Corona and
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and
Investment?




The lecture In a nutshell

Focus on impact on international trade and investment
Coronanomicga few key economic principles)

Key data and stylized facts (introduction of data sources)
Before Corona: deglobalization 2.0

What will happen next to the world economy?
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6. Suggested readings and useful (data sources)
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1. Focus on international trade and FDI
that not missing the key point?

OECD Interim Economic Assessment
Coronavirus:
The world
economy at risk

2 March 2020

15/03/2020 12:21

Economics in the
Time of COVID-19

Edited by Richard Baldwin
and Beatrice Weder di Mauro

A VoxEU.org Book
CEPR Press

TRADE AND DEVELOPMENT REPORT UPDATE

THE CORONAVIRUS SHOCK: A STORY OF ANOTHER
GLOBAL CRISIS FORETOLD

AND WHAT POLICYMAKERS SHOULD BE DOING ABOUT IT
Geneva, 9 March 2020

A year of living dangerously

The coronavirus crisis is first and foremost a public health threat, but it is also, and increasingly, an
economic threat. The so-called “Covid-19” shock will trigger a recession in some countries and a
deceleration of global annual growth to below 2.5 per cent -- often taken as the recessionary threshold
for the world economy. The resulting hit to global income compared with what forecasters had been
projecting for 2020 will be around the trillion-dollar mark; the bigger question is could it be worse?

The duration and depth of the crisis will depend on three variables: how far and fast the virus spreads,
how long before a vaccine is found, and how effective policy makers will be in mitigating the damage to
our physical and economic health and well-being. The uncertainty surrounding each of these variables is
adding to people’s sense of anxiety, which is a fourth variable that will shape crisis outcomes.

There are two possible readings of the economic consequences of the Covid-19 shock. The consensus view
is that the shock has the potential to upset what was a spluttering but otherwise well-aligned global
recovery that had set in during the second half of 2017, with the policy task at hand to nullify the new
threats to a renewed economic confidence that had underpinned a string of optimistic growth forecasts
for the coming years.

From this perspective, if the outbreak is short-lived, a familiar mix of accommodative monetary policies
(ideally limited to cuts in the central bank’s rate but possibly involving more unorthodox measures to
lower long-term interest rates) and automatic fiscal stabilizers should be sufficient to save the day, with
the recovery assuming the “V” shape that followed, for example, the SARS virus shock of 2003.

If, however, the crisis is more long-lasting, most likely due to disruptions on the supply-side of the
economy through crippled production networks and squeezed profit margins, hopes of recovery will hinge
on more sustained and coordinated liquidity injections by Central Banks, more active fiscal policies (where
space is available) and by renewed efforts to bolster free trade and foreign investment. The recovery will
then more likely assume a U-shape, like the oil shocks of the 1970s, with some serious economic casualties
along the way, but with the organizing principles of the world economy preserved... until the next crisis!
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The macreeconomic
Impact ofCoranas
serious but not
catastrophic

@
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National
Risk Profile
2016

An All Hazard overview of
potential disasters and threats
in the Netherlands

The National Network of

Safety and Security Analysts
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Table 4.9 Worst-case influenza pandemic - severe.

Likelihood assessment

Likelihood of the scenario occurring

between now and

5 years.

Very unlikely

Unlikely

Somewhat likely

Likely

o

Very likely

Explanation

Based on the number of (serious) influenza
pandemics in the last 100 year.

Impact assessment

Security Criterion

interest

Territorial Territory
International
position

Physical Fatalities
Seriously injured and
chronically ill people
Alack of life's basic
necessities

Economic Costs
Violation of vitality

Ecological Violation of nature

Socio-political

G Oc@raa}agmégr%ainty; © minor uncertainty

© average to Consi

and the environment

Disruption to daily
life

Violation of
constitutional
democratic system

Societal impact

Limited

o

Substantial

Serious

o]

Veryserious

Catastrophic

Explanation

Not applicable.

Linked to the purchase of vaccines.

More than 14,000 fatalities.

Large number of hospital admissions (40-50,000);
pressure on [C.

Scarcely relevant.

A few up to max. 5 billion euros, due to
large-scale unavailability of personnel.

Not applicable.
Not applicable.

Groups not going to work, school, facilities, ...

Based primarily on broad social fear and
uncertainty.
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Catastrophic pandemics

Summary of studies of the macroeconomic Macro-economic impact of Ebola (GDP
impact of HIV/AIDS in Africa reduction, percentage points)

Study Geographic | Annual GDP growth rate
coverage reduction (1015 years) Sierra Leone —
I

Dixon et al (2001) 41 countries 2% to 4%

World Bank (2001) Swaziland 1.5%
World Bank (2001) Namibia 1.1% Liberia -
World Bank (2000) 0.8%

Lesotho

Bonnel (2000) 50 countries 0.7%

Quattek et al (2000) South Africa 0.3-0.4% Guinea

BIDPA (2000) Botswana 1.5%

Bloom et al (1995) 51 countrles Insignificant 0 5 4 6 3 10 12 14

Cuddingtonea (1994) Malawi 0.3% _

Cuddington (1993) Tanzania 0.7% ® Medium term loss (upper bound)

Over (1992) 30 SSA countrie 0.15% to 0.6% m Medium term loss (lower bound)

Based on Dixon S, McDonald S, Roberts J. The impact of HIV and AIDS on Africa's m Short term GDP loss

economic developmenBmj. 2002 Jan 26;324(7331):232 ElmahdawyMahmoud, et al. "Ebola virus epidemic in West Africa: global health econom
challenges, lessons learned, and policy recommendations.” Value in health regional isst
(2017): 6770.
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The global growth impact is abap®.5
percentage points.

OECD (March 2, 2020 forecast) UNCTAD (March 9, 2020 forecast)

Figure 1. Global GDP Growth, 1995-2020
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The analysis of trade and investment ha f#

far been limited

Goods trade barometer
eeeeeeeeeeeeeeeeeeeeeeee

Services Trade Barometer
Index value, December 2019

15/03/2020 12:21

AEarly indicators are only available with two months
delay and thus do not contain coromaformation,

Abut currentCoronablablsuggests that |
international economic organizations know what is
happening.

A Current analyses still deal with a Chimaly shock

AThis will not be a rerun of the 2008/9 world trade
and investment collapse

Alt may strengthen the tendency towards
deglobalization that started around 2008/9

AFrom a purely scientific perspective this is an
Interesting natural experiment
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2. Coronanomic4.o

A. How to read and understand pandemic graphs

B. Supply and demand shocks

C. Economic contagion: the role of international value chains
D. Trade Shocks: Uncertainty and International Specialization
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A. The endemic curve

Epidemic (outbreak of Ebola; new

ASmall versus large numbers

ALinear versus loglinear axes

AwWSFRY hdzNJ 62NXI R AY RIFGF a/ 2NRY Il @A NHza
Disease (COWI®)¢ Research and
Statistics by MaRRosey Hannah o
Ritchie and Esteban Odiza LIA Y I € U 2

https://ourworldindata.org/coronavir
us
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= Pay attention to cases per week)
(CBU AWhat is measured?

= A new cases

T A number of sick people

o A Deaths

S

=
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https://ourworldindata.org/coronavirus

