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Impact Zone 
Unmasking the implications of Covid-19 on Asia  

• It may have a formal name now – Covid-19 – but not much else is 
known about the virus at this point. A preventative vaccine is still 
far in sight, and it remains an open question as to whether enough 
has been done to stop the spread. 

• The final economic impacts would, frankly, remain anyone’s guess. 
It would depend very much on how bad the viral contagion is and 
how long it lasts. Yet, some educated guesses must be done. 

• Here, we present a quick snapshot of our team’s take on how the 
virus would affect various Asian economies and policy outlooks, as 
well as, the effects on a number of key asset classes. 

 

Singapore: The recent coronavirus outbreak has cast a dark cloud over  
2020 GDP growth prospects which could potentially be shaved off by up to 
0.5-1% point from the baseline, depending if the current epidemic is mild or 
severe. Hence, we had widened our 2020 growth forecast to 0-2% from 1-
2% on 30 January to factor in the downside risks from the coronavirus. 

However, the upcoming Budget 2020 on 18 February comes at an 
opportune time for a more expansionary fiscal stance to provide a much-
needed lift to buffer the downside growth risks. We have pencilled in an $8 
billion overall budget deficit, equivalent to 1.5% of GDP for Budget 2020, 
which will be a record per se. In addition to a potential sizeable GST offset 
package (that is likely to outweigh the $4b package over 5 years announced 
in 2007), there will also be a targeted coronavirus relief package for 
affected firms, especially SMEs, and workers (that is also likely to exceed 
the $230m provided in the SARS relief package back in 2003) in the tourism 
and hospitality sectors.  

There may be also spill-over impact on the manufacturing sector if there is 
a manpower shortage due to travel restrictions and quarantine orders and 
shortage, and even the construction sector if raw materials supply from 
China are disrupted. Given the substantial accumulated fiscal surplus 
position, policymakers are still in a good position to continue to invest in 
infrastructure investments, sustain R&D, build local capabilities, reskill and 
upskill the workforce, as well as combat climate change. 

China: Being the epicentre of the outbreak, the near-term shock to the 
Chinese economy is going to be significant. We expect the Q1 2020 growth 
to contract by 0.5% qoq, which will translate to about 4.1% yoy. The hit to 
the economy will also be larger as compared to the SARS outbreak, because 
of some key differences between now and then. 

First, the magnitude of the shock to service sector is much larger now due 
to China’s decision to restrict people movement nationwide via city 
lockdown and self-quarantine. Second, we also witnessed the breakdown of 
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trust as a result of the city lockdown. The fear factor was amplified by the 
social media, whereby it is easier for people to draw the link between the 
extreme tragedy they see online to themselves, further reinforcing the 
panic. Given the loss of trust – the foundation of modern-day business – the 
efficiency of the economy will be deeply affected as well. 

Compared to SARS, there is also going to be a bigger impact on China’s 
industrial production and exports, due to the city lockdown. The key 
challenge faced by Chinese manufactures in the near-term is whether they 
can get all their workers back in time. We expect China’s industry capacity 
only returns to about 30% of their normal level. The shock to Chinese 
industry output and global value chain is unprecedented in our view. 
Whether we are bracing for a V-shape or W-shape recovery will depend on 
when the peak of outbreak will come. 

Hong Kong: We revised our GDP forecast down to -0.2% for 2020 from 1.1% 
as a result of the outbreak. The visitor arrivals dropped by 59% yoy during 
Chinese New Year Holiday and we expect the downtrend of visitor arrival 
might persist in the coming months due to the concerns over the epidemic. 
The unemployment rate in retail, accommodation and food services have 
already touched a three-year high of 5.2% in 4Q 2019 due to social unrest 
and is expected to trend higher further as a result of virus outbreak.   

Malaysia: the impact of the coronavirus is likely going to be around 0.4 
percentage points of GDP in Q1, assuming the viral infection itself does not 
become a more major issue within the country. Given the slow momentum 
from the GDP data from Q4 2019 that was just released, this would 
compound the slowdown even more and compelled us to downgrade the 
forecast for Q1 GDP to 3.5%. For the full year of 2020, we now expect 
growth of 4.0%, compared to our already fairly conservative 4.2%.  

Now, in terms of policy action, we see a good chance of another rate cut by 
Bank Negara in the upcoming meeting on March 3rd, bringing the OPR to 
2.5%. This follows the 25 basis points cut that it had enacted just last month, 
but BNM may be more inclined to act now because of the virus threat, and 
also given that any fiscal stimulus package by the government will likely be 
very limited because of the debt constraints. 

Indonesia: There has been a lot of questions asked about why the country 
of 250mn has escaped having any single case of the virus thus far. Taking 
things as they are at face value, and we hope it stays that way, there should 
be relatively minimal impact on growth. And, indeed, we still see growth 
averaging around 5% this year.  

This is not to say there will not be any impact if things get worse. Obviously, 
the role played “Fear Factor” of people not wanting to go out to mingle or 
socialize can take place – and take place very quickly. This would have 
impact on private consumption, which is 55% of GDP. Thus far, we do not 
see that happening just yet, but it will definitely be a space to watch closely.  

In terms of policy actions, Bank Indonesia appears to remain keen on 
loosening further. However, given the periodic bouts of risk off, they might 
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not be able to cut rate in the immediate months ahead. Instead, they may 
opt to loosen macroprudential policies. 

Thailand: Outside of China, one of the worst hit economies by the Covid-19 
is likely to be Thailand. Given its reliance on Chinese tourism receipts, the 
Thai economy had already been reeling from the US-China trade war last 
year when the coronavirus threatens to further derail growth via the 
tourism sector.  

The Bank of Thailand has responded by cutting its key benchmark rate by 
25bp to 0.75%, but we think they could likely ease monetary policy further 
if the impact on tourism and manufactured goods is larger than initially 
feared. The drought in Northeast Thailand – the worst in forty years – is not 
helping matters. We initially forecasted 2020 GDP growth at 2.6%, but we 
think that might be eventually watered down to 2.0%. 

Credit: Credits with a high exposure to Mainland China will likely feel the 
most impact however we also consider those credits where the impact will 
be indirect through business links and exposure to China imports and 
exports. Industries that will be most affected in our coverage include those 
related to tourism such as airlines and hospitality related credits. Financial 
Institutions will also feel the impact however their existing business profiles 
and scale as well as their systemic importance should shield them from 
adverse impacts for the time being.  

We also see higher credit risk among high yield names given heightened risk 
in Chinese funding markets which may affect their refinancing plans. We 
are monitoring nine issuers under our SGD coverage for a potential 
downgrade. This group mostly consists of issuers whose credit profile had 
weakened in the last 12 months, with the outbreak of COVID-19 potentially 
tipping them into a downgrade faster rather than the outbreak primarily 
causing a downgrade per se.  

Credit profiles for the vast majority of the companies under our coverage 
should remain stable for now with key credit drivers remaining unchanged. 
This is, however, premised on a global recovery within 3-6 months. If the 
situation exists for a prolonged period (e.g.: unresolved in 12 months), the 
indirect impact (e.g. damage to economic growth) could be of higher 
concern, which may in turn impact more credits under our 
coverage.  Further details are encapsulated in a special interest 
commentary piece. 

FX: In the near term, overall risk sentiment has been relatively supported 
despite the ongoing headlines. Therefore, even as we retain a risk-off bias – 
expecting the broad USD to strengthen against the AUD and EUR – we need 
to look for opportunities that may benefit during a risk-supportive 
environment. Prefer to stay long CAD for this purpose.  

Further out, it is clear that there will be a negative hit on the economy. 
Growth downgrades have already begun. Thus, we prefer to stay defensive 
in a 4-6 weeks horizon, especially if the initial growth downgrades 
underestimate the damage on the economy. On a structural horizon, the 
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macro stabilization theme is likely compromised. This theme was the 
premise for a USD weakness view for this year. With this virus episode, the 
USD weakness may be delayed into the later part of the year. 

Commodities: Overall in the commodity space, we expect depressed prices 
to continue, whether that be energy, agricultural, industrial metals or 
rubber. There is a case for deferred consumption for most markets, but any 
catch up is unlikely to fully compensate the demand drawdown in this 
period. The longer the coronavirus situation lasts, the starker this demand 
slowdown would be. 
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