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Highlights

• After the global economic slowdown in 2019, 2020 has begun with a slightly more positive 
economic outlook. Economic sentiment and activity data support a recovery in the global 
economy, although not all regions will evolve equally well.

• The coronavirus outbreak, however, presents a high-profile risk to the Chinese economy in 
particular, with the potential to hinder growth elsewhere in the world as well. The magnitude 
of the impact is hard to estimate given that we don’t yet know how quickly the virus will be 
contained. But hits to tourism, transport, retail, and general consumer demand in areas directly 
affected by the virus are likely. Second round effects on China’s trade partners due to weaker 
Chinese demand are also possible.  

• Despite the uncertainty brought on by the coronavirus, the outlook for several Asian economies 
at the start of 2020 is cautiously optimistic. Better sentiment in manufacturing industries, the start 
of a recovery in the global semiconductor sector, and a temporary easing of some of the risks 
related to the external environment are all hopeful signs of stronger growth for the region going 
forward. In China in particular, a string of positive data of late is a welcoming sign.

• The outlook for the US remains positive despite expectations of a moderate slowdown in 2020. 
The US industrial sector continues to struggle in the context of global manufacturing weakness 
and an unfavourable, though somewhat improved, trade environment. However, private 
consumption in the US, while slowing, holds strong, and we expect it to remain an important 
growth driver supported by ongoing strength in the US labour market.

• In the euro area, we continue to expect a gradual recovery in 2020. The manufacturing sector 
seems to have reached its trough in the fourth quarter of last year, and domestic demand and 
services remain resilient. Unemployment rates continue to decline in most European economies, 
while wage growth remains substantial despite the recent growth slowdown.

• The signing of the US-China phase I trade deal makes further escalation of the US-China trade 
conflict unlikely in the short-term. However, several structural issues remain unresolved, which 
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Global economy 

After the global economic slowdown in 2019, 2020 began 

with a slightly more positive economic outlook. The signing 

of the phase I trade deal between the US and China and the 

passage of the Brexit withdrawal agreement have lifted some 

uncertainty that hung over the global economy for much of 

2018 and all of 2019. In major global economies, encouraging 

data adds to the positive outlook. Geopolitical risks and risks 

stemming from the coronavirus outbreak, however, cannot be 

overlooked.

In the US, there remains a discord between the services and 

manufacturing sectors. Corporate sentiment in the domestically 

oriented services sectors are again trending upward while in 

non-manufacturing sectors, sentiment doesn’t show much sign 

of improvement. In line with this, industrial production remains 

weak, but retail sales and consumer confidence are holding up 

well, supported by still favourable developments in the labour 

market. Overall, we continue to expect relatively strong real 

GDP growth with only a moderate deceleration to 1.7% in 

2020, and a roughly constant pace in 2021. 

Corporate sentiment indicators in the euro area continue to 

show stabilization with some early signs of improvement in 

the manufacturing sector. Private consumption and consumer 

confidence in Europe remain mostly resilient as well, aside from 

some deterioration in France in the context of ongoing strikes 

and social unrest. Overall, euro area real GDP growth in 2020 

is expected to recover from the 2019 weakness on a quarterly 

basis, but annual average growth will remain muted and slightly 

below potential growth at 1.0%. The recovery in euro area 

quarterly growth will be largely driven by the expected recovery 

in the German economy. Looking to 2021, we expect annual 

average real GDP growth in the euro area to be somewhat 

stronger than this year at 1.3%.

The UK has officially left the EU, but the details of the two 

blocs’ eventual relationship still needs to be negotiated. The 

substantial majority won by Boris Johnson in the recent British 

election emphasises the extent to which the population at large 

now simply wants to ‘get Brexit done’. This development will 

likely materially change the complexion of UK/EU negotiations. 

They make it very likely that the UK will adhere to the 

commitment not to extend the transition period beyond the end 

of 2020 (although a short technical extension may be possible). 

In turn, this makes it likely that any agreement between the 

UK and EU is ‘narrow and shallow’ rather than wide reaching. 

This implies a ‘bare-bones’ deal on trade in goods with very 

little coverage of services. Although recent Brexit developments 

have prompted short term relief, the latest economic data 

releases suggest UK growth is still weak and unbalanced. With 

expectations for some temporary pick-up in sentiment and 

spending as Brexit moves out of the headlines, significant fiscal 

stimulus promised, and the direction of negotiations between 

the UK and EU unclear, the Bank of England may opt to remain 

on the side lines rather than implement a pre-emptive rate cut. 

However, elevated uncertainty will likely remain a feature of the 

UK economy and related policy decisions in the months ahead.

will likely cause more hostility going forward. Moreover, the risk of a direct confrontation 
between the EU and the US has become larger now after recent political confrontations. The 
UK has officially left the EU, but the following trade negotiations are likely to be bumpy as 
the current timing is unrealistic. In addition, geopolitical tensions persist. We don’t expect last 
month’s US-Iran conflict to escalate into a full-blown military confrontation. However, instability 
in the Middle East as a risk factor has increased and could cause volatility in financial markets 
in the future. 

• In this context, we project major central banks to remain on hold. Inflation in the euro area and 
the US seems to be picking up somewhat in recent months, but it is too early to speak of any 
sustained increase in underlying inflationary pressures. After several rounds of easing by a 
number of Asian central banks, this cutting cycle will likely lose steam going forward. Inflation 
has ticked up in some countries and generally central banks will likely remain on hold as they 
assess whether the more positive signals seen at the start of 2020 feed through into stronger 
growth.
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On the risk front, the outbreak of the coronavirus in China 

has become a headline concern with a growing number of 

cases confirmed in China and more than 100 cases in other 

countries. As with any global health scare, the exact impact 

on economic developments is uncertain. However, many 

analysts are comparing the outbreak with that of the SARS 

(severe acute respiratory syndrome) episode of 2003. In that 

instance, growth in China decelerated notably during the 

outbreak but rebounded thereafter. While it is too early to 

say if the coronavirus will rise to the level of pandemic, or if 

it will be quickly controlled and contained, already it is clear 

that there will be some temporary impact on Chinese growth. 

Main avenues for such an impact include retail sales, tourism, 

transport, and more generally consumer demand, but industrial 

sectors could feel a crunch as well. The timing is especially 

notable as consumer spending and tourism are often especially 

strong during the period surrounding the Chinese Lunar New 

Year (which started 25 January this year). Indeed, airlines are 

cancelling flights between China and other countries and tour 

operators, hotels and airlines are offering to refund planned 

trips in a bid to stop the spread of the virus. Restaurants and 

cinemas have closed shop, while companies across a number 

of different sectors are asking workers to stay home or are 

extending the holiday period (the Chinese government officially 

extended the holiday period by three days until 2 February). 

These precautions could therefore also have an impact on the 

industrial sector as well. And while the majority of confirmed 

cases remain in China, the episode could spill over to other 

economies as well, especially those that rely significantly on 

Chinese tourism or Chinese demand. Top examples include 

Macao and Hong Kong, but airline companies and luxury brand 

retailers, especially those in Europe, may also feel an impact.

Oil prices have been pushed about by several different factors 

in recent months. The oil production cuts agreed to by the 

Organization of the Petroleum Exporting Countries (OPEC) 

in December 2019 were somewhat more aggressive than 

expected by markets and helped push up oil prices. In addition, 

some easing of trade tensions between the US and China 

increased the risk of higher demand. Global financial markets 

were then spooked by the spike in hostility between the US 

and Iran at the start of the new year. Following the attacks, 

the oil price jumped to more than USD 70 per barrel of crude 

Brent oil, reflecting a spike in the geopolitical risk premium. 

Worries were, however, short-lived as tensions quickly cooled. 

Hence, the risk of an escalation of the military conflict has 

subsided. As tensions abated relatively fast and there was no 

permanent disruption to oil supplies, the oil price shock was 

only temporary. Oil prices have dropped below USD 60 per 

barrel once again, as the spread of the coronavirus has raised 

concerns about economic growth and oil demand. 

Asia focus

The outlook for several Asian economies at the start of 2020 

is cautiously optimistic, though the impact of the coronavirus 

remains top of mind and could put a wrench in expectations 

for stronger growth. Aside from this risk, better sentiment in 

manufacturing industries, the start of a recovery in the global 

semiconductor sector, and a temporary easing of some of the 

risks related to the external environment, such as the trade war, 

are all hopeful signs of stronger growth for the region going 

forward. Though the US-China trade conflict that dominated 

headlines for the past year and a half is not fully resolved, 

the signing of a trade agreement between the US and China 

has substantially ameliorated tensions affecting global trade. 

Furthermore, recent positive data out of China also adds to a 

more beneficial external environment for the region. There are 

still headwinds to growth, such as the expectation that growth 

will slow in the euro area, the US and China in 2020 compared 

to 2019, and of course the expected effects of the coronavirus. 

In addition, Idiosyncratic factors, such as the protests in Hong 

Kong and the sharp economic slowdown in India also remain 

important risks. But the fundamentals, at least, suggest that 

the region has started 2020 on cautiously positive footing.

A look at a composite GDP indicator (see figure 1) shows that 

much of the growth slowdown in the region came from China, 

India, South Korea and Singapore. The latter two economies 

were particularly affected by a downturn in the semiconductor 

or high-tech chip industry. Japan, Malaysia, Indonesia and 

Taiwan, in contrast, have fared better, generally supported 

by still strong consumption. Furthermore, there are signs that 

chip sales have bottomed out, and a rebound can be expected 

in 2020, which will be advantageous to several economies in 
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the region, especially Singapore and South Korea. Possibly 

reflecting this, as well as a slightly more favourable external 

environment going forward, business sentiment in the region 

(measured by PMIs) has improved in recent months, even in 

Hong Kong, which had been pulling down the region’s average. 

In addition, low inflation throughout most of the region and 

the continued easy policy of major central banks like the Fed 

and ECB have given central banks in the region room to cut 

policy rates throughout 2019. This policy easing should help 

support growth in 2020. 

Poor timing for China

Before the coronavirus outbreak became headline news, 

a string of positive Chinese data was suggesting that the 

government’s previous stimulus efforts were having some 

effect. Business sentiment in the manufacturing industry has 

recovered to expansionary territory while sentiment in the 

services industry is still strong. Industrial production growth is 

showing signs of stabilization, as is fixed asset investment in 

the industrial sector. Particularly notable has been the recovery 

seen in the automotive industry, which had been suffering from 

stricter emission rules and a generally slowing economy. Vehicle 

production bounced from a 21.6% yoy contraction in May 2019 

to 8% yoy growth in December 2019. Domestic vehicle sales 

are recovering too but have not yet returned to growth (-0.1% 

yoy in December) (figure 2). Growth in total social financing - a 

measure of credit in the economy - has recovered from lows 

reached at the end of 2018 and has stabilised at a somewhat 

lower (relative to recent years) but ultimately more sustainable 

level (10.7% yoy in December 2019).

What’s more, the signing of a phase I trade deal with the US 

in January, which avoids a further escalation of tariffs and 

reduces some of the tariffs already in place, removes some 

of the headwinds that have been dragging on the Chinese 

economy. While the trade war was not the sole driver of the 

slowdown, it increased uncertainty, weighed on sentiment, 

and likely had some negative impact on China’s manufacturing 

industry and foreign trade. It remains to be seen how effective 

this trade truce will be, and how further trade talks will 

develop. In exchange for the US removing some tariffs, China 

has pledged to increase its imports of US goods and services 

by $200 billion over the next two years, which is more than 

the total amount China purchased from the US in 2017, which 

seems to be a challenging if not impossible goal post. China 

has also made some commitments on intellectual property. The 

reduced uncertainty, however, is undoubtedly good news for 

an economy that slowed from 7.0% real GDP growth in 2017, 

to 6.7% growth in 2018, to 6.1% growth in 2019 (according to 

recently revised data). 

Unfortunately, that good news has now been overshadowed 

by the outbreak of the coronavirus, which as discussed above, 

could have significant, if only temporary, effects on China’s 

economic growth. During the 2003 SARS outbreak, growth in 

China dropped from 11.1% yoy in Q1 2003, to 9.1% in Q2 2003. 

While this was a substantial drop, it is important to note that 

China’s economic growth was accelerating at the time, and the 

growth figure seen in the second quarter of 2003 was identical 

to the growth rate two quarters earlier. So, while consumer 

sentiment and retail sales dropped off precipitously around the 

SARS outbreak, growth was supported by other factors (e.g. 

industrial production, investment). In today’s context, growth is 

slowing and the already high leverage in the economy means the 

stimulus measures taken by the government to counteract the 

slowdown might be more limited. Furthermore, while industrial 

production was not affected during the SARS epidemic, the 

fact that many factories are closed with workers on lockdown 

or told to stay home means there could be spillovers to the 

industrial sector as well. 

As expected, the Chinese government stepped in with liquidity 

measures to support the financial system when China’s markets 

reopened on 3 February. This included an injection by the PBoC 

of RMB 1.2 tn (USD 173 bn) via reverse repo operations, which 

resulted in a net injection of RMB 150 bn given maturing reverse 

repos of RMB 1.05 tn on the same day. We do expect some 

further policy easing in 2020, including lower rates to support 

lending. However, such easing will be measured in the face of 

elevated inflation driven by food prices and, more importantly, 

the high indebtedness of both China’s corporate sector and 

households. While the government will continue to prioritize 
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economic stability and employment in the short term, in the 

long term this high indebtedness, in turn, poses risks to the 

financial sector and real estate sector, respectively. The PBoC’s 

announcement that existing loans priced with old benchmark 

lending rates should be priced with the new benchmark rates 

is a further step towards interest rate reform and is a sign of 

the government’s goal of fixing the country’s monetary policy 

transmission mechanism.

So, while it is too early to say what the magnitude of the 

impact of the coronavirus outbreak will be on the Chinese 

economy, it is reasonable to assume that there will be some 

at least temporary drag on growth. Growth in the first quarter 

of 2020 could feasibly drop to 5.0% yoy (from 6.0% yoy in Q4 

2019). Growth will likely recover once the outbreak is under 

control, but it is too early to say when exactly this will occur or 

how strong the rebound will be. For the moment, we keep our 

(below consensus) outlook for 2020 real annual GDP growth 

unchanged at 5.7% with downside risks.

An important watch point remains the government’s 

announcement of its growth targets in March. Expectations 

have been for the government to revise the target lower to 6% 

for 2020 (from 6-6.5% previously), and likely even lower for the 

next several years. Given recent developments, the announced 

targets could provide some indication of the magnitude of 

further stimulus the government will provide this year.

Hong Kong risks still linger

The protest in Hong Kong have clearly left their mark on 

domestic economic developments. In Q3 2019, real GDP 

growth contracted 12% qoq annualised after contracting 2% 

qoq annualised the quarter before. In Q4 2019, retail sales 

continued to decline, shrinking 26% and 25% yoy in October 

and November, respectively (figure 3). Tourism, as well, has 

dropped off notably, with tourist arrivals declining 26% in Q3 

2019 compared to same quarter a year earlier. And although 

sentiment has improved from lows reached between July 

and September 2019, the protests continue and questions 

about Hong Kong’s long-term status are not going away. 

Uncertainty and fear related to the coronavirus could weigh 

on growth as well, especially as tourism from China will take 

a further hit and some companies are taking precautionary 

measures to keep employees at home. Accelerating public 

infrastructure to stimulate the local economy remains high on 

the government’s agenda, but getting public funding for this 

stimulus is challenging given political difficulties. As such, real 

GDP growth in 2020 is expected to be only slightly positive in 

2020 following an expected contraction in annual GDP growth 

in 2019. Furthermore, while we haven’t yet seen lasting damage 

to Hong Kong’s reputation as a key global financial hub, there 

has been a rise in capital outflows and the risk of longer-lasting 

damage still lingers.

A more positive outlook for Singapore

Real GDP growth in Singapore continued to decelerate in 2019, 

reaching only 0.6% growth for the whole year. Much of the 

slowdown was driven by weakness in the external sector, as 

both exports and imports contracted significantly. A downturn 

in the electronics sector, particularly the semi-conductor 

industry, played an important role, as did the trade conflict 

between the US and China. Sentiment in the manufacturing 

industry appears to have reached a trough at the end of 2019, 

however, which is consistent with the expected turnaround 

in the semi-conductor sector. Furthermore, the contraction 

in trade appears to have bottomed out as well, with some 

recovery seen at the end of 2019. Combined with a somewhat 

more benign external environment – i.e. a pause in the trade 

war escalation between the US and China – Singapore’s 

growth is set to recover modestly in 2020, but could also suffer 

economically from the effects of the coronavirus.

Japan weathering a VAT hike

For most of 2019, growth in Japan remained somewhat 

resilient despite the global growth slowdown and the impact of 

natural disasters hitting the Japanese economy. In the second 

and third quarters, a weaker contribution from external trade 
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was compensated by stronger private consumption. During the 

last quarter of the year, however, consumption likely contracted 

after a notable hike to the VAT tax from 8% to 10%. Retail sales, 

in particular, jumped in September (9.2% yoy) as consumers 

anticipated the coming tax hike and then crashed in October 

and November, contracting 7.1% and 2.1% yoy, respectively 

(figure 4).

Going forward, consumption should slowly recover, but growth 

will continue to be weighed down by weak external demand. 

For despite the signing of the US-China phase I trade deal, the 

external environment may prove difficult. Afterall, growth in 

the US, the euro area, and China is expected to be somewhat 

slower in 2020 compared to 2019. We therefore see Japan’s 

GDP growth slowing from 1.0% in 2019 to 0.3% in 2020, 

before recovering again to 0.7% in 2021.

There are upside risks to this outlook, however. The government 

has passed a JPY 13.2 trillion stimulus package that should 

help boost both consumption and investment in the coming 

quarters. Moreover, the Bank of Japan is continuing its ultra-

accommodative monetary policy and stated at its December 

2019 policy meeting that the Bank will not hesitate to even take 

additional measures if the downside risks to economic activity 

become significant. Japan is also hosting the 2020 Olympics 

in Tokyo this summer, but while that may cause a temporary 

boost to growth in the runup to the event, it can also cause a 

slump in spending thereafter.

India on shaky ground

In India, economic growth slowed substantially over 2018 

and 2019. The qoq annualized rate of real GDP growth fell 

from 7.9% in Q1 2018 to only 4.2% in Q3 2019. Much of this 

slowdown can be attributed to falling private consumption and 

a credit crunch for private businesses. The latter manifested 

primarily in 2019 and was driven by a crisis in India’s shadow 

banking industry. As bank credit to non-bank lenders dried up, 

small businesses which rely heavily on non-bank institutions for 

funding saw their credit dry up too.

The Reserve Bank of India (RBI) has responded with five rounds 

of cuts to the policy repo rate. Altogether, the central bank 

has lowered rates by 135 basis points since February 2019 to 

5.15%. We expect one further 25 basis point cut in the first 

quarter of 2020 before the RBI pauses in the face of rising 

inflation. Though the easing has been slow to filter through to 

the economy, sentiment is showing first signs of stabilization. 

India’s GDP growth is typically measured over the fiscal year 

ending in March, and while annual growth is expected to reach 

only 5.1% this year (down from 6.8% the previous fiscal year) a 

modest recovery is expected thereafter.

However, this modest recovery is on shaky ground. For the 

most part, hard data have yet to confirm the stabilization seen 

in sentiment. Furthermore, while some uncertainty regarding 

Brexit and the US-China trade war has been lifted, improving 

the external environment for India, those risks are far from 

completely resolved. On top of the complicated economic 

outlook, India is facing some domestic political turmoil. 

Protests have broken out recently in response to a controversial 

citizenship law that is seen as discriminatory against India’s 

minority Muslim population. The protests have erupted in 

several major cities, including the capital city of New Delhi, and 

have turned violent in some cases. If the unrest persists and 

damages the recovery in consumer spending, India’s economic 

slowdown could be prolonged. 
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Figures
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Real GDP growth (period average, in %) Inflation (period average, in %)
2019 2020 2021 2019 2020 2021

US 2.3 1.7 1.7 1.8 2.1 2.1

Euro area 1.2 1.0 1.3 1.3 1.2 1.4

UK 1.3 1.1 1.1 1.8 1.7 2.0

China 6.1 5.7 5.4 2.9 3.2 2.5

Hong Kong 0.3 1.5 2.5 3.0 2.6 2.6

India* 5.1 6.4 7.0 3.6 4.1 4.0

Indonesia 5.0 5.1 5.2 3.2 3.3 3.1

Japan 1.0 0.3 0.7 0.6 0.6 0.6

Malaysia 4.5 4.4 4.9 1.0 2.1 2.2

Taiwan 2.0 1.9 2.1 0.8 1.1 1.4

Singapore 0.5 1.0 1.6 0.7 1.0 1.3

South Korea 2.0 2.2 2.7 0.5 0.9 1.4

*Real GDP growth measured over fiscal year from April-March

Source: Forecasts for euro area, US, China, India and Japan are KBC Economic’s own forecasts. All others 

are latest IMF WEO figures.

01/16/2020

Outlook main economies in the world

Policy rates (end of period, in %)

31-Jan-20 End 2020Q1 End 2020Q2 End 2020Q3 End 2020Q4
United States 1.75 1.75 1.75 1.75 1.75

Euro area (refi rate) 0.00 0.00 0.00 0.00 0.00

Euro area (depo rate) -0.50 -0.50 -0.50 -0.50 -0.50

United Kingdom 0.75 0.75 0.75 0.75 0.75

China (MLF) 3.25 3.10 3.10 3.10 3.10

Japan -0.10 -0.10 -0.10 -0.10 -0.10

India 5.15 5.15 4.90 4.90 4.90

10 year government bond yields (end of period, in %)

31-Jan-20 End 2020Q1 End 2020Q2 End 2020Q3 End 2020Q4
United States 1.56 1.79 1.79 1.79 1.79

Germany -0.41 -0.20 -0.15 -0.10 -0.05

United Kingdom 0.53 0.90 1.00 1.10 1.20

China 3.05 3.20 3.35 3.45 3.55

Japan -0.06 0.00 0.00 0.00 0.00

India 6.59 6.70 6.80 6.90 7.00

Exchange rates (end of period)

31-Jan-20 End 2020Q1 End 2020Q2 End 2020Q3 End 2020Q4
USD per EUR 1.10 1.12 1.14 1.16 1.17

USD per GBP 1.31 1.33 1.31 1.32 1.30

RMB per USD 6.94 7.00 7.00 7.00 7.00

JPY per USD 108.97 109.00 109.00 109.00 109.00

INR per USD 71.42 71.00 71.00 71.00 71.00
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