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Longer COVID | What Harm Will New 
Lockdowns Do To The Economy? 

An extension of lockdowns in the U.S. and Europe would result 
in a temporary sharp reduction in GDP of 4%-5%, but spillovers 
to China and the rest of the world would be minimal.  

How this will shape 2021 
New lockdowns slow economic activity. The recent resurgence of COVID-19 cases 
led to a new round of lockdowns across much of Europe and the U.S. Mobility 
indices first flattened then turned down over the past month as social-distancing 
restrictions were reimposed and households and firms dialed back their spending. 

Recovery stalled. As a result of the new lockdowns, the strong rebound in economic 
momentum witnessed in the third quarter—where annualized growth exceeded 
30% in many economies—has stalled.  

Lower starting point for the economy.  In our baseline, the current lockdowns 
cause growth in the fourth quarter to turn negative again, with the weak momentum 
carrying over into the start of 2021 and somewhat delaying the recovery, despite 
vaccines being widely available by midyear. 

What we think and why 

Lockdown lite. Societies are learning to live with the virus, allowing authorities to 
better calibrate the restrictions they impose on mobility. Besides decreased 
tightness, our baseline also assumes the lockdowns will last around one month.  

Less impact than before. With shorter and less stringent lockdowns this time, our 
baseline has a much more moderate contraction in activity than earlier this year, 
with no additional permanent damage to the growth potential of the economy.  

What could go wrong 
Lockdowns could be longer. Governments could struggle to contain the latest 
outbreak, especially after the holidays, resulting in two to three months of 
restricted movement and sharper declines in activity than in our baseline. The 
epicenter of the shock will be the services sector in Europe and the U.S. This 
downside scenario keeps our baseline assumptions for vaccine availability, delays 
of which would further amplify the impacts described here.  

Differing impact based on policy response. At the peak of the shock, GDP could 
drop by 5% in the U.S. and 4% in Europe (see charts). A key source of this difference 
is that we believe that no extra fiscal support—especially for the labor market—will 
come for the U.S. in this scenario. This is contrary to the significant support already 
in place for Europe, with likely additional packages from national governments if 
things get worse.  

Differing impact based on geography. Given the service-centered nature of this 
shock, the cross-border transmission will be weak. Moreover, we would expect 
China to calibrate infrastructure support such that it effectively neutralizes the 
impact of this shock. With Chinese growth remaining steady, the rest of the world 
sees only modest declines in GDP on the order of less than 0.5%. 

No permanent damage beyond our baseline, but significant sectoral impact. We 
assume little lasting disruption to the supply side of economies relative to our 
baseline. The main impact to activity will be a rephasing of growth within 2021. 
However, severe stress is likely in some sectors close to the epicenter of the shock, 
stretching balance sheets and resulting in a loss of access to financing.  
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This report is an extract from the S&P Global Ratings report, “Global Credit Outlook 2021: Back On Track?” 
 

This report does not constitute a rating action 

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the coronavirus 
pandemic. Reports that at least one experimental vaccine is highly effective and might gain initial approval by the end 
of the year are promising, but this is merely the first step toward a return to social and economic normality; equally 
critical is the widespread availability of effective immunization, which could come by the middle of next year. We use 
this assumption in assessing the economic and credit implications associated with the pandemic (see our research 
here: www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and estimates accordingly. 
 
 
Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved. 
 
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or 
output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any 
form by any means, or stored in a database or retrieval system, without the prior written permission of S&P Global 
Market Intelligence or its affiliates (collectively, S&P Global). The Content shall not be used for any unlawful or 
unauthorized purposes. S&P Global and any third-party providers, as well as their directors, officers, shareholders, 
employees or agents (collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or 
availability of the Content. S&P Global Parties are not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any 
data input by the user. The Content is provided on an “as is” basis. S&P GLOBAL PARTIES DISCLAIM ANY AND ALL 
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR 
FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE 
CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR 
HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect, 
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses 
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in 
connection with any use of the Content even if advised of the possibility of such damages.  
 
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the 
date they are expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions 
(described below) are not recommendations to purchase, hold, or sell any securities or to make any investment 
decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content 
following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, 
judgment and experience of the user, its management, employees, advisors and/or clients when making investment 
and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as 
such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and 
undertakes no duty of due diligence or independent verification of any information it receives. Rating-related 
publications may be published for a variety of reasons that are not necessarily dependent on action by rating 
committees, including, but not limited to, the publication of a periodic update on a credit rating and related analyses. 
 
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in 
another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such 
acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the 
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have 
been suffered on account thereof.  
 
S&P Global keeps certain activities of its divisions separate from each other in order to preserve the independence and 
objectivity of their respective activities. As a result, certain divisions of S&P Global may have information that is not 
available to other S&P Global divisions. S&P Global has established policies and procedures to maintain the 
confidentiality of certain non-public information received in connection with each analytical process.  
 
S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of 
securities or from obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public 
ratings and analyses are made available on its Web sites,  www.standardandpoors.com (free of charge), and  
www.capitaliq.com (subscription), and may be distributed through other means, including via S&P Global publications 
and third-party redistributors. Additional information about our ratings fees is available at 
www.standardandpoors.com/usratingsfees. 
 
Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the 
Corporations Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be 
distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act). 
 
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services 
LLC. 

spglobal.com/ratings 

 

http://www.spglobal.com/ratings

	Longer COVID | What Harm Will New Lockdowns Do To The Economy?

