
The spread of the dangerous virus has spooked global markets.  Timing is bad, 
right after  the trade war deal  that has helped the health of the global economy  
and improved sentiment.  All should have been good and well going into the 
Lunar New Year  2020. But no,  the world is worrying anew because of  Wuhan 
corona virus  that has sent markets into a  wealth-destroying tailspin. Is the world 
heading into another shock?

Haven Play Anew
The answers are  well reflected in the selldown of  risky assets,  the rally in haven 
plays -  gold, US Treasuries  and the yen -  and the uptick in the fear gauge VIX.  
On Monday, investors dumped stocks on exchanges from Asia to Europe to North 
America. Shares of United Airlines and American both fell more than 5%. Las 
Vegas Sands and Wynn Resorts also dropped more than 3% each. Gold prices rose 
as did bonds as traders sought refuge in safer holdings. The yield on the 10-year 
Treasury fell to 1.60%, its lowest level since October. The Cboe Volatility Index 
(VIX), considered to be the best fear gauge in the market, briefly broke above 15 
for the first time since early January.

Recall that stocks have been on a record-setting tear since last year, with the 
S&P 500 rising more than 28% in 2019 and gaining more than 2% to start off 2020.  
U.S. stocks fell sharply Monday, sending the Dow Jones Industrial Average down 
by more than 450 points, marking its first 5-day losing streak since early August 
and handed the S&P 500 its worst day since early October. Both indexes were off 
about 1.5%, giving up a significant portion of their gains this month.

Oil slid  over fears that weaker economies would spell less demand for fuel. JP 
Morgan  predicts  that if the virus becomes a “SARS style epidemic,” it could 
shave $5 per barrel from oil prices. But the Saudis are unfazed with OPEC plus 
likely to step in to bolster prices if needed. Oil futures are now trading in bear 
market territory after falling more than 20% from its recent April high of $66.60. 

Sufficiently Positive Global Macro Backdrop
The global macro backdrop is sufficiently positive, and likely to remain so.  IHS 
Markit data showed business activity in Europe  showed signs of stabilizing after 
weakening throughout 2019. And so the reasoning is that   until there is a marked  
shift in inflation,  money will keep flowing into the U.S.  equity market and that 
the market correction is not about the virus but it being overstretched, both in 
China and in the U.S.  If it weren’t the coronavirus, in other words, something 
else would have been the straw breaking the camel’s back.

The Unknowns
But there are many unknowns and markets hate the unknowable and uncertain-
ties. Questions about how the global economy is going to respond to the out-
break.  Will it be a  severe case,  the spread and the duration of the outbreak? 
How much will China lose?  Effects of disease control policies could see ‘eco-
nomic growth slow by as much as four percentage points’ in the first quarter, 
Plenum Group says.  Lockdowns within Hubei province could depress national 
gross domestic product another 1.5 percentage points, it adds. Unfortunately, 
these shocks happened at a sensitive time in China when economic growth in 
2019 has dropped significantly, from 6.4 per cent in the first quarter to 6.0 per 
cent in the third quarter. The general expectation is that the fourth quarter may 
fall below 6.0 per cent. 
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Impact on World Economy
As a rule of thumb, the negative impact of a decrease in China’s GDP growth 
on the U.S. and European economies is about one-fifth as large in percent-
age terms. For example, if the current coronavirus epidemic lowers China’s 
growth rate by 0.1 percentage point, then growth in the US and Europe is 
likely to slow by about 0.02 percentage point. The impact on Australia’s 
economy may be twice as large, given its stronger commodity-trade and 
tourism links with China, but a 0.04-percentage-point reduction in growth 
is still small. Such calculations assume that the coronavirus does not spread 
widely to these countries and cause direct havoc. This currently seems un-
likely, given the low number of cases outside China.

High Impact but Short-Lived? 
In a note on Sunday, Oxford Economics noted that the current outbreak 
“could potentially be a high impact but short-lived event, similar to the Sars 
experience in 2003”. During Sars, China’s GDP growth fell to 9.1 per cent 
year on year in the second quarter of 2003, from 11.1 per cent in the previous 
quarter. It subsequently recovered to 10 per cent in the second half of 2003, 
with consumption and travel the most heavily impacted sectors, the group 
noted. The outbreak could be short-lived because of the following: 

• A quicker response by authorities and more transparency. 
• Roll out  of   measures, if needed, to stabilise growth – though they may 

not be  significant monetary easing amid the ongoing campaign to rein 
in financial risks.

The situation is also different now compared to the SARS outbreak namely: 
• China is now in the Internet commerce age, with consumers increasingly 

doing their shopping online. Much of the reduction in offline sales owing 
to the virus will likely be offset by an increase in online purchases. 

• Many factories have scheduled production stoppages during the Chinese 
New Year holidays anyway, so the timing of the epidemic may minimize 
the need for further shutdowns. The short-term negative impact is thus 
likely to be concentrated among restaurants, hotels, and airlines.

• The Chinese authorities have been much swifter than they were during 
the SARS episode in moving from controlling information to controlling 
the spread of the virus. That, in turn, increases the likelihood that the 
lost economic output this quarter will be offset by increased activity in 
the remainder of the year.

Vulnerable sectors are:  Philippine property POGO office space of Php10bn 
yearly rental where MEG is most exposed; SMPH’s  7 malls in China, URC’s 
1.5% sales exposure to China and Philippine Gaming whose gross gaming rev-
enues grew 16% last year.

Figure 3.  Gold Prices

Source of basic data:  Bloomberg


