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Quantifying the coronavirus: global investment
community begins to take stock
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According to new forecasts from UBS which take account of the effects of the
coronavirus, the Chinese economy is now likely to grow at a rate of around
5.4% this year, down from the previously modelled 6%.
One of UBS's assumptions is that the virus will be contained by the end of the
quarter, and that the effects will therefore tail off as the year progresses. It's a
big assumption to make, but one which is part justified by a comparison to the
effects of the SARS virus, which briefly unsettled markets back in 2003. That
virus too began in Asia, and its effects in generating headlines and unsettling
the investment community have indeed been comparable, albeit that it now
seems clear that coronavirus is surpassing SARS in scale.
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Nonetheless, markets as a whole appear for now to be following UBS's line. A
host of companies have released updates about the financial effects the virus
will likely have on their bottom line, and there's even some data out from South
Korea which gives some indication of the potential impact at a national level.
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So far, it's fair to say that it's serious, but not yet at crisis proportions.
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The severity of the financial impact is also varied, depending on proximity to
China, amount of business done in China, or the amount of business done with
China. And although there are new reports of cases outside of China on a daily
basis, including more than 60 new ones on a cruise ship docked at Yokohama,
China remains the central locus and ground zero for both the physical effects of
the virus and its financial impact.
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At the worst end of the scale, Hong Kong's economy is likely to suffer a
contraction of 8% this quarter, with Taiwan not far behind, and the Chinese
economy as a whole contracting for the first time quarter-on-quarter since
1976. These numbers are at the root of UBS's decision to shave 0.1% off its
global growth forecast for this year, a number which it now pegs at 2.9%.
Among the companies operating inside China, Disney has announced that it
will take a US$280mln hit after it was forced to close down two theme parks in
China that are usually busy over the New Year period. Other companies that
have yet to release financial updates, but which have publicly stated they have
slowed or stopped operations inside China include Airbus, Toyota, General
Motors, Volkswagen, Nike, Adidas, H&M, Gap and Ikea. Royal Caribbean has
said it will take a US$50mln hit as a result of the travel restrictions around Hong
Kong and China.
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The impact on the US economy remains to be seen. President Trump's top economic advisor Larry Kudlow has said the
coronavirus could shave around 0.2% off US growth, but markets responded positively to a well-flagged Chinese move
to cut 1,700 tariffs on imported US goods.
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The tariff reductions ought to have come anyway as a part of President Trump's phase one US-China trade deal, but
the alacrity and vigour with which they were flagged, coupled with the Chinese decision to pump more than US$242bn
of new liquidity into the market, was well received internationally.
After initial nervousness at the end of January, when both the VIX and the gold price spiked, relative calm has returned,
the VIX and the gold price have dropped back, and instead base metals prices and Treasury yields rose.
The big loser, to date, has been oil, with Brent down at US$55 and West Texas Intermediary at US$50 per barrel. An
OPEC meeting in the first few days of February put coronavirus at the top of its agenda, but precisely what action the
cartel intends remained unclear at the end of the meeting. As a bellwether for the global economy oil is worth keeping a
close eye on. West Texas has dropped by nearly US$10 over the past month, and has just bounced off a 12-month low.
Another bellwether, copper, has also dropped off a cliff in the past month, but has also bounced slightly in recent days.
If the coronavirus starts to fade, then that recovery is likely to gather strength fairly rapidly. On the other hand, if UBS is
wrong, and the effects of coronavirus start to be felt into the second quarter and beyond, then all bets are off.
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No investment advice
The Company is a publisher. You understand and agree that no content published on the Site constitutes a recommendation that any particular security,
portfolio of securities, transaction, or investment strategy is suitable or advisable for any specific person. You understand that the Content on the Site is
provided for information purposes only, and none of the information contained on the Site constitutes an offer, solicitation or recommendation to buy or sell a
security. You understand that the Company receives either monetary or securities compensation for our services. We stand to benefit from any volume which
any Content on the Site may generate.
You further understand that none of the information providers or their affiliates will advise you personally concerning the nature, potential, advisability,
value, suitability or profitability of any particular security, portfolio of securities, transaction, investment, investment strategy, or other matter.
You understand that the Site may contain opinions from time to time with regard to securities mentioned in other products, including Company-related
products, and that those opinions may be different from those obtained by using another product related to the Company. You understand and agree that
contributors may write about securities in which they or their firms have a position, and that they may trade such securities for their own account. In cases
where the position is held at the time of publication and such position is known to the Company, appropriate disclosure is made. However, you understand and
agree that at the time of any transaction that you make, one or more contributors may have a position in the securities written about. You understand that price
and other data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that neither such data nor such
calculations are guaranteed by these sources, the Company, the information providers or any other person or entity, and may not be complete or accurate.
From time to time, reference may be made in our marketing materials to prior articles and opinions we have published. These references may be
selective, may reference only a portion of an article or recommendation, and are likely not to be current. As markets change continuously, previously published
information and data may not be current and should not be relied upon.
The Site does not, and is not intended to, provide investment, tax, accounting, legal or insurance advice, and is not and should not be construed as
providing any of the foregoing. You should consult an attorney or other relevant professional regarding your specific legal, tax, investment or other needs as
tailored
to
your
specific
situation.
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