
he COVID-19 outbreak has spread widely and rapidly across the country as well as abroad. 
Apart from causing a public health crisis and a humanitarian tragedy, the epidemic and 
the actions to contain it brought normal economic activity to a halt. At the time of writing 
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the economy is only gradually restarting, supported by a relaxation of the containment measures in 
a growing number of provinces and government measures to reduce the impact of the containment 
measures. While most expect a sharp rebound in the economy later in the year, the impact on the 
economy in the first quarter is still unclear. Our scenarios, based on working days lost, suggest a more 
negative outcome for economic growth than most projections.

THE COVID-19 EPIDEMIC AND GOVERNMENT ACTIONS TO CONTAIN THE 
VIRUS
The origin of the coronavirus outbreak in late 2019 has been traced to a Chinese seafood and poultry 
market in Wuhan, China. The virus was detected as early as 27 December and local governments 
informed the Centre for Disease Control (CDC).1 The World Health Organisation (WHO) was alerted 
on 31 December and the Standing Committee of the Political Bureau, the Communist Party’s highest 
organ, met on 7 January to discuss the evolving situation. On 21 January 2020, human to human 
transmission was reported and the epidemic was publicised. On 25 January, a small leading group 
on the prevention and control of the outbreak led by Premier Li Keqiang was formed. On 30 January 
2020, WHO declared the situation a global health emergency. As of 26 February, China reported a 
total of 78,497 confirmed cases and 2,744 deaths.2 Outside the Chinese mainland, over 30 countries 
and territories, including Korea, Japan and Italy, reported a total of 2,051 confirmed cases and 47 
deaths.

1 See Caixing, 26-2-2020 “独家|新冠病毒基因测序溯源：警报是何时拉响的_政经频道_财新网” (Ex-
clusive: Traceability of New Crown Virus Gene Sequencing: When Did the Alarms Sound?) (http://china.caixin.
com/2020-02-26/101520972.html, accessed 27 February 2020).
2 Source: http://www.nhc.gov.cn/xcs/yqtb/list_gzbd.shtml (for numbers in mainland China, Hong Kong, 
Macao and Taiwan); https://www.who.int/docs/default-source/coronaviruse/situation-reports/20200224-si-
trep-35-covid-19.pdf?sfvrsn=1ac4218d_2 (for numbers in other countries and territories), accessed 27 February 
2020.



Government action to contain the outbreak began in earnest only after 21 January 2020. A growing 
number of increasingly strict measures were imposed to restrict people’s movements. On 23 January 
2020, Wuhan suspended all public transportation, both within the city and those linking it to other 
regions, effectively locking down movement of people within the city of 11 million residents. 
Subsequent to Wuhan, Hubei locked down 16 more cities by 28 January 2020.3 Outside Hubei, 
increasingly strict measures were taken to discourage or even prevent travels.4 By 29 January, all 
31 provinces had declared emergency Level 1, the highest level on a 4-point scale. Measures taken 
included mobility restrictions and the official extension of the Lunar New Year (LNY)  holidays 
by three days, to 2 February. Shortly after, the government of several municipalities and provinces 
(including Shanghai, Ningbo, Shenzhen, Guangzhou, Zhongshan, Chongqing, Qingdao, Fuzhou 
and Xiamen) further extended LNY holidays till 9 February 2020. In reality, the phasing out of the 
measures took longer. Since 21 February, 15 localities downgraded their emergency level, from Level 
1 to either Level 2 (Shanxi, Guangdong, Jiangsu, Anhui, Xinjiang, Sichuan and Jilin) or to level 3 
(Gansu, Liaoning, Guizhou, Yunnan, Guangxi, Inner Mongolia, Qinghai and Hainan), and by 24 
February, it was back to work for many. On 25 February, The National Development and Reform 
Commission (NDRC) announced that the government would move from province-wide restrictions 
to county by county restrictions.

GETTING BACK TO WORK
The COVID-19 epidemic has caused a shock to demand as well as supply, but for now the latter—
the supply shock—dominates. The measures to contain the epidemic have caused a sharp reduction 
in economic activities and a major delay in restarting the economy after the LNY. Some key high 
frequency data give an impression of the impact.5 Daily passenger trips were already down 73% over 
LNY compared to that of last year6 and one month thereafter they were still down 80% compared to 
the normal. Traffic congestion, normally a daily chore for commuters, has virtually disappeared in the 
100 major cities: peak to non-peak travel time fell from 1.64 last year’s end February to 1.14 now. 
Most international carriers cancelled their flights to China until at least end-April. 

Due to the restrictions on travel, migrant workers were slow to return to the city. Even though the 
NDRC expects a return of 200 million workers by end-February, this would still leave some 100 
million to return in March. According to the Hollywood Reporter, China’s total box office revenue 
for the 20 days following the eve of LNY 2020, was $3.9 million, compared to the $1.52 billion for 
the same period last year.7 Restaurants and retail sales in the seven days of the LNY were estimated to 
have dropped by half from more than RMB$1 trillion in 2019.8 Property sales came to a virtual halt 
immediately after the outbreak, and even as at end-February, sales were only at 25% of last year’s. 
Likewise for car sales for the first two weeks of February, which were only eight per cent of last year’s 
level. 

Industry has been severely affected as well, due in part to the lack of workers, and to logistical 
challenges and plunging demand. Major power generation plants that report their daily coal use 
showed a drop by half as at end-February compared to that a year before. Pollution, a good indicator 
of industrial activities, was down some 40% compared to normal at the end of February. Shipping 
along the Yangtze river, a major industrial belt, was down by more than 30% compared to last year’s, 
some three weeks after LNY.9 Morgan Stanley, an investment bank, estimated that production in 

3 Source: https://www.thepaper.cn/newsDetail_forward_5671283, accessed 17 February 2020. Shennong-
jia Forest District was not closed down.
4 Source: http://finance.sina.com.cn/wm/2020-02-05/doc-iimxyqvz0529152.shtml, accessed 14 February 
2020.
5 Capital Economics, an economic advisory firm, and several investment banks including UBS, Barclays 
and Deutsche Bank are keeping track of these data on a daily basis.
6 Source: http://www.mot.gov.cn/zhuanti/2020chunyun_ZT/gedidongtai/202002/t20200203_3329387.
html, accessed 14 February 2020.
7 Source: https://www.hollywoodreporter.com/news/chinas-film-industry-hopes-bailouts-as-coronavi-
rus-crisis-worsens-1278939, accessed 17 February 2020.
8 For more details, please refer to https://asia.nikkei.com/Spotlight/Caixin/Coronavirus-costs-China-ser-
vice-sector-144bn-in-1-week, accessed 17 February 2020.
9 Bloomberg, 17 February 2020 (updated 26 February), “The Data Show China is Still Struggling to Get 
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industries was only 30-50% of normal by mid-February, with expectations of a rebound to 60-80% by 
end-February, and a return to normal by end-March. A European/German Chamber of Commerce in 
China survey reported that almost 60% of respondents reported high impact from the epidemic, while 
30% indicated medium impact and none opted for zero impact. 

While some large companies have reopened their doors, many small businesses are facing great 
difficulties in complying with the strict health rules that are now required for reopening. A recent 
survey10 of 995 small and medium-sized enterprises (SMEs) found that roughly two thirds had 
sufficient financial reserves to sustain operations for two months. Some 30% expected annual 
revenues to shrink by at least half from that of 2019. To survive, these SMEs need to resume business 
and receive cash inflows as soon as possible. China’s small, medium and micro enterprises account 
for over half of government tax revenue, more than 60% of GDP, over 70% of technological and 
innovative activities, above 80% of urban employment and over 90% in the number of enterprises.11 

The disruption has affected not only normal business operation and production, but also more 
significantly revenue and cash flows. As firms still have to pay for rent, wages, interest payment 
and other business costs, business interruption, if prolonged, increases the risks of default and 
closure. Such defaults and business closure due to shortage of working capital could have a chain 
effect on other businesses, through channels such as upstream and downstream business partners or 
among those providing loan guarantees for each other. Moreover, banks could be at risk, as affected 
companies would increasingly fall behind on loan and interest repayments.

The disruptions caused by COVID-19 outbreak are felt worldwide, particularly in terms of tourism 
and the global value chain. Tourists from China came to a virtual halt and China’s import demand is 
affecting suppliers. Overseas companies are increasingly dependent on supplies from China to keep 
business running.12 Microsoft and Apple, two large American companies, have issued warnings that 
bottlenecks in supply in China would affect their results in the coming year.  In the long run, the 
epidemic could dampen multinationals’ trust in the reliability of China’s supply chains. A “China plus 
one” strategy, namely, finding a supplier for critical inputs outside China, was a strategy that emerged 
in the context of the US-China trade tensions, may be more widely considered. For example, Honda 
auto parts maker F-TECH has decided to temporarily compensate the reduction in brake pedals 
production in Wuhan by increasing production in their plant in the Philippines.13 

GOVERNMENT ECONOMIC POLICIES IN RESPONSE TO THE OUTBREAK
The Chinese government has initiated a range of policies to counter the effects of the epidemic. For 
now, the main goal of the measures is to keep afloat companies that face liquidity problems. This is 
sensible, as introducing a large stimulus at this stage, when the economy is constrained to respond, 
would waste resources that could be better used later. In early February, the People’s Bank of China 
(PBOC, the central bank), other financial supervisors and the Ministry of Finance (MOF) announced 
30 measures to extend relief to enterprises, particularly SMEs. On 3 February 2020, PBOC released 
RMB1.2 trillion worth of liquidity through its open market reverse repo operation14 and on 7 February 
it set up a special RMB300 billion (US$40 billion) relending facility that enables banks to extend 
preferential credits to companies hit by the outbreak. The PBOC has also lowered interest rates on its 
discount facilities. 

Early February, MOF announced an interest rate subsidy to half interest costs for affected companies. 
On 11 February, it issued a RMB848 billion new local government bonds quota earlier than expected.15 

Back to Work”, https://www.bloomberg.com/news/articles/2020-02-18/how-fast-can-china-s-economy-bounce-
back-from-virus-lockdown, accessed 27 February  2020.
10 For more details, please refer to https://cj.sina.com.cn/articles/view/1908759833/71c55d1901900m365, 
accessed 17 February 2020.
11 Source: http://www.xinhuanet.com/2019-12/16/c_1125349663.htm, accessed 17 February 2020.
12 Trinh Nguyen, “The Economic Fallout of the Corona Virus in South-East Asia”, https://carnegieendow-
ment.org/2020/02/13/economic-fallout-of-coronavirus-in-southeast-asia-pub-81070, accessed 14 February 2020.
13 For more details, please refer to https://cn.nikkei.com/industry/icar/39174-2020-01-31-04-57-57.html, 
accessed 18 February 2020.
14 http://www.xinhuanet.com/fortune/2020-02/03/c_1125525825.htm, accessed 14 February 2020.
15 Source: http://money.people.com.cn/n1/2020/0213/c42877-31584845.html, accessed 18 February 2020.



On 25 February, the State Council announced a reduction of the normal VAT rate for SMEs. Earlier on 
18 February, it called for the deferment or exemption of social security and housing fund premiums 
payments, and many local governments obliged. Some local governments provided support for firms 
in obtaining masks and other supplies for business resumption, provide transport for migrant workers 
to return to work, and to reduce rent for SMEs occupying state-owned land.16

Local governments are however facing a dilemma. On the one hand, if they are too lax about the 
epidemic and push for a speedy reopening of factories, they might gain from better economic 
performance but risk a possible second hike in CIVID-19 cases. If they are less forceful in promoting 
production resumption and stick strictly to mobility restrictions, they could be criticised for the poor 
economic outcome but might still be praised for effective disease control. Local leaders are weighing 
the two options and waiting for clearer directives from the top before deciding on which central 
policies to focus on and whether to formulate additional local initiatives.

SCENARIOS FOR THE IMPACT ON ECONOMIC ACTIVITY

To assess the impact of the epidemic on economic activity, several factors beyond the high frequency 
data need to be taken into account.  The Chinese economy has changed considerably over the past 17 
years when the SARS epidemic hit China and the East Asia region. It is four times bigger today and 
made up 16% of the world economy in 2019, compared to about four per cent in 2003. Furthermore, 
the composition of GDP (gross domestic product) today is very different from 2003, with the tertiary 
sector and consumption now contributing more than half of China’s GDP. The economy is therefore 
more sensitive to a drop in domestic demand resulting from the epidemic and the government’s 
controlling measures.  The control measures imposed by government have been far more extensive 
than during SARS.  Since the population is far more mobile today, for business, employment, or 
leisure, transportation restrictions will have significantly larger impact on the economy than in the 
past. The Chinese economy is also now on quite a different trajectory; its growth has decelerated 
for about 10 years, compared to the rapid expansion before SARS. Already before the COVID-19 
outbreak, the economy was facing headwinds due to trade tensions, high domestic debt and weak 
external demand. There is growing recognition that the economic impact of COVID-19 will be far 
more severe than that for SARS,17 which affected the economy sharply for one quarter, but did not 
halt high growth in 2003. 

At this point in time, uncertainties remain concerning the development of the epidemic, responses 
from China’s government at central and local levels, and speed of recovery from the epidemic in 
the months to come. In recent weeks, with the delay in the restart of the economy, analysts revised 
their Q1 growth downwards, from up to six per cent in late January to about three per cent in late 
February (Figure 1). Even the lower range of the Q1 forecasts seems to be at odds with the sharp 
decline in activity reflected in micro and industry data. Meanwhile, most analysts remain upbeat 
about the economy’s annual performance, projecting growth of more than five per cent (Figure 2), 
due in part to the expectation that the government would stage a large stimulus to regain lost growth 
in the first quarter during the remaining quarters of 2020, and meet the 5.6% growth needed to meet 
the government’s Centennial Goal of doubling GDP between 2010 and 2020. 

To assess the economic impact of the COVID-19 virus, we take a bottom up approach. We compute 
the number of effective working days of Q1 2020 and 2019, and estimate the percentage loss in 
effective working days. In the scenarios we assume a varying rate of work resumption after the 
holidays ended (Table 1). For February, after the LNY holidays and the most intensive COVID-19 
interruption ended on 16 February, we assume a 50% recovery for the remaining days in the month. 
For March, we consider business resumption rate ranges between 75% and 95% for the first half and 
95% for the second half. These lead to a percentage loss of effective working days of 8.4% (Scenario 
D) to 11.9% (Scenarios A, B, C and E). We then consider that each effective working day in Q1 2020 
is more productive than that a year ago, by 6.4%, a trend growth for the first quarter of 2019. 

16 Source: https://www.scmp.com/comment/opinion/article/3049536/face-new-coronavirus-chinas-econo-
my-more-resilient-it-was-2003, accessed 10 February 2020.
17 For more details, please refer to https://www.scmp.com/week-asia/opinion/article/3050629/for-
get-sars-new-coronavirus-threatens-meltdown-chinas-economy, accessed 17 February 2020.



FIGURE 1   PROJECTION OF CHINA’S QUARTER 1 GDP GROWTH 
(YEAR ON YEAR)

FIGURE 2   PROJECTION OF CHINA’S ANNUAL GDP GROWTH FOR 2020

Source: compiled by the authors from online sources.

Source: compiled by the authors from online sources.



TABLE 2   SCENARIOS FOR GDP GROWTH YEAR ON YEAR

2019

(actual)

2020 (Scenarios)

Sharp down, 
sharp recovery 

(A)

Sharp down, 
modest recov-

ery (B)

Sharp 
down, slow 

recovery 
(C)

Mild down, 
business as 
normal (D)

Sharp down, 
catch up to an-
nual target (E)

Q1 6.4 -6.3 -6.3 -6.3 -2.5 -6.3
Q2 6.2 10.0 5.0 0.9 6.2 9.0
Q3 6.0 6.0 6.0 6.0 6.0 9.0
Q4 6.0 6.0 6.0 6.0 6.0 9.0

Annual 6.1 4.3 3.0 2.0 4.2 5.6

Depending on the specific scenarios, this approach results in an estimated decline in Q1 GDP (year 
on year) of 6.3% in the case of a sharp down and 2.5% in the case of a mild down (Table 2). This 
is considerably less than what most other analysts had reported thus far—they project Q1growth in 
the order of 2.8%-4%. Annual growth for 2020 will depend on the nature of the recovery after Q1, 
which in part is driven by policies. If, as many believe, there will be a V-shape recovery boosted by 
a government stimulus, growth for the year can bounce back, but even with a 10% growth in Q2 
(Scenario A), and trend growth for the rest of the year, annual growth will reach 4.3%. If the effects of 
the virus linger in Q2, and activity only manage a five per cent increase year on year, annual growth 
would be three per cent (Scenario B). Our assumptions on the loss of effective working days may 
be too pessimistic, so Scenario D shows a milder impact in Q1, and a return to normal trend growth 
thereafter. This would yield a 4.2% growth for the year. In contrast, production resumption in Q2 may 
be less than complete: if recovery stays at 95% of normal then growth for Q2 would remain below 
one per cent (0.9%) for Scenario C. Annual growth, with business as usual in Q3 and Q4, would then 
be down to about two per cent. 

TABLE 1   EFFECTIVE WORKING DAYS FOR Q1, 2019 AND 2020
Assumptions:

Percent of normal activity
Sharp down Mild down

Weekend/New Year Holiday 40 40
LNY Official Holidays 20 20

For 2019: 4-10 Feb
For 2020: 25 - 30 Jan

Official working days around LNY 40 40
For 2019: 28 Jan - 3 Feb
For 2020: 17 Jan - 22 Jan

Corona intensive (23 Jan - 16 Feb) 20 20
Corona recovery (17 Feb - 1 Mar) 50 50
Corona aftermath (1-15 March) 75 95
Corona aftermath (16-31 March) 95 95
Normal 100 100

Results
Effective working days Q1 2019 62.2 62.2
Effective working days Q1 2020 54.8 57.0
Percent of effective days lost 11.9 8.4
Growth projection for Q1 2020 (taking 
into account a 6.4% upward trend) -6.3% -2.5%



In each of these scenarios, growth would fall short of the 5.6% growth needed for achieving the 
government’s “Centennial Goal”. At the same time, the shortfall would be small and the goal would 
still be achieved by the spring or summer of 2021. In case of a sharp negative growth in Q1 of 
2020, it would take high growth in the remaining quarters to achieve 5.6% growth in 2020: each of 
the remaining quarters would have to grow by nine per cent (yoy) to do so (Scenario E). In case of 
incomplete business resumption in Q2 as in Scenario C, the economy will have to grow by 12.7% year 
on year for the second half of the year to reach the 5.6% annual growth. The question is whether this 
is feasible and whether the consequences in terms of increased debt and potentially less productive 
investment are worth the price. For now, the government rightfully focuses on keeping affected 
enterprises in business and restarting the economy without risking new outbreaks. 

Bert Hofman is Director of the East Asian Institute at the National University Singapore. Sarah Y Tong is Senior Research 
Fellow and Li Yao is Research Fellow at the same institute.
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