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 Global economic knockout - comeback this summer  
 The global economy is in recession  
 It will be deep and incredibly expensive, but we expect economic 

growth to make a comeback in the second half of the year 
 Uncertainty is high, and the crisis may easily last longer  
 Governments and central banks in historical rescue action  

Deep global recession under way 
The global economy has been hit by a massive shock in connection with the out-
break of the coronavirus and the lockdown in many countries. There is no doubt 
that the global economy is on its way into a global recession, and unfortunately it 
looks set to be deep. We have therefore revised down our forecast of global 
growth this year to -0.6% from 2.8% in December 2019. This is the largest down-
ward revision that we have ever made. It reflects that we have never seen such a 
steep and abrupt drop in economic activity as we are seeing these days.  

Fortunately, we have never seen such powerful and fast responses from central 
banks and fiscal regulators (see a list here). We expect and hope that the lockdown 
will be eased during the early summer and that the situation for consumption and 
production will be normalised in the subsequent months. We therefore expect a 
comeback for economic growth in the second half of the year. We would, how-
ever, like to point out that the uncertainty is massive right now.  

The more strict containment measures, the more negative impact on 
the economy 

Jyske Bank growth estimates  (Consensus estimates in brackets) 

  2017 2018 2019 2020 2021 

Globally 4.1 3.7 3.1  -0.6 3.9 

Developed 
countries 

2.4 2.2 1.7  -2.5 2.5 

- The US 2.4 2.9  2.3 (2.3) -2.0 (1.3) 2.5 (1.9) 

- Euro zone 2.7 1.9  1.2 (1.2) -3.4 (0.4) 2.9 (1.4) 

- Japan 2.0 0.8 1.0 (0.7) -2.0 (-0.6) 1.5 (1.0) 

EM 5.2 4.8 4.1  0.8 4.9 

- China 6.3 6.1 5.5 (6.1) 1.7 (5.3) 5.9 (5.8) 

Most countries’ strategy to contain the virus spread involves a lockdown. Social 
distancing means that people avoid shops, restaurants, entertainment venues 
and transportation. These businesses have seen a considerable decline in sales 
and their suppliers are similarly hit hard. There are already reports of substantial 
job cuts and a surge in unemployment, and this will likely be followed by a wave of 
bankruptcies. 

The lockdown causes a steep drop in economic activity, and we have already seen 
a considerable setback in the Chinese economy. In step with the spreading of the 
disease and the lockdowns in Europe and the US, we see a corresponding weak-
ening of the growth signals here. We do not expect, however, that Europe and the 
US will be hit nearly as hard since the lockdown is not as extensive as in China. 
 
 

 

 

 

 

Figure 1: 
Expected fall in global GDP in 2020 

 

 
Figure 2: 
China: Steep drop in economic activity 
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Widespread uncertainty - here are our heroic assumptions 
The two most important questions right now are how deep the recession will be 
and how long it will last. It is highly uncertain because the corona crisis does not 
resemble anything we have seen in recent history and because we do not know 
when the politicians will begin to open up the society. The visibility in a strictly eco-
nomic perspective is strongly reduced.  

However, we chance our arm and assume the following in our main scenario:  
 Containment measures in the form of the lockdown are maintained until the 

end of April.  
 They will be eased in the course of May and be removed completely in the 

course of June.  
 This scenario corresponds to a slightly delayed version of the fast V, which is 

illustrated in Figure 3. 

In this connection it is reassuring to see that in the countries and areas (China, 
South Korea and the 11 municipalities in Lombardy) which were the first to impose 
a lockdown the number of confirmed cases has stabilised in less than a month.  

However, there is widespread uncertainty, and we have therefore also included a 
risk scenario where the normalisation of the situation has been deferred by two 
months and all containment measures will not be removed fully until August and 
where the second-round effects in the form of bankruptcies, etc. are corre-
spondingly higher. This scenario corresponds to the slow U, which is described 
later.  

Deep recession – worse than the financial crisis 
In our main scenario, the lockdown in Europe and the US continues for another 
couple of weeks, while China continues the slow opening of the society and 
thereby a comeback for economic growth. This also means that the majority of 
the effects of the lockdown in China will be seen in the first quarter, while the ef-
fects in Europe and the US will be seen in the second quarter. This means that the 
global recession will extend over a longer period (two quarters), but hopefully it will 
not be as deep as if the global economy was hit all at once.  

There are prospects of a steep drop in economic activity on the lines of the finan-
cial crisis. The drop is reinforced by the fact that the lockdown affects the majority 
of the society at one time, and some industries and sectors are closing down 
completely. Large parts of the service sector are particularly vulnerable, and this 
is also the report from the PMIs for the service sector in the different countries, 
while the manufacturing industry is hurt a little less. China closed the entire econ-
omy down, while we are seeing a little less rigorous model in Europe and the US. 
Here part of the labour force is allowed to continue working, and there are better 
possibilities of working from home. After all, this offsets part of the fall in GDP 
even though productivity will presumably not be as high as normal.  

But it is not going to be a pretty sight. The drop in economic activity is estimated 
to be around 10% q/q in China in the first quarter, while both the euro zone and 
the US look set to see a drop of around 5% q/q in the second quarter. But this is 
subject to unusually high uncertainty. In the case of the US and the euro zone, the 
drop is much steeper than during the financial crisis and the drop extends over a 
much shorter period - during the financial crisis GDP in the US fell 4% over 18 
months and euro zone GDP fell 5% over 12 months. This time we are seeing a 
corresponding drop in only a single quarter.  

 

Figure 3: 
The Good, the Bad and the really Ugly 

 

 

 

 

Figure 4: 
Unheard large drop in euro zone PMIs 

 

 

 

 

Figure 5: 
Germany: Large need to reduce working 
hours 
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Businesses, consumers, central banks and politicians are therefore much more 
ill-prepared for the crisis. Particularly small and medium-sized enterprises in 
China and the US are due to their modest profit margins and limited liquid re-
serves challenged by the abrupt drop in their sales. Unfortunately, this also in-
creases the risk of many bankruptcies and many job cuts. Especially US busi-
nesses are laying off, while European businesses are to a higher degree cutting 
working hours or sending home employees via government aid packages. This 
means that we will see a somewhat steeper increase in unemployment in the US 
than in the euro zone, and this may weigh somewhat more on private consump-
tion in the US than in the euro zone.  

Bankruptcies, rising unemployment and higher savings mean that production and 
income in the different economies will not return to the pre-crisis level. We expect 
that at the end of the second quarter the economy will be around 2% lower than 
normal in the US and the euro zone.  

Central banks and governments go all in   
The central banks have as they have realised the gravity of the situation re-
sponded rather quickly. It has been to their advantage that many of the necessary 
measures are the same as under the financial crisis. They therefore already had 
emergency plans, but they do not have much ammunition. The Fed has cut the 
interest rate by 1.5 percentage points, but this is much less than normal during 
recessions. The ECB has held the interest rate at -0.5%. Both central banks will 
ramp up their purchase of financial assets and attempt to boost lending to busi-
nesses and consumers.  

While the central banks have emergency measures from the financial crisis, which 
can be copied, it is a different situation for the politicians. And with only little am-
munition left for the central banks, the role of the politicians is even more im-
portant. But they have clearly understood the gravity of the situation. Very large 
stimulus packages have been adopted lately. The governments are attempting to 
support as many businesses as possible, protect employees and boost con-
sumption. And there are clearly no restrictions on budget deficits and national 
debt. The US stimulus package amounts to USD 2,000 billion, corresponding to 
close to 10% of GDP. This comes on top of a budget deficit last year of almost 5% 
and public debt of 108% of GDP. The assessment is generally that we cannot af-
ford not to have stimulus packages, but it will be a historically expensive bill to pay. 
Also Germany and other European countries have launched extensive stimulus 
packages, and the EU is working on a joint response to the crisis via the EU’s res-
cue fund.  

While the Western countries have been very pro-active in throwing lifebelts to 
businesses and workers, China is more reluctant. China has only planned stimuli 
corresponding to slightly more than 2% of GDP, and the central bank has hesi-
tated to ease the monetary policy in an attempt not to add to the indebtedness 
and the pressure in the housing market. The central bank’s interest rate is above 
4%, and this leaves the central bank scope to boost the economy. And we there-
fore expect more interest-rate cuts in the coming period.  

It can easily get worse  
There is a considerable risk that the global economy will weaken even more than 
we have assumed in our main scenario. There are many factors which may aggra-
vate the situation: the lockdown may last longer, more businesses may go bank-
rupt and unemployment may rise even more than in our main scenario. There is 

 

Figure 6: 
The US: Layoffs on a scale never seen 
before - and this will continue 

 

 

 

 

 

 

 

 

 

Figure 7: 
The US: Budget deficit is already very 
high and so is debt 
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also a risk of problems in the financial markets in addition to the problems that we 
have already seen in the form of sharply falling equity prices and a shortage of dol-
lar liquidity.  

In our risk scenario we have, as mentioned, assumed that the lockdown will last for 
approx. two months longer than in the main scenario. This means that the lock-
down will be maintained until the end of June and that the containment measures 
will not be removed completely until August. In this scenario, we estimate that 
global economic growth will fall to -2.9% against the -0.6% in the main scenario. 
GDP for the second quarter in the US and Europe will be 5% lower than before the 
crisis. In these scenarios we expect further easing of the monetary and fiscal pol-
icies. This means, however, that in 2021 economic growth will be somewhat 
higher than in the main scenario.  
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GDP forecast   2017 2018 2019 2020* 2021* 
Globally   4.1 3.7 3.1 -0.6 (2.8) 3.9 (3.3) 

Developed   2.4 2.2 1.7 -2.5 (0.8) 2.5 (1.6) 

USA   2.4 2.9 2.3 -2 (0.9) 2.2 (2.2) 

Euro zone   2.7 1.9 1.2 -3.4 (0.8) 2.9 (1.1) 

Japan   2.0 0.8 1.0 -2.0 (0.4) 1.5 (0.8) 

Great Britain   1.9 1.3 1.4 -2.5 (0.9) 1.2 (1.2) 

Switzerland   1.9 2.7 0.9 -2.7 (1.0) 2.5 (1.1) 

Sweden   2.7 2.3 1.3 -3.3 (1.1) 3.0 (1.3) 

Norway   2.3 2.5 2.4 -3.4 (1.4) 2.5 (1.3) 

Emerging markets   5.2 4.8 4.1 0.8 (4.2) 4.9 (4.5) 

Latin America   1.1 0.7 -0.6  -1.9 (0.6) 1.6 (2.0) 

Eastern Europe   3.7 2.5 1.8 -1.1 (1.5) 3.0 (2.4) 

Asia   6.3 6.1 5.5 1.7 (5.4) 5.9 (5.5) 

China   6.9 6.5 6.1 1 (5.8) 6.5 (5.7) 
* Estimates (from the previous edition of Global Economy in brackets) 

              
 
 
 
   

Current inter-
est rate May 2020* Aug. 2020* 

 

USA   0 - 0.25 0 - 0.25 0 - 0.25  

Euro zone: - repo rate   0.00   0.00   0.00  

  - deposit rate -0.50 -0.50 -0.50  

China  - deposit rate   4.35   4.35 4.35    

 - 1-year LPR 4.15 3.95 3.85  

Great Britain     0.10 0.10 0.10  

Sweden   0.00   0.00   0.00  

Norway     0.25   0.25   0.25  

Denmark  -0.6    

Switzerland   -0.75 -0.75 -0.75  
* End of the month          
Source: Datastream & Jyske Bank           
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Important Investor Information 
Jyske Bank A/S (Vestergade 8-16, DK-8600 Silkeborg, CVR-nr. DK-17616617) is supervised by the Danish Financial Supervisory Authority (Finanstilsynet). 
The research report is based on information, which Jyske Bank finds reliable, but Jyske Bank does not assume any responsibility for the correctness of the material nor any liability for 
transactions made on the basis of the information or the estimates of the research report. The research report is for the personal use of Jyske Bank's clients and may not be copied. 
Unless otherwise stated the source is Jyske Bank. 
The research report does not express Jyske Bank's subjective view on individual financial instruments and should therefore not be considered as an investment recommendation under 
Article 3(35) of the EU Market Abuse Regulation (MAR). 

Conflicts of interest 

Jyske Bank has prepared procedures to prevent and preclude conflicts of interest thus ensuring that research reports are being prepared in an objective manner. These procedures have 
been incorporated into the business procedures covering the research activities of Jyske Markets, a business unit of Jyske Ba nk. 
Jyske Bank's analysts may not hold positions in the instruments for which they prepare research reports. If an analyst takes over for the responsible analyst in con nection with illness, 
business activities, etc., this analyst cannot trade in the relevant instrument on the day of publication of the research report and the following day. Jyske Bank may hold positions in the 
instruments that are analysed and will often have business relations with the companies analysed or the issuers of the instruments that are analysed. Analysts receive no payment from 
entities interested in individual research reports. 
Research reports have not been presented to the issuer prior to their release (unless otherwise stated).  
            
Read more about Jyske Bank’s policy on conflicts of interest at:  
https://jyskebank.com/en/investinfo 

Update of research report 

Research reports, recommendations and ad-hoc publications will not be updated. Instead a new publication will be published when and if Jyske Bank finds it necessary. See the front page 
for the initial date of publication of the report. 
All prices stated are the latest closing prices before the release of the report, unless otherwise stated.  

Risk 

Investment may be associated with risk, so assessments and recommendations, if any, in this research report may be associated with risk. See the research report for an assessment of 
risk, if any. The risk factors and/or sensitivity analyses stated in the research report are not to be considered all-encompassing. If the instrument traded is in a currency other than the 
investor’s base currency, the investor accepts an FX risk. 

Return and price development 

The future and historical returns estimated in the research report are stated as returns before costs and tax-related circumstances since returns after costs and tax-related circum-
stances depend on a number of factors relating to individual client relations, custodian charges, volume of trade as well as market-, currency- and product-specific factors. It is not cer-
tain that an expected future return stated will accord with the actual development. The stated expected future returns exclusively express our best assessment. 
Past performance and price development are not reliable indicators of future performance and price development. Returns and/or price development may be negative. Forecasts in-
cluded in the research report are not secure indicators of future performance. 
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