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SYDNEY:  Australia’s central bank kept rates at
record lows yesterday and pledged to keep three-
year government bond yields at its 0.25 percent
target as it predicted the coronavirus pandemic
would trigger a massive economic decline.

The Reserve Bank of Australia (RBA) on March
19 announced an out-of-cycle rate cut to 0.25 per-
cent together with an unprecedented stimulus
package, which included an unlimited quantitative
easing program. On Tuesday, the board affirmed all
the elements of that package and said it would not
raise interest rates until it made progress in
achieving its employment and inflation goals.

The decision comes as
economists predict the
worst recession in
Australia’s history that
would see the unemploy-
ment rate almost doubling
to near 10 percent.
Economic indicators on
Tuesday offered a fore-
taste of the pain to come
with March job vacancies
posting their largest drop
in more than a decade.

“There is considerable uncertainty about the
near-term outlook for the Australian economy,”
RBA Governor Philip Lowe said in a short post-
meeting statement. “Much will depend on the suc-
cess of the efforts to contain the virus and how
long the social distancing measures need to remain
in place,” Lowe added.

“A very large economic contraction is, however,
expected to be recorded in the June quarter and
the unemployment rate is expected to increase to
its highest level for many years.”

Restrictions on people movement and gather-

ings have forced many businesses in hospitality,
retail, transport, education and even community
services to shut down. Businesses that remain
open face falling sales and increasing operational
restrictions.

Ominous numbers 
There is already growing evidence of a marked

slowdown in activity as the total number of con-
firmed COVID-19 cases in Australia creeps
towards 6,000 with 46 deaths. A closely watched
ANZ survey yesterday showed total job advertise-
ments dived 10.3 percent in March from February,

the steepest decline since
January 2009 when the
global financial crisis was
raging.

Separately, a service
sector index showed
activity shrank for a
fourth straight month in
March as it plunged to
the lowest in 11 years. It
wasn’t al l  gloom with
another survey from ANZ
and Roy Morgan yester-

day showing consumer sentiment bouncing last
week after two months of drastic falls, as a govern-
ment “JobKeeper” plan to subsidize some workers
lightened the mood just a little.

In anticipation of a steep contraction in gross
domestic product, the RBA has so far bought A$38
billion of Australian government bonds, or nearly 7
percent of outstanding stock, to help keep bor-
rowing costs low. It said the functioning of the
bond market has improved since it launched its
quantitative easing program on March 20 and so it
was likely that “smaller and less frequent purchas-

es” would be required.
That remark led to a sell-off in long-term

bonds, sending 10-year yields to a 10-day top of
0.951 percent. The Australian dollar also spiked to
a one-week high of $0.6168.

“That extremely aggressive pace of (bond) pur-
chases can’t be sustained for long,” said Marcel
Thieliant at Capital Economics. “A case could still

be made for corporate bond purchases as spreads
have continued to widen.” Thieliant expects the
unemployment rate to surge to 12 percent and
underlying inflation to fall below 1 percent over the
next couple of years. “To meet its targets, the Bank
may therefore have to launch negative interest
rates at some point even though it currently has no
appetite to do so,” he added.  —Reuters

Trump announces 
3M deal for 
millions of masks 
WASHINGTON: President Donald Trump
on Monday announced a deal  with US
manufacturing giant 3M to provide millions
of facemasks to combat the coronavirus
pandemic after a dispute over foreign dis-
tribution.

“We have reached a very amicable agree-
ment with 3M for the delivery of an addi-
tional 55.5 million high quality facemasks
each month,” he said. “We’re going to be
getting over the next couple of months 166.5
million masks for our frontline healthcare
workers, so the 3M saga ends very happily.”

Trump last week attacked the US compa-
ny for not shifting all distribution back home
and invoked the Korean War-era Defense
Production Act against the company.

Some critics accused 3M of unpatriotic
behavior because it continued to sell N95
respirator masks to other countries.

“We share the same goals of providing
much-needed respirators to Americans
across our country,” said 3M chairman Mike
Roman. “Given the reality that demand for
respirators outpaces supply, we are working
around the clock to further expand our
capacity.”

Overburdened US health facilities have
warned protective equipment stockpiles are
at critically low levels and some may run out
within days.

Canada’s Prime Minister Justin Trudeau
had pushed back against Trump’s pressure
on 3M, saying it would be a mistake to
reduce cross-border trade in medical goods
during the crisis. The company said it would
continue to sell masks to Canada and Latin
America. —AFP
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An early view of
economic impact 
of the pandemic
By John Bluedorn, Gita Gopinath, Damiano Sandri

The COVID-19 pandemic has pushed the
world into a recession. For 2020 it will be
worse than the global financial crisis. The

economic damage is mounting across all countries,
tracking the sharp rise in new infections and con-
tainment measures put in place by governments.

China was the first country to experience the full
force of the disease, with confirmed active cases at
over 60,000 by mid-February. European countries
such as Italy, Spain, and France are now in acute
phases of the epidemic, followed by the United States
where the number of active cases is growing rapidly.
In many emerging market and developing economies,
the epidemic appears to be just beginning.

In Italy, the first country in Europe to be severely
hit, the government imposed a national lockdown on
March 9 to contain the spread of the virus. As a
result, attendance in public places and electricity
use have declined dramatically, especially in the
northern regions where infection rates have been
considerably higher. 

The economic consequences of the pandemic
are already impacting the United States with
unprecedented speed and severity. In the last two
weeks in March almost 10 million people applied for
unemployment benefits. Such a sharp and stagger-
ing increase has never been seen before, not even at
the peak of the global financial crisis in 2009.

Disruptions caused by the virus are starting to
ripple through emerging markets. After showing lit-
tle movement early in the year, the latest indices
from purchasing manager surveys (PMIs) are point-
ing to sharp slowdowns in manufacturing output in
many countries, reflecting drops in external demand
and growing expectations of declining domestic
demand. On a positive note, China is seeing a mod-
est improvement in its PMI after sharp declines ear-
ly in the year, despite weak external demand.

The modest improvement in economic activity in
China is reflected also in daily satellite data on

nitrogen dioxide concen-
trations in the local atmos-
phere-a proxy for indus-
trial and transport activity
(but also the density of
pollution as a by-product
of fossil fuel consumption).
After a steep decline from
January to February dur-
ing the acute phase of the
pandemic, concentrations
have increased as new
infections have fallen,
allowing China to gradual-
ly relax its strict contain-
ment measures.

The recovery in China, albeit limited, is encour-
aging, suggesting that containment measures can
succeed in controlling the epidemic and pave the
way for a resumption of economic activity. But
there is huge uncertainty about the future path of
the pandemic and a resurgence of its spread in
China and other countries cannot be ruled out. 

To overcome this pandemic, we need a global,
coordinated health and economic policy effort. The
IMF-in collaboration with other partners-is doing
everything it can to ensure rapid support is avail-
able to impacted countries through emergency
financing, policy advice, and technical assistance.    

We will have more details on the economic
impact of the COVID-19 pandemic when the IMF
releases its World Economic Outlook on April 14.
Note: John Bluedorn is a Deputy Division Chief on
the World Economic Outlook in the IMF’s Research
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omist in the Research Department’s Structural
Reforms Unit, a member of the IMF’s euro area
team in the European Department and worked on
the World Economic Outlook as an economist, con-
tributing to a number of chapters. 

Gita Gopinath is the Economic Counsellor and
Director of the Research Department at the
International Monetary Fund (IMF). She is on leave
of public service from Harvard University’s
Economics department where she is the John
Zwaanstra Professor of International Studies and of
Economics.  Gopinath’s research, which focuses on
International Finance and Macroeconomics, has
been published in many top economics journals. She
has authored numerous research articles on

exchange rates, trade and investment, international
financial crises, monetary policy, debt, and emerging
market crises.

Damiano Sandri is a Deputy Division Chief in the
World Economic Studies Division in the IMF’s
Research Department. Previously, he worked as
senior economist on Brazil and joined various IMF
missions to European countries. His research has
been featured in top academic journals and various
IMF publications. He is a CEPR Research Fellow
and associate editor of the IMF Economic Review.
He holds a PhD in Economics from the Johns
Hopkins University. 

The dollar is still 
king, even as 
virus slams US 
NEW YORK:  The coronavirus outbreak in the
United States has caused millions of people to lose
their jobs and brought the economy to its knees
but it has not dethroned the American dollar.

To the contrary, the currency has risen in value
this year, gaining six percent from its lowest point
reached in early March, according to the US dol-
lar Index, which measure’s the greenback’s value
against a basket of other currencies.

The dollar’s rise is primarily due to its privi-
leged position as the world’s reserve currency.
That means that in times of crisis investors want
to put their money are in safe havens, even if the
US economy is in trouble as well. Calling it “the
exorbitant privilege of the dollar,” Kit Juckes,
global head of foreign exchange strategy at
Societe Generale said, “Lots of people want dol-

lars all the time.”
Unlike other currencies, “you find that you can

print a lot of dollars without the dollar necessarily
weakening dramatically,” he said. That is the US
Federal Reserve’s move in recent weeks to pump
multiple trillions of dollars in liquidity into the
financial system have not weakened the value of
the currency. “The demand for safety in this cli-
mate is outpacing what the Fed has done,” said
Joe Manimbo of Western Union.

Another reason for the dollar’s appeal is the
pressing need for cash by companies who have
seen the crisis sap their revenues.

Reshuffle the cards 
The currency is also the most traded in the

world on the foreign exchange market, and the
Fed announced last month that it would facilitate
currency swaps with several other central banks
so they could increase their dollar reserves.

Demand for greenbacks is particularly high in
emerging markets saddled with dollar-denominat-
ed debt, Juckes said, but, “Not all of them can get
themselves out of trouble easily.”

Against the euro, the dollar has risen by 3.5

percent since January 1. And collapsing oil prices
have helped the dollar appreciate against the
Russian ruble, Canadian dollar and Norweigan
krone, economies all deeply reliant on petroleum.
The US dollar already was already highly valued
thanks to the health of the economy-to the
annoyance of President Donald Trump, since a
strong currency also makes American exports
more expensive against competitors. 

Trump felt that made it more difficult for US
firms compete with China as the two countries
fought a trade war, and he relentlessly called on
the Federal Reserve to cut the benchmark interest
rate.

With the onset of the crisis and the shutdown
of huge portions of the economy, the Fed last
month cut the rate to zero. Some observers
believe the upheavals caused by the coronavirus
could reshuffle the cards dealt to the world’s two
largest economies and jeopardize the dollar’s
position.

“The supremacy of the greenback will come
into question in the weeks ahead,” said BK Asset
Management’s Kathy Lien. Investors have been
betting that the global recession will be deeper

than the US downturn, and that other countries
won’t emerge as quickly as the US. 

“While that may be true, we’ve seen data turn
south for many countries weeks ago. In the US,
we’re only beginning to see the COVID-19 impact
on national data and in some cases, the numbers
are still dated,” Lien said. While a jobless report
for March saw unemployment tick up to 4.4 per-
cent, that data does not capture all of the jobs
destroyed in the month.

Weekly data released showed an alarming 10
million people applied for unemployment benefits
in the second half of March, as the pandemic
slammed the US.  —AFP
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