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• Interpreting the US using a macro model (I)



The World
Projections



Folkerts-Landau et al., Special Report, Deutsche Bank, March 30, 2020



Folkerts-Landau et al., Special Report, Deutsche Bank, March 30, 2020

Note: There is no “V” 
recovery in output



Output Impact Compared to Great Recession

Slok, Chartbook, Deutsche Bank, April 2, 2020



Folkerts-Landau et 
al., Deutsche Bank, 
March 30, 2020

%qoq means 
multiply by 4 
to obtain 
annualized 
rates
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The World
Policy Responses



Sidorov, et al., Deutsche Bank, March 30, 2020.
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Sidorov, et al., Deutsche Bank, March 30, 2020.



Sidorov, et al., Deutsche Bank, March 30, 2020.



Monetary Policy – Policy Rates

https://www.allianzgi.com/en/insights/outlook-and-commentary/bond-markets-and-coronavirus

As of 31 March 2020



Credit Easing Is Back

Slok, Chartbook, Deutsche Bank, April 2, 2020



Fiscal Response

https://www.bruegel.org/publications/datasets/covid-national-dataset/
Anderson, The fiscal response to the economic fallout from the coronavirus, Breugel, April 1, 2020



China
Projections



Folkerts-Landau et 
al., Deutsche Bank, 
March 30, 2020



How Do We Know How China Is Doing?
Hu, et al.,”China: Update of 
high frequency trackers on 
Chinese economic activity,” 
Goldman Sachs, March 25
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China Consumer vs. US Consumer

Briggs, Coronavirus Global Activity Tracker,” Goldman Sachs, April 1, 2020



China
Policy Response



Sidorov, et al., Deutsche Bank, March 30, 2020.



Threats to Recovery

•China remains export dependent
•In 2009Q2, US and Euro Area GDP fell by 5%, 
resulting in 18% decline in exports
•Possible that export fall could be larger this 
time



The United States
Current Situation, Projections



Forecast (Goldman Sachs 3/31)

Hatzius, et al., “The Sudden Stop: A Deeper Trough, A Bigger Rebound,” Goldman Sachs, 31 March 2020
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Compared to 2008-09
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Hatzius, et al., “The Sudden Stop: A Deeper Trough, A Bigger Rebound,” Goldman Sachs, 31 March 2020



Fiscal Measures

Ryan, “What's in the $2 trillion stimulus package?” Deutsche Bank, March 27, 2020.



Fed Funds to ZLB



Credit Easing

https://www.clevelandfed.org/en/our-research/indicators-and-data/credit-easing.aspx

Accessed April 5, 2020



Interpreting the US Using a 
Macro Model (I) 



We start at 
equilibrium

IS-LM-AD-AS, 
combines 
Keynesian and 
New Classical 
attributes 
w/forward 
looking 
expectations
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equilibrium
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expectations



Θ rises (social 
distancing 
restrictions on 
employment), C 
falls

Ns shifts in, AS 
shifts up, 
neoclassical AS 
shifts in (blue 
arrows)

AD



Income 
reduced 
exogenously 
means AD 
shifts in (red 
arrows)

AD
AD’



AS shifts out to 
AS” as P-bar 
reset, output 
rises up to 
new Yf (red 
arrows)

AD
AD’

AS”



New Keynesian Model Implications

•In short run, price level rises and output fall 
as AS shifts up (blue arrow)
•In short run, price level and output fall as AD 
shifts in, even after taking into account
expansionary fiscal, monetary policy (red 
arrow)
•In medium run, output rises to new full 
employment output as AS shifts downward 
(purple arrow). 



New Keynesian Model Implications

•If social distancing/quarantine and other 
non-pharmaceutical interventions (NPI’s) are 
relaxed, output eventually returns to original 
full employment levels.
•However, over time, full employment output 
might fall as labor force falls, firms disappear.
•Hence, the economy might never return to 
the pre-shock flexible price equilibrium.


