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INVESTMENT PRODUCTS ARE: ● NOT FDIC INSURED ● NOT A DEPOSIT OR OTHER OBLIGATION OF, 

OR GUARANTEED BY, JPMORGAN CHASE BANK, N.A. OR ANY OF ITS AFFILIATES    ● SUBJECT TO 

INVESTMENT RISKS, INCLUDING POSSIBLE LOSS OF THE PRINCIPAL AMOUNT INVESTED 

 

Topics: Coronavirus severity and global impacts 
 

 While infection rates are slowing inside China, COVID-19 infections are now rising outside China  

 Mortality rates are skewed heavily towards older individuals with pre-existing conditions 

 Since the virus is lethal for people with compromised lung capacity, mortality rates outside China might 
be lower given China’s combination of poor air quality and high smoking rates 

 Global supply chains have been impacted given reliance on Chinese production for key intermediate 
goods, but the impact on the US should be manageable 

 While there are reports of Chinese factories reopening, most activity indicators are still close to their 
post-lunar new year lows 

 Markets are now pricing in large earnings declines from the virus in 2020; the hit to Chinese earnings 
may be even bigger that what’s priced in, while the hit to US earnings might be smaller 

 COVID-19 raises important questions about the right risk premia for holding Chinese financial assets 
 

New infections in Wuhan/Hubei and the rest of China have fallen sharply, although new infections in Hubei 
are still running in the hundreds (it seems like Wuhan, in contrast to the rest of China, is being left to fend 
for itself).  The second chart shows the evolution of actual Wuhan cases (in blue) compared to forecasts 
from York University epidemiologists in January.  Their base case for COVID-19 at the time (red dots) was 
very high given an estimated maximum reproductive rate of 6.5 compared to 4.9 for SARS, and 2.0-2.8 
for MERS in Riyadh.  They published a second scenario that assumed severe quarantine/contact restrictions 
(gold dots).  Actual results have been much closer to the latter, showing that these policies can “work”. 

 
 

However, markets are now reacting to the jump in cases outside China (mostly in S. Korea, Italy, Japan and 
Iran), as well to the 700 people infected on the Diamond Princess ship (out of 3700 total crew/passengers). 
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Economic and market reactions to pandemics are more a function of mortality than contagion 
per se.  Here’s the latest from China’s Center for Disease Control.  COVID-19 mortality rates have been 
drifting higher from 2.2% to 3.5% over the last month.  That said, COVID-19 primarily affects older 
individuals with pre-existing conditions whose mortality rates are much higher than the average.  Individuals 
below 50 and/or those with no pre-existing conditions have mortality rates well below 2% (almost 0% for 
people below the age of 40).  As a percentage of hospitalized cases with a specific outcome (mortality or 
discharged/recovered), mortality rates are closer to 10%.  For a comparison of COVID-19 mortality and 
contagion characteristics vs other diseases, see page 8. 

 
 

When a virus either has a cure or palliative treatments that mitigate mortality, then quality of healthcare 
systems could have a large effect on cross-country mortality rates.   But with COVID-19, that’s not the case: 
there’s no cure yet, and palliative care does not seem to have much of an impact on outcomes.  In China, 
the median number of days for those who died from the disease was only 11-14 days. 

What might play a bigger role: behavioral and environmental factors.  COVID-19 is particularly 
lethal for people with compromised lung capacity.  Here’s where China has a problem: it has high smoking 

rates and terrible air quality (see chart).  There are countries with high smoking rates but better air quality 
(Russia, Greece, Indonesia), and countries with poor air quality but low smoking rates.  China, along with 
Nepal, Laos and Bangladesh, have both.  If these factors do contribute to mortality rates for COVID-
19, mortality rates outside China might be lower. 
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Economic impacts   

While the US is reliant on Chinese supply chains, we need to be careful not to overstate this.  The first 
chart shows the % of US intermediate goods inputs sourced from China by industry (i.e., China imports as 
a % of all imported and domestically sourced intermediate goods).  Electronics, furniture, machinery and 
apparel are all impacted, but none of these reliance shares exceed 20%.  Furthermore, manufacturing and 
wholesaling inventories are at high levels right now, which could help with supply chain disruptions.  That 
may be one reason why the estimated economic impact of the virus on the US in the second chart is 
negligible.  Exception: much tighter inventory levels in retailing and electronics.  On a related China 
exposure note, the Asia-Pacific region represents 11% of S&P 500 revenue exposure, with roughly a third 
of that in China directly. 
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Even so, global supply chains are highly disrupted right now and help explain why China’s 
trading partners in Asia are expected to suffer larger economic damage than the US.  Within 
China, we’re tracking indicators that reflect the impact of the lockdown.  Twenty days after the Chinese 
Lunar New Year was the low point for economic activity due to quarantines and travel bans.  The latest 
readings show that economic activity has only picked up by a very small degree. 

   

China’s corporate sector is going to take a big hit in Q1.  Pre-virus, assuming nominal GDP growth of 
7%, China’s corporate sector was projected to generate net operating cash flow in Q1 of RMB 5.7trn. 
Instead, net cash flow could be as low as RMB 750 bn, even after accounting for the high degree of variable 
production and materials costs in many sectors1.  Most emergency government funding may end up 
benefitting state owned enterprises, and bond market investors may continue to prefer state issuers with 
implicit guarantees.  In other words, the virus is another blow to the development of China’s private sector. 

 
  

                                                 
1 Gavekal Dragonomics, February 25, 2020. 
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Despite our expectations of an eventual post-virus bounce in global activity, there are still weak 
signals worth paying attention to in the US: a large decline in job openings in the US (from high levels), 
declines in US freight measures and the negative impact of the Boeing 737 Max grounding.   The latter is 
expected to hit first quarter growth now that aircraft inventory levels have been climbing and no one is 
buying.  The other two (jobs and freight) are most likely lingering aftershocks from Trump’s Trade War. 
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Markets 

Some quick facts on the S&P 500 selloff: at -8.1%, it has been the second largest 4-day decline from an 
all-time high on record, and is equal to the median level of all 5%+ selloffs since 1927. 

The magnitude of US and MSCI China declines over the last week appears to price in a full year earnings 
decline of 20%-25% in China, and 10%-15% in the US and Europe.  My sense is that the earnings results 
may be worse than expected in China, and better in the US.  Furthermore, large S&P 500 selloffs have 
historically been followed by a rebound within 6 months if there’s no recession, which we do not expect 
given the strength of the US consumer.  And for all the talk of collapsing interest rates, the spread between 
the 10 year and 30 year US Treasury is steepening, not inverting. 

The most obvious comment to make is that markets were not set up for a massive global shock 
like COVID-19 given where financial assets were priced coming into the year.  The table below 
shows the percentile of expensiveness for the S&P 500 across various metrics as of mid December.  Almost 
all of them were at the very high end of the range, which is why we wrote about much lower return 
expectations in our 2020 Outlook even before the virus came along.  Usually a year of very high market 
returns combined with weak profits growth (like 2019) is followed by a year when profits catch up to 
what’s priced in, resulting in flattish markets; that’s what we were expecting already. 
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Another important issue regarding COVID-19 is that it comes at a time when MSCI and Barclay’s are 
gradually increasing China’s weight in global equity and fixed income index products.  While 
foreign portfolio inflows into China are helping stabilize its capital account and offset whatever capital 
flight might be taking place, COVID-19 raises important questions about the necessary risk premia 
for holding Chinese assets.  The severity of the pandemic has reportedly been exacerbated by Chinese 
government repression of virus scientists last December for rumormongering, and who were compelled to 
sign a document admitting that they were “spreading lies” (some eventually died)2.   

Eventually, COVID-19 may reach the US in much larger numbers, and if it does, equity markets 
may get hit again given what China has shown as the necessary steps to contain it (extreme 
quarantine measures and massive disruptions to economic activity).  All things being equal, I would 
be tempted to see such a selloff as a buying opportunity.  After all, in the history of pandemics, equity 
markets tend to decline sharply and then recover.  This pattern also influences current economic forecasts 
of a sharp and temporary period of above-trend growth when COVID-19 eventually subsides. 

What may be different this time: a front-runner candidate in one party who advocates a radical change 
in the structure of the US economy, combined with a prior Senate Majority Leader arguing for an end to 
the filibuster3, which would allow for a simple majority to pass major economy-wide legislation.  I received 
some grief for our February 6th note on this, but his supporters cannot have it both ways: you cannot argue 
for radical changes across multiple sectors of the US economy without people like myself discussing the 
potential for a radical repricing of financial assets in response.  In any case, we will discuss this in an Eye 
on the Market next week after Super Tuesday.  The 2020 energy paper is finished but will have to wait. 

Michael Cembalest 
JP Morgan Asset Management 

(see following page for COVID-19 charts vs other communicable diseases) 

 

   
 

 
  

                                                 
2 See “How China’s incompetence endangered the world”, Foreign Policy Magazine (a subsidiary of the Washington 
Post), Feb 15, 2020; “Wuhan virus cover-up exposes a China built on lies”, Foreign Policy Magazine, Feb 3, 2020; 

“Coronavirus and the Blindness of Authoritarianism”, Atlantic Monthly, Feb 22,2020; and our December 4, 2019 Eye 
on the Market which included charts on China’s remarkable economic transformation measured against an empirical 
assessment of the rights of the individual in China compared to all other countries in the world. 
3 “The Filibuster Is Suffocating the Will of the American People”, Harry Reid, NY Times, August 12, 2019. 
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Appendix charts: COVID-19 in context 

The first chart shows infection and mortality comparisons of COVID-19 to SARS and the Swine Flu, while 
the second chart takes a more comprehensive look vs a wider variety of communicable diseases.  In the 
second chart, the mortality axis is not linear at the bottom in order to highlight differences in diseases with 
much lower mortality rates.  As a reminder, preliminary estimates from the US CDC on the US flu season 
are as follows: 29 - 41 million illnesses, 280k-500k hospitalizations and 16,000 – 41,000 deaths. 
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Purpose of This Material: This material is for information purposes only. The views, opinions, estimates and strategies expressed herein constitutes 
Michael Cembalest's judgment based on current market conditions and are subject to change without notice, and may differ from those expressed 
by other areas of J.P. Morgan. This information in no way constitutes J.P. Morgan Research and should not be treated as such. 
 
GENERAL RISKS & CONSIDERATIONS 
Any views, strategies or products discussed in this material may not be appropriate for all individuals and are subject to risks. Investors may get 
back less than they invested, and past performance is not a reliable indicator of future results. Asset allocation / diversification does not 
guarantee a profit or protect against loss. Nothing in this material should be relied upon in isolation for the purpose of making an investment 
decision. You are urged to consider carefully whether the services, products, asset classes (e.g. equities, fixed income, alternative investments, 
commodities, etc.) or strategies discussed are suitable to your needs. You must also consider the objectives, risks, charges, and expenses associated 
with an investment service, product or strategy prior to making an investment decision. For this and more complete information, including 
discussion of your goals/situation, contact your J.P. Morgan representative. 
 
NON-RELIANCE 
Certain information contained in this material is believed to be reliable; however, JPM does not represent or warrant its accuracy, reliability or 
completeness, or accept any liability for any loss or damage (whether direct or indirect) arising out of the use of all or any part of this material. No 
representation or warranty should be made with regard to any computations, graphs, tables, diagrams or commentary in this material, which are 
provided for illustration/reference purposes only. The views, opinions, estimates and strategies expressed in this material constitute our judgment 
based on current market conditions and are subject to change without notice. JPM assumes no duty to update any information in this material in 
the event that such information changes. Views, opinions, estimates and strategies expressed herein may differ from those expressed by other 
areas of JPM, views expressed for other purposes or in other contexts, and this material should not be regarded as a research report. Any 
projected results and risks are based solely on hypothetical examples cited, and actual results and risks will vary depending on specific circumstances. 
Forward-looking statements should not be considered as guarantees or predictions of future events. 
 
Nothing in this document shall be construed as giving rise to any duty of care owed to, or advisory relationship with, you or any third party. 
Nothing in this document shall be regarded as an offer, solicitation, recommendation or advice (whether financial, accounting, legal, tax or other) 
given by J.P. Morgan and/or its officers or employees, irrespective of whether or not such communication was given at your request. 
 
J.P. Morgan and its affiliates and employees do not provide tax, legal or accounting advice. You should consult your own tax, legal and accounting 
advisors before engaging in any financial transactions. 
 
LEGAL ENTITY, BRAND & REGULATORY INFORMATION 
In the United States, bank deposit accounts and related services, such as checking, savings and bank lending, are offered by JPMorgan Chase 
Bank, N.A. Member FDIC. JPMorgan Chase Bank, N.A. and its affiliates (collectively “JPMCB”) offer investment products, which may include 
bank-managed investment accounts and custody, as part of its trust and fiduciary services. Other investment products and services, such as 
brokerage and advisory accounts, are offered through J.P. Morgan Securities LLC (“JPMS”), a member of FINRA and SIPC. Annuities are made 
available through Chase Insurance Agency, Inc. (CIA), a licensed insurance agency, doing business as Chase Insurance Agency Services, Inc. in 
Florida. JPMCB, JPMS and CIA are affiliated companies under the common control of JPMorgan Chase & Co. Products not available in all states. 
 
In Luxembourg, this material is issued by J.P. Morgan Bank Luxembourg S.A. (JPMBL), with registered office at European Bank and Business 
Centre, 6 route de Treves, L-2633, Senningerberg, Luxembourg. R.C.S Luxembourg B10.958. Authorised and regulated by Commission de 
Surveillance du Secteur Financier (CSSF) and jointly supervised by the European Central Bank (ECB) and the CSSF. J.P. Morgan Bank Luxembourg 
S.A. is authorized as a credit institution in accordance with the Law of 5th April 1993. In the United Kingdom, this material is issued by J.P. 
Morgan Bank Luxembourg S.A– London Branch. Prior to Brexit,(Brexit meaning that the UK leaves the European Union under Article 50 of the 
Treaty on European Union, or, if later, loses its ability to passport financial services between the UK and the remainder of the EEA), J.P. Morgan 
Bank Luxembourg S.A– London Branch is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority. 
Details about the extent of our regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from us on 
request. In the event of Brexit, in the UK, J.P. Morgan Bank Luxembourg S.A.– London Branch is authorised by the Prudential Regulation Authority, 
subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of 
our regulation by the Prudential Regulation Authority are available from us on request. In Spain, this material is distributed by J.P. Morgan Bank 
Luxembourg S.A., Sucursal en España, with registered office at Paseo de la Castellana, 31, 28046 Madrid, Spain. J.P. Morgan Bank Luxembourg 
S.A., Sucursal en España is registered under number 1516 within the administrative registry of  the Bank of Spain and supervised by the Spanish 
Securities Market Commission (CNMV). In Germany, this material is distributed by J.P. Morgan Bank Luxembourg S.A., Frankfurt Branch, 
registered office at Taunustor 1 (TaunusTurm), 60310 Frankfurt, Germany, jointly supervised by the Commission de Surveillance du Secteur 
Financier (CSSF) and the European Central Bank (ECB), and in certain areas also supervised by the Bundesanstalt für Finanzdienstleistungsaufsicht 
(BaFin). In Italy, this material is distributed by J.P. Morgan Bank Luxembourg S.A– Milan Branch, registered office at Via Catena Adalberto 4, 
Milan 20121, Italy and regulated by Bank of Italy and the Commissione Nazionale per le Società e la Borsa (CONSOB). In the Netherlands, this 
material is distributed by J.P. Morgan Bank Luxembourg S.A., Amsterdam Branch, with registered office at World Trade Centre, Tower B, 
Strawinskylaan 1135, 1077 XX, Amsterdam, The Netherlands. J.P. Morgan Bank Luxembourg S.A., Amsterdam Branch is authorised and regulated 
by the Commission de Surveillance du Secteur Financier (CSSF) and jointly supervised by the European Central Bank (ECB) and the CSSF in 
Luxembourg; J.P. Morgan Bank Luxembourg S.A., Amsterdam Branch is also authorised and supervised by De Nederlandsche Bank (DNB) and the 
Autoriteit Financiële Markten (AFM) in the Netherlands. Registered with the Kamer van Koophandel as a branch of J.P. Morgan Bank Luxembourg 
S.A. under registration number 71651845. In Denmark, this material is distributed by J.P. Morgan Bank Luxembourg, Copenhagen Br, filial 
af J.P. Morgan Bank Luxembourg S.A. with registered office at Kalvebod Brygge 39-41, 1560 København V, Denmark. J.P. Morgan Bank 
Luxembourg, Copenhagen Br, filial af J.P. Morgan Bank Luxembourg S.A.is authorised and regulated by Commission de Surveillance du Secteur 
Financier (CSSF) and jointly supervised by the European Central Bank (ECB) and the CSSF. J.P. Morgan Bank Luxembourg, Copenhagen Br, filial af 
J.P. Morgan Bank Luxembourg S.A. is also subject to the supervision of Finanstilsynet (Danish FSA) and registered with Finanstilsynet as a branch 
of J.P. Morgan Bank Luxembourg S.A. under code 29009.  In Sweden, this material is distributed by J.P. Morgan Bank Luxembourg S.A. - 
Stockholm Bankfilial, with registered office at Hamngatan 15, Stockholm, 11147, Sweden. J.P. Morgan Bank Luxembourg S.A. - Stockholm 
Bankfilial is authorised and regulated by Commission de Surveillance du Secteur Financier (CSSF) and jointly supervised by the European Central 
Bank (ECB) and the CSSF. J.P. Morgan Bank Luxembourg S.A., Stockholm Branch is also subject to the supervision of Finansinspektionen (Swedish 
FSA). Registered with Finansinspektionen as a branch of J.P. Morgan Bank Luxembourg S.A..  In France, this material is distributed by JPMorgan 
Chase Bank, N.A. (“JPMCB”), Paris branch, which is regulated by the French banking authorities Autorité de Contrôle Prudentiel et de Résolution 
and Autorité des Marchés Financiers. In Switzerland, this material is distributed by J.P. Morgan (Suisse) SA, which is regulated in Switzerland 
by the Swiss Financial Market Supervisory Authority (FINMA). 
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In Hong Kong, this material is distributed by JPMCB, Hong Kong branch. JPMCB, Hong Kong branch is regulated by the Hong Kong Monetary 
Authority and the Securities and Futures Commission of Hong Kong. In Hong Kong, we will cease to use your personal data for our marketing 
purposes without charge if you so request. In Singapore, this material is distributed by JPMCB, Singapore branch. JPMCB, Singapore branch is 
regulated by the Monetary Authority of Singapore. Dealing and advisory services and discretionary investment management services are provided 
to you by JPMCB, Hong Kong/Singapore branch (as notified to you). Banking and custody services are provided to you by JPMCB Singapore Branch. 
The contents of this document have not been reviewed by any regulatory authority in Hong Kong, Singapore or any other jurisdictions. This 
advertisement has not been reviewed by the Monetary Authority of Singapore. JPMorgan Chase Bank, N.A., a national banking association 
chartered under the laws of the United States, and as a body corporate, its shareholder’s liability is limited. 
 
JPMorgan Chase Bank, N.A. (JPMCBNA) (ABN 43 074 112 011/AFS Licence No: 238367) is regulated by the Australian Securities and Investment 
Commission and the Australian Prudential Regulation Authority. Material provided by JPMCBNA in Australia is to “wholesale clients” only. For the 
purposes of this paragraph the term “wholesale client” has the meaning given in section 761G of the Corporations Act 2001 (Cth). Please inform 
us if you are not a Wholesale Client now or if you cease to be a Wholesale Client at any time in the future. 
 
JPMS is a registered foreign company (overseas) (ARBN 109293610) incorporated in Delaware, U.S.A. Under Australian financial services licensing 
requirements, carrying on a financial services business in Australia requires a financial service provider, such as J.P. Morgan Securities LLC (JPMS), 
to hold an Australian Financial Services Licence (AFSL), unless an exemption applies. JPMS is exempt from the requirement to hold an AFSL 
under the Corporations Act 2001 (Cth) (Act) in respect of financial services it provides to you, and is regulated by the SEC, FINRA and 
CFTC under US laws, which differ from Australian laws. Material provided by JPMS in Australia is to “wholesale clients” only. The information 
provided in this material is not intended to be, and must not be, distributed or passed on, directly or indirectly, to any other class of persons in 
Australia. For the purposes of this paragraph the term “wholesale client” has the meaning given in section 761G of the Act. Please inform us 
immediately if you are not a Wholesale Client now or if you cease to be a Wholesale Client at any time in the future. 
This material has not been prepared specifically for Australian investors. It: 
• may contain references to dollar amounts which are not Australian dollars; 
• may contain financial information which is not prepared in accordance with Australian law or practices; 
• may not address risks associated with investment in foreign currency denominated investments; and 
• does not address Australian tax issues. 

 
With respect to countries in Latin America, the distribution of this material may be restricted in certain jurisdictions. We may offer and/or sell to 
you securities or other financial instruments which may not be registered under, and are not the subject of a public offering under, the securities 
or other financial regulatory laws of your home country. Such securities or instruments are offered and/or sold to you on a private basis only. Any 
communication by us to you regarding such securities or instruments, including without limitation the delivery of a prospectus, term sheet or other 
offering document, is not intended by us as an offer to sell or a solicitation of an offer to buy any securities or instruments in any jurisdiction in 
which such an offer or a solicitation is unlawful. Furthermore, such securities or instruments may be subject to certain regulatory and/or contractual 
restrictions on subsequent transfer by you, and you are solely responsible for ascertaining and complying with such restrictions. To the extent this 
content makes reference to a fund, the Fund may not be publicly offered in any Latin American country, without previous registration of such 
fund´s securities in compliance with the laws of the corresponding jurisdiction. Public offering of any security, including the shares of the Fund, 
without previous registration at Brazilian Securities and Exchange Commission–CVM is completely prohibited. Some products or services contained 
in the materials might not be currently provided by the Brazilian and Mexican platforms. 
 
References to “J.P. Morgan” are to JPM, its subsidiaries and affiliates worldwide. “J.P. Morgan Private Bank” is the brand name for the private 
banking business conducted by JPM. 
 
This material is intended for your personal use and should not be circulated to or used by any other person, or duplicated for non-personal use, 
without our permission. If you have any questions or no longer wish to receive these communications, please contact your J.P. Morgan 
representative. 
 
© 2020 JPMorgan Chase & Co. All rights reserved. 
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