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Key points

e We have lowered our 2020 global growth outlook
to -1.8% — the lowest rate on record. Individual country
forecasts are similarly reduced: US -3.2%, Eurozone -4.6%,
China 2.3% and Japan -5.8%.

e However, we forecast a solid 5.4% global growth rate in
2021 — the fastest since 2010. This would be echoed in
individual countries, including the US at 4.0%, Eurozone at
5.2%, China at 8% and Japan at 3.3%.

e Global and most international economies are still likely to
see excess supply conditions and a negative output gap
persist through the end of 2021, suggesting ongoing
disinflationary conditions.

e Our forecasts are predicated on a given assumption for
the path of COVID-19. We accept that this path is
unknowable and deviation from our assumption would
have meaningful effects on the growth outlook.

e Assuch, we stress the greater reliance on real-time
economic data sources to ground our forecasts.

e Future research will consider in more detail additional
assumptions on the labour market reaction, policy
effectiveness and longer-term ramifications.

Introduction

As the total number of coronavirus cases approaches 1.5mn
and lockdowns extend across many countries, we present our
updated thoughts on the virus’s impact on economies
worldwide. Over the coming months we will publish a series
of notes looking to explain the key aspects of the reaction to
the coronavirus, which will determine the shape of overall
economic performance. These will include labour market
responses, the scale and effectiveness of official policy
reaction and the longer-run ramifications of the economic
shock, including increased indebtedness. Moreover, these
topics are in turn interrelated.

In this paper we outline and explain our latest forecasts. We
have reduced our outlook for global growth further to -1.8%
—the lowest rate on record dating back to the early 1960s.
This forecast involves assumptions on the labour market,
policy and broader reactions. As more evidence emerges on
these factors over subsequent weeks, we may have to revise
our outlook further.

We also explain how our ‘forecasts’ are a function of an
underlying assumption of how the coronavirus may develop
in the future, and the scale and persistence of lockdown
measures in individual economies to halt its spread.
However, we suggest that this is fundamentally unknowable.
Our forecasts should therefore be considered estimates



based on a given future scenario for the virus. We explain
that our bottom-up approach is a method that has broadly
been followed by the OECD! and France’s Insee? institute. We
also discuss how we will use real-time indicators to verify our
forecasts over the coming quarter.

Conditioning on the unknown

The key difficulty in providing any economic forecast is that
we do not know how COVID-19 will develop over the coming
weeks, months or quarters. The scientific community is
considering many scenarios. Numerous pharmaceutical
companies are racing to deliver a vaccine or treatment for
coronavirus. While this looks unlikely to impact the virus
inside 12-months, it could plausibly provide relief in 2021 and
hence impact forward-looking expectations and financial
conditions. Alternatively, increased evidence of
asymptomatic positive cases in China might further suggest
that far more people have contracted COVID-19 without
knowing it. This could suggest that “herd immunity” is closer
than previously thought. Moreover, large-scale testing might
ease the lifting of restrictions over the coming months. Yet
more pessimistically, the London School of Hygiene and
Tropical Medicine recently published a scenario including
recurrent bouts of outbreak over the coming 18 months that
would require repeated global lockdowns.

In short, there are many plausible paths the virus could take.
But for now, we do not know which is the most likely, nor do
we have any means of assessing the probability of any
particular one.

Our economic projections are based on an assessment of
preliminary evidence from China, the first nation to suffer
from a coronavirus outbreak. It introduced a lockdown in
Hubei, the province that was the epicentre of the outbreak,
on 23 January. Transport restrictions here have only been
lifted this week —some 11 weeks after the shutdown began.
More broadly, areas of China began to revive before this.
Exhibit 1 illustrates Chinese coal consumption — a key proxy
activity indicator for China, given coal’s important place in
Chinese electricity generation.

Coal consumption suggests that the Chinese economy stayed
at lows for approximately 40 days after the Chinese New Year
— a total of just over 6 weeks, compared to Hubei’s 11. It has
subsequently begun to recover and if it follows this trajectory
might see consumption recover pre-New Year levels after
around 90 days.

We assume a similar timeline for other economies. Italy
introduced a lockdown on 9 March. We assume an 8-week
period of lockdown, but from 4 May assume that the
economy begins to gradually restart until by July — after a

1 The Organisation for Economic Co-operation and Development

further 8 weeks — it is fully open. We anticipate the same
path for other European economies and the US.

Exhibit 1: Macroeconomic volatility
China - daily coal consumption by large power plants (10t ton)
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As suggested, this is no more than an assumption. Itis a
slightly more drawn out cycle of activity than China appears
to have seen. It is plausible that economies could restart
sooner and more quickly. However, as suggested, it is equally
plausible that a worse-case scenario could develop. The exact
path the virus takes will therefore make the economic impact
either deeper or shallower.

To the forecasts — bottoms-up!

Our initial macroeconomic forecasts were a combination of
reviewing model predictions and a bottom-up approach. We
now revise the latter.

Our bottom-up approach involved looking at specific economic
sectors and estimating the degree of impact. For example, with
US consumption, we suggested that some sectors would be
completely shut, including many restaurants and leisure facilities.
We considered some areas, including housing and durable
goods that could see marked slowdowns consistent with
previous severe downturns. However, other areas, such as
healthcare and personal care could see a rise in expenditure.
We conducted an analogous exercise across Europe based on
a breakdown of gross value added (GVA) output sectors.

Exhibit 2: Mobility relative to baseline: France, retail
and recreation
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We are aware that these are significant and broad-brushed
sectoral assumptions. However, tentative alternative evidence
has started to provide some corroborating evidence. Exhibit 2
illustrates reduced mobility (footfall) in French retail and recreation
sectors. This is recorded to be 88% lower than the baseline and
suggests sub-sectors with an effective 100% fall in footfall.
Footfall in French supermarkets and pharmacies, by comparison
is down by a smaller 72% from the baseline. However, in New
York State, with a total number of cases exceeding those in
France, supermarket and pharmacy footfall is only 32% lower.

We combined bottom-up estimates of consumption and output
for key US and European economies to make our forecasts.
Recently French national statistics agency, Insee, posted a
similar analysis including data from credit card expenditure3,
broadly consistent with our outlook for the Eurozone. Meanwhile,
the OECD produced a similar analysis by country suggesting a
25% annualised impact* on the US economy (Exhibit 3). Again,
this is comparable to our own more pessimistic estimated
annualised loss of 31% in the US. We note though that the
similarity of these outcomes may only reflect the similarity of
approach. All three assessments could still be wildly off.

Exhibit 3: Potential initial impacts of partial or

complete shutdowns in activity
Per cent of GDP at constant prices

CAN DEU FRA GBR ITA USA

W Retail and wholesale frade
B (Other personal senvices

B Consiruction
= Pofessiond and red estale senices

@ Transport manufacturing
8 Holels, restaurant and air fravel
ATotal

Source: OECD, March 2020

More fundamentally, this approach is still highly dependent
upon the underlying assumption of how long any shutdown
and subsequent recovery takes. Hence, we circle back to our
assumption that the virus sees an 8-week shutdown and an
8-week recovery. This is equivalent to a 12-week total
shutdown period and suggests a total economic shock of 6.5
percentage points (ppt) to the US.

Real-time economic indicators

Given the significant uncertainty inherent in the forecasts
and the lack of modern-day historic precedent to anchor our
forecasts, it is even more important to verify this outlook
with economic data. Official second quarter (Q2) GDP reports

3 “Conjuncture in France — 26 March 2020”, Insee

4 “Evaluating the initial impact of COVID-19 containment on economic
activity”, OECD, March 2020.

— likely to be the most adversely effected quarter for most
developed economies — will not be available before late July.
As such, we will look to other indicators to ground our
projections in a timelier manner.

This process is already underway, particularly in China and to
a lesser extent in Europe, both of which endured the most
severe initial outbreaks. Exhibit 4 illustrates the impact of
China’s shutdown on industrial activity — a key guide to GDP
over recent decades. The drop in industrial activity has thus
been part of our expectation of a sharp drop in China GDP in Q1.

Exhibit 4: China’s industrial activity steers GDP outlook
China - Real GDP vs. IP
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Similarly, early estimates of European Purchasing Managers
Indices (PMIs) have helped to ground our European forecasts.
March’s manufacturing PMI dropped to 44.5 — its lowest level
since July 2010, while the services PMI reached an all-time low of
26.4. Exhibit 5 illustrates that this is consistent with a steep fall in
activity, consistent with our outlook for an 8.4% drop in Q2.

Exhibit 5: Eurozone PMIs and GDP
EMU business surveys and GDP
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However, both data sets are still suffering a time lag, with
even the PMIs —amongst the first of the monthly economic
releases — still not fully available for April until the start of
May. As such, we consider more timely data.

The US has a series of weekly (and higher frequency) data,
including Red Book sales®, weekly jobless claims, consumer

> Johnson Redbook Index, covering sales data from around 9000 large
retailers, covering around 80% of the official retail sales series.


https://www.insee.fr/en/statistiques/4473305?sommaire=4473307
http://www.cica.net/wp-content/uploads/2020/04/200331_OECD_evaluating-initial-impact-of-Covid-19.pdf
http://www.cica.net/wp-content/uploads/2020/04/200331_OECD_evaluating-initial-impact-of-Covid-19.pdf

confidence and mortgage applications. These provide a
timelier update of US activity, including US jobless claims
recording a 10mn increase in the last two weeks — compared
to March’s official payrolls release which recorded a 701k
drop in employment.

Exhibit 6: A US weekly indicator
US GDP and the Weekly Economic Index
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The New York Federal Reserve (FRBNY) has combined a range
of weekly indicators to create an index that has closely
tracked overall activity since 2008 (Exhibit 6)°. The final
observation in the chart is the last reading (for 28 March)
extended throughout Q2. This is currently consistent with our
forecast for a 19% (annualised) drop in US economic activity
in Q2, albeit that we assume some improvement in activity
later in the three-month period. Over the coming weeks, this
will help gauge the scale of drop in US Q2 activity.

Exhibit 7: Electricity consumption falls across Europe
Daily peak hour average electricity consumption relative to 2019
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There are fewer high-frequency indicators for Europe. However,
we track electricity output. Exhibit 7 shows output across a
range of European economies, illustrating how output has
declined sharply across all countries in recent weeks, but
confirming the expected phasing, with Italian output beginning
to fall first from 9 March when ltaly introduced its lockdowns.
These figures corroborate the timing of the weakening in
economic activity, but as with China’s coal consumption, we
expect them to be a good indicator of the timing of a future
recovery.

6 Lewis, D., Mertens, K., and Stock, J., “Monitoring Real Activity in Real Time:
The Weekly Economic Index”, Liberty Street Economic, FRBNY, March 2020.

As well as being a guide to the timing of changes in underlying
trends in activity, this data can also act as a guide to the scale
of slowdown. Exhibit 8 illustrates annual electricity demand
and GDP growth at the Eurozone level. There remains a lot of
noise around the electricity data, however, it clearly identifies
the significant loss of output around the time of the financial
crisis. While we may not be able to fine tune our GDP
forecasts based on these figures, they are likely to be a good
indicator of the order of magnitude of the decline.

Exhibit 8: Electricity a guide to scale of output decline
Eurozone electricity demand and GDP
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After the fall — prospects for a H2 2020 rebound

Even when we have a clear view of the scale of the drop in
economic activity over the coming quarter, the overall
assessment of economic GDP will depend on the subsequent
rebound. Future research will focus in more detail on the
labour market reaction, policy response and the growth
impact of longer-term ramifications, particularly the large
increase in government and corporate indebtedness. Below
we briefly discuss our current assumptions for these issues.
For now, we expect to see growth return in the second half
(H2) of the year, with most countries posting strong quarterly
growth in Q3 and all economies expected to rise strongly in
Q4 2020. In the coming weeks, additional evidence may lead
to a more fundamental re-evaluation of these assumptions,
which could in turn adjust the growth outlook.

Labour market reaction is likely to be critical. At present there
is a very contrasting picture emerging from different countries.
In the US, the official unemployment rate has risen to 4.4%,
but jobless claims rose by 10mn in the last two weeks of March
alone. In the UK, Universal Credit claims were reported to have
increased by 950k in the last two weeks of March, but recent
data suggest around 9mn furloughed workers. By contrast, in
Germany unemployment was reported to have risen by just
1k in March. However, here the Kurzarbeit, short-time work
scheme, has recorded use by 470k firms in Germany in March,
compared to a total of 100k over the entire 2008-09 recession.
This suggests a widely different labour market reaction.
However, we believe that labour market attachment will



prove critical —that is, how attached workers remain with
companies. This is directly observable in Germany, but even
in the US, many that now claim unemployment benefits
remain on the books of some large employers. This should
facilitate a swift return to work once activity resumes,
avoiding the search and frictional costs usually associated
with reducing unemployment. Moreover, most governments
are providing significant income support to temporarily laid-
off workers. Short-time work schemes across Europe see on
average 84% of worker wages covered by the governments,
this has been mimicked in the UK with schemes launched to
support employed and self-employed incomes at up to 80%
of previous earnings. In the US a supplement in the recent
stimulus package means that for most states, unemployment
claims will exceed the median income of workers. Such
income support should minimise the hangover of the Q2
activity drop on future quarters’ consumption.

Policy reaction is also critical. The scale and breadth of policy
support worldwide has been unprecedented, quicker and
more far-reaching than even during the financial crisis. Policy
measures have included monetary, macroprudential and
fiscal policy easings. Most countries have seen direct
government fiscal stimulus from 2-7% of GDP, many with
contingent loan guarantee schemes on top of that. The
overall aim of these stimuli have been to facilitate the
transfer of the cost of the immediate collapse in activity
either to private or public sector balance sheets. The former
has been encouraged by central banks lowering borrowing
rates, reducing capital requirements and facilitating
commercial banks’ lending, and has been supplemented by
government loan guarantees. The latter has been carried out
by direct grants, individual pay-outs and social security
increases. At present, we estimate a combined stimulus of
around 8% of GDP in the UK, and larger in the US. This could
rise further, particularly if future stimulus focuses on creating
replacement demand to make up for that over the coming
months. The scale of policy stimulus should minimise the
short-term economic impact of coronavirus and pave the way
for a rebound in activity over the coming quarters.

Yet there will be many longer-term ramifications of this COVID
outbreak. Increased indebtedness is currently uppermost on
our minds. Governments across the globe endured a material
increase in indebtedness during the financial crisis. Recent efforts
will raise this further, in many cases taking overall debt back to
levels not seen since World War Il. With the past decade a
warning of the economic and social consequences of prolonged
austerity, a key challenge for future growth will be how
governments address this. But many corporates entered this
downturn with elevated levels of debt, and these will also be
increased. Corporate indebtedness will at the very least weigh
on future investment and hiring decisions and is likely to
constrain any future rebound, despite stimulus measures.
Moreover, with the uncertainty about the future path of
coronavirus likely to remain high, this may also weigh on
investment spending. Moreover, behavioural changes

associated with the virus could result in longer-term changes
to business operation and efficiency. In all, there are likely to
be persistent headwinds to the outlook for recovery from the
initial economic impact.

Finally, financial conditions and the behaviour of financial
markets over the coming quarters will both affect and be
affected by the shape of the recovery. Financial markets have
already seen a steep adjustment following the outbreak of
the coronavirus. Markets may prove braced for bad news
over the coming weeks, even as the depth of economic
contraction is revealed. Indeed, there was little reaction to
the Banque de France’s announcement that French Q1 GDP
could see a 6%qoq contraction. However, markets are likely
to be sensitive to the scale and timing of recovery, with US
equity markets recovering recently as the White House
discusses plans for re-opening the economy — albeit for some
point in the future. For markets, clearer signs that economies
might begin to rebound in H2, albeit after an horrific H1, will
likely underpin some stability and recovery in financial
markets, which in turn would provide a tailwind for the
economic recovery. However, should such a rebound prove
elusive, slower growth is likely to be exacerbated by a further
tightening in financial conditions. Once again, this underlines
the importance of the above factors, but more fundamentally
the still unknown future path of the virus.

Economic forecasts

Appendix 1 presents our fully-revised global growth
forecasts. Exhibit 9 provides an overview. We have lowered
our global growth forecast to -1.8%, on an International
Monetary Fund (IMF) purchasing power parity weighted
approach. This is equivalent to around -2.3% on a World Bank
dollar-equivalent based weight. This would be the sharpest
annual fall recorded since the 1980s for the IMF and 1961 for
the World Bank, falling below the previous lows at the time
of the financial crisis (2009 at -0.1% and -1.7% respectively).

Exhibit 9: Summary of economic forecasts

AXA IM
Real GDP growth (%) 2019
2020 2021
World 20 | 16 | 54
us 23 | 32 | 40
Euro area 1.2 -4.6 5.2
China 6.1 | 2.3 8.0
Japan 08 | 58 | 33
UK 13 43 | 34
Emerging economies 3.7 | -0.6 6.1

Source: Eurostat and AXA IM Research, Apr 2020

This forecast also includes an assessment that growth is likely
to return in H2, and in many countries, including China and
across Europe, in Q3. Although this rebound is unlikely to see
the level of GDP return to pre-Covid levels, it should secure
the foundation for a strong revival in annual growth across
2021, at least subject to the assumptions outlined above.



Specific country estimates tend to repeat this overall analysis.
We forecast US GDP at -3.2% for 2020, marking the deepest
contraction on record (back to 1950) despite an expectation
for a strong quarterly expansion in Q4 2020. Eurozone growth
is forecast to fall by -4.6% for 2020 — its own sharpest contraction
on record, with the COVID shock coming on top of an economy
already close to stall speed, but growth rebounding strongly
from Q3. For Japan, the economy had already posted a deep
7.1% annualised contraction in Q4 2019 after an increase in
consumption tax and the impact of Typhoon Hagibis. With a
Q1 rebound being hindered and rising cases seeing a State of
Emergency announced in Q2, we now forecast Japanese GDP
growth to fall by 5.8% in 2020. We also estimate Chinese GDP
growth to slow to 2.3% — again the weakest annual growth
rate for China in records back to the early 1990s.

We also expect a large acceleration in growth for 2021,
forecasting global growth rising by 5.4%, with US growth
rising by 4.0% (a 17-year high), Eurozone by 5.2%, China by
8% and Japan by 3.3%. This assumes no recurrence of COVID
beyond 2020, protection of the labour market and the full
impact of current and future policy initiatives. As discussed,
this includes an assumption of headwinds from indebtedness,
uncertainty and other factors.

There will of course be differences and commonalities in our
individual country GDP outlooks and our longer-term growth
assumptions. With the usual discussion about the shape of a
recovery, our own outlook defies the standard classifications
(V, U, W or L-shaped). At this stage, we argue that our
outlook is likely to fall between a U and L-shaped pick-up,
something resembling the Nike “swoosh”. The forecast shape

of our recovery has related implications. We do not expect
the global economy to recover its previous trajectory in 2021,
despite the faster growth in that year. As such, we expect
international economies to continue to exhibit conditions of
excess supply. This output gap across 2020 and 2021 is likely
to see disinflation over the coming years.

Indeed, the combination of weak demand and a steep fall in
oil prices suggests a much weaker inflation picture than
before. In the US, where disinflationary trends are
compounded at present by the rise in the dollar, we forecast
inflation slowing to average -0.8% in 2020 — its lowest annual
average in records back to the 1950s. In the Eurozone, there
will also be a risk of inflation falling below zero, while in the
UK we forecast inflation to fall to 0.5% in 2020 from 1.8% in
2019. We then forecast inflation to begin to rise again into
2021, but with an expectation of excess supply persisting
throughout 2021 in most jurisdictions, we do not expect
inflation to return to central bank inflation targets in 2021. In
the US we forecast inflation averaging 0.3% (although expect
end-year inflation to be in excess of 1%).

Authorities are thus assumed to follow policies aimed at
delivering above trend growth to reduce economic spare
capacity and monetary authorities specifically should continue
to conduct easy monetary policy to achieve rising inflation
over subsequent years. It is in this context that we continue
to expect a need for monetary policy accommodation, including
forward guidance and persistent quantitative easing, for
quite some time — even after economic growth recovers.

Appendix 1
Real GDP growth (%) 2019* 2020 2021*
AXA IM Consensus AXA IM Consensus
World 2.9 -1.8 5.4
Advanced economies 1.7 -3.8 4.2
uUs 2.3 -3.2 1.9 4.0 2.0
Euro area 1.2 -4.6 0.9 5.2 1.2
Germany 0.6 -4.7 0.9 5.4 11
France 1.3 -4.0 11 5.3 1.2
Italy 0.3 -6.6 0.3 5.3 0.6
Spain 2.0 -5.1 1.6 4.6 16
Japan 0.8 -5.8 03 3.3 0.8
UK 1.3 -4.3 1.1 3.4 15
Switzerland 0.9 -3.5 13 3.0 1.3
Emerging economies 3.7 -0.6 6.1
Asia 5.2 1.8 4.9
China 6.1 2.3 5.6 8.0 5.8
South Korea 2.0 -2.8 2.2 1.9 2.4
Rest of EM Asia 4.2 1.2 4.2
LatAm 0.0 -3.4 2.5
Brazil 1.1 -3.0 2.1 2.2 26
Mexico -0.1 -4.7 1.0 3.0 17
EM Europe 3.2 -5.0 5.3
Russia 0.9 -4.1 1.8 4.5 1.9
Poland 5.3 -4.6 3.3 3.6 3.1
Turkey 0.9 -3.4 3.1 5.3 3.3
Other EMs 1.1 -4.0 4.0

Source: Bloomberg, IMF and AXA IM Macro Research, As of 9 April 2020
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