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Coronavirus Pandemic Plunging Global
Economy into a Serious Recession

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

ABSTRACT

The consequences of the ongoing 2020 coronavirus pandemic
are leaving deep marks on the global economy. In the first
quarter of 2020, global production sank by 15.5 percent over
the course of the worldwide lockdown. Since containment
measures in many countries were mainly implemented during
the second quarter of 2020, the slump in the first half of 2020
is likely to be even more severe overall. Due to the expansive
containment measures in many countries and massive limi-
tations on production and sales from March 2020 to summer
2020, DIW Berlin is lowering its forecast for the year drastically
from 2.5 percent to -4.9 percent. It is also likely that the signif-
icant production losses and the serious slump in the service
sector will be unable to be compensated for in 2021. However,
for 2021, DIW Berlin expects an increase in global production
of 5.5 percentage points. Of course, the possibility of further
coronavirus waves poses risks and trade conflict escalations
cannot be ruled out conclusively.
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Containing the coronavirus pandemic has plunged the global
economy into a deep recession (Figure). In the first quarter
of 2020, global production declined by 15.5 percent overall
and international trade shrunk significantly as well.

Itis likely the global recession will intensify over the first half
of 2020, as lockdown measures in place since March 2020
have majorly limited economic activity in many advanced and
some emerging economies. In many European countries and
the United States as well, revenue in service industries such
as gastronomy or retail dropped to the double-digit range in
March. As stringent lockdown measures in many countries
remained in place throughout April and May 2020, parts of
the service sector are likely to come to an almost complete
standstill in the second quarter of 2020. Moreover, significant
production losses have occurred due to supply chain disrup-
tions and a stark decline in employment in many areas, espe-
cially in advanced economies. For example, industrial pro-
duction in the United States and Japan declined by around
ten percent each in April 2020.

However, oil prices remain low, which is mildly supporting
the manufacturing industries as well as private consump-
tion, at least in economies that import oil. Thus, despite the
ceasefire in the OPEC+ price war and slight supply short-
ages, crude oil prices are still at a very low level.!

These losses are also likely to leave deep marks on the labor
markets. In many countries, appropriate measures, such
as expanding short-time working allowances, were taken.
However, unemployment in some economies, especially in
2020, is expected to increase significantly. The accompanying
loss of income and a higher propensity to save due to uncer-
tainty will probably weaken private consumption noticeably.

Italso remains unclear how quickly and to what extent income
losses can be cushioned by the rescue packages passed in
many countries and by loosening monetary policies. Some

1 The OPEC+ announced production losses of 9.7 million barrels per day (mb/d) compared to
the October 2019 level. Until the end of 2019, losses were at 7.7 mb/d and until the end of April
2020, at 5.8 mb/d. Furthermore, Saudi Arabia and Kuwait have announced voluntary losses for
June.
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of these packages have reached historic proportions and fis-
cal and monetary policy is likely to remain expansionary in
many regions. Overall, the multifacted measures will sup-
port production.

Thus, following such a strong slump in global production
in the first half of 2020, an initially slow recovery can be
expected over the further course of the forecast. However,
this forecast presumes most countries will successfully con-
tain the coronavirus. Under this presumption, existing con-
tainment measures will be eased over the further course of
2020 and replaced with targeted measures, thus avoiding a
second wave of the coronavirus. Presumably, then, in 2021,
these targeted measures will be gradually phased out.

The coronavirus pandemic has resulted in a need for societal
adaptations, such social distancing or working from home,
and it can be presumed these measures will remain in place
in many countries for some time. As a result, restrictions
in the production process will only gradually be resolved in
many countries, thereby preventing a rapid normalization
of production. Following major losses of revenue in the first
half of 2020 and the subsequent gradual reduction of pro-
duction restrictions, companies will have little incentive to
invest despite favorable financing conditions. Moreover, it is
likely that investments that have already been planned will
be delayed due to the pandemic.
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Real GDP plummeted due to the spread of the coronavirus and global containment
measures in the first half of 2020.

Real GDP, consumer price inflation, and unemployment rate in the world economy

In percent
GDP ‘ Consumer prices
Unemployment rate in percent
Change over previous year in percent
2018 ‘ 2019 ‘ 2020 ‘ 2021 2018 ‘ 2019 ‘ 2020 ‘ 2021 2018 ‘ 2019 ‘ 2020 ‘ 2021
Euro area 19 12 =87/ 5.6 17 13 0.6 1.0 8.1 75 9.4 89
without Germany 2.0 14 -938 7.0 17 12 0.5 11 103 9.5 19 111
France 17 13 -9.4 72 19 11 0.5 12 9.0 85 101 9.5
Italy 0.7 03 =112 73 12 0.7 0.0 0.8 10.6 9.9 1.2 10.6
Spain 24 20 =il 72 17 0.7 0.2 11 153 141 18.7 174
The Netherlands 25 18 -58 55 16 27 0.9 15 38 34 6.0 5.2
United Kingdom i3 14 -89 36 23 17 14 22 41 38 70 9.6
USA 29 23 =6.9 41 24 18 0.8 11 39 37 116 9.0
Japan 03 0.7 -46 29 0.8 0.6 =01 0.2 24 24 33 29
South Korea 27 20 =17 26 15 0.4 0.2 0.4 38 37 4.4 41
Central and Eastern Europe 47 4.0 -45 47 22 27 27 28 37 33 34 32
Turkey 29 0.9 -42 0.5 16.3 15.2 116 120 1.0 137 14.8 14.0
Russia 24 14 -44 0.8 29 45 34 42 48 46 49 49
China 6.7 6.2 -32 81 19 24 40 31 41 41 41 41
India 6.7 5.1 -26 6.8 39 37 36 33
Bratzil 13 11 -5.0 41 38 38 15 27 123 120 139 125
Mexico 21 -0.1 =52 29 4.9 34 13 16 34 35 4.9 41
Developed economies 22 18 -72 42 20 14 0.7 1.0 438 45 93 8.0
Emerging markets 5.5 46 -35 6.4 33 36 39 3.6 51 5.2 5.6 53
World 42 3.5 -49 5.5 28 27 26 26 5.0 49 71 6.4

Sources: National statistical offices; DIW Berlin Economic Outlook Summer 2020.
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The coronavirus pandemic has plunged the global economy
into a deep recession in 2020. As a result, global production
in 2020 is predicted to decline by 4.9 percent. Recovery will
be slow, and overall may barely compensate for losses during
the forecast period. In many places, restrictions on produc-
tion and sales are not being lifted completely. Households
and businesses in many countries are suffering enormous
losses of income and revenue and are simultaneously incred-
ibly uncertain how the pandemic will play out and about eco-
nomic development. This uncertainty is likely to continue
to put a significant brake on capital demand and consumer
goods into 2021, despite favorable financing conditions and
fiscal policy support in most economies.

With a global GDP of 5.5 percent in 2021, production will
not reach its pre-coronavirus recession level by the end of
2021 in most economies (Table). Compared to the Winter
Outlook, DIW Berlin is drastically lowering its forecast for
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2020 by 7.4 percentage points from 2.5 to -4.9 percent and
increasing its forecast for 2021 by 2.0 percentage points from
3.5 to 5.5 percent.

The current risks are predominantly tilted to the down-
side. For example, further coronavirus waves could result
in a re-implementation of containment measures, which
would significantly deepen the recession and increase its
length. Moreover, a stronger than expected increase in cor-
porate and personal bankruptcy, together with an increase
in loan defaults, could destabilize the financial markets in
some regions and endanger the solvency of many countries.
Additionally, there are still risks of trade conflicts, such as
between China and the United States. However, the Brexit
talks between Great Britain and the European Union, in
which no progress has been made in the fourth round of
negotiations, pose additional trade conflict risks.
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