HM Treasury, | Horse Guards Road, London, SWIA 2HQ

February 2020
PRIME MINISTER

Economic impacts of Covid-19 (Coronavirus)

As you know a huge amount of work is going on across Government on our
response to the Covid-19 outbreak. | commend this work and The Treasury will
continue to talk with departments to ensure they have appropriate budget cover
on coronavirus pressures. Public health is our first concern in such a situation.
But there are also economic implications of the outbreak. This letter serves to
outline what HM Treasury sees as the key risks to the UK economy stemming
from Covid-19 and what our next steps in better understanding these are.

Risks to the global economy

As the origin of the outbreak, China is likely to be the hardest hit economically
in the short term. Actions to control the outbreak to date are almost certainly
detracting from economic output. It is difficult to assess the magnitude of this
precisely, and it will be several months before we can start to form a reliable
picture. External estimates of the impact (on the assumption the outbreak is
largely contained in Q1) is for growth to be in the range of 0.1 to 1.5ppt lower.
Containment this quarter is by no means assured, however, not least because
of concerns about the reliability of the data on the caseload. A 1.5 to 2 ppt
impact appears more plausible. Longer term, the negative economic impacts of
the virus could exacerbate structural vulnerabilities in the Chinese financial
sector, which has seen an increase in low-quality private debt levels. As the
world’s second largest economy, largest global trader and largest contributor
to global growth, China’s economic performance matters to the global
economy. Even without a substantial global outbreak, a slowdown in China will
impact global and, as an open economy, UK growth.
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