
What happens when a major section of machinery that is supposed to run perpetually suddenly grinds to
a halt? We are about to find out.
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To understand why the world economy is in grave peril because of the spread of coronavirus, it helps to

grasp one idea that is at once blindingly obvious and sneakily profound.

One person’s spending is another person’s income. That, in a single sentence, is what the $87 trillion global

economy is.

That relationship, between spending and income, consumption and production, is at the core of how a

capitalist economy works. It is the basis of a perpetual motion machine. We buy the things we want and

need, and in exchange give money to the people who produced those things, who in turn use that money to

buy the things they want and need, and so on, forever.

One Simple Idea That Explains Why
the Economy Is in Great Danger

An empty restaurant near Grand Central Terminal in New York on Monday. Eating out

is one type of spending sure to drop sharply as communities struggle to reduce the

spread of coronavirus. John Minchillo/Associated Press
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What is so deeply worrying about the potential economic ripple effects of the virus is that it requires this

perpetual motion machine to come to a near-complete stop across large chunks of the economy, for an

indeterminate period of time.

No modern economy has experienced anything quite like this. We simply don’t know how the economic

machine will respond to the damage that is starting to occur, nor how hard or easy it will be to turn it back

on again.

Thanks to government statistical tables, we can understand the sheer size of the economic sectors that

appear to be entering a near shutdown. The United States and much of the world are on the verge of a

tremendous shrinkage in consumption spending, which in turn will mean less economic output and lower

incomes among the people who provide those services.

The Bureau of Economic Analysis tables of personal consumption expenditures include three categories

likely to see very sharp declines in the weeks ahead. Americans spent $478 billion on transportation

services in 2019 (which includes things like airfare and train fare but not the purchase of personal

automobiles).

They spent $586 billion on recreation services (think tickets to sports events or gambling losses in a casino).

And they spent $1.02 trillion on food services and accommodation (restaurant meals and hotel stays, but not

grocery store food brought home).

That adds up to $2.1 trillion a year, 14 percent of total consumption spending — which appears likely to dry

up for at least a few weeks and maybe longer. We don’t know how much those consumption numbers will

drop, and for how long, just that it will be by a lot.

So what might such a collapse in spending in those major categories mean for the other side of the ledger,

incomes?

That revenue from those sectors goes a lot of places. It pays employees for their labor directly. It goes to

suppliers. It pays taxes that finance the police and schoolteachers, rent that rewards property owners, and

profits that accrue to investors. All of those flows of cash are in danger as consumption spending plunges.

The five sectors experiencing the most direct and immediate collapse in demand or facing government-

mandated shutdowns because of coronavirus are air transportation; performing arts and sports; gambling

and recreation; hotels and other lodging; and restaurants and bars.

Together, they accounted for $574 billion in total employee compensation in 2018, about 10 percent of the

total. It was spread among 13.8 million full-time equivalent employees.

Those numbers represent the share of the economy at most direct risk. These are the industries and

workers where revenue is likely to plummet; they will simply not have enough revenue to fulfill their usual

obligations. In danger is the $11 billion a week they normally pay their employees, not to mention all those

payments for rent, debt service and property taxes.

Get an informed guide to the global outbreak with our daily coronavirus

newsletter.
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It is true that there will be some offsetting effects — more food bought from grocery stores rather than

restaurants, for example, and greater health care spending. But the economy can’t adjust on a dime, and the

fact that doctors, nurses and grocery store clerks may end up working longer hours won’t make up for

millions of waiters, flight attendants and hotel housekeepers who are likely to see their incomes plunge.

Just the potential initial effects from all those restaurant meals not eaten, hotel rooms sitting empty and

aircraft temporarily mothballed are potentially huge. And that’s before accounting for the ways those could

ripple into second- and third-order effects.

What happens if widespread bankruptcies were to cause losses in the banking system and cause a

tightening of credit across the economy? In that situation, companies with perfectly sound finances today —

which should be able to ride out the crisis — could find themselves unable to carry on simply because of a

cash crunch. (That, incidentally, is the kind of ripple effect that the Federal Reserve and the Trump

administration are desperately trying to head off).

Or what if the plunging price of oil (caused by both geopolitical machinations and the global collapse of

demand resulting from coronavirus effects) leads to widespread job losses and bankruptcies in energy-

producing areas?

These are hardly fanciful scenarios; the financial markets are signaling that they are quite plausible. But

they show that, even as consequential as the initial economic hit from everyone staying at home may be, it

might only be the beginning of economic troubles.

It’s tempting to look at another recent event when much of the economy, especially tied to travel, seemed to

dry up overnight. But the more you look at the actual numbers of what happened to key industries after the

Sept. 11, 2001, terrorist attacks, the milder it looks compared with what is happening now.

Consider restaurants. Americans spent $26.9 billion at restaurants and bars in August 2001, and $26.2 billion

in September 2001, a mere 2.3 percent drop. By December of that year, sales were back above August levels

(numbers adjusted for ordinary seasonal variations).

The cumulative shortfall of restaurant sales that autumn compared with a world where they had held

steady at August levels was about $1.2 billion, a trivial amount in what was then a $10.6 trillion economy.

Employment in the food service sector reached a trough of 8.4 million jobs in October 2001, only about

16,000 below its August level.

It seems improbable that the coronavirus shutdown will have such mild effects on that industry. There is a

big difference between a slump in business because people are not in the mood to celebrate, and one

mandated by citywide shutdowns or other restrictions on business activity.

For weeks, as the novel coronavirus spread, a common line among economists was that it would cause a

“supply shock,” limiting the availability of certain manufactured goods made in China.

But huge swaths of the economy are starting to experience the biggest demand shock any of us have ever

seen. And we’ll soon find out what happens once a mighty economic machine gets a microscopic, yet potent,

virus in its gears.
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What is social distancing?

It means minimizing contact with people and maintaining a distance of at
least six feet between you and others. Avoid public transportation, limit
nonessential travel, work from home and skip gatherings. This strategy
saved thousands of lives both during the Spanish flu pandemic of 1918
and in Mexico City during the 2009 flu pandemic.

•

I’m young. Can I continue to socialize?

Please don’t. There is no question that older people and those with
underlying health conditions are most vulnerable to the virus, but young

•
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