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Risk landscape: What’s new? 

• Our baseline is for a global recession with global growth being well below 2% 
this year. The global recession is expected to still be mild in a historical recession 
context, but risks remain titled to the downside; the global recession would be deeper 
and more prolonged should the virus outbreak not peak in April/May. 

• We expect growth to decelerate quite abruptly across the board with a 
recession in Japan and the Eurozone (incl. Italy, France and Germany). The US and 
China are forecast to remain more resilient, even though the risk of both a US 
recession and a China hard landing has risen to a very high 40%, and 2020 US 
growth has been revised 50 bps lower to just 1.1%. 

• We foresee further monetary easing, without it offsetting the economic disruption. 
We forecast another 100 bps cut in the Fed funds rate, with the next move 
already at the scheduled March meeting. Further, we see a 10 bps cut in the ECB’s 
deposit rate and stepped up QE, including corporate bond purchases. The Bank of 
England is also expected to cut the bank rate by 50 bps at the next meeting. Central 
bank action would need to be coordinated with forceful fiscal expansion to be 
more effective, but not a lot of fiscal measures have been proposed thus far outside 
Asia. Should the situation deteriorate further, global central bank and fiscal 
coordination among the G7 is most likely.   

• Global bond yields will remain even lower as US rates are quite likely to 
temporarily go below zero percent. Given market dynamics, we forecast US 10-
year yields to remain below 1% until end-2021. US yields may well drop as low 
as zero or even below temporarily, even without a technical recession domestically. 
German 10-year yields are expected to remain negative for the foreseeable future. 

• The virus outbreak in the EU and US is still intensifying with the whole of Italy 
under quarantine. In China, the spread of the virus appears to have peaked, with 
early signs of normalizing activity. Because of the spreading global weakness, we 
have further cut our forecast for 2020 growth across G7 economies. 

• Risks remain to the downside. The synchronized realisation of some of the macro 
risks (see page 3) would result in an exacerbated economic impact. Key downside 
risks include tightening of financial conditions feeding back into economic activity.  

Baseline view 
We expect a global recession in 2020, with growth well below 2% for the year. Central 
banks will ease further but lower policy rates will not support economic activity. Global 
long-term yields will remain even lower with US rates quite likely to go temporarily below 
zero percent. Prolonged financial condition tightening poses further downside and 
increases the risk of a global credit crisis. 

 
Source: Swiss Re Institute  

Key forecasts (in %)

2020 2021 2020 2021 2020 2021 2020 2021

US 1.1 1.8 1.5 1.7 0.13 0.13 1.00 1.00

Euro Area -0.4 0.8 0.7 0.9 0.00 0.00 -0.60 -0.60

China 4.8 5.5 3.0 2.5 2.35 2.35 2.80 2.85

10y yieldReal GDP growth Inflation CB policy rate

Key Takeaways: 

• We expect a global recession 
this year and no "V"-shaped 
recovery given the global 
coronavirus outbreak, tightening 
financial conditions and the weak 
economic resilience to start with  

• A number of G7 economies will 
see a recession, particularly 
Japan and the Eurozone  

• The risk of both a US recession 
and a China hard landing has 
increased to a very high 40%  

• We foresee further monetary 
easing across the board, though 
it will unlikely offset the economic 
disruption  

• US 10-year yields are likely to 
remain below 1% until end-2021 
and are quite likely to drop sub-
zero temporarily  

• Balance of risks remains tilted 
to the downside. Traditional 
policy tools make it much more 
difficult to manage the common 
global supply and demand shock  

• Watch our monthly outlook video  
 

“We expect a global recession with economic risks having intensified abruptly. Fact is: the coronavirus is hitting the 
global economy when economic resilience is already weak to start with."     
 Jérôme Haegeli, Group Chief Economist 

Risk of prolonged 
coronavirus outbreak 

Negative Positive 

Risk of global 
credit crisis 

Fiscal stimulus in 
the US, Europe, 

Japan and China 

Financial conditions 
tightening  

Coronavirus 
peaks in March 

/ early April 
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Economic and financial risk insights 

In focus: Revisions to global growth 

 
The baseline scenario is highly dependent on the evolution of Covid-19, the 
containment measures put in place as a result as well the evolvement of the financial 
market conditions (see table below). 
 
Baseline • Virus outbreaks in EU and US peaking in April/May.  

• Disruption to economic activity relatively short lived, but no V-
shaped recovery, with activity normalizing gradually into 2021  

• Coronavirus shock to lead to disrupted global supply chains, drop in 
exports, lower tourism, and fall in discretionary consumer spending 

• Coordinated fiscal and monetary stimulus support economy, markets 
and confidence. Expectation for another 100 bps cut in the Fed funds 
rate back to 0-0.25% 

• Further and prolonged financial conditions tightening would 
feedback negatively on the global economy, risking the global 
recession to be deeper and more protracted 

Pessimistic • Virus outbreak is more severe and lasts longer with no peak in sight 
in H1 2020: protracted global recession through Q4 2020, also 
because advanced economy monetary buffers will be exhausted by then 

• Tighter financial conditions despite fiscal and monetary easing as a 
result of surge in rating downgrades and corporate insolvencies 

• Unemployment increase and fall in consumption (lagged from financial 
indicators), continuing a negative feedback loop into the economy 

Optimistic • Virus outbreak swiftly dissipates in Spring; supply chain disruptions 
are sharp but short lived 

• Most activity is recouped during H2  
 
Figure: 
Real GDP growth in 2020 under different scenarios (%) 

Source: Swiss Re Institute 
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Risk Scenario Explanation 

Probability 
& Trend 

US recession 

Economic momentum was already soft due to the business planning uncertainties 
created by the US-China trade war. The spreading coronavirus, which has significantly 
impacted global supply chains and will also depress demand in virus-affected areas, has 
increased downside risks significantly, also in the US.  

Key to watch: Spead of coronavirus, financial conditions, yield curve, leading indicators 

40%   

Chinese hard 
landing 

The coronavirus outbreak delivered a shock to the Chinese economy, in turn raising the 
risk of a hard-landing. Growth in the first quarter will likely be reduced significantly by 
more than 2ppt. The risk of a dismal second quarter has also increased alongside fast 
spread of the virus overseas, which could have negative feedback on growth in China.   

Key to watch: Situation of coronavirus, production resumption, public health controls, 
central bank actions, counter measures to renminbi depreciation  

40%   

Global credit 
crisis 

With financial markets already facing a crisis, credit markets are facing the risk of more 
downgrades and potentially higher defaults in the coming months. Global debt levels 
have risen substantially over the past decade, driven by higher Chinese private debt and 
increased sovereign debt issuance in advanced economies. This could become 
unsustainable with investors demanding higher risk compensation leading to defaults.  

Key to watch: Earnings releases, corporate credit spreads, restructuring/ default rates 
 

35%  

CB policy error  

Monetary policy will be deployed further to combat the uncertainty from the coronavirus. 
Although this is unlikely to offset the drag on economic activity, it could avoid excessive 
tightening of financial conditions. By contrast, longer-term risks associated with a loss in 
central bank credibility and exhausted tools are on the rise. 

Key to watch: 12 Mar: ECB meeting, 17 Mar: Fed meeting, 21 Mar: BoE meeting 

25%  

Trade war 

US-China tensions continue to ebb and flow. The signing of the 'Phase One' deal and the 
focus on the coronavirus has created a hiatus in the dispute between US and China, but 
we expect no meaningful resolution anytime soon. The WTO ruling on Airbus has 
complicated US-EU relations; further escalation in tensions is possible. 

Key to watch: 'Phase One' implementation, roll back of announced US-China tariffs in 
the coming months; Trump's decision on Boeing/Airbus, the auto sector and digital tax 

  

25%   

Destabilisation of 
the EU/Euro area 

Several conflict areas are present in the EU, incl. migration policy, national budgets, 
cross-country crisis coordination to the virus outbreak and the rule of law. Other 
unresolved issues, such as fragile banking sectors, elevated debt burdens, and disorderly 
Brexit could surface again in the anticipated downturn. 

Key to watch: Coronavirus government responses, Migration developments, ECB/EU 
Commission agenda under new leadership, regional elections in Italy (31 May) 

15%  
 

Inflation risks 

Inflation risks are declining since the demand shock from the coronavirus may outweigh 
the supply shock. A sustained and significant drop in oil prices would also push inflation 
lower in the short-term.  

Key to watch: OPEC communication; 11 Mar: US CPI, 18 Mar: Eurozone HICP, 27 Mar: 
US PCE  

10%  

Stronger global 
growth 

Stronger growth (than baseline) could come from either a faster-than-expected end to 
the coronavirus spread or coordinated monetary and fiscal responses across countries. A 
medium-term resolution of the US-China trade disputes and tariff roll-back would also be 
an upside risk. A less damaging growth impact from Brexit. 

Key to watch: Strong credit impulse, Brexit negotiations, real interest rates 

5% = 

Global risk monitor (12-month outlook) 
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US: 
The 2020 growth forecast is reduced to just 1.1%. 
While the Fed has cut rates by 50 bps inter-
meeting, we foresee rates back to the lower bound 
by June and don't expect the 10-year yield to go 
above 1% before end-2021. 
 

  

 

Euro area: 
A Euro area recession for 2020 is our baseline.  
Italy will suffer the most. Even countries that are 
not (yet) directly affected by the virus outbreak will 
feel the impact via weaker export demand, supply 
chain disruptions and the financial market channel. 
Inflation and bond yields are lower too. 
 

  

United Kingdom: 
We revised lower our GDP growth and inflation 
projections for 2020/21 given the negative global 
economic fallout. We're now looking for a timely 
response from the BoE, cutting rates overall twice 
this year, and expect 10-year yields to end the year 
lower. 
 

  

Japan: 
We expect a recession in 2020 on the back of a 
larger than expected impact from covid-19. We 
expect further monetary and fiscal support.   
 
 

 
 

China: 
We have lowered GDP growth to 4.8 in 2020 and 
5.5% in 2021. The official manufacturing PMI 
plunged to a record-low of 35.7 in February, 
reflecting the prolonged factory closedown 
enforced to stop the spread of the virus. Monetary 
policy remains loose while more fiscal stimulus 
was announced to support growth. We expect a 
strong rebound in growth from 2Q.  

   
 
Note: Arrows signal up-/ downward revisions from last month. 

 
In case you missed it … 

• US Economic Outlook (Mar 2020): click here for the report 
• Economic Insights: The growing intangibility of business value: expanding the boundaries of insurability (28 Feb 

2020): click here for the report 
• Economic Insights: PPP in Japan's public assets: a near USD 1 billion annual insurance opportunity (18 Feb 2020) 

click here for the report 
• sigma 5/2019: Indexing resilience: A primer for insurance markets and economies (Sep 2019): click here for 

the report 

  

US 2019 2020 2021 2019 2020 2021

Swiss Re Institute 2.3 1.1 ↓ 1.8 1.8 1.5 ↓ 1.7 ↓

Consensus 1.9 2.0 2.0 2.1
IMF 2.1 1.7 2.3 2.4

Swiss Re Institute 1.63 0.13 ↓ 0.13 ↓ 1.92 1.00 ↓ 1.00 ↓

Bloomberg Consensus 1.44 1.54 1.92 2.14

Real GDP (% change)

10y Gov. Bond Yield (%)Fed Funds Rate (%)

CPI (% change)

Euro Area 2019 2020 2021 2019 2020 2021

Swiss Re Institute 1.2 -0.4 ↓ 0.8 ↓ 1.2 0.7 ↓ 0.9 ↓

Consensus 0.9 1.2 1.2 1.4
IMF 1.4 1.4 1.4 1.5

Swiss Re Institute 0.00 0.00 0.00 -0.19 -0.60 ↓ -0.60 ↓

Bloomberg Consensus 0.00 0.00 -0.28 -0.01

Refi. Rate (%)

Real GDP (% change) CPI (% change)

10y Gov. Bond Yield (%)

UK 2019 2020 2021 2019 2020 2021

Swiss Re Institute 1.4 0.4 ↓ 1.1 ↓ 1.8 1.4 ↓ 1.6 ↓

Consensus 1.1 1.5 1.6 1.9
IMF 1.4 1.5 1.9 2.0

Swiss Re Institute 0.75 0.25 ↓ 0.25 ↓ 0.82 0.40 ↓ 0.40 ↓

Bloomberg Consensus 0.65 0.80 0.82 1.12

Bank Rate (%)

Real GDP (% change)

10y Gov. Bond Yield (%)

CPI (% change)

Japan 2019 2020 2021 2019 2020 2021

Swiss Re Institute 0.8 ↓ -0.6 ↓ 0.5 ↓ 0.5 0.5 ↑ 1.0
Consensus 0.3 0.8 0.6 0.6
IMF 0.5 0.5 1.3 0.7

Swiss Re Institute -0.07 0.00 0.00 -0.01 0.00 0.00
Bloomberg Consensus -0.10 0.00 -0.05 0.02

Overnight Call Rate (%)

Real GDP (% change) CPI (% change)

10y Gov. Bond Yield (%)

China 2019 2020 2021 2019 2020 2021

Swiss Re Institute 6.1 4.8 ↓ 5.5 ↓ 2.9 3.0 2.5
IMF 5.8 5.9 2.4 2.8

Swiss Re Institute 2.50 2.35 2.35 3.14 2.80 ↓ 2.85 ↓

Bloomberg Consensus - - 2.84 2.81

CPI (% change)

10y Gov. Bond Yield (%)Reverse Repurchase Rate 7d (%)

Real GDP (% change)

Regional forecast overview 

https://www.swissre.com/institute/research/sigma-research/Economic-Outlook/us-outlook-march-2020
https://www.swissre.com/institute/research/sigma-research/Economic-Outlook/us-outlook-march-2020
https://www.swissre.com/institute/research/sigma-research/Economic-Insights/intangible-assets-insurability.html
https://www.swissre.com/institute/research/sigma-research/Economic-Insights/intangible-assets-insurability.html
https://www.swissre.com/institute/research/sigma-research/Economic-Insights/japan-public-asset-insurance-opportunity.html
https://www.swissre.com/institute/research/sigma-research/Economic-Insights/japan-public-asset-insurance-opportunity.html
https://www.swissre.com/institute/research/sigma-research/sigma-2019-05.html
https://www.swissre.com/institute/research/sigma-research/sigma-2019-05.html
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conclusions contained in this publication are for information purposes only and the 
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