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Since the beginning of this year, the world's economic and financial systems have 

been bracing for an ominous development. It is the outbreak of coronavirus 

(COVID -19) in China. As of February 18, as of this writing, there were 73,329 

cases and 1,873 deaths worldwide, mainly in China. In Japan, too, the number of 

so-called "community-acquired person" whose relationship with Hubei Province, 

China, cannot be specified, is rapidly increasing. In this article, I consider some 

risk scenarios that financial institutions and firms should discuss from the 

viewpoint of stress testing for risk management, based on current information on 

the coronavirus. 

 

Fatal but unexpectedly high infection rates 

 

As of February 18, there were no signs that the increase in the number of 

patients/fatalities from the coronavirus in China was slowing down, and the 

February peak-out argument, which was once believed, has become less 

supported recently. So far, most cases/deaths have been confined to China, with 

82% occurring in Hubei province. However, the number has been gradually 

increasing in coastal areas of China and overseas, including Japan. 

 

The characteristics compared with SARS (severe acute respiratory syndrome), 

for example, are important in considering the future infection trend of the 

coronavirus. It has been pointed out that, in general, the fatality rate is much lower 

than that of SARS, etc., while the infection rate is higher. The fatality rate is 34% 

for MERS (Middle East respiratory syndrome), 10% for SARS, and less than 0.5% 

for H1N1 influenza (2009), while it is more than 2% for the coronavirus. However, 

taking into account the possibility that the number of patients in Hubei Province 

has not been sufficiently identified and the impact of inadequate medical 



treatment, some experts point out that in reality, the real fatality rate is "about 0.3 

~ 0.6%". 

 

The infection rate (the number of people who is infected by one person) is about 

1 for MERS, 2 ~ 4 for SARS, and about 2 for H1N1 influenza, while 1.4 ~ 2.5 for 

the coronavirus (WHO estimates as of January 23). However, a subsequent 

survey indicated that this figure could be much higher than the initial estimate 

(For example, 4.7 ~ 6.7.). Although the incubation period is 2-14 days (Influenza 

for 1 to 3 days), similar to that of SARS, many cases have been reported in which 

no symptoms appear in infected patients. 

 

Simulation of patient numbers in China and Japan 

 

Based on the SARS case, the following assumptions were used to estimate the 

number of patients with the coronavirus in China and Japan in the coming days. 

The estimation here is based on the SARS increase pattern as it is, and the 

results should be regarded just as a reference for risk scenarios. 

 

(Assumptions (1)) The period after the first reporting to WHO (SARS in mid-March 

2003, and the coronavirus around January 20, 2020) is divided by 10 day 

intervals and then use as an indicator the percentage change from the previous 

period in the number of patients increase in each period (In Japan, the start date 

is the week of February 22 when community-acquired infection was confirmed.). 

 

(Assumptions (2)) Assumes that the future development of the indicator for 

Coronavirus will be similar to that for SARS. The moving average of three periods 

is used to calculate the SARS indicator. 

 

(Notes (1)) It should be noted that how the jump in the number of patients (Mainly 

associated with changes in patient recognition and also the effectiveness of 

measures to ring-fence the disease) in the transition period from the early phase 

of the infection to the phase of the intense outbreak affects the subsequent 

number of patients significantly. 

 

(Notes (2)) It is assumed here that the infection rate of thecoronavirus is the same 

as that of SARS. However, as noted on the previous page, the infection rate of 



this coronavirus may be much higher than that of SARS, and the number of 

infected persons in this case could be much higher than the estimated result here. 

 

According to the simulation results (chart), the number of patients in China 

peaked in late April, when the number of patients reached about 300,000 and the 

number of deaths reached 7500. In Japan, the number of patients surged from 

around the end of February, peaking in May. At that time, the number of patients 

will be a little over 3000. 

 

A scenario that plunges China's economy into chaos 

 

To what extent does this coronavirus adversely affect the macroeconomy? In the 

case of SARS, the growth rate of Chinese economy in the 1st quarter is said to 

have been lowered by about 2% percentage points. If the same impact were to 

occur again, the growth rate of the Chinese economy in the 1st quarter of 2020 

would be lowered from 6% to 4%, and the annual growth rate would also be 

lowered by about 0.5% percentage points. 

 

Meanwhile, the above coronavirus patient number simulation gives us some 

ideas of the period during which the economy suffers from low utilization of labor. 

If we assume that the utilization rate of all industries in China during the period 

from January to February will average around 70%, 80% in March and 90% in 

April, annual labor input would decrease by about 7.5%, pushing down the annual 

growth rate by about 3.4% percentage points. Even if production increases by 

about half of this size due to pent-up demand in the second half of the year, the 

net growth rate would decline by about 1.7% percentage points. 

 

Another somewhat worrisome risk scenario for China is the possibility that the 

outbreak of coronavirus could lead to abandonment of the CPC's goal of doubling 

income in the 10 years to 2020 (To achieve this, it is necessary to achieve growth 

of about 6% in 2020.). Although such a policy shift will have a positive impact on 

the sustainability of the Chinese economy, it is feared that a sudden shift to a 

realistic policy that is significantly different from the expectations of the Chinese 

people and the market will have a significant negative impact on stock prices and 

capital investment through a decline in growth expectations. 

 



On the political front, some predict that the coronavirus will deal a blow to China's 

state capitalist system. The argument is that exclusionary governance systems 

for information sharing ultimately undermine social control. If this idea were to 

become a reality, a scenario would emerge in which the current system headed 

by Xi would collapse and the Chinese economy would plunge into chaos. 

 

Impact of the coronavirus on the Japanese economy 

 

The first possible effect of the coronavirus on the Japanese economy is a decline 

in inbound demand from Chinese tourists. Chinese inbound consumption in 

Japan was 1.8 trillion yen (2019), accounting for about 40% of the total (4.8 trillion 

yen). Assuming that the outbreak of coronavirus is resolved in China in late April 

and that the number of visitors to the country falls to almost 0 between January 

and April, this would push down the country's economy by 600 billion yen (About 

0.1% of GDP). However, during the period from March to May, when the 

coronavirus is rampant in Japan, non-Chinese tourists from other countries are 

also expected to avoid visiting Japan. In that case, the damage would further 

expand and the amount of downward pressure on GDP would more than double 

to 1.4 trillion yen (About 0.25% of GDP). 

 

With regard to the impact of a downturn in the overall Chinese economy on the 

Japanese economy, for example, if the growth rate of the Chinese economy drops 

by 1.7% percentage points, the growth rate of developed countries, including 

Japan, would be pushed down by 0.9% percentage points, using the results of 

the estimation made by the FRB "Global Spillovers of a China Hard Landing" 

2019. In addition, let us assume that it takes about three months for the outbreak 

of coronavirus occurred at the end of February in Japan. In this case, if the 

amount of labor input falls by about 20% during this period, the net downward 

pressure would be 1.5% percentage points even if a production increase of about 

half the decrease occurs in the second half of the year due to the subsequent 

pent-up demand. When combined with the 0.9% point effect from China 

mentioned above, it is calculated that growth will decline by about 2.4% points. 

  

Outbreak concerns in the United States 

 

The decline in the Chinese economy will have a proportionate impact on the U.S. 



economy, but the Fed's estimates are limited compared with those of Japan and 

Europe. However, the outbreak may not stop in China and Japan. In fact, it is 

believed that a considerable number of Chinese people entered the United States 

for the Chinese New Year holidays before the Chinese government banned 

overseas group tours and the United States issued a ban on non-American 

visitors who stayed in China. This suggests the possibility that community-

acquired infections will spread to the United States in the future, as in Japan. 

 

In the case of the United States, public awareness of the prevention of epidemics 

against influenza, etc. is not so high compared to Japan, as partly evidenced by 

the different mask wear rate. For example, in Japan, the influenza that became 

epidemic at the end of last year has still remained at an unexpectedly low level 

due to Japanese concerns about the coronavirus. Meanwhile, in the United 

States, 26 million people have already been infected and 14,000 people have 

died. In addition, some argue that some of the coronavirus cases could get mixed 

with the recent outbreaks of influenza in the United States. In fact, given high 

infection rate of the coronavirus and possible migration of Chinese people before 

the US ban, it is not surprising that an outbreak has already occurred in some 

regions of the United States (And this is true, to varying degrees, of Western 

Europe.). 

 

In the case of an outbreak, there is a possibility that consumption and housing 

investment, which are currently at their best, will plunge due to the stigma effect 

of the coronavirus and the growing sense of uncertainty in the U.S. society (even 

though the actual death rate is not very different from flu). Also, as the movement 

of people between the United States and other parts of the world stops, there is 

a possibility that many businesses will temporarily evaporate. 

 

Unlike Japan, the United States does not have universal health insurance, and 

low-income people are not able to see a doctor. If the increase in the number of 

fatalities is brought to the attention once again because the people find out that 

the true cause of many deaths is the coronavirus, the debate to reaffirm the value 

of universal health insurance will grow, and the radical leftist candidate of the 

Democratic Party (For example, Mr. Sanders), who advocates the introduction of 

the system, may win the presidential election scheduled for November. 

 



Impact on global stock prices 

 

These scenarios are important in terms of their impact on stock prices. As for the 

current stock prices, although there was a time when risk-off increased due to the 

anxiety over a new type of coronavirus, recently the risk-on trend continues due 

to expectations for policy measures. In the case of SARS, stock prices on the 

global market recovered in a short period after the outbreak of the disease, which 

may have contributed to the optimism. However, compared to the time of the 

SARS outbreak, China's share of the global economy has grown significantly 

(18% now compared to 4% at the time of SARS). Furthermore, while global stock 

prices in 2003 were in the early stages of a long-term recovery from the significant 

downturn following the bursting of the IT bubble and the Gulf War, the longest 

postwar economic expansion is already underway in major countries, and asset 

prices, which have continued to rise during this period, have a sense of peak. 

 

Against this backdrop, if we will see (1) the outbreak of coronavirus in China, (2) 

the outbreak of coronavirus in the United States, and (3) the inauguration of a 

radical Democratic leftist candidate to the U.S. presidency who advocates a large 

tax increase on large corporations and wealthy people, stock prices that have 

enjoyed a historically long booming period partly under the auspices of the 

Federal Reserve, will eventually collapse. 

 

Finally, in Europe, if the coronavirus were to break out in the EU, there might be 

moves by countries to strengthen their ring fence against the inflow of the people 

from other countries. At the same time, from a slightly pessimistic perspective, 

the EU's raison d'etre may be called into question once again as developed 

countries refuse to allow patients from less developed countries to move, 

heightening friction over the EU's basic principle of "freedom of movement". From 

the Western point of view, the coronavirus will expose the flaws in China's 

governance system, which takes an exclusive approach to the will of the people 

(so-Called "Chernobyl moment"). At the same time, it should be noted that the 

sustainability of democracy in Europe and the United States, which takes an 

inclusive approach to the will of the people, may also be tested. 

 

 


