
Transition from Slowdown to Deep Economic Recession: Impact of COVID-
19 Outbreak  

 
 

Ravi Kant1  and Monika Gaur 2 

 
ABSTRACT  

 
The present study emphasised towards the emerging biological crisis and its impact on the aggregate economy 
through the change in real and financial sectors. The Global economy has experienced a number of different reasons 
for the crisis, including stock market crash, oil market crash, war and natural calamity. The present situation of 
COVID-19 and its impact on real economic activities such as production and consumption as well as narratives 
backed implications on stock market investments have made the economists across the world to analyse its impact 
on aggregate macroeconomic variables. The anxiety in the behaviour of individuals across the globe, specifically 
investors of the stock market, has been leading to the economic recession. The rise in a panic due to fast transmitting 
narratives and herd behaviour may hold the potential to convert slowdown to an economic recession. 
Further, the rise in panic among people due to rise in several death tolls in the most affected countries such as China, 
Italy and Iraq may also impact on the psychology of people which can be reflected in their economic decisions in 
short and medium-term. This paper tried to evaluate the implications of the biological threat on the real sectors and 
also on the behaviour of people regarding their economic decisions. The analysis of the spread of various narrative 
related to COVID-19 on the economy and people have been conceptualised.  
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I. BACKDROP  
 
The recent spread of COVID-19 as a declared pandemic by the World Health Organisation (WHO) has been creating 
rapid transmission of panic for human species existence. The emerged biological threat has witnessed the escalating 
number of death tolls, diseases burden and socio-economic repercussion across the globe. The COVID-19 or 
coronavirus disease was first detected in December 2019 by the health authorities in Wuhan City in the People 
Republic of China. As on 24th September 2020, at a global level, there have been 31,664,104 confirmed cases of 
COVID-19, including 972,221 deaths, reported to WHO. On the front of death tolls in the country and regions, the 
highest case reported in U.S.A (536,948), followed by Europe (231,283), South-East Asia (106,842), Easter 
Mediterranean (59,191), Africa (25,059), and Western Pacific (12,885) [1]. The mounting number of cases across the 
world woke up every human being inhabitant on the earth. The Governments, international agencies, institutions, 
entrepreneurs, corporates, NGOs, investors and general people have now been living in the panic of this biological 
threat called novel coronavirus. The spread of COVID-19 is causing a global emergency with governments, and 
international organisations and NGOs have been deliberating administrative and operational measures daily. Making 
health care institutions more effective are now top in the priority list of the government across the countries. 
However, the pandemic driven human loss is not new, the history of pandemics finds its traces to Black Death 
(Bubonic Plague) in between 1347 to 1352 took around 75 to 200 million deaths, Small Pox originated in America 
in 1520 took around 25 to 55 million deaths. At the beginning of the 20th century, Spanish Flue alone took 40-50 
million deaths between 1918-1920, HIV/AIDS reported 35 million deaths from 1981 to present [2]. The direct 
impact of a pandemic can be visualised in the form of human resource loss and instant increase in administrative and 
operational cost of the government, which is responsible for charging fiscal exchequer. The next and simultaneous 
impact due to these pandemics observed in the form of a slow down in the economic activities backed by the fiscal 
burden, decline in the rate of investment and affecting general peoples consumption behaviour. Technically, the 
impact of biological threats on the economy has been varied according to the nature and severity of a pandemic. The 
case of COVID-19 influenza is very different from past cases since it is very contagious; the virulence can be 
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measured in terms of its fast spread across the world within a few weeks. The States measures and guidelines of 
WHO mostly reflected in terms of restrictions on mass gathering shut down of manufacturing and assembling hub, 
malls, markets, theatres, transportation, and shipping, clearly clamps the intensity of outbreak. The restrictions 
directly affect the buying and selling of goods and services. In addition, the assessment of the direct impact of 
COVID-19 in terms of human loss or high intensity of death rate creates the externalities in respect of rising panic 
and fear across the people of the world which further affects the Foreign Direct Investment (FDI), Foreign 
Institutional Investment (FII), foreign reserves and financial sector hinted by an unprecedented crash in stock 
markets worldwide. The reason behind the massive crash in the stock market across the world can be partly 
visualised due to fast transmission of narratives and herd behaviour. These externalities of COVID-19 makes this 
pandemics different from other past cases of influenza. The recent estimates on the performance of the global 
economy by various agencies and institutions have changed in just 2-3 months than earlier estimates due to the fast 
spread of COVID-19. They estimated and reported a further slowdown in the global GDP growth rate. "As per 
World Economic Outlook (WEO), June Report projected -4.9 per cent in 2020, 1.9 percentage points lower than the 
April 2020 WEO forecast" [3]. "The baseline forecast foresees a 5.2 percent contraction in global GDP in 2020 the 
deepest global recession in eight decades, despite unprecedented policy support." [4]. As per Moodys Global, Macro 
Outlook updated in June 2020, lowered its estimates for almost all major economies. For G-20, it projected a 
contraction of 6.4 percent in 2020, followed by a 4.8 percent recovery in the coming year [5].  Further, OECD, in its 
June Report, shows that global economic activity falls 6 percent in 2020 in a single-hit scenario [6].   
 

II. LITERATURE REVIEW  
The outspread of COVID-19 across the globe within seven months has devastated the livelihood of the almost all 
section of the society. The magnified death tolls and grim economic slowdown has observed a rapid rise in 
unemployment, poverty, and draining human development in most of developing and underdeveloped economies. 
The impact of COVID-19 through the decline in real sector growth and crash of the stock market has been reflected 
in on human lives. As per the BBC, the stock markets across the world have witnessed a sharp declined to their 
lowermost levels since the 2008 Global Financial Crisis [7]. Also, the COVID-19 pandemic impacted on stock 
markets more than any previous pandemic outbreak, including the 1918 Spanish Flu [8]. "A recent study entitled 
Pandemic Risk: How Large the Expected Losses?, estimated the total value of losses incurred by a severe global 
influenza pandemic such as the 1918 pandemic), could reach about the US 500 billion dollars per year, i.e., about 
0.6 per cent of global income. The authors further calculate that the assessed proportion of annual national income 
represented by these losses varies according to income consortia, with lower-middle-income countries being more 
severely impacted (1.6 %) than high-income countries (0.3 %)" [9]. "A joint report published in 2019 from the 
World Health Organization (WHO) and the World Bank approximates the impact of such a pandemic upwards, 
bringing the total cost to 2.2 percent to 4.8 percent of global GDP (US$3 trillion). The report further notes that, in 
such an event, South Asia's GDP could potentially fall by 2 percent (US$53 billion), and sub-Saharan Africas GDP 
by 1.7 percent (US$28 billion)" [10].  
 

III. IMPACT OF COVID-19 ON REAL SECTOR (PRODUCTION AND CONSUMPTION)  
 
The externalities of COVID-19 has not only been visualised in the rise in the health disease and death tolls but also 
been seen in the decline in the economic activities in the nation and globe. The rise in death tolls across the world 
due to transmitting nature of virus has alarmed the Governments and international agencies to formulate and execute 
quick measures to curb the grim problems arisen due to COVID-19. Most of the Government of the countries have 
executed lockdowns. These restrictions have been affecting the physical, socio-economic activities such as 
production and consumption in the regions and overall economy—the decline in the real production and 
consumption affecting the overall economic performance of the economies. Unfortunately, China which is a 
manufacturing hub of the globe, has been most affected economy which would make the global scenario more 
vulnerable in real economic terms. The direct effect of the spread of COVID-19 can be visualised in the most of 
manufacturing and service sector since China is a manufacturing hub of auto-parts and consumer durables such as 
electronics, computers and transport equipment, the shutdown in the production units in the economy has been 
affecting the supply chain worldwide. The instant decline in the production of such commodities and restrictions of 
transportation and mass gathering has been affecting the hospitality, tourism, Cruise Ships business, restaurants, 
entertainment, insurance, shipping, construction, Airlines sector severely. The International Air Transport 
Association (IATA), the trade body for the global airline industry, expects a reduction of passenger demand to result 
in 29 billion dollars in the lost year this year alone. The global shipping sector has been significantly affected by the 
COVID-19 pandemic and reduced shipments to China. Container ship operators across the country have cancelled 
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over 40 sailings previously set to arrive at the Port of Los Angeles between mid-February and April 1, 2020, 
resulting in a 25 percent drop in the container volumes. The decline in the manufacturing of network products (NP) 
and Assembled End Products (AEP) also affects the production process of primary and conventional intermediate 
commodities which would have to be visualised in a few months. Further, the impact of COVID-19 on Global 
Commodity Chain (GCC), Global Value Chain (GVC) and Global Production Network (GPN) cannot be ignored in 
this unprecedented situation. Some of the recent announcements of fiscal measures by major economies are: On 
March 9, the Federal Reserve Bank of New York also announced expanded overnight repurchase operations by $50 
billion to avoid a deeper credit crunch. Japan (9.6 billion dollars or 0.19 per cent of its GDP), South Korea (9.2 
billion dollars, 0.56 per cent of its GDP) and Italy (4.1 billion dollars or 0.20 per cent of GDP) [11]. The adequacy of 
such fiscal stimulus will depend on the pandemic as well as the effectiveness of other measures to contain the 
negative repercussions from the growth impact. The observations on the increase in fiscal burden, decline in the 
manufacturing sector and overall economic performances have been reflecting the symptoms of the economic 
slowdown in the globe. The below flow chart tried to conceptualise the pandemic driven economic slowdown.  
 
 

Figure 1. COVID-19 driven Economic Recession (Explanation through real sector)  
 
 

 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
Source: Diagram prepared by authors  
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observed in the significant stocks markets across the world at the beginning of the year 2020. The event of a sudden 
crash in the stock markets during the wake of COVID-19 outbreak has now considered as a Black Swan event. A 
black swan event is an event which rarely occurred with unexpected extreme impact. The Dutch explorers sighted 
black swans for the first time in Western Australia, completely nullifying the belief that swans can only be white. 
Thus, the term black swan morphed into describing an event that occurred despite seeming impossible. The field of 
finance regularly attempts to capture outlier events and fails with equal regularity. Impact of novel coronavirus 
(COVID-19) on the stock market is one such event, which has all characteristics of black swan [12].   
 
(a) Narratives and stock market   
The study of causes and effects of narratives picked up in the late 1960s when speculation about success and failure 
of narratives determined in the sphere of politics. In the mainstream political and economic analysis, the narratives 
play a considerable role to influence the community's decisions through influencing decision and overall behaviour 
of individuals. The work of Robert Shiller on Narrative Economics [13] is one of the landmarks in the field of 
narratives. However, the study of narratives has already been recognised in the area of marketing, health 
intervention [14], philanthropy [15]-[17], and education [18]. While in the sphere of narratives and environmental 
study, the work of [19]-[21] are prominent. The crash in the financial market due to the stock market drop was one 
of the prominent causes of the Great Depression. The correlation between the intensity of narratives and stock 
market drop is analysed in 1929 by Robert Shiller. The study noted that the first narrative of the Great Depression 
was that of the stock market drop on October 28, 1929. This narrative was incredibly powerful, in its suddenness 
and severity, focusing public attention on a crash as never before in America. In the current scenario of COVID-19 
and its impact on the economy, over the past few months, stock markets around the world have been recording 
continuous slumped due to COVID-19 effects. In the United States, The Securities and Exchange Commission 
required the establishment of market-wide circuit-breakers to avert a repeat of the Oct. 19, 1987 market crash, in 
which the Dow plunged 22.6 pecent. Since then, circuit-breakers have only been triggered once in 1997 before the 
four times this March [22]. One investor mentioned in The Wall Street Journal called it a bloodbath. Investors across 
the world are much less optimistic than they were a few weeks before. Shut down of manufacturing units, markets, 
travelling and supply chain disruptions in the giant economy China has created panic on investors. Public perception, 
specifically investors perception or speculation of a crisis, can be enormously consequential in financial markets. 
The idea of a pandemic is pretty scary to people, and they are accepted to hunker down and be cautious about how 
they live their lives if tragic news continues to roll in, says Richard Sylla, a former professor at NYUs Stern School 
of Business [23].  What stockholders think the public is thinking is therefore crucial. Whether the costs of the 
outbreak turned out to be historically large or not, there is a risk that investors reservations will snowball during this 
period of uncertainty, leading them to panic-sell and aggravate any financial impairment. If in the next 20 years [the 
economy is] only going to be dislocated for three months, that proposes a minimal impact on the market, says 
Robert J. Shiller [24]. The nearest study of pandemic and its economic repercussions is the Spanish influenza of 
1918-19, which killed nearly 40-50 million death [25], the stock market did fine. Sylla noted the stock market didn't 
do much, and while its trend was flat, there were fluctuations within that some ups and downs, just like we see now 
[26]. The current scenario which is immensely transformed into the high digitised world, with the fact that China, 
which is an epicentre of the COVID-19 pandemic, its economy drastically improved in terms their vast holding 
share of manufacturing and trade in the total world's share. Any disruptions in its economy will disrupt the global 
economy through stock markets slump and locking the global supply chain. In the words of Jonh Wald, the case flue 
pandemic of 1957-58, which originated in East Asia and killed around 1 million people, including an estimated 
116,000 in the United States. In the second half of 1957, the Dow Jones fell about 15 per cent other things happened 
over that period too [27]. Worldwide transmission of panic due to COVID-19 and its economic externalities were 
reflecting in the financial markets last month, most of the stock exchanges in the world observed massive slumps.   
 
The below flow chart which conceptualises the relationship among narratives, stock market and economic slowdown 
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Figure 2: COVID-19 Narratives have driven Economic Slowdown  

 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
Source: Diagram prepared by authors  
 
 

V.  COVID-19 AND ITS IMPACT ON TRADE  
 
In recent reports on trade during the period of COVID-19 pandemic have shown severe disruptions and decline in 
exports and imports across the world. As per UNCTAD, the value of exports and imports in goods has declined by 
about 5 percent in Quarter (Q) 1, 2020 and expected to decline by 27 percent in Q 2, 2020, and around 20 percent 
for the whole year 2020. It is likely to remain below the levels witnessed in 2019 in the second half of the year. 
Furthermore, the World Trade Organisation (WTO) has also predicted a decline in world trade. The decline will be 
between 13 and 32 percent. Further, the European Commission expects that European Union-27 trade will decline 
by 10-16 percent in 2020 [28].  
 
 

VI. COVID-19 AND ITS IMPACT ON AGGREGATE ECONOMY  
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gathering. These restrictions by government and international agencies drive a sharp decline in the production 
process, consumer and business spendings. The instant increase in governmental expenditure due to the jump in the 
administrative and operational cost further impacted the real sector of economies worldwide. Some of the analysts 
compare the coronavirus with the 2002-03 SARS epidemic. Nevertheless, this time the epicentre of the pandemic in 
China and the relative significance of China in the globe has witnessed a sharp rise during the 18 years. China is 
now the manufacturing and transporting hub in the world. China has more than doubled its share in trade with the 
rest of the countries in that time. Most of the other economies are dependent heavily on its economy. The COVID-19 
has disrupted almost all big MNCs and Corporate houses worldwide due to the interruption of their routine business 
operations. Across the world, most of the manufacturing units, hospitality, transportation run by MNCs and domestic 
companies were hit hard due to pandemic. Economists have estimated that the coronavirus outbreak could cost the 
global economy by 1.1 trillion dollars in the form of lost income. Some projections that the epidemic's after-effects 
will cause the global economy to shrink this quarter for the first time since the end of 2008 when a shock to the 
financial sector caused mayhem for businesses around the world. Chinas automobile sales sank a record 80 percent 
in February, and its exports fell 17.2 percent in January and February 2020. The slumps in Chinas sectoral growth 
has generated both demand and supply shocks across the world. Since the interconnection of the global economy in 
the form of Global supply chain major economy outside China, especially the United States, South Korea, Australia, 
Italy and Japan also experiencing a slowdown in their economic performances. As a result, the United Nations 
predicts that foreign direct investment flows possibly will fall between 5 and 15 percent to their lowermost levels 
since the 2008-09 financial crisis. The International Air Transport Association cautions that COVID-19 could cost 
global air carriers in the middle of $63 billion and $113 billion in revenue in 2020, and the international film market 
possibly will lose over $5 billion in lower box office sales [29]. The sharp increase in temporary unemployment, 
falling consumer spending, cancellation of business and investment contracts, corporate bankruptcies will put 
significant pressure on banking and financial system. In addition to real sector recent slump in the global economy, 
there is the visualisation of financial markets crash. The steep decline in the stock markets across the world pose the 
concerns on the Governments, financial institutions and investors.   
In a recent Global Economic Prospects report in June 2020, shows the impact of the pandemic on the global 
economy. The baseline forecast foresees a 5.2 percent contraction in worlds GDP in 2020. The COVID-19 pandemic 
is expected to drag most countries into a deep recession in the year 2020, with per-capita income contracting in the 
most considerable fraction of countries world widely since 1870. Advanced economies are predicted to shrink 7 
percent. The emerging market and developing economies predicted to contract by 2.5 percent. Almost all the region 
is subject to contract substantially. South Asia will contract by 2.7 percent, Sub-Saharan Africa by 2.8 percent. 
Middle East and North Africa by 4.2 percent.  Europe and Central Asia by 4.7 percent, and Latin America by 7.2 
percent. These contractions across the globe are expected to reverse years of progress toward developmental 
objectives and can drag millions of people into extreme and abject poverty. Table 1 and 2 shows the growth of world 
output, Gross Domestic Product, and per-capita of various regions around the world. [30]  
 
 

Table 1: Growth of World output and Gross Domestic Product  
 

Regions 2017 2018 2019a  2020b 2021b 

World 3.2 3.0 2.3 2.5 2.7 

Developed Economies 2.4 2.2 1.7 1.5 1.7 

Economies in Transitions 2.2 2.7 1.9 2.3 2.5 

Developing Economies 4.5 4.2 3.4 4.0 4.3 

Least Developed 
Economies 

4.5 4.6 4.9 5.1 5.4 

World Trade 5.7 3.9 2.9 3.2 3.4 

World Output growth 
with PPP weights 

3.8 3.6 2.9 3.2 3.4 

Source: World Situation Report, United Nation, 2020.a Partly estimated. b Forecast. c Fiscal Year basis.World 
Trade-Includes goods and services.  
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Table 2: Growth of World Output Gross Domestic Product Per-capita. 
 

Regions 2017 2018 2019a  2020b 2021b 

World 2.1 1.9 1.2 1.5 1.7 

Developed Economies 2.1  1.9 1.3 1.3 1.4 

Economies in Transitions 1.7 2.4 1.5 2.0 2.2 

Developing Economies 3.2 2.9 2.1 2.8 3.1 

Least Developed Economies 2.1 2.2 2.5 2.7 3.0 

 
Source: World Situation Report, United Nation, 2020. a Partly estimated. b Forecast. c Calendar year basis. 
World Output growth with PPP weights-based on 2010 benchmark  
 
 
 
The below flow diagram showed the impact of COVID-19 on the real and financial sector combined or more 
technically it shows, that how the externalities of COVID-19 resulted in the form of economic recession which 
expected an economic slowdown a few weeks before.   
 
Pandemic Driven Economic Recession (Real and financial sector combined)  
 

Figure 3: Scenario after Pandemic of COVID-19 or post COVID-19 scenario 
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Source: Diagram prepared by authors 
 

VI. CONCLUSION   
 
Many researchers and research institutions around the world have been consistently engaged in evaluating the 
impact of an ongoing pandemic on economic growth. The projections on economic growth by many researchers 
have been downsized by 2-3 percent of GDP or more as compared to their earlier projections according to economy 
size and type. The UNCTAD baseline scenario, simulated through the United Nations Global Policy Model (GPM), 
and assuming the policy response this year is appropriately targeted and contnued into 2021, indicates a 4.3 per cent 
reduction in world output in 2020 and a 4.1 per cent expansion next year [31].  For example, in the latest update of 
its World Economic Outlook, in June, the IMF indicated a 4.9 per cent contraction in 2020 and a 5.5 per cent 
expansion in 2021, in terms of purchasing power parity (PPP) [32].  As per UNCTAD recent report, the entire global 
economy will undergo a downturn this year with a predicted loss of trillions of dollars and will turn out to be harsh 
on developing economies. With the declining global conditions, monetary and foreign exchange constraints are 
bound to tighten over the year 2020 [33].  
The recent slowdown in economic growth across countries due to countrywide lockdown, and subsequent shut down 
of manufacturing, and markets, have been impacting real economy through affecting production, consumption, 
effective demand and real investments on the one side and narrative-driven factors have been pushing to further 
economic recession through the channels of herd behaviour and stock market crash around the worlds financial 
markets. The combination of real and financial sectors slowdown is enough to make this economic slowdown to 
deep economic recession at the global level. The quantum of effect may vary according to type, size and policy 
measures of the countries. Every country has been taking essential measures to combat the direct impact on people 
as well as on the economy. Hopefully, our globe may heal the impact of COVID-19 coronavirus and revive the 
situation as earliest.    
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