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ANZ

ANZ35QW:

Impact of Coronavirus:

(a) Has the bank completed any assessment or modelling of the potential
impact of Coronavirus on the bank, or the Australian economy?
(b) If yes, can it please be provided?

Answer:

ANZ has conducted analysis of the potential impact of coronavirus on the Bank, and ANZ
Economics has published analysis of economy-wide effects (attached to this response).

The analysis of potential impacts on ANZ has looked at Australian and international
customer segments or customers that may be affected by coronavirus. As at mid-
February, the particular areas of focus were education, international transport, tourism
and retail, resources and energy, and agriculture segments in Australia. We also have
looked at potential impacts to our international business, particularly in Asia and New
Zealand. To date, we have had little indication of requirements for hardship
arrangements due to the coronavirus. ANZ is continuing to assess impacts, work with
customers and plan any adjustments that may be required.
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ANZ data show international tourism hit by coronavirus

ANZ internal data show a steep drop in airport spending in February, reflecting
coronavirus-related travel bans and lower appetite for international travel.
Spending in small airports with mostly domestic flights did not fall.

Spending in major airports (Brisbane, Melbourne, Perth, Sydney) dropped 27%
from the week ending 21 January to the week ending 8 February. Travel bans
from China began on the 27 January. The data suggest that travel between
Australia and China started falling before the ban.

Chinese residents made up 15% of short-term arrivals in 20191, A drop in their
arrivals accounts for most but not all of the drop in airport sales from the week
ending 21 January to week ending 8 February in 2020 (28%) versus the same
weeks in 2018 and 2019 (0-3%).

The fall in arrivals from China is likely to have reduced tourism activity
substantially. Chinese residents account for 27% of international tourism
spending, equal to 8% of total tourism spend?.

The effect of this fall in international tourism could be concerning for Australia’s
economic activity. We recently estimated that GDP for the March 2020 quarter
could go backwards as a result of the coronavirus-related drop in travel.

We expect airport arrivals and tourism spending to remain low, while the travel
bans continue and some local residents elect not to travel internationally.

ANZ data include ANZ card transactions and transactions by merchants that use
ANZ point of sale terminals. It is not scaled up to represent total airport spending
so is only a guide of how airport spending changes over time (see Appendix).

Figure 1. Weekly spending in major airports dropping before travel bans
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*Major airports include Brisbane, Melbourne, Sydney and Perth.

Source: ANZ Research

! Based on ABS arrivals data
2 Based on data from Tourism Research Australia for the year ended September 2019
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Small airports show the spending drop is from international travellers

Spending figures from smaller airports reinforce that the change in travel patterns is
limited to international travel.

Small airports with limited or no international flights did not see a decrease in
spending between late January and February. Mid-sized airports, which also have
fewer international flights compared with major airports, had higher spending in
February 2020 compared with February 2019 and 2018.

Figure 2. Smaller airports are not affected by China travel bans
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Source: ANZ Research

Figure 3. Mid-sized airport spend sees smaller effect than major airports
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*Mid-sized airports include Adelaide, Cairns and Darwin
Source: ANZ Research
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Airport categories

Size Description Airports
Brisbane
. Largest four airports by passenger Melbourne (Tullamarine)
Major

numbers Perth

Sydney

Other airports designated by the Adelaide
Mid-sized Australian Government to be “major Cairns
international airports” Darwin

Canberra

Airports not designated by the Gold Coast
Non-major Australian Government to be “major Hobart

international airports” Melbourne (Avalon)

Sunshine Coast

Interpreting ANZ spending data

All ANZ card data have been de-identified, de-sensitised and aggregated before
being analysed.

ANZ spending data were not scaled up to represent total airport spending, and
only include spending by ANZ cardholders and transactions for merchants that
use ANZ point-of-sale terminals. The market share of ANZ cardholders and ANZ
point of sales terminals differs between airports. The changes in spending
between December and February are still a good proxy of airport footfall and
incoming tourism, as the market share of ANZ cardholders and merchant
transactions is unlikely to have changed significantly within any of the three
month periods.

ANZ data only apply to merchants within each airport who have used ANZ since
the beginning of the dataset (December 2017). This is to isolate spending
patterns based on airport demand, not changes in the share of merchants who
use ANZ point-of-sale systems. For example, if a new merchant opened in an
airport in January 2019 and used an ANZ point-of-sale terminal, this may
increase observations of airport spending without an increase in footfall. This
merchant would not be included in the data.
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This documentis intended for ANZ's Institutional, Markets and Private Banking clients. It should not be forwarded, copied
or distributed. The informationin this document is general in nature, and does not constitute personal financial product
advice or take into account your objectives, financial situation or needs.

This document may be restricted by lawin certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.
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branch (each, an Affiliate).
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This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by
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regulations, orin jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products
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Unless specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all
price information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may resultin
both profits and losses. Past performance is not necessarily an indicator of future performan ce. The products and services described in
this document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of orin connection
with this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by
any regulatory body or authority in any jurisdiction.
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the products or services described in this document, and their staff and introducers of business may share in such fees or re muneration
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interest.

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please
click here or request from your ANZ point of contact.

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
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Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the PRA and the FCA.

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate
finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Ko ng.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on
it your name and place of printing.

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).

New Zealand. This document is intended to be of a general nature, does not take your financial situation or goals into account, and is
not a personalised adviser service under the Financial Advisers Act 2008 (FAA). When distributed by ANZ in New Zealand, this
document is intended only for “wholesale” clients as defined in the FAA.
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This is not personal advice. Coronavirus hit to turn GDP negative in Q1

It does not consider your . L . . .

objectives or circumstances. ¢ We have revised our preliminary estimate of the impact of the coronavirus and
Please refer to the now expect it to take around 0.5ppt off Australia’s GDP in Q1. Along with a small
Important Notice. hit from the bushfire impact, we estimate that GDP will now fall 0.1% q/q in Q1.

e The World Health Organisation (WHQO) has declared an international emergency
Authors in response to the outbreak of the coronavirus in China. The number of cases has

risen above 20,000 and tragically the number of deaths has risen to nearly 500.
Felicity Emmett

+61 2 8037 0571 e The economic impact of the virus has been brought into sharper focus by the

Felicity.Emmett@anz.com measures taken to limit the spread. The understandable travel ban in place in
Australia on all foreign nationals who have been in China, as well as airline

David Plank cancellations, will act to sharply reduce the level of tourist arrivals.

+61 8037 0029

David.Plank@anz.com e There is a very wide a range of uncertainties around the outlook. The virus’s
timeline, the behaviour of non-China tourism, the impact on broader Chinese and
global growth, and the degree to which Australian’s limit their travel abroad.

Contact e While the hit to near-term growth is large, we expect the number of arrivals from

research@anz.com China to turn around in Q2, with the rebound in tourism adding to growth in Q3

and Q4. Consequently the impact on year-end growth is likely to be small.
Follow us on Twitter
@ANZResearch e For the RBA, a case can be made for looking through the immediate impact on

demand, given the likely rebound later in the year. Our view, however, is that
while the economic impact of the coronavirus does not drive the case for further
easing, it adds to the weak tone in the economy and suggests further rate cuts
are likely this year.

Related reports Figure 1. Australia’s exposure to China has increased dramatically since the

SARS virus
Coronavirus: assessing the
potential economic impact on 40
Australia, 30 Jan 2020
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ANZS,

Coronavirus impact larger than earlier expected

Since our note last week assessing the impact of the coronavirus on growth, the
WHO has declared (for only the sixth time in history) an international emergency.
The number of cases has reached 20,000 and tragically the number of deaths has
risen to nearly 500. A number of airlines have cancelled flights out of China, including
Qantas which has stopped all direct flights from Beijing and Shanghai until 29 March.
Moreover, the Australian government issued a travel ban, on 1 February (to be
reviewed 14 days after its introduction), on all foreign nationals who have been in
China, with exceptions for permanent residents, and their immediate families.

These developments have prompted us to revise our earlier estimate that the impact
would take 0.2ppt off growth. We now expect GDP to be around 0.5ppt lower in Q1
as a result of the virus. We also see a small negative impact from the bushfires.
Accordingly, we now expect GDP to fall 0.1% q/q in the March quarter.

The reasoning behind our numbers was discussed in detail in our previous note, and
these remain our key grounds for a downgrade. We have used the experience of the
SARS virus to inform our thinking on the likely impact of the coronavirus on tourist
activity. But the magnitude has changed. The announcement from WHO, the
cancellation by airlines and the Australian government’s travel ban have caused us to
increase our estimate of the likely impact.

We have made a number of assumptions to arrive at this estimate, including:

e Tourist arrivals from China fall 85% in February, reflecting the impact of the
travel ban.

e Spending from students from China falls 30% in February!. Reports suggest that
more than 50% of the entire student cohort remains outside Australia.?

e Tourism spending from non-China arrivals drops 8% in February.
e Education spending from non-China students remains unchanged.
e Recovery begins in April.

We could well be wrong on some of these assumptions.

Broader negative impacts are possible. Local consumer sentiment took a hit from the
bushfires and the news regarding the virus is keeping confidence levels low. Rising
uncertainty about the impact of the virus is likely to test business confidence, and
there is the potential for investment plans to be delayed.

The broader economic impact from slower growth in the extended Asian region is
difficult to quantify at this stage. ANZ’s China economists’ early estimate of the
impact is to drag Q1 GDP down to 5.0% y/y. Many ports in China remain closed due
to the extended Lunar New Year Holiday. This is affecting delivery of Australia’s
exports and driving commodity prices lower. The iron ore price has dropped 14%
over the past two weeks. Supply chains in the region are disrupted, with factories
unable to continue production without key components from their China sources.
Hyundai announced on Tuesday that it has shut down all its car factories in South
Korea given a shortage of supplies from China. Other car manufacturers have warned
that they too may be forced to close.

! For students arriving from China, around 60% come for university education, 10% come for
VET, 17% for English language courses, 5% for schools and 7% for other “non-award” courses.
2 https://www.smh.com.au/politics/federal/china-not-happy-with-sudden-australian-travel-
lockdown-20200204-p53xq2.html
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ANZS,

We have assumed in our forecasts that recovery begins in April. Predictions around
the virus progression clearly have a high degree of uncertainty, but current
predictions from The Lancet show the virus peaking in intensity around April

(Figure 2). In which case, recovery may be delayed until later than we assume. This
suggests that our estimate of the negative impact is relatively conservative.

Figure 2. Epidemic forecasts for Wuhan and other major cities under various

scenarios
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Source: The Lancet “Nowcasting and forecasting the potential domestic and international spread
of the 2019-nCoV outbreak originating in Wuhan, China: a modelling study”.

Policy makers will grapple to formulate an appropriate response. Many short-term
shocks like these quickly drive down growth, and then a V-shaped recovery ensues.
The RBA generally looks through short-term shocks and does not respond with
monetary easing. On our calculations, this shock looks likely to be relatively severe,
but our long-held belief has been that the weakness in underlying momentum in the
economy justifies further monetary easing. We don't see the economic impact of the
coronavirus as driving the case for further easing, but in the near term it will add to
the weak tone in the economy and consequent calls for more interest rate cuts.

Further support from fiscal policy is possible. At this stage, the Australian
Government'’s priority has been addressing the treatment of the people confirmed to
have the coronavirus in Australia, the repatriation of Australians from China’s Hubei
province and implementing measures (the travel ban) to halt the spread of the virus
locally.

In the wake of the bushfire emergency, the Treasurer seems to have moderated his
commitment to achieving a surplus. We think this is the appropriate response and we
think a further erosion of the surplus commitment would be appropriate if the
economic impact of the coronavirus proves to be larger and/or extended.
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