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China, Coronavirus, Commerce Commotion
• Coronavirus & the Global Economy

• Coronavirus bears ongoing monitoring due to China’s increasing 
importance in the global economy

• U.S. Economy Remains Resilient
• The U.S. economy is expected to continue expanding at a modest rate 

as fundamentals remain robust 

• Dissecting Earnings Trends
• Q4 earnings have turned positive, with more good news seemingly in 

store for 2020
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Chart of the Week:
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China's Importance to the World Economy Has Grown 

Coronavirus & the Global Economy

• Chinese Households Feel the Pressure. The coronavirus’ spread showed little sign of
slowing down last week, with the overall number of confirmed cases surpassing
60,000, 99% of which remain contained in mainland China. Efforts to contain the
virus have included travel and transportation suspensions, which contributed in part
to the country’s 21% surge in year-over-year food inflation in January. The broader
Chinese CPI measure accelerated as well to 5.4% year-over-year, suggesting the
pandemic may be starting to place pressure on household budgets.

• China’s Global Footprint Has Grown. In an effort to contextualize the economic
effects of the coronavirus, many have made comparisons to the SARS outbreak in
2003. However, China accounted for little more than 4% of global GDP back then
and now constitutes almost 16% of world economic activity. In addition, China is the
recipient of 10% of the globe’s total exports, up from 4% during the SARS outbreak.
As a result, the cross-border economic risks of the virus may be more acute this time.

• Assessing the Economic Impacts of Coronavirus. Many variables could affect the
economic impact of the coronavirus, including the duration and severity of the
pandemic, how long it takes to resume production in affected industrial areas and
the magnitude of policy support from the Chinese government. For U.S. companies
that rely on intermediate goods originating from China, product shortages could
hamstring their efforts to conduct business-as-usual. For now, companies will make
use of existing inventories, but such buffers are dwindling fast.

Coronavirus bears ongoing monitoring due to China’s 
increasing importance in the global economy
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Q4 earnings have turned positive, with more good news 
seemingly in store for 2020
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U.S. Economy Remains Resilient

• Small Businesses Exude Confidence. The NFIB Small Business Optimism Index
rebounded from 102.7 in December to 104.3 last month. The index continues to sit at
elevated levels, with small business owners expecting higher sales, earnings and
increasing wages for their employees. NFIB Chief Economist William Dunkelberg
cited “the solid foundation of supportive federal tax policies and a deregulatory
environment that allows owners to … focus on growing their businesses.”

• Retail Sales & Consumer Momentum. Retail sales rose 0.3% month-over-month in
January, in-line with expectations and a modest uptick from the 0.2% reading a
month prior. Removing the effects of auto and gasoline sales, retail sales posted an
even stronger 0.5% gain in January. This represents just one thread in a tapestry of
economic results that continues to point to a healthy consumer here in the U.S.,
including near-record low unemployment and strong consumer sentiment, as
reported by the University of Michigan last week.

• U.S. Manufacturing Surveys Point to Growth. The Institute for Supply Management’s
Manufacturing Purchasing Managers’ Index (PMI) for January rose to 50.9 after five-
straight months of below-50 readings, again indicating a growing manufacturing
sector. ISM’s services PMI also increased to 55.5, up slightly from 55.0 in December,
and comfortably above the expansionary level of 50. These readings remain
relatively consistent with continued economic expansion.

Dissecting Earnings Trends

• Q4 Earnings Growth Flips Positive. With approximately 77% of companies in the S&P
500 reporting so far, the blended year-over-year growth rate of earnings for Q4 2019,
which is a combination of actual results and analysts’ expectations for companies
that have yet to report, stands at a positive 0.9%. Before companies began to
report, this figure sat at -2.0%, highlighting the noteworthy improvement due to
approximately 71% of companies so far have beating analysts’ expectations.

• 2020 Earnings Look Promising. Even though the S&P 500 is on track to grow earnings
at a meager 1.0% for 2019, there is a silver lining moving forward into 2020. Earnings
prospects appear much more optimistic for this year, with consensus estimates for
earnings growth standing at 8.1%. Improving U.S.-China trade relations, among other
macroeconomic developments, can be attributed to this positive outlook, though
many are watching coronavirus-related production disruptions closely for signs that
the pandemic may affect the earnings trajectory.

• Tech Sets the Pace in Earnings Gains. Of all the sectors in the S&P 500, the
information technology sector has made the biggest contribution to earnings
growth for the broad index in Q4 2019 so far. Positive results from tech-giants like
Apple, Microsoft and Alphabet have specifically had an outsized effect. The S&P
500 is on pace for 0.9% earnings growth in Q4, but if one were to remove those three
companies, the index would be on track for a -1.0% decline.

The U.S. economy is expected to continue expanding at a 
modest rate as fundamentals remain robust 
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