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At the time of writing, there have been more than
160,000 confirmed cases of COVID-19 and more
than 6,000 deaths from the disease. Older people,
especially, are at risk (Exhibit 1). More than 140
countries and territories have reported cases; more
than 80 have confirmed local transmission. Even as
the number of new cases in Chinais falling (to less
than 20, on some days), it is increasing exponentially in
Italy (doubling approximately every four days). China’s
share of new cases has dropped from more than 90
percent amonth ago to less than 1 percent today.

The WHO declared COVID-19 a pandemic on March
11,2020. In its message, it balanced the certainty that
the coronavirus (SARS-CoV-2) will inevitably spread

to all parts of the world, with the observation that
governments, businesses, and individuals still have
substantial ability to change the disease’s trajectory. In
this note, we describe emerging archetypes of epidemic
progressions; outline two scenarios for the pandemic
and its economic effects; and observe some of the ways
that business canimprove onits early responses.

Our perspective is based on our analysis of past

emergencies and our industry expertise. It is
only one view, however. Others could review the

Exhibit 1

same facts and emerge with a different view. Our
scenarios should be considered only as two among
many possibilities. This perspective is current as of
March 16, 2020. We will update it regularly as the
outbreak evolves.

Archetypes for epidemic progression
Many countries now face the need to bring
widespread community transmission of coronavirus
under control. While every country’s response is
unique, there are three archetypes emerging— two
successful and one not—that offer valuable lessons.
We present these archetypes while acknowledging
that there is much still to be learned about local
transmission dynamics and that other outcomes

are possible:

— Extraordinary measures to limit spread. After
the devastating impact of COVID-19 became
evident in the Hubei province, China imposed
unprecedented measures—building hospitals
in ten days, instituting a “lockdown” for almost
60 million people and significant restrictions for
hundreds of millions of others, and using broad-
based surveillance to ensure compliance—in an

Data from three countries show that older populations are at greater risk.
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attempt to combat the spread. These measures
have been successful in rapidly reducing
transmission of the virus, even as the economy
has been restarting.

— Gradual control through effective use of public-
health best practices. South Korea experienced
rapid case-count growth in the first two weeks
of its outbreak, from about 100 total cases on
February 19 to more than 800 new cases on
February 29. Since then, the number of new
cases has dropped steadily, though not as steeply
as in China. This was achieved through rigorous
implementation of classic public-health tools,
often integrating technology. Examples include
rapid and widespread deployment of testing
(including the drive-through model) (Exhibit 2),
rigorous contact tracing informed by technology,
afocus on healthcare-provider safety, and real-
time integrated tracking and analytics. Singapore
and Taiwan appear to have applied a similar
approach, also with broadly successful results.

— Unsuccessful initial control, leading to
overwhelmed health systems. In some
outbreaks where case growth has not been
contained, hospital capacity has been

Exhibit 2

overwhelmed. The disproportionate impact
on healthcare workers and lack of flexibility in
the system create a vicious cycle that makes it
harder to bring the epidemic under control.

There are also other approaches being considered
(such as afocus on reaching herd immunity); the
impact of these is unclear.

Two scenarios

Based on new information that emerged last
week, we have significantly updated and simplified
our earlier scenarios. A number of respected
institutions are now projecting very high case
counts. The most pessimistic projections typically
give the virus full credit for exponential growth but
assume that humans will not respond effectively—
that is, they assume that many countries will fall
into the third archetype described earlier. We
believe this is possible but by no means certain.
The scenarios below outline two ways that the
interplay between the virus and society’s response
might unfold and the implications on the economy
in each case. Exhibit 3 lays out a number of critical
indicators that may provide early notice of which
scenario is unfolding.

Rapid increase in testing seems to have helped cut new cases in South Korea.
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Exhibit 3
Critical indicators of the impact of COVID-19 (March 16, 2020)
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Impact of COVID-19 on Hubei, China

Question: How deeply is Hubei (especially Wuhan city) Hubei epidemiological status
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for Economic Co-operation Development; Peking University HSBC Business School; Reuters; TomTom Traffic Index; World Health Organization situation
reports; Xian Jiaotong University; McKinsey Global Institute
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Exhibit 3 continued

Critical indicators of the impact of COVID-19 (March 16, 2020)

Impact on China’s economy
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in the rest of China?

® Restart has begun, especially for larger
companies, despite challenges such as
labor shortages and movement of goods

LATE

Ql ® Small businesses are facing labor
disruption—fewer workers returning

® Industrial activity likely to return late Q1

Industrial enterprises that have resumed work,' %

Chongging Shanghai Shenzhen Wuhan

Industrial indicators

Beijing Shenzhen China
(o) (o) (o)
32% 24% 14%
decline in decline in decline in PMI
air polution air polution manufacturing
(NO, level)? (NOs level) index in Feb

Labor availability: inbound labor to major industrial
provinces in China, index®

@ March 15,2020 [l Same day 2019

1

Jiangsu Shandong Zhejiang Guangdong

'Latest data as of March 3, 2020. 2 Nitrogen dioxide 7-day average compared with 2019, The Baidu migration index represents the movement of population into a
particular province in China. The index magnitudes are proportional to the volume of people as of March 15, 2020.

Impact on Chinese consumers’ confidence

Question: How quickly will Chinese consumer
confidence and purchasing activity return?

® | ags behind economic restart but has
proved resilient (eg, online boom)

® Certain sectors (eg, tourism, hospitality)
will be affected well into Q2 or longer

Q2

Automobile-traffic index!
B March 16,2020 [l Same day 2019

71
54
6
|

Shenzhen Beijing Shanghai  Nanjing  Wuhan

School restart dates, number of provinces
Online

After To be
lessons March decided
ongoing 15

6 17

Example consumer-behavior metrics (anecdotal)

-92% —$60 billion

retail sales of
passenger
cars in 1TH Feb?

=37%

Smartphone sales
in Jan?

Consumer spending on
food and drinks in Jan
and Feb?

-80%

Hotel occupancy 2H Jan
and 1H Feb?

'Car traffic only. Congestion level measures % increase in travel time compared with free-flow condition. 2Year-over-year comparison

COVID-19: Briefing note, March 16,2020



Delayed recovery

Epidemiology. In this scenario, new case counts

in the Americas and Europe rise until mid-April.
Asian countries peak earlier; epidemics in Africa
and Oceania are limited. Growth in case counts

is slowed by effective social distancing through

a combination of national and local quarantines,
employers choosing to restrict travel and implement
work-from-home policies, and individual choices.
Testing capacity catches up to need, allowing an
accurate picture of the epidemic. The virus proves
to be seasonal, further limiting its spread. By mid-
May, public sentiment is significantly more optimistic
about the epidemic. The Southern Hemisphere
winter sees an uptick in cases, but by that point,
countries have a better-developed playbook

for response. While the autumn of 2020 sees a
resurgence of infections, better preparedness
enables continued economic activity.

Economic impact. Large-scale quarantines, travel
restrictions, and social-distancing measures drive a
sharp fall in consumer and business spending until
the end of Q2, producing a recession. Although the
outbreak comes under control in most parts of the
world by late in Q2, the self-reinforcing dynamics of
arecession kick in and prolong the slump until the
end of Q3. Consumers stay home, businesses lose
revenue and lay off workers, and unemployment
levels rise sharply. Business investment contracts,
and corporate bankruptcies soar, putting significant
pressure on the banking and financial system.

Monetary policy is further eased in Q1 but has
limited impact, given the prevailing low interest
rates. Modest fiscal responses prove insufficient to
overcome economic damage in Q2 and Q3. It takes
until Q4 for European and US economies to see a
genuine recovery. Global GDP in 2020 falls slightly.

Prolonged contraction

Epidemiology. In this scenario, the epidemic does
not peak in the Americas and Europe until May,

as delayed testing and weak adoption of social
distancing stymie the public-health response. The
virus does not prove to be seasonal, leading to a
long tail of cases through the rest of the year. Africa,
Oceania, and some Asian countries also experience
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widespread epidemics, though countries with
younger populations experience fewer deaths

in percentage terms. Even countries that have
been successful in controlling the epidemic (such
as China) are forced to keep some public-health
measures in place to prevent resurgence.

Economic impact. Demand suffers as consumers
cut spending throughout the year. In the most
affected sectors, the number of corporate layoffs
and bankruptcies rises throughout 2020, feeding a
self-reinforcing downward spiral.

The financial system suffers significant distress,

but a full-scale banking crisis is averted

because of banks’ strong capitalization and the
macroprudential supervision now in place. Fiscal
and monetary-policy responses prove insufficient to
break the downward spiral.

The global economic impact is severe, approaching
the global financial crisis of 2008—09. GDP
contracts significantly in most major economies in
2020, and recovery begins only in Q2 2021.

Responding to COVID-19: What
companies are missing

Our conversations with hundreds of companies
around the world on COVID-19 challenges have
allowed us to compile a view of the major work
streams that companies are pursuing (Exhibit 4).

While this list is fairly comprehensive, some
companies are taking other steps. However, we
have seen evidence that many companies are
finding it hard to get the major actions right. We
have consistently heard about five challenges.

Having anintellectual understandingisn’t the
same as internalizing the reality

Exponential case-count growth is hard to internalize
unless you have experienced it before. Managers
who haven’t experienced this or been through

a “tabletop” simulation are finding it difficult

to respond correctly. In particular, escalation
mechanisms may be understood in theory, but
companies are finding them hard to execute in



Exhibit 4

Companies are responding to the outbreak with five sets of actions.

Response structure: 5 teams; 19 work streams

A Nerve-center integration

“Issue map” and management
Portfolio of actions

Leadership alignment

® Single source of truth for issue resolution and ensuring surge resources where needed
e Trigger-based portfolio of actions across all work streams below

e Alignment of leaders on scenarios; roundtable exercises

Workforce policies
2-way outreach
Contractor management

Work-from-home support

e Policy 2 pagers; escalation criteria/call trees; portfolio of actions; preventative actions
e Multichannel communications; confidential feedback/reporting channels
e Contractor policy alignment; real-estate-contractor incentives

o 3-tier split (ie, all, some, or no work from home); infrastructure setup (eg, virtual private

network, telephony, broadband)

On-site work norms
Issue management
Stakeholder engagement

C Supply-chain stabilization

e Staggered work times; social-distancing norms; health checks; productivity ideas
® |ssue map; clear resolution owners and deadlines

o Local/federal-regulator and public-health-official engagement

Supplier engagement

qualifications
Logistics
Inventory management

Demand management

production; sourcing plan

D Customer engagement
B2B transparency

communications

Customer protection

monitoring

Customer outreach

situation communications

E Financials stress testing

e Cross-tier risk transparency; supplier restart; order management; new supplier

® Ports; logistics-capacity prebooking; route optimization
o Critical-part identification; part rationing; location optimization

® Sales and operations SKU-level demand signal estimates, by macroscenario;

Communications to B2B customers (eg, on microsites); scenario-based risk

Prevention interventions across customer journeys; customer-team training; execution

Customer communications on COVID-19 practices; fact-based reports on issues;

Scenario definition

Financials stress testing

reality, as the facts on the ground don’t always
conform to what it says in the manual. Crisis case
studies are replete with examples of managers who
chose not to escalate, creating worse issues for
their institutions.

Employee safety is paramount, but mechanisms
are ineffective

Policy making at many companies is scattershot,
especially at those that haven’t yet seen the
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® Relevant scenarios based on latest epidemiological and economic outlooks

e Financials in different scenarios, especially working-capital requirements

coronavirus directly. Many, such as professional-
services and tech companies, lean very
conservative: their protection mechanisms often
add to a perception of safety without actually
keeping people safer. For instance, temperature
checks may not be the most effective form of
screening, given that the virus may transmit
asymptomatically. Asking employees to stay at
home if they are unwell may do more to reduce
transmissibility. Such policies are more effective if

N



employees receive compensation protection—and
insulation from other consequences too.

Some companies aren’t thinking through the
second-order effects of their policies. For example,
aban on travel without a concomitant work-from-
home policy can make the office very crowded,
leading to higher risk of transmission. Others are
adopting company-wide policies without thinking
through the needs of each location and each
employee segment.

Optimism about the return of demand

is dangerous

Being optimistic about demand recovery is areal
problem, especially for companies with working-
capital or liquidity shortages and those veering
toward bankruptcy. Troubled organizations are more
likely to believe in a faster recovery—or a shallower
downturn. Facing up to the possibility of a deeper,
more protracted downturn is essential, since the
options available now, before a recession sets in,
may be more palatable than those available later. For
example, divestments to provide needed cash can
be completed at a higher price today than in a few
weeks or months.

Assumptions across the enterprise

are misaligned

Some companies are pursuing their coronavirus
responses strictly within organizational silos (for
example, the procurement teamis driving supply-
chain efforts, sales and marketing teams are
working on customer communications, and so on).
But these teams have different assumptions and
tend to get highly tactical, going deep in their own
particular patch of weeds rather than thinking about
what other parts of the company are doing—or
about what might come next.

The near term is essential, but don’t lose focus
on the longer term (which might be worse)
Immediate and effective response is, of course,
vital. We think that companies are by and large
pursuing the right set of responses, as shown in
Exhibit 4. But on many of these work streams, the
longer-term dimensions are even more critical.
Recession may set in. The disruption of the current
outbreak is shifting industry structures. Credit
markets may seize up, in spite of stimulus. Supply-
chain resilience will be at a premium. It may sound
impossible for management teams that are already
working 18-hour days, but too few are dedicating
the needed time and effort to responses focused
onthe longer term.

The coronavirus crisis is a story with an unclear
ending. What is clear is that the human impact

is already tragic, and that companies have an
imperative to act immediately to protect their
employees, address business challenges and risks,
and help to mitigate the outbreak in whatever ways
they can.

We welcome your comments and questions at
Coronavirus_Client_Response@McKinsey.com.

For more of the latest information on COVID-19,
please see reports from the European Centre for
Disease Control and Prevention, the US Centers for
Disease Control and Prevention, and the WHO,

and the live tracker of global cases from Johns
Hopkins University.

Matt Craven is a partnerin McKinsey’s Silicon Valley office; Linda Liu is a partner in the New York office, where Matt Wilson is
asenior partner; and Mihir Mysore is a partner in the Houston office.
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