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TOPIC OF THE WEEK

After 9 months, do we have more clarity on the 

Covid-19 pandemic? 

LET us start by a small detour through semantics: why pandemic? Well most diseases tend to be

always present in the population with a stable and low rate of infection. The diseases are then

said to be endemic.

If suddenly a disease departs from its low level of infection and starts to infect many more

people in a specific area, within a short period of time it becomes an epidemic.

And when an epidemic becomes global it becomes a pandemic. Perhaps this choice of word –

pandemic – is the one irrefutable fact in the Covid-19 battle since it began nearly 9 months ago:

the use of the word pandemic is correct, it is not just to scare us!

Last time we wrote about the economic impact of this pandemic in April, we said it was too early

to predict an accurate number for world GDP contraction in 2020, due to the very high level of

uncertainty at the time.

In April, the IMF, which was the most pessimistic of the major global economic organizations,

predicted that world GDP would contract by 3% year-on-year in 2020.

In its world economic outlook update dated June 2020, the IMF has dramatically revised its

forecast down to -4.9%. The report is available at the following link:

https://www.imf.org/en/Publications/WEO/Issues/2020/06/24/WEOUpdateJune2020

This revision is the result of a contraction of …8% of GDP in the advanced economies and a

contraction of 3% in emerging and developing economies. The dire situation can be

encapsulated in one sentence found in the introduction of the report:

“The COVID-19 pandemic has had a more negative impact on activity in the first half of 2020 than

anticipated, and the recovery is projected to be more gradual than previously forecast.”
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Topic of the Week continued

Meanwhile, also in June the World Bank published its “Global Economic Prospects” report, forecasting a contraction of 5.2%! The report

can be found here: https://www.worldbank.org/en/publication/global-economic-prospects.

And finally, still in June the OECD came up with its own revised forecast available at the following link: http://www.oecd.org/economic-

outlook/june-2020.

The OECD has switch from a previously rather optimistic outlook to a very pessimistic one, forecasting a -6% contraction in world GDP in

2020 as its base case scenario, and a hefty -7.6% as its worst case scenario! The OECD describes the situation as follows: “The COVID-19

pandemic is a global health crisis without precedent in living memory. It has triggered the most severe economic recession in nearly a

century and is causing enormous damage to people’s health, jobs and well-being.”

Finally, in July 2020 PWC published its forecast of a -5.6% contraction in 2020 GDP.

Money velocity

So, the range of forecasts is now -4.9 to -6%. If we take the World Bank’s forecast of -5.2% as the base case, and the rounded figure of

$80 trillion world GDP, it means that roughly $4,160 billion will have vanished worldwide by the end of the year!

With GDP equal to money supply multiplied by the velocity of money, and with the velocity of money falling and getting close to 1, a

contraction of GDP by $4,160 billion means that the money supply will shrink by the same amount worldwide.

Suddenly rumours of trading companies, including large established companies, finding it near impossible to finance a growing number

of trades are beginning to ring true! Shipowners will also find it more difficult to finance ships.

In fact, one of the by-products of this unprecedented contraction could be a severe liquidity crisis, which we believe is not being

factored into most post-Covid scenarios. Indeed, most recovery scenarios see world GDP back to its 2019 levels by 2022 or by the latest

2023. This could prove very optimistic if a severe liquidity crisis were to follow this year’s GDP contraction.

Furthermore, using GDP as the sole proxy for the state of the world economy can be misleading. The crisis has not hit everybody in

every industry equally.
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Topic of the Week continued

As mentioned earlier, developed economies are likely to experience an average 8% contractionin GDP with certain countries such as

France or the UK likely to experience contractions in the region of 11.5%. Meanwhile, emerging and developing economies are likely to

experience a contraction of just 3%.

In other words, GDP is a poor proxy for the variety of situations. Tourism, air travel, and hospitality businesses have been badly affected

while, for example, bulk shipping has hardly been affected at all.

The magnitude of the crisis and the fact that it is in some respects manmade make this crisis unique and highly complex. Predicting how

the crisis will unfold is hard enough, but predicting the recovery is as, or perhaps even more, difficult to predict as there is arguably no

historical precedent to go by.

Some might argue that we should study the “Black Death” pandemic in the middle of the 14th century. However, this is incorrect for

several reasons: the first one is that the “Black death” killed about 25% of the world population, versus 0.01% of the world population for

Covid-19. The second reason is that the world economy was not organized in the same way at this time, it especially was not relying on

private loans to create money. This is even before we consider the lack of reliable statistics available on this early pandemic.

Data lumpiness

So this crisis is probably unique and for once we will have to use our sheer intelligence to figure out what might happen.

What, then, could we envisage? Well a significant number of commentators think the speed of the recovery or the length of the

recession will depend on where you are, and in which part of the economy you work in. In fact the’ lumpiness’ which is hidden when one

uses a single number like GDP as a proxy will play a major role going forward, as some countries and industries will recover rapidly while

others will likely remain in a long recession.

But before we get to that point, we also need to know if there will be a second wave of the pandemic or not. Here, we can only

comment that while the number of cases is increasing every day, the mortality rate associated with these new cases has declined

significantly.

We’ll need to wait until we are deep into the autumn to know if the countries affected first i.e. China and those in Europe will fall victim

to a second wave. Only if there is no second wave can we start to apply our brains to forecasting the recovery.
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