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GLOBAL OVERVIEW 

The world economy has been hit by an unexpected and large shock, both supply and demand driven, 

following the coronavirus outbreak, and is in the middle of a severe recession. China, where the virus 

first appeared, was affected first and we estimate that the Chinese economy shrank about 11% 

during the first quarter. Even if a gradual normalisation can now be seen in China, its development 

will be limited by the crises elsewhere. 

 

The US and the euro area were at first indirectly hit by the virus shock through China in February, 

and then directly in March. This will make the impact on the first quarter smaller than in China, and 

the true blow will be felt in the second quarter of the year. We will most likely see quarterly GDP fall 

more than ever outside wartimes in most European countries.  

The main scenario in this forecast is a severe global recession in 2020. The rebound will take place in 

the second half of the year, speeding up towards the end of the year, assuming that the virus peaks 

in Europe and the US in the second quarter, but the year as a whole will be in a deeply negative 

territory, in terms of GDP. 

All major economic regions are severely hit, but the euro area takes a very hard blow, especially 

economically and politically vulnerable Italy, which is on the brink of a meltdown. China will 
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GLOBAL OVERVIEW 

The coronavirus is spreading around the globe, affecting the majority of the world’s countries, with 

confirmed cases reaching 380 thousand (as of March 24). As the virus is new, it is very unclear how 

long it will continue to spread and what will be the magnitude of the consequences. In many 

countries, extensive measures, including closing schools and mandatory quarantines, are being 

implemented to contain the virus.  

How the economy is affected under these circumstances is of course uncertain, but we know that 

both supply and demand are affected. The magnitude of the economic impact depends mainly on 

three factors: 

 the time it takes to contain the virus; 

 the type of measures implemented to contain the virus and for how long they last; and 

 the economic policy tools applied to support businesses and demand. 

In our main scenario, we assume that the virus peaks in Europe and the US in the second quarter and 

that measures to contain the virus are rolled back in the near future. In addition, we assume 

considerable economic measures are taken to support businesses and individuals, making a rebound 

possible in the second half of the year, when households and companies regain confidence.  

In a more negative scenario we assume that the lockdowns will be around for longer, but that they 

will be gradually lifted in the beginning of the summer. Nevertheless, the coronavirus contagion will 

keep holding back anxious households and companies from consuming and investing throughout the 

whole year.  

 

 

experience its most drastic downturn since the Cultural Revolution but is farther ahead of the curve 

than many other regions, assuming there will be no substantial second wave of the virus outbreak. 

For our home markets, the Nordics and the Baltics, the situation is extremely challenging. Almost a 

complete lockdown of the societies is leading to very far-reaching consequences both in supply 

chains and demand. GDP growth in 2020 drops by 6% in Norway, which is being hit by multiple 

shocks, and by 3-6% in the other Nordics and Baltics, the biggest drop taking place in the second 

quarter. 

The policy responses will continue to be overwhelmingly large, but a turn towards the better in the 

development of the pandemic itself is probably needed before markets calm down. Both 

governments and central banks have so far announced enormous support packages, even if there are 

large deviations from region to region. Perhaps the most noteworthy is the European effort to 



 

Swedbank Economic Outlook | March 2020 | 7 

GLOBAL OVERVIEW 

investigate the possibility of mutual pandemic bonds. This would be a significant change in the 

deepening of cooperation within the EU, something Germany has blocked earlier, but now seems to 

support. 

The demand for financing is currently immense and will lead to an explosion in global debt levels in 

the coming years. Many companies will have to accept increased indebtedness in order to make it 

through the enormous drop in demand, while others will not make it without massive support from 

governments. Public debt will soar from already-high levels, and central banks will purchase large 

amounts of both private and public debt. This will also push the central bank balance sheets into 

uncharted territory and increase the vulnerability of the whole system in the future.  

The corona pandemic has led to a widespread sell-off in financial markets, as economies are shutting 

down, destroying corporate revenues. Volatility measures in equity, stock, and foreign exchange 

markets are at levels seen in the financial crisis – or higher. Many pockets of the financial markets 

have frozen, including credit and money markets.  

Cash is now in large demand by investors to cover outflows from portfolios and reduce risk measures. 

This activity has led to a sell-off in government bonds, which has pushed up their interest rates, 

despite purchases by central banks. This could be a vicious circle, as a positive correlation between 

equities and bonds increases losses – and, hence, leads to a further risk reduction and sell offs.

Central banks and financial supervisory authorities have stepped up fast to counter malfunctioning 

markets and safeguard the banking sector from pulling this into a complete financial crisis. Rates 

have been cut, plenty of liquidity-enhancing measures have been taken (capital requirement 

reductions, shorter-dated liquidity provisions, etc.) and quantitative easing (QE) purchases expanded. 

The increased QE should also be seen against the backdrop of curve steepness, with longer yields 

actually increasing. Hence, we do not expect yield curves to steepen further going forward. 

 

The dollar has been in demand, as cash is king. Cyclical currencies have been hit hard, the Norwegian 

krone in particular. Norges Bank has even, for the first time in history, verbally intervened to calm 
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EURO AREA 

markets and restore the market functioning. Projections are particularly difficult at this point, as 

markets are very volatile and fast-moving. We overall envisage “more of the same” until the corona 

pandemic is seen to be under control. 

Most European countries have enacted very strict measures of social distancing during the past 

weeks. Services sectors are largely shut. Cross-border travel is impaired, and there are disruptions on 

the borders for goods movement. Manufacturing is also taking a hit, as large automakers are shut-

ting down factories. With large parts of the economy in lockdown, a severe recession is unavoidable. 

However, if the massive measures do not continue for too long, the bounce back should be strong. 

We forecast a 4% drop in GDP in the euro area in 2020 and a rebound in 2021 of around 4%. 

The response from EU governments has been uncharacteristically massive, spearheaded by Germany 

with a massive package amounting up to EUR 750 billion. Measures are mixed, but many countries 

are announcing direct measures in the ballpark of 1.5-2% of GDP. State loan guarantees can amount 

up to 10% of GDP in some cases. Under the current action plan, the role of banks is key in the 

transmission of relief. Hopefully, the guarantees and cheap liquidity provided by the ECB can ensure 

that credit flows, but a lot depends on banks’ willingness to lend. 

 

Many European airlines have gotten or will need subsidies, and some are likely to be nationalised over 

the coming months. There might be a surge in domestic tourism in the summer, but for air travel this 

summer is unlikely to get much better. Germany and France have both shown a commitment to 

nationalise important companies if the need arises. 

The ECB has been active in tackling the economic crisis, but more action will be needed. We expect 

that the QE purchases will amount up to as much as EUR 1 trillion and that the ECB will deviate from 

the capital key normally used for purchases. We also expect that the purchases will contribute to 

driving down credit spreads that have grown worryingly wide. In addition to this we expect a heavy 
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USA 

emphasis on corporate sector bonds but at the same time see that the ECB will have to lift its self-

imposed limit of 33% of the market in the public sector purchase programme. If some form of mutual 

euro area pandemic bonds is launched, the ECB will be a big buyer. All in all, we foresee that the ECB 

will be innovative and provide a lot of action during the coming months. The buying of exchange 

traded funds (ETFs) or shares cannot be excluded from the speculation on what´s still in the toolbox. 

US economic growth will take a big hit, as more aggressive measures have been taken to contain the 

virus. California and New York are already in quarantine, and more states may follow. Consumer 

spending will see a sharp slowdown, and layoffs have already started. The unemployment rate will 

soar in the near term; a recession will also be unavoidable. The decline in oil prices is likely to be 

somewhat negative for growth, as it will weigh on investments in the energy sector; meanwhile the 

decline won’t boost consumption as households are more likely to stay home in the near term.  

 

The Federal Reserve has acted forcefully and gone into full crisis mode. The interest rate has been 

lowered to near zero, essentially unlimited asset purchases have been announced, and several 

additional measures to support liquidity have been taken. We expect the federal funds rate to at least 

be unchanged throughout this year, but now it’s mainly up to fiscal policy. A massive fiscal stimulus 

package is being discussed, including cash transfers to households, tax cuts, and support for 

businesses. This will help dampen the blow and it would be a disaster without it. 
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CHINA 

China’s drastic lockdowns brought the country’s industrial production and services sector to a 

standstill in February, and, despite the latest weeks’ normalisation, this will result in a historical GDP 

decline in the first quarter. Although controls are gradually being lifted, China’s recovery will be 

limited by the drastic global slowdown. 

We expect a faster recovery in the second half of 2020 and in 2021, but risks weigh on the downside. 

If controls remain in place for an extended period of time in the important export markets, China’s 

recovery could take longer, leading to a larger downturn in 2020 and a weaker rebound in 2021. 

While the Chinese government cannot prevent the downturn this year, getting the economy back on 

track as fast as possible will be a priority, especially as the Communist Party of China (CCP) Jubilee 

nears in the summer of 2021. A large stimulus will be implemented, which will lift infrastructure 

investment and credit growth. The stimulus boost will support industrial production, while the 

services sector will drag behind.  Financial stability considerations will be pushed aside, for now. 

 

Political rifts between China and the US have, if anything, intensified after the pandemic outbreak. 

This increases the risk that the trade war could be reignited. However, both governments will be 

unwilling to make moves that would risk their economic recovery, as long as vulnerabilities created 

by the pandemic last. Both the coronavirus and political tensions are likely to drive trends of 

regionalisation and increased self-sufficiency.
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WORSE SCENARIO 

Given the extreme uncertainty about how the coronavirus pandemic will develop during the coming 

months, we have also made an alternative scenario, based on the assumption that the rebound from 

the very deep shock in the first half of 2020 is slower than what we foresee in our main scenario. 

What we assume in this scenario is that the lockdowns experienced right now will be around for 

longer; they will gradually be lifted in the beginning of summer. Nevertheless, the coronavirus 

contagion keeps holding back anxious households and companies from consuming and investing 

throughout the whole year. These developments will lead to a fall in GDP in every quarter of 2020, 

with the sharpest drop in the second quarter, and the recovery postponed to 2021. 

In this severe scenario, global GDP will drop by as much as 5% in 2020, but the rebound will be 

limited to 6% in 2021. The euro area will have a hard struggle, with GDP falling by as much as 7%, 

while the US and China a relatively milder blow.  

In this severe scenario, all the Nordics and Baltics would face an economic crisis with GDP falls 

ranging from -6% to -11%. In this scenario, there would be a wave of companies going bankrupt 

despite enormous rescue operations from the public sector. Unemployment would rise considerably 

in all countries, putting many households in a situation of falling consumption potential, which will 

slow the recovery when it comes. Norway is the country most at risk of an extremely severe 

disruption, even though the country has large economic buffers. This is because the country would 

also be affected by a protracted oil price shock. 

  GDP  Unemployment  

  2020 2021 2020 2021 

US -5 3 - - 

Euro Area -7 4 - - 

  Germany -7 4 - - 

  France -7 4 - - 

  Italy -9 5 - - 

  Spain -8 4 - - 

United Kingdom -6 1 - - 

China -4 9 - - 

Russia -4 1.5 - - 

Sweden -8 3 12 10 

Norway -10 0 10 11 

Denmark -6 1 9 8 

Finland -6 1 9 8 

Estonia -9 2 12 12 

Latvia -11 3 12 11 

Lithuania -10 2 9 10 

Global forecast -5 6 - - 
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RISK 

The global risks stemming from this very coordinated recession cannot be downplayed. The debt-

driven growth seen since the financial crisis has put many economies in a very vulnerable situation, 

and the coronavirus outbreak has again created a massive need for stimulus and support; this, in 

turn, will create more debt, both public and private.  

Also, the very lax monetary policy, which has played an important part in building up imbalances in 

the world economy, is taking a turn to even more stimulation, which at the same time is increasing 

the risks. Prolonged financial system distress cannot at this point be excluded, and the escalation of 

the current crisis into a full-fledged financial crisis is not an impossible scenario.  

At the same time, it needs to be emphasised that also a more optimistic scenario than our baseline is 

possible, if, e.g., a medicine or vaccine is found very soon, or if the lockdowns turn out to be much 

more efficient than envisaged. 

However, the risks to the forecast are mostly on the downside. The containment measures may need 

to be maintained for a longer time than we expect, and another wave of infections is a possibility. 

There is also a risk that the hit to the oil business turns out to be bigger than what we estimate, in 

which case the US could suffer more than Europe. In the US, among others, there are signs that e-

commerce has benefited from the epidemic, which increases pressure on the already weakened retail 

sector. There is a risk that future trade patterns change permanently, partly due to increased 

digitalisation and partly due to stronger nationalism that leads to even larger declines in global trade. 

Larger than currently estimated supply-chain problems, in combination with a profound economic 

disruption might also create a phenomenon familiar from economic history books. Shortages of 

products might drive up inflation creating stagflation, a situation with both high inflation and high 

unemployment. 

Most sectors in the Swedish economy are bleeding. In the services sector, several companies are 

completely without demand, abandoned as cautious households have gone home. Manufacturing is 

struggling with broken supply chains and falling demand.  

The downturn in the Swedish economy is both wider and faster than during the financial crisis. 

Exports, investments and household consumption are falling significantly. In contrast, during the 

financial crisis, the decline in household consumption was limited as the expansionary fiscal and 

monetary policy managed to dampen the decline.  

We expect GDP to fall by around 6% in the second quarter of 2020 compared with the previous one – 

the fastest ever recorded. This corresponds to a production reduction of just over SEK 70 billion. The 
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SWEDEN 

decline in the business sector is even larger, but public consumption is at the same time projected to 

increase. 

We assume that current controls will be lifted soon, and that economic activity gradually will begin 

to rise again during the summer. However, the upturn will be cautious as households and companies 

are somewhat reluctant to consume and invest. But the recovery is expected to strengthen in 2021 

as confidence increases and the economic stimulus continues. All in all, GDP will fall by 4% in 2020 

before rising by almost as much next year. 

  

 

The situation on the labour market is also deteriorating rapidly. Notices of layoffs have skyrocketed in 

recent weeks and are approaching levels last seen during the financial crisis. Unemployment is 

expected to reach 10% in the summer of 2020 and then slowly decline somewhat. Employment and 

the number of hours worked are also falling but are expected to start to rise again. Hours worked are 

expected to fall much more than employment since the downturn hopefully is temporary and mainly 

affects the service sector. Also, Sweden now have a better compensation scheme of short-term 

layoffs compared to previous crises. 
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SWEDEN 

The Riksbank has been busy lately. The measures taken are aimed at combatting the ongoing market 

unease and supporting credit supply, so that the negative consequences on the real economy of the 

coronavirus crisis are mitigated. We believe that further measures may be taken ahead. If so, bond 

purchases, first, will need to be more extensive. The possibilities of buying both municipal and 

covered bonds, as well as securities issued by non-financial corporations are almost endless. Nor can 

we rule out the fact that the Riksbank, like the Bank of Japan, more explicitly starts with yield curve 

control, i.e. it targets a rate at a specific maturity. However, a repo rate cut is unlikely. 

Inflation is currently not in focus, but in the long run it may once again become a concern for the 

Riksbank. Low energy prices, in a combination with dampened demand due to the economic 

slowdown, keep the inflation from increasing. The Swedish krona has weakened considerably and 

although some strengthening is forecasted, the exchange rate is expected to contribute to rising 

inflation during the forecast period.  

 

The government, also, has had busy days. The measures presented so far that are targeted at 

households involve more generous rules on compensation in the event of illness. Companies have 

mainly been offered loans, guarantees and deferrals of tax payments. The cost of the measures so far 

is estimated at a modest SEK 15 billion, which corresponds to 0.3% of GDP.  

Much more extensive measures are expected ahead. All in all, for 2020 we expect measures that 

correspond to increased expenditures of around SEK 100 billion, equivalent to 2% of GDP. These are 

direct aid to affected companies, including, e.g., increased costs for sick leave. We also expect a boost 

in subsidies to municipalities of 25 billion SEK this year. 

In addition to the higher public spending, public finances are also weakened by the deteriorated eco-

nomic activity. Overall, the general government budget balance is expected to show a deficit of 4% 

of GDP this year; the general government debt (Maastricht debt) is expected to rise to 40% of GDP.
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2020 OUTLOOK 

GDP:  - 3% 
Inflation:  0,9% 

Unemployment:  7% 

GDP:  - 3% 

Inflation:  0.4% 

Unemployment:  8% 

GDP:  - 4% 

Inflation:  0.8% 

Unemployment:  9% 

GDP:  - 6% 
Inflation:  4% 

Unemployment:  8% 

GDP:  - 6% 

Inflation:  0.5% 

Unemployment:  9% 

GDP:  - 5% 

Inflation:  1.0% 

Unemployment:  8% 

GDP:  - 5% 
Inflation:  1.0% 

Unemployment:  8% 
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NORDICS 

The outlook for the Norwegian economy has deteriorated sharply amid the outbreak of the 

coronavirus and the decline in oil prices. Norway is hit in three ways, all substantial: the drop in oil 

prices and oil investments, the fall in global demand, and, of course, the domestic virus outbreak. 

Hence the effects on the Norwegian economy are estimated to be considerably larger than on the 

other Nordics. Oil investments were already set to decline this year before the crisis hit, and, since 

then, prices have fallen well below the estimated break-even levels for new projects in the North Sea. 

As a consequence, we expect oil investments to drop about 25% over the coming years. 

The virus outbreak has already decimated large parts of domestic economic activity and 

unemployment has risen sharply. Fiscal policy will need to act forcefully in order to mitigate the 

shock and support workers and firms; we are expecting many more measures than those announced 

so far. 

Norges Bank has already reduced the key policy rate from 1.50% to 0.25%, the lowest rate ever, and 

is providing abundant funding to the banking sector. Norges Bank says it stands ready to cut rates 

even further if needed, but in practice we believe it is very close to its lower bound.  

Despite the strong economic stimulus, we expect GDP for the mainland economy to drop by about 

6% this year, and only to fully recover towards the end of 2022. Due to the breadth and intensity of 

the combined economic shocks, we expect this downturn will be substantially more severe for the 

Norwegian economy than that of the global financial crisis. 
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NORDICS 

The measures to contain the coronavirus will have a large impact on the Danish economy as much of 

the economic activity has been locked down. The Danish economy is also suffering from the surge in 

international trade. Since 2019, the US has been the largest export market for Danish businesses, 

making the US restrictions particular worrisome.  

We forecast a 3% fall in GDP for Denmark in 2020 and a rebound of 4% in 2021, very much in line 

with the developments in Sweden. Following the lockdown, employment will fall and unemployment 

rise. However, compared with the global financial crisis, in which Denmark also faced a domestic 

housing market crash, the recession will be less deep and much shorter. 

The Danish government has announced an extensive stimulus package involving compensating 

business for wages and fixed costs as well as credit schemes and postponements of tax payments. 

Compared with other Nordic and Baltic countries, the announced compensation of fixed costs 

amounting to DKK 40 billion, provides the most substantial direct support to businesses.  

Danmarks Nationalbank, the central bank, has announced a 15-basis-point hike in its key policy rates, 

following upward pressure on the euro-krone exchange rate and the resulting foreign exchange 

interventions in recent months. As long as the global markets are fragile the pressure on the krona 

remains, increasing the probability of additional rate hikes in the near future.  

The Finnish economy entered the coronavirus outbreak with heavy baggage. Growth had already 

slumped by the end of 2019 and many indicators pointed towards a further slowdown. The complete 

shutdown that started in Finland on March 18 has far-reaching implications for the economy. In our 

baseline scenario - the one that we perceive as most likely - we forecast that GDP contracts by 3% in 

2020, reflecting mainly a sharp decline in the second quarter, after which the economy is expected to 

start to normalise. 

The economy is affected through both supply and demand shocks. Exports shrink as order books 

empty fast and at the same time consumption drops and companies postpone investments. The 

increase in employment, impressive during the past years, takes a hit as temporary layoffs partly turn 

into real layoffs. The unemployment rate rises to 7% and the employment rate for 15-64-year olds 

drops to 71.5% in our baseline forecast. If the crisis is prolonged, the employment effects are 

estimated to be considerably larger.
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ANNOUNCED MEASURES 

 Sweden Norway Denmark Finland Estonia Latvia Lithuania 

Direct support               

Compensation of short-term layoffs 
(in % of wage cost) 

up to 75% up to 100% up to 75%   70% up to 75%  up to 
60/90% 

Direct state aid subsidies to 
companies 

  Reduced 
payroll tax DKK 40 bn EUR 0.2 bn       

Compensation to self-employed and 
freelancers 

  up to 80% of 
income DKK 10 bn 

Temporary 
right to un-

employment 
benefits 

    Yes 

Compensation for sick leave benefits 13 days 13 days 30 days*   3 days Yes 14 days 

Compensation cancelled events 
/support to culture and sports 

SEK 1 bn NOK 900 m DKK 100 m   EUR 3 m     

Other 
Sick leave 

benefit from 
first day 

    

Immediate 
unemploy-
ment insur-

ance for laid-
off workers 

      

Total estimated amount SEK 14 bn NOK 43 bn DKK 56 bn EUR 0.4 bn EUR 0.27 bn EUR 0.4 bn EUR 1.5 bn 

Total estimated amount  
as % of GDP 

0.3% 1.5% 2.4% 0.2% 1% 1.3% 3.1% 

                

Loans/guarantees/liquidity               

Postponement of taxes/ VAT/ 
pension contributions/electricity 

up to  
SEK 300 bn Yes up to  

DKK 165 bn EUR 4-5.5 bn Yes Yes Yes 

State credit guarantees/loans SEK 130 bn NOK 100 bn DKK 61 bn EUR 10 bn EUR 1.7 bn EUR 0.95 bn EUR 1 bn 

Increases in investment by state 
pension funds/investment authorities 

SEK 3 bn up to  
NOK 50 bn   EUR 1 bn   EUR 400 m   

Lowered countercyclical capital 
buffers for banks  

0% 1% 0% lowered  
by 1% 

    0% 

Central bank lending to corporates via 
banks 

SEK 500 bn     Facility via 
ECB 

Facility via 
ECB 

Facility via 
ECB 

Facility via 
ECB 

Central bank bond purchases SEK 300 bn     

EUR 750 bn 
via ECB/EUR 
1bn via Bank 

of Finland 

EUR 750 bn 
via ECB 

EUR 750 bn 
via ECB 

EUR 750 bn 
via ECB 

Central bank lending facilities / 
amended regulations for collateral 

Yes Yes Yes         

Swap facility with FED/Central bank 
loans in US dollars 

USD 60 bn USD 30 bn USD 30 bn via ECB via ECB via ECB via ECB 

Swap facility with ECB     EUR 24 bn         

         

 

Monetary policy rate 0.0  0.25 
 

-0.6 -0.5 -0.5 -0.5 -0.5 

* Applies only to those on sick leave due to coronavirus 
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BALTICS 

The contraction is broad-based across economic activities, while the hardest-hit are accommodation 

and food, transport, and entertainment. A decline in energy production, which already started last 

year, will continue. The sharp decline in economic activity in 2020 will have a substantial impact on 

the labour market – the unemployment rate is expected to raise above 8%, while wage growth will 

slow down markedly. Domestic demand and exports will both decrease. According to the baseline 

scenario, GDP is expected to grow relatively quickly in 2021, whereas the hard-hit labour market will 

recover more slowly. 

The economic shock is softened by the comprehensive measures taken by the Estonian government 

to support businesses and employees. The government plans to inject EUR 2 billion (7% of GDP) into 

the economy, including credit guarantees and loans, to mitigate the spread of the crisis and to 

contribute to a smooth economic recovery, when the virus outbreak is over.  

 

The government is expected to propose a negative supplementary budget in order to increase public 

spending. Estonia is planning to take a loan of EUR 1 billion (ca 4% of GDP). Estonia has a lot of fiscal 

space. The government has accumulated financial reserves of around 5% of its GDP and the public 

debt is very small, this allows the government to spend more during a recession. 

Latvian GDP growth is expected to disappoint already in the first quarter of 2020, and the economy 

will likely see a material drop in the second quarter – probably the sharpest quarter-on-quarter fall in 

GDP ever recorded. However, it is assumed that the coronavirus shock is to be limited in duration, 
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BALTICS 

with activity restarting in the second half of the year. The fiscal support extended by the 

government will help businesses stay afloat, which will then ensure a rather steep rise in activity 

from the very subdued levels seen during the lockdown.  

 

The first to feel the hit are businesses in transport, accommodation and food services, arts and 

recreation and non-food retail trade, as well as those providing business-to-business services for 

these sectors. The first-in-line sectors account for around 18% of GDP, and activity in some of these 

might fail to swiftly recover even after the lockdown is lifted due to prolonged weakness in consumer 

confidence. Supply-chain disruption and a decline in external demand will lead to plummeting 

exports, which will be reflected in the poor performance of a large part of the manufacturing sector. 

For about one third of the economy the effects will be smaller, and activity in a few sectors might 

even increase. Rising demand will be felt in certain industries like food production, and 

manufacturing of disinfectants and other medical supplies. 

Many companies will try to minimise costs, including labour costs. This will lead to a pick-up in the 

unemployment rate. The increase in the unemployment rate will be limited due to the assumed short 

duration of containment measures and the pronounced labour shortages before the outbreak. 

Companies will abstain from sacking staff if possible. The unemployment rate will start to decrease 

gradually as the economy recovers in 2021. Wage growth is expected to slow considerably as most 

companies cut back on bonuses, use of overtime work declines, and some companies reduce wages. 

Wage growth will rebound as the economic recovery kicks in 2021. Initially, however, the pace of 

growth is likely to remain below the pre-crisis rates.  

Inflation will be very subdued in 2020, due to both a drop in demand and the low global oil price. The 

unprecedented stimulus measures (so far, a package amounting to 6.6% of GDP has been announced) 

will imply a sharp increase in the budget deficit and will also result in a pick-up of the otherwise 

comparatively low government debt. It is fortunate that the Latvian economy enters this crisis in a 

much better shape than the previous one, increasing the chances of better weathering this 

downturn. 
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GDP growth is expected to contract by 10% in the second quarter of 2020 but will already start 

rebounding in the second half of this year. Over the whole year GDP contracts by 5%, followed by a 

5% rebound in 2021. GDP level should reach the pre-pandemic level at the end of 2022. The worst 

affected sectors, like in most other countries, will be tourism, accommodation, catering, and 

entertainment. Transport, which makes up a large share in Lithuanian economy will also be hard hit. 

On top of this, quarantined demand across the EU and some disrupted supply chains will also hurt 

manufacturers. Export are expected to fall by 7% in 2020 and rebound in 2021. 

 

CPI will ease to 1% this year, mainly due to cheaper oil and some services. Wage growth will ease to 

3%, but will not stop completely, because public sector wage growth of above 10% and minimum 

wage hikes are already pencilled in this year’s budget and won’t be affected by the pandemic. 

The government has prepared a fiscal package, amounting to 5% of GDP, in the form of support to 

temporarily unneeded workers, tax credits, loan guarantees, and the fast-tracking of EU funds and 

investments. This will amortise the shock, but is probably short of what is needed, especially if the 

quarantine lasts beyond the end of April. The public sector deficit will probably reach around 6% of 

GDP this year. That should not be a problem as the ECB will take care of euro area government bond 

purchases. This year, we expect 25 000 employees to lose their jobs and unemployment to increase 

to 8% and get back to normal only in 2022. 
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