T. ROWE PRICE INSIGHTS
ON GLOBAL ECONOMICS

SARS Is Not a Model
for Coronavirus

Drawing parallels between the two outbreaks is tempting
but risky.

KEY INSIGHTS

= The potential impact of the COVID-19 virus on the Chinese economy has been
compared with that of the SARS virus in 2003.

= However, there were external factors weighing on the Chinese economy in 2003
that do not exist today.

= We believe our approach, based on calculating the impact of lost working days
on production, provides a more accurate assessment of the economic impact
of COVID-19.
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Chinese GDP Growth During the SARS Outbreak
(Fig. 1) The impact of the virus appears at first glance to be severe.
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There are significant
differences between
the situation today
and that of China

in 2003.

— Chris Kushlis
Sovereign Analyst

Macroeconomic Developments in 2003
(Fig. 2) Growth declined, and oil production fell.
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effects of COVID-19? And if it is not,
what other evidence can we turn to?

The SARS outbreak caused 8,098
cases and 774 deaths in 17 countries.
Although the first cases appeared as
early as November 2002, it was not
until April 2003 that the World Health
Organization issued a global health
alert. Shortly afterwards, the Chinese
authorities announced that all primary
and secondary schools would be
closed for two weeks and closed down
other public venues, such as theatres
and discos.

It was also in April 2003 that the first
quarantine measures were introduced.
As Figure 1 shows, this coincided

with a significant reduction in Chinese
Q2 2003 GDP growth in which the
quarter-on-quarter growth rate fell

by 2.1% (from 2.9% in Q1 2003 to
0.8% in Q2 2003). This decline was
driven by a reduction in services and
manufacturing growth, which was
likely partly caused by containment
measures taken by the Chinese
government. Many observers, therefore,
argue that the SARS episode is a good
case study from which to extrapolate
the effects of COVID-19.

However, there are significant
differences between the situation
today and that of China in 2003.
Then, China composed only 5% of
the world economy and was just in
the process of becoming central to
global supply chains on the back of its
World Trade Organization accession
in 2001. Rather than being a driver of
the world economy, China was more
a recipient of fluctuations and shocks
from elsewhere.

Moreover, there were two important
global economic developments
occurring at the same time (Figure 2):
First, in early 2003, growth in G7
economies (75% of global GDP at

the time) was slowing; and second, in
anticipation of the U.S. invasion of Iraq,
which reduced global oil production
by around 2%. The Q2 2003 Chinese
slowdown is often wholly attributable to
SARS, but is it possible that these two
macro factors may also have played

a part?

We used a simple linear regression
analysis to determine the extent to
which industrialized country growth
and real oil price growth rates impacted
Chinese GDP growth from Q1 2001

to Q4 2007. The residual from this
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The coincidental
global slowdown
and rise in real ol
prices mean that
the effect of SARS
was likely greatly
exaggerated in

Chinese GDP data.

— Tomasz Wieladek
International Economist

The Impact on Chinese GDP of Domestic and External Factors
(Fig. 3) SARS had less of an effect than first thought.
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Source: National Bureau of Statistics, Organization for Economic Co-operation and Development and
T. Rowe Price. Results predicted from the regression model (light blue and gray lines) are estimates and

do not represent actual results.

regression shows the impact on growth
from idiosyncratic factors over the
period. Figure 3 shows the results

from this exercise. The grey line shows
Chinese growth predicted by the global
factors in the regression model and
indicates that these would have led to a
moderation of growth in China without
the outbreak of SARS. The residual
weakness in growth, which can be
attributed to China-specific factors in
that quarter, is 1%—much lower than the
2.1% effect that can be calculated by
looking at quarterly growth rates alone.

Overall, the coincidental global
slowdown and rise in real oil prices
mean that the effect of SARS was likely
greatly exaggerated in Chinese GDP
data. In our view, SARS is, therefore, not
a good case study for understanding the
potential economic consequences of
COVID-19 on Chinese real GDP growth.

If SARS is not a good case study

to assess the economic impact of
COVID-19, what should investors look at
instead? We believe that the most useful
approach is to quantify the effect of

lost working days on overall production.
We estimate that the current measures

imposed by the Chinese government
through early February have led to

eight lost working days for the country
as whole. A reduction in one working
day in Q1 leads to roughly a 0.4% loss
in output, meaning that the eight lost
working days so far translate into a
quarterly growth reduction of 3.2%. This
number is 50% larger than 2.1% growth
impact measured during the SARS
outbreak, and three times as large as
the estimated 1% impact adjusted for
external factors. Although this number
could rise further, it is significantly
smaller than extrapolating the economic
impact based on virus cases in China,
which, with 78,000 cases to date, is

15 times larger than the 5,237 cases
that China experienced during SARS.

We believe that by looking at the
sensitivity of growth to each working
day lost (0.4% of GDP), we can get a
much better sense of the economic
impact of COVID-19 than can be
obtained from arbitrarily scaling up the
consequences of SARS. The same
method can be applied to the impact of
COVID-19 on growth in other countries
that have been badly hit by the virus,
including Italy.
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We will continue to track high-frequency

working days have been lost in real time
indicators around travel patterns,

and, therefore, what the economic impact
pollution, and coal consumption at is likely to be—and to do so significantly
power plants. This will help us to more ahead of the publication of longerterm
accurately gauge how many effective hard data.

WHAT WE’RE WATCHING NEXT

We will be closely monitoring developments in COVID-19 over the
coming weeks and months and modifying our assessment of its likely
impact on the Chinese and global economies as new data come in. In
particular, we will look closely at working days lost in order to gain a better
understanding of the potential effect the virus may have on Chinese GDP.
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To learn more, please visit troweprice.com.
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