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Covid-19 — Impacts on Society and Economy

Carl Heinz Daube’

Management Summary

Since the turn of the year 2019/2020, Covid-19 has determined large parts of
public and private life worldwide. The restrictions are causing social and
economic issues in all areas of life. This working paper attempts to quantify and
qualify some impacts on our society and our economy and to analyse in more

detail some of the effects.

Zusammenfassung

Covid-19 bestimmt seit dem Jahreswechsel 2019/2020 weltweit weite Teile des
offentlichen und privaten Lebens. Die Einschrankungen in vielen
Lebensbereichen kdnnen nicht ohne gesellschaftliche und &konomische
Folgen bleiben. In diesem Working-Paper wird versucht, einige Auswirkungen
auf unsere Gesellschaft und unsere Wirtschaft qualitativ und quantitativ zu

erfassen und naher zu analysieren.

Introduction

The coronavirus has been keeping the world in suspense for more than two
years and is impacting daily life of almost everyone. As of January 21, 2022,
the WHO reported around 340 million people infected with the coronavirus,
more than 5.5 million deaths in connection with Covid-19 and about 9.5 billion
vaccine doses administered®. When we have a look at the development of the
process of infections in Germany since the first known case on January 27,

2020? the following chart emerges.

1 Dr. Carl Heinz Daube, Professor of Finance and Vice Rector Research at the NBS Northern
Business School - University of Applied Sciences, teaches and researches at the IUCF Institute for
Corporate Accounting, Controlling and Financial Management. He is also a partner at MGRP
Management Group Dr. Réser & Partners.
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2 Cf. WHO, 2022.

3 Cf. Kunkel, 2021.
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Chart 1
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We clearly see one wave after the other. The amplitudes reached unprecedented
new heights since autumn 2021. Currently, there is no end of this development
in sight, although 73 % of the German population is now considered fully

vaccinated®.

In addition to human destiny, the economy suffers considerable losses, which
in turn puts additional strain to the situation of many people and sometimes
leads to considerable existential fears®. It is not yet possible to estimate how
high the "costs of the pandemic" will be - it will probably never be possible to
determine these costs correctly. Experts assume that the economic damage
will amount to many trillions of euros®. Incidentally, as it is well known, the

pandemic is not over yet.

It is a particular tragedy that everything that has happened since spring 2020
was not a real surprise. In May/June 2020, scientists warned of a second and
third wave’. In addition, they predicted several mutations®. Those responsible
in Brussels and Berlin could have used the summer months of 2020 to draw up
action plans®. There exist more than enough suitable tools e.g., from project

4 Cf. Impfdashboard, 2022.
> Cf. Brandes, 2020.

6 Cf. no author, 2021.

7 cf. Schneider, 2020.

8 Cf. Schmidt, 2021.

9 Cf. Daube, 2021a.
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management'®

. Politicians who are responsible are in charge to answer the
question of why none of these tools or instruments were used and why, given
the reliable forecasts from spring and summer 2020, no energetic and
consistent action was taken. Unfortunately, things are not going well in the
second winter of Covid-19 in 2021/2022. A clear strategy is still not discernible.
Rather, the observer has the impression that things are being driven “on sight”
— even though the Robert Koch-Institute regularly publishes updated strategy

papers'’.

Impacts on society

Looking specifically at the situation of children, adolescents and young
adults, initial studies show that distance learning has hardly made so many
positive contributions to knowledge transfer'?. Therefore, many students may
have lost a year of their life. Chart 2 shows the level of efficiency of home
schooling, broken down by gender and type of school.

Chart 2
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In summary, we can say that more than one third of the students experienced
that the efficiency of homeschooling was poor or not good at all.

10 ¢f. e.g. Litke 2005, Schwarze 2014, Borrmann et al. Hrsg. 2021.
1 ¢f. RKI, 2022.
12 cf. OECD, 2021.
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However, it is not just about learning and imparting knowledge - social
contacts, which could only take place to a very limited extent, are just as
important. The effects and long-term consequences are still not foreseeable.
Unfortunately, initial studies show significantly stronger symptoms of anxiety,
stress, and depression®. Chart 3 may give a first impression of these effects
- even if the results "only" relate to the first lockdown in spring 2020. There
might be some evidence, that the situation has get worse and worse till now.

The increase of depression e.g., might also be a part of “Long Covid”.

Chart 3
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Incidentally, depressive symptoms apply to many adults who have often
reached their limits with home office and home schooling at the same time.
The significant increase in domestic violence and alcohol consumption may
be assessed against this background'. To quantify all of this in monetary
terms i.e., "costs of the pandemic" hardly seems to be possible and would

not even begin to do justice to human destiny.

13 ¢f. Burjard et al., 2021.
14 ¢f. ibid
15 Cf. Freier and GeiRler, 2020.
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Impacts on economy

If we look at the development of the real economy measured in terms of gross
domestic product (GDP) since the beginning of the new century, we see two
strong downturns: at the beginning of the financial market crisis (-5.7 %) and
the outbreak of the coronavirus (-4.6 %).

Chart 4
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The effects on the real economy were cushioned in Germany by many
measures, such as short-time work benefits'®, the temporary suspension of the
obligation to file for insolvency and various monetary assistance from
Germanys development bank KfW and the 16 regional development banks - to
name just a few'’. However, not all companies will survive - especially small
and medium-sized companies are likely to have been hit particularly hard. Chart
5 provides an overview of which sectors could be most affected by insolvencies.

16 ¢f. Dany-Knedlik, 2020.
17 cf. BMF, 2021.
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Chart 5
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The most recent insolvency figures indicate a significant increase'®. “Zombie
companies” '° leaving the market makes sense from a liberal market
perspective. However, some fundamentally healthy companies will not survive
either®®. As a result, jobs and tax revenue are lost. In addition, to lose the job
causes additional problems to people?'. Right now, it is hard to estimate this
type of “welfare cost™2. This is quite difficult because second and third round
effects must be considered?. A current study concludes that two years of
pandemic might have caused around € 350 billion through loss of value added

for Germany?*.

However, one figure is already quite clear. The additional debt of the federal
government amounting to € 130.5 billion for 2020%°. Even if the net borrowing
turned out to be lower than initially assumed and the interest rate for federal
securities is currently about 0 %, this will result in considerable burdens for
future generations?. In 2021, new debt reached a historic level of € 240 billion.

18 ¢f. Rudolph.2021.

19 ¢f. Becker, 2021, S. 2.

20 cf. Anger and Ludowig, 2020.
21 Cf. Freier & GeiRler, 2020.

22 cf. BMWI, 2020.

23 Cf. Maisch, 28.05.2020.

24 cf. Gromling, 2022.

25 Cf. Rudnicka, 2021.

26 Cf. Finanzagentur, 2021.
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Chart 6 shows the development of the net borrowing since the beginning of the
millennium. After six years of the so-called "black zero" i.e., years without net

borrowing, there was an increase to historically new level of net borrowing.

Chart 6
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The new debt of € 99.7 billion is planned in the 2022 budget®’. In total, more
than € 470 billion will have to be repaid over the next few years or decades to
break even again and comply with the debt brake?. Interest costs are currently
negligible, but financial markets are known to be two-way streets - one day
interest rates are going to rise again®. If we compare the yield structure cures
from the euro zone of January 2021 and January 2022, we can already see an
increase in interest rates across all maturity bands.

27 cf. no author, 2021.
28 Cf . ibid.
29 cf. Daube, 2021b.
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Chart 7
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Dashed lines indicate the spot rate based on all government bonds; solid lines on AAA-rated bonds only.

Let us assume, for the sake of simplicity, that € 470 billion was currently raised
at cost of capital of 0 %. Additionally, let us assume these € 470 billion have an
average term of five years and € 70 billion will be repaid within five years. As a
results, in case interest rates increase to 2 %, an additional burden of € 8 billion
for the federal budget each year must be managed. Another € 8 billion might
not sound so much, but it may turn out as a great challenge® - especially since,
apart from Covid-19 and the resulting consequences, significant additional
expenditures by the federal government are planned e.g., for climate protection,

change of energy mix, etc.".

Impacts on financial markets

Finally, if we look at what happened on the financial markets, we can say that
the "corona crash" in March 2020 was quickly overcome and many indices have
now reached new historic heights®?, which can be clearly seen from the price
chart of the EUROSTOXX 50.

30 Cf. Haffert, 20.11.2020.
31 cf. BMF, without date.
32 cf. Braun, 2021.
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What may seem surprising at first glance is easy to understand at second

glance. Stock exchanges evaluate and trade expectations of future

developments. For the current price development today’s information is less

important than expectations about inflation, economic growth, rate of
unemployment, etc. The forecasts for 2021 and 2022 given by the German

Council of Economic Experts look quite good - given today’s economic and

environmental conditions®®. Consequently, we have some reasons to assume

that the impacts of the pandemic could be overcome in the foreseeable future®.

33 f. Sachverstandigenrat, 2021.
34 cf. BMWI, 2021.
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