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6.   Economic Analyses 
 

6.1 Introduction 

The ongoing Covid-19 pandemic represents one of the most severe shocks that have hit the 

global economy and has caused a significant disruption to economic activity worldwide. The 

nature of this unprecedented shock and its ongoing impact have led governments to impose 

measures aiming at restricting the movement of individuals and in effect shutdown sectors of 

economic activity that are relying on social interaction and are thus considered as higher risk 

in terms of transmitting the virus. This “Great Lockdown” has had a major impact on economic 

activity worldwide37. 

The following sections examine various economic parameters, available from the European 

Commission Eurostat database.  

 

6.2 Gross Value Added 

In order to examine the impact on the macroeconomy, Figure 13 depicts the year-on-year 

growth rate of gross value added. We observe that some interesting patterns arise across 

countries. Firstly, the initial impact of the pandemic, as captured by the developments in the 

first quarter of 2020, is relatively benign. In particular, with the exception of Finland, whose 

value added declined with respect to the first quarter of 2019, the rest of the countries saw 

an increase in value added with Ireland recording a growth rate of 10%.  
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The bulk of the negative effect is concentrated in the second quarter of the year, with the 

average decline being equal to almost 6 percentage points compared to the second quarter 

of 2019 and the largest decline being recorded in Sweden (7.8 percentage points).  

 

 

 

 

 

 

 

 

 

Figure 1- Change in Gross Value Added year-on-year by Quarter for Ireland, Finland, Sweden and Norway 

During the second half of 2020, when the restrictive measures were gradually eased, we 

observe that the only country recording a significant rebound is Ireland, exhibiting positive 

growth rates both in Q3 and Q4 2020; the rest of the countries in the sample performed better 

compared to the second quarter but still remained in a negative territory compared to 2019. 

 

6.3 Retail Trade Volume and Turnover Index  

Turning to the impact of the pandemic on short-run indicators of economic activity and on 

the expectations of the private sector, we examine how the increase in the number of 

infections and COVID-related deaths affected retail trade, as depicted in Figure 14. 

 

 

 

 

 

 

 

 



The Retail Trade indicator is a business indicator which measures the monthly changes of the 

turnover of retail trade. As is evident, Ireland experienced the largest drop after the outbreak 

of the pandemic which lasted until April 2020, a period which saw a large spike both in the 

number of infections and the number of deaths. Then, a V-shaped recovery period followed 

that could potentially be explained by the fact that consumers resumed to spending in order 

to satisfy the demand of previous months, as the severity of the pandemic subsided and they 

felt safer.  

Finland and Sweden experienced a much milder decline in the first two months of the 

pandemic, and by May 2020 their retail sales index had surpassed its pre-pandemic level; 

Norway is a clear outlier in this sample, with the sales indicator exhibiting a robust upward 

trend that was reversed in July 2020. When the number of cases and deaths started increasing 

in October and November 2020, the retail index started declining again, with the decline being 

larger for the Nordic countries of the sample. 

 

6.4 Economic Sentiment Index  

The second short run indicator we consider is the Economic Sentiment Index, a composite 

indicator that captures the evolution of the expectations of the private sector regarding the 

future path of the economy. The index is calculated as a weighted average of the balances of 

replies to selected questions addressed to firms in five sectors covered by the EU Business 

and Consumer Surveys and to consumers (industry (weight 40%), services (30%), consumers 

(20%), retail (5%) and construction (5%).  

As can be seen in Figure 15, in the first two months of the ongoing pandemic, economic 

sentiment collapsed. However, despite an initial recovery in all countries, economic 

sentiment started declining again in Finland by July 2020. 

Ireland did not face a decline until October 2020, and again in December 2020 when the 

number of infections and COVID-related deaths started increasing, negatively affecting 

expectations. In Sweden, in the post-April 2020 period, economic sentiment followed an 

uninterrupted upward path.  

The effect of the pandemic on expectations is evident in the oscillating patterns of the 

consumer confidence index, one of the subcomponents of the Economic Sentiment index, 

with Irish consumers being most pessimistic. 

 

 



 

Figure 3- Economic Sentiment Index 

 

6.5 Discussion 

The widespread implementation of policies restricting movements and closing non-essential 
businesses in order to contain the spread of the virus has initiated a debate related to the 
effects of such measures on economic activity and whether they are the main cause of the 
observed decline.  
 
At first sight, there seems to be a strong correlation between the two, especially in light of 
the evidence presented above, which indicate that the easing of the restrictive policies 
coincides with a surge in economic activity (both in terms of the value added produced and 
the increases in consumption expenditure).  
 
However, this assessment neglects the effects that the pandemic has on the behaviour of 
individuals. Recently published research [e.g. Goolsbee and Syverson (2021)38] utilizes mobile 
phone usage data and highlights the fact that the decline of economic activity is largely 
explained by the choice of the consumers to reduce their visits to stores for shopping due to 
their fear of being infected. In particular, this research provides evidence that in areas where 
the number of COVID-related deaths is high, consumers voluntarily reduce in-store visits, 
even more so in the case of large stores and establishments which do not provide an online 
shopping alternative. This finding is crucial in terms of policy design, as it implies that it is the 
impact on consumers’ behaviour rather than the policy measures implemented that actually 
impact on economic activity.  

 

6.6 Conclusion 

Overall, the descriptive evidence presented suggest that the negative effects on economic 

activity are largely concentrated in the second quarter of 2020, with the magnitude of the 

impact varying across countries, indicating that the structure of each country’s economy plays 

a crucial role in determining the effects of the pandemic.  



Moreover, the evidence suggests that increases in the rate of infections and mortality rates 

due to the pandemic have a bearing on the private sector’s response, affecting both consumer 

behaviour and expectations, potentially contributing to the observed economic outcomes. 
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