
 

 

 

 

 

The Impact of COVID-19 (Coronavirus) and the Saudi Arabia-Russia oil war on the 

economy: 

 

March is shaping up to be quite a month – the novel coronavirus (COVID-19) event, an oil shock, worse than 

expected SA growth data and a Moody’s rating review for South Africa (SA). The surprise news over the weekend 

was Russia not agreeing to oil production cuts at the OPEC meeting. In response, Saudi Arabia slashed its oil prices 

and also increased its production with the effect that the oil price has moved sharply lower, dropping to around 

$30/barrel. We suspect that global volatility and a risk off sentiment may persist for several weeks or even longer. 

Coronavirus Quick Facts:  

• It has infected an average of 2 200 people per day globally since 20 January, resulting in the death of at least 

3 825 people. 

• While COVID-19 is substantially more infectious than SARS, it is significantly less fatal, with a case fatality 

ratio of 3.5% (compared to 9.6% for SARS). 

• Age plays a role: The age profile of the deaths reveals that the older you are, the more vulnerable you are, 

with the death rate being as high as 14.8% for people over the age of 80 years. 

• Italy is a concern. High rate of new infections in Italy may be explained by their culture of greeting each 

other through physical contact.  

Economic and Market Impact:  

• Supply-side shock as manufacturing activity decreases. 

• Demand-side shock as isolation is leading to the cancellation of events, a decrease in tourism and a decline 

in retail activity. 

• Global move from risky assets (equities) to safe-haven assets (like bonds/cash/gold). 

• Further impact: lower liquidity, lower interest rates and the oil price leading to global growth rates being 

revised downwards. 

• Large currency movements especially in Emerging Markets. 

The current market volatility is understandably causing investors much stress. Global asset prices are under extreme 

pressure as investors rush to perceived safe-haven assets in the face of a global economic slump brought on by the 

coronavirus. Even large companies with strong balance sheets have fallen sharply, for example BHP is down -37% 

from the January highs while Sasol lost roughly -50% over the course of two days. 

A macro ‘event’ like the coronavirus (sometimes referred to as a Black Swan event) is what is known as an external 

shock in financial markets and it is not unusual for such a shock to bring a bull market to an end. Thus, stocks that 

are more sensitive to economic cycles are coming under severe selling pressure as the external shock triggers bear 

market behaviour. There is of course no rationality associated with current investor behaviour – people are selling 

because they’re fearful. Globally, fundamentals are still mainly strong.  



 

It is crucial to realise that what we are currently witnessing in global markets cannot be compared to the 2007/2008 

global financial crisis (GFC), which was triggered by a banking crisis which shook the very foundation of the global 

financial system and presented enormous challenges to economic policymakers. This time round, although we are 

experiencing a severe external shock, the financial system is not under threat. It does however, have cyclical 

economic consequences – global economic activity is likely to come under severe pressure in Q1 and Q2 of 2020. The 

world may even go into recession and negative investor sentiment is likely to prevail for the short to medium term.  

This supply side shock is most evident in China with the closing of many factories and distribution hubs as workers 

were told to stay at home to reduce the risk of further infections. The reduction in manufacturing activity within 

China severely disturbed global supply chains leading to a shortage of many goods around the world.  

Another area of concern is the demand-side shock. This is now evident globally as tourism declined and people are 

avoiding large gatherings. The result is less retail activity, empty hotels, vacant tourist attractions as well as the 

cancelling of many sporting events. 

The lack of liquidity in international credit markets is also a concern. This is reflected in a sharp widening of credit 

spreads as banks and investors adjust their risk assessment to take account of the deteriorating economic 

environment. A lack of access to affordable credit could severely damage key parts of the world economy as 

business conditions are heavily impacted by COVID-19. This was a key factor in the US Federal Reserve cutting 

interest rates by 50bps at an unscheduled FOMC meeting on 3 March. Further rate cuts are also likely in South Africa 

after the MPC meets on the 17th of March 2020.  

Adding to the pressure is a breakdown in the long-standing deal between Saudi Arabia and Russia — two of the 

world’s oil-producing powerhouses, sending global markets into a spiral and dashing future economic prospects in 

the US. It has almost everything to do with the coronavirus or, more specifically, the drop in Asia’s oil consumption 

that’s being driven by the coronavirus outbreak there. 

Initial estimates suggest that the lower Chinese demand for oil accounts for about 3% of global oil demand. 

Meanwhile, OPEC accounts for 30% of global oil supply, with another 12% of supply coming from Russia. On Friday (6 

March) a meeting in Vienna between Russia and OPEC attempted to respond with supply cuts to support the oil 

price but the meeting ended acrimoniously with the Russians unwilling to support supply cuts and the Saudis 

responding with increased supply. The oil market has responded dramatically, with crude oil down about 30% to 

around $30/barrel – as low as it has been at any time over the past 18 years. At this level, it is expected that many 

leveraged US shale oil producers will be under severe pressure and that could flush out some of the excess supply. 

Ultimately, neither OPEC nor Russia can afford for the oil price to stick at these levels for long and it is likely that 

demand could normalise once we are through the worst of the novel coronavirus impact. However, for the next few 

months this is likely to add to anxiety and market volatility. SA was caught in the middle of the risk-off sentiment.  

It should be noted that the rand probably stands to benefit from the much weaker oil price in the long run. The 

lower oil price means that the price of petrol at the pumps could drop by about R1.62/litre next month, which could 

give some much-needed relief to consumer spending and the local economy. Also, the lower oil price is immensely 

beneficial for our terms of trade, where SA’s main import is oil. This will play out as a significantly reduced current 

account deficit, which will help repair SA’s balance sheet – at least for a while. 

On a more positive note, 92 days after the first confirmed infection in mainland China (8 December 2019), it appears 

that the spread of the virus is now largely under-control. While China still has the highest number of reported cases 

(80 735 people as at 9 March), the rate of new infections has slowed markedly from as many as 4 000 new infections 

per day (peaking on 13 February), down to less than 200 cases a day in the last six days. Furthermore, data from 



 

China shows that there seem to be more people who have recovered from the virus than remain infected. The figure 

below illustrates that the number of cases are starting to stabilise while the total number of recovered patients 

continues to rise.  Most media reports highlight “Total Cases”. It is more important to analyse the ratios and 

specifically the remaining Active Cases (see graph below): 

 

 

 

Impact on investments 

Although nobody can escape the impact of this “Black Swan event”, our portfolios have been positioned defensively 

from before these events.  

It is too late to panic – the sell-off has simply been too severe. In our view, now is not the time to reduce risk further 

in our clients’ portfolios, no matter how volatile the markets appear. To sell off equities out of fear in the current 

climate could prove disastrous. Many shares are trading well below their intrinsic value and it just would not make 

sense to sell these assets at material discounts. There is also no need to rush into bargain hunting mode because 

prices are still falling. The news flow is likely to continue to dictate investor sentiment over the short term and we 

should expect to see continued volatility for the foreseeable future. In our view excellent buying opportunities will 

start to appear and those need to be exploited.   

From an investment and portfolio management perspective, we need to realise that the current outbreak of COVID-

19 will have a short-term negative cyclical effect on global growth and company profits. Once the virus effect has 

played out and global supply chains become unblocked again, there will be a significant rebound in economic growth 

and profits, discounted by rising share prices at the time. While short-term investment returns will be negatively 

affected by COVID-19, history has shown that long-term returns are largely unaffected by these kind of events, which 

in retrospect are barely discernible on longer-term graphs of asset class returns and hence turn out to be far less 

significant than they are deemed at the time. 

Quantum Asset Management remains dedicated in our mission to keep our focus on our clients’ long-term 

investment goals by not overreacting to short-term events in a way that could have a detrimental effect on the 



 

probability of attaining these goals. As such, our overriding guiding principle is to encourage our clients to stay 

invested throughout all market cycles, rather than attempt the timing of markets at times like now when there is an 

unforeseen outbreak of some kind, or event. Selling into market weakness locks in potential losses and then also 

exposes investors to the risk that they miss any eventual rebound in markets if they have not reinvested by that 

point. 

For most of our clients withdrawing an income from their investments, it is important to note that the income is 

withdrawn from the income fund portion within your portfolio and therefore the decline in equity markets does not 

force us to sell the equity related funds in order to pay these incomes, i.e. no losses are realised and allows equity 

bearing funds time to recover. 

While the situation is introducing significant uncertainty and volatility, investors should not panic. Our investment 

team at Quantum Asset Management is constantly assessing market conditions and updating portfolio positioning 

accordingly. In the meantime, keep calm and wash your hands.  
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