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At the risk of stating the obvious, the world has changed 
dramatically since February. Instead of growing by 
2.5% globally, we now expect the world economy to 

shrink by just over 3% in 2020. Containing the virus required a 
broad-based lockdown of about two months in country after 
country. Sharp drops in activity have been followed by early 
signs of recovery.

Our baseline scenario is that the world's productive capacity 
will remain impaired for the foreseeable future. However, the 
extent of the impairment varies country by country, and sec-
tor by sector. This can be illustrated by contrasting Covid-19's 
impact on the tourism, hospitality and retail sectors on the 
one hand and that on manufacturing and white-collar office 
work on the other. During the lockdown, airplanes remained 
grounded. Non-essential shops and restaurants were forced 
to close, as were many offices and factories. These blunt mea-
sures are now being lifted again. However, strict conditions 
continue to apply, typically relating to the maximum number 
of people allowed at once in shops, restaurants or within any 
given office space. Hygiene measures, such as more frequent 
cleaning of factory and shop floors, have been stepped up.

In quite a few areas, the lockdown experience is likely to prove 
productivity-neutral, or perhaps even slightly positive. Among 
white-collar office workers, the need for distancing means 

more space is required for each employee actually working 
at the office. Such workers and their employers have gained 
plenty of firsthand practice in working from home. Over time, 
this is likely to lead to changes in how they work, perhaps 
even reducing the need for costly office space in crowded 
urban areas. Manufacturing activity can also swiftly bounce 
back to pre-lockdown levels, although social-distancing mea-
sures are likely to result in higher costs per unit produced.

By contrast, hospitality and retail businesses are facing 
semi-permanent capacity constraints on top of decreased 
demand. For example, many smaller restaurants may continue 
to struggle, even if and when demand recovers to pre-crisis 
levels since they can serve far fewer customers. Restrictions 
such as mandatory mask wearing are also likely to dampen 
demand. Similarly, tourism travel flows are likely to be severely 
impacted for many months to come.

Given all these business specific effects, we have looked in 
detail, sector by sector, at the potential recovery paths of all 
the countries we cover. The net effect is that we see activity 
bouncing back, once lockdown measures are lifted, but only 
until capacity constraints start to kick in. From then onwards, 
we believe the recovery can only continue in slow motion. 
As a result, we do not expect most industrialized countries to 
reach pre-crisis levels of output before 2022. That translates 
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_ Globally, infection rates remain worryingly high. In 
developed markets, a resurgence in outbreaks appears 
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political stability, social cohesion and the world's  
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into the U.S. shrinking by about 6% in 2020, before growing 
by roughly the same amount in 2021 from a much lower base. 
In the Eurozone, we have penciled in a slump of 7.5% this 
year, followed by 4.5% growth in 2021. The deeper slump and 
slower recovery for the Eurozone partly reflects sector effects 
previously mentioned. Countries such as Spain and Italy, for 
example, are heavily dependent on tourism. 

The above forecasts are meant to give you a rough idea of 
our current expectations in a situation with few, if any, reliable 
historical precedents. To again state the obvious, the Covid-19 
crisis has not been a garden-variety recession, brought about, 
for example, by economic excesses during a previous boom. 
There are elements of that, to be sure, such as newfangled 
and heavily indebted real-estate companies offering shared 
workspaces. Mostly, however, the slump has been induced by 
mandatory measures in the face of a health emergency. 
 
Our most crucial assumption is that at least in terms of lock-
down measures, the worst is indeed behind us for most indus-
trialized countries. That is, we do not expect another March-
style, broad-based second lockdown, involving a large number 
of countries simultaneously. If this were to happen, the result 
would be a W-shaped pattern, with the second leg below the 
first one in economic-activity terms. We are cautiously opti-
mistic that such a scenario can be avoided. We think more 
selective measures will suffice to contain local outbreaks, 
which we would expect to continue to see in coming months.

We will leave it to virologists to decide how large a spike in 
infection rates would justify talk of a second wave. To us as 
economists, it is quite remarkable, however, how much better 
most countries in East Asia have dealt with their first wave, 
than those in either Europe or the Americas. Broadly speak-
ing, East Asia has been able to contain infections and deaths 
at much lower levels, and at smaller economic costs. This is 
very suggestive of institutional learning from the severe acute 
respiratory syndrome (SARS) epidemic of 2003. Similar learn-
ing effects are likely to facilitate dealing with further Covid-19 
waves in the rest of the world and alleviate the need for a 
second round of broad-based lockdowns.

It is worth stressing that plenty of our modelling assumptions 
are even more debatable than they usually would be at any 
cyclical turning point. To start with, scientific understanding 
of Covid-19 continues to improve week by week. This does 
not guarantee rapid breakthroughs. Nor will new discoveries 
necessarily be positive. But it is at least possible that science 
might come to the rescue, if it turns out, for example, that 
background immunity because of previous infections is more 
widespread than currently thought. Closer to our own area 
of expertise, one positive source of surprises has been the 
energetic and so far quite effective response of both fiscal 
and monetary policy on both sides of the Atlantic. In Europe, 
the new recovery fund marks the European Union's (EU's) first 
sizeable mutualized-debt-issuance program. It also contains 
a sizeable transfer element. So, one positive indirect effect 
of the current crisis might be that we see substantial fiscal 
integration within the Eurozone, or the whole EU, making the 
common currency less prone to future crises.

Meanwhile, however, the pandemic remains far from under 
control in much of the continental United States. It also con-
tinues to rage in many emerging markets, notably Brazil and 
India. In addition to the direct toll on human lives and local 
economies, this could have plenty of economic and political 
knock-on effects on the rest of the world, including disrup-
tions to key supply chains and new refugee crises. All told, 
it remains far too early to assess the full effects on political 
stability, social cohesion and the world's productive capacity. 
However, our sector-by-sector analysis suggests one area of 
concern. During a typical downturn, relatively lower-paid ser-
vice-sector jobs, such as those in hospitality and retail, tend 
to soak up some of those entering the job market, or those 
whose skills are no longer in demand. In the current slump, 
these types of jobs are unlikely to fully return any time soon, 
let alone offer employment for those laid off by other sectors. 
As a result, the current crisis will probably exacerbate social, 
economic and even racial divides. Recent events in the U.S. 
offer an indication of how politically explosive this could prove.
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Sources: Harvard Dataverse, DWS Investment GmbH as of 6/3/20

Even before the pandemic hit, many countries saw their Gini coefficients increase. Income inequality tends to limit access to 
healthcare and may now exacerbate the Covid-19 damage.

Gini coefficient change since 2009
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SINCE 2009, INCOME INEQUALITY HAS GONE UP IN MANY INDUSTRIALIZED COUNTRIES

Sources: Harvard Dataverse, DWS Investment GmbH as of 6/3/20

Net Gini coefficients measure income inequality after taxes and state transfer payments. A coefficient of zero would indicate a 
completely equal income distribution.   

INCOME INEQUALITY VARIES WIDELY ACROSS COUNTRIES

Net Gini coefficient (latest available) Average
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GLOSSARY

Emerging markets (EM) are economies not yet fully developed 
in terms of, amongst others, market efficiency and liquidity.

The European Union (EU) is a political and economic union of 
28 member states located primarily in Europe.

The Eurozone is formed of 19 European Union member states 
that have adopted the euro as their common currency and 
sole legal tender.

Fiscal policy describes government spending policies that influ-
ence macroeconomic conditions. Through fiscal policy, the 
government attempts to improve unemployment rates, control 
inflation, stabilize business cycles and influence interest rates 
in an effort to control the economy.

Monetary policy focuses on controlling the supply of money 
with the ulterior motive of price stability, reducing unemploy-
ment, boosting growth, etc. (depending on the central bank's 
mandate).

A recession is, technically, when an economy contracts for 
two successive quarters but is often used in a looser way to 
indicate declining output.
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and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed by 
other legal entities of DWS or their departments including research departments. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing 
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to 
the publication of financial analyses.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, pro-
jections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's judgment 
as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses and changes 
thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results 
may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or 
completeness of such forward looking statements or to any other financial information contained in this document. Past performance is not 
guarantee of future results.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 
completeness or fairness of such information. All third party data are copyrighted by and proprietary to the provider. DWS has no obligation to 
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, 
forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and 
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in 
time. Furthermore, substantial fluctuations of the value of any investment are possible even over short periods of time. The terms of any inves-
tment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making 
an investment decision, you should rely on the final documentation relating to any transaction. 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long or short position in securities referred to 
herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securities, 
and earn brokerage or other compensation.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The 
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to 
any tax implications on the investment suggested.

This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution of this document 
may be restricted by law or regulation in certain countries, including the United States.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary 
to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within 
such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.
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