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Impact of SARS: Business with China Remains Stable Thus Far  
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Although Japan has had no reported cases of Severe Acute Respiratory Syndrome (SARS) as of July 16, the gravity of the 
outbreak in neighboring countries has nevertheless been felt throughout Japan. Realizing the risk of SARS spreading to 
Japan, the Japanese government took several preemptive measures starting in April. These included the tightening of 
airport medical inspections for visitors from SARS-infected countries; establishment of an emergency network of 
quarantines and hospitals; and subsidization of sectors most damaged by SARS, such as the airline and tourism industries. 
In the beginning of June, the government went even further by banning Chinese imports of three animal species that have 
suspected links to SARS.  
 
Now, with SARS appearing to be receding in China, Japan seems to have escaped its direct impact. Yet escaping a SARS 
outbreak does not necessarily mean that Japan will be able to emerge completely unharmed. Economic aftershocks are 
quite possible, especially concerning the Japan-China trade in goods. Moreover, the question of the extent to which 
shocks might penetrate the already sluggish Japanese economy is likely to gain increasing attention over the coming 
months.  
 
Because China was more severely affected by SARS than other country, and is also one of Japan’s largest trading 
partners, China might serve as a good case study of economic effects on Japan thus far. There was a rather significant 
decrease in bilateral trade in May, after a fairly stable period from January to April revealing that SARS may indeed have 
had some effect. The overall trend of growth in Japan-China trade over the past year has not been affected, however, with 
trade in May 2003 being 30 percent larger than in May 2002. Perhaps Japan’s trade with China has now matured to the 
point that it can withstand the shocks of episodes such as SARS. Yet more time should be allowed for analysis of the 
coming months’ trade before reaching such a conclusion. 
 

Import Restrictions 
On June 4, the Ministry of Health, Labor, and Welfare of Japan (MHLW) and the Ministry of Economy, Trade, and 
Industry amended trade regulations to implement a ban on the import from China of three animal species: masked palm 
civets, raccoon dogs, and Chinese ferret badgers. A Hong Kong report stating that SARS may have originated in these 
animals prompted the decision, which requires all importers of such animals, including those coming from Hong Kong or 
Macao, to obtain MHLW confirmation that there is no risk of these animals carrying the SARS virus into Japan. But 
because the MHLW cannot determine the origin of SARS—let alone find a cure—it will not give any such confirmation, 
thereby making this amendment, in effect, a total ban on these imports. Damage to Japan-China trade is unlikely, 
however, because, according to the MHLW, Japan has not imported any of the animals since January 2001.  
 

Trade with China 
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The first SARS case was confirmed in November 2002 in Guangong, China. Thereafter, as the number of Chinese victims 
began to rise in January 2003, many Japanese cancelled business trips to China, and some companies suspended 
operations completely. Concerns over a slowdown of business in China naturally emerged, but trade between Japan and 
China remained relatively stable, with no significant decrease between January and April. In fact, trade levels remained 
higher than those of 2002. According to trade statistics released by the Ministry of Finance, exports from January to April 
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were U.S. $17 billion, 58 percent larger than in 2002, and imports from China were U.S. $23 billion, 24 percent larger 
than in 2002.  
 
May statistics, on the other hand, revealed a significant decrease in post-SARS trade with China. Exports to China in May 
were U.S. $4.5 billion, down U.S. $0.1 billion from April. Imports from China were U.S. $5.8 billion, down U.S. $0.6 
billion from April. Although this was the largest decrease in a year, it has not fundamentally damaged trade with China. In 
fact, not only was there was a similar decrease in 2002, but Japan’s trade deficit with China also decreased in May, and, 
compared to May 2002, total trade was still up 30 percent. Hence, whether the May decrease was SARS-induced, or 
simply a natural fluctuation, is somewhat uncertain. What is certain is that Japan-China trade is still growing despite 
SARS, which suggests that perhaps the trade has now sufficiently matured to absorb shocks such as those from SARS.  
 
One cannot be certain yet, of course, that trade will emerge completely unscathed; there could be less immediate effects 
that are not yet discernable. Furthermore, the June numbers, when available, could reveal a different story, due to the fact 
that the number of SARS patients and victims increased significantly from the end of April to the beginning of June. 
 

Operations in Asia 
With the SARS crisis deepening, many Japanese companies have faced unprecedented difficulties in operating their 
factories in Asia. According to the June 2003 JETRO survey of 1,974 Japanese companies, which operate in 12 areas of 
East Asia, 60 percent answered that SARS is affecting operations. Firms operating in China (78.4 percent), Hong Kong 
(75.8 percent), and Singapore (74.9 percent) answered that their businesses have been especially affected, while 
companies in Thailand (29.5 percent) and in Indonesia (27.0 percent) answered that their businesses have been less 
affected by SARS. The most serious effects have been “no progress in business talks” (66.6 percent), “suspension of talks 
concerning new business” (33.1 percent), and “decreased sales/profits” (32.2 percent).  
 
Despite these negative answers regarding the impact of SARS, 34.4 percent of the firms reported that there were no 
effects, and another 4.4 percent, in fields such as healthcare, have had an increase in sales. As for the future, 37.2 percent 
predict that there will be a decrease in production and sales if SARS continues for another two to three months. Finally, of 
the firms that were planning for future investment in China, 59.0 percent answered that there is no change in their 
investment plans, while another 37.6 percent have postponed and 2.7 percent have cancelled their investments. 
 
 
Positive Outlook 
Japan’s trade not only seems to be weathering the SARS crisis, it might even come out ahead with an increase in fiscal 
year 2003. The Japan Foreign Trade Council (JFTC), consisting of major Japanese trade companies and industry 
organizations, forecasts that Japan’s total exports in fiscal 2003 should grow 2.1 percent (to roughly 54 trillion yen) from 
fiscal year 2002. Furthermore, JFTC claims that the economic growth rate of Asia will remain at 5.5 percent, meaning that 
Japanese import demands throughout Asia should not diminish—particularly not for electric machinery and 
semiconductors. 
 
Therefore, just as the impact of SARS has proved limited thus far for Japan, Asia too seems to have weathered this storm, 
with business beginning to pick up again (albeit slowly). SARS has nevertheless taught Japan a valuable lesson: the very 
real risks of an epidemic, and the preparation necessary to manage it if it arises again. Many Japanese companies have 
thus begun to reconsider their risk-management policies, and have introduced new inventory controls and procurement 
systems accordingly. 
 
For any comments or inquiries on Japan Watch, please contact Eri Hirano at (202) 775-3144 or by e-mail at ehirano@csis.org. 
_________________________________________________________________________________________________ 
Japan Watch is published by the Office of the Japan Chair of the Center for Strategic and International Studies 
(CSIS), a private, tax-exempt institution focusing on international public policy issues. Its research is nonpartisan 
and nonproprietary. 
CSIS does not take specific policy positions. Accordingly, all views, positions, and conclusions expressed in this 
publication should be understood to be solely those of the authors. 
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