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WORLD ECONOMY

Coronavirus Causing Major Economic
Shock to the Global Economy

By Claus Michelsen, Guido Baldi, Geraldine Dany-Knedlik, Hella Engerer, Stefan Gebauer, and Malte Rieth

ABSTRACT

The ongoing corona pandemic is causing a major shock to
the global economy. In the coming months, many countries
are expected to suffer severe economic downturns. Sealing
off entire regions disrupts supply chains, resulting in produc-
tion losses and falls in consumption. The global economy is
expected to grow by as little as 2.5 percent this year instead of
by the 3.7 percent forecasted previously. If the situation nor-
malizes again in the course of the year, however, 3.5 percent
growth will, in all likelihood, be achieved in the next year.
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The impact of the coronavirus (COVID-19) will weaken
the global economy considerably in the months ahead (see
Figure). Production losses in China and the increasing spread
of the virus will lead to substantial contractions in many econ-
omies, both in the production of goods and services, and in
the demand for capital and consumer goods. At 2.5 percent,
growth in global economic output is likely to be significantly
weaker this year; in 2019, production increased by 3.5 per-
cent. The global economy is expected to return to normal
in the coming year.

The coronavirus crisis is intensifying the slowdown in
growth. The pace of expansion has slowed, especially in the
emerging markets. Towards the end of 2019, sluggish growth
in the advanced economies also contributed to the slow-
down in global economic development. In Europe, in par-
ticular, production lost noticeable momentum. Additionally,
Japan’s economic output collapsed after the VAT rate hike
in October. Only the US economy expanded at rates similar
to those seen in previous quarters.

At the start of 2020, the economic outlook initially bright-
ened somewhat, most likely as a result of the settlement of
the trade dispute between China and the US. In some emerg-
ing markets, such as India and Brazil, monetary policy was
eased again considerably at the end of 2019, most probably
making companies there more optimistic. With most labor
markets still in good shape, consumer confidence also con-
tinued to rise in January 2020.

However, the indicators do not yet reflect the supply and
demand shocks caused by the spread of the novel coronavi-
rus. The impact is most evident in the tumbling share prices
at most of the world’s trading centers, suggesting that an eco-
nomic slump is imminent. The increased volatility also sig-
nals huge uncertainty on financial markets.

The underlying assumption of this forecast is that the spread
of COVID-19 will be similar to previous pandemics.This
means the number of infections is initially expected to rise
significantly.
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Real GDP, consumer price inflation, and unemployment rate in the world economy

In percent
GDP ‘ Consumer prices
ploy rate in percent
Change over previous year in percent
2018 ‘ 2019 ‘ 2020 ‘ 2021 2018 ‘ 2019 ‘ 2020 ‘ 2021 2018 ‘ 2019 ‘ 2020 ‘ 2021
Euroarea 19 12 -02 15 17 13 12 14 81 75 77 75
without Germany 20 14 -01 14 17 12 13 13 103 95 97 95
France 17 12 -01 17 19 11 15 12 91 85 84 83
Italy 07 02 -08 08 12 07 08 11 106 100 103 103
Spain 24 20 03 17 17 07 10 15 153 141 145 139
Netherlands 25 17 04 16 16 27 15 14 38 34 38 40
United Kingdom 13 14 08 14 24 18 19 2 42 39 41 42
USA 29 23 08 17 24 18 20 20 39 37 37 36
Japan 03 08 -03 06 08 06 03 06 25 24 24 24
South Korea 27 20 11 16 16 05 09 10 38 37 37 36
Central and Eastern Europe 46 4.0 29 33 22 27 29 3.0 37 33 33 33
Turkey 29 01 15 16 163 152 128 121 110 139 137 135
Russia 22 13 11 16 29 45 37 42 48 46 45 44
China 67 62 46 58 25 33 36 36 41 41 41 41
India 67 51 50 57 39 37 43 40
Brazil 13 11 10 13 38 38 34 37 123 121 118 17
Mexico 21 -01 01 09 49 34 27 29 34 35 34 33
Advanced economies 22 18 0.4 15 20 15 15 16 48 45 46 45
Emerging markets 5.5 46 38 47 36 41 42 42 5.1 5.2 5.2 51
World 42 35 25 35 30 30 31 32 50 49 49 49
Sources: National statistical offices; DIW Berlin Spring Projections 2020.
© DIW Berlin 2020
The quarantine measures, travel restrictions, and loss of Figure
Vi/orklng hogrs. are likely to rr‘lassw?ly limit glopal produc- World real GDP growth
tion and existing supply chains this year, particularly for .
. ) . g Quarter-on-quarter, in percent
industry. The service sector, especially transport, tourism,
and the financial sector, are also likely to suffer heavily. The 6
downturn in industrial production which began already in Forecast
2018 will initially worsen and then further curb investment
activity, which has been declining in recent years anyway. 4—
The production-side impact of COVID-19 will further exac-
erbate this year’s already weak global trade. The restrictions
imposed on the public in many places as well as the uncer- 2—
tainty arising from the spread of the virus are also expected
to result in weaker private consumption, despite the tempo-
rary increase in retail sales from panic buying. Following the 0=
economic downturn in the first half of the year, precaution-
ary measures will eventually be relaxed, gradually reducing il Lo, £2 85 25 B35
production-side frictions and easing the various restrictions 2 20160 T a0 T Tagis T "0 T Ta00 T 200

in place. The global economy is expected to normalize from
the second half of 2020.

Fiscal policy, which was already mildly expansionary even
before the corona crisis, and the numerous public support
packages, in particular, are likely to cushion the effects of
the coronavirus on production.

In addition, there were clear monetary policy stimuli, some
coordinated between central banks. For example, some
important central banks have already lowered interest rates
and expanded or relaunched bond purchasing programs. It

Il Advanced economies

World average (year-on-year growth rate in percent)

B Emerging markets

Sources: National statistical offices; DIW Berlin Spring Projections 2020.
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The spread of the coronavirus will lead to significant economic dislocations, especial-

ly in 2020.
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can be assumed that further measures will follow. The meas-
ures will go some way towards offsetting worsening financing
conditions and provide some support for the global economy.

Given the tense economic situation, further monetary pol-
icy easing is likely to increase consumer prices only gradu-
ally. The strong position of the labor markets and the recent
rises in wages in many places, coupled with continued mod-
erate inflation, can be expected to support real disposable
income and thus private consumption.

Conflicts within OPEC+' and the resulting expansion of the
crude oil supply by Saudi Arabia have led to a considerable
drop in oil prices. Although likely to support manufacturing
production and private consumption, this will also hamper
growth in oil-exporting economies such as Russia and the US.

Overall, global economic growth will be noticeably weaker,
particularly this year, due to the effects of the coronavirus.
Throughout the remainder of the forecast period, the global

1 OPEC+ consists of the original OPEC member states plus ten other oil-producing countries, in-
cluding Russia.
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economy should pick up speed again and production gains
will make up for some of the earlier losses. Private consump-
tion is likely to remain the main driver of global expansion.
The global economy is expected to grow by 2.5 percent this
year and by 3.5 percent next year (see Table). Compared to
its winter economic outlook, DIW Berlin is lowering its
forecast for 2020 significantly, by 1,2 percentage points, and
slightly for 2021.

Downside risks have increased significantly since the begin-
ning of the year. Thus, the forecast scenario, which presumes
the current pandemic will play out similarly to previous pan-
demics, is becoming increasingly unlikely. The comprehen-
sive restrictions on public life in many economies will notice-
ably increase the downward trend, causing serious reces-
sions in some countries. The extent of the economic crisis
depends on the economic policy responses. In addition, fur-
ther trade conflicts could occur, for example between the
United States and the European Union. Last but not least,
there is still the possibility of a hard Brexit at the end of the
year if the EU and the United Kingdom do not agree on a
trade agreement before then.
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