Exogenous Shock
Convid-19 Outbreak
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Anatomy of a Crisis

Policy Prescriptions for Supply Shocks, Demand Shocks and Financial shocks

Shutdown of normal life
and manufacturing
in Asia (and beyond )

Supply Shock
* Loss of output from Asian
economies
* Loss of income directly
and indirectly dependent
on goods from Asian
supply chains

Demand Shock
* Loss of Asia’s demand
for foreign goods and
“foreign” goods produced
in Asia (e.g.,iPhones).

+ After initial stockpiling,
loss of US domestic
demand for goods due to
uncertainty

Fiscal Policy Response
Maintain household income via::
Plug hole in private balance
sheets
Increase in social safety-net
spending
Job creation via infrastructure
spending

Fed’s “Dual Mandate”
1. Price stability [not likely to be an issue]
2. Maximize output / Minimize employment gap

Financial Shock
+ Loss of confidence
* Increase in uncertainty
* Negative Wealth Effect

Achieve “Dual Mandate” .

by maintaining financial
stability

Monetary Policy Response
* Resumption of low interest
rate regime
» Forward guidance to
increase confidence &
suppress long end of yield
curve
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Changes in the U.S. Treasury yield curve during the Coronavirus outbreak
Yields as of December 31, 2019 and current values
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Investment-grade and high-yield bond spreads
Daily values since 2018
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FRA OIS Spread
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Initial jobless claims
(Month-end values)
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