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In this past week, the medical news has gotten worse. Although the pandemic remains under
control and the case growth rate is below recent peaks, case growth has continued to rise on a
seven-day average basis. This rise may be due in part to increased testing; however, much of it
likely owes to a mix of schools and universities reopening and widening outbreaks in many
states. Indeed, this is a growing problem, as case growth in many states is starting to approach
levels that could threaten the health care systems.
Nationally (as of October 7), the daily spread rate is 0.7 percent per day, up from 0.6 percent per
day in the previous week. During the week, we did see higher levels on several days. Because of
this, the seven-day average of the daily number of new cases has increased to 45,600, up from
42,800 last week, and back to the levels of August. While case growth remains below July levels,
the numbers continue to rise, and the rate of increase is getting faster. Using another metric, the
daily case growth against active cases (rather than total cases), we have also seen a rise from 1.6
percent to 2.1 percent. Overall, this data shows that medical risks continue to rise.
The testing news was better. The number of tests has continued to trend up, although it remains
quite variable. As testing levels continue to increase, we look to be getting closer to adequate
levels. The fact that the positive testing rate has remained low and is now around and even below
the recommended maximum of 5 percent suggests that we are getting close to the testing level
sufficient at the moment to keep the virus under control. It also suggests that some of the
increase in cases may be coming from better visibility.
Beyond the headline numbers, state-level data is worsening, as multiple states are showing rising
infection rates. In some cases, they are high enough to start to threaten the local health care
systems. With the breadth of faster infection growth and rising case rates, the national risks
remain under control. But risks in some areas are now material, and the national risks are rising.
While the medical risks are rising, the economic recovery has been better. Consumer confidence
and spending, an area of concern, have shown better data, which is encouraging. Financial
markets have also ticked up. Let’s take a look at the details.
The Virus: Growth Rate Still Contained
Growth rate. The daily case growth rate ticked up last week, ending the reporting period at 0.7
percent per day, up from 0.6 percent per day the previous week. We also saw several days of
faster growth during the week. The upward variability in the spread rate suggests that the
medical effects of the school and university reopenings are now showing up. We are also seeing
faster outbreaks in a number of states, however, which do not appear to be connected to school
reopenings. In addition, looking at the growth based on active cases rather than total cases, which
is becoming a better indicator, we see a faster national growth rate.
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Positive test results. As the case growth rate has risen, testing has also started to trend up,
although it remains variable. The positive rate on tests remains around 5 percent, which is close
to an acceptable level. If we look at the percentage of each day’s tests that are positive, lower
numbers are better, as we want to be testing everyone and not just those who are obviously sick.
The World Health Organization recommends a target of 5 percent or lower, which we are now
achieving. One potential positive result of the increased testing is that some of the increased case
growth may be due to better testing.
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New cases per day. The most obvious metric for tracking the virus is daily new cases. Here, we
see more signs that school and university reopenings have started to increase viral spread. The
seven-day average number of new cases per day rose from just over 42,800 per day last week to
just under 45,600 per day, a faster increase than the previous week. This is the third week in a
row we have seen an increase, and the rate of increase is growing. The new case rate is now back
to levels seen in August—a reversal of the improvement seen in previous weeks. This is a sign of
rising risks and, along with the faster state-level outbreaks, will need to be watched closely.
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Total active cases. Even as the number of new cases has started to rise again, the number of
active cases remains fairly stable. If case growth remains under control, the number of active
cases would continue to remain stable, which would be a positive sign. Using the active cases as
a base to measure growth, however, indicates that the acceleration in the daily growth rate is
faster—up from 1.6 percent last week to 2.1 percent this week—suggesting risks are rising faster
than indicated by the growth rate based on total cases.
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Overall, the pandemic remains under control at the national level, although we are seeing signs
of increased viral spread. At the state level, there are outbreak hot spots that are now starting to
look like health emergencies like we saw at the height of the previous two waves, and concerns
are growing in other states. While we still largely have the virus under control at the national
level, the trends are moving in the wrong direction; in many states, risks are rising much faster.
Looking forward, the question is whether current conditions will continue into the fall. As noted
above, the recent Labor Day holiday gatherings, combined with the ongoing reopening of school
districts and universities, have increased the infection rate based on the most recent data. Given
the lags between infection and detection, we still have a couple of weeks to go before the full
effect will be seen. So, the risks remain material. If most of the recent infection growth has come
from the reopenings, we might see it fade over the next couple of weeks, but that is uncertain and
current trends are worrying. This will be something we need to watch.
The Economy: Showing Signs of Improvement
Consumer economy. While the medical risks are rising, the economic news has shown signs of
improvement. The job market continues to show slower improvement, but the effects on
consumer confidence and spending are becoming less apparent. Consumer confidence has

bounced off of post-pandemic lows, and consumer spending has returned to a positive trend,
after signs of a reversal. While these metrics remain something to watch, this improvement does
suggest the effect of the expiration of expanded federal unemployment benefits may not slow the
recovery as much as feared.
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Business sector. On top of the signs of improvement in the consumer economy, the business
sector continues to do well. Business confidence and investment are largely back to prepandemic levels, and specific higher-frequency indicators are showing improvement in many
cases.
The real question, going forward, is how durable this recovery is. Much of the recovery so far
has been based on the spending power generated by the federal supplemental income support. If
we do not get support, that will likely be a headwind going forward.
While we need to pay attention to that risk, so far at least, confidence and spending are still
holding up. The big picture is that, despite the rise in the medical risks, the recovery is still on
track. But at more than two-thirds of the economy, consumer spending may be at risk despite
recent improvements. While this risk is offset by strong business sentiment, it will bear
watching.

The Markets: Show More Turbulence
Financial markets have rallied since the start of the month, despite rising medical risks. Given
the data we reviewed above, we might see more volatility ahead, despite the improvement since
the start of the month. That said, the fact that medical risks are still largely under control at a
national level and that economic risks are moderating should continue to provide support.
The Recovery Carries On
The real news this week is that although medical risks are rising, especially at the state levels, the
pandemic remains under control at a national level. The effects of the school reopenings are
appearing in the data, and we have a couple of more weeks to go until the full effects will be
apparent. With the data so far showing signs of rising risk and with growing outbreaks in
multiple states, the risks are clearly trending up, and they will need to be watched.
The economic risks are also real. Despite recent positive news, we do see some slowing in the
recovery. That will also need to be watched, especially if the medical risks rise. At the moment,
however, the recovery continues, and there is a real possibility it will accelerate again if the
medical risks remain constrained or, especially, if another federal income support program is
passed. The risks are real, but so are the opportunities.
Finally, markets continue to be turbulent as investors process the different risks, and more
volatility is quite possible. But the fact that, as of now, the medical risks remain contained and
the economic recovery continues has brought markets back and should continue to provide
support.
Given all of this, over the next couple of weeks the most likely case appears to be some
deterioration of the medical news, although likely to a limited degree, and continued slow
improvement on the economic fronts. There are certainly risks coming into focus, and we need to
be aware of them. But for the moment, the news remains positive.
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