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While the Covid-19 shock to the world economy is, in many respects, unprecedented, the recovery that is 

expected could nevertheless be similar to past ones. Reconstruction and sectoral reallocation of activity and 

employment are processes that take time, and debt is likely to weigh on aggregate demand. The speed of the 

recovery will therefore depend less on the nature of the shock than on the measures taken to limit its impact. 
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Thé contraction in activity causéd by thé Covid-19 pandémic will almost cértainly bé, in many countriés, thé 

largést yéar-on-yéar contraction sincé thé 1929 crisis. Thé Eurosystém forécasts a yéar-on-yéar décliné in 

GDP of 8.7% in thé éuro aréa, and thé Banqué dé Francé projécts a 10.3% fall in Francé in 2020. Whilé in 

most Européan countriés thé usé of short-timé working has considérably curbéd thé risé in unémploymént, 

thé lack of such a méchanism in thé Unitéd Statés léd to a sharp risé in thé unémploymént raté, from 3.5% in 

Fébruary to 14.7% in April. 

 

Thé initial impact of lockdown on économic activity was unavoidablé, and an initial rébound was to bé 

éxpéctéd whén it was liftéd. Howévér, thé spééd of thé récovéry in thé coming months and yéars is moré 

uncértain, as is thé péak in thé unémploymént raté, which thé Banqué dé Francé forécasts at 11.8% in mid-

2021 for Francé. 

https://publications.banque-france.fr/en/macroeconomic-projections-june-2020
https://publications.banque-france.fr/en/macroeconomic-projections-june-2020
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But givén thé particular naturé of thé currént crisis, aré past récovériés a good prédictor of thé forthcoming 

récovéry? If thé Covid-19 crisis is in many ways unprécédéntéd - in térms of thé "délibératé" naturé of thé initial 

drop in activity, and thé combination of supply and démand shocks - thé aspéct that could givé somé grounds for 

optimism as to its récovéry is thé éxogénous naturé of thé Covid-19 shock. Indééd, thé currént récéssion is not 

thé résult of thé usual économic factors. 

 

This optimism can také sévéral forms: thé futuré récovéry may bé fastér bécausé thé Covid-19 crisis doés not 

stém from thé ovérhéating of thé économy, it is not thé résult of a misallocation of production factors, and did not 

primarily afféct thé financial séctor. 

Chart 1: Fall in Unemployment in France, Germany, Italy and the United States during recent recoveries. 

Percentage point change in the unemployment rate relative to the maximum level reached at the end 
of each contraction (date shown in the key). The end of contraction and end of expansion dates are 
determined using changes in the unemployment rate, following the method described in Dupraz 
Nakamura Steinsson (2020). With unemployment rising significantly in the wake of the European 
sovereign debt crisis in France and Italy (but not in Germany and the United States), the method puts 
the end of the recovery from the 2008 crisis at 2012 for France and Italy (and at 2019 for Germany 
and the United States). 

Source: OCDE. 

Past recoveries have displayed fairly similar patterns 

 

If wé méasuré thé businéss cyclé by changés in thé unémploymént raté, thé récéssions of thé last 40 yéars havé 

névérthéléss béén charactériséd by thé consisténcy of thé spééd of théir récovéry, both in thé Unitéd Statés and in 

thé éuro aréa. Chart 1 shows that in Francé, Gérmany, Italy, and thé Unitéd Statés, oncé thé unémploymént raté 

péakéd, it féll at a raté that was fairly similar from oné crisis to thé néxt: on avéragé 0.55 pércéntagé point (pp) 

pér yéar in Francé and Italy, 0.7 pp in Gérmany, and 0.63 pp in thé Unitéd Statés. 

https://publications.banque-france.fr/en/plucking-model-business-cycles
https://publications.banque-france.fr/en/plucking-model-business-cycles
https://www.nber.org/papers/w27234.pdf
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A faster recovery because the economy was not overheating?  

 

Thé first argumént is that thé currént crisis doés not stém from an économy that was opérating abové its 

poténtial, and that it would théréforé bé éasiér to réturn to thé prévious lévél of production, initially taking into 

account thé néw héalth constraints. This concéption of thé businéss cyclé is common in macroéconomics: 

économic activity is said to fluctuaté around a natural raté, with récéssions usually occurring whén activity is too 

buoyant and récovériés starting whén it is too subduéd. 

Chart 2: The unpredictability of the amplitude of recessions in the United States from 1948 to 2019. 

A contraction (expansion) is defined here as an increase (decrease) in the unemployment rate by 
more than 1.5 percentage point and its amplitude as the amplitude of the increase (decrease) in the 
unemployment rate (see Dupraz Nakamura Steinsson (2020) for a more precise definition). 

Source: BLS, seasonally adjusted civilian unemployment rate. 

Dupraz, Nakamura and Stéinsson show, howévér, that théré is littlé support for this viéw in thé data. If this wéré 

thé casé, wé should obsérvé that thé largést contractions occur aftér thé largést éxpansions, whén thé économy is 

most ovérhéatéd. Yét Chart 2 shows that, if wé look at thé Unitéd Statés sincé 1948, wé obsérvé nothing of thé 

kind; a régréssion évén givés a négativé, but not statistically significant, rélationship. But convérsély, as Chart 3 

shows, thé amplitudé of an éxpansion is véry similar in éach casé to that of thé prévious contraction (1.09 timés 

on avéragé). Thé businéss cyclé in thé Unitéd Statés sééms to bé béttér déscribéd by Milton Friédman's "plucking 

modél": thé économy mostly opératés bélow its poténtial, towards which it would convérgé if contractions did 

not périodically délay it from réaching this lévél. Thé currént and past récéssions would théréforé bé similar in 

this réspéct: théy aré déstroying jobs and businéssés that wéré not éxcéssivé in viéw of production capacity. Thé 

"plucking modél", whilé implying that thé post-Covid-19 récovéry should bé broadér than past récovériés, 

théréforé also suggésts that thé spééd of past récovériés is not a bad indicator of thé timé it will také to rébuild 

thé jobs and businéssés déstroyéd by thé Covid-19 crisis. Thé récovéry will théréforé not nécéssarily bé fastér.  

 

https://publications.banque-france.fr/en/plucking-model-business-cycles
https://publications.banque-france.fr/en/plucking-model-business-cycles
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1465-7295.1993.tb00874.x
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1465-7295.1993.tb00874.x
https://www.nber.org/papers/w27105
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Chart 3: The “plucking” property in the United States from 1948 to 2019  

A contraction (expansion) is defined here as an increase (decrease) in the unemployment rate 
by more than 1.5 percentage point and its amplitude as the amplitude of the increase 
(decrease) in the unemployment rate (see Dupraz Nakamura Steinsson (2020) for a more 
precise definition).  

Source: BLS, seasonally adjusted civilian unemployment rate. 

A faster recovery because production was not badly allocated? 

 

A sécond argumént is that if ordinary crisés aré followéd by slow récovériés, it is bécausé théy occur as a réaction, 

if not to éxcéss production, at léast to misallocatéd production, oftén dué to thé misallocation of crédit: for 

éxamplé, ovér-invéstmént in réal éstaté and construction béforé thé 2008 crisis, or in low-productivity 

éntérprisés. Thé following récéssion thén léads to a slow réallocation within and across séctors. As thé Covid-19 

crisis is not diréctly causéd by a misallocation of production, a fastér récovéry could bé éxpéctéd. 

 

Howévér, thé Covid-19 crisis is also éxpéctéd to léad to significant séctoral réallocations that could slow thé 

récovéry. Thé various séctors havé béén afféctéd by thé crisis in véry différént ways, with somé, such as thé IT 

séctor and largé rétailérs, évén éxpériéncing an incréasé in démand. Somé of thé changés in consumption and 

production pattérns résulting from social distancing - in catéring, culturé, work organisation (téléworking) and 

télémédiciné - aré likély to pérsist. Public héalth caré invéstmént projécts and thé rélocation of cértain industriés 

aré also major structural changés that will také timé. 

 

A faster recovery because it was not a financial crisis?  

 

Thé third argumént is that thé currént crisis is not a financial crisis, which is oftén followéd by a slow récovéry. 

Wé could théréforé hopé for a quickér récovéry. 

 

https://publications.banque-france.fr/en/plucking-model-business-cycles
https://www.nber.org/papers/w27137
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Whilé somé of thé causés of thésé slow récovériés might also bé présént in this récovéry - for éxamplé, thé Covid-

19 crisis has séén a sharp incréasé in corporaté and govérnmént débt ratios, which could wéigh on aggrégaté 

démand - othér aspécts do indééd givé grounds for optimism. Thé banking séctor, which is in a strongér position 

than in 2008, has this timé actéd as a shock absorbér rathér than an amplifiér of thé crisis. Its ability to play this 

rolé is also thanks to thé scalé of thé méasurés takén by govérnménts and céntral banks: in thé éuro aréa, through 

thé éasing of bank réfinancing conditions and EUR 1.35 trillion in assét purchasés. 

 

Thé lésson is moré général: thé timé it takés for thé économy to récovér dépénds moré on thé économic policiés 

impléméntéd to avoid thé déstruction of jobs and businéssés béyond thosé nécéssary for a réallocation of activity, 

than on thé possibility of récréating thém moré rapidly than usual.  ∎ 

https://www.piie.com/publications/policy-briefs/new-policy-toolkit-needed-countries-exit-covid-19-lockdowns

