
Monthly update on European markets

This report is not a product

recommendation.

Europe Insights February - March 2020

update: 02.03.2020

Estimating the cost of a pandemic

 At the time of writing, the Covid-19 is not defined as a pandemic. In a worst case scenario of a pandemic, the economic 

disruption would be elevated. Back in 2006, a research paper from the European Commission (EC)(1) estimated that about 

two-thirds of the economic impact of a pandemic is supply-induced (loss of working days because of travel shutdowns, 

goods’ shortages, lower trade), and only a third is from demand (precautionary behavior to avoid infection). 

 The EC study estimated an economic shock of about -1.6% of GDP, but this result would highly depend on various 

scenarios (policy responses, mortality rates), and the duration of disruption (the baseline in one quarter). Also a fear factor 

(for instance, empty supermarket shelves caused by the potential spread of fake news), could magnify the economic 

impact. The World Economic Forum White Paper(2) from last year, highlighted that “Most economic losses caused by 

infectious disease outbreaks result from the actions of unaffected individuals”. 

 Finally, at a macroeconomic level, the trade-off between growth and inflation would be complex to monitor. A supply shock 

would push up prices and wages in some sectors (pharmaceuticals, personal services), but not in others (hotels, 

restaurants, commodities), but this would mainly depend on the duration of the shock, the policy responses and the level of 

precautionary behaviors to avoid infection.

Potential policy responses in Europe  

 If the Coronavirus was formerly defined as a pandemic, the European and national governments would anticipate a shock 

equivalent to a recession. Then, a relaxation to EU fiscal rules would apply. In a worst case scenario, a coordinated and 

significant fiscal stimulus would be needed, and most likely delivered. European governments would launch targeted fiscal 

measures (subsidies, tax and social insurance fee reductions) to support companies. 

 The Italian government already announced a fiscal package worth EUR 3.6bn (0.2% of GDP), including tax credits for 

companies that reported a 25% drop in revenues, as well as tax cuts and extra cash for the health system. Also banks 

implemented measures for retail and corporate clients in the affected regions.

 The European Central Bank (ECB) would continue to monitor financial conditions, with further credit support measures and 

liquidity injections. The ECB response in terms of further asset purchases and rate cuts remain to be seen, however. Since 

the launch of its easing package back in September (see Data Watch page 5), the ECB has been providing a significant 

monetary accommodation, with among others, bond purchases equivalent to EUR 20 billion per month. The marginal effect 

of further rate cuts and asset purchases would probably not be as substantial now as in the past. Also such measures could 

be more difficult to reverse in the following years. 

 At this stage, the EU already provided new funding worth EUR 232 million to tackle the global outbreak, and stands ready to 

increase assistance in coordination with the World Health Organization to support the Italian authorities. 

(1) “The macroeconomic effects of a pandemic in Europe. A model-based assessment ” European Commission June 2006   
(2) World Economic Forum – January 2019 - White Paper “Outbreak Readiness and Business Impact Protecting Lives and Livelihoods across the Global 

Economy”  www.weforum.org/docs/WEF%20HGHI_Outbreak_Readiness_Business_Impact.pdf

How the European economy is exposed to the coronavirus? 

https://ec.europa.eu/economy_finance/publications/pages/publication708_en.pdf
http://www.weforum.org/docs/WEF HGHI_Outbreak_Readiness_Business_Impact.pdf
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Asia &

Pacific

Tourist arrivals
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(Million)
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revenue per 

tourist (USD)

Total revenues

from European

tourists (USD billion)

France 6,3 730 4,6 Thailand 6,9 1650 11,3

Germany 4,3 1110 4,7 India 4,7 1640 7,7

Switzerland 3,4 1450 4,9 China 2,5 640 1,6

UK 3,3 1430 4,7 Indonesia 1,9 1230 2,3

Spain 2,5 980 2,4 Japan 1,9 1350 2,5

Austria 2,5 750 1,8 Vietnam 1,7 650 1,1

Italy 1,8 800 1,5 Australia 1,7 4870 8,1

Czech Rep 1,7 510 0,9 Singapore 1,5 1400 2,1

Portugal 1,6 870 1,4 Malaysia 1,3 760 1,0

Netherlands 1,5 960 1,4 Korea 1,2 1210 1,5

Croatia 1,5 710 1,1 Hong Kong 0,8 1260 1,1

Greece 1,2 570 0,7 Cambodia 0,8 700 0,6

Belgium 0,5 980 0,5 Philippines 0,7 1040 0,7

Denmark 0,5 710 0,4 New zealand 0,6 2950 1,6

Poland 0,2 720 0,1 Macao 0,2 2190 0,4

Total 32,8 951 31,2 Total 28,3 1542 43,6

 The coronavirus outbreak is affecting the eurozone economy through the direct channels 

of trade, tourism and supply chains. Macroeconomic models(3) indicate that China’s 

cumulative slowdown of 3.3% of GDP after three years would lower euro area GDP by 

nearly 0.3%, suggesting that the direct effect of a slowdown on eurozone activity is 

limited.   

 A shock in Chinese demand would translate into a decline of imports. For the eurozone, 

China is currently the 3rd largest export market of goods (8% total exports of goods), 

behind the US (15%) and the UK (12%). Exposure differs significantly from one 

eurozone country to the other. When considering imports and exports of goods & 

services with China and Hong Kong as a share of GDP, Germany and Netherlands have 

the highest respective exposures of 7.2% and 11.8% versus 3.9% and 3.0% for France 

and Italy.

 Receipts from international tourism(4)  account for 6.2% of total eurozone exports, with 

relatively high exposures for Spain (14.8%), France (8.4%) and Italy (7.3%).  Direct 

exposures from Chinese tourists is however more elevated for France and Italy, which 

rank respectively 5th  and 7th  of the top 10 destinations. A prolonged disruption of 

Chinese and other Asian tourists would potentially hit eurozone GDP growth. For 

instance, net travel flows related to China and Hong Kong have generated positive 

revenues in France, equivalent to 0.1-0.2% of GDP in each year since 2015 (5).  

 At a macro level, the distribution of tourism flows and budgets need to be considered. 

Multilateral flows are complex to anticipate. In a benign scenario, substitution effects 

would happen, i.e. European tourists would possibly switch holiday destinations. 

Supposing perfect substitutability, European tourists who normally travel to Asia and the 

Pacific may all choose to stay in Europe. Today, more Asian tourists visit Europe than 

the other way around, implying a loss in revenue if travelers stayed home (see table 1). 

 However, if the Coronavirus was formerly defined as a pandemic, or if precautionary 

behavior dominated, tourism flows would decrease dramatically. Nevertheless, the peak 

season for tourism flows in Europe is summer. Therefore estimating the hit to tourism 

revenues would mainly depend on the duration of the outbreak. 

How Europe is exposed to the coronavirus? (contd.)

Sources: HSBC Global Asset Management/Factset as of 28/02/2020.
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Source: World Tourism Organisation - Data as of 20/02/2020. www.unwto.org/country-profile-inbound-tourism

Table 1. Bilateral tourist flows and budgets between Europe and Asia & Pacific - Top 15 tourist destinations (2018 data)

China is the third largest eurozone partner

Tourism flows and budget matters

(3) “The macroeconomic effects of a pandemic in Europe. A model-based assessment.” European Commission June 2006

https://ec.europa.eu/economy_finance/publications/pages/publication708_en.pdf

(4) The transition of China to sustainable growth – implications for the global economy and the euro area – European Central Bank Occasional Paper - No 206 / 

January 2018  www.ecb.europa.eu/pub/pdf/scpops/ecb.op206.en.pdf

(5) Eurostat balance of payments – as of 20/02/2020

A disruption of Asian 

tourism would 

potentially hit 

eurozone GDP 

growth: estimating 

the hit to tourism 

revenues will mainly 

depend on the 

duration of the 

outbreak

Macroeconomic 

models indicate that 

China’s cumulative 

slowdown of 3.3% of 

GDP after three 

years would lower 

eurozone GDP by 

nearly 0.3%

This report is not a product

recommendation.

http://www.unwto.org/country-profile-inbound-tourism
https://ec.europa.eu/economy_finance/publications/pages/publication708_en.pdf
http://www.ecb.europa.eu/pub/pdf/scpops/ecb.op206.en.pdf


3

 Offsetting impacts may at the end provide some support to European growth. The 

decline in oil prices (Brent) since end 2019 (-22.6%) is a tailwind for the European 

consumer. For instance, in France, energy represents 17% of households’ consumption. 

All else equal, a 20% decline in oil prices would probably translate into additional income 

to be spent elsewhere. 

 At the time of writing, the euro is now just -3% year-on-year against the US dollar, but 

has been very volatile over the recent weeks, moving along expectations of central 

banks’ rate cuts. A depreciation of the euro against the US dollar would provide a 

competitive edge, potentially cushioning a demand shock.

 The coronavirus outbreak could affect Europe through indirect channels such as 

confidence and financial conditions. Looking forward, the key variable is the duration of 

the shock. The longer the coronavirus outbreak, the higher the risk of a permanent loss 

for companies, with market volatility ahead. 

 In a worst case scenario, overall confidence and financial conditions would keep 

deteriorating, companies would further delay investment and hiring plans. Consumers 

would shift to a precautionary behavior, such as postponing travel and purchase plans.

 Then, macroeconomic models depend on various assumptions on transmission 

channels. Assuming negative financial spillovers would increase the effects on European 

growth further(6).  The sensitivity analysis shows that spillovers are complex and 

dependent on the strengths of the various channels as well as the policy reaction by 

central banks. Financial markets are now pricing further rate cuts. The Federal Reserve 

(Fed) is closely “monitoring developments” and “will use tools and act as needed to 

support the economy”, strongly hinting at further easing. The Fed move may be followed 

by other central bank actions, as long as the news on the outbreak and the economy 

remains negative. 

 Looking ahead, the coronavirus outbreak will most likely change the way companies 

operate. Companies will need to be better prepared to face the threat of disruption from 

infectious disease outbreaks. Developing risk management plans will possibly increase 

operational costs, and may reduce profit margins. In a recent report (7), the World 

Economic Forum highlighted that companies will have to review their global production 

capacities, so as to ensure supply chain continuity, possibly by including first- and 

second-tier suppliers). 

How Europe is exposed to the coronavirus? (contd.)

Sources: HSBC Global Asset Management/Bloobermg as of 28/02/2020.
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Mitigating impacts from the declines of oil prices and euro

(6) “For the euro area, the model simulations suggest that China’s cumulative slowdown of 3.3% of GDP after three years would lower euro area GDP by 

nearly 0.3%. Assuming a larger impact on commodity prices, stronger trade linkages, and a more aggressive policy response in China leading to a 

depreciation of the renminbi, this figure would double to 0.6%. In addition, assuming higher financial linkages would increase the effects further to around

0.8%”.

The transition of China to sustainable growth – implications for the global economy and the euro area – European Central Bank Occasional Paper - No 206 

/ January 2018  https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op206.en.pdf

(7) World Economic Forum – January 2019 - White Paper “Outbreak Readiness and Business Impact Protecting Lives and Livelihoods across the Global 

Economy”  http://www3.weforum.org/docs/WEF%20HGHI_Outbreak_Readiness_Business_Impact.pdf
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Figure 2. YTD Returns (as at Feb. 28) of European sectors 

with highest sales exposures to China(8)

(8) HSBC estimates for Sales exposures use data from Société Générale - Cross Asset Research-2019 and Morgan Stanley Global Exposure Guide 2019, 

https://tradingeconomics.com/commodity/steel. 

* Includes Chinese purchases outside of China such as in airports

Figure 1. European sales exposure to China (8)
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 As of 12 February, the European market was still up +3.5% YTD; except for Autos and 

Materials and Oil & Gas which would clearly be affected by lower China demand, other 

highly exposed China sectors were performing well, especially Luxury Goods and 

Semiconductors. In the week starting on 24 February, all that changed. The epidemic 

had established a foothold in Italy over the weekend with reverberations throughout 

Europe, taking the market down 9.4% 

 As a result, the entire market turned down en masse: China exposure was no longer 

the overriding factor. Travel & Leisure took a massive hit, followed by Banks, Insurance 

and even Europe domestic sectors such as Banks, Insurance, Media and Retail. Here 

are some sectors that may still be vulnerable in light of strong returns in 2019. 

- Consumer Durables & Apparel, mainly luxury goods are down -9,3% YTD after 

rising 44% in 2019

- Semi conductors are down only -5,5%%, after a 77% rise in 2019

- Tech hardware is up 4% after posting flat returns in 2019. Its 10% sales exposure 

to China, is magnified by a major manufacturing and R&D presence.

- Autos & Components are down -15.5% after rising 19.6% in 2019. Like Tech 

hardware, it has also experienced supply disruptions in its Chinese plants in addition 

to the huge disruption caused by the transition to electric vehicles. 

- Chemicals are down 11.5% after a +35% in 2019. China is the main driver of the 

sector’s growth (> 65%). Destocking into 2020 has perhaps been the sector’s saving 

grace. 

 In short, even though the European market has sold off significantly, there may still be 

more pain to come. On the other hand, more defensive and domestic sectors such as 

Healthcare, Food & Beverage, Real Estate and Utilities may continue to be relative safe 

havens in an environment of increasing uncertainty.  

European Equity. The Coronavirus is finally taking its toll on the market 

More resilient or 

domestic sectors such 

as Healthcare, Food & 

Beverage, Real Estate 

and Utilities may 

continue to be relative 

safe havens in an 

environment of 

increasing uncertainty 

This report is not a product

recommendation.

https://tradingeconomics.com/commodity/steel


5

Economic

Indicator

Data            

as of

Last 

data
Consensus

Previous

data
Analysis

PMI composite Feb P 51,6 51,0 51,3

The Composite PMI picked up to its highest level since August 2019,

driven by services and manufacturing output. Although remaining

weak, the rate of expansion improved for a third straight month despite

signs of demand and production being dampened by the coronavirus

outbreak and disruptions in supply chains. Service sector activity

continued to rise despite some reports of lower tourist numbers.

GDP growth
QoQ

Q4 P 0,1% 0,2% 0,3%

GDP growth softened to 0.1% qoq in Q4 - its weakest pace since Q1

2013 - after an upward revision to Q3 (0.3% qoq, 0.2% initially). For

2019, GDP growth was 1.2%, down from 1.9% in 2018. Cross country,

unexpected contractions in France (-0.1% qoq) and Italy (-0.3% qoq),

and a flat GDP in Germany were key drags on eurozone activity.

Meanwhile, Netherlands, Spain & Portugal overperformed, with GDP

growth at 0.4%, 0.5%, 0.6% qoq in Q4, respectively.

Industrial production 
% YoY

Dec P -4,1% -2,5% -1,7%

Industrial production deteriorated again in December, amid a broad-

based fall, notably in capital goods. A large number of public holidays

in Germany and strike actions in France have further weighed on

domestic production.

Unemployment rate Dec P 7,4% 7,5% 7,5%

The unemployment rate improved in December, at its lowest level

since May 2008. Country-wise, employment growth has slowed in

recent months, notably in Germany & Spain.

Trade balance 
(goods, ex EMU) - EUR 

billion (12Mth 

cumulative)   

Dec P 225,1 222,3 218,0

The trade surplus has steadily increased since September, due to

slowing imports, reflecting a softening domestic demand from the

Eurozone. On a 12-month cumulative period, eurozone imports have

only risen by 1.5% yoy on average, while exports have increased by

2.7% yoy.

Retail sales % YoY Dec P 1,3% 2,3% 2,3%

Retail sales have slowed in Q4, to 1.8% yoy on average, against a

solid pace of 2.7% yoy in Q3. Despite the recent softness, eurozone

retail sales remain above historical trend amid supportive financial and

labour conditions.

Inflation  
Inflation accelerated as expected, driven by energy prices; Meanwhile,

industrial and services prices kept unchanged, leaving core inflation at

1.3%. Core inflation remained in its 0.6%-1.5% range observed since

2013.

- Headline CPI, % YoY Jan F 1,1% 1,1% 1,3%

- CPI core*, % YoY 1,1% 1,2% 1,3%

ECB Refinancing rate

23 

Jan

0,0% 0,0% 0,0% The European Central Bank (ECB) launched a strategy review, the first

since 2003, and a long term process, which suggests a pause in the

policy stance in 2020. Back in September, the ECB launched an

easing package, including an open-ended asset purchase programme

(EUR 20bn per month), a cut of the deposit rate (-10bp to -0.50%), a

two-tier rate system for reserve remuneration, as well as genereous

terms on TLTRO III refinancing operations.

Deposit rate -0,50% -0,50% -0,50%

Data watch as of 28 February 2020

* Eurozone Core CPI is CPI excluding energy, food, alcohol & tobacco

Sources: Bloomberg, HSBC Global Asset Management, as of 28 February 2020.
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F: Final  A: Advanced  P: Preliminary estimate

Improved or better-than-expected
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