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This analysis attempts to review the economic consequences of the 
coronavirus. These are of course secondary to the human toll in sickness 
and mortality – and to the extent that the economic consequences reflect 
the impacts of efforts to minimize the human toll, they are an unfortunate 
but necessary cost of doing so.

Executive Summary

The coronavirus (COVID-19) is a major shock to the global economy. The duration of the shock, the 
ultimate infection rates and fatality rates are all unknown. The degree of disruption to normal activity is also 
unknown, but potentially severe as events in China have shown. 

The extreme reaction in financial markets in recent days hinged on the spread of the virus beyond China. 
As long as the coronavirus appeared largely contained within China, the financial markets were not troubled. 
Evidence that it had spread beyond China in a major way has sparked a plunge in equity prices and bond yields.

The coronavirus is both a supply shock and a demand shock to the global economy. Supply is hit because 
people do not go to work either because they are sick, caring for a sick person, under quarantine, caring for 
a child who cannot go to school, or simply scared of becoming sick. Demand is hit because people shy away 
from social contacts where the risk of infection is high – whether through their own choice, government 
edict, or employer policy. Spending on travel, tourism, restaurants, and public entertainment will decline.

Stimulative monetary or fiscal policy cannot directly combat the supply or demand shocks but is still 
important. It can alleviate the economic burden of the virus on firms and households and reduce the risk of 
credit markets freezing up. 

Existing economic studies of pandemics point to a possible loss of GDP of between 1 and 5 percentage 
points in the year of the outbreak, depending in its severity. The coronavirus has not yet been declared a 
pandemic, and these studies assume infection rates far above those we have seen so far. However, since it is 
the actions taken to avoid becoming infected that cause most of the economic damage, the economic effects 
of the coronavirus need not be proportional to its ultimate severity. 

After-effects of the virus will linger. The outbreak will eventually subside. As it does, economic activity will 
return towards normal, growth will temporarily rise sharply, and stock markets will recover. Even after the 
outbreak subsides, though, it may have long-run effects on decisions about supply chains, on the growth of 
e-commerce, on travel, and on politics.  

What is the coronavirus? Are there relevant precedents?

The coronavirus is a form of influenza (COVID-19), which originated in Wuhan, China in December 2019. 
It seems to be both more contagious and deadlier than the familiar seasonal flu. Fatalities occur when the 
disease develops into pneumonia.  People may be contagious before developing symptoms, making control of 
its spread difficult. Any vaccine may be twelve months way. At present, there are no relevant anti-viral drugs. 
It is noteworthy that the World Health Organization has not yet declared a pandemic (which requires 
widespread transmission on multiple continents, with impacts on society).

There were three influenza pandemics in the twentieth century. The 1918-19 Spanish flu outbreak was the 
most severe, infecting 25-30 percent of the world’s population and killing 50-100 million people - more than 
World War One. The mortality rate was around 2.5%. (The name “Spanish” flu is a misnomer in that the disease 



did not originate in Spain, nor was it most virulent there). There were two other, much milder pandemics: the 
Asian flu pandemic of 1957-58, and the Hong Kong flu outbreak of 1968-69 (mortality rates around 0.1%). 
In the twenty-first century, the H1N1 pandemic (swine flu) of 2009 had a mortality rate below 0.1%.

What is the current extent of the outbreak?

Worldwide, as of March 20, there were roughly 246,467 confirmed cases and 10,049 deaths from the 
coronavirus. Based on the evidence from China, roughly 95% of those infected are in mild condition, and 
another 5% are in serious or critical condition. 

Most cases have been in China, but the number of new cases outside China now exceeds new cases in China, 
with over 180 countries affected in all continents except Antarctica. The number of death outcomes is 
the highest in Italy now with 3,405 cases, when China has confirmed 3,248 cases. After imposing severe 
restrictions on travel and business activity to try to get the virus under control, China is now beginning to get 
production restarted – but it remains to be seen if going back to “normal” leads to a second wave of infections.

The most severe outbreaks outside China – as currently measured – have been in Italy, Iran, Spain and 
Germany. There are 14,366 confirmed cases in the US at present, with 217 deaths (most deaths occurred to 
highly vulnerable older people). 

As the virus spreads, efforts to contain it will shift from tracing contacts of those infected (which quickly becomes 
an impossible task) to “social distancing” – for example cancelling public events, restricting travel, closing schools. 
It is hard to imagine, though, that democracies could replicate the draconian quarantine of the Hubei region (where 
Wuhan is located) that was imposed in China.  

What is the mortality rate from the coronavirus?

The mortality rate can only be known definitively after the event. A simple calculation of global deaths (around 10,049) 
divided by cases (around 246,467) as of 20th of March gives a mortality rate of 4.1%. This calculation almost certainly 
seriously overstates the death rate by not including cases (mostly mild ones) that have not been counted. The true 
mortality rate may be 1.0% or even less. What is known for sure is that the infection has had little impact on children 
and is most deadly for the elderly and for those whose immune systems are already compromised.

Why did financial markets suddenly crater in the week of February 24 and the slump is increasing?

The existence of the coronavirus was well known on February 19, when the S&P 500 equity index hit an all-time 
high. At that time, though, the prevailing assumption was that the virus would be mostly an event for China, with 
knock-on – but manageable – effects on supply chains worldwide. Over the February 22-23 weekend, though, 
it became clear that the virus had spread to the rest of the world in a major way. Suddenly the possibility of a 
full-blown global pandemic was on the radar, and markets reacted accordingly. Equity prices plunged, credit 
spreads widened, and government bond yields plunged in a flight to safety. Subsequent substantial drop in main 
stock indices then continued in the weeks of March 9 and March 16.

The shock has hit the global economy at a time when it already looked soft. High levels of corporate debt around 
the world and high valuations in equity markets were known risks that were shrugged off by the markets as long 
as growth continued, and central banks kept interest rates low. The possible pandemic has threatened the future 
earnings growth necessary to justify previous debt levels and equity prices. 

Is the coronavirus an economic supply shock or demand shock?

The coronavirus is both a supply shock and a demand shock.

The first-round supply shock effect is straightforward – people do not go to work either because they are 
sick, caring for a sick person, under quarantine, caring for a child who cannot go to school, or simply scared 
of becoming sick. Transport networks may break down due to lack of staff. Some of those at home can work 
from there (a much larger proportion than in the past, in a more digitized service economy) but most cannot, 
and their potential production is lost. The shock cascades through supply chains as other workers cannot 
work because the parts they need have not been produced.

There is also a first-round demand effect. People will shy away from social contacts where the risk of 
infection is high – whether through their own choice, government edict, or employer policy. Spending on 
travel, tourism, restaurants, and public entertainment will decline. Other discretionary retail spending will 
also decline, perhaps partly mitigated by the increased penetration of e-commerce. 
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The first-round shocks will produce second-round demand effects as people who lose income for whatever 
reason cut their own spending.

Research by the CBO (see below) suggests that the supply-side and demand-side impacts are roughly equal 
– although this research did pre-date the globalization of supply chains incorporating China. 

Sectors most at risk from supply chain disruptions

The old saw that a chain is only as strong as its weakest link applies here. Initial supply-chain disruptions 
have come mainly from China and are already being felt. The Port of Los Angeles, the most important US 
entry point for Chinese goods, estimates a 25% drop in container volumes for February. 

•  Pharmaceuticals – China dominates the “active pharmaceutical ingredient” (API) sector. Many medicines 
(e.g. some popular blood pressure medications) rely on key ingredients manufactured in China.

• Technology/Electronics – China and South Korea are key production centers. Both have been disrupted.

•  Automobiles – China and South Korea are important here not just for traditional auto parts, but also for 
electronics for vehicles. Hyundai had to temporarily shut down production in Korea, while Nissan did the 
same in Japan.

• Toys – 85% of the world’s toys are made in China. 

• Trucking – If goods from China or elsewhere are not arriving at ports, they will not need to be delivered.

•  Retail sector – demand for necessities, medicines and cleaning products will surge, straining supply 
chains.

Sectors most at risk from demand disruptions

•  Travel and Tourism – Such spending is discretionary and reacts quickly and sharply to unfavorable shocks. 
The example of 9/11 is instructive. In this episode, air travel fell because of fear of terrorism. Between 
the second quarter of 2001 and the fourth quarter of 2001, US exports of travel services (rest-of-world 
spending on visits to the US) fell by 24%. US spending on imports of travel services (US spending on 
overseas visits) fell by 19% over the same period. 

•  Retail – especially restaurants and bars. Other discretionary spending will also fall as people avoid public 
places.

•  “Luxury” goods – effects here are already being felt, as China represents about one-third of global luxury 
goods demand. 

• Energy – the knock-on effects from reduced travel mean less demand for fuel

•  Commodities – knock-on effects from reduced manufacturing production will cut demand for other 
commodities

Effects on the healthcare sector

Healthcare would be one major sector where demand would surge – but whether that demand could be met 
is another question. There are roughly 900,000 staffed hospital beds in the US, with an occupancy rate 
around 65%. Even a mild pandemic would overwhelm available capacity, even without allowing for the fact 
that capacity will shrink because healthcare professionals will get sick. And the ability to deal with other, 
non-acute problems would be dramatically reduced. 

What can macroeconomic policy do?

The standard policy response to a macroeconomic downturn is stimulative monetary or fiscal policy.  
But interest rate cuts cannot combat the supply shock – they cannot induce factories closed by the virus to 
reopen. Nor can they combat the demand shock – a few points off interest rates or a tax cut are not going to 
induce people to take cruises or go to restaurants. 

Yet there is still a role for macroeconomic policy. Lower interest rates and other monetary and fiscal measures 
to ease credit flows or provide financial support can alleviate the economic burden of the virus on firms and 
households. They can reduce the risk of credit markets freezing up. For some firms, these measures may be the 
difference between going bust or surviving until the shock subsides.
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The Fed is one of the few central banks with significant ammunition in its locker. It has already used some of it, 
with an initial 50 basis-point rate cut on March 3. Events will determine whether that is all, or just a first step.

What can we say about the size of the economic impacts?

We have the benefit of some previous studies, notably by the CBO in 2005 and McKibbin and Sidorenko in 
2006, that have tried to estimate the possible economic impacts of pandemics. These studies examined 
a range of outcomes depending on the severity of the pandemic – but note that both their “mild” and 
“severe” scenarios involve a more damaging outbreak than we have experienced so far with the coronavirus.

The results suggest that a “mild” pandemic could produce a temporary slowdown in growth, with around a  
1 percentage point loss in output. A “severe” pandemic would produce a global recession of similar 
magnitude to the Great Recession (perhaps reducing global GDP by 4-5 percentage points from where it 
otherwise would have been). The loss of global GDP in the severe case would be roughly equivalent to the 
global economy shutting down for 2-3 weeks. 

“Mild” pandemic scenario

In its mild case, the CBO assumed 25% of the US population infected, and a fatality rate of just over 0.1% 
(in line with the 1957-58 and 1968-69 episodes, and with the seasonal flu). In this scenario, it estimated 
a total loss of GDP of about 1% in the year of the pandemic, split roughly equally between supply-side and 
demand-side impacts. Even in this so-called “mild” event, based on the current US population of around 330 
million, there would be 83 million infected in the US, and around 110,000 deaths. This would roughly twice 
as severe as a bad seasonal flu year. 

The estimates by McKibbin and Sidorenko for the global economy find similar order-of-magnitude impacts. 
A “mild” scenario lowers global GDP by 0.8%. The losses are heaviest in poor countries with the least 
effective healthcare systems.

 “Severe” pandemic scenarios

The CBO’s severe case assumed 30% of the US population infected, with a fatality rate of 2.5%. The key 
difference with the mild pandemic case is therefore the assumed fatality rate rather than the infection rate. 
The severe case assumptions roughly match the Spanish flu pandemic. The CBO estimated a total loss of 
GDP of about 4.25% from the severe pandemic in the year that it occurred, split roughly equally between 
supply-side (2.25%) and demand-side (2%) impacts. Based on the current US population size, there would be 
100 million infected in the US and 2.5 million deaths. 

The estimates by McKibbin and Sidorenko for the global economy are similar. A “severe” scenario (like the 
Spanish flu) lowers global GDP by 5 percentage points. The 4-5% loss of global GDP in the severe case would 
be roughly equivalent to the effect of the global economy shutting down for 2-3 weeks.

Relevance of these scenarios for the coronavirus

The 25-30% infection rates in these scenarios far exceed what we have seen so far for the coronavirus, which 
up to a point is reassuring. In China, with around 80,000 infections out of a population of 1.4 billion, the 
infection rate at present is about 0.006%. But we have already seen severe disruption in economic activity in 
China, a reminder that the economic effects of the coronavirus need not be proportional to its severity. It is 
the efforts to avoid becoming infected – both individual and government-mandated – that cause most of the 
economic damage. These can be highly disruptive to the economy even if the outbreak turns out to be very 
mild – because people do not know its severity that in advance.

Possible long-run economic and political impacts

The effects of the virus will get worse in the immediate future, but then likely diminish in a few months. 
The virus may weaken in the summer months and possibly return in the winter. Ultimately, a vaccine will be 
developed.

As the effects of the virus diminish, economic activity will return towards normal. Stock markets will recover, 
and growth will temporarily rise sharply. Most of the activity lost during the outbreak will not be made up, but 
the US and global economies should return to roughly the trajectory they had before (except in the extreme 
case where a heavy death toll has depleted the workforce). But the outbreak, even if hopefully resolved much 
more benignly, will have potential long-term impacts:
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•  An intensification of the existing trend to shorten and diversify supply chains. This trend has been driven 
in part by the disruptive impacts of natural disasters on supply chains, and in part by the impacts of 
man-made shocks such as the Fukushima nuclear disaster and the recent tariff wars.  Simply locating 
production where it is cheapest has brought risks no longer seen as acceptable. That strategy will 
change.

• An intensification of the move towards e-commerce as more people become accustomed to using it.

•  A permanent reduction in corporate travel if companies find that virtual meetings can substitute for 
in-person meetings. 

•  Consolidation and shrinkage in the airline and travel business as the weakest competitors do not survive 
(this process has already begun).

• Some leisure activities – notably cruises – may find it hard to attract customers back.

•  Geopolitical tensions may remain elevated. The trend towards populist nationalism may be strengthened 
if countries blame one another for the outbreak and seek permanently tighter border controls.

•  The perceived success or failure of the US healthcare system in dealing with the outbreak could influence 
the political debate on the extent of the role of government in the healthcare system.

•  The perceived success or failure of the US administration in dealing with the outbreak could influence the 
outcome of the 2020 Presidential election, determining whether the incumbent or his challenger appears 
to have a “safe pair of hands”. 
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