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Q&A 

The Pandemic, Policy and Paths for Growth 
Interview with GSAM Economists  
The coronavirus pandemic will create a severe economic shock and decline in employment and output. In 
this Q&A, Gurpreet Gill, member of our Global Fixed Income team discusses factors that will determine the 
depth and duration of the downturn with GSAM economists Alex Stiles, Prakriti Sofat and Jonathan Buss. 

 “The unprecedented nature of the current economic shock—driven by a 
pandemic that requires extensive mitigation measures—creates a high degree of 
uncertainty.”  

1. Gurpreet Gill: Is the global economy in recession? 

In short: It is highly likely that growth has dropped to recession-like levels.  

Alex Stiles: Given the sudden halt in economic activity in a large and growing number of both 
developed and emerging economies, official growth data released in the coming months will likely show 
the global economy has entered a recession and this will probably be one of the sharpest and deepest 
contractions in growth ever recorded. Consumption is a large share of growth in key economies and all 
components of consumer spending that require face-to-face interaction have come to a standstill. In 
addition, manufacturers have shut down production and construction activity has slowed or stalled. 

2. Gurpreet: How should we think about growth forecasts for 2020? 

In short: We think a framework for growth scenarios is more useful than point forecasts in the current 
climate of heightened uncertainty.  

Jonathan Buss: The unprecedented nature of the current economic shock—driven by a pandemic that 
requires extensive mitigation measures—creates a high degree of uncertainty. For this reason, we are 
not currently formulating specific forecasts for growth. We see routes to relatively optimistic growth 
paths such as a V- or U-shaped recovery, as well as routes to more pessimistic outcomes where growth 
follows a L-shape. 

3. Gurpreet: What will determine which growth path we’re on? 

In short: The path for growth will depend on the virus’ trajectory and the extent to which direct impacts 
of the virus outbreak transpire into second- and third-round economic shocks.  

Prakriti Sofat: Predicting how the virus will evolve is beyond the realms of our economic expertise but 
we will be monitoring the incidence of new cases, the status of current mitigation measures, and 
progress on the development of a vaccine and therapeutic. 

Jonathan: If the economic impact of the virus is confined to direct effects outlined by Alex such as 
production shutdowns, cancelled consumption, supply chain disruptions and employee absenteeism, 
we see the potential for a sharp but short-lived downturn. The recovery would likely follow a V- or U-
shape.  
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The duration of the slowdown will be guided by whether we encounter material disruptions to company 
cash flows, negative wealth effects and large declines in consumer and business confidence. Global 
policy easing will also be important in determining the longevity of any growth weakness.  

The downside scenario is one where labor market and consumption weakness is either pronounced or 
sustained. If this environment is accompanied by tighter financial conditions, a downturn in global trade 
and retrenchment in business investment, a ‘L-shaped’ growth path could unfold. These dynamics are 
largely independent of the virus, can be self-reinforcing and are in line with what we have observed 
during prior prolonged downturns. 

4. Gurpreet: Can we draw parallels with prior economic shocks? 

In short: This shock is unique in terms of its nature, breadth and the speed with which it has impacted 
the economic landscape and so history offers little guidance. 

Jonathan: We reviewed prior virus epidemics including the SARS outbreak in 2003, MERS in 2015 and 
the Asian flu in 1957. We also considered economic disruptions such as labor strikes and natural 
disasters. The growth impact for all of these episodes paled in comparison to the decline in near-term 
economic output posed by the coronavirus. The closest analogy is Spanish flu of 1918, however, 
economic comparisons may not be relevant since the contraction in global growth at that time was 
influenced by World War I. With history providing little guidance, our judgements are guided by 
economic reasoning. 

5. Gurpreet: Are there lessons from countries that have managed to contain outbreaks? 

In short: Several Asian countries have managed to contain outbreaks through mitigation measures and 
public policy, both of which are informed by experience from prior virus outbreaks. 

Prakriti: Key virus mitigation measures adopted by several Asian countries include early travel 
restrictions (including in Taiwan which has close links with China), aggressive virus testing (most 
notably in South Korea), strict isolation and quarantine rules, and technology-enabled tracing of anyone 
who may have come into contact with an infected individual. Public policy has also played a role, with a 
high degree of transparency on health updates. Countries outside of Asia are now also engaged in 
these actions, though to varying degrees.  

Prior experience with epidemics is an added and important factor that has helped some countries. This 
has resulted in high compliance to social distancing, isolation and quarantines. It also generated a 
proactive government response. 

6. Gurpreet: How have global policymakers responded? 

In short: With speed and force. In the week ending March 22, global central banks announced $2.4 
trillion of quantitative easing (QE) or liquidity provision, and delivered a cumulative 17.7% of rate cuts. 
Sizeable fiscal stimulus has also been announced in key economies such as the US, Europe and UK. 

Alex: All G10 central banks have delivered at least one off-schedule policy announcement, including 
policies aimed to ease credit market stress. Interestingly, no central bank has delved deeper into 
negative rate territory. Instead policymakers have turned to asset purchases, which have resumed in 
the US, UK and Sweden, expanded in Europe and Japan and been introduced for the first time in 
Australia, Canada and New Zealand. In our view, developed market policy rates are at their effective 
lower bound and we expect further easing efforts to be focused on expanded QE or liquidity provision.  

Jonathan: Governments have also responded. Measures announced are large and well-targeted with 
direct support for healthcare efforts. Fiscal packages also include income support, bridging programs for 
households and firms, loan guarantees and active stimulus. US fiscal legislation totals almost $2 trillion 
or almost 10% of GDP, with most measures directed at addressing the immediate economic effects of 
the virus.  
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Alex: We are encouraged by the bold policy actions taken, as both central banks and governments 
appear to be focused on countering more severe scenarios rather than anticipating more benign growth 
outcomes. That said, policy easing is unlikely to substantially alter the short-term outlook for growth 
which is driven by physical constraints on economic activity imposed by efforts to reduce the spread of 
the virus. However, easing efforts may allow for a faster recovery once virus measures are loosened. 

7. Gurpreet: How can we track which growth path we are on? 

In short: The labor market is an important factor for determining the longevity of any growth slowdown. 
Developments in household consumption will also be key as pronounced weakness could generate 
second- and third-round economic impacts.    

Jonathan: The labor market is perhaps the single most important factor for determining whether the 
growth recovery follows a L-shape. Early indications suggest an extremely sharp—but perhaps short-
lived—adjustment. This sharpness is evidenced by US initial jobless claims which surged by 3 million to 
a record high of 3.3 million in the week ended March 21.  

During the global financial crisis, labor markets deteriorated over many months. In the current crisis, we 
could see an abrupt decline in employment within a month or two. That said, job losses could swiftly 
recover as the economy normalizes, particularly in consumer-facing service sectors. 

Alex: Beyond the labor market, consumer spending will be important to track, as the greater the 
weakness, the more likely it is that second- and third-round economic impacts will unfold. With 
traditional economic data such as retail sales being released with a time-lag, we see value in reviewing 
alternative higher-frequency indicators of household consumption. This includes search engine results 
for recreational activities and consumer sentiment determined from social media activity. 

8. Gurpreet: What economic outcome do asset valuations reflect? 

In short: Broadly speaking, asset valuations reflect a worse than average recession, though the 
magnitude of market moves varies by asset class.  

Jonathan: A rise in coronavirus cases outside of China saw risk sentiment shift sharply, with asset 
price declines exacerbated by market illiquidity. That said, the declines in US Treasury yields are 
broadly in line with those observed during the average US recession; the speed of US Federal Reserve 
(Fed) rate cuts likely counterbalanced the fact that rates are structurally lower than in the past.  

The move in fixed income spread sectors have been more pronounced, with credit spread widening 
also reflecting oil price declines. By contrast, US dollar strength is relatively mild in comparison to prior 
recessions, perhaps due to an increase in dollar supply to the part as a result of the Fed’s QE efforts.   

9. Gurpreet: What do markets need to see to stabilize? 

In short: Stabilization in virus outbreaks and evidence of policy easing improving market liquidity and 
cushioning the economy. 

Prakriti: Risk sentiment may remain temperamental until we see clear signs of stabilization in virus 
outbreaks across Europe and the US, or at least clarity on the longevity and magnitude of containment 
efforts. Resumption of activity in China is also being closely watched; activity normalization is gradual 
but may serve as a template for growth paths elsewhere.  

Alex: We also think evidence of policy interventions improving funding market stresses and market 
illiquidity will be important. Similarly, we think investor sentiment will improve on signs of policy easing 
cushioning direct impacts and preventing the second- and third-round economic shocks.   

Prakriti: On a cautious note, new virus cases in China from abroad may signal the potential for a ‘new 
wave’ of infections once measures are eased, and could therefore influence risk sentiment.  
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10. Gurpreet: What are the medium- to long-term implications of the virus shock and the policy 
response? 

In short: From a macro perspective, we need to resolve whether the private sector (households and 
businesses) or governments bear the costs of addressing the ‘coronacrisis’. This will dictate the speed 
of the recovery. From a micro perspective, we could see permanent changes in consumer behaviors. 

Alex: The cost of this crisis will be spread across various agents of the economy: governments, 
households, companies, corporate debt holders, banks and landlords. If the private sector bears a large 
portion of the costs, the recovery will likely be slow, deflation is plausible and low policy rates will remain 
low for even longer. If governments bear a larger share of the costs, the recovery will likely be swifter, 
inflation will likely trend higher and central banks will unwind extraordinary policies.  

Jonathan: From a micro perspective, some sectors could face permanent changes in demand, in part 
due to changes in the way consumers transact. Prior to the crisis, online sales accounted for around 
18% of retail spending in the UK and 14% in the US0F

1. E-commerce penetration was lower in continental 
European countries, accounting for just 4% of retail sales in Italy. Social-distancing could accelerate the 
transition to e-commerce and these online shares could rise sharply.   

Alex: From a political standpoint, the crisis could either unite countries, for example by yielding 
progress on European fiscal union, or add impetus to trends of de-globalisation and nationalism. 

  

 
 

1 Source: Euromonitor.  
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General Disclosures 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as 
of the date of this presentation and may be subject to change, they should not be construed as investment advice.  
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates 
or changes.  
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO. 
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or 
domicile which might be relevant. 
This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. This material is not intended 
to be used as a general guide to investing, or as a source of any specific investment recommendations, and makes no implied or express recommendations concerning the manner in 
which any client's account should or would be handled, as appropriate investment strategies depend upon the client's investment objectives. 
United Kingdom and European Economic Area (EEA):  In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management 
International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. Switzerland: For Qualified Investor use only - Not for distribution to general 
public. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which 
are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in relation to client 
confidentiality and data protection as offered to you by Swiss law. 
Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any other entities involved in the Goldman Sachs Asset Management (GSAM) business 
maintain any licenses, authorizations or registrations in Asia (other than Japan), except that it conducts businesses (subject to applicable local regulations) in and from the following 
jurisdictions: Hong Kong, Singapore and Malaysia.  This material has been issued for use in or from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited, in or from 
Singapore by Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad 
(880767W).   
Australia:  This material is distributed in Australia and New Zealand by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 ('GSAMA') and is 
intended for viewing only by wholesale clients in Australia for the purposes of section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the 
categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a wholesale client for the purposes of the Financial Service 
Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor under one of clause 37, 
clause 38, clause 39 or clause 40 of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a "NZ Wholesale Investor"). GSAMA is not a registered 
financial service provider under the FSPA. GSAMA does not have a place of business in New Zealand. In New Zealand, this document, and any access to it, is intended only for a person 
who has first satisfied GSAMA that the person is a NZ Wholesale Investor.  This document is intended for viewing only by the intended recipient. This document may not be reproduced 
or distributed to any person in whole or in part without the prior written consent of GSAMA. This information discusses general market activity, industry or sector trends, or other broad 
based economic, market or political conditions and should not be construed as research or investment advice.  The material provided herein is for informational purposes only. This 
presentation does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it would be unlawful to 
make such offer or solicitation. 
Canada:  This presentation has been communicated in Canada by GSAM LP, which is registered as a portfolio manager under securities legislation in all provinces of Canada and as a 
commodity trading manager under the commodity futures legislation of Ontario and as a derivatives adviser under the derivatives legislation of Quebec. GSAM LP is not registered to 
provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts in Manitoba and is not offering to provide such investment 
advisory or portfolio management services in Manitoba by delivery of this material. 
Japan:  This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by 
Goldman Sachs Asset Management Co., Ltd.  
Brazil: These materials are provided at your request and solely for your information, and in no way constitutes an offer, solicitation, advertisement or advice of, or in relation to, any 
securities, funds, or products by any of Goldman Sachs affiliates in Brazil or in any jurisdiction in which such activity is unlawful or unauthorized, or to any person to whom it is unlawful or 
unauthorized. This document has not been delivered for registration to the relevant regulators or financial supervisory bodies in Brazil, such as the Brazilian Securities and Exchange 
Commission (Comissão de Valores Mobiliários - CVM) nor has its content been reviewed or approved by any such regulators or financial supervisory bodies. The securities, funds, or 
products described in this document have not been registered with the relevant regulators or financial supervisory bodies in Brazil, such as the CVM, nor have been submitted for 
approval by any such regulators or financial supervisory bodies. The recipient undertakes to keep these materials as well as the information contained herein as confidential and not to 
circulate them to any third party. If the material is targeted to clients in Brazil that are pension funds (private or public) and insurance/capitalization companies, then it should additionally 
contain the following disclaimer: These materials do not address any investment restriction or guideline that the requestor may be subject to in Brazil. Prior to investing in any securities, 
funds or products described herein, the requestor must review the prospectuses and other applicable documents, and make its own assessment on whether the securities, funds or 
products are adequate to it in light of the applicable Brazilian laws and regulations, and in light of requestor's own Investment Policy. 
Confidentiality  
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an 
employee, officer, director, or authorized agent of the recipient.  
© 2020 Goldman Sachs. All rights reserved. Compliance Code: 198899-OTU-1165052. Date of first use: March 30, 2020. 


