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As economic growth stalls yet again, the country is 
being branded the sick man (or even the Japan) of 
Europe. This is inevitably casting a cloud over Europe's 
single currency, the euro, for Germany accounts for a 
full third of the euro countries' output. 

The Economist

Germany - The Sick Man of The Euro!?



Patrick Saner | May 2020 | Swiss Re Institute

Economic Outlook
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The global economy skips a song
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Economic Outlook: Global recession in 2020
Very sharp, deep and likely short with partial recovery in 2H
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Source: Swiss Re Institute

• Global recession in 20201 with global activity contracting twice as much as 
during the Global Financial Crisis (GFC) and more than twice as fast

• Economic recovery to be protracted, with output lost only partially recouped in 
2H 2020. Rising debt will lead to even less resilience in the future

• Significant fiscal stimulus of roughly 4% of global GDP (1.6% at GFC) and 
massive monetary stimulus won’t prevent company bankruptcies and rising 
unemployment

• Interest rates will remain very low. “Financial repression“ is on the rise with 
central banks capping yields to accommodate massive fiscal stimulus, if needed

• Downside scenarios are more likely than an upside scenario (see Alternative 
scenarios). “Stagflation” is a key medium-term risk scenario

1 Please refer to the Appendix to see the assumptions for the Baseline

2019 2020 2021 2022

Real GDP (% change)

US 2.3 -6.4 4.2 1.9

Eurozone 1.2 -7.5 3.8 1.0

China 6.1 3.2 7.0 5.5

CPI (% change)

US 1.8 0.7 1.7 2.3

Eurozone 1.2 0.2 1.0 0.8

China 2.9 3.0 2.5 2.5

CB Policy Rate (%)

US 1.63 0.13 0.13 0.38

Eurozone 0.00 0.00 0.00 0.00

China 2.50 1.80 1.80 2.20

10y Gov. Bond Yield (%)

US 1.90 1.00 1.00 1.20

Eurozone -0.20 -0.60 -0.60 -0.40

China 3.20 2.60 2.60 2.80
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Recession: deep with unusual dynamics
Growth will bounce back but output lost will not be recovered
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• Economic downturn to be felt the strongest in Q1 and 
Q2. GDP to bounce back in 2H, but recovery will be 
protracted and not bring activity back to its previous 
expansion path

• There are many unknowns like the timing and 
sequencing of exit strategies but risks are skewed to the 
downside

• Recovery factors to watch:

1. Time for supply chains to recover

2. Capacity build up

3.   Unemployment increase

4.   Corporate defaults

Shadow box represents the time frame when global yoy GDP growth was computed from the US, Eurozone and 
China quarterly data for the recession induced by the Covid-19 outbreak. This approximation holds for 2020 and 
2021 quarterly data.

Source: Swiss Re Institute
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Recovery: China > US > Europe
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• China has exited the lockdown and re-opened its economy

• The US has the highest COVID cases, but also the most forceful and credible government support

• We are more positive for the economic recovery in the US relative to Europe and see China leading the way

Source: IMF Fiscal Monitor, Refinitiv, Johns Hopkins University, Swiss Re Institute

Size of bubbles is total 
confirmed COVID Cases
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Capital market developments and implications
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The central bank put is alive and stronger than ever

Note: PBoC has never operated QE. Data for PBoC refers to the change of aggregate assets and liability of banks (including private or commercial banks, central bank) in China.
Sources: Bloomberg, Swiss Re Institute

Selected central bank QE purchases, 6m rolling average, in USD bn
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TINA WILL 
BE BACK

Financial markets: The power of gravity
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• Financial repression will continue with the “war time”-like 
government support measures 

• Public debt is surging as a result of fiscal responses, and the need 
for absorbing the debt will keep central banks in a very active mode

• Central banks’ massive policy interventions support risky assets 
valuations, but it is not clear whether the right playbook for risky 
assets is the one from the Great Financial Crisis or the one from 
Japan 30Y ago

• Many companies across the US and Europe are facing debt issues, 
with the rise of Zombie companies a real threat. Keeping such 
companies alive has weighed on Japan’s equity market which still 
stands at roughly half of its 1990 valuation and this despite 20Y 
zero interest rates policy

• We keep a close eye on policy choices and real estate 
developments given Japan’s experience

Theme 1: Low interest rates for longer
Financial repression continues
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Note: Indexed at 100 at peak; peaks are reported in brackets
Source: Bloomberg, Swiss Re Institute
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Theme 2: Monitor alternative scenarios
Amid tremendous uncertainty: scenario thinking is more important than ever! 
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Source: Swiss Re Institute 

Pessimistic: Depression-like Scenario           

15%

• Virus outbreak lasts longer with 2nd waves, 

resulting in extended lockdown measures

• Virus outbreak morphs into a credit crisis 

followed by period of economic stagnation

• Eurozone is exposed to rising 

protectionism and increased internal 

political tensions

Pessimistic: Stagflation Scenario                       

15%

• Similar to the severe recession 

scenario but with:

• Further market malfunctioning and

• Massive policy easing resulting in 

inflationary depression

Optimistic Scenario                                              

10%

• Virus outbreak peaks in April/ May, 

with lockdown measures lifted after 

1-3 months

• Swift and coordinated policy action 

leads to V-shaped recovery; situation 

back to normal by summer 2020

Country/Currency Optimistic Pessimistic - Depression-like Pessimistic - Stagflation
2020 2021 2022 2020 2021 2022 2020 2021 2022

R
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USD -3.4 4.2 2.1 -10.0 2.9 1.5 -6.4 1.0 0.5

EUR -4.5 3.8 1.6 -15.0 2.6 1.1 -7.5 0.7 0.4

RMB 5.2 8.0 5.9 0.2 5.5 4.7 3.2 4.0 4.3

In
fl

a
ti

o
n USD 1.3 1.8 2.3 0.5 0.8 1.7 1.8 2.9 5.0

EUR 0.7 1.1 1.1 -0.2 0.6 0.5 0.8 2.6 4.1

RMB 3.4 2.7 2.5 2.6 1.6 1.8 3.5 3.2 4.9

1
0

y 
yi

e
ld USD 1.5 2.3 2.7 0.1 0.2 0.3 1.5 2.3 3.5

EUR 0.0 1.0 1.6 -1.0 -0.8 -0.5 0.5 1.5 3.0

RMB 2.7 3.4 3.8 1.2 1.4 1.5 2.9 3.8 5.2
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Theme 3: Keep paradigm shifts in mind!
Covid-19 is likely to bring forward some of the megatrends previously identified
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Even more innovative central banks

Fiscal/ Monetary coordination and outright debt monetization

Peak of globalization and parallel supply chains

Accelerated digital transformation

Return of higher inflation?

Rising nationalization / equity stakes from government in large corporations
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Key Takeaways
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R1 - Recession: Deep and

sharp

2 – Recovery: will start in 

H2/20 but be protracted

3 – Risk Scenarios: 

crucial to monitor

& Resilience: is key with

insurance at the forefront for post-
crisis recovery building
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Appendix
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Our outlook is highly dependent on the continuously evolving events surrounding Covid-19, such as the human impact of 
the virus itself, but also the containment measures put in place by governments. 

As such, our baseline is constructed based on the following assumptions:

1. Virus outbreaks in EU and US peak in April/ May, with lockdown measures remaining in place throughout Q2. 
Containment measures remain partially in place well into 2H 2020

2. Activity normalises gradually into 2021, but no V-shaped recovery given weak economic resilience

3. Increase in corporate insolvencies and rating downgrades, though not as bad as during the GFC

4. Tighter financial conditions feed back negatively to the real economy, improving in 2H 2020

5. Higher unemployment and permanent income losses weigh on economic activity, even as pandemic subsides

6. Increasingly coordinated fiscal and monetary stimulus support the economy, markets and confidence

Baseline Assumptions

16

1

2

3

4

5

6



Patrick Saner | May 2020 | Swiss Re Institute

The 2020 bailouts are roughly the size of all bailouts of the last 50 years 
combined
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Bailouts in USD bn vs. G7 debt to GDP ratio

Source: DB
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Indicator levels in a historical context
High financial market volatility, record low levels for PMIs
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Source: Bloomberg, Swiss Re Institute

• US and Eurozone economic data 
currently going through the trough

• Re/insurance is key facilitator and 
shock absorber amid high economic 
uncertainty and capital market 
volatility

H2 2011 Q4 2007 H2 2011 Q4 2007

PMI 52.50            -3.00             -2.40             54.90            -1.90 -11.00 158% 27%

CPI 1.70              -0.02             0.13              1.57              0.31 -0.95 -8% 3%

Fin Con 99.87            1.28              1.08              98.79            1.21 5.46 106% 23%

Consumer conf 71.80            -28.00           -27.50           99.30            -12.00 -27.10 233% 103%

2y 0.18              -1.24             -1.39             1.57              -0.14 -3.18 912% 39%

10y 0.66              -0.91             -1.26             1.92              -1.14 -1.78 79% 51%

Equities 2’843            -16% -12% 3’231            -16% -56% 98% 28%

IG spread 207               111               114               93                  100            395            111% 28%

HY spread 883               445               456               427               328            1’229        136% 36%

PMI 13.50            -37.80           -37.40           50.90            - -

CPI 0.40              -1.00             -0.90             1.30              0.30 -0.90 -333% 111%

Fin Con 100.46          1.19              0.88              99.58            0.43 2.17 277% 55%

Consumer conf -22.70           -14.60           -14.60           -8.10             -5.10 -14.90 286% 98%

2y  -  DE -0.78             -0.15             -0.18             -0.60             -0.93 -2.87 16% 5%

10y - DE -0.57             -0.16             -0.39             -0.19             -1.10 -1.39 14% 11%

2y  -  IT 0.73              0.91              0.77              -0.05             0.58 -2.11 157% -43%

10y - IT 1.86              0.90              0.45              1.41              0.09 -0.08 1027% -1076%

Equities 2’858            -26% -24% 3’745            -25% -59% 106% 44%

Equities - DE 10’657          -23% -20% 13’249          -29% -54% 79% 42%

Equities - IT 17’274          -32% -27% 23’506          -27% -69% 120% 47%

IG spread 190               101               97                  93                  172            371            59% 27%

HY spread 758               394               401               357               457            1’720        86% 23%

PMI 46.70            -5.20             -5.90             52.60            0.00 0.00 0% 0%

CPI 4.30              -1.10             -0.20             4.50              -0.30 -7.80 367% 14%

Fin Con 101.79          -0.50             -0.32             102.11          2.04 4.90 -25% -10%

Consumer conf 122.20          -4.20             -4.40             126.60          -4.70 -12.10 89% 35%

Shanghai comp 2’860            -4% -6% 3’050            -15% -62% 26% 6%

Hang Seng 23’869          -14% -15% 28’190          -28% -58% 50% 24%

Corp credit spread 470               130               138               332 497 791 26% 16%

VIX 34.32            19.94            20.54            13.78            23.30 33.21 86% 60%

Libor-OIS 0.50              0.36              0.15              0.35              0.14 0.43 260% 85%

Ted spread 0.43              0.31              0.07              0.36              0.16 -0.14 196% -221%

MOVE Index 49.25            -18.79           -9.03             58.28            24.70 67.80 -76% -28%
Brent crude oil 29.61            -28.74           -33.85           63.46            

Gold spot 1’696.62       88.92            173.79          1’522.83       20.70 201.46 430% 44%

Updated on 05.05.20

Peaks and troughs defined by S&P highs/lows

Global
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• Global total insurance premium to contract, as Covid-19 is estimated to cut growth 
by ~ 2 pct points in real terms

• Premium growth remains positive for P&C and shrinks for L&H, while rebounding 
next year. Emerging markets remain industry growth driver; China is still on course to 
be the world's largest insurance market in the 2030s

• The pandemic shock could be a “wake-up” call for higher risk awareness, translating 
into higher willingness for insurance take-up

• Paradigm shift towards parallel global supply chains will provide new growth 
opportunities, incl. in property, engineering and surety covers in the recipients 
markets of newly relocated production, mostly other EM Asian markets

• Rising opportunities in digital-related insurance as more daily life and work-life 
interactions move online. 

An overview of the insurance market outlook 
Covid-19 will take tolls on premium, but de-risk of global supply chain will bring new opportunities 

19

2020F 2021F 2022F

P&C 0.9 2.5 2.6

L&H -3.1 3.2 2.7

Total -1.0 2.8 2.6

Global Financial Crisis recession path 

2008 2009 2010

P&C -2.3 -0,9 1.2

L&H -6.3 -0.1 3.2

Total -4.0 -0.4 2.4

Source: Swiss Re Institute 

Direct Premium real growth (%)
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P&C: Premium growth remains positive & a less steep downturn compared to GFC
Underwriting results will be buffer by lower claim frequency in personal lines 
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Global P&C premium real growth compared with GFC   • Covid-19 is expected to cut global P&C insurance premium 
by ~ 2 pcts to 0.9% in 2020

• Emerging markets continue to outperform (+2.2%), driven 
by solid growth in China (+5.8%)

• Overall claims costs will decline due to lower claims 
frequency in personal lines, albeit some commercial lines 
will face higher claims

• Social inflation. Insurers need to watch out for claims risks 
arising from Covid-19 coverage disputes

• ROE to fall to about 5% in 2020, from 7.5% in 2019

• A less steep downturn compared to GFC a swifter recover 
in 2021, with premium growth  rebound to 2.4%, before 
gradually reverting to trend

Note: We estimate the 2020 ROE as follows: the expected underwriting result, plus current investment return (which will be lower than in 
2019 because of the lower interest rate), plus realized capital losses and impairments (we assumed similar than in 2008) minus taxes.
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Life: Contraction 3% in 2020, followed by a strong rebound in 2021
Savings-type business will be hard hit, protection business will face higher mortality claims
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Global life real premium growth compared with previous 
recessions • Covid-19 crisis will trim global Life premiums growth (in real 

terms) by ~ 6 ppt in 2020

• Life premium is expected to contract by 3% globally, but 
emerging markets will still see decent growth (+7%), driven 
by strong growth in China (+10%)

• Savings-type business will be hard hit. Protection business 
volume will be less affected, but will face higher mortality 
claims. Private medical insurance will also face higher claims

• Life insurers, operating with higher asset leverage, will see 
bigger balance sheet impacts from falling equity prices and  
interest rate

• We expect a strong above-trend rebound to 3.2% real growth 
in 2021 alongside gradually normalized financial market 
conditions
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Legal notice

©2020 Swiss Re. All rights reserved. You may use this presentation for private or internal purposes but note that any 
copyright or other proprietary notices must not be removed. You are not permitted to create any modifications or 
derivative works of this presentation, or to use it for commercial or other public purposes, without the prior written 
permission of Swiss Re.

The information and opinions contained in the presentation are provided as at the date of the presentation and may 
change. Although the information used was taken from reliable sources, Swiss Re does not accept any responsibility 
for its accuracy or comprehensiveness or its updating. All liability for the accuracy and completeness of the 
information or for any damage or loss resulting from its use is expressly excluded. 


