begin immediately with expectations that 100 million US citizens will be inoculated by 

the end of March.  

 

▪ In response to the coronavirus pandemic, most countries around the world issued lockdown 

mandates and other public health restrictions, weighing heavily on the global economy. The 

collapse in world GDP was the most severe since the 1930s. 

 

▪ Policymakers around the globe responded to the economic crisis with decisiveness and 

speed. The US was the most aggressive, initiating the most far-reaching fiscal and monetary 

policies in modern history. 

 

 

 

 

The 2020 election produced 

no clear mandate from the 

electorate, but rather a 

divided government, 

implying that political 

gridlock is likely to be the 

dominant force dictating 

policy through 2022. The 

split nature of power 

distribution in government 

between the two political 

parties also suggests that a 

shift to progressive policies 

will be less dramatic and 

impactful than appeared 

likely prior to the election. 

Investors can also assume 

that tax increases are 

unlikely to be approved by 

Congress until 2023 at the 

earliest.  
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▪ Phase One of the CARES Act was passed in March, appropriating $2.2 trillion to offset the 

collapse in incomes caused by the pandemic. The bill provided one-time cash payments to 

individuals, an increase in unemployment benefits, loans and grants to small businesses, and 

a moratorium on evictions and mortgage payments. 

 

▪ The US economy rebounded strongly in the third quarter, led by residential construction and 

spending on consumer durable goods. Both the capital goods and manufacturing sectors have 

also exhibited robust growth in recent months, while the service, government, and trade 

sectors remain weak. 

 

▪ Although the US economy has made a rapid recovery, levels of spending, output, and 

employment remain well below their previous peaks in 2019. Real GDP has recovered roughly 

65% of the lost output in Q1 and Q2, while only 50% of lost jobs have been recouped. 

 

▪ The 2020 election produced no clear mandate from the electorate, but rather a divided 

government. With exception of the presidential election, the Republican Party emerged 

victorious at virtually all levels. The election outcome signaled broad popular support for 

moderation and centrism.  

 

▪ While the nation remains in a state of enormous division and polarization, the results of the 

2020 election were balanced and centrist, reflecting an underlying voter propensity for 

moderately conservative politics and a repudiation of extremist policies. 

 

▪ The split nature of power distribution in government between the two political parties also 

suggests that a shift to progressive policies will be less dramatic and impactful than appeared 

likely prior to the election. Tax increases in 2021 and 2022 appear highly unlikely. 

 

▪ As the severity of the coronavirus pandemic became evident in February and March, both 

individual and institutional investors aggressively sold stocks amidst enormous volatility. 

News of the spreading virus triggered an investor panic and stampede into safe-haven assets, 

along with a frantic scramble for liquidity. 

 

▪ However, financial markets quickly reversed course as risk assets experienced an unusually 

rapid recovery. Through the middle of December, total rates of return on the S&P 500 and 

NASDAQ were 16.4% and 41.7%, respectively. The rate of return on investment-grade bonds  

was 7.1%. 

 
 

 

 

 

 

 

 

At the close of each calendar year since 2000, I have composed an analysis of 

major events and developments of that year with a report entitled The Year in 

Review. While most years have been filled with significant events, none were 

more extraordinary and memorable than 2020. This past year will be 

remembered as one of the most horrifying and tumultuous in modern history; 

with respect to the global economy and financial markets, it has been the most 

impactful since 1945.   
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It was a year of unprecedented disruption, tumult, human suffering, and 

challenge: The worst pandemic in more than 100 years; the greatest number of 

American deaths associated with a single event since World War II; the worst 

contraction in economic activity since the Great Depression; the highest 

unemployment rate (14.7%) since the 1930s; and the most aggressive fiscal and 

monetary policy stimulus on record. It was also a year of unprecedented 

advances in medicine, electronics, and communications.    

 

The year was extraordinary in other respects: The lowest crude oil prices in more 

than two decades; record issuance of long-dated bonds by US corporations; the 

shortest equity bear market on record; the largest voter turnout for any election in 

American history; one of the most controversial and consequential national 

elections in decades; and the greatest threat to American democracy and the US 

Constitution in modern history.   

 

A LAUDABLE RESPONSE 

 

Calendar year 2020 will be remembered as a year of widespread devastation, 

incalculable human suffering, and escalating deaths caused by the COVID-19 

pandemic. It will also be remembered as a year of severe recession and extreme 

challenges faced by workers, businesses, and governments worldwide. However, 

2020 should also be viewed as a year of human and economic resilience, along 

with proud accomplishment: 

 

▪ Congress and the Federal Reserve responded to the crisis in the early 

months with unprecedented speed and force, quickly delivering the 

necessary monetary and fiscal support to counteract the economic threat 

posed by the pandemic. 

 

▪ Front-line hospital and other health care workers exhibited exceptional 

dedication, persevering through long hours of personal sacrifice so as to 

provide safety and care to individuals, families, and communities. 

 

▪ The pharmaceutical and biotech industries responded with unprecedented 

speed in offering scientific solutions to COVID-19. The timeline for 

development of vaccines was the fastest in history, by a wide margin. 

 

▪ Businesses adjusted quickly to the economic downturn through widespread 

adoption of digital and cloud technologies necessary to create operating 

efficiencies and provide valuable support to a slumping economy. 

 

▪ Workers in cities and communities — truckers, pharmacy and grocery 

workers, police officers, clergy, and volunteers working at food banks — 

labored tirelessly to support commerce, public health, and social order.  
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▪ New business formations rose to a multiyear high as entrepreneurs adopted 

applications from the technology revolution to create firms offering new 

products and services.  

 

▪ In the midst of a raging pandemic, more than 155 million votes were cast 

in the presidential election, an all-time record and by a wide margin. 

 

▪ State election officials worked tirelessly to ensure a smooth and accurate 

election. Despite widespread fears and accusations of voter fraud — along 

with concerns regarding violence and a possible constitutional crisis — the 

election was the most tightly managed in history.  

 

▪ Judges at all levels ruled to uphold the sanctity of the electoral system as 

the centerpiece of democracy and the US Constitution. More than 50 

lawsuits filed by the Trump administration aimed at reversing the election 

results were speedily dismissed by judges of both parties as frivolous and 

lacking substantive evidence. The Supreme Court also dismissed two cases 

as unconstitutional.   

 

▪ Democracy, centrism, moderation, and the rule of law were the big winners 

in the 2020 election. While the nation remains in a state of enormous 

division and polarization, the election resulted in a divided government, 

reflecting an underlying voter propensity for moderately conservative 

policies and a repudiation of extremism on both the left and the right. 

 

In short, in a year of profound crisis characterized by widespread human 

suffering and massive economic, political, and public health disruptions and 

challenges, the response from most corners of society was highly laudable and 

effective in alleviating the damage stemming from the deadly pandemic.  

 
COVID-19 PANDEMIC 

 

While the 2020 election was an important milestone, the COVID-19 pandemic 

was by far the dominant event of the year. The pandemic began in China in late 

2019 and quickly spread to all countries of the world. The US experienced three 

separate waves of the pandemic: An initial wave that began in February, 

concentrated in the Northeast and West Coast; a second wave concentrated in 

the South and Southwest during the months of June and July; and a vicious third 

wave that began in October and is expected to persist into the early months of 

2021. 
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Accentuating Factors: The pandemic was exacerbated by two factors: (1) A 

blatant lack of coordination and leadership at the federal government level; and 

(2) A conspicuous absence of vigilance, consideration, and discipline on the part 

of many citizens in refusing to conscientiously adhere to safety standards 

advocated by public health officials. By the middle of December, the number of 

daily new cases in the US exceeded 300 thousand, while hospitalizations and 

deaths per day rose to levels in excess of 100 thousand and three thousand, 

respectively. Cumulative US deaths could approach 350 thousand by yearend.  
 

Lockdown: In response to the pandemic, most countries around the world issued 

lockdown mandates and other public health restrictions. At the same time, many 

consumers, businesses, and workers voluntarily withdrew from society, choosing 

shelter-in-place practices to avoid infection. These actions weighed heavily on 

economies around the world. 
 

Vaccines and Therapeutics: The scientific advances on the part of US 

pharmaceutical and biotech industries were nothing short of miraculous. History 

shows that the process of developing a safe and effective vaccine can take 

multiple years. The FDA approved a vaccine on December 14th for initial 

distribution on an emergency use basis. Distribution of vaccines should 

accelerate as 2021 unfolds. Vaccination of the general population is expected to 

be completed by late spring or early summer of next year.     
 

GLOBAL RECESSION 
 

The economic impact of early lockdown mandates on all economies was 

immediate and severe. US GDP plunged by a record amount with a cumulative 

decline of nearly 10%, far greater than the 5% decline during the 2008 financial 

crisis. For most countries, the economic collapse was concentrated in the second 

quarter, as measured by GDP. The duration of the US recession was only two 

months, the shortest recession in history. 
 

World GDP: US real GDP declined at a 30% annual rate in Q2, while declines in 

Germany (39%) and Japan (33%) were far more severe. China’s GDP contraction 

of 10% in the first quarter — the country’s worst economic decline in more than 

four decades — was mild by comparison. South Korea’s GDP decline of nearly 

10% was also less severe than the average 24% decline in world GDP.  
 

US RECESSION  
 

The shortest but most severe recession in US history was policy-induced, as state 

and local governments ordered lockdowns during February and March to contain 

the spread of the coronavirus. The plunge in mobility was also self-imposed, as 

behavioral changes on the part of consumers, businesses, and workers resulted in 

reduced spending and output. Consumer spending declined at a 33% annual rate 

in the second quarter, led by a 42% decline in consumer services.  
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Unemployment: The unemployment rate spiked to nearly 15% in April, the 

highest level since the 1930s. A total of 25 million workers lost their jobs by the 

end of April, with more than 17 million in the category of temporarily 

unemployed. The Consumer Price Index actually declined by more than 1% from 

February through May, but has since stabilized. Corporate profits declined by 

33% in the second quarter, but rebounded strongly in the third quarter climbing 

to the highest level on record. 

 

GOVERNMENT RESPONSE 

 

Policymakers around the globe responded to the economic crisis with 

decisiveness and speed, led by the US Congress and the Federal Reserve, each 

of which initiated policies that were unprecedented in size and scope. The Fed 

slashed its policy rate to zero and increased its balance sheet by more than $3 

trillion through outright purchases of Treasury, mortgage, and corporate bonds. 

The Federal Reserve also established various special lending facilities — similar 

to those created by Ben Bernanke during the 2008 world financial crisis — to 

support the corporate bond, money market fund, and commercial paper markets.  

 

The CARES Act: Congress quickly passed legislation to provide income support 

for various segments of the economy victimized by the pandemic. The $2.2 

trillion Coronavirus Aid, Relief, and Economic Security (CARES) Act was passed 

at the end of March with a goal of providing fast and direct assistance to 

American workers, small businesses, and households until the economy could be 

restored to normal through the rollout of vaccines.  

 

Unprecedented: The CARES Act provided funds for one-time cash payments to 

individuals, an increase in unemployment benefits, and forgivable loans to small 

businesses. The CARES Act also provided mortgage forbearance for homeowners 

unable to make monthly payments to lenders, along with an eviction moratorium 

for renters unable to make monthly payments to landlords. Total fiscal relief in 

2020 amounted to an unprecedented 12% of US GDP. 

 

▪ Pandemic Policy Coordination: In the negative column, historians will likely 

characterize the lack of pandemic coordination, leadership, and guidance 

at the federal level as one of the worst policy failures in American history. 

The conspicuous absence of a federal strategy during the fall when 

hospitalizations and deaths were spiraling out of control helps to explain 

why the magnitude of infections and deaths in the US was among the worst 

in the world. With only 4% of the world’s population, the US has 

comprised nearly 20% of COVID-19 deaths worldwide.  
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ECONOMIC RECOVERY 

 

The US economy rebounded strongly in the third quarter, led by residential 

construction and spending on consumer durable goods. Both the capital goods 

and manufacturing sectors have exhibited robust growth in recent months, while 

the service, government, and trade sectors remain weak. Sales of autos and 

appliances have doubled from their April lows, while housing starts have 

increased by 50%. And although 7% below its 2019 peak, industrial production 

has risen by nearly 12% from its low.  

 

Depressed Absolute Levels: Although the US economy has recovered from the 

recession at a rate faster than expected by most economists, the levels of 

spending, output, and employment remain well below their previous peaks in 

2019. Real GDP has recovered roughly 65% of lost output in Q1 and Q2, while 

only 50% of lost jobs have been recouped. Wages and salaries plunged by more 

than 10% between February and April, but have rebounded by nearly 10% from 

the April low.  

 

THE 2020 ELECTION 

 

Following a brief period of uncertainty and confusion, the final vote count and 

various recounts showed that Joe Biden won by a wide margin. The Democratic 

candidate won 306 electoral college votes versus 232 for Donald Trump, while 

winning the popular vote by a margin of seven million. At 155 million, voter 

turnout was the largest in American history. Pending a runoff vote in Georgia in 

early January, Republicans are expected to retain control of the Senate, while 

reducing the Democratic majority in the House.  

 

The election results were officially confirmed on December 14 when members of 

the electoral college cast their votes. All 50 states had previously certified the 

election results on December 9. In an opinion upholding the sanctity of 

elections, the Supreme Court dismissed two suits by the White House as 

unconstitutional and without merit. Democracy, the rule of law, and the US 

Constitution were the overarching winners of 2020. 

 

The 2020 election produced no clear mandate from the electorate, but rather a 

divided government, implying that political gridlock is likely to be the dominant 

force dictating government policy through 2022. The split nature of power 

distribution in government between the two political parties also suggests that a 

shift to progressive policies will be less dramatic and impactful than appeared 

likely prior to the election. Centrist politics and policies were the winners at the 

expense of extreme political agendas.  
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*Source: Bloomberg Barclays 

 
FINANCIAL MARKETS 

 

With the benefit of hindsight, the behavior of world financial markets during 

2020 was predictable on the basis of finance theory. As the severity and 

unpredictability of the coronavirus became evident in February and March, 

financial markets became increasingly volatile as investors dumped risk assets. 

Stock prices plunged in value as in conjunction with an unprecedented stampede 

into ultra-safe assets.   

 

Scramble for Liquidity: Massive amounts of money were shifted from equity 

portfolios into bank savings accounts along with money market and government 

bond funds. Market yields US Treasury bills — the ultimate risk-free asset — fell 

below zero for a brief period during the apex of the panic. In an attempt to add 

liquidity to their balance sheets, corporations issued a record amount of long-

term debt during the year at extremely favorable terms. 

 

Classic Response to Crisis: These trends were evident in all asset classes. The 

S&P 500 plunged by 35% in less than five weeks, the shortest but one of the 

deepest bear markets on record. Speculative-grade corporate bonds suffered a 

decline of 20%, typical for a recession, while investment-grade corporate bonds 

declined by a somewhat smaller 14%. The US dollar spiked in March, with a 

gain of nearly 10% in less than a month, another sign of a flight to safety. The 

price of gold rose by 40% from its low in March to its peak in August, a sign of 

investor fear and anxiety regarding the outlook. 

 

 

 

 

2020 RATES OF RETURN 

(Through December 15)  
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Dramatic Reversal: However, financial markets quickly reversed course, as risk 

assets experienced an unusually rapid recovery. During the first 30 days of 

recovery in financial assets, the US equity market rallied by a record 45%. What 

explains the magnitude of the sudden and exceptionally strong V-shaped rebound 

in equity prices? There are several notable factors: 

 

▪ The plunge in stock prices in March created a massively oversold market  

▪ The flight to safety generated record investable cash on the sidelines  

▪ The collapse in yields meant that there were no alternatives to equities 

▪ Record-low bond yields also justified higher valuations for common stocks 

▪ Equity valuations also benefitted from monetary and fiscal stimulus  

▪ Common stocks also benefited from a shift in allocations away from bonds 

▪ The strong recovery in technology stocks boosted the major averages 

▪ Very strong Q3 profits boosted expectations for a solid earnings recovery 

 

INVESTMENT PERSPECTIVE 

 

Two thousand and twenty was a year of unprecedented human destruction along 

with profound disruption for businesses, financial markets, and society. However, 

as vaccines for COVID-19 become increasingly available, 2021 should be a year 

of economic recovery and healing. That said, daunting challenges will remain: 

Smooth and efficient distribution of vaccines to hundreds of millions of people; 

addressing the needs of the weakest links in our economy; negotiating another 

pandemic-relief spending package early in the new year; and addressing the 

enormous polarization and toxicity within our political system with bipartisan 

governance.  

 

While the country paid an enormous price for the worst pandemic in 100 years, 

there were encouraging signs of sacrifice, dedication, and resilience that should 

build a foundation for a gradual improvement in economic, political, and social 

conditions as 2021 unfolds. The next several months will present daunting 

challenges, and conditions will likely worsen before the country embarks on an 

improving trend. There is reason to believe that economic performance will 

greatly improve on the other side of the pandemic, and that 2021 could be a 

prosperous year for consumers, businesses, workers, and investors. 

 

 

 
------------------------------------------------------------------------------------------------------------- 

Note to Readers: This week’s report is the final Economic Perspective for 2020.  

The next report, to be distributed during the week of January 4, 2021, will be the  

Annual Economic and Market Outlook. The Prudential Retirement Economics Team would like  

to take this opportunity to extend to our readers all good wishes for a happy holiday season  

and a New Year filled with joy, peace, and good health. 

------------------------------------------------------------------------------------------------------------- 
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 
 
Bloomberg Barclays US Aggregate Index: is a broad base, market capitalization-weighted bond market index representing intermediate term investment 
grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market.  
 
MSCI World Ex US Index: Measures the performance of the large and mid-cap segments of world, excluding US equity securities. It is free float-adjusted 
market-capitalization weighted. 
 
NASDAQ: is a stock market index that includes almost all stocks listed on the Nasdaq stock market. Along with the Dow Jones Industrial Average and S&P 
500 Index, it is one of the three most-followed stock market indices in the United States. 
 
Russell 2000 Small-Cap Index: is an index measuring the performance of approximately 2,000 small-cap companies within the United States. 
 
Russell 3000 Growth Index: The Russell 3000 Growth Index is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 
Growth Index includes companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in 
the United States. 
 
Russell 3000 Value Index: is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.     
 

©2020 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc., 
and its related entities, registered in many jurisdictions worldwide. 
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