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COVID-19: THIRD-WAVE RISKS IN EUROPE
Berenberg Macro View

The writing is on the wall: exactly one year after Covid-19 started to strike Europe badly, much of
the continent may be heading for a third wave. The semi-lockdowns that have been in place more
or less since November have sufficed to contain the second wave of the original virus. But they
have not prevented a rapid increase in recorded infections with the more contagious variants.
Last week, the “Kent” variant already accounted for 22% of registered new infections in Germany
and 36% in France. As many countries on the continent are now reporting a rising case load
again, the seven-day incidence of recorded infections has started to creep up again in the Euro-
zone after bottoming out on 18 February — see charts 1 and 2. As a result, lockdowns will likely
have to be extended in many countries and probably be tightened in some others.

How badly would this hit the Eurozone economy? As a rule of thumb, the current lockdowns
probably keep economic activity in the Eurozone some 6% below normal. An extension by one
month beyond mid-March, which so far is our base case for the start of some noticeable easing,
would reduce average annual GDP growth by roughly o.5ppt, that is to ¢3.6% instead of our 4.1%
call for 2021 and raise 2022 growth by a similar magnitude. But whether or not the economic re-
bound will indeed be delayed significantly remains an open question. As economists, we cannot
really assess or even predict the medical situation. But we can make a few observations to put it
into context.

1) Economies seem to be getting better at dealing with the lockdowns. Even in the hard-hit ser-
vices sector, the lockdown damage is far smaller than it was during the first wave last spring.
Despite the fall to 44.7 in February 2021, the services PMI for the Eurozone remains far above
its trough of 11.7 of April 2020. The sector still seems to be faring less badly than we had ex-
pected at the start of the second wave last November.

2) The UK, Ireland, Spain and Portugal have shown that well-calibrated restrictions can contain
the rise of infections even with the Kent variant of the virus.

3) Spring is coming. With luck, warmer and sunnier weather and the start of the outdoor season
will slow the spread of the new virus variants significantly, as is does for other seasonal res-
piratory viruses.

4) Strains on the medical system matter at least as much as the infection numbers. Although
continental Europe is lagging far behind the UK and the US (see chart 2), vaccinations are pro-
gressing and look set to pick up speed in coming weeks and months. The focus is largely on
the old and vulnerable as well as on key healthcare workers. In a few weeks, this can help to
contain pressures on medical systems in two ways: (i) As the most vulnerable are protected,
the share of infections leading to serious medical complications and deaths can - hopefully -
decline. In the UK, the number of deaths associated with Covid-19 has already fallen by more
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than half since the peak some three weeks ago to a level that is, however, still 50% above that
of the Eurozone in per-capita terms. (ii) A smaller share of key medical personnel may fall ill
with Covid-19 or go into quarantine, relieving a key bottleneck in many medical systems.

Aslong as a positive seasonal effect indeed kicks in during March and especially April, lockdowns
may thus have to be extended and/or tightened only modestly beyond our current assumptions
in the Eurozone. If so, we can maintain our current forecasts apart from some of the usual fine-
tuning in response to revisions of or surprises in backward-looking data. Following a projected
2.0% qoq drop in Eurozone GDP in Q1 2021 after a surprisingly modest 0.6% qoq contraction in
Q4 2020, we look for a a 3.1% qoq rebound in Q2. Of course, the near-term risks are now tilted to
the downside. Whereas the precise time profile of the rebound may change, we maintain our view
that the Eurozone economy will likely get back to its pre-pandemic GDP by Q2 2022, in line with
the UK but well behind the fiscally supercharged US (Q2 2021). After the UK suffered a worse re-
cession than the Eurozone in 2020 (-9.9% vs -6.8% for real GDP), the UK looks set to make up
some lost ground this year, helped by rapid vaccination progress. We project a 6.1% rebound in
UK real GDP this year with a strong 5.5% qoq bounce in Q2.

We base our global forecasts on one key assumption: by autumn 2021, vaccinations will have pro-
gressed enough - and will be effective enough - to prevent a major new wave in the Northern
hemisphere that would force countries into renewed serious lockdowns. So far, the vaccination
results in countries which have taken the lead in vaccinations seem to be encouraging, including
especially an Israeli study showing that the BioNTech vaccine is highly effective in reducing the
transmission of the virus and not just in preventing the Covid-19 disease.

Click here for Florian Hense’s in-depth analysis of the situation as of 17 February. See forecasts at
a glance for our full set of forecasts.
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https://www.berenberg.de/fileadmin/web/economics/documents_en/macro_views/210218_Virus_update.pdf
https://research.berenberg.com/report/1D015DE3059EB8754A365B5BBC735818?cs=1&sb_userid=108701613&sb_eventid=243389
https://research.berenberg.com/report/1D015DE3059EB8754A365B5BBC735818?cs=1&sb_userid=108701613&sb_eventid=243389
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Chart 1: Confirmed new SARS-CoV-2 infections, per day, per 100,000
people
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Seven-day averages. Source: Johns Hopkins University.

Chart 2: Confirmed new SARS-CoV-2 infections, per day, per 100,000
people
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Chart 3: Total number of COVID-19 vaccinations administered, per 100 peo-
ple
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and complete-
ness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of
private investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.

© 2021 Joh. Berenberg, Gossler & Co. KG
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