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The coronavirus is a serious mounting threat to the fragile Chinese and global economies. It is 
hard to handicap how broadly the virus will ultimately spread and how virulent it will be, but 
it has already become highly disruptive to China and increasingly to the rest of Asia. The U.S. 
will not be immune to its ill effects.

ANALYSIS
February 2020

Prepared by

Mark Zandi
Mark.Zandi@moodys.com
Chief Economist

Contact Us

Email 
help@economy.com

U.S./Canada 
+1.866.275.3266

EMEA 
+44.20.7772.5454 (London) 
+420.224.222.929 (Prague)

Asia/Pacific  
+852.3551.3077

All Others 
+1.610.235.5299

Web 
www.economy.com 
www.moodysanalytics.com

mailto:help%40economy.com?subject=
https://www.economy.com/
http://www.moodysanalytics.com


MOODY’S ANALYTICS

2  February 2020 

Coronavirus: The Global Economic Threat
by MarK ZaNDI

The coronavirus is a serious mounting threat to the fragile Chinese and global economies. It is hard to 
handicap how broadly the virus will ultimately spread and how virulent it will be, but it has already become 
highly disruptive to China and increasingly to the rest of Asia. The U.S. will not be immune to its ill effects.

Using our model of the global economy, 
we estimate that, in the most likely scenario 
for the spread of the virus, the disruption 
caused by the coronavirus will cut more 
than 2 percentage points from Chinese real 
GDP growth at an annualized rate in the first 
quarter of this year and 0.8 percentage point 
from growth for all of 2020 (although this 
may not show up in official GDP statistics 
from China). U.S. real GDP growth will be 
reduced by 0.45 percentage point at an an-
nualized rate in the first quarter and 0.15 per-
centage point for the year. Of course, there 
are many other scenarios, each one seeming 
darker than the last.

Sizing the pandemic
The coronavirus, also known as 2019-

nCoV, is spreading quickly. The outbreak, 
which began at the end of last year in Wu-
han, China, has infected some 17,000 people 
as of February 3, according to the Chinese 
government and authorities in more than 20 
other countries. More than 360 people have 
died from the virus so far, with all but one of 
these deaths in China. 

Given Chinese authorities’ poor track 
record in disclosing the extent of past 
negative events such as the SARS pandemic, 
which also originated in China in 2003, and 
the Tianjin explosion in 2015, it would not 
be surprising if coronavirus infections and 
deaths are meaningfully higher than officially 
reported. Credible estimates suggest that 
the number of infections is already five times 
as great as reported.

Even if the official estimates are roughly 
correct, 2019-nCoV is already more wide-
spread than was severe acute respiratory 
syndrome, or SARS, during its outbreak. SARS 
sickened almost 9,000 people in 17 countries 
and killed close to one-tenth of those in-
fected. The Middle East respiratory syndrome, 
or MERS, pandemic began in the Middle East 
in summer 2012, infecting almost 2,000 and 
killing over one-third of those who got sick.

How many people will ultimately be in-
fected and die from 2019-nCoV is difficult to 
gauge, but it would be prudent to anticipate 
several hundred thousand will eventually be 
sick and thousands will die. If SARS is a rea-
sonable guide, the pandemic will likely con-
tinue through the first half of this year. Given 
the response by global authorities to the 
outbreak, 2019-nCoV should remain largely 
contained to China, but a broader contagion 
is a clear downside risk. An upside risk is that 
the global scientific community quickly suc-
ceeds in developing a vaccine for 2019-nCoV, 
although it is sobering that there is still no 
vaccine for SARS or MERS. 

Chinese economic impact
The coronavirus outbreak is severely dis-

rupting the Chinese economy. Large areas of 
the country are under quarantine (affecting 
about 60 million people), and much of the 
rest of the populace has been told not to go 
to work and to stay in their homes. Travel to 
and from China from the rest of world has 
been severely curtailed. Most global airlines 
have stopped flying to China.

Partially mitigating the economic damage 
has been the Lunar New Year celebration, 
which officially runs through early February. 
Most Chinese travel to visit family for the 
festivities, which has exacerbated the out-
break, but it also means most people are not 
working during this holiday. The impact on 
the economy will now quickly mount, since 
people will not be returning to work any 
time soon.

The SARS experience provides a useful 
benchmark for assessing the economic fall-
out from 2019-nCoV. Research published 
by the Brookings Institution using another 
model of the Asian economy estimated that 
SARS cost the Chinese economy close to 1 
percentage point in real GDP in 2003. Hong 
Kong’s economy was hit even harder. The 
impact on the U.S. and the rest of the global 
economy was not quite 0.1 percentage point 
of real GDP (see Table). The Brookings study 
accounted for the direct, short-term impacts 
on tourism, travel and retailing as well as 
the longer-term impacts on risk premiums—
global investors require a higher risk pre-
mium for investing in China given the higher 
possibility of a future outbreak—human capi-
tal, and other demographic forces.

Although the coronavirus pandemic is 
already more widespread than SARS, we 
estimate the cost to the Chinese economy 
will be about the same. Key to this relative 
optimism are the substantially greater finan-
cial resources of the Chinese government 
today. China will use these resources to 
provide whatever fiscal and monetary stimu-
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lus is needed to support the economy. The 
Chinese central bank will provide additional 
liquidity into financial markets beginning 
February 3, and the China Banking and Insur-
ance Regulatory Commission issued a notice 
on February 2 requesting that banks not cut 
off loans, and that they appropriately lower 
lending rates to retailers, restaurants, hotels, 
and logistics and tourism companies heavily 
affected by the coronavirus epidemic.

When SARS hit almost 20 years ago, Chi-
na was still very much an emerging economy 
with limited resources. The economic fallout 
on China from 2019-nCoV would have been 
even more limited, except that the Chinese 
economy has been having a tough go of it 

for more than a year due to the trade war 
with the U.S. and efforts to deleverage.

Global economic impact
The global economic impact of 2019-

nCoV is expected to be substantially more 
significant than that of SARS, primarily be-
cause China has gone from being a bit player 
in the global economy in the early 2000s 
to an economic powerhouse today. Back 
then, China accounted for just over 4% of 
global GDP, compared with 16% today (see 
Chart 1). China has become an integral part 
of the global manufacturing supply chain, 
accounting for about one-fifth of global 
manufacturing output.

Based on simulations 
of our global model, ev-
ery 1 percentage point 
of sustained reduction in 
Chinese real GDP reduces 
global GDP, excluding 

China, by 0.4 percentage point (see Chart 
2). The coronavirus is thus expected to re-
duce global real GDP, excluding China, by 
0.8 percentage point in the first quarter of 
this year and 0.3 percentage point for all of 
2020. Before the pandemic, we were expect-
ing the global economy to expand this year 
near its potential growth rate of 2.8%. But 
it is now expected to grow by 2.5%. This is 
below the economy’s potential and means 
that unemployment will begin to rise later in 
the year. Recession risks, which had receded 
after the truce in the U.S.-China trade war 
late last year, could become uncomfortably 
high again.

The rest of Asia suffers the most from 
China’s struggles with 2019-nCoV. Hong 
Kong, Thailand, Vietnam, and to a lesser 
extent Singapore and Malaysia will be hurt 
most immediately by the falloff in Chinese 
tourism (see Chart 3). Shuttered Chinese 
factories will also soon be a problem for 
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Table 1: SARS Impact on Real GDP
Ppts

1-yr impact10-yr impact
Hong Kong -2.63 -3.21
China -1.05 -2.34
Taiwan -0.49 -0.53
Singapore -0.47 -0.51
Malaysia -0.15 -0.17
Thailand -0.15 -0.15
Philippines -0.10 -0.11
Korea -0.10 -0.08
New Zealand -0.08 -0.08
Indonesia -0.08 -0.07
U.S. -0.07 -0.07
Japan -0.07 -0.06
Australia -0.07 -0.06
OPEC -0.07 -0.09
Eastern Europe -0.06 -0.05
India -0.04 -0.04

Sources: Lee & McKibbin, Brookings Institution
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countries ingrained in China’s supply chain, 
including Taiwan and Vietnam, followed by 
Malaysia and Korea, particularly if they re-
main dark for more than a few weeks.

The Latin American economy is also 
vulnerable to the coronavirus outbreak via 
the troubled Chinese economy and weak-
ened demand and prices for the agricultural, 
metals and energy commodities produced 
throughout the region. Oil prices are already 
off by more than $10 per barrel since the 
beginning of the year to near $50 per bar-
rel for West Texas Intermediate crude, and 
copper prices have slumped sharply and 
threaten to fall through $2.50 per ounce. At 
these prices, commodity producers will soon 
begin to cut back on production and invest-
ment. Given the economic damage caused 
by 2019-nCoV, prospects are poor that prices 
will recover soon.

U.S. economic impact
The U.S. economy will not be able to 

avoid the fallout from 2019-nCoV, which is 
expected to reduce U.S. real GDP by 0.45 
percentage point at an annualized rate in the 
first quarter of this year and 0.15 percent-
age point in 2020. Real GDP growth is now 
projected to be 1.7% this year, just below the 
economy’s 2% potential growth rate.

The most immediate and direct link be-
tween the U.S. economy and 2019-nCoV is 
via the falloff in Chinese tourism, which is 

considerable at close to 3 million visitors per 
year, according to the U.S. Travel Association. 
Chinese tourists also spend about half again 
as much as the typical international tour-
ist, an estimated $6,700 per person per trip. 
During the SARS outbreak in 2003, the num-
ber of Chinese tourists traveling to the U.S. 
declined more than 50% at the peak of the 
impact, three months after the start of the 
outbreak. The coronavirus outbreak is sure to 
result in much bigger declines over a longer 
period. Assuming that Chinese business trav-
el and tourism is off by closer to 75% at the 
peak this spring with a full recovery by year’s 
end, the hit to U.S. real GDP via weaker ser-
vice exports (tourism is considered a service 
export) will reduce first-quarter real GDP by 
about 0.2 percentage point and 2020 real 
GDP by 5 basis points.

U.S. exports to China, which account for 
about 1% of U.S. GDP, will suffer given weak-
er Chinese demand and the likelihood that 
the U.S. dollar will appreciate back above 7 
yuan to the dollar. China is supposed to ramp 
up its imports of U.S. products as part of 
the Phase One trade deal signed by the two 
countries in January. How much the Chinese 
will actually purchase from the U.S. is an 
open question; given 2019-nCoV, it is even 
more questionable. While Chinese demand 
for U.S. medical and agricultural products 
may receive a boost from the virus, demand 
for other products will suffer. We expect low-

er U.S. exports to China to reduce U.S. real 
GDP by another 0.15 percentage point in the 
first quarter and 5 basis points for 2020.

The uncertainty created by the virus and 
exacerbated by the opaqueness of Chinese 
authorities will cause risk premiums in stock 
and bond markets to increase and already-
cautious business executives to continue to 
sit on new investment and expansion plans. 
Financial markets are especially vulnerable 
given their currently high valuations and are 
already discounting the rising likelihood that 
the virus will do significant economic dam-
age. Stock prices in the U.S. are expected to 
be as much as 5% lower at the peak impact 
in the next few weeks before fully recovering 
by year’s end. The impact of all this will re-
duce real GDP by 0.1 percentage point in the 
first quarter and 5 basis points for 2020.

Conclusion
The 2019-nCoV pandemic has suddenly 

become a serious threat to the Chinese, 
global and U.S. economies. How serious is 
difficult to gauge given large unknowns as 
to how widespread and virulent the virus will 
be. However, there are no good scenarios, 
particularly given the fragility of the global 
economy even before the virus was on the 
scene, and the already-long list of significant 
geopolitical threats. We will continue to up-
date our economic assessment of the virus as 
its trajectory takes shape.
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