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Worse than SARs?

China’s economy is bigger and weaker than during SARS in 2002-2003. The virus out-
break is already adversely  affecting supply chains and  commodities markets. It is 
denting growth prospects in SEA, even South America. Whether this outbreak will be 
short-lived depends on China’s ability to contain it; China has firewalled 100 million 
people in central Hubei province, where the virus broke out while numerous cities 
and towns have implemented their own quarantine measures. 

Why China Could be Hurt More Than During SARS. 
The current virus outbreak in China is going to be a lot more painful for  the world’s 
second-largest economy than it was during SARS for reasons cited below in bullets. 
And most expect Chinese growth in the first quarter of the year to slide sharply, 
before rebounding later in the year to finish not much worse than the 6% increase in 
GDP China posted last year.  

• First, the Chinese economy is a lot, lot bigger now; 16% of  world GDP vs 4% in 
2002 during the SARs outbreak which knocked off an estimated 1% or more from 
China’s growth rate. Back in 2003, the Chinese economy was the sixth-largest 
in the world vs the second-largest today, and in a period of increasing growth. 
Now is a period of slowing global growth, China then was expanding with GDP 
growth of 9.1% in 2002, 10% in 2003 and 10.1% in 2004. Last year, China was 
predicted to have grown by 6%. 

• Second, China has gradually developed an inward economy, more service-driven 
and consumption-driven, now stricken by the virus outbreak. This is one key 
difference, according to Macquarie. In 2003 during the SARS outbreak, the Chi-
nese economy shifted gears to a manufacturing-led export drive to quicken the 
economy. It is less able to do so now  due to the trade war and hefty tariffs 
imposed by the US and there is less demand for Chinese goods now.  Also China’s 
property sector is already under pressure and weak.

• Third, China is already slowing, just 6% predicted for full year 2019 GDP, lowest 
level since 1990. Already, factory activity has weakened as China’s Purchasing 
Managers’ Index (PMI), a measure of factory activity has contracted even before 
the virus had been accounted for.

Why China GDP Growth May Still Be A little Just Below 6% in 2020. 
As China now accounts for 16% of global GDP, the spillover to the rest of the world 
and consequent external headwinds would be even greater if China’s economic slow-
down was accompanied by an abrupt depreciation and sell-off of the currency. Con-
tinuum Economics of Professor Nouriel Roubini sees China’s Q1 GDP growth to almost 
certainly drop below 6% y/y recorded in Q4 2019. It may even slow to below 5% y/y 
in Q1 if the crisis worsens

But China has room for policy stimulus to shore up the economy. Nomura Securities 
expects more support for the economy overall is likely to come. China is  injecting  
$174 billion worth of liquidity into the markets via buyback of reverse repos  after 
providing $3.94 billion in subsidies for prevention and control of the virus.

RRR cuts, rate cuts, various lending facilities, and open market operations all are 
possible options. 

PBOC may also roll out some targeted credit-easing measures to help corporates and 
households that are likely to suffer more from the virus outbreak. 

China’s Banking and Insurance Regulatory Commission also encouraged financial in-
stitutions to support businesses and households affected by the virus, with a number 
of measures such as lowering of loan interest rates to stressed enterprises.

Still, monetary and fiscal policy measures won’t turn the economy around in the near 
term, as the virus outbreak may further weaken domestic demand and thus render 
the upcoming policy easing less effective, Nomura added. 

Figure 3. WTI and Brent Oil, in $ per barrel
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Global

Coronavirus Cases 20,620

Deaths 426

Philippines

Coronavirus Cases 2

Death 1

PUI* 48
*patients under investigation as of Feb 3, 2020 12:00pm 
Sources: DOH and CNN

Table 1. Coronavirus Cases

Figure 2. Year-to-date Currency Gain/Loss vs USD
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Philippine Impact.  What is at stake is Philippine GDP growth rate in the first 
quarter which should stay above 6% to achieve the recovery target of the govern-
ment whose own forecast is 6.5-7.5%, up from last year’s 5.9%. And the PSEi has 
priced in worries about a GDP growth gap vs target when it touched a low of 7,137 
yesterday or 14x PE.   The PSEi’s 100 point rebound today is a reflection of the 
thinking that the selldown may be overdone and so the bottom fishing.

Tourism. ANZ Research noted that a 75% fall in Chinese tourists for three months 
could cut Philippine GDP by 0.11%. Chinese average tourist per capita spend in the 
country worth $233 (estimated by Colliers International) will be reduced.    
 
Local Gaming. Citi has cut its Macau’s gaming revenue forecast by 31% in the first 
half of  this year due to the virus outbreak. This will adversely impact the gaming 
revenues of the VIP  segment in the local casino business.  There can also be  a 
parallel weakness in the domestic mass market.

POGO to Benefit? POGO accounts for 1.5% of the Philippine GDP with its contribu-
tion of  $1.5 billion, now taxed by the government. It also accounts for 20% of  the 
1 million yearly office space take up in the Philippines, potentially adversely af-
fecting the property sector. And the surprising observation was that globally daily 
online gambling is up 90% over the Lunar New Year holiday compared to last year. 
That’s according to a CNBC report. The trend is that land-based casino operators 
should be converging with online (POGOS) as the latter is the safest platform to 
avoid the virus.  

Philippine Manufacturing Displacement. Ayala’s electronics manufacturer, Inte-
grated Micro-Electronics, has suspended operations in four factories in mainland 
China following the novel coronavirus outbreak. Arthur Tan, Group President and 
CEO of AC Industrials, says the firm is ready to move supply chains out of China. 
IMI has several manufacturing assemblies globally.

Jollibee Foods Corporation (JFC) has just announced the temporary closure of 
its 14 Yonghe King stores in the Hubei province, which comprised 1% of its total 
network and 3.6% of its store network in China. 

Market Rebound.  Looking back to SARs breakout in November 2002, it took nine 
months for SARS to subside and for the World Health Organization (WHO) to de-
clare an end on July 3, 2003.  From July 2003 to end-2003, PSEi managed an 18.1% 
gain  to 1,442 and from the bottom of 997 on December 19, 2002, PSEi recovered 
by 44.5%.  The question is how bad will it (coronavirus) get.
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Figure 7. Jollibee’s Stores in China
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Figure 4. China’s Coronavirus Infections Have Increased Sharply 
over the Past Two Weeks
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