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By Clinton Orr

In the spring of this year, with the onset of the COVID-19 pandemic,
around the world, travel was restricted, businesses and schools were
closed, and social distancing measures were put in place. Economies
worldwide fell into recession. Months later we are starting to bounce
back from the initial economic decline. Experts have used an alphabet
soup in an attempt to forecast what will happen next. I have read reports
in the paper and heard analysts on TV talk about the potential recovery
in terms of a V, U, W, L, Z, check mark and even a K. It can be a little
difficult to follow, and I won’t go through all the letters, but I wanted to
spend some time helping folks decipher the economic alphabet.
In general, when discussing an economic recession and recovery, it is
common to graph the growth of the country’s Gross Domestic Product.
When using letters to describe an economic recovery, folks are often
referring to the graph to see how the recovery would be visually
represented.
V-Shaped Recovery: This is the most optimistic scenario; a steep
decline followed by a rapid recovery. With a V, the overall recession is
short. In Canada we experienced a V shaped recovery in the early 90s.
Our economy slipped into recession in the middle of 1990 and roared
back to life in 91.
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U-Shaped Recovery: In this model we bump along the bottom for a
while prior to experiencing a recovery. The overall recession lasts much
longer, often years. In Canada the sub-prime melt down of 2008 and
2009 somewhat followed this pattern.
W-Shaped Recovery: After the initial drop, the economy experiences a
quick recovery, only to slip into a second decline. This is sometimes
called a double-dip recession. The US went through a W-Shaped
Recovery in the early 80s. High inflation and an oil crisis pushed the US
into a brief recession in 1980. They recovered, but with rising interest
rates the US economy slipped back into recession in 81.
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L-Shaped Recovery: This is the worst-case scenario; economic growth falls and does not recover for a
long time. The only example of an L-Shaped Recovery I can think of is Japan. In the early 90s Japan’s
economy slipped into recession. For a variety of reasons Japan’s economy spent the next decade bumping
along the bottom. It is known as “Japan’s Lost Decade”.
K-Shaped Recovery: Initially most economists were debating if the current recession would follow one
of the patterns discussed above. After a few months of data, many analysts are now forecasting that the
COVID-19 recovery will follow a K-Shaped Recovery. In this pattern, the overall economy bounces back,
but growth is not evenly distributed. There is an economic divide, some sectors experience strong growth
while others struggle and might even continue to decline. In most recoveries there are divergent sectors,
but in a K-Shaped recovery it is far more pronounced. The divergent sectors form the two prongs of the
K. In 2020 the general trend has been that large companies have been able to weather the storm better
than the small companies. In addition, companies and sectors that can harness technology and have its
employees work from home have done better than those that can’t. I think it might be easiest to see this
divergence if you dive into the sectors and look at specific companies. For example, compare the recent
earnings of an airline company with the recent earnings of an e-commerce company like Amazon. That’s
an extreme example, but the two prongs of the K are clearly visible.
While many economists are currently forecasting a K, 2020 is peculiar year, we have not had a pandemic
led recession before. It is likely that once there is a treatment or a vaccine, the shape of the recovery could
change.
The above is by no means an exhaustive discussion, there are many nuances of how economies can
bounce back. Hopefully our review will provide a bit of clarity and help you cut through the jargon and
better understand the current situation.
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