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This is not personal advice. Coronavirus hit to turn GDP negative in Q1

It does not consider your . L . . .

objectives or circumstances. ¢ We have revised our preliminary estimate of the impact of the coronavirus and
Please refer to the now expect it to take around 0.5ppt off Australia’s GDP in Q1. Along with a small
Important Notice. hit from the bushfire impact, we estimate that GDP will now fall 0.1% q/q in Q1.

e The World Health Organisation (WHQO) has declared an international emergency
Authors in response to the outbreak of the coronavirus in China. The number of cases has

risen above 20,000 and tragically the number of deaths has risen to nearly 500.
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+61 2 8037 0571 e The economic impact of the virus has been brought into sharper focus by the

Felicity.Emmett@anz.com measures taken to limit the spread. The understandable travel ban in place in
Australia on all foreign nationals who have been in China, as well as airline

David Plank cancellations, will act to sharply reduce the level of tourist arrivals.
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David.Plank@anz.com e There is a very wide a range of uncertainties around the outlook. The virus’s
timeline, the behaviour of non-China tourism, the impact on broader Chinese and
global growth, and the degree to which Australian’s limit their travel abroad.

Contact e While the hit to near-term growth is large, we expect the number of arrivals from

research@anz.com China to turn around in Q2, with the rebound in tourism adding to growth in Q3

and Q4. Consequently the impact on year-end growth is likely to be small.
Follow us on Twitter
@ANZResearch e For the RBA, a case can be made for looking through the immediate impact on

demand, given the likely rebound later in the year. Our view, however, is that
while the economic impact of the coronavirus does not drive the case for further
easing, it adds to the weak tone in the economy and suggests further rate cuts
are likely this year.

Related reports Figure 1. Australia’s exposure to China has increased dramatically since the
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ANZS,

Coronavirus impact larger than earlier expected

Since our note last week assessing the impact of the coronavirus on growth, the
WHO has declared (for only the sixth time in history) an international emergency.
The number of cases has reached 20,000 and tragically the number of deaths has
risen to nearly 500. A number of airlines have cancelled flights out of China, including
Qantas which has stopped all direct flights from Beijing and Shanghai until 29 March.
Moreover, the Australian government issued a travel ban, on 1 February (to be
reviewed 14 days after its introduction), on all foreign nationals who have been in
China, with exceptions for permanent residents, and their immediate families.

These developments have prompted us to revise our earlier estimate that the impact
would take 0.2ppt off growth. We now expect GDP to be around 0.5ppt lower in Q1
as a result of the virus. We also see a small negative impact from the bushfires.
Accordingly, we now expect GDP to fall 0.1% q/q in the March quarter.

The reasoning behind our numbers was discussed in detail in our previous note, and
these remain our key grounds for a downgrade. We have used the experience of the
SARS virus to inform our thinking on the likely impact of the coronavirus on tourist
activity. But the magnitude has changed. The announcement from WHO, the
cancellation by airlines and the Australian government’s travel ban have caused us to
increase our estimate of the likely impact.

We have made a number of assumptions to arrive at this estimate, including:

e Tourist arrivals from China fall 85% in February, reflecting the impact of the
travel ban.

e Spending from students from China falls 30% in February!. Reports suggest that
more than 50% of the entire student cohort remains outside Australia.?

e Tourism spending from non-China arrivals drops 8% in February.
e Education spending from non-China students remains unchanged.
e Recovery begins in April.

We could well be wrong on some of these assumptions.

Broader negative impacts are possible. Local consumer sentiment took a hit from the
bushfires and the news regarding the virus is keeping confidence levels low. Rising
uncertainty about the impact of the virus is likely to test business confidence, and
there is the potential for investment plans to be delayed.

The broader economic impact from slower growth in the extended Asian region is
difficult to quantify at this stage. ANZ’s China economists’ early estimate of the
impact is to drag Q1 GDP down to 5.0% y/y. Many ports in China remain closed due
to the extended Lunar New Year Holiday. This is affecting delivery of Australia’s
exports and driving commodity prices lower. The iron ore price has dropped 14%
over the past two weeks. Supply chains in the region are disrupted, with factories
unable to continue production without key components from their China sources.
Hyundai announced on Tuesday that it has shut down all its car factories in South
Korea given a shortage of supplies from China. Other car manufacturers have warned
that they too may be forced to close.

! For students arriving from China, around 60% come for university education, 10% come for
VET, 17% for English language courses, 5% for schools and 7% for other “non-award” courses.
2 https://www.smh.com.au/politics/federal/china-not-happy-with-sudden-australian-travel-
lockdown-20200204-p53xq2.html
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ANZS,

We have assumed in our forecasts that recovery begins in April. Predictions around
the virus progression clearly have a high degree of uncertainty, but current
predictions from The Lancet show the virus peaking in intensity around April

(Figure 2). In which case, recovery may be delayed until later than we assume. This
suggests that our estimate of the negative impact is relatively conservative.

Figure 2. Epidemic forecasts for Wuhan and other major cities under various

scenarios
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Source: The Lancet “Nowcasting and forecasting the potential domestic and international spread
of the 2019-nCoV outbreak originating in Wuhan, China: a modelling study”.

Policy makers will grapple to formulate an appropriate response. Many short-term
shocks like these quickly drive down growth, and then a V-shaped recovery ensues.
The RBA generally looks through short-term shocks and does not respond with
monetary easing. On our calculations, this shock looks likely to be relatively severe,
but our long-held belief has been that the weakness in underlying momentum in the
economy justifies further monetary easing. We don't see the economic impact of the
coronavirus as driving the case for further easing, but in the near term it will add to
the weak tone in the economy and consequent calls for more interest rate cuts.

Further support from fiscal policy is possible. At this stage, the Australian
Government'’s priority has been addressing the treatment of the people confirmed to
have the coronavirus in Australia, the repatriation of Australians from China’s Hubei
province and implementing measures (the travel ban) to halt the spread of the virus
locally.

In the wake of the bushfire emergency, the Treasurer seems to have moderated his
commitment to achieving a surplus. We think this is the appropriate response and we
think a further erosion of the surplus commitment would be appropriate if the
economic impact of the coronavirus proves to be larger and/or extended.
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Important notice

[28 January 2020]

This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied
or distributed. The information in this document is general in nature, and does not constitute personal financial product
advice or take into account your objectives, financial situation or needs.

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared by Australia and New Zealand Banking Group Limited (ABN11 005 357
522) (ANZ), a company incorporated in Australia. It is distributed in your country/region by ANZ or (if stated below) its subsidiary or
branch (each, an Affiliate).

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by
ANZ to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products
and services mentioned in this document may not be available in all countries.

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in
this document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant
advice having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ
does not represent or warrant the accuracy or completeness of the information, except with respect to information concerning ANZ.
Further, ANZ does not accept any responsibility to inform you of any matter that subsequently comes to its notice, which may affect the
accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis.
Unless specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all
price information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in
both profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in
this document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection
with this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by
any regulatory body or authority in any jurisdiction.

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in
the products or services described in this document, and their staff and introducers of business may share in such fees or remuneration
that may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements.
Further, they or their customers may have or have had interests or long or short positions in the products or services described in this
document, and may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market
maker in such products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains
appropriate information barriers to control the flow of information between businesses within it and its Affiliates.

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please

click here or request from your ANZ point of contact.

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK
Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the PRA and the FCA.

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate
finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on
it your name and place of printing.

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).

New Zealand. This document is intended to be of a general nature, does not take your financial situation or goals into account, and is
not a personalised adviser service under the Financial Advisers Act 2008 (FAA). When distributed by ANZ in New Zealand, this
document is intended only for “wholesale” clients as defined in the FAA.
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Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman (CBO) or Oman’s Capital
Market Authority (CMA). The information contained in this document is for discussion purposes only and neither constitutes an offer of
securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of
Oman (Royal Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman
as contemplated by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). ANZ does not
solicit business in Oman and the only circumstances in which ANZ sends information or material describing financial products or financial
services to recipients in Oman, is where such information or material has been requested from ANZ and the recipient understands,
acknowledges and agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in
Oman. ANZ does not market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to
any securities, products or financial services may or will be consummated within Oman. Nothing contained in this document is intended
to constitute Omani investment, legal, tax, accounting or other professional advice.

People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China)
Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on
speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an Affiliate (other than ANZ China),
the following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public
offering of any products or services of such an entity or distribution or re-distribution of this document in the PRC. So, the products and
services of such entities are not being offered or sold within the PRC by means of this document or any other document. This document
may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance with any
applicable laws and regulations. If and when the material accompanying this document relates to the products and/or services of ANZ
China, the following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the PRC.

Qatar. This document has not been, and will not be:

. lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC)
Authority, QFC Regulatory Authority or any other authority in the State of Qatar (Qatar); or
. authorised or licensed for distribution in Qatar,

and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of
securities in Qatar or the QFC. The financial products or services described in this document have not been, and will not be:

. registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or
. authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar.

Accordingly, the financial products or services described in this document are not being, and will not be, offered, issued or sold in Qatar,
and this document is not being, and will not be, distributed in Qatar. The offering, marketing, issue and sale of the financial products or
services described in this document and distribution of this document is being made in, and is subject to the laws, regulations and rules
of, jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this
document in breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated
investors (i) upon their request and confirmation that they understand the statements above; and (ii) on the condition that it will not be
provided to any person other than the original recipient, and is not for general circulation and may not be reproduced or used for any
other purpose.

Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited
investors”, “expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act
Cap. 289 of Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is exempted from holding a

financial adviser’s licence under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore.

United Arab Emirates (UAE). This document is distributed in the UAE or the Dubai International Financial Centre (DIFC) (as
applicable) by ANZ. This document does not, and is not intended to constitute: (a) an offer of securities anywhere in the UAE; (b) the
carrying on or engagement in banking, financial and/or investment consultation business in the UAE under the rules and regulations
made by the Central Bank of the UAE, the Emirates Securities and Commodities Authority or the UAE Ministry of Economy; (c) an offer
of securities within the meaning of the Dubai International Financial Centre Markets Law (DIFCML) No. 12 of 2004; and (d) a financial
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