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The Black Swan1 

How the coronavirus epidemic affects the fragile global economy 

Some events can be rare and consequential, but somewhat predictable, 

particularly to those who are prepared for them and have the tools to understand them. 

-Nassim N. Taleb, 2010. 

• The coronavirus pandemic will push the world economy first into a recession and then, due to the 

fragilities of the global economy, into a depression.  

• The draconian measures taken by China, widespread fear and the global spread of the virus will result 

in a punishing economic landscape because of supply-chain disruptions and demand destruction. 

• The final disaster, a global depression, emerges as a result of constant manipulation by central banks 

and China over the past 11 years, and also due to the failed bank cleanup after the GFC in Europe. 

• Many firms will face increasing supply-chain issues and falling global demand for their products, but 

also a probable rise in interest costs going forward.  

• Prepper’s Bunker: Coronavirus update -report, where we detail how investors, households and 

corporations can prepare for the crisis, is available here. 

 

The coronavirus is about to hit the global economy 

like a sledgehammer. It has already caused serious 

disruptions in production, air travel and commerce. 

And more is on the way. It can be considered a 

Black Swan, an extremely rare, unpredictable event 

that ambushes the world economy.2  

Although it clearly was highly unlikely, pandemics 

are hardly new.3 The world has seen several of them 

in history. However, their onset is practically 

impossible to forecast, and when they appear in 

crucial economic hubs with large populations and 

spread globally, their effects and costs tend to be 

 
1 GnS Economics wants to thank Vishal Vora and Nishant Maheshwari for their indispensable contribution in tracking the spread 

and effects of the coronavirus.  

2 The term Black Swan was coined by Nassim Nicholas Taleb in his path-breaking book “Black Swan: The Impact of the Highly 

Improbable.” 

3 Plagues, ‘Black Death’, cholera, smallpox, the Spanish Flu and Ebola offer few examples of pandemics. 

disproportionate. This is what makes the 

coronavirus an economic Black Swan event. 

However, much of the consequent economic impact 

of the coronavirus should not come as a complete 

surprise to an informed observer. We have been 

warning about the fragility of the global economy 

since March 2017. We have made it clear that if any 

larger shock should hit the global economy, it 

would, with a high likelihood, launch it on a path 

towards a global financial crisis and depression. 

The coronavirus is just such a shock.  

In this report, we will deal with the aftermath of the 

coronavirus outbreak and link it to other 
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developments that will drive the global economy 

into depression. We will run different modeling 

scenarios to show how this outbreak, combined 

with the deeply rooted fragility of the global 

economy and the financial markets, is likely to 

affect the global economy. We should alert readers 

in advance that our conclusions will not be pretty.  

But first, we address the main sources of the current 

fragility of the global economy. They will reveal 

that while the coronavirus itself is definitely a Black 

Swan, its economic consequences should not be 

considered in exactly the same light. The economic 

ramifications are in fact a grey swan, predictable, 

understandable and empirical, and they would 

almost certainly have occurred sooner or later even 

without the coronavirus outbreak.  

The fragility 

There are three main culprits which explain why the 

global economy is plummeting into an economic 

and financial abyss: 

1) The failed cleanup of the 2007-2008 

financial crisis. 

2) Unprecedented and ever-growing market 

manipulation by central banks. 

3) The unsustainability of the post-crisis debt-

stimulus by China 

The failed cleanup 

The Global Financial Crisis was considered a Black 

Swan event to many. However, it was no such thing. 

It was a massive failure of hedging and 

diversification within the global banking system, 

 
4 The shadow banking sector provides credit intermediation 

through different institutions, instruments and markets. It's 

a deposit-like banking system for firms and institutional 

investors, but because it does not accept deposits in their 

traditional form from consumers and corporations, it mostly 

falls outside of the banking supervision and regulative 

framework. This also means that the shadow banks can take 

bigger risks and operate with higher leverage than their 

regulated counterparts. 

most notably in the U.S., and a number of 

prominent analysts saw it coming.   

During the run-up to that crisis, the regulated 

commercial banking sector found a way around the 

regulation and nurtured a new "shadow" banking 

system.4 Shadow banks usually funded themselves 

by selling securitized loans obtained from the 

lending operations of commercial banks to repo and 

commercial paper markets. These exotic financial 

products often received the highest credit ratings 

which prompted some financial institutions to even 

use them as collateral. The Global Financial Crisis 

of 2008 came to be when the losses in these exotic 

financial products—comprised mostly of 

mortgages and derivatives—proved to be nearly 

worthless after the U.S. housing bubble burst in 

2006 and loan defaults started to mount.5  

In retrospect one can see that while banks were 

wound down and recapitalized in the U.S. after the 

GFC, an equivalent restructuring did not happen in 

Europe.6 Stricken European banks were left to 

linger in a state of permanent financial distress.  

“Outright Monetary Transactions” or “OMT”, 

negative interest rates, and the QE program all 

aggravated the predicament of European banks.  

The failure to resolve the 2008 crisis ‘zombified’ 

the European banking sector, a situation which 

persists today (see Q-Review 3/2019 for a detailed 

account). 

Central banks 

Another pivotal moment for the world economy 

came in March of 2009, when the Fed extended its 

asset purchase program to include U.S. Treasuries 

5 See a more detailed explanation of the crisis from our 

blog: 10 years from Lehman. And nothing has been fixed.  

6 While around 165 banks failed in the US in 2008 and 2009, 

only a few banks failed in Europe, and those were mostly 

concentrated in one country, Iceland, where the entire 

banking sector collapsed. 
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and mortgage-backed securities. These became 

known as the notorious Quantitative Easing or 

“QE” programs, and they have persisted in one 

form or another ever since.   

In a QE-program, a central bank buys financial 

assets in an effort to stimulate the economy by 

lowering long-term rates, injecting liquidity, and 

creating a speculative “wealth effect”. Such activity 

artificially increases the demand for investment-

grade assets and pushes bond prices up and yields 

down. Investors are forced into higher-yielding and 

ever-riskier products as yields drop. This creates 

“spread compression”, where yields on both 

investment and non-investment grade assets start to 

converge. This artificial demand, initiated by the 

bond purchases of the central bank (QE) increases 

values across basically all asset classes, creating an 

'everything bubble'.  

QE also leads to excess liquidity in the financial 

markets. When a central bank buys investment-

grade bonds, it increases the liquidity—both money 

and “money-like” instruments—among private 

investors, which lowers the premium for illiquidity. 

The majority of this "new" money starts to look for 

profitable investments. As demand elevates the 

price of investment-grade assets, investors seek 

higher-yielding products such as equities. Because 

there is a persistent buyer, a central bank, which is 

indifferent to rising prices and provides ample 

liquidity for private market participants, market 

volatility decreases, encouraging investors to take 

even more risk. If central bankers react to falling 

markets by increasing purchases, which is what 

many central banks have done (see, e.g., Q-Review 

4/2018), investors get accustomed to these 

seemingly riskless strategies which imply a 

guarantee of market-wide profits by the central 

banks. Machines, computer algorithms, passive 

investment funds and active investors will ‘buy the 

dip’ every time the market falls. If this phenomenon 

 
7 See, McMahon (2018, p. 122). 

is repeated over the course of years, complacency 

becomes deeply entrenched in investor psychology.   

Central banks quickly assumed the role of “lender 

of first resort” in the capital markets, and their 

balance sheets ballooned (see Figure 1). Asset 

prices rose to never-before-seen heights (see e.g., 

Q-Review 1/2018 for a detailed account). 

Continuous market bailouts, culminating in the 

‘pivot’ of the Fed in early January 2019 and its 

repo-bailout in September, removed all market 

discipline and incentivized investors to wild 

speculation (see Q-Review 4/2019 for details).  

China 

Chinese leaders also reacted quickly when the 

financial crash of 2008 precipitated a global 

recession. China initiated massive infrastructure 

programs that jump-started the world economy to a 

renewed upward trajectory. These programs were 

financed by credit issued by state-controlled banks, 

which Beijing can compel to lend, and the banks 

responded by doubling the volume of loans YoY. 

Between 2007 and 2015, 63% of all new money 

created globally came from China, and most of this 

increase was created by commercial banks.7 Since 

2009, China has accounted for over half of all 

investments to physical capital in large 

industrialized nations.  Such massive credit 

stimulus boosted the world economy—and 

especially Europe—into a sharp recovery from a 

short but deep recession.  

However, centralized command-and-control over 

the banking sector has an obvious drawback. When 

banks are forced to lend, a growing share of that 

lending is likely to go to projects that are not 

economically viable. This starts to strangle 

productivity growth, which first stagnated and then 

started to fall in China in 2012 (see Figure 2). More 

ominously, once the stimulus was started, China 

could not turn it off.  
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This became apparent in 2015, when Chinese 

leaders tried to stabilize the economy by tightening 

the availability of credit, especially to the 

manufacturing sector. This led to a slump in the 

Chinese housing market, which had already 

weakened in 2014. Because real estate had become 

the backbone of Chinese economy over the past two 

decades, the overall economy soured quickly. The 

Chinese stock market started to fall, and the global 

economy sputtered. So, another round of massive 

debt-driven stimulus, this time through the ‘shadow 

banking’ sector, was enacted. During 2016, China 

unleashed a never-before seen credit bonanza 

tripling the size of the “shadow banking sector”, as 

shown by the data of the People's Bank of China 

(see Figure 3).  

By the end of 2017, the assets of the shadow 

banking sector stood at mind-boggling 367% of 

GDP.8 To compare, the assets of the shadow 

banking sector in the U.S. were around 230% of 

GDP before the 2008 crisis. Because the shadow 

banking sector operates outside the normal 

regulatory framework, their funding operations are 

certain to be much more risky than those of the 

commercial banks. However, the commercial 

banking sector has also become extremely levered, 

posting over 500% growth of credit since 2008.9 As 

a result the sector is now totally incapable of coping 

with any significant shock. 

Chinese debt stimulus over the years was generally 

enacted through state-owned enterprises, or 

SOEs.10 At the end of 2015, Chinese firms carried a 

debt burden of 163% of GDP. By comparison, 

South Korean firms had a debt-to-GDP ratio of 

 
8 Please note that the PBoC has not made its estimate on 

the shadow banking asset available for 2018.  

9 See, BIS. 

10 See, McMahon (2018, p. 31). 

11 See, e.g., the Merics.  

12 See, Bloomberg. 

105% and the U.S. firms 71%. Since then, the debt 

loads of Chinese corporations have only continued 

to increase.11 This year, Chinese companies face the 

prospect of refinancing debt maturities of $944 

billion onshore, and $90 billion offshore.12 

This quite simply means that any prolonged 

slowing of growth—not mention an actual negative 

GDP print—will lead to serious problems in the 

corporate and banking sectors. Highly-indebted 

firms are likely to default and the ratio of non-

performing loans will explode hitting the banking 

sector hard.13 The outbreak of the coronavirus could 

not have come at the worse time for China, as its 

economy was already slowing.   

It should be noted that every time China tried to 

moderate its voracious growth in debt, the global 

economy backfired (see Figure 4). So, when China 

finally succumbs to a recession, one can anticipate 

that the day of reckoning would also finally arrive 

for the global economy. 

The shock 

The shock appeared in January, when the outbreak 

of the coronavirus in Wuhan, China, was publicly 

disclosed.14  China responded with draconian 

measures, which in-and-of themselves reveal a 

compelling story about the severity of the virus.  

As a first step, China quarantined its 9th largest city, 

Wuhan, isolating its population of approximately 

11 million.  These measures were quickly expanded  

and by the end of January, the entire province of  

Hubei—close to 60 million people!!—were in 

13 See, e.g., the relatively conservative estimates of UBS and 

S&P Global.  

14 There are credible reports stating that the virus outbreak 

had already started in December (See, e.g. The Washington 

Post and South China Morning Post and Phylogenetic 

analysis of SARS-COV-2), but it was not acknowledged 

officially, most likely due to the critical stage of the trade 

negotiations with the U.S. at the time.  
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effective lockdown.15 In early February, Hong 

Kong imposed two-week quarantine for all people 

travelling from mainland China.16 Around the same 

time, Zhejiang province, with a population of some 

57 million, closed public venues, cancelled mass 

events, including funerals and weddings, and 

started to dictate how often people could go out.17 

Also, Beijing established limits for outsiders 

arriving in the city, while also establishing  

checkpoints and the complete lockdown of 

communities in the case of an outbreak.18 In late 

February China started to ease some of these 

restrictions.  

However, the effects of the 2019-nCov, the official 

name issued to the coronavirus by the World Health 

Organization or Covid-19, are much wider. Some 

examples:  pollution levels in major Chinese cities, 

analyzed by Morgan Stanley,19 showed a drop of 

20-50% in pollution compared to historical 

averages in February. By mid-February, operating 

rates of independent Chinese oil refineries had 

collapsed by close to 50% and coal consumption 

was running some 80% lower compared to same 

time last year.20 Traffic congestion data in major 

cities, like Beijing, Shanghai, and Guangzhou show 

a disconcertingly large 50-80% drop in traffic from 

late January on. By early March traffic congestion 

and coal consumption had increased somewhat, 

which may provide an early indication of recovery. 

Economic indicators from February, 

unsurprisingly, indicate a precipitous drop with, for 

example, business confidence falling to the lowest 

 
15 See, e.g., The Economist.  

16 See, e.g., the BBC. 

17 See, e.g., SCMP. 

18 See, e.g., SCMP. 

19 See, ZeroHedge.  

20 See, Capital Economics. 

21 See, Bloomberg. 

level on record.21 Purchasing managers indices 

have also fallen to record lows.22 

These estimates suggest that Chinese economy  

came to an effective standstill in February. Further, 

these figures not only do not support the usual 

narrative of 4% growth for Q1, but rather imply 

economic contraction:  the clear potential for a 

negative print. What emanates from the propaganda 

machine of the Chinese Communist Party remains 

to be seen, but economic repercussions across the 

globe and especially in Europe will most likely to 

be far worse than advertised. In just one instance, 

according to some preliminary reports, port ship 

handling is down 50% in Japan, Malaysia and 

Singapore. A noticeable slowing in the port activity 

has also already been observed in the US.23  

The virus is now causing fear and disruption in 

South Korea, Iran and Europe as well. In South 

Korea, the fourth largest city, Daegu, has 

effectively frozen in place.24 The South Korean 

government has declared Daegu and Cheongdo, 

with over 8 million residents, as “special 

management zones”. It is suspected that the virus 

has already spread to all major cities in Iran, which 

may lead to wide-spread infections in the Middle-

East as Iran is at the crossroads of the region.25 

There are independent cases unlinked to Wuhan, in 

Italy and the U.S., where the virus is now spreading 

rapidly.26 During the weekend Italy enacted radical 

measures to curtail the spread by quarantining 17 

million people in its Northern regions,27 and on 

Monday, whole Italy was announced to be in 

22 Manufacturing PMI fell to 35.7 and non-manufacturing to 

29.6 and services to unbelievable 26.5. 

23 See, e.g., ZeroHedge. 

24 See, e.g. Reuters.  

25 See, e.g. New York Times.  

26 See, New York Times.  

27 See, e.g., WSJ. 
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lockdown.  By the 8th of March, the virus had spread 

to 109 countries. 28   

Popular apprehension is also slamming tourism and 

related industries, such as airlines, cruise lines, 

hotels, restaurants and business conventions. The 

most popular tourist destination in the world, 

France, has reported  a critical 30-40% reduction in 

tourism.29 Macau, a favorite destination for Asian 

gamblers, is similar, if not worse. Other regions and 

countries with regional or national outbreaks will be 

very likely to see comparable declines, which is 

certain to have noticeable economic effects. In 

2019, tourism was estimated to have accounted for 

around 10% of global GDP and, for one example, 

more than 13% of Italy’s GDP. The shock is 

spreading.  

The scenarios 

In this section we present our assessment of the 1) 

optimistic 2) pessimistic and 3) most likely global 

scenarios to develop as a result of the impact of the 

coronavirus. We use data from previous recessions 

and financial crises, preliminary estimates on global 

supply-chain disruptions, and forecasts on the 

spread of the virus to obtain our estimates. We start 

with the optimistic scenario. 

The optimistic scenario 

In the optimistic scenario, we assume that the 

outbreak will become globally contained by late 

March. Factories in China will start to operate fully 

by late March, and life will begin to return to 

normal as fear dissipates with consumption 

rebounding quickly.  Some Chinese firms will 

default, but the effects on the banking sector will be 

limited thanks to massive support provided by 

Chinese authorities and the PBoC. The slowdown 

 
28 See, e.g., Worldometer and Johns Hopkins CSSE. 

29 See, CNBC. 

30 See, e.g, CNN. 

31 See, e.g., the VOX and Harvard Health Blog. 

of the Chinese economy will push the Eurozone into 

recession, but massive stimulus operations enacted 

by China, the Fed and the ECB will succeed in 

lifting the world economy into a final expansion for 

this business cycle. Table 1 presents the growth 

forecasts of this scenario. 

 

Table 1. Forecasts for the growth rate of real GDP in the US, 

Eurozone and Finland under the optimistic scenario. Source: 

OECD, Bureau of Statistics and GnS Economics. 

Quarter USA Eurozone Finland 

2019 2.3 0.94 1.1 

2020 2.1 0.6 0.8 

2021 -0.7 -2.2 -4.1 

2022 -5.1 -7.6 -13.1 

 

In this optimistic scenario, the world economy 

avoids recession this year, even though the first and 

second quarters would be weak.  Recession would 

start next year as the effectiveness of stimulus 

measures would wane.  

At the current time, this scenario looks improbable. 

There are no indications that the outbreak will be 

contained shortly. For example, some research 

suggests that the Covid-19 can remain infectious on 

surfaces up to nine days.30 A person can also be 

infectious before he or she shows any symptoms, 

although it’s not known how often that happens.31  

An article published in the Lancet, a leading 

medical journal, on the 31st of January proposed a 

dire estimate of the international spread of Covid-

19 if containment of its dissemination outside the 

greater Wuhan area fails, as has now clearly 

happened. According to the study:32 

Independent self-sustaining outbreaks in major 

cities globally could become inevitable because of 

32  Nowcasting and forecasting the potential domestic and 

international spread of the 2019-nCoV outbreak originating 

in Wuhan, China: a modelling study 
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substantial exportation of presymptomatic cases 

and in the absence of large-scale public health 

interventions.  

Research published by the MRC Centre of Global 

Infectious Disease Analysis of the Imperial College 

of London in the 21st of February estimated that 

around two-thirds of the COVID-19 cases exported 

from China have remained undetected worldwide.33  

The virus has already spread worldwide, and the 

aforementioned evidence points that it will most 

likely keep on spreading, although the speed of 

spread has not been as fast as originally feared and 

containment seems to be an effective method in 

stopping the spread of the virus.  But the confirmed 

cases show a pattern that imply that the spread is 

gaining speed globally (see Figure 5). This 

seriously decreases the likelihood of a quick 

resolution to the epidemic. This means that supply 

disruptions and demand collapses are likely to 

expand and worsen.  

Another unpleasant fact is that if supply routes and 

production are allowed to slow or stop, it takes a 

long time to get them going again. This is the 

biggest difference between the present crisis and the 

financial crash of 2008. If key financial institutions 

survive, financial contracts can be renegotiated 

quickly after the crisis. Lending activities can also 

resume promptly if banks are returned to health. But 

re-starting economic production takes much longer 

and China is now the central hub of global 

production. Shutdowns and collapsing 

consumption result in the laying-off and dismissal 

of workers, which diminishes production potential. 

We have seen reports that some Chinese companies 

are struggling to make payroll and are being forced 

 
33 Relative sensitivity of international surveillance. 

34 See, e.g., Bloomberg 

35 See, Bloomberg. 

to either lay-off staff or cut wages.34 This creates a 

process of demand destruction.  

When demand slows, or collapses, more wage cuts 

and layoffs combined with corporate bankruptcies 

follow exacerbating slowing demand. This will 

pound all parts of the economy, most notably the 

banking sector. S&P Global Ratings has already 

estimated that the non-performing loans in China 

may increase by a factor of three.35 These factors—

collapsed traffic, pollution, real estate purchases 

and consumption —make up the first of sequential 

waves of demand destruction. It should also be 

noted that not all western companies will choose to 

maintain production in China.  

The effects of production shutdowns and reductions 

in demand in China accumulate in the global 

economy, and as it slows, an export-dependent 

Eurozone falls into deep recession pushing its 

banking sector into a crisis.  This leads to the second 

round of demand destruction, where a slump in 

global demand and production affects the Chinese 

economy negatively. This second round is likely to 

lead to mass layoffs and bankruptcies among 

Chinese companies, especially small-and-medium-

sized enterprises which account for 80% of jobs.  

These firms were experiencing funding problems 

even before the crisis hit.36 This would all but 

guarantee the onset of a banking crisis in China, 

which pushes more Chinese companies into trouble, 

again cutting demand, which will be reflected on 

the global economy: the negative demand cycle 

keeps on repeating.  

Moreover, as insightfully noted by Zoltan Pozsar 

and James Sweeney, “supply-chain is a payment-

chain in reverse”.37 China represents 30% of the 

value-added in manufacturing, globally, but it’s 

share of payments is much bigger. A big shock in 

36 See, Bloomberg. 

37 Covid-19 and global dollar funding.  
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manufacturing will reverberate through both supply 

and payment chains aggravating demand 

destruction and drawing liquidity from highly-

levered global financial markets. This seriously 

increases the risk of all-out collapse of the capital 

markets. 

Thus, these facts and developments make the 

likelihood of a V-shaped recovery from the 

outbreak unlikely. We give a 20 percent chance of 

this scenario occurring.   

The pessimistic scenario 

In a pessimistic scenario, the coronavirus outbreak 

will end in a large-scale global pandemic, which 

will lead to unprecedented declines in freight, 

travel, tourism, and the mobility of workers in 

several key countries. Borders will shut and global 

economic flows will diminish drastically. In this 

scenario, the European banking sector will face 

annihilation taking the global financial system and 

world trade with it.  The global economy will come 

to a relative standstill. The Eurozone will break up. 

Effectively, we would see the Systemic Crisis 

scenario (see Q-Review 4/2019 for more info) with 

ever-more serious disruptions in production and 

global trade. Table 2 presents the forecasts of this 

scenario. 

Table 2. Forecasts for the growth rate of real GDP in the US, 

Eurozone and Finland under the pessimistic scenario. Source: 

OECD, Bureau of Statistics and GnS Economics. 

Quarter USA Eurozone Finland 

2019 2.3 0.94 1.1 

2020 -0.9 -3.5 -6.0 

2021 -6.6 -9.7 -16.3 

2022 -11.0 -16.5 -26.2 

2023 -6.1 -9.1 -15.3 

 

This extreme combination of events represents a 

complete global economic denouement. Never has 

the world confronted the simultaneous collapse of 

the global banking system and a disease pandemic. 

 
38 This is based on the findings of the Lancet article cited 

above, on the summary article published in Nature and on 

It would thus be truly exceptional as the figures 

show.  

Unfortunately, this scenario is starting to earn a 

higher probability as new infections are reported 

daily across the globe at increasing speed, but an 

accurate assessment of the spread of the virus is 

currently impossible, as noted by the WHO.  We 

assign a 10 percent probability to the occurrence of 

the “global pandemic, systemic crisis scenario.”  

The most likely scenario 

In the most likely scenario, we assume that the 

outbreak will peak in China in March, but it will 

take until the  May/June timeframe for the outbreak 

to peak globally,38 when we also expect the global 

and currently multiplying supply-chain disruptions 

to peak.  This is naturally just a sophisticated guess, 

as even reputable forecasts provide widely variable 

results. This makes estimating the probability of the 

“most likely” scenario vs. the “pessimistic” 

scenario very challenging. Yet, we know that the 

supply-chain disruptions and demand destruction 

will keep accumulating in the global economy even 

now, and that even a minor extension of the virus’s 

peak will only make the situation that much more 

difficult.  As long as large-scale disruptions of 

global trade and movement of people does not 

occur, we may avoid the onset of the most 

pessimistic scenario. 

We estimate that bringing China’s factories back to 

full capacity and solving the freight issues will drag 

way beyond March, extending the serious supply-

chain disruptions which are now becoming evident. 

Again, this process will be worsened by the global 

spread of the virus. People will stay at home due to 

fear of infection, which will extend the collapse of 

domestic demand.  Large-scale corporate defaults 

and the long-anticipated collapse of the housing 

market will hit China like a tsunami, resulting in a 

banking crisis and a ‘hard landing’ for its economy. 

our own estimates on the current speed and transmission of 

the virus.  
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The efforts of Chinese authorities to implement 

large-scale stimulus will be hindered by bank 

failures, which obviously restricts the financial 

system’s ability to create new loans.  

The economic ramifications will spread worldwide, 

driven by the spread of the virus, collapse in 

demand, a crash in the global capital markets and 

the forced shutdown of production due to 

intractable supply-chain issues. A severe recession 

will hit the Eurozone leading to a renewed 

European banking crisis, which will go global fast 

due to the large concentration of systemically 

important banks in Europe. Thus, this scenario will 

follow our Global Depression scenario with the five 

phases presented in Q-Review 4/2019. Table 3 

presents the growth forecasts for this scenario.  

Table 3. Forecasts for the growth rate of real GDP in the US, 

Eurozone and Finland under the most likely scenario. Source: 

OECD, Bureau of Statistics and GnS Economics. 

Quarter USA Eurozone Finland 

2019 2.3 0.94 1.1 

2020 -0.5 -2.8 -5.0 

2021 -5.7 -8.4 -14.4 

2022 -4.3 -6.2 -11.2 

2023 0.1 -1.0 -2.3 

 

In our “most-likely” scenario, the world economy 

will decline sharply in 2021 and 2022, but a 

recovery would start to materialize in 2023 as the 

banking crisis moderates.  

We give an 70% probability of the Global 

Depression scenario occurring. It should be noted 

that while this scenario presents a likely description 

of the depth and stages of the crisis, the actual path 

of the global economic crisis may vary quite a bit 

due to the extraordinary nature of this unfortunate 

global situation.   

As mentioned above, assessing the likelihood of 

each scenario prompted by the coronavirus is 

difficult in the extreme. The 2019-nCov was and 

continues to be a Black Swan pushing the world 

economy into a future with significant uncertainty.  

However, the over month-long shutdown of the 

Chinese economy will affect every part of the globe 

starting now. It’s also almost certain that the fragile 

world economy will not be able to resist it, but 

rather be pushed into depression. The imbalances 

are just too large, all macroeconomic resuscitation 

methods are already in play and supply-chain and 

demand disruptions caused by the virus are likely to 

be both widespread and lengthy.  

Forecast 

Global central banks have very limited means 

remaining to respond to the approaching crisis. 

Interest rates are already low, which seriously 

diminish the effectiveness of further cuts. However, 

they may provide temporary psychological relief to 

the financial markets. Some central banks may 

resort to  stock purchases in an effort to stem the fall 

in the equity markets, but this would only work 

briefly to delay a stampede for the exits. 

As a result of years of intervention and 

manipulation, central banks have only the most 

extreme options left. These might include debt 

monetization and “helicopter drops” of money. 

These measures are of dubious value and risky as 

well, potentially leading to worse outcomes than 

even a serious depression (see Q-Review 4/2019 for 

a detailed account). Thankfully, in the Eurozone, 

there are several technical and legal limits which 

restrict such efforts, as may the terms of the Federal 

Reserve Act in the U.S. Although some countries 

may temporarily enact such measures, we do not 

believe that they will be successfully deployed on a 

larger scale, at least for now.  

China is likely to launch a large stimulus program 

as soon as its economy can benefit from them, once 

the virus is contained and fear has subsided 

(stimulus is not of much use when people are sitting 

at home). However, because Chinese banks are so 

levered, any bigger losses would seriously curtail 

their ability to increase lending even if Beijing 

ordered them to. This also means that there is no 

way to ‘jump-start’ a global production hub with 
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traditional measures—both fiscal and monetary—

after  an infection scare that leads to widespread 

production shutdowns,  even if the full extent of the 

crisis was known, which it is not at this point.39 

China’s dependence on the cycle of global demand 

and the massive over-indebtedness of the Chinese 

economy are thus likely to make the success of any 

stimulus efforts questionable at best:  it could be a 

long and fitful recovery.  Table 4 presents the 

quarterly growth forecasts of the most likely 

scenario (global depression).  

Table 4. Nowcasts (nc) and forecasts for the growth rate of 

real GDP in the US, Eurozone and Finland under consensus 

scenario. Source: OECD, Bureau of Statistics and GnS 

Economics. 

Quarter USA Eurozone Finland 

2019 2.3 0.94 1.1 

2020:1 (nc) 0.5 0.1 0.08 

2020:2 0.2 -0.3 -0.6 

2020:3 -0.4 -1.1 -1.9 

2020:4 -0.8 -1.6 -2.7 

2020 -0.5 -2.8 -5.0 

2021 -5.7 -8.4 -14.4 

 

Thus, we have reached the point where delaying the 

onset of the crisis has become practically 

impossible. However, central banks and China can 

still slow its progress, at least in the preliminary 

stages. This means that the onset of the acute phase 

of the broader, global crisis could still be postponed 

for a quarter or two. We are now, effectively, in the 

counterattack phase of the crisis (see, Q-Review 

4/2019).  

 

Conclusions 

Many will blame the coronavirus for the coming 

economic malaise, but that is the wrong villain. The 

impact on the global economy would have been 

severe even without the massive vulnerabilities 

described above, but nothing close to what we are 

about to witness. The coronavirus outbreak is a 

Black Swan event, but the economic repercussions 

we are experiencing now and in the near future are 

not:  they have been totally predictable.  

We face only relative degrees of difficulty in the 

months ahead between the scenarios we have 

described.  The main question is: what will the 

central banks do? Will they make the maximum 

effort to support asset markets by buying stocks or 

even resorting to debt monetization? We will only 

know the answer after the fact, that is, after the 

recession hits and markets crater. Then, we face the 

crucial moment dictating the progress of the crisis 

and western democracies. It is thus recommended 

that investors, households and businesses keep a 

close eye, not just on the virus, but also on the 

decisions of global leaders and central bankers.  

While the human cost of the coronavirus outbreak 

cannot be measured economically, much less 

compensated for, economic crises, if handled 

properly, can help to breed resilient economies and 

reveal unexpected opportunities for growth. “No 

pain, no gain”, also applies here.  

 

 

 

 
39 The Chinese finance minister, Liu Kun said in an article 

published in the Communist Party mouthpiece, Quishi, that 

China will maintain a tight fiscal balance, and that it “won’t 

be feasible to adopt a proactive fiscal policy” (the Global 

Times). Currently, China is attempting to sustain employment 

by offering subsidies to companies that are not laying-off 

their workforce, and supporting companies by directing 

banks to extend credit lines to SMEs (see, e.g., Bloomberg).  
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Implications of the outbreak and crisis for businesses

Short-term (1-3 quarters): 

- Global demand for range of products will 

fall. 

- Supply chain disruptions will get worse. 

- Overall economic activity will continue to 

fall. 

 

 

 

Longer term (4-8 quarters) 

- Interest rates are likely to start to rise (due 

to the banking crisis) 

- Availability of credit is likely to diminish or, 

in the worst case, stop altogether. 

- Global deflation, implying a fall of both 

demand and prices of commodities, 

services and products is likely to 

commence. 

- Business environment is likely to become 

increasingly hostile. 

 

Appendix: Figures 

Figure 1. The balance sheets of the Bank of Japan, the ECB, the Fed and the People’s Bank of China. Sources: GnS Economics, BoJ, 

ECB, St Louis Fed, PBoC 
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Figure 2. The growth rate of total factor productivity (TFP) in China in 1990 – 2018, and major economic crises. Source: GnS 

Economics, The Conference Board 

Figure 3. Debt of the non-financial private sector and the assets of the shadow banking sector as a share of GDP in China (the 

PBoC has not made the 2018 data public). Sources: GnS Economics, BIS, PBoC, Fed St. Louis 
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Figure 4. The leading indicators of the OECD for China, the Eurozone, Germany and the US from January 2015 till December 2019, 

and periods of leveraging/de-leveraging in the Chinese economy. Source: GnS Economics, OECD, PBoC  

 

 
Figure 5. The confirmed cases of the 2019-nCov virus globally in actual numbers (left axis) and in logarithmic scale (right axis) 

from the 22nd January till the 8th of March. Source: GnS Economics, WorldOmeter, Johns Hopkins CSSE 
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Process descriptions  

The forecasts reported in this Q-review are based on the statistical modeling methods from the most recent academic 

research on predicting business cycle fluctuations. Nowcasts refer to the forecasts of the growth rates of the real Gross 

Domestic Product (GDP) for the current quarter. Nowcasts are needed because the standard measures for the GDP are 

published after a considerable lag and are typically subject to subsequent revisions, indicating that the coincident state 

of the economy is always uncertain. Our nowcasts for the current quarter are based on statistical models where all 

relevant information available at the time of nowcasting is utilized.  

The GDP forecasts for longer horizons (over the current quarter) are based on the dynamic forecasting models where 

forecasts are constructed iteratively. This means, for example, that the three-quarter forecast is essentially based on 

the two-quarter forecasts and so on. Forecasts are constructed for all three economic areas (the Eurozone, Finland and 

the US) indicating that they depend on each other. Finally, note that the forecast scenarios considered in this Q-review 

are based on the expert view of GnS Economics.  
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The next Q-Review will be published in June 2020. 

----------------------- 

Contact information: 
Tuomas Malinen, PhD 

CEO, Chief Economist 

Tel:  +358 40 196 3909 

Email: tuomas.malinen@gnseconomics.com 

https://gnseconomics.com 

 

The information contained herein is current as at the date of this GnS Economics report.  The information presented here is 

considered reliable, but its accuracy is not guaranteed.  Changes may occur in the circumstances after the date of this report and 

the information contained in this report may not hold true in the future. The report represents an analysis by GnS Economics and 

does not necessarily reflect the view of any individual or their respective employers or affiliates. No information contained in this 

report should be construed as investment advice.  Readers should always consult their own personal financial or investment advisor 

before making any investment decision, and readers using this report do so solely at their own risk.  Readers must make an 

independent assessment of the risks involved and of the legal, tax, business, financial or other consequences of their actions. GnS 

Economics cannot be held i) responsible for any decision taken, act or omission; or ii) liable for damages caused by such measures. 

Prepared exclusively for enkhsaikhan2017@gmail.com  Transaction: 0056843909

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2164261
mailto:tuomas.malinen@gnseconomics.com
https://gnseconomics.com/

