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Abstract: The purpose of this paper is to take a deeper look into how pandemic influenzas can affect world economies. More specifically, I will be analyzing how the 1918 Spanish Flu affected the Canadian economy and society. I will do this by first talking about a piece of literature by Warwick J. McKibbin and Alexandra A. Sidorenko, which discusses the global impact of pandemics. Throughout the paper, the two authors help paint the picture of a measurable scale that categorizes pandemics into 4 separate classes: Mild, Moderate, Severe, and Ultra. My plan is to use this classification list, and other macroeconomic factors that the literature talks about, as I analyze the Spanish Flu’s impact on Canada. In the rest of the paper, I hope to build a detailed narrative about the origin of the outbreak, the spreading that was accelerated by World War I, and how this influenza affected Canada’s economy. This 1918 pandemic is the deadliest one to date and came as a result of the Great War. I aim to see just how costly this virus was to Canadians. By the time I am done my research and writing, I plan to be able to clearly argue that it was in fact the most costly factor that came out of WWI, and hopefully I can learn something that could provide light to the strange times we are currently in. 
Introduction
The 1918 Spanish Flu was the most severe and fatal disease outbreak in recent history. It was caused by an H1N1virus that had jumped from birds. Although there lack a consensus on where the pandemic emanated from, it spread across the globe during the 1918 and 1919. It is estimated that at least 500 million were infected, which is equivalent to a one fifth of the world, while at least 50 million died. The mortality rate was high in children below the age of five years, adults of between 20 to 40 years, as well as older people above 65 years. It happened following the end of the Great War in Europe. The Americans had joined the Bretons in the war against Germany. Its pattern of morbidity had been bizarre as influenza virus had been to be a killer of children and the elderly. While the pandemic has been studied and evaluated, the features that made it so devastating are yet to be understood (Billings). There lacked a vaccine for the infection and the secondary bacterial infections were barely treatable. Intervention was limited to non-medical initiatives such as restriction of public gatherings, utilization of disinfectants, good hygiene, quarantine, and isolation. The Flu was the most-costly factor to come out of WWI, both on human capital and economic growth.
Literature Review
The principal impact of pandemic influenza is in its enormous morbidity rate leading to crowded hospitals, reduced production, schools closing, and absenteeism. While these are the short term effects of the outbreak, it had massive economic devastation, especially in the United States where the country lost between $73.1 and $166.5 billion. In their forecasting model to determine the economic impact of a pandemic Influenza, Bloom et al., (2005) predicted a mild pandemic of 20 percent attack rate and 0.3 mortality rate. The consumption shock would be three percent through labor morbidity and social distancing. Such a pandemic would have the global GDP drop by 0.6 percent while the volume of sales in global trade would drop by $2.5 trillion. Another study by the U.S. Budget office (2005) analyzed two possibilities, a mild outbreak with a 20 percent infection rate and 0.1 percent mortality rate would lead to GDP contraction by 1.5 percent. The second possibility would be a severe outbreak with an infection rate of 30 percent and a mortality rate of 2.5 percent, which would contract the GDP by five percent (McKibbin and Sidorenko 17).
Global Macroeconomic Consequences of Pandemic Influenza
Fall in labour supply (Mortality & Illness)
Availability of labor would be the most affected by a pandemic influenza through morbidity and mortality. With an attack rate of 30 percent, employees are unavailable with some on self-quarantine and others on sick leave. Workers could also be absent from work to take care of their sick relatives. With an assumption that only female employees would be absent to take care of their family, the rate of employee absenteeism would be a function of female proportion in the workforce. In a mild pandemic scenario, the effect of absenteeism would be felt in the first year while its long-term effects would be insignificant owing to the small fatality rate. However, in a severe pandemic, the fatality rate has a significant effect on the labor force (McKibbin and Sidorenko 19). Therefore, the direct effects of an Influenza outbreak on labor supply is caused by deaths while the indirect effects emanate from shock resulting from absenteeism.
Increase in the cost of doing business
While the cost of production is set to increase during a pandemic, the level of change would vary across sectors and countries.  The shock on labor would lead to increase in prices, and this would lead increased production costs. The impact varies across the different severity of pandemics and to understand it, the cost shocks can be benchmarked to those used in the SARS study (Lee and McKibbin). These shocks are then scaled using the service sector exposure index. 
To compare the cost shocks in the different scenarios, the differences between the moderate and mild scenarios are accessed based on their mortality shocks. For moderate and severe scenarios, the linear scaling is done and mortality shocks are used again for severe and ultra-severe scenarios. The economies of East Asia would the hardest hit, which is consistent with the mortality rates. The shock to the service industry varies across different nations due to the adjustment by the service sector exposure index (McKibbin and Sidorenko 20). Canada would be less hit by any level of the infection scenarios owing to its exceptional healthcare system; its cost shock index is below 0.50.
Shift in Consumer Preferences
A pandemic Influenza has the propensity to cause massive economic changes leading to changes in consumers spending pattern. This change comes from alterations of the relative prices of goods and services, distribution of wealth, and changes in consumer income. Besides, the pandemic would authenticate that preferences to some products change independent of economic variabilities. People focus on essential goods and services, especially medical care, while the more luxurious goods are abandoned temporarily.  To speculate the effect on the demand of goods, a model for imposing shock on demand of goods is implemented (McKibbin and Sidorenko 21). The presumption is that the shift in preferences results to relative spending on goods and services as well as overall spending. The market does not lose the money as it is saved for use in future periods. 
It is imperative to account for sector sensitivity to the various pandemic shocks when assessing the shift in consumer preferences. For instance, the index for sensitivity in the service sector is used to scale service demand shocks. There are essential products as well as industries that would barely see a shift in preferences, for example, mining, and energy production. The shift is seen in most of the service, manufacturing, and agricultural markets.  For mild scenario in Canada, the shift in preferences is relatively modest, barely reaching a 0.05 percent fall. The pattern of preference changes is consistent with the pattern of increase in costs. For a moderate scenario, the effect on consumer preferences is barely different with similar shocks being applied and the difference being the scaling for fatalities (McKibbin and Sidorenko 21). The shift remains below two percent even in Canada, even in ultra-severe scenarios, thereby depicting the market stability and independence form external forces in the country.
Re-evaluation of a Country’s Risk Premium 
A panic by investors following the outbreak of a pandemic would lead to hoarding of investment money as they wait for the markets to become predictable. Developing countries as well as those in East Asia would be the most affected by the financial panic. While the risk premium for mild and moderate scenarios could be small, the situation becomes worse for severe situations with countries such as Philippines speculating a change of up to 6 percent (McKibbin and Sidorenko 21). Canada would have a change in risk premiums of less than one percent indicating the investors’ trust in the relative stability of the country’s economy.
Measurable scale for level of pandemic
While a mild pandemic outbreak is expected to have a significant impact on the global economic impact, Canada will experience minimal effect. Most of the country’s sectors are stable and devoid of disruption from mild pandemics. Countries in the East Asia and Africa would be the losers in a mild pandemic owing to the financial panic that would see massive reduction in investments. North America and Europe appear to be a safe haven from the impact of a shift in global capital
Background of the Pandemic
Although it remains uncertain on where first case of the virus emerged, it quickly spread through Europe occurring in three waves. The first wave was relatively mild followed by a more lethal type in August 1918. Pneumonia progressed quickly with death occurring within two days after appearance of the flu symptoms. The third wave came during winter and did most of its recorded damage. There have been distinctive hypotheses regarding the origin of the flu. A study by Oxford indicated that UK troops were the pioneers of the virus with claims that the flu had started as early as 1916 with a high mortality. A report published in 2016 indicated that the virus had been common among European soldiers for months prior to the outbreak in 1918. There have also been claims that the flu originated from the United States with a popular author, John Barry indicating that the virus had been in Kansas for months before the outbreak. Besides, multiple studies have shown that the death rate in China was relatively small leading to speculations that it could have emerged from there.
The pandemic affected every part of the world, starting from ports and then spreading from one city to another along the major transport lines. Most of the deaths occurred during the second wave of the pandemic. In the Western Front, military troops were cramped in dump and dirty conditions which was ideal for the spread of the virus. As the war came to an end, troops began returning to their homes and took the undetected virus with them. Reports of the virus were first recorded in January 1918 and progressed through that year killing people, especially the middle age population, which was the inexplicable revelation about the virus. The end of the pandemic was reported in December 2020 after two years of fighting the virus. The majority of the deaths during the pandemic were caused by secondary infection from bacterial pneumonia.
Life in Canada during WW1
Canada had entered the war with limited public service, no income tax, and limited forms of government involvement in the country’s economy. The war cost the country vast amounts of money with the enormous demand for supplies in of goods, services, and soldiers. Many areas of home front activity were under stress. Product prices had escalated while wages reduced. The government became increasingly involved in business regulation in its bids to get resources to fund the war abroad. People had begun alienating themselves from the government with the spirit of voluntarism having been lost with government move to control business.
Life after WW1 during the Spanish Flu
The flu hit Canada hard and killed around 55,000 people in the country, most of whom were middle-aged adults. These deaths compounded the loss of 60,000 Canadians that perished during World War I.  Despite the powerlessness against the virus, there lacked coordination from the healthcare system. The chaos depicted in dealing with the pandemic brought an evolution in the system with a department of health being formed in 1919. The massive loss of lives from the flu had a profound economic impact on the country.  Workforce became greatly reduced, with some companies having to import labor supply form neighboring countries. Families lacked a primary wage earner while thousands of children were left as orphans. In an attempt to avert the spread of the flu, most of the local governments halted non-essential services while provinces imposed quarantines on their people. Labor mobility was completely paralyzed
How Canada dealt with the Virus
 	Massive healthcare reforms were enacted to avoid such chaos as exhibited during the Spanish flu Pandemic. The Canadians lobbied for better government control over public health. The government founded a department to deal with health issues. Politicians urged communities prone to the flu towards a vision of Canadian healthcare reforms. Communities were forced to abandon volunteerism as there came a realization that government ought to take the responsibility of caring for the sick. The country had to reorganize its economic structure to accommodate the change that had ensued from the loss of both money and human capital.
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