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Rapid downward spiral 
 

The coronavirus pandemic is increasingly forcing the global economy into 

shutdown mode and will be responsible for the most dramatic slump in 

growth witnessed since the Second World War. Nevertheless, fiscal and 

monetary policy are making a concerted effort to ward off another 

financial crisis. If the fight against the virus proves successful, the 

economy could well bounce back very quickly. 
 

 

The US is witnessing an unprecedented wave 

of redundancies: the number of first-time 

applications for unemployment benefits filed 

in the week from 15 to 21 March came to 3.28 

million, clearly outstripping the consensus 

forecast of 1.7 million. At the same time, the 

figure was almost five times higher than the 

previous highs of 695,000 seen in 1982 and 

665,000 in the course of 2009. The explosion in 

first-time applications only serves to confirm 

what some sources of industry data had 

already shown: a large number of businesses, 

particularly in the hospitality and catering 

sector, closed their doors in direct response to 

the curfews imposed, laying off staff in their 

droves. In a country that has no safety net 

programmes like the German furlough 

system, known as short-time working, an 

unprecedented number of workers began 

flocking to their local unemployment offices 

to apply for welfare benefits. 

As far as the labour market as a whole is 

concerned, these catastrophic figures are 

likely just the start. If GDP growth plummets 

by around 12% between now and the summer 

– as we predict – on the back of plunging 

consumer and investment demand, more and 

more people will lose their jobs over the 

coming weeks. A comparison of economic 

growth and labour market developments over 

the last 20 years shows that, in this sort of 

scenario, employment can be expected to drop 

by around 8% year-on-year (see graph below). 

With a current total of around 152 million 

jobs, this would equate to a drop of 14 million 

as against the level seen before the outbreak of 

the crisis in February 2020. As a result, the 

unemployment rate would shoot up from a 

50-year record low of 3.5% to well in excess of 

the 10% mark, marking a new all-time high. 

US: rapid labour market downturn on the cards 

 
Sources: BEA, BLS, BANTLEON 
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This means that the impact of the economic 

data will become increasingly severe as the 

weeks progress. Nevertheless, there is still a 

good chance of a recovery in the second half 

of the year. The latest fiscal stimulus package 

is helping to lay the foundation for a rebound, 

committing around USD 2,000 billion, or some 

10% of GDP. Like the country’s policymakers, 

the Fed is also doing everything in its power 

to prop up the economy. It is opening the 

floodgates and aims to buy unlimited 

quantities of government bonds and mort-

gage-backed securities, no longer shunning 

purchases of corporate bonds either. This will 

make the Fed the lender of last resort not only 

for banks, but for the economy as a whole. 

These measures should help to ensure that the 

coronavirus crisis does not evolve into a 

financial crisis. This will, in turn, reduce the 

risks associated with negative second-round 

effects in the form of corporate insolvencies 

and soaring unemployment. Nevertheless, 

neither policymakers nor the Fed can halt the 

biggest slump in growth seen in the post-war 

period. 

In the Eurozone, too, the impact that the 

coronavirus pandemic is having on the 

economy has recently become clear. In March, 

the preliminary purchasing managers’ index 

(EMI) for the service sector nosedived from 

52.6 to 28.4 points (see chart right). At the 

moment, the crisis is pulling the proverbial 

plug on companies in the service sector. The 

manufacturing sector in the Eurozone has still 

been holding up fairly well, with the indicator 

for this area of the economy sliding by »only« 

4.4 points to the 44.8 mark. The assessment of 

incoming orders, production and production 

expectations, however, indicate that the actual 

crash in the industrial sector is only just 

around the corner. 

 

 

 

Eurozone: service sector takes a mighty tumble 

 
Sources: Markit, BANTLEON 

The composite EMI, which is usually used to 

measure the quarterly change in GDP, 

plunged from 51.6 to 31.4 points in the 

Eurozone in March. This produces an average 

of 44.8 points for the first quarter, suggesting 

a 0.6% quarter-on-quarter decline in economic 

output between January and March. If the 

economic restrictions remain in force for 

longer, the composite EMI could dip to an 

average of 25 points in the second quarter. 

Even this would result in a drop in GDP of 

only 3% as against the previous quarter. GDP 

will not, however, fall by 3% in the second 

quarter, but rather by 10%. During the 

financial crisis, it had already become 

apparent that purchasing managers’ indices 

tend to underestimate the scale of severe 

recessions. 

The manufacturing sector in the 

Eurozone has still been holding up 

fairly well 

The final figures for the ifo index have also 

confirmed how dramatic the economic 

situation in Germany is. Compared with the 

preliminary estimate, the indicator dropped 

back from 87.7 to 86.1 points. This drop is, 

however, based on only one-tenth of the 

answers provided by the companies surveyed. 

This suggests that the indicator is likely to 

slide by a further 14 points in April, with 

expectations dropping by as much as 20 
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points. As in the Eurozone as a whole, the 

figures mean that Germany is facing an 

unrivalled slump in economic activity. 

Economic output is expected to shrink by 15% 

in cumulative terms in the first six months of 

the year. 

Despite the flow of bad news regarding the 

pandemic, risk assets have recently been 

given breathing space, posting price increases. 

The large-scale monetary and fiscal policy 

stimulus has helped to lift the overall mood. 

In the US, the Fed’s promise of virtually 

unlimited asset purchases and the biggest 

fiscal stimulus program of all time have 

provided support. In the Eurozone, the ECB 

has lifted all of the restrictions on the 

purchase of government bonds, fuelling a 

recent upsurge in demand for government 

bonds issued by all EMU countries. Yields on 

10-year Bunds dropped to well below -0.40% 

again, with risk premiums on Italian, Spanish 

and Portuguese government bonds narrowing 

at the same time. 

It is still too early for an offensive 

equity market strategy 

As far as the basic problem from the 

perspective of the financial markets – the 

economic implications of the virus epidemic – 

is concerned, however, there are still major 

risks overshadowing isolated glimmers of 

hope, such as the easing of restrictions in 

Wuhan. It remains to be seen how the virus 

epidemic will develop, especially in the US. 

At the moment, there are three elements to 

our outlook for the financial markets. We 

believe that the risk premiums for EUR 

corporate bonds and peripheral government 

bonds could narrow further. High-quality 

government bonds are expected to remain 

well supported until May at the very least. It 

is only in the period that follows, when the 

economic recovery is already under way and 

leading indicators such as the ifo index and 

the PMI start to turn upwards, that yields are 

likely to come under upward pressure again. 

The situation for equities remains a difficult 

one. We believe that the risks have recently 

declined somewhat, and the central banks and 

governments have laid a solid foundation 

with the latest packages of measures, reducing 

the risks of a prolonged recession. Conse-

quently, instead of a defensive positioning, we 

now consider a neutral positioning to be the 

best approach. It is, however, still too early for 

an offensive equity market strategy. In 

particular, there is still a risk that the epidemic 

will have more long-term implications than 

expected in the US. 
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