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Four scenarios on Covid-19 and its investment impact
By the BNY Mellon Global Economic and Investment Analysis team
The situation with the Covid-19 coronavirus is evolving rapidly and markets have begun to price in a
larger and more widespread hit to global growth, which we believe will likely last well past the first quarter.
Here we outline our four forecast scenarios for the next 12 months, three out of four of which look at the
economic impact of the coronavirus.
In our single most likely (but odds against) scenario (40% probability) we see a sharp fall in Chinese
GDP for one to two quarters, followed by a V-shaped recovery, with relatively small economic impact
outside Asia. Our two downside scenarios highlight different channels through which the virus could
impact the world economy more meaningfully: the first (25%), through trade and real economic activity;
the second (25%) primarily through financial markets.
In our view, the first scenario remains the single most likely outcome, but the risks of the second and
third are rising rapidly and should be taken into account in portfolios. We believe these downside
scenarios are not unreasonable given the lack of information, rapid contagion, some panic by
governments and supply chain disruptions. From an economic point of view, the virus’ initial impact
comes through the supply side of the economy – as fewer working hours feed through to lower
output and supply chains are disrupted. But demand will likely be impacted too – particularly for
services – though some final demand for goods/parts can be met through inventories for a short period of
time. At a minimum, we would expect repercussions to persist for the first half of the year. This
event is also likely to add pressure on companies to diversify supply chains over the longer term and it
could accelerate underlying de-globalization trends.
Market concerns over the coronavirus have resulted in risk-off trades, which have slashed stock prices
and Treasury yields over the past week. In a richly-priced environment, the market is fearful the hit to
the global economy will not be a V-shaped one—but a U-shaped one (i.e. a period of lackluster growth
before the eventual bounce back from the hit to economies due to contagion from the virus). Remember,
economic uncertainty due to the exogenous virus shock comes at a time when the unsettled race
between the Democrats for the 2020 presidential election is still top of mind.
At minimum, earnings estimates for 2020 will likely go lower as a result of the impact to the businesses. If
the risk-off period lasts for more than a few days, we should see the US dollar assets as a safe haven
trade.
Scenario #1: Virus contained (40% Probability)
Spread of Covid-19 is limited. Big hit on China for one or two quarters but minimal impact on the rest of
the world. Strong China bounce back in H2 as inventories are rebuilt and services
production/consumption resumes. Monetary and fiscal policy unchanged outside Asia. US/China trade
agreement provides boost to global manufacturing. Growth picks up gradually, inflation subdued, interest
rates low, risk assets progress. Same as our previous ‘Turning a Corner’ scenario, but with lower growth
in Q1/Q2, faster in H2.
Scenario #2: Globalisation flatlines (25% Probability)
The containment efforts in China prove to be ineffective and the virus spreads within and outside China.
Quarantine restrictions in China are left in place for several months as contagion continues with the active

labor force measuring a fraction of its size in January. As contagion spreads outside China, developed
countries are affected and economic activity in affected regions draws to an effective halt. Millions are
infected although the mortality rate decreases. With hits to demand and supply chains, the impact on
Chinese GDP is massive--close to 10%--over the course of 2020, much of it concentrated in the first half
of the year. Ultimately, this is likely to add pressure on firms to diversify supply chains over the longer
term and accelerates underlying de-globalization trends.
The huge disruptions to supply chains affect output in a number of countries importing parts (intermediate
goods) from China and also exporting parts to China. The impact on global GDP is large, but is
predominantly felt through the supply side. As a result, global costs rise during the time alternatives to
Chinese production can’t be found. Even when they are eventually found, they are likely to be higher cost.
Rising costs hit global output and demand over a period of years. Supply side shocks exacerbate deglobalization as US and EU respond to increased costs with protectionist moves, especially if China
attempts to devalue the Yuan. Central banks can accommodate to some degree. Fiscal policy is loosened
globally, but insufficiently to offset global shock. Asset prices fall despite loose monetary policy stance,
since policy is still tighter than previously expected and confidence is hit hard by duration and spread of
disease. In the longer term, the liberal international trading/investment order is crippled and a new
narrative takes hold: the virus has accelerated an underlying trend in which re-shoring and nationalism
means higher costs and lower growth for years (whether true or not). Risk markets sell off, global yields
dive further into negative territory.
Scenario #3: Financial market shake-out (25% Probability)
Virus spread is more persistent and widespread than under scenario #1, though perhaps not as severe as
scenario #2 and largely confined to China/Asia. Nevertheless, this is the trigger for widespread flight from
risky assets in the face of an uncertain future. Risk premia rise sharply, equity and credit prices fall, bond
prices rise – the US 10y yield rallies sharply. Sell-off is exacerbated by elevated initial valuations, a huge
tightening of credit conditions and a sharp turn in animal spirits. Sell-off is global and tighter financial
conditions trigger a slowdown not unlike that seen after the tech bust of 2000-1. Risk of full-blown
financial crisis risk is greatest in China, where tighter financial conditions, falling capital productivity and
lower property prices could initiate a collapse of shadow banking and a big rise in bad loans. Liquidity
squeeze on Chinese banks morphs into solvency crisis and a need for widespread recapitalization,
mitigating any recovery even if the disease is brought under control. China loosens policy, both fiscal and
monetary, but reinforces capital controls in an attempt to put a floor under the Yuan. The Fed refuses to
come to the rescue, perhaps cutting rates a little but refusing to extend dollar swap lines, exacerbating
crisis as global dollar shortage intensifies. Unlike scenario #2, this is primarily a hit to global aggregate
demand (rather than supply). Fall in global growth and inflation, global rates fall to zero, even larger share
of global bonds starts to yield negative, dollar rises sharply. Big fall in global equity and credit prices, risky
assets everywhere (e.g. peripheral EZ bonds) sell off too as ‘search for yield’ turns into ‘flight for safety’.
Scenario #4: Inflation returns (10% Probability)
As above but with an added international twist. Source of the shock is US inflation, not China. US tightens
as China/others are weakening – Fed does not act as ‘world’s central bank’ but on basis of ‘America first’.
Implications for global financial stability similar to second half of scenario #3 above, but main transmission
mechanism is international financial markets rather than Chinese banking. Replay of 2015-16, but bigger.
Dollar shortage reappears and capital flight from EMs, particularly Asian EMs. Dollar reserves are
depleted much faster than expected and a number of dollar pegs (including yuan) come under severe
pressure. Collapse in short-term dollar financing affects investment and output in key dollar-exposed
EMs, which domestic monetary policy can only ameliorate slightly. China, Asia and other EMs hit hardest,
but knock-on effects to developed economies, notably euro zone.

NB: None of the scenarios above take into account all kinds of idiosyncratic ‘black swan’ or geopolitical
risks, which have the potential to vastly alter any of the outcomes.

For Financial Professionals and Institutional Investors only
This material should not be considered as investment advice or a recommendation of any investment
manager or account arrangement. Any statements and opinions expressed are as at the date of
publication, are subject to change as economic and market conditions dictate, and do not necessarily
represent the views of BNY Mellon or any of its affiliates. The information has been provided as a general
market commentary only and does not constitute legal, tax, accounting, other professional counsel or
investment advice, is not predictive of future performance and should not be construed as an offer to sell
or a solicitation to buy any security or make an offer where otherwise unlawful.
The information has been provided without taking into account the investment objective, financial situation
or needs of any particular person. BNY Mellon and its affiliates are not responsible for any subsequent
investment advice given based on the information supplied. This is not investment research or a research
recommendation for regulatory purposes as it does not constitute substantive research or analysis. To
the extent that these materials contain statements about future performance, such statements are forward
looking and are subject to a number of risks and uncertainties. Information and opinions presented have
been obtained or derived from sources which BNY Mellon believed to be reliable, but BNY Mellon makes
no representation to its accuracy and completeness. BNY Mellon accepts no liability for loss arising from
use of this material.
All investments involve risk including loss of principal.
Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such
distribution or use would be contrary to local law or regulation. This information may not be
distributed or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in
which such offers or solicitations are unlawful or not authorized, or where there would be, by virtue of
such distribution, new or additional registration requirements . Persons into whose possession this
information comes are required to inform themselves about and to observe any restrictions that apply to
the distribution of this information in their jurisdiction.
Issuing entities.
This material is only for distribution in those countries and to those recipients listed, subject to the noted
conditions and limitations: • United States: by BNY Mellon Securities Corporation (BNYMSC), 240
Greenwich Street, New York, NY 10286. BNYMSC, a registered broker dealer and FINRA member, and
subsidiary of BNY Mellon, has entered into agreements to offer securities in the
U.S. on behalf of certain BNY Mellon Investment Management firms. • Europe (excluding Switzerland):
BNY Mellon Fund Management (Luxembourg) S.A., 2 4 Rue Eugène Ruppert L 2453 Luxembourg. UK,
Africa and Latin America (ex-Brazil): BNY Mellon Investment Management EMEA Limited, BNY Mellon
Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 111 8580. Authorised
and regulated by the Financial Conduct Authority. • Switzerland: BNY Mellon Investments Switzerland
GmbH, Talacker 29, CH 8001 Zürich, Switzerland. Authorised and regulated by the FINMA. • Middle
East: Dubai branch of The Bank of New York Mellon. Regulated by the Dubai Financial Services
Authority..• Singapore: BNY Mellon Investment Management Singapore Pte. Limited Co. Reg.
201230427E. Regulated by the Monetary Authority of Singapore. • Hong Kong: BNY Mellon Investment
Management Hong Kong Limited. Regulated by the Hong Kong Securities and Futures Commission. •
Japan: BNY Mellon Asset Management Japan Limited. BNY Mellon Asset Management Japan Limited
is a Financial Instruments Business Operator with license no 406 (Kinsho) at the Commissioner of Kanto
Local Finance Bureau and is a Member of the Investment Trusts Association, Japan and Japan

Investment Advisers Association and Type II Financial Instruments Firms Association. • Australia: BNY
Mellon Investment Management Australia Ltd (ABN 56 102 482 815, AFS License No. 227865).
Authorized and regulated by the Australian Securities & Investments Commission. Brazil: ARX
Investimentos Ltda., Av. Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430 041.
Authorized and regulated by the Brazilian Securities and Exchange Commission (CVM). • Canada: BNY
Mellon Asset Management Canada Ltd. is registered in all provinces and territories of Canada as a
Portfolio Manager and Exempt Market Dealer, and as a Commodity Trading Manager and Investment
Fund Manager in Ontario.
BNY MELLON COMPANY INFORMATION
BNY Mellon Investment Management is an investment management organization and wealth manager,
encompassing BNY Mellon’s affiliated investment management firms, wealth management organization
and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon
Corporation and may also be used as a generic term to reference the Corporation as a whole or its various
subsidiaries generally.• Mellon Investments Corporation (Mellon) is a registered investment adviser
and a subsidiary of BNY Mellon • Insight Investments – Investment advisory services in North America
are provided through two different investment advisers registered with the Securities and Exchange
Commission (SEC) using the brand Insight Investment: Insight North America LLC (INA) and Insight
Investment International Limited (IIIL). The North American investment advisers are associated with other
global investment managers that also (individually and collectively) use the corporate brand Insight.
Insight is a subsidiary of BNY Mellon. • Newton Investment Management – Newton and/or the Newton
Investment Management brand refers to the following group of affiliated companies: Newton Investment
Management Limited, Newton Investment Management (North America) Limited (NIMNA Ltd) and
Newton Investment Management (North America) LLC (NIMNA LLC). NIMNA LLC personnel are
supervised persons of NIMNA Ltd and NIMNA LLC does not provide investment advice, all of which is
conducted by NIMNA Ltd. NIMNA LLC and NIMNA Ltd are the only Newton companies authorized to offer
services in the U.S. In the UK, NIMNA Ltd is authorized and regulated by the Financial Conduct Authority
in the conduct of investment business and is a wholly owned subsidiary of BNY Mellon. • Alcentra – BNY
Mellon holds 100% of the parent holding company of BNY Alcentra Group Holdings Inc., which is
comprised of the following affiliated companies: Alcentra Ltd. and Alcentra NY, LLC. • ARX is the brand
used to describe the Brazilian investment capabilities of BNY Mellon ARX Investimentos Ltda. ARX is a
subsidiary of BNY Mellon. • Dreyfus Cash Investment Strategies (Dreyfus CIS) is a division of BNY
Mellon Investment Adviser, Inc., a subsidiary of BNY Mellon. • Walter Scott & Partners Limited (Walter
Scott) is an investment management firm authorized and regulated by the Financial Conduct Authority,
and a subsidiary of BNY Mellon. Mellon.• Siguler Guff – BNY Mellon owns a 20% interest in Siguler Guff
& Company, LP and certain related entities (including Siguler Guff Advisers LLC).
No part of this material may be reproduced in any form, or referred to in any other publication, without
express written permission. All information contained herein is proprietary and is protected under
copyright law.
NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE |
©2020 THE BANK OF NEW YORK MELLON CORPORATION
MAR000682 Exp: 28 May 2020 GE0089

