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1. Covid-19: how severe is the economic shock



The pandemic is global

Taking just the US, China, Japan, 
Germany, Britain, France, and 
Italy, they account for:

• 60% of world supply and 
demand (GDP)

• 65% of world 
manufacturing, and

• 41% of world manufacturing 
exports.

Source: Economics in the Time of COVID-19 Edited by Richard Baldwin and Beatrice Weder di Mauro. A CEPR Press 
VoxEU.org eBook (March 2020).
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GDP Growth forecasts

• JP Morgan slashes global growth forecasts:
– US GDP -14% in Q2

– Eurozone GDP -22% in Q1

– China GPD -40% in Q1

• These GDP declines represent the biggest quarterly 
contractions recorded over the past 50 years at least

• United Nations: ”Coronavirus outbreak could cost the global 
economy up to $2 trillion this year”
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GDP Growth forecasts

Source: United Nations, https://news.un.org/en/story/2020/03/1059011 7



GDP Growth forecasts

Source: Economics in the Time of COVID-19 Edited by Richard Baldwin and Beatrice Weder di Mauro. A CEPR Press 
VoxEU.org eBook (March 2020).
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2. A model for interpreting the economic effects of the 
health shock 



It is not only a supply shock crisis
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Now, it is mainly a demand shock crisis
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How the shock is spreading across the 
economies

Source: Richard Baldwin (13th March 2020), Keeping the lights on: Economic medicine for a medical shock, 
VoxEU, https://voxeu.org/article/how-should-we-think-about-containing-covid-19-economic-crisis
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How could be represented the post-crisis recovery?

«V» shaped scenario
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A model for interpreting the economic effects of 
an health shock 

Main Model Assumption: 

• Countries are in a scenario of secular stagnation 

• A multi-nature, multi-country, multi-hits shock affect the 
economy 

• Absence of immediate, massive, coordinated expansionary 
monetary and fiscal policies
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A model for interpreting the economic effects of 
an health shock 
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The slope can depend upon the 
containment measures 
adopted, the underlying 
economic conditions of the 
country.

The duration of the recession and 
the stagnation depend on how 
fast the “health shock” will be 
cured  and which policies will be 
adopted.

Some countries can recover 
faster than others



2. The 
model in 
action

Supply Shock in China: Production Plummets
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2. The 
model in 
action

Supply Shock in China: Production Plummets, and its recovery is slow
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2. The 
model in 
action

Supply Shock and Global Value Chains
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2. The 
model in 
action

Supply Shock and Global Value Chains

19Source: Economics in the Time of COVID-19 Edited by Richard Baldwin and Beatrice Weder di Mauro. A CEPR 
Press VoxEU.org eBook (March 2020).



2. The 
model in 
action

Supply Shock and Global Value Chains

20Source: Economics in the Time of COVID-19 Edited by Richard Baldwin and Beatrice Weder di Mauro. A CEPR 
Press VoxEU.org eBook (March 2020).



2. The 
model in 
action

Consumers reduce spending
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2. The 
model in 
action

Consumers reduce travel spending
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2. The 
model in 
action

Expected inflation in the USA
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2. The 
model in 
action

Imports from other countries fell
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3. Fiscal and Monetary Policies



Main Monetary Policy actions adopted by 
Central Banks (1/2)

• FED lowered the target range for the federal funds rate to 1- 1.25 % (March 3rd)

• Bank of Canada, Bank of England, Bank of Japan, European Central Bank, Federal Reserve, and the Swiss National Bank 
announce a coordinated action to enhance the provision of liquidity via the standing U.S. dollar liquidity swap line 
arrangements (March 15th)

• FED lowered the target range for the federal funds rate to 0- 0.25 % and decide to increase its holdings of Treasury 
securities by at least $500 billion and its holdings of agency mortgage-backed securities by at least $200 billion (March 
15th)

• Federal Reserve Actions to Support the Flow of Credit to Households and Businesses (March 15th,March 17th, March 
18th, March 20th)

• ECB announces €750 billion Pandemic Emergency Purchase Programme (PEPP) (March 18th)
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Source: https://www.federalreserve.gov/covid-19.htm; https://www.ecb.europa.eu/home/search/html/coronavirus.en.html

https://www.federalreserve.gov/newsevents/pressreleases/monetary20200303a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200315c.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200315a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200315b.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200317a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200318a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200320b.htm
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200318_1~3949d6f266.en.html
https://www.federalreserve.gov/covid-19.htm
https://www.ecb.europa.eu/home/search/html/coronavirus.en.html


Main Monetary Policy actions adopted by 
Central Banks (2/2)
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• Federal Reserve announced the establishment of temporary U.S. dollar liquidity arrangements (swap lines) with the 
Reserve Bank of Australia, the Banco Central do Brasil, the Danmarks Nationalbank (Denmark), the Bank of Korea, the Banco 
de Mexico, the Norges Bank (Norway), the Reserve Bank of New Zealand, the Monetary Authority of Singapore, and the 
Sveriges Riksbank (Sweden) (March 19th)

• Bank of Canada, Bank of England, Bank of Japan, European Central Bank, Federal Reserve, and the Swiss National Bank 
announced to further enhance the provision of liquidity via the standing U.S. dollar liquidity swap line arrangements 
(March 20th)

• ECB and Danmarks Nationalbank reactivate swap line to provide euro liquidity (March 20th)

Source: https://www.federalreserve.gov/covid-19.htm; https://www.ecb.europa.eu/home/search/html/coronavirus.en.html

https://www.federalreserve.gov/newsevents/pressreleases/monetary20200319b.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200320a.htm
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200320~165793c952.en.html
https://www.federalreserve.gov/covid-19.htm
https://www.ecb.europa.eu/home/search/html/coronavirus.en.html


Main Fiscal Policies adopted and discussed

• Italy will inject €3.6bn into its economy to mitigate the impact of the largest outbreak of coronavirus in Europe as (March 1st) 

• President Trump signed an $8.3 billion spending bill (March 6th)

• Germany authorized its state bank, KfW, to lend out as much as $610 billion to companies to cushion the effects of the 
coronavirus (March 13th)

• Italy’s government approved a 25 billion-euro ($28 billion) package to support its strained health system while helping 
businesses and families counter the economic impact of Europe’s worst coronavirus outbreak (March 15th) 

• French Finance Minister announced a $49 billion aid package (March 17th) 

• President Trump signed the "Phase Two" of the stimulus (March 19th)

• US Senate release “Phase three” massive $ 1 trillion stimulus bill for coronavirus (March 19th)

• Germany eyes 156 billions euros of new borrowing, 200 billion euros in debt authorization  (March 21st) 

• US congressional leaders agree on $2tn stimulus deal (March 25th)

Source: https://www.investopedia.com/government-stimulus-efforts-to-fight-the-covid-19-crisis-4799723 28

https://www.ft.com/content/a6f59348-5bae-11ea-b0ab-339c2307bcd4
https://www.whitehouse.gov/briefings-statements/bill-announcement-84/
https://www.bloomberg.com/news/articles/2020-03-13/germany-will-provide-unlimited-liquidity-to-help-virus-hit-firms
https://www.bloomberg.com/news/articles/2020-03-15/italy-set-to-pass-new-tax-unemployment-measures-in-virus-crisis
https://www.politico.eu/article/france-injects-billions-into-stimulus-plan-amid-coronavirus-chaos-bruno-le-maire-economic-catastrophe/
https://edition.cnn.com/2020/03/18/politics/coronavirus-congress-relief-senate-house/index.html
responsewashingtonpost.com/business/2020/03/19/trump-coronavirus-economic-plan-stimulus/
https://www.cnbc.com/2020/03/21/germany-considering-374-billion-in-new-debt-to-counter-crisis-sources.html
https://www.ft.com/content/eecc4a94-6dd9-11ea-89df-41bea055720b
https://www.investopedia.com/government-stimulus-efforts-to-fight-the-covid-19-crisis-4799723


Amount of Key Fiscal Announcement and 
Guarantees

Fiscal Stimulus (%  2019 GDP) Guarantees (%  2019 GDP)

Austria 7.3% 2.3% 

France 1.8% 12.4% 

Germany 6.1% 5.8%

Italy 1.4% 5.6%

Spain 1.4% 8.4%

UK 3.2% 15%

Source: Erik Nielsen (29th March), Macro Research Unicredit Chief Economist ́s Comment

https://www.research.unicredit.eu/DocsKey/economics_docs_2020_176388.ashx?EXT=pdf&KEY=C814QI31EjqIm_1zIJDBJCy5Ed_7eW8DVMy1P8DdifA=&T=1


Amount of Key Fiscal Announcement

Source: J.P. Morgan




